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Credit Highlights

Overview

Key strengths Key risks

Very strong capitalization, with expected support from the RACQ

Group.

Small market share with concentrated product and geographic exposure.

Historically low loan losses supported by member base with stable

loan serviceability.

Funding profile vulnerable to competitive pressures in a stressed

operating environment.

We expect Australia-based Members Banking Group Ltd. (trading as RACQ Bank) to remain a highly strategically

important member of the RACQ Group. We believe the group is likely to provide liquidity and capital support to the

bank, while the alignment between bank and group operations is expected to continue. The group has significant

capital resources and negligible debt.

Like mutual peers, we view RACQ Bank as vulnerable to competitive pressures in Australia's highly commoditized retail

banking market. With a market share of about 0.07%, RACQ Bank remains a price taker in the Australian lending and

deposit markets, where the country's four major banks dominate with a collective 75% market share.

RACQ Bank maintains a low-risk, retail banking focused, operating model. We do not consider RACQ Bank's

operations complex or high-risk in nature, given its focus on residential mortgage lending at about 97.5% of its loan

portfolio. We believe RACQ Bank will continue to manage risks associated with residential mortgage lending, with

asset quality likely to remain superior to the industry average.

We consider RACQ Bank's strong capital levels a key credit strength. We expect RACQ Bank to remain well

capitalized, with continued capital support from RACQ Group available to facilitate the bank's above-system loan

growth trajectory.
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Outlook: Stable

The stable outlook reflects our expectation that RACQ Bank will remain of high strategic importance to the

broader RACQ group, as demonstrated by the group's continued capital investment in the bank and the bank's

success in cross selling banking products to the wider group member base. In addition, we expect the RACQ

Group's credit profile to remain unchanged in the next two years.

Alternative Scenario: We see a one-in-three possibility that Australian banks will face reduced industry risks in the

next two years. If that occurs, we expect to revise our assessment of RACQ Bank's stand-alone credit profile

(SACP) to 'bbb+' from 'bbb'. However our long-term issuer credit rating on RACQ Bank will likely remain

unchanged at 'BBB+'. This is due to the pre-existing one notch of rating uplift the bank receives above its SACP,

reflecting our assessment of the likelihood of extraordinary support from the bank's parent, the RACQ Group. We

expect the group credit profile of RACQ will remain unchanged.

Downside scenario

We are unlikely to lower our rating on RACQ Bank in the next two years. However, we could downgrade the bank

if:

• We considered that the credit profile of the broader RACQ group has weakened; or

• We consider RACQ group less likely to extend support to RACQ Bank, if required. This could occur, for

example, if the bank's operations become less important to the group's diversified strategy.

Upside scenario

We are highly unlikely to raise our rating on RACQ Bank in the next two years. However, we would raise the rating

if we considered that the group credit profile of the wider RACQ group has strengthened and we assessed the bank

as core to the group.

Key Metrics

Members Banking Group Ltd.--Key Ratios And Forecasts

--Fiscal year ended June 30 --

(%) 2019a 2020a 2021f 2022f 2023f

Growth in operating revenue 0.7 3.7 12.6 2.3 5.3

Growth in customer loans 18.3 13.1 3.0 10.0 10.0

Growth in total assets 21.3 15.3 2.7 8.4 8.2

Net interest income/average earning assets (NIM) 2.1 1.8 2.0 1.9 1.9

Cost to income ratio 124.5 114.9 89.0 89.5 89.5

Return on equity (7.7) (6.1) 2.1 2.0 2.1

Return on assets (0.7) (0.5) 0.2 0.1 0.1

Gross nonperforming assets/customer loans 0.1 0.3 0.3 0.2 0.1

Risk-adjusted capital ratio N/A 17.5 18.9 18.5 17.8

All figures are S&P Global Ratings-adjusted. a--Actual. f--Forecast. N/A--Not applicable.
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Anchor: Resilient Economy, And Conservative Regulations And Risk Appetite
Mitigate COVID-19 Challenges

The starting point for our ratings on RACQ Bank--like all other banks operating in Australia--reflects our assessment of

Australia's macroeconomic environment.

Australia benefits from being a wealthy, open, and resilient economy that has performed relatively well during and

following negative economic cycles and external shocks. The country has to date successfully contained the spread of

COVID-19 after a second wave in Victoria, the country's second most populous state, in 2020. The national economy

is now recovering strongly. This follows the first recession in the country in almost 30 years, triggered by the

COVID-19 outbreak and containment measures. Property price growth has resumed on the back of economic recovery

and improved consumer and business sentiment. We believe economic growth, improving employment conditions,

and low interest rates will continue to drive property price appreciation in the next two years. That said, we expect the

regulators to take timely action to mitigate risks to financial system stability from a house price resurgence and high

household debt. We forecast credit losses in the next two years to revert to pre-COVID levels.

