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Chairman’s Report

On behalf of the Board of Directors, | am pleased to present the Annual Report for 2019 to members
of First Option Bank Ltd.

Overview

The 2018/19 financial year was impacted by the continuation of historically low interest rates,
culminating with the RBA reducing the cash rate by a further 25 basis points on 5th June and again
on 3rd July 2019 to a record low of 1.00%.

The domestic economy continues to slow, weighed down by low real wage growth, increasing
unemployment, lower consumer and business confidence and slowing household spending, as that
word “recession’ remains present. Global issues relating to tariff threats between the US and China
continue to exist and the failure to achieve a clear Brexit result have also impacted local investors.

During the latter part of the year, in an attempt to stimulate credit lending, the industry regulator,
Australian Prudential Regulation Authority (APRA), relaxed growth caps placed on investment loans
and interest-only loans and revised mortgage loan serviceability assessment criteria all of which were
impacting current and potential borrowers.

The Banking Royal Commission final report was released in February 2019. The report provided the
government and regulators with 76 recommendations relating to the banking, insurance and
superannuation industries. The implementation of these recommendations will take many years to be
formally adopted or regulated. The extent to which any of these recommendations will affect First
Option is not yet fully known.

At the November 2018 Annual General Meeting members approved a motion to change our name to
First Option Bank Ltd. Following the receipt of all regulatory approvals, implementation of the name
change was completed during the year.

Despite the reduction to the cash rate and the economic headwinds, First Option achieved strong
growth in loans, deposits and new members under 25 years old. This strong operating performance
resulted in a creditable Operating Profit after Income Tax and prudential capital and liquidity ratios
above the statutory limits.

Market and Regulatory Conditions

Barely twelve months ago, talk within the financial markets was of when and how high the next
interest rate increase would be. However, quickly changing economic conditions lead to the RBA
reducing interest rates twice in the space of two months in an attempt to stimulate the local
economy. Your directors are constantly monitoring these changing conditions to ensure that there is
no adverse financial impact to the organisation and that the quality of member services and products
is not affected.

The expansion of non-bank lenders (un-regulated) continued during the year, this growth being
assisted by tougher lending conditions imposed by APRA on regulated ADI's following the Royal
Commission. As a result, these lenders have increased their market share, particularly in the personal
loan products area. Additional regulatory oversight needs to be put in place to ensure a level playing
field exists between these organisations and highly regulated institutions such as banks and credit
unions.

From 1st July 2019, the Banking Executive Accountability Regime (BEAR) administered by APRA will
apply to all APRA regulated entities, including First Option. BEAR establishes accountability obligations
for ADI's and their senior executives along with deferred remuneration, key personnel and naotification
conditions. The outcome expected from BEAR is a major strengthening of accountability among the
directors and senior managers of ADI's. First Option has completed all necessary action in relation to
BEAR.



Financial and Operational Highlights

The 2018/19 financial year has been another very successful year, with the achievement of strong
growth and pleasing financial performance in all areas.

Total Assets grew to $221 million, up $13.3 million (6.4%), Total Loans increased by $12.2 million (7.5%)
to $175.2 million and Total Deposits reached $203.9 million, up $14.9 million (7.9%).

Against a backdrop of strong competition, ever increasing external costs and regulatory constraints,
these growth levels demonstrate the capability of First Option to compete in the financial market
place due to our competitive loan and deposit interest rates and high quality member services.

Operating profit before income tax for the full year was $572,512, down from FY18 result of
$1,050,598 (or $691,101 after abnormal items including the sale of Cuscal shares). Impacting the FY19
profit level was a falling interest rate margin due primarily to strong competition. Interest rate
matching became the norm within the industry as competition intensified, particularly in the
mortgage and personal loans area.

Members' Equity increased by $0.3 million to $14.7 million.

At year-end, First Option's financial position was sound, with a capital adequacy ratio of 14.8%
(minimum regulatory requirement 8%) and a level of liquidity at 19.8% (minimum regulatory
requirement 9%).

