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Executive Summary
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ASX Code ABA
Share Price $4.65
Market Cap $215.8m
Price to Book 0.74x
Issued Capital 46.4m
Free Float 85.5%
Avg Daily Volume (Yr Rolling) 0.03m
52 Week High/Low $6.00 - $4.63
(A$m) FY23A : FY24F FY25F
Net Revenue 100.5 |, 87.4 96.5
1
NPAT 251 | 158 20.1
1
1
Net Loan Growth 14.4% : 3.8% 10.3%
1
Net Interest Margin  1.88% | 1.60%  1.76%
1
Diluted EPS (cps)  55.6 | 32.0 43.3
1
DPS (cps) 430 1 230 310
1
1
Dividend Yield 9.2% : 4.9% 6.7%
1
PE 8.4x | 14.5x 10.7x
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dividends — triggers to improve NIM are likely to be more
Qradual than in the near term. /
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» Overall: The weakness of the 1H24 result has been well- $8.00 0.4
known since ABA's trading update in November 2023. The $7.00
quantum of the deterioration in ABA’s NIM since 2H23 has
happened rapidly and, in some respects, highlights the $6.00 0.3
vulnerability of 3rd tier banks when market competition $5.00
intensifies. Clearly, there have been a number of unique
sets of factors that have simultaneously combined to re- $4.00 0.2
base ABA’s earnings. Overall, ABA would not be alone in $3.00
feeling the impacts of intense competition and subsequent
NIM compression, which may result in M&A opportunities $2.00 0-1
amongst smaller banks. Nonetheless, the material reduction $1.00
in NIM in 1H24 is a clear re-basing of earnings and hence, N 0.0

Feb-22 May-22 Aug-22 Nov-22 Feb-23 May-23 Aug-23 Nov-23 Feb-24

Interest Income & Expense: Interest income of $121.5m (+48% pcp), expense of $84.2m (+136% pcp) — hence compression in NIM.

Net Revenue: $43.8m (-20% pcp).

U.NPAT: $6.6m (-53.1% pcp) versus our forecast of $7.8m. Interim dividend of 11cps (1H23:22cps) with a payout ratio of 79% (1H23: 69%).
Net Interest margin (NIM): 1.50% (v 1.77% in 2H23).ABA previously advised FYTD NIM of 1.52% in the 4 months to end October 2023.

Credit Quality: Loan loss provision of $0.027m, versus a loan loss reversal of $822k in 1H23 and charge of $1.55m in 2H23. Loan book
arrears (90 days +) equated to 14bp at 1H24 (v 10bp at FY23 and 11bp at the end of October 2023).

Loan book: Loan book of $4.3bn (-4.2% annualised v FY23).
Deposits: Deposits of $3.4bn (0.8% annualised v FY23) with a ratio of deposits/loans of 80% (1H23: 78%).
Capital Adequacy: Capital ratio of 15.34% (v 13.70% at the end of FY23).

Changes to forecasts: FY24/25 Underlying NPAT forecasts by 18%/23% respectively. We have taken an even more conservative
approach to forecasting near-term interest margins, with any rebound expected to be gradual.
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Fixed to floating loan transition provides scope for a gradual rebound in NIM.

Key takeaways:

> 1H24 result well flagged: The likely weakness of the 1H24 result has been well-known
since ABA’s trading update in November 2023. Clearly, there have been a number of
unique sets of factors that have simultaneously combined to effectively re-base ABA’s
earnings:
1) Intense competition in both the mortgage loan market largely driven by the
unprecedented level of fixed loan maturations in the market — many banks (not ABA)
provided cashbacks to lure new business;

2) Intense competition for deposits as customers sought to offset the cost-of-living
pressures; and

3) The replacement of low-cost RBA funding undertaken during COVID-19.

» The good news: ABA’s NIM contraction after the YTD October 2023 update has been
muted at 2 bp. ABA cites an easing of competition in 2Q24, which has seen it re-enter
the mortgage market after an intentional pause. The other positive features are that
expenses have been well controlled, credit quality remains strong despite cost-of-living
pressures, and capital ratios leave material scope for a return to lending growth.

> Earnings rebased: Despite some good news in the 1H24 result, the NIM contraction
clearly results in a rebasing of earnings and, hence, dividends in the short to medium
term. ABA expects NIM improvement from here but recognises it will be gradual rather
than immediate. ABA cited ¢$1bn in fixed to floating loans (at 300bp benefit) retained in
¢.2023 and a further $1bn of like refinancings to be sought in c2024.

