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Macquarie Group (MQG)
Silver doughnut's playbook

Genius undeniable

MQG’s 2015 results beat consensus on all counts: (1) reported NPAT $1,604m [+27%
PCP vs. guidance at upper end of 10-20% range] (BP $1,488m, consensus $1,515m)
— 6% ahead of consensus; (2) reported 502cps (BP EPS 464cps, consensus 472cps)
— 6% ahead of consensus; (3) final dividend 200cps 40% franked (BP 180cps,
consensus 183cps) — 9% ahead of consensus; (4) ROE 14.0% (BP 13.3%, consensus
12.8%); and (5) compensation ratio 41.9% (BP 43.2%, consensus 44.8%).

The strong NPAT growth was due to net operating income growth of +14% PCP
(+16% HOH) to $9,293m that exceeded operating expense growth of +12% PCP
(+13% HOH) to $6,771m. Given cost discipline despite higher business reinvestment
and adviser conduct charges, the compensation ratio fell by 1.2% to 41.9%. “Jaws”
was +2% on a PCP basis and +3% on a HOH basis. While there was the benefit of a
lower effective tax rate (falling from 38.9% in 1H15 to 33.5% and averaging 35.9% for
the full year), underlying earnings growth remained strong with NPBT increasing by
20% PCP (+25% HOH) to $2,522m.

The bank retains sulfficient liquidity and funding and surplus capital based on 10% of
Bank Group RWA is estimated at $1.4bn (~$4.25 per share). All else being equal and
subject to the usual range of challenges, MQG expects 2016 reported NPAT to be
slightly up on $1,604m in 2015 (BP forecast $1,692m). The increase is more
significant after removing one-off income and expense items in 2015.

Price target upgraded to $90.00, Buy rating maintai  ned

While medium term forecasts are unchanged, we have increased outer year forecasts
by 2-4% reflecting MQG'’s strong fundamentals including ROE tracking closer to 15%.
Note the decrease in short term ROE is due to the $5bn capital placement in March
2015 in support of the AWAS aircraft operating lease acquisition. Given higher
prospective earnings, the price target is upgraded to $90.00 (previously $88.00). With
an expected 12-month TSR in excess of 15%, MQG'’s Buy rating is maintained.

Earnings Forecast

Year end 31 March 2015 2016e 2017e 2018e
NPAT (reported) (A$m) 1,604 1,692 1,851 2,025
A NPAT (for diluted EPS) (A$m) 1,609 1,697 1,856 2,030
’ EPS (reported) (A¢ps) 502 522 567 616
f EPS growth (%) 31% 4% 9% 9%
W PER (X) 15.8 15.2 14.0 12.9
P/Book (X) 1.8 1.7 1.6 15
WM W W — PINTA (x) 2.0 19 18 17
Dividend (A¢ps) 330 354 392 432
T T T T 1 Yield (%) 4.2% 4.5% 5.0% 5.5%
ROE (%) 14.0% 12.8% 13.2% 13.6%
— Compensation ratio (%) 41% 43% 42% 42%
Franking (%) 40.0% 40.0% 40.0% 40.0%
SOURCE: IRESS SOURCE: BELL POTTER SECURITIES ESTIMATES
BELL POTTER SECURITIES LIMITED DISCLAIMER AND DISCLOSURES
ACN 25006 390 7721 THIS REPORT MUST BE READ WITH THE DISCLAIMER P@el

AFSL 243480

AND DISCLOSURES ON PAGE 10 THAT FORM PART OF IT.
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Silver doughnut’s playbook

Genius undeniable
MQG's 2015 results were ahead of consensus on all counts:

Reported NPAT $1,604m [+27% PCP vs. guidance at upper end of 10-20% range]
(BP $1,488m, consensus $1,515m) — 6% ahead of consensus;

Reported 502cps (BP EPS 464cps, consensus 472cps) — 6% ahead of consensus;

Final dividend 200cps 40% franked (BP 180cps, consensus 183cps) — 9% ahead of
consensus;

ROE 14.0% (BP 13.3%, consensus 12.8%); and
Compensation ratio 41.9% (BP 43.2%, consensus 44.8%).

Growth in reported 2015 NPAT of 27% on a PCP basis to $1,604m exceeded the guidance
of upper end of the 10-20% range as disclosed by the Group at the start of the calendar
year. This was due to net operating income growth of +14% PCP (+16% HOH) to $9,293m
that exceeded operating expense growth of +12% PCP (+13% HOH) to $6,771m by a fair
margin. Given elements of cost discipline despite higher business reinvestment and
adviser conduct charges, the Group’s compensation ratio fell by 1.2% to 41.9%. “Jaws” as
we know it was +2% on a PCP basis and +3% on a HOH basis.

