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Summary

On 25 October 2023, Commonwealth Bank of Australia (ASX: CBA) issued subordinated 10NC5 notes raising $700mn. These
securities were sold to wholesale investors only (no prospectus being issued) and are not listed on the Australian Securities
Exchange. They are subordinated, unsecured medium-term notes (MTNs) and interest payments are non-discretionary and
floating rate. The purpose of issuing the notes was for general corporate purposes and will qualify as Tier 2 regulatory

capital for the Group.

The interest margin was set at 2.05% p.a. above the 90-Day BBSW and will be paid in arrears on a quarterly basis until
conversion, redemption or maturity. CBA has the right (but not the obligation) to redeem (subject to APRA approval) the notes
on the optional redemption date (25 October 2028) and each payment date thereafter until maturity on 25 October 2033.

This security contains terms known as a Non-Viability Trigger Event. Upon the occurrence of this event the security will be
automatically converted into ordinary shares or written off. The holder will receive the lesser of the conversion number and
maximum conversion number (see documentation for more detail). If a situation arises where conversion is not possible for
any reason, holder’s rights will be terminated, and the notes will lose all value.
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as at 17 February 2025

CBA delivered a strong 1H25 result, with cash NPAT up 2.3% y/y to $5.13bn. Capitalisation and asset quality metrics remain
robust, with the trend in non-performing exposure and arrears suggesting we have passed the trough in credit quality. The
bank remains well positioned to navigate current conditions given its robust capital, funding, and liquidity positions, as well
as its loan loss provision coverage, which continue to exceed pre pandemic levels.

Our valuation assumptions for this security are based on it being redeemed in full on the first call date (25 October 2028), If
this security is not called on this date (extension risk), the price of the security would likely fall. We view this a remote
scenario at present but a risk investors should be aware of.

At a trading margin of 1.29% (17/02/25), the notes trade broadly in line with the Big Four Tier 2 credit curve. We maintain
a Hold recommendation.

What factors would change the Recommendation

. Favourable Industry Dynamics. The major domestic banks continue to benefit from favourable industry dynamics
that support high market share. Supported by the four pillars policy, which maintains the separation of the four
largest banks, the Major Banks (ANZ, CBA, NAB, WBC) dominate domestic banking. This includes residential
mortgages and corporate lending. Despite non-major bank lending gaining traction in recent years, the dominance of
the four Major Banks looks set to continue.

. Strong Capital Position. CBA, like its Major Bank peers, maintains a strong capital position. APRA’s focus for the
banks remains on common equity capital, with the expectation that the Major Banks are compliant with its updated
benchmark of “unquestionably strong” minimum CET1 ratio of 10.25% of risk-weighted assets (RWAs). CBA has
maintained a significant loss absorption cushion through earnings, capital, and loss provisioning, which are the
primary defences against credit impairments.

. Transparent Regulatory Oversight. APRA continues to implement disciplined controls over domestic banking
operations. Often stricter than global regulator peers, APRA has also displayed a willingness to work with the
industry during times of stress to ease any headwinds where possible. Furthermore, APRA continues to work with
the industry to support improved transparency, which has come in many forms over the years.

. A Supportive AAA-rated Federal Government. A Supportive AAA-rated Federal Government. As witnessed during the
GFC, and most recently the COVID-19 crisis, domestic banking benefits from a supportive government. An example
includes the provision of the Term Funding Facility for the industry to support lending to businesses during the
pandemic. It is possible Australia may lose its AAA-rating in the medium-term, but this is not expected to impact
levels of government support. To be clear, in the event of bank failure, we do not expect government support to
hybrid investors.

What factors would change the Recommendation

. Regulatory Risk. Banks are highly regulated, and changes to regulation could impact profitability and/or require
changes to the business model. Regulation could also require changes to the capital model, which may be impacted
by more punitive pricing of extension risk for loss absorbing capital.