» ABA is not alone: ABA would not be alone in feeling the impacts of intense competition
and subsequent NIM compression, which may result in long-awaited M&A opportunities
amongst smaller banks.

> Outlook: No numerical earnings guidance for FY24. The loan growth target is 5.8% in
2H24 versus FY23 as ABA re-enters the market. Costs and credit quality will remain a
focus. M&A remains on the agenda, noting that the newly appointed CEO doesn’t
commence duties until late April.
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Material decrease in NIM driven by intense competition for mortgage loans and deposits.

(A$m) 1H23  2H23 1H24 | pcp . Note
Interest Income 82.3 107.3 1215 | 48% mnderlying NPAT: $6.6m (-53.1% pcp and -30% v 2H23) versus our forecast of $7.8m. A material declim
Interest Expense (35.7) (64.6) (84.2) | 136% | 1H24 earnings was expected after ABA’s trading update in late November, featuring a quantum reduction in NIM.
Net Interest Revenue 46.5 42.7 373 | (20%) : 3 The ;.)cp alls.o included a loan loss provision rfaversal of $822.k. ' N
Non Interest Income 56 58 6.5 : 17% : 2, :g:ggltrrr\aﬁggiir;g_g%jyj cps (1H23: 22cps) with a payout ratio of 79% (1H23: 69%) versus the board's traditional
Total Net Revenue 521 484 438 fuplrely 3. Net Interest margin (NIM): Reduced to 1.50% (v 1.77% in 2H23). In its trading update in November 2022, ABA
Loan Impairment 0.8 (1.6) (0.0) S cited a reduction in NIM to 1.52% at the end of October 2023 due to intense competition for home lending and
OPEX (327) (312) (328) ' 02% 4 deposits, a high level of mortgage refinancing across the industry and the replacement of the subsidised RBA
NPBT 20.2 15.7 11.0 : (45%) : Term Funding Facility.
Income Tax (6.1) (4.8) (34) ' (04) 4. Cost ratio: Cost to income ratio of 74.5% (1H23: 62.3%) with net operating revenue decreasing by 16% pcp
Reported NPAT 141 11.0 7.7 : (46%) : versus an incregse in operating expenses by 0.2%. A material increase in ABA’s CTI was expected dL_Je to the
Adjustments (Post Tax) } ) (1.0) | NIM-reIated fall in revenue. ABA had previously flagged that operating expenses were held to a 3% pcp increase
Normalised NPAT 141 11.0 6.6 | (53%) | 1 in the- four njonths to the end of Octc.)b.er 2023. .
Net Loan Growih 10% 7% 5% | | 5. Credit quallty: 1H24 loan loss provision of $0.027m, versus a loan loss reversal of $822k in 1H23 and charge of
i I $1.55m in 2H23. Loan book arrears (90 days +) equated to 14bp at 1H24 (v 10bp at FY23 and 11bp at the end of
NIM 202%  1.82%  1.50% | b3 \)ctober 2023). Actual bad debts written off in 1H24 were nominal. /
Cost To Income Ratio 62% 64% 75% | : 4
Diluted EPS (cps) 31.7 23.9 14.3 | (95%) |
DPS (cps) 220 21.0 11.0 ' (50%) ' 2 Interest Revenue vs Expense (A$m)
Underlying NPAT (A$m) 120

16 14.1 10 107

14 12.7 13.1 80

12 109 115 1.9 11.0 82
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Negative loan growth in 1H24 after robust growth in FY23.

1. Loan book: Gross loan book of $4.3bn (-4.2% annualised v FY23). ABA grew its loan book at 3X+ system in FY23.
2. Deposits: $3.4bn (0.8% annualised v FY23) with a customer deposit-to-loan ratio of 80% (1H23: 78%).

3. Capital: The total capital ratio of 15.34% (v 13.70% at the end of FY23 and 14.18% at the end of October 2023)
remains unquestionably strong.

(A$m) 1H23 FY23 1H24 | Note
Cash 265 203 212
Due From Other Financial Institutions 5 3 16 |
Financial Assets 430 402 402 |
Loans & Advances 4,080 4,378 4,287 : 2
Other Investments 1 1 1
Property, Plant & Equipment 19 19 20 i
Other Assets 4 3 7 :
Goodwill 50 49 49
Total Assets 4,854 5,060 4,993 I
Deposits & Short Term Borrowings 3,843 4,043 4,048 : 1
Due To Other Financial Institutions 151 101 21 !
Payables & Other Liabilities 21 43 47 :
Securitised Loans 496 531 541 :
Income Tax Payable 0 0 :
Deferred Tax Liability 4 2 o
Provisions 4 4 4 :
Subordinated Loans 42 42 42
Total Liabilities 4,560 4,766 4,703 !

