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Introduction

The 2021 financial year saw the mutuals increase net assets 
by 5.5 percent to $10.4 billion (2020: increase of 8.0 percent). 
At the same time, overall operating profit before tax grew 
by 38.6 percent (2020: decrease of 16.2 percent) to $685.0 
million (2020: $494.3 million). The increase in operating profit 
before tax was primarily a result of the asset growth achieved 
in FY21 in combination with the absence of the significant 
loan loss provisions observed in FY20. These growth drivers 
offset continued pressure on net interest margins and 
significant ongoing expenditure on technology, people and 
regulatory compliance.

In summary, the 2021 financial 
year was a test of resilience for 
businesses, communities and 
individuals.

On the one hand, the country and 
the mutuals have felt the ongoing 
impact of the COVID-19 pandemic 
with its public health consequences 
and lockdowns. On the other hand, 
the surprisingly strong performance 
of the Australian residential housing 
market (in combination with relatively 
high liquidity levels for many lenders 
in the sector) has boosted the 
lending performance of the mutuals. 
The results of the mutuals for 2021 
tell a story of resilience and of 
purposeful growth.

This year, several discussion topics 
frequently re-occurred in our 
conversations with the Board and 
executive team members at many 
market participants. Essentially two 
key types of themes came out of the 
discussions, and they were either a 
strategic or a financial theme:

R E F L ECT I N G  O N  T H E 
ST R AT EG I C  T H E M ES
To start, we’ve been seeing the 
combination of low interest rates 
and stiff competition between 
lenders in the mortgage lending 
market. With the rise in digitisation 
and advancements in data analytics 
(also fuelled by the introduction of 
Comprehensive Credit Reporting 
and Open Banking), attracting and 
retaining new mortgage customers 
remains highly competitive. The 
mutuals need to continue to find new 
ways to differentiate themselves and 
present a competitive proposition  
to borrowers.

Traditionally, mutuals have 
differentiated themselves through 
their unique member bond and high 
level of customer trust. However, the 
increased prominence of ESG across 
the global financial services industry 
could potentially erode some of the 
advantages mutuals have gained. 

H ESS E L  V E R B E E K
National Mutuals Leader 
KPMG Australia
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Therefore, it is vital that the sector 
responds to preserve its customer 
and community focus leadership.

The competitiveness in the 
banking market extends beyond 
interest rates, with a big focus on 
customer experience. The mutuals 
will need to continue innovating 
their products and their channels, 
and invest in transforming their 
organisation, systems and processes. 
It is a priority for mutuals to create 
the organisational and financial 
bandwidth for this transformation.

While there has always been 
consolidation in the sector, with 
several mutuals merging every 
year, the drivers for consolidation 
(including low interest margins, 
cost inefficiencies and the need 
to invest in transformation) appear 
to be getting stronger. The recent 
announcement of two proposed 
major mutuals mergers underlines 
the relevance of the consolidation 
consideration for many participants in 
the sector. 

C O N S I D E R AT I O N S  O N 
F I N A N C I A L  T H E M ES
This year low interest rates have 
again played a big part. Low lending 
rates in combination with the 
traditional reliance of the sector on 
deposit funding and the ‘bottoming 
out’ of deposit rates have resulted 
in low net interest margins for the 
mutuals. While the Reserve Bank of 
Australia’s Term Funding Facility (TFF) 
has supported margins to an extent, 
it closed to drawdowns on 30 June 
2021. It will no longer be available 
to mutuals for new funding in the 
financial year 2022.

Low margins coupled with solid 
asset growth are putting pressure 
on mutuals’ balance sheets. For 
many mutuals, increasing growth 
and profitability is needed to manage 
their capital adequacy in the longer 
term. The underlying picture has 

been muddled by loan loss provisions 
in 2020, and provision write backs 
in 2021. As a result, the enduring 
challenge for mutuals is how to 
manage capital for growth.

The mutual industry consists of 
many relatively small institutions. In 
addition, the mutuals do not require 
high profits to reward shareholders 
with dividends. This largely explains 
the cost efficiency of the industry 
compared to larger commercial 
banks. However, in a low margin 
environment, the mutuals need to 
reduce their cost-to-income ratios 
to remain profitable and financially 
viable.

The cost of regulation continues 
to weigh heavily on Australia’s 
financial services industry. The 
disproportionate cost of compliance 
for smaller institutions like the 
mutuals is a well-understood issue 
(one with significant strategic 
ramifications, including the pressure 
to potentially consider consolidation). 
Examples are the prudential standard 
CPS 234 on information security and 
KYC requirements that apply to all 
institutions regardless of their size. 
The mutuals will need to continue 
to find ways to remain compliant 
while managing their compliance 
expenditure.

    ————————————————

Mutuals need to address these 
issues head-on. They’ll also have 
to be ready to continue to develop 
and leave a positive impact on their 
members and the wider society. 
As we say at KPMG, how you grow 
matters.

The mutuals in Australia as a 
collective have a great legacy, 
but obviously the focus for each 
Mutual is on its future impact. 
Every organisation needs to deal 
with various challenges, including 
the strategic and financial ones, as 
it evolves and positions itself for a 
bright future.

As we look towards the next 3-5 
years, we have identified some core 
topics that must remain front of mind 
for Boards and Executives as they 
continue their “purposeful growth in 
mutual banking”. These topics are:

• The unique role and relevance of 
mutuals in the financial system

• The mutuals’ member proposition 
now and into the future

• The regulatory agenda for the 
future

• Implications of the increasing 
importance of ESG

• The future of mortgage lending  
for mutuals

• New approaches to mutuals’ 
technology transformation

• Changes to capital management 
for mutuals

• The future of technology-enabled 
finance and audit

• Observations on consolidation 
amongst mutuals

These topics are relevant to all 
Australian banks. However, we have 
looked at them through a mutuals 
lens. The unique mutual model 
provides specific opportunities as 
well as challenges, as the mutuals 
chart their path to the continued 
delivery of member value. The 
success of mutuals lies in their 
strong member bond and affiliation 
as “purpose-driven organisations”, 
providing value to the community and 
members alike.

