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Merger with MyState by year end

ABA has signed a scheme implementation agreement (SIA) with MYS to 
merge. ABA shareholders will receive 1.112 new MYS shares implying ABA 
shareholders will hold ~34% of the combined Group post-merger.

Merger is forecast to deliver strong value accretion and be earnings per 
share (EPS) accretive by greater than 20% in FY25 pre-transaction and 
integration costs of $29m, noting 50% of the cost out synergies are forecast 
to occur in the first 18 months. Cost outs of $20m to $25m p.a. (equal to 13-
16% of the existing combined cost bases) are forecast to be completed by 
FY27 resulting in a 31%-39% EPS accretion by FY27 on the combined 
entities FY24 underlying results. 

ABA has raised new equity and acquired 100% of Selfco. A placement 
(3m new shares at $4.00 ps) and a non-underwritten share purchase plan 
(SPP) (0.75m new shares at $4.00 ps) will raise $15m. The funds will be 
used to finance ABA's immediate regulatory common equity tier 1 (CET1) 
capital requirements, Selfco's near term growth needs, and merger 
transaction costs. Selfco, a non-bank SME asset finance lender has been 
acquired by the issuance of $5m of ABA scrip and a potential $1.5m earn out 
payment. See Page 8 of report for more detail on Selfco.    

Investment Thesis
We expect the merger with MYS to complete before year end. The 
combined underlying profits of MYS and ABA in FY24 was ~$45m (including 
the stated $1m loss from the Selfco business acquired). Management has 
guided to $20m-$30m of cost out synergies to be achieved over the coming 
years. Thus, a proforma post cost out underlying profit of $59m-$63m (pre 
any organic growth achieved through loan book growth etc) is assumed. 

MYS has historically (10 years) traded at an average 12 month forward 
EPS multiple of ~12.5x implying a market capitalisation of $740m-$785m for 
MYS post-merger. The forecast number of MYS shares on issue (excluding 
any dividend reinvestment shares and performance shares yet to issue pre 
merger completion) will be ~171.3m implying a MYS share price of $4.33 to 
$4.58.

The mid-range price of $4.40 implies a 12-month forward pre-merger 
valuation for ABA stock of $4.89, not materially different from our 
current valuation, and providing upside risk to the current share price.  

Valuation
Our sum of the parts valuation for ABA is $4.92, up marginally from $4.87. 

Risks
ABAs key risks include changing macroeconomic conditions, regulatory 
requirements, liquidity and funding risks, credit risk, fraud, cybersecurity, 
asset-liability mismatch and compliance risks.
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ABA has established an Australia-wide lending presence 
supported through branches, business bankers, accredited 
mortgage brokers and online. ABA has a strong presence 
in Queensland and is growing across the rest of Australia. 
The Company boasts a highquality loan book with total 
assets over $5b, representing a mortgage market share of 
around 20 basis points (0.20%).               
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Valuation A$4.92 (from A$4.87)

Current price A$4.29
Market cap A$213m
Cash on hand Not meaningful

Upcoming Catalysts / Next News

Period 

September Lodge merger scheme booklet 

with ASIC
October First Court Date
November  Shareholder vote
December Implementation date

Share Price (A$)

Source: FactSet, MST Access

NEED TO KNOW
ABA to merge with MyState (MYS) by late December 2024.

FY24 NPAT of $11.2m in line with guidance of $10.9m-$11.3m.

Final dividend of $0.11 cents per share (cps). 

Auswide Bank
ABA.AX

27 August 2024

A research platform of MST Financial

http://www.auswidebank.com.au/
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Figure 1:  Auswide Bank Financial Data

Source:  Company data, MST estimates
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Merger with MyState
ABA has signed a scheme implementation agreement (SIA) with MYS to merge.

Key points to note are:

ABA shareholders will receive 1.112 new MYS shares implying ABA shareholders will hold ~34% 
of the combined Group post merger. 

The new Board will be chaired by Sandra Birkensleigh and will include three non-exec directors
from the ABA board and four non-exec Directors from the MYS Board.

Brett Morgan will be CEO and MD. Warren Lee will chair TPT Wealth.

Merger completion targeted for mid to late December 2024. 

