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WHO IS IIR?

Independent Investment Research, “IIR”, is an independent investment research house based in Australia and the United States. IIR specialises in the analysis of high quality commissioned research for
Brokers, Family Offices and Fund Managers. IR distributes its research in Asia, United States and the Americas. IIR does not participate in any corporate or capital raising activity and therefore it does
not have any inherent bias that may result from research that is linked to any corporate/ capital raising activity.

IIR was established in 2004 under Aegis Equities Research Group of companies to provide investment research to a select group of retail and wholesale clients. Since March 2010, IIR (the Aegis Equities
business was sold to Morningstar) has operated independently from Aegis by former Aegis senior executives/shareholders to provide clients with unparalleled research that covers listed and unlisted
managed investments, listed companies, structured products, and IPOs.

IIR takes great pride in the quality and independence of our analysis, underpinned by high calibre staff and a transparent, proven and rigorous research methodology.

INDEPENDENCE OF RESEARCH ANALYSTS

Research analysts are not directly supervised by personnel from other areas of the Firm whose interests or functions may conflict with those of the research analysts. The evaluation and appraisal of research
analysts for purposes of career advancement, remuneration and promotion is structured so that non-research personnel do not exert inappropriate influence over analysts.

Supervision and reporting lines: Analysts who publish research reports are supervised by, and report to, Research Management. Research analysts do not report to, and are not supervised by, any sales
personnel nor do they have dealings with sales personnel.

Evaluation and remuneration: The remuneration of research analysts is determined on the basis of a number of factors, including quality, accuracy and value of research, productivity, experience, individual
reputation, and evaluations by investor clients.

INDEPENDENCE - ACTIVITIES OF ANALYSTS

IIR restricts research analysts from performing roles that could prejudice, or appear to prejudice, the independence of their research.

Pitches: Research analysts are not permitted to participate in sales pitches for corporate mandates on behalf of a Broker and are not permitted to prepare or review materials for those pitches. Pitch materials
by investor clients may not contain the promise of research coverage by IIR.

No promotion of issuers’ transactions: Research analysts may not be involved in promotional or marketing activities of an issuer of a relevant investment that would reasonably be construed as representing
the issuer. For this reason, analysts are not permitted to attend “road show" presentations by issuers that are corporate clients of the Firm relating to offerings of securities or any other investment banking
transaction from that our clients may undertake from time to time. Analysts may, however, observe road shows remotely, without asking questions, by video link or telephone in order to help ensure that they
have access to the same information as their investor clients.

Widely-attended conferences: Analysts are permitted to attend and speak at widely-attended conferences at which our firm has been invited to present our views. These widely-attended conferences may
include investor presentations by corporate clients of the Firm.

Other permitted activities: Analysts may be consulted by Firm sales personnel on matters such as market and industry trends, conditions and developments and the structuring, pricing and expected market
reception of securities offerings or other market operations. Analysts may also carry out preliminary due diligence and vetting of issuers that may be prospective research clients of ours.

INDUCEMENTS AND INAPPROPRIATE INFLUENCES
IR prohibits research analysts from soliciting or receiving any inducement in respect of their publication of research and restricts certain communications between research analysts and personnel from other
business areas within the Firm including management, which might be perceived to result in inappropriate influence on analysts’ views.

Remuneration and other benefits: [IR procedures prohibit analysts from accepting any remuneration or other benefit from an issuer or any other party in respect of the publication of research and from offering
or accepting any inducement (including the selective disclosure by an issuer of material information not generally available) for the publication of favourable research. These restrictions do not preclude the
acceptance of reasonable hospitality in accordance with the Firm's general policies on entertainment, gifts and corporate hospitality.

DISCLAIMER

This publication has been prepared by Independent Investment Research (Aust) Pty Limited trading as Independent Investment Research (“IIR”) (ABN 11 152 172 079), an corporate authorised representative of
Australian Financial Services Licensee (AFSL no. 410381. IR has been commissioned to prepare this independent research report (the “Report”) and will receive fees for its preparation. Each company specified
in the Report (the “Participants”) has provided IIR with information about its current activities. While the information contained in this publication has been prepared with all reasonable care from sources that IIR
believes are reliable, no responsibility or liability is accepted by IIR for any errors, omissions or misstatements however caused. In the event that updated or additional information is issued by the “Participants”,
subsequent to this publication, IR is under no obligation to provide further research unless commissioned to do so. Any opinions, forecasts or recommendations reflects the judgment and assumptions of IR as
at the date of publication and may change without notice. IR and each Participant in the Report, their officers, agents and employees exclude all liability whatsoever, in negligence or otherwise, for any loss
or damage relating to this document to the full extent permitted by law. This publication is not and should not be construed as, an offer to sell or the solicitation of an offer to purchase or subscribe for any
investment. Any opinion contained in the Report is unsolicited general information only. Neither IIR nor the Participants are aware that any recipient intends to rely on this Report or of the manner in which a
recipient intends to use it. In preparing our information, it is not possible to take into consideration the investment objectives, financial situation or particular needs of any individual recipient. Investors should
obtain individual financial advice from their investment advisor to determine whether opinions or recommendations (if any) contained in this publication are appropriate to their investment objectives, financial
situation or particular needs before acting on such opinions or recommendations. This report is intended for the residents of Australia. It is not intended for any person(s) who is resident of any other country. This
document does not constitute an offer of services in jurisdictions where IR or its affiliates do not have the necessary licenses. IIR and/or the Participant, their officers, employees or its related bodies corporate
may, from time to time hold positions in any securities included in this Report and may buy or sell such securities or engage in other transactions involving such securities. IR and the Participant, their directors
and associates declare that from time to time they may hold interests in and/or earn brokerage, fees or other benefits from the securities mentioned in this publication.