We trust that you find this publication 
insightful, and we look forward to 
supporting the sector during the 
coming year.
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2 mergers  
completed  
(2020: 5)

Write back of credit 
provisions of $29.4m  
(2020: increase in  
provisions of $96.7m) 

 2

Operating profit  
before tax increased  
by 38.6% to $685.0m  
(2020: $494.3m)

Lending grew by  
5.1% to $112.4b  
(2020: $107.0b)

 5.1% 38.6%

 $29.4m

Deposits grew by  
8.1% to $117.2b  
(2020: $108.4b)

 8.1%

Non-interest income 
decreased by 3.75% 
to $412.5m  
(2020: $437.7m1)

 3.75%

Cost-to-income  
ratio decreased by 
140bps to 77.9%  
(2020: 79.3%)

 140bps

Year in review – 2021 highlights

Average capital  
adequacy ratio decreased 
by 37bps to 16.29%  
(2020: 16.66%)

 37bps

Net interest margin 
increased 2bps to 1.81% 
(2020: 1.79%) 
Calculated using year-end 
total assets

 2bps
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KEY HIGHLIGHTS FROM OUR 
2021 MUTUALS SURVEY 

Top 3 contributors  
for growth:  

Better customer service
22.3%

Better product pricing
21.4%

Customer centricity & 
product innovation
18.8% 

Top 3 key technology 
challenges* in the next  
3 years: 
 

Cyber security
24.4%

Channel digitisation
7.3%

Innovation
14.6%

* Note: Rankings are based on  
overall responses among the  
top 5 choices in this question.

Top 3 biggest risks:  

 
Low interest rate / 
margin environment
48.8%

Information technology 
including cyber risk
26.8%

Compliance & regulations
24.4%

Top 3 greatest competitors  
for the mutuals:  

Big-4 banks
43.9%

Other banks
39.0%

Other mutuals
7.3%

Top 3 priorities for  
the next 3 years:

 
Maintaining profitable and 
sustainable growth 
61.0% 

Digital transformation
29.3%

Keeping up with pace of 
change (e.g., regulations, 
fintech, open banking, NPP)
9.8%

78.1% 

of respondents feel confident 
about the 3 year growth 
prospects for mutuals, 
compared to 70.5% in 2020.
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24.4% 
of respondents anticipate 
being involved in merger 
activity during 2022  
(2020: 22.7%).

19.5% 
are considering the  
possibility (2020: 20.5%).

over 70% 
of respondents believe ESG 
is an important area for 
their organisations, but they 
are not looking to go above 
and beyond; while high 
importance was placed by 
more than 

26.8% 
of respondents on this area, 
which is regarded as a way  
to differentiate themselves.

82.9% 
of mutuals are prepared 
for a cyber-event. 

Future net interest margin expectations in the next 3 years

Cost efficiency development expectations in next 3 years

Intention for business transformation

2021 has seen a shift in intentions around business transformation, with 
respondents indicating a significant increase in the focus on full end-to-end 
transformations and ancillary systems transformation compared to 2020.

Full end-to-end transformation 
envisaged

Core banking system transformation

Ancillary systems transformation 
- e.g. Tax/General Ledgers/Finance

Other

46.34%

9.76%

43.90%

21.95%

26.00%

14.00%

32.00%

28.00%

F Y21 F Y20

Deteriorate 
(cost-income ratio up by 2-5% points)

Neutral

Improve 
(cost-income ratio down 
by 2-5% points)

Strongly improve 
(cost-income ratio down by 
more than 5% points)

Strongly deteriorate 
(cost-income ratio up by 
more than 5% points)

19.5%

14.6%

0%

24.4%

41.5%

Increase

Decrease strongly 
(more than 10bps)

Decrease moderately 
(between 5-10bps)

Decrease slightly 
(between 2-5bps)

Stay at its current level

31.7%

17.1%

22.0%

7.3%

22.0%
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This report examines the performance and trends of 
Australia’s mutual banks, building societies and credit 
unions (together, the mutual sector) as regulated by the 
Australian Prudential Regulation Authority (APRA). This is 
the 34th year of the report. 

It includes the financial results of 46 mutuals for the 
2021 financial year (2020: 47 mutuals), which represents 
over 98 percent (2020: 97 percent) of the mutual sector 
by total assets and profit before tax. The financial 
information, analysis and observations have been 
compiled from publicly available financial reports, APRA 
statistics and also includes information from the prior 
year. In certain instances, data has also been obtained 
directly from survey participants. 

This report also includes the results of our qualitative 
survey, which asked mutuals to share their views on the 
risks, challenges and opportunities they see the industry 
being exposed to. 2021 has certainly been a year of 
unprecedented challenge for the sector with COVID-19 in 
particular impacting on the results and operations of all 
market participants. 

This year we had a response rate of 66 percent (2020: 91 
percent). This reflects the mutual sector’s eagerness to 
come together, leverage experiences and operate in unity, 
and building towards resiliency in a highly competitive 
market. 

For the purposes of preparing our charts and analysis, 
KPMG has disclosed the results of the Top 10 mutuals by 
total assets (the Top 10) together with the results of the 
remaining mutuals (mutuals excluding the Top 10). We 
have also made reference to the financial results of the 
Australian major banks (the majors).

We would like to thank the survey respondents for their 
time, support and contribution to this report. 

