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MELBOURNE ( St andard & Poor's) COct. 20, 2015--Standard & Poor's Ratings
Services reports that the Australian governnent's response to the Financial
System Inquiry (FSI) announced today is in line with our previous
expectations. W note that the governnent has accepted nost of the inquiry's
44 recomrendat i ons.

Al 't hough there are a nunber of specific recommendati ons ai med at strengthening
the Australian financial sector, we consider the follow ng two broad areas
have the potential for greatest inpact on the credit profiles of the banks
operating in Australia:

* Increase in regulatory capital requirenents
e Devel opnents on resol ution franework

In our view, the Australian banking regulator, the Australian Prudenti al

Regul ation Authority (APRA), has already inplenmented and charted a clear path
for increasing regulatory capital requirenents for particularly the major
Austral i an banks. W consider that this has the potential to strengthen the
maj or Australian banks' stand-alone credit profiles (SACPs, in this case
defined as credit profiles excluding expectation of extraordi nary governnent
support), all other things remaining unchanged. If this were to occur, we
expect to raise ratings on hybrid instruments and non-deferrabl e subordi nat ed
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debt instruments issued by such banks--because in the case of these banks, the
rati ngs on such instrunments are nore sensitive to changes in the SACP
Nevert hel ess, we expect that in this scenario, issuer credit ratings and

rati ngs on senior debt would remain unchanged.

Initiatives that boost the Australian major banks' regulatory capita
requirenents will help bridge the 200 bps gap estimated by APRA in a study
conpleted earlier in the year. This study was ai med at positioning these
banks' capital adequacy positions in the top quartile of a group of

i nternational banking peers--a position notionally deened as "unquestionably
strong" by APRA. W believe that the nain inpact of greater harnonization of
regul atory capital requirenents for the Australian banks--specifically the
ri sk weights on residential nortgages held by the banks subject to

i nternal -ratings-based (I RB) and standardi zed frameworks--is the stronger
capital levels held by IRB banks. The inpact of this change on relative

busi ness out conmes woul d be nodest, in our view

We believe that the announcenments and progress to date in relation to the
resol ution framework suggest that there remains material uncertainty about the
Australian governnment and regulator's plans in relation to bank
crisis-resolution framework. |ndeed, the Australian authorities appear to be
in no hurry to inplenment a European-style statutory "bail-in" of all the
seni or debt issued by the banks, in a crisis. Neverthel ess, in our opinion the
announcerent of a high-level time table for starting consultations on this
matter next year suggests that there is potential for |essening of likely
timely financial support fromthe governnent to the systemcally inportant
private sector banks, if needed. Additionally, we note that the governnent has
endorsed taking steps in line with the emerging international practice to
reduce any inplicit governnent guarantee and the perception that some banks
are too big to fail, including the use of greater |oss-absorbing capital to
facilitate orderly resolution. We will continue to nonitor devel opnents in
this matter to review if and to what extent they weaken the likelihood of
governnent support for the banking system

We consider that the government and regul ators' responses on the renaining
topi cs addressed by the FSI are broadly supportive of the regul atory and
governance franmework, whose strengths, in our opinion, continue to underpin
the stability of Australian financial system Nevertheless, we believe that
the actions on these remaining topics are less likely to have a materia

i mpact on the credit quality of Australian banking system

We have determ ned, based solely on the devel opnents described herein, that no
rating actions are currently warranted. Only a rating commttee may determ ne
a rating action and, as these devel opnments were not viewed as material to the
ratings, neither they nor this report were reviewed by a rating comittee.

AUSTRALI A
Standard & Poor's (Australia) Pty. Ltd. holds Australian financial services
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|'i cence nunber 337565 under the Corporations Act 2001. Standard & Poor's
credit ratings and rel ated research are not intended for and nust not be
distributed to any person in Australia other than a whol esale client (as
defined in Chapter 7 of the Corporations Act).
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