We consider Australia's prudential regulatory standards as conservative. We also believe the banking industry

structure supports stability; a small number of strong retail and commercial banks dominate the sector. Low interest

rates will curtail bank earnings in the next two years. Still, bank earnings should remain sufficient to absorb credit

losses. Strong growth in customer deposits and substantial monetary support from the Reserve Bank of Australia

(RBA) since the COVID-19 outbreak have alleviated funding and liquidity risks for Australian banks. In the past 10

years, growing deposit support from domestic customers helped Australian banks to progressively reduce reliance on

offshore borrowings. Nevertheless, the Australian banking system's material dependence on external borrowings

exposes banks to a disruption in access to funding as well as a rise in borrowing costs.

Business Position: Group Connection Drives Above-System Growth

RACQ Bank's small and geographically concentrated business base limits its competitive position, in our view. The

bank's A$2.02 billion loan book as of April 30, 2021, of which residential mortgages made up around 97%, gives it a

market share of about 0.07% in the highly competitive Australian residential mortgage space. About 97.5% of RACQ

Bank's loan exposures are in the state of Queensland.

We believe cross-selling from RACQ Group will continue to drive above-system growth for the bank. Over the last three

years, RACQ Bank has consistently delivered above-system loan growth with about 60% of new business coming from

the group, and about 4.7% of group members also having a banking product. We expect the various incentive schemes

RACQ offers to group members--such as lower monthly fees for insurance premiums paid out of an RACQ Bank

account--will continue to drive adoption of RACQ Bank products.
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Chart 1

We expect to see growing product alignment between RACQ Bank and RACQ group. While mortgages will likely

remain the bulk of RACQ Bank's loan book, we anticipate it will take on a growing role in the group's transport-focused

business model over the next five years. Potential avenues include car finance for RACQ insurance customers, and

finance of home solar and battery units for electric vehicle owners.

We believe the bank's upgraded information technology (IT) infrastructure will help it maintain competitive product

offerings and limit cost increases as its loan book grows. A digitally enhanced product suite reduces operating costs,

while enhancing product offerings and shortening origination times. This will provide the bank with greater flexibility

and enable it to manage and maintain the changing expectations of customers, which we believe includes greater

digital interaction and a lighter physical touch.

Capital And Earnings: Group Capital Injections Support Strong Capital Levels.

We expect RACQ Bank's capital levels will remain a credit strength. As of March 31, 2021, RACQ Bank's RAC ratio

was 18.4%. We consider RACQ Bank to be well capitalized, with a risk-adjusted capital (RAC) ratio broadly in line with

mutual bank peers, while stronger than Australia's more commercialized regional and major banks. RACQ Bank also

maintains capital levels well above regulatory requirements with a Common Equity Tier 1 ratio of 15.6% as of March

31, 2021.

We anticipate capital support from RACQ Group will keep the bank well capitalized. Since the bank's merger into the

group in 2018 the group has had a track record of making periodic capital injections. This has enabled RACQ Bank to

remain well capitalized. In our view, the group's minimum targeted capital levels for the bank is supportive of our RAC

ratio for the bank being maintained between 18.0% and 18.5% over the two years.
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We see increased profitability for RACQ Bank as its technology over-haul is finalized, with a return to profitability

making the bank less reliant on group capital injections. RACQ Bank has been running at a loss since fiscal 2018 as it

incurred significant costs upgrading its IT infrastructure. The IT transformation project is now largely complete. As a

result, we expect a return to profitability in fiscal 2021 and are forecasting a cost-to-income ratio of 85% for the bank in

fiscal 2022.

Risk Position: Mortgage-Focused Loan Book Protects Asset Quality

We believe our capital and earnings assessment adequately captures RACQ Bank's risk profile. We do not consider

RACQ Bank's operations complex or high-risk given almost all lending is to residential mortgages (97%) , with owner

occupiers contributing to about 82% of the bank's mortgage portfolio. We consider RACQ Bank's risk management

systems and practices adequate for an organization of its size and complexity.

We expect RACQ Bank's credit losses to revert to pre-COVID levels in the next two years and remain less than half of

systemwide losses. Our expectation reflects the bank's reliance on low-risk residential mortgages in its portfolio. We

believe the recovering Australian economy, falling unemployment, and improved consumer and business sentiment

will offset risks posed by the end of government support mechanisms such as JobKeeper. As of March 31, 2021, about

0.05% of RACQ Bank's loans remained on deferral.