While there was the benefit of a lower effective tax rate (falling from 38.9% in 1H15 to
33.5% and averaging 35.9% for the full year), underlying earnings growth remained strong
with NPBT increasing by 20% PCP (+25% HOH) to $2,522m. This was also despite higher
impairment charges in Commodities and Financial Markets related to resource-segment
provisions (a result of lower commaodity prices but with the credit risk now mitigated). The
positive variance in Table 1 is due to better portfolio growth within the annuity-style
businesses (Macquarie Asset Management, Corporate and Asset Finance and Banking
and Financial Services) and performance fees linked to higher managed funds.

Table 1 — Variance analysis

Macquarie Group

Y/e March 31 ($m) 2015 BP  Variance Comments
Net interest income 2,092 1,902 10% Better wlume growth - CAF leases and BFS mortgage and business loans
Net trading income 1,727 1,664 4% Higher wolumes in risk management products

Fee & commission income

- Base fees 1,384 1,314 5% Reflects higher AUM (largely higher net flows into higher margin business)

- Performance fees 667 562 19% Outperformed pre-defined benchmarks (MIC, MEIF 1, hedge funds and MQA)
- M&A, advisory & u/w fees 797 768 4% Largely US contributions; increased M&A and DCM/ECM activity

- Brokerage & commissions 823 801 3% Broadly in line with expectations

- Other fee and commission income 559 546 2% Broadly in line with expectations

- Income from life business, etc. 0 0 n/m

- Other revenue 1,974 1,536 29% Reflects asset disposal gains (Mac Cap leasing assets and other investments
Total operating income 10,023 9,092 10% Largely reflects performance fees and asset sale gains

Operating expenses -6,771 -6,330 1% Reflects higher staff compensation from improved Group performance
Impairment expenses -730 -297 -59% Higher provisions linked to CAF growth and resource-related provisions
Operating profit before tax 2,522 2,465 2% Broadly in line with expectations

Corporate tax expense -899 -955 6% Reflects lower (and normalising) tax rate of 33% (now considered sustainable)
Minority interests -19 -22 n/m

NPAT (reported) 1,604 1,488 8% Reflects lower (and normalising) tax rate of 33% (now considered sustainable)
EPS (reported) (cps) 502 464 8% Reflects lower (and normalising) tax rate of 33% (now considered sustainable)
Net DPS (cps) 330 310 6% 68% payout ratio in line with 60-80% target range

Return on equity 14.0% 13.3% 0.6% Reflects higher operating income and lower tax expense

MQG compensation ratio 41% 43% -2% Reflects higher operating income and slightly lower headcount

SOURCE: COMPANY DATA AND BELL POTTER SECURITIES ESTIMATES

BELL POTTER Page 2



Macquarie Group (MQG)

8 May 2015

The strong earnings momentum in 1H15 was maintained into 2H15 with better fee,
commission and trading income more than offsetting higher expansion-related operating
expenses and impairment charges related to lower commodity prices. In particular, the
annuity-style businesses now generate 68% of total net profit contribution (before
Corporate allocations). One surprising but positive outcome in 2015 was the better
performance (net profit contribution +20% on a PCP basis to $1,324m, see Table 2) within
the capital markets facing businesses (Macquarie Securities, Macquarie Capital and
Commodities and Financial Markets).

Table 2 — Annuity-style net profit contributions no w 68% of total

Net profit contribution ($m) Growth 2015 guid  ance as announced Oct 14

Annuity-style businesses

Macquarie Asset Management 1,051 32% 1,450 35% 38% Up on FY14 (subsequently no change)
Corporate & Asset Finance 826 26% 1,112 27% 35% Broadly in line with FY14 (subsequently up)
Banking & Financial Senices 260 8% 285 % 10% Up on FY14 (subsequently no change)
Sub-total 2,137 66% 2,847 68% 33%

Capital markets facing businesses

Macquarie Capital 269 8% 425 10% 58% Up on FY14 (subsequently no change)
Macquarie Securities 107 3% 64 2% -40% Down on FY14 (subsequently no change)
Commodities and Financial Markets 726 22% 835 20% 15% Broadly in line with FY14 (subsequently no change)
Sub-total 1,102 34% 1,324 32% 20%

Total net profit contribution 3,239 100% 4,171 100% 29%

Reported net profit (Group) 1,265 1,604 27% 10-20% higher over FY14

Compensation ratio 45% 41% Consistent with historical levels

Effective tax rate 39% 36% Broadly in line with FY14

SOURCE: COMPANY DATA

Figure 1 indicates the annuity-style businesses (68% of total net profit contribution before
Corporate allocations, 66% in 2014) generated ~23% ROE (up from ~20% in 2014 that is
also the equivalent of its nine year average) while the capital markets facing businesses
(32% of total net profit contribution before Corporate allocations, 34% in 2014) generated
~13% annualised ROE (up from ~11% in 2014). The inevitable evolution of MQG into a
more capital efficient business should then lead to a significant share price re-rating.

