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Full Year 2019 Results Snapshot

*Comparisons are to the 2018 financial year, adjusted for restatements as applicable.

Average CET1 capital
ratio increased 21 bps to

10.79%

Deposit to loan ratio
increased 90 bps to

75.6%

Lending assets 
increased 1.7% to

$2.7 trillion

Average return on equity1

decreased by 131 bps to 

11.0%

Average dividend payout ratio 
increased by 161 bps to

85.1%

Average cost to income ratio
increased by 210 bps to 

48.7%

Costs associated with customer 
remediation increased 268% to

$4.5 billion

Credit impairment charge (as 
% of GLA) increased by 1 bps to

0.14 %

Provisions for credit impairment
increased 25% to

$16.7 billion

Operating income 
decreased by 3.7% to

$81.3 billion

Market share of residential 
mortgages contracted by 92 bps to

81.2%

Cash profit after tax 
decreased by 7.8% to

$26.9 billion

Average net interest margin
decreased by 8 bps to

194 bps
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 1 Includes notable items
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At a glance 
 ANZ CBA1 NAB WBC 
 FY19 FY18 FY19 FY18 FY19 FY18 FY19 FY18 

Ranking         

By profit before tax 3 3 1 1 4 4 2 2 

By total assets 1 2 2 1 4 4 3 3 

By total equity 3 3 1 1 4 4 2 2 

By market capitalisation 4 3 1 1 3 4 2 2 

By CET 1 capital ratio 1 1 2 4 4 3 3 2 

Financial performance (continuing operations)        

Operating income ($ million) – cash 19,029 19,367 24,407 24,914 17,221 17,997 20,655 22,165 

Profit before tax ($ million) – statutory  8,920 9,895 11,763 13,022 7,177 8,400 9,749 11,731 

Profit after tax ($ million) – statutory  6,311 7,111 8,372 9,070 5,090 5.945 6,784 8,095 

Cash profit after tax ($ million) 6,470 6,487 8,492 8,915 5,097 5,702 6,849 8,065 

Performance measures (continuing operations) 

Net interest margin – cash (basis points) 176 187 210 215 178 185 212 222 

Cost to income ratio – cash (%) 47.7 48.5 46.2 44.8 52.3 50.0 48.6 43.8 

Basic earnings per share – statutory (cents) 222.1 245.6 473.7 518.8 178.9 215.6 196.5 237.5 

Basic earnings per share – cash (cents) 227.6 223.4 480.8 510.3 182.2 210.4 198.2 236.2 

Return on average equity  (%) – cash 10.9 11.0 12.5 13.6 9.9 11.7 10.8 13.0 

Credit quality measures         

Impairment charge ($ million) - cash 794 688 1,201 1079 919 791 794 812 

Impaired loans to loans and advances (%) 0.33 0.35 0.48 0.42 0.33 0.24 0.25 0.20 

Collective provision to credit RWA (%) 0.94 0.65 1.05 0.75 0.96 0.92 0.95 0.73 

Financial position         

Total assets ($ million) 981,137 943,182 976,502 975,165 847,124 806,510 906,626 879,592 

Total equity ($ million) 60,794 59,405 69,649 67,860 55,604 52,712 65,507 64,573 

Capital measures         

Capital adequacy ratios (%)         

- Total 15.3 15.2 15.5 15.0 14.7 14.1 15.6 14.7 

- Tier 1 13.2 13.4 12.7 12.3 12.4 12.4 12.8 12.8 

- Common Equity Tier 1 11.4 11.4 10.7 10.1 10.4 10.2 10.7 10.6 

Market capitalisation ($ billion)2 73.7 81.0 137.9 128.0 79.9 75.8 95.1 95.9 

                                                      
1 CBA as reported as at 30 June 2019. All other Majors as at 30 September 2019. 
2 Market capitalisation sourced from the ASX as at 6 November 2019. 
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“The FY2019 results of the  

Australian major banks reflect a 

combination of growth headwinds and the 

elevated costs of banking in an evolving 

regulatory environment, and the need to 

balance between these forces.”
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Executive Summary 
The Australian major banks (the Majors) reported a decline of 
7.8% in aggregated cash profit in FY2019. The result highlights 
that significant costs associated with remediating customers 
continue to surface, whilst subdued economic conditions and 
tightening margins have all contributed to a reduction in return 
on equity. 

Key highlights 
Total operating income (cash basis) declined 3.7% to $81.3 billion, reflecting 
subdued lending conditions, the squeeze on margins and intense competition in 
mortgage markets. The Majors grew their mortgage books by a combined 1.8% in 
FY2019, below system growth of 3.1%, which resulted in their market share of the 
total mortgage market decreasing 92 basis points to 81.2%. 

The Majors reported a cash profit after tax from continuing operations of $26.9 
billion, down 7.8% percent on FY2018. This decrease is a consistent trend across 
each of the Majors and also reflects pressure on margins and increased remediation 
and regulatory costs.  

The average net interest margin (cash basis) fell below 2% for the first time to 
1.94%, which represents a decline of 8 basis points on FY2018, largely driven by 
customers switching to cheaper home loans, customer refunds, competitive pricing 
pressures and costs associated with retaining existing customers.  

Cost-to-income ratios have increased from an average of 46.6% to 48.7%, 
reflecting the elevated cost associated with ‘investment’ in regulatory, risk and 
compliance programs. Whilst a large proportion of these costs have been labelled 
‘large/notable items’ associated with customer remediation, there is debate as to 
whether there is a structural increase in the cost of doing business in the post-Hayne 
banking environment. 

Credit quality has remained sound across the Majors, with a marginal increase of 1 
basis point in impairment charges as a percentage of average gross loans and 
advances, to 14 basis points. Aggregated loan impairment expense has increased 
by 10% to $3.7 billion, off a historically low base. Asset quality measures have 
marginally deteriorated in lending portfolios, as impaired assets and delinquencies 
have increased in aggregate across the Majors. 

The Majors have announced that they are well positioned to meet APRA’s 
“unquestionably strong” benchmark of Common Equity Tier 1 (CET1) ratio of 
10.5% by 1 January 2020. The average CET1 capital ratio has increased 21 basis 
points to 10.79% from FY2018, driven by capital management initiatives including 
divestment of non-core businesses, organic capital generation and dividend 
management. WBC has also announced an additional $2.5 billion capital raising. 

The focus on strengthening capital and challenging profitability has continued to 
impact returns on equity, which decreased by 131 basis points to an average of 
11.0%. This trend may continue given the ongoing headwinds and the anticipated 
increase in the level of capital required to be held in the Majors’ New Zealand 
subsidiaries, as a result of the RBNZ’s review of their capital adequacy framework.  

“The Majors’ profits are 
down significantly as a 
result of shrinking 
margins in a low interest 
rate environment and 
higher costs, including 
refunds to customers, in 
the aftermath of the 
Royal Commission.” 

– Hessel Verbeek, KPMG 
Strategy Partner, Banking 
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Key observations 
The Majors have needed to balance several significant forces in the 2019 financial 
year. Global uncertainty, slow economic growth and an unwavering political 
environment have continued to impact the industry over the past year. 

The revenue turning point 
Aggregated operating income declined 3.7% in FY2019 to $81.3 billion, reflecting, 
amongst other things, the intense competition in mortgage markets. Although the 
Majors grew their mortgage books by a combined 1.8% in FY2019, this was below 
system growth of 3.1%. The Majors’ application volumes were impacted by system 
and process changes in response to the Royal Commission, with the process of 
borrowing becoming slower and more onerous for customers due to increased data 
and verification requirements. 

The changing competitor landscape, including the rise of international banks, 
challenger banks and non-bank lenders, is continuing to take residential mortgage 
market share out of the Majors. Our analysis has found that since 2013, the Majors’ 
market share has decreased 3.4% from 84.6% to 81.2%3. 

