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 Results for Announcement to the Market
 

 

ASX Appendix 4D 
 
Results for Announcement to the Market1 
 
Report for the Half Year ended 31 March 20112  
 
Revenue from ordinary activities3,4 ($m) down (3%) to $8,347

Profit from ordinary activities after tax attributable to equity holders4 ($m) up 38% to $3,961

Net profit for the period attributable to equity holders4 ($m) up 38% to $3,961

Dividend Distributions 
(cents per ordinary share)

Interim Dividend 

Amount 
per security

Franked amount 
per security

Record date for determining entitlements to the dividend

76 76

20 May 2011 (Sydney)

19 May 2011 (New York)

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
1 This document comprises The Westpac Group interim results and is provided to the Australian Securities Exchange under Listing Rule 

4.2A. 
2 This report should be read in conjunction with The Westpac Group Annual Report 2010 and any public announcements made in the 

period by The Westpac Group in accordance with the continuous disclosure requirements of the Corporations Act 2001 and ASX 
Listing Rules. 

3 Comprises reported interest income, interest expense and non-interest income. 
4 All comparisons are with the reported results for the six months ended 31 March 2010. 
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1.0 Press Release and Outlook  

4 May 2011 

The Westpac Group - building momentum across all our businesses 
 

Highlights - First Half 2011 compared to First Half 2010 

 Cash Earnings per share of 105.6 cents, up 6% 

 Interim fully franked dividend of 76 cents per share, up 17%  

 Cash Earnings of $3,168 million, up 7%  

 Statutory net profit of $3,961 million, up 38% 

 Impairment charges down 47% to $463 million 

Highlights - First Half 2011 compared to Second Half 2010 

 Cash Earnings up 8%, and Cash Earnings per share up 8% 

 Core earnings1 up 4%, with operating income up 2% and expenses down 1%   

 Strengthened balance sheet, with Tier 1 capital up 44 basis points to 9.5% 

 
The Westpac Group today announced a sound result for the six months to 31 March 2011, with Cash Earnings per share of 
105.6 cents rising 6% compared to the six months to 31 March 2010. 

Cash Earnings recorded similar growth up 7% compared to First Half 2010 and up 8% on Second Half 2010. In the last 6 
months, all divisions recorded growth in Cash Earnings with each delivering improved Core earnings and lower impairment 
charges. 

Impairment charges were down 47% compared to First Half 2010 and were 20% lower compared to Second Half 2010.  
The $463 million charge for First Half 2011 is around one quarter the size of the impairment charge peak in Second Half 
2009. 

Westpac declared a record fully franked interim dividend of 76 cents per share up 11 cents, or 17% over First Half 2010, 
and up 2 cents over Second Half 2010. The higher payment maintains a consistent path of increased dividends since First 
Half 2009 and reflects a payout ratio of 72%. 

Statutory net profit increased 38% to $3,961 million, materially benefiting from the previously announced finalisation of tax 
consolidation associated with the St.George merger. This one-off impact has been excluded from Cash Earnings.  

Westpac Group CEO, Gail Kelly said: “This healthy result reflects building momentum across the business with strong 
financial disciplines. All divisions delivered improved financial results over Second Half 2010, something we’ve not seen 
since before the GFC.   

“The performance of Westpac Retail & Business Banking was particularly strong with the benefits of our Westpac Local 
investment clearly emerging. BT Financial Group also performed well, with good flows into our investment platforms lifting 
wealth income which more than offset the cost of higher insurance claims relating to natural disasters.  

“During this half we continued to strengthen our balance sheet with increased capital and additional liquidity while 
maintaining our very strong provisioning cover. 

“We have also made excellent progress on our major investment and productivity programs.”  

Achievements through the half included: 

 Completing the next phase of Westpac Local, including the recruitment and training of more Personal Bankers in 
Australia and continuing the rollout of this program in New Zealand; 

 Making good progress on our Strategic Investment Priorities (SIPs), including the migration of St.George Bank cards 
processing onto an upgraded credit card platform creating further efficiencies and opportunities in the cards business; 

 Extending our multi-brand strategy by announcing the launch of Bank of Melbourne to create an exciting new growth 
opportunity in Victoria; and 

 
1 Core earnings is operating profit before income tax and impairment charges. 
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 Implementing a range of productivity initiatives to maintain our efficiency advantage resulting in a 41% expense to 
income ratio. 

Speaking about domestic economic conditions, Mrs Kelly said: “Key indicators were generally positive during the half with 
the economy generating good growth, low unemployment and moderate inflation. Despite this, both consumers and 
businesses remain relatively cautious and while confidence is expected to pick-up, lending growth is likely to be moderate 
in the immediate future. 

Mrs Kelly added: “It has also been good to see asset quality continue to improve. Through this cycle, Westpac has 
consistently recorded the lowest impairment charges and the highest provisioning cover of peers. This is a testament to the 
Group’s superior asset quality.” 

Composition of earnings 

 Operating income of $8,501 million was 1% lower than First Half 2010, due principally to strong markets income in the 
prior corresponding period not being repeated. Pleasingly, operating income was 2% higher than Second Half 2010; 

 Lending increased $10 billion or 2% over the year to 31 March 2011. Australian mortgages were the key contributor to 
the increase, rising $18 billion or 6%. This growth was partially offset by a $6 billion reduction in Australian business 
lending from the continued de-leveraging of corporate Australia and a run-down in commercial property exposures.  
Over the last six months, business lending balances were largely unchanged;   

 Customer Deposits increased $17 billion over the year more than fully funding loan growth; 

 While lending and deposits increased, net interest margins were five basis points lower compared to First Half 2010 as 
higher funding costs continue to flow through. As a result, net interest income was 1% lower. Recent trends have been 
positive with net interest income rising 2% compared to Second Half 2010 supported by a four basis point rise in net 
interest margins; 

 Non-interest income was a little lower than First Half 2010, down $41 million or 2%, principally due to a $156 million 
reduction in trading income. Fees and commissions income was higher, as was Wealth management and insurance 
income. However, natural disasters in the period resulted in increased insurance claims; and 

 Expenses were well managed over the year, rising just 2%. Compared to Second Half 2010 expenses were 1% lower.  
The reduction in expenses reflects the strong progress achieved with our productivity program over the half and the 
timing of project spending.   

Natural Disasters 

In First Half 2011 significant natural disasters impacted the period including widespread flooding in Queensland and 
Victoria, a severe cyclone and the second major earthquake in Christchurch, New Zealand. 

Our response to these events has been to support customers as proactively as possible, including: promptly assisting them 
with their enquiries; making banking services available as soon as practicable; acting quickly on insurance claims; and, 
providing emergency relief packages. There has been some short term impact on activity from these natural disasters but 
as the recovery effort gathers momentum it will increasingly support growth.  

The financial impact of these events on Westpac was around $140 million in pre-tax earnings in First Half 2011, which 
includes direct costs, additional insurance claims and higher provisions for estimated impairment losses. 

Asset quality 

Improving asset quality led to a further significant reduction in impairment charges to $463 million. All divisions experienced 
a decline in impairment charges.  

Stressed assets to total committed exposures (TCE) declined 35 basis points over the half to 2.85%. Impaired assets to 
TCE were largely unchanged as the work-out and downgrading of existing stressed facilities into impaired was almost fully 
offset by repayments and write-offs.  

New stressed loans continued to decline over the half and there has been an increase in companies being upgraded and 
returning to full financial health.  

The improving environment and stabilisation in the commercial property market has enabled the release of some economic 
overlay provisions over the half, although these have been partially offset by additional provisions associated with natural 
disasters. In total, the economic overlays were $347 million at 31 March 2011, $106 million lower over the half.  
Notwithstanding this change, the Group has maintained its sector leading provisioning cover. 
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Balance sheet strength  

Westpac further strengthened its balance sheet, with the Tier 1 ratio increasing to 9.5%. 

Funding quality further improved, with good growth in high quality Customer Deposits of $8.6 billion and a further $12.4 
billion in new term wholesale funding raised in First Half 2011. The Group took the opportunity to manage its maturity 
profile through the buyback of $3.8 billion of Government Guaranteed bonds and increased its funded liquid assets by 
around $5 billion. 

The Group remains well positioned to transition to the new Basel III capital and liquidity requirements. 

 

 . 
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Divisional Performance  

In First Half 2011 all divisions delivered growth in both Cash Earnings and Core earnings over Second Half 2010. 

 
Cash Earnings $A millions 

 
Divisions 

Half Year
March 2011 

Half Year
Sept 2010 

Half Year 
March 2010 

Half Year 
Sept 2010 
% Change 

Half Year
March 2010 

% Change 

Westpac Retail & Business Banking 936 883 873 6 7 

Westpac Institutional Bank 767 707 807 8 (5) 

St.George Bank 582 569 472 2 23 

BT Financial Group 309 294 301 5 3 

Westpac New Zealand (NZ$) 210 197 125 7 68 

 

Westpac Retail & Business Banking delivered a strong half, with the benefits of its investment in Westpac Local 
beginning to flow through. Higher Cash Earnings were supported by above system growth in mortgages, excellent 
customer retention and improved products per customer. Returns were also assisted by a strong efficiency performance, 
with expenses little changed over the last three halves. Our investment in the front line is also evident with pleasing 
improvements in net promoter scores; this includes achieving the lead position in business banking. 
 
Cash Earnings in Westpac Institutional Bank were $40 million lower, down 5%, compared to First Half 2010. This was a 
sound performance given a $125 million reduction in markets related income and a $20 million reduction in profit on asset 
sales. Earnings were supported by higher margins and improved asset quality, which led to an impairment charge benefit.  
Compared with Second Half 2010, Cash Earnings rose $60 million, with good results from Transactional banking and Debt 
markets as the business further strengthened its relationships with customers. 
 
A further decline in impairment charges has assisted in lifting St.George Bank Cash Earnings by 23% over First Half 2010 
and by 2% over Second Half 2010. The St.George franchise remains strong, leading the sector in net promoter scores, and 
increasing customer numbers. Loan growth has been modest following the decision to reduce the division’s reliance on 
brokers and further wind back commercial property exposures. St.George has stepped up its investment in the front line 
with seven new branches opened and with preparations for the Bank of Melbourne launch. 
 
BT Financial Group delivered a strong performance, with improved funds management earnings more than offsetting 
higher natural disaster related claims in the Insurance business. BT continues to grow above system in funds under 
administration and sales of BT Super for Life remain strong at over 1,300 new accounts per week. Insurance sales and 
premiums have also strengthened over the year from further cross-sell and expanding the distribution network for life 
insurance.  
 
New Zealand has continued to improve its profitability, lifting Cash Earnings 68% over First Half 2010 and 7% over Second 
Half 2010, to NZ$210 million. This was a very strong performance given that the Christchurch earthquakes impacted Cash 
Earnings by NZ$40 million in First Half 2011, mostly from additional impairment provisions. Loan growth was modest 
although it continues to exceed system growth.  
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Outlook  

Despite ongoing consumer and business caution and the impact of natural disasters, the operating environment has 
remained broadly supportive. Although caution is expected to remain, given a low Australian unemployment rate of 4.9% 
and strong capital expenditure intentions, we expect sentiment to gradually improve over the remainder of 2011. As a 
result, business credit growth is likely to recover, although the timing remains uncertain.   

Globally, the environment remains challenging with low growth and political tensions across many regions. Growth in 
Asia is expected to remain robust and while this will be a positive for Australia, global uncertainty will continue to 
influence local confidence. 

The operating environment is also likely to be impacted by the size and scope of the regulatory agenda which has 
increased both locally and overseas. We are responding to this significant change agenda in a proactive and disciplined 
way.  

To conclude, across the Group we are experiencing good momentum with all our divisions in strong and improving 
shape. This reflects the significant investment we’ve made in our people and in our network in recent years. Contributing 
to this momentum in the period ahead will be: 

 Further progress on our SIPs program with major milestones on our customer facing systems and on-line platform 
expected over the next 12 months; 

 Implementation of further productivity initiatives to improve processes and enhance response times for customers; 

 Westpac’s lead position in business customer advocacy across its divisions, which positions the Group to support 
increased business activity as sentiment improves; 

 Completing the next step of our multi-brand strategy by launching the Bank of Melbourne, including the opening of a 
further 14 new branches this year; 

 Further expanding insurance sales through our existing networks and via independent financial advisor networks; 
and 

 Increasing our activities in Asia with the upgrade of our Beijing office to a full branch. At the same time, the recent 
signing of a General Cooperation Agreement with China Eximbank will improve Westpac’s ability to support 
customers operating in this region. 

 

Given this progress, the Group is well placed to continue delivering sound, high quality returns for shareholders. 

 

Ends: 

 

For Further Information:  

Paul Marriage Jane Counsel Andrew Bowden 
Westpac Media Relations Westpac Media Relations Westpac Investor Relations 
Ph:    02 8219 8512 Ph:    02 8253 3443 Ph:    02 8253 4008 
Mob: 0401 751 860 Mob: 0416 275 273 Mob: 0438 284 863 
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2.1 Reported Results 

2.1.1 Reported Results 

Reported net profit attributable to owners of Westpac Banking Corporation (WBC) is prepared in accordance with the 
requirements of A-IFRS and regulations applicable to Authorised Deposit-taking Institutions (ADIs).  

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10- 
Mar 11

Mar 10 - 
Mar 11

Net interest income 5,845 5,829 6,013 -                (3)               
Non-interest income 2,502 2,500 2,568 -                (3)               
Net operating income before operating expenses and impairment 
charges on loans 8,347 8,329 8,581 -                (3)               
Operating expenses (3,653) (3,724) (3,692) 2               1                
Core earnings 4,694 4,605 4,889 2               (4)               
Impairment charges on loans (463) (577) (879) 20             47              
Profit before income tax 4,231 4,028 4,010 5               6                
Income tax expense (235) (523) (1,103) 55             79              

Net profit for the period 3,996 3,505 2,907 14             37              

Profit attributable to non-controlling interests (35) (34) (32) (3)              (9)               
NET PROFIT ATTRIBUTABLE TO OWNERS OF WESTPAC 
BANKING CORPORATION 3,961 3,471 2,875 14             38               

Net profit attributable to owners for First Half 2011 was $3,961 million, an increase of $1,086 million, or 38% compared to 
First Half 2010. Features of this result were a 47% reduction in impairment charges and an effective tax rate of 6%. The 
tax rate reduced significantly due to a tax benefit of $1,110 million relating to the impact of finalising the tax consolidation 
of the St.George merger.  

Core earnings were 4% lower due to the 3% reduction in net operating income before operating expenses and 
impairment charges on loans. Lower Treasury income and lower trading income in the Institutional Bank were the key 
reasons for revenue being lower than First Half 2010. 

Net interest income declined $168 million, or 3% compared to First Half 2010, as margins across the Group were lower 
compared to First Half 2010. This is discussed further in Section 3.2.1. 

Non-interest income declined $66 million, or 3% compared to First Half 2010, with a large part of the decline attributable 
to lower trading income and an increase in General Insurance claims. The drivers of non-interest income are discussed 
in Section 3.2.2. 

Operating expenses decreased $39 million, or 1% compared to First Half 2010. This decline primarily reflected 
reductions in merger related project costs which declined as merger related activities wound down. Operating expenses 
are discussed further in Section 3.2.3. 

Impairment charges on loans decreased $416 million, or 47% compared to First Half 2010. Lower impairments in 
Westpac RBB, Institutional Bank, St.George Bank and New Zealand divisions and a reduction of the economic overlay 
credit provision were the primary drivers of the lower impairment charge. This is discussed further in Section 3.2.4. 

The effective tax rate decreased from 28% in First Half 2010 to 6% in First Half 2011 as a result of finalising the tax 
consolidation of the St.George merger referred to previously, partially offset by an increase in general tax provisions. 
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2.2 Reported Balance Sheet 

2.2.1 Balance Sheet 

As at As at As at % Mov't % Mov't

$m
31 March

2011
30 Sept

2010
31 March 

2010
Sept 10-

Mar 11
Mar 10-
Mar 11

Assets

Cash and balances with central banks 4,781 4,464 4,319         7                11              

Receivables due from other financial institutions 8,981 12,588 9,642         (29) (7)
Trading securities, financial assets designated at fair value and 
available-for-sale securities 61,233 55,599 54,020        10 13

Derivative financial instruments 31,555 36,102 26,482        (13) 19

Loans 484,207 477,655 474,644      1 2

Life insurance assets 9,586 12,310 12,393        (22) (23)

Other assets 21,615 19,559 19,275        11 12

Total assets 621,958 618,277 600,775      1 4

Liabilities

Payables due to other financial institutions 12,873 8,898 8,299         45 55

Deposits 342,498 337,385 335,313      2 2
Trading liabilities and other financial liabilities designated at fair 
value 7,700 4,850 6,362         59 21

Derivative financial instruments 35,258 44,039 29,830        (20) 18

Debt issues and acceptances 153,597 150,971 151,674      2 1

Life insurance liabilities 8,723 11,560 11,761        (25) (26)

Loan capital 8,250 9,632 9,691         (14) (15)

Other liabilities 10,940 10,824 9,435         1 16

Total liabilities 579,839 578,159 562,365      - 3

Equity
Total equity attributable to owners of Westpac Banking 
Corporation 40,196 38,189 36,477        5 10

Non-controlling interests 1,923 1,929 1,933         - (1)

Total equity 42,119 40,118 38,410        5 10
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2.3 Key Financial Data – Reported Earnings 

2.3.1 Key Financial Data – Earnings  

% Mov't % Mov't
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Shareholder value

Earnings per ordinary share (cents) 132.5 116.7 97.5 14              36              

Weighted average ordinary shares (millions) 2,987 2,971 2,947 1                1                

Fully franked dividends per ordinary share (cents) 76 74 65               3                17              

Net tangible assets per ordinary share ($) 9.55 8.96 8.42 7                13              

Productivity and efficiency

Expense to income ratio 43.8% 44.7% 43.0%  90bps  (80bps)

Business performance

Net interest spread 1.82% 1.84% 2.03%  (2bps)  (21bps)

Benefit of net-non interest bearing assets, liabilities and equity 0.35% 0.32% 0.24%  3bps  11bps 

Net interest margin 2.17% 2.16% 2.27%  1bps  (10bps)

Average interest earning assets ($m) 541,217      538,422      531,541 1                2                

 

2.3.2 Key Financial Data – Profitability and Capital Adequacy  

% Mov't % Mov't
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Return on average ordinary equity 20.6% 18.8% 16.0%  180bps  large 

Average ordinary equity ($m) 38,609 36,885 35,981                 5                 7 

Average total equity ($m) 40,532 38,799 37,895                 4                 7 

Total committed exposures (TCE) ($m) 702,228 684,513 678,606                 3                 3 

Tier 1 capital ratio 9.5% 9.1% 8.6%  40bps  90bps 

Total regulatory capital ratio 11.0% 11.0% 10.8%                  -  20bps 

Risk weighted assets ($m) 276,827 279,379 290,097                (1)                (5)

 

2.3.3 Key Financial Data – Asset Quality 

As at As at As at % Mov't % Mov't
31 March

2011
30 Sept

2010
31 March

2010
Sept 10-

Mar 11
Mar 10-
Mar 11

Total impaired assets to gross loans 0.98% 0.95% 0.90%  (3bps)  (8bps)

Total impaired assets to equity and total provisions 10.1% 10.1% 9.8%                  -  (30bps)

Total impairment provisions to total impaired assets 42.2% 40.7% 43.1%  150bps  (90bps)

Total stressed exposures as a % of total committed exposures 2.85% 3.20% 3.18%  35bps  33bps 

Total provisions to gross loans 102bps 105bps 110bps  (3bps)  (8bps)

Collectively assessed provisions to performing non-housing loans1
182bps 196bps 201bps  (14bps)  (19bps)

Mortgages 90 days past due 0.59% 0.47% 0.40%  (12bps) (19bps)

Other consumer loans 90 days past due 1.34% 1.25% 1.34%  (9bps)                  - 

Collectively assessed provisions to credit risk weighted assets 138bps 146bps 150bps  (8bps)  (12bps)

 
1 Non-housing loans have been determined on a loan purpose basis. 



 
 
 
 

 Group Results (continued)
 

 4 

2.4 Cash Earnings Results 

Throughout this results announcement, reporting of financial performance for First Half 2011, Second Half 2010 
and First Half 2010 will refer to “Cash Earnings results".  

Analysis of Cash Earnings by key line item % Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10- 
Mar 11

Mar 10 - 
Mar 11

Net interest income 5,964 5,860 5,995 2                 (1)                
Non-interest income 2,537 2,477 2,578 2                 (2)                
Net operating income 8,501 8,337 8,573 2                 (1)                
Operating expenses (3,501) (3,534) (3,438) 1                 (2)                
Core earnings 5,000 4,803 5,135 4                 (3)                
Impairment charges (463) (577) (879) 20               47               
Operating profit before income tax 4,537 4,226 4,256 7                 7                 
Income tax expense (1,334) (1,262) (1,275) (6)                (5)                
Net profit 3,203 2,964 2,981 8                 7                 
Net profit attributable to non-controlling interests (35) (34) (32) (3)                (9)                
Cash Earnings 3,168 2,930 2,949 8                 7                 
Effective tax rate 29.4% 29.9% 30.0% 50bps 60bps

 

Cash Earnings Policy 

In assessing financial performance, including divisional results, The Westpac Group uses a measure of performance 
referred to as “Cash Earnings”1. To calculate Cash Earnings Westpac adjusts the reported results for the items outlined 
below. This allows the Group to more effectively assess performance for the current period against prior periods and to 
compare performance across business divisions and across peer companies.  

Three categories of adjustments are made to reported results to determine Cash Earnings:  

 Material items that key decision makers at Westpac believe do not reflect ongoing operations;  

 Items that are not considered when dividends are recommended, such as the amortisation of intangibles, impact of 
Treasury shares and economic hedging impacts; and 

 Accounting reclassifications between individual line items that do not impact reported results, such as policy holder 
tax recoveries2. 

 
1 Cash Earnings adjustments are explained on pages 5 and 6. 
2 Policy holder tax recoveries – Income and tax amounts that are grossed up to comply with the A-IFRS accounting standard covering 

Life Insurance Business (policy holder tax recoveries) are reversed in deriving income and taxation expense on a Cash Earnings 
basis.  
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Reconciliation of Reported Results to Cash Earnings 

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10- 
Mar 11

Mar 10 - 
Mar 11

NET PROFIT ATTRIBUTABLE TO OWNERS OF WESTPAC 
BANKING CORPORATION 3,961 3,471 2,875 14                38 
Cash Earnings adjustments (post-tax):

Non-merger related Cash Earnings adjustments:

TPS revaluations 27 3 11 large 145             
Treasury shares 7 (20) 10 135 (30)             
Ineffective hedges (4) 3 (9) large 56              
Fair value loss on economic hedges 62 29 24 114 158             
Buyback of government guaranteed debt 20 - - - -                 
Tax provision 93 - - - -                 
NZ structured finance transactions - - (106) - 100             

Total non-merger related Cash Earnings adjustments 205 15 (70) large large

St.George merger related Cash Earnings adjustments:

Merger transaction and integration expenses 34 61 106 (44) (68)             
Amortisation of intangible assets 72 74 72 (3) -                 
Fair value amortisation of financial instruments 6 (6) (34) 200 118             
Tax consolidation adjustment (1,110) (685) - (62) (100)           

Total St.George merger related Cash Earnings adjustments (998) (556) 144 (79) large

Total Cash Earnings adjustments (793) (541) 74 (47) large
Cash Earnings 3,168 2,930 2,949 8 7                

 

Outlined below are the current Cash Earnings adjustments to the reported result: 

 TPS revaluations – Adjustment for movements in economic hedges, including associated tax effects impacting the 
Foreign Currency Translation Reserve, relating to hybrid instruments classified as non-controlling interests. The 
adjustment is required as these hybrid instruments are not fair valued, however, the hedges are fair valued and 
therefore there is a mismatch in the timing of income recognition in the reported results. The mismatch is added 
back to reported results in deriving Cash Earnings as it does not affect the Group’s profits over time; 

 Treasury shares – Under A-IFRS, Westpac shares held by the Group in the managed funds and life business are 
deemed to be Treasury shares and the results of holding these shares are not permitted to be recognised as income 
in the reported results. In deriving Cash Earnings, these results are included to ensure there is no asymmetrical 
impact on the Group’s profits because the Treasury shares support policyholder liabilities and equity derivative 
transactions which are re-valued in deriving income; 

 Ineffective hedges – The gain/(loss) on ineffective hedges is reversed in deriving Cash Earnings for the period 
because the gain or loss arising from the fair value movement in these hedges reverses over time and does not 
affect the Group’s profits over time; 

 Fair value gain/(loss) on other economic hedges (which do not qualify for hedge accounting under A-IFRS) 
comprises: 

- the unrealised fair value gain/(loss) on foreign exchange hedges of future New Zealand earnings impacting non-
interest income is reversed in deriving Cash Earnings as they may create a material timing difference on 
reported earnings but do not affect the Group’s Cash Earnings during the life of the hedge; 

- the unrealised fair value gain/(loss) on foreign exchange hedges of fees payable for the use of the Government 
guarantee on foreign denominated wholesale funding is reversed in deriving Cash Earnings as they may create 
a material timing difference on reported earnings but do not affect the Group’s Cash Earnings during the life of 
the hedge; and 

- the unrealised fair value gain/(loss) on hedges of accrual accounted term funding transactions are reversed in 
deriving Cash Earnings as they may create a material timing difference on reported earnings but do not affect 
the Group’s Cash Earnings during the life of the hedge. 
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 Gain/(loss) on buyback of Government guaranteed debt – In First Half 2011, the Group bought back some 
Government guaranteed debt to reduce Government guarantee fees (70 basis points) paid. In undertaking the 
buybacks, in addition to the 70 basis point fee saving, a cost was incurred reflecting the difference between current 
interest rates and the rate at which the debt was initially issued. In the reported result the cost incurred is recognised 
at the time of the buybacks. In Cash Earnings the cost incurred is being amortised over the original term of the debt 
that was bought back. The Cash Earnings adjustment gives effect to the timing difference between Reported 
Earnings and Cash Earnings; 

 Significant items – NZ structured finance transactions – In Full Year 2009, the Group increased tax provisioning by 
$703 million for New Zealand structured finance transactions entered into between 1998 and 2002. The increase in 
the provision followed the High Court in New Zealand finding in favour of the New Zealand Commissioner of Inland 
Revenue (CIR) in proceedings where Westpac challenged amended tax assessments in relation to these 
transactions. Due to the significant size and historical nature of the issue, the provision was treated as a Cash 
Earnings adjustment. In Full Year 2010, the Group reached a settlement with the CIR by agreeing to pay 80% of the 
full amount of primary tax and interest. The associated reversal of tax provisions of $106 million in Full Year 2010 
has also been treated as a Cash Earnings adjustment. This reversal was made in First Half 2010;  

 Tax Provision – In First Half 2011, the Group increased tax provisions by $93 million in respect of certain existing 
positions for transactions previously undertaken by the Group. The increase reflects the recent trend of global 
taxation authorities challenging the historical tax treatment of cross border and complex transactions. This increase 
in tax provisions has been treated as a Cash Earnings adjustment as it relates to the global management of existing 
tax positions and does not reflect ongoing operations. We do not expect similar risks to reoccur as the Group’s 
management of tax positions has moved to disclosing any such transactions to the taxation authorities at or around 
the time of execution; 

 St.George merger related Cash Earnings adjustments: 

- as part of the merger with St.George, transaction and integration expenses incurred over three years are being 
treated as a Cash Earnings adjustment as they do not impact the earnings expected from St.George following 
the integration period; 

- amortisation of intangible assets – The merger with St.George resulted in the recognition of core deposit 
intangibles and customer relationships intangible assets that are amortised over their useful lives, ranging 
between 5 and 9 years. The amortisation of intangible assets (excluding capitalised software) is a Cash 
Earnings adjustment because it is a non-cash flow item and does not affect cash distributions available to 
shareholders;  

- the accounting for the merger with St.George resulted in the recognition of fair value adjustments on the 
St.George retail bank loans, deposits, wholesale funding and associated hedges, with these fair value 
adjustments being amortised over the life of the underlying transactions. The amortisation of these adjustments 
is considered to be a timing difference relating to non-cash flow items that do not affect cash distributions 
available to shareholders. As a result, in Full Year 2009, Westpac made a Cash Earnings adjustment for the 
amortisation of the fair value of the deposits and wholesale funding. This adjustment was fully amortised in 2009 
and added $223 million to reported net interest income. In 2010, the Group revised this Cash Earnings 
adjustment to also include the amortisation of the remaining merger related retail bank fair value adjustments. 
Prior to 2010 the amortisation amounts were not included as a Cash Earnings adjustment because the 
aggregate impact on Cash Earnings was small and distributed over a relatively long period. Subsequent to this, 
it became apparent that while the total impact of this amortisation was small, the volatility in the half on half 
movements created larger movements in key metrics which made comparisons more difficult and distorted 
underlying trends; and 

- tax consolidation adjustment – Finalisation of tax consolidation related to the merger with St.George gave rise to 
an income tax expense adjustment of $1,110 million in First Half 2011, $685 million in Second Half 2010 and nil 
in First Half 2010. The tax consolidation process required Westpac to reset the tax value of certain St.George 
assets to the appropriate market value of those assets as at the effective date of the tax consolidation (31 
March 2009). These adjustments have been treated as a Cash Earnings adjustment due to their size and as 
they do not reflect ongoing operations.  
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2.5 Key Financial Data – Cash Earnings 

2.5.1 Key Financial Data – Earnings 

% Mov't % Mov't
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10- 
Mar 11

Mar 10 - 
Mar 11

Shareholder Value

Cash Earnings per ordinary share (cents) 105.6 98.2 99.6 8               6               

Economic profit ($m) 1,883 1,634 1,804 15             4               

Weighted average ordinary shares (millions) - Cash Earnings1
3,000 2,983 2,960 1               1               

Dividend payout ratio - Cash Earnings 72.0% 75.5% 65.3% (5)              10             

Productivity and efficiency

Expense to income ratio - Cash Earnings 41.2% 42.4% 40.1%  120bps  (110bps)

Total Banking expense to income ratio - Cash Earnings 40.2% 40.8% 39.3%  60bps  (90bps)

Full - time equivalent employees (FTE) 37,889 38,479 36,845 (2)              3               

Business performance

Net interest spread 1.87% 1.85% 2.03%  2bps  (16bps)

Benefit of net non-interest bearing assets, liabilities and equity 0.34% 0.32% 0.23%  2bps  11bps 

Net interest margin 2.21% 2.17% 2.26%  4bps  (5bps)

Average interest earning assets ($m) 541,217 538,422 531,541 1               2               

 

2.5.2 Key Financial Data – Profitability  

% Mov't % Mov't
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10- 
Mar 11

Mar 10 - 
Mar 11

Cash Earnings to average ordinary equity 16.5% 15.8% 16.4%  70bps  10bps 

Cash Earnings to average tangible ordinary equity 22.7% 22.4% 23.5%  30bps  (80bps)

Average ordinary equity ($m) 38,609 36,885 35,981 5                7                

Average tangible ordinary equity ($m)2
27,980 26,134 25,127 7                11              

 

2.5.3 Key Financial Data – Impairment Charges 

% Mov't % Mov't
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Impairment charges to average loans annualised 19bps 24bps 37bps  5bps  18bps 

Annualised write-offs to average loans 28bps 36bps 18bps  8bps  (10bps)

 

 
1 Weighted Average Ordinary Shares – Cash Earnings – The reported weighted average ordinary shares are adjusted for the impact of 

Westpac shares held by Westpac (Treasury Shares) to derive the “Weighted average ordinary shares – Cash Earnings”, which is used 
to calculate Cash Earnings per share. This reverses the impact of Treasury Shares, consistent with our basis for determining Cash 
Earnings. 

2 Average tangible ordinary equity is calculated as average ordinary equity less average goodwill and other intangible assets (excluding 
capitalised software). 
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2.6 Market Share and System Multiple Metrics 

2.6.1 Market Share 

Australia
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Banking System (APRA)1

Housing credit2 26% 27% 27%

Cards 24% 24% 25%

Household deposits 23% 24% 24%

Business deposits 21% 20% 21%

Financial System (RBA)3

Housing credit2 24% 24% 24%

Business credit 17% 17% 17%

Retail deposits4
21% 21% 22%

New Zealand5,6 Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Consumer lending 20% 20% 20%

Deposits 19% 20% 19%

Australian Wealth Management7 Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Platforms (includes Wrap) 20% 20% 20%

Retail (excludes Cash) 19% 19% 19%

Corporate Super 10% 10% 10%

Funds Management - BTIM 5% 5% 4%

Wholesale - BTIM 3% 3% 3%

Australian Life Insurance8 Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Life Insurance - inflows 7% 7% 7%

Life Insurance - new business 8% 8% 8%
 

 
1 Source: Australian Prudential Regulation Authority (APRA). 
2 Includes securitised loans. 
3 Source: Reserve Bank of Australia (RBA). 
4 Retail deposits as measured by the RBA financial system includes financial corporations deposits. 
5 New Zealand comprises the New Zealand retail banking operations. 
6 Source: Reserve Bank of New Zealand (RBNZ). 
7 Market Share Funds under Management/Funds under Administration based on published market share statistics from Plan for Life and 

Morningstar as at December 2010 (for First Half 2011), as at June 2010 (for Second Half 2010) as at December 2009 (for First Half 
2010) and represents the addition of St.George Wealth and BT Wealth business market share at these times. 

8 Source: Life Insurance – Plan for Life December 2010 (including St.George Life Insurance) for First Half 2011, June 2010 for Second 
Half 2010 and December 2009 for First Half 2010. 
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2.6.2 System Multiples  

Australia
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Banking System (APRA)1

Housing credit2 0.8 0.8 1.6

Cards 0.3 n/a 0.5

Household deposits 0.1 1.0 1.3

Business deposits 1.4 n/a 1.2

Financial System (RBA)3

Housing credit2 0.9 1.0 2.0

Business credit n/a4 n/a4 n/a4

Retail deposits5
1.1 0.5 0.8

New Zealand6,7,8 Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Consumer lending 1.3 2.5 2.4

Deposits 0.8 1.5 1.5

4

4

 

 
1 Source: Australian Prudential Regulation Authority (APRA). 
2 Includes securitised loans. 
3 Source: Reserve Bank of Australia (RBA). 
4 System growth was negative, as such system growth multiples cannot be calculated. 
5 Retail deposits as measured in the RBA financial system includes financial corporations deposits. 
6 Source: Reserve Bank of New Zealand (RBNZ). 
7 New Zealand comprises the New Zealand retail banking operations. 
8 System multiple calculated as a six month rolling average. 
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3.1  Cash Earnings Summary 
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Overview 

First Half 2011 has seen The Westpac Group deliver another solid performance with Cash Earnings growth of 7% 
compared to First Half 2010, with improving momentum and a further strengthening of the balance sheet.   

Cash Earnings of $3,168 million translated into Cash Earnings per share of 105.6 cents up 6% compared to First Half 
2010 and up 8% over Second Half 2010. Growth in shares on issue over the year was modest, mostly related to dividend 
reinvestment.   

The operating environment generally improved through First Half 2011 although the economic recovery has been 
gradual and somewhat uneven, with some sectors adversely impacted by higher interest rates and a stronger Australian 
dollar (A$). Natural disasters have also affected First Half 2011 with floods and a major cyclone in Australia and a 
second significant earthquake in New Zealand.   
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Overall economic activity in Australia remains sound, with GDP growing at 2.7% for the year to December 2010 and 
unemployment remaining low. Despite these positive indicators, consumers and businesses remain cautious due to a 
number of factors including: the possibility of higher interest rates; ongoing concern regarding sovereign debt securities 
in parts of Europe; unrest in the Middle East and North Africa; and natural disasters across the region. This caution has 
been evident in subdued retail activity and a general preference for businesses and consumers to reduce gearing, which 
in turn has led to a higher savings rate across the economy. 

For Westpac, First Half 2011 has been a period of further progress on delivering on our customer focused, multi-brand 
strategy. This has included: 

 Completing the next phase of the Westpac Local program in Australia, including the recruitment and training of new 
personal banker roles; 

 Rolling out the Westpac Local operating model in New Zealand;  

 Announcing the launch of Bank of Melbourne for August 2011; 

 Further extending the distribution of wealth and insurance products into St.George Bank and independent financial 
planner networks; and 

 Completing a General Cooperation Agreement with China Eximbank, improving Westpac’s ability to support 
customers’ interests in China. 

The benefit of these activities is evident in improved momentum across the business. In particular we have seen a rise in 
customers with 4 products in Westpac RBB of 1.6 percentage points and in St.George Bank the rise has been 2.2 
percentage points, including a further increase in the sale of wealth products. After materially reducing its reliance on 
brokers, St.George Bank has seen an improvement in loan approvals in the last two months of First Half 2011, while 
Westpac RBB has consistently grown above system in its target segments. 

A key feature of First Half 2011 has also been the significant progress made on both the Strategic Investment Priorities 
(SIPs) program and the comprehensive restructuring and productivity program announced in October 2010. 

The SIPs program is tracking to plan with a number of major milestones achieved including: migrating St.George Bank 
credit cards onto a single multi-brand platform; enhancing our teller and call centre platforms; and further strengthening 
our technology infrastructure, including completing the installation of enterprise middleware that improves system 
connectivity. 

The productivity program was established to improve capability, simplify processes and make it easier for customers to 
do business with us. At the same time the program has been designed to reduce the Group’s cost profile and offset the 
increased investment associated with the SIPs program. Over the last six months, the program has already delivered 
significant productivity improvements across the network, which has increased the time employees spend with customers 
while contributing to a net reduction of around 600 FTE since September 2010. 

Turning to the composition of earnings, First Half 2011 benefited from a further decline in impairment charges, as the 
incidence of new stressed exposures eased and asset quality showed a gradual improvement. Impairment charges were 
almost half the level of the same period in 2010 and 20% less than in Second Half 2010. 

Operating income in First Half 2011 was $72 million, or 1% lower compared to First Half 2010 and, combined with a 2% 
rise in expenses, led to a 3% reduction in Core earnings. Volume growth throughout First Half 2011 was relatively 
modest given the low growth environment but income was supported by effective management of margins. Compared to 
Second Half 2010, Operating income increased 2% and expenses declined 1%, which contributed to a 4% rise in Core 
earnings. 

In First Half 2011, the appreciation in the A$, particularly against the New Zealand dollar (NZ$), had a small impact on 
earnings, reducing Cash Earnings by around $3 million over First Half 2010 and $7 million over Second Half 2010. 

The return on equity improved to 16.5%, up from 16.4% for First Half 2010 and up from 15.8% for Second Half 2010. 

Importantly, the strength of Westpac’s balance sheet further improved: 

 The Tier 1 capital ratio has increased 44 basis points to 9.5%; 

 Liquid assets have increased again to $85 billion; 

 Stressed assets to total committed exposures declined by 35 basis points; and 

 Provisioning cover continues to be at the upper end of the sector with collective provisions to credit risk weighted 
assets of 138 basis points.  
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Natural Disasters 

First Half 2011 was a period of significant natural disasters, with widespread flooding in Queensland and Victoria, a 
severe cyclone in Queensland, and another significant earthquake in Christchurch, New Zealand. Our early focus on 
these events has been one of support, including promptly assisting customers with their enquiries, restoring banking 
services as soon as practicable, acting quickly on insurance claims and providing emergency relief packages. Many of 
our employees were also directly involved in the relief efforts through volunteering and community support. 

Westpac’s operations in affected areas were partially disrupted although the Group’s disaster recovery plans have 
proven effective and the resourcefulness of our people ensured that customers continued to have good access to meet 
their banking needs. 

The financial cost of these events was around $100 million in Cash Earnings in First Half 2011. The net financial impacts 
can be summarized as follows: 

 Direct contributions associated with the relief effort, including donations, and additional resources in the network; 

 Additional insurance claims, including Home and Contents and Life Insurance costs; and 

 Higher impairment charges of approximately $78 million, most of which related to an increase in the economic 
overlay provision. Actual losses related to these events have been modest to date.   

These costs are after offsets from Disaster (business disruption) Insurance cover and from the reinsurance of Home and 
Contents and Life Insurances. It is important to note that the Group seeks to cap its insurance losses at relatively low 
levels for individual events and this approach has proven appropriate with recent events.  