Assuming a 23% sustainable ROE for its annuity-style businesses and a 15% sustainable
ROE for its capital markets facing businesses (and all else being equal), the Group ROE
should be 16-17%. If the respective sustainable ROEs were 20% (nine year average) and
17.5% (mid-point of 15-20% nine year range), the Group ROE should be 15-16%. Either
way, these ROE prospects suggest a fully de-risked MQG would then trade in excess of
two times book value and in which case its theoretical share price should be >$100.00.

Figure 1 — Annuity-style ROE up from 20% in 2014 to  23%

Approximate business Basel lll Capital & ROE

APRA Basel |ll Capital Approx. FY15 Return Approx. 9-Year average Ralurn
Onmhns Oroup. @8.5% ($Ab) on Ordm-ry Equity? on Ordmnry Equity”

Macquarie Asset Management

Corporate and Asset Finance 36 23% 20%*

Bankmg and Financial Services
__

Macquarie Securities Group

Macquarie Capital 16 13% 16% —20%

Commeodities and Financial Markets 286

Legacy Assets 02

Corporate 10

Total regulatery capital requirement @ 8.5% 13.4

Comprising:  Ordinary Equity 11.2

Hybrid 22

Add: Surplus Ordinary Equity 27

Total APRA Basel lll capital supply 16.1

1. Business Group capital allocations are indicative and o based on allocations as at 31 Do 14 adjusted for material movements Over e Mar 16 quarter. 2 NPAT usad inthe calcuation of approx. annuaised ROE is based on
ap ntibu for indicative al ocations of profit share, tax and other corporate expenses. ity 5 atlutad 10 businasses basad om raguatory Capral raquiraments. &-year avarage
covers FYO7 0 Y15, inclusively. 3. GAF retums prior to FY 11 excluded from 9-year average as not meaningful given the signficant inorease in'scale of GAF'S platform over this period

PAGE 47
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Underlying fundamentals never better
Comments in respect of the key P&L line items are as follows.

1. Netinterestincome increased by 23% on a PCP basis (+19% HOH) to $2,092m. This
is largely from Corporate and Asset Finance and Banking and Financial Services,
benefiting from better spreads and NIM (we estimate Group NIM increased from
1.62% to 1.77% in 2H15) and higher portfolio volumes (loan and finance lease
portfolio +13% PCP to $22.4bn, Australian loan portfolio +41% PCP to $30.4bn).

2. Net trading income increased by 10% on a PCP basis (+51% HOH) to $1,727m. This
was largely driven by improved trading conditions from increased volatility and strong
customer flows in risk management products (particularly Energy Markets).

3. Fee and commission income increased by 24% on a PCP basis (+19% HOH) to
$4,770m. This was mainly driven by strong AUM-related base fees (+8% PCP, +14%
HOH) , significantly stronger performance fees (+205% on a PCP basis to $667m but
-21% HOH only because of higher fees in the prior year from Macquarie managed
funds — Macquarie Infrastructure Company, Macquarie European Infrastructure Fund
1 and Macquarie Atlas Roads.

4. Operating expenses increased by 12% on a PCP basis (+13% HOH) to $6,771m with
marginally lower headcount in 2H15. Compensation expenses comprise nearly 60%
of total expenses and increased by 11% on a PCP basis (+14% HOH) to $3,891m
mainly due to performance-related profit share and share-based payments.
Regardless, the compensation ratio improved by 1.2% on a PCP basis to 41.9%
(41.4% in 2H15 vs. 42.4% in 1H15).

5. Impairment expenses increased by nearly 248% on a PCP basis (similar HOH) to
$730m. These are largely attributed to Commodities and Financial Markets for
impairment provisions on some underperforming commodity related loans
(development projects although mitigated now) and equity positions, and to volume-
related collected provisions within Corporate and Asset Finance.

6. The effective tax rate was lower at 35.9% (vs. 39.5% in 2014) partly reflecting (as we
understand) the resolution of prior year tax uncertainties with the ATO.

The bank’s LCR exceeds the minimum requirement by more than 20% while surplus
capital based on 10% of Bank Group RWA is estimated at $1.4bn (~$4.25 per share).

