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Making more
out of less...

Making more out of less seems to be an ongoing challenge for all
businesses in Australia. The Australian banking sector is no different.

In the last six months, the
Australian banks have continued
to grow headline cash earnings
by 7.3% prior half (hoh) to
$13.4b and by 7.2% over the
prior comparable period (pcp),
in what seems, on the surface, to
be improving market conditions.
There is no doubt, however, the
growth in profitability has been
‘hard-won’ with the banks having
an uptick in return on equity to
15.9% from 15.2% hoh.

In the last six months global market
conditions have shown some notable
improvements. We have observed
improving debt and capital markets as
evidenced through rising equity indices,
contracting credit spreads, and improved
liquidity. The question in everyone’s
mind is will the politicians and central
bankers be able to agree on the structural
and tactical decisions needed to sustain
these trends and maintain the current
level of confidence?

Despite these positive sentiments, world
growth expectations are flat-to-lower,
with the modest recovery in the US not
yet sufficient to offset slowing elsewhere.
Most Western economies continue to
struggle to make headway in fiscal
consolidation with a number of European
periphery nations particularly challenged
and on bankers’ watchlists. Aggressive
monetary stimulus continues apace with
Japan the latest convert to aggressive
expansion of central bank balance sheets.
The ECB has just reduced its policy rate
by 25bp to 0.5%. Concerted central

bank determination has the upper hand
at present over market concerns about
policy sustainability, including around
the potential for “currency wars”.

In relative terms the Australian economy
remains robust, albeit with a little less
gloss. The impact of monetary easing

is evident, with house prices and

retail sales recently on upward trends.
Population growth is doing its part as
well, although residential construction
remains stubbornly low. Conversely

the impact of the high AUD and lower
commodity prices on trade exposed
industries is evident. Given these factors
and low CPI readings, the recent easing
by the Reserve Bank of Australia seems
justified with an ongoing bias towards
easing monetary policy.

Corporate Australia continues

to respond to these pressures

by focusing on financial growth
through improving productivity and
efficiency rather than expansion.

The slower pace of investment and
reduced level of economic activity are
reflected in low credit growth, which
makes it all the more notable that the
major banks have found themselves in a
‘sweet spot’ in the last six months with
their share prices at or near all-time
highs. By international comparisons,
our sector remains well capitalised and
delivering solid returns on equity within
a strong regulatory framework.

One interesting development is

the increasing dividends paid to
shareholders. This reflects the fact that
the Australian banks are well placed in
terms of their capital position under Basel
I1I. While cash earnings have increased
7.2% pcp, their combined dividends have
risen 16.1% compared to the same period.
In the short term, this has provided an
impetus, helping to support the ongoing
rise in the share prices.

The underlying mechanics of the banks’
earnings growth follow a pattern we

have become relatively familiar with in
this low credit growth environment. Net
interest income has improved half on
half, as did non-interest income. Costs
continue to be well managed and the bad
debt charge fell as the credit environment
remained benign.

Stuart Scoular Hugh Harley
Banking and Capital Financial Services
Markets Leader Leader

This half we have seen a consistent trend
in the emergence of revenue growth,
albeit at low levels, across core business
activities. Total operating income grew
2.3% hoh, reflecting the increase in net
interest income 2.3% hoh, while non-
interest income grew by 2.4% hoh.

Digging further into net interest income
lending assets grew by 1.4% hoh while
margins were unchanged from 2H12 at
2.14%. The flat margin has been a function
of the banks holding back part of the
monetary policy easing in 2012 through
lending rates, which added 6bp to margins.
This was partly offset by continued price
competition in retail and business deposits,
together with the reduced margin benefit
of transaction accounts in a lower rate
environment — these factors reduced
margin by 4bp. Wholesale funding costs
where broadly flat, with other markets
movements accounting for the balance.

The reduced margin benefit of transaction
accounts will continue to have an adverse
impact as the cash rate continues to fall.
The liquidity and funding benefits of
deposits will underpin bank competition
for a good while longer, with an ongoing
drag on relative funding costs. Consistent
with this, we are seeing more banks
introduce “notice saver” style deposit
products in the local market.