T H E  K P M G  M U T UA LS  I N S I G H TS  DAS H B OA R D
The KPMG Mutuals Insights Dashboard which accompanies this report contains interactive charts and graphs 
that are underpinned by the financial data collected from mutuals surveyed. This dashboard enables you to filter 
the data based on your own preferences and view the financial metrics for a particular year or segment of the 
mutual sector. You can also view metrics for an individual mutual in comparison to a peer group.

The dashboard can be accessed via our website

Preface
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2021 
FINANCIAL 
RESULTS
The 2021 financial year saw the mutuals record varied levels 
of asset growth as they each continued their member-centric 
approach and focus on their community. Australia’s low interest 
environment and competitive banking market continues to apply 
pressure on net interest margins which, combined with asset 
growth, resulted in decreasing capital ratios. Responding to this, 
the key focus for the sector is to identify and pursue opportunities 
for sustainable growth. In the analysis below, we have highlighted 
some of the key financial results observed across the sector as 
well as the Top 10 mutuals (by total assets).
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ASS E TS
The Top 10 mutuals, by total assets, have continued to maintain their presence in the Top 10 since 2016, however, 2021 
has witnessed movement within the rankings compared to 2020. Please note that asset growth (7.4 percent for the 
sector) has been higher than loan growth (5.1 percent in comparison) and that the asset growth ranking therefore does 
not wholly reflect lending growth performance.

12%

3%

10%

7%

18%

2%

20%

5%

11%

-4%

P&N

IMB

Beyond

Greater

Bank Aus

People's Choice

Teachers

Newcastle Permanent

Heritage

Great Southern (formerly CUA)

5%

1%

5%

-6%

14%

3%

19%

4%

3%

-0.3% $18.78B

 $11.94B

$11.70B

$9.76B

 $9.67B

 $8.47B

 $8.07B

 $7.76B

 $6.96B

 $6.93B

 $13.55B

 $8.92B

 $9.17B

 $7.87B

 $8.10B

 $6.33B

 $5.46B

$6.17B

 $5.47B

 $5.37B

TOP 10 BY TOTAL ASSETS ($) – 2021 GROSS LOANS ($) – 2021

Total assets for the mutuals increased by 7.4 percent 
(2020: 11.1 percent) to $148.3 billion in 2021 (2020: 
$138.0 billion) on the back of Australia’s economic 
recovery, despite another year of competitive pressure 
from the other lenders. 

As the Australian economy continues to navigate the 
challenges and uncertainties presented by the COVID-19 
pandemic, building a resilient, and trusted mutual that 
meets customer’s needs remains a priority. This is 
evident with 49 percent of our survey respondents 
identifying customer experience as a key differentiator for 
competitive advantage.

Mutuals comprise of 2.8 percent (2020: 2.6 percent) 
of total assets across all authorised deposit-taking 
institutions (ADIs) in Australia at 30 June 2021. This 
market share improvement points to the fact that the 
mutuals continue to be seen as an attractive proposition 
for customers that want to support their local or sectoral 
communities.

The sector has also continued to maintain a positive 
outlook in the face of ongoing market and economic 
uncertainty, with 78 percent of survey respondents 
revealing they feel confident in their 3 year growth 
prospects, up from 72 percent in 2020.
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Total asset growth across the sector continued to be 
driven not just by lending growth but also by participants 
utilising the RBA’s Term Funding Facility (TFF), access to 
which closed by 30 June 2021. Excess funds from the TFF 
(i.e., those not used for lending purposes) were invested 
in investment securities for the time being. This extra 
liquidity provides the sector with sufficient funding to take 
advantage of growth opportunities as confidence returns 
to the lending market.

The Top 10 as a collective experienced strong growth in 
Total Assets at an average rate of 6.8 percent, which 
outperformed the majors who grew 1.7 percent (2020: 5.3 
percent).

The differing levels of asset growth achieved across the 
sector is reflective of varied approaches adopted by the 
mutuals in addressing market conditions. 

The highest level of growth in the sector was experienced 
by Regional Australia Bank whose strong mortgage 
portfolio performance benefited from an emerging trend 
of people relocating to regional areas, driven by an 
increasing availability of flexible work arrangements and 
the desire to work from home more.

On the other end of spectrum, Great Southern Bank 
(formerly CUA) experience a decrease in total assets of 
3.7 percent in 2021 as the result of a deliberate strategy 
to stabilise margins whilst supporting customers during 
the pandemic, and a focus on delivery of its technology 
systems transformation program. 

Growth

GROWTH IN TOTAL ASSETS (%) – 2021
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L OA N  P O RT FO L I O
The total loan portfolio for mutuals in 2021 was $112.4 
billion (2020: $107.0 billion), a 5.1 percent increase from 
2020 (2020: 5.6 percent). 

The mutuals loan portfolio grew significantly more than 
the banking sector as a whole (including the majors) 
with the overall banking industry reporting growth of 1.8 
percent (2020: 2.3 percent). This performance reflects 
well on the mutuals disciplined approach to building their 
member bond and delivering service focused lending, a 
topic which 22.3 percent of the respondents to our survey 
consider to be their number one success factor.

This was another year of unique challenges from the 
ongoing COVID-19 pandemic, including multiple extended 
lockdowns in Melbourne and Sydney, border closures 
and vaccination programs. However, there were also 
other forces that impacted on the sector’s ability to grow 
their loan books. This included increased competition in 
the banking market, offset by fiscal stimulus measures 
which were introduced to promote lending and economic 
recovery. We analyse these opposing forces further 
below.

Residential lending market
The mutuals’ loan book became more concentrated on 
residential lending with 94.1 percent (2020: 93.7 percent) 
of their portfolio comprising residential loans at 30 June 
2021. 