. Operational Risk. There are risks of financial losses, fines and regulatory sanctions because of failures and/or
inadequate processes, systems and controls. This includes cyber risk, which is a growing threat. Regulatory
requirements to hold capital for operational risk provides a loss absorption buffer against the financial impact from
such events as well as sharpening Management and Board focus on operational risk management.

. Funding and Liquidity Risk. The inability to raise funding and meet financial obligations would significantly impact a
bank’s reputation, its cost of funding and ultimately its ability to continue to do business. This risk is mitigated by
minimum regulatory requirements and oversight provided by the prudential regulator.

. Uncertain Macroeconomic and Geopolitical Environment. Australia, like other western economies, has been subject
to strong inflationary forces, high interest rates, and housing unaffordability which poses risks to the economy and
consequently asset quality. Supplementary risks stem from geopolitical tensions and macroeconomic uncertainty.

. Non-Viability Trigger. The primary risk to this security is where APRA determines that a Non-Viability Trigger Event
has been breached. If breached, investors are at risk of substantial capital losses, with all of the Notes written-off in a
worst-case scenario. We view this a remote scenario at present but a risk investors should be aware of. As Tier 2
capital this security sits above AT1 securities in CBA’s capital structure so despite still being junior it is not as deeply
subordinated.

as at 17 February 2025

Profitability

CBA delivered a strong 1H25 result, with cash NPAT up 2.3% y/y to $5.13bn (ahead of analyst expectations). Underlying
margins remained stable whilst a disciplined approach to volume growth drove higher levels of operating income (up 3.3%
y/y). Improvements in profitability were offset by a 6.0% y/y increase in operating expenses, reflecting ongoing inflationary
pressures and increased investment in technology. Positively, 1H24 loan impairment expenses were 22.9% lower versus the
prior corresponding period.
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1H25 pre-provision profit (which exclude credit impairment charges and tax) was up 1% on the prior year at $7.73bn and
remains above the recent 4-year average of $7bn. This was supported by a 9bps y/y improvement in net interest margin to
2.08%, partly unwinding compression experienced in FY24 and following stabilisation in 2H24. While competitive pressure
remains on both deposits and loan products, this was offset by higher earnings on capital and replicating portfolio hedges.
Average interest earning assets also increased 3% y/y when excluding the impact of liquid assets. That said, there was a
120bps y/y deterioration in the cost to income ratio to 45.2% (albeit remaining low versus peers) reflecting cost inflation and
technology spend.

Capitalisation and Liquidity

CBA’s balance sheet remains robust and well supported by sound capitalisation and liquidity levels. The bank’s Common
Equity Tier 1 Capital (CET1) ratio came in at 12.2%, down 10bps compared to the prior half, but 195bps stronger than its
regulatory minimum (10.25%). This also compares favourably to pre-pandemic levels of 11.70%. At the FY24 result CBA
indicated its intention to operate at a post dividend CET1 ratio of greater than 11.0%, except in times of unexpected capital
volatility, which we view as positive.

An interim fully franked final dividend of $2.25 per share was declared. This equates to a dividend payout ratio of 73% of
cash NPAT, which is down from 79% recorded in FY24 and within management’s 70-80% target range.

As at 31 December 2024, only $300mn of the $1.0bn on-market share buy-back was completed. We note this has been
previously extended at the FY24 results for 12 months to 13 August 2025. While this appears material, completion of the
buyback would only reduce the pro forma CET1 ratio by ~15bps, leaving it at a still strong level. Additionally, we view an on-
market buyback as preferable to handing back surplus capital to equity holders (in lieu of dividends) as it is flexible and can
be implemented progressively.

CBA’s Tier 2 capital of 6.6% as at 31 December 2024 (unchanged over the period) comfortably surpasses APRA’s requirements
for additional loss-absorbing capital effective from 1 January 2024 (5.00%), and is slightly above the 6.50% requirement by 1
January 2026.