IIR, its officers, employees and its related bodies corporate have not and will not receive, whether directly or indirectly, any commission, fee, benefit or advantage, whether pecuniary or otherwise in connection
with making any statements and/or recommendation (if any), contained in this Report. IR discloses that from time to time it or its officers, employees and related bodies corporate may have an interest in the
securities, directly or indirectly, which are the subject of these statements and/or recommendations (if any) and may buy or sell securities in the companies mentioned in this publication; may affect transactions
which may not be consistent with the statements and/or recommendations (if any) in this publication; may have directorships in the companies mentioned in this publication; and/or may perform paid services
for the companies that are the subject of such statements and/or recommendations (if any).

However, under no circumstances has IIR been influenced, either directly or indirectly, in making any statements and/or recommendations (if any) contained in this Report. The information contained in this
publication must be read in conjunction with the Legal Notice that can be located at http://www.independentresearch.com.au/Public/Disclaimer.aspx.

THIS IS A COMMISSIONED RESEARCH REPORT.

The research process includes the following protocols to ensure independence is maintained at all times:

1) The research process has complete editorial independence from the company and this included in the contract with the company;

2)  Our analyst has independence from the firm’s management, as in, management/ sales team cannot influence the research in any way;

3) Our research does not provide a recommendation, in that, we do not provide a “Buy, Sell or Hold" on any stocks. This is left to the Adviser who knows their client and the individual portfolio of the client.

4)  Qur research process for valuation is usually more conservative than what is adopted in Broking firms in general sense. Our firm has a conservative bias on assumptions provided by management as
compared to Broking firms.

5)  All research mandates are settled upfront so as to remove any influence on ultimate report conclusion;

6)  All staff are not allowed to trade in any stock or accept stock options before, during and after (for a period of 6 weeks) the research process.

For more information regarding our services please refer to our website www.independentresearch.com.au.
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Company Information

Share price ($) as at 4 September

2020 0.6
Price Target ($ per share) 1.12
Issued capital:

Ordinary shares (M) 95.3
Options (M) 0.0
Performance rights (M) 15
Fully diluted (M) 96.8
Market capitalisation ($M) 61.9

12-month Share Price Low/High ($) 0.39/0.70

Board and Management

John Sutton: Chairman

Don Koch: Deputy Chairman & Interim CEQ

John Kolenda: Executive Director & CEQ
Aggregation

Brett Morgan: CEO Banking & Wholesale
(appointed 7 August 2020, to commence in
October)

Jon Denovan: Non-Executive Director

Peter Hall: Non-Executive Director

Largest Shareholders %

John Kolenda 14.0
Sf Legacy Investments Limited 9.7
Kar Ng 7.1
Resimac Limited 39
Bermuda National Limited 32
Top 20 Shareholders 56.8

Source: IRESS
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BNK Banking Corporation Limited (ASX: BBC)

Initiating Coverage

BBC POSTS STRONG GROWTH IN UNCERTAIN TIMES

BNK Banking Corp (ASX: BBC) is a diversified financial services company with operations
across banking and mortgage broker aggregation. BNK has been one of the fastest growing
mortgage aggregators in Australia and combined with the banking segment offers a range of
lending and deposit solutions across a large distribution network.

KEY POINTS

Strong Loan Growth in FY20: The company has reported strong growth in FY20, with
the Finsure acquisition providing a significant boost to the company since the merger

in September 2018. The total loan book grew 18% to $48.1 billion in FY20 with total
settlements of $16.1 billion for the total loan book in FY20, an increase of 21.56% on FY19.

Growth in banking loan settlements declined significantly in the 4Q'FY20 as the company
reduced loan origination activities as a result of impacts from the coronavirus pandemic.
Even with this decline, bank settlements increased 72.9% in FY20. Management have stated
that liquidity and lending levels are expected to return to normal in TH'FY21. Aggregation
settlements continued to grow in the 4Q'FY20, with settlements up 21% from the 3Q'FY20
and a 23.2% increase in settlements for the Aggregation segment for the year.

Strong Deposit Growth & Improved Funding Mix: The banking segment is focused on
improving the deposit funding mix. Historically, transaction accounts have been only a small
percentage of deposits with the higher cost term deposits making up the bulk of deposits.
The company has placed a focus on increasing the level of transaction accounts to reduce
the costs associated with the deposit base. At 30 June 2020,the company had seen a 20.4%
growth in deposits to $346 million with a 120% increase in transaction accounts over the
year, with transaction accounts making up 35% of deposits at June-end, the highest it has
been in the banks history. The company will be seeking to continue this trend of growing the
deposit base and improving the funding mix.

Improved Profitability: Growth in higher margin products, including improved deposit
funding mix and growth in on balance sheet lending combined with a decline in the growth
in operating expenses resulted in an improved NPAT margin in FY20 of 13.9% compared to
11.9% in FY19. We expect profitability to continue to improve in FY21.

Well Capitalised: The company is well capitalised with $90 million cash and liquid holdings
and a capital adequacy ratio of 21.4% at 30 June 2020. This provides the bank the ability to
continue to grow its loan book. APRA has provided preliminary approval of the issue of a $10
million Tier 2 subordinated note, which we expect to be issued in TH'FY21.

Finsure Acquisition Improves Banking Concentration Risk: One of the key strategic
benefits of the Finsure merger has been diversification of the banks geographic
concentration. BNK bank has historically serviced Western Australia (WA) and therefore has
had significant concentration risk to this state. The distribution network acquired through the
Finsure merger has assisted with diversifying the banks client base nationally, with 54% of
the banks client base now outside WA. This compares to 33% in FY19.

Brett Morgan Appointed as CEO: On 7 August, the company announced the appointment
of Brett Morgan as CEO of the Banking and Wholesale operating segments, after the
resignation of the previous CEO in May. Mr. Morgan has substantial experience in the
financial services industry, including senior banking roles at ING and key management
positions at a number of digital and financial services businesses, including CEO of LaternPay
and Flexischools, making Mr. Morgan a good fit to pursue the digital transformation of the
banking segment. Mr. Morgan will commence his position in October. John Kolenda will
continue as CEO of the Aggregation business (Finsure).