The margin squeeze 
Net interest margins have on average fallen below 200 basis points for the first time 
in a long while. One driver in particular is the continued reliance by the Majors on 
deposit funding, in a low interest rate environment. Without squeezing their profit 
margins further, the Majors were not in a position to pass on rate cuts in full, given 
they are already paying marginal interest on a significant portion of their deposit 
books. 

Diagram 1: Relationship between average NIM and funding costs 

 

                                                      
3 Source: APRA monthly banking statistics, KPMG analysis 

 
“A turning point for the 

Majors was the overall 
decrease in total 
operating income, driven 
by strong competition, 
particularly in 
mortgages, as well as a 
rebasing of fees 
following the Royal 
Commission.” 

– Ian Pollari, KPMG National 
Sector Leader, Banking 
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The risk and compliance ‘investment’ 
The fallout from the Royal Commission and the high volume of ongoing prudential, 
regulatory and parliamentary enquiries, together with frequent litigation proceedings, 
have impacted the Majors’ operating costs. There is a continued trend of re-
allocating investment spend towards compliance, regulatory and customer 
remediation costs, forcing investment and resources away from enhancing 
technology and digitalisation priorities. 

Diagram 2: Investment spend 

 

The ongoing impact of remediation 
The ongoing effects of the Majors’ customer remediation programs continue to 
negatively impact financial results, which are routinely called out by the Majors as 
‘notable items’ within their cash profits. The cost and complexity involved in 
addressing previous misconduct is immense, with significant personnel time and 
program running costs required to investigate, address and ultimately calculate the 
financial impacts and customer repayments. The majority of remediation determined 
to date has been associated with the Majors’ wealth, advice and insurance related 
businesses, many of which have (or plan to be) divested or demerged. Given the 
ongoing nature of these remediation programs and the detailed reviews still being 
undertaken, there is potential that further provisions may continue to impact 
earnings into FY2020.  

Diagram 3: Customer remediation cost and revenue reversal (pre-tax) 
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Outlook 
Australian economy expected to remain subdued, short term 
margin pressure to remain  
The domestic economy continues to experience soft conditions, largely due to weak 
household consumption given ongoing capacity in the labour market and marginal 
real wages growth. This is putting downward pressure on credit demand in some 
parts of the market. 

On a global level, an escalation in geopolitical risks, largely due to the ongoing US-
China trade dispute and delays in Brexit, are creating increased uncertainty in the 
short term outlook of global economic growth. This has had a flow on impact 
domestically, and any resolution of these global issues will help support local 
business confidence and provide more certainty to investment plans.  

In recent months, there have been signs of a turnaround in the housing markets 
(particularly Sydney and Melbourne). This is improving sentiment and creating 
positive wealth effects on private consumption. These have been supported by 
recent interest rate cuts and tax rebates which are expected to provide a stimulus to 
households. 

Looking ahead, the expectation is that the recent modest slowdown in housing 
credit growth will continue, with lower interest rates and intense competition from 
traditional and emerging players impacting profitability. Whilst recent changes to 
prudential serviceability floor rates have had a positive effect on customer borrowing 
capacity, households are likely to remain cautious on further increasing debt levels 
without a corresponding increase in income growth. Business lending is expected to 
remain soft, driven by subdued business conditions and confidence below average 
levels, although this trend has slowed4. 

KPMG’s latest economic forecast5 includes two further RBA cash rate reductions, 
falling to a low of 0.25% by mid-2020. Should these eventuate, how much will be 
passed through to borrowers is the great unknown, with recent experience showing 
the Majors are unlikely to pass on in full, given their need to balance all stakeholder 
interests. Of the 75 basis point reduction in the cash rate in 2019, the Majors passed 
on an average of 57 basis points. The combination of future rate cuts, the full year 
impact of this year’s home loan repricing, and with no appetite for retail deposit rates 
to fall below zero, the Majors’ margins will continue to be squeezed. The Majors’ 
existing portfolio could also be impacted by the government-launched ACCC probe 
into mortgage pricing, which is investigating both the interest rate differential 
between new and existing borrowers and the barriers to customers’ switching banks 
or to cheaper home loan products. 

Costs are expected to remain elevated, driven largely by the increasing regulatory 
and compliance burden outweighing the benefits from other operational efficiencies. 
This necessary expenditure will result in continued higher than normal cost-to-
income ratios for each of the Majors. 

Credit losses are forecast to remain low, supported by the decreasing interest rate 
and low unemployment environment. Households appear to have weathered the 
interest-only ‘cliff’ and strengthened home loan servicing policies implemented over 
recent years will likely have a favourable impact on future delinquencies. That said, 
given Australia’s relatively high household debt position, borrowers are vulnerable to 
any deterioration in labour markets. Weak consumer spending is likely to continue to 
impact businesses associated with retail trade, which in-turn is likely to have an 
adverse impact on the Majors’ business banking loan books. 

                                                      
4 NAB Monthly Business Survey – September 2019. 
5 KPMG Quarterly Economic Outlook: Global and Australian Forecasts – October 2019.  

 
“Management will be 

confronted with the 
careful balancing act of 
fixing problems and re-
building trust with 
customers, at the same 
time as creating capacity 
to invest in digital and 
technology capabilities 
in a lower growth 
cycle.” 

– Ian Pollari, KPMG National 
Sector Leader, Banking 

 

https://business.nab.com.au/nab-monthly-business-survey-september-2019-36962/
https://home.kpmg/au/en/home/insights/2019/10/economic-outlook-global-australia-september-2019.html


 FULL YEAR 2019 RESULTS ANALYSIS 

 

8 © 2019 KPMG, an Australian partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG 
International”), a Swiss entity. All rights reserved. The KPMG name and logo are registered trademarks or trademarks of KPMG International. Liability limited by a scheme 
approved under Professional Standards Legislation. 

 

Simpler, smaller banks 
While there will be a continuation of activity around the Majors’ full or partial exit 
from wealth management, FY2020 will reflect a new environment with streamlined 
banks. This will have several impacts: 

- Simpler and smaller banks with reduced exposure to wealth management will be 
less complex to manage and are impacted less by regulatory and public scrutiny 
issues; 

- The Majors have also exited large parts of the financial services market, and their 
income levels will be reduced to a new ‘normal’.  

Continued investment in digital capabilities 
The introduction of an Open Banking regime, scaled fintech companies entering 
from international markets and the launch of a number of new challenger banks, as 
well as the continued growth of international banks and non-bank players, compel 
the Majors to invest in digital and technology capabilities and in new customer 
propositions. Examples during FY19 include equity investments made by CBA 
(Klarna), WBC (10x), NAB (Poynt) and ANZ (Bud) in various technology plays. The 
Majors will look for different ways to take these technology capabilities to market. 
This changing competitive landscape is set to benefit Australian consumers. 

Looking ahead, the Australian banks will actively seek opportunities to invest in 
targeted areas of growth, enhance their customer-facing digital services and 
capabilities, as well as take greater action on reducing the cost of their operating 
models in order to position for the future. 
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How customer-centric remediation can help 
Australia’s banking industry rebuild trust 
Carmen Bekker, Partner, Customer, Brand & Marketing Advisory and 
Mark Gossington, Partner, Risk, Strategy & Technology 

Australian consumers demand service 
with integrity at the core. According to 
the KPMG Customer Experience 
Excellence Report 2019, a foundation of 
trust is a mandatory prerequisite to 
delivering authentic experiences that 
customers value most.  

Whilst banks already had remediation 
programs in place before the Royal 
Commission, this placed a greater 
spotlight on issues that have resulted in 
customer remediation. In our Major 
Banks Full Year 2019 Results Analysis 
report, costs associated with customer 
remediation increased 268% to $4.5 
billion in FY19 compared to FY18. 

