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CONFIDENTIAL

Looking ahead, indications are that the
major banks generally expect arrears on business lending to be stable over the June
quarter. Wholesale business loans (greater than $50 million) are expected to perform
slightly better than smaller business loans. It is also worth noting that in the December

quarter the major banks were generally successful at predicting the rises in their
business NPL ratios that took place over the March quarter.

Housing lending (53 per cent of lending)

The share of housing loans that were non-performing rose by 4 basis points over the March
quarter, to 0.7 per cent. This is up from 0.6 per cent a year ago. Some of the major banks
have explicitly attributed recent increases to rising interest rates, ongoing
‘underemployment’, and seasonal factors.

Graph 6
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The deterioration in housing loan quality was greatest for the second-tier Australian-owned
banks. Their housing NPL ratio increased by 16 basis points over the quarter, to 0.8 per
cent. The major banks’ housing NPL ratio increased by 5 basis points.

At an individual bank level, 11 banks (from a total of 26 which have reported housing loans
on their domestic books) reported an increase in housing NPLs over the March
quarter 2010, including each of the four majors (Graph 7). This is a marked turnaround
from the September and December quarters of 2009, when three banks reported increases,
including just one of the majors
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4, Bank funding

Spreads on the major banks
unguaranteed 3-year bonds' trading in the domestic secondary market tightened by about
8 basis points over the fortnight, while guaranteed spreads tightened by about 4 basis points
(having previously widened due to euro area concerns).
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DOMESTIC MARKETS REVIEW: JUNE 2010

Summary

e Secondary market spreads on major banks’ unguaranteed bonds widened by around

10 basis points, reflecting concerns about potential euro area contagion.

¢ We estimate that the major banks’ outstanding net interest margin narrowed slightly over

the month, as average funding costs increased by a little more than average lending rates.
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NON-INTERMEDIATED MARKETS



Credit markets

Financials

After virtually no issuance in May,
Australian banks have issued $4.7 billion of
bonds in June to date — of which $2.8
billion was issued offshore by the major
banks. However, the largest individual
issues were in the domestic market. NAB
priced a $1 billion increase to its April 2013
line at 85 basis points over swap/BBSW,
taking outstanding on the line to
$2.5 billion. Despite the weakened market

conditions, the tap priced at just 8 basis



points wider than the original issue in
March. This was the first publicly placed
domestic bank bond issue since April. Also
in the domestic market, Westpac privately
placed a $750 million 3-year bond (pricing

was not disclosed).

National Australia Bank (NAB) issued 18-
month and 3-year paper offshore (totalling
$395 million) and also managed to place a
7-year bond offshore (CHF 200 million) at
65 basis points over swap. Westpac issued
the largest offshore deal so far in June, a 6-
year $591 million (US$ 500 million) bond.
Pricing information for most of the above

issuance was not disclosed.

ANZ has issued a number of bonds so far in
June, including two short term notes priced
in the US market (1-year and 18-months):
a $125 3v-year deal AUD denominated
eurobond; as well as a 6-year $336 million
(CHF 325 million) bond, which priced at 60

basis points over swap.
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Major Banks’ Bond Pricing*
3-year $A debt, monthly
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Spreads on major banks’ 3-year
unguaranteed bonds trading in the
domestic secondary market widened by
about 10 basis points earlier this month, to
around 128 basis points over CGS. The
widening of spreads continued from the

previous month reflecting ongoing concern

about the potential for contagion from the

euro area sovereign debt crisis.

Guaranteed spreads were little changed
during June, at 132 basis points over CGS,

including the fee).
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Banks’ Net Interest Margin

We estimate that the major banks’ net
interest margin (NIM) on their outstanding
interest-earning assets and liabilities has
decreased by 2 basis points since end May,
to 228 basis points.

Average Rates on Major Banks’ Outstanding

Lending and Funding
% %
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Sources: APRA; Bloomberg; Financial reports; RBA; UBS AG, Australia Branch

The major banks’ average funding cost is
estimated to have increased by 7 basis
points since end May. The increase was
attributable to a 15 basis point increase in
the cost of short-term debt, and smaller
increases in the costs of long-term debt
(9 basis points) and deposits (4 basis
points).

