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CBA - Evidence Based Pricing

21, Baseline Assumptions

For each situation, changes are compared lo a baseline scenario where CBA

and competitors both have an identical rate sheet. The default rate sheet, as

shown below, has a hero rate at eight months and a headline rate at four

months for the $10k and above tiers. The $5-10k tier has a hero rate at four

months and no headling rate.

| Terin || <5k - | .640k. | 90-25k | 25-50k | S0-100k | 100-250k |
1M 0.00 250 278 2.75 3.00] . 0.00
M 0.00 250 275 275 3.00 0.00
3M 0.00 2.50 275 275 3.00 0.00
M oo 4.50 5.40 5.50 560 8.00
5M 0.00 280 3.00 3.00 350 000
M 0.00 280 3.00 3.00 3.50]. 0.0Q
™ 0.00 2.80 3.00 3.00 3.50 000
86 0.00 325 5.48] 5.55 565 0.00
aM 0.00 325 350 360 400f . omo
10M 0.00 325 3.50 380 4.00 0.00
11M 0.00 325 3.50 360 4.00 0.00
120 | 0.00 350 3.75 3.85 4.25 0.09

D BestRate W Next Best Rate

The hero rate is the best rate offered by CBA for a particular tier. The headline

rate is a rate lower than the hero rate (within 55bps) but substantially in excess

of the non-headline rates which are typically 100-250bps lower than the hero

rate.

Please note that the '<$5k’ and ‘$100-250k’ tier was out of scope for this

project. The $0-5k tier is no longer actively promoted by CBA and the $100-

250k tier is managed by a different division within CBA and was out of scope for

the project.
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CBA — Evidence Based Pricing

CBA Rate Change

341. Situation

A new balance or NIM target has been set. How should CBA change rates to
achieve this target?

3.2 Analysis

See the next section for addressing changes in‘'competitor rates.

3.3, Result

Predicted Scenario Results: Profitability vs. Market Share

Net Interest Margin (Bps)

4200 4400 451] 4BDD SMT 5,2!1] 54013 5.503 S.BEO ﬁfﬂi B.Z!J 5400 asm
New and Retained Balances ($M)

New and retained balance ranges from $4.2 billion to $6.6 billion,

Caution would have to be used in runnin
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CBA - Evidence Based Pricing

By examining rate tracker from January to QOctober 2005, it can be seen that,
historically, competitors

This gives us some confidence that
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CBA - Evidence Based Pricing

5. Change in Hero or Headline Rate

5.1. Situation

There is a large proportion of TDs that are coming up to maturity on what is
currently the headline term. If CBA does not change term then NI will be
reduced significantly as passive rollovers will receive substantially greater
interest rates. :

VWhat would be the result of changing the term of the hero and headline rate? - .

The following figure shows the balances of TDs coming up for maturity between
12 June 2005 and 7 August 2005 by expiring term.

Balances Maturing by Expiring Term
A000 q=1-comme g ey s e

Balance [$
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CBA — Evidence Based Pricing

5.2 Analysis

For this situation, assume we have the following rate sheet.

[ Yerm ][ <8k | 510k [ 10-25k | 25-50k | 50-100k | 100-250k |
1M D.00 250 275 2.75 3.00 0.00}
M 0.00 250 2.75 275 3.00 0.00]
M 0.00 2.50 275 275 3.00 0.00
M 0.00 2.80 300 3.00 3350 0.00
50 0.00 450 540 5.50 560 0.00
[ 0.00 280 3.00 300] 30 0.00
™ 0.00 2.50 3.60 3,00 350 000
M 0.00 3.25 5.45 555 5865 0.00
] .00 3.15 3.50 360 4.00 0.00
10M 0.00 3.25 350 3.60 4.00 000
1M 0.00 3.28 3.50 360 4.00 0.00
12M 0.00 3.50 37s 385 425 0.00

8 BesiRete W Next BestRate

Note that the headliné rate is on a five month tem. This is the same tem as
where the butk of TDs approaching maturity have their term.

We tested six different scenarios;

. Headline-rate at & months and the hero at 8 months (5m 8m) - this is the
base scenario; ‘

. Headline at 4 months and the hero rate at 8 months (4m 8m);
. Headline at 3 months and the hero rate at 8 months {3m 8my;
L Headline at 4 months and the hero rate at 7 months (4m 7m);
. Headline al 4 months and the hero rate at 9 months (4m 8m); and -

. Headline at 4 months and the hero rate at 10 months (4m 10m),

In ali of the scenarios, both the hero and headline interest rate were kept
constant. Only the term of the hero and headline rates has been changed,
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