During the year First Option received a five star rating from leading financial product rating agencies
for our Access Saver Account and Credit Card products.

Since its launch in February 2018, Osko, the National Payments Platform for immediate electronic
transfers, has continued to be embraced by members with transaction numbers and value steadily
climbing, justifying our high value investment in this modern payment method.

Marketing campaigns to attract new members under 25 years old continue to produce results, with
196 new members choosing First Option due to our competitive interest rates, award winning
products and, importantly to these young members, First Option’s cutting edge mobile banking app
and internet services.

Our award winning Kids Bonus Saver Account continues to grow with year-end balances totalling
$5.9m.

Where to Next?
Lower Interest Rates — have they got further to go?

The RBA remains very concerned about the slowing Australian economy, with local data continually
pointing to weak retail trading, depressed manufacturing, the impact of the ongoing drought and
numerous global issues threatening trade balances. The RBA Governor has stated that further interest
rate cuts may be necessary if conditions continue to deteriorate.

Any further interest rate cut will place enormous pressure on interest rate margins and hence the
profitability levels of all financial institutions.

Central to the health of the Australian and Global economies is the outcome of the current
trade/tariff war between the US and China and the management of Brexit, to a lesser extent. With
global growth being impacted by these issues, talk about a looming recession will continue to persist.

Home affordability continues to be a major issue within the domestic property landscape, even
though property prices have decreased over the last twelve months, particularly in Sydney and
Melbourne. Record household debt coupled with cost of living pressures and low wages growth can
impact a borrower's ability to repay loans, resulting in higher loan arrears balances across the
industry.



To achieve the strategic goals necessary to grow First Option both financially and operationally within
this changing operating environment, your directors will continue to invest in future technology and
innovation, identify potential value-added products, strengthen host relationships and continue our
friendly personalised member service.

A major strategy currently being developed by First Option is the commencement of digital banking.
Entry into this fast moving real time area will provide enormous opportunities for your Bank to
promote its award winning products and competitive interest rates to a wide audience.

Appreciations

I along with my fellow directors would like to offer our sincere thanks to Dean and our staff for their
outstanding level of member service and contribution to the continuing success of First Option.

On behalf of the Directors and Management, | would like to express our gratitude to our industry
hosts for their ongoing support.

I also thank my fellow directors for their dedication and contribution to what has been a challenging
but very successful and rewarding year.

Finally, | thank all members for supporting First Option, as without this continuing support, the
financial strength, quality member services and competitive products offered by your Bank could not
be maintained.

Graeme Yeo
Chairman
September 2019



Directors' Report

Your Directors present their report on First Option Bank for the financial year ended 30 June 2019.
The Bank is a company registered under the Corporations Act 2001.

Information on Directors

Name

Qualifications

Experience

Responsibilities

Graeme John Yeo

BBus (Acc), CPA

Director for 11 years
(previously 25 years)
Chairperson 10 years

Chairperson of the
Board

Cathryn Mary
Garrigan

BSpThy, MBA

Graduate Australian Institute of
Company Directors, Associate
Australasian Compliance
Institute

Director for 18 years

Chairperson of the
Risk Committee,
Member of the
Audit Committee

Dharmendra Kumar

BA, MBA, Diploma in Financial
Planning, Graduate Australian
Institute of Company Directors
Member Australian Institute of
Company Directors, Senior
Associate Financial Institute of
Australasia, Member of
Professional Risk Managers
Association

Director for 10 years

Member of the Risk
Committee,
Member of the
Audit Committee

Annette Susan
Mathews

BAppSc (Comp), Graduate
Australian Institute of Company
Directors, Member Australian
Institute of Company Directors,
Organisational Coaching
Certificate, Alumni Member
Institute of Executive Coaching

Director for 24 years

Member of the Risk
Committee,
Member of the
Audit Committee

Timothy Matthews

BBusSt, FCPA,
Graduate Australian Institute of
Company Directors

Director for 12 years
(EECC for 16 years)