Slow credit growth continues to be a
constraining factor on the banks’ results.
Overall credit grew 3.2%pa in the year
to March, virtually identical to the

3.3% and 3.4% growth rates recorded

in the years to March 2012 and 2011
respectively. Housing credit growth
continues to edge down modestly, but
more interestingly credit growth for
business seems to have stalled once more
in recent months. When combined with
a fall in business deposits and falling
business tax collections, this suggests
that the business sector might be
struggling a little more than is generally
understood. These trends are likely to be
part of the RBA’s reasoning to recently
ease monetary policy. It should equally
be noted that large corporates have been
active in tapping global bond markets

to take advantage of further declines in
borrowing spreads.

Bad debt expense, which is a key driver
of the banks underlying profitability and
earnings volatility, has decreased by 17%
in the last six months. This reflects a
continuation of improving delinquencies
in the retail portfolios, assisted by

low interest rates. Impaired assets are
running down as impaired loans are
worked-out, offset by new SME and
Corporate loans falling into arrears. We
continue to see very disciplined workout
behaviour by the banks to achieve fuller
values on the sale of assets.

We believe the ongoing trend for a
decreasing bad debt expense is unlikely
to continue given the challenging
business environment and the fact that
some of the more recent cohorts of home
loans have a higher proportion of

> 90% LVR loans which are yet to
season. We are also seeing the banks

competing more aggressively in terms

of price and conditions for new credit.
Longer-term the bad debt expense to
loans and acceptances ratio is likely to be
in the range of 25 — 35 bpts.

Other areas of revenue affecting the
results include:

* Wealth management returns were
perhaps not as strong as anticipated,
with investors taking a cautious
approach to investing in the
rebounding equities market and
insurance premiums remaining flat
half on half. Wealth management
income grew by 1.4% hoh.

* Bank trading income was a real
positive, with income up 38% hoh
and approaching the 2009 GFC highs.
Contracting credit spreads boosted
asset valuations. And continued
demand from customers for risk
mitigation products has been a
noticeable positive, as was the growth
in trading income from offshore
expansion initiatives.

The banks’ discipline on cost
management in response to weak
revenue growth is delivering some real
efficiency dividends. The cost-to-income
ratio is now at 44.6% compared to
45.6% at September 2012. Costs have
been an area of focus across the sector
and the recent improvement is all the
more impressive given the increased
expenses being incurred by the banks

in delivering their IT initiatives. Staff
expenses remained flat half on half, while
technology expenses rose by 5.4% hoh.!

Regulatory change continues to be front
and centre for the sector. While this

has been very intensive of management
time, they have been able to manage

and fund these changes without overly
constraining their broader strategic
agendas. With these important building
blocks in place we are now seeing the
banks shifting focus towards customer
centricity through large investments in
digital initiatives, improved customer
analytics (see Customer analytics:
herdings stats article), and changing
philosophies around branches. In many
ways, the Australian banks are ‘paving
the way’ globally in this space.

The outlook for the sector remains
challenging. The recent cash rate cut
and subsequent passing on of the lower
rates to customers is likely to have an
adverse impact on margin. Equally, in
certain products we are seeing intense
competition, for example in loans for
corporate and institutional clients,

and retail deposits. We have seen that
the Australian banks are very good at
responding to new challenges. The key is
likely to be around growing non-interest
income and effectively managing costs in
a tough environment.

Looking to the more immediate future,
the PwC Banking Gauge — a consensus
view across five leading banking analysts
- predicts that the four major banks will
deliver cash earnings growth of 7.4% in
FY13, 5.6% in FY14 and 6.8% in FY15.

Note: PwC Banking gauge is a consensuss
four banks with five of Australia’s leading
analysts — Brian Johnson (CLSA), James
Ellis (Credit Suisse), James Freeman
(Deutsche Bank), Jonathan Mott (UBS),
and Scott Manning (JP Morgan).

! (After adjusting for one bank’s
capitalised software impairment
write-down in September 2012).

Net interest income 26,151 25,568 25,559 2.3% 2.3%
Other operating income 12,982 12,682 12,029 2.4% 7.9%
Total income 39,133 38,250 37,588 2.3% 4.1%
Operating expenses 17,472 17,444 17,167 (0.2%) (1.8%)
Core earnings 21,661 20,806 20,421 4.1% 6.1%
Bad debt expense 2,745 3,320 2,854 17.3% 3.8%
Tax expense 5,425 4,923 4,984 (10.2%) (8.8%)
Outside equity interests 52 43 49 (20.9%) (6.1%)
Statutory results 12,425 11,241 11,562 10.5% 7.5%



Net Interest Income

Credit growth

The ongoing low growth in
credit continues. Annual credit
growth for the whole economy
has now been stuck in “the low
threes” for three years — 3.2%,
3.3%, and 3.4% for the years
to March 2013, March 2012,
and March 2011 respectively.
The hopes of six months ago that credit

growth might be picking up now seem
premature. Total credit has only grown

by 1.1% in the six months to March 2013,

a pace not seen since the very start of
2010 when we were climbing out of the
depths of the GFC.