Rationale for Merger with MyState 

Figure 2:  Indicative timetable for the merger 

Source:  Company

Figure 3:  Increased scale, a lower cost base and geographic diversification will add value for both sets of shareholders 

Source: Company 
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ABA's share of combined net assets ($771m) post Selfco acquisition and adjustments is ~40%

ABA's share of combined net tangible assets ($636m) post Selfco acquisition and adjustments is 
~39%

Figure 4:  The two banks have complementary brands, customers, capabilities and technology 

Source: Company 

Figure 5:  Value to accrue from scale and cost out

Source:  Company
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Figure 6:  Cost out synergies to be achieved over three years

Source:  Company

Figure 7:  Post merger the Group will have a balanced portfolio over Australia reducing ABA's dependence on Queensland 

Source: Company



Report prepared by MST Access, a registered business name of MST Financial services ABN 617 475 180 AFSL 500 557.

mstaccess.com.au   6

Where should ABA trade pre-merger?
The merger is forecast to deliver strong value accretion and be earnings per share (EPS) accretive by 
greater than 20% in FY25, pre transaction and integration costs of $29m.

Cost out of $20m to $25m p.a. (equal to 13-16% of the existing combined cost bases) are forecast to 
be completed by FY27 with 50% of the cost out synergies to occur in the first 18 months. 

We expect the merger with MYS to complete before calendar year end.

The combined underlying profits of MYS and ABA in FY24 was ~$45m (including the stated $1m loss 
from the Selfco business acquired. See Figure 5. 

Management has guided to $20m-$30m of cost out synergies to be achieved over the coming years. 
See Figure 6. Thus, a proforma post cost out underlying profit of $59m-$63m (pre any organic growth
achieved through loan book growth etc) is assumed. 

The MYS share price has historically (10 years) traded at an average 12 month forward EPS multiple 
of ~12.5x (See Figure 8) implying a market capitalisation of $740m-$785m for MYS post merger. The 
forecast number of MYS shares on issue (excluding any dividend reinvestment shares and 
performance shares yet to issue pre merger completion) will be ~171.3m implying a MYS share price 
of $4.33 to $4.58.

The implied mid range price of $4.40 implies a 12 month forward pre merger valuation for ABA 
stock of $4.89, not materially different from our current valuation.  

Figure 8:  MyState 12 month forward Price to EPS multiple has averaged 12.5x over the last ten years

Source:  FactSet, MST
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FY24 Result
ABA had pre released FY24 earnings guidance in June. See our note below... 

"Full year earnings guidance given"

so there was little to surprise the market and the merger with MYS was the key news item.

Key points to note from the full year result are:

FY24 NPAT of $11.2m m in line with guidance of $10.9m - $11.3m.

Final dividend of $0.11 cents per share (cps). MSTe $0.11 cps. 

Loan book growth of only $26m reflecting a conservative risk-based approach given the 
unprecedented competition for mortgages and deposits with high refinancing activity placing 
pressure on margins.

Customer deposits up 8% to 3.7bn.

Cost of funding growth as customers switched from "on call" to "term deposits" paying 
higher rates. Term deposits as a percentage of total customer deposits has grown from 
43% in FY22 to 58% in FY24.  

Home loan growth of $300m anticipated in FY25. MSTe $275m to be conservative. At 6.0% this 
equates to an additional ~$8m of interest income if the loan growth is spread evenly over the 
year. 

NIM to benefit from fixed rate loans maturing in FY25. In 1H25 $672m of fixed rate loans are 
forecast to roll (current average rate of 3.73%) and in 2H25 a further $371m of fixed rate 
loans are forecast to roll (current average rate of 4.19%). If all of these loans are retained 
and price at ~6.0%, then on an annualised basis ABA  should see a pick up in over $20m of 
interest income p.a., or over $12m in FY25 depending on the refinancing timeline.  

CET1 ratio of 12.12% 

Figure 9:  FY24 Key Financial Metrics

Source:  Company

https://ranos.io/external_link/?r=d6682f17-bb01-4571-bd35-6ef4af92f654&t=report
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Selfco Acquisition
ABA has raised new equity and acquired 100% of Selfco. A placement (3m new shares at $4.00 ps) 
and a non-underwritten share purchase plan (SPP) (0.75m new shares at $4.00 ps) will raise $15m.

The funds will be used to finance ABA's immediate regulatory common equity tier 1 (CET1) capital 
requirements, Selfco's near term growth needs, and merger transaction costs.

Selfco, a non-bank SME asset finance lender has been acquired by the issuance of $5m of ABA scrip 
and a potential $1.5m earn out payment.   

Figure 10:  Selfco is a specialist SME equipment finance lender targeting the Fringe Prime borrower market 

Source: Company

Figure 11:  Selfco holds a diversified portfolio of outstanding receivables and is exposed to structural tail winds

Source: Company
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Company Description
Auswide Bank Ltd (ABA) is Australia’s 24th largest bank, and 54th largest bank operating in the 
Australian market. It was established in 1966 in regional Queensland, listed on the ASX in 1994, and 
rebranded in 2015 shortly after converting into a bank.