RACQ Bank's historic links to the education sector further strengthens our view of low loan losses. We view teachers as

an essential service and unlikely to lose employment. Currently about one third of RACQ Bank's member base remains

aligned to the education sector. We expect these exposures to decline given the historic nature of these exposures and

the bank's focus on acquiring new members to the bank through the larger RACQ group.

RACQ Bank's geographic concentration exposes it to geographic economic conditions. The bank is almost entirely

focused on Metropolitan Brisbane, south-east Queensland, and Queensland's regional centers. While RACQ Bank has

little direct exposure to the tourism and mineral resources sectors, they make up a sizable portion of Queensland's

economy, making it susceptible to localized economic fluctuations. RACQ Bank's links to the education sector

somewhat offsets this exposure.
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Chart 2 Chart 3

Funding And Liquidity: Retail Deposit Focus Supports Funding Stability

Australia's small financial institutions, including RACQ Bank, are vulnerable to funding pressure from major banks.

We consider the funding profiles of the four major banks and Macquarie Bank Ltd. stronger than all other banking

institutions within Australia, including RACQ Bank. This is because we believe the major banks could bring funding

pressure on all other Australian financial institutions if they decided, or were forced, to compete more aggressively for

domestic deposits due to a dislocation in overseas wholesale funding markets.

We expect RACQ Bank to maintain a deposit-focused funding profile. Customer deposits made up 85.4% of RACQ

Bank's funding base as of June 30, 2020, with the remainder split between long-term (5.3%) and short-term (9.3%)

wholesale funding. We believe that, like its mutual bank peers, RACQ Bank's high proportion of retail deposits adds an

element of stability to its funding profile. We expect RACQ Bank will use the undrawn portion (as of May 31, 2021) of

its allowance under the RBA's term funding facility to repay maturing wholesale debt, lengthening the bank's wholesale

funding maturity profile and lowering its average cost of funds. We anticipate RACQ Bank's split of deposits and

wholesale funding will remain around the current levels.
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Chart 4

We believe RACQ Bank has sufficient liquidity to manage more than six months of market stress without material

dependence on central bank support. As of March 31, 2021, the bank's regulatory minimum liquidity holdings (MLH)

ratio was 18.3%. This is above its normal operating range of 13%-15% due to uncertainty around economic conditions

and COVID-19. RACQ Bank will likely maintain elevated liquidity over the next 12 months as significant uncertainty

remains around the path of the pandemic, in our view. RACQ Bank's liquidity is well above the regulatory MLH

threshold of 9%. In addition, as of March 31, 2021, RACQ Bank held A$759 million of internally securitized mortgages

eligible for repurchase by the RBA as a source of contingent liquidity. We do not foresee any large or unusual liquidity

needs for the bank in the coming 24 months.

Support:One Notch Of Uplift For Support From RACQ Group

We consider RACQ Bank to be a highly strategically important member of the RACQ mutual group. The group is likely

to provide liquidity and capital support to the bank under foreseeable circumstances. The group has significant capital

resources and negligible debt.

RACQ Bank is a small but increasingly important component of RACQ group. RACQ Bank made up about 4% of

RACQ group revenues in fiscal 2020, which were dominated by insurance policy (73%) and roadside assistance (15%)

revenues. However, we expect RACQ Bank to make up a growing portion of group revenues due to its strong balance

sheet growth trajectory. We also see growing alignment between the operations of RACQ Bank and the broader group,
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for example through the recent amalgamation of RACQ's bank and insurance branches.

We consider it unlikely that RACQ Bank would receive timely financial support from the Australian government in a

systemic crisis. This primarily reflects the bank's small market share (0.07% of total residential loans and 0.1% of total

deposits as of March 31, 2021).

Environmental, Social, And Governance

We see ESG factors for RACQ Bank to be broadly in line with those for industry and domestic peers. In our view,

RACQ Bank's risk management, governance policies, and practices are adequate for an organization of its size and

complexity. Given the retail banking services RACQ Bank provides, we view social factors as important, including the

bank's obligation to lend responsibly and ensure members have adequate understanding of bank credit products.

We see potential for RACQ Bank to assist in RACQ Group members' electric vehicle adoption. As a transport-focused

business, RACQ Group's long-term strategy includes various sustainable transport initiatives, including electric

vehicles. We believe RACQ Bank could play a role in financing both electric vehicles, and the associated domestic

solar and battery technology.