In historic context, the picture for bank
loans and advances across the economy
is even weaker in the sense that growth
is now slower than the depths of the

GFC — we have to go back to the 1991/92
recession to see comparably slow growth.’

Bank loans and advances rose by 5.1%
in the year to March 2013, compared to
6.1% in the year to March 2012. While
the annual growth did drop to 5.6% in
the middle of 2011, you have to go back

to 1992 —rather than the immediate GFC

period - to find annual growth rates of
5.1% or lower.

T
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One elemen.t of the gxplanation fo.r this In the six month S

is that housing credit growth continues

to be very weak as consumers take to M arc h 201 3
advantage of low interest rates to repay o o

debt. Over the past year, these low bus 1ness Credltfe ll

growth rates have been steady, rather
than deteriorating. Total housing credit
grew by 4.3% in the year to March 2013,
the same as in the year to March 2012.

0.7%, equal to
about $5b over the

The bigger shift has been in business P erlOd - and
credit, which has begun to contract - -
again in recent months. Having grown bus"ness dep OSltS

steadily since the latter months of
2010, the stock of total business credit
peaked in September 2012 and is now
about -0.7% (or $5b) lower than that
peak. This means the annual growth
in business credit has fallen from 3.5%
in the year to March 2012 to 1.4% in
the year to year to March 2013. This is
another pointer to the cautious mood
prevailing in business at present.

shrunk by $2b
down 0.4%

Other personal credit is tiny in comparison
to housing and business, only about 6% of
total credit. Nonetheless, it is has picked
up in recent months — for instance it grew
by 1.1% in the last six months, compared
to a fall of 2.5% in the six months to
March 2012. Lower interest rates may be
assisting on this front. This category is
down 10% on September 2008.

IBank loans now account for about 84%
of total credit.

Domestic credit growth (Annual % growth — 12 month rolling average)
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Customer Deposits

The broad trends in bank
funding from customers
are largely unchanged over
the past six months.

Core bank deposits grew by 10.1% in the
year March 2013, compared to 9.2% in
the year to March 2012. In the six months
to March 2013 deposits grew 3.5%, the
same as the 3.5% seen in the same period
last year and consistent with the usual
seasonal pattern.

This growth in total deposits is being
driven by households, By contrast, total
deposits from business have shrunk

by $2b in the last six months (-0.4%),
whereas they had been growing for a
good while prior to that. We think this is
probably best interpreted as an indicator
of less robust cash-flow conditions for
business, given the other anecdotal
evidence. There is an obvious parallel to
what we are seeing on the credit growth
split between households and business.

In market share terms, the major banks
increased their share of household
deposits (by 23 bps to 81.2% at March
2013) but lost share of business deposits
(down 34 bps to 79.4% at March 2013).
Share in the business category was
mostly lost to the regional banks.

Another consequence of comparatively
strong overall growth in core deposits

is that the Australian banks continue to
be able to fund all their lending through
deposit growth. In the past six months,
core deposits grew by $43b while lending
grew by $39b; for the twelve months the
positive gap was wider — $115b of deposit
growth compared to $87b of lending. In
consequence the ratio of core deposits

to lending is now above 70% for the first
time since late 1999. It has increased
from 67.0% to 70.6% over the past year.
While only a short-hand measure of
funding, it highlights that the banks
continue to be able improve their reliance
on retail funding.

Core bank deposits to bank loans and advances (%)
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We expect this trend to continue,
supported by the bank’s own cautious
risk settings and the regulator’s
determination that the Basel III liquidity
rules are implemented cleanly and
swiftly by global standards. For the same
reasons, we have not been surprised to
see pricing competition for retail deposits
remaining keen; this is another trend we
expect to continue.

Another
consequence of
comparatively
strong overall
growth in core
deposits is that the
Australian banks
continue to be able
to fund all their
lending through
deposit growth
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Net interest margin

The banks combined net interest
margin was flat half on half and
down 6 bps pcp to 2.14%.