CBA’s funding and liquidity position continues to be a point of focus for management, with key metrics remaining well above
the regulatory minimums of 100%. Both the liquidity coverage ratio (LCR) and net stable funding ratio (NSFR) deteriorated y/y
over the period on a quarterly average basis, down 6pp to 116% and 57p to 127%. That said, these levels remain well clear of
the bank’s 100% regulatory minimum.

Customer deposit funding increased remained stable at a healthy 77%. This source of funding is expected to remain
competitive given expectations that cash rates have arguably peaked. However, CBA have ample levers here to compete in
our view; given their deposit offerings are currently at the low end of the market — however, this would weigh on NIM.

Asset Quality

Whilst CBA’s asset quality remains sound, there remains some pockets of weakness and sectors that require ongoing
attention. Troublesome and non-performing exposures (as a proportion of tangible common equity) increased 19bps y/y to
0.95%, though moderated 3bps from 30 June 2024 suggesting the credit cycle may of peak.

Home loans 90-days plus in arrears rose 5bps to 0.66% and is now in line with the historical average from August 2008 to June
2023. Positively, however, this has somewhat stabilised, rising just 1bp over the period.

Home loan repayment buffers remain healthy. The percentage of home loan customers in Australia ahead on repayments
increased by 2ppt to 80% over the period. Relative to the FY24 results, Australian mortgages in possession ticked down to
0.01%, mortgages in negative equity remained stable at 0.8% and the dynamic mortgage portfolio loan-to-value ratio (LVR)
fell 1ppts to 42%.

Amongst the credit card and personal portfolios, 90-days plus in arrears improved over the period declining 6bps to 0.68%
and 18bps to 1.32% respectively in 1H25. However, we acknowledge the latter remains elevated relative to the historic
average of 1.25%.

The group’s provision coverage (as a proportion of credit risk weighted assets) fell by 4bps to 1.62% compared to FY24,
though remains well above pre-pandemic levels (2H19: 1.08%) and is in line with peers.

The total loan loss rate as a proportion of gross loans and acceptances (GLAA) was 7bps in 1H25 down from 9bps in 1H25 and
remains historically low. CBA’s average loan loss rate from FY10 to FY19 was ~20bps, suggesting the loan portfolio is still
performing strongly despite challenging macroeconomic conditions.

Outlook
We assign CBA a Stable credit outlook.

Despite guidance not being provided, management commentary suggests an improvement in the bank’s operating
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environment. Cost of living pressures remain a headwind for asset quality; however, relief has stemmed from moderating
inflation, improvements in real incomes, tax cuts and rebates. The bank highlighted a narrowing in the spender and savings
gap between younger and older Australians, and tax cuts have largely been saved, flowing through to deposit and offset
accounts.

On a sequential half basis, assets 90+ days in arrears remain flat, whilst total credit provisions have moderated — suggesting
growing confidence in asset quality and the lending backdrop. Provisioning remains strong compared to pre-pandemic levels
and is $2.63bn greater than management’s central expected credit loss scenario. Additionally, management believes
provisioning remains sufficient to cover potential weakness in collateral values (i.e., house prices). In our view, a housing
supply/demand imbalance has been a key factor driving residential property prices. This imbalance is not likely to abate
materially in the near to medium term and remains supportive of asset quality.

Currently, the bank holds over $3.0bn of excess capital and management has made little progress on their proposed share
buyback - likely reflecting an elevated share price and ongoing macroeconomic uncertainty. Management remains focussed
on allocating capital prudently, and in line with their existing capital expenditure frameworks. CEO, Matt Comyn, noted that
the relative opportunity costs of higher capital levels have never been lower. The bank expects to generate strong risk
adjusted returns via ongoing investment in their technology platforms and Al capabilities.

Underlying levels of inflation remain above the RBA’s 2-3% band but has declined considerably. This has caused ongoing
speculation regarding the timing of anticipated rate cuts. Given current strength in unemployment levels, we believe a deep
rate cutting cycle is unlikely, and thus, isn’t a key risk for profitability. We do expect however, that deposit competition will
be the largest headwind to NIM outcomes - this view was echoed by recent commentary from management.