Figure 2 — Surplus capital ~$2.7bn at 8.5% RWAs or ~ $1.4bn at 10.0% RWAs

Basel Il capital position

- APRA Basel lll Group capital at Mar 15 of $A16.1b, Group surplus of $A2.7b (1 Jan 16 requirements')

+ Bank Group APRA Basel Il CET1 ratio: 9.7%; Tier 1 ratio: 11.0%
5.6
a

$Ab
6.0

Group regulatory surplus: Basel lll (Mar 15)

2i

Purchas e Plan

« Bank Group Harmonised Basel lll CET1 ratio: 11.4%; Tier 1 ratio: 12.6%*
armonised Basel Il APRABasellll 5 APRABasel I
War 15 “superequivalence atMar 15

.
=

11
Harmonised Basel Ill  Issuanceof BN AWAS Acquisition Capttal Raising usiness Growth Net Capital H
atSep 14 Net Generation 5

Group regulatory surplus at 7% RWAS ®Group regulatory surplus atd 5% RWAS

SOURCE: COMPANY DATA
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2016 guidance remains conservative in the tradition of MQG

All else being equal and subject to the usual range of challenges, MQG expects 2016
reported NPAT to be slightly up on $1,604m in 2015 (BP forecast $1,692m). The 5%
implied increase takes into account certain gains on asset sales less impairment charges
of $200-250m in 2015 — excluding this, 2016 reported NPAT growth should be >15%. In
addition, the 2016 compensation ratio should track historical levels while the 2016 effective
tax rate should be in line with 33.5% reported in 2H15.

The short term outlook is shown in Figure 3. We believe those for the annuity-style
businesses remain ultra-conservative given their respective strong underlying
fundamentals (e.g. AUM growth, rising rate environment, operating scale, etc.).

Figure 3 — Outlook conservative in our view in ligh  t of annuity-style business

Short term outlook

» Summarised below are the outlook statements for each Operating Group
« FY16 results will vary with market conditions, particularly the capital markets facing businesses

FY08-FY15 FY08-FY15
Operating Group historical range average FY15 FY16 outlook

Macquarie Asset Management $A0.3b — $A1.4b $A0.8b $A1.4b  Broadly inline with FY15

Corporate and Asset Finance $A0.1b — $A1.1b! $A0.5b $A1.1b  Broadly in line with FY15

Banking and Financial Services $AD.1b — $A0.3b22 $A0.2b° $A0.3b UponFY15

Macquarie Securities Group $A(0.2)b - $A1.2b $A0.3b $A0.1b  UponFY15

Macquarie Capital $A(0.1)b - 8A1.2b $A0.3b $A04b UponFY15

Commodities and Financial Markets $AD.5b - $AD.8b $A0.7Tb $A0.8b  Broadly in line with FY15

Corporate * Compensation ratio to be consistent with historical levels

« Based on present mix of income, currently expect FY16 tax rate to be broadly in line with 2H15 and
down on FY15

Range excludes FY09 provisions for loan losses of SA135m related to Real Estate Siructured Finance loans as fhis is a resiruciured business
Range excludes FY09 loss on sale of falian mortgages of SA248m as this is a disconfinued business.

During FY14, Group Treasury revised internal funding transfer pricing arrangemen s relating to BFS's deposit and lending activities. FY13 comparatives only have been restated fo reflect the current
methodology.

wn

PAGE 44

SOURCE: COMPANY DATA

We revisit the pace of MQG's transformation relative to its share price and dividend in the
charts below. While annuity-style business contribution to operating income has nearly
doubled since 2002, the transformation has never been more apparent since the GFC —
rising from ~20% in 1HO8 to close to 60% in 2H15. The correlation between share
price/dividends and de-risking since 2011 is also significant. Compared with the major
banks, MQG now has a greater proportion of income coming from asset management and
North American activities (Figure 6, next page) that should further underpin its “Cash and

Growth” story.
Figure 4 — MQG de-risking 1 Figure 5 — MQG de-risking 2
MQG operating income composition vs. share price MQG operating income composition vs. dividend
100% $90 100% $1.80
90% $80 90% - $1.60
80% $70 80% $1.40
70% 70%
$60 - $1.20
60% 60%
$50 $1.00
50% 50%
$40 $0.80
40% 40% -
$30 - $0.60
30% 30%
20% $20 20% | $0.40
10% $10 10% - - $0.20
: : : : : 0% : : : , , , $0.00
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 1H08 2H08 1HO9 2HO9 1H10 2H10 1H11 2H11 1H12 2H12 1H13 2H13 1H14 2H14 1H15 2H15
mm Annuity-style = Capital markets facing ~ ===Share price == Annuity-style = Capital markets facing ~ ===Dividend (4m MA)
SOURCE: COMPANY DATA SOURCE: COMPANY DATA AND BELL POTTER SECURITIES ESTIMATES

—
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Figure 6 — Diversification benefits

Diversification by region
* 70% of income' in FY15 was generated offshore
* A 10% movement? in AUD is estimated to have approx. 7% impact on full year NPAT

$Ab
3,500 -

3,000
2,500
2,000
1,500
1,000

500

0

Australia Asia Americas Europe, Middle East & Africa

EFY11 EFY12 EFY13 EFY14 HEFY15

1. Net operating income excluding eamings on capital and other cororate items.
2. This represents an average annual movement against all major currencies
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Price target upgraded to $90.00, Buy rating maintai  ned