Chairperson of the
Audit Committee,
Member of the Risk
Committee

Gregory Noel Moore

Director for 20 years

Anthony McAvaney

BE (Chem) Hons, BComm,
Member Australian Institute of
Company Directors, Director of
OC Connections, Trustee of the
Gus Theobald Foundation

Director for 8 years

Lorna Clerkin

BSc (Hons), MBA

Director for 3 years
(OGCU for 11 years)

Note: EECC denotes Ericsson Employees Credit Co-operative, OGCU denotes Old Gold Credit Union Co-

Operative

Company Secretary

Name

Qualifications

Experience

Dean Jepsen

Bachelor of Economics (Acctg), AFAMI,

FCPA

Chief Executive Officer for 5 years




Directors’ Meeting Attendance

Director __Board Audit Committee Risk Committee
Eligible Attended Eligible Attended Eligible  Attended
Graeme Yeo 1 11 - - - -
Cathryn Garrigan 1 9 4 3 4 3
Dharmendra Kumar 11 4 1 4 1
Annette Mathews 11 10 4 4 4 4
Timothy Matthews 11 11 4 4 4 4
Gregory Moore 1 1 - - - -
Anthony McAvaney 1 9 - - - -
Lorna Clerkin 1 8 - - - -
Periods of Appointment
Graeme Yeo 2020 AGM Timothy Matthews 2019 AGM
Cathryn Garrigan 2019 AGM Gregory Moore 2020 AGM
Dharmendra Kumar 2021 AGM Anthony McAvaney 2020 AGM
Annette Mathews 2019 AGM Lorna Clerkin 2019 AGM

Directors’' Benefits

No Director has received or become entitled to receive during, or since the financial year, a benefit
because of a contract made by the Bank, controlled entity, or a related body corporate with a
Director, a firm of which a Director is a member or an entity in which a Director has a substantial
financial interest, other than that disclosed in note 33 of the complete set of financial statements.

Director and Officer Insurances and Indemnities

Insurance premiums have been paid to insure each of the Directors and Officers of the Bank, against
any costs and expenses incurred by them in defending any legal proceeding arising out of their
conduct while acting in their capacity as an officer of the Bank. In accordance with normal
commercial practice disclosure of the premium amount and the nature of the insured liabilities is
prohibited by a confidentiality clause in the contract.

No insurance cover has been provided for the benefit of the auditors of the Bank.

Principal Activities

The principal activities of the Bank during the year were the provision of retail financial services to
members in the form of taking deposits and giving financial accommodation as prescribed by its
Constitution.

No significant changes in the nature of these activities occurred during the financial year.
Operating Results

The operating profit of the Bank for the year after providing for income tax was $360,059

[2018: $768,444]. To provide a clearer comparison, the 2018 after tax profit excluding abnormal
items was $501,048. The abnormal item was the one off gain on sale of Cuscal Shares during 2018.



Dividends

No dividends have been paid or declared since the end of the financial year and no dividends have
been recommended or provided for by the Directors of the Bank.

Review of Operations

The results of the Bank’s operations from its activities of providing financial services to its members
did not change significantly from those of the previous year.

Significant Changes in State Of Affairs

Following a member vote at the 2018 AGM, the company name was changed from First Option
Credit Union Limited to First Option Bank Ltd on 7" December 2018. This change did not alter the
mutual structure of the business. There were no other significant changes in the state of the affairs of
the company during the financial year.

Events Occurring after Balance Date

No other matters or circumstances have arisen since the end of the financial year which significantly
affected or may significantly affect the operations, or state of affairs of the Bank in subsequent
financial years.

Likely Developments and Results

No other matter, circumstance or likely development in our operations has arisen since the end of
the financial year that has significantly affected or may significantly affect:

e The operations of the Bank;
e The results of those operations; or
e The state of affairs of the Bank

in the financial years subsequent to this financial year.
Auditors’ Independence

The auditors have provided the declaration of independence to the board as prescribed by the
Corporations Act 2001.

