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Good morning, I would like to begin with the highlights of the result. 

Our strategy to grow the right way, together with our deliberate approach of 
building our niche businesses, is delivering. 

We have proactively sought to diversify our lending across the Group over the 
past five years and we are seeing good results.

I am pleased to report that lending growth has improved. This was supported by 
our commercial niche segments, as well as home loan growth through the Virgin 
Money, BOQ Specialist and BOQ Broker channels.

Both Retail Bank and BOQ Business are delivering against the Group’s four pillar 
strategy.  This half, we have introduced a new segment reporting structure to 
align with the way we manage the business day to day.  More detail will be 
provided as we go through the presentation.

Our asset quality remains sound, which is evident across a range of metrics.  We 
are not seeing any areas of concern arise across the portfolio.

We have maintained discipline in expense management.  This has allowed us to 
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continue investing for the future.

Our capital position remains very strong, providing us with options to enhance 
shareholder returns for the long term.

These results were achieved against a backdrop of changing regulatory and 
market conditions. 

Today we have also announced the sale of our St Andrew’s business.  Anthony 
will provide some detail on the transaction in his section.
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Looking at the key financial elements of the result. 

Cash earnings after tax of 182 million dollars increased four per cent on 1H17.

Earnings per share of 46.5 cents. This represents an increase of two per cent on 
1H17.

Return on equity increased 10 basis points to 9.9 per cent.

The ordinary dividend has been maintained at 38 cents per share.
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Slide 6 provides an overview of the drivers of these results. 

Total lending growth of $671 million in this half represents an uplift of more than 
$800 million compared to the contraction of $157 million in the first half of 2017.

Net interest margin increased one basis point from last half to 1.97 per cent 
against a backdrop of intensified price competition for lending and deposits.

Our cost to income ratio was 47.6 per cent, with operating expense growth of just 
one million dollars on the prior half.

Our loan impairment expense decreased five million dollars or 19 per cent 
compared to the same period in 2017.
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Moving to slide 7. 

We are seeing improvements in both housing and commercial loan growth.

In housing, BOQ Broker, Virgin Money Australia and BOQ Specialist have all 
made strong contributions.

We have also seen improvement in the branch network as branch numbers 
stabilise.  As we have previously stated, it will take more time for the branch 
network to return to lending growth. 

Our niche segments have delivered very good results, supporting commercial 
loan growth of 1.6 times system. 

The first half has traditionally been a lower growth period. We are pleased with 
the steady rate of growth since the prior corresponding period. 
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Turning now to our Retail Bank and BOQ Business divisions. 

Retail Banking has continued to diversify its channels. BOQ Broker and Virgin 
Money Australia contributed 40 per cent of Retail’s home loan settlements in the 
first half of 2018. 

Overall, housing loan settlements increased 19 per cent compared to the same 
time last year. This was achieved while continuing to fulfil our responsible lending 
obligations to our customers.  

Virgin Money continues to perform ahead of expectations. Since the launch of the 
Virgin home loan product just under two years ago, the portfolio has grown to 1.2 
billion dollars.

Even though it will take some time before our branch network returns to growth in 
lending, we have seen continued improvement through the network during this 
half.

Our branch network remains a key driver for deposit gathering and is crucial in 
funding BOQ’s future growth aspirations.
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Pleasingly, transaction account deposit growth has been strong at ten per cent 
since first half 17.
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The BOQ Business division has continued to benefit from maturing its niche 
strategy across commercial customer segments. It achieved commercial loan 
growth of nearly 300 million dollars.

This has been delivered across target segments that seek a real relationship 
banking proposition and industry expertise. These include medical & dental, 
corporate healthcare & retirement living, hospitality & tourism and agribusiness.

BOQ Specialist has delivered another strong period of housing loan growth. Total 
mortgage balances of this portfolio have grown to 4.1 billion dollars in just three 
and a half years.

BOQ Finance has remained focused on margin and mix and successfully 
growing its structured vendor programs.
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Our asset quality remains sound, which is clearly evident across a number of 
metrics.

Impaired assets have reduced to 39 basis points of total loans.

Impairment expense has remained steady at 10 basis points of total loans.

Our arrears trends remain benign, with the exception of the usual post-Christmas 
uptick.  In March we have seen these levels reduce again.
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We have continued to search for and extract efficiencies across the business. 
This has enabled us to reduce core expenses by four million dollars compared to 
last half.  

At the same time, we have been investing for the future with a large number of 
transformation initiatives underway across the group.