Price Target: \We have assigned BNK a value of $1.12 per share. The valuation is based

on a PE multiple of 10x the FY21 forecast EPS plus the current value of the net trailing
commission receivable per share. This represents an upside of 72.3% on the share price of
$0.65 at 4 September 2020. FY21 is expected to pose some challenges to housing lenders
due to restrictions imposed as a result of the coronavirus pandemic. Two key factors for
housing market growth, unemployment and immigration, have been and will likely continue
to be severely hampered by the pandemic. BBC continued to perform well despite the
difficult lending conditions in the 2H'FY20. While we expect the company to continue to grow
it's loan book in FY21, we are of the view that settlement growth will be tempered due to the

macroeconomic environment.
Q{NDEPENDENT
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FY18A FY19A FY20A  FY21F FY18A FY19A FY20A FY21F
Net interest income 347 345 481 6.64 Revenue Growth 20.5% 493.0% 26.9% 2.1%
Net commission income/expense -0.26 17.40 19.13 20.57 NPAT Growth -59.3% 787.9% 47.7% 17.2%
Other income 1.89 9.39 14.44 11.97 EPS Growth (basic) na 185.6% 19.5% 6.4%
Total net revenue 510 30.24 38.38 39.17 NPAT Margin -8.0% 11.9% 13.9% 15.9%
:Umap:Sir;r;zn;x;/ﬁzasl/expense on 0,005 0.02 083 108 Return on Equity -1.8% 5.8% 5.0% 5.3%
Return on Assets -0.2% 0.8% 0.7% 0.7%
Operating expenses -4.57 -23.66 -27.86 -29.18
Transaction expenses -0.938 -0.86 0 0
Impairment of bailment cash 0 0 -2.923 0 FY18A FY19A FY20A FY21F
Profit/Loss before income tax -0.42 5.70 6.97 8.91 P/E -36.1 12.6 10.6 99
Income tax expense/benefit 0.011 -2.095 -1.64 -2.67 Dividend Yield 0.0% 0.0% 0.0% 0.0%
:;t:(f;;/rl;oss attributable to equity 04 3.60 532 6.24 T v—
FY19A FY20A FY21F
Average number of shares on issue Banking & Wholesale Segment
Basic 2313 /0.32 86.73 9.48 Bank settlements ($m) 74.6 129.0 129.0
— 213 ey kSl Wholesale settlements ($m) 5784 447.0 1473
EPS Total settlements ($m) 653.0 576.0 576.3
Basic (cents per share) -18 5.14 6.14 6.53 Deposit growth 47.1% 20.4% 17.0%
Diluted (cents per share) 18 5.05 6.03 6.43 Call deposit percentage 19.3% 35.3% 41.9%
Net Interest Margin (NIM) 1.95% 1.67% 2.0%

Balance Sheet ($M)
Aggregation Segment

FY18A FY19A FY20A FY21F
Loan writers 1,674 1,740 1,840
Assets
. Growth na 3.9% 5.7%
Cash & cash equivalents 14.53 19.38 18.12 24.29
) Average settlement per loan writer ($m) 1.98 2.30 22
Trade and other receivables 0.71 285.49 412.62 410.31
B T - Growth na 16.3% -6.3%
ue from other financia
institutions 24.51 32.34 33.34 37.00 Loan settlements 12.6 155 15.6
Loans and advances 170.51 214.32 283.56 358.53 Growth na 23.2% 0.1%
Other financial assets 7.46 46.19 38.23 31.77 Loan Book 38.09 45.4 51.6
Property, plant and 0.79 1.20 381 303
equipment
Goodwill and other tangible 195 472 4961 4277
assets
Deferred tax assets 0.67 0.00 0.00 0.00
Total Assets 221.12 646.14 839.29 907.65
Liabilities
Deposits 195.22 287.13 345.79 404.57
Trade and other payables 1.04 245.23 365.64 365.64
Current tax liability 0.0 0 0 0
Provisions 0.28 1.29 1.31 1.35
Deferred tax liabilities 0 12.06 13.69 13.69
Total Liabilities 196.55 545.71 726.42 785.24
Net Assets 24.57 100.44 112.87 122.41

FY18A FY19A FY20A FY21F

Operating cashflow -4.52 -0.30 -0.88 0.07
Investing cashflow -1.62 -2.88 -3.15 -3.61
Financing cashflow 4.44 8.02 5.69 9.70
Movement in cash -1.69 4.84 1.66 6.16
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Independent Investment Research

SWOT ANALYSIS
STRENGTHS

¢

¢

BNK Bank is APRA regulated and its deposits are government guaranteed up to
$250,000 and can therefore compete for deposits with the traditional banks.

The company has a diversified revenue stream with revenue from non-interest and non-
commissions continuing to grow.

The banking segment has seen strong growth in its deposit base. This growth has
allowed for increased on balance sheet funding. On balance sheet loans currently deliver
over 4x the margin delivered by off balance sheet (wholesale) loans.

The company has improved its profitability through growth in improved margin products
and a reduction in the growth of operating expenses. This has resulted in an improved
NPAT margin in FY20 of 13.9%.

The Aggregation business continues to be able to attract new loan writers to the
platform. Loan writer growth is an important contributor to growth in the Aggregation
loan book, SaaS and fee based income streams. The company launched the Infynity CRM
in FY20, a market leading platform that will assist with broker recruitment and retention
as well as provide additional revenue streams.

The merger with Finsure has provided the strategic benefit of diversifying the geographic
concentration and distribution network for the banking segment. In FY20, the banks loan
exposure to WA was reduced to 46% of the loan portfolio from 67% in FY19. Geographic
diversification will be an important element for on balance sheet lending growth.

The newly appointed CEO for banking and wholesale is well placed to see the business
through the continued digital transformation.

WEAKNESSES

¢

Low interest rates will continue to impact the NIM over the short-and-medium term. The
RBA has stated that it does not expect interest rates to increase for two to three years
given the current state of the economy.