Looking at the margin for 1H13, loan
re-pricing added 6 bps to the net interest
margin as banks held on to part of the
interest rate cuts delivered by the RBA
over 2012. Continued price competition
for deposits and the impact of lower
interest rates on rate insensitive deposit
products reduced margins by (-3 bps).

Falling interest rates due to monetary
policy easing reduced the margin benefit
of transaction accounts by (-1 bp).

Wholesale funding costs eased over the
past six-to—nine months with credit
spreads reducing by more than 100 bps.
Banks are now replacing wholesale debt at
lower rates and longer maturities than has
been possible since the start of the GFC,
reflecting more confidence in European
markets. The impact of wholesale funding
costs on the margin was broadly flat.
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Our outlook is for bank interest margins
to decline, reflecting competition for

the limited pool of bank lending and
competition for deposits given their
funding and liquidity benefits. In addition,
the banks’ decision to pass on the recent
cash rate reduction in full, plus the
reduced margin benefit of transaction
accounts will detract from margins.

Combined net interest margin
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Our outlook is for
bank interest margins
to decline, reflecting
competition for the
limited pool of bank
lending and
competition for
deposits given

their funding and
liquidity benefits




Other Operating Income

Trading income, at
$2.3b, was the strongest
it’s been since 2009, up
38% hoh and pcp. The
drivers were contracting
credit spreads on traded

Some recovery in

assits an(}lmcreasec-l X equity markets offset
customer flow for ris sluggish insurance
management products.

revenue growth to leave
wealth management
revenues broadly

flat hoh.

Growth in fee income
of 0.8% hoh reflects the
low level in underlying
credit growth and the
extent of competition to
win new lending business,
particularly in the
corporate and
institutional sectors.

Other income
performance
was mixed.

Analysis of other operating income
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M Banking fees & other income  m Trading Income B Wealth Management
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|
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Expenses

at March 2013.

is all the more
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The banks combined
cost to income ratio

improved an impressive
100bpts hoh to 44.6%

This cost management

impressive given
increases in IT and
regulatory costs.

Combined expense-to-income ratio

48.0%

47.0% —— &

46.87\
O
\A& 1%
45.2%

45.6%
45.1%

46.0%

45.7%  45.6%
45.0%

S

44.6%
44.0%

44.1%

43.0%

1H08 2HO08 1H09 2H09 1H10 2H10 1H11

2H11

1H12 2H12 1H13

Virtually flat
expenses both hoh
and pcp confirm that
the banks continued
focus on all areas

of expenditure is
paying off.

A 0.2% hoh increase in
staff costs reflects salary
increases offset by a
1.0% hoh reduction in
full time equivalent
employees.




Asset Quality

Gross impaired assets
to gross loans stand at
0.96%, down 7 bps
hoh, as banks work
through impaired
assets and fewer new
problem loans emerge.

Banks asset
quality indicators
have improved hoh.

fell 17.3% hoh
reflecting fewer
new bad debts
emerging.

Delinquencies are steady
at $29b hoh and down
5.7% pcp, reflecting
lower interest rates and
modest household
deleveraging.

Portfolios are well
provisioned, with

a total provision to
loan ratio of 0.89% at
March 2013 down 4 bps
from September 2012.

Impaired assets and bad debt expense

5.0%

“+ 0,
4.0% - L.5%

3.0% -

T 1.0%

2.0% -

+0.5%
1.0% -

0.0% -

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013

mmm Impaired assets/gross loans & acceptances (left axis)
Notes: Pre 2006 AGAAP; post 2006 AIFRS.
—— Bad debt charge/gross loans & acceptances (right axis)
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Conduct and mis-selling risk

Attitudes and regulation in
relation to conduct and mis-
selling risk are changing quickly
and have the potential to be
quite profound. While this is an
area where Australia has been
ahead of the curve over recent
years — and so spared from the
worst present problems — these
global trends nonetheless carry
important implications for us.

We are seeing significant change
in many markets, not least in
the UK.