We’ve completed the rollout of our new web experience platform which enhances 
our customer connectivity. BOQ and BOQ Finance brands have now joined Virgin 
Money Australia and BOQ Specialist on the new platform.  Since launch, we have 
seen positive feedback and engagement from customers.

This is an important step in our journey to lift the standard of our digital assets to 
better meet our customers’ expectations.

There is still a lot more for us to do in this regard.  Our internet and mobile 
banking offerings are high on the list to be refreshed into modern and more 
flexible platforms. 
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Our capital levels remain very strong.

Following the Basel and APRA papers released in the past few months, we 
remain comfortable with our position.  Relative to our peers, we are in a very 
strong position as a standardised bank at 9.42 per cent CET1.

Our interim CET1 target of 9.25 per cent remains in place until there is further 
certainty from the regulator. 

Therefore, our capital management options remain under active consideration.

I will now hand over to Anthony to discuss the financials in more detail.
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Thanks Jon.  I’ll start with the P&L on slide 14.  I’ll focus on comparisons with 
1H17 given the day-count impact and seasonal factors mean this is the most 
appropriate point of comparison.

Total Income increased by three per cent or 18 million dollars compared to 1H17.  
The primary driver of this was Net Interest Income growth of five per cent or 23 
million dollars, which is the result of growth in average interest earning assets of 
two per cent and a six basis point increase in net interest margin.  

Non interest income contracted five million dollars or six per cent, which I’ll 
discuss later.

Operating expenses increased ten million dollars or four per cent, driven by an 
increase in software amortisation as well as some seasonal timing differences 
between the periods, mainly around marketing activity.

This meant underlying profit increased by eight million dollars or three per cent.

Loan impairment expense reduced by five million dollars or 19 per cent.

Allowing for a tax rate of 31.4 per cent due to the non-deductibility of interest on 
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hybrid capital instruments, this meant that cash earnings increased four per cent 
or seven million dollars.

The comparisons with the second half of 2017 are not as clear.  The prior half 
included a 16 million dollar benefit from the disposal of a vendor finance entity, 
which is obviously non-recurring in nature.  Given this, we have provided an 
adjusted column for a more like-for-like comparison.

Even after adjusting for this, it is important to point out the impact of differential 
day count as well as general seasonality in our earnings between the first and 
second halves. 

Day count alone has an impact of eight million dollars or two per cent on net 
interest income.  The key take away is that we grew assets and did increase 
margin by one basis point compared to the prior half, so the result demonstrates 
an improved underlying position as we enter the second half.  

We also kept our operating and loan impairment expenses largely stable, which 
further supports that the underlying trajectory is better than these numbers 
illustrate.
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Now moving on to business momentum and I’ll start with the loan portfolio on 
slide 15. We did achieve growth across all product portfolios.  Total lending 
growth was 0.7x system, with housing loan growth tracking at half system and 
commercial loan growth at 1.6x system.

Our strongest growth has been achieved in our niche commercial segments as 
well as our new housing loan distribution channels.

We have also continued to diversify the loan portfolio geographically, with 
Queensland exposure down to 45 per cent.
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On slide 16 we have provided an overview of our new reporting segments, which 
reflect the way we manage the business day to day.

Retail Banking incorporates housing loans and deposits originated through the 
branch network, direct channels, Virgin Money Australia and our mortgage broker 
distribution.  This covers around 25 billion dollars in lending assets and 17 billion 
dollars in deposits.

For clarity, it excludes home loans originated by BOQ Specialist and also 
excludes SME loans that may have been originated through branches.  

These sit with BOQ Business which also comprises our BOQ branded 
commercial loans as well as BOQ Specialist and BOQ Finance.  

This covers around 19 billion dollars in lending assets and 13 billion dollars in 
customer deposits originated through our BOQ Business relationship managers, 
finance brokers and through BOQ Specialist.  

The third segment ‘Other’ comprises our St Andrew’s insurance business, as well 
as a number of head office activities.
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Turning to the performance of the Retail Banking segment specifically on slide 
17, and the Retail division’s performance largely mirrors the group results in 
terms of the 1H17 comparison.

Margin improvement supported income growth, while operating expenses 
increased due to higher software amortisation and some timing of expense 
spend, mainly related to marketing activity.  Loan impairment expense improved 
and the net result is a four per cent increase in cash earnings to 75 million 
dollars.

The comparison with 2H17 is hindered by day count and seasonal factors.  Loan 
balances and margin were largely flat compared to 2H17, while operating 
expense growth was contained to just two per cent.  There was an increase in 
loan impairment expense but this was from a very low base of just three million 
dollars last half, which benefited from a six million dollar reduction in collective 
provisions in the transition to the Bank’s new provisioning and reserving model 
that was implemented during the half.
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The Retail division is delivering on its strategy of diversifying its origination 
channels and we are seeing good results in this regard.