While medium term forecasts are unchanged, we have increased outer year forecasts by
2-4% reflecting MQG's strong underlying fundamentals including ROE tracking closer to
15%. Note the decrease in our short term ROE projections is due to the $5bn capital
placement in March 2015 in support of the AWAS aircraft operating lease acquisition.
Given higher prospective earnings, the price target is upgraded to $90.00 (Tables 4 and 5
on the next page, previously $88.00). With an expected 12-month TSR in excess of 15%,
MQG's Buy rating is maintained. The short and medium term outlook statements are
found in Figures 7 and 8 on the next page.

le 3 — Estimate c

Macquarie Group 2016e 2017e 2018e 2019e
Y/e March 31 ($m) Previous Current  Previo us Current  Previous Change Previous ©

Net interest income 2,233 2,066 8% 2,364 2,252 5% 2,480 2,373 5% 2,617 2,515 4%
Net trading income 1,657 1,699 -2% 1,591 1,630 -2% 1,600 1,637 -2% 1,609 1,594 1%
Fee & commission income

- Base fees 1,519 1,342 13% 1,575 1,396 13% 1,642 1,449 13% 1,710 1,503 14%
- Performance fees 549 394 39% 431 426 1% 349 345 1% 314 310 1%
- M&A, advisory & u/w fees 863 868 0% 932 937 0% 1,007 1,012 0% 1,088 1,093 0%
- Brokerage & commissions 830 819 1% 849 838 1% 868 857 1% 888 877 1%
- Other fee and commission income 551 569 -3% 575 595 -3% 597 618 -3% 620 642 -3%
- Income from life business, etc. 0 0 n/m 0 0 n/m 0 0 n/m 0 0 n/m
- Other revenue 1,731 1,658 4% 1,871 1,786 5% 1,948 1,853 5% 2,029 1,924 5%
Total operating income 9,933 9,416 5% 10,188 9,860 3% 10,4 91 10,144 3% 10,875 10,457 4%
Operating expenses -6,890 -6,352 -8% -7,001 -6,494 7% -7,127 -6,575 -8% -7,275 -6,686 -8%
Impairment expenses -481 -273 -43% -386 -275 -29% -302 -281 7% -279 -283 1%
Operating profit before tax 2,562 2,791 -8% 2,801 3,091 - 9% 3,061 3,288 -7%)| 3,321 3,489 -5%
Corporate tax expense -854 -1,086 27% -934 -1,202 29% -1,020 -1,279 25% -1,107 -1,357 23%
Minority interests -16 -22 n/m -16 -22 n/m -16 -22 n/m -16 -22 n/m
NPAT (reported) 1,692 1,683 0% 1,851 1,866 -1% 2,025 1,987 2 % 2,198 2,110 4%
EPS (reported) (cps) 522 520 0% 567 580 2% 616 619 -1% 663 655 1%
Net DPS (cps) 354 346 2% 392 388 1% 432 424 2% 472 456 4%
Return on equity 12.8% 13.9% -1.2% 13.2% 14.7% -1.5% 13.6% 14.9% -1.3% 14.0% 15.1% -1.1%
MQG compensation ratio 42.7% 42.3% 0.4% 42.2% 41.2% 1.0% 41.6% 40.5% 1.0% 40.8% 39.8% 1.0%

SOURCE: COMPANY DATA AND BELL POTTER SECURITIES ESTIMATES

—
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ble 5 — MQG composite valuatio

S e P Value ($m) Per share : : S SRR

NPAT mes) Composite Valuation Value ($m) Per share Weighting value per
Macquarie Securities 69 8.0 553 $1.66 SHENS
Macquarie Capital 344 85 2,926 $8.77 DCF 26,826 $80.45 33% $26.82
Macquarie Asset Management 921 13.5 12,431 $37.28 Dividend yield play (short term) - - - -
Commodities and Financial Markets 588 8.5 4,995 $14.98 ROE (sustainable) 32,259 $96.74 33% $32.25
Corporate & Asset Finance 771 12.5 9,638 $28.90 Sum-of-Parts 26,392 $79.15 33% $26.38
Banking & Financial Senvces 220 125 2,747 $824  Alerage T 8544
Real Estate Banking 0 0.0 0 $0.00 Surplus capital (@ 10.0% RWA) $4.20
Corporate & Other -1,061 6.5 -6,899 -$20.69
Total 1,851 143 26392  g7915 @l ERIEY
SOURCE: COMPANY DATA AND BELL POTTER SECURITIES ESTIMATES SOURCE: COMPANY DATA AND BELL POTTER SECURITIES ESTIMATES

SOURCE: COMPANY DATA

Figure 8 — Medium term outlook

SOURCE: COMPANY DATA

—
BELL POTTER Page



Macquarie Group (MQG)

8 May 2015

MQG profile

Company description

Macquarie Group (MQG) is a global provider of retail and wholesale banking, financial,
advisory, investment and funds management services. Founded in 1969, MQG operates
across 58 overseas locations supported by 14,085 FTE (of which 54% are international
staff). The Group has established alliances with 32 companies in 14 countries specialising
in infrastructure investment, wealth management and FX services. 70% of income is
sourced overseas.

