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The composition of consumer credit has shifted noticeably

post the GFC
VALUE OF LOANS GRANTED
(R BILLIONS)
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Source: NCR Consumer credit report

Note: Developmental credit — 2012Q4: R1.9 bn (0%), 2013: R7.4 bn (2%), 2014: R5.5 bn (1%), 2015: R7.4 bn (2%)
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A total of 283 000 mortgages were granted in 2008. This

halved in 2009 and has increased only marginally to 164 000

in 2015

Average value

i

NUMBER OF LOANS GRANTED

(THOUSANDS)
TOTAL 17 356 16 426 18 182 22 544 22 386 21 737 20 454 21 799
R524,600 R894,400
MORTGAGE 283 140 159 165 156 162 164 164
e, R45,700 R116,000
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Source: NCR Consumer credit report

Note: Developmental credit — 2012Q4: 87k, 2013: 270k, 2014: 234k, 2015: 205k
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The FSC provides a basis for segmenting the market

DOMINANT RATE ON NEW MORTGAGES 2004 — 2015
(Maximum mortgage value)

AFFORDABLE MARKET: 2009 — 2015
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Note: The maximum mortgage value is determined using a 100%, 20 year mortgage at Prime plus 2% and 25% of household income. Current @ W
prime rate is 10.25% and the upper income threshold for 2016 is R20 800. The corresponding maximum mortgage value is R529 724.
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BASA reports on mortgage origination in the FSC / Affordable ’ Hﬁ
Target Market for the big four banks F 'R

FSC MORTGAGE ORIGINATION: 2004 —2015
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Source: Unaudited data, Banking Association EIGHTY20



What is happening to household incomes? What is happening ’ Hﬁ
to the profile of the market? ' A'E

HOUSEHOLDS IN SOUTH AFRICA: 2009 vs. 2015

Monthly Household Monthly Household
Income Income
(2009 Rands) 2009 2015 (2015 Rands)

R15 000 +

(R20 337 + R20 000 +
in 2015 Rands)

Based on average Based on average
morfgage loan as per mon‘gage loan as per
[R10 000, R15 000) BASA BASA
(R13 558 — R20 336 [R15 000, R20 000)

in 2015 Rands)

[R3 500, R10 000)

(R4 745 — R13 557 3'52';(',}""" 7'44"71,',}""" [R3 500, R15 000)
in 2015 Rands) g 2
< R3 500
(< R4 745 < R3 500
in 2015 Rands)
12 484 438 TOTAL HOUSEHOLDS 15 685 858
Source: AMPS 2009B, 20158, Eighty20 analysis to adjust for income bands L = -

Note: EIGHTY20



What is happening to mortgage lending?

PERSONAL
INCOME

R15 000 +

R10 000 -
R15 000

R3 500 -
R10 000

R1 -
R3 500

NUMBER OF LOANS GRANTED:

NUMBER OF MORTGAGE LOANS GRANTED

2009

10 454

229

138 140

2015

2 326

20

CAGR

5%

-9%

-22%

-33%

NUMBER OF LOANS GRANTED: 164 431

Source: NCR, AMPS 2015B, 2008B, Eighty20 analysis to determine imputed income where data is missing and to adjust for income bands

Note: Adults with no personal income: 2015B: 9 179 022, 2008B: 7 871 052
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When should we start the clock?

NUMBER OF MORTGAGE LOANS GRANTED

PERSONAL 2008 2015 CAGR
INCOME

R15 000 + -59%,

R15000 9 790 -17%

R10 000 2326 -29%

2; ;00 20 -44%
NUMBER OF LOANS GRANTED: 278 975 NUMBER OF LOANS GRANTED: 164 431

Source: NCR, AMPS 2015B, 2008B, Eighty20 analysis to determine imputed income where data is missing and to adjust for income bands . = =

Note: Adults with no personal income: 2015B: 9 179 022, 2008B: 7 871 052 EIGHT Y20



Unsecured lending has increased as the industry targets ’
higher income earners. Is this because they can no longer
access mortgages?

VALUE OF UNSECURED LOANS GRANTED

PERSONAL 2008 2015 CAGR
INCOME

R15 000 + R5.5 BN 32%

R18 000 R4.3 BN R15.0 BN 20%

R oon R10.8 BN R18.9 BN 8%

3 500 R9.7 BN -9%
VALUE OF LOANS GRANTED: R30.3 BILLION VALUE OF LOANS GRANTED: R78.0 BILLION

Source: NCR, AMPS 2015B, 2008B, Eighty20 analysis to determine imputed income where data is missing and to adjust for income bands - = 0O

Note: Adults with no personal income: 2015B: 9 179 022, 2008B: 7 871 052 EIGHTY20
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CREDIT ORIGINATION FOR INDIVIDUALS EARNING BETWEEN R10 000 AND R15 000 MONTHLY
(2015)
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Credit market trends reflect demand and supply factors. W
regard to demand, the challenge is
ing priorities

about shift

MORTGAGES
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NCR Consumer credit report. Mortgage 11.25%, 240 months, vehicle 13.25%, 60 months, unsecured 25%, 24 months, facility 25%, 12 months T v2 0
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DISTRIBUTION OF CONSUMPTION EXPENDITURE FOR ALL HOUSEHOLDS: 2011
(By monthly household income)

Where does the money go?