First Half 2011 – First Half 2010 

The higher Cash Earnings in First Half 2011 compared to First Half 2010 was principally due to a $416 million reduction 
in impairment charges.   

Core earnings were 3% lower compared to First Half 2010, with a 1% reduction in operating income due to a 1% fall in  
net interest income and a 2% fall in non-interest income. 

Lending increased moderately over the year, with an $18 billion rise in Australian Mortgages offset by a $6 billion fall in 
Australian business (mostly Institutional) lending. However, a 5 basis point reduction in margins led to the 1% decline in 
net interest income. Lower margins were the result of higher funding costs, especially Deposits, and from reduced 
Treasury interest income compared to First Half 2010.  

Non-interest income was also lower compared to First Half 2010 principally due to a $156 million reduction in trading 
income. Fee and commission income was higher, mostly from higher business line fees. Wealth income was up 
modestly, with revenues held back by higher insurance claims.  

Expenses were well managed over the year, rising 2%, despite a rise in employee numbers and higher salary costs due 
to annual increases. The timing of investment spending saw expenses associated with our SIPs program lower over First 
Half 2011 although these will increase in future periods as new projects commence and the amortisation of capitalised 
expenses rises.   

Impairment charges were down 47% compared to First Half 2010 to $463 million.   

The $463 million charge was principally due to new individually assessed provisions partially offset by higher write-backs 
and recoveries of $506 million. Total new collectively assessed provisions were a benefit of $43 million in First Half 2011 
with provisions no longer required more than offsetting write-off costs. 

First Half 2011 – Second Half 2010 

The rise in Cash Earnings compared to Second Half 2010 evidences signs of improving momentum across the business, 
with Core earnings rising 4% and a further 20% decline in impairment charges leading to an 8% rise in Cash Earnings. 

All major divisions recorded increases in both Core earnings and Cash Earnings, with particular strength in Westpac 
RBB and Westpac Institutional Bank. 

Within Core earnings, operating revenue increased $164 million, or 2%, while good progress on the Group’s restructuring 
and productivity initiatives resulted in expenses being down compared to Second Half 2010. 

Net interest income increased 2% from improved interest margins and a 1% rise in lending. Mortgages continue to be the 
key source of lending growth, with business lending little changed over the last six months.  

A $52 million, or 4% rise in fee and commission income offset lower trading income to generate a 2% rise in non-interest 
income. Higher fee and commission income has been principally due to improved business lending fees, increased 
advice income and higher credit card loyalty point redemptions. Wealth income was slightly higher over the half, despite 
absorbing additional insurance claims from the natural disasters. 

Expenses were $33 million lower compared to Second Half 2010, with restructuring and productivity initiatives and the 
absence of some one-off expenses, offsetting the 4% general salary increase processed in January 2011.  
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The restructuring and productivity initiatives have led to a net reduction of around 600 employees notwithstanding the 
Group continuing to increase the capacity of the branch network to support customers.   

Impairment charges were $114 million lower as asset quality showed the early signs of improvement. The lower 
impairment charge was principally due to the release of collective provisions no longer required. This included a net $106 
million decline in the economic overlays. 

Asset quality 

Asset quality improved over the half, with the proportion of stressed loans to total committed exposures declining 35 
basis points since September 2010 to 2.85%. The extent of new stressed assets has eased and there has been an 
improving trend with more companies being upgraded and returning to full health.   

The ratio of impaired assets to total committed exposures was little changed since September 2010. The work-out of 
existing problem facilities has continued to see some companies downgraded into impaired, while write-offs of impaired 
facilities were relatively modest over the half. 

Consumer asset quality remains strong and actual losses continue to be relatively small. A rise in consumer 
delinquencies was experienced over the year with mortgage delinquencies greater than 90 days rising to 59 basis points 
up from 47 basis points at September 2010. Some of this rise reflects changes in how delinquent accounts are classified, 
while we are also seeing a rise in stress from facilities written in 2007, 2008 and 2009. Delinquency levels remain below 
industry averages. 

Capital, funding and dividends 

First Half 2011 saw a further strengthening of the Group’s capital ratios, with the Tier 1 ratio of 9.5% up 44 basis points 
from organic capital generation which includes 10 basis points from the resolution of tax consolidation associated with 
the St.George merger. The common equity ratio increased by 45 basis points to 8.0% and positions the Group well to 
respond to the Basel III capital requirements when they are finalized. 

The Westpac Group’s funding position remained strong over the half, with the stable funding ratio1 relatively unchanged 
at 79%. With lending rising $9.6 billion and Customer Deposits rising $17.2 billion since March 2010, the Group has been 
able to fully fund lending growth with Customer Deposits. The Group raised $12.4 billion in term wholesale funding over 
the half, using the proceeds to fund maturities and repurchase over $3.8 billion in Government guaranteed debt, which 
was to mature in financial year 2012 and further increase liquid asset holdings to $85 billion. 

Given the improvement in Cash Earnings per share and the strong capital position, the Board has decided to increase 
the First Half 2011 dividend to 76 cents per share, up 16.9% over First Half 2010 and 2.7% higher than the Second Half 
2010 dividend.   

The Group is comfortable with a slightly higher pay-out ratio of 72.0% at this stage of the cycle given declining 
impairment charges and the low growth in risk weighted assets. 

Summary of business units  

The investment in Westpac Local has delivered improved financial performance for Westpac RBB, with Cash Earnings 
rising a strong 7% compared to First Half 2010 and 6% compared to Second Half 2010. Core earnings rose 4% 
compared to First Half 2010 supported by above system balance sheet growth and strong efficiency with expenses little 
changed over the last three halves.  

The Institutional Bank reported Cash Earnings of $767 million in First Half 2011, which was 5%, or $40 million below the 
strong First Half 2010 result. This was a sound performance given a $125 million reduction in markets related income 
and a $20 million reduction in profit from asset sales. Cash Earnings were 8% higher than Second Half 2010 with 
improved margins offsetting lower loan balances.  

A further decline in impairment charges has assisted in lifting St.George Bank Cash Earnings by 23% compared to First 
Half 2010 and by 2% compared to Second Half 2010. Operating income increased 3% compared to First Half 2010 
although higher expenses preparing for the Bank of Melbourne launch have led to flat Core earnings. 

BTFG delivered a strong performance with improved funds management earnings more than offsetting higher disaster 
related claims in the insurance division. The business continues to grow above system in funds under administration and 
sales of BT Super for Life remain high at over 1,300 new accounts per week.   

New Zealand has continued to improve its profitability lifting Cash Earnings in First Half 2011 to NZ$210 million, an 
increase of 68% compared to First Half 2010 and by 7% compared to Second Half 2010. This was a strong performance 
given the impact of the Christchurch earthquakes reduced Cash Earnings by NZ$40 million in First Half 2011. Modest 
balance sheet growth has been supported by improved margins and a continuing decline in impairment charges.  

 

 
1 The Westpac definition of stable funding ratio is stable funding divided by total funding, where stable funding is Customer Deposits 

plus wholesale funding with residual maturity greater than 12 months plus securitisation plus equity and total funding is stable funding 
plus wholesale funding with residual maturity less than 12 months.  
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Divisional Cash Earnings Summary 

Six months to 31 March 2011

$m

 Westpac 
Retail & 

Business 
Banking 

 Westpac 
Institutional 

Bank 
St.George 

Bank 

BT Financial 
Group 

(Australia) 
 New

Zealand 
Pacific 

Banking 
 Group 

Businesses Group 

Net interest income 2,596 888 1,393 122 486 58 421 5,964
Non-interest income 543 679 264 767 136 48 100 2,537
Net operating income 3,139 1,567 1,657 889 622 106 521 8,501
Operating expenses (1,526) (510) (649) (440) (292) (40) (44) (3,501)

Core earnings 1,613 1,057 1,008 449 330 66 477 5,000
Impairment charges (275) 21 (176) (4) (105) (7) 83 (463)
Profit  before income tax expense 1,338 1,078 832 445 225 59 560 4,537
Tax expense (402) (311) (250) (131) (64) (17) (159) (1,334)
Net profit 936 767 582 314 161 42 401 3,203
Net profit attributable to non-controlling 
interests - - - (5) (2) (3) (25) (35)
Cash Earnings 936 767 582 309 159 39 376 3,168

 

Six months to 30 September 2010

$m

 Westpac 
Retail & 

Business 
Banking 

 Westpac 
Institutional 

Bank 
St.George 

Bank 

BT Financial 
Group 

(Australia) 
 New

Zealand 
Pacific 

Banking 
 Group 

Businesses Group 

Net interest income 2,560 860 1,341 117 492 61 429 5,860
Non-interest income 513 708 285 751 143 46 31 2,477
Net operating income 3,073 1,568 1,626 868 635 107 460 8,337
Operating expenses (1,524) (519) (640) (444) (298) (39) (70) (3,534)

Core earnings 1,549 1,049 986 424 337 68 390 4,803
Impairment charges (287) (50) (180) (7) (110) 3 54 (577)
Profit  before income tax expense 1,262 999 806 417 227 71 444 4,226
Tax expense (379) (292) (237) (119) (68) (21) (146) (1,262)
Net profit 883 707 569 298 159 50 298 2,964
Net profit attributable to non-controlling 
interests - - - (4) (1) (3) (26) (34)
Cash Earnings 883 707 569 294 158 47 272 2,930

 

Six months to 31 March 2010

$m

 Westpac 
Retail & 

Business 
Banking 

 Westpac 
Institutional 

Bank 
St.George 

Bank 

BT Financial 
Group 

(Australia) 
 New

Zealand 
Pacific 

Banking 
 Group 

Businesses Group 

Net interest income 2,572 916 1,327 140 465 56 519 5,995
Non-interest income 501 811 287 724 134 40 81 2,578
Net operating income 3,073 1,727 1,614 864 599 96 600 8,573
Operating expenses (1,521) (519) (602) (422) (294) (39) (41) (3,438)
Core earnings 1,552 1,208 1,012 442 305 57 559 5,135
Impairment charges (302) (73) (331) (5) (166) (4) 2 (879)
Profit  before income tax expense 1,250 1,135 681 437 139 53 561 4,256
Tax expense (377) (328) (209) (132) (38) (17) (174) (1,275)
Net profit 873 807 472 305 101 36 387 2,981
Net profit attributable to non-controlling 
interests - - - (4) (1) (2) (25) (32)
Cash Earnings 873 807 472 301 100 34 362 2,949  

 

 

 

 

 

 

 

 

 



 
 
 
 

 Review of Group Operations (continued)
 

 
 

15

 

 

$2,930 

$3,168 

53
60 13 15

1 (8) 104

2,000

2,250

2,500

2,750

3,000

3,250

3,500

Second Half 
2010

Cash Earnings

Westpac 
RBB

WIB St.George
Bank

BTFG New Zealand Pacific 
Banking

Group 
Businesses

First Half 2011
Cash Earnings

$
m

Movement in Cash Earnings by Division ($m)
First Half 2011 - Second Half 2010

1

 

 

 

$2,949 $2,930 10 (100) 97
(7) 58 13 (90)

2,000

2,200

2,400

2,600

2,800

3,000

3,200

3,400

3,600

First Half 2010
Cash Earnings

Westpac 
RBB

WIB St.George
Bank

BTFG New Zealand Pacific 
Banking

Group 
Businesses

Second Half 
2010

Cash Earnings

$
m

Movement in Cash Earnings by Division ($m)
Second Half 2010 - First Half 2010

1

 

 
1 Includes Treasury 



 
 
 
 

 Review of Group Operations (continued)
 

 
 

16 

3.2 Review of Earnings 

3.2.1 Net Interest Income 

First Half 2011 – First Half 2010 

Net interest income decreased by $31 million, or 1% compared to First Half 2010. The decrease was due to a 5 basis 
point contraction in net interest margins, partially offset by a $9.7 billion, or 2% increase in average interest earning 
assets. 

First Half 2011 – Second Half 2010 

Net interest income increased $104 million, or 2% compared to Second Half 2010. A 4 basis point increase in net interest 
margins, combined with growth in average interest earning assets of $2.8 billion, or 1%, drove this increase. 

Loans1 

As at As at As at % Mov't % Mov't

$m
31 March

2011
30 Sept

2010
31 March

2010
Sept 10-

Mar 11
Mar 10-
Mar 11

Australia 437,598 429,950 426,177 2               3               

Housing 295,115 287,798 277,373 3               6               

Personal (loans and cards) 15,741 15,439 15,734 2               -                

Business 127,136 127,083 133,118 -                (4)              

Margin lending 3,406 3,521 3,996 (3)              (15)            

Other (including provisions) (3,800) (3,891) (4,044) 2               6               

New Zealand (NZ $)2
56,771 56,739 56,224 -                1               

Housing 34,429 34,190 33,509 1               3               

Personal (loans and cards) 1,597 1,597 1,601 -                -                

Business 21,455 21,626 21,737 (1)              (1)              

Other (including provisions) (710) (674) (623) (5)              (14)            

Other overseas 4,833 4,550 4,885 6               (1)              

Total loans 484,207 477,655 474,644 1               2               

Average loans and other receivables 472,195 473,007 466,978 -                1               

Average other assets 69,022 65,415 64,563 6               7               

Average interest earning assets 541,217 538,422 531,541 1               2               

 

First Half 2011 – First Half 2010 

Loan growth in the 12 months to 31 March 2011 was 2% with the key feature being the 6% growth in Australian housing. 
The Group grew Australian housing lending at 0.8 times Banking System3. The business lending book in Australia 
reduced by 4% with the majority of the contraction in Institutional lending. Movements in the NZ$/A$ exchange rate had 
the effect of reducing loan growth by 0.5%.  
 
Loan growth had the following specific components:  

 Australian housing lending increased $17.7 billion, or 6%. Australian housing lending growth in Westpac RBB was 
9%, which was 1.1 times Banking System3. St.George Bank mortgage growth of 3% was adversely impacted by 
significantly reduced flow from mortgage brokers; 

 Business lending declined $6.0 billion, or 4% in Australia. The majority of this decline related to a reduction in loans 
to the property segment. In addition, Institutional clients generally continued to pay down debt to reduce gearing 
resulting in a reduction in the Institutional Bank loan portfolio; and 

 New Zealand lending grew NZ$0.5 billion, or 1%, reflecting the low growth environment in New Zealand. 

 

 
1 Spot loan balances. 
2 New Zealand comprises WIB New Zealand, Treasury and our New Zealand retail banking operations and wealth management 

business. 
3 Source: Australian Prudential Regulation Authority (APRA). 
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First Half 2011 – Second Half 2010 

Loan growth in First Half 2011 was 1%, driven by 3% growth in Australian housing lending. New Zealand loan growth 
was subdued. 
 
Key drivers included: 

 Australian housing lending growth of $7.3 billion or 3%. The proportion of Australian housing lending originated 
through our proprietary branch network remained high at 68%; 

 Business lending in Australia grew $53 million. Growth was evident in the Westpac RBB business lending portfolio 
and this offset small reductions in the Institutional and St.George Bank business lending portfolios; and  

 New Zealand loan growth was modest in First Half 2011 reflecting the continued low growth environment in New 
Zealand. 
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Deposits1 

As at As at As at % Mov't % Mov't

$m
31 March

2011
30 Sept

2010
31 March

2010
Sept 10-

Mar 11
Mar 10-
Mar 11

Australia 290,164 283,469 282,706 2               3               

At Call 142,275 142,255 131,823 -                8               

Term 99,361 90,436 94,529 10             5               

Certificates of deposit 35,427 38,371 44,686 (8)              (21)            

Non-interest bearing 13,101 12,407 11,668 6               12             

New Zealand (NZ $)2
38,715 38,020 36,935 2               5               

At Call 13,603 13,196 13,101 3               4               

Term 20,796 20,382 18,760 2               11             

Certificates of deposit 1,485 1,902 2,426 (22)            (39)            

Non-interest bearing 2,831 2,540 2,648 11             7               

Other overseas 23,838 24,993 23,970 (5)              (1)              

Total deposits 342,498 337,385 335,313 2               2               
 

Customer and Treasury Deposits  

As at As at As at % Mov't % Mov't

$m
31 March

2011
30 Sept

2010
31 March

2010
Sept 10-

Mar 11
Mar 10-
Mar 11

Total Customer Deposits 288,820 280,177 271,602 3               6               

Australia 254,737 245,098 238,021 4               7               

New Zealand ($A)2
27,403 27,476 26,757 -                2               

Other 6,680 7,603 6,824 (12)            (2)              

Treasury deposits 53,678 57,208 63,711 (6)              (16)            

Total 342,498 337,385 335,313 2               2               

 

First Half 2011 – First Half 2010 

Total deposits increased $7.2 billion, or 2% over the 12 months to 31 March 2011. Customer Deposits grew by $17.2 
billion, or 6%, which in part replaced a decline in Treasury Deposits of $10.0 billion, or 16%. Movements in the NZ$/A$ 
exchange rate had the effect of reducing Customer Deposit growth rates by 0.5%. 

In an environment of lower loan growth the Group took the opportunity to focus on the quality of the deposit book and the 
structure of deposit pricing. As a consequence the Group grew deposits slightly below Banking System growth. 

Deposit growth had the following specific components: 

 Australian At Call Deposits grew $10.5 billion, or 8%, with growth skewed to Second Half 2010 in response to 
customer savings preferences during that period; 

 Australian Term Deposits grew $4.8 billion, or 5%. Growth in Term Deposits was particularly strong in First Half 
2011 as Term Deposit pricing was more attractive. In part this reflected a restructuring of online product pricing with 
reduced “special introductory offers” during First Half 2011. The Group was also successful in retaining around three 
quarters of the December 2009 special Term Deposit offer at a significantly lower spread; 

 Australian Certificates of Deposits declined $9.3 billion, or 21%, given strong growth in Customer Deposits; and 

 New Zealand deposit growth of 5% occurred mainly in At Call and Term Deposits. Term Deposits increased NZ$2.0 
billion, or 11%. 

 

 

 

 
1 Spot deposit balances. 
2 New Zealand comprises WIB New Zealand, Treasury and our New Zealand retail banking operations and wealth management 

business. 
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First Half 2011 – Second Half 2010 

Total deposits increased $5.1 billion, or 2% during First Half 2011. Customer Deposit growth more than fully funded loan 
growth over the half. 

Key movements included: 

 Customer Deposits grew $8.6 billion, or 3%. The majority of deposit growth occurred in Term Deposits as 
consumers responded to an increase in the differential between At Call and Term Deposit rates; and 

 6% growth in non-interest bearing accounts in Australia reflects growth in mortgage offset accounts. 
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Margins 

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Net interest income 5,964 5,860 5,995 2               (1)               

Markets net interest income 78 70 60 11             30              

Treasury net interest income 266 305 399 (13)            (33)             

Net interest income excluding Treasury & Markets 5,620 5,485 5,536 2               2                

Average interest earning assets 541,217 538,422 531,541 1               2                

Group net interest margin 2.21% 2.17% 2.26%  4bps  (5bps)

Group interest margin excluding Treasury & Markets 2.08% 2.03% 2.09%  5bps  (1bps)
  

First Half 2011 – First Half 2010 
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Group net interest margin was 2.21% for First Half 2011, a decrease of 5 basis points compared to First Half 2010.  

Net interest margin excluding the contribution from Group Treasury and WIB Markets was 2.08%, a decrease of 1 basis 
point compared to First Half 2010. Over the 12 months the benefit from asset repricing was offset by higher funding 
costs. Competition for deposits was the primary driver of cost of funds increases and contributed 65% of the increase in 
total funding costs, with the remainder due to increased wholesale funding costs.  

 The components of the 1 basis point decline in margins excluding Group Treasury and WIB Markets were: 

 17 basis point increase from asset repricing. Consistent with the mix of the portfolio, 72% of this increase was from 
mortgage repricing with the remainder attributable to business and corporate lending. Improvement in New Zealand 
asset margins contributed 3 basis points, primarily from the maturity of historically low spread fixed rate housing 
loans and shift into higher spread variable rate products. Overall portfolio mix had minimal impact due to the decline 
in business lending being weighted towards lower margin corporate lending;  

 17 basis point decline from higher retail and wholesale funding costs. This included: 

- 11 basis points decline from Customer Deposits, with 8 basis points due to spread impacts and 3 basis points 
due to changes in mix. Through 2010 the cost of raising retail funds significantly increased as competition for 
both Term Deposits and Online Savings accounts intensified. A decline in the benefit from hedging low interest 
transaction accounts has also had a negative impact on margins of 3 basis points. Mix impacts were also 
negative as customer preferences resulted in deposit growth skewed towards products with higher rates and 
lower spreads; and  
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- 6 basis points decline from rising wholesale funding costs. The rise in wholesale funding costs can be traced 
back to three main sources: maturing relatively low cost funding being replaced by higher cost funding raised 
after the Global Financial Crisis (GFC); the full period impact of issuance that occurred in First Half 2010; and 
lengthening the duration of the funding portfolio. New issuance of long term wholesale funding for First Half 
2011 was at a weighted average tenor of 3.8 years. Wholesale funding costs include the cost of funding growth 
in liquid assets which had an additional impact of around 1 basis point. 

 Capital and other impacts contributed to a decline in margins of 1 basis point due to increased cost of funds charges 
on other asset and liability balances offsetting the increase in earnings on capital.  

Treasury and Markets contributed a 4 basis point reduction in margins from lower Treasury income following a 
particularly strong First Half 2010.  

First Half 2011 – Second Half 2010 
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Group net interest margin was 2.21% for First Half 2011, an increase of 4 basis points compared to Second Half 2010.  

Net interest margin excluding the contribution from Group Treasury and WIB Markets was 2.08%, 5 basis points higher 
than Second Half 2010.  

The components of the 5 basis points improvement in margins excluding Group Treasury and WIB markets were: 

 9 basis points increase due to asset repricing, 77% of this increase was from mortgage repricing with the remainder 
from business lending repricing and early amortisation of establishment fees in corporate lending;  

 3 basis points decline in margins from higher retail and wholesale funding costs. This included: 

- 2 basis points decline from wholesale funding costs. The rise in wholesale funding costs are attributable to 
maturing relatively low cost term funding being replaced by higher cost, post GFC funding and lengthening the 
duration of the funding portfolio. The rate of margin decline attributable to wholesale funding costs moderated 
during the half as growth in lending was funded primarily by deposits reducing wholesale funding needs; and 

- 1 basis point decline from higher retail funding costs due to spread and mix impacts. The rate of margin decline 
attributable to Customer Deposits slowed markedly during the half as the Group restructured certain deposit 
special offers.  

 Capital and other impacts declined by 1 basis point due to increased cost of funds charges on other asset and 
liability balances. 

Treasury and Markets margins reduced by 1 basis point due to a lower contribution from Treasury.   
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3.2.2 Non-Interest Income1 

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10- 
Mar 11

Mar 10 - 
Mar 11

Fees and commissions 1,283 1,231 1,238 4               4               
Wealth management and insurance income 811 793 767 2               6               
Trading income 304 337 460 (10)            (34)            
Other income 139 116 113 20             23             
Non-interest income 2,537 2,477 2,578 2               (2)               

First Half 2011 – First Half 2010 

Non-interest income was 2% lower than First Half 2010 as good growth in fees and commissions, wealth management 
and insurance income and other income was more than offset by lower Trading income from the high levels of First Half 
2010.  

Fees and commissions 

The $45 million, or 4% increase in fees and commissions was primarily the result of: 

 Higher facility fees of $34 million with: 

- increased business and commercial line fees ($68 million) as fees for lending facilities continued to be repriced, 
partially offset by an accounting reclassification in St.George Bank where $25 million of fees were moved to net 
interest income; and 

- lower deposit account keeping fees of $10 million as growth in transaction deposit accounts were more than 
offset by a reduction in account keeping fees as customers continued to migrate to accounts with lower fees. 

 Higher transaction fees and commissions of $17 million reflecting: 

- increased Advice commissions totalled $28 million as margins increased and the update of the amortisation 
profile of capitalised fees and costs estimates resulted in a benefit of $14 million; and 

- lower deposit transaction fees of $10 million as customers continued to switch to lower fee accounts. 

 

 
1 Refer to Section 5 Note 4 for reported results breakdown. Refer to Section 6 Note 4 for Cash Earning results breakdown. Refer 

Section 9 for reconciliation between reported results and Cash Earnings. As discussed in Section 2.4, commentary is reflected on a 
Cash Earnings basis and does not directly align with reported non-interest income as disclosed in Section 5, Note 4. 
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Wealth management and insurance income 

Wealth management and insurance income increased $44 million, or 6% compared to First Half 2010 as improved 
results in the Funds Management and Life Insurance businesses were partially offset by lower General Insurance income 
from higher claims due to natural disasters. Average Group Funds under Management (FUM) increased 1% to $52.7 
billion, while average Group Funds under Administration (FUA) increased 5% to $81.8 billion.    

As at As at As at % Mov't % Mov't

$bn
31 March

2011
30 Sept

2010
31 March

2010
Sept 10-

Mar 11
Mar 10-
Mar 11

FUM

BT 36.8 35.9 36.3 3               1               

Advance Asset Management 7.2 6.6 6.8 9               6               

Westpac Institutional Bank 8.2 8.0 9.0 3               (9)              

New Zealand 1.8 1.7 1.7 6               6               

Group FUM 54.0 52.2 53.8 3               -                

Average FUM for the Group1
52.7 52.2 52.4 1               1               

FUA

BT 50.8 48.4 48.4 5               5               

Asgard 31.8 31.5 32.6 1               (2)              

New Zealand 0.8 0.8 0.7 -                14             

Group FUA 83.4 80.7 81.7 3               2               

Average FUA for the Group1
81.8 78.9 77.9 4               5                

Major factors impacting wealth management and insurance income were: 

 Funds Management and invested capital income increased $59 million mainly as a result of positive net flows and 
the benefit of improved asset market effects partially offset by lower margins. The average ASX200 index was 
broadly unchanged while other asset classes performed positively. Overall margins decreased 2 basis points; 

 Lower General Insurance income of $43 million was impacted by increased claims costs of $63 million which 
included $39 million as a result of natural disasters in Australia; 

 Life Insurance income increased $20 million with the business benefiting from expanding its distribution reach and 
boosting premiums. Lenders Mortgage Insurance (LMI) income increased $7 million, assisted by lower claims; 

 Average Group FUM rose $0.3 billion, or 1%. Positive market impacts and net inflows in Wholesale portfolios were 
offset by net outflows in the Retail and Institutional portfolios; and 

 Average Group FUA increased 5% to $81.8 billion. The growth was driven by positive asset market effects and 
above market net inflows in the Wrap Platforms. 

Trading 

Trading income decreased $156 million, or 34%. The main driver was a reduction in WIB Markets income of $104 million 
as Debt Markets sales and trading income reduced due to lower customer spreads and lower returns from credit spread 
trading. The remainder of the reduction related to lower Foreign Exchange (FX) income in Group Treasury and reduced 
income from derivatives that hedge hybrid transactions. 

Other Income 

Other income increased $26 million, or 23%. Income from asset sales was $20 million higher as the gain on sale of Visa 
Inc. shares in First Half 2011 of $45 million was higher than the $25 million gain from sale of investments in the 
Institutional Bank in First Half 2010. 

 

 
1 Average FUM and FUA for the Group is based on a six month rolling average. 
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First Half 2011 – Second Half 2010 

Non-interest income increased $60 million, or 2% compared to Second Half 2010. Growth was the result of increases in 
fees and commissions and wealth management and insurance income.  

Fees and commissions 

The $52 million, or 4% increase in fees and commissions resulted from: 

 Facility fees increasing $6 million from: 

- growth in line fees of $27 million as a result of continued repricing of business facilities;  

- lower mortgage fees of $16 million due to decreased volumes and a change in accounting classifications; and 

- lower deposit account keeping fees of $5 million.  

 Higher transaction fees and commissions of $38 million through: 

- increased Advice commissions of $23 million; and 

- higher credit card loyalty fee income of $13 million associated with special offers to redeem points.  

Wealth management and insurance income 

Wealth management and insurance income was $18 million higher as increased Funds Management and Life Insurance 
income was partly offset by lower General Insurance income. Average Group FUM increased 1% to $52.7 billion, while 
average Group FUA increased 4% to $81.8 billion. 

Major factors impacting income were: 

 Funds Management and invested capital income increased $49 million mainly from positive market impacts, 
including a 4% increase in the average ASX200 index. Overall margins decreased 1 basis point as higher margins in 
the Wrap Platforms business were more than offset by margin compression in the Wholesale and Corporate Super 
business; 

 Lower General Insurance income of $50 million driven by an increase in General Insurance claims. Higher premium 
income was more than offset by higher claims costs for natural disasters of $53 million; 

 Life Insurance income increased $5 million driven by premium growth while LMI income increased $10 million as 
claims cost declined; 

 Average Group FUM increased modestly, up $0.5 billion, as asset market improvements were partly offset by net 
outflows. Net outflows were primarily in the BTFG Retail and Institutional portfolios; and 

 Average Group FUA increased $2.9 billion to $81.8 billion. The growth was a result of an improvement in asset 
markets and solid net inflows in First Half 2011. Solid net inflows occurred in Corporate Super and on the WRAP 
platform. 

Trading 

Trading income decreased $33 million principally from lower income in WIB Equities of $22 million and FX of $9 million.  

Other income 

Other income increased $23 million mainly from higher asset sales of $24 million as the gain on sale of Visa Inc. shares 
of $45 million was higher than the $21 million gain from sale of investments in the Institutional Bank in Second Half 2010. 
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WIB Markets Income 

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Net interest income 78 70 60 11             30             
Non-interest income 256 286 399 (10)            (36)            

Trading income 242 278 346 (13)            (30)            
Other non-interest income 14 8 53 75             (74)            

Total WIB Markets income 334 356 459 (6)              (27)            
 

First Half 2011 – First Half 2010 

WIB markets businesses have been operating in a more stable market environment with increased competition resulting 
in reduced spreads. Income therefore reduced $125 million with the major impacts being: 

 Lower Debt Markets sales and trading income of $120 million driven by low market volatility and lower returns from 
credit spread positioning; and 

 Modestly lower income in Equities of $9 million. 

First Half 2011 – Second Half 2010  

WIB markets income reduced 6% from lower income in Equities of $21 million.  

WIB Markets Value at Risk (VaR)1  

Risk taking as measured by VaR remained at moderate levels over the period. 

Average VaR for First Half 2011 was $7.3 million compared to $8.8 million for First Half 2010 and $5.2 million for Second 
Half 2010. 

 

 
 

 
1 VaR measures the risk of loss using a history of price movements. Therefore, price volatility is a key component of this measure. 
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3.2.3 Operating Expenses 

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10- 
Mar 11

Mar 10 - 
Mar 11

Salaries and other staff expenses (1,984) (1,953) (1,931) (2)              (3)              
Equipment and occupancy expenses (533) (550) (513) 3               (4)              
Other expenses (984) (1,031) (994) 5               1               

Total expenses (3,501) (3,534) (3,438) 1               (2)               
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First Half 2011 – First Half 2010 

Operating expenses increased $63 million, or 2%, compared to First Half 2010.  

Salaries and Other Staff Expenses 

Salaries and other staff expenses increased $53 million, or 3% primarily due to: 

 Higher average FTE due to additional employees in BTFG and New Zealand as well as increases in FTE to support  
the SIPs program; 

 Following a period of low salary increases during the GFC, average salary increases have returned to around 4%. 
These increases were paid from January 2011 and will continue to flow into future periods; and  

 Costs associated with business unit restructures increased to $52 million, however the majority of these costs were 
offset by a release of excess employee provisions.  

Equipment and Occupancy Expenses 

Equipment and occupancy costs increased $20 million, or 4% compared to First Half 2010. Higher property costs of $33 
million resulted from annual increases in rental and property costs, some increases in corporate property space to 
accommodate projects and additional expenses associated with the ongoing refurbishment and expansion of branch and 
ATM networks in Australia and New Zealand. Lower software amortisation of $13 million reflected several large assets 
being fully amortised, resulting in a drop in the amortisation charge. Amortisation costs from the SIPs program did not 
have a major impact as most SIPs programs are not yet being amortised. In First Half 2011 most SIPs program spend 
has been reflected in increased software capitalisation balances. 

Other expenses 

Total other expenses decreased $10 million, or 1% compared to First Half 2010. The decrease was driven by a reduction 
in professional services costs associated with projects, including the SIPs program ($20 million), offset by increased 
credit card loyalty costs driven by a business campaign providing customers with the option to redeem points for special 
offers ($7 million).  
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First Half 2011 – Second Half 2010 

Operating expenses decreased by $33 million, or 1% compared to Second Half 2010.  

Salaries and Other Staff Expenses 

Salaries and other staff expenses increased $31 million, or 2% driven by: 

 Increased personnel costs associated with an average 4% salary increase from January 2011; 

 Costs associated with business unit restructures increased to $52 million, however these costs were mostly offset by 
a release of excess employee provisions; and 

 Increases were offset by benefits from the restructuring and productivity initiative programs. 

Equipment and Occupancy Expenses 

Equipment and occupancy expenses decreased $17 million, or 3% compared to Second Half 2010. The decrease 
reflected lower software amortisation charges ($26 million), as several large projects were fully amortised, and software 
impairments booked in Second Half 2010 were not repeated ($20 million). The decrease was partly offset by increases 
totalling $29 million in rental and property costs, from increased corporate property space expenditure to accommodate 
project requirements and additional expenses associated with the refurbishment and expansion of branch and ATM 
networks in Australia and New Zealand.  

Other expenses 

Total other expenses decreased $47 million, or 5% compared to Second Half 2010. The decrease was driven by lower 
project spend which is reflected in technology and information services, other professional services and outsourcing 
costs. Donations reduced from $20 million (Westpac Foundation) in Second Half 2010 to $3 million (natural disasters) in 
First Half 2011. Tight management of other discretionary costs delivered the remainder of the reduction in expenses. 

Full Time Equivalent Employees (FTE) 

As at As at As at % Mov't % Mov't

Analysis of movement in FTE 31 March
2011

30 Sept
2010

31 March
2010

Sept 10-
Mar 11

Mar 10-
Mar 11

Permanent employees 34,293 35,055 34,303 (2)              -                

Temporary employees 3,825 3,907 3,143 (2)              22             

Total employees 38,118 38,962 37,446 (2)              2               

Integration employees1
229 483 601 (53)            (62)            

Reported FTE 37,889 38,479 36,845 (2)              3               

Average Reported FTE 38,184 37,662 36,188 1               6               
 

First Half 2011 – First Half 2010 

Reported FTE increased by 1,044 FTE compared with First Half 2010, with the majority of the movements being: 

 An increase of 1,254 in technology resources, predominately related to the SIPs program and the direct employment 
of IT support staff previously supplied by an external vendor; 

 A decrease of 722 in Westpac RBB from restructuring and productivity initiatives; 

 A decrease of 170 in St.George Bank driven by restructuring and productivity projects, offset by an increase of 68 in 
preparation for the launch of Bank of Melbourne; 

 An increase of 289 in BTFG including 97 additional financial planners, private bankers and customer support staff 
and 147 additional project FTE; 

 An increase of 119 in New Zealand including 84 additional business bankers and 21 call centre employees; and 

 An increase of 206 across other business units related to the SIPs program and restructuring and productivity 
initiative projects, and the in-housing of loans processing and collections staff (88 FTE). 

 

 

 

 
1 Across the Group a total of 229 employees are engaged with the merger as at 31 March 2011. 
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First Half 2011 – Second Half 2010  

Reported FTE decreased 590 FTE compared to Second Half 2010, with the majority of the movements being: 

 A decrease of 569 in Westpac RBB, 396 in St.George Bank and 54 in New Zealand as a result of restructuring and 
productivity initiatives; 

 A decrease of 199 in Product & Operations, predominantly due to restructuring and productivity initiatives across the 
business; 

 An increase of 482 in Technology driven by project demand predominantly related to the SIPs program and the 
direct employment of IT support staff previously supplied by an external vendor; and 

 An increase of 146 across other business units to support restructuring and productivity initiatives. 

Integration FTE 

With the Merger nearing completion, Integration FTE continued to decline from First Half 2010, by 372 to 229. The cost 
of Integration FTE is included in the merger transaction and integration expense Cash Earnings adjustment.  

Capitalised Software 

First Half 2011 – First Half 2010 

Capitalised software balances increased by $404 million to $1,038 million as at 31 March 2011. The increase comprised 
$695 million of additional capitalised expenditure less $288 million of amortisation and impairment. SIPs programs 
contributed $398 million of capitalised expenditure and $11 million of amortisation.  

First Half 2011 – Second Half 2010 

Capitalised software balances increased by $206 million to $1,038 million as at 31 March 2011. The increase comprised 
$330 million of additional capitalised expenditure less $121 million of amortisation and impairment. SIPs programs 
contributed $177 million of capitalised expenditure and $11 million of amortisation.  

Capitalised Software
$m

Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Capitalised Software opening balance 832 634 629

Projects contributing to capitalised software:
Investment in front end distribution systems and new online platform projects 64 54 -
Projects to improve product systems, including payments, credit cards, deposits and 
collections systems 

61 77 -

New enterprise wide shared services, including enterprise middleware and customer master 
file 

31 70 -

Investment in technology infrastructure including perimeter security and testing capabilities 21 20 -
Further compliance and banking infrastructure investment 86 81 71
Investment in Bank of Melbourne, FX, Security and card software 33 12 21
Other projects 34 51 51
Total Additions 330 365 143

Impact of FX revaluation (3) - (4)

Amortisation & Impairment expense (121) (167) (134)
Closing Balance 1,038 832 634
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Strategic Investment Priorities (SIPs) 

In October 2010 The Westpac Group provided details of its Strategic Investment Priorities (SIPs) program, a suite of 
major investments designed to enhance Westpac’s front end and product systems and strengthen the Group’s 
technology infrastructure.   

The current SIPs program schedule involves a number of individual programs to be developed between 2010 and 2014. 
The SIPs programs are managed individually but controlled centrally. The SIPs programs have also been designed to be 
modular and of a size that can be efficiently managed while generating improved capability and capacity and delivering 
clear efficiency and revenue benefits. 

Expenditure associated with the SIPs program is estimated to be around $2 billion over the 5 year period including direct 
expenses and capitalised costs.   

In First Half 2011 $78 million was expensed (including $11 million in amortised capitalised expenses) with $230 million in 
spending capitalised. In First Half 2011, a relatively high portion of expenses were capitalised reflecting the current stage 
of the investment programs. Amortisation of capitalised expenses typically commences once capabilities have been 
delivered and are ready for use by the business. As a result, amortisation expenses will steadily rise over the next few 
years.  

The costs of the SIPs program are being allocated to individual business units based on the recipients of the benefits and 
capabilities for each program. This approach will typically see Westpac RBB incur much of the SIPs costs (approximately 
57%) followed by St. George Bank, the Institutional Bank and BTFG. 

Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Total to 
date

Expensed 67 77 100 244

Capitalised software and fixed assets 230 248 82 560

Total 297 325 182 804

Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Total to 
date

Direct expenses 67 77 100 244

Amortisation 11 - - 11

Total 78 77 100 255

Investment spend 
$m

Impact on expenses
$m

 

Significant benefits and capabilities delivered in First Half 2011 include: 

Branch and contact centre enhancements: 

 Enhanced systems to remove the need for customers to complete deposit slips for cash deposits. This significantly 
improved the process for customers and staff; 

 Installed a new integrated call centre desktop application which can ultimately aggregate 46 systems onto one. The 
system has significantly improved the handling of customer enquiries and requests in call centres;  

 Installed a new collections case handling platform that can ultimately consolidate customer information onto one 
system. The system has simplified the processing of collections, and will increase the resolution of arrears at the first 
point of contact; and 

 New telephony systems rolled out in late 2010 continue to improve the contact between branches and our 
operations centres. The capabilities delivered make it easier and quicker to respond to customer requests in both 
branches and contact centres. 

Products: 

 All St.George Bank and BankSA credit cards were migrated onto The Westpac Group target cards platform. This is 
an integral step towards achieving a single cards platform, which will provide numerous system and efficiency 
benefits while providing St.George Bank and BankSA customers with more functionality and choice; and  

 Introduced a range of new deposit products, including the DIY Super Bundle and Cash Investment Account (online). 
Also evident is the continuation of benefit streams from products released in 2010 (eg. Westpac Kids Account, High 
Interest Savings Account).   