The company does not pay any dividends at this stage and therefore does not provide

a regular income stream to shareholders, unlike many of its peers. \We note that the
company stated that it had approved a dividend policy in its FY20 results. The policy has
not been disclosed but this suggests that the company intends to pay a dividend.

OPPORTUNITIES

¢

The ability of the banking arm to continue to increase the funding mix to increase the
percentage of transactional accounts combined with deposit growth will allow for further
growth in the higher margin on balance sheet funding.

The proportion of loans originated by mortgage brokers is expected to continue to
increase given brokers are in the best position to adhere to operating in the best interest
of customers rules that were a result of the Royal Commission. This is expected to
underpin long-term growth of the Aggregation business.

The company has executed non-binding term sheets with an international bank and

a domestic bank for securitisation warehouses with the company seeking to have a
warehouse and securitisation program launched in 2Q'FY21. This will diversify funding as
well as open up new revenue streams.

THREATS

¢

ADI'’s are heavily regulated and are therefore impacted by any changes to the regulatory
regime. In particular, additional capital adequacy requirements or stricter lending rules
may adversely impact the company.

Given the current economic environment as a result of the Covid-19 pandemic, credit
risk for the banking segment is elevated above what would be considered normal levels.
While the company has reported low levels of impacts from increased bad loans, we
note that a prolonged economic downturn and increased unemployment could result in
increased bad loans.

While the company has a diversified revenue stream the business is heavily exposed

to residential mortgages. As such, a downturn in this market may result in reduced loan
demand which would adversely impact the financial performance of the company.

With over 50 aggregators in the market there is significant competition to capture
mortgage brokers and increase numbers as an increased broker network equates to
improved volumes and profitability. Finsure has been successful at growing the broker
network since its inception, however the business will need to ensure they retain and
attract brokers in a market where aggregators are constantly trying to recruit brokers to

their platform.
Q{NDEPENDENT
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COMPANY OVERVIEW

COMPANY HISTORY

BNK Banking Corporation Limited (ASX: BBC), previously known as Goldfields Money Limited
(ASX: GMY), began as a regional credit union before being classified as a bank after changes
to regulations. GMY was established in Western Australia and has grown its footprint
nationally.

In September 2018, GMY merged with Finsure through a Share Sale and Purchase
Agreement, whereby GMY acquired 100% of the shares in Finsure via the issue of GMY
shares. 40.75 million GMY shares were issued to Finsure shareholders for the merger.
Finsure is a national mortgage aggregation network and wholesale mortgage business with a
growing mortgage broker network.

GMY has transformed into a digital bank, providing an alternative to traditional banks. The
bank has transitioned to an online bank with the last remaining branch closed in June 2020.
GMY aims to distribute first-class products through the distribution network. The digital bank
is now complimented by the Bank@Post network across Australia.

The digital banking platform is built on mobile first, world class core banking system and
proprietary mortgage distribution software. Finsure launched its new cloud based broker
CRM platform “Infynity” in October 2019 and successfully transitioned Finsure's large broker
force to the new platform over FY20. Infynity is industry leading mortgage software with
open API connectivity enabling Finsure's marketplace to integrate with more products and
services. The implementation will increase productivity and allow Finsure to refocus on
broker recruitment in FY21. The technology platforms connect GMY directly to Australian
consumers through the mobile and web platforms as well as indirectly through the loan
writers in the Finsure network.

GMY changed its name in March 2019 to BNK Banking Corporation Limited and the
Goldfields Money brand will be fully replaced with the new digital banking brand “BNK Bank”
in TH'FY21.

BUSINESS MODEL

BBC provides lending and deposit solutions through its banking and mortgage broker
aggregation network. Post the merger with Finsure, the company has an expanded
distribution network. Finsure is the third largest mortgage aggregator in Australia with a
network of 1,740 loan writers and a loan book of $45.4 billion at 30 June 2020. Finsure's
business is concentrated to NSW and Victoria with over 80% of the loan writers located in
these two states. This is a positive for the banking segment given the banking operations
have historically been concentrated in WA.

BBC leverages a combination of mortgage models to optimise volume and margins. The
company utilises data collected from the expanded network for product manufacturing.

BNK Distribution Model
©

Direct Channel i BNK White Label Channel Wholesale Channel Broker Channel

ing Margin

Direct to cbnsumers
(BNK new digital }
bv:nu lnd Gnldﬂ elds) - - ‘}

: ; ‘Other Lender loans written
BNK Funded Loans Non-BNK Funded Better Choice Loans by Finsure Mortgage
Brokers

Source: BBC
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FY20 HEADLINE RESULTS

The company released its FY20 results on 28 August 2020. FY20 represented the first full
trading year of the merged business with Finsure, with FY19 having three quarters of trading
as a combined entity.

The company experienced strong loan book growth with the total loan book growing 18% to
$48.1 billion. The majority of the loan book is attributed to the Aggregation segment (Finsure)
which grew to a record $45.5 billion, a 19.5% increase on the pcp.

Growth in the loan book drove revenue and NPAT growth, with a reduction in the growth in
operating expenses and a focus on higher margin products contributing to an improved NPAT
margin. Net commission income is the greatest contributor to revenue, accounting for 49.8%
of revenue in FY20.

The bank was well capitalised at 30 June 2020, with $90 million in cash and liquid holdings
and a capital adequacy ratio of 21.4%. This provides the company the ability to continue to
grow its on balance sheet loan book.

As with all banks, customers were offered mortgage payment deferral given the
unprecedented circumstances that have arisen due to the coronavirus pandemic. At 19
August, 4.5% of the on balance sheet loan portfolio were impacted, this is down from 5.6%
in May. Management remains confident that the value of the portfolio exposed to repayment
deferrals will continue to decline, however, will continue to work with its customers who
require additional assistance. The loan loss provisions have been increased from 0.12% in
FY19 to 0.26% in FY20 to account for the additional risk.