Investment strategy

MQG is currently sitting on sufficient capital/liquidity buffers and funding lines to sustain its
unique business model but faces severe revenue headwinds in its core securities and
advisory businesses. We see good leverage to North American, Europe and Asia in the
long run.

SWOT analysis

Strengths

1. Australia’s independent global investment bank with diverse management and
entrepreneurial capabilities; and

2. Leveraged to the fast growing wealth management segment including earnings
diversity by segment and geography (increasing Asian footprint plus leverage to
improving US economy).

Weaknesses

1. Ongoing loss in market share in the core securities and advisory businesses;
2. Succession planning and staff retention;

3. Lacks balance sheet for DCM and lending initiatives; and

4

Misunderstood by investors given past legacy issues involving investments and
excessive compensation ratios.

Opportunities

1. Strategic appeal — complements majors (e.g. ANZ) and offshore peers including
private equity interests in non-traditional banking markets;

2.  Well placed to capitalise on upturn in global advisory services, etc.; and
3. Further growth opportunities in Asia, North America and Europe.
Threats

1. Increased competition from the majors;

Regulatory risk re: remuneration;

Storm contingent liabilities; and

p 0N

Soft (staffing) issues (e.g. susceptible to poaching, etc.).

Page 8
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Macquarie Group
As at 8-May-15

Share Price (A$)
Market Cap (A$M)

PROFIT AND LOSS

Y/e March 31 ($m) 2014
Net interest income 1,705
Net trading income 1,570
Fee & commission income

- Base fees 1,286
- Performance fees 217
- M&A, advisory & u/w fees 667
- Brokerage & commissions 874
- Other fee and commission income 548
- Income from life business, etc. 0
- Other revenue 1,475
Total operating income 8,342
Operating expenses -6,026
Impairment expenses -210
Operating profit before tax 2,106
Corporate tax expense -827
Minority interests -14
NPAT (reported) 1,265
Adjustment 14
NPAT (basic/diluted EPS 2012+) 1,279