Payments: 

 Various system upgrades and enhancements have been delivered including: 

- an integrated trade platform for all Westpac brands;  

- enhanced High Value FX and SWIFT payments capabilities for customers; and  

- integration of Westpac and St.George Bank merchant acquiring terminals, ATMs and EFTPOS onto one 
Switch platform. 
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Infrastructure: 

 Various upgrades and enhancements to technology infrastructure have been implemented to further improve 
reliability; 

 Upgrading and rebuild of data centres is progressing to provide additional power, space and resilience, and reduces 
the risk of downtime; 

 A new middleware technology is in place simplifying the interface between various systems;  

 Infrastructure to aggregate customer data from multiple systems and brands is in place with the majority of  
St.George Bank customer details migrated to the new platform; and 

 Enhanced testing infrastructure to better manage new software releases and upgrades. 

Merger Spend 

During First Half 2011 $48 million was spent on projects related to the St.George merger. $19 million of the total spend 
related to activities in the Institutional Bank, including consolidation of Market activities and moving to a single exchange 
settlement account. The remainder of the spend related to smaller projects across the Group including further alignment 
of operational risk systems, further IT integration work and further contact centre alignment. 

Significant project deliveries during First Half 2011 included: 

 Completion of the General Insurance project which now allows BTFG to provide a fuller range of insurance products 
to St.George Bank and BankSA customers; 

 Continued sharing of call centre best practice including improved customer handling capability in call centres with 
the initial use of open speech technology; and 

 Further consolidation of BTFG support areas. 
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 3.2.4 Impairment Charges 

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

IAPs
New IAPs (766) (860) (637) 11             (20)            
Write-backs 222 217 136 2               63             
Recoveries 38 30 21 27             81             
Total IAP, write-backs and recoveries (506) (613) (480) 17             (5)              
CAPs
Write-offs (337) (352) (315) 4               (7)              
Other changes in CAPs 380 388 (84) (2)              large
Total new CAPs 43 36 (399) 19             111           
Total impairment charges (463) (577) (879) 20             47             

 

Impairment charges almost halved in First Half 2011 compared with First Half 2010 as the continuation of a strong 
economy supported improving asset quality and a reduction in required impairment provisions. The improvement is 
reflected in a 33 basis point decline, to 285 basis points, in the ratio of stressed assets to total committed exposures, 
supported by a decline in the rate of emerging new stress and some large upgrades and repayments.   

Total impairment charges of $463 million incurred in First Half 2011, were down 47% on First Half 2010 and were 20% 
lower than Second Half 2010.   

New individually assessed provisions have remained relatively high as the work-out of the remaining large stressed 
portfolio continues to see companies downgraded from watchlist and substandard categories of stress into impaired.   

New collectively assessed provisions were positive in First Half 2011 as write-offs were more than offset by: 

 A reduced need for collectively assessed provisions from upgrades of some stressed exposures along with 
repayments, particularly in Institutional lending; 

 A net reduction in the economic overlay. The improving economic environment has seen the need to release some 
economic overlay provisions in Australia and New Zealand, particularly in the Australian commercial property sector. 
Partially offsetting these releases has been higher economic overlays for natural disasters occurring in First Half 
2011; and  

 Companies moving to impaired and hence seeing the associated collective provision migrate to an individually 
assessed provision. 

The economic overlay was $106 million lower over the half with a $174 million release of provisions offset by an 
additional $36 million associated with floods and cyclones in Australia and $32 million related to the second Christchurch 
earthquake. 

First Half 2011 – First Half 2010 

The impairment charge for First Half 2011 was $463 million, down 47% on First Half 2010 and represented 19 basis 
points of average gross loans. 

Key movements included: 

 New individually assessed provisions less write-backs and recoveries were $26 million higher compared to First Half 
2010 principally due to:  

- In Westpac RBB higher new individually assessed provisions, mostly in small business, were partially offset by 
improved consumer recoveries; 

- The downgrade of some large business facilities from stressed to impaired led to an increase in new individually 
assessed provisions in New Zealand of $48 million. Write-offs and recoveries were small;   

- Higher individually assessed provisions in the Institutional Bank were almost fully offset by higher write-backs 
from some long standing problems; and 

- St.George Bank recorded lower new individually assessed provisions along with increased write-backs and 
recoveries.  

 
 New collectively assessed provisions provided a $43 million benefit to impairment charges and were $442 million 

lower than First Half 2010 principally due to:  

- A net reduction in the economic overlay of $106 million with a $174 million release partly offset by increases 
associated with natural disasters of $68 million; and  
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- Each of the divisions recorded lower collective provisions with the largest reductions recorded in St.George 
Bank, New Zealand, and the Institutional Bank with the improvements recorded across both consumer and 
business segments. In Westpac RBB higher consumer charges were offset by lower business charges. 

First Half 2011 – Second Half 2010  

The impairment charge for First Half 2011 was $463 million, down 20% on Second Half 2010. The decline was due to 
both lower individually assessed provisions and lower collectively assessed provisions. 

New individually assessed provisions less write-backs and recoveries were $107 million lower compared to Second Half 
2010 principally due to lower individually assessed provisions in St.George Bank.  

All other divisions reported relatively modest moves in new individually assessed provisions with slightly higher write-
backs in Westpac RBB and the Institutional Bank.  

New collectively assessed provisions were $7 million lower compared to Second Half 2010 principally due to net 
releases in the economic overlay, combined with a reduction in provisions required in the Institutional Bank from 
repayments and companies returning to full health. 

Partially offsetting these declines have been: 

 Higher collectively assessed provisions in St.George Bank in business and consumer segments due to a 
comparatively strong performance in Second Half 2010 and higher provisions in the business sector in First Half 
2011; and 

 A rise in mortgage delinquencies has translated to an increase in collectively assessed provisions in the Westpac 
RBB consumer portfolio. 
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3.2.5 Tax Expense 

First Half 2011 – First Half 2010 

The effective tax rate of 29.4% is 60 basis points lower than First Half 2010. The lower rate in First Half 2011 is primarily 
due to the release of a small tax over accrual related to First Half 2010. 

First Half 2011 – Second Half 2010  

The effective tax rate of 29.4% is 50 basis points lower than Second Half 2010.  

3.2.6 Non-Controlling Interests 

The non-controlling interests primarily represents distributions on hybrid equity instruments 2003 TPS1 and 2006 TPS1, 
as well as other non-controlling interests, including the 40% portion of BTIM that Westpac does not own. 

Non-controlling interests of $35 million for First Half 2011 were $3 million higher than First Half 2010 and increased $1 
million from Second Half 2010. 

The $3 million increase compared to First Half 2010 is primarily due to increases in amounts attributable to a number of 
other non-controlling interests.  
 

 

 

 
1 Non-controlling interests include distributions on 2003 TPS and 2006 TPS: 
 There are 750,000 2003 TPS issued in the United States of America at US$1,000 each on 13 August 2003, with non-cumulative semi-

annual distributions (31 March and 30 September) in arrears at the annual rate of 5.819% up to but excluding 30 September 2013. 
From, and including, 30 September 2013 the 2003 TPS will pay non-cumulative quarterly distributions (31 December, 31 March, 30 
June and 30 September) payable in arrears at a floating rate of LIBOR plus 2.05% per year; and 
 Westpac TPS Trust issued 7,627,375 2006 TPS in Australia at $100 each on 21 June 2006. The 2006 TPS are preferred units in the 

Westpac TPS Trust, with non-cumulative floating rate distributions which are expected to be fully franked. Westpac TPS Trust also 
issued one ordinary unit with an issue price of $100 to Westpac. Westpac, as holder of the ordinary unit, is entitled to any residual 
income or assets of the Westpac TPS Trust not distributed to holders of 2006 TPS. The 2006 TPS are scheduled to pay quarterly 
distributions (30 September, 31 December, 31 March and 30 June) in arrears, subject to certain conditions being satisfied. The 
distribution rate on 2006 TPS, until 30 June 2016 (the step-up date) is calculated as the Australian 90 day bank bill rate plus 1% per 
annum (the initial margin), together multiplied by one minus the Australian corporate tax rate (30% during the First Half 2011.) After 
the step-up date, the initial margin will increase by a one time step-up of 1% per annum. 
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3.3 Credit Quality 

In First Half 2011, clear signs of improving asset quality emerged. In particular: 

 The ratio of stressed assets to total committed exposures has eased;  

 The rate of new stress across the portfolio is decreasing; 

 Upgrades of facilities out of stress and back to performing are rising; 

 Resolution is being reached on a number of impaired loans, resulting in some write-backs; and  

 Impairment charges continue to decline. 

The steady improvement in the operating environment has been a major contributor to the progress with good economic 
growth and low unemployment strengthening consumer and business balance sheets.   

While credit quality trends are positive, the overall level of stress remains high relative to long term averages and the 
work-out of impaired and problem facilities is expected to take some time. 

The proportion of the portfolio classified as impaired has changed little in First Half 2011. The continued work-out of 
existing stressed loans has seen some facilities migrate into impaired although this has been largely offset by write-offs 
and repayments. Write-offs from individually assessed provisions in First Half 2011 were $368 million.  

Commercial property continues to remain the most prominent category within impaired assets and while this sector has 
stabilised, impaired assets remain high as the work-out of previously downgraded assets continues. 

Mortgage delinquencies increased in First Half 2011, although the levels remain relatively modest and below industry 
averages, and actual losses are minor. 

Portfolio segments 

The institutional and corporate segment has shown the most significant improvement in asset quality in First Half 2011.  
The level of stressed loans has declined with a number of large facilities returning to performing due to repayments 
leading to a reduced requirement for collective provisions. 

The commercial property segment continues to be the sector under the most stress although the trends in the portfolio 
are positive. In particular, the proportion of the property portfolio identified as stressed has declined from 15.5% at 30 
September 2010 to 13.7% at 31 March 2011, as the incidence of new property stress continues to abate. The overall 
size of the portfolio has further declined from 7.7% of exposure at 30 September 2010 to 7.1% at 31 March 2011.There 
was only one new large (>$50 million) problem facility emerging. Larger provisions against this portfolio in First Half 2011 
were principally related to development properties where asset sales continue to be challenging. 

The small and medium business portfolio is still recognising additional stress, although at a much slower rate. 

In Australia, floods and a cyclone in First Half 2011 had a devastating impact across Queensland, Victoria and parts of 
NSW. To date, the impact on credit quality has been modest with only a small number of businesses moving into 
stressed categories as a result of these events. The consumer portfolio has also performed solidly, in part assisted by 
Westpac’s Home and Contents Insurance which fully covers individuals for floods. Nevertheless the Group has added to 
its economic overlay by $36 million for these events. 

The impact of the 22 February 2011 Christchurch earthquake on asset quality has been modest to date although the 
Group expects some businesses and consumers to come under stress from this catastrophe and have added to the 
economic overlay to reflect an early estimate of risk. An increase in the economic overlay of NZ$43 million has been 
made taking the total earthquake provision to NZ$53 million (including NZ$10 million provided for in September 2010). 
The NZ$43 million was at the lower end of the previously announced range of NZ$30 million to NZ$100 million given 
greater certainty over the losses covered by the NZ Earthquake Commission. 

The consumer segment has remained cautious over recent years and that has seen a reduced appetite for debt and 
higher repayment levels. This combined with low unemployment has continued to see consumer credit quality remain 
strong.   

90 day mortgage delinquencies increased 12 basis points since 30 September 2010 to 0.59%. While rising, the level of 
delinquencies remains modest in both absolute terms and relative to peers. The rise in delinquencies is due to several 
factors:   

 Changing to a more conservative method of classifying the delinquency status of accounts in the hardship 
assistance program contributed around 6 basis points to the rise in delinquencies;  

 The seasoning of the large volumes of Mortgages written in 2007, 2008 and 2009 compared to lower growth in the 
current year; and 
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 Higher delinquencies being recorded in both Queensland and low doc lending1.    

Low doc lending represents just over 7% of the portfolio and has a much higher delinquency profile, with delinquencies 2 
to 3 times the portfolio average. That said, because of the more conservative underwriting standards, including not 
lending with an Loans to Valuation Ratio (LVR) greater than 80% and requiring Mortgage Insurance for LVR’s greater 
than 60%, realised low doc losses are small.   

Queensland delinquencies are around 50% higher than the portfolio average given the more challenging conditions in 
that State.   

Stress associated with the natural disasters has yet to affect 90 day delinquencies although some impact is being 
reflected in 30 day delinquencies. 90 day delinquencies are ultimately expected to rise as a result of these events 
although realised losses are likely to be modest and have already been considered in assessing our economic overlay 
provisions. 

Properties in possession remain modest at 440, up from 383 in September 2010 with realised losses on the entire 
mortgage portfolio only $41 million in First Half 2011.  

The New Zealand economy has experienced a more subdued recovery than Australia and the Christchurch earthquakes 
have added a further degree of caution to an already soft economy. While activity remains subdued asset quality trends 
have generally been positive, in part reflecting the more severe downturn experienced in that market, and the 
deleveraging of both consumers and business. In business lending, the number of facilities under stress as well as the 
value of loans in work-out has declined. Impaired assets are higher reflecting the working out of existing stress. In 
consumer, 90 day delinquencies are a little higher in Mortgages (up 5 basis points) but have declined in other consumer 
lending (down 5 basis points) since September 2010. 

Key statistics  

Stressed assets as a proportion of Total Committed Exposures eased to 285 basis points at 31 March 2011 from 320 
basis points at 30 September 2010. The decline in the proportion of stressed assets has been principally due to a fall in 
watchlist and substandard facilities with that ratio declining 41 basis points to 166 basis points. Within stressed assets: 

 Loans 90 days past due but well secured increased to 51 basis points at 31 March 2011 from 46 basis points at 30 
September 2010. The increase is principally due to the rise in mortgage delinquencies; and 

 Impaired assets to total committed exposures were largely flat, up just 1 basis point since 30 September 2010 to 68 
basis points at 31 March 2011. 

The Westpac Group has maintained its provisioning coverage at the upper end of the sector with: 

 The ratio of impairment provisions to total impaired assets of 42% is up from 41% at 30 September 2010; and   

 The ratio of collectively assessed provisions to credit risk weighted assets of 1.38%. This ratio has eased from 
1.46% at 30 September 2010 but remains strong. 

Total provisions were down $93 million with a 10% rise in individually assessed provisions to $1,780 million and a decline 
in collectively assessed provisions reflecting the improvement in asset quality. Collectively assessed provisions of $3,188  
million include an economic overlay of $347 million. In aggregate the overlay was $106 million lower at 31 March 2011 
with a reduction in the overlay associated with improving economic conditions in Australia and New Zealand. Included in 
the overlay was a $36 million charge for the Queensland and Victorian floods and a $32 million (NZ$43 million) charge 
for the second Christchurch earthquake.   

 

 

 
1Low doc lending is defined as loans where borrowers are self employed for a minimum period of two years and do not have 
documented proof of income.   
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3.3.1 Credit Quality Key Metrics 

Stressed Exposures by Credit Grade as a % of Total Committed Exposures Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Impaired 0.68% 0.67% 0.63%

90 days past due, well secured 0.51% 0.46% 0.36%

Watchlist and substandard 1.66% 2.07% 2.19%

Total Stressed Exposures 2.85% 3.20% 3.18%

Business and Institutional Impaired Assets to total committed exposures Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Business impaired assets to divisional business total committed exposures:

Business Australia 2.39% 2.27% 2.05%

Business New Zealand 3.81% 2.58% 2.18%

Institutional 0.51% 0.51% 0.44%

Other consumer loans 90 days past due Half Year
March 11

Half Year
Sept 10

Half Year
March 10

90 days past due:

Group 1.34% 1.25% 1.34%

Australia 1.35% 1.24% 1.32%

New Zealand 1.12% 1.17% 1.54%

Mortgages 90 days past due Half Year
March 11

Half Year
Sept 10

Half Year
March 10

90 days past due:

Group 0.59% 0.47% 0.40%

Australia 0.56% 0.43% 0.35%

New Zealand 0.80% 0.75% 0.75%

Other 
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Total impaired assets to gross loans 0.98% 0.95% 0.90%

Total impairment provisions to total impaired assets 42.2% 40.7% 43.1%

Total provisions to gross loans 102bps 105bps 110bps

Collectively assessed provisions to performing non-housing loans1
182bps 196bps 201bps

Collectively assessed provisions to risk weighted assets 115bps 123bps 127bps

Collectively assessed provisions to credit risk weighted assets 138bps 146bps 150bps

Other
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Impairment charges to average loans annualised 19bps 24bps 37bps

Annualised write-offs to average loans 28bps 36bps 18bps
 

 

 
1 Non-housing loans have been determined on a loan purpose basis. 
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3.4 Balance Sheet and Funding 

3.4.1 Balance Sheet 

As at As at As at % Mov't % Mov't

$m
31 March

2011
30 Sept

2010
31 March 

2010
Sept 10-

Mar 11
Mar 10-
Mar 11

Assets

Cash and balances with central banks 4,781 4,464 4,319         7                11              

Receivables due from other financial institutions 8,981 12,588 9,642         (29) (7)
Trading securities, financial assets designated at fair value and 
available-for-sale securities 61,233 55,599 54,020        10 13

Derivative financial instruments 31,555 36,102 26,482        (13) 19

Loans 484,207 477,655 474,644      1 2

Life insurance assets 9,586 12,310 12,393        (22) (23)

Other assets 21,615 19,559 19,275        11 12

Total assets 621,958 618,277 600,775      1 4

Liabilities

Payables due to other financial institutions 12,873 8,898 8,299         45 55

Deposits 342,498 337,385 335,313      2 2
Trading liabilities and other financial liabilities designated at fair 
value 7,700 4,850 6,362         59 21

Derivative financial instruments 35,258 44,039 29,830        (20) 18

Debt issues and acceptances 153,597 150,971 151,674      2 1

Life insurance liabilities 8,723 11,560 11,761        (25) (26)

Loan capital 8,250 9,632 9,691         (14) (15)

Other liabilities 10,940 10,824 9,435         1 16

Total liabilities 579,839 578,159 562,365      - 3

Equity
Total equity attributable to owners of Westpac Banking 
Corporation 40,196 38,189 36,477        5 10

Non-controlling interests 1,923 1,929 1,933         - (1)

Total equity 42,119 40,118 38,410        5 10
 

First Half 2011 – First Half 2010 

The key balance sheet movements can be attributed to: 

 Growth of 2% in loans, primarily within Australian housing loans; 

 An increase in Treasury liquid assets of $5 billion, mostly included in higher available-for-sale securities; and 

 Growth of 2% in deposits, driven primarily by increases in Term and At Call deposit accounts. 

Assets 

Receivables due from other financial institutions (down $1 billion) 
The decrease was principally due to a decrease in collateral placed. 
 

Trading assets, financial assets and available-for-sale securities (up $7 billion) 
Growth in this category reflected higher holdings of liquid assets. Increases occurred in Government, Semi-Government 
and Bank securities. 
  
Derivative financial instruments (assets) (up $5 billion) 
The increase in derivative financial instruments was primarily due to changes in contract valuations related to foreign 
exchange rate movements. 
 

Loans (up $10 billion) 
The growth in loans was largely due to a 6% increase in Australian housing loans, offset in part by a contraction in 
Australian business lending of 4% (refer to Section 3.2.1 for further detail). 
 

Life Insurance assets (down $3 billion) 
Through a successor funds transfer, BTFG have transferred Superannuation funds out of life companies into separately 
managed Super Funds, which are not consolidated. A corresponding change is recorded in life insurance liabilities. 
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Other assets (up $2 billion) 
The increase in other assets is primarily due to a $1 billion increase in deferred tax assets related to the finalisation of tax 
consolidation of the St.George merger and unsettled securities transactions within Group Treasury. 

Liabilities 

Payables due to other financial institutions (up $5 billion) 
This increase is primarily due to higher collateral being received and increased levels of interbank deposits from 
Treasury’s management of cash flow. 
 

Deposits (up $7 billion) 
Deposits increased primarily as a result of an increase in At Call accounts and Term Deposits of 7% and 5% 
respectively. These increases were partially offset by a decrease in wholesale funding sourced from Certificates of 
Deposit (refer to Section 3.2.1 for further detail).  
 

Trading liabilities and other financial liabilities designated at fair value (up $1 billion) 
The increase in trading liabilities was primarily due to an increase in repurchase agreements arising from securities 
activities within the Institutional Bank. 
 

Derivative financial instruments (liabilities) (up $5 billion) 
The increase in derivative financial instruments was primarily due to changes in contract valuations related to foreign 
exchange rate movements. 
 

Debt issues and acceptances (up $2 billion) 
Debt issues increased due to growth in the wholesale funding portfolio of $6 billion, partly offset by $4 billion of runoff in 
securitisation and acceptances. 
  
Life Insurance liabilities (down $3 billion) 
Through a successor funds transfer BTFG have transferred Superannuation funds out of life companies into separately 
managed Super Funds, which are not consolidated. 
 

Loan capital (down $1 billion) 
Loan capital decreased following the redemption of some subordinated notes. 
 

Other liabilities (up $2 billion) 
The increase in other liabilities is due to unsettled securities activities and higher accrued interest payable.  

Equity 

Equity attributable to equity holders of WBC (up $4 billion) 
The increase in equity was due to increased retained profits. 

First Half 2011 – Second Half 2010 

The key drivers of the movements in the balance sheet generally reflected similar themes that impacted the movements 
from First Half 2010 to First Half 2011. Significant movements include: 

Assets  

Receivables due from other financial institutions (down $4 billion) 
The decrease was principally due to a decrease in collateral placed. 
 

Trading assets, financial assets and available-for-sale securities (up $6 billion) 
The increase was primarily due to a rise in Treasury liquid assets. 
 

Derivative financial instruments (assets) (down $5 billion) 
The decrease in derivative financial instruments was primarily due to changes in contract valuations related to foreign 
exchange rate movements. 
 

Loans (up $7 billion) 
The growth in loans was principally due to a $7 billion, or 3% increase in Australian housing loans (refer to Section 3.2.1 
for further detail). 
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Liabilities 

Payables due to other financial institutions (up $4 billion) 
This increase is due to increased levels of interbank deposits as a result of Treasury’s management of cash flow. 
 

Deposits (up $5 billion) 
The trend in deposits in the First Half changed from Second Half 2010 with Term Deposits growing $8 billion, or 7%. This 
increase was partially offset by a decline in Certificates of Deposit of $4 billion, or 6% (refer to Section 3.2.1 for further 
detail).  
 

Derivative financial instruments (liabilities) (down $9 billion) 
The decrease in derivative financial instruments is due to movements in interest rate swaps and impacts from foreign 
exchange movements. 
 
 
 
 
 



 
 
 
 

 Review of Group Operations (continued)
 

 40 

3.4.2 Funding and Liquidity Risk Management 

Liquidity risk is the risk that the Group is not able to fund increases in assets or meet its payment obligations as they 
become due, without incurring unacceptable losses. This could potentially arise as a result of mismatched cash flows 
generated by the Group’s banking business. This risk is not specific to The Westpac Group, but inherent in all banks 
through their role as intermediaries between depositors and borrowers. 

The Westpac Group has a robust liquidity risk management framework to ensure its ability to meet cash flow obligations 
under a wide range of market conditions, including name-specific and market-wide stress scenarios. 

This includes an $85 billion portfolio of liquid assets at 31 March 2011 which comprised: 

 $20.8 billion of cash, Government and semi-Government bonds, up $2.3 billion from 30 September 2010;   

 $30.8 billion of repo-eligible private securities, up $1.8 billion from 30 September 2010; and   

 $33.1 billion of self-originated AAA rated mortgage backed securities, which are eligible for repurchase with the 
Reserve Bank of Australia (RBA) and the Reserve Bank of New Zealand (RBNZ), down $1.7 billion from 30 
September 2010. 

As at 31 March 2011, the Group held sufficient liquid assets to cover all offshore wholesale debt maturities for 23 
months. 

In First Half 2011, the Australian Prudential Regulation Authority (APRA) and the Reserve Bank of Australia (RBA) 
provided further details regarding the implementation in Australia of the new global liquidity standard for the Liquidity 
Coverage Ratio (LCR) announced by the Basel Committee on Banking Supervision (BCBS). This included clarifying the 
definition of high-quality liquid assets and the announcement of a committed, secured liquidity facility with the RBA, 
sufficient in size to cover any shortfall between an Authorised Deposit-taking Institution (ADI) holding of high-quality liquid 
assets and the LCR requirement of the new global liquidity standard. This liquidity facility will be provided if the ADI has 
demonstrated to APRA that they have taken all reasonable steps towards meeting the requirements of the new standard 
through their balance sheet management. 

These developments have provided more clarity on the new LCR liquidity standard that is scheduled to come into effect 
on 1 January 2015. However, a number of important details regarding the RBA liquidity facility and APRA’s prudential 
standard on liquidity risk management are yet to be announced and therefore the potential impact on the composition 
and size of the Group’s liquid asset portfolio is yet to be determined. Details of the RBA liquidity facility and APRA's 
prudential standard will be subject to consultation during 2011 and 2012. 

Further discussion on the proposed changes to prudential liquidity requirements by the BCBS are discussed in Other 
Regulatory Developments (Section 3.6). 

The Westpac Group also monitors the composition and stability of its funding base to ensure it remains appropriately 
within the Group’s funding liquidity risk appetite. This includes a target of greater than 75% for the stable funding ratio 
(SFR). Stable funding includes Customer Deposits, wholesale term funding with residual contractual maturity greater 
than 12 months, equity and securitisation.  

The Group’s SFR at 31 March 2011 was relatively unchanged from 30 September 2010 at 79% as the Group used 
growth in Customer Deposits to fund asset growth. Customer Deposits increased by $9 billion and comprised 52% of the 
Group’s total funding, an equivalent to 60% of total loans, up from 57% at 31 March 2010. An additional 18% of the 
Group’s funding is made up of wholesale funding with a residual maturity greater than 12 months, with a further 2% 
sourced from securitisation and 7% from equity. There was little change in the composition of the Group’s funding over 
First Half 2011.  

Growth in Customer Deposits in excess of loan growth of $2 billion since 30 September 2010 has also reduced the 
Group’s need to access wholesale funding and provided opportunities for the Group to buy back Government guaranteed 
debt. In total, the Group has issued $12.4 billion of new term debt in First Half 2011 and bought back $3.8 billion in 
Government guaranteed term debt. The weighted average maturity of new term debt issued in First Half 2011 was 3.8 
years. 
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Funding by residual maturity 

Funding Funding Funding

$m Ratio % $m Ratio % $m Ratio %

Customer Deposits 288,820 52 280,177 52 271,602 50

Wholesale funding - residual maturity

Securitisation 10,229 2               11,228 2               13,596 3               

Greater than 12 months 98,166 18             103,546 19             104,230 19             

Equity1
40,948 7               38,786 7               37,071 7               

Stable Funding Ratio (SFR) 438,163 79             433,737 80             426,499 79             

Less than 6 months2
88,401 16             81,683 15             89,614 17             

6 to 12 months 28,566 5               28,731 5               24,146 4               

Short term wholesale funding 116,967 21             110,414 20             113,760 21             

Total funding3
555,130 100           544,151 100           540,259 100           

As at 
31 March 2011

As at 
30 Sept 2010

As at 
31 March 2010

 

Deposits to Net Loans Ratio 

$m % $m % $m %

Customer Deposits 288,820 280,177 271,602

Net customer loans 484,207 60             477,655 59             474,644 57             

31 March 2010

As At

30 Sept 2010

As at As at

31 March 2011

 

 
1 Equity less FX translation, Available-for-Sale Securities and Cash Flow Hedging Reserves. 
2 Excludes netting of excess liquid assets deducted under previous methodology. 
3 Including Equity as described in footnote1. Hybrids in the amount of $1.9 billion have been included in wholesale funding. 
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Funding view of the balance sheet1  

$m 
Liquid 
Assets

Customer 
Deposits

Wholesale 
Funding

Customer 
Franchise

Market 
Inventory Total

Total assets 84,972 - - 469,823 67,163 621,958

Total liabilities (166) (288,820) (223,439) - (67,414) (579,839)

Total equity - - (1,923) (40,948) 752 (42,119)

Total 84,806 (288,820) (225,362) 428,875 501 -

Net customer loans2
33,598 - - 450,609 - 484,207

$m
Liquid 
Assets

Customer 
Deposits

Wholesale 
Funding

Customer 
Franchise

Market 
Inventory Total

Total assets 82,107 - - 460,958 75,212 618,277

Total liabilities (31) (280,177) (223,259) - (74,692) (578,159)

Total equity - - (1,929) (38,786) 597 (40,118)

Total 82,076 (280,177) (225,188) 422,172 1,117 -

Net customer loans2 35,056 - - 442,599 - 477,655

$m
Liquid 
Assets

Customer 
Deposits

Wholesale 
Funding

Customer 
Franchise

Market 
Inventory Total

Total assets 79,732 - - 458,900 62,143 600,775

Total liabilities - (271,602) (229,653) - (61,110) (562,365)

Total equity - - (1,933) (37,071) 594 (38,410)

Total 79,732 (271,602) (231,586) 421,829 1,627 -

Net customer loans2
34,324 - - 440,320 - 474,644

As at 31 March 2010

As at 30 September 2010

As at 31 March 2011

 

 
1 Refer to Section 5, Note 22 for a detailed analysis of the funding view of the balance sheet. Liquid assets are defined as assets that 

are eligible for re-purchase agreements with the Reserve Bank. 
2 Liquid assets in net consumer loans include internally securitised assets that are eligible for re-purchase agreements with the Reserve 

Bank at ninety percent of the value. 
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3.5 Capital and Dividends 

Basel II As at 
31 March 11 

As at 
30 Sept 10 

As at 
31 March 10 

Common equity1 /RWA2 8.0% 7.5% 7.1% 

Tier 1/RWA 9.5% 9.1% 8.6% 

TRC3/RWA  11.0% 11.0% 10.8% 

RWA ($m) 276,827 279,379 290,097 

 

Tier 1 Capital Ratio Movement for the half year ended 31 March 2011 

9.09% 9.53%

7.50%

114 bps (81 bps)
8 bps (7 bps) 10 bps

7.95%

1.59%
1.58%

0.00%

2.00%

4.00%

6.00%

8.00%

10.00%

12.00%

30 Sep 2010 Cash Earnings Net Dividend RWA Movement Other SGB Tax 
Consolidation

31 Mar 2011

Tier 1 Capital Ratio Movement Residual Tier 1

Common equity Tier 1

 
The Westpac Group’s Tier 1 capital ratio of 9.53% at 31 March 2011 was 44 basis points higher than the 30 
September 2010 Tier 1 ratio. The higher ratio was principally due to strong organic capital generation, a 1% reduction in 
Risk Weighted Assets (RWA), and the 10 basis points benefit provided by the impact of tax consolidation of the 
St.George merger.  

The key drivers of the increase in the Tier 1 ratio over the period included: 

 First Half 2011 Cash Earnings of $3.2 billion added 114 basis points; 

 Dividends payable, net of estimated impact from Dividend Reinvestment Plan (DRP)4, reduced Tier 1 by 81 basis 
points; 

 Risk Weighted Assets fell, as a 2% reduction in credit RWA was only partially offset by small increases in other 
RWA categories; and 

 Other items including: 
- Negative movements, comprised of: Cash Earnings adjustments from fair value adjustments and merger 

integration costs (11 basis points); an increase in capitalised software (7 basis points); higher Foreign 
Currency Translation Reserve (4 basis points); and an increase in regulatory expected loss deductions (3 
basis points);  

- Partially offset by: excluding the impact of St.George taxation adjustments the decline in deferred tax 
assets, mainly relates to financial market instruments (6 basis points); a lower deduction for retained 
earnings in non-consolidated subsidiaries5 (6 basis points); and lower capitalised expenses (2 basis points); 
and a lower deduction in respect to investments in non-subsidiary entities (2 basis points). 

During the half Westpac redeemed over $1 billion of subordinated debt. These redemptions explain why Westpac’s total 
regulatory capital is flat over the period. 
 
1 Common equity reflects the new Basel category for the highest quality form of capital. Previously we referred to this as Fundamental 

Tier 1 capital. 
2 Risk weighted assets. 
3 Total regulatory capital. 
4 DRP is calculated as the estimated DRP for the 2011 interim dividend and the difference between actual and estimated DRP for the 

2010 final dividend. 
5 These subsidiaries are consolidated for statutory accounting purposes but are not consolidated into the banking group for regulatory 

capital purposes. 
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Risk Weighted Assets 

As at As at % Mov't As at As at % Mov't

$m
31 March

2011
30 Sept

2010
Sept 10-

Mar 11
31 March

2011
30 Sept

2010
Sept 10-

Mar 11

Business purposes 

On-balance sheet 146,838 150,579 (2) 112,057 117,793 (5)

Off-balance sheet - - - 45,946 45,033 2

Total business purposes 146,838 150,579 (2) 158,003 162,826 (3)

Consumer purposes

On-balance sheet1 341,984 331,787 3 66,373 65,387 2

Off-balance sheet1 - - - 5,884 7,617 (23)

Total consumer purposes 341,984 331,787 3 72,257 73,004 (1)

Provision for impairment (4,615) (4,711) 2

Total credit risk 484,207 477,655 1 230,260 235,830 (2)

(% of total RWA) 83% 84%

Total on-balance sheet credit risk 178,430 183,180 (3)

Total off-balance sheet credit risk 51,830 52,650 (2)

Equity risk 1,198 1,122 7

Market risk 7,472 5,201 44

Operational risk 19,960 19,824 1

IRRBB 14,708 14,697 -

Other assets 3,229 2,705 19

Total non-credit 46,567 43,549 7

(% of total RWA) 17% 16%

 484,207 477,655 1 276,827 279,379 (1)

Loans 
(per Section 5)

Basel II (Advanced / Standardised) 
RWA

 

The Westpac Group’s RWA reduced by 1% over the First Half 2011. Movements in RWA were driven by the following 
factors: 

 Credit risk RWA fell by 2%: 

- lending for business purposes contracted as the Group’s property exposure reduced and businesses continued 
to pay down debt;    

- average risk weights reduced across the corporate and specialised lending portfolios as the quality of the book 
improved; and 

- mortgage RWA reduced as growth in the mortgages portfolio was more than offset by lower average risk 
weightings. Average risk weightings reduced as mortgages that had been on the books for 6 months moved 
from risk assessments based on application scores to behaviour scores and as a result of introducing new 
probability of default models. 

 An increase in equity risk which is primarily due to changes in market values of investment holdings; 

 RWA associated with market risk increased 44% due to increased liquid assets to comply with anticipated liquidity 
requirements and increased trading positions; 

 Interest Rate Risk in the Banking Book (IRRBB) and Operational risk weighted assets were relatively stable; and 

 The increase in Other assets is due to increased holdings of fixed assets, accrued interest receivables and trade 
debtors. 

 

 
1 Pacific Banking’s RWA are classified as consumer. RWA in Pacific Banking are calculated using the Standardised approach. 
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Capital Deduction for Regulatory Expected Credit Loss  

For capital adequacy purposes APRA requires the amount of Basel II expected credit losses in excess of eligible 
provisions to be deducted from capital. The following table shows how the deduction is calculated. In applying the capital 
deduction, 50% is deducted from Tier 1 capital and 50% is deducted from Tier 2 capital. 

As at As at As at

$m
31 March

2011
30 Sept

2010
31 March

2010

Provisions associated with eligible portfolios

Total provisions for impairment charges (Section 5 Note 11) 4,968         5,061         5,273         

plus general reserve for credit losses adjustment 26              - -

less ineligible provisions1 80              (31)             (1,845)        

less certain deferred tax assets (790)           (869)           (653)           

Total eligible provisions 4,284         4,161         2,775         

Regulatory expected loss2 6,268         5,973         3,579         

Capital deduction in provisions for regulatory expected downturn loss (1,984)        (1,812)        (804)           

Deducted from Capital as follows:

Tier 1 reduction (992)           (906)           (402)           

Tier 2 reduction (992)           (906)           (402)           
 

Changes in regulatory expected loss typically occur when credit quality changes in lending categories are treated 
differently under Basel II measures than in Westpac's provisioning practices. The two key portfolios where differences 
are evident are residential mortgages and commercial property lending. Mortgage delinquencies rose from 0.47% in 
September 2010 to 0.59% in March 2011, leading to a rise in regulatory expected loss that is partially offset by 
improvements in the average credit quality of our commercial portfolio, including property. 

Approximately 80% of the increase in the regulatory expected downturn loss between March 2010 and  
September 2010 was the result of portfolios originated in St.George moving from the standardised approach, under 
which no adjustment is required for regulatory expected downturn losses, to the advanced approach. The advanced 
approach requires a deduction for the difference between eligible provisions and regulatory expected downturn loss. The 
associated reduction in RWA related to accreditation more than offset the additional capital deduction. 

 
1 Provisions associated with portfolios subject to the Basel standardised approach to credit risk are not eligible. The comparison 

between regulatory expected loss and eligible provisions is performed separately for defaulted and non-defaulted exposures. Partial 
write-offs are included as eligible provisions under APRA standards. 

2 Regulatory expected loss is calculated for portfolios subject to the Basel advanced IRB approach to credit risk. 
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Dividends 

As at As at As at
31 March

2011
30 Sept

2010
31 March

2010

Interim (fully franked) - determined dividend 76 - 65

Final (fully franked) - 74 -

Total ordinary dividend 76 74 65

Ordinary dividend (cents per share)

 

The Directors have declared a fully franked dividend of 76 cents per share, an increase of 11 cents per share or 16.9% 
over First Half 2010. 

The interim dividend represents a payout ratio of 72.0% on a Cash Earnings basis.  

The Group’s ability to continue to frank dividends remains very strong, with our adjusted franking account balance which 
allows for the reduction in franking credits for the final dividend, at $1,298 million as at 31 March 2011. 

Dividend Reinvestment Plan (DRP) 

The Board has determined to satisfy the DRP for the 2011 interim dividend via the issuance of new shares. 

The Board has also determined that in relation to the 2011 interim dividend, the Market Price at which new shares will be 
issued under the DRP will not include a discount. The pricing period for setting the Market Price will be the 10 trading 
days commencing 24 May 2011. 

Core Capital Activity during First Half 2011 

With the exception of issuing shares to satisfy the DRP and employee share plans, there was no core capital activity 
during the First Half 2011. 

Residual Tier 1 Capital 

As at 31 March 2011, Westpac had $4.4 billion of Residual Tier 1 capital instruments on issue. There was no new 
issuance or redemption of Residual Tier 1 capital during First Half 2011.  

Total Residual Tier 1 capital represents 17% of total Tier 1 capital at 31 March 2011.  

Exchange Rate Risk on Future NZ$ Earnings  

Westpac’s policy in relation to the hedging of the future earnings of our New Zealand retail business is to manage the 
economic risk where Westpac believes there is a strong likelihood of significant adverse movements to the A$/NZ$ 
exchange rate. Westpac manages these flows over a time horizon under which up to 100% of the expected earnings for 
the following twelve months and 50% of the expected earnings for the subsequent twelve months can be hedged. 
Hedges are executed on a pre-tax basis. 

Hedges have not been executed for the 2011, or 2012 forecast profit.  
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3.6 Other Regulatory Developments 

Tax consolidation following the merger with St.George Bank Limited 

On 1 December 2008, Westpac completed its merger with St.George by way of a scheme of arrangement. For tax 
consolidation purposes, the consolidation of St.George and Westpac occurred on 31 March 2009. As part of the tax 
consolidation process, Westpac was required to reset the tax value of certain St.George Bank assets to the appropriate 
market value of those assets on 31 March 2009. A number of St.George Bank derivative contracts were assessed as 
having a market value, at the time of tax consolidation, higher than their original value. Pending the determination of the 
tax consolidation outcome, Westpac’s accounting for these contracts had factored in tax on this increase in value.  

Following clarification of the interaction between the taxation of financial arrangements (TOFA) legislation and the tax 
consolidation rules, tax consolidation relating to the merger with St.George has been finalised. The approach agreed with 
the Australian Taxation Office (ATO) is that tax is not required to be paid on the increase in the value of the derivative 
contracts.  

As advised on 26 October 2010, the combined reduction in tax paid/payable was $685 million for the 2009 and 2010 tax 
years. On 11 March 2011 it was announced that for the 2011 to 2014 tax years it had been determined that the tax 
payable will be reduced by $1,110 million. 

Liquidity 

On 16 December 2010, the Basel Committee on Banking Supervision (BCBS) released final details on the Basel III 
liquidity framework. This framework introduces two new liquidity measures: the Liquidity Coverage Ratio (LCR) and the 
Net Stable Funding Ratio (NSFR).  