Mr Graeme Yeo Mr Timothy Mathews
Chairman of the Board Chairman of the Audit Committee

Signed and dated this 17" September 2019
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Auditor’s Independence Declaration

To the Directors of First Option Bank Limited

In accordance with the requirements of section 307C of the Corporations Act 2001, as lead auditor for the audit of First Option
Bank Limited for the year ended 30 June 2019, | declare that, to the best of my knowledge and belief, there have been:

a no contraventions of the auditor independence requirements of the Corporations Act 2001 in relation to the audit; and

b no contraventions of any applicable code of professional conduct in relation to the audit.

%(owt Theenkon.

Grant Thornton Audit Pty Ltd
Chartered Accountants

CRoure Sestt

Claire Scott (nee Gilmartin)
Partner — Audit & Assurance

Melbourne, 17 September 2019

Grant Thornton Audit Pty Ltd ACN 130 913 594 www.grantthornton.com.au
a subsidiary or related entity of Grant Thornton Australia Ltd ABN 41 127 556 389

‘Grant Thornton’ refers to the brand under which the Grant Thornton member firms provide assurance, tax and advisory services to their clients
and/or refers to one or more member firms, as the context requires. Grant Thornton Australia Ltd is a member firm of Grant Thornton International
Ltd (GTIL). GTIL and the member firms are not a worldwide partnership. GTIL and each member firm is a separate legal entity. Services are
delivered by the member firms. GTIL does not provide services to clients. GTIL and its member firms are not agents of, and do not obligate one
another and are not liable for one another’s acts or omissions. In the Australian context only, the use of the term ‘Grant Thornton’ may refer to
Grant Thornton Australia Limited ABN 41 127 556 389 and its Australian subsidiaries and related entities. GTIL is not an Australian related entity to
Grant Thornton Australia Limited.

Liability limited by a scheme approved under Professional Standards Legislation.
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Independent Auditor’s Report

To the Members of First Option Bank Limited

Report on the audit of the financial report

Opinion

We have audited the financial report of First Option Bank Limited (the Company), which comprises the statement of
financial position as at 30 June 2019, the statement of profit or loss and other comprehensive income, statement of
changes in equity and statement of cash flows for the year then ended, and notes to the financial statements, including a
summary of significant accounting policies, and the Directors’ declaration.

In our opinion, the accompanying financial report of the Company is in accordance with the Corporations Act 2001,
including:

a giving a true and fair view of the Company’s financial position as at 30 June 2019 and of its performance for the year
ended on that date; and

b complying with Australian Accounting Standards and the Corporations Regulations 2001.

Basis for opinion

We conducted our audit in accordance with Australian Auditing Standards. Our responsibilities under those standards are
further described in the Auditor’s Responsibilities for the Audit of the Financial Report section of our report. We are
independent of the Company in accordance with the Corporations Act 2001 and the ethical requirements of the
Accounting Professional and Ethical Standards Board’s APES 110 Code of Ethics for Professional Accountants (the
Code) that are relevant to our audit of the financial report in Australia. We have also fulfilled our other ethical
responsibilities in accordance with the Code.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Information other than the financial report and auditor’s report thereon

The Directors are responsible for the other information. The other information comprises the information included in the
Company’s annual report for the year ended 30 June 2019, but does not include the financial report and our auditor’s report
thereon.

Grant Thornton Audit Pty Ltd ACN 130 913 594 www.grantthornton.com.au
a subsidiary or related entity of Grant Thornton Australia Ltd ABN 41 127 556 389

‘Grant Thornton’ refers to the brand under which the Grant Thornton member firms provide assurance, tax and advisory services to their clients
and/or refers to one or more member firms, as the context requires. Grant Thornton Australia Ltd is @ member firm of Grant Thornton International
Ltd (GTIL). GTIL and the member firms are not a worldwide partnership. GTIL and each member firm is a separate legal entity. Services are
delivered by the member firms. GTIL does not provide services to clients. GTIL and its member firms are not agents of, and do not obligate one
another and are not liable for one another’s acts or omissions. In the Australian context only, the use of the term ‘Grant Thornton’ may refer to
Grant Thornton Australia Limited ABN 41 127 556 389 and its Australian subsidiaries and related entities. GTIL is not an Australian related entity to
Grant Thornton Australia Limited.

