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Who will get left holding the banks?

Auscap’s views discussed below are based on factual information available to us at the date of publication of
this newsletter. Our views and market conditions as expressed below may change without notice. There is a risk
that investments will not perform as expected, which could have an adverse impact on the performance of the
Auscap funds. Past performance is not a reliable indicator of future performance. Any advice in the below is
general only in nature and does not take into account a particular person’s objectives, financial situation, needs
or circumstances. Because of that, before making any investment decision, you should consider — with or
without the assistance of a qualified adviser(s) — the appropriateness of any advice in the below to you, having
regard to your objectives, financial situation, needs and circumstances. While all reasonable care has been
taken to ensure that the information below is complete and correct, no representation or warranty is given as to
the accuracy of any of the information provided.

The major banks have been the mainstay of the domestic investment landscape in Australia for over 100 years. While
credit cycles have come and gone, as the country has prospered and the population has grown, the banks have been a
major beneficiary. Currently Australia’s top five companies by market capitalisation are the four major retail banks and
BHP. The prominence of the banks is a phenomenon that has long been the case. In fact, looking at the largest 10
companies by market capitalisation every five years since 1990 demonstrates the longevity of this dominance. As a
result, the banks make up a very large proportion of the exposure most Australians have to domestic equities. ANZ,
Commonwealth Bank, National Australia Bank and Westpac constitute 22.6% of the ASX200. The question is, should
investors be this invested in the sector? Or, for the first time in a very long time, is there a competitive threat for the banks’
profits and business model emerging that the market might be underestimating?
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For most of the last 50 years the fundamentals of banking have not changed a great deal. A bank is a relatively simple
proposition. You need funding, which is typically in the form of a combination of bank capital, wholesale funding and
deposits from clients with savings. The funding mix is influenced by regulatory capital requirements and the cost of the
relative sources of funding. And then you lend this capital to borrowers. You charge borrowers more than you pay those
providing the funding, with the bank earning the spread between these two rates, which is called the net interest margin.
You then have expenses, such as employee, property, technology, marketing, commission, utilities and regulatory costs.
There are also expected credit losses and realised losses on loans that have gone into default and are unable to be
repaid in full. Deducting these expenses from the net interest margin earned and any revenue earned from trading and
fees charged to clients gives you profit before tax.
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The largest four domestic banks have a combined market share of over 70% of gross assets held by financial institutions
in the domestic market. As a result, these banks have had significant scale advantages that increase profitability. Profit
before tax (PBT) margins is one way of assessing relative profitability of different banking markets. It represents profit
before tax as a percentage of revenue. For the major Australian banks PBT margins have averaged 47.5% over the last
decade. This is high by international standards. In the United States, the largest four banks, JP Morgan, Bank of America,
Citibank and Wells Fargo, represent less than 40% of the total domestic assets held by financial institutions. These four
institutions have averaged PBT margins of 31.2% over the same time frame. This is despite JP Morgan’s elevated
margins compared to peers, a function of its asset management and investment banking activities making it less
comparable to traditional banks. There are over 4,000 banks in the US compared to less than 100 in Australia. In the
United Kingdom, Lloyds enjoys market leadership with 20% of the domestic market, in the same way that Commonwealth
Bank of Australia enjoys its market leading position domestically. Yet again, its PBT margins have averaged 38.8% over
the last 10 years. There are between 300 and 400 banks in the UK. The more competitive markets in the US and UK
have witnessed lower PBT margins.

Bank Profit Before Tax Margins (2016-2025)
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Historically, to borrow money in Australia, whether you were a family trying to buy a home or investment property, or a
business trying to fund growth, you required direct contact with the bank which would assess your application. This led
to a banking relationship that was sticky and advantageous for both the bank and the customer. For the bank, the
familiarity with the client reduced the risk of default. For the customer, the bank’s familiarity with them improved their
chances of securing a loan and on potentially more favourable terms than offered elsewhere. Banking was therefore a
relationship business.