FY20 Headline Statutory Results

FY19 FY20 Movement
Profit & Loss ($m)
Net Revenue 30.24 38.38 +26.9%
NPAT 3.60 5.32 +47.7%
EPS 5.14 6.14 +19.5%
DPS 0.0 0.0 0.0%
Balance Sheet ($m)
On balance sheet loans & advances 214.3 283.6 +32.3%
Cash & equivalents 97.9 89.7 -8.4%
Net NPV of future trailing commission 38.9 44.2 +13.6%
Deposits 287.1 3458 +20.4%
Loan loss provision 0.12% 0.26% +0.14%
Loan Book ($h)
Wholesale loan book 2.3 23 -1.7%
Aggregation loan book 38.1 455 +19.5%
Total loan book 40.6 48.1 +18.3%
CAPITAL STRUCTURE

At 4 September 2020, the company had 95.3 million ordinary fully paid shares on issue and
1.5 million performance rights outstanding.

During FY20 the company raised $7 million through the issue of 11.7 million fully paid
ordinary shares. Pre-approval has been received by APRA for the issue of a $10 million Tier 2
subordinated note.

Share Capital Issued as at 4 September 2020

Fully paid ordinary shares 95,302,066
Performance Rights 1,526,666
Total 96,828,732

Independent Investment Research %{ﬁggﬂgﬁggﬁg
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OPERATING SEGMENTS

BBC has three reporting segments: (1) Aggregation; (2) Wholesale Mortgage Management;
and (3) Banking.

AGGREGATION

The Aggregation operating segment represents the Finsure business. Finsure was
established in 2011 and merged with Goldfields Money Limited (now BNK Banking Corp) in
September 2018.

The Finsure business generates revenue from commissions from loans made by brokers
(upfront and trailing) and from the additional services provided to mortgage brokers, such
as software, compliance and website services. Finsure will continue to develop “add-on”
products to improve the revenue per broker.

Loan Book

The loan book for the Aggregation segment has been steadily increasing quarter on quarter
in FY19 and FY20. The loan book grew 19.5% in FY20 to $45.5 billion with total settlements
of $15.5 billion in FY20, an increase of 23.2% on FY19. New housing loan commitments
excluding refinancing in Australia fell 10.6% in the June quarter on a seasonally adjusted
basis (see Australian Housing Lending Sector Section below). The Aggregation segment
bucked this trend with settlements up 20.6% in the June 2020 quarter.

Finsure Loan Book ($ billions)
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Source: BBC, IIR

Finsure's loan book has experienced strong growth since 2014 with loan settlement CAGR of
275%. Loan settlements continued to increase despite the challenges experienced in FY19
which saw a number of its peers experience a decline in settlements.

Historical Loan Settlements ($ millions)

$18,000
$16,000 15,540
514,000 12313 12,613
$12,000
10,271 10,388

$10,000 8,607

$8,000

$6,000

$4,000 843

$2,000 I

S0
FY14 FY15 FY16 FY17 FY18 FY19 FY20

Source: BBC, IIR
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Loan Writers/Brokers

A key part of the aggregation business is the number of mortgage brokers in the network.

It is a volume game to some degree. Finsure has been steadily increasing the number of
brokers which has contributed to loan growth. An increase in the size of the loans written has
also contributed to growth. This is highlighted by the growth in the average settlement value
per broker in the below chart.

At 30 June 2020, Finsure had 1,740 brokers, the highest number of brokers in its history.
Over FY19 and FY20, the Aggregation broker network has added 33 brokers on average per
quarter, with a decline in brokers only experienced in one quarter of the two year period.

The mortgage broker aggregation market is competitive with over 50 aggregators according
to the Mortgage & Finance Association Australia (MFAA). Finsure seeks to offer brokers the
best platform available to retain and attract brokers.

Finsure Broker Network

1,800 $3,000,000
1,750

$2,500,000
1,700
1,650 $2,000,000
1,600

$1,500,000
1,550
1,500 $1,000,000
1,450

$500,000
1,400
1,350 $0

Sep-18 Dec-18 Mar-19 Jun-19 Sep-19 Dec-19 Mar-20 Jun-20

mmmm Number of Brokers (LHS) e Average Settlement Per Broker (RHS)

Source: BBC, IIR

WHOLESALE

The Wholesale reporting segment operates under the Better Choice Home Loans Brand and
is funded by a range of third party wholesale funding providers. Better Choice Home Loans
funds and services mortgages using independent mortgage brokers for the origination of
the loan as opposed to a direct interaction with the customer. Goldfields Money (now BNK)
was recently added as a funder to the wholesale business. The Better Choice Home Loans
business was acquired with the Finsure merger.

The Wholesale segment earns fees for services, largely in the form of upfront and trail
commissions as well as administration fees for mortgage management.

Better Choice Homes Loans is currently serviced by 5,500 mortgage brokers. The broker
distribution network was further enhanced during the 4Q'FY20 with the Better Choice
Home Loan products launched with PLAN Australia brokers. PLAN Australia is a mortgage
aggregator with 1,600 mortgage brokers.

The Wholesale loan book generates a lower margin than the on balance sheet funding
however provides an important distribution arm for the business. The FY20 revenue
contribution from the Wholesale segment was ~17% of the company’s net revenue.

Covid-19 saw the closure of the company’s processing centre in Manila. This function has
been integrated into the Australian operations. The company has indicated to IIR that the
operations will likely remain in Australia even after international borders are reopened.

The wholesale segment has been in a bit of a holding pattern over FY19 and FY20 as can
be seen by the loan book in the below chart. Settlements have been on a declining trend
on a quarterly basis. The decline in 4Q'FY20, has been a result of general market weakness
as a result of Covid-19, tightening of lending requirements and increased processing times
by lenders combined with the major banks taking market share through aggressive pricing
strategies and cash back offers for new business.
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Wholesale Loan Book ($ millions)
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BANKING

The banking segment operates under the Goldfields Money brand, operating as an APRA-
regulated deposit taking institution (ADI). The bank was established in Western Australia

(WA) 38 years ago. The bank provides deposit accounts, personal loans and mortgages. In
conjunction with the recent name change of the company, the bank will be rebranded as BNK
Bank in coming months.