Liability limited by a scheme approved under Professional Standards Legislation.



Q GrantThornton

Our opinion on the financial report does not cover the other information and accordingly we do not express any form of
assurance conclusion thereon.

In connection with our audit of the financial report, our responsibility is to read the other information and, in doing so, consider
whether the other information is materially inconsistent with the financial report or our knowledge obtained in the audit or
otherwise appears to be materially misstated.

If, based on the work we have performed, we conclude that there is a material misstatement of this other information, we are
required to report that fact. We have nothing to report in this regard.

Responsibilities of the Directors for the financial report

The Directors of the Company are responsible for the preparation of the financial report that gives a true and fair view in
accordance with Australian Accounting Standards and the Corporations Act 2001. The Directors’ responsibility also includes
such internal control as the Directors determine is necessary to enable the preparation of the financial report that gives a true
and fair view and is free from material misstatement, whether due to fraud or error.

In preparing the financial report, the Directors are responsible for assessing the Company’s ability to continue as a going
concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting unless
the Directors either intend to liquidate the Company or to cease operations, or have no realistic alternative but to do so.

Auditor’s responsibilities for the audit of the financial report

Our objectives are to obtain reasonable assurance about whether the financial report as a whole is free from material
misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance
is a high level of assurance, but is not a guarantee that an audit conducted in accordance with the Australian Auditing
Standards will always detect a material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to influence the economic decisions
of users taken on the basis of this financial report.

A further description of our responsibilities for the audit of the financial report is located at the Auditing and Assurance
Standards Board website at: http://www.auasb.gov.au/auditors_responsibilities/ar4.pdf. This description forms part of our

auditor’s report.

%(Om)c Theendbon.

Grant Thornton Audit Pty Ltd
Chartered Accountants

Clore Sewtt

Claire Scott (nee Gilmartin)
Partner — Audit & Assurance

Melbourne, 17 September 2019



Directors’ Declaration

In the opinion of the directors of First Option Bank Ltd:
1. The financial statements and accompanying notes of the company are in accordance with the
Corporations Act 2001, including:

a. complying with Australian Accounting Standards (including the Australian Accounting
Interpretations) and the Corporations Regulations 2001; and

b. giving a true and fair view of the company’s financial position as at 30 June 2019 and
of its performance for the financial year ended on that date.

2. There are reasonable grounds to believe that the company will be able to pay its debts as
and when they become due and payable.

3. The financial statements comply with International Financial Reporting Standards as stated in

Note 2.

This declaration is made in accordance with a resolution of the Board of Directors and is signed for
and on behalf of the directors by:

Chairman

N
Mr Graeme Yeo

Dated this 17" day of September 2019.



Statement of Profit or Loss and Other Comprehensive Income
for the year ended 30th June 2019

Note 2019 2018
$ $
Interest revenue 7.a 7,715,608 7,417,173
Interest expense 7.c 3,220,183 3,035,761
Net interest income 4,495,425 4,381,412
Other income 7.b 684,497 1,591,784
Net Income 5,179,922 5,973,196
Non interest expenses
Impairment losses on loans and advances 7d 51,821 45,021
General administration
- Employees compensation and benefits 1,860,765 1,827,138
- Depreciation and amortisation 79,063 80,067
- Information technology 1,270,848 1,701,479
- Office occupancy 200,700 187,608
- Other administration 449,400 446,772
Total general administration 3,860,776 4,243,064
Other operating expenses 694,813 634,513
Total non interest expenses 4,607,410 4,922,598
Operating Profit before Income Tax 572,512 1,050,598
Income tax expense 8 212,453 282,154
Operating Profit after Income Tax 360,059 768,444
Other Comprehensive Income - -
Total Comprehensive Income 360,059 768,444

This statement should be read in conjunction with the attached notes
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