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Key Terms of the Security 

 The Commonwealth Bank of Australia (CommBank) PERLS X 

(CBAPG) securities are subordinated, unsecured, preferred 

capital and are classified ‘Tier 1 Capital’. While the securities 

are perpetual, an exchange into ordinary shares or redemption 

would effectively dissolve the securities. 

 Distribution payments to security holders are quarterly and 

calculated at a floating rate. They are non-cumulative and fully 

franked. Payments are at the discretion of CommBank and rely 

on satisfying prescribed conditions and satisfying APRA. 

 Mandatory Exchange of CBAPG securities into CommBank 

ordinary shares is scheduled to occur on 15 April 2027 but is 

subject to satisfying prescribed mandatory exchange 

conditions. These conditions can be retested on subsequent 

dividend payment dates if not initially satisfied. 

 A mandatory exchange may be imposed on security holders 

prior to 15 April 2027 if a Capital Trigger Event or Non-Viability 

Trigger Event has occurred. The exchange may be a part of or 

the whole of the securities into ordinary shares or if an 

exchange is not possible, the securities may be written-off. 

 CommBank has set a Call Date for 15 April 2025, at which time 

it may redeem or resell a part or all of the securities. 

Redemption may also occur at any time following a tax or 

regulatory change. Redemption or resale are both subject to 

APRA’s approval. 

 The securities rank ahead of ordinary shareholders and are 

equal to other preference shareholders in a wind-up. They rank 

behind the bank’s senior debt obligations.  

Creditworthiness of Security Issuer 

CommBank’s business is focused on financial services mainly in 

Australia and New Zealand. The ‘AA-‘ rating of CommBank reflects 

its substantial market share in retail and commercial banking, and 

sound financial profile. The group’s financial profile is strong with 

stable profit growth, a strong balance sheet and ample liquidity.  

Statutory profit after tax for the year ending 30 June 2017 grew 8% to 

$9,928 million. Income grew 3.8% during the year ending 30 June 

2017 while operating expenses grew 2.4%.  

Going forward, Commbank will have a simpler business profile with 

the sale of its insurance business to AIA Group Ltd and the strategic 

review of its global asset management business including 

consideration of an IPO.  

CommBank’s cost to income ratio trended slightly lower to 41.8% 

down from 42.4% in Financial Year (FY) 2016. Banking services 

provide substantial support to its strong credit quality owing to the 

lower-risk nature of this sector. Asset quality improved in FY2017 

with loan impairment expenses dropping to 15 basis points of 

average gross loans and acceptances from 19 basis points in the 

previous year. 

Net interest income grew by 4.0% in the 12 months to June 30, 2017, 

reaching A$17.6 billion. This was driven by increased volumes of 

home and business loans.  

Commbank’s funding profile is strong. About two-thirds of the group’s 

funding requirements was met by customer deposits in FY2017. The 

balance of CommBank’s funding needs was met through the 

wholesale markets, exposing the group to movements in wholesale 

markets as well as international economic conditions. The weighted 

average maturity of wholesale funding was increased to 5.2 years 

with 60% of wholesale funding coming from long term debt issues.  

As at 30 June 2017 CommBank satisfied APRA’s capital 

requirements with a Common Equity Tier 1 ratio of 10.1% (APRA 

requirement in 2020 of 10.5%) and had a Liquidity Coverage Ratio of 

129%.  

Credit Strengths 

 One of the four major banks in Australia holding a material and 

robust share of the market. 

 The group’s operations are diversified across financial services 

with low-risk retail banking driving profits. 

 Stable profits, strong balance sheet and sound liquidity. 

Credit Risks 

 Negative impact of regulatory actions relating to insurance and 

Austrac charges 

 Continuing regulatory pressure to increase capital and macro 

prudential constraints to the business. 

 Difficulties in wholesale funding markets could increase 

CommBank’s cost of funding.  

Key Financial Statistics 

As at June 30, 2017  

Asset quality 
Loan loss reserves / Gross loans  - % 

0.5 

Liquidity 
Liquid assets / Total deposits and other debt - % 

10.77 

Leverage 
Total Assets / Shareholders’ funds – times (x) 

15.32 

Profitability 
Net Profit After Tax /Shareholders’ funds - % 

15.62 

 

Source: Commonwealth Bank Consolidated 2017 Annual Report. 

