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Seniors Finance

David Mackrelt CFO
ChrisFlood¢ Deputy CEO
Jeff Greenslade CEO
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Welcome

Business and strategic update
Jeff Greenslade, CEO
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Strategic Management Group

Jeff Greenslade Chris Flood Laura Byrne Grant Kemble
CEO Deputy CEO Chief People & Culture Officer  Chief Risk Officer

David Mackrell Rochelle Moloney Sarah Smith Lydia Zulkifli

CFO Chief Marketing & Chief Technology & Chief Digital Officer
Communications Officer Enablement Officer
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Heartland Group 1 threefold strategic focus

New Zealand @ Digital Platform

Australia Banking Services

Opportunity to be the leading reversg

mortgage provider Deposit raising Open for Business

Five core lending activities :
Reverse Mortgages, Motor, Mobile App
SME, Livestock, Harmoney

Able to fund Australia reverse
mortgage growth directly

Local and offshore capital markets Manage down large relationship

under development legacy Rural and Business loans Automated deposit platform

Increase efficiency through
Automation

Technology in Banking
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Heartl andods point of

Highest Net Interest Margin among our bank peers
Resulting in highest Return on Assets
Competitive Return on Equity

Highest growth rate in Gross Loans and Advances (Net Finance Recetyables)
2.7% in the June quarter and 12.3% year on year

o T To Io

Net interest margin (%) Return on assets (%) Return on equity (%)
Heartland Heartland 1.7 ASB 16.0
SBS ASB ANZ
Co-op ANZ BNZ
ASB Westpac Westpac
ANZ BNZ Heartland
Kiwibank Rabobank Kiwibank
Rabobank Kiwibank SBS
BNZ TSB TSB
Westpac SBS 0.7 Rabobank 7.0
TSB 1.8 Co-op 0.4 Co-op 6.0
o‘.o 110 2:0 3.‘0 410 510 OjO o:z Oj4 016 Oj8 1.‘0 1:2 14 16 1.8 0‘.0 210 4.‘0 610 8‘.0 16.0 li.o 11;.0 1r;.o 1é.0

Source: Reserve Bank of New Zealand Financial Strength Dashboard, quarter ending 30 June 2018
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FMA & RBNZ report on bank conduct
and culture in New Zealand

A Report focusses on the industry as a whole, rather [JEEEUGELE

. good
than specific banks. customer
- : . outcomes Conduct

A Makes a number of findings which have been divide: and culture

into four key themes governance
A The report concluded that there does not appear to :tszlsg:l%ﬁcation

be widespread conduct and culture issues in NZ and

remediation Conduct and
Banks. culture risk

management

A We are reviewing the findings in order to determine
its specific application to Heartland

A We support the work that the regulators are doing in
this area, and believe that a focus on good customer
outcomes, conduct and culture are key components
of sustainable successful businesses
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2019 Q1 Results
David Mackrell, CFO
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2019 Q1 Results T September 2018

Net operating income Net profit after tax Net finance receivables

3 months to 30 Sept 2018 3 months to 30 Sept 2018 As at 30 Sept 2018

$51.4m $17.4m $4.1bn

A 9 : 90/0from Q1 Sept 2017 A 8 - 70/0from Q1 Sept 2017 A 11 : O(yQ‘rom 30 Sept 2017
0 :

v (4.4)0/0from Q4 June 2018 v (7 . 9)O/Ofrom Q4 June 2018 = fr](.)géoz‘]é(laggulghsed growth

Other Highlights

A Net finance receivables increased$4.1bn¢ 10.2% annualised growth from 30 June 2018
NIM 4.44%¢ up from 4.42% as at 30 June 2018

Cost to income ratio decreasénl 40.48%c¢ down from 40.8% for theyear to30 June2018

Impairment expense ratio increased @61%¢ up from0.59% for theyear to30 June2018due
to change in product mix and change of provisioning methodology uRtRS9

Q4 June 2108 benefited from a gain due to -@fieproperty sales
Return on equity10.9%c down from11.1%as at 30 Jun2018

To To o

To I
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Net Receivables movement

Net Finance Receivables Movement June-Sept 2018 (Sm)

16.0
314
(401 w(prpym
m |
Net Opening IFRS 9 Reverse Reverse Business Open for Business Rural Motor Harmoney and Net
Receivables Adjustment Mortgage AU Mortgage NZ Intermediated  Business Relationship other personal Receivables
June 2018 lending Sept 2018
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Impairments

A Impairment expense $6.2 million ($5.1 million for 3 months ended 30 Sept 2017
and $5.9 million for 3 months ended 30 June 2018).