The LCR requires banks to hold sufficient high-quality liquid assets, as defined, to withstand a 30 day period under an 
acute stress scenario. However as there are insufficient government bonds available in the Australian marketplace to 
allow institutions to meet the LCR, the Reserve Bank of Australia (RBA) has announced, jointly with the Australian 
Prudential Regulation Authority (APRA), that it will make available to Australian institutions a committed secured liquidity 
facility that can be utilised to meet the LCR requirement. The terms and conditions of this liquidity facility are yet to be 
determined.  

The timetable for implementation of the liquidity standard will see the LCR introduced from 1 January 2015 and the 
NSFR from 1 January 2018. The standard proposes an observation and review period for the liquidity measures 
commencing in 2011.  

APRA is expected to consult with industry in relation to revised Australian liquidity standards throughout 2011 and 2012. 

Until the Australian standards are released, the full extent of the impact on The Westpac Group is uncertain. 
Notwithstanding the uncertain requirements, Westpac expects to increase its holding of high-quality and third party liquid 
assets.   

Capital 

On 16 December 2010 the BCBS released final details on the Basel III capital framework. The framework incorporates 
higher global minimum capital requirements and the introduction of two new capital buffers. The framework includes: 

 An increase in the minimum common equity requirement from 2.0% to 4.5%; 

 An increase in the minimum Tier 1 capital requirement from 4.0% to 6.0%; 

 A capital conservation buffer at 2.5%, to be met with common equity; and 

 A countercyclical buffer of between 0.0%-2.5% to be met with common equity (subject to further BCBS guidance).   

The framework includes a compliance timetable, with phase-in arrangements starting from 1 January 2013 and some 
elements not becoming fully effective until 1 January 2019. However Westpac currently expects that APRA will require 
full compliance early in the transition period. APRA is expected to consult with industry in relation to prudential standards 
applicable for Australia throughout 2011 and 2012 with final standards expected during 2012. Until APRA’s prudential 
standards are issued, the full extent of the impact on The Westpac Group is uncertain. 

In addition, the Financial Stability Board (FSB) working closely with the BCBS, has proposed a policy framework which 
will apply to institutions deemed to be systemically important financial institutions (SIFIs). The framework calls on 
jurisdictions to put in place additional requirements for both national and global SIFIs (G-SIFIs). Initially higher loss 
absorbency and other requirements will be applied to G-SIFIs. The FSB will conduct public consultations during Second 
Half 2011, prior to delivering its final recommendations in November 2011. Details of the additional regulatory measures 
and the determination of which banking institutions will be classified as G-SIFIs are currently unknown, and therefore the 
implications for Westpac cannot be determined at this stage.  
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OTC Derivatives Reform 

Globally regulators are transforming the ‘Over the Counter’ (OTC) derivatives market by mandating central clearing for 
standardised OTC derivatives; encouraging exchange trading where appropriate; imposing higher capital charges on 
non-cleared products; and requiring all transactions to be reported to trade repositories. Westpac is closely monitoring 
offshore developments and is actively engaging with local and international regulators, trade associations, banks, and 
clearing houses. It is expected that the usage of clearing globally will expand rapidly during 2011 and Westpac will 
commence moving towards a cleared solution following an appropriate risk assessment, as and when clearing solutions 
meeting the needs of the Australian marketplace become available. These changes have the potential to affect financial 
markets activities conducted within The Westpac Group. 

United States 

There are a number of significant regulatory reforms currently occurring in the United States (US). These include: 

Dodd-Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank Act) 

In response to the Global Financial Crisis (GFC), new legislation designed to reform the system for supervision and 
regulation of financial firms in the US was signed into law on 21 July 2010. The Dodd-Frank Act contains a wide range of 
provisions that will affect financial institutions operating in the US, including foreign banks like Westpac. Included among 
its provisions are reforms designed to reduce systemic risk presented by very large financial firms, promote enhanced 
supervision, regulation, and prudential standards for financial firms, establish comprehensive supervision of financial 
markets, impose new limitations on permissible financial institution activities and investments, expand regulation of the 
derivatives markets, protect consumers and investors from financial abuse, and provide the US Government with the 
tools needed to manage a financial crisis. Many of the provisions of the Dodd-Frank Act require extensive rulemaking by 
US regulatory agencies before the provisions become effective. Although the Dodd-Frank Act requires final rules to be 
issued in many cases before the end of 2011, it is possible that the rulemaking process may extend beyond 2011. Aside 
from the general observations regarding OTC derivatives reform above, until there is greater clarity regarding the final 
forms of the rules and the extra-territorial application, it is not possible to assess the full impact of the legislation and the 
regulations on our operations. 

Foreign Account Tax Compliance (FATCA) 

Legislation incorporating provisions referred to as FATCA was passed in the US on 18 March 2010, with the FATCA 
provisions effective from 1 January 2013. The legislation requires Foreign Financial Institutions (FFIs) (such as Westpac) 
to sign up to an FFI agreement and agree to provide the US Internal Revenue Service (IRS) with information on accounts 
held by US persons and US-owned foreign entities, or otherwise face 30% withholding tax on certain payments from US 
sources. There are a number of significant Australian legal obstacles to compliance and the final form of the rules is 
unknown. However, if the FATCA provisions are implemented in or near to their current form, taking into account 
guidance issued to date by the US Treasury and IRS, substantial investment in a compliance and reporting framework 
would be required to achieve compliance.  

Financial Claims Scheme 

On 12 December 2010, the Australian Government announced its intention to confirm the permanent continuance of the 
Financial Claims Scheme (FCS). The FCS was established by the Australian Government in 2008, and provides 
depositors a free guarantee of deposits in eligible Authorised Deposit-taking Institutions (ADIs) up to and including $1 
million. The FCS applies to an eligible ADI if APRA has applied for the winding up of the ADI and the responsible 
Australian Government minister has declared that the FCS applies to that ADI. The Financial Claims Scheme (ADIs) 
Levy Act 2008 provides for the imposition of a levy to fund the excess of certain of APRA’s financial claims scheme costs 
connected with that ADI. The levy would be imposed on liabilities of eligible ADIs to their depositors and cannot be more 
than 0.5% of the amount of those liabilities. The $1 million FCS cap is scheduled to be reviewed by the Australian 
Government in or around October 2011.  

New Zealand Government Retail Deposit Guarantee Scheme 

On 11 March 2011, the New Zealand Government announced it is considering options for maintaining confidence in the 
financial system when the Retail Deposit Guarantee Scheme expires on 31 December 2011. The New Zealand 
Government stated that the scheme will not be extended beyond 31 December 2011. As part of the announcement, the 
New Zealand Government indicated that one option for minimising disruption of the financial system and maintaining 
confidence is by introducing an Open Bank Resolution (OBR). That proposal involves a system where a bank is open for 
business on the next business day following an insolvency event or statutory administration. The Reserve Bank of New 
Zealand (RBNZ) has commenced a consultation process with the industry in relation to the OBR proposal. The 
consultation paper sets out the requirements that the RBNZ expects banks to deliver through a pre-positioning process 
so that in the event of failure the bank will be able to achieve certain outcomes. The outcomes include being able to 
freeze accounts and process pending payments, determine customers’ account balances on a per account basis, set 
aside a proportion of account balances that have been frozen, and resume customers’ access to their transaction and 
other accounts on the day following the bank’s closure. 
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Tax developments 

The Australian Federal Government commissioned Australia’s Future Tax System Review (the Henry Review) which is a 
comprehensive review of the Australian taxation system (except GST), chaired by the Secretary to the Treasury, Dr Ken 
Henry AC. On 2 May 2010, the Federal Government released the Henry Review report and its initial response. A large 
proportion of the Henry Review’s 138 recommendations were not dealt with in the Government’s initial response. Of the 
recommendations addressed in its initial response, the Government proposed reducing the company tax rate to 29% for 
the 2013-2014 income year and to 28% from the 2014-2015 income year (28% for small business by 2012), and the 
gradual increase of the employers compulsory superannuation guarantee from 9% to 12% by 2020. The Federal 
Government has indicated that it will conduct further discussion on tax reform through a Tax Forum in Canberra in 
October 2011. Until further detail of any possible changes to the taxation rules are released, and any changes to the law 
finalised, any impact on Westpac cannot be determined. 

On 11 March 2011 in Mills v Commissioner of Taxation [2011] FCA 205, the Federal Court of Australia handed down a 
decision which, in essence, held that a hybrid stapled security that was part of a funding transaction, was subject to the 
Australian tax anti-avoidance rules. As a result, the franking credits attached to the distribution to this taxpayer were not 
creditable and in this instance the issuer will now be required to pay the Australian Taxation Office the expected tax 
liability on any distributions paid since the original date of issue to security holders. The taxpayer has appealed to the Full 
Federal Court. Unless overturned on appeal, this decision may create uncertainty over the application of the Australian 
taxation laws to any potential future hybrid transactions. Westpac will monitor the results of the appeal to determine 
whether there are any broader impacts. 

On 30 March 2011, the Assistant Treasurer announced a review of the tax consolidation provisions dealing with rights to 
future income and the residual tax cost setting rules. The Board of Taxation (BoT) is considering whether these rules 
need to be amended, and, if so, whether any amendments will take effect retrospectively. The residual tax cost setting 
rules are the provisions under which amounts were allocated to the St.George derivatives in the tax consolidation 
process (and from which deductions are claimed by Westpac under the general taxing provisions). 

Changes to accounting standards 

In continuing response to the GFC, Governments, regulators and accounting standard setters are working to revise 
certain accounting standards. The objective is to achieve convergence towards a single set of high-quality, global and 
independent accounting standards. The specific areas that have been targeted include accounting for financial 
instruments, loan-loss provisioning, off-balance sheet exposures and the impairment and valuation of financial assets. 
The Group expects that there will be a number of new standards issued that may require changes to our current 
accounting approaches. 

Further regulatory developments  

The Australian Federal Government has embarked on a program of regulatory reform, which will affect Westpac.  

This includes: 

 Consumer law reform - the Australian Consumer Law was fully implemented on 1 January 2011 and includes the 
unfair contract terms legislation introduced on 1 July 2010. The Australian Competition and Consumer Commission 
(ACCC) and the Australian Securities and Investments Commission (ASIC) have new enforcement and consumer 
redress powers to deal with unfair terms in consumer contracts and other consumer protection issues; 

 Credit law reform - following the commencement of the National Credit Code on 1 July 2010, new responsible 
lending obligations commenced on 1 January 2011. The Government has commenced its second phase of credit 
law reforms, which is expected to extend the regulation of credit to small business lending, investment lending and 
reverse mortgages; 

 Margin lending reform - from 1 January 2011, margin lending facilities to retail clients have been regulated as 
financial products under the Corporations Act. This has resulted in additional conduct and disclosure requirements 
for issuers and advisors of margin lending facilities; 

 Superannuation changes - on 16 December 2010 the Government provided its response to the Super System 
(Cooper) Review into Australia’s superannuation system. The Government’s proposals include the introduction of a 
simple, low-cost ‘MySuper’ superannuation product and an initiative called ‘SuperStream’ to improve the efficiency of 
processing superannuation transactions through the use of technology. The Government continues to consult with 
the industry and has established a Consultative Group to advise on the design and implementation of the reforms;  

 Financial advice changes - on 28 April 2011 the Government further detailed its ‘Future of Financial Advice’ reforms 
aimed at improving the trust and confidence of Australian retail investors in the financial planning sector by tackling 
conflicts of interest that threaten the quality of financial advice. The reforms include a prospective ban on conflicted 
remuneration structures, a statutory best interest duty so that financial advisers must act in the best interests of their 
clients, and an ‘adviser charging regime’ where the investor will be required to opt-in every 2 years to receiving 
ongoing advice. The majority of the proposed reforms are scheduled to commence from 1 July 2012; and   
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 The introduction of a new regulatory framework for personal property securities - the Government has introduced a 
national personal property securities regime involving a single register and a uniform set of rules, replacing a wide 
range of complex State and Territory based legislation and registers. The new regime also makes fundamental 
changes to the treatment of security interests in personal property. It is anticipated that this regime will take effect 
from October 2011. 

In addition, the Federal Government has initiated a number of inquiries related to the financial services industry. These 
include: 

 The Parliamentary Joint Committee on the Corporations and Financial Services inquiry into the access for small and 
medium business to finance which delivered its report on 28 April 2011; 

 Senate inquiry into competition within the banking sector which is expected to report in May 2011;  

 Requesting that the former Reserve Bank of Australia Governor, Bernie Fraser undertake a feasibility study on 
account number portability. He is due to report his findings to the Government by 30 June 2011; and 

 National Disaster Insurance Review which will concentrate on insurance arrangements for individuals and 
businesses for damage and loss associated with flood and other natural disasters. The Review Panel is expected to 
report back to the Government by 30 September 2011.  

Westpac continues to review these developments, engage with Government, regulators and industry bodies as 
appropriate, and amend its systems, processes and operations to align with regulatory changes as they occur.  

Proposed transfer of additional banking operations to Westpac New Zealand Limited 

It is a policy of the Reserve Bank of New Zealand (RBNZ) that all systemically important banks must incorporate as local 
entities in New Zealand, rather than operate through branch structures.  

Until 1 November 2006, Westpac conducted its banking operations within New Zealand in a branch structure. On that 
date, and after extensive consultation with the RBNZ, Westpac adopted a dual registration operating model including a 
locally incorporated subsidiary, Westpac New Zealand Limited (WNZL), to conduct its retail and business banking 
activities in New Zealand, and a branch, Westpac’s NZ Branch (NZ Branch) to conduct its institutional and financial 
markets activities. The conditions of registration of each of WNZL and NZ Branch are consistent with these operating 
model arrangements.  

In 2009, the RBNZ asked Westpac to review the structure of its operating model in New Zealand to ensure that it is able 
to sustain durable compliance with the RBNZ’s prudential policies. Accordingly, it was agreed that an independent review 
would take place, with the terms of reference for the review established through consultation between the RBNZ, WNZL 
and Westpac. The RBNZ, WNZL and Westpac have agreed on changes to the operating model.  

As a result, the NZ Branch will transfer the following additional business activities and associated employees to WNZL: 

 Institutional Customer Deposits; 

 Institutional customer transactional banking; 

 Institutional customer lending; 

 Debt capital markets (including customer loan syndication and securitisation arrangements, but excluding the debt 
securities team activities, such as arrangement of commercial paper and bond programs); and 

 Corporate advisory. 

Details of the changes are being worked through in consultation with the RBNZ as part of the implementation program. 

Under the proposed changes to the operating model, the NZ Branch will retain: 

 Its financial markets operations for external customers, including sales and trading of capital markets products and 
foreign exchange for corporate and institutional customers; 

 Pricing and risk management for interest rate, foreign exchange and commodity products for retail, business and 
institutional customers of WNZL; 

 Trading of capital markets products and foreign exchange as principal; and 

 Global intra-group financing functions. 

Implementation of the transfer is currently expected to be completed by the end of the 2011 calendar year.  
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3.7 Sustainability Performance 

The Westpac Group’s approach to sustainability supports our vision to be one of the world’s great companies, helping 
our customers, employees and the communities in which we operate to prosper and grow. We seek to embed 
sustainability into the way we do business, including our strategy, values, culture and processes.  

At the same time we use the AA1000 Principles of inclusivity, materiality and responsiveness to focus our efforts on the 
sustainability issues that matter to the long-term prosperity of our customers, employees and the communities in which 
we operate.  

An update on how Westpac is tracking against the 2011 sustainability objectives is provided below.   

Performance highlights 

First Half 2011 

 Women in Leadership increased to 36.5%, from 35% 

 Scope 1 and 2 greenhouse gas emissions have been maintained at pre-2008 levels, despite growth in the property 
portfolio and increased demands on data centres1 

 $3 million in disaster relief provided to communities in Queensland, Victoria and Christchurch 

 Over $2 million provided to 600 charities to match employee donations 

 The inaugural Reconciliation Action Plan was launched in October 2010 

 The Organisational Mentoring Program was officially launched in December 2010 

Update on objectives and performance 

Customers 

Update on objectives 

 To be ranked as the top 1 and 2 for Net Promoter Score (NPS) in Australia amongst the major banks and St.George 
Bank, and achieve scores of +1 for retail and -12 for business in Westpac New Zealand  

St.George and Westpac are currently ranked 1 and 2 for NPS amongst the major banks for business customers in 
line with our objective. For consumer NPS we are currently ranked 1 and 4 amongst the major banks. The retail NPS 
score in New Zealand is currently -172 whilst business NPS has been steadily improving and is currently -273. 

 
 Top 3 regional player in carbon related markets by 2013  

Westpac was the first bank to participate in the New Zealand Emissions Trading Scheme (NZETS), and remains the 
only bank making a market for both liable entities and offset credit providers. Westpac is the largest financial 
intermediary and principal New Zealand Unit (NZU) price-maker providing liquidity in the domestic currency to 
market participants.  

Other performance highlights 

We are working with customers likely to be impacted by proposed carbon legislation in Australia and engaging with the 
Federal Government on the design of the scheme. We continue to direct infrastructure and utilities financing towards 
hydro and renewable energy sources in line with the Renewable Energy Strategy set in 2008. Our performance in this 
area was recognised by Environmental Finance Magazine in its survey of our customers, peers and competitors. 
Westpac was named ‘Best Trading Company’ in Australasia and runner up ‘Best Finance House - Renewable Energy 
Finance’ in Asia-Pacific in 2010.  

We have made good progress on other sustainability initiatives for customers. Our specialist approach to the Social 
Sector Banking segment is reflected in continued growth, with total footings of $8,014 million as at 28 February 2011 (up 
from $7,207 million as at 31 August 2010)4. We continue to expand our financial education programs in Australia, New 
Zealand and throughout the Pacific. 

 

 

 

 
1 2008 baselines includes St.George Bank data on a pro forma basis. 
2 Nielsen Consumer Finance Monitor Toplines (March 2011). The data provided shows the six month rolling average. 
3 TNS New Zealand Business Finance Monitor (March 2011). The data provided shows the four quarter rolling average. 
4 Social Sector Banking total footings refers to the total of assets (lending), liabilities (deposits) and funds under management of the 

Westpac Retail and Business Banking business unit dedicated to social sector customers.  
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Employees 

Update on objectives 

 To increase the percentage of women in senior management roles to 40% by the end of 2014; and 

 Implement initiatives to address the outcomes of our Diversity Audit. 

Westpac is on track to achieve its Women in Leadership target, with 36.5% of senior management roles currently held by 
women. This objective forms part of a broader diversity program across the Group. We have developed diversity plans 
for each business unit, with a particular focus on flexibility, responding to the Diversity Audit conducted in Full Year 2010.  

The Lost Time Injury Frequency Rate (LTIFR) performance deteriorated over both First Half 2010 and Second Half 2010.  
We have commenced projects to improve this performance. 

In this period we also released the first Group-wide Accessibility Action Plan, launched a Grandparental Leave Policy 
(December) and rolled out a new approach to Health, Safety and Well-Being across the Group. 

Community 

Update on objectives 

 Reduce Scope 1 and 2 emissions by 30% on 2008 levels by 2013 

Emissions are currently tracking below 2008 levels but are above the levels required to meet our 2013 five year 
target. In addition to current initiatives we are reviewing further opportunities for emissions abatement and have 
commissioned an external review of our long range emissions forecasts. 

 Embed organisational mentoring into operational processes by 2013  

Our organisational mentoring program was officially launched in December 2010. Since the program’s inception over 
200 employees have applied to act as mentors with over 40 not for profit organisations and social enterprises, 
including a number of Social Sector Banking clients. In First Half 2011 there were over 70 active participants. 
Organisational mentoring has been incorporated into our employee development program.   

 
 Provide the Managing Your Money Program to 45,000 New Zealanders by 2013 

We continue to roll out this financial education program. A total of 24,549 participants have completed the program 
since 2009.   

 
 Launch a major initiative to help address social disadvantage 

In December 2010 the Group launched a major initiative in conjunction with Mission Australia to address family 
homelessness in Australia. The strategic partnership includes the funding of specific projects as well as the 
development of a social innovation fund to develop more affordable housing nationally. 

Business  

Update on objectives 

 Consideration of Environmental Social and Governance (ESG) issues incorporated into relevant risk management 
policies, practices and decision making processes by 2013  

Work has continued on the development of additional position statements to more clearly explain our approach to 
lending to some industry sectors. This follows the completion of statements on the energy and defence sectors 
released in Full Year 2010. 

 Responsible lending and investment practices embedded in key processes by 2013 
 
Across the investment management business and particularly in Advance Asset Management, work has continued 
to integrate ESG factors into mainstream investment management in line with BTFG’s commitments under the 
United Nations Principles of Responsible Investment. This has included setting out Advance’s ‘sustainable 
investment philosophy and beliefs’, and also including ESG related questions and assessment in the manager 
review and appointment process. 
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% Mov't % Mov't

Half Year
March 11

Half Year 
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Employee Voluntary Attrition - Aust, NZ & WIB Offshore¹ 12.4% 11.8% 9.9%  (60bps)  (250bps)

New Starter Retention2
79.0% 77.5% n/a8  150bps                 - 

High Performer Retention3
95.5% 94.3% n/a8  120bps                 - 

Lost Time Injury Frequency Ratio (LTIFR) - Group 2.91 2.61           2.77           (12)            (5)

Women in Leadership - Group4
36.5% 35.0% n/a8  150bps                 - 

Employee Engagement n/a7
80% n/a8                 -                 - 

Scope 1 & 2 Emissions (tonnes) (CO2~e) - Aust and NZ5 94,327       94,654       94,771                       -                 - 

Paper consumption (tonnes) - Aust and NZ6
3,663         3,350         3,305         (9)                          (11)

Community Contributions ($m) - Group 68              77              56              (12)               21 

Community Contributions as a % of operating profit before income tax (Cash 
Earnings basis) - Group 1.5% 1.8% 1.3%  (30bps)  20bps 

Sustainability Metrics

9

 

 

External recognition of the Group’s sustainability activities 

Features: 

 The only Australian Bank in the Global 100 Most Sustainable Corporations at the 2011 World Economic Forum. 
Also included in 2006-2008 and 2010 

 Named as one of the World’s Most Ethical Companies from 2008 – 2011 by the Ethisphere Institute 

 Recognised by the Dow Jones Sustainability Index as a global leader in the banking sector for ten consecutive 
years and again awarded SAM Gold Class in 2011 

 Included in the Carbon Disclosure Project’s Global Disclosure and Performance Leadership Indices each year since 
they commenced 

 Top-rated by FTSE4GOOD and Sustainalytics 

 

 
1 Voluntary attrition/12 month rolling headcount for period (excludes Pacific Banking). 
2 Total new starter retention/12 month rolling new starter headcount. 
3 Total high performer retention/12 month rolling high performer headcount. 
4 Women in Leadership is a 12 month rolling average aligned to the Equal Opportunity for Women in the workplace Agency (EOWA)  
   standard in September 2010. 
5 Scope 1 emissions are all direct greenhouse gas (GHG) emissions generated by the organisation. Scope 2 emissions are emissions  
   from energy (typically electricity) purchased by the organisation. 
6 Total paper consumed is reported by suppliers. This includes copy paper and printed materials, including direct mail and marketing    
   documents. Australian figure also includes stationery and kitchen and bathroom products. 
7 This figure is updated annually through an internal survey which will be completed in Second Half 2011. 
8 New metrics introduced in First Half 2011, retrospective data is not available. 
9 Includes a one-off contribution to the Westpac Foundation of $20 million. 
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4.0 Divisional Results 

Divisional results are presented on a management reporting basis. Internal charges and transfer pricing adjustments are 
included in the performance of each business reflecting the management rather than the legal structure (these results 
cannot be compared to results for individual legal entities). Where management reporting structures or accounting 
classifications have changed, comparatives have been revised and may differ from results previously reported. Results 
below are presented on a Cash Earnings basis. 

Our internal transfer pricing framework attributes value between divisions. Its primary attributes are: 

 Treasury funding product balances are fully transfer priced at inter-bank rates according to the tenor of the underlying 
transactions; and 

 Overhead costs are allocated to revenue generating businesses, and capital is allocated to business groups using 
designated risk factors.   
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4.1 Westpac Retail and Business Banking 

Westpac Retail and Business Banking (Westpac RBB) is responsible for sales and service for our consumer, small to 
medium enterprise customers and commercial customers (typically with turnover up to $100 million) in Australia under 
the ‘Westpac’ and ‘RAMS’ brands. Activities are conducted through our nationwide network of branches and business 
banking centres, home finance managers (HFMs), specialised consumer and business relationship managers with the 
support of Cash Flow, Financial Markets and Wealth specialists, customer service centres, automatic teller machines 
(ATMs) and internet channels. 

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Net interest income 2,596         2,560         2,572         1                1             

Non-interest income 543            513            501            6                8             

Net operating income 3,139         3,073         3,073         2                2             

Operating expenses (1,526)        (1,524)        (1,521)        -                 -              

Core earnings 1,613         1,549         1,552         4                4             

Impairment charges (275)           (287)           (302)           4                9             

Operating profit before tax 1,338         1,262         1,250         6                7             

Tax and non-controlling interests (402)           (379)           (377)           (6)               (7)            

Cash Earnings 936            883            873            6                7             

Economic profit 857            794            793            8                8             

Expense to income ratio 48.6% 49.6% 49.5%  100bps  90bps 

$bn $bn $bn

Deposits

   Term deposits 48.0           42.6           43.3           13              11           

   Other 71.7           71.9           65.7           -                 9             

Total deposits 119.7         114.5         109.0         5                10           

Net loans

   Mortgages 194.6         187.6         179.2         4                9             

   Business 44.1           42.2           40.1           5                10           

   Other 9.1             9.3             9.6             (2)               (5)            

Total net loans 247.8         239.1         228.9         4                8             

Total assets 253.1         243.7         233.7         4                8             
 

Financial Performance 

First Half 2011 – First Half 2010 

Features: 

 Cash Earnings increased 7% benefiting from solid growth in non-interest income, productivity improvements and 
lower impairment charges 

 Core earnings increased 4%, with good Mortgage and Term Deposit growth, slightly offset by lower margins. Fee 
income was solid in business lending and cards 

Westpac RBB delivered Cash Earnings of $936 million, up $63 million, or 7% compared to First Half 2010. 

Net interest income increased 1% compared to First Half 2010 supported by solid lending growth of 8%, predominantly in 
Mortgages, and deposit growth of 10% principally through Term Deposits and e-saver online accounts. This was offset 
by margin decline of 16 basis points, with contracting deposit spreads and higher funding costs partially offset by higher 
mortgage spreads.  

While margins were lower, most of the decline occurred in Second Half 2010. Changes in portfolio mix had a negative 
impact on margins through the half as portfolio growth was concentrated in lower spread products, particularly Mortgages 
and Term Deposits. Benefits from mortgage repricing, and improved pricing on deposits largely impacted from December 
2010.  
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Lending growth over First Half 2011 was dominated by Mortgages, which increased 9% with Westpac RBB growing at 
1.1 times banking system1. This growth was achieved while improving the proportion of Mortgages written via proprietary 
mortgage channels, which accounted for 69% of mortgage lending. RAMS represented 10% of Westpac RBB new 
mortgage lending growth.  

Business lending increased 10% compared to First Half 2010, with growth boosted by the transfer of business between 
the Institutional Bank and Westpac RBB. Excluding these movements, business lending increased 2.1% with a rise in 
term lending partially offset by lower equipment finance balances. Other consumer lending declined 5% mostly from the 
lower balances in the Ignite MasterCard® card portfolio. 

Deposits at 31 March 2011 increased $10.7 billion or 10%, compared to 31 March 2010, evenly spread over Term and 
Savings Deposits. The Group successfully retained a significant portion of the December 2009 Term Deposit campaign 
balances at much reduced rates and this assisted spreads in the latter months of First Half 2011. 

The Westpac RBB brand and service proposition has continued to strengthen following significant investment in past 
years. Benefits delivered over First Half 2011 included: 

 Customer growth of 3.6%; 

 Proportion of customers with 4 or more Products increasing 160 basis points to 28.3%, with further success in the 
cross sell of wealth and insurance products. Average products per customer increasing to 2.61, which is the highest 
increase of the major Australian banks;  

 Net Promoter Score in business segments improved by 6% to (15%). Westpac RBB performance remains strongest 
in target segments of Agri and Commercial customers and has a strengthening position in the SME segment; and 

 Customer retention rate of 96-99% across SME, Commercial, and Affluent. 

Non-interest income was up 8% compared to First Half 2010 due to: 

 Increased business line fees, which have been gradually repriced to more appropriately reflect the costs of providing 
business facilities; and  

 Higher credit card points redemption income following a campaign providing customers the option to redeem points 
for special offers. 

Operating expenses were little changed compared to First Half 2010, rising just $5 million. This modest rate of growth 
was primarily due to restructuring and productivity related FTE reductions of 722 or 6%, other productivity benefits and 
good management of discretionary expenditure. Efficiency initiatives also assisted in offsetting increased equipment and 
occupancy charges associated with further front line investment, with 42 new branches and 32 branch refurbishments 
during First Half 2011, as well as increased salary expense (4.3% annualised) from January 2011.   

Impairment charges were $27 million lower, down 9% compared to First Half 2010, due mostly to a reduction in collective 
provisions associated with business lending. Individually assessed provisions were a little higher than First Half 2010 as 
were consumer collectively assessed provisions associated with the rise in delinquencies. 

Mortgage 90 day delinquencies increased to 60 basis points in First Half 2011 with the rise being principally due to: 

 Implementing a more conservative approach for classifying delinquent facilities for individuals moving out of 
hardship assistance; and 

 Higher delinquencies in Queensland and low doc lending, particularly from the seasoning of Mortgages written in 
2007 and 2008 years. 

First Half 2011 – Second Half 2010 

Features: 

 Cash Earnings up 6%, with solid non-interest income and strong containment of expenses 

Westpac RBB delivered Cash Earnings of $936 million, up $53 million, or 6% compared to Second Half 2010. 

Net interest income growth of 1% compared to Second Half 2010 was supported by 4% lending growth, predominantly in 
Mortgages, and deposit growth of 5%, all of which was in Term Deposits. This was partially offset by a margin 
contraction of 3 basis points, with lower deposit spreads partially offset by the positive impact of mortgage repricing. 

Lending over the six months ended 31 March 2011 included Mortgages up 4% with growth in both owner-occupied and 
investment business lending. Westpac grew at 1.1 times banking system1 while maintaining the level of broker introduced 
lending at around 31% and well below the level of recent years. Business lending increased 5% over the last 6 months, 
aided by the transfer of some commercial business facilities from the Institutional Bank to Westpac RBB. Excluding these 
movements, business lending increased 1%, mostly in term lending facilities. Other consumer lending was down 2%. 

 
1 Source: Australian Prudential Regulation Authority (APRA). 
2 One Advisory centre and two in-stores were closed during First Half 2011. 
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Deposits as at 31 March 2011 were $5.2 billion higher than at 30 September 2010, up 5%, with all the growth in Term 
Deposits. The Group successfully retained a large part of the roll-over of 1 year Term Deposits written in December 2009 
at much reduced rates, and grew new Term Deposits from efforts to encourage longer term savings from those typically 
preferring on-line accounts. 

Margins over the period reduced slightly, down 3 basis points, with a 6 basis points improvement due to mortgage 
spreads, offset by higher average funding costs, including a 2 basis points decline in deposit spreads.  

Non-interest income growth was up 6% compared to Second Half 2010, with increased business line fees and higher 
credit card points redemption income. 

Operating expenses were contained, up only $2 million compared to Second Half 2010. This modest rate of growth was 
primarily due to restructuring and productivity related FTE reductions of 569, or 5% and good containment of 
discretionary expenditure.   

Impairment charges were down $12 million or 4% over Second Half 2010. Lower collective provisions for business 
lending were partially offset by higher collective provisions for consumer lending associated with the rise in consumer 
delinquencies.   
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4.1.1 Westpac RBB Key Metrics  

Lending and Deposit Growth1 Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Consumer lending 8% 9% 17%

Business lending 9% 10% (6)%

Deposits 9% 10% 10%

Third Party Origination
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Consumer lending (mortgages) 31% 29% 41%

Divisional Interest Margin 
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Westpac RBB 2.05% 2.08% 2.21%

Credit Quality
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Mortgage delinquencies > 90 days 0.60% 0.46% 0.34%

Other consumer loans delinquencies > 90 days 1.33% 1.28% 1.32%

Business impaired assets to total committed exposure 1.00% 0.91% 0.89%

Net Promoter Score (NPS) 
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Westpac - Consumer2
(18)             (17)             (17)             

Westpac - Business (15)             (21)             (24)             

Peer group - Consumer2
(17)             (11)             (13)             

Peer group - Business (22)             (16)             (20)             

4

4

5

6

5,6

5

6

5,6

3

 

 
1 Growth rates have been annualised. 
2 Source: Roy Morgan Research, March 2011 – 6MMA. Australian Consumer NPS=NPS of main financial institution, Aged 14+. Data till 

March 2011. Net Promoter ScoreSM and NPSSM is a service mark of Bain & Company, Inc., Satmetrix Systems, Inc. and Mr. Frederick 
Reichheld. 

3 Big 4 Average: weighted average of ANZ, CBA, NAB and WBC 6 month moving average (6MMA). 
4 Source: DBM Business Services Finance Monitor, March 2011 – 6MMA. Australian Business NPS=NPS of main financial institution, 

All businesses. * Big 4 Average: Simple average of ANZ, CBA, NAB and WBC. NPSSM and Net Promoter ScoreSM is a service mark of 
Bain & Company, Inc., Satmetrix Systems, Inc., and Mr. Frederick Reichheld. 

5 Source: TNS Business Finance Monitor. Metric based on the six month rolling average. Businesses up to $100 million turnover. Net 
Promoter ScoreSM and NPSSM is a service mark of Bain & Company, Inc., Satmetrix Systems, Inc., and Mr. Frederick Reichheld. 

6 Peer group average: simple average of ANZ, CBA, NAB and St.George 6MMA. 
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4.2 Westpac Institutional Bank 

Westpac Institutional Bank (WIB) delivers a broad range of financial services to commercial, corporate, institutional and 
Government customers primarily based in or with interests in Australia and New Zealand. WIB operates through 
dedicated sales industry teams, supported by specialist knowledge in financial and debt capital markets, transactional 
banking, margin lending, broking and alternative investment solutions. Customers are supported through branches and 
subsidiaries located in Australia, New Zealand and Asia, as well as New York and London. 

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Net interest income 888            860            916            3               (3)              

Non-interest income 679            708            811            (4)              (16)            

Net operating income 1,567         1,568         1,727         -                (9)              

Operating expenses (510)           (519)           (519)           2               2               

Core earnings 1,057         1,049         1,208         1               (13)            

Impairment charges 21              (50)             (73)             142           129           

Operating profit before tax 1,078         999            1,135         8               (5)              

Tax and non-controlling interests (311)           (292)           (328)           (7)              5               

Cash Earnings 767            707            807            8               (5)              

Economic profit 593            513            644            16             (8)              

Expense to income ratio 32.5% 33.1% 30.1%  60bps  (240bps)

$bn $bn $bn

Deposits 51.3           47.8           48.0           7               7               

Net loans 60.8           61.5           70.2           (1)              (13)            

Total assets 98.1           99.2           103.0         (1)              (5)              

Funds under management 8.2             8.0             9.0             3               (9)               

Financial Performance 

First Half 2011 – First Half 2010 

Features: 

 Cash Earnings were $40 million, or 5% lower, with Core earnings $151 million lower, partially offset by a positive 
contribution from impairment charges  

 The reduction in Core earnings reflects lower lending volumes, a $125 million reduction in markets income and no 
material gains on asset sales 

 
Westpac Institutional Bank delivered a sound performance in First Half 2011, with Cash Earnings of $767 million. This 
performance, however, was 5% below the strong First Half 2010 result.   

In First Half 2010, WIB’s earnings were supported by strong markets income and over $20 million in gains from asset 
sales. As well, the continuing caution of corporates has led to reduced activity through the period and this has further 
contributed to lower earnings. 

Net interest income declined $28 million, as lower volumes were partially offset by improved margins. Lending was $9.4 
billion lower, principally from lower commercial property lending and institutions continuing to reduce gearing. 
Contributing to the lower volumes has been the transfer of responsibility for some commercial business to Westpac RBB. 
This transfer involved $3 billion in lending over the year.  

Non-interest income decreased $132 million compared to First Half 2010, reflecting: 

 $143 million decline in markets non-interest income principally in Debt Markets and the Equities business. This was 
due to more stable markets in First Half 2011 reducing flows, tighter market spreads and a reduced benefit from 
credit spread positions. Structured products income in the Equities business was also lower; and 

 No material gains on assets sales, which benefited the First Half 2010 result. 
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The WIB business has been successful in increasing the depth of customer relationships and improving its leadership 
position and this has assisted in offsetting lower balance sheet growth. Achievements include: 

 Maintaining the position as Lead Institutional bank, topping the 2010 Peter Lee Associates Large Corporate and 
Institutional Transactional Survey in Lead Domestic Transactional Bank and in Relationship strength; 

 Reflecting the strength of transactional relationships, revenue in Global Transactional Services increased 8% in 
First Half 2011 compared to First Half 2010; and  

 No. 1 Australian bookrunner - Dealogic Australasian Debt Capital markets (1Q, 2011) and No.1 for Australian Debt 
- Bloomberg Debt Underwriting League Tables (1Q, 2011). 

Operating expenses decreased $9 million, or 2%, due principally to lower equipment and occupancy expenses and the 
timing of investment spend.  

Impairment charges were a benefit of $21 million in First Half 2011, compared to a charge of $73 million in First Half 
2010, a $94 million improvement over the year. The improvement was principally due to a reduction in stressed assets 
from more companies being upgraded to full health or reducing their exposures which in turn led to the release of some 
collectively assessed provisions. A number of write-backs were also recorded over the half, in many cases from 
companies that have been in stress for a number of years. 

First Half 2011 – Second Half 2010 

Features: 

 Cash Earnings were up $60 million, with lower impairment charges and a 1% rise in Core earnings 

 $71 million positive turnaround in impairment charges from upgrades and repayments with fewer write-downs 
during the period 

Cash Earnings in WIB increased $60 million, or 8%, with Core earnings $8 million higher. 

Net interest income increased 3% as the repricing of the portfolio partially offset lower lending volumes. Net interest 
income also benefited from higher establishment fees recognised as a result of early repayment of loans and solid 
growth in our Global Transactional Services business. These benefits offset the impact of the transfer of certain facilities 
to Westpac RBB during the half. 

Non-interest income declined 4% on Second Half 2010, mostly from a lower contribution from structured products in the 
Equities business. No material gains on asset sales impacted earnings in First Half 2011, in contrast to a benefit in 
Second Half 2010.   
 
Expenses were down $9 million compared to Second Half 2010, with lower property expenses, reduced professional 
services costs, an increase in project spending capitalised, and a stronger $A benefiting the translation of offshore 
expenses. These declines offset the annual salary rises effective from January 2011. 

The $21 million impairment charge benefit represented a $71 million turnaround from Second Half 2010. New individually 
assessed provisions were little changed over Second Half 2010, with the improvement due to lower collective provisions 
from upgrades and repayments along with higher write-backs.    

The portfolio of stressed assets at 31 March 2011 was $1.8 billion lower than six months earlier and is $2.1 billion below 
the peak of one year earlier. All categories of stressed assets declined in the half.  
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4.2.1 WIB Key Metrics 

Revenue Contribution by Business Segments 

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Debt Markets 779            736            913            

Foreign Exchange and Commodities, Carbon and Energy 207            207            203            

Equities 70              86              95              

Global Transactional Services 271            256            251            

Hastings 45              62              50              

Other 195            221            215            

Total 1,567         1,568         1,727          
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4.3 St.George Bank 

St.George Bank, (in this Section “St.George”), is responsible for sales and service for consumer, business and corporate 
customers in Australia under the St.George and BankSA brands.  

Consumer activities are conducted through a network of branches, third party distributors, call centres, ATMs, EFTPOS 
terminals and internet banking services. Business and corporate customers (businesses with facilities typically up to 
$150 million) are provided with a wide range of banking and financial products and services including specialist advice 
for Cash Flow Finance, Trade Finance, Automotive and Equipment Finance, Property Finance, Transaction Banking and 
Treasury Services. Sales and service activities for business and corporate customers are conducted by relationship 
managers via business banking centres, internet and customer service centre channels. 