Credit Rating  

The ‘AA-’ credit rating on Commonwealth Bank’s PERLS X 

securities is driven by the issuer’s strong operations and 

profitability, as well as its key role in Australian banking. 

Combined with the Product Complexity Indicator, PERLS X 

securities are rated ‘AA-/RED’. 

Product Complexity 

The ‘RED’ Product Complexity Indicator (PCI) assigned to the securities 

indicates that its terms and conditions are very complex. Distribution 

payments are conditional. Mandatory exchange relies on satisfying 

prescribed exchange conditions, and could be brought forward or 

delayed which may reduce the face value. Securities could be written off 

if exchange not effective following Trigger Events. Date: 24/4/2018 

http://www.australiaratings.com/
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Credit Rating Scale 

This Credit Rating Research Report is based on publicly available 

information only and did not involve any meeting or engagement with 

the issuer. 

The Australia Ratings credit rating is an opinion about the 

creditworthiness of a specific debt security. It takes into account the 

creditworthiness of the organisation and any guarantees or other 

forms of credit enhancement on the obligation.  

Australia Ratings defines creditworthiness as the probability of 

default of an issuer on its obligations in relation to a particular 

security. It is not a recommendation to buy, sell or hold a particular 

security. 

 

 

Product Complexity Indicator

Disclaimer 

This report was prepared solely by Australia Ratings Pty Ltd. ASX did 

not prepare any part of the report and has not contributed in any way 

to its content. The role of ASX in relation to the preparation of the 

research reports is limited to funding their preparation, by Australia 

Ratings Pty Ltd in accordance with the ASX Debt & Hybrid Research 

Scheme.  

ASX does not provide financial product advice. The views expressed 

in this research report may not necessarily reflect the views of ASX. 

To the maximum extent permitted by law, no representation, 

warranty or undertaking, express or implied, is made and no 

responsibility or liability is accepted by ASX as to the adequacy, 

accuracy, completeness or reasonableness of the research reports. 

Australia Ratings has made every effort to ensure the reliability of the 

views and rating expressed in this report and those published on its 

websites. Australia Ratings research is based upon information 

known to us or which was obtained from sources which we believed 

to be reliable and accurate at time of publication. This report has 

been prepared on publicly available information and the rating is a 

point in time assessment as of the report date.  The report will be 

reviewed after the release of the next annual accounts. 

This report is prepared for general information only, and as such, 

individual circumstances have not been taken into consideration. 

Individuals should therefore discuss, with their financial planner or 

advisor, the merits of each rating for their own specific circumstances 

and realise that not all investments will be appropriate for all 

subscribers.  

To the extent permitted by law, Australia Ratings and its employees, 

agents and authorised representatives exclude all liability for any loss 

or damage (including indirect, special or consequential loss or 

damage) arising from the use of, or reliance on, any information 

within the report whether or not caused by any negligent act or 

omission. If the law prohibits the exclusion of such liability, Australia 

Ratings hereby limits its liability, to the extent permitted by law, to the 

resupply of the said information. 

Copyright 

Australia Ratings has licensed the rating and product complexity 

indicator to the ASX. No part of this report may be reproduced or 

republished, in any form or by any means, including electronic or 

mechanical methods, without the prior written permission of Australia 

Ratings. Organisations and individuals wishing to do so should 

contact Australia Ratings to discuss appropriate licensing of the 

material. 

Financial Services Guide 

The Financial Services Guide provides information about Australia 

Ratings to help you decide whether to use the services it offers. For 

more information about the Financial Services Guide, visit our 

website.  

Contact Information 

E-mail: info@australiaratings.com 

A Product Complexity Indicator is a colour coded indicator to help 

differentiate debt securities which may have similar credit attributes. 

It helps highlight complexity in the terms and conditions of a 

security that could rise to unanticipated variability or change in the 

returns from the investment. 

Credit Rating & Product Complexity Methodology 

Australia Ratings methodology for its research as part of the ASX 

Research Scheme can be downloaded from its website.  

http://www.australiaratings.com/
http://www.australiaratings.com/fsg
mailto:info@australiaratings.com