A Impairment expense ratio 0.61% (0.56% for 3 months ended 30 Sept 2017,
0.59% for the year ended 30 June 2018).

A Impairments increased due to growth in net finance receivables (10.2%
annualised growth in the quarter), combined with additional provisioning under
IFRS 9 as a result of providing for impairments earlier than previously required.

30Sept 2018 30 June 2018

Non performingLoans (NPL)

($m) ($m)
Total pastdue >90 days 29.2 28.7 0.5
Total impaired 44.2 45.2 (1.0)
Non performing loans 73.4 73.9 (0.5)
Gross finance receivables 4,147.5 4,017.4 130.1
Gross NPlatio 1.77% 1.84% (0.07%)
Impairment expenseatio 0.61% 0.59% 0.02%
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Impacts of IFRS9 on provisions and
Impairment expense

A Adjustment to provisions of $2P5 million with resulting impact on Equity of
$14-18 million.

A Provisioning commences automatically from loan origination

I Expected losses expensed from day 1.

I Results in increased impairment expense due to growth in receivables.
A Asset quality changes impact on impairment expense immediately

I Provisioning models automatically increase provisions for asset quality
deterioration. i.e.; if there is a growth in the amount of loans in 90 days
and overdue, then the provision in increased and impairment expense

recorded.
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Growing balance sheet

Summary Balance Sheet 30 Sept 2018 ($m 30 June 2018 ($m  Movement ($m)
Net finance receivables 4,087.5 3,984.9 102.6
Other assets 508.8 511.0 (2.2)
TOTAL ASSETS 4,596.3 4,495.9 100.4
Retail deposits 2,977.1 2,881.8 95.3
Other borrowings 943.9 914.2 29.7
Other liabilities 35.1 35.7 (0.6)
Equity 640.2 664.2 (24.0)
TOTAL EQUITY & LIABILITIES 4,596.3 4,495.9 100.4

A 10.2% annualised growth in net finance receivables

A 13.1% annualised growth in retail deposits
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Movements in Equity

Heartland Bank Limited $m
Balance as at 30 June 2018 664.2
Profit for the period ended 30 Sept 2018 17.4
IFRS 9 Adjustment (17.9)
Dividends paid (30.8)
Dividendreinvestment plan 8.6
Movement in reserves 1.3)
Balance as at 30 June 2018 640.2
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ReverseMortgages
Andrew Ford, CEO Heartland Seniors Finance
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Agenda
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Overview

Strong Growth and Momentum
Market Insights

Heartland Reverse Mortgage Product
Portfolio Analysis

ASIC Review

Typical Customer

Summary

DNRPgAY3I YySSRX
Over 20,000 Australians turn 65
every month and the number of
New Zealanders aged 65+ is
expected to increase by 80%
between 2016 2036.

Australian Bureau of Statistics and 2015 Australia
Government Intergenerational report and Stats N.
National population projections
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Overview

Al dzZadN)flaalQa S| IVQA)/'EI
A Purchased by Heartlarmh 1 April 2014
A Nz$1,130mn net finance receivables

A Assisted over 30,000 seniasross New Zealand
and Australia livea more comfortable retirement

A Market leading product

A A heavilyregulated consumer finangeroductin
Australia

A Robust process and considerable customer
protection

Reverse mortgages are a co

product for Heartland, making

up 28% of finance receivable
and growing strongly.

A Distributeddirect and via brokers
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Strong Growth and Momentum

A ComPOund annual grOWth _rate Of Heartland S_e_niors Finance Book
18% in Australia and 11% in NZ over From acquisttion to 50 June 2018
the last three years 650

600

A Netoperating income was $38.1m
for FY18, up 28%

A Receivables grew 12% in NZ and
25% in Australia

A Expect growth to continue at similar /

rates in FY19
A Scalable product

mmmmmmmmmmmmmmmm
rrrrrrrrrrrrrrrrrr
................
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550
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Millions

e HSFNZ (NZD) === HSF AU (AUD)
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Market Insights

A Only material provider in NZ

A More mature and competitive market ifustralia

A Competitors exiting; Westpac, Macquari¢both mid2017), and CBA have
announced exit effective 1 January 2019. A few-n@jor bank
competitorsremain

A Australia Government Pension Lo&@sheme assists create awareness
and providesvalidity

A Createsopportunity for specialist provider

A There is over A$3bn of reverse mortgage loans in Australia

A Heartland has a 19.8% marlgharé in Australia,
up from 14.9% at 30 June 2017 and 13.4% 10.8% of Australian consume
30 June 2016 aged 65+ have problematic

A Biggest challenge is to increase awareness and [Fef=s[IRe=1gs Ro[={o]#
understanding of the product ASIC Credit card lending in AustralReport