ABA has established an Australia-wide lending presence supported through branches, business 
bankers, accredited mortgage brokers and online. ABA has a strong presence in Queensland and is 
growing across the rest of Australia.

The bank boasts a high-quality loan book with total assets over $5b, representing a mortgage market 
share of around 20 basis points (0.20%).

ABA’s 3-year strategic plan contains several ambitious targets including to:

1. Grow its lending book to $6bn

2. Embrace digital systems and loan processing capabilities to lower its borrower acquisition costs

3. Optimise its funding sources through low cost savings and transaction accounts

4. Issue RMBS to provide funding and capital flexibility

5. Achieve a cost to income ratio below 60% over the medium term

6. Pursue M&A opportunities to help achieve scale

Investment Thesis
ABA offers a variety of attractions to investors:

The potential of stronger growth prospects than the major banks, with an ability to grow home 
loans unimpeded at multiples of system when it is profitable to grow and increasing operational 
efficiency.

One of the highest quality loan books in the industry, reflected in its low asset impairment 
charges.

Improving return on equity metrics as the benefits of its increased scale and improving profitability 
flow through.

A strong capital position supportive of further growth.

ABA has realised that scale and complexity in today’s banking environment is not the advantage 
it once was. Simplicity and nimbleness backed by good value products that are distributed 
efficiently via multiple channels (proprietary and partner) has been identified as ABA’s opportunity.

In the short to medium term, we believe:

Competition should eventually become rational again: We expect to see pressures on ABA’s NIM 
and CTI ease over the next couple of years, which should enable its ROE to again lift above its 
cost of capital, supporting higher valuation multiples and growing dividends.

Loan growth has resumed as was guided to by management at the interim result. We note from 
the APRA Authorised Deposit-taking Institution (ADI) data that ABA has grown its household 
owner occupied housing and investment (OO&I) housing loan book by 4.4% ($174m) since the 
December half year to 30 April and 2.1% for the year to date (in line with guidance). 

Capital and credit quality remain competitive advantages: With one of the highest quality loan 
books in the industry, reflected in its low asset impairment charges, and conservative lending 
practices, accompanied by a strong capital base with a capital adequacy ratio at the 31st 
December of 15.3%, ABA stands well placed to capture market share when others become 
distracted with growing competition.
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Valuation
Our sum of the parts valuation for ABA is $4.92, up marginally from $4.87 primarily reflecting roll 
forward of our forecasts.

We have assumed that the market will look to historic multiples for guidance when pricing ABA and as 
such we have derived 12-month forward valuations below and set our valuation at the average of the 
four.

Over the next 12 months as the market becomes more comfortable with the merger synergies to be 
achieved we believe the share price will trade up closer to our valuation.

Our near-term valuation has very little sensitivity to loan book growth and NIM.

Our current forecasts out to FY30 have net loan book growth of $275m p.a. in FY25 lifting to $325m by 
FY27 (last five years has been closer to $300m p.a.) and a recovery in NIM to 1.90% by FY30.

Clearly, if ABA can grow the loan book faster than we are forecasting and get NIM back up closer to 
2.0% sooner than we are expecting, the value of ABA in the eyes of the market will be higher than we 
are forecasting.

We note if we run a dividend discount model based on our forecasts, using a cost of equity of 
12.5%, a 50% franking value, and a terminal growth rate of 2.5% we arrive at a 12 month forward 
valuation of $5.67 (previously $5.64).

Risks and sensitivities
ABAs key risks include changing macroeconomic conditions, liquidity and funding risks, credit risk, 
fraud, cybersecurity, asset-liability mismatch and compliance risks. Furthermore, it could suffer adverse 
changes from changes in the regulatory environment including in respect of bank capital and lending 
buffer requirements.

Figure 12:  Auswide Bank Limited Sum of the Parts Valuation

Metric MST estimate Multiple Valuation per share Rationale for multiple chosen
  A$ x A$  
NTM earnings per share 0.34 11.5 3.93 Average since FY18
NTM dividend 0.26 6.5% 4.05 Average since FY18
NTM Price / Book 6.23 0.95 5.92 Average since FY18
NTM Price / NTA 5.31 1.09 5.77 Average since FY18
Average     4.92 Range of A$3.93 - A$5.92

Source:  Company, MST estimates, FactSet
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