But remediation isn’t only about issuing 
customer compensation. It’s also a key 
opportunity to rebuild customer trust 
and engagement, repair processes, and 
evolve and simplify financial products to 
achieve better alignment with evolving 
customer needs.  

“Compensating customers quickly is 
obviously very important, particularly 
when people are in hardship, or they 
have been unfairly treated, received the 
wrong advice or have been charged 
incorrectly,” explains Mark Gossington, 
Partner, Risk, Strategy and Technology 
at KPMG. “However, remediation is 
also an opportunity for banks to rebuild 
trust in the financial services industry, 
and to create better, more authentic 
relationships with their customers.” 

Customer centricity 
is at the heart of 
remediation 
programs 
To get this right, banks should balance 
an urgency to compensate customers 
with an effective communications 
strategy that places customer 
relationships at the heart of remediation 
programs.  

“Customer remediation interactions 
should be moments that matter,” 
explains Carmen Bekker, Partner, 
Customer, Brand and Marketing 
Advisory at KPMG. “Rather than issuing 
unexplained compensation and overly-
legalistic letters, remediation provides 
an opportunity to create a genuine 
moment where you actually build 
customer loyalty and trust, and form a 
new, different and more engaged 
relationship.”  

To restore integrity and trust, banks 
need to show their customers they are 
doing more than just a regulatory 
exercise. KPMG’s Six Pillars of 
Customer Experience Excellence (CEE) 
calls for a multi-stage approach with a 
focus on personalisation to drive 
emotional connections.  

“Our research shows that Australian 
consumers expect a personalised 
engagement with the businesses they 
interact with,” says Bekker. “They want 
businesses to know who they are and 
their needs. In terms of remediation, all 
communication with customers needs 
to be ‘clear and useful’. We must 
inform customers what is going on and 
where the issues were, and give them 

the ability to access information when 
they need it via their preferred 
channel.” 

Bekker points to the value of 
behavioural heuristics to design and 
optimise customer communications to 
ensure they are eliciting the desired 
response. It also requires a deep, 
organisation-wide approach with 
executive-level sponsorship, and can’t 
be siloed to a single department. 
Employees across the organisation 
need to be engaged in the remediation 
process in order to create positive 
customer experiences.  

“When a customer has received a letter 
relating to a remediation enquiry and 
goes into their bank branch or calls their 
advisor, it is key the staff and partners 
understand the remediation program 
and know how to answer the customer 
query” says Bekker. “The remediation 
process is a chance for customers to 
engage and perhaps fall back in love 
with your brand.  To enable this, banks 
need to provide consistent messaging 
across all touch points.” 

Why an imperative 
to improve the 
customer experience 
is key 
Effective customer remediation cannot 
exist in a vacuum. It must come with a 
commitment to improving the entire 
customer experience. “In the UK, many 
banks took a reactive approach to 
customer remediation,” says 
Gossington. 

https://assets.kpmg/content/dam/kpmg/au/pdf/2019/customer-experience-excellence-report-2019-au-summary.pdf
https://assets.kpmg/content/dam/kpmg/au/pdf/2019/customer-experience-excellence-report-2019-au-summary.pdf
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“In Australia, there’s an opportunity for 
banks to be more proactive. Leading 
organisations are reviewing their 
existing product book against their 
clients’ needs and circumstances. 
They’re also looking at processes and 
systems, and asking where is the 
system broken, how do we need to fix 
it, how can we prevent it happening 
again in the future, and what internal 
culture do we need to adopt going 
forward?” 

True customer centricity requires a 
connected enterprise that uses insight-
driven strategies and actions to deliver 
seamless, intentional experiences for 
customers with innovative products and 
services based on compelling customer 
value propositions. That applies equally 
to remediation programs.  

“Remediation sits across all the 
functions,” says Bekker.  “You're not 
only going back and looking at your 
product and asking ‘have we done what 
we said we would do for our 
customers?’, but you’re also seeking 
continuous improvement. You’re 
shifting focus onto what success looks 
like for the customer. You’re creating 
moments that have value for the 
customer, not just looking towards the 
next transaction.” 

How technology can 
assist in customer 
remediation 
Process repair isn’t a set-and-forget 
proposition. It requires ongoing 
measurement and assessment to 
ensure the issues have been effectively 
fixed, and remain fixed over time. This 
is remediation’s long-term goal, and 

technology is a key tool to getting it 
right.  

“This is where the rise of regulatory 
technology — or regtech — comes into 
play, and why it’s so important to have 
access to an expert team that 
understands the latest technology and 
how to use it to solve real problems,” 
says Bekker. “For example, if you have 
hundreds of thousands of letters going 
out to customers every day, you can 
use artificial intelligence (AI) to 
continuously review, optimise and stay 
alert to any issues.”  

KPMG’s partnership with Recordsure is 
an important example of how regtech 
can be used to optimise remediation 
programs. Recordsure captures data 
from customer interactions to improve 
regulatory compliance and the 
customer experience. It uses AI and 
machine learning to analyse data from 
sources including email, phone and live 
chat.  

“As the Australian implementation 
provider for Recordsure, KPMG can 
apply the technology within remediation 
programs to rapidly assess customer 
files. This provides a comprehensive 
means to review interactions and 
support customers across all channels,” 
says Gossington.  

The technology can also be used as an 
early-warning system to highlight 
possible risks, such as behavioural 
triggers that indicate a potentially 
vulnerable customer. 

“This can be used to drive more 
efficient remediation case assessment, 
and to sequence vulnerable customers 
in order to prioritise remediation 
programs.” 

The path forward: 
Help is at hand 
Remediation should be more than an 
urgency to return customer 
compensation as quickly as possible. 
Rather, it’s an opportunity to rebuild 
customer trust and engagement with a 
customer-centric strategy and a 
genuine commitment to process repair, 
product reassessment and ongoing 
improvement through regtech-driven 
customer insights.  

That requires an organisation-wide 
approach with executive-level 
sponsorship of a connected enterprise 
— and the specialised expertise to 
make it happen. Rather than relying on 
the staff of the organisation to work on 
remediation programs on top of their 
BAU work, using dedicated specialist 
teams can help to accelerate the 
resolution of these issues as they have 
the skills to understand what caused 
them in the first place and how to fix 
them. Any organisation’s BAU teams 
may not have the capacity or skills to do 
this.  

“Organisations that are taking 
remediation seriously are not trying to 
do it themselves with their existing 
resources,” concludes Gossington. 
“Smart organisations are looking to 
best-in-class providers like KPMG that 
can support them on their remediation 
journeys with the right technologies and 
customer-centric strategies.” 
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Net interest income 
Net interest income decreased 1% to $63.0 billion in 
aggregate. The average net interest margin (cash basis) also fell 
8 basis points to 1.94%. The result was primarily driven by the 
lower interest rate environment, customer refunds, home loan 
switching and increased mortgage competition, which 
outweighed the Majors’ marginal growth in their lending 
portfolios. 

Cash basis 
FY19 

($ million) 
FY18 

($ million) 
Movement 

Net interest income (cash basis) 

ANZ  14,339   14,514 (1.2%) 

CBA  18,120   18,342  (1.2%) 

NAB  13,542   13,467 0.6% 

WBC  16,953   17,187  (1.4%) 

Aggregate  62,954   63,510  (0.9%) 

Cash basis 
FY19 
(bps) 

FY18 
(bps) 

Movement 
(bps) 

Net interest margin (cash basis) 

ANZ 176   187  (11) 

CBA 210  215  (5) 

NAB 178  185  (7) 

WBC 212  222 (10) 

Average  194   202  (8) 

Net interest margin 
The Majors’ net interest margins continue to be under pressure, decreasing by 8 
basis points to an average of 1.94%, despite recent asset repricing initiatives 
(including retaining an average of 18 basis points on standard variable home loan 
rates from the 3 recent RBA cash rate cuts). The decrease in margins was consistent 
across the Majors, and was largely driven by the following factors: 

- Low and declining interest rate environment; 

- Increased competition in the home loan market from international banks, 
challenger banks and non-bank lenders, including the impact of customer 
retention pricing; 

- Home loan customers switching from higher margin interest-only to principal and 
interest home loans as interest only terms matured and price differentiation 
encouraged switching; 

- Increased provisions for estimated customer refunds (to the extent they related to 
reversal of net interest income), noting these impacts should be temporary in 
nature;  

- Growth in lower margin assets, including institutional portfolios and liquid assets. 
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Given the timing of the three most recent RBA cash rate cuts, occurring towards the 
end of, and after, the Majors’ financial year, we expect the headwinds on net 
interest margins will continue given the full year impact of the recent cuts would not 
have fully flowed through in their FY19 financial results. 