The Australian economy is subject to energy transition risk, in our view. While the mining sector accounts for only

about 1% of the total domestic lending by the Australian banking sector, we believe Australian banks are indirectly

exposed to environmental factors because they operate in an economy where the commodities sector is significant.

Evolution of domestic and global environment standards, and changing customer preferences, leading to less carbon

intensive energy generation could weaken the broader economy and consequently the banks' lending portfolios.

Key Statistics

Table 1

Members Banking Group Ltd.--Key Figures

--Year ended June 30--

(Mil. A$) 2020 2019 2018 2017 2016

Adjusted assets 2,445.6 2,121.8 1,738.2 1,796.7 1,755.1

Customer loans (gross) 1,977.4 1,748.6 1,478.4 1,351.0 1,227.2

Adjusted common equity 170.7 145.6 140.1 136.8 144.0

Operating revenues 44.9 43.3 43.0 40.4 45.0

Noninterest expenses 51.6 53.9 53.9 37.5 37.1

Core earnings (5.0) (7.6) (6.9) 2.3 6.0

Table 2

Members Banking Group Ltd.--Business Position

--Year ended June 30--

(%) 2020 2019 2018 2017 2016

Total revenues from business line (currency in millions) 44.9 43.3 43.0 43.9 45.0

Retail banking/total revenues from business line 100.0 100.0 100.0 96.4 94.6

Commercial & retail banking/total revenues from business line 100.0 100.0 100.0 96.4 94.6

Other revenues/total revenues from business line N/A N/A N/A 3.6 5.4
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Table 2

Members Banking Group Ltd.--Business Position (cont.)

--Year ended June 30--

(%) 2020 2019 2018 2017 2016

Return on average common equity (6.1) (7.7) (5.5) 1.0 3.7

N/A--Not applicable.

Table 3

Members Banking Group Ltd.--Capital And Earnings

--Year ended June 30--

(%) 2020 2019 2018 2017 2016

Tier 1 capital ratio 15.5 15.1 17.6 18.7 20.7

Adjusted common equity/total adjusted capital 100.0 100.0 100.0 100.0 100.0

Net interest income/operating revenues 90.2 89.9 86.6 87.4 77.6

Fee income/operating revenues 9.8 10.1 13.4 8.8 16.9

Cost to income ratio 114.9 124.5 125.3 93.0 82.4

Preprovision operating income/average assets (0.3) (0.5) (0.6) 0.2 0.5

Core earnings/average managed assets (0.2) (0.4) (0.4) 0.1 0.4

Table 4

Members Banking Group Ltd.--Risk-Adjusted Capital Framework Data

Exposure* Basel III RWA

Average Basel

III RW(%)

S&P Global Ratings

RWA

Average S&P

Global Ratings

RW (%)

Credit risk

Government & central banks 40,385,359.5 0.0 0.0 1,211,560.8 3.0

Of which regional

governments and local

authorities

0.0 0.0 0.0 0.0 0.0

Institutions and CCPs 452,503,827.2 142,484,876.0 31.5 105,306,239.2 23.3

Corporate 0.0 0.0 0.0 0.0 0.0

Retail 2,365,085,759.6 820,735,381.6 34.7 745,869,304.0 31.5

Of which mortgage 2,217,310,215.0 749,759,837.0 33.8 635,037,645.6 28.6

Securitization§ 0.0 0.0 0.0 0.0 0.0

Other assets† 25,039,053.7 11,508,503.9 46.0 54,455,685.4 217.5

Total credit risk 2,883,014,000.0 974,728,761.5 33.8 906,842,789.4 31.5

Credit valuation adjustment

Total credit valuation

adjustment

-- 0.0 -- 0.0 --

Market Risk

Equity in the banking book 0.0 0.0 0.0 0.0 0.0

Trading book market risk -- 0.0 -- 0.0 --

Total market risk -- 0.0 -- 0.0 --

Operational risk

Total operational risk -- 125,689,962.3 -- 67,345,500.0 --
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Table 4

Members Banking Group Ltd.--Risk-Adjusted Capital Framework Data (cont.)

Exposure Basel III RWA

Average Basel

II RW (%)

S&P Global Ratings

RWA

% of S&P Global

Ratings RWA

Diversification adjustments

RWA before diversification -- 1,100,418,723.8 -- 974,188,289.4 100.0

Total diversification/

concentration adjustments

-- -- -- 348,364,534.8 35.8

RWA after diversification -- 1,100,418,723.8 -- 1,322,552,824.2 135.8

Tier 1 capital Tier 1 ratio (%) Total adjusted capital

S&P Global

Ratings RAC

ratio (%)

Capital ratio

Capital ratio before

adjustments

170,766,486.2 15.5 179,448,990.0 18.4

Capital ratio after

adjustments‡

170,766,486.2 15.5 179,448,990.0 13.6

*Exposure at default. §Securitization Exposure includes the securitization tranches deducted from capital in the regulatory framework. †Exposure

and S&P Global Ratings’ risk-weighted assets for equity in the banking book include minority equity holdings in financial institutions.