&
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R10 000-
R25 000 11% 7% 10% 11% 10% A e 4% 14%
v I - L -

E , + &/ B"
Source: IES 2010/11 -ﬁ L J

Note: Health includes medical insurance and medical aid contributions; Education includes school uniforms and shoes
Note: Income has been adjusted where regular expenditure exceeds income
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Banks are required to submit data to the Office of Disclosure on
housing loan applications. That data highlights relatively low 1
numbers of applications from the Gap / Affordable market. It

also indicates relatively low acceptance rates across the market

ABSA

TOTALS

R15 000+

R10 001 —
R15 000

R3 501 -
R10 000

RO —
R3 500

APPLICATION

STATUS:

230 200

146 736

37 017

28 257

18177

APPLICATIONS
RECEIVED

Note: %'’s are of applications received

177 100

112 766

28 724

77.6%

21 904

I
77.5%

13716
T
75.5%

» APPLICATIONS
SCORED

71700

50 141

34.2%

9303

—
25.1%

6 818

24.1%

5479

30.1%

» APPLICATIONS
APPROVED

STATUS OF HOME LOAN APPLICATIONS RECEIVED IN 2012

» APPLICATIONS
TAKEN UI;
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Banks are required to submit data to the Office of Disclosure on
housing loan applications. That data highlights relatively low 1
numbers of applications from the Gap / Affordable market. It

also indicates relatively low acceptance rates across the market ~ & ™

. FNB STATUS OF HOME LOAN APPLICATIONS RECEIVED IN 2012
TOTALS 175 000 163 500 65 700 ?

R15 000+

R10 001 - 26 898 24 412

R15 000

R3 501 —

R10 000 11 359 10 392 970 ?
............................................................ WO ................oooooooeeeeeeeeeeeo S ...............11 13 e @tk

91.5% 8.5%

RO —

R3 500 1352 1175 647 ?
e

APPLICATION APPLICATIONS ma)p APPLICATIONS ma)p APPLICATIONS mm) APPLICATIONS

STATUS: RECEIVED SCORED APPROVED TAKEN UI;

. oL . . . . .
Note: %'’s are of applications received ElGHTY®=0
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The Office of Disclosure also publishes data on the reason for 1
decline. Compromised credit histories and affordability
appear to be the main reasons for decline

REASONS FOR DECLINE: ALL HOME LOANS

ABSA Standard Bank FNB NEDBANK
Unacceptable credit track record 4890 48% 24% 40%
Lack of affordability 10% 18% 45% 39%
Insufficient info/ docs provided 5% 20% 10%
Unacceptable security 2% 4% 10% 3%
Ineligible applicant 3% 6% 15%
Unacceptable exposure (town) 1%
Adverse credit record 3% 4% 5%
Other/ blank data 28% 2%
Not target market

|

H N
Source: Office of Disclosure EIGHTY20



With regard to supply, various factors including performance

shape lender decisions

AGEING ANALYSIS OVER TIME (CUMULATIVE)

(Mortgages originated between 2004 and 2008, mortgages from big 4 banks)
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15% Total *: 35 971 loans

10%

90+ days

5%

% of loans 30+ days

30 — 60 days
0%

2010-09
2011-02
2011-06
2011-10
2012-02
2012-06
2012-10
2013-02
2013-06
2013-10
2014-02

— 30 — 60 days

Note: total loans open as at November 2014

2014-06

2014-10

15%

10%

5%

0%

60 — 90 days

CONVENTIONAL MARKET LOANS
Total* : 591 364 loans

30 — 60 days

o
?
)
i
o
~

2011-02

2011-06

2011-10
2012-02
2012-06

90+ days

2012-10

2013-02

2013-06

2013-10

2014-02
2014-06
2014-10



There is a far more noticeable difference in performance of
loans written since 2009, but there is more to profitability

than performance

AGEING ANALYSIS OVER TIME (CUMULATIVE)
(Mortgages originated between 2009 and 2014, mortgages from big 4 banks)

AFFORDABLE MARKET LOANS

8% Total*: 82 704 loans
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But how important is default as a driver of profitability? We HM
built a model to explore this ( |

INPUTS

(revenue and
expense
drivers)

Loan
Characteristics

Fee Income

SB—
Bad Debts

Prepayment

MODEL
(combines OUTPUTS
inputs in cash (findings)
flow model)

NPV of
Cash Flows

Financial projection model

End Year 3

19
17.5
16.5
R146
NPV

Risk discount rate : 8.4%

DRAFT FOR COMMENT: ASSUMPTIONS UNDER REVIEW EIGHT Y20



The model indicates that mortgage lending overall is not
terribly profitable. By far the key driver is the interest margin
— the difference between the interest borrowers pay and the
cost of funding

‘,

WEIGHTED AVERAGE HOLDING PERIOD RETURN

10%

9.2%
9% 8.7%
8.1%
8% 7.6%
7%
° 6.3% oo
-770 5.7%
60/0 5.30/0 %.40/0 5.50/0
0 7% 0
>% 4.6% 4%
4%, .6%
3% 2.5%
2%
2% 1.5%
1% I
0%
SEGMENT A: SEGMENT B: SEGMENT C: SEGMENT D: SEGMENT E:

R91 185 R230 643 R444 504 R827 984 R1 820 547

m Base case m Double bad debts, halve recoveries .

m Increase cost of funding by 100 BPS Increase margin by 300 BPS H N

ElIGHTY20
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Mortgage pricing appears unsustainable in light of
funding environment

The affordable market is more attractive

Many uncertainties can be resolved with better
analysis of data (LGD, hot spots in the market etc)

Given that financing is not going to get cheaper,
capital subsidies are critical

Other mechanisms to support more vulnerable
households
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Illana Melzer
Eighty20 Consulting
illana@eighty20.co.za
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