This traditional model started to change in the mid-1990s following financial deregulation. Mortgage brokers started to
appear on the scene with the emergence of Aussie Home Loans and this accelerated with the emergence of other
aggregators such as Wizard Home Loans in the early 2000s. Mortgage brokers rapidly became a very significant source
of loan origination. By 2014, mortgage brokers were responsible for writing over 50% of residential mortgages. This
percentage has since continued to climb. According to the Mortgage and Finance Association of Australia, in the
September 2025 quarter, 77.3% of all new residential lending was facilitated by mortgage and finance brokers. This is
2.7% higher than a year earlier and 5.8% higher than in the September 2023 quarter.
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Australian Mortgage Broker Market Share In New Residential Lending
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We see this change as extremely significant. For many residential property borrowers seeking to take out a new loan,
extend an existing loan or refinance, they now contact their mortgage broker, not the bank. The banks, by allowing
mortgage brokers to gain such a dominant position, have forfeited their role as relationship manager with the client. This
is an egg that is very difficult to unscramble. As a major bank, if you choose not to play in the mortgage broker space,
you risk serious market share losses given they control more than three quarters of the market. But the problem is, if a
competitor comes along with a lower rate and better terms for the mortgage broker who is writing the business, then it is
fairly straightforward for that competitor to win share. Moving from one bank to another is relatively simple. The “economic
moat” around the end customer has been diluted significantly and, in many cases, it simply does not exist. For years this
has not been a problem, because there has not been a serious competitor seeking to scale and compete with the big
four banks. The cosy oligopoly resulted in mortgage pricing that allowed the banks to maintain their market share and
handsome profits. The question is whether this is now changing with Macquarie competing aggressively for share.

On the other side of the ledger, banks have been charging customers very significant implied fees on at call deposits for
many years. When they offer low interest rates or even no interest on at call balances, and the Reserve Bank of Australia
(RBA) cash rate is presently 3.6%, they are effectively charging customers that differential in fees to hold their money.
Almost all of this is margin given the low costs associated with maintaining these accounts for the banks. Most of the
“savings accounts” with the major four banks have considerable terms and conditions attached to them that result in
clients failing to meet the requirements to receive the savings rate offered. Even most of the term deposit rates available
at the time of writing were below the RBA cash rate, despite such accounts locking up your money for a period of time.
Offering such low rates on cash balances has certainly resulted in higher net interest margins than would otherwise be
the case. But it has left the major banks vulnerable to a more nimble player with a lower cost structure offering savers a
better rate. This is particularly the case in an electronic world, where accounts can be established easily online, with no
requirement for an in-person interaction. A Macquarie savings account can be established online in a matter of minutes.
This has no doubt fuelled the acceleration in the flow of deposits towards Macquarie in recent periods. Most customers
no longer use the branch network for any part of their banking business. Few have relationships with individual bankers.
Most of those who borrow get advice from a mortgage broker, someone who is at arm’s length from any specific financial
institution. Consumers are also more financially aware, with comparison sites highlighting superior offers on both the
lending and deposit side.

As can be seen in the mortgage share chart below, Macquarie has become a formidable competitor in recent years, a
trend we expect will continue. Today the combined market share of the four large retail banks sits at 73.6% of the
domestic mortgage market, but this is down 10% in the last decade. Macquarie is quickly becoming a relevant player.
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Bank Share of Australian Housing Loans
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Macquarie is almost exclusively focused on the retail broker channel for its mortgage lending. More than 95% of the
home loans Macquarie wrote in the last half year were originated via the broker channel. Macquarie is winning in this
channel by offering the two things the mortgage broker cares most about, a competitive interest rate and market leading
turnaround times. On the funding side, Macquarie is attracting deposits at a rapid rate by having a “no hoops, no catches”
savings account offering for at-call deposits. At the time of writing Macquarie was offering a 4.25% rate on up to AUD$2
million. This is higher than nearly every publicly viewable term deposit rate offered by the major banks, let alone their at
call accounts. It takes very little time to set up an account with multi-factor authentication for most customers. In the last
year this resulted in an increase in deposits of nearly $40 billion, taking Macquarie’s total deposit book to $192.5 billion.