Virgin Money Australia and BOQ broker channels each contributed 20 per cent of 
Retail’s settlement volumes.

The branch network is still seeing run-off after a significant, multi-year reduction 
in branch numbers but this rate of run-off is slowing as branch numbers stabilise.

Pleasingly, the branches have been very successful in growing relationship 
deposit balances, particularly transaction accounts, with the Retail business 
delivering 10 per cent growth in these balances from 1H17.

The Retail team led by Matt Baxby is focused on enhancing our digital customer 
offerings, while continuing to mature our new distribution channels and growing 
the Virgin product suite.
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Turning to BOQ Business on slide 19, and it may surprise some to see that it 
actually contributes a higher proportion of earnings than the Retail division.  
Given the majority of its assets are 100 per cent risk weighted though, we do 
allocate more capital to BOQ Business than Retail Banking.

Given the stronger growth we are seeing in commercial loans and BOQ 
Specialist housing, there has been better top line growth in BOQ Business.  
Expense growth has been managed in line with revenue growth so underlying 
profit growth has been positive, particularly compared to the same period last 
year.

Seasonality is particularly prevalent in commercial lending, with stronger asset 
growth and fee income typical in our second half relative to our first half. I’m not 
trying to provide guidance here, but simply providing on observation on recent 
historical trends.
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The BOQ Business strategy is very much focused on growing in our target niche 
segments including medical & dental through BOQ Specialist, corporate 
healthcare & retirement living, hospitality & tourism and agribusiness.

The business has demonstrated good success in these segments in recent 
periods, delivering growth of 281 million dollars in 1H18.

BOQ Specialist has been very strong in growing its housing loan book, although 
commercial loan growth has slowed as competitors become more aggressive in 
that market.  We remain confident that BOQ Specialist business will be able to 
defend its strong market share position in the medical segment, and continue to 
grow its mortgage book by targeting professionals at the early stages of their 
career, which provides a good pipeline of potential future commercial lending 
customers.

BOQ Finance also traditionally sees slower growth in the first half compared to 
the second, but this business has been successful in growing its structured 
vendor programs which do tend to be higher margin than more commoditised 
equipment leasing.

Overall, the BOQ Business team led by Brendan White has also been successful 



at diversifying its portfolio geographically, with QLD exposure down to just 37 per 
cent.
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Moving to funding now on slide 21 and the story here is also one of diversification 
and improvement in mix.

We have continued to build out our stable wholesale term funding sources, while 
also focusing on improving our growth in stickier and better margin transaction 
deposits.

This is where having a strong branch network is key and an area where our 
Owner Managers have excelled in recent periods.
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Getting into the detail of net interest margin on slide 22, and I’ll point out that we 
have now moved in line with the rest of the industry in reporting our NIM net of 
offset accounts.  This has an impact of around six basis points, which means our 
adjusted starting position from 2H17 is 1.96 per cent.

We did deliver an improvement of one basis point over the half to 1.97 per cent.

Stepping through each of the moving parts here, and we saw a benefit of four 
basis points from asset repricing that was completed during 2017. This was fully 
offset, though, by the ongoing front to back book pricing dynamic we see in the 
market which means that new business is written at rates lower than the average 
of the portfolio. This dynamic has increased in some parts of the book, as 
competition for certain segments of home loans has intensified. This also 
included a mix related impact as the flow of higher spread interest only mortgage 
lending slowed down dramatically to 16 per cent, from 37 per cent in the prior 
half.

We did see a benefit from improved funding costs, as the overall term deposit 
spreads improved compared to the prior period.  This improvement was not as 
strong as we had hoped, given spreads did widen for a couple of months 
throughout the middle part of the half. 
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There was also a benefit of two basis points from the reduction that has occurred 
in the three month bank bills relative to the cash rate, which impacts the costs of 
hedging this element of the interest rate risk in our portfolio.  The average cost of 
hedging reduced from 29 basis points in 2H17 to 23 basis points in 1H18.  This 
trend has reversed recently and I’ll cover this in the outlook.

Our NIM was reduced by one basis point due to the lower yield on the 4.2 billion 
dollar capital and low cost deposits replicating portfolio.  

With the increased mix of business being originated through third parties as well 
as an increase in payments to owner managers due to strong performance 
against the Balanced Scorecard, largely related to deposit gathering, the third 
party cost component decreased NIM by one basis point. 