2015
2,092
1,727

1,384
667
797
823
559

0
1,974
10,023
-6,771
-730
2,522
-899

1,609

2016e
2,233
1,657

1,519
549
863
830
551

0
1,731
9,933

-6,890
-481
2,562
-854
-16

1,692

5
1,697

2017e
2,364
1,591

1,575
431
932
849
575
0
1,871
10,188
-7,001
-386
2,801
-934
-16

1,851

1,856

2018e
2,480
1,600

1,642
349
1,007

CASHFLOW

Y/e March 31 ($m) 2014 2015 2016e 2017e 2018e
NPAT (cash basis) 1,265 1,604 1,692 1,851 2,025
Increase in loans -6,886 -10,484 -8,904 -5,601 -5,446
Increase in other assets 4,776  -13,629 -6,125 -6,625 -7,166
Capital expenditure -668 -768 -214 -220 -227
Investing cashflow -2,778 -24,881 -15,243 -12,446 -12,839
Increase in deposits & borrowings 3,636 6,467 3,549 3,806 4,083
Increase in other liabilities 5,561 25,123 10,852 7,749 7,832
Equity raised -795 835 294 300 307
Other -511 100 -1,143 -1,261 -1,408
Financing cashflow 7,891 32,525 13,551 10,595 10,814
Net change in cash 6,378 9,248 0 0 0
Cash at end of period 19,457 28,705 28,705 28,705 28,705
Y/e March 31 ($m) 2014 2015 2016e 2017e 2018e
Cash and liquid assets 19,457 28,705 28,705 28,705 28,705
Divisional gross loans 50,799 61,666 70,631 76,281 81,774
Provisions -667 -1,049 -1,111 -1,160 -1,207
Other IEA 64,990 75,064 81,189 87,814 94,980
Intangibles 1,221 1,164 1,164 1,164 1,164
PP&E 6,311 7,079 7,293 7,513 7,740
Insurance assets 0 0 0 0 0
Other assets 11,793 15,347 15,347 15,347 15,347
Total assets 153,904 187,976 203,219 215,665 228,504
Divisional deposits & IBL 42,552 49,019 52,568 56,374 60,457
Other borrowings 95,326 121,126 131,978 139,727 147,559
Other liabilities 4,112 3,435 3,435 3,435 3,435
Total liabilities 141,990 173,580 187,980 199,536 211,450
Ordinary share capital 5,085 5,930 6,224 6,524 6,832
Other equity instruments 27 17 17 17 17
Resenves 669 1,656 1,656 1,656 1,656
Retained profits 5,637 6,306 6,855 7,445 8,062
Minority interests 496 487 487 487 487
Total shareholders' equity 11,914 14,396 15,239 16,129 17,053
Total sh. equity & liabs. 153,904 187,976 203,219 215,665 228,504
WANOS - statutory (m) 306 298 304 307 311
WANOS - diluted (m) 346 332 337 340 344
Y/e March 31 2014 2015 2016e 2017e 2018e
Return on assets 0.8% 0.9% 0.9% 0.9% 0.9%
Return on equity 11.0% 14.0% 12.8% 13.2% 13.6%
Leverage ratio 4.6% 5.1% 5.1% 5.2% 5.3%
Net interest margin 1.55% 1.70% 1.59% 1.53% 1.49%
Cost / income ratio 2% 68% 69% 69% 68%
Cost / average assets 3.91% 3.87% 3.51% 3.33% 3.20%
Growth in operating income 16% 20% -1% 3% 3%
Growth in operating expenses 14% 12% 2% 2% 2%
Jaws 2% 8% -3% 1% 1%
Effective tax rate 39% 36% 33% 33% 33%
Y/e March 31 2014 2015 2016e 2017e 2018e
impairment expense / GLA 0.41% 1.18% 0.68% 0.51% 0.37%
impairment expense / RWA 0.32% 0.84% 0.51% 0.38% 0.28%
Total provisions ($m) 667 1,049 1,111 1,160 1,207
Total provisions / RWA 1.02% 1.21% 1.17% 1.14% 1.11%
Indiv ass prov/ gross imp assets 42% 46% 46% 46% 46%
IBL/ IEA 120% 125% 122% 120% 118%
Total provisions + GRCL / RWA 1.02% 1.21% 1.17% 1.14% 1.11%

VALUATION DATA

Y/e March 31 2014
NPAT (reported) ($m) 1,265
EPS (reported) (cps) 384
- Growth 53%
EPS (reported, diluted) (cps) 370
- Growth 50%
P / E ratio (times) 20.6
P / Book ratio (times) 2.2
P / NTA ratio (times) 25
Net DPS (cps) 260
Yield 3.3%
Franking 40%
Payout (statutory basis) 68%

2017e
1,851
567
9%
546
8%
14.0
1.6
1.8
392
5.0%
40%
69%

CAPITAL ADEQUACY

2015 2016e
1,604 1,692
502 522
31% 4%
484 504
31% 4%
15.8 15.2
1.8 17
2.0 1.9
330 354
4.2% 4.5%
40% 40%
66% 68%
2015 2016e
86,459 94,773
54% 54%
11.0% 10.9%
9.7% 9.8%
7.7% 7.5%

2017e
101,561
54%
11.1%
10.0%

7.5%

DIVISIONAL

Y/e March 31 2014
Risk weighted assets ($m) 65,698
Average risk weight 49%
Tier 1 ratio 10.6%
Core Tier 1 ratio 9.6%
Equity ratio 7.7%
Y/e March 31 ($m) 2014
Macquarie Securities

Net trading income 234
Brokerage & commissions 547
Other revenue 84
Total operating income 865
Operating expenses -758
Net profit contribution 107
Cost ratio 88%
Macquarie Capital

M&A, advisory & u/w fees 667
Other revenue 180
Total operating income 847
Operating expenses -548
Impairment expenses -30
Net profit contribution 269
Cost ratio 65%
Macquarie Asset Management

Base fees 1,262
Performance fees 217
Other revenue 445
Total operating income 1,924
Operating expenses -877
Impairment expenses 4
Net profit contribution 1,051
Cost ratio 46%
Commodities and Financial

Markets

Net trading income 1,580
Other revenue 286
Total operating income 1,866
Operating expenses -956
Impairment expenses -184
Net profit contribution 726
Cost ratio 51%
Corporate & Asset Finance

Net interest income 663
Net operating lease income 520
Other revenue 93
Total operating income 1,276
Operating expenses -381
Impairment expenses -69
Net profit contribution 826
Cost ratio 30%
Banking & Financial Services

Net interest income 738
Base fees 24
Commission income 605
Other revenue 0
Total operating income 1,367
Operating expenses -1,060
Impairment expenses -47
Net profit contribution 260
Cost ratio 78%
MQG compensation ratio 45%