Given ongoing macroeconomic uncertainty, banks must remain focused on operating expenses. Australian banks have a
strong track record of using technology to improve efficiency, but tight cost control must be balanced with sustained
investment. Past underinvestment has led to compliance breaches and operational risks. With rising spending in these areas,
a broad focus on risk—not just credit risk—is essential.
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Figure 3: Credit Curve (Comparable Securities)
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Figure 4: Historical Trading Margins of Comparable Securities
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! The balance sheet structure diagram represents a measure of liabilities and capital in order of seniority of the overall cash balance sheet.
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Commonwealth Bank of Australia: Financial Summary

Commonwealth Bank of Australia: Financial Summary

Profit and loss 2024 2023 2022 2021
(Continuing Operations)

Net Interest Income ($m) 22,824.0 23,056.0 19,473.0 18,839.0
Other Bank Inc. ($m) 3,986.0 4,474.0 5,462.0 5,265.0
Other Income ($m) 111.0 82.0 208.0 310.0
Total Revenue ($m) 26,921.0 27,530.0 25,143.0 24,414.0
Total Expenses ($m) -12,337.0 -12,079.0 -11,816.0 -11,485.0
Pre-Provision Profit ($m) 14,584.0 15,451.0 13,327.0 12,929.0
Provisioning Expense ($m) -802.0  -1,108.0 357.0 -554.0
Taxation ($m) -4,301.0 -4,155.0 -4,011.0 -3,532.0
Min. Int. and Prefs. ($m) 0.0 0.0 0.0 0.0
Statutory NPAT ($m) 9,481.0 10,188.0 9,673.0 8,843.0
Adjustments ($m) 355.0 -16.0 -78.0 -190.0
Cash NPAT ($m) 9,836.0 10,164.0 9,595.0 8,653.0
Capital Adequacy 2024 2023 2022 2021
CET1 (%) 12.30 12.20 11.50 13.10
Additional Tier 1 (%) 2.00 2.30 2.10 2.60
Tier 1 Capital (%) 14.30 14.50 13.60 15.70
Tier 2 Capital (%) 6.60 5.50 4.00 4.10
Total Capital (%) 20.90 20.00 17.60 19.80
International CET1 (%) 19.10 19.10 18.60 19.40
Dividend Payout (%) 79.10 74.30 67.60 70.60
Balance Sheet 2024 2023 2022 2021
Loans ($m) 942,210.0 926,082.0 878,854.0 811,356.0
Cash&Liquids ($m) 83,080.0 116,619.0 161,154.0 100,041.0
Intangibles ($m) 7,600.0 7,393.0 6,899.0 6,942.0
Trading Assets ($m) 79,033.0 67,627.0 25,315.0 36,970.0
Other ($m) 142,153.0  135,124.0  143,038.0  136,653.0
Total Assets ($m) 1,254,076.0 1,252,845.0 1,215,260.0 1,091,962.0
Deposits ($m) 882,922.0  864,995.0 857,586.0  766,381.0
Debt Issues ($m) 144,530.0  122,267.0  116,902.0  103,003.0
Other ($m) 153,536.0  193,578.0  167,934.0  143,860.0
Total Liabilties ($m)  1,180,988.0 1,180,840.0 1,142,422.0 1,013,244.0
Equity ($m) 73,088.0 72,005.0 72,838.0 78,718.0

Asset Quality & Provisions

Provision Charge/GLA (%)

Gross Impaireds/GLA(%)

90 Days+ Past Due/GLA (%)

Coll. Provisions/Credit RWA (%)
Total Provisions/Credit RWA (%)
Total Provisions/GLA (%)

2024 2023 2022 2021

Source: Company data, BondAdviser estimates.
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Recommendation Summary

Funding & Liquidity

NSER (%)
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Hold
17 February 2025

2022 2021
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Every research report prepared by BondAdviser includes a clear recommendation on the security. This recommendation framework
is designed to help investors navigate different investment opportunities by identifying the market price, yield, term to maturity,
liquidity, volatility and risk.