In terms of the outlook, it is always very difficult to forecast margin but I can take 
you through some of the moving parts as we see them.

We have not made any significant asset pricing changes since August 2017 so 
there are no benefits coming through for this element as we sit here today.

The front to back book pricing dynamic is ongoing, so we would expect a 
headwind of around five basis points in the second half from this element.

Funding costs can go either way depending upon competition and market 
conditions, but at this stage, on balance, we could see a reasonable benefit in the 
second half if rates stay consistent with where they are at the moment.

Capital and low cost deposits will continue to be a drag of around a half a basis 
point in the second half if current rates implied by the forward curve prevail.

We don’t expect there to be any impact from third party costs.

The final element is hedging costs, which is looking like it will become a headwind 
in the periods ahead if current bank bill rates are sustained.  This could hit margin 
by between five to seven basis points over the next two periods, with a drag of 
three basis points likely in the second half of 2018 if rates remain at current levels.  
This is a theoretical analysis, as this part of the yield curve has recently been quite 
volatile.  We have been sheltered from most of this impact to this point through the 
term hedging strategy that we employ.

As always, industry pricing levels and general market conditions can impact 
product rates achieved on both assets and liabilities. It is difficult to provide clear 
guidance on the likely NIM outcome.  But it is fair to say that the various moving 
parts are larger than they’ve been more recently and the outlook is less certain.

To give some perspective, our underlying NIM for the month of March was a 
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couple of basis points higher than the 1H18 level, largely due to improved term 
deposit spreads.
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Moving to non interest income on slide 23.

As we have been saying for a number of periods, non interest income is a very 
challenging line to grow and we have to work very hard to even keep this line flat. 
That has been evident in this half with a five million dollar reduction.

Banking fees continue to face pressure and we see limited opportunities to 
generate trading income or other fee income.

Given this and the outlook for the second half, 75 million dollars would be a our 
expectation of a good result.

That’s before the impact of the St Andrew’s disposal that I’ll discuss later.
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Operating expenses have been closely managed.  We continue to work on 
identifying opportunities to digitise and find efficiencies across the business.

We must do this in order to provide the headroom for investments we to set the 
business up for the future.

We have a number of strategic transformation projects in progress but also a 
number of mandatory regulatory or maintenance projects that simply must be 
done.  

Absolutely key to our success will be delivering our transformation program. 
However, we remain conscious of managing cost growth in light of the revenue 
growth profile.
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Turning now to asset quality, and there’s no doubt that our loan book is in very 
good shape.

Loan impairment expense of 10 basis points and impaired assets of 173 million 
dollars or 39 basis points of gross loans are great numbers for the portfolio mix 
we have and given the journey we have been on since 2012.

Of course current economic conditions also play a role, with low interest rates, 
low unemployment, property price increases and reasonable levels of business 
confidence all contributing to low arrears and impairment results across the 
industry.
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We have also maintained strong provisioning coverage levels.  Given the 
improvements in the underlying portfolio trends, we have been able to reduce 
absolute provisions, but our coverage ratios have remained consistent.
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Arrears levels remain benign.  We have seen the usual seasonal increase in the 
post-Christmas period, but this has generally been at or below prior period levels.

The spike that is most evident in the BOQ Finance portfolio in the 30 day arrears 
bucket.  I’m pleased to say that's improved since the end of February and is now 
back to the low to mid 60s.
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Turning to capital on slide 28 and there are a number of moving parts to discuss 
this half.

Firstly, we have the capital management initiatives announced at the full year 17 
results, namely the eight cent special dividend and DRP suspension.  These 
initiatives reduced common equity tier one by 29 basis points.

As we also flagged at the last result, we expected benefits to come through due 
to the implementation of APS 120 and a reduction in our general reserve for 
credit losses.  The former, involving a reduction in risk weights on some of our 
housing loans that were previously risk weighted at 100 per cent, contributed 18 
basis points to CET1.  The reduction in GRCL following the implementation of our 
new collective provisioning model added a further eight basis points to CET1.

We did see a reduction of 5 basis points relating to a lower proportion of capital 
relief qualifying securitisation, that is funding the mortgage portfolio.

The net outcome of this was a CET1 ratio of 9.42 per cent.  This remains well 
above our interim target of 9.25 per cent.  

With the recent APRA consultation paper on the risk weighting framework 
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released, and more water to go under the bridge, we feel that we are in a very 
strong position.

As such, we continue to consider the best way to deploy excess capital to deliver 
enhanced shareholder returns into the future.
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Today we have also announced the sale of our St Andrew’s insurance business 
to Freedom Insurance Group.