Diagram 4: Net Interest margins – cash basis 

 

Lending asset growth 
The Majors continued to grow their lending assets, albeit at a slower pace from 
recent years. In aggregate, their gross loans and advances increased by 1.7% to $2.7 
trillion, compared to system growth of 2.7%6 reflecting the competitive lending 
environment and slowing economic growth. 

In the wake of slower housing credit growth and intense competition from 
international banks, non-bank lenders and challenger banks, the Majors’ housing 
loans grew by 1.8% to $1.7 trillion (versus system growth of 3.1%6). The Majors’ 
application volumes were also impacted by system and process changes in response 
to the Royal Commission, with the process of borrowing becoming slower and more 
onerous for customers due to increased data and verification requirements.  

Most significant for the Majors is the erosion of their market share in the home loan 
market, which has declined 92 basis points in 2019 to 81.2%. To put this into 
context, the Majors held 84.6% of the home loan market in 2013, illustrating they 
have lost more than 3% in the last 6 years. If this trend of below-system growth for 
new mortgage origination continues, there will be a further acceleration of the 
Majors’ market share loss in the total home loan market. 

Non-housing lending was subdued, increasing by 1.46% to $992 billion, impacted by 
low business confidence levels and general economic activity. 

                                                      
6 RBA Financial Aggregates – September 2019. 

https://www.rba.gov.au/statistics/frequency/fin-agg/2019/fin-agg-0919.html
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Diagram 5: Home loans and market share 

 

Funding mix 
The Majors’ funding mix has remained relatively consistent, with the proportion of 
customer deposits to total gross loans increasing 90 basis points to 75.6% in the 
year. This provides the Majors with a continuing base of cost effective funding. 

Diagram 6: Customer deposits proportionate to total gross loans 
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Getting your data ready for Open Banking 
By Brett Watson, Partner, Payments and Open Banking; William Howe, Director, 
Management Consulting and Scott Wilson, Associate Director, Payments 

Open Banking is a global trend in 
consumer data access that is creating 
new opportunities and risks for banks, 
customers and other service providers.  

In Australia, Open Banking is being 
delivered through the Consumer Data 
Right (CDR), new legislation which is 
commencing firstly in the banking 
sector with the major banks required to 
provide limited access to accredited 
data recipients starting February 2020. 
This requirement will gradually expand 
to include the majority of banking 
products by February 2021 (with all 
other Authorised Deposit-taking 
Institutions (ADIs) commencing 12 
months later).  

Open Banking and the CDR is the first 
step in the establishment of an open 
data economy, starting with banking 
and then expanding to include other key 
sectors such as energy, 
telecommunications, insurance and 
superannuation. 

Open banking 
learnings from 
abroad 
Australian and global banks are aiming 
to execute their Open Banking 
programmes by leveraging learnings 
from the implementation of Open 
Banking in other regulated markets 
such as the UK but also in markets such 
as India and the US where Open 
Banking has been instigated by market 
demand rather than regulator 
intervention. 

Globally, banks are also thinking beyond 
compliance, considering how to use the 
technical capability developed as part of 
Open Banking to build a KPMG 
Connected Enterprise to serve 
customers through front, middle and 
back offices in an end-to-end data-rich 

model. Front office functions with 
frequent direct customer contact have 
embraced data but the opportunities for 
increased service responsiveness, 
reduced cost to serve and improved risk 
outcomes are starting to emerge across 
operations, risk and fulfilment functions. 

Open Banking is increasingly being 
seen as an enabler of digital 
transformation agendas.  Key issues 
and themes discussed by global 
banking executives have focussed on: 

- Leveraging open data capability 
within the SME and consumer credit 
decisioning process; 

- Generating rich insights to help 
customers and clients achieve 
financial goals; 

- Developing an end-to-end view of 
transactions to provide deep insights 
into merchant banking/payment 
clients and support B2B2C- and 
B2B2B-type relationships; 

- Partnering with fintech providers to 
identify granular data and incorporate 
that into broader analytics efforts and 
enable new service offerings; 

- Integrating internal data sets with 
external data and open data to 
provide a holistic view of a 
customer’s financial position; and, 

- Moving beyond compliance to 
Premium API services that 
customers find valuable and are 
willing to pay for. 

Key data challenges 
today 
As the CDR potentially opens up new 
sources of data for banks, data and 
analytics teams will be challenged to 
integrate these new data sources into 
existing data workflows. Large complex 
banking organisations currently struggle 

to cut across data silos and make sense 
of internal data. New external data will 
provide additional complexity. New data 
architecture, analytics frameworks and 
approaches to managing data risks 
(including ethics and privacy) will need 
to be put in place in order to capitalise 
on potential upsides.  

For example, there are now questions 
around the banks’ obligation to act on 
newly captured data, particularly as it 
pertains to key regulatory and 
compliance areas like Know Your 
Customer (KYC) and Responsible 
Lending. 

Efforts to date, driven by impending 
regulatory deadlines, have focussed on 
compliance and being able to surface 
data externally. Many banks have 
complex internal data lineage and 
processes that provide adjustments to 
compensate for poor data quality. In an 
environment where internal data is now 
shared externally there is no 
opportunity for manual adjustments – 
banks need to focus on uplift of data 
quality.  

Getting data governance and quality 
right is complex, and appropriate 
attention on internal efforts is key given 
ongoing and increasing regulatory 
scrutiny.  

Banks who are focussing on data 
governance now (including APRA’s 
prudential practice guide CPG235 for 
Managing Data Risk and the emerging 
thinking around BCBS 239 Principles for 
effective risk data aggregation and risk 
reporting) and implementing operating 
model concepts that involve both data 
producers and data consumers have 
started laying the ground work for an 
environment with appropriate data risks 
identified and controls implemented. 
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The next question then becomes how 
do banks move beyond compliance and 
towards creating services that 
consumers and business customers 
value and are willing to pay for. 

This needs to look beyond typical use 
cases such as Personal Financial 
Management tools and aggregation of 
financial position, evidence from 
overseas markets suggests these 
services are becoming a compliance 
requirement – everyone has one. 

Next steps for banks 
Commercialisation of data enrichments 
and premium APIs is the key to 
success. Banks should be asking 
questions around this, including: 

- What customer problems can be 
solved with additional data? 

- Who should you partner with both as 
enablers and/or customers? 

- How do you extend those 
partnerships to form a true 
ecosystem? 

- How can we move from the 
minimum of data sharing and 
compliance to concepts like identity 
and other services you can offer 
including payments? 

- If you’ve built this ecosystem, how 
do you commercialise it? 

Lessons and insights from other 
markets suggest that there is a 
promising upside in the commercial 
banking space, but banks need to uplift 
data governance, management and 
analytics capabilities in order to be able 
to capitalise fully. 
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Asset quality 
Soft economic conditions, low wages growth and declining 
property markets have underpinned the reported deterioration 
in asset quality across the Majors. Impaired assets in aggregate 
have increased by 13.7% to $9.4 billion, with 90+ day 
delinquencies up 23.3% to $15.8 billion on prior year. 