Net Assets 294 294 290 |
Contributed equity 209 212 215 |
Reserves 26 22 18 |
Accumulated losses 59 60 58 |
Equity 294 294 290 |
Deposits/Net Loans 94%  92%  94%
Capital Adequacy Ratio 12.9% 13.7% 15.3% 3

Loans and Advances Balance (A$m)
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1H24 represents a clear re-basing of earnings.

Previous Revised Previous Revised

(A$m) FY23A 1H24A | FY24F FY24F | FY25F FY25F
Interest Income 189.6 1215 | 217.0 2438 | 2405  266.2
Interest Expense (100.4)  (84.2) | (137.1) (169.5) | (147.2) (183.5)
Net Interest Revenue 89.2 373 | 799 743 | 933 82.7
Non Interest Income 11.3 65 1 11.9 131 | 125 13.8
Total Net Revenue 100.5  43.8 : 91.8 87.4 : 105.8  96.5
Loan Impairment (0.7) (0.0) : (0.9) (0.5) : (1.0) (1.0)
1 1

Opex (63.9) (32.8) ' (65.2) (64.2) | (67.8) (66.8)
NPBT 35.9 11.0 : 25.8 22.7 : 37.1 28.7
Income Tax (10.9)  (34) | (7.7) 6.9) ' (11.1)  (8.6)
Reported NPAT 25.1 7.7 : 18.0 15.8 : 25.9 20.1
Adjustments (Post Tax) - (1.0) - (1.0) - -
Normalised NPAT 25.1 66 | 18.0 148 | 259 20.1
Net Loan Growth 14% 5% 3% 4% 10% 10%

NIM

Cost To Income Ratio
Diluted EPS (cps)
DPS (cps)

I I
1.88%  1.50% i 1.68%  1.60% i 1.83% 1.76%
63.5% 74.8% | 71.0% 73.5% | 64.1% 69.3%
55.6 143 | 393 320 | 56.6 43.3
43.0 711.0 ! 30.0 23.0 | 430 31.0

Cost To Income Ratio

> Forecast changes: FY24/25 Underlying NPAT forecasts by 18%/23% respectively. We have
taken an even more conservative approach to forecasting near-term interest margins, with

any rebound expected to be gradual.

Average Interest Earning Assets
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ABA BV and NTA of $6.25ps and $5.19ps at 1H24.

PE Div Yield

Company name FY25F FY23A FY24F FY25F

ASX Banking Peers

ANZ  ANZ Group Holdings Limited $28.4 85,208 7,098 6,771 6,673 12.0x 12.6x 12.8x 1.2x 1.3x 5.7%
BEN  Bendigo and Adelaide Bank Limited $9.5 5,390 497 526 488 10.8x 10.3x 11.1x 0.8x 1.1x 6.7%
BOQ Bank of Queensland Limited $5.9 3,860 124 321 328 31.1x 12.0x 11.8x 0.6x 0.8x 7.0%
CBA Commonwealth Bank of Australia $115.9 193,960 10,090 9,631 9,333 19.2x 20.1x 20.8x 2.7x 3.0x 4.0%
NAB  National Australia Bank Limited $33.9 105,117 7,414 6,999 6,999 14.2x 15.0x 15.0x 1.7x 1.9x 5.0%
WBC Westpac Banking Corporation $26.0 90,857 7,195 6,628 6,478 12.6x 13.7x 14.0x 1.3x 1.5x 5.6%
MYS  MyState Limited $3.5 380 39 34 38 9.9x 11.0x 10.0x 0.8x 1.0x 6.7%
Mean 15.7x 13.5x 13.6x 1.3x 1.5x 5.8%

ABA  Auswide Bank Ltd $4.7 216 25 15 20 8.6x 14.6x 10.7x 0.7x 0.9x 8.7%
Premium/(Discount) to Mean (45%) 8% (21%) (43%) (40%) 51%

1. Source: CapitallQ & Henslow Analysis
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ABA trades at a 0.74x Price to Book Value.
Bubble size represents Market Capitalisation .
FY24F Multiples
4x
3x
CBA
X
o)
o)
m
O 2x
)
Q
a NAB
ANZ WBC
1x MYS
BEN ° « ABA
BOQ
Ox
0x 5x 10x 15x 20x 25x
FY24F PE

1. Source: CapitallQ & Henslow Analysis
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For Wholesale or Professional Investors Only

This Report has been prepared and issued by Henslow Pty Ltd (“Henslow”) and remains the property of Henslow. No material contained in this Report may be reproduced or distributed, except as allowed by the Copyright Act, without
the prior written approval of Henslow.