Major Banks’ Average Funding Costs
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The major banks continue to offer higher

rates on term deposits with longer tenors

relative to the rates on bonds of equivalent

maturities.

Bps
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Major Banks’ Pricing of Term Deposits
and Bonds
A$ debt, term deposit specials

6-month spreads to OIS 3-year spreads to CGS
Bank bonds
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As variable housing rates fell by abdut 140 basis points and average funding costs fell by an estimated 113 basis
points, the SMH portays this as a subsidy to the variable loan rate borrower.

JB



Banks' gouging brings in billions
Stuart Washington

June 3, 2010

Big banks gouging us on rates

Evidence reveals the big banks have been raising rates at much higher levels than funding
costs, taking advantage of customers.

EXCLUSIVE

The big four Australian banks have used the cover of the global financial crisisto charge
borrowers more than the increase in their own costs, resulting in big profits for the lenders
and much higher interest bills for many customers.

A Herald analysis of Reserve Bank figures shows for the first time how much extra
individual borrowers are paying on a monthly basis as a contribution to bank profits after the
financial crisis hit in mid-2007.

Advertisement: Story continues below

The analysis reveals that a borrower with athree-year fixed-rate home loan of $300,000 pays
apersona contribution to extra bank profit of between $75 and $125 of the monthly
mortgage bill.

The extra profit contribution comes about because banks have increased the interest rates
they charge customers more than their own costs have increased as a result of the financial
crisis.

The big banks have captured the extra profits so successfully they have contributed to a
bumper round of profit reportsin the most recent reporting season.

In their most recent results ANZ, Commonwealth, National Australia Bank and Westpac
reported profits before tax of $14 billion in the first half of the financial year, arecord result
beating pre-crisis profit levels.

Increased interest rates helped bolster the big banks' lending business even astheir retal
operations were knocked by cutsin fees they charged.

A spokesman for the consumer advocacy group Choice, Christopher Zinn, said: "It's well
documented that the large banks profited in various ways from the financial downturn,
including taking market share from smaller competitors, and increasing their lending profit
margins.”

The Herald's analysis was based on the Reserve Bank's most recent quarterly bulletin which
showed how the big four banks had faced a 1.3 to 1.4 per cent increase in their funding costs
sincethecrisis.



The bulletin also shows how the increases in costs faced by banks was more than offset by
interest rate increases for their customers.

Since the crisis began, fixed-rate mortgage borrowers on three- to five-year terms are paying
1.7 to 1.8 per cent above a benchmark rate, business borrowers are paying 2 per cent more
and personal borrowers are paying an extra 3.4 per cent.

A borrower with a $30,000 personal loan is paying $50 a month of their loan bill as their
contribution to extra bank profit.

And a business borrower with a$1 million overdraft is paying $500 to $583 a month as their
contribution to extra bank profit.

The analysis also shows how the bigger interest rate increases for business and personal
borrowers has effectively subsidised smaller rate increases in variable rate home loans.

Contrary to public perception, the Herald's analysis shows a $300,000 variable interest rate
home loan is subsidised by the banks to the tune of $50 to $75 a month.

The result occurs because the Reserve Bank's estimate of a 1.1 per cent increase in variable
rate mortgage costs above a benchmark rate has lagged the increases in the banks' costs.

The chief executive of the Australian Bankers Association, Steve Munchenberg, contested
whether interest rate increases beyond the banks' cost-of-funding increases could be regarded
as profit.

He said increases in rates for business loans and personal |oans should be regarded as
charging for increased risk, because bankers' assessments of risk in those markets had
changed.