Loan impairment charge 
Credit quality has remained sound across the Majors, with a marginal increase of 1 
basis point in impairment charges as a percentage of average gross loans and 
advances to 14 basis points. Aggregated loan impairment expense has increased by 
10% to $3.7 billion, off a historically low base. The increase in impairment largely 
reflects some deterioration in asset quality and a weak Australian economic outlook.  

Diagram 7: Loan impairment charge 

 
Specific refers to individually assessed provisions on impaired assets. 

Collective refers to provisions assessed on collective portfolio basis. 
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Impaired assets & delinquencies 
Asset quality measures have marginally deteriorated in lending portfolios as impaired 
assets and delinquencies have increased in aggregate across the Majors. This was 
observed across residential mortgages and key business sectors in manufacturing, 
construction, wholesale and retail trade, which offset some improvements in 
institutional portfolios.  

Diagram 8: 90+ day past due delinquent loans as a proportion of gross loans 
and advances 

 

The performance of home loan portfolios was mixed, with soft economic conditions, 
low wages growth and declining house prices impacting some of the Major’s 90+ 
day delinquency rates. Notably, the nation’s largest mortgage provider, CBA 
experienced a 2bps improvement in 90+ day housing delinquencies across the year. 

The Majors have noted the increasing time required to achieve sales of properties 
held as mortgagee in possession, leading to home loans remaining delinquent for 
longer periods. 

Recent improvement in residential property markets, particularly Melbourne and 
Sydney, will help stabilise residential impaired assets, with price momentum 
expected to continue into 2020. 
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AASB 9 Impairment Provisions 
AASB 9 Financial Instruments (AASB 9) became effective for the full reporting 
period. This accounting standard introduced new requirements for measuring credit 
impairment provisioning on an expected credit loss (ECL) basis, incorporating 
assumptions regarding future economic conditions. 

The implementation of AASB 9 resulted in the Majors increasing credit provisions by 
$2.8 billion (excluding NAB who had previously adopted AASB 9), which was 
recognised through opening retained earnings, and did not impact current period 
earnings. 

The Majors hold a relatively consistent level of credit provisions between 0.54% to 
0.68% of total gross loans and advances, the majority of which currently sits against 
exposures which have experienced a significant increase in credit risk from 
origination or are considered impaired. 

Diagram 9: Credit provisions as a percentage of gross loans and advances 

 

 

Ratio has been calculated based on ECL on loans and credit commitments / gross loans and advances 



MAJOR AUSTRALIAN BANKS   

 

19 © 2019 KPMG, an Australian partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG 
International”), a Swiss entity. All rights reserved. The KPMG name and logo are registered trademarks or trademarks of KPMG International. Liability limited by a scheme 
approved under Professional Standards Legislation. 

 

Non-interest income 
The Majors reported a combined decrease in non-interest 
income (cash basis) of $18.4 billion, down 12.2% from FY18. 
Customer remediation, reclassification of line fees under the 
new revenue accounting standard and lower fee income as a 
result of divestments headlined the result. 

All the Majors reported a decrease in fee revenue which was primarily driven by 
revenue reversal from customer remediation, lower volume, lower fees, cessation of 
fees and divestments. They also reported decreased net insurance revenue due to 
an increase in claims for weather events in FY2019. 

Notably, CBA did not recognise the cost of their customer remediation as a reversal 
to non-interest income, rather recognising this within operating expenses. 

WBC’s non-interest income decreased by 26% to $3.7 billion. This was primarily due 
to estimated customer refunds, the divestment of Hastings in FY2018 and the 
reclassification of line fees from net fee income to net interest income on 
implementation of the new revenue accounting standard; AASB 15 Revenue from 
Contracts with Customers. 

Asset Sales 
During FY19, the Majors continued to divest non-core businesses with several key 
transactions completed including:  

- CBA’s sales of Sovereign and TymeDigital, resulting in a post-tax gain of $117 
million and a post-tax loss of $113 million respectively.  

- ANZ reported a statutory net gain on sale of $252 million following the completion 
of sales of OnePath Life(NZ), Paymark Limited, Cambodia JV and PNG Retail, 
Commercial and SME. 

- WBC reported a statutory net gain on sale of $3 million following the sale of its 
interest in Ascalon Capital Managers (Asia) Limited and Ascalon Capital Managers 
Limited to Generation Development Group on 8 February 2019. 

Divestments announced and/or in progress include:  

- CBA completed the sale of Colonial First State Global Asset Management on 2 
August 2019 resulting in a total post tax gain of $1.5 billion. 

- CBA announced the sale of its 100% interest in Count Financial Limited and its 
Australia life insurance business.  

- CBA also announced the sale of 80% and 37.5% of its interests in PT 
Commonwealth Life and BoCommLife respectively.  

- WBC announced the sale of its financial advice business within BT Financial 
Group to Viridian Advisory. 

- NAB remains in preparation for the divestment of its Advice, Superannuation 
Investment Platforms and Asset Management business (MLC) which is expected 
to occur in FY20. 
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Using strategic M&A right to navigate 
the disruption in banking 

By Adrian Waters, Director, Integration & Separation 

Australian banks are facing what is 
becoming commonly known as the 
‘commodity trap’. Traditional revenue 
streams are being squeezed due to 
regulatory, macroeconomic and 
customer pressures, with declining 
returns.  The current business models 
for most banks will be increasingly 
challenged by a number of disruptive 
forces that are structural (not cyclical) in 
nature. 

As a result, mergers, acquisitions and/or 
divestments are options that can be 
used to help restructure the bank for 
success in this challenging environment 
and position it to thrive, not just survive, 
in the future. Re-deploying capital from 
divestments into core businesses can 
strengthen a bank’s position as can 
acquiring a capability to better serve 
customers.   

M&A is one of many strategic options 
bank executives can use to drive 
growth along with in-house innovation, 
product development and R&D.  
However it should be stressed that any 
proposed M&A activity should be 
assessed, critically evaluated against 
other strategic options, and 
assumptions tested with rigor, rather 
than be seen as a silver bullet.  

Done right, a successful acquisition can 
propel a bank forward into a 
competitive position, done wrong it can 
erode value, confuse customers and de-
motivate staff. A successfully executed 
divestment can re-focus a business and 
simplify operations to better serve 
customers.   

Below are three guiding principles that 
can help banking leadership teams and 
executives navigate through the 
disruption and reposition their business 
to thrive. 

Acknowledge  
the failures 
A solution from five years ago could be 
an obstruction today. It is common in 
the banking sector to see projects and 
strategies being executed that are no 
longer aligned to customer needs and 
changing requirements. With the speed 
of change in financial services today, 
projects that made sense only a few 
months back might not make any sense 
today. This can make a merger, 
acquisition or divestment almost 
impossible due to the lack of capacity or 
capital across the organisation. 

Track benefits and hold stakeholders 
accountable for in-flight projects. Unless 
projects are regulatory in nature, or are 
strategically aligned to add value, they 
need to be re-assessed, repositioned or 
exited. Capital and resources tied up in 
non-critical projects can stop a bank 
moving forward. With more agile 
newcomers to the market, no bank can 
afford this and executives should have 
the courage to stop initiatives that no 
longer make sense - no matter how far 
progressed they are. 

Be mindful of what 
you integrate 
Customer needs are changing. Faster, 
more personalised products via digital 
distribution is the future. The likelihood 
is that there are gaps in how you serve 
customers today and how you are set 
up and funded to serve customers 
tomorrow. The question then becomes, 
‘build or buy’? Acquiring, or partnering, 
to access capability can be a sensible 
option that can allow a bank to bring to 
market a capability far faster than if it 
was to build in-house.  

