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Credit card rates unresponsive to current easmg

cycle (since Nov-11)
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There are low barriers to entry in the Australian
credit card market

e Around 100 credit card brands
e QOver 250 products

e Zero/low-interest balance transfer offers are
prevalent

e Few barriers to changing cards

e |ssuers appear to compete more on rewards,

balance transfers and annual fees than headline
Interest rate




A sample of credit cards on offer

Virgin Money Low
Rate Card

Bankwest Zero
MasterCard

Citibank Rewards
Classic Card

American Express
Velocity Platinum

10.99% p.a.

0% balance transfer,
6 months

Up to 44 days
interest free

S99 annual fee

No rewards
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17.99% p.a.

2.99% balance
transfer, 9 months

Up to 55 days
interest free

No annual fee

No rewards

20.99%

0% balance

transfer, 18 months

Up to 55 days
interest free

S89 annual fee

Rewards — travel,
cashback, retail
gifts, etc.
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20.74%
0.99% balance

transfer, 6 months

Up to 44 days
interest frees

S349 annual fee

Frequent flyer
points +
complimentary
domestic flights




Evolution of credit card market

RBA reforms:
regulated interchange
fees, allowed merchant
pricing and increased

Variety of card
offerings grows;
differences in fees
and rewards

Competition
around rewards
intensifies as
MasterCard and

Reforms
remove
requirement
for issuers to

access to card schemes be APRA-

regulated

expand

Visa update
interchange fees

2000 2003 2006

Annual fees rise, Consumer Discounted
Banks start ;
rewards fall. . credit reforms balance
e e promoting !
Competition intensifies . increase transfers are
. Visa/MasterCard i
around interest rate . . protection prevalent
. . debit; debit card .

offers; Virgin use erows rapidl and disclosure

introduces the first & apialy

‘low rate’ card




Credit card issuer market shares

By balances outstanding

100 - Per cent Per cent. 100

Major banks total |
80 —_— 1 80
7 60 | 1 60
40 + 1 40
- /
0 1 | ] ] ] . . 0
2002 2004 2006 2008 2010 . 2012 2014

CBA ANZ WBC —Citi

Source; APRA
e s G|



Proportion of balances accruing interest has fallen
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Spreads earned by card issuers increased with the
financial crisis
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Similar evolution in spreads in other countries
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Credit card and debit card transactions
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Household debt to disposable income
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Low-rate credit cards and personal loans
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Personal (unsecured) loan spreads

16 ~ Percent Percent o 16
Personal Loan Interest Rate
12 Average Spread Post-Crisis 4 12
(10.4%)
Average Spread Pre-Crisis
8 | (7.7%) Spread |8
4 4
Bank Funding Costs
0 1 I 1 1- { I 0

Feb-03 Feb-05 Feb-07 Feb-09 Feb-11 Feb-13 Feb-15




12

Small business loan spreads (mostly secured)
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Home loans - interest rate and bank funding costs
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Estimated return on equity:
mortgages vs. credit cards

Internal Ratings Based Approach

Standardised Approach

Residential Mortgages

Residential Mortgages

Credit Card Loans

Capital Capital Capital
Loan Size S 100.00 Loan Size $ 100.00 Loan Size $ 100.00
Risk Weight 18.0% Risk Weight 35.0% Risk Weight 75.0%
Capital Requirement 8.0% Capital Requirement 8.0% Capital Requirement 8.0%
Equity S 144 Equity $ 280 Equity S 6.00

Net Interest Margin
Mortgage rate 5.00%
Cost of Funds 3.00%
NIM 2.00%

Net Interest Margin
Mortgage rate 5.00%
Cost of Funds 3.00%
NIM - 2.00%

Net Interest Margin
Effective Credit Card Rate 12.00%
Cost of Funds 3.00%
NIM 9.00%

Op. cost to income ratio 50.00% Op. cost to income ratio 50.00% Op. cost to income ratio 50.00%
NIM (net op cost) - 1.00% NIM (net op cost) 1.00% NIM (net op cost) 4.50%
Defaults* 0.60% Defaults* 0.60% Defaults® 1.50%
Loss Given Default** 5.00% Loss Given Default** 5.00% Loss Given Default** 70.00%
Loan Losses S 0.03 Loan Losses S 0.03 Loan Losses S 1.05
After tax return S 0.68 After tax return S 0.68 After tax return S 242

Return on Equity (ROE)

Return on Equity (ROE)

Return on Equity (ROE)

ROE 47.15%

ROE 24.25%

ROE 40.25%

*Proxied by non-performing loan rates
*£Assumptions

Source: Treasury




Personal insolvencies
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Non-performing loans
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Share of households with credit card debt by

income group
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Median level of credit card debt
by income group
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Credit card behaviour by household income

Source: Citibank (from a survey of 1,180 adult respondents conducted in October 2010)