‡Adjustments to Tier 1 ratio are additional regulatory requirements (e.g. transitional floor or Pillar 2 add-ons). RWA--Risk-weighted assets.

RW--Risk weight. RAC--Risk-adjusted capital. Sources: Company data as of March. 31 2021, S&P Global Ratings.

Table 5

Members Banking Group Ltd.--Risk Position

--Year ended June 30--

(%) 2020 2019 2018 2017 2016

Growth in customer loans 13.1 18.3 9.4 10.1 4.1

Total managed assets/adjusted common equity (x) 14.3 14.6 12.5 13.2 12.2

New loan loss provisions/average customer loans 0.1 0.0 0.0 0.0 0.0

Net charge-offs/average customer loans 0.0 0.0 (0.0) 0.0 0.0

Gross nonperforming assets/customer loans + other real estate owned 0.3 0.1 0.2 0.4 0.3

Loan loss reserves/gross nonperforming assets 62.1 71.1 8.6 9.3 7.2

Table 6

Members Banking Group Ltd.--Funding And Liquidity

--Year ended June 30--

(%) 2020 2019 2018 2017 2016

Core deposits/funding base 85.4 85.1 85.7 74.9 72.4

Customer loans (net)/customer deposits 102.6 105.4 109.9 110.0 105.8

Long-term funding ratio 91.4 95.3 92.4 91.0 94.4

Stable funding ratio 103.5 104.6 104.7 107.2 107.7

Short-term wholesale funding/funding base 9.3 5.1 8.3 9.8 6.1

Broad liquid assets/short-term wholesale funding (x) 1.5 2.2 1.7 1.8 2.4

Net broad liquid assets/short-term customer deposits 4.8 6.7 6.6 9.7 10.8

Short-term wholesale funding/total wholesale funding 63.9 34.0 58.3 39.1 22.2
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Related Criteria

• Criteria - Financial Institutions - General: Risk-Adjusted Capital Framework Methodology, July 20, 2017

• General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017

• General Criteria: Group Rating Methodology, Nov. 19, 2013

• Criteria - Financial Institutions - Banks: Quantitative Metrics For Rating Banks Globally: Methodology And

Assumptions, July 17, 2013

• Criteria - Financial Institutions - Banks: Banks: Rating Methodology And Assumptions, Nov. 9, 2011

• Criteria - Financial Institutions - Banks: Banking Industry Country Risk Assessment Methodology And Assumptions,

Nov. 9, 2011

• General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009

S&P Global Ratings Australia Pty Ltd holds Australian financial services license number 337565 under the Corporations Act 2001. S&P Global

Ratings' credit ratings and related research are not intended for and must not be distributed to any person in Australia other than a wholesale

client (as defined in Chapter 7 of the Corporations Act).

Anchor Matrix

Industry

Risk

Economic Risk

1 2 3 4 5 6 7 8 9 10

1 a a a- bbb+ bbb+ bbb - - - -

2 a a- a- bbb+ bbb bbb bbb- - - -

3 a- a- bbb+ bbb+ bbb bbb- bbb- bb+ - -

4 bbb+ bbb+ bbb+ bbb bbb bbb- bb+ bb bb -

5 bbb+ bbb bbb bbb bbb- bbb- bb+ bb bb- b+

6 bbb bbb bbb- bbb- bbb- bb+ bb bb bb- b+

7 - bbb- bbb- bb+ bb+ bb bb bb- b+ b+

8 - - bb+ bb bb bb bb- bb- b+ b

9 - - - bb bb- bb- b+ b+ b+ b

10 - - - - b+ b+ b+ b b b-

Ratings Detail (As Of July 14, 2021)*

Members Banking Group Ltd.

Issuer Credit Rating BBB+/Stable/A-2

Issuer Credit Ratings History

24-Nov-2016 BBB+/Stable/A-2

19-Apr-2016 BBB+/Watch Dev/A-2

15-Jul-2012 BBB+/Stable/A-2
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Ratings Detail (As Of July 14, 2021)*(cont.)

Sovereign Rating

Australia AAA/Stable/A-1+

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings’ credit ratings on the global scale are comparable

across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and

debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.
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