The guide below may help you understand our research opinions. For further information on our research approach, you can refer
to our RG79 statement by .

Research Opinions key

. Buy - Over the next 12 months, the analyst expects the security to outperform the current yield due to credit spread
tightening or favourable movements in the underlying yield curve.

. Hold - Over the next 12 months, the analyst expects the security to provide stable returns broadly in line with the current
yield but with little credit spread tightening.

. Sell - Over the next 12 months, the analyst expects the security to underperform the current yield due to credit spread
widening or adverse movements in the underlying yield curve.

. Suspended - The recommendation has been suspended temporarily due to the disclosure of new information or market
events that may have a significant impact on our recommendation. This also includes situations where we have been given
non-public information and we need to temporarily suspend our coverage in order to comply with applicable regulations
and/or internal policies.

. Not Rated - A security that has not been assigned a formal recommendation.

. Ceased Coverage - The recommendation has ceased due to issuers failure to disclosure necessary information or coverage is
subjectively removed in accordance with our Research Governance Statement.

BondAdviser is Australia’s only specialist independent fixed = Offering a one-stop-shop for pre-trade analytics, compliance
income research platform providing valuable information and post trade support in Australian fixed income securities,
and clear investment recommendations for all ASX-listed we provide independent research recommendations updated
interest rate securities and a broad range of over-the-counter daily.

corporate bonds. . . . . .
P The company is not aligned to any financial services

We are the first choice for financial advisers, stockbrokers, organisation and the executive team brings over 75 years’
private banks; and wealth management firms that need combined experience in the fixed income sector.

access to the highest quality, most timely and independent

fixed income insights and useful analytical tools.

Clients use BondAdviser to meet their risk, governance and

compliance requirements. Partnering with us gives them ) . .
confidence they have a transparent audit trail when making To learn more about the fixed income market visit our
recommendations about fixed income securities. This ensures website www.bondadviser.com.au

they can demonstrate they have always acted in their clients’

best interests.

The web application, the Content and the Reports are not intended to provide financial product advice and must not be relied upon or
construed as such. The statements and/or recommendations on this web application, the Content and/or the Reports are our opinions only. We
do not express any opinion on the future or expected value of any Security and do not explicitly or implicitly recommend or suggest an
investment strategy of any kind.

The Content and the Reports provided at this web application have been prepared based on available data to which we have access. Neither
the accuracy of that data nor the research methodology used to produce the Content and Reports can be guaranteed or warranted. Some of the
research used to create the Content and the Reports is based on past performance. Past performance is not an indicator of future
performance. We have taken all reasonable steps to ensure that any opinion or recommendation in the Content or the Reports is based on
reasonable grounds. The data generated by the research in the Content or the Reports is based on research methodology that has limitations;
and some of the information in the Content or the Reports is based on information from third parties.

We do not therefore guarantee the currency of the Content or the Reports. If you would like to assess the currency, you should compare the
Content or the Reports with more recent characteristics and performance of the assets mentioned within it. You acknowledge that investment
can give rise to substantial risk and a product mentioned in the Content or the Reports may not be suitable to you.

You should obtain independent advice specific to your particular circumstances, make your own enquiries and satisfy yourself before you
make any investment decisions or use the Content or the Reports for any purpose. This web application and the Content and the Reports
provide general information only. There has been no regard whatsoever to your own personal or business needs, your individual
circumstances, your own financial position or investment objectives in preparing the Content and Reports available at this web application.

We do not accept responsibility for any loss or damage, however caused (including through negligence), which you may directly or indirectly

suffer in connection with your use of this web application or the Content or the Reports, nor do so we accept any responsibility for any such
loss arising out of your use of, or reliance on, information contained on or accessed through this web application, the Content or the Reports.
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