Almost 10 per cent couldn’t make minimum card
| payments

Source: Citibank (from a survey of 1,180 adult respondents conducted in October 2010)




Domestic credit card fee income
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Current Balance Transfer Offers

As at 30 January 2015
Cash Balance
advance Balance  transfer
Financial Interest interest Rewards Transfer period

institution Card rate (% p.a) rate (% p.a) program? Rate (% p.a.) (months)
AMEX Qantas Discovery Card 20.74 n/a Y 0.99 6
AMEX Qantas Premium Card 20.74 nfa Y 0.9¢ 6
AMEX ‘Qantas Uttimate Card 20.74 n/a Y 0.98 6
AMEX Platinum Edge Credit Card 2074 n/a Y 0.69 6
AMEX Velocity Platinum Card 20.74 n/a ¥ 0.99 6
AMEX Velocity Escape Card 20.74 n/a Y 0.9e 5]
AMEX Low Rate Credit Card 11.99 nfa N 0.98 6
ANZ ANZ First 19.74 21.49 N 0 16
ANZ ANZ Low Rate MasterCard 13.49 21.74 N 0 16
ANZ ANZ Low Rate Platinum 13.49 21.74 N 0 16
ANZ ANZ Platinum 19.74 2149 N 0 16
Bankw est Breeze MasterCard Classic 12.24 21.99 N 0 4
Bankw est Breeze MasterCard Gold 12.24 21.99 N 0 4
Bankw est Breeze MasterCard Flatinum 12.24 21.99 N 0 4
Bankw est Zero MasterCard Classic 17.98 21.99 N 2.99 9
Bankw est Zero MasterCard Gold 17.99 21.99 N 2.99 9
Bankw est Zero MasterCard Platinum 17.99 21.99 N 299 9
Bankw est More MasterCard Classic 19.99 21.99 Y 0 18
Bankw est More MasterCard Gold 19.99 21.99 Y 0 18
Baniw est More MasterCard Flatinum 19.99 21.99 Y 0 18
Banlkw est Qantas MasterCard 19.99 21.99 Y 0 12
Bankw est Qantas MasterCard Gold 19.99 21.99 Y 0 12
Bankw est Qantas MasterCard Platinum 19.99 21.98 Y 0 12
Citibank Signature 20.99 21.74 Y 0 6
Citibank Prestige 20.74 21.24 Y 0 6
Citibank Qantas Signature 20.99 21.74 - Y 0 6
Citibank Platinum 20.99 21.74 Y 0 24
Citibank Emirates Citibank World 20.99 21.24 ¥ ] 9 b
Citibank Clear Piatinum 13.99 2174 N 0 9 I
Cibank *  Classic 2099 2174 Y 0 18 =
Citibank Simplicity 19.99 19.99 Y 0 12 m
Citibank Virgin No Annual Fee 18.99 20.99 N 0 14 hnw
Citibank - Virgin Low Rate 10.99 21.6¢ N 0 6 m
Citibank Virgin Fyer 20.74 20.99 Y 0 6 (a8
Citibank Virgin High Flyer 20.74 20.99 b 1.9 12 QN...
CBA Aw ards 20.24 21.24 ¥ 5.99 5 -
CBA Gold Aw ards 20.24 21.24 ¥ 5.99 5 %
CBA Platinum Aw ards 2024 21.24 ¥ 5.99 5 T
CBA Diamond Aw ards 20.24 21.24 Y 5.99 5 o
CBA Low Fee 19.74 2124 N 5.99 5 w
CBA Low Fee Gold 18.74 21.24 N 5.99 5 2
CBA - Low Rate 13.49 21.24 N 5.99 5
CBA Low Rate Gold 1349 21.24 N 5.99 S
GE Capital Coles Rew ards MasterCard 19.99 19.99 Y 0 18
GE Capital Coles No Fee MasterCard 17.99 17.99 Y 0 18




HSBC
HSBC
HSBC
Macquarie Bank
Macquarie Bank
Macquarie Bank
Macquarie Bank

St George
St George
St George
St George
St George
Westpac
Westpac
Westpac
Westpac
Westpac
Westpac

HSBC Credit Card

HSBC Platinum Credit Card

HSBC Platinum Qantas Credit Card
Jetstar MasterCard

Jetstar Platinum MasterCard

Woolw orths Money Everyday card
Woolw orths Money Qantas Flatinum Credit card
NAB Low Rate Visa Card

NAB Low Fee Card

NAB Premium Card

NAB Fiybuys Rew ard Card

NAB Velocity Rew ards Card

NAB Velocity Rew ards Premium Card
NAB Qantas Rew ards Card

NAB Qantas Rew ards Premium Card
Amplify

Amplify Platinum

Amplify Signature

Vertigo

Vertigo Platinum

Altitude

Altitude Platinum

Altitude Black

Low rate

55 Day

55 Day Patinum

Source: Card issuers’ websites
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