He also said the banks' own cost of funding was continuing to increase, and he disputed the
Reserve Bank's finding that fixed-rate mortgage borrowers had faced increases above the
banks' cost of funding.
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4. Bank funding

Spreads over CGS on the
major banks unguaranteed 3-year bonds trading in the domestic secondary market
widened by about 8 basis points over the fortnight to 123 basis points, while guaranteed
spreads widened by about 6 basis points to 61 basis points.
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> CONFIDENTIAL

Bank treasurers report that conditions for long-term bank debt are very challenging, in both offshore and
domestic markets. Part of the explanation from the major banks for the limited issuance is that they are
ahead of their funding plans and are being patient in accessing markets where spreads are likely to have
widened.
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4, Bank funding

Spreads on the major banks unguaranteed
3-year bonds' trading in the domestic secondary market widened by 6 basis points over the
fortnight to 128 basis points over CGS, while guaranteed spreads were little changed at
62 basis points over CGS.
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DOMESTIC MARKETS REVIEW: JULY 2010

Summary

e Secondary market spreads on major banks’ unguaranteed bonds were little changed.
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We estimate that the major banks’ net interest margins narrowed slightly since end

June, as average funding costs increased by more than average lending rates.




NON-INTERMEDIATED MARKETS



Credit markets

Financials

NAB issued a 10-year EUR 1.25 billion bond
(A$1.9 billion), priced at swap+123 bps,
(CGS+262 bps). This is around 30 bps
wider than a similar deal by CBA in

February.

Domestically, ANZ issued a $1.25 billion
bond in two 3-year tranches; both priced at
swap+90 bps (5 bps wider than a similar

issue last month).

For details on major bank’s bond issuance

refer to the table below:

Senior Bond Issuance by the M gjor Banks since 22 June 10: Selected

Size
(A$ million; Term Market
conversion (years) of |ssue
at issuance)

I ssuer Initial spread

NAB 1,856 10 Offshore EUR Swap + 123bps

ANZ 111 6  Offshore na

NAB 438 5  Offshore na

ANZ 1000 3 Domesti BBSW +90hps
ANZ 250 3  Domesti  Swap+ 90bps
ANZ 229 2 Offshore  USLibor + 22bps
NAB 171 2  Offshore USLibor + 20bps




Spreads on major banks’ 3-year senior
bonds trading in the domestic secondary
market were little changed this month at

140 bps over CGS.

Major Banks’ Bond Pricing*
3-year $A debt, monthly

% Yields Spread to CGS Bps
Unguaranteed
(rated AA)
. M
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5 Vi 100
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* Includes fee for guaranteed issues.
Sources: RBA; UBS AG, Australia Branch
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Banks’ Net Interest Margin

We estimate that the major banks’ net
interest margin (NIM) on their outstanding
interest-earning assets and liabilities has
decreased by 5 basis points since end June,

to around 2.30 per cent.

The major banks’ average funding cost is
estimated to have increased by 8 basis
points since end June. The increase was
attributable to a 13 basis point increase in
short-term debt, and smaller increases in
the cost of deposits (8 basis points) and

long-term debt (5 basis points).

Major Banks' Average Funding Costs

Daily
% %
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LT debt
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The major banks continue to offer higher

rates on term deposits with longer tenors

relative to the rates on bonds of equivalent

maturities.

Bps

200

100

-100

Major Banks’ Pricing of Term Deposits

and Bonds
A$ debt, term deposit specials

6-month spreads to OIS 3-year spreads to CGS
Bank bonds
v A |
Il Il Il Il Il Il
2008 2010 2008 2010

Sources: Bloomberg; RBA; Thomson Reuters; UBS AG, Australia Branch
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4, Bank funding

Spreads on the major banks' unguaranteed
3-year bonds' trading in the domestic secondary market widened by 16 basis points over the
fortnight to 145 basis points over CGS.
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Credit Growth and Bank Funding
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CONFIDENTIAL

Spreads on
the major banks unguaranteed 3-year bonds
trading in the domestic secondary market tightened
by 10 basis points over the month to 132 basis
points over CGS, while guaranteed spreads were
little changed at 59 basis points over CGS.

Reserve Bank of Australia and
Australian Prudential Regulation Authority

23 July 2010

p3



DOMESTIC MARKETS REVIEW: AUGUST 2010

Summary

e Secondary market spreads on major bank’s unguaranteed bonds have widened slightly and

currently stand at 127 basis points.

e We estimate that the major banks’ net interest margin is unchanged since end July, with

average lending rates and funding costs both stable.
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Credit markets

Financials

Australian banks have issued $10.7 billion
of bonds in August to date, of which $4.8
billion was issued offshore by the major

banks.