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Net interest income 1,393         1,341         1,327         4               5               

Non-interest income 264            285            287            (7)              (8)              

Net operating income 1,657         1,626         1,614         2               3               

Operating expenses (649)           (640)           (602)           (1)              (8)              

Core earnings 1,008         986            1,012         2               -                

Impairment charges (176)           (180)           (331)           2               47             

Operating profit before tax 832            806            681            3               22             

Tax and non-controlling interests (250)           (237)           (209)           (5)              (20)            

Cash Earnings 582            569            472            2               23             

Economic profit 475            440            329            8               44             

Expense to income ratio 39.2% 39.4% 37.3%  20bps  (190bps)

$bn $bn $bn

Deposits

   Term deposits 29.2           26.9           28.1           9               4               

   Other 37.2           38.7           35.6           (4)              4               

Total deposits 66.4           65.6           63.7           1               4               

Net loans

   Mortgages 90.0           89.5           87.7           1 3               

   Business 30.8           31.6           32.1           (3)              (4)              

   Other 5.9             5.7             5.4             4               9               

Total net loans 126.7         126.8         125.2         -                1               

Total assets 134.0         134.0         132.8         -                1               
 

Financial Performance  

First Half 2011 – First Half 2010 

Features: 

 Cash Earnings up 23%, driven by a significant fall in impairment charges 

 Core earnings were flat with improved revenues offset by expense growth associated with repositioning of the 
business and the Bank of Melbourne launch 

 
St.George delivered Cash Earnings of $582 million, up $110 million, or 23% compared to First Half 2010. 

Net interest income growth of 5% compared to First Half 2010 was principally achieved though a 12 basis point increase 
in margins, due to the rise in variable mortgage rates and the ongoing repricing of business products. The reclassification 
of certain business and consumer lending fees, including mortgage package fees, to interest income (from non-interest 
income to align with Group policy) added $19 million to net interest income and contributed to the rise in margins. 
Balance sheet growth was modest over the half, with lending up 1% and deposits rising 4%. 

In lending, Mortgages were up 3% compared to First Half 2010. This increase was below banking system growth 
principally due to the decision to reduce flows via third party channels. The proportion of Mortgages originated via 
brokers declined 10 percentage points from 44% over First Half 2010 to 34% in First Half 2011. Mortgage growth was 
also impacted by slower applications through proprietary channels in the September 2010 and December 2010 quarters.        
A range of initiatives to restore growth have commenced, and applications are experiencing good momentum. 
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Business lending declined 4% compared to 31 March 2010 from the further reduction in commercial property exposures, 
to achieve a more optimal portfolio mix, and subdued general business. To position the business for growth St.George 
has commenced a number of initiatives, including launching a business switching package and moving decision making 
closer to customers. Other consumer lending was up 9%, aided by an increase in auto loans and growth in credit cards 
through the new ’Amplify’ rewards card. 

Deposits increased 4%, with good growth in high interest savings accounts including the Powersaver and Direct Saver 
products. This growth was below system growth as the business ran-down relatively highly priced commercial deposits 
and sought to improve deposit spreads through the half, which led to some outflows. 

The St.George business has been repositioned over the last 12-18 months: taking the brand back to its regional roots; 
reducing the commercial property portfolio to more sustainable levels; and, increasing the focus on proprietary sales.  
Despite the significant changes during the period, St.George continued to deliver sound metrics, with: 

 Leading Business NPS, improved by 9% to 5%; 

 Increased customer numbers, up 1%; 

 Increased customers with 4 or more products by 2% to 25%; and 

 Increased General Insurance and Super for Life cross sell. 

As part of the St.George repositioning, and to take advantage of customer preferences for strong local brands, the 
business announced the launch of Bank of Melbourne, which is scheduled to open its doors in August 2011. The launch 
involves the re-branding of 34 St.George branches in Victoria and plans to open 14 more branches by October 2011. 
Over the next five years, Bank of Melbourne plans to triple its branch and ATM networks in Victoria to over 100 branches 
and 300 ATMs.  

Non-interest income declined $23 million, or 8% compared to First Half 2010, due mostly to the reclassification of 
income. Business line fees increased compared to First Half 2010, although this growth was tempered by the trend in 
consumer banking to migrate towards accounts with simpler and lower fee structures.  

Operating expenses increased 8% compared to First Half 2010 due to: costs associated with repositioning the business; 
early costs associated with preparing for the Bank of Melbourne launch (including additional FTE); a 4% pay rise; and the 
continued investment in the branch network with the opening of 7 new branches. 

Impairment charges fell significantly, down $155 million or 47% compared to First Half 2010. The decline was due to a 
significant reduction in collectively assessed charges, particularly in the business portfolio, as asset quality begins to 
improve. 

First Half 2011 – Second Half 2010 

Features: 

 Cash Earnings up $13 million, with revenue marginally higher, expenses well contained and a small decline in 
impairment charges  

St.George delivered Cash Earnings of $582 million, up $13 million compared to Second Half 2010. 

Net interest income growth of 4% over the period was driven by improved margins, up 14 basis points. Balance sheet 
growth was subdued with lending unchanged and deposits up 1%. 

Lending growth between 30 September 2010 and 31 March 2011 was relatively flat. Mortgages increased 1%, with 
St.George growing well below banking system, particularly in Australian States with an under-representation of 
St.George branches. The low growth was mostly due to the continuing decline in third party loan introductions along with 
a reduction in new applications in the December quarter 2010.  

Business lending was down 3%, with commercial property exposures continuing to ease and the impact of modest 
system growth. The division now has a more optimal mix of commercial property in its portfolio and is positioned to grow 
this book in line with system demand. Other consumer lending increased 4%, aided by a rise in auto lending. 

Deposits at 31 March 2011 increased 1% compared to 30 September 2010, with Term Deposits rising 9% partly offset by 
a decline in transaction and savings deposits as some customers switched into higher rate term products. At call deposit 
balances were also lower following the restructuring of the interest rate structure of these products to reduce the 
proportion of ‘special introductory offers’ that tended to be offered to both new and existing customers rather than used 
as an incentive to encourage new customers.  

The 14 basis point rise in margins was due to product repricing and income reclassifications that added 1 basis point. 
Margins were also supported by a reduction in third party originated lending, which comes at a higher cost. These 
increases were partly offset by higher wholesale funding costs. 

Non-interest income fell $21 million, or 7% over Second Half 2010, the decline was due to $6 million reclassification of 
fees to net interest income along with lower consumer transaction fees. Business line fees were higher. 
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Operating expenses were well managed, up $9 million or 1% compared to Second Half 2010. This modest rate of growth 
was primarily due to restructuring and productivity related FTE reductions of 328 or 6%, other productivity benefits and 
good disciplines around discretionary expenditure. The low cost growth has been achieved despite increased research 
and development associated with preparation for the launch of the Bank of Melbourne.  

Impairment charges were little changed over First Half 2011 compared to Second Half 2010, with business impairments 
stable and a rise in consumer impairments in line with increasing delinquencies. Total business stressed exposures 
reduced by $538 million or 10% in the half with an improvement recorded in all stressed asset categories. 
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4.3.1 St.George Bank Key Metrics  

Lending and Deposit Growth1 Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Consumer lending 2% 4% 12%

Business lending (6)% (3)% (7)%

Deposits 3% 6% 9%

Third Party Origination
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Consumer lending (mortgages) 34% 38% 44%

Divisional Interest Margin
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

St.George Bank 2.04% 1.90% 1.92%

Credit Quality
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Mortgage delinquencies > 90 days 0.51% 0.36% 0.36%

Other consumer loans delinquencies > 90 days 1.39% 1.03% 1.35%

Corporate/Business impaired assets to total committed exposure 3.50% 3.48% 3.05%

Net Promoter Score (NPS)2 Half Year
March 11

Half Year
Sept 10

Half Year
March 10

St.George Bank - Consumer3,4
(4)               (4)               (4)               

St.George Bank - Business4
5                (4)               (17)             

Peer group - Consumer3,5
(17)             (14)             (16)             

Peer group - Business5
(22)             (20)             (21)             77

76

6

7

 

 
1 Growth rates have been annualised. 
2 Net Promoter ScoreSM and NPSSM is a service mark of Bain & Company, Inc., Satmetrix Systems, Inc. and Mr Frederick Reichheld. 
3 Source: Roy Morgan Research. Metric based on the six month rolling average. 
4 St.George – includes St.George Bank, BankSA, ASGARD, dragondirect and SEALCORP. 
5 Peer group includes Westpac, ANZ, CBA and NAB. 
6 Source: DBM Business Financial Services Monitor. Metric based on the six month rolling average. All Australian businesses. 
7 Source: TNS Business Finance Monitor. Metric based on the six month rolling average. Businesses up to $100 million turnover. 
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4.4 BT Financial Group (Australia) 

BT Financial Group (BTFG) is the wealth management arm of The Westpac Group in Australia, which, following the 
merger with St.George in First Half 2009, also includes the wealth division of St.George. 

Funds Management operations include the manufacturing and distribution of investment, superannuation and retirement 
products, investment platforms such as Wrap and Master Trusts and private banking and financial planning. 

Insurance solutions cover the manufacturing and distribution of Life, General and Lenders Mortgage Insurance and 
Deposit bonds. 

BTFG’s brands include Advance Asset Management, Asgard, BT, BT Investment Management (60% owned by The 
Westpac Group and consolidated in BTFG’s Funds Management business), Licensee Select, Magnitude, Ascalon, 
Securitor, and the advice, private banking and insurance operations of BankSA, St.George Bank and Westpac RBB. 

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Net interest income 122            117            140            4               (13)            

Non-interest income 767            751            724            2               6               

Net operating income 889            868            864            2               3               

Operating expenses (440)           (444)           (422)           1               (4)              

Core earnings 449            424            442            6               2               

Impairment charges (4)               (7)               (5)               43             20             

Operating profit before tax 445            417            437            7               2               

Tax and non-controlling interests (136)           (123)           (136)           (11)            -                

Cash Earnings 309            294            301            5               3               

Economic profit 243            214            227            14             7               

Expense to income ratio 49.5% 51.2% 48.8%  170bps  (70bps)

Income on invested capital1 73              58              52              26             40             

$bn $bn $bn

Total assets 23.4           27.5           26.9           (15)            (13)            

Funds under management 44.0           42.5           43.1           4               2               

Average Funds under management2 42.8           41.7           41.8           3               2               

Funds under administration 82.6           79.9           81.0           3               2               

Average Funds under administration2
81.0           78.1           77.2           4               5               

% Mov't % Mov't

Half Year
March 11 

Half Year
Sept 10

Half Year
March 10 

Sept 10-
Mar 11

Mar 10-
Mar 11

Funds management business 203            152            172            34             18             

Insurance 75              104            93              (28)            (19)            

Total funds management and insurance 278            256            265            9               5               

Capital and other 31              38              36              (18)            (14)            

Total Cash Earnings 309            294            301            5               3               

Cash Earnings

$m

 

Financial Performance 

BTFG Cash Earnings increased 3% in First Half 2011 compared to First Half 2010, with a strong Funds management 
result partially offset by softer insurance performance following higher natural disaster claims. 

The improvement in investment markets, particularly equities and credit markets, added approximately $21 million to 
Cash Earnings, from higher average Funds under Management (FUM) and Funds under Administration (FUA), and 
increased earnings on invested capital. 

The contribution from Capital and Other declined $5 million, with higher capital and funding costs partially offset by 
improved earnings on invested capital. 

 
1 Income on Invested Capital represents revenue generated from investing BTFG’s capital balances (required for regulatory purposes). 
2 Average Funds are based on a six month average. 



 
 
 
 

 Divisional Results (continued) 
 

 67

4.4.1 Funds Management Business 

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Net interest income 117            117            116            - 1

Non-interest income 713            668            657            7 9

Gross operating income 830            785            773            6 7

Commission expense (157)           (158)           (155)           1 (1)

Net operating income 673            627            618            7 9

Operating expenses (372)           (398)           (355)           7 (5)

Core earnings 301            229            263            31 14

Impairment charges (4)               (7)               (5)               43 20

Operating profit before tax 297            222            258            34 15

Tax and non-controlling interests (94)             (70)             (86)             (34) (9)

Cash Earnings 203            152            172            34 18

Expense to income ratio 55.3% 63.5% 57.4%  large  210bps 

Cash Earnings % Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Other Funds Management business 194            143            166            36 17

BTIM 9                9                6                - 50

Total Cash Earnings 203            152            172            34 18
 

Financial Performance 

First Half 2011 – First Half 2010 

Features: 

 Cash Earnings increased $31 million, or 18%, supported by increased fees from higher average FUA and FUM 
balances, and from improving markets 

The Funds Management business delivered Cash Earnings of $203 million, up 18% compared to First Half 2010.  
Stronger investment markets added $6 million in Cash Earnings compared to First Half 2010. While FUM and FUA 
balances improved compared to First Half 2010 a degree of caution remains and this has seen market flows subdued 
and asset allocations remaining relatively conservative.   

Net interest income was largely unchanged, with increased Mortgage and Term Deposit volumes in the Private Bank 
partially offset by lower spreads from Term Deposits on the Wrap Platforms. 

Non-interest income increased 9% over the year supported by: 

 Increased management fees due to increased average FUM and FUA balances;   

 A review of the amortisation profile for deferred fees and deferred costs associated with the origination of 
superannuation, investments and portfolio management products to align with their assessed life. This adjustment 
added $14 million to revenue; and 

 The revaluation of both seed capital in fund portfolios and investments within the Ascalon business.  

Average FUM increased 2% compared to First Half 2010, aided by improved markets. FUM margins were down 3 basis 
points over the year. 

BT Super for Life continued to generate very strong growth, with over 1,300 new accounts opened each week. The 
number of active accounts on BT Super for Life is also rising, up 45% over the year. Balances are now around $1.3 
billion. 

Average FUA was up 5% compared to First Half 2010, due to both positive net inflows on both the BT Wrap platform and 
into Corporate Super, as well as a rise in markets. FUA margins were little changed over the year. 

Commission expenses increased modestly compared to First Half 2010. Sales activity was higher although lower overall 
flows tempered growth. 
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Operating expense growth of 5% reflected additional investment in the advice business, more private bankers, and 
additional employees supporting the roll-out of new products in target segments. Salary increases averaging 4% also 
impacted late in the half. These increases were partially offset by a range of productivity initiatives implemented over the 
year, particularly in processing functions. 

Impairment charges were $1 million lower, at $4 million, compared to First Half 2010, with fewer new stressed exposures 
emerging.  

First Half 2011 – Second Half 2010 

Features: 

 Cash Earnings increased $51 million, or 34%, driven by higher average FUM and FUA and a significant decline in 
expenses 

Cash Earnings from the Funds Management business increased $51 million, or 34%, with stronger asset markets 
contributing $9 million. 

Net interest income was flat, with higher mortgage volumes and improved asset spreads being offset by spread 
compression on deposits, particularly Term Deposits on Wrap. 

Non-interest income was up $45 million, or 7%, driven by increased fees from higher average FUM and FUA balances, 
changes to the amortisation profile for certain deferred fees and costs and investment revaluations in Ascalon. 

Average FUM balances increased 3%, from improved markets, continued flows into BT Super for Life and good flows 
into Advance Asset Management. Growth in FUM was partly offset by retail and institutional redemptions. 

Average FUA balances of $81 billion were up 4% over the period, due to positive net inflows both on the BT Wrap 
platform and into Corporate Super, as well as a rise in markets.  

Operating expenses declined $26 million, or 7%, benefiting from a decline in average FTE over the period due to 
seasonal volume-based expenses typically incurred in the Second Half of the year, and from the implementation of a 
number of productivity initiatives. The timing of project spending saw less project costs expensed in the First Half 2011.  
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Movement of FUM/FUA  

 % Mov't % Mov't 

 Sept 10-
Mar 11 

Mar 10-
Mar 11 

Retail2 16.4        1.0          (1.3)         (0.3)         0.4          16.5        17.0        1             (3)           

Institutional 12.8        3.8          (4.2)         (0.4)         0.1          12.5        12.9        (2)           (3)           

Wholesale 13.3        2.3          (1.8)         0.5          1.2          15.0        13.2        13           14           

Total FUM 42.5        7.1          (7.3)         (0.2)         1.7          44.0        43.1        4             2             

Wrap 68.4        7.8          (6.7)         1.1          1.0          70.5        69.3        3             2             

Corporate Super 8.4          0.9          (0.4)         0.5          0.1          9.0          8.4          7             7             

Other3
3.1          -              -              -              -              3.1          3.3          -             (6)           

Total FUA 79.9        8.7          (7.1)         1.6          1.1          82.6        81.0        3             2             

$bn
 Sept 
2010  Sales Redns 

Other 
Mov't¹ 

March 
2011 

 March 
2010 

 Net
Flows 

 
 

Market share and share of new business in key Australian wealth products are displayed below.  

Current Australian Market Share 4  Share of New Business5 

Product Market Share (%) Rank Market Share (%) Rank 

Platforms (includes Wrap) 20.0 1 38.7 1 

Retail (excludes Cash) 18.9 1 70.1 1 

Corporate Super 10.1 5 22.0 1 

Funds Management - BTIM 4.9 6 n/a n/a 

Wholesale - BTIM 3.1 9 Mof 6 9 

 

Investment performance and ranking of BTIM flagship funds are displayed below.  

Investment Performance BTIM Flagship Performance and Quartile Ranking7 

March 2011 
1 Year  
% p.a. Quartile 

3 Year  
% p.a. Quartile 

5 Year  
% p.a. Quartile 

Core Australian Share Fund (1.1) 3 1.7 2 1.4 2 

Balanced Fund 0.4 3 (0.2) 3 (0.4) 2 

Property 1.3 2 3.9 1 3.8 1 

 

Investment Performance and ranking of Advance flagship funds are displayed below 

Investment Performance Advance Flagship Performance and Quartile Ranking8 

March 2011 
1 Year  
% p.a. Quartile 

3 Year  
% p.a. Quartile 

5 Year  
% p.a. Quartile 

Advance Balanced Multi-Blend Fund 7.5 1 2.8 1 3.0 1 
Advance International Sharemarket Fund 3.6 2 (5.2) 2 (6.2) 3 
Advance Sharemarket Fund 0.4 4 1.7 3 3.3 3 

 

 
1 Other movement includes market movement and other client transactions including account fees and distributions. 
2 Retail includes Annuities, Retail Investment, Retirement Products and Retail Superannuation. 
3 Other includes Capital and Reserves. 
4 Market share FUM/FUA based on published market share statistics from Plan for Life and Morningstar as at December 2010 and 

represents the addition of St.George Wealth and BT Wealth business market share at this time. 
5 Share of new business on an annual basis based on net flows to the end of December 2010. 
6 Mof: Market in outflow. 
7 Source: BTIM 2011 Half Year Results (March 2011). 
8 Source: Advance Performance Report (March 2011). 
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4.4.2 Insurance Business 

The Insurance business result includes the BT and St.George, Life Insurance, General Insurance and Lenders Mortgage 
Insurance businesses. 

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Net interest income 7                8                11              (13) (36)

Non-interest income 208            243            224            (14) (7)

Gross operating income 215            251            235            (14) (9)

Commission expense (49)             (46)             (44)             (7) (11)

Net operating income 166            205            191            (19) (13)

Operating expenses (59)             (57)             (56)             (4) (5)

Core earnings 107            148            135            (28) (21)

Tax and non-controlling interests (32)             (44)             (42)             27 24

Cash Earnings 75              104            93              (28) (19)

Expense to income ratio 35.5% 27.8% 29.3%  large  large 

Cash Earnings % Mov't % Mov't

$m
 Half Year
March 11 

 Half Year
Sept 10 

 Half Year
March 10 

 Sept 10-
Mar 11 

 Mar 10-
Mar 11 

Life Insurance 55              53              46              4 20

General Insurance (17)             20              12              (185) large

Lenders Mortgage Insurance 37              31              35              19 6

Total Cash Earnings 75              104            93              (28) (19)  

Financial Performance 

First Half 2011 – First Half 2010 

Features: 

 Cash Earnings declined $18 million, or 19%, with improved Life Insurance earnings offset by high General 
Insurance claims  

 Insurance claims associated with the natural disasters reduced revenues by $56 million, reducing Cash Earnings by 
$39 million   

 
The insurance business was heavily impacted by a number of severe weather events over December 2010 and January 
2011 leading to higher General Insurance claims. As a result, Cash Earnings in First Half 2011 were down 19% over 
First Half 2010. These natural disasters impacted insurance Cash Earnings by $39 million. Life Insurance on the other 
hand delivered a strong performance with earnings up $9 million, or 20%, while earnings from Lenders Mortgage 
Insurance were $2 million higher.  

Net interest income was down modestly compared to First Half 2010, with a change in how funds are invested (moving 
from direct cash/securities into a managed cash fund) seeing more investment income recognised in non-interest income 
rather than net interest income. 

Non-interest income decreased 7%, with increased sales and improved in-force premiums offset by higher General 
Insurance claims. Key income trends across products included:   

 Life Insurance in-force premiums increased 11% due to solid sales, with loss ratios down 3 percentage points. Sales 
via Wrap continued to be solid, as was the launch of the BT Protection Plan through Westpac RBB and St.George 
Bank; 

 General Insurance income decreased $43 million against First Half 2010. Strong growth in gross written premiums, 
up 15% predominantly from Home and Contents Insurance, were offset by higher claims associated with the floods 
and cyclone. Overall claims costs were significantly mitigated by reinsurance arrangements; and  

 Lenders Mortgage Insurance returns were higher, mostly due to improved claims experience. 

Expenses were $3 million higher, or 5%, primarily due to an increase in project spending, including costs associated with 
the launch of Life Insurance through the independent financial planner network.  



 
 
 
 

 Divisional Results (continued) 
 

 71

First Half 2011 – Second Half 2010 

Features: 

 Cash Earnings was down $29 million or 28%, impacted by high General Insurance claims associated with the 
floods and cyclone 

 Life Insurance and Lenders Mortgage Insurance Cash Earnings were up 4% and 19% respectively 

The Insurance business delivered good growth in premiums compared to Second Half 2010, although the impact of 
natural disasters saw Cash Earnings in First Half 2011 down 28% over Second Half 2010. The impact of General 
Insurance claims offset positive contributions from Life Insurance earnings (up $2 million, or 4%), from higher sales, and 
Lenders Mortgage Insurance earnings (up $6 million, or 19%), benefiting from lower claims. 

Non-interest income decreased 14%, with major drivers being: 

 Increased reinsurance costs and higher claims associated with the floods across Australia and cyclone Yasi offset 
by higher earned premiums; 

 Life Insurance in-force premiums increased 4% supported by solid sales and good retention and a small decline in 
loss rates. The launch of the new BT Protection Plan product through the Westpac RBB and St.George Bank advice 
channels and online also supported growth; and 

 Gross written premiums were down $9 million in Lenders Mortgage Insurance due to a reduction in loans written in 
the 80 to 90% LVR band. The overall contribution from LMI was higher due to lower loss ratios. 

Operating expenses increased $2 million, or 4%, with higher project spending and unchanged business-as-usual 
expenses. 
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Premiums for Risk Businesses 

Life Insurance in-force premiums % Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Life Insurance in-force premiums at start of period 451          424          405          6                11           

Sales 51            53            48            (4)               6             

Lapses (31) (31)           (29)           -                 (7)            

Net Inflows 20            22            19            (9)               5             

Other Movements (2)             5              -               (140)           -              

Life Insurance in-force premiums at end of period 469          451          424          4                11           
 

 

Loss ratios1 for Insurance Business % Mov't % Mov't

(%)
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Life Insurance 30 30 33 -                9             

General Insurance 118 66 76 (79)             (55)          

Lenders Mortgage Insurance 12 30 16 60              25           

Gross written premiums % Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

General Insurance gross written premium 156 142 136 10 15

Lenders Mortgage Insurance gross written premium 26 35 61 (26) (57)
 

 
Current Australian Market Share   

Product2 Market Share (%) Rank

Life Insurance – inflows                          7.3 8 

Life Insurance – new business                          8.0 6 

 

 
1 Loss ratio is claims over earned premium plus reinsurance rebate plus exchange commission. 
2 Source: Life Insurance – Plan for Life December 2010 (including St.George Life Insurance). 



 
 
 
 

 Divisional Results (continued) 
 

 73

4.4.3 Wealth Management Income Reconciliation 

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

BTFG non-interest income 767 751 724 2 6

Net commission, premium, fee and banking income (74) (50) (55) (48) (35)

BTFG wealth management and insurance income 693 701 669 (1) 4

NZ wealth management & insurance 36 38 35 (5) 3

WIB wealth management 77 53 55 45 40

Other 5 1 8 large (38)
Total wealth management & insurance income
(Cash Earnings basis, Section 6, Note 4) 811 793 767 2 6
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4.5 New Zealand 

Westpac New Zealand is responsible for banking, wealth and insurance products for consumers and small to medium 
business customers in New Zealand. Banking products are provided under the Westpac brand while Insurance and 
Wealth products are provided by Westpac Life New Zealand and BT New Zealand. The sales and service division 
operates via an extensive network of branches and ATMs across both the North and South Islands. Institutional 
customers are supported by the New Zealand Institutional Bank, the results of which appear within Westpac Institutional 
Bank. All figures are in New Zealand dollars (NZ$). 

% Mov't % Mov't

NZ$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Net interest income 639 617 585 4 9

Non-interest income 180 179 169 1 7

Net operating income 819 796 754 3 9

Operating expenses (386) (375) (371) (3) (4)

Core earnings 433 421 383 3 13

Impairment charges (137) (139) (208) 1 34

Operating profit before tax 296 282 175 5 69

Tax and non-controlling interests (86) (85) (50) (1) (72)

Cash Earnings 210 197 125 7 68

Economic profit 53 31 (36) 71 large

Expense to income ratio 47.1% 47.1% 49.2%                 -  210bps 

$bn $bn $bn

Deposits

  Term deposits 18.1 17.8 17.0 2 6

  Other 13.5 12.7 13.0 6 4

Total deposits 31.6 30.5 30.0 4 5

Net loans

  Mortgages 34.2 33.9 33.2 1 3

  Business 14.0 14.3 14.2 (2) (1)

  Other 1.6 1.6 1.6 - -

Net loans 49.8 49.8 49.0 - 2

Total assets 51.3 51.2 50.5 - 2

Funds under management 2.4             2.2 2.1 9 14
 

 

Financial Performance (NZ$) 

First Half 2011 – First Half 2010 

Features: 

 Significantly improved Cash Earnings, up 68%, driven by a 34% reduction in impairment charges despite the 
financial impact of a second major earthquake in Christchurch  

 Solid underlying performance, with Core earnings up 13% from strong revenue growth due to improved margins, 
lending growth above banking system and good expense control 

New Zealand reported Cash Earnings for First Half 2011 of $210 million, $85 million or 68% higher than First Half 2010. 
Growth in Cash Earnings was due to a $50 million improvement in Core earnings and a $71 million reduction in 
impairment charges. 

Core earnings were up 13% compared to First Half 2010 to $433 million, with a 9% uplift in revenue partly offset by 4% 
expense growth. 

Improved net interest income was the main contributor to higher revenue, with modest volume growth supported by a 
strong improvement in margins. Margins in New Zealand increased over the year to 2.29%, up 22 basis points on First 
Half 2010. Much of the improvement has been due to the maturity of lower spread fixed rate mortgages and customer 
preference for floating rate mortgages. Business lending has also continued to be repriced. These movements more than 
offset the continuing rise in wholesale funding costs. 
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Lending increased 2% over First Half 2010 predominantly due to a 3% rise in mortgage lending, which was ahead of the 
banking system. 

Deposits increased $1.6 billion compared to First Half 2010, fully supporting loan growth. New Zealand remained well 
funded, with a Customer Deposit to loan ratio of 63.5%. 

Supporting this performance has been a significant upgrade to the network over recent years. These changes have 
included opening branches with more customer orientated designs and 24/7 banking technology and improving the sales 
and service capability of the network.  

Non-interest income increased 7% compared to First Half 2010 with much of the rise due to a positive contribution from 
mortgage funds. Fees were also higher over the half, mostly from rises in credit related fees. 

Operating expenses were 4% higher compared to First Half 2010, principally reflecting the prior period investment in 
front line resources. 

Impairment charges were down significantly to $137 million, a fall of $71 million or 34% when compared to First Half 
2010, despite the increased provisions associated with the second earthquake in Christchurch. Whilst the recovery in 
New Zealand has been relatively modest, the economy has improved in recent halves and allowed a $20 million release 
in the economic overlay related to the New Zealand economy. In aggregate, overlays associated with New Zealand 
increased $23 million in First Half 2011.   

The lower total impairment charge was principally due to improvements in the quality of the book, including a reduction in 
new stress, and this has led to a reduction in collective provisions. The ratio of stressed assets to total committed 
exposures in New Zealand has fallen by three quarters of a percentage point between 31 March 2010 and 31 March 
2011.  

Costs associated with the earthquakes have impacted Cash Earnings by around $40 million in First Half 2011. These 
costs have included: 

 Direct financial support to the relief effort in Christchurch. This includes donations, and additional resources to 
support customers and employees; and 

 Higher impairment charges of $56 million, most of which relate to an increased economic overlay provision 
associated with the earthquakes for estimated losses. 

In addition to the direct financial impact, the earthquakes have also impacted confidence in the region and have delayed 
the recovery of New Zealand’s economy. In March 2011, the Reserve Bank of New Zealand reduced the official cash 
rate by 50 basis points to assist in supporting the recovery effort. 

First Half 2011 – Second Half 2010 

Features: 

 Cash Earnings increased 7% despite absorbing the impact of the second earthquake in Christchurch  

 Core earnings up 3%, supported by a 4% rise in net interest income from improved margins 

Cash Earnings for First Half 2011 increased $13 million, 7% up on Second Half 2010. 

Net interest income increased by 4% compared to Second Half 2010, with most of the increase due to improving interest 
margins. Loan growth between Second Half 2010 and First Half 2011 was relatively flat, with mortgage lending up $0.3 
billion (representing 1.3 times system1) while business lending eased by $0.3 billion. Deposits increased $1.1 billion, 
which more than fully supported loan growth. 

Interest margins increased 13 basis points from the roll-over of fixed rate loans and customer preference for floating rate 
mortgages. This was partly offset by tighter deposit spreads. 

Non-interest income was little changed, up $1 million, reflecting higher transaction fees. 

Expenses were 3% higher compared to Second Half 2010 due in part to higher employee costs and an increase in the 
GST rate, rising from 12.5% to 15%, effective from 1 October 2010. 

Impairment charges were down $2 million after including the collective provision associated with the Christchurch 
earthquake. Following these changes, provisioning cover has increased. 
 

 

 

 

 
1 Source: Reserve Bank of New Zealand (RBNZ). 
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4.5.1 New Zealand Key Metrics 

Lending Growth1 Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Mortgages 1% 4% 7%

Other consumer lending 3% (4)% (1)%

Consumer lending 2% 4% 7%

Business lending (4)% 1% 3%

Total lending - 3% 6%

Deposit Growth1 Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Consumer deposits 9% 4% 6%

Business deposits 5% 2% 13%

Total deposits 7% 3% 8%

Divisional Interest Margin
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

New Zealand 2.29% 2.16% 2.07%

Credit Quality
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Mortgage delinquencies > 90 days 0.80% 0.75% 0.75%

Other consumer delinquencies > 90 days 1.12% 1.17% 1.54%

Impaired assets to total committed exposure 1.50% 1.26% 1.27%

Net Promoter Score (NPS)
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Consumer2
(17)             (14)             (18)             

Peer group - Consumer3
6                4                2                

Business4
(27)             (28)             (36)             

Peer group - Business5
(17)             (19)             (19)             

 
 

 
1 Growth rates have been annualised. 
2 Nielsen Consumer Finance Monitor Toplines (March 2011). The data provided shows the six month rolling average. 
3 Based on Nielsen Consumer Finance Monitor Toplines. Peer group is the average of Westpac’s peers which are ANZ, ASB, BNZ, 

Kiwibank and the National Bank. 
4 TNS New Zealand Business Finance Monitor (March 2011). The data provided shows the four quarter rolling average. 
5 Based on TNS New Zealand Business Finance Monitor. Peer group is the average of Westpac’s Peers which are ANZ, ASB, BNZ and 

the National Bank. 
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4.6 Pacific Banking 

Pacific Banking provides banking services for retail and business customers throughout the South Pacific Island Nations. 
Branches, ATMs, telephone banking and internet banking channels are used to deliver business activities in Fiji, Papua 
New Guinea (PNG), Vanuatu, Cook Islands, Tonga, Solomon Islands and Samoa. Pacific Banking’s financial products 
include personal savings, business transactional accounts, personal and business lending products, business services 
and a range of international products. 

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Net interest income 58 61 56 (5) 4

Non-interest income 48 46 40 4 20

Net operating income 106 107 96 (1) 10

Operating expenses (40) (39) (39) (3) (3)

Core earnings 66 68 57 (3) 16

Impairment charges (7) 3 (4) large (75)

Operating profit before tax 59 71 53 (17) 11

Tax and non-controlling interests (20) (24) (19) 17 (5)

Cash Earnings 39 47 34 (17) 15

Economic profit 28 36 23 (22) 22

Expense to income ratio 37.7% 36.4% 40.6%  (130bps)  290bps 

$bn $bn $bn

Deposits 1.9 1.9 1.8 - 6

Total assets 2.3 2.4 2.2 (4) 5
 

Financial Performance 

First Half 2011 – First Half 2010 

Features: 

 Cash Earnings increased by 15%, to $39 million, driven by higher lending in PNG and improved markets income 
in Fiji and PNG, partially offset by higher impairment charges and a $3 million FX translation impact  

 Core earnings increased 16%, with a 10% uplift in operating income and 3% expense growth 

Cash Earnings for Pacific Banking were up a strong $5 million, or 15% on First Half 2010, to $39 million as the business 
benefited from an improving environment across the region, particularly in PNG. The strong A$ reduced earnings by $3 
million in First Half 2011 when compared to First Half 2010. 

Over the 12 months to 31 March 2011, loans grew 6% in local currencies, primarily in PNG. However, this translated to a 
flat outcome when reported in A$. Nevertheless, net interest income grew 4% (9% in local currencies), with improved 
margins supported by solid deposit growth, which improved the liability mix.  

Non-interest income increased to $48 million, up 20% on First Half 2010 (28% before FX translation), predominantly from 
improved foreign exchange earnings in Fiji and PNG. The foreign exchange business benefited from higher turnover and 
improved margins. 

Expenses were 3% higher when compared to First Half 2010 (up 8% before FX translation), primarily due to increases in 
personnel costs. 

Impairment charges were up $3 million, or 75% on First Half 2010, principally due to the downgrade of two larger 
stressed exposures in First Half 2011. 
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First Half 2011 – Second Half 2010 

Features: 

 Cash Earnings decreased by 17% to $39 million, with a small increase in foreign exchange earnings offset by 
lower lending, a reduction in margins and a $10 million increase in impairment charges 

Cash Earnings for First Half 2011 decreased $8 million, or 17% on Second Half 2010. Excluding FX translation impacts, 
Cash Earnings were down 11%.  

Net interest income declined 5% compared to Second Half 2010, with most of the decline due to FX translation impacts 
from a strengthening A$. In local currencies lending was up modestly although this growth was offset by slightly lower 
margins. Deposit growth remained strong at 7% in local currencies, flat in A$ terms with most growth recorded in PNG 
and the Solomon Islands. 

Non-interest income was up 4% compared to Second Half 2010, due to improved foreign exchange earnings.   

Expenses were 3% higher compared to Second Half 2010 driven by higher personnel costs. 

Impairment charges at $7 million were $10 million higher on Second Half 2010. In Second Half 2010 the division 
recorded a positive contribution from impairment charges due to the write-back of some provisions.   
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4.7 Group Businesses 

This segment comprises: 

 Group items, including earnings on capital not allocated to divisions, accounting entries for certain intra-group 
transactions that facilitate the presentation of the performance of our operating segments (such as hedge results 
associated with hedging our New Zealand earnings), earnings from non core asset sales and certain other head 
office items such as centrally raised provisions; 

 Group Treasury, whose primary focus is the management of the Group’s interest rate risk and funding requirements 
by managing the mismatch between Group assets and liabilities. Group Treasury’s earnings are primarily impacted 
by the hedging decisions taken on behalf of the Group to manage net interest income outcomes and assist net 
interest income growth; and 

 Structured Finance continues to be wound down. Structured Finance transactions were typically high yielding asset 
transactions or liability transactions which raised low cost funds on Westpac’s behalf. 

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Net interest income 421 429            519            (2) (19)

Non-interest income 100 31              81              large 23

Net operating income1
521 460 600 13 (13)

Operating expenses (44) (70) (41) 37 (7)

Core earnings 477 390 559 22 (15)

Impairment charges 83 54              2                54 large

Operating profit before tax 560 444 561 26 -

Tax and non-controlling interests (184) (172) (199) (7) 8

Cash Earnings 376 272            362            38 4

% Mov't % Mov't

Half Year
March 11 

Half Year
Sept 10 

Half Year
March 10 

 Sept 10-
Mar 11 

Mar 10-
Mar 11 

Net interest income 301 325            419            (7) (28)

Non-interest income 3 2                10              50 (70)

Cash Earnings 193 211            273            (9) (29)

% Mov't % Mov't

Half Year
March 11 

Half Year
Sept 10 

Half Year
March 10 

 Sept 10-
Mar 11 

Mar 10-
Mar 11 

Cash Earnings -                 10              7                (100) (100)

$bn $bn $bn

Net loans - -                -                - -

Total assets 0.2 0.6             1.1             (67) (82)

Group Treasury

$m

Structured Finance

$m

 

Financial Performance 

 

First Half 2011 – First Half 2010 

Features: 

 Reduced Group Treasury net operating income 

 Reduction in the economic overlay impairment provision 

 
Cash Earnings increased $14 million compared to First Half 2010. 
 
Net operating income reduced by $79 million or 13% as Group Treasury income reduced by $125 million. Net operating 
income in Treasury was lower as revenue from management of interest rate positions reduced. This was partially offset 
by the profit on the sale of shares in Visa Inc. during First Half 2011 of $45 million. 
 
 
1 First Half 2010 net operating income will not agree to previously reported results by $(48) million, as the impact of fair value 

adjustments relating to the St.George merger have been removed. 
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Operating expense increases reflected project spend related to transferring operations from the New Zealand branch to 
Westpac New Zealand Limited.   

Impairment charges were lower by $81 million. A $119 million reduction in economic overlay, as economic conditions in 
Australia improved, was partially offset by a $36 million economic overlay provision for the Australian floods. 
 

First Half 2011 – Second Half 2010 

Features: 

 Net operating income increased 13% 

 Reduction in the economic overlay impairment provision 
 

Cash Earnings increased by $104 million compared to Second Half 2010. 
 
Net operating income increased by 13% as higher returns on capital $24 million, higher Research and Development tax 
rebates $23 million, and the profit on sale of Visa Inc. shares of $45 million were partially offset by lower Group Treasury 
net operating income ($23 million). 
 
Operating expenses reduced following lower technology spend, while Second Half 2010 also included a one-off $20 
million contribution to the Westpac Foundation, which was not repeated.  
 
Impairment charges were lower by $29 million as the net impact of changes in the economic overlay impairment 
provision in First Half 2011 was $83 million compared to $57 million in Second Half 2010. 