Whilst the economy and the mutuals have continued to 
feel the impact of the COVID-19 pandemic, the industry 
has observed an unexpected strong performance in 
Australian residential market with average property price 
increases reported of 16.8 percent in 2021 (per ABS data).

Our survey respondents ranked increasing residential 
lending as the biggest driver of growth, with the 
digitisation of banking services and increasing commercial 
lending identified as second and third respectively.

Interest rates and availability of funding
2021 remained a year of historically low interest rates. 
With the availability of the RBA’s Term Funding Facility 
(TFF) and increased customer deposits, there are 
higher than normal levels of liquidity for ADIs. With this 
continued build-up of excess cash and liquidity on balance 
sheets, managing the medium-term investments in order 
to maintain capital returns remains a critical factor for 
success and maintaining sustainable growth.

1.7%

1.6%

5.1%

0%

2%

4%

6%

8%

10%

12%

2017 2018 2019 2020 2021

LOAN PORTFOLIO GROWTH (2017-2021)

All ADI's Major Banks Mutual Banks
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Impact of competition on pricing and 
innovative responses
The 2021 fiscal year continued to see strong competition 
in the banking market. The mutuals were resilient in the 
face of this competition as they sought to grow market 
share through sustained competitive pricing. In fact, 
21.4 percent of our survey participants indicated that 
competitive pricing was one of the main contributors to 
their financial performance and market share growth in 
2021.

While the sector continues to compete on price with 
the broader financial services market, it is also adopting 
new and innovative initiatives, such as alliances with 
fintech companies. One such example was Heritage Bank 
partnering with Samsung Pay and Apple Pay to provide 
customers the ability to choose whether contactless debit 
card payments are made via eftpos or the Visa network. 

Another example of product innovation responding to 
customer needs was Gateway Bank introducing a flexible 
monthly premium LMI option to provide borrowers an 
alternative to capitalising LMI into their loan or paying the 
entire premium upfront. 

Commitment to the community
The mutuals also maintain powerful bonds with their 
members and the communities that they support, which 
continues to be a strength of the sector. In line with this 
there is a focus on growth that is not only sustainable, but 
also environmentally and socially responsible. 

Examples of this include Gateway Bank being the first 
Australian bank to offer a plant based eco-card that 
produces 68 percent less greenhouse gases to produce 
than regular plastic cards.

Also People’s Choice contributes through its unique 
Community Lottery which has raised over $20 million 
for thousands of not-for-profit organisations across 
the country by providing a free means to raise much 
needed funds.

D I D  YO U  K N OW… ?
2 0 2 1  CA N STA R  AWA R D  
W I N N E RS  I N C LU D E :

Customer Owned Bank of the Year

Qudos Bank

Customer Owned Bank of the Year –  
Online and Mobile Banking 

Beyond Bank

Customer Owned Bank of the Year –  
Fixed Rate Home Loan Award

Greater Bank

Customer Owned Bank of the Year –  
Savings Award 

Great Southern Bank

Customer Owned Institution of the Year –  
Term Deposit Award

BankVic
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ASS E T  Q UA L I T Y 
With 18 months of experience since the start of the 
COVID-19 pandemic in March 2020, the sector saw a 
small decrease in the provision for doubtful debts to gross 
receivables ratio of 6bps in 2021 to 0.18 percent (2020: 
0.24 percent). Whilst reduced from 2020, provision levels 
remain elevated compared to pre-COVID19 periods. On 
the other hand the sector is optimistic for the economic 
outlook compared to 2020, particularly in light of some of 
the various economic impacts.

2021 witnessed strong investor demand for property. 
This benefits all lenders, including the mutuals. The 
various Government assistance programs such as 
JobKeeper Payments, and increased income support and 
Homebuilder programs contributed to household income 
for Australians and stabilised unemployment rates. 

Tempering the positive results observed during 2021 is 
the acknowledgment that the risk of an asset bubble in 
the Australian residential property market remains. The 
introduction of macro-prudential measures to ‘cool down’ 
housing market could have an impact on the sector. 

Provisioning and asset quality
In addition to any specific provisions, accounting standard 
AASB 9 requires the estimation of a general provision 
called the ‘expected credit loss’ (ECL). The ECL requires 
the incorporation of forecast macroeconomic factors in 
assessing the appropriate provision to apply against the 
loan portfolio. 

2020 saw a significant increase of 74.3 percent in 
provisioning levels across the sector in response to 
the initial uncertainty associated with the COVID-19 
pandemic. Comparatively, in 2021 the mutuals have 
collectively observed a small net write-back of provisions, 
resulting in a decrease of 16.2 percent, and the total 
provision for doubtful debts to gross receivable ratio also 
decreased by 6bps to 0.18 percent (2020: 0.24 percent). 
Whilst the challenges and uncertainty presented by the 
pandemic have continued in 2021 with provision levels 
remain higher than pre-COVID periods, the improvement 
reflects a return of confidence as the industry gains 
experience 

The accounting standards also require mutuals to classify 
their loans into stages with respect to expected recovery. 
Based on publicly disclosed information of a sample of the 
larger mutuals, we observed that collective impairment 
charges formed 91 percent of the total provisioning at 
the end of 2021. For the same sample, 55 percent of 
the loan provisions were classified into stage 1 (2020: 
54 percent) whereas stage 2 and 3 were 28 percent and 
17 percent respectively (2020: 22 and 24 percent). With 
the continued uncertainty associated with the impacts 
of COVID-19, border closures and multiple extended 
lockdowns experienced in state capitals throughout 2021, 
mutuals provisioning levels were heavily influenced by the 
inclusion of significant macro-economic assumptions and 
model overlays.
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Deferrals
Analysing asset quality in combination with deferrals is 
also important. In response to the COVID-19 pandemic, 
the Federal Government together with guidance and 
oversight from APRA introduced a temporary mortgage 
deferral scheme which gave customers the option to 
defer mortgage repayments for up to 6 months.  
This also partially contributed to the rise in provisions  
for the residential loans in 2020. 