The bank currently distributes products directly to customers as well as through third party
intermediaries across Australia. Given the bank was established in WA, the bulk of its
customers have historically been in WA. The bank is making a concerted effort to diversify
geographically. The merger with Finsure is a key part of the diversification strategy with the
majority of the Finsure business on the East Coast of Australia.

Loan Book

The banking segment experienced strong growth in FY20 with the loan book increasing 33%
to $285 million at 30 June 2020. Most of the growth was achieved during TH'FY20 with the
loan book increasing 23.7% to $265.2 million at 31 December 2019. Growth slowed in the
second half with the loan book increasing a further 7% to $285 million. The slower growth
reflects the decision by the company to moderate loan originations in 4Q'FY20 in response
to the uncertainty stemming from the Covid-19 pandemic. We view this to be a prudent
response by the bank. The bank has stated that the loan origination pipeline has started to
grow since June-end and will be buoyed by the launch of additional lending products.

On Balance Sheet Loans Net of Provisions ($ millions)

$300.0 $283.6
$250.0
$214.2
$200.0
$170.5
$157.1
$150.0 $128.7
$100.0
$50.0
$0.0
FY16 FY17 FY18 FY19 FY20

Source: BBC, IIR

Independent Investment Research %‘MF&E}‘%}:{E _



BNK Banking Corporation Limited (ASX: BBC)

Independent Investment Research

The below chart shows the bank settlements on a quarterly basis for FY19 and FY20. The
quarterly settlements increases dramatically from $7.9 million in Q1'FY19 to $33.5 million in
Q4'FY19. As discussed above the growth continued in the TH'FY20 but has been impacted
by measures taken by the bank on the back of the Covid-19 pandemic. Despite the weakness
in the 2H'FY20, total bank settlements for the year were up 72.9% on FY19.

Bank Settlements ($ millions)
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The banking segment primarily services residential mortgages with residential loans
accounting for 856.9%, 88.7% and 92.9% of loans and advances in FY18, FY19 and FY20,
respectively.

Loan Type Percentage of Loan Book

FY18 FY19 FY20
Residential loan 85.9% 88.7% 92.9%
Term loans 12.5% 10.4% 6.6%
Personal loans 1.3% 0.6% 0.3%
Overdrafts 0.3% 0.2% 0.2%

Source: BBC, IIR

Deposits and Funding Mix

The deposit base for the banking segment has consistently increased over the past five
financial years. In FY20, deposits increased 20.5% to $346 million. More pleasingly was the
improved funding mix. Call deposits, which are lower cost liabilities, increased 120% to $122
million. The banking segment will continue to focus on improving the funding mix with an
increased level of call deposits having a positive impact on profitability.

Total Deposits and Funding Mix ($ millions)
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AUSTRALIAN HOUSING LENDING MARKET

Given a large portion of the company’s business is related to residential mortgages, we take
a look at the housing lending market in Australia.

New housing loan commitments excluding refinancing (seasonally adjusted) has been
increasing at a compound annual growth rate of 3.1% from July 2002 to June 2020. After
hitting a high in May 2017, new housing loan commitments excluding refinancing has been
weakening. There was a recovery towards the end of 2019 and into the beginning of 2020,
however, new loan commitments declined significantly in the June 2020 quarter, falling
10.6% for the quarter, the biggest quarterly decline over the 18 year period. This is not
unexpected given the impact the Covid-19 pandemic had on the economy during this period.

We note that despite the quarterly decline, new loan commitments was up 4.5% over the 12
months to 30 June 2020.

New Loan Commitments Ex Refinancing, Seasonally Adjusted ($ millions)
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Looking at the new loan commitments by lender category we can see that Owner Occupier
loans continue to account for the highest number of new loan commitments while investor
loans have been on the decline. Investor loans have been impacted by the changes to
payment requirements for investor loans to principal and interest payments. Interest only
payments were a key driver for Investor loans during the 2012 to 2015 period.
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Government subsidies have contributed to an increase in the amount of loans provided to
First Home Buyers over the last few years. We expect this trend to continue in 2020 as the
government provides additional grants to first home buyers in the wake of the pandemic.

New Loan Commitments Ex Refinancing By Type, Seasonally Adjusted ($ millions)
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Headwinds for the Housing Sector

There are a lot of uncertainties regarding the housing market for the remainder of 2020
and into 2021 as Stage 4 lockdowns in Victoria and the potential for other states to have

to reintroduce tougher restrictions due to the ongoing Covid-19 pandemic. A key driver

of housing demand is the level of employment. The number of people employed dropped
dramatically over the June quarter as businesses were forced to close. The number of
employed people fell 5.1% over the June quarter, the largest quarterly fall over the past few
decades as shown in below chart. We note that these figures included those employees
receiving the JobKeeper payout and therefore appear better than they actually are.

In addition to unemployment, the closure of our borders means that immigration will be
lower for the foreseeable future. It would appear only access to a vaccine would change this
equation at this point. Given population growth is an important driver of housing demand,

this will inevitably have an adverse impact on the housing market while the border closure
remains in place.

Number of People Employed, Seasonally Adjusted ('000)
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Government stimulus and the ability to defer loan repayments has avoided catastrophe for
the meantime but this will be wound back and there will come a time when households will
have to operate without or with reduced government handouts. The impact of this is yet to
be known and will be highly dependent on the ability of the economy to rebound once state
borders open again and ultimately international borders.

In support of the housing market during this difficult period will be low interest rates. The
cash rate has dropped to an all time low of 0.25% and the RBA has stated that it does not

see the interest rate increasing for at least two to three years.