Group Treasury Value at Risk (VaR) 

An increase in average daily VaR from $25.4 million for Second Half 2010 to $28 million for First Half 2011, principally 
reflects increases in exposure to short dated A$ interest rate risk. 
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5.0 First Half 2011 Reported Financial Information (unaudited) 

5.1 CONSOLIDATED INCOME STATEMENT 82 

5.2 CONSOLIDATED BALANCE SHEET 83 

5.3 CONSOLIDATED CASH FLOW STATEMENT 84 

5.4 CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME 85 

5.5 CONSOLIDATED STATEMENT OF CHANGES IN EQUITY 86 

5.6 NOTES TO FIRST HALF 2011 REPORTED FINANCIAL INFORMATION 87 

 Note 1 Basis of preparation of financial information 87 

 Note 2 Average balance sheet and interest rates 88 

 Note 3 Net interest income  90 

 Note 4 Non-interest income 91 

 Note 5 Operating expenses 92 

 Note 6 Deferred expenses and capitalised software 93 

 Note 7 Income tax 93 

 Note 8 Dividends 94 

 Note 9 Earnings per ordinary share 95 

 Note 10 Loans 97 

 Note 11 Provisions for impairment charges 98 

 Note 12 Impaired loans 99 

 Note 13 Movement in gross impaired assets 100 

 Note 14 Items past 90 days but well secured 100 

 Note 15 Impaired assets and provisioning ratios 100 

 Note 16 Delinquencies (90 days past due loans) 100 

 Note 17 Deposits 101 

 Note 18 Capital adequacy – Basel II 102 

 Note 19 Derivative financial instruments 105 

 Note 20 Note to the cash flow statement 107 

 Note 21 Other Group investments and changes in control of Group entities 108 

 Note 22 Funding view of the balance sheet 110 

 Note 23 Contingent liabilities 113 

 Note 24 Events subsequent to balance date 113 

5.7 STATEMENT IN RELATION TO THE REVIEW OF THE FINANCIAL STATEMENTS 114 

 

Notes to the statements shown in Sections 5.1, 5.2, 5.3, 5.4 and 5.5 as required by Appendix 4D are referenced in the 
margin of the relevant tables. 
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5.1 Consolidated Income Statement 

% Mov't % Mov't

$m Note
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Interest income 3 18,740 18,018 16,133 4               16             
Interest expense 3 (12,895) (12,189) (10,120) (6)              (27)            
Net interest income 5,845 5,829 6,013 -                (3)              

Non-interest income 4 2,502 2,500 2,568 -                (3)              
Net operating income before operating expenses and 
impairment charges 8,347 8,329 8,581 -                (3)              
Operating expenses 5 (3,653) (3,724) (3,692) 2               1               
Impairment charges on loans 11 (463) (577) (879) 20             47             
Profit before income tax 4,231 4,028 4,010 5               6               
Income tax expense 7 (235) (523) (1,103) 55             79             
Net profit for the period 3,996 3,505 2,907 14             37             
Profit attributable to non-controlling interests (35) (34) (32) (3)              (9)              
Net profit attributable to owners of Westpac Banking 
Corporation 3,961 3,471 2,875 14             38             

 
 



 
 
 
 

 Reported Financial Information (continued)
 

 
 

83 

5.2 Consolidated Balance Sheet 

As at As at As at % Mov't % Mov't

$m Note
31 March

2011
30 Sept

2010
31 March 

2010
Sept 10-

Mar 11
Mar 10-
Mar 11

Assets
Cash and balances with central banks 4,781 4,464 4,319 7               11             
Receivables due from other financial institutions 8,981 12,588 9,642 (29)            (7)              
Derivative financial instruments 19 31,555 36,102 26,482 (13)            19             
Trading securities 44,894 40,011 43,418 12             3               
Other financial assets designated at fair value 2,548 3,464 3,227 (26)            (21)            
Available-for-sale securities 13,791 12,124 7,375 14             87             
Loans - housing and personal 10 340,772 333,971 324,154 2               5               
Loans - business 10 143,435 143,684 150,490 -                (5)              
Life insurance assets 9,586 12,310 12,393 (22)            (23)            
Regulatory deposits with central banks overseas 1,281 1,322 1,327 (3)              (3)              
Deferred tax assets 2,863 2,290 1,831 25             56             
Goodwill and other intangible assets1

11,595 11,504 11,420 1               2               
Property, plant and equipment 1,090 1,010 881 8               24             
Other assets 4,786 3,433 3,816 39             25             
Total assets 621,958 618,277 600,775 1               4               

Liabilities
Payables due to other financial institutions 12,873 8,898 8,299 45             55             
Deposits 17 342,498 337,385 335,313 2               2               
Derivative financial instruments 19 35,258 44,039 29,830 (20)            18             
Trading liabilities and other financial liabilities designated at 
fair value 7,700 4,850 6,362 59             21             
Debt issues 153,179 150,336 150,592 2               2               

Acceptances 418 635 1,082 (34)            (61)            
Current tax liabilities 436 302 731 44             (40)            
Deferred tax liabilities 32 24 38 33             (16)            
Life insurance liabilities 8,723 11,560 11,761 (25)            (26)            
Provisions 1,433 1,726 1,495 (17)            (4)              
Other liabilities 9,039 8,772 7,171 3               26             
Total liabilities excluding loan capital 571,589 568,527 552,674 1               3               

Loan capital
Subordinated bonds, notes and debentures 5,387 6,679 6,725 (19)            (20)            
Subordinated perpetual notes 378 404 426 (6)              (11)            
Trust Preferred Securities 557 624 617 (11)            (10)            
Westpac SPS 1,028 1,026 1,025 -                -                
Westpac SPS II 900 899 898 -                -                
Total loan capital 8,250 9,632 9,691 (14)            (15)            
Total liabilities 579,839 578,159 562,365 -                3               
Net assets 42,119 40,118 38,410 5               10             

Shareholders’ equity
Share capital:

Ordinary share capital 24,998 24,686 24,414 1               2               
Treasury shares and RSP treasury shares (186) (190) (188) 2               1               

Reserves (142) (57) (102) (149)          (39)            
Retained profits 15,526 13,750 12,353 13             26             
Total equity attributable to owners of Westpac Banking 
Corporation 40,196 38,189 36,477 5               10             

Non-controlling interests
Trust preferred securities 2003 (TPS 2003) 1,137 1,137 1,137 -                -                
Trust preferred securities 2006 (TPS 2006) 755 755 755 -                -                
Other 31 37 41 (16)            (24)            
Total non-controlling interests 1,923 1,929 1,933 -                (1)              
Total shareholders' equity and non-controlling interests 42,119 40,118 38,410 5               10              

 
1 Goodwill and other intangible assets included $1,038 million in capitalised software costs ($832 million at 30 September 2010 and 

$634 million at 31 March 2010), with an average amortisation period of approximately three years. 
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5.3 Consolidated Cash Flow Statement 

% Mov't % Mov't

$m Note
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Cash flows from operating activities
Interest received 18,555 17,639 15,586 5           19          
Interest paid (12,737) (11,687) (9,167) (9)         (39)         
Dividends received excluding life business 8 16 9 (50)       (11)         
Other non-interest income received 2,279 1,771 2,014 29         13          
Operating expenses paid (2,930) (2,757) (3,279) (6)         11          
Net (increase)/decrease in trading and fair value assets (4,944) 2,783 (964) large large
Net increase/(decrease) in trading and fair value liabilities 2,888 (1,517) (4,419) large 165        
Net (decrease)/increase in derivative financial instruments (10,365) 1,409 (3,827) large (171)       
Income tax paid excluding life business (808) (1,464) (2,073) 45         61          
Life business:

Receipts from policyholders and customers 1,469 1,336 1,127 10         30          
Interest and other items of similar nature 13 5 19 160       (32)         
Dividends received 147 266 183 (45)       (20)         
Payments to policyholders and suppliers (1,151) (1,156) (1,319) -           13          
Income tax paid (36) 108 (174) (133)     79          

Net cash (used in)/provided by operating activities 20 (7,612) 6,752 (6,284) large (21)         
Cash flows from investing activities
Proceeds from available-for-sale securities 1,743 2,345 735 (26)       137        
Purchase of available-for-sale securities (3,378) (6,545) (6,417) 48         47          
Net (increase)/decrease in:

Receivables due from other financial institutions 3,212 (3,387) 57 195       large
Loans (8,800) (4,682) (15,001) (88)       41          
Life insurance assets (368) (377) 10 2           large
Regulatory deposits with central banks overseas (42) (85) (600) 51         93          
Other assets (1,288) 106 424 large large

Purchase of computer software (331) (364) (144) 9           (130)       
Purchase of property, plant and equipment (207) (265) (101) 22         (105)       
Proceeds from disposal of property, plant and equipment 6 33 - (82)       -             
Net cash used in investing activities (9,453) (13,221) (21,037) 29         55          
Cash flows from financing activities
Redemption of loan capital (1,104) (84) (1,141) large 3            
Proceeds from exercise of employee options 9 12 36 (25)       (75)         
Purchase of shares on exercise of employee options and rights - - (5) -           100        
Net increase/(decrease) in:

Payables due to other financial institutions 4,320 283 (689) large large
Deposits 7,722 4,006 8,373 93         (8)           
Debt issues and acceptances 9,285 3,469 24,197 168       (62)         
Other liabilities and provisions (853) 716 (1,247) large 32          

Purchase of treasury shares - (7) (6) 100       100        
Sale of treasury shares 4 - 7 -           (43)         
Payment of dividends (1,906) (1,667) (1,066) (14)       (79)         
Payment of distributions to non-controlling interests (41) (40) (36) (3)         (14)         
Net cash provided by financing activities 17,436 6,688 28,423 161       (39)         
Net increase in cash and cash equivalents 371 219 1,102 69         (66)         
Effect of exchange rate changes on cash and cash equivalents (54) (74) (55) 27         2            
Cash and cash equivalents as at the beginning of the period 4,464 4,319 3,272 3           36          
Cash and cash equivalents as at the end of the period 4,781 4,464 4,319 7           11          
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5.4 Consolidated Statement of Comprehensive Income 

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Net profit for the period 3,996 3,505 2,907 14             37             

Other comprehensive income:

Gains/(losses) on available-for-sale securities:

Recognised in equity (12) (4) 96 (200)          (113)          

Transferred to income statement (55) (1) - large -                

Gains/(losses) on cash flow hedging instruments:

Recognised in equity (11) 82 (186) (113)          94             

Transferred to income statement - 1 (3) (100)          100           
Defined benefit obligation actuarial gains/(losses)
recognised in equity (net of tax) 24 (142) 43 117           (44)            

Exchange differences on translation of foreign operations (124) (51) (71) (143)          (75)            
Income tax on items taken directly to or transferred directly from 
equity:

Available-for-sale securities reserve 19 (2) (26) large 173           

Cash flow hedging reserve (1) (20) 56 95             (102)          

Foreign currency translation reserve 28 (3) 9 large large

Other comprehensive income for the period (net of tax) (132) (140) (82) 6               (61)            

Total comprehensive income for the period 3,864 3,365 2,825 15             37             

Attributable to:

Owners of Westpac Banking Corporation 3,829 3,331 2,793 15             37             

Non-controlling interests 35 34 32 3               9               

Total comprehensive income for the period 3,864 3,365 2,825 15             37             
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5.5 Consolidated Statement of Changes in Equity 

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Share capital
Balance as at beginning of period 24,496 24,226 23,496 1               4               
Shares issued:

Under dividend reinvestment plan 303 265 696 14             (56)            

Under option and share right schemes 9 7 37 29             (76)            
Shares purchased for delivery upon exercise of options and share rights 
(net of tax) - - (3) -                100           

Disposal/(acquisition) of treasury shares 4 (2) - large -                

Balance as at period end 24,812 24,496 24,226 1               2               

Available-for-sale securities reserve
Balance as at beginning of period 131 143 66 (8)              98             
Current period movement due to changes in other comprehensive 
income:

Net gains/(losses) from changes in fair value (12) (4) 96 (200)          (113)          

Exchange differences 1 (5) 7 120           (86)            

Income tax effect 3 (5) (26) 160           112           

Transferred to income statements (55) (1) - large -                

Income tax effect 16 3 - large -                

Balance as at period end 84 131 143 (36)            (41)            

Share based payment reserve
Balance as at beginning of period 540 492 420 10             29             

Current period movement due to transactions with employees 70 48 72 46             (3)              

Balance as at period end 610 540 492 13             24             

Cash flow hedging reserve

Balance as at beginning of period (441) (504) (371) 13             (19)            

Current period movement due to changes in other comprehensive
 income:

Net gains/(losses) from changes in fair value (11) 82 (186) (113)          94             

Income tax effect (1) (20) 55 95             (102)          

Transferred to income statements - 1 (3) (100)          100           

Income tax effect - - 1 -                (100)          

Balance as at period end (453) (441) (504) (3)              10             

Foreign currency translation reserve
Balance as at beginning of period (287) (233) (171) (23)            (68)            
Current period movement due to changes in other comprehensive 
income:

Foreign currency translation adjustment (124) (51) (71) (143)          (75)            

Tax on foreign currency translation adjustment 28 (3) 9 large large

Balance as at period end (383) (287) (233) (33)            (64)            

Total reserves (142) (57) (102) (149)          (39)            

Movements in retained profits were as follows
Balance as at beginning of period 13,750 12,353 11,197 11             23             

Current period movement due to changes in comprehensive income:
Actuarial gains/(losses) on defined benefit obligations (net of tax) 24 (142) 43 117           (44)            
Profit attributable to owners of Westpac Banking Corporation 3,961 3,471 2,875 14             38             

Transactions with owners:
Final dividend (2,209) - (1,762) -                (25)            
Interim dividend - (1,932) - 100           -                

Balance as at period end 15,526 13,750 12,353 13             26             
Total comprehensive income attributable to non-controlling 
interests 35 34 32 3               9               
Total comprehensive income attributable to owners of Westpac 
Banking Corporation 3,829 3,331 2,793 15             37             

Total comprehensive income for the period 3,864 3,365 2,825 15             37              
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5.6   Notes to First Half 2011 Reported Financial Information 

Note 1.  Basis of preparation of financial information 

The accounting policies and methods of computation adopted in the preparation of the First Half 2011 Financial 
Information are the same as those in the previous financial year and corresponding interim reporting period, unless 
specifically noted and are in accordance with current Australian Accounting Standards, which include the Australian 
equivalents to International Financial Reporting Standards (A-IFRS). The accounting policies and methods of 
computation adopted in the previous financial year were in accordance with the A-IFRS. Where necessary, comparative 
figures have been adjusted to conform with changes in the current period. All amounts have been rounded to the nearest 
million dollars unless otherwise stated. 
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Note 2. Average balance sheet and interest rates 

 Average Interest Average Average Interest Average Average Interest Average

 Balance Income  Rate Balance Income  Rate Balance Income  Rate

 $m $m % $m $m % $m $m %

Assets

Interest earning assets

Receivables due from other 
financial institutions 9,982 104 2.1% 10,525 134 2.5% 9,054 100 2.2%

Trading securities 44,286 1,108 5.0% 42,306 965 4.6% 50,092 1,070 4.3%

Available-for-sale securities 12,097 351 5.8% 9,722 277 5.7% 2,889 91 6.3%

Other financial assets designated 
at fair value 1,376 36 5.2% 1,352 39 5.8% 1,313 25 3.8%

Regulatory deposits 1,281 5 0.8% 1,510 2 0.3% 1,215 2 0.3%

Loans and other receivables 472,195 17,136 7.3% 473,007 16,601 7.0% 466,978 14,845 6.4%
Total interest earning assets 
and interest income 541,217 18,740 6.9% 538,422 18,018 6.7% 531,541 16,133 6.1%

Non-interest earning assets 

Cash, receivables due from other 
financial institutions and 
regulatory deposits 1,273 1,233 960

Life insurance assets 12,573 12,179 12,335

All other assets1 65,597 61,485 57,167
Total non-interest earning 
assets 79,443 74,897 70,462

Total assets 620,660 613,319 602,003

31 March 2011 30 September 2010 31 March 2010

Half Year Half Year Half Year

 

 Average Interest Average Average Interest Average Average Interest Average
 Balance Expense  Rate Balance Expense  Rate Balance Expense  Rate
 $m $m % $m $m % $m $m %
Liabilities
Interest bearing liabilities
Deposits 328,711 7,336 4.5% 324,874 6,893 4.2% 320,193 5,657 3.5%

Payables due to other financial 
institutions 7,415 96 2.6% 6,286 79 2.5% 9,621 72 1.5%
Loan capital 8,546 228 5.4% 9,887 272 5.5% 10,648 273 5.1%

Other interest bearing liabilities2 160,804 5,235 6.5% 162,235 4,945 6.1% 160,185 4,118 5.1%

Total interest bearing liabilities 
and interest expense 505,476 12,895 5.1% 503,282 12,189 4.8% 500,647 10,120 4.0%

Non-interest bearing liabilities

Deposits and payables due to 
other financial institutions

16,053 14,979 14,357

Life insurance policy liabilities 11,766 11,486 11,520

All other liabilities3 46,833 44,773 37,584
Total non-interest bearing 
liabilities 74,652 71,238 63,461
Total liabilities 580,128 574,520 564,108
Shareholders' equity 38,609 36,885 35,981
Non-controlling interests 1,923 1,914 1,914
Total equity 40,532 38,799 37,895
Total liabilities and equity 620,660 613,319 602,003

31 March 2011 30 September 2010 31 March 2010

Half Year Half Year Half Year

 

 
1 Includes property, plant and equipment, goodwill and intangibles, derivative financial instruments, other assets and deferred tax 

assets. 
2 Includes net impact of Group Treasury balance sheet management activities. 
3 Includes provisions for current and deferred income tax and derivative financial instruments. 



 
 
 
 

 Reported Financial Information (continued)
 

 
 

89 

Note 2. Average balance sheet and interest rates (continued) 

 

 Average Average Average Average Average Average
 Balance Interest  Rate Balance Interest  Rate Balance Interest  Rate
 $m $m % $m $m % $m $m %
Loans and other receivables
Australia 422,938 15,575 7.4% 422,450 14,894 7.0% 415,830 13,283 6.4%
New Zealand 44,194 1,457 6.6% 45,807 1,586 6.9% 45,164 1,467 6.5%
Other overseas 5,063 104 4.1% 4,750 90 3.8% 5,984 95 3.2%

Deposits
Australia 276,831 6,654 4.8% 270,357 6,217 4.6% 270,740 5,076 3.8%
New Zealand 27,688 560 4.1% 28,135 554 3.9% 27,364 463 3.4%
Other overseas 24,192 122 1.0% 26,382 122 0.9% 22,089 118 1.1%

Half Year Half Year Half Year

31 March 2011 30 September 2010 31 March 2010
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Note 3. Net interest income 

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Interest income
Cash 37 26 34 42 9
Loans 17,090 16,571 14,806 3               15             
Receivables due from other financial institutions 104 134 100 (22)            4               
Available-for-sale securities 351 277 91 27             large
Regulatory deposits with central banks overseas 5 2 2 150           150           
Trading securities 1,108 965 1,070 15             4               
Net ineffectiveness on qualifying hedges 8 (3) 4 large 100           
Other financial assets designated at fair value 36 39 25 (8)              44             
Other interest income 1 7 1 (86)            -                
Total interest income 18,740 18,018 16,133 4               16             
                                                          
Interest expense
At call and term deposits (6,325) (5,882) (4,813) (8)              (31)            
Certificates of deposit (1,011) (1,011) (844) -                (20)            
Payables due to other financial institutions (96) (79) (72) (22)            (33)            
Debt issues and acceptances (2,279) (2,365) (2,174) 4               (5)              
Loan capital (228) (272) (273) 16             16             
Trading liabilities (2,794) (2,180) (1,234) (28)            (126)          
Other financial liabilities designated at fair value (13) (12) (7) (8)              (86)            
Other interest expense (149) (388) (703) 62             79             
Total interest expense (12,895) (12,189) (10,120) (6)              (27)            
Net interest income 5,845 5,829 6,013 -                (3)              
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Note 4. Non-interest income 

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Fees and commissions
Facility Fees 536 530 502 1               7               
Transaction fees and commissions 604 566 587 7               3               
Other non-risk fee income 143 135 149 6               (4)              
Total fees and commissions 1,283 1,231 1,238 4               4               

Wealth management and insurance income
Life insurance and funds management net operating income 734 727 667 1               10             
General insurance and Lenders mortgage insurance premiums less 
claims incurred 62 83 83 (25)            (25)            
Total wealth management and insurance income 796 810 750 (2)              6               

Trading income1

Foreign exchange income 155 238 224 (35)            (31)            
Other trading securities 149 99 236 51             (37)            
Total trading income 304 337 460 (10)            (34)            

Other income
Dividends received 8 16 9 (50)            (11)            
Rental income 1 3 3 (67)            (67)            
Net gain/(loss) on ineffective hedges (3) - 10 -                (130)          
Hedging overseas operations 35 12 17 192           106           
Net gain/(loss) on derivatives held for risk management purposes2

(25) 23 4 large large
Gain/(loss) on disposal of assets 45 21 25 114           80             

Net gain/(loss) on financial instruments designated at fair value 16 12 29 33             (45)            
Other 42 35 23 20             83             
Total other income 119 122 120 (2)              (1)              
Total non-interest income 2,502 2,500 2,568 -                (3)              

 

 
1 Trading income primarily includes earnings from our WIB markets, Pacific Banking businesses and our Treasury foreign exchange   

operations in Australia and New Zealand. 
2 Income from derivatives held for risk management purposes primarily comprises net gains/losses on realised and unrealised hedges 

on New Zealand future retail earnings and net gains/losses on the hedge of our 2003 Trust Preferred Security. 
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Note 5. Operating expenses  

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Salaries and other staff expenses
Salaries and wages 1,494 1,523 1,529 2 2
Other staff expenses 466 427 455 (9) (2)
Restructuring costs 52 32 24 (63) (117)
Total salaries and other staff expenses 2,012 1,982 2,008 (2) -
 
Equipment and occupancy expenses
Operating lease rentals 252 244 238 (3) (6)

Depreciation, amortisation and impairment:

Premises 8 7 10 (14) 20
Leasehold improvements 39 33 29 (18) (34)
Furniture and equipment 31 31 30 - (3)
Technology 38 34 32 (12) (19)
Software 121 166 134 27 10

Equipment repairs and maintenance 35 37 38 5 8
Electricity, water and rates 6 6 5 - (20)
Land tax 3 3 2 - (50)
Other 2 1 2 (100) -
Total equipment and occupancy expenses 535 562 520 5 (3)

Other expenses
Amortisation of deferred expenditure 2 5 1 60 (100)
Amortisation of intangible assets 104 104 104 - -
Non-lending losses 20 21 17 5 (18)
Purchased services:

Technology and information services 122 156 124 22 2
Legal 10 13 20 23 50
Other professional services 210 230 253 9 17
Credit card loyalty programmes 67 57 60 (18) (12)

Stationery 38 42 41 10 7
Postage and freight 71 72 67 1 (6)
Outsourcing costs 305 280 303 (9) (1)
Insurance 8 12 9 33 11
Advertising 75 83 79 10 5
Training 12 19 10 37 (20)
Travel 36 38 35 5 (3)
Other expenses 26 48 41 46 37
Total other expenses 1,106 1,180 1,164 6 5
Total operating expenses 3,653 3,724 3,692 2 1
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Note 6. Deferred expenses and capitalised software 

As at As at As at % Mov't % Mov't

$m
31 March

2011
30 Sept

2010
31 March 

2010
Sept 10-

Mar 11
Mar 10-
Mar 11

Capitalised software 1,038 832 634 25 64
Deferred acquisition costs 149 177 180 (16) (17)
Other 9 12 20 (25) (55)

 

Note 7. Income tax  

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

The income tax expense for the period is reconciled to the 
profit before income tax as follows
Profit before income tax 4,231 4,028 4,010 5               6               

Prima facie income tax based on the Australian company tax rate 
of 30% 1,269 1,208 1,203 (5) (5)
The effect of amounts which are not deductible (assessable) in 
calculating taxable income
Change in tax rate1

2 6 - (67)            -                
Rebateable and exempt dividends - - (5) -                100           
Life insurance:

Tax adjustment on policy holders earnings2
(5) (3) (5) (67)            -                

Adjustment for life business tax rates 1 (10) 1 110           -                
Other non-assessable items (26) (12) (14) (117)          (86)            
Other non-deductible items 22 23 13 (4)              69             
Adjustment for overseas tax rates 3 (1) 2 large 50             
Income tax (over)/under provided in prior years (12) (7) 3 (71)            large

St.George tax consolidation adjustment3 (1,110) (685) - (62)            -                
Other items 91 4 (95) large 196           
Total income tax expense in the income statement 235 523 1,103 55             79             

Average effective income tax rate 5.6% 13.0% 27.5%  large  large 

Effective tax rate (excluding life company accounting) 5.7% 13.1% 27.6%  large  large  
 

 
1 The company tax rate in New Zealand will reduce from 30% to 28% for the Group from 1 October 2011. The impact of the change in 

the income tax rate has been taken into account in the measurement of deferred tax at the end of the reporting period. 
2 In accordance with the requirements of Australian Accounting Standard AASB 1038 Life Insurance Contracts, our tax expense for First 

Half 2011 includes a $7 million tax credit on policyholders’ investment earnings ($5 million tax credit for Second Half 2010 and $7 
million tax credit for First Half 2010) of which $2 million is a prima facie tax benefit, ($2 million tax benefit for both Second Half 2010 
and First Half 2010) and the balance of $5 million ($3 million for Second Half 2010 and $5 million for First Half 2010) is shown here. 

3 This includes the impact of the finalisation of tax consolidation related to the merger with St.George. 
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Note 8. Dividends 

Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Ordinary dividend (cents per share)
Interim (fully franked) 76 - 65
Final (fully franked) - determined dividend - 74 -

76 74 65

Total dividends paid ($m)
Ordinary dividends paid 2,209 1,932 1,762

2,209 1,932 1,762

Ordinary dividend payout ratio 57.4% 63.4% 66.7%  

The Group operates a DRP that is available to holders of fully paid ordinary shares who are resident in, or whose 
address on the register of shareholders is in Australia or New Zealand. As noted in Section 3.5, the Directors have made 
certain determinations in relation to the calculation of the Market Price which will apply to the DRP for the 2011 Interim 
dividend only. Shareholders who wish to commence participation in the DRP, or to vary their current participation 
election, must complete and return a DRP election form to Westpac’s share registry by 5.00pm (Sydney time) on 20 May 
2011. 
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Note 9. Earnings per ordinary share 

% Mov't % Mov't
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Earnings per ordinary share (cents)
Basic 132.5 116.7 97.5 14             36             
Fully diluted 128.0 112.8 95.0 13             35             

Weighted average number of fully paid ordinary shares 
(millions)

Basic 2,987 2,971 2,947 1               1               

Fully diluted 3,143 3,131 3,086 -                2               
 

Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Opening balance 2,989 2,976 2,941

14 12 29

1 - 1

5 1 5
Closing balance 3,009 2,989 2,976
Number of shares issued under option and share right schemes

Number of shares issued under the Employee Share Plan (ESP)

Number of shares issued under the Dividend Reinvestment Plan (DRP)

Reconciliation of ordinary shares on issue before the effect of own shares held 
(millions)
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Note 9. Earnings per ordinary share (continued) 

Basic Diluted Basic Diluted Basic Diluted
Reconciliation of earnings used in the calculation of 
earnings per ordinary share ($m)
Net profit 3,996 3,996 3,505 3,505 2,907 2,907
Net profit attributable to non-controlling interests (35) (35) (34) (34) (32) (32)

Distribution on RSP treasury shares1
(3) - (3) - (3) -

2004 TPS distributions - 9 - 9 - 11
2007 convertible notes distributions - 15 - 15 - 12
Westpac SPS distributions - 19 - 17 - 16
Westpac SPS II distributions - 19 - 19 - 17
Earnings 3,958 4,023 3,468 3,531 2,872 2,931

Weighted average number of ordinary shares (millions)

Weighted average number of ordinary shares 3,000 3,000 2,983 2,983 2,960 2,960
Effect of own shares held (13) (13) (12) (12) (13) (13)
Potential dilutive adjustment:

Exercise of options and share rights and vesting of 
restricted shares - 6 - 9 - 8
Conversion of 2004 TPS - 22 - 23 - 21
Conversion of 2007 convertible notes - 44 - 44 - 38
Conversion of Westpac SPS - 45 - 45 - 38
Conversion of Westpac SPS II - 39 - 39 - 34

Total weighted average number of ordinary shares 2,987 3,143 2,971 3,131 2,947 3,086
Earnings per ordinary share (cents) 132.5 128.0 116.7 112.8 97.5 95.0

Half Year
31 March 2011

Half YearHalf Year
30 Sept 2010 31 March 2010

 

 
1 While the equity granted to employees remains unvested, Restricted Share Plan (RSP) treasury shares are deducted from ordinary 

shares on issue in arriving at the weighted average number of ordinary shares outstanding. Despite the shares being unvested, 
employees are entitled to dividends and voting rights on the shares. Consequently, a portion of the profit is allocated to RSP treasury 
shares to arrive at earnings attributed to ordinary shareholders. 
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Note 10. Loans  

As at As at As at % Mov't % Mov't

$m
31 March

2011
30 Sept

2010
31 March 

2010
Sept 10-

Mar 11
Mar 10-
Mar 11

Loans are classified based on the location of the lending office:

Australia
Overdrafts 3,590 3,550 3,770 1 (5)

Credit card outstandings 9,714 9,596 9,696 1 -
Overnight and at call money market loans 139 223 310 (38) (55)
Acceptance of finance 40,077 43,672 46,149 (8) (13)
Term loans:

Housing 259,614 251,954 241,585 3 7
Housing - line of credit 35,501 35,844 35,898 (1) (1)
Total housing 295,115 287,798 277,483 3 6
Non-housing 82,080 78,278 81,090 5 1

Finance leases 4,837 5,029 5,301 (4) (9)
Margin lending 3,406 3,521 3,996 (3) (15)
Other 2,547 2,287 2,540 11 -
Total Australia 441,505 433,954 430,335 2 3
  
New Zealand
Overdrafts 927 926 1,040 - (11)
Credit card outstandings 930 951 950 (2) (2)
Overnight and at call money market loans 1,065 1,175 1,282 (9) (17)
Term loans:

Housing 25,330 25,999 25,934 (3) (2)
Non-housing 13,827 14,398 14,621 (4) (5)

Other 320 336 345 (5) (7)
Total New Zealand 42,399 43,785 44,172 (3) (4)
 
Other Overseas
Overdrafts 167 159 175 5 (5)
Term loans:
   Housing 936 959 967 (2) (3)
   Non-Housing 3,363 3,255 3,527 3 (5)
Finance leases 45 40 38 13 18
Other 407 214 363 90 12
Total Other Overseas 4,918 4,627 5,070 6 (3)
 
Total loans 488,822 482,366 479,577 1 2
Provision on loans (4,615) (4,711) (4,933) 2 6
Total net loans1

484,207 477,655 474,644 1 2
 

 

 
1 Total net loans include securitised loans of $11,136 million at 31 March 2011 ($11,965 million at 30 September 2010 and $14,693 

million at 31 March 2010). These securitised loans exclude loans securitised to the series 2008 – 1M WST Trust and Crusade Trust 
No.2P of 2008, as Westpac is the sole holder of all of the notes issued by these trusts, and loans held by a warehouse trust that is 
funded by Westpac. 
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Note 11. Provisions for impairment charges 

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Collectively assessed provisions

Balance at beginning of the period 3,439 3,697 3,506

New provisions raised (43) (36) 399

Write-offs (337) (352) (315)

Discount unwind 139 140 136

Exchange rate and other adjustments (10) (10) (29)

Closing balance 3,188 3,439 3,697

Individually assessed provisions

Balance at beginning of the period 1,622 1,576 1,228

New individually assessed provisions 766 860 637

Write-backs (222) (217) (136)

Write-offs (368) (559) (125)

Discount unwind (20) (26) (17)

Exchange rate and other adjustments 2 (12) (11)

Closing balance 1,780 1,622 1,576
Total provisions for impairment charges on loans and credit commitments 4,968 5,061 5,273

Less: provisions for credit commitments (353) (350) (340)

Total provisions for impairment charges on loans 4,615 4,711 4,933

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Reconciliation of impairment charges
New individually assessed provisions 766 860 637
Write-backs (222) (217) (136)
Recoveries (38) (30) (21)
New collectively assessed provisions (43) (36) 399
Impairment charges 463 577 879  
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Note 12. Impaired Loans 

As at As at As at As at As at As at As at As at As at As at As at As at

$m
31 March

2011
30 Sept

2010
31 March

2010
31 March

2011
30 Sept

2010
31 March

2010
31 March

2011
30 Sept

2010
31 March

2010
31 March

2011
30 Sept

2010
31 March

2010

Non-Performing Loans:

  Gross amount 3,542 3,456 3,247 765 691 578 97 93 174 4,404 4,240 3,999

  Impairment provision (1,458) (1,359) (1,395) (320) (281) (190) (44) (37) (71) (1,822) (1,677) (1,656)

  Net 2,084 2,097 1,852 445 410 388 53 56 103 2,582 2,563 2,343

Restructured loans:

  Gross amount 42 25 64 - - - 100 107 5 142 132 69

  Impairment provision (15) (12) (26) - - - (18) (20) (1) (33) (32) (27)

  Net 27 13 38 - - - 82 87 4 109 100 42

Overdrafts, personal loans and revolving 
credit greater than 90 days:

  Gross amount 215 197 206 14 15 20 1 1 1 230 213 227

  Impairment provision (151) (141) (149) (9) (13) (17) (1) (1) (1) (161) (155) (167)

  Net 64 56 57 5 2 3 - - - 69 58 60

Total Impaired loans:

  Gross amount 3,799 3,678 3,517 779 706 598 198 201 180 4,776 4,585 4,295

  Impairment provision (1,624) (1,512) (1,570) (329) (294) (207) (63) (58) (73) (2,016) (1,864) (1,850)

  Net 2,175 2,166 1,947 450 412 391 135 143 107 2,760 2,721 2,445

Australia New Zealand Other Overseas Total
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Note 13. Movement in gross impaired assets1 

As at As at As at % Mov't % Mov't

$m
31 March

2011
30 Sept

2010
31 March

2010
Sept 10-

Mar 11
Mar 10-
Mar 11

Balance as at beginning of period 4,585 4,295 3,770 7               22             

New and increased 1,519 1,748 1,218 (13)            25             

Write-offs (705) (911) (440) 23             (60)            

Returned to performing or repaid (925) (872) (568) (6)              (63)            

Portfolio managed - new/increased/returned/repaid 337 352 315 (4)              7               

Exchange rate and other adjustments (35) (27) - (30)            -                

Balance as at period end 4,776 4,585 4,295 4               11              

Note 14. Items past 90 days but well secured 

As at As at As at % Mov't % Mov't

$m
31 March

2011
30 Sept

2010
31 March

2010
Sept 10-

Mar 11
Mar 10-
Mar 11

Australia

    Housing products 1,461 1,086 816 35             79             

    Other products 1,899 1,857 1,418 2               34             

Total Australia 3,360 2,943 2,234 14             50             

New Zealand

    Housing products 137 122 106 12             29             

    Other products 19 26 47 (27)            (60)            

Other Overseas 42 52 58 (19)            (28)            

Total Overseas 198 200 211 (1)              (6)              

Total 3,558 3,143 2,445 13             46              

Note 15. Impaired assets and provisioning ratios 

As at As at As at % Mov't % Mov't
31 March

2011
30 Sept

2010
31 March

2010
Sept 10-

Mar 11
Mar 10-
Mar 11

Net impaired assets to equity and collectively assessed provisions 6.1% 6.2% 5.8%  10bps  (30bps)

Total impaired assets to gross loans 0.98% 0.95% 0.90%  (3bps)  (8bps)

Total impaired assets to equity and total provisions 10.1% 10.1% 9.8%                 -  (30bps)

Total impairment provisions to total impaired assets 42.2% 40.7% 43.1%  150bps  (90bps)

Total provisions to gross loans 102bps 105bps 110bps  (3bps)  (8bps)

Collectively assessed provisions to performing non-housing loans2
182bps 196bps 201bps  (14bps)  (19bps)

Collectively assessed provisions to risk weighted assets 115bps 123bps 127bps  (8bps)  (12bps)

Collectively assessed provisions to credit risk weighted assets 138bps 146bps 150bps  (8bps)  (12bps)

Total provisions to risk weighted assets 179bps 181bps 182bps  (2bps)  (3bps)  

Note 16. Delinquencies (90 days past due loans) 

As at As at As at % Mov't % Mov't
31 March

2011
30 Sept

2010
31 March

2010
Sept 10-

Mar 11
Mar 10-
Mar 11

Mortgages 0.59% 0.47% 0.40%  (12bps)  (19bps)

Other personal lending 1.34% 1.25% 1.34%  (9bps)                 - 

Total personal lending 0.63% 0.51% 0.45%  (12bps)  (18bps)

 
1 Movement represents a 6 month period. 
2 Non-housing loans have been determined on a loan purpose basis. 
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Note 17. Deposits 

As at As at As at % Mov't % Mov't

$m
31 March

2011
30 Sept

2010
31 March 

2010
Sept 10-

Mar 11
Mar 10-
Mar 11

Australia

Certificates of deposit

At fair value 33,738 36,615 41,275 (8) (18)

At amortised cost 1,689 1,756 3,411 (4) (50)

Total certificates of deposit 35,427 38,371 44,686 (8) (21)

At call and term deposits

Non-interest bearing, repayable at call 13,101 12,407 11,528 6 14

Other interest bearing:

At Call 142,275 142,255 131,945 - 8

Term 99,361 90,436 94,547 10 5

Total at call and term deposits 254,737 245,098 238,020 4 7

Total Australia 290,164 283,469 282,706 2 3

New Zealand

Certificates of deposit

At fair value 1,093 1,447 1,881 (24) (42)

Total certificates of deposit 1,093 1,447 1,881 (24) (42)

At call and term deposits

Non-interest bearing, repayable at call 2,084 1,932 2,053 8 2

Other interest bearing:

At Call 10,011 10,039 10,157 - (1)

Term 15,308 15,505 14,546 (1) 5

Total at call and term deposits 27,403 27,476 26,756 - 2

Total New Zealand 28,496 28,923 28,637 (1) -

Other Overseas

Certificates of deposit

At fair value 16,066 15,187 16,874 6 (5)

At amortised cost 1,092 2,203 271 (50) large

Total certificates of deposit 17,158 17,390 17,145 (1) -

At call and term deposits

Non-interest bearing, repayable at call 420 406 380 3 11

Other interest bearing:

At Call 1,949 2,116 2,158 (8) (10)

Term 4,311 5,081 4,287 (15) 1

Total at call and term deposits 6,680 7,603 6,825 (12) (2)

Total other overseas 23,838 24,993 23,970 (5) (1)

Total deposits 342,498 337,385 335,313 2 2

Total Deposits at fair value 50,897 53,249 60,030 (4) (15)

Total Deposits at amortised cost 291,601 284,136 275,283 3 6

Total deposits 342,498 337,385 335,313 2 2
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Note 18. Capital adequacy – Basel II 

As at As at As at

$m
31 March

2011
30 Sept

2010
31 March

2010

Tier 1 capital

Common equity

Paid up ordinary capital 24,998 24,686 24,414

Treasury shares (114) (118) (117)

Equity based remuneration 567 540 492

Foreign currency translation reserve (388) (287) (233)

Non-controlling interests - other 31 37 41

Retained earnings 15,526 13,750 12,353

Less retained earnings in life and general insurance, funds management and securitisation 
entities (657) (822) (843)

Dividends provided  for capital adequacy purposes (2,287) (2,212) (1,935)

Estimated reinvestment under dividend reinvestment plan 343 597 522

Deferred fees 113 102 96

Total common equity 38,132 36,273 34,790

Deductions from common equity

Goodwill (excluding funds management entities) (9,033) (9,085) (9,159)

Deferred tax assets (2,378) (1,697) (1,098)

Goodwill in life and general insurance, funds management
and securitisation entities (1,141) (1,173) (1,181)

Capitalised expenditure (485) (549) (594)

Capitalised software (966) (773) (590)

Tangible investments in non-consolidated subsidiaries (828) (782) (823)

Regulatory expected loss (992) (906) (402)

General reserve for credit losses adjustment (26) - -

Securitisation (53) (53) (118)

Excess investments in non-subsidiary entities (7) (59) (78)

Regulatory adjustments to fair value positions (199) (223) (115)

Other Tier 1 deductions (12) (16) (1)

Total deductions from common equity (16,120) (15,316) (14,159)

Total common equity after deductions 22,012 20,957 20,631

Residual Tier 1 capital

Westpac SPS 1,028 1,026 1,025

Westpac SPS II 900 899 898

Trust preferred securities (2003 TPS) 1,137 1,137 1,137

Trust preferred securities (2004 TPS) 557 624 617

Trust preferred securities (2006 TPS) 755 755 755

Total residual Tier 1 capital 4,377 4,441 4,432

Net Tier 1 capital 26,389 25,398 25,063  
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Note 18. Capital adequacy – Basel II (continued) 

As at As at As at

$m
31 March

2011
30 Sept

2010
31 March

2010

Tier 2 capital

Upper Tier 2 capital

Subordinated undated capital notes 378 404 426

Eligible general reserve for credit loss 70 71 752

Revaluation reserve - available-for-sale securities 38 59 64

Net upper Tier 2 capital 486 534 1,242

Lower Tier 2 capital

Eligible subordinated bonds, notes and debentures 5,337 6,529 6,517

Net lower Tier 2 capital 5,337 6,529 6,517

Deductions from Tier 2 capital

Tangible investments in non-consolidated subsidiaries (828) (782) (823)

Regulatory expected loss (992) (906) (402)

Securitisation (53) (53) (118)

Excess investments in non-subsidiary entities (7) (59) (78)

Total deductions from Tier 2 capital (1,880) (1,800) (1,421)

Net Tier 2 capital 3,943 5,263 6,338

Total regulatory capital (Level 2 capital base) 30,332 30,661 31,401

Risk weighted assets 276,827 279,379 290,097

Core Tier 1 ratio 8.0% 7.5% 7.1%

Tier 1 capital ratio 9.5% 9.1% 8.6%

Tier 2 capital ratio 1.5% 1.9% 2.2%

Total regulatory capital ratio 11.0% 11.0% 10.8%
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Note 18. Capital adequacy – Basel II (continued)  

As at As at As at

$m
31 March

2011
30 Sept

2010
31 March

2010

Credit risk - on-balance sheet

Corporate1 30,067 33,037 26,326

Business lending2 35,257 36,178 24,911

Sovereign3 423 465 282

Bank4 1,227 878 1,231

Residential mortgages 52,153 51,164 36,219

Australian credit cards 4,306 4,638 3,721

Other retail 7,216 6,900 3,703

Small business5 3,179 2,559 2,670

Specialised lending: Property and project finance6 37,388 39,725 25,264

Securitisation7 2,462 2,789 3,393

Standardised 4,752 4,847 77,605

Total on-balance sheet assets - credit risk 178,430 183,180 205,325

Credit risk - off-balance sheet

Corporate1 24,100 25,183 20,604

Business lending2 7,970 7,689 4,957

Sovereign3 376 182 172

Bank4 3,119 2,814 2,368

Residential mortgages 3,799 5,372 2,555

Australian credit cards 1,167 1,455 1,196

Other retail 752 641 549

Small business5 982 457 435

Specialised lending: Property and project finance6 6,785 5,975 3,790

Securitisation7 1,768 1,813 2,103

Standardised 1,012 1,069 2,326

Total off-balance sheet assets - credit risk 51,830 52,650 41,055

Equity risk 1,198 1,122 996

Market risk 7,472 5,201 6,707

Operational risk8 19,960 19,824 22,624

Interest rate risk in the banking book 14,708 14,697 10,573

Other assets 3,229 2,705 2,817

Total risk weighted assets 276,827 279,379 290,097
 

 
1 Corporate – Typically includes exposure where the borrower has annual turnover greater than $50 million, and other business 

exposures not captured under the definitions of either Business Lending or Small Business. 
2 Business Lending – Includes exposures where the borrower has annual turnover less than or equal to $50 million and exposure 

greater than $1 million. 
3 Sovereign – Includes exposures to Governments themselves and other non-commercial enterprises that are owned or controlled by 

them. 
4 Bank – Includes exposures to licensed banks and their owned or controlled subsidiaries, and overseas central banks. 
5 Small Business – Includes exposures less than or equal to $1 million. 
6 Specialised Lending: Property & Project Finance – Includes exposures to entities created to finance and/or operate specific assets 

where, apart from the income received from the assets being financed, the borrower has little or no independent capacity to repay 
from other activities or assets. 