Overall, the banking sector’s total loan deferrals have 
significant decreased. As at February 2021, APRA data 
reported $13.9 billion worth of all loans remained on 
repayment deferrals (2020: $263.4 billion). Of this, 
only $192 million were with the mutuals, a significant 
improvement from the $5.6 billion reported at June 2020. 

Whilst APRA has since announced a further round of the 
temporary mortgage deferral scheme, the amount of 
deferrals reported for ADIs at August 2021 of $11.9 billion 
is significantly lower than levels observed in 2020.

CA P I TA L

Current position
The mutuals’ average capital adequacy ratio decreased 
by 37 bps to 16.29 percent1 (2020: 16.66 percent). This 
impact has been felt consistently across the industry, with 
a uniform decrease in capital ratios observed by mutuals 
inside and outside of the Top 10. 

Strong asset growth and low interest margins have eaten 
away at the strong capital positions that the mutuals have 
enjoyed compared to other banks. 

Major banks
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D E P O S I TS
Deposits continue to be the most significant source 
of funding for mutuals, followed by other borrowings 
(including the TFF issued by the RBA). Despite a highly 
competitive market, deposits continued to grow steadily 
in 2021 as average household expenditure fell. This is 
reflective of changing customer behaviours as the impacts 
of the COVID-19 pandemic continue to cause households 
to rethink discretionary spending. 

The Top 10 mutuals had a deposit growth of 8.1 percent 
(2020: 9.5 percent), with mutuals excluding Top 10, 
demonstrated a similar performance with a growth of 8.0 
percent (2020: 11.8 percent). 

Total deposits grew by 8.1 percent (2020: 10.3 percent) 
which is above the growth experienced by the major 
banks (7.3 percent). This brings total deposits to $117.2 
billion (2020: $108.4 billion) for the mutuals sector. 

Total deposit growth reflected the mutuals continued 
efforts to establish customer and community centric 
experience to enable them to remain resilient amidst 
strong competition.

N E T  I N T E R EST  I N C O M E  ( N I I )
In 2021, the mutuals reported an increase in net  
interest income of 8.3 percent to $2,681.5 million  
(2020: $2,475.0 million), driven by underlying growth in 
the loan book. Of this, 66.5 percent was earned by the 
Top 10 (2020: 66.0 percent).
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N E T  I N T E R EST  M A R G I N  ( N I M )
Pressure on margins is inevitable in a sustained low 
interest rate period and a competitive market. The NIM 
(based on year-end total assets) for the mutuals, excluding 
the Top 10, continued to decrease with a NIM of 1.87 
percent (2020: 1.90 percent). Reflecting conscious efforts 
to balance growth with margins, the Top 10 experienced 
a small increase in NIM of 4 bps to 1.78 percent (2020: 
1.74 percent).

N O N - I N T E R EST  I N C O M E
In 2021, total non-interest income decreased by 3.8 
percent (2020: decrease by 0.5 percent) to $412.5 
million (2020: $428.6 million). The Top 10 reported a 
steeper decline of 4.9 percent (2020: decrease of 1.7 
percent). This decrease is larger than the drop observed 
by the overall banking sector, which also continues to 
face competitive pressure and increased scrutiny from 
regulators and customers on fees and commissions. 
Non-interest income in mutuals sector is more heavily 
reliant on transaction and services fees, which have been 
impacted by changes in customer behaviour as a result of 
the COVID-19 pandemic.
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C O STS
2021 saw total operating costs for mutuals rise by 
4.4 percent to $2.41 billion (2020: $2.31 billion). In 
combination with strong income growth, this reduced 
the cost-to-income ratio to 77.8 percent (2020: 79.2 
percent). Whilst the mutuals sector excluding the Top 10 
has seen a decline in the cost-to-income ratio we note 
that the ratio for the Top 10 has remained consistent 
in 2021, with continued elevated levels of staff and 
technology expenses. 

In the past few years we have commented on the 
mutuals strategic focus on shifting towards a more agile 
operating model, embedding resilience throughout the 
organisation, focusing on reducing ‘points of friction’ at 
the customer level, simplifying products and digitising 
workflows. We note that 22.0 percent of survey 
respondents are planning significant investment in fintech 
in 2022, and that key areas of focus are data & analytics, 
lending and middle and back office functions. 
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Personnel expenses continue to account for the majority 
of operating costs for mutuals at $1.2 billion in 2021. While 
employee numbers decreased marginally by 0.5 percent 
(from 10,307 in 2020 to 10,259 in 2021), personnel 
expenses increased by 4.0 percent (2020: 7.2 percent). 
We consider this highlights the continued shift towards 
higher skilled, more expensive labour as the sector 
continues to transform its operations and pursue a broad-
based digital services agenda.
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Other expenses, mainly consisting of administration 
costs, marketing and communication fees, and transaction 
and distribution costs, was the next major cost. This 
increased by 2.0 percent to $642.0 million (2020: $629.1 
million). 

In addition, $274.6 million was spent on technology 
expenses, which rose by 18.2 percent in 2021, again 
reflecting the continued investment in technology across 

all mutuals. Based on our survey, the largest contributors 
to technology spend in 2021 were projects related to 
cyber security, digitisation and technology changes to 
meet new regulatory requirements. Additionally, 56.1 
percent of survey respondents indicated that a quarter 
or more of their IT budget was allocated to technology 
enhancements and business transformation.