Bank Share of Total Growth In Housing Loans Less Existing Market Share (Rolling 12m)
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On a rolling 12 month basis, the chart above shows the difference between each bank’s share of the growth of the total
Australian housing loan market and their existing market share. Macquarie has been the only bank to have consistently
increased its market share since 2018, with a noticeable acceleration in the last year or so. Macquarie is benefitting from
a modern technology stack that is more efficient than peers, a deliberate focus on simpler clients targeting lower loan-to-
value ratio and owner-occupier lending tiers, and the absence of the costs associated with having a legacy branch
network. These advantages resulted in PBT margins for Macquarie’s Banking and Financial Services division of 45.1%
in the 6 months to September 2025, up from 41% on the same period the prior year and approaching the average of its
much larger peers. The operating leverage from this point should continue to be substantial. In the 12 months to 30
November 2025, Macquarie was responsible for 21.6% of the growth in the Australian mortgage market, taking its share
of the aggregate mortgage market from 5.7% to 6.7%.

Macquarie is quickly gaining ground on ANZ and National Australia Bank’'s market share. Assuming the market share of
new loans for the 12 months ending 30 November 2025, Macquarie’s mortgage book would go past ANZ and National
Australia Bank in market share within a decade. Of course a lot can happen in that time period, but the question is how
the major banks will respond. It is difficult to see them taking a meaningful hit to profitability by changing their approach
to at-call deposits, yet by capturing a greater share of deposits Macquarie is facilitating its growth in housing lending.
Similarly, it would appear difficult for the major banks to immediately respond to Macquarie’s focus on improving
turnaround times for mortgage brokers. It most likely requires meaningful investment in systems and technology. Given
the earnings leverage Macquarie is gaining from increasing the size of its mortgage book, it seems likely that it will
continue to compete aggressively in this space. Banking and Financial Services made up 20.9% of Macquarie’s net profit
at the most recent result, having grown 22% on the same half a year earlier. No doubt Macquarie is eyeing the circa $30
billion in net profit after tax the big four banks make per annum.

Combined Big Four Bank Net Profit After Tax ($bn)
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We acknowledge that Macquarie’s business mix is very different to the major banks and some of its divisions have been
facing headwinds recently. That said, it is interesting to note that, at a time when Macquarie is actively competing head-
to-head with the major retail banks and presently winning considerable market share, Macquarie is trading on a lower
one year forward price to earnings ratio than three of the four retail banks, which has not historically been the case.
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Bank 12M Forecast Price to Earnings Ratios
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Over time Macquarie has demonstrated superior earnings growth, as the chart below highlights, and has had a higher
average historic return on equity, averaging 13.8% over the last decade compared to 13.1% for Commonwealth Bank,
9.5% for ANZ, 10.7% for National Australia Bank and 9.8% for Westpac.

Major Bank EPS - Rebased to $1 in 2015
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Auscap continues to hold Macquarie Group, which has been a long-term investment, in our high conviction strategy. We
are cognisant of the widespread exposure that Australian retail investors and superannuation funds have to the major
retail banks. We suspect this period of renewed investment and direct competition carries earnings risk. This is occurring
at a time when bank valuations are extremely elevated. We continue to focus on investments in high quality businesses
priced attractively that are likely to deliver an attractive return driven by dividends and earnings growth.
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Auscap High Conviction Australian Equities Fund