Experience in the UK

The current mis-selling experience in
respect of Payment Protection Insurance
(PPI) has been almost 10 years in the
making and can be added to previous
dark episodes of pension and endowment
policy mis-selling which cost the UK
insurance sector GBP15b. PPI has been
a painful experience for UK banks in
terms of reputation, financial cost and
management time during a period of
recession, credit contraction and the
aftermath of the GFC. The industry

has paid out approximately GBP10b
since January 2011 and many expect
this to rise to GBP15b. Putting this in
perspective, the one year cut in UK GST
of 2.5% in 2008 was estimated to have
cost GBP12b. Some commentators have
argued this has provided a significant
fiscal stimulus to a recessionary
economy as well as removing in excess
of GBP150b of banks’ lending capacity.
More recently, there have also been
identified instances of mis-selling
interest rate swaps to small business.
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The UK banks’ approach to PPI was a
classic example of cross-sell by finding
ways to meet additional needs of existing
customers. PPI provided insurance to
ensure loan repayments would be made
in the case of certain events, such as
unemployment. It was therefore sold as a
natural compliment to a loan, priced into
the loan’s interest rate. In essence, the
trouble was that the product pricing was
both opaque and aggressive.

When concerns first arose in 2005
around mis-selling of PPI, the Financial
Services Authority (FSA) applied a “light
touch”, a position broadly supported by
government. Consistent with this, the
banks responded to the concerns from a
“compliance with the rules” perspective,
rather than really standing back and
assessing whether they had embedded
the intent of regulatory principles such
as Treating Customers Fairly into the
product design and sales process, and
so whether they had truly met their
customers’ needs.

Against that background, the Complaints
Management Companies (CMCs)

began using aggressive marketing and
social media strategies to inform the
broader public of the wide availability

of compensation. Typically the CMCs
charge clients 30% of redress payments.

These events were an important factor
behind the decision to split the UK FSA
into two new entities from 1 April 2013 -
the Financial Conduct Authority (FCA),
responsible for sound market functioning
and appropriate protection of consumer
interests, and the Prudential Regulation
Authority, responsible for prudential
supervision. The early indications are
that the FCA will set a very different

tone in these matters than the FSA.

The goal-posts have moved from “is

this a fair product?” to “is this product
demonstrably in the customer’s best
interests?”. The importance of this latter
change should not be under-estimated,
perhaps best summarised in FCA CEO
Martin Wheatley’s commitment to “Shoot
first and ask questions later”.




Conduct Risk Management Framework

Product
development
and suitability

Close/
Retention

Complaints

Implications
for Australia

This is another area where the
combination of a stronger regulatory
framework and better behaviours from
our financial institutions has spared us
from excesses seen elsewhere in the
world, much the same factors which
underpinned our relative success
through the GFC. Notwithstanding
this, there have been bumps along the
road, as evidenced by ASIC Enforceable
Undertakings, especially in Wealth
Management.

More recently, we have experienced
ASIC increasing its surveillance on the
marketing around products to ensure
they are properly represented. Some of
the challenges have been around capital-
guaranteed products and the advertising
around structured products.

We have also seen the recent
strengthening of the legislative
framework in Australia. Such examples
include the Australian Consumer Credit
Act (governing the selling of lending
products), Future of Financial Advise
(FOFA, governing financial advice quality
and incentives), and the new privacy
principles (governing customers’ data).

product
lifecycle

When we take a step back, there are

a number of products in Australia

which exhibit underlying similarities

to the problematic products in the UK.
Examples include the selling of payment
protection insurance, swaps and
structured instruments including hybrids
and the provision of investment advice.

While there is not a one-for-one
convergence with the UK, the UK
experience nonetheless reminds us that
there can be no room for complacency.
There is no doubt that regulators around
the world, including in Australia, are
watching the wholesale changes and
much higher benchmarks of acceptable
behaviour in the UK with much

interest. Experience tells us that higher
benchmarks adopted in offshore markets
do tend to filter in time to Australia. In
our view, Australian bankers need to
watch these trends very carefully.

In short, banks need to continue to

rise above ticking off the rules and
implement clear metrics around which
products are appropriate for a customer,
based upon three critical elements —a
clear evaluation of the benefits and costs
to that customer; an assessment of how
effective a bank is at delivering to those
(and not other) customers; and ongoing
monitoring of the extent to which the

Customer
information
and marketing

Sales
and Advice

Service
and Claims

customer continues to enjoy those
benefits. Compliance with applicable
regulations becomes a subset of these
activities. Banks are now considering the
product lifecycle (see diagram) when
evaluating their exposure to mis-selling
risk.

We believe that the controls which
mitigate mis-selling risks are closely
linked to the sales and service
requirements and initiatives to improve
the customer experience. This makes
the case for such controls all the more
compelling.
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Customer analytics: herding stats?