BOQ acquired St Andrew’s in 2010 and since that time it has made a very strong 
contribution to the group.

In recent years, however, the business and industry dynamics have changed 
dramatically, to a point where we believe Freedom is better placed to support St 
Andrew’s future aspirations. This will also ensure BOQ can continue to deliver the 
best product solutions for our customers.

Subject to completion adjustments, the profit on sale will be approximately eight 
million dollars. 

The sale will improve BOQ’s common equity tier one ratio position by 
approximately 20 basis points, once the sale is completed.

Going forward, the absence of St Andrew’s will reduce non interest income and 
expenses.  In FY17, St Andrew’s contributed 20 million dollars to non interest 
income and eight million dollars to operating expenses, with an after tax profit 
contribution of eight million dollars.
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With that, I will hand back to Jon.
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Thank you Anthony.

As I turn to the outlook, it makes sense to consider the external environment we 
are operating in. With increased regulatory and public scrutiny of the banking 
sector, there is no doubt that conduct and trust remain a core focus for the 
industry. At BOQ we are very aware of these challenges. We have worked hard 
and will continue to work hard to look after our customers to ensure their needs 
are met and respected.

There has been a heavy load of regulatory change with 57 external inquiries or 
reviews at a Federal level since 2007. BOQ has been and will continue to be an 
active participant in these processes. Together with a number of regional banks, 
we have also been calling for competitive neutrality. 

We expect there will be structural changes to the industry as a result of this 
scrutiny.  However, we encourage the regulators to consider how any changes 
could unintentionally impact the competitive landscape of the sector. 

In terms of the economy, we remain cautiously optimistic.  Although credit growth 
has been slowing, the other macro indicators are mostly heading in the right 
direction. 
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There are signs of improvement in the Queensland and Western Australian 
economies, while New South Wales and Victoria continue to perform well. In 
regional Queensland, the unemployment rate has declined in Mackay, 
Toowoomba and Townsville. The participation rate has risen across most regions, 
a sign that workers are becoming more confident about getting a job. 

Over the past year, stronger business conditions are being reported across all 
sectors. This combination of strong residential activity and the infrastructure boom 
has boosted the construction industry.

Although system growth for commercial lending has been slower, we continue to 
find good opportunities in our niche segments which tend to be in higher growth 
sectors of the economy.  
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In this environment, our long term strategy remains the right one. We are 
building out our business bank and opening up new retail channels.

We remain focused on improving user experience in our digital offering.  To do 
this, we are upgrading our online platforms and partnering with fintechs to deliver 
better solutions for our customers.

We will expand our product offering with a focus on increasing deposit gathering. 
This includes the rollout of an improved merchant capability and the launch of our 
partnership with a digital payments provider. These two products will make it 
easier for our SME customers to receive payments.

One of the key transformation projects we are commencing in the second half is 
moving our technology infrastructure into a modern cloud environment.  This will 
improve the speed of project delivery and reduce costs.

There are also a number of initiatives underway across the group that will bring 
us closer to our customers and enable us to provide them with a differentiated 
service offering.
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In summary, since 2012 BOQ has consciously evolved. 

In the retail space, we have gone from being a mono-line distribution business to 
a diversified multi-channel retail bank. On the commercial side, we are now a 
niche specialist business bank with a focus on higher growth sectors of the 
economy.  Across the Group, we have also expanded our geographical reach and 
have a national presence. 

Underpinning this expansion is our commitment to growing the right way. Meeting 
our responsible lending obligations remains core to our operating model. 

Our niche segment strategy is delivering in an ever changing operating 
environment. We are getting back to a steady rate of growth, with very solid 
results in our business bank.  

Virgin Money continues to exceed our expectations. We firmly believe this 
business will become a significant contributor to the overall Group in the future. 

We anticipate there will be structural changes in the industry given the issues that 
are emerging from the Royal Commission.  
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We believe competition and stability must co-exist. For the past decade, the 
default regulatory position has been focused on safety and stability.  This has 
contributed to the emergence and maintenance of a concentrated market structure 
in retail banking. We have been advocating for regulatory settings to better 
balance the needs of both stability and competition.

Maintaining discipline around how we invest and spend remains a priority.  Given 
the pace of change, this is essential so we can continue to invest for the future 
with a strong focus on improving customer experience.

Our capital levels position us favourably to many others in the industry.  This 
provides us with the flexibility to consider options to utilise excess capital in a way 
that will enhance shareholder returns.

Finally, we are well positioned to deliver on our core strategic priorities over the 
medium to long term.

Thank you for your time.  Now I will hand back to Tanny to moderate Q&A.
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