7 Securitisation – Exposures reflect Westpac’s involvement in activities ranging from originator to investor and include the provision of 
securitisation services for clients wishing to access capital markets. 

8 Operational Risk – The risk of loss resulting from inadequate or failed internal processes, people and systems or from external events, 
including legal risk but excluding strategic or reputational risk. 
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Note 19. Derivative financial instruments 

$m

Notional

Amount1
 Fair Value 

(Asset) 
Fair Value 
(Liability) 

Held for trading

Interest rate

Futures 123,605 - -

Forwards 108,486 33 32

Swaps 926,910 8,464 8,001

Options 26,042 125 92

Foreign exchange

Futures - - -

Forwards 443,332 6,853 7,965

Swaps 261,198 13,846 8,899

Options 18,895 292 410

Commodities 2,801 280 229

Equities 748 68 21

Credit 45,278 396 399

Total held for trading derivatives 1,957,295 30,357 26,048

Fair value hedges

Interest rate

Swaps 27,980 385 260

Foreign exchange

Swaps 26,717 226 5,410

Total fair value hedging derivatives 54,697 611 5,670

Cash flow hedges

Interest rate

Swaps 93,484 465 815

Foreign exchange

Swaps 15,096 102 2,725

Total cash flow hedging derivatives 108,580 567 3,540

Net investment hedges

Other 2,582 20 -

Total net investment hedges 2,582 20 -

Total derivatives as at 31 March 2011 2,123,154 31,555 35,258

Total derivatives as at 30 September 2010 2,081,338 36,102 44,039

Total derivatives as at 31 March 2010 1,961,310 26,482 29,830
 

 
1 Notional amount refers to the face value of the amount upon which cash flows are calculated. 
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Note 19. Derivative financial instruments (continued) 

Value at Risk (VaR) is used as the primary method for measuring and monitoring market risk exposure against Board 
approved limits. VaR is an estimate of the worst case loss in the value of trading positions, to a 99% confidence level, 
assuming positions were held unchanged for one day. The types of market risk arising from trading activity include 
interest rate, foreign exchange, commodity, equity, credit spread and volatility risks. The table below depicts the 
aggregate WIB Markets VaR for the last three half-years. 

WIB Markets - Daily Value at Risk (VaR)1  

$m High Low Average

Six months ended 31 March 2011 10.4 4.6 7.3

Six months ended 30 September 2010 8.2 3.0 5.2

Six months ended 31 March 2010 15.1 4.3 8.8
 

 

Average  Half Year  Half Year  Half Year 

$m
31 March 

2011
30 Sept

2010
31 March

2010

Interest rate risk 5.6 3.8 8.4

Foreign exchange risk 2.6 1.6 1.6

Equity risk 0.4 0.5 0.9

Commodity risk2
2.0 1.9 1.1

Other market risks3
3.3 2.8 2.9

Diversification benefit (6.6) (5.4)            (6.1)            

Net market risk 7.3 5.2 8.8
 

Treasury’s Traded Risk and Non-Traded Interest Rate Risk 

$m High Low Average

Six months ended 31 March 2011 42.1 19.5 28.0

Six months ended 30 September 2010 36.0 18.5 25.4

Six months ended 31 March 2010 52.3 17.4 29.5
 

 
1 The daily VaR presented in Note 19 above reflects a divisional view of VaR being the VaR for WIB Markets and the VaR for Treasury’s 

traded risk and non-traded interest rate risk. This presentation aligns with the presentation of WIB Markets and Treasury, as referred to 
in Sections 3.2.2 and 4.7 respectively. It varies from the presentations of VaR in Westpac’s 2010 Annual Report and Australian 
Prudential Standard (APS) 330 Prudential Disclosure under Basel II where market risk disclosures are segregated as trading and 
banking book. The different treatment reflects the aggregation of Treasury’s trading activities with those of WIB Markets in the trading 
VaR disclosure under the Basel II presentation whereas these activities are included in Treasury’s traded risks and non-traded interest 
rate risk in the table above. 

2 Includes electricity risk. 
3 Includes prepayment risk and credit spread risk (exposures to movements in generic credit rating bands). 
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Note 20. Note to the cash flow statement 

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Reconciliation of net cash (used in)/provided by operating 
activities to net profit
Net profit 3,996 3,505 2,907 14             37             
Adjustments:
Depreciation, amortisation and impairment 343 378 342 (9)              -                
(Decrease)/increase in sundry provisions and other non-cash items 592 (256) (500) large large
Impairment charges on loans 501 606 900 (17)            (44)            
(Increase)/decrease in trading and fair value assets (4,944) 2,783 (964) large large
Increase/(decrease) in trading and fair value liabilities 2,888 (1,517) (4,419) large 165           
(Decrease)/Increase in derivative financial instruments (10,365) 1,409 (3,827) large (171)          
(Increase)/decrease in accrued interest receivable (172) 175 (532) (198)          68             
Increase/(decrease) in accrued interest payable 158 502 953 (69)            (83)            
(Decrease)/increase in current and deferred tax (609) (833) (1,144) 27             47             
Net cash (used in)/provided by operating activities (7,612) 6,752 (6,284) large (21)            
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Note 21. Other Group investments and changes in control of Group entities 

The Group had a significant non-controlling shareholding in the following entities as at 31 March 2011: 

Country 
where  Beneficial 

Business is Interest 
Carried on        % 

Alleron Investment Management Limited  Australia 39.7

Angusknight Pty Limited  Australia 47.3

Arkx Investment Management Pty Limited  Australia 30.0

Above The Index Asset Management Pty Limited  Australia 33.3

Boyd Cook Cove Unit Trust  Australia 50.0

Cardlink Services Limited  Australia 25.0

Cards NZ Limited  New Zealand 15.0

Cash Services Australia Pty Limited  Australia 25.0

Continuum Capital Management Limited  Australia 45.0

Cook Cove Investment Pty Limited  Australia 50.0

Cook Cove Investment Trust  Australia 50.0

Cook Cove Pty Limited and its controlled entities  Australia 50.0

CV Services Group Pty Limited  Australia 26.9

Direct Portfolio Group Limited  Australia 50.0

H3 Global Advisors Pty Limited  Australia 45.0

Helix Partners Limited  Australia 46.0

Mondex Australia Pty Limited  Australia 25.0

Mondex New Zealand Limited  New Zealand 20.0

Paymark Limited  New Zealand 25.0

Quadrant Capital Fund No. 2  Australia 26.7

Regal Funds Management Pty Limited  Australia 30.0

Rhodes Contracting Pty Limited  Australia 25.5
Ronin Consolidated Holdings Pty Limited (in voluntary liquidation) Australia 25.0

St Hilliers Enhanced Property Fund No.2  Australia 15.0

Sydney Harbour Bridge Holdings Pty Limited  Australia 49.0

Vipro Pty Limited  Australia 33.3

Westpac Employee Assistance Foundation Pty Limited  Australia 50.0

Westpac Essential Service Trust I and II and their controlled and non-
controlled entities  Australia 36.8

Westpac Staff Superannuation Plan Pty Limited  Australia 50.0 Corporate trustee

 Nature of Business 

Investment company

Investment fund

Card clearing system

Corporate trustee

Funds management

Asset management

Intellectual property

Funds management

Employment and training

Investment company

Funds management

Investment company

Investment fund

Voucher processing

Investment fund

Funds management

Property funds fund

Services to mining

Funds management

Smart card operations

Property funds management

Funds management

Credit card provider

Cash logistics

Investment company

Holding company

Electronic payments processing

Smart card operations

 

The total carrying amount of the Group’s significant non-controlling shareholding was $160 million (30 September 2010 
$124 million, 31 March 2010 $109 million). 

During the six months ended 31 March 2011 the Group’s interests in the following investments changed: 

 Angusknight Pty Limited (from 27.8% to 47.3% on 21 March 2011); and 

 Above the Index Asset Management Pty Limited (from 37.2% to 33.3% on 16 February 2011). 

During the six months ended 31 March 2011 the Group’s interests in the following investments were disposed of: 

 ResCo Services Pty Limited (disposed 23 November 2010). 

In terms of the contribution to the results of the Group, the above investments are not material either individually or in 
aggregate.  

During the six months ended 31 March 2011 the following controlled entities were incorporated, formed or acquired: 

 Westpac NZ Covered Bond Holdings Limited (incorporated 22 November 2010); 

 Westpac NZ Covered Bond Limited (incorporated 22 November 2010); 

 Series 2011 -1 WST Trust (created 16 February 2011); and 

 Ascalon Seed Pool Trust No 2 (created 17 February 2011). 
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During the six months ended 31 March 2011 the following controlled entities ceased to be controlled or were disposed of: 

 BLE Capital (NZ) Limited (struck off 5 November 2010); 

 BT Australia Corporate Services Pty Limited (deregistered 10 November 2010); 

 BT Finance & Investments Pty Limited (deregistered 1 December 2010); 

 BT Finance Pty Limited (deregistered 1 December 2010); 

 BT Nominees Pty Limited (deregistered 6 October 2010);  

 Buchelin Pty Limited (deregistered 17 February 2011); 

 Chifley Services Pty Limited (deregistered 6 October 2010); 

 Dragon Investment Service Limited (deregistered 10 November 2010); 

 Dysty Pty Limited (deregistered 14 February 2011); 

 Infrastructure Australia (No.1) Limited (deregistered 12 December 2010); 

 Mayfair Australia Investments Limited (deregistered 18 January 2011); 

 PF No 2 (struck off 5 November 2010); 

 Sarnia Pty Limited (deregistered 6 October 2010); 

 St.George (Note Issuing Vehicle Only) Pty Limited (deregistered 20 October 2010); 

 Tasman Funding No 1 Limited  (struck off 5 November 2010); 

 Tasman Funding No 2 Limited (struck off 5 November 2010); 

 Westpac Leasing Pty Limited (deregistered 24 October 2010); and 

 Westpac NZ Funding Limited (struck off 5 November 2010). 
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Note 22. Funding view of the balance sheet 

Liquid 
Assets

Customer 
Deposits

Wholesale 
Funding

Customer 
Franchise

Market 
Inventory Total

Assets

Cash 1,021 - - 3,760 - 4,781

Receivables due from other financial institutions 2,613 - - 2,769 3,599 8,981
Trading securities, financial assets and available-for-
sale securities 47,740 - - - 13,493 61,233

Derivative financial instruments - - - - 31,555 31,555

Loans 33,598 - - 450,609 - 484,207

Life insurance assets - - - - 9,586 9,586

Goodwill and other intangibles - - - 11,595 - 11,595

Fixed assets - - - 1,090 - 1,090

Other assets - - - - 8,930 8,930

Total assets 84,972 - - 469,823 67,163 621,958

Liabilities

Payables due to other financial institutions - - 7,914 - 4,959 12,873

Deposits

    At call - 169,840 - - - 169,840

    Term deposits - 118,980 - - - 118,980

    Medium term deposit notes - - 881 - - 881

Certificates of deposit - - 52,797 - - 52,797

Derivative financial instruments - - - - 35,258 35,258
Trading liabilities and other financial liabilities 
designated at fair value 166 - - - 7,534 7,700

Acceptances - - 418 - - 418

Debt issues - - 153,179 - - 153,179

Life insurance liabilities - - - - 8,723 8,723

Other liabilities - - - - 10,940 10,940

Loan capital - - 8,250 - - 8,250

Total liabilities 166 288,820 223,439 - 67,414 579,839

Total equity - - 1,923 40,948 (752) 42,119

Total net 84,806 (288,820) (225,362) 428,875 501 -

As at 31 March 2011
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Note 22. Funding view of the balance sheet (continued) 

Liquid 
Assets

Customer 
Deposits

Wholesale 
Funding

Customer 
Franchise

Market 
Inventory Total

Assets

Cash 1,001 - - 3,463 - 4,464

Receivables due from other financial institutions 2,227 - - 2,382 7,979 12,588

Trading securities, financial assets and available-for-
sale securities 43,823 - - - 11,776 55,599

Derivative financial instruments - - - - 36,102 36,102

Loans 35,056 - - 442,599 - 477,655

Life insurance assets - - - - 12,310 12,310

Goodwill and other intangibles - - - 11,504 - 11,504

Fixed assets - - - 1,010 - 1,010

Other assets - - - - 7,045 7,045

Total assets 82,107 - - 460,958 75,212 618,277

Liabilities

Payables due to other financial institutions - - 5,448 - 3,450 8,898

Deposits

    At call - 169,155 - - - 169,155

    Term deposits - 111,022 - - - 111,022

    Medium term deposit notes - - 1,977 - - 1,977

    Certificates of deposit - - 55,231 - - 55,231

Derivative financial instruments - - - - 44,039 44,039
Trading liabilities and other financial liabilities 
designated at fair value 31 - - - 4,819 4,850

Acceptances - - 635 - - 635

Debt issues - - 150,336 - - 150,336

Life insurance liabilities - - - - 11,560 11,560

Other liabilities - - - - 10,824 10,824

Loan capital - - 9,632 - - 9,632

Total liabilities 31 280,177 223,259 - 74,692 578,159

Total equity - - 1,929 38,786 (597) 40,118

Total net 82,076 (280,177) (225,188) 422,172 1,117 -

As at 30 September 2010
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Note 22. Funding view of the balance sheet (continued) 

Liquid 
Assets

Customer 
Deposits

Wholesale 
Funding

Customer 
Franchise

Market 
Inventory Total

Assets

Cash 677 - - 3,642 - 4,319

Receivables due from other financial institutions 2,343 - - 2,637 4,662 9,642

Trading securities, financial assets and available-for-
sale securities 42,069 - - - 11,951 54,020

Derivative financial instruments - - - - 26,482 26,482

Loans 34,324 - - 440,320 - 474,644

Life insurance assets - - - - 12,393 12,393

Goodwill and other intangibles - - - 11,420 - 11,420

Fixed assets - - - 881 - 881

Other assets 319 - - - 6,655 6,974

Total assets 79,732 - - 458,900 62,143 600,775

Liabilities

Payables due to other financial institutions - - 4,577 - 3,722 8,299

Deposits

    At call - 158,221 - - - 158,221

    Term deposits - 113,381 - - - 113,381

    Medium term deposit notes - - - - - -

    Certificates of deposit - - 63,711 - - 63,711

Derivative financial instruments - - - - 29,830 29,830
Trading liabilities and other financial liabilities 
designated at fair value - - - - 6,362 6,362

Acceptances - - 1,082 - - 1,082

Debt issues - - 150,592 - - 150,592

Life insurance liabilities - - - - 11,761 11,761

Other liabilities - - - - 9,435 9,435

Loan capital - - 9,691 - - 9,691

Total liabilities - 271,602 229,653 - 61,110 562,365

Total equity - - 1,933 37,071 (594) 38,410

Total net 79,732 (271,602) (231,586) 421,829 1,627 -

As at 31 March 2010
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Note 23. Contingent liabilities 

Litigation 

Contingent liabilities exist in respect of actual and potential claims and proceedings. An assessment of the Group’s likely 
loss has been made on a case-by-case basis for the purpose of the financial statements and specific provisions have 
been made where appropriate. 

Westpac is aware from reports in the media and other public statements that class action proceedings relating to 
exception fees have been commenced against one Australian bank, and may be commenced against other Australian 
banks. At this stage no such proceedings have been commenced against Westpac. 

Westpac was one of 20 defendant banks named in proceedings concerning the Bell Group of companies. The 
proceedings were brought by the liquidators of several Bell Group companies who challenged the defendant banks’ 
entitlement to receive the proceeds of realisation of Bell Group assets in the early 1990s. Judgment was delivered on 28 
October 2008 and final orders were handed down on 30 April 2009. Westpac, along with the other defendant banks, was 
found liable to repay its share of the monies received from the Bell Group plus interest. Westpac is entitled to prove in 
the liquidation of the Bell Group, but the amount of its recovery, although anticipated to be considerable, is uncertain at 
this stage. Before allowance is made for recoveries of money in the liquidation, Westpac’s liability is approximately $188 
million after taking into account its arrangements with the other banks. As a result of the judgment, Westpac paid this 
amount into court. The banks have appealed the decision. No further information is disclosed due to the sensitive nature 
of this matter. 

Note 24. Events subsequent to balance date  

No matter or circumstance has arisen since half year ended 31 March 2011 which is not otherwise dealt with in this 
interim financial report, that has significantly affected or may significantly affect the operations of the Group, the results of 
its operations or the state of affairs of the Group in subsequent periods. 
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5.7 Statement in Relation to the Review of the Financial Statements 

PricewaterhouseCoopers has reviewed the financial statements contained within the Westpac 2011 Interim Financial 
Report and has issued an unqualified review report. A copy of their report is available with the Interim Financial Report. 
This Interim Results Announcement has not been subject to audit by PricewaterhouseCoopers. The preceding financial 
information contained in Section 5 “First Half 2011 Reported Financial Information” includes financial information 
extracted from the reviewed financial statements together with financial information that has not been reviewed.  

Dated at Sydney this 4th day of May 2011 for and on behalf of the Board. 

 

Rebecca Farrell 

Company Secretary 
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 Note 1. Interest spread and margin analysis  

Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Group
Average external interest earning assets ($m) 541,217 538,422 531,541
Net interest income ($m) 5,964 5,860 5,995
Net interest spread 1.87% 1.85% 2.03%
Benefit of net non-interest bearing assets, liabilities and equity 0.34% 0.32% 0.23%
Net interest margin 2.21% 2.17% 2.26%

Analysis by division

Average external interest earning assets ($m)
Westpac Retail & Business Banking 236,848 228,430 217,620
Westpac Institutional Bank 72,793 78,294 86,656
St.George Bank 123,587 124,705 123,135
New Zealand (A$) 37,895 39,260 38,373
BT Financial Group 10,982 10,817 10,152
Pacific Banking 2,150 1,984 1,903
Group Businesses 56,962 54,932 53,702
Group total 541,217 538,422 531,541
New Zealand (NZ$) 49,844 49,377 48,423

Net interest income ($m) (excluding capital benefit)1

Westpac Retail & Business Banking 2,419 2,380 2,397
Westpac Institutional Bank 702 673 715
St.George Bank 1,255 1,190 1,181
New Zealand (A$) 432 425 395
BT Financial Group 47 39 65
Pacific Banking 52 55 50
Group Businesses 1,057 1,098 1,192
Group total 5,964 5,860 5,995
New Zealand (NZ$) 569 534 499

Interest margin
Westpac Retail & Business Banking 2.05% 2.08% 2.21%
Westpac Institutional Bank 1.93% 1.71% 1.65%
St.George Bank 2.04% 1.90% 1.92%
New Zealand (A$) 2.29% 2.16% 2.07%
BT Financial Group 0.86% 0.72% 1.28%
Pacific Banking 4.85% 5.53% 5.27%
Group Businesses 3.72% 3.99% 4.45%
New Zealand (NZ$) 2.29% 2.16% 2.07%  
 

 

 

 

 

 

 

 

 
 

 
 
 
 
 
 
 
1 Capital benefit represents the notional revenue earned on capital allocated to divisions under Westpac’s economic capital framework. 
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Note 2. Average balance sheet and interest rates  

 Average Interest Average Average Interest Average Average Interest Average

 Balance Income  Rate Balance Income  Rate Balance Income  Rate

 $m $m % $m $m % $m $m %

Assets

Interest earning assets

Receivables due from other financial 
institutions 9,982 104 2.1% 10,525 134 2.5% 9,054 100 2.2%

Trading securities 44,286 1,108 5.0% 42,306 965 4.5% 50,092 1,070 4.3%

Available-for-sale securities 12,097 351 5.8% 9,722 277 5.7% 2,889 91 6.3%

Other financial assets designated at 
fair value 1,376 36 5.2% 1,352 39 5.8% 1,313 25 3.8%

Regulatory deposits 1,281 5 0.8% 1,510 2 0.3% 1,215 2 0.4%

Loans and other receivables 472,195 17,076 7.3% 473,007 16,570 7.0% 466,978 14,802 6.4%
Total interest earning assets and 
interest income 541,217 18,680 6.9% 538,422 17,987 6.7% 531,541 16,090 6.1%

Non-interest earning assets 

Cash, receivables due from other 
financial institutions and regulatory 
deposits 1,273 1,233 960

Life insurance assets 12,573 12,179 12,335

All other assets1 65,597 61,485 57,167

Total non-interest earning assets 79,443 74,897 70,462

Total assets 620,660 613,319 602,003

Half Year Half Year Half Year
31 March 2011 30 September 2010 31 March 2010

 

 Average Interest Average Average Interest Average Average Interest Average
 Balance Expense  Rate Balance Expense  Rate Balance Expense  Rate
 $m $m % $m $m % $m $m %
Liabilities
Interest bearing liabilities
Deposits 328,711 7,336 4.5% 324,874 6,893 4.2% 320,193 5,657 3.5%

Payables due to other financial 
institutions 7,415 96 2.6% 6,286 79 2.5% 9,621 72 1.5%
Loan capital 8,546 215 5.0% 9,887 259 5.2% 10,648 260 4.9%

Other interest bearing liabilities2 160,804 5,069 6.3% 162,235 4,896 6.0% 160,185 4,106 5.1%
Total interest bearing liabilities 
and interest expense 505,476 12,716 5.0% 503,282 12,127 4.8% 500,647 10,095 4.0%

Non-interest bearing liabilities

Deposits and payables due to other 
financial institutions 16,053 14,979 14,357
Life insurance policy liabilities 11,766 11,486 11,520

All other liabilities3 46,833 44,773 37,584
Total non-interest bearing 
liabilities 74,652 71,238 63,461
Total liabilities 580,128 574,520 564,108
Shareholders' equity 38,609 36,885 35,981
Non-controlling interests 1,923 1,914 1,914
Total equity 40,532 38,799 37,895
Total liabilities and equity 620,660 613,319 602,003

Half Year Half Year Half Year
31 March 2011 30 September 2010 31 March 2010

 
 
 
 
1 Includes property, plant and equipment, goodwill and intangibles, derivative financial instruments, other assets and deferred tax assets 
2 Includes net impact of Group Treasury balance sheet management activities. 
3 Includes provisions for current and deferred income tax and derivative financial instruments. 
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Note 2. Average balance sheet and interest rates (continued)  

 

 Average Average Average Average Average Average
 Balance Interest  Rate Balance Interest  Rate Balance Interest  Rate
 $m $m % $m $m % $m $m %
Loans and other receivables:

Australia 422,938 15,510 7.4% 422,450 14,894 7.0% 415,830 13,240 6.4%
New Zealand 44,194 1,462 6.6% 45,807 1,586 6.9% 45,164 1,467 6.5%
Other overseas 5,063 104 4.1% 4,750 90 3.8% 5,984 95 3.2%

Deposits:
Australia 276,831 6,654 4.8% 270,357 6,217 4.6% 270,740 5,076 3.8%
New Zealand 27,688 560 4.1% 28,135 554 3.9% 27,364 463 3.4%
Other overseas 24,192 122 1.0% 26,382 122 0.9% 22,089 118 1.1%

Half Year Half Year Half Year

31 March 2011 30 September 2010 31 March 2010
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Note 3. Net interest income (Cash Earnings basis) 

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10- 
Mar 11

Mar 10 - 
Mar 11

Interest income
Cash 37 27 34 37 9
Loans 17,037 16,535 14,767 3                 15             
Receivables due from other financial institutions 104 134 100 (22)              4               

Available-for-sale securities 351 277 91 27               large
Regulatory deposits with central banks overseas 5 2 2 150             150           
Trading securities 1,108 965 1,070 15               4               
Net ineffectiveness on qualifying hedges - 2 - (100)            -                
Other financial assets designated at fair value 36 39 25 (8)                44             
Other interest income 2 6 1 (67)              100           
Total interest income 18,680 17,987 16,090 4                 16             
                                                          
Interest expense
At call and term deposits (6,325) (5,882) (4,813) (8)                (31)            
Certificate of deposits (1,011) (1,011) (844) -                  (20)            
Payables due to other financial institutions (96) (79) (72) (22)              (33)            
Debt issues and acceptances (2,171) (2,256) (2,066) 4                 (5)              
Loan capital (215) (259) (260) 17               17             
Trading liabilities (2,736) (2,239) (1,331) (22)              (106)          
Other financial liabilities designated at fair value (13) (12) (7) (8)                (86)            
Other interest expense (149) (389) (702) 62               79             
Total interest expense (12,716) (12,127) (10,095) (5)                (26)            
Net interest income (Cash Earnings basis) 5,964 5,860 5,995 2                 (1)              
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Note 4. Non-interest income (Cash Earnings basis)    

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10- 
Mar 11

Mar 10 - 
Mar 11

Fees and commissions
Facility fees 536 530 502 1               7               
Transaction fees and commissions 604 566 587 7               3               
Other non-risk fee income 143 135 149 6               (4)              
Total fees and commissions 1,283 1,231 1,238 4               4               

Wealth management and insurance income1

Life insurance and funds management net operating income 750 710 684 6               10             
General insurance and Lenders mortgage insurance premiums less 
claims incurred 61 83 83 (27)            (27)            
Total wealth management and insurance income 811 793 767 2               6               

Trading income2

Foreign exchange 155 238 224 (35)            (31)            
Other trading securities 149 99 236 51             (37)            
Total trading income 304 337 460 (10)            (34)            

Other income
Dividends received 8 16 9 (50)            (11)            
Rental income 1 3 3 (67)            (67)            
Hedging overseas operations 25 12 17 108           47             
Net gain/(loss) on derivatives held for risk management purposes3 2 17 7 (88)            (71)            
Gain/(loss) on disposal of assets 45 21 25 114           80             

Net gain/(loss) on financial instruments designated at fair value 16 12 29 33             (45)            
Other 42 35 23 20             83             
Total other income 139 116 113 20             23             

Total non-interest income (Cash Earnings basis) 2,537 2,477 2,578 2               (2)              

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
1 Wealth management and insurance income includes policyholder tax recoveries. A reconciliation between wealth management and 

insurance income in Note 4 and non-interest income for BTFG is provided in Section 4.4.3. 
2 Trading income primarily includes earnings from our WIB Markets, Pacific Banking businesses and our Treasury foreign exchange 

operations in Australia and New Zealand. 
3 Income from derivatives held for risk management purposes primarily comprises net gains/losses on realised and unrealised hedges 

on New Zealand future retail earnings and net gains/losses on the hedge of our 2003 Trust Preferred Security. 
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Note 5. Operating expense analysis (Cash Earnings basis) 

% Mov't % Mov't

$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10- 
Mar 11

Mar 10 - 
Mar 11

Salaries and other staff expenses
Salaries and wages 1,468 1,493 1,469 2               -                
Other staff expenses 464 430 451 (8)              (3)              
Restructuring costs 52 30 11 (73)            large
Total salaries and other staff expenses 1,984 1,953 1,931 (2)              (3)              
 
Equipment and occupancy expenses
Operating lease rentals 252 232 232 (9)              (9)              
Depreciation, amortisation and impairment:

Premises 4 7 10 43             60             
Leasehold improvements 38 34 29 (12)            (31)            
Furniture and equipment 29 31 30 6               3               
Technology 37 35 32 (6)              (16)            
Software 121 167 134 28             10             

Equipment repairs and maintenance 42 34 38 (24)            (11)            
Electricity, water and rates 5 7 5 29             -                
Land tax 2 3 2 33             -                
Other 3 - 1 -                (200)          
Total equipment and occupancy expenses 533 550 513 3               (4)              

Other expenses
Amortisation of deferred expenditure 2 6 1 67             (100)          
Amortisation of intangible assets - - - -                -                
Non-lending losses 20 22 17 9               (18)            
Purchased services:

Technology and information services 122 157 124 22             2               
Legal 10 13 20 23             50             
Other professional services 196 218 217 10             10             
Credit card loyalty programmes 67 57 60 (18)            (12)            

Stationery 38 43 41 12             7               
Postage and freight 71 72 67 1               (6)              
Outsourcing costs 304 277 301 (10)            (1)              
Insurance 8 11 9 27             11             
Advertising 75 83 79 10             5               
Training 12 19 10 37             (20)            
Travel 36 35 35 (3)              (3)              
Other expenses 23 18 13 (28)            (77)            
Total other expenses 984 1,031 994 5               1               
Total operating expenses (Cash Earnings basis) 3,501 3,534 3,438 1               (2)              
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Note 6. Earnings per share (Cash Earnings basis)1 

% Mov't % Mov't
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10- 
Mar 11

Mar 10 - 
Mar 11

Cash Earnings per ordinary share (cents) 105.6 98.2 99.6 8               6                

Weighted average number of fully paid ordinary shares (millions) 3,000 2,983 2,960 1               1                

Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Opening balance 2,989 2,976 2,941

14 12 29

1 - 1

5 1 5
Closing balance 3,009 2,989 2,976

Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Net profit 3,203 2,964 2,981
Net profit attributable to non-controlling interests (35) (34) (32)
Cash Earnings 3,168 2,930 2,949

Weighted average number of ordinary shares (millions) 3,000 2,983 2,960
Earnings per ordinary share (cents) 105.6 98.2 99.6

Reconciliation of earnings used in the calculation of earnings per ordinary share ($m)

Reconciliation of ordinary shares on issue before the effect of own shares held (millions)

Number of shares issued under the Dividend Reinvestment Plan (DRP)

Number of shares issued under the Employee Share Plan (ESP)

Number of shares issued under option and share right schemes

 
 
 

 
1 Cash Earnings used for the purpose of the Cash Earnings per share calculation is the Cash Earnings for First Half 2011. 
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7.1 Credit Ratings1 and Exchange Rates 

Rating agency
Long 
Term

Short 
Term

Fitch Ratings AA F1+

Moody's Investor Services2
Aa1 P -1

Standard & Poor's AA A -1 +
 

 

Six months to/as at

Currency Average Spot Average Spot Average Spot

US$ 0.9963 1.0340 0.8936 0.9669 0.9070 0.9155

GBP 0.6263 0.6419 0.5877 0.6106 0.5680 0.6073

NZ$ 1.3164 1.3586 1.2598 1.3145 1.2619 1.2897

31 March 201031 March 2011 30 Sept 2010

 

 
1 As at 31 March 2011. 
2 Aa1 rating is under review for possible downgrade. 
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7.2 Disclosure Regarding Forward-Looking Statements 

This Interim Results Announcement contains statements that constitute ‘forward-looking statements’ within the meaning 
of Section 21E of the US Securities Exchange Act of 1934.  

Forward-looking statements are statements about matters that are not historical facts. Forward-looking statements 
appear in a number of places in this Interim Results Announcement and include statements regarding our intent, belief or 
current expectations with respect to our business and operations, market conditions, results of operations and financial 
condition, including, without limitation, future loan loss provisions and financial support to certain borrowers. This Interim 
Results Announcement uses words such as ‘will’, ‘may’, ‘expect’, ‘intend’, ‘seek’, ‘would’, ‘should’, ‘could’, ‘continue’, 
‘plan’, ‘estimate’, ‘anticipate’, ‘believe’, ‘probability’, ‘risk’, or other similar words to identify forward-looking statements. 
These forward-looking statements reflect our current views with respect to future events and are subject to change, 
certain risks, uncertainties and assumptions which are, in many instances, beyond our control and have been made 
based upon management’s expectations and beliefs concerning future developments and their potential effect upon us. 
There can be no assurance that future developments will be in accordance with our expectations or that the effect of 
future developments on us will be those anticipated. Actual results may vary materially from those we expect, depending 
on the outcome of various factors, including, but are not limited to: 

 The effect of, and changes in, laws, regulations, taxation or accounting standards or practices and Government 
policy, particularly changes to liquidity and capital requirements; 

 Conditions in funding, equity and asset markets; 

 Adverse asset, credit or capital market conditions; 

 Changes to our credit ratings; 

 Inflation, interest rate, exchange rate, market and monetary fluctuations; 

 Market liquidity and investor confidence; 

 Changes in consumer spending, saving and borrowing habits in Australia, New Zealand and in other countries in 
which Westpac conducts its operations; 

 The effects of competition in the geographic and business areas in which Westpac conducts its operations; 

 The ability to maintain or to increase market share and control expenses; 

 The timely development of and acceptance of new products and services and the perceived overall value of these 
products and services by users; 

 Technological changes and risks associated with changes to our technology systems;  

 Operational risks; 

 Environmental factors; 

 Adverse impacts on our reputation; 

 Demographic changes and changes in political, social or economic conditions in any of the major markets in which 
Westpac operates; 

 Stability of Australian and International financial systems and disruptions to financial markets and any losses 
Westpac may experience as a result; and 

 Various other factors beyond Westpac’s control. 

The above list is not exhaustive. For certain other factors that may impact on forward-looking statements made by us, 
refer to the Section on ‘Principal risks and uncertainties’ in Westpac’s 2011 Interim Financial Report. When relying on 
forward-looking statements to make decisions with respect to us, investors and others should carefully consider the 
foregoing factors and other uncertainties and events. 

Westpac is under no obligation, and does not intend, to update any forward-looking statements contained in this Interim 
Results Announcement, whether as a result of new information, future events or otherwise, after the date of this Interim 
Results Announcement. 
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7.3 Financial Calendar 

Westpac shares are listed on the securities exchanges in Australia (ASX) and New Zealand and as American Depositary 
Receipts in New York. Westpac Stapled Preferred Securities (Westpac SPS and Westpac SPS II) are listed on the ASX. 

Important dates for shareholders to note over the following months are: 

Ex-dividend date for interim dividend  16 May 2011 
Record date for interim dividend (Sydney)1  20 May 2011 
Record date for interim dividend (New York)2  19 May 2011 
Interim dividend payable    4 July 2011 
Financial year end  30 September 2011 
Final results and ordinary share dividend announcement    2 November 2011 
Ex-dividend date for final dividend3    7 November 2011 
Record date for final dividend (Sydney)1,3   11 November 2011 
Record date for final dividend (New York) 2,3  10 November 2011 
Annual General Meeting4  14 December 2011 
Final dividend payable3  19 December 2011 

Important dates for Westpac SPS and Westpac SPS II investors to note over the following months are: 

Record date for June quarter distribution  23 June 2011 
Payment date for June quarter distribution  30 June 2011 
Record date for September quarter distribution  23 September 2011 
Payment date for September quarter distribution  30 September 2011 
Record date for December quarter distribution  27 December 2011 
Payment date for December quarter distribution    2 January 2012 

Share Registries 

Australia  New Zealand  
Ordinary shares on the main register and Westpac 
SPS and Westpac SPS II 

Ordinary shares on the New Zealand branch register 

Link Market Services Limited Link Market Services Limited 
Level 12, 680 George Street Level 16, Brookfields House, 19 Victoria Street West 
Sydney NSW 2000 Australia Auckland 1142 New Zealand 
Postal Address: Locked Bag A6015, 
Sydney South NSW 1235 

Postal Address: P.O. Box 91976, Auckland 1030, 
New Zealand 

Website: www.linkmarketservices.com.au Website: www.linkmarketservices.com 
Telephone: 1800 804 255 (toll free in Australia) 
International: +61 2 8280 7070 

Telephone: 0800 002 727 (toll free in New Zealand) 
International: +64 9 375 5998 

  
New York For further information contact: 
Depositary in USA for American Depositary Receipts 
JP Morgan Chase Bank, N.A. 