C O M P O S I T I O N  O F  C O STS
Previously we had discussed the impact of AASB 16, effective from 1 July 2019, and the resulting shift away from 
‘occupancy’ and ‘other operating expenses’, which have traditionally included any head office and branch leases. 

Under AASB 16, these costs are now reflected in amortisation/depreciation charge and interest expense. The graph 
below reflects this, with the 3.4 percent drop in occupancy costs starting in 2020, offset by an 3.5 percent increase to 
depreciation. 

This continues to be the case in 2021, with the composition of costs remaining relatively unchanged year-on-year. 
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P R O F I TS 
Profits before tax (PBT) increased by 38.6 percent (2020: 
fell by 16.2 percent) to $685.0 million (2020: $494.3 
million), while the majors saw profits increase by 54.7 
percent (2020: fall by 36.6 percent). 

The mutuals in 2021 continued to observe margin 
pressure, as a result of low interest rates and 
competition, and high cost levels as they continue to 
spend on operational resilience and transformation.
The key driver of the increase in profits before tax is the 
decrease in impairment expense from $125.9 million in 
2020 to a net release of $10.1 million in 2021 across the 
loan portfolio. This is reflective of the mutuals maintaining 
a relatively higher level of impairment provisioning 
compared to pre-COVID-19 years due to the continuing 
impacts of the pandemic. 

The Top 10 mutuals experienced an increase in PBT in 
2021 of 31.1 percent (2020: 16.1 percent decrease). 
Again, this was primarily driven by reduced impairment 
expenses in 2021 compared to 2020. This is offset by 
increases of 27.3 percent in technology costs (2020: 17.5 
percent) and 6.4 percent in personnel expenses (2020: 
8.4 percent). These growing costs reflect the continued 
focus of the Top 10 on investment in technology and 
innovation. 

The impact of low interest rates will continue to be 
a major factor on profits, with 49 percent of survey 
respondents ranking the low interest rate environment as 
the number one risk for their organisation.
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D I D  YO U  K N OW… ?
The three biggest opportunities identified by 
our survey for the mutual sector to improve 
performance are:

1. Technology and transformation of business 

46.3 PERCENT

2. More collaboration with peers  

19.5 PERCENT

3. Improving efficiency - doing more with less  

17.0 PERCENT 
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Return on equity (ROE)
While not a key metric for the sector, total ROE increased 
by 91bps (2020: fell by 90bps) to 4.8 percent (2020: 3.9 
percent). The ROE of the Top 10 remained stronger than 
the overall sector at 5.1 percent (2020: 4.1 percent). For 
the remainder of the sector, the ROE grew by 99 bps to 
4.4 percent (2020: 3.4 percent). 
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VIEW FROM THE TOP:

P E RS P ECT I V ES  F R O M  C U STO M E R  OW N E D  BA N K I N G 
ASS O C I AT I O N  ( C O BA )

K PMG’S HESSEL V ER BEEK 
(N ATION A L LE A DER , MU TUA L 

BA NKS A ND PA R TNER , 
K PMG STR ATEGY ) TA LKS TO 

MICH A EL L AW R ENCE, CEO 
OF THE CUSTOMER OW NED 

BA NK ING ASSOCI ATION 
(COBA ), A BOU T THE UNIQUE 

ROLE OF MU TUA L BA NK ING, 
M A IN TA INING R ELE VA NCE, 

SECTOR CONSOLIDATION, 
A ND PROPOR TION A L 

R EGUL ATIONS. 

Michael Lawrence CEO, Customer Owned Banking Association

H E S S E L  V E R B E E K  ( H V ) :  Y O U  R E P R E S E N T 
A L M O S T  6 0  C R E D I T  U N I O N S ,  M U T U A L 
B A N K S  A N D  B U I L D I N G  S O C I E T I E S ,  S O M E 
O F  W H I C H  A R E  I N D I V I D U A L LY  S M A L L ,  B U T 
W H O  I N  A G G R E G AT E  A R E  E Q U I VA L E N T  T O 
A  L A R G E  A U S T R A L I A N  R E TA I L  B A N K .  H O W 
D O  T H E  M U T U A L S  O P E R AT E  A S  A  S E C T O R , 
R AT H E R  T H A N  I N D I V I D U A L LY,  T O  P U N C H 
A B O V E  T H E I R  W E I G H T ?

Michael Lawrence (ML): I believe 
we punch above our weight, and we 
have every right to because of what 
we represent. Collectively we’re the 
fifth-largest retail bank in Australia, with 
assets of over $150 billion. We control 
more than 10 percent of retail deposits, 
and more than 4.5 million customers 
bank with us. And through COBA we 
can speak with one powerful voice.

We also punch above our weight 
for the communities that we serve. 
We’ve got a presence in every state 

and a very strong regional footprint, 
with over half of our members 
headquartered in regional centres. 
That is quite unique, particularly 
when you think of the jobs that 
sustains in regional centres. This 
includes everyone from front line 
staff to C-suite employees.

We also serve a diverse range of 
customers and communities, such as 
the education sector, police, nurses, 
other emergency services, the defence 
force, the transport sector and more. 

Our members are able to develop 
closer relationships with their 
customers because they are close 
to their communities, and they can 
prioritise customers over profits  
to shareholders.

Also, let’s not forget that we’ve been 
around for over 150 years, so we’re 
not new to this.
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H V:  YO U ’ V E  T O U C H E D  O N  T H E  S I Z E ,  T H E  L I N K 
T O  C O M M U N I T I E S  A N D  H I S T O R Y,  B U T  W H AT, 
I N  E S S E N C E ,  D I F F E R E N T I AT E S  T H E  M U T U A L 
M O D E L  F R O M  T H E  C O M M E R C I A L  M O D E L?