580 July 2018
1. Based on APRA APybperty Exposurstatistics, plus Heartland Seniors Finance, as at 30 June 2
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Heartland Reverse Mortgage Product

A Market leading, award winning, product

Money Monely Money
A Researched internationally for best product and TR, \ B, i
processes

ACt SEAGES LINBRdzOG T2 NJ Odzaf# ¥, SNEQ * OA NI

B ,
% 3 A
| ”\QJJJ:};

A ?JJLA;

A Considerableonsumer protection

A Socially responsible with a thorough fulfilment process

A Controls throughout process Ff’(!lg;rpfaccllfghg
A Heavily regulated under National Consumer Credit P UTY OF Capg

Protection Act (NCCP) in Australia:
A Independent legal advice is mandatory
A Enquiry around future needs including aged care
A Projection provided to customers to assist understanding
A Alternative options outlined, such as downsizing

A Heartlandvoluntarily adheres to these
requirements in New Zealand
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Portfolio Analysis

HSHANZ Book as at 30/6/18 (NZD)

HSFAustralia Book as at 30/6/18 (AUD)

Loan Book Size $619m Loan Book Size $453m

FY18 Growth $125.7m (25%) FY18 Growth $49.8m (12%)
(FY17 18%) (FY17 11%)

Avg Loan Size $120k Avg Loan Size $100k

Weighted Avg LVR (indexed 25% Weighted Avg LVR (indexed 25%

adjusted valuation) adjusted valuation)

Weighted Avg Age of Youngest 77 (74 for new Weighted Avg Age of Youngest 78 (73 for new

Borrower businessn FY18) Borrower businessn FY18)

Initial LVR 12% (11% in FY18) Initial LVR 11% (11% in FY18)

Avg Original Property Value $557k ($842k in FY18 Avg Original Property Value $438k ($570k in FY18

% of book over 75% LVR 0.3% % of book over 75% LVR 0.0%

(indexed adjusted valuation) (5 loans for $1.75m) (indexed adjusted valuation) (1 loans for $80k)

Weighted Age of Book 6.1 years Weighted Age of Book 7.1 years

Repayments received in FY18 $66m Repayments received in FY18 $62m

Avg Outstanding at Discharge $113k Avg Outstanding at Discharge $113k

(FY18) (FY18)

Avg LVR at Repayment 27% Avg LVR at Repayment 33%

(based on originafaluation) (based on originalaluation)

Avg Term at Repayment 6.6 years Avg Term at Repayment 7.5 years
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Portfolio Analysis i by LVR

HSF LVR Distribution 30 June 2018

Indexed Adjusted Valuation

Portfolio

A Average weighted VR25%
A 90% of loans have an LVR unde¥s40 **
Outliers
A Only 36 loans with LVR over 60% s
1.

(0.8% of book)

A Ave rag e ag e Of th eSe I Oan S IS 1 1 . 8 o0 <=20% >20%& =>30%& >40%& =>50%& >60%& >70%& >B0%& >90%& =>100%
LVR <=30% <=40% <=50% <=60% <=70% <=B0% <=90% <=100%
years M New Zealand M Australia

A Average youngest borrower age for  outiers
hese oans o

$M %

A Security getsevaluedwhen the loan === 2 0% 1;‘
reaches LVR ratio of 70%, which has [>7o%and <7 L5 0.1% 4
. . . >75% and <= 80% 0.1 0.0% 1
generally resulted in a reduction in [0 ana <% 11 0% 5
>85% and <= 90% . .0%
LVR o0 and =053 T oo :
>95% and <= 100% - 0.0%
>100% 0.6 0.1%
Total > 60% 9.4 0.8% 36

Based off indexed adjusted valuation
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Portfolio Analysis i by LVR (cont.)

LVR Distribution at Origination

Low initial LVR
A Averageinitial LVR of 12% (FY18 11%)
A Draw a lump sum and have funds set

F&ARS F2NJ ?dz@glzl}lszz;g/ S Ra OAF I WiAyS 2
ONB RA U Q RehdlaN&shausa QS

A ~10% borrowupfront maximum
available

A LVR based off age at approval. Any s I I o

Increase reqUIres new appllcatlon oo <=15% >15% & >20% & >25% & >30% & >35% & >40%
andvaluation T T T T
Negative Equity Risk Assessed Quarterly
A An independent monitoring and valuation report is completed quarterly

A Analysis includes various stress test scenarios including property price fall
and interest rate increase
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Portfolio Analysis i by Location