Media: 
Paul Marriage, Head of Media Relations, 

PO Box 64504 +61 2 8219 8512 
St Paul MN 55164-0504  
USA Analysts and Investors: 
Website: www.adr.com 
Email: jpmorgan.adr@wellsfargo.com 
Telephone: +1 800 990 1135 (toll free in US and Canada) 
International: + 1 651 453 2128 

Andrew Bowden, Head of Investor Relations,  
+61 2 8253 4008 

  
  
  
  
  
  
  
  
 

 
1 Final participation date for Dividend Reinvestment Plan (DRP). 
2 Dividends will be converted to local currency at the ruling rate on the day of record. 
3 Dates will be confirmed at the time of announcing the 2011 Full Year final results. 
4 Details regarding the date of this meeting and the business to be dealt with, will be contained in the separate Notice of Meeting sent to 

Shareholders in November 2011. 
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8.1 Half Year Segment Reported Results 

Six months to 31 March 2011

$m

Westpac 
Retail & 

Business 
Banking 

Westpac 
Institutional 

Bank 
St.George 

Bank 

BT Financial 
Group 

(Australia) New Zealand1
Pacific 

Banking 

Group 

Businesses2  Group 

Net interest income 2,596              888                 1,393              122                 486                 58                   302                 5,845              
Non-interest income 543                 679                 264                 767                 136                 48                   65                   2,502              
Net operating income 3,139              1,567              1,657              889                 622                 106                 367                 8,347              
Operating expenses (1,526)             (510)                (741)                (452)                (292)                (40)                  (92)                  (3,653)             
Impairment charges (275)                21                   (176)                (4)                    (105)                (7)                    83                   (463)                
Profit from ordinary activities before income tax expense 1,338              1,078              740                 433                 225                 59                   358                 4,231              
Tax expense (402)                (311)                (222)                (127)                (64)                  (17)                  908                 (235)                
Net profit 936                 767                 518                 306                 161                 42                   1,266              3,996              
Net profit attributable to non-controlling interests -                      -                      -                      (5)                    (2)                    (3)                    (25)                  (35)                  

NET PROFIT ATTRIBUTABLE TO OWNERS OF WBC 936                 767                 518                 301                 159                 39                   1,241              3,961              

WBC Cash Earnings adjustments:

TPS revaluations -                      -                      -                      -                      -                      -                      27                   27                   
Treasury shares -                      -                      -                      -                      -                      -                      7                     7                     
Ineffective hedges -                      -                      -                      -                      -                      -                      (4)                    (4)                    
Merger transaction and integration expenses -                      -                      -                      -                      -                      -                      34                   34                   
FV gain / (loss) on economic hedges -                      -                      -                      -                      -                      -                      62                   62                   
Amortisation of intangible assets3

-                      -                      64                   8                     -                      -                      -                      72                   
Fair value amortisation of financial instruments4

-                      -                      -                      -                      -                      -                      6                     6                     
Tax consolidation adjustment5 -                      -                      -                      -                      -                      -                      (1,110)             (1,110)             
Buyback of government guaranteed debt -                      -                      -                      -                      -                      -                      20                   20                   
Tax provision -                      -                      -                      -                      -                      -                      93                   93                   
Cash Earnings 936 767 582 309 159 39 376 3,168

 

 
1 New Zealand earnings are presented in Australian dollars (A$), converted at the actual average A$/NZ$ exchange rate for First Half 2011 (1.3164). 
2 “Group Businesses” includes the following amounts associated with the requirements of AASB Life Insurance business (AASB 1038): 

i)        Non-interest income $7 million debit  
ii)        Tax expense $7 million credit  

3 Amortisation of intangible assets reflects the amortisation of St.George intangible assets including the core deposit intangible and credit card and financial planner relationships. 
4 Amortisation of fair value adjustments recognised on merger with St.George. 
5 Impact of finalisation of tax consolidation impact in relation to the merger with St.George for the years subsequent to 2010. 
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8.1 Half Year Segment Reported Results (continued) 

Six months to 30 September 2010

$m

Westpac 
Retail & 

Business 
Banking 

Westpac 
Institutional 

Bank 
 St.George 

Bank 

BT Financial 
Group 

(Australia) New Zealand1
Pacific 

Banking 

Group 

Businesses2  Group 

Net interest income 2,560              860                 1,341              117                 492                 61                   398                 5,829              
Non-interest income 513                 708                 285                 751                 143                 46                   54                   2,500              
Net operating income 3,073              1,568              1,626              868                 635                 107                 452                 8,329              
Operating expenses (1,524)             (519)                (732)                (456)                (298)                (39)                  (156)                (3,724)             
Impairment charges (287)                (50)                  (180)                (7)                    (110)                3                     54                   (577)                

Profit from ordinary activities before income tax expense 1,262              999                 714                 405                 227                 71                   350                 4,028              
Tax expense (379)                (292)                (210)                (116)                (68)                  (21)                  563                 (523)                
Net profit 883                 707                 504                 289                 159                 50                   913                 3,505              
Net profit attributable to non-controlling interests -                      -                      -                      (4)                    (1)                    (3)                    (26)                  (34)                  

NET PROFIT ATTRIBUTABLE TO OWNERS OF WBC 883                 707                 504                 285                 158                 47                   887                 3,471              

WBC Cash Earnings adjustments:

TPS revaluations -                      -                      -                      -                      -                      -                      3                     3                     
Treasury shares -                      -                      -                      -                      -                      -                      (20)                  (20)                  
Ineffective hedges -                      -                      -                      -                      -                      -                      3                     3                     
Merger transaction and integration expenses -                      -                      -                      -                      -                      -                      61                   61                   
FV gain / (loss) on economic hedges -                      -                      -                      -                      -                      -                      29                   29                   

Amortisation of intangible assets3
-                      -                      65                   9                     -                      -                      -                      74                   

Fair value amortisation of financial instruments4
-                      -                      -                      -                      -                      -                      (6)                    (6)                    

Tax consolidation adjustment5 -                      -                      -                      -                      -                      -                      (685)                (685)                
Cash Earnings 883 707 569 294 158 47 272 2,930

 

 
1 New Zealand earnings are presented in Australian dollars (A$), converted at the actual average A$/NZ$ exchange rate for Second Half 2010 (1.2598). 
2 “Group Businesses” includes the following amounts associated with the requirements of AASB Life Insurance business (AASB 1038): 

i)        Non-interest income $5 million debit  
ii)        Tax expense $5 million credit  

3 Amortisation of intangible assets reflects the amortisation of St.George intangible assets including the core deposit intangible and credit card and financial planner relationships. 
4 Amortisation of fair value adjustments recognised on merger with St.George. 
5 Impact of finalisation of tax consolidation impact in relation to the merger with St.George for the years subsequent to 2010. 



 
 
 
 

 Segment Result (continued) 
 

 128  

8.1 Half Year Segment Reported Results (continued) 

Six months to 31 March 2010

$m

Westpac 
Retail & 

Business 
Banking 

Westpac 
Institutional 

Bank 
 St.George 

Bank 

BT Financial 
Group 

(Australia) New Zealand1
Pacific 

Banking 

Group 

Businesses2  Group 

Net interest income 2,572              916                 1,327              140                 465                 56                   537                 6,013              
Non-interest income 501                 811                 287                 724                 134                 40                   71                   2,568              
Net operating income 3,073              1,727              1,614              864                 599                 96                   608                 8,581              
Operating expenses (1,521)             (519)                (694)                (434)                (294)                (39)                  (191)                (3,692)             
Impairment charges (302)                (73)                  (331)                (5)                    (166)                (4)                    2                     (879)                

Profit from ordinary activities before income tax expense 1,250              1,135              589                 425                 139                 53                   419                 4,010              
Tax expense (377)                (328)                (181)                (128)                (38)                  (17)                  (34)                  (1,103)             
Net profit 873                 807                 408                 297                 101                 36                   385                 2,907              
Net profit attributable to non-controlling interests -                      -                      -                      (4)                    (1)                    (2)                    (25)                  (32)                  

NET PROFIT ATTRIBUTABLE TO OWNERS OF WBC 873                 807                 408                 293                 100                 34                   360                 2,875              

WBC Cash Earnings adjustments:

TPS revaluations -                      -                      -                      -                      -                      -                      11                   11                   
Treasury shares -                      -                      -                      -                      -                      -                      10                   10                   
Ineffective hedges -                      -                      -                      -                      -                      -                      (9)                    (9)                    
Merger transaction and integration expenses -                      -                      -                      -                      -                      -                      106                 106                 
FV gain / (loss) on economic hedges -                      -                      -                      -                      -                      -                      24                   24                   
Amortisation of intangible assets3

-                      -                      64                   8                     -                      -                      -                      72                   
Fair value amortisation of financial instruments4

-                      -                      -                      -                      -                      -                      (34)                  (34)                  
NZ structured finance transaction -                      -                      -                      -                      -                      -                      (106)                (106)                
Cash Earnings 873 807 472 301 100 34 362 2,949

 

 

 
1 New Zealand earnings are presented in Australian dollars (A$), converted at the actual average A$/NZ$ exchange rate for First Half 2010 (1.2619). 
2 “Group Businesses” includes the following amounts associated with the requirements of AASB Life Insurance business (AASB 1038): 

i)        Non-interest income $7 million debit  
ii)        Tax expense $7 million credit 

3 Amortisation of intangible assets reflects the amortisation of St.George intangible assets including the core deposit intangible and credit card and financial planner relationships. 
4 Amortisation of fair value adjustments recognised on merger with St.George. 
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8.2 New Zealand Division Performance (A$ Equivalent to Section 4.5) 

New Zealand operations provide banking and wealth management products and services to New Zealand consumer and 
business customers. The New Zealand wealth business includes New Zealand Life Company and BT New Zealand. The 
results do not include the earnings of our New Zealand Institutional Bank. Results for First Half 2011, Second Half 2010 
and First Half 2010, have been converted into Australian dollars (A$) at the actual average exchange rates each month, 
the average rates for the reporting periods are: 1.3164; 1.2598; and 1.2619 respectively. 

% Mov't % Mov't

A$m
Half Year
March 11

Half Year
Sept 10

Half Year
March 10

Sept 10-
Mar 11

Mar 10-
Mar 11

Net interest income 486 492 465 (1) 5

Non-interest income 136 143 134 (5) 1

Net operating income 622 635 599 (2) 4

Operating expenses (292) (298) (294) 2 1

Core earnings 330 337 305 (2) 8

Impairment charges (105) (110) (166) 5 37

Operating profit before tax 225 227 139 (1) 62

Tax and non-controlling interests (66) (69) (39) 4 (69)

Net profit after tax/Cash Earnings 159 158 100 1 59

Economic profit 40 26 (28) 54 large

Expense to income ratio 46.9% 46.9% 49.1%                 -  220bps 

$bn $bn $bn

Deposits 23.3 23.2 23.2 - -

Net loans 36.7 37.9 38.0 (3) (3)

Total assets 37.7 39.0 39.1 (3) (4)
Funds under management 1.8 1.7 1.7 6 6

 

Impact of Movements in the A$/ NZ$ Exchange Rate 

The table below shows the FX impact of the A$/NZ$ exchange rate across The Westpac Group. 

Cash
Earnings

growth
FX impact

$m
Growth

ex-FX

Cash
Earnings

growth
FX impact

$m
Growth

ex-FX

Net interest income (1)% 24 - 2% 24 2%

Non-interest income (2)% (2) (2)% 2% 4 3%

Net operating income (1)% 22 (1)% 2% 28 2%

Operating expenses (2)% (14) (2)% 1% (14) 1%

Core earnings (3)% 8 (2)% 4% 14 4%

Impairment charges 47% (4) 47% 20% (5) 19%

Operating profit before income tax 7% 4 7% 7% 9 8%

Income tax expense (5)% (1) (5)% (6)% (2) (6)%

Net profit 7% 3 8% 8% 7 8%

Net profit attributable to non-controlling interests (9)% - (10)% (3)% - (3)%

Cash Earnings 7% 3 8% 8% 7 8%

Half Year March 11 vs
Half Year March 10

Half Year March 11 vs
Half Year Sept 10
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9.1 Group Half Year Earnings Reconciliation 
Notes (refer to page 135) 1 2 3 4 5 9 4 9 9 6 4 8 9

Six months to 31 March 2011

$m

WBC
Reported

Results

Policy 
Holder Tax
Recoveries

TPS
Revaluations

Treasury
Shares

Unrealised 
NZ Retail 
Earnings 

Hedges
Ineffective 

Hedges

Merger 

T&I1
GG Fee FX 

Hedge

Amortisation
of intangible

assets2

Fair value 
amortisation of 

financial 
instruments

Buyback of 
government 
guaranteed 

debt
Hedging 
of MTM

Tax 
provision

Tax 
consolidation 

adjustment3
Cash

Earnings

Net interest income 5,845 - - - - (8) 1 12 - 9 29 76 - - 5,964
Fees and commissions 1,283 - - - - - - - - - - - - - 1,283
Wealth management & insurance income 796 7 - 8 - - - - - - - - - - 811
Trading income 304 - - - - - - - - - - - - - 304
Other income 119 - 17 - - 3 - - - - - - - 139

Non-interest income 2,502 7 17 8 - 3 - - - - - - - - 2,537
Net operating income 8,347 7 17 8 - (5) 1 12 - 9 29 76 - - 8,501

Salaries and other staff expenses (2,012) - - - - - 28 - - - - - - - (1,984)
Equipment and occupancy expenses (535) - - - - - 2 - - - - - - - (533)
Other expenses (1,106) - - - - - 18 - 104 - - - - - (984)

Operating expenses (3,653) - - - - - 48 - 104 - - - - - (3,501)
Core earnings 4,694 7 17 8 - (5) 49 12 104 9 29 76 - - 5,000
Impairment charges (463) - - - - - - - - - - - - - (463)
Operating profit before tax 4,231 7 17 8 - (5) 49 12 104 9 29 76 - - 4,537
Income tax expense (235) (7) 10 (1) - 1 (15) (4) (32) (3) (9) (22) 93 (1,110) (1,334)
Net profit 3,996 - 27 7 - (4) 34 8 72 6 20 54 93 (1,110) 3,203

Net profit attributable to non-controlling interests (35) - - - - - - - - - - - - - (35)
NET PROFIT ATTRIBUTABLE TO OWNERS 
OF WBC 3,961 - 27 7 - (4) 34 8 72 6 20 54 93 (1,110) 3,168
WBC Cash Earnings adjustments: -
TPS revaluations 27 - (27) - - - - - - - - - - - -
Treasury shares 7 - - (7) - - - - - - - - - - -
Ineffective hedges (4) - - - - 4 - - - - - - - - -
Merger transaction and integration expenses1 34 - - - - - (34) - - - - - - - -
FV gain / (loss) on economic hedges 62 - - - - - - (8) - - - (54) - - -

Amortisation of intangible assets2 72 - - - - - - - (72) - - - - - -
Fair value amortisation of financial instruments 6 - - - - - - - - (6) - - - - -

Tax consolidation adjustment3 (1,110) - - - - - - - - - - - - 1,110 -
Buyback of government guaranteed debt 20 - - - - - - - - - (20) - - - -
Tax provision 93 - - - - - - - - - - - (93) - -
Cash Earnings 3,168 - - - - - - - - - - - - - 3,168

Cash Earnings adjustments

 
1 Transaction and integration expenses related to the merger. 
2 Amortisation of intangible assets reflects the amortisation of St.George intangible assets including the core deposit intangible and credit card and financial planner relationships. 
3 Impact of finalisation of tax consolidation impact in relation to the merger with St.George for the years subsequent to 2010. 
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9.1 Group Half Year Earnings Reconciliation (continued) 
Notes (refer to page 135) 1 2 3 4 5 9 4 9 9 7 4 9

Six months to 30 September 2010

$m

WBC
Reported

Results

Policyholder
Tax

Recoveries
TPS

Revaluations
Treasury

Shares

Unrealised 
NZ Retail 
Earnings 

Hedges
Ineffective 

Hedges

Merger 

T&I1

GG Fee 
FX

Hedge

Amortisation
of intangible

assets2

Fair value 
amortisation 

of financial 
instruments

NZ 
Structured 

Finance 
Transaction

Hedging 
of MTM

Tax
consolidation

adjustments3
Cash

Earnings
Net interest income 5,829 - - - - 5 2 14 - (9) - 19 - 5,860

Fees and commissions 1,231 - - - - - - - - - - - - 1,231
Wealth management & insurance income 810 5 - (22) - - - - - - - - - 793
Trading income 337 - - - - - - - - - - - - 337
Other income 122 - (15) - 9 - - - - - - - - 116

Non-interest income 2,500 5 (15) (22) 9 - - - - - - - - 2,477
Net operating income 8,329 5 (15) (22) 9 5 2 14 - (9) - 19 - 8,337

Salaries and other staff expenses (1,982) - - - - - 29 - - - - - - (1,953)
Equipment and occupancy expenses (562) - - - - - 12 - - - - - - (550)
Other expenses (1,180) - - - - - 45 - 104 - - - - (1,031)

Operating expenses (3,724) - - - - - 86 - 104 - - - - (3,534)
Core earnings 4,605 5 (15) (22) 9 5 88 14 104 (9) - 19 - 4,803
Impairment charges (577) - - - - - - - - - - - - (577)
Operating profit before tax 4,028 5 (15) (22) 9 5 88 14 104 (9) - 19 - 4,226
Income tax expense (523) (5) 18 2 (3) (2) (27) (6) (30) 3 - (4) (685) (1,262)
Net profit 3,505 - 3 (20) 6 3 61 8 74 (6) - 15 (685) 2,964

Net profit attributable to non-controlling interests (34) - - - - - - - - - - - - (34)
NET PROFIT ATTRIBUTABLE TO OWNERS 
OF WBC 3,471 - 3 (20) 6 3 61 8 74 (6) - 15 (685) 2,930
WBC Cash Earnings adjustments:

TPS revaluations 3 - (3) - - - - - - - - - - -
Treasury shares (20) - - 20 - - - - - - - - - -
Ineffective hedges 3 - - - - (3) - - - - - - - -
Merger transaction and integration expenses1 61 - - - - - (61) - - - - - - -
FV gain / (loss) on economic hedges 29 - - - (6) - - (8) - - - (15) - -

Amortisation of intangible assets2
74 - - - - - - - (74) - - - - -

Fair value amortisation of financial instruments (6) - - - - - - - - 6 - - - -
NZ structured finance transaction - - - - - - - - - - - - - -

Tax consolidation adjustment3 (685) - - - - - - - - - - - 685 -
Cash Earnings 2,930 - - - - - - - - - - - - 2,930

Cash Earnings adjustments

 

 
1 Transaction and integration expenses related to the merger. 
2 Amortisation of intangible assets reflects the amortisation of St.George intangible assets including the core deposit intangible and credit card and financial planner relationships. 
3 Impact of finalisation of tax consolidation impact in relation to the merger with St.George for the years subsequent to 2010. 
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9.1 Group Half Year Earnings Reconciliation (continued) 
Notes (refer to page 135) 1 2 3 4 5 9 4 9 9 7 4

Six months to 31 March 2010

$m

WBC
Reported

Results

Policy 
Holder Tax
Recoveries

TPS
Revaluations

Treasury
Shares

Unrealised 
NZ Retail 
Earnings 

Hedges
Ineffective 

Hedges

Merger 

T&I1

GG Fee 
FX 

Hedge

Amortisation
of intangible

assets2

Fair value 
amortisation 

of financial 
instruments

NZ 
Structured 

Finance 
Transaction

Hedging 
of MTM

Cash
Earnings

Net interest income 6,013 - - - - (4) 1 15 - (48) - 18 5,995
Fees and commissions 1,238 - - - - - - - - - - - 1,238
Wealth management & insurance income 750 7 - 10 - - - - - - - - 767
Trading income 460 - - - - - - - - - - - 460
Other income 120 - 2 - 1 (10) - - - - - - 113

Non-interest income 2,568 7 2 10 1 (10) - - - - - - 2,578
Net operating income 8,581 7 2 10 1 (14) 1 15 - (48) - 18 8,573

Salaries and other staff expenses (2,008) - - - - - 77 - - - - - (1,931)
Equipment and occupancy expenses (520) - - - - - 7 - - - - - (513)
Other expenses (1,164) - - - - - 66 - 104 - - - (994)

Operating expenses (3,692) - - - - - 150 - 104 - - - (3,438)
Core earnings 4,889 7 2 10 1 (14) 151 15 104 (48) - 18 5,135
Impairment charges (879) - - - - - - - - - - - (879)
Operating profit before tax 4,010 7 2 10 1 (14) 151 15 104 (48) - 18 4,256
Income tax expense (1,103) (7) 9 - - 5 (45) (3) (32) 14 (106) (7) (1,275)
Net profit 2,907 - 11 10 1 (9) 106 12 72 (34) (106) 11 2,981

Net profit attributable to non-controlling interests (32) - - - - - - - - - - - (32)
NET PROFIT ATTRIBUTABLE TO OWNERS 
OF WBC 2,875 - 11 10 1 (9) 106 12 72 (34) (106) 11 2,949
WBC Cash Earnings adjustments:

TPS revaluations 11 - (11) - - - - - - - - - -
Treasury shares 10 - - (10) - - - - - - - - -
Ineffective hedges (9) - - - - 9 - - - - - - -
Merger transaction and integration expenses1

106 - - - - - (106) - - - - - -
FV gain / (loss) on economic hedges 24 - - - (1) - - (12) - - - (11) -
Amortisation of intangible assets2

72 - - - - - - - (72) - - - -
Fair value amortisation of financial instruments (34) - - - - - - - - 34 - - -
NZ structured finance transaction (106) - - - - - - - - - 106 - -
Cash Earnings 2,949 - - - - - - - - - - - 2,949

Cash Earnings adjustments

 

 
1 Transaction and integration expenses related to the merger. 
2 Amortisation of intangible assets reflects the amortisation of St.George intangible assets including the core deposit intangible and credit card and financial planner relationships. 



133 
 
 
 

 Group Reconciliation (continued) 
 

 133 
 

9.2 Half Year Segment Results – Cash Earnings Basis 

Six months to 31 March 2011

$m

Westpac 
Retail & 

Business 
Banking 

Westpac 
Institutional 

Bank 
St.George 

Bank 

BT Financial 
Group 

(Australia) 
 New

Zealand 
Pacific 

Banking 
Group 

Businesses  Group 

Net interest income 2,596 888 1,393 122 486 58 421 5,964
Non-interest income 543 679 264 767 136 48 100 2,537
Net operating income 3,139 1,567 1,657 889 622 106 521 8,501
Operating expenses (1,526) (510) (649) (440) (292) (40) (44) (3,501)
Core earnings 1,613 1,057 1,008 449 330 66 477 5,000
Impairment charges (275) 21 (176) (4) (105) (7) 83 (463)
Profit from ordinary activities before income tax expense 1,338 1,078 832 445 225 59 560 4,537
Tax expense (402) (311) (250) (131) (64) (17) (159) (1,334)
Net profit 936 767 582 314 161 42 401 3,203
Net profit attributable to non-controlling interests - - - (5) (2) (3) (25) (35)
Cash Earnings 936 767 582 309 159 39 376 3,168

 
 

Six months to 30 September 2010

$m

Westpac 
Retail & 

Business 
Banking 

Westpac 
Institutional 

Bank 
St.George 

Bank 

BT Financial 
Group 

(Australia) 
 New

Zealand 
Pacific 

Banking 
Group 

Businesses  Group 

Net interest income 2,560 860 1,341 117 492 61 429 5,860
Non-interest income 513 708 285 751 143 46 31 2,477
Net operating income 3,073 1,568 1,626 868 635 107 460 8,337
Operating expenses (1,524) (519) (640) (444) (298) (39) (70) (3,534)
Core earnings 1,549 1,049 986 424 337 68 390 4,803
Impairment charges (287) (50) (180) (7) (110) 3 54 (577)

Profit from ordinary activities before income tax expense 1,262 999 806 417 227 71 444 4,226
Tax expense (379) (292) (237) (119) (68) (21) (146) (1,262)
Net profit 883 707 569 298 159 50 298 2,964
Net profit attributable to non-controlling interests - - - (4) (1) (3) (26) (34)
Cash Earnings 883 707 569 294 158 47 272 2,930
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9.2 Half Year Segment Results – Cash Earnings Basis (continued) 

Six months to 31 March 2010

$m

Westpac 
Retail & 

Business 
Banking 

Westpac 
Institutional 

Bank 
St.George 

Bank 

BT Financial 
Group 

(Australia) 
 New

Zealand 
Pacific 

Banking 
Group 

Businesses  Group 

Net interest income 2,572 916 1,327 140 465 56 519 5,995
Non-interest income 501 811 287 724 134 40 81 2,578
Net operating income 3,073 1,727 1,614 864 599 96 600 8,573
Operating expenses (1,521) (519) (602) (422) (294) (39) (41) (3,438)
Core earnings 1,552 1,208 1,012 442 305 57 559 5,135
Impairment charges (302) (73) (331) (5) (166) (4) 2 (879)
Profit from ordinary activities before income tax expense 1,250 1,135 681 437 139 53 561 4,256
Tax expense (377) (328) (209) (132) (38) (17) (174) (1,275)
Net profit 873 807 472 305 101 36 387 2,981
Net profit attributable to non-controlling interests - - - (4) (1) (2) (25) (32)
Cash Earnings 873 807 472 301 100 34 362 2,949  
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Notes 

Cash Earnings Adjustments 

(1) Policyholder tax recoveries 

The Life Insurance standard AASB 1038 requires the grossing up of tax expense and income for the tax on 
earnings applicable to holders of our life policies (policy holders tax recoveries). We reverse the impact of this 
gross up to provide comparability across reporting periods. 

(2) Hybrid revaluations 

(a) TPS revaluations 

Adjustment for movements in economic hedges, including associated tax effects impacting the Foreign 
Currency Translation Reserve, relating to hybrid instruments classified as non-controlling interests. The 
adjustment is required as these hybrid instruments are not fair valued, however, the hedges are fair valued and 
therefore there is a mismatch in the timing of income recognition in the reported results. The mismatch is added 
back to reported results in deriving Cash Earnings as it does not affect the Group’s profits over time. 

(3) Treasury shares 

Under A-IFRS, Westpac shares held by the Group in the managed funds and life business are deemed to be 
Treasury shares and the results of holding these shares are not permitted to be recognised as income in the 
reported results. In deriving Cash Earnings, these results are included to ensure there is no asymmetrical 
impact on the Group’s profits because the Treasury shares support policyholder liabilities and equity derivative 
transactions which are re-valued in deriving income. 

(4) Fair value gain/(loss) on other economic hedges (which do not qualify for hedge accounting under A-IFRS) 
comprises: 

- the unrealised fair value gain/(loss) on foreign exchange hedges of future New Zealand earnings 
impacting non-interest income is reversed in deriving Cash Earnings as they may create a material 
timing difference on reported earnings but do not affect the Group’s Cash Earnings during the life of 
the hedge; 

- the unrealised fair value gain/(loss) on foreign exchange hedges of fees payable for the use of the 
government guarantee on foreign denominated wholesale funding is reversed in deriving Cash 
Earnings as they may create a material timing difference on reported earnings but do not affect the 
Group’s Cash Earnings during the life of the hedge; and 

- the unrealised fair value gains/(losses) on hedges of accrual accounted term funding transactions are 
reversed in deriving Cash Earnings as they may create a material timing difference on reported 
earnings but do not affect the Group’s Cash Earnings during the life of the hedge. 

(5) Ineffective hedges  

The gain/(loss) on ineffective hedges is reversed in deriving Cash Earnings for the period because the gain or 
loss arising from the fair value movement in these hedges reverses over time and does not affect the Group’s 
profits over time. 

(6) Gain/(loss) on buyback of government guaranteed debt  

In First Half 2011, the Group bought back some Government guaranteed debt to reduce Government guarantee 
fees (70 basis points) paid. In undertaking the buybacks, in addition to the 70 basis point fee saving, a cost was 
incurred reflecting the difference between current interest rates and the rate at which the debt was initially 
issued. In the reported result the cost incurred is recognised at the time of the buybacks. In Cash Earnings the 
cost incurred is being amortised over the original term of the debt that was bought back. The Cash Earnings 
adjustment gives effect to the timing difference between Reported Earnings and Cash Earnings.  

(7) Significant items  

NZ structured finance transactions – in Full Year 2009, the Group increased tax provisioning by $703 million for 
New Zealand structured finance transactions entered into between 1998 and 2002. The increase in the 
provision followed the High Court in New Zealand finding in favour of the New Zealand Commissioner of Inland 
Revenue (CIR) in proceedings where Westpac challenged amended tax assessments in relation to these 
transactions. Due to the significant size and historical nature of the issue, the provision was treated as a Cash 
Earnings adjustment. In Full Year 2010, the Group reached a settlement with the CIR by agreeing to pay 80% of 
the full amount of primary tax and interest. The associated reversal of tax provisions of $106 million in Full Year 
2010 has also been treated as a Cash Earnings adjustment. This reversal was made in First Half 2010. 
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(8) Tax Provision  

In First Half 2011, the Group increased tax provisions by $93 million in respect of certain existing positions for 
transactions previously undertaken by the Group. The increase reflects the recent trend of global taxation 
authorities challenging the historical tax treatment of cross border and complex transactions. This increase in 
tax provisions has been treated as a Cash Earnings adjustment as it relates to the global management of 
existing tax positions and does not reflect ongoing operations. We do not expect similar risks to reoccur as the 
Group’s management of tax positions has moved to disclosing any such transactions to the taxation authorities 
at or around the time of execution.  

(9) St.George merger related Cash Earnings adjustments: 

- as part of the merger with St.George, transaction and integration expenses incurred over three years 
are being treated as a Cash Earnings adjustment as they do not impact the earnings expected from 
St.George following the integration period; 

- amortisation of intangible assets – The merger with St.George resulted in the recognition of core 
deposits intangibles and customer relationships intangible assets that are amortised over their useful 
lives, ranging between 5 and 9 years. The amortisation of intangible assets (excluding capitalised 
software) is a Cash Earnings adjustment because it is a non-cash flow item and does not affect cash 
distributions available to shareholders;  

- the accounting for the merger with St.George resulted in the recognition of fair value adjustments on 
the St.George retail bank loans, deposits, wholesale funding and associated hedges, with these fair 
value adjustments being amortised over the life of the underlying transactions. The amortisation of 
these adjustments is considered to be a timing difference relating to non-cash flow items that do not 
affect cash distributions available to shareholders. As a result, in Full Year 2009, Westpac made a 
Cash Earnings adjustment for the amortisation of the fair value of the deposits and wholesale funding. 
This adjustment was fully amortised in 2009 and added $223 million to reported net interest income. 
In 2010, the Group revised this Cash Earnings adjustment to also include the amortisation of the 
remaining merger related retail bank fair value adjustments. Prior to 2010 the amortisation amounts 
were not included as a Cash Earnings adjustment because the aggregate impact on Cash Earnings 
was small and distributed over a relatively long period. Subsequent to this, it became apparent that 
while the total impact of this amortisation was small, the volatility in the half on half movements 
created larger movements in key metrics which made comparisons more difficult and distorted 
underlying trends; and 

- tax consolidation adjustment – finalisation of tax consolidation related to the merger with St.George 
gave rise to an income tax expense adjustment of $1,110 million in First Half 2011, $685 million in 
Second Half 2010 and nil in First Half 2010. The tax consolidation process required Westpac to reset 
the tax value of certain St.George assets to the appropriate market value of those assets as at the 
effective date of the tax consolidation (31 March 2009). These adjustments have been treated as a 
Cash Earnings adjustment due to their size and as they do not reflect ongoing operations. 
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10.0 Economic Profit 

Group economic profit for First Half 2011, Second Half 2010 and First Half 2010 is defined as Cash Earnings less a 
capital charge calculated at 11% of average ordinary equity plus a value on franking credits. 

Divisional economic profit for First Half 2011, Second Half 2010 and First Half 2010 is defined as Cash Earnings less a 
capital charge calculated at 11% on allocated capital plus 70% of the value of Australian tax paid.  

Economic profit is used as a key measure of our financial performance because it focuses on shareholder value by 
requiring a return in excess of a risk-adjusted cost of capital.    

Six months to 31 March 2011

$m
Group

Westpac 
Retail & 

Business 
Banking

Westpac 
Institutional 

Bank 
St.George 

Bank 

BT Financial 
Group 

(Australia) 

New

Zealand1
Pacific

Banking
Cash Earnings 3,168 936 767 582 309 159 39
Franking benefit 833 281 201 175 92 - -
Adjusted cash earnings 4,001 1,217 968 757 401 159 39
Average ordinary equity 38,609 6,569 6,836 5,137 2,885 2,171 208
Equity charge (2,118) (360) (375) (282) (158) (119) (11)
Economic profit 1,883 857 593 475 243 40 28

Six months to 30 September 2010

$m
Group

Westpac 
Retail & 

Business 
Banking

Westpac 
Institutional 

Bank 
St.George 

Bank 

BT Financial 
Group 

(Australia) 

New

Zealand1
Pacific

Banking
Cash Earnings 2,930 883 707 569 294 158 47
Franking benefit 738 265 167 166 84 - -
Adjusted cash earnings 3,668 1,148 874 735 378 158 47
Average ordinary equity 36,885 6,411 6,587 5,351 2,981 2,391 196
Equity charge (2,034) (354) (361) (295) (164) (132) (11)
Economic profit 1,634 794 513 440 214 26 36

Six months to 31 March 2010

$m
Group

Westpac 
Retail & 

Business 
Banking

Westpac 
Institutional 

Bank 
St.George 

Bank 

BT Financial 
Group 

(Australia) 

New

Zealand1
Pacific

Banking
Cash Earnings 2,949 873 807 472 301 100 34
Franking benefit 829 264 215 146 92 - -
Adjusted cash earnings 3,778 1,137 1,022 618 393 100 34
Average ordinary equity 35,981 6,278 6,894 5,275 3,024 2,330 200
Equity charge (1,974) (344) (378) (289) (166) (128) (11)
Economic profit 1,804 793 644 329 227 (28) 23  

 

 

 
1 In A$ equivalents. 
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11.0 Glossary 

Earnings Cash Earnings Net profit attributable to owners of WBC adjusted for the impact of the 
economic hedges related to TPS, earnings from Treasury shares, 
gains/losses on ineffective hedges, the impact of unrealised New Zealand 
earnings hedges gains/losses, and the impact of integration costs and the 
amortisation of certain intangibles in relation to the merger with St.George, 
fair value gains/losses on economic hedges, tax consolidation adjustment, 
buyback of Government guaranteed debt and tax provision adjustment. 

 Core earnings Core earnings is operating profit, before income tax and impairment charges. 

Shareholder Value Earnings per ordinary share Net profit attributable to the owners of WBC divided by the weighted average 
ordinary shares (statutory basis). 

 Cash Earnings per ordinary
share 

Cash Earnings divided by the weighted average ordinary shares (Cash 
Earnings basis). 

 Weighted average ordinary 
shares (Cash Earnings) 

Weighted average number of fully paid ordinary shares listed on the ASX for 
the relevant period. 

 Weighted average ordinary 
shares (reported) 

Weighted average number of fully paid ordinary shares listed on the ASX for 
the relevant period less Westpac shares held by the Group (‘Treasury 
shares’). 

 Fully franked dividends per
ordinary shares (cents) 

Dividends paid out of retained profits which carry a credit for Australian 
company income tax paid by Westpac. 

 Dividend payout ratio – net 
profit 

Ordinary dividend per share divided by net profit per share attributable to the 
owners of WBC. 

 Dividend payout ratio – 
Cash Earnings 

Ordinary dividend divided by Cash Earnings. 

 Return on equity (ROE) Net profit attributable to the owners of WBC divided by average ordinary 
equity. 

 Cash ROE Cash Earnings divided by average ordinary equity. 

 Cash Earnings to average 
tangible equity 

Cash Earnings divided by average tangible ordinary equity. 

 Economic profit – Group 
 

Cash Earnings less a capital charge calculated at 11% of average ordinary 
equity plus a value on franking credits calculated as 70% of the Group’s 
Australian tax expense. 

 Economic Profit – Divisions Cash Earnings less a capital charge calculated at 11% of allocated capital 
plus 70% of the value of Australian tax paid. 

 Average ordinary equity Average total equity less average non-controlling interests. 

 Average tangible ordinary 
equity 

Average ordinary equity less average goodwill and other intangible assets 
(excluding capitalised software). 

Productivity and 
efficiency 

Operating expenses Operating expenses do not include impairment charges on loans. 

 Expense to income ratio Operating expenses divided by net operating income. 

 Total banking group 
expense to income ratio 

Total banking operating expenses divided by total banking operating 
revenue. Total banking business includes Westpac RBB, St.George Bank, 
WIB including Premium Business Group (excluding margin lending, Broking 
and PPM), Private Bank (part of BTFG), New Zealand banking operations, 
Pacific Bank and the Group Businesses. 

 Full-time equivalent 
employees (FTE) 

A calculation based on the number of hours worked by full and part-time 
employees as part of their normal duties. For example, the full-time 
equivalent of one FTE is 76 hours paid work per fortnight. 
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Business 
Performance 

Net interest spread The difference between the average yield on all interest bearing assets and 
the average rate paid on interest bearing liabilities. 

 Net interest margin The net interest spread plus the benefit of net non-interest bearing liabilities 
and equity. 

 Average interest earning 
assets 

The average balance of assets held by the Group that generate interest 
income. Where possible, daily balances are used to calculate the average 
balance for the period. 

 Average interest bearing 
liabilities 

The average balance of liabilities owed by the Group that incur an interest 
expense. Where possible, daily balances are used to calculate the average 
balance for the period. 

 Divisional margin Net interest income (excluding capital benefit) for a division as a percentage 
of the average interest earning assets for that division. 

Capital Adequacy Total capital ratio Total regulatory capital as defined by APRA divided by risk weighted assets. 

 Tier 1 capital ratio Total Tier 1 capital as defined by APRA divided by risk weighted assets. 

 Risk Weighted Assets 
(RWA) 

Assets (both on and off-balance sheet) of Westpac are assigned within a 
certain category, amounts included in these categories are multiplied by a 
risk weighting, and with the resulting weighted values added together to 
arrive at total risk weighted assets. 

 Credit Risk Weighted Assets Credit risk weighted assets represent risk weighted assets (on-balance sheet 
and off-balance sheet) that relate to credit exposures and therefore exclude 
equity risk, market risk, operational risk, interest rate risk in the banking book 
and other assets. Note 18 in Section 5 provides a breakdown of risk 
weighted assets between credit risk weighted assets and other risk weighted 
assets. 

Asset quality Individually Assessed 
Provisions (IAPs) 

Provisions raised for losses that have already been incurred on loans that 
are known to be impaired and are individually significant. The estimated 
losses on these impaired loans will be based on expected future cash flows 
discounted to their present value and as this discount unwinds, interest will 
be recognised in the income statement. 

 Collectively Assessed 
Provisions (CAPs) 

Loans not found to be individually impaired or significant will be collectively 
assessed in pools of similar assets with similar risk characteristics. The size 
of the provision is an estimate of the losses already incurred and will be 
estimated on the basis of historical loss experience for assets with credit 
characteristics similar to those in the collective pool. The historical loss 
experience will be adjusted based on current observable data. 

 Impaired assets Includes exposures that have deteriorated to the point where full collection of 
interest and principal is in doubt, based on a conservative assessment of the 
customer’s outlook, cashflow, and the net realisation of value of assets to 
which recourse is held: 

 facilities 90 days or more past due, and not well secured – exposures 
where contractual payments are 90 or more days in arrears and the net 
realisable value of assets to which recourse is held may not be sufficient 
to allow full collection of interest and principal, including overdrafts or other 
revolving facilities that remain continuously outside approved limits by 
material amounts for 90 or more calendar days; 

 non-accrual assets – exposures with individually assessed impairment 
provisions held against them, excluding restructured loans; 

 restructured assets – exposures where the original contractual terms 
have been formally modified to provide for concessions of interest or 
principal for reasons related to the financial difficulties of the customer; 

 other assets acquired through security enforcement (includes other 
real estate owned) – includes the value of any other assets acquired as 
full or partial settlement of outstanding obligations through the 
enforcement of security arrangements; and 

 any other assets where the full collection of interest and principal is in
doubt. 
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Asset quality (cont’d) 90 days past due – well 
secured 

Includes facilities where: 

 contractual payments of interest and/or principal are 90 or more calendar 
days overdue, including overdrafts or other revolving facilities that remain 
continuously outside approved limits by material amounts for 90 or more 
calendar days; or  

 an order has been sought for the customer’s bankruptcy or similar legal 
action has been instituted which may avoid or delay repayment of its 
credit obligations; and 

 the estimated net realisable value of assets/security to which Westpac has
recourse is sufficient to cover repayment of all principal and interest, and
interest is being taken to profit on an accrual basis. 

These facilities, while in default, are not treated as impaired for accounting 
purposes. 

 Watchlist and Substandard Loan facilities where customers are experiencing operating weakness and 
financial difficulty but are not expected to incur loss of interest or principal. 

 Stressed loans Stressed loans are Watchlist and Substandard, 90 days past due well 
secured and impaired assets. 

 Total Committed Exposure 
(TCE) 

Total Committed Exposure (TCE) represents the sum of the committed 
portion of direct lending (including funds placement overall and deposits 
placed), contingent and pre-settlement risk plus the committed portion of 
secondary market trading and under-writing risk. 

Other Accounting 
reclassifications 

Adjustments made for accounting treatments that have the effect of grossing 
up the income statement (primarily between income and tax expense/profits 
attributable to non-controlling interests). Key reclassifications include gross 
ups for policyholder tax recoveries and the impact of Treasury shares. These 
adjustments have no impact on Cash Earnings. 

 First Half 2010 6 months ended 31 March 2010. 

 First Half 2011 6 months ended 31 March 2011. 

 Second Half 2010 6 months ended 30 September 2010. 

 Net Promoter Score (NPS)1 Refers to an external measure of customer advocacy which looks at how 
willing our customers are to recommend Westpac to their family and friends. 

 

 
1 Net Promoter Scoresm and NPSsm is a service mark of Bain and Company Inc, Satmetrix Systems Inc. and Mr Frederick Reichheld. 
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