ROLE OF MORTGAGE BROKERS IN THE HOUSING SECTOR

Deregulation of the banking sector in the 1980's has driven the growth of the mortgage
broking sector. Mortgage brokers now play a significant role as the source of loan originations
for residential mortgages.

Mortgage brokers and aggregators accounted for 55% of new residential home loans during
the September 2019 quarter, according to the latest industry report by the MFAA. This is
down from the highs of ~60% in the March 2019 quarter. The percentage of home loans
written by brokers has been steadily increasing over the years. The percentage of home loans
originated by mortgage brokers and aggregators was over 10% higher in the September
quarter 2019 compared to the March quarter 2013.

Residential Home Loans Settled by Mortgage Brokers
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The recent Royal Commission into the Banking System saw the payment structure of
mortgage brokers be put under the spotlight. The review recommended that the commission
payment structure be removed and replaced with brokers receiving a fixed fee for their
services. After significant lobbying from the mortgage broking industry the federal
government decided not to impose this recommendation and the payment structure remains
unchanged. This will be reviewed in 2022. A key outcome from the Royal Commission is that
lenders must act in the best interest of the client. This outcome is expected to increase the
use of mortgage brokers given they are best positioned to achieve this outcome.

PEER COMPARISON

We view BBC to have three key ASX-listed peers - Australian Finance Group (ASX: AFG),
Resimac Group (ASX: RMC) and Mortgage Choice Limited (ASX: MOC). AFG and MOC's
primary business is mortgage aggregation while RMC is a non-bank lender that originates its
loans primarily through the mortgage broker network in Australia. A point of differentiation for
BBC is the banking arm for the company is an APRA regulated ADI.

We note that there are over 50 mortgage aggregators operating in Australia according to the
MFAA and a number of non-bank lenders. Therefore there is significant competition across
the sector that is not reflected in the below peer group as we have solely focused on the key
ASX-listed peers for the purposes of this comparison.
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AFG is the largest operator in the peer group by some margin. AFG had 2,975 mortgage
brokers and a loan book of $154.6 billion at 30 June 2020. BBC has the second largest loan
book and mortgage broker network in the peer group. AFG’s merger with Connective has not
been opposed by the ACCC and is waiting for approval by the courts to proceed. Connective
is one of the largest mortgage aggregator networks in Australia with over 3,000 loan writers.
This will significantly increase the size and market share of AFG.

Looking at some key financial metrics from FY20, we note that BBC reported the highest
revenue, NPAT and EPS growth in FY20. This highlights the strength of the company’s
performance in FY20. From a Return on Equity (ROE) perspective, BBC lags its peers.

Unlike the other three companies in the peer group BBC does not currently pay a dividend.
One could expect the company to trade at a discount to its peers as a result of this, however,
this is not the case. From a PE ratio perspective, the company is trading at a higher multiple
than RMC and MOC. BBC trades at a lower multiple than AFG, which is to be expected given
AFG is the largest player in the market and is therefore likely to trade at a premium to the
peer group.

AFG RMC Moc BBC
Key Business Metrics
Loan writers at 30 June 2020 2,975 na 554 1,740
Loan writer growth FY20 0.0% na -1.4% 3.9%
Loan book ($ billion) at 30 June 2020 $154.6 $12.4 $54.0 $48.1
Settlements ($ billion) at 30 June 2020 $34.1 $4.7 $10.0 $18.1
Settlement Growth FY20 9.0% 30.6% 6.4% 21.5%
Financial Metrics FY20
Revenue growth 6.1% 23.6% -1.0% 26.9%
NPAT growth 15.3% 18.5% -31.3% 47.7%
EPS growth 12.5% 16.9% -31.8% 19.5%
Return on Equity (ROE) 26.9% 25.6% 10.7% 5.0%
DPS (cents per share) 10.1 3.0 6.5 0.0

Source: Company announcements, Iress, IR

PRICETARGET & INVESTMENT VIEW

We have assigned a value of $1.12 per share for BNK. This represents an upside of 72.3%
on the share price of $0.65 at 4 September 2020. The valuation is based on applying a PE
multiple of 10x to the FY21 EPS plus the NPV of the net trailing commissions per share.

We have assigned a PE multiple of 10 as this reflects the average PE of the peer group
over the past 12 months. This is below the average PE of 13x over the past three years to
28 August 2020. We view the reduced PE ratio as appropriate to reflect the increased risks
associated with the housing market in FY21.

BNK Valuation

NPV of trailing commissions per share $0.47
FY21 EPS 6.53
PE Multiple 10x
Valug per share $0.65
BNK Price Target $1.12

KEY INPUTS FOR OPERATING SEGMENTS

The key inputs for the operating segments are provided below. We expect FY21 to provide

a difficult economic backdrop as a result of the coronavirus pandemic. Unemployment is
expected to continue to increase in the 1Q'FY21 largely due to the stage 4 restrictions that
were imposed on Victoria in August 2020 for an initial period of 6 weeks to curb a Covid-19
outbreak. The restrictions have resulted in a number of businesses having to close and a
reduction in employees allowed on sites to reduce movement throughout the city. Increasing
Covid-19 cases in NSW is also resulting in the State becoming jittery and if the outbreak
cannot be controlled, increased restrictions may be reimposed to get control of the outbreak.
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Forecasting the outcomes of the housing market in FY21 is difficult given the outcome will
be driven by a number of variables. We expect the impact of border closures and increased
unemployment from tighter restrictions to have a negative impact on the housing market in
TH'FY21, particularly in the 2Q'FY21 with the Federal Government announcing reductions
in the JobKeeper and JobSeeker payments after the first phase of the program ends in
September. We expect the domestic economy to open up in the 2H'FY21, however, the
ability of businesses to reopen after the JobKeeper program ends in March 2021 is yet to
be seen. We will also get a better picture of the damage to the housing market when the
mortgage deferment period ends in March 2021.