However, the integration of smaller 
technology-focused fin-techs that add 
capability rarely delivers on the 
expectations of the transaction. And 
good governance is the primary reason 
for businesses failing to successfully 
deliver the value of the transaction.  

Larger banks tend to have far more 
meetings, committees, rules and 
procedures than their smaller acquired 
businesses. At first, this doesn’t seem 
like a big challenge. But it is. Talent 
leaves, as does IP, and soon enough 
you find that all the best people have 
left the acquired business.  

Put governance and organisational 
structure near the top of the integration 
agenda after strategic rationale. Ensure 
the acquired business has enough 
delegated authority to allow it to be 
innovative and productive and integrate 
only areas that release synergies or 
where control is required. 
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The business of 
business is people 
Regardless of the type of transaction, 
be it divestment, partnering or 
acquisition, without buy-in from the 
stakeholders involved there is a high 
risk that the deal will fail to live up to 
expectations.  

For far too long decisions on who to 
partner with, what to acquire, or what 
to divest have been made by small 
groups of individuals in boardrooms, 
based on limited information with little 
subject matter expertise input.  This 
often leads to unrealistic expectations 
set from the top, disenfranchised staff, 
stress and confusion. 

While it’s acknowledged that not 
everyone can be brought into every 
strategic M&A discussion, the most 
successful acquirers engage a wider 
group of specialists internally and 
externally at the earliest stages of a 
potential transaction. This one simple 
act alone has a material impact on the 
likelihood of a transaction being viewed 
as successful or not. 

The path to 
sustainable growth 
Mapping a course to avoid the 
challenges of change will not work as a 
strategy. Change is now the constant. It 
is also well documented that many 
acquisitions and divestments destroy 
value for organisations when they don’t 
follow these principles.  

Being clear on objectives and 
accountability, engaging stakeholders, 
along with setting up the right risk and 
governance structure will set a 
business up for transaction success. 
This requires focus, prioritisation of 
scarce resources and organisation 
capability and inevitably stopping non-
critical and non-strategic projects. The 
job of acquisition is always harder than 
expected.  

On average, there are over 300 
operational touch-points between a 
target and an acquirer, similar to a 
divestment. It is complicated and 
demanding.  

Before embarking on any inorganic 
action, ask:  

- Is there unequivocal organisation 
buy-in?  

- Has there been enough planning 
with clearly articulated success 
criteria and resource deployment?  

- Is there an understanding and ability 
to manage the risks?   

Only when you can answer these 
questions should you think about 
charting a new course of direction to 
successful, sustainable growth. 
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Capital 
The Majors are well positioned to meet APRA’s 
“unquestionably strong” benchmark of Common Equity Tier 1 
(CET1) capital ratio of 10.5% by the implementation date of 1 
January 2020. 

The Majors have continued to enhance their capital position during FY2019, with the 
average CET1 capital ratio rising by 21 basis points to 10.79%, driven by a range of 
capital management initiatives including divestment of non-core businesses, organic 
capital generation and dividend management. We note that WBC has also 
announced a $2.5 billion capital raise to provide an increased buffer above APRA’s 
unquestionably strong benchmark, taking their CET1 ratio to 11.25% on a pro-forma 
basis. 

 ANZ CBA NAB WBC 

 FY19 FY18 FY19 FY18 FY19 FY18 FY19 FY18 

Common Equity 
tier 1 ratio (%) 

11.4 11.4 10.7 10.1 10.4 10.2 10.7 10.6 

Tier 1 capital 
(total) (%) 13.2 13.4 12.7 12.3 12.4 12.4 12.8 12.8 

Tier 2 (%) 2.1 1.9 2.8 2.7 2.3 1.7 2.8 2.0 

Total regulatory 
capital ratio (%) 15.3 15.2 15.5 15.0 14.7 14.1 15.6 14.7 

APRA recently announced a review of the capital treatment of investments in 
subsidiaries. APRA estimates that although no material additional capital will be 
required at an aggregate industry level; individual banks may need to raise capital, or 
may gain a capital benefit, depending on the level of their exposures to subsidiaries.  

In July 2019, APRA also announced further regulatory capital requirements that will 
require the Majors to increase Total Regulatory Capital by 3% of RWA by 1 January 
2024 to boost loss absorbing capacity and support orderly resolution. 

The final outcome of the RBNZ’s capital review remains uncertain, with the Majors 
likely having to increase the level of capital required to support their New Zealand 
subsidiaries.  

Other key capital and liquidity ratios for the Majors are being met: 

- The Liquidity Coverage Ratio (the amount of high quality liquid assets held that 
can be used to meet the bank’s liquidity needs for a 30 day liquidity stress 
scenario, calculated on a semi-annual basis) is at an average of 132%, well above 
the 100% regulatory minimum; and 

- The Leverage Ratio (the proportion of a bank’s assets that is funded through 
capital rather than debt) for the Majors is running at an average of 5.6% which is 
also in excess of the currently agreed minimum Basel III minimum of 3% as well 
as APRA’s proposed minimum requirement of 3.5%. 
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Interest rate risk update for banking 
By Donald MacDonald, Partner, Actuarial & Financial Risk Management and  
Luke Gower, Associate Director, Actuarial & Financial Risk 

Australia’s interest rate risk 
environment is set to change 
dramatically in the next two years. 
Among the most significant of the 
infrastructural changes are the 
Fundamental Review of the Trading 
Book (FRTB), a new prudential standard 
for Interest Rate Risk in the Banking 
Book (IRRBB), and the Interbank Offer 
Rate (IBOR) transition. All three will 
make heavy demands on budgets and 
management time ahead of a planned 
common start date of 2022.  

In this article, we outline the main 
changes. A common theme is that all of 
these developments will require a 
degree of system reconfiguration, as 
regulators shift the way that the 
industry thinks about interest rate risk in 
its various forms. Beyond the technical 
challenges, there will also be changes 
to the governance of risk. Senior 
managers will need to review the 
content on the changes to the interest 
rate risk management framework, in 
order to be ready on time. 

Fundamental 
Review of the 
Trading Book 
(FRTB) 
Timeframes 
The Fundamental Review of the Trading 
Book (FRTB) has now been finalised by 
the Basel Committee, and it is due for 
implementation globally from the 
beginning of 20227. FRTB will replace 
the current standard for measuring 
market risk in the trading book with 
approaches that are more 

                                                      
7 Europe now seems likely to move in 2023 
at the earliest. 

comprehensive, refined, elaborate and 
demanding.  

Australian banks are likely to migrate to 
FRTB on Basel’s timetable. Publicly, 
APRA has been reserved about its 
plans, and a draft on prudential standard 
has not yet been released. However it 
has been discussing its approach with 
industry, and KPMG understands that it 
intends to move trading books on to the 
standardised method for risk 
measurement as a first step. 

Reaching the advanced levels of 
accreditation required by the standard 
will take more time. Data and 
computational requirements are 
intense, and an extended period of 
testing is necessary. Local banks which 
currently operate with advanced model 
accreditation may well still be on the 
standardised approach when the new 
regime takes effect.  

Recent developments  
Several of the major banks have either 
started planning for, or begun, market 
risk engine replacement projects. 
Although these installations will need to 
adhere to the existing prudential 
regulations as a baseline requirement, 
current investments are typically on a 
no-regrets basis with respect to 
impending FRTB requirements.   

For the Internal Modelling Approach 
(IMA), those requirements are 
formidable. IMA for FRTB entails very 
long histories of high-integrity input 
data, as well as a high degree of 
consistency between modelled and 
actual profit and loss. Even trading 
desks which clear the bar need to be 
able to switch back to the standard 

method, if APRA deems that they are 
not up to par.  

APRA may use its national discretion to 
ease some of the more onerous 
requirements around IMA and provide 
the banks with some relief. Industry is 
now very interested in whether, and 
how, any such relief might be offered. 
For example, APRA could conceivably 
relax the requirements around the 
modellability of risk factors, or it may 
choose to relax requirements around 
profit and loss attribution.  