Two large offshore deals included NAB and
Westpac, with NAB issuing a samurai bond
in two 5-year tranches, while Westpac

raised US$3 billion (A$3.3 billion) in two

tranches (3 year and 5 year, see table).
Pricing was around 40-60 bps wider than a

similar issue by CBA in March.

For further details on major bank’s bond

issuance refer to the table below:

Senior Bond | ssuance by the M ajor Banks since 20 July 10: Selected | ssues
Sze
| ssuer (AS m||||9n; Term Market Initial spread
conversion (years) of Issue
at issuance)

Westpac 1091 1 Offshore  USLibor + 2bps
NAB 1108 1 Offshore  USLibor + 1bps
ANZ 549 2 Offshore  USLibor + 20bps

Wesipae 1117 3 Offshore USTreasury + 117hps
NAB 305 4 Domesti  BBSW+105bps
NAB 210 4 Domesti  Swap+l0Bbps
NAB 868 5 Offshore  JPY Swap+530ps
NAB a2 5  Offshore  JPY Libor + 70bps

Westpac 2234 5  Offshore USTreasury + 137hps




Movements in resident bank’s spreads were
mixed. Spreads on major banks’ 3-year
senior bonds widened by about 5 bps since
end of last month and stand at 127 bps
over CGS. Spreads on major banks’
domestically-issued subordinated bonds
have tightened by about 11 bps since end-
July, and currently stand at 206 bps over
CGS.

Major Banks’ Bond Pricing
3-year $A debt, monthly

% Yields Spread to CGS Bps

Senior bank
bond (rated AA)
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Sources: RBA; UBS AG, Australia Branch
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Major Banks' Unguaranteed Bond Spreads
Domestic; spread to CGS; 1-5 year bonds
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A fall in the bad and doubtful debts
expense, from $3.0 billion to $2.1 billion,
also made a substantial contribution to
profits. This expense fell to the equivalent
of 0.43 per cent of net lending assets in

2009/10, down from 0.66 per cent in
2008/09.

18

Westpac, NAB and ANZ also released their
third quarter trading updates in August.
WBC and NAB reported unaudited cash
earnings of $1.4 and $1.1 billion, which
were in-line with the first two quarters for
these banks, while ANZ reported a slight
increase to $1.3 billion. Changes in net
interest margins varied; WBC announced a
small decline, NAB’s had little change and
ANZ reported a small improvement. All
three cited competitive pricing pressures
and increased funding costs, especially for
deposits. All three banks reported a fall in
the charge for bad and doubtful. The banks
have also completed their wholesale
funding requirements for the year (ending

September).

Banks’ Net Interest Margin

We estimate that the major banks’ NIM on

their outstanding interest-earning assets

and liabilities is unchanged since end-July.
Major Banks’ Lending Rates and

Funding Costs
% %

8 /’\ 8

Funding cost

4 \/ 4

Spread
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Sources: APRA; Bloomberg; Financial reports; RBA; UBS Australia AG



The major banks’ average funding cost and
lending rate are estimated to have
remained steady since end July, with little
movement in the rates for components of
funding and lending.

Major Banks’ Average Lending Rates
and Funding Costs

%

Average funding costs %
8 8
Long-term
/-'—\ debt*
6 _—’/ 6
\__/Short—term
\ debt**
4 \
Total
(excluding equity)
0, 0,
% Average lending rates %
10 10
’_//—f\\/\ Small business
° \_,_/ °
A Total
Household—
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* Includes RMBS and hybrids
** Includes CDs
Sources: APRA; Bloomberg; Financial Reports; RBA; UBS AG, Australia branch
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The major banks continue to offer higher

rates on term deposits with longer tenors

relative to the rates on bonds of equivalent

maturities.
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Major Banks’ Pricing of Term Deposits
and Bonds
A$ debt, term deposit specials

6-month spreads to OIS 3-year spreads to CGS
Bank bonds
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Sources: Bloomberg; RBA; Thomson Reuters; UBS AG, Australia Branch

Bps

200

100

-100

22



49


rsdpdl
Typewritten Text
49





50


rsdpdl
Typewritten Text
50
