Harnessing customer
analytics is a priority for
banks everywhere, driven by
a desire to improve both the
customer service experience
and revenue outcomes across
multiple channels while
reducing marketing costs.
Australian banks have made
significant advances in their
use of analytics in recent years
however many still lag the world
leaders in this space.

One outstanding example is the
Singapore-based OCBC Bank. Its success
reflects three factors:

* agenuine and robust single view of
customers

e the insight strength of the analytics
engine and capabilities

* efficiency of real-time delivery to the
multiple customer touch-points.

In combination these strengths are
ensuring that 70% of all new sales and
95% of all successfully retained “at-risk”
customers are now associated with leads
generated from their analytical engines.
Cross-sell conversion rates across the
organisation are now up around 40%,
well above Australian experience.

As impressive as OCBC is, other
industries are further ahead again in
their use of customer analytics. Research
by PwC estimates that the customer
analytics opportunity for Australia’s
retailing and consumer goods sector is
worth $3.8b or a 10-20% increase in
EBIT for supply chain participants. This
figure is realised from both reduced
marketing spend and cross-selling.

An example of the world class use of
customer analytics in a retailing context
is Amazon. Amazon increased its sales
by 30% (or $3b), largely through the
integration of product recommendations
at every stage of its sales process from
product discovery to purchase, with
estimates of Amazon’s conversion to
sales of on-site recommendations as
high as 60%. Amazon also uses targeted

email marketing but is very disciplined
in only sending out promotional emails
with the highest potential profitability
for their business, and in consequence
email conversion rates exceed on-site
recommendations.

Indeed, we believe that a core reason
why Amazon is such a benchmark in
analytic success is that their creed from
the start has been to use analytics as
the key enabler of their business rather
than an end in itself. We still see plenty
of instances in Australia where the
emphasis is on analytics techniques
rather than analytics business cases. For
example, the business case should be
about raising customer retention rates
for a significant product line as opposed
to building a capability to do CHAID
decision-tree analyses.

The three factors which explain OCBC’s
success point to the main challenges
which most organisations have in making
solid market progress on analytics: poor
customer data; insufficient skill to build
differentiated analytics engines; and
failure to build robust lead management
processes to translate the insights

to customer channels. Each of these
deserves separate comment.

The focus on improving customer data,
particularly the single view, is gathering
momentum across the Australian
financial services sector. In banking,

it is being given added momentum by
the single-view requirements of the
Financial Claims Scheme, although
some institutions seem to assume that
a regulatory solution can serve their
marketing needs too. There is also more
interest in cloud-based single view
solutions to overlay legacy systems.

We previously highlighted in our May
2012 Major Banks Analysis the role of
“big data” tools in the development

of differentiated analytics engines.
However the uncovering of insights
requires more than raw computing
power. “Data scientist” is the name for
those who can combine the software
engineering skills with statistical
expertise and business savvy to ask the
right question to begin with. We have
seen forecasts of a 50 to 60 percent gap

in the supply of data scientists relative
to demand. This means that Australian
banks must compete with Facebook,
Google and Amazon for talent. Some
organisations are meeting this need by
deploying cross-skilled teams instead
of individuals and looking to grow their
own data science experts from business
savvy engineers and statisticians.

One further source of differentiation
is a more explicit use of scientific
methods in building and deploying
these analytics engines. Disciplined
organisations are using experimental
design approaches that deliver on the
build-test-refine method based on
robust sample sizes. Some Australian
banks have already deployed techniques
like A/B testing in their marketing
campaigns and others will need to
catch up to remain competitive.

The final success element is delivering
the leads to the customer touch-point.
Here the core skill is not analytics but
customer management, both in the
traditional person-to-person channels
and in the digital/social media channels.
The analytic lead is wasted unless it
changes something in relation to how

a customer is treated — an outbound
call from a Customer Service Officer;

a contact through Facebook; or a
needs-based question next time a
customer transacts at a branch. Again
we observe considerable variation
between institutions in relation to these
disciplines. Only those who master all
three ingredients well will actually shift
the dial on customer experience and
hence buying propensity and retention.

The application of analytics for banks
may begin in the customer space where
interventions can quickly demonstrate

a return on investment. However, banks
should not stop here. Analytics can be
applied to every element of a bank’s
operations such as product development,
risk management and talent. Ultimately
analytics promises to answer the biggest
question facing Australian banks today —
how do they become more productive?