Fund Performance*

Fund Exposures

Period Auscap All Ords December 2025 Average % NAV Index
December 2025 (1.7%) 1.3% Equities 97% 100%
Calendar Year To Date 15.8% 10.6% Cash 3% 0%
Since Inception (Dec 2012) 519.0% 234.1% Beta Adjusted Exposure* 105% 100%
Annualised Returns 15.0% 9.7% Positions 44 490
Portfolio Commentary* Top 20 Investments”
The Fund returned negative 1.7% net of fees during ARB Corp Nick Scali
December 2025. This compares with the All Ordinaries _
Accumulation Index return of 1.3%. Breville Group Northern Star
During December, the Fund’s exposures to the materials CAR Group PLS Group
and real estate sectors contributed most positively to . '
returns, with the healthcare, information technology, Charter Hall Retail REIT Qube Holdings
commumcghon services gpd consumer discretionary Bres Ao e REA Group
sectors being the most significant detractors from returns.
Over the month, IDP Education and Reece were the HomeCo Daily Needs REIT  Reece
largest positive contributors to performance. Resmed, IDP Educati R q
Life360, CAR Group and Eagers Automotive were the ucation esme
largest detractors from performance. Life360 Sonic Healthcare
Macquarie Group Steadfast Group
NIB Holdings WiseTech Global
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* Performance figures are calculated for the Monthly Class net of all fees and expenses and assuming the reinvestment of all distributions. Note, as at 1 January 2021, the
Series Class was consolidated into the Monthly Class. Prior to 1 December 2024, the fund was called the Auscap Long Short Australian Equities Fund and was able to
short sell and use leverage as part of its investment strategy. Past performance is not a reliable indicator of future performance.

* Beta adjusted exposure adjusts the portfolio for the beta, or share price volatility, of the stocks relative to the All Ordinaries Accumulation Index.

A Top 20 investments in alphabetical order as at 31 December 2025.
#Average sector exposure during December 2025.
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Auscap Ex-20 Australian Equities Fund

Fund Performance*

Period Auscap Index**
December 2025 (1.6%) (0.7%)
Calendar Year To Date 18.8% 15.0%
Since Inception (Dec 2023) 43.9% 36.8%
Annualised Returns 19.1% 16.3%

Portfolio Commentary*

The Fund returned negative 1.6% net of fees during
December 2025. This compares with the S&P/ASX 300
Ex S&P/ASX 20 Index return of negative 0.7%.

During December, the Fund’s exposure to the materials
sector was the largest positive contributor to returns. The
Fund’s exposures to the information technology,
communication services, healthcare and financials
sectors were the largest detractors from returns.

The Fund’s holdings in IDP Education and Ramelius
Resources were the largest contributors to returns, while
holdings in Life360, CAR Group, Resmed and Eagers

Fund Exposures
December 2025 Average

Equities
Cash
Beta Adjusted Exposure*

Positions

Top 20 Investments”
ARB Corp

CAR Group

Charter Hall Retail REIT
Eagers Automotive
Genesis Minerals

HomeCo Daily Needs REIT
IDP Education

% NAV Index
98% 100%
2% 0%
103% 100%
61 274

Northern Star

PLS Group

Qube Holdings
Ramelius Resources
REA Group

Reece

Resmed

Automotive were the largest detractors from returns. Life360 Sonic Healthcare
NIB Holdings Steadfast Group
Nick Scali WiseTech Global
Sector Exposure - December 2025*
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* Performance figures are calculated for the General Class net of all fees and expenses and assuming the reinvestment of all distributions. Past performance is not a reliable

indicator of future performance.