Even for those banks that are not 
contemplating IMA, there will still be 
much to do in relation to FRTB. The 
standard method is very different to, 
and much more elaborate than, the 
existing regulations. In addition to 
rebuilding some of their infrastructure, 
banks will need to address a probable 
change in demarcation between the 
banking and trading books. 

These are all topics that we expect 
APRA to detail in, or before, the first 
quarter of next year. 
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Interest Rate Risk in 
the Banking Book 
(IRRBB) 
In September 2019, APRA released a 
draft standard (APS117) for Interest 
Rate Risk in the Banking Book (IRRBB). 
This new Standard would apply to all 
ADIs – not just those for which it 
currently imposes an interest rate risk 
capital charge. Globally, the equivalent 
standards come into effect in 2022, and 
APRA is aligned with this timetable.  

APRA has several good reasons to 
revise the Standard. First, Australia – a 
leading country in the adoption of RWA 
measures for IRRBB – needs to align 
itself with new global regulations. A 
second imperative is the harmonisation 
of capital measures across banks. 
Greater comparability of risk models 
and their output has been one of 
APRA’s aspirations over recent years, 
and IRRBB is not exempt. Finally, APRA 
is seeking to temper volatility in 
measured IRRBB risk. IRRBB volatility 
has far exceeded that of other forms of 
risk-weighted assets, despite low and 
stable interest rates. APRA has 
indicated that some of this volatility 
needs to be eradicated. 

The capital impact of the changes is not 
clear-cut but, taking the likely effects of 
all changes into account, KPMG 
expects system capital to rise from its 
average of about 3% of risk-weighted 
assets. We also suspect that APRA’s 
changes will succeed, both in 
suppressing volatility in RWA and in 
raising comparability of IRRBB risk 
measures across banks. 

For the many smaller ADIs that are not 
yet subject to APS117, the draft 
Standard means a raft of qualitative 
changes. Some of these are arguably 
implied under the more general 
provisions of APS110 and CPS220. 
Nevertheless, by making them explicit, 
the new Standard will instil greater 
clarity in relation to APRA’s 
expectations of qualitative risk 
management at smaller institutions.  

IBOR 
Background 
Benchmark interest rates around the 
world are changing. Following a series 
of scandals involving the setting of 
interbank rates a few years ago, 
regulators initiated a transition to new, 
higher integrity benchmark rates. These 
rates are based on actual transactions, 
rather than quotes and estimates, and 
they are relatively risk-free.  

The transition is due for completion at 
the end of 2021, at which time panel 
banks submitting quotes on interbank 
rates in the five major currencies in 
London will no longer be compelled to 
do so. This timetable for transition has 
since been taken up in many other 
jurisdictions, whose benchmark rates 
(so-called “IBORs”) are not set in 
London. 

Much has to be done for this transition 
to succeed. To name a few of the major 
tasks: banks need to identify and 
remediate legacy contracts referencing 
the old rates; customers need to be 
engaged in renegotiation; new products 
have to be developed; risk, trading and 
accounting models need to be 
remediated; systems have to be 
upgraded; and, tax arrangements need 
to be reconsidered. 

Recent developments 
IBOR replacement is a fast moving 
industry process. In just a few weeks in 
2019: European interest rate 
benchmarks have changed; US 
guidance has been issued on 
replacement programs; and, 
international accounting authorities 
have provided guidance on the 
transition for legacy products.  

Within financial markets, there has also 
been much activity. Open interest in 
risk free rate products in sterling and 
US dollar continues to grow, and a 
recent bout of extreme volatility in 
short-term US dollar interest rates has 
highlighted the challenges that lie 
ahead. 
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Costs 
The Majors continue to have a focus on costs, simplifying their 
business models and investing in process and productivity 
improvements. However their efforts continue to be hampered 
by increasing regulatory and compliance obligations and 
demand for resources in remediation programs. 

Total operating expenses have remained relatively consistent across the Majors, 
increasing 1% from FY18 to $39.4 billion. 

The most notable cost across the Majors was significant customer remediation 
provisions recognised for service and advice fees to be refunded to customers, and 
costs associated with assessing and carrying out customer remediation programs. 

Compliance spending also increased from FY18 primarily due to the continued shift 
in focus of investment spending from productivity and growth towards risk and 
compliance. 

The average cost to income ratio (cash basis – including notable items) increased 
210 basis points from FY18 to 48.7%. Most significantly WBC reported a 481bps 
increase to 48.6%, mainly as a result of costs and revenue reversals pertaining to 
customer remediation. 

Diagram 10: Cost to income ratio  

 
“Despite a strong focus 

on cost control, the 
Majors’ cost-to-income 
ratios have deteriorated 
as a result of notable 
items” 

– Hessel Verbeek, KPMG 
Strategy Partner, Banking 
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Investment Spend 
Overall investment spend across the Majors8 has increased 8% to $4.6 billion. 
Investment spend has re-focused from productivity and growth in FY18 to risk, 
compliance and regulation in FY19. This is primarily due to increased expenditure to 
strengthen frameworks and capabilities including financial crime compliance, and 
readiness for new regulations including: Open Banking, Comprehensive Credit 
Reporting, the Banking Code of Practice and the modernised Economic and Financial 
Statistics (EFS) data collection regime. 

Technology 
Technology expense increased 8% to $7.8 billion. The Majors continued to increase 
their investment in Technology with a focus on IT infrastructure, enhancements to 
cybersecurity, customer service and risk and compliance. NAB also adopted an 
accelerated amortisation charge, resulting in a 41% increase in technology expense.  
ANZ reported a decrease in technology expenses due to an accelerated amortisation 
charge in the prior period as well as the insourcing of technology services. 

Personnel 
Overall, personnel numbers across the Majors marginally declined by 467 Full Time 
Equivalents (FTE) to 148,167. This was largely driven by productivity initiatives and 
divestments, although offset by increasing personnel in risk, compliance and 
remediation roles. Notably, the Majors have reported that over 3,000 personnel (in 
total) are currently dedicated to customer remediation activity, indicating the scale 
and complexity of these programs. 

Diagram 11: Total FTE – continuing operations basis  

Premises 
Occupancy expenses decreased by 2.5% to $3.4 billion as the Majors looked to 
simplify their network. This has driven operational efficiencies through the closure of 
branches, offsite ATMs, offshore offices and exit from corporate sites as they 
transform to more digital services. Notably CBA, WBC, ANZ and NAB closed 69, 61, 
52 and 18 branches in FY19 respectively. 

                                                      
8 Excluding ANZ as investment spend was not separately reported in their FY19 results announcement 
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Bank simplification: there’s no time like now 
By Hessel Verbeek, Partner, Banking, KPMG Strategy 

Incumbent banks, in particular those 
that are the by-product of multiple 
acquisitions over many years, are far 
too complex and built over decades to 
deliver products.  As a result, there is a 
huge amount of legacy which is 
impairing the ability to adapt and meet 
the rapidly evolving needs, 
requirements and expectations of 
customers.  

Customers want convenience, 
efficiency, information, education and 
seamless, frictionless experience 
across multiple channels at a time that 
suits them. They expect rapid 
deployment of new tools and 
innovations which are not just relevant 
but also engaging. They are looking for 
transparency and trust. Simply put, they 
want their banking to be simple, easy to 
understand and meet evolving needs. 

Define the 
simplification 
challenge 
It’s not for lack of trying. Most banks 
are now executing on dozens – 
sometimes hundreds – of different 
initiatives that, ultimately, should 
simplify the business. Some of these 
efforts represent unprecedented 
change agendas, with all of the 
associated bear traps. We are seeing 
some banks replace key elements of 
their core systems and consolidate their 
ancillary systems in an effort to 
rationalise their IT estate, modernise 
their capabilities, reduce costs and at 
the same time provide the capabilities 
to adapt and evolve their business 
models to secure future growth.  