View

A genuine and
robust single
view of customers

Insights
The insight strength
of the analytics engines

2

Success
reflects
three
factors

Actions

Efficiency of
real-time delivery
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Key banking statistics
- Half year 2013

Balance sheet

Total assets

Gross Loans and acceptances

Gross impaired assets

Gross impaired assets
as a % of gross loans and acceptances

6 mths
Mar-12

CBA (iii)

6 mths
Jun-12

NAB (iv)

6 mths
Sep-12

6 mths
Mar-12

6 mths
Mar-12

672,625 642,127 612,212 | 721,339 718,229 701,986 | 762,394 763,090 756,843 | 677,509 674,965 653,932

322,582 300,119 284,836 301,611 302,787 297,705 351,391 331,336 335,553 | 307,976 297,901 300,046

446,229 432,560 418,246 | 549,216 542,097 530,899 500,574 500,857 490,407 | 524,985 518,279 510,144

Asset quality & provisioning

4,685 5,196 5,343 4,313 4,499 4,676 6,102 6,543 6,088 4,281 4,386 4,487

3,142 3,423 3,629 2,468 2,491 2,579 4,092 4,560 4,454 2,558 2,745 2,790

1.05% 1.20% 1.28% 0.79% 0.83% 0.88% 1.22% 131% 1.24% | 0.82% 0.85% 0.88%

U443 1,773 1714 1845 2008 2,097 2010 1983 1,634 1505 1470 1482
329% 341% 321% 428% 446% 448% 329% 30.3% 26.8% 352% 33.5% 33.0%

Individually assessed provisions
as a % of impaired assets

Total provision
as a % of gross loans & acceptances

Profit & loss analysis (i)

Net interest income

1.06% 1.13%

1.61%

0.89%  0.96%

6,862 6,513 6,644

0.98%  0.92%

1.56%

0.80% 0.82%  0.86%

6,445 6,340

Cash earnings after tax before
significant items (underlying profit)

Statutory results (ii)

3,661 3,466 3,624

Other operating income
as a % of total income

Expense/income ratio
(as reported ratio)

Return on average assets
(underlying cash) — annualised

Capital ratios

Common equity

314% 329%  314%
"""" 199% 199%  2.06% |

225% 228%  2.35%

44.4%  480%  47.4%

166,474 179,482 167,654

097% 091% 0.95%

8.2% 8.8% 8.9%

349% 346% 33.9%
186%  1.79%  1.86%
210% 2.06% 2.12%
451%  462%  45.8%

210,928 202,705 200,370

1.03% 098% 1.01%

8.3% 7.8% 7.7%

349% 340%  325%
167%  1.68%  1.74%
208% 206% 2.17%
417%  408%  41.8%

0.77% 0.70% 0.78%

8.2% 7.9% 8.0%

31.1%  31.0%  30.0%
1.94%  1.90%  1.87%
219% 218% 2.17%
406% 405%  41.1%

211,299 206,654 197,248

1.05% 1.02% 0.97%

8.7% 8.4% 8.0%

Funding Ratios

Deposits (exclude CDs) / gross loans

Deposits (exclude CDs) / total liabilities

76.9% 75.6% 73.4%

545% 544%  53.6%

All figures in AUD million unless otherwise indicated

(1) Inarriving at “underlying profit”, income and expenses exclude significant items and certain
non cash items. Non cash items include provisional gains on acquisition of controlled entities,
impact of hedge accounting and revaluation of treasury shares and other items reported by
the banks. Significant items include restructuring and transformation costs and other items
reported by the banks. Some components of income and expenses have been reclassified to

improve comparability between banks.

(ii) Statutory result as reported by the banks, unadjusted.

11.2% 11.6% 11.5%
70.3% 70.0% 69.8%  684% 67.7% 652% | 685% 67.1% 62.7%
56.9% 56.1% 55.9% | 47.7% 471% 448% 571% 553% 52.5%

(iii) In reporting CBA’s underlying earnings we have excluded the impact of investment earnings on
shareholder’s retained profits and capital in life business from other operating income and the
related tax impact: 1H13 ($57) million,2H12 ($53) million and 1H12 ($36) million.

(iv) NAB’s underlying cash earnings after tax before significant items are shown before distributions
to holders to National Securities; and excluding investment earnings on shareholder’s retained

profits and capital in life business and related tax impact -1H13 ($94) million and $0 million,
2H12($102) million and $8 million and 1H12($105) million and $30 million.