** Index used is the Benchmark for the Auscap Ex-20 Australian Equities Fund, being the S&P/ASX 300 Ex S&P/ASX 20 Index.
* Beta adjusted exposure adjusts the portfolio of the Fund and of the Benchmark (being the S&P/ASX 300 Ex S&P/ASX 20 Index) for the beta, or share price volatility, of the

stocks relative to the All Ordinaries Accumulation Index.
A Top 20 investments in alphabetical order as at 31 December 2025.
#Average sector exposure during December 2025.
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© Auscap Asset Management Limited

Disclaimer

The preceding pages in this newsletter contain performance figures and information in relation to the Auscap High Conviction Australian Equities Fund ARSN 615 542 213 and the Auscap Ex-20
Australian Equities Fund ARSN 671 901 821 from their inception. The actual performance of an investor’s account will be provided in their monthly statement. Actual performance may differ for
investments made in different classes or at different times throughout the year. The preceding pages in this newsletter are intended to provide general background information only. They do not
constitute investment, tax, legal or any other form of advice, recommendation or opinion to be relied upon when making an investment or other decision. Any advice in the balance of this newsletter
is general only in nature and does not take into account a particular person's objectives, financial situation, needs or circumstances. Because of that, before making any investment decision, you
should consider — with or without the assistance of a qualified adviser(s) — the appropriateness of any advice in this newsletter to you, having regard to your objectives, financial situation, needs
and circumstances. This document is not a Product Disclosure Statement (PDS) under the Corporations Act 2001 (Cth). Any opinions and forecasts in this newsletter reflect the judgment and
assumptions of Auscap Asset Management Limited ACN 158 929 143, AFSL 428014 (Auscap) and its representatives on the basis of information available as at the date of publication, and may
later change without notice. The content of this document does not constitute an offer or solicitation to subscribe for units in an Auscap fund or an offer to buy or sell any financial product. Past
performance is not a reliable indicator of future performance. While all reasonable care has been taken to ensure that the information in this document is complete and correct, no representation
or warranty is given as to the accuracy of any of the information provided, including any forecasts. To the maximum extent permitted by law, Auscap, its related bodies corporate, directors,
employees and representatives are not liable and take no responsibility for the accuracy or completeness of this document. Before deciding whether to acquire, or to continue to hold, units in an
Auscap fund, a prospective or existing investor should fully review the information, the disclosures and the disclaimers contained in all relevant fund documents, including in particular the relevant
fund'’s disclosure document, the PDS, or any supplement to that document, and consider obtaining investment, legal, tax and accounting advice appropriate to their circumstances. A copy of the
PDS for the Auscap High Conviction Australian Equities Fund is available on request or at www.auscapam.com/auscap-fund/pds/ and a copy of the PDS for the Auscap Ex-20 Australian Equities
Fund is available on request or at www.auscapam.com/auscap-ex20-australian-equities-fund-product-disclosure-statement/. Copies of the Target Market Determinations for the Auscap High
Conviction Australian Equities Fund and the Auscap Ex-20 Australian Equities Fund, prepared by Auscap in connection with the Design and Distribution Obligations, are available on request or
at www.auscapam.com/ddo/. You are receiving this newsletter because we hold personal information about you, namely your contact details. You should view Auscap's Privacy Policy, a copy of
which is available on Auscap’s website, to understand how your personal information will be used and processed. No part of this material may be reproduced or disclosed, in whole or in part,
without the prior written consent of Auscap.

Hong Kong

This newsletter has not been reviewed or approved by any regulatory authority in Hong Kong. This newsletter does not constitute an offer or invitation to the public in Hong Kong to acquire the
units in an Auscap fund. Accordingly, unless permitted by the securities laws of Hong Kong, no person may issue or have in its possession for the purposes of issue, this newsletter or any
advertisement, invitation or document relating to the units in an Auscap fund, whether in Hong Kong or elsewhere, which is directed at, or the contents of which are likely to be accessed or read
by, the public in Hong Kong other than in relation to the units of an Auscap fund that are intended to be disposed of only to persons outside Hong Kong or only to “professional investors” (as such
term is defined in the Securities and Futures Ordinance of Hong Kong (Cap. 571) and the subsidiary legislation made thereunder).