2015

93%

797
286
1,083
-629

425
58%

1,372
667
408

2,447

-997

1,450
41%

1,693
472
2,165
-996
-334
835
46%

737
561
430
1,728
-482
-134
1,112
28%

825
12
538

1,375
-1,060

285
7%

41%

2016e

298
553
102
953
-862
91
90%

863
310
1,174
-650

464
55%

1,507

405
2,461
-1,047

1,414
43%

1,675
486
2,161
-966
-335
861
45%

825
659
38
1,522
-453

1,018
30%

796
12
516

1,324
-1,007

283
76%

43%

2017e

307
564
109
980
-876
104
89%

932
328
1,261
-683

516
54%

1,563
431
413

2,407

-1,026

1,381
43%

892
763
42
1,698
-481

1,157
28%

860
12
532

1,404
-1,033

330
74%

42%

1,630
349
421

2,400

-1,018

1,383
42%

939
809

1,793
-501

1,228
28%

929
12
548

1,489
-1,060

380
71%

42%

SOURCE: BELL POTTER SECURITIES ESTIMATES
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Macquarie Group (MQG)

8 May 2015

Research Team
Staff Member Title/Sector Phone @bellpotter.com.au
Expect >15% total return on a TS Lim Head of Research 61282242810  tslim
12 month view. For stocks regarded Industrials
as ‘Speculative’ a return of >30% is Sam Haddad Industrials 61282242819  shaddad
expected. John O’Shea Industrials 613 92351633  joshea
Expect total return between -5% Chris Savage Industrials 612 8224 2835 csavage
and 15% on a 12 month view Jonathan Snape Industrials 613 9235 1601 jsnape
Sam Byrnes Industrials 612 8224 2886 sbyrnes
Expect <-5% total return on a John Hester Healthcare 612 8224 2871 jhester
12 month view Tanushree Jain Healthcare/Biotech 612 8224 2849 tnjain
Speculative Investments are either start-up Financials
enterprises with nil or only prospective TS Lim Banks/Regionals 612 8224 2810 tslim
operations or recently commenced Lafitani Sotiriou Diversified 613 9235 1668 Isotiriou
operations with only forecast cash flows, or Resources
companies that have commenced Peter Arden Resources 613 9235 1833 parden
operations or have been in operation for David Coates Resources 612 8224 2887 dcoates
some time but have only forecast cash Fred Truong Resources 613 9235 1629 ftruong
flows and/or a stressed balance sheet. Quantitative
Tim Piper Associate Analyst 612 8224 2825 tpiper

Such investments may carry an

exceptionally high level of capital risk and

volatility of returns.

Bell Potter Securities Limited
ACN 25006 390 7721

Level 38, Aurora Place
88 Phillip Street, Sydney 2000
Telephone +61 29255 7200
www.bellpotter.com.au

The following may affect your legal rights. Importa nt Disclaimer:

This document is a private communication to clients and is not intended for public circulation or for the use of any third party, without the prior approval of Bell Potter Securities
Limited. In the USA and the UK this research is only for institutional investors. It is not for release, publication or distribution in whole or in part to any persons in the two specified
countries. In Hong Kong this research is being distributed by Bell Potter Securities (HK) Limited which is licensed and regulated by the Securities and Futures Commission,
Hong Kong. This is general investment advice only and does not constitute personal advice to any person. Because this document has been prepared without consideration of
any specific client’s financial situation, particular needs and investment objectives (‘relevant personal circumstances’), a Bell Potter Securities Limited investment adviser (or the
financial services licensee, or the representative of such licensee, who has provided you with this report by arraignment with Bell Potter Securities Limited) should be made
aware of your relevant personal circumstances and consulted before any investment decision is made on the basis of this document.

While this document is based on information from sources which are considered reliable, Bell Potter Securities Limited has not verified independently the information contained
in the document and Bell Potter Securities Limited and its directors, employees and consultants do not represent, warrant or guarantee, expressly or impliedly, that the
information contained in this document is complete or accurate. Nor does Bell Potter Securities Limited accept any responsibility for updating any advice, views opinions, or
recommendations contained in this document or for correcting any error or omission which may become apparent after the document has been issued.

Except insofar as liability under any statute cannot be excluded. Bell Potter Securities Limited and its directors, employees and consultants do not accept any liability (whether
arising in contract, in tort or negligence or otherwise) for any error or omission in this document or for any resulting loss or damage (whether direct, indirect, consequential or
otherwise) suffered by the recipient of this document or any other person.

Disclosure of interest:

Bell Potter Securities Limited, its employees, consultants and its associates within the meaning of Chapter 7 of the Corporations Law may receive commissions, underwriting
and management fees from transactions involving securities referred to in this document (which its representatives may directly share) and may from time to time hold interests
in the securities referred to in this document.

ANALYST CERTIFICATION

Each research analyst primarily responsible for the content of this research report, in whole or in part, certifies that with respect to each security or issuer that
the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about those securities or issuers and were prepared
in an independent manner, including with respect to Bell Potter, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the
specific recommendations or views expressed by that research analyst in the research report. TS Lim owns 125 shares in MQG.
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