ML: First and foremost, the model 
itself. Customer owned banking 
institutions have a different ownership 
structure to shareholder-owned banks. 
Profit is important, but the difference 
is that with customer owned banks 
profits go back, for the benefit of the 
customers and communities. Profit 
goes to improving products and 
services for members, and doesn’t 
get paid away through dividends. 
Secondly, the customers are the 
owners of the individual institutions, 
so customer interests are not at 
conflict with shareholder interests.

A third aspect is that we’re the 
original peer-to-peer lenders.  
It was originally about providing 
opportunities for employees that 
couldn’t get access to what they 
needed through a bank. People 
would deposit money into their 
credit union, then there would 
be members who needed money 
for a holiday or a car, so loans 
were given effectively using the 
members’ money that they were 
getting a return on. The model is 
founded on the principle of giving 
back to the community. That social 
responsibility is ingrained.

Next, we know our customer needs 
and wants, and our customer trust 
and satisfaction results are evidence 
of this. Our members are four of the 
top five banking institutions in both 
2020 and 2021 named by Forbes 
World’s Best Banks, based on trust, 
innovation and service.

Another unique factor is that we can 
take a long-term view. We are not 
out to hit profit targets to appease 
investors. And, we have a culture of 
responsible lending. APRA’s statistics 
recently show non-performing loans 
at 0.3 percent in the sector, which is 
one-third of the overall banking sector. 

H V:  I S  T H E  S E C T O R  A L S O  S E R V I N G 
PA R T I C U L A R  C U S T O M E R  S E G M E N T S  W H I C H 
A R E  N O T  S E R V E D ,  O R  A R E  U N D E R S E R V E D , 
B Y  T H E  C O M M E R C I A L  B A N K I N G  S E C T O R ? 

ML: Our members often serve 
unique employment groups so 
they have developed a very good 
understanding of how to serve that 
customer base. If I reflect on the 
COVID-19 pandemic and the work 
APRA did on some capital relief 
for allowing deferrals, due to lower 
customer requirements our deferral 
rate was half of what the broader 
industry was and the recovery was 
quick. That points to understanding 
your customer base, working with 
the customer base, and having 
those conversations. 

H V:  O N E  S E C T O R  O B S E R VAT I O N  I S  T H AT 
T H E  M U T U A L  B A N K S  A R E  S T R O N G E R  I N  T H E 
M AT U R E  C U S T O M E R  S E G M E N T S  A N D  H AV E  A 
L O W E R  S H A R E  W I T H  T H E  Y O U N G E R  M A R K E T. 
H O W  D O  Y O U  S E E  Y O U R  A B I L I T Y  T O  R E C R U I T 
Y O U N G E R  C U S T O M E R S ?

ML: It is fair to say that we’ve 
got a more mature demographic 
in general. But if you look at the 
number of first home loans in 
the market today, proportionally 
speaking we write more of them, 
attracting a younger demographic.  
It is true that we are less represented 
in the “pre-mortgage” customers.

There are always going to be people 
who want something that’s more local 
and more community focused. Many 
young people fall into this category.

H V:  D O E S  T H I S  M E A N  T H E  M U T U A L S  N E E D 
T O  F O C U S  M O R E  O N  T H E  P R E - F I R S T  H O M E 
B U Y E R  T H E N  –  T H E  Y O U N G E R ,  D I G I TA L 
B A N K I N G  C U S T O M E R ?

ML: There’s definitely a realisation 
within our members that they also 
need to think about innovation and 
digital, because they’ve got to be 
relevant to the younger generation. 
Interestingly, if we had this 
conversation 2 years ago, I would 
have been saying that this is very 
important as there is a migration 
from regional Australia into the 
Eastern seaboard capital cities. Now, 
after the pandemic, the migration 
is happening from the capital cities 
back into the regional centres. That 
doesn’t mean you stop innovating – 
the younger generation want smart 
digital innovation. We have to be 
responsive and quick.

H V:  A R E  M U T U A L S  A B L E  T O  C O M P E T E 
E F F E C T I V E LY  O N  T H E  D I G I TA L  I N N O VAT I O N 
F R O N T ?

ML: Being smaller, we can be 
nimble. We do lead in a lot of digital 
innovations and we don’t have 
the high barriers to entry that the 
neobanks have been facing. 

I think there is a misconception that, 
because we don’t have the deep 
pockets of the major banks, we 
don’t innovate. But they need deep 
pockets. They’ve got very complex 
legacy systems. We can be agile and 
the cost of bringing something to the 
market isn’t of the same magnitude.

Over history, our sector was the 
first adopter of ATMs, the first with 
Apple Pay, Android Pay, the first to 
go to market with the NPP (New 
Payments Platform) and with Open 
Banking. Also, our sector again has 
a history of being able to partner for 
innovation – rather than build or buy, 
they will partner.
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H V:  T H E  S E C T O R  A L S O  H A S  A  L O N G  H I S T O R Y 
O F  C O N S O L I D AT I O N .  O N LY  1 5  Y E A R S  A G O 
T H E R E  W E R E  A R O U N D  1 7 0  M U T U A L  B A N K S , 
A N D  T W O  M E G A- M E R G E R S  W E R E  A N N O U N C E D 
R E C E N T LY.  T O  W H AT  E X T E N T  D O  Y O U  T H I N K 
C O N S O L I D AT I O N  W I L L  C O N T I N U E ?

ML: Mergers have always been 
a strategic option for mutuals to 
pursue inorganic growth. That’s not 
unique to our sector or Australia. In 
the US, around 15-20 years ago they 
had 50,000 credit unions, and now 
around 25,000.

The mutuals might look at their 
capabilities and consider if they 
need to merge to execute on their 
strategy. The important thing from 
our perspective is that they are 
staying mutual. Whether consolidation 
continues and whether this leads to 
very large mutuals, that’s up to the 
individual mutuals, and it’s about 
finding a strategic and cultural fit.