The risks for BNK in FY21 are largely outside the control of the company with the housing
market heavily dependent on the economic outcomes that result from government imposed
restrictions. We view the risks associated with FY21 to be heightened compared to those
experienced in the 4Q'FY20. With that said, the company is well placed to continue to grow
its loan book and while the company may not grow its settlements at the same rate as FY20
due to the macroeconomic environment, we expect the company will be able to maintain the
level of settlements achieved across the business in FY20 in the upcoming financial year.

FY20A FY21F
Banking & Wholesale
Bank Settlements ($m) 129.0 129.0
Growth 72.9% 0.0%
Wholesale settlements ($m) 447.0 447.3
Growth -22.7% 0.1%
Deposits 345.8 404.6
Growth 20.4% 17.0%
Aggregation
Loan writers 1,740 1,840
Growth 3.9% 5.7%
Loan Settlements 15.5 15.6
Growth 23.2% 0.1%
Average Loan Settlements per broker 2.3 22
Growth 16.3% 6.3%

RISKS

¢ Regulatory Risk: ADIs and mortgage providers are heavily regulated and as such any
changes to regulations can impact the operations of a business in this sector. The
Royal Commission in the Financial Services sector saw recommendations to remove
the commission payment structure of mortgage brokers and move to an upfront fee
payment. This recommendation was not implemented by the Federal Government
however will be reviewed in 2022. Any changes to the payment structure would impact
the Aggregation business.

¢ Softening Housing Market Risk: The company is primarily exposed to the residential
mortgage market through the banking and aggregation segments. The housing market
had been enduring a period of softening prior to the Covid-19 pandemic which has been
exacerbated by the pandemic. The company has been able to continue to grow during
this period, however a prolonged downturn in this market results in heightened risks for
BBC's growth prospects.

¢ Limited Liquidity: The stock has historically had low levels of liquidity which provides
risks for investors with both entering and exiting the stock in a timely manner.

¢ Loan writer growth: The growth of the Aggregation segment is highly dependent on
the ability of the company to continue to grow the number of loan writers. The company
has been successful at growing loan writers since its establishment, however, it is a very
competitive market with mortgage aggregator always seeking to poach loan writers. BBC
seeks to offer the best platform for loan writers to continue to attract and retain loan
writers to their platform.
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¢ On Balance Sheet Growth: The banking segment is focused on growing on balance
sheet loans given they are more profitable than off balance sheet loans. In order to do
this the company will be required to continue to grow its regulatory capital base.

BOARD AND MANAGEMENT

Jon Sutton - Chairman (Non-Executive): Mr. Sutton was appointed as a Director in October
2019. Mr. Sutton has more than 25 years’ experience in the financial services industry. Mr.
Sutton was the CEO and Managing Director of the Bank of Queensland (BOQ) and retired

in 2018. Prior to joining BOQ, Mr. Sutton served as the CEO and Managing Director of
Bankwest and was part of the acquisition team that purchased Bankwest. Mr. Sutton has
held senior roles in CBA both in the banking and global markets divisions. Mr. Sutton is
currently a Director of Sydney Football Club and an Advisory Board Member to SendFX.

Peer Hall - Director (Non-Executive): Mr. Hall is an experienced financial services
professional. Mr. Hall's previous board and industry appointments include: Non-Executive
Director of BLSSA Pty Ltd, Chair of the Corelogic RP Data sponsored Residential Valuation
Industry Advisory Group, Ministerial Advisory Board Member for NSW Housing Minister and
Chairman and Council Member of the Lenders Mortgage insurance sub-committee. Mr. Hall
has also held senior executive position of Country Executive of Genworth Financial Australia
& NZ and Managing Director of Genworth Financial Mortgage Insurance Australia & NZ.

Don Koch - Interim CEO & Director (Executive): Mr. Koch was the CEO of ING Bank in
Australia from 2009 to 2012 before becoming the CEO of ING Bank Italy from 2012 to 2016.
Mr. Koch most recently ran a program for ING Asia as a joint venture with a large local bank
within China. Mr. Koch was the former CIO and part of the team that launched ING Direct in
Australia.

Mr. Koch was appointed as Interim CEO following the resignation of Mr. Lyons. He will return
to his position as a Non-Executive Director when Mr. Morgan commences in October.

Jon Denovan - Director (Non-Executive): Mr. Denovan joined the board in September 2019.
Mr. Denovan is a Special Counsel with leading national law firm, Dentons, and is a leading
industry authority on regulation and compliance for the mortgage industry. Mr. Denovan

is regularly consulted by the Commonwealth Government and industry bodies on matters
relevant to the National Consumer Credit Protection Act, National Credit Code, and best
interests obligation, amongst others.

John Kolenda - CEO of Aggregation & Director (Executive): Mr. Kolenda is the Managing
Director of Finsure Group and has extensive experience in the mortgage broking and
aggregation sector. Mr. Kolenda was the General Manager Sales and Distribution at Aussie
Home Loans for ten years from 1994 before founding X Inc, which was a successful
mortgage originator before its merger with the mortgage broking operations of Ray White
in 2007. Mr. Kolenda founded several businesses before launching Finsure Group in 2011.
Mr. Kolenda co-founded and chairs Aura Group Pty Ltd, a boutique corporate advisor and
investment house.

Brett Morgan - CEO of Banking and Wholesale: Mr. Morgan has substantial experience in
the financial services industry, including senior banking roles at ING and key management
positions at a number of digital and financial services businesses, including CEO of LaternPay
and Flexischools, making Mr. Morgan a good fit to pursue the transformation of the banking
segment through the digital transformation. Mr. Morgan will commence his position in
October.
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by users reliance upon information obtained through this web site. It is
the responsibility of the user to evaluate the accuracy, completeness or
usefulness of any information, opinion, general advice or other content
made available through this web site. Furthermore, Independent
Investment Research does not warrant or represent that this web site
is error free or free from viruses or defects. A user must do all that is
necessary (including using virus checking software) to satisfy itself that
accessing this website will not adversely affect its system.

For further information, please contact lIR at: client.services@
independentresearch.com.au
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