Others are working on more focused 
pain points and complexities. Some are 
rethinking the fundamentals of their 
products and their wider portfolio of 
products. Others are examining their 
current financial, business and 

operating models, and outsourcing 
arrangements. Many are working on 
simplifying specific client and risk pain 
points like KYC, claims and remediation.  

Simplification is as much about creating 
and applying the capabilities to support 
improved customer experiences, 
innovative propositions, speed and 
automation, scalability and increased 
visibility as it is about cost efficiencies.  
However, dig into the investment case 
behind many of these initiatives and – 
interestingly – most are solely founded 
on return and efficiency metrics. Of 
course, these are important metrics: 
shareholders expect returns and banks 
are competing on cost and efficiency, 
but these should not be the only 
drivers. 

Go beyond efficiency 
Cost efficiency is far from the only 
benefit that can be accrued from 
simplification. Simplifying what you do 
today doesn’t necessarily set you up for 
future success if the market is changing 
rapidly and business models are being 
disrupted. Simplification also has to 
support changing what you do 
tomorrow.  

A simplified architecture can also 
support innovation, for example, 
developing, testing and launching new 
propositions and getting to market 
faster and cheaper. For example, a 
simplified core banking system would 
allow upgrades and integration of new 
technologies in a fraction of the current 
time. Entering into new alliances and 
partnerships will be more feasible and 
viable for a simpler business. 

It should also support scalability, reduce 
the future cost and increase the speed 
of change and provide improved risk 
management and resilience. 
Straightening out the spaghetti bowl of 
systems and processes also creates 
better visibility which, in turn, should 

allow banks to get much closer to 
customers, improve operational 
resilience and control over 
performance, and better understand 
and anticipate risks. Simplified control 
environments and processes should 
help banks adapt quickly to future 
regulatory changes. 

Perhaps most importantly, simplification 
of the business allows decision-makers 
to focus their scarce capital on 
investments that actually matter to the 
business and its customers. Just 
imagine the clarity of mind that would 
come from overseeing a vastly 
simplified bank. IT budgets would be 
focused, innovation investments would 
be highly targeted, and waste and 
duplication would be eliminated. Every 
investment dollar would count towards 
the long-term health of the bank. 

Continue to deliver 
in the short term 
As we have explored, simplification for 
tomorrow is a necessary objective. 
However, bank stakeholders (including 
customers, shareholders and 
regulators) continue to demand strong 
performance today. The longer term 
focus and value creation for the bank 
should not detract from short term 
requirements. 

Banks will need to continue to support 
resilience, growth and innovation in 
their current operations, using their 
current capabilities. This means 
concurrent investment in two agendas, 
with different time horizons. 

Also, the capital investment required to 
simplify the bank for tomorrow’s 
competitive marketplace will need to be 
managed over time. The banks are 
expected to continue to deliver profits 
and capital returns that meet 
shareholder requirements, even while 
getting future fit. 
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Another important consideration is the 
bank’s ability to deal with 
transformation, without disrupting 
service delivery for today’s customers. 
Banks can’t afford to become too far-
sighted at the expense of current 
operations. 

Make the case 
Bank executives are well aware of the 
benefits of taking a broader view on the 
case for change, beyond cost. They 
know that improved capabilities, agility, 
risk management and investment 
prioritisation are inherently valuable 
over the long-term. But they often 
aren’t sure how to quantify them and 
reflect them in the investment case.  

That is not surprising. What value do 
you put on getting an as-yet-undefined 
product to an as-yet-undefined market 
in an as-yet-undefined space of time? 
How do you quantify the value of 
decision-making clarity in financial 
terms? What does a happy and satisfied 
customer look like on a balance sheet? 
These are not simple calculations to 
make.  

The problem is that the ‘harder’ 
benefits of the investment case – the 
cost and risk considerations – are very 
clear. Simplification often requires 
banks to break the status quo. 
Sometimes that may mean investing 
into new systems, tools or capabilities. 
It may require new financial, business 
and operating models and ways of 
working. Investments will be high and 
no amount of headcount reduction will 
balance the equation in the short-term. 

Somewhat counter-intuitively, many 
executives are also worried about the 
risk of removing the complexity. They 
recognise that some of their current 
systems, processes and models are 
stuck together with the IT equivalent of 
duct tape and glue. Nobody really 

knows for sure what the unintended 
consequences are when ancillary 
systems are shut down. The challenges 
and risks of major transformations and 
are significant. 

Take it from the top 
To break the deadlock, banks need to 
see simplification as the vehicle to get 
to a faster, leaner, more agile and more 
customer-centric future, supporting 
new business models to deliver long 
term, sustainable and profitable growth. 
That will be the only way to thrive in 
tomorrow’s uncertain environment. 

The best way to make sure that 
simplification is given heavy weighting 
is by ensuring that it is an inherent 
enabler to the core strategy; embedded 
and driven from the top down and 
shared across all divisions, functions 
and markets. With clarity of objectives 
underpinned by a strategic decision to 
simplify, the question of how to 
quantify the all simplification benefits 
becomes less sensitive. 

Approach to bank 
simplification 

STEP 1 

Clarify the bank’s strategic focus and 
competitive positioning. This will 
drive choices around architecture and 
operating model. 

STEP 2 

Choose a direction for the business 
architecture, including organisational 
choices on how to reflect customer 
journeys, products, distribution 
channels and operations. 

STEP 3 

Determine which activities are 
strategic and provide a competitive 
advantage. This will drive choices 
around which activities should be 
retained in-house, and which could 
be outsourced. 

STEP 4 

Assess the simplification options for 
the bank’s activities, in line with its 
strategic focus, its business 
architecture and the (strategic) 
nature of its activities. Four main 
options should be considered: 

CoE creation – leverage current 
capabilities with potential for high 
performance 

Transformation – transform existing 
assets/capabilities that are not 
restricted by legacy issues 

Development for replacement – 
build a new unconstrained capability 

Third-party solutions (including 
partnering/outsourcing) – consider 
third-party solutions for non-strategic 
activities that are not high performing 

STEP 5 

Develop the simplification roadmap, 
taking into account various 
dependencies, and get alignment 
across the business for the change. 
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Return on equity 
The ability to maintain Returns on Equity (ROE) are being 
impacted by increasing levels of capital and earnings 
reductions. 
Return on equity (including notable items) has continued to be eroded, with average 
ROE at 11.0%, down 131 basis points on FY2018. With continued headwinds 
expected to be on the horizon via margin tightening and regulatory capital pressures, 
the prospect of sustaining double digit ROE will present a challenge for the Majors in 
future reporting periods. 

Diagram 12: CET1 Capital Ratio and Return on Equity 
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Dividends 
The reduction in cash profits, changing operating structures and the focus on 
increasing capital has impacted the Majors’ dividends in FY2019, with the exception 
of CBA which sustained its current dividend level. The average dividend payout ratio 
across the Majors has increased by 161 basis points from FY18 to 85.1%. 

WBC lowered its final dividend by 15% to 14 cents per share, its first cut since the 
global financial crisis. This was to ensure its dividend payout ratio returns to a more 
‘sustainable level’ (cited by WBC as being around 70 – 75%), given their announced 
capital raising and lower return on equity. 

NAB cut its final dividend by 16 cents, consistent with the reduction of its interim 
dividend, meaning the total dividend was down 16% from FY2018. NAB commented 
that this was due to the challenging operating environment and that higher levels of 
capital were required. 

ANZ also announced a reduction in franking of its final dividend to 70%, driven by 
changes to its business model, including the divestments of wealth businesses in 
Australia. 

Diagram 13: Dividend yield vs Payout ratio 
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