H5F AUS Geographic Concentration by Security Location

as at 30 June 2018

Sy

Deep Property Markets
A Lending standards focus on areas e

Feeth [

with deep property markets __“:”: =—
0 Cither Cities B I—
A 60% of Aus portfolio in capital citie: ——
A 43% of Aus portfolio in Sydney anc mx;, S ————
Melbourne e .=_
A 59% Of neW bUSIneSS Slnce 0.0% 5.0m V0.0 1505 20.0% 25.0% 3005
acquisition has been in Sydney &
H5F NZ Geographic Concentration by Security Location
Melbourne as at 30 June 2018
L. . O i e e G S
A 56% of NZ portfolio in top 5 cities L —
A Limited exposuréo smaller markets A
:::c.dt: =
Palmeriton .‘d;rl'h |
Wl —

1
f-“":-.v“\l o
Marierough Regona [N
Crher |

0% 5.0% 10.0%: 15.00% 20.0% 25.0% 30.0%
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Portfolio Analysis i by Age

HSF Loan Age

Seasoned Portfolio as at 30 June 2018
A Weighted average loaage is e —
9-10years |G
6.5 years 8-9years |G
7-8years |
A Average term at repayment v 1
(FY18) 6.6 yearsin Aus and 7.5«
. <1year I ——
A WelghtEd average age Of 0.0% 5.0% 10.0% 15.0% 20.0% 25.0% 30.0% 35.0%
youngest borrower is 77.5 years
old HSF Age Distribution (youngest if joint)

as at 30 June 2018
30.0%

A 51%of loans are to joint
borrowers, 34%sole femaleand

15%sole male e
10.0%
0.0% . .

60-65 65-70 70-75 75-80 80-85

25.0%

=x
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Portfolio Analysis 1 by Size

Loan Size
at 30 June 2018

ConcentrationRisk
A Average loan size $117k

25.0%

20.0%

A Average original loan $62k
A Only7 loans over $1m (in local I I
currency) I
% . . | [ |

A Average LVR on these 10ans is 319%™ Su o oo soso sionr soasor scsoor ssor oo

. . &§<100k &<150k &<200k &<250k &<500k &<750k &<Im
with highest 46%
Mortgage Size at Origination

by Number of Loans
70.0%
60.0%
50.0%

40.0%

30.0%

20.0%
10.0%
0.0% —_— S

>=50k  >=100k >=150k >=200k >=250k >=500k >=750k >=1m
Er 100k &<150k & <200k Er <250k &<500k & <750k Er<1m
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Portfolio Analysis I Repayments

Steady Repayments Cash flow Positive (excl. new business)

A Weighted median term is 7.4 yeamwhere more than 50% of loans have been repaid)
FY18Experience

A Australia- $66m of repayments ($33m interest charged)

A NZ-$62m of repayments ($30m interest charged)

A In Australia 77% of FY 1l repayments wereoluntary (e.g. downsizing)

A Average LVR on repayment, was 27% (Aus) and 33% (NZ) based on original valuation

HSF NZ Interest and Repayments HSF Aus Interest and Repayments
by Financial Year by Financial Year
70 70

60

50 50
40 40
30 = 30
20 20
10 10

0 0

FY16 FY17 FY18 FY16 FY17 Fy18

Millions.

Millions

M Interest (NZD) W Repayments (NZD) M Interest (AUD) Wl Repayments (AUD)
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ASIC Review of Reverse Mortgage Lending

o Do o I

To o

Report released 28 August 2018 after ~18 month review
Thorough and balanced, highlighting growing need for equity release product

Report finds that reverse mortgages help older Australian achieve their immediat
financial objectives and that customers are satisfied
ASIC wants to see improved lending practices, specifically related to:

o Potentially unfair contract terms

o0 Improve long term consumer outcomes by assisting borrowers make informed decisiot
about future needs

o0 Takes steps to detect and prevent elder abuse
Heartland has made a number of changes since the review commenced

Heartland has accepted an invitation to participate
in a working group to improve lending practices GWSOSNES Y2NI 3 3

No material |mpact on business many Australians achieve a better
dzt t AGGE 2F fATFS

ASIC Deputy Chair Peter Kell 28/8/

HEARTLAND

GROUP



Typical Customer

A Joint borrowers (51%)sole femalg34%) /
sole malg(15%)

A 75 years old
Have depleted super and other assets
Receive pension

Reside in Aucklandydney, Melbourne,
Brisbane, Coastal NSW / QLD

Property worth $775k

LVR at origination of 24, with further funds

aSi FaARS Ay | WEAYyS 2F ONBRAGQ I VR
a Regular Advance

A Uses include for renovations, travel, medical

expenses, car, aged care, debt consolidation,

mortgage refinance, support next generation,

everyday bills, etc.

o Do Do Do I»
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