Singapore

This newsletter is being furnished to you on the basis that you are an ‘institutional investor” (as defined in the Securities and Futures Act (Chapter 289) of Singapore) and on a confidential basis,
solely for your information. This newsletter may not be reproduced, disclosed, or distributed to any other person in Singapore. Auscap Asset Management Limited, as the responsible entity and
manager for the Auscap funds has not taken any steps to ensure that the capital markets products referred to in this newsletter are suitable for any particular investor, and will not treat recipients
as its customers by virtue of their receiving this document.

This newsletter has not been, and will not be, registered as a prospectus with the Monetary Authority of Singapore and this newsletter is not intended to constitute an offering, and is not regulated
by any financial supervisory authority pursuant to any legislation in Singapore. The investments or services referred to in this newsletter may not be suitable for you and it is recommended that
you consult an independent investment advisor if you are in doubt about such investments or investment services. Nothing in this document constitutes investment, legal, accounting or tax advice
or a representation that any investment or strategy is suitable or appropriate to your individual circumstances or otherwise constitutes a personal recommendation to you.

United Kingdom

This newsletter may be distributed in the United Kingdom only to persons who: (i) have professional experience in matters relating to investments in accordance with Article 19 of the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended) (“FPO’); or (ii) to whom this document may otherwise be lawfully distributed (all such persons together being
referred to as “Relevant Persons”). This newsletter is only directed at, or available to, Relevant Persons and must not be acted on or relied on by persons who are not Relevant Persons. Any
investment or investment activity to which this document relates is available only to, and will be engaged in only with, Relevant Persons.

United States

This newsletter may not be distributed in the United States and does not constitute an offer to sell, or a solicitation of an offer to buy, securities in the United States. Any securities described in
this newsletter have not been, and will not be, registered under the US Securities Act of 1933 and may not be offered or sold in the United States except in transactions exempt from the registration
of the US Securities Act, the US Investment Company Act of 1940 and applicable US state securities laws.

S&P Dow Jones Indices

The S&P/ASX 300 Ex S&P/ASX 20 Index (“Index”) and associated data are a product of S&P Dow Jones Indices LLC, its affiliates and/or their licensors and has been licensed for use by Auscap
Asset Management Limited. © 2026 S&P Dow Jones Indices LLC, its affiliates and/or their licensors. All rights reserved. Redistribution or reproduction in whole or in part are prohibited without
written permission of S&P Dow Jones Indices LLC. For more information on any of S&P Dow Jones Indices LLC’s indices please visit www.spdji.com. S&P® is a registered trademark of Standard
& Poor’s Financial Services LLC (“SPFS”) and Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”). Neither S&P Dow Jones Indices LLC, SPFS, Dow
Jones, their affiliates nor their licensors (“S&P DJI”) make any representation or warranty, express or implied, as to the ability of any index to accurately represent the asset class or market sector
that it purports to represent and S&P DJI shall have no liability for any errors, omissions, or interruptions of any index or the data included therein.

If you do not currently receive the Auscap Newsletter automatically, we invite you to register. To register, please go to the website www.auscapam.com and
follow the registration link on the home page. A copy of the PDS for the Auscap High Conviction Australian Equities Fund is available at www.auscapam.com/auscap-
fund/pds/ and a copy of the PDS for the Auscap Ex-20 Australian Equities Fund is available on request or at www.auscapam.com/auscap-ex20-australian-equities-
fund-product-disclosure-statement/. Copies of the Target Market Determinations for the Auscap High Conviction Australian Equities Fund and the Auscap Ex-20
Australian Equities Fund, prepared by Auscap in connection with the Design and Distribution Obligations, can be downloaded at www.auscapam.com/ddo/. We
welcome any feedback, comments or enquiries. Please direct them to info@auscapam.com.

Auscap Asset Management Limited Service Providers

ACN 158 929 143 AFSL 428014 Email: info@auscapam.com Auscap High Conviction Australian Auscap Ex-20 Australian Equities Fund

Lvl 30, 9 Castlereagh St, Sydney Web: www.auscapam.com Equities Fund Administration: Apex Fund Services
Administration: MUFG Corporate Markets Tax & Audit: EY
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