This Report has been prepared and issued (in Australia) by Henslow Pty Ltd (ABN 38 605 393 137) (AFS Licence No. 483168) and is subject to the disclosures and restrictions set out below. Consistent with the AFSL under which Henslow operates, this
Report has been prepared for “Sophisticated” or “Wholesale” Investors as defined in the Corporations Act 2001 (Cth) (“Corporations Act”). This report is not being provided to, and is not made available to, Retail Investors. All references to currency or $
are in Australian dollars unless otherwise noted.

Analyst Certification

The research analyst(s) identified in this report individually certify that, in respect of each security or issuer that the research analyst covers, this report accurately reflects his or her personal views about any and all of the subject issuer(s) or securities;
and no part of the research analyst’s compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or views expressed by the research analyst(s) in this report.

General Disclosure

Henslow and its associates (as defined in Chapter 1 of the Corporations Act), officers, directors, employees and agents, from time to time, may own or have positions in securities or other financial products of the company(ies) covered in this report
(“Company”) and may trade in the securities of the Company either as principal or agent, or may be materially interested in such securities.

Henslow does, and seeks to do, business with Companies covered in its research reports. As a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this
report as only a single factor in making their investment decision. Investors should seek their own separate advice before making any decision to invest in any business which has been the subject of a research report. Investors should also be aware that
during the past 12 months, Henslow has received compensation for financial and advisory services from the Company.

Disclaimer & Warning

This report may contain general advice or recommendations which, while believed to be accurate at the time of publication, are not appropriate for all persons or accounts. This report does not purport to contain all the information that a prospective
investor may require. Before making an investment or trading decision, the recipient must consider market developments subsequent to the date of this document, and whether the advice is appropriate in light of his or her financial circumstances.
Recipients should seek further advice (including independent professional financial, investment and tax advice) on the appropriateness of any securities or financial products mentioned in this report, or should form his/her own independent view given the
person’s investment objectives, financial situation and particular needs. Information in this document has been obtained from sources believed to be true but neither Henslow nor its associates make any recommendation or warranty concerning the
securities or other financial products, or the accuracy, or reliability or completeness of the information, or the performance of the companies referred to in this document. Contact with the Company has been made during the preparation of this report for
assistance with the verification of facts.

Past performance is not a reliable indicator of future performance. Henslow does not guarantee the performance of any Company(ies) covered in this report (or otherwise). Any information in this report relating to any historical performance should
not be taken as an indication of future performance, or future value. This document is not an offer, invitation, solicitation or recommendation with respect to the subscription for, purchase or sale of any financial product, and neither this document or
anything in it shall form the basis of any contract or commitment. Although every attempt has been made to verify the accuracy of the information contained in the document, liability for any errors or omissions (except any statutory liability which cannot
be excluded) is specifically excluded by Henslow, its associates, officers, directors, employees and agents. This report may include estimates, projections or expectations which otherwise constitute a forward looking statement. Any forward looking
statements in this report are provided on a reasonable basis but are subject to a number of both known and unknown risk factors and Henslow does not guarantee (explicitly or implicitly) any such forward looking statement, or any particular outcome
whatsoever.

The securities of the Company(ies) may not be eligible for sale in all jurisdictions or to all categories of investors.

Analysts’ Compensation: The research analyst(s) responsible for the preparation of this report receive compensation based upon various factors, including the quality and accuracy of the analyst(s) research, client evaluation feedback, independent
survey rankings and overall firm revenues, which include revenues from a range of sources, including other business units and corporate finance.

Other International Investors: This document is not intended to be issued in any jurisdiction in which it would not be lawful to do so. International investors outside the Australia are encouraged to contact their local regulatory authorities to determine
whether any restrictions apply to their ability to purchase this investment and should seek their own advice prior to making any investment decision.

Recipient Representations/Warranties: By accepting this report, the recipient represents and warrants that he or she is entitled to receive such report in accordance with the restrictions set out in this document and in the jurisdiction in which the recipient
receives this report, and agrees to be bound by the limitations contained herein. Any failure to comply with these limitations may constitute a violation of law.

Copyright Henslow Pty Ltd
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