However, many mutuals out there 
are looking to operate in their own 
unique market and don’t see a 
merger as the way forward. They are 
comfortable with the sustainability of 
their own model and playing a niche 
role for their target customers.

H V:  T H E  S E C T O R  I S  H E AV I LY  R E G U L AT E D . 
W H AT  W O U L D  Y O U  L O V E  T O  S E E  I N  T E R M S 
O F  R E G U L AT O R Y  O R  P O L I C Y  S E T T I N G S  
T H AT  W I L L  A L L O W  T H E  M U T U A L  S E C T O R  
T O  C O N T I N U E  T O  F L O U R I S H ?

ML: If you want purposeful growth, 
you need purposeful regulation. 
Each piece of regulation needs to 
be targeted, tested and considered 
as part of a whole-of-system lens. 
Policy makers and regulators need to 
respond to the impact on competition, 
innovation and consumer choice of 
constantly ratcheting up regulatory 
compliance costs. Also, having to 
take scarce resources away from 
customer service and innovation to 
meet more compliance obligations 
really challenges mutuals. It’s a 
competitive advantage to the major 
banks, because there is a fixed cost 
component to managing regulation. 

As mutuals, we don’t expect a free 
kick. But we do want proportionate 
regulation and a level playing 
field. We’re asking the regulators 
and policy makers to commit 
to producing a comprehensive 
regulatory-change roadmap that 
gives stakeholders a clear view of 
the regulation that’s proposed, so 
that regulated entities can plan to 
change in an orderly manner. 

At COBA we’ve mapped every piece 
of regulation and compliance from 
every regulator and government that 
is coming in the next 12-18 months. 
It is a blizzard of regulation. We look 
forward to working with government 
and regulators to help them better 
understand what sensible regulation 
and regulatory coordination looks 
like in Australia. 

Our wish is for a stronger 
commitment from policy makers 
to consistently and rigorously apply 
regulation impact statements, and to 
build in post-implementation reviews 
on all major changes. We need them 
to address the burden of adding new 
layers of regulation, and to have a 
one-in, one-out approach.

H V:  O T H E R  T H A N  G I V I N G  T H E  S E C T O R  O N E 
M O R E  P O W E R F U L  V O I C E ,  W H AT  O T H E R 
R O L E S  C A N  C O B A  P L AY  T O  M A N A G E  T H E 
I M PA C T  O F  R E G U L AT I O N S ?

ML: If we can help coordinate and 
work with the external auditors, and 
work with the third-party suppliers, 
it’s going to be a more efficient and 
hopefully less expensive outcome 
for our members. We will do this 
for example for the new Prudential 
Standards CPS 234 on Information 
Security. We’ve got other examples 
of where we cooperate on things 
that are non-competitive. The Small 
Australian Mutual’s (SAM) Network 
look at a whole raft of opportunities 
of working together. We also have a 
financial crimes unit within COBA, and 
do our best to be at the forefront of 
financial crime and cyber risk. These 
are just some of the forums where 
we work together for the betterment 
of the whole sector. That mutual 
sector collaboration will always be 
there, and will continue to grow. 

If you want purposeful 
grow th, you need purposeful 
regulation. Each piece 
of regulation needs to 
be targeted, tested and 
considered as par t of a 
w hole-of-system lens. 
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FUTURE-PROOFING THE 
MUTUALS’ CUSTOMER 
VALUE PROPOSITION

TO  F U T U R E- P R O O F  T H E I R  VA LU E  P R O P O S I T I O N S, 
AU ST R A L I A N  M U T UA L  BA N KS  N E E D  TO  P I VOT.

Authors: Ben Kilpatrick, Partner, Customer, Brand & Marketing Advisory 
and John Critchley, Director, KPMG Strategy

MU TUA L BA NKS H AV E 
T R A DITION A LLY CR E ATED 

VA LUE THROUGH COMPE TITI V E 
PR ICING, PERSON A LISED 
CUSTOMER SERV ICE A ND 

STRONG COMMUNIT Y 
IDEN TIT Y. HOW E V ER , THESE 

STR ENGTHS A R E BEING 
ERODED BY SUSTA INED LOW 
IN TER EST R ATES, E VOLV ING 

CUSTOMER E X PECTATIONS 
A ND COMPE TITI V E PR ESSUR ES 

F ROM DIGITISATION. K PMG 
R ESE A RCH H AS IDEN TIF IED 

THR EE STR ATEGIES MUTUA L S 
CA N USE TO F U TUR E-PROOF 

THEIR VA LUE PROPOSITION.

1 .  R E I M AG I N E  YO U R  I D E N T I T Y 
Many Mutuals began as an industry 
or geographic community, tailoring 
their banking services to a specific 
community group. Branches were 
seen as an anchor. A way to provide 
a physical customer connection and 
deliver highly personalised services. 
Often customer bonds were drawn 
from the deep ties branch staff had  
in the communities they serve.

The digitisation of the banking sector 
is disrupting this notion. 

Mutuals are being forced to reimagine 
how they create and maintain 
customer connection and loyalty. 
All customers are demanding more 
self-service solutions via multiple 
online platforms – a trend accelerated 
by COVID-19 and the shift to broker-
introduced lending. As digital channel 
usage has increased, the relevance, 
reach and impact of the branch 
network has declined.

Digital channels are universally 
popular to conduct research, apply 
for new products or conduct basic 
banking tasks. Interestingly, KPMG 
research found younger customers 
heavily favour app-based banking, 
while older customers preferred 
using a desktop website.

Importantly, one-to-one channels 
still play an important role – with 
37% of customers preferring to 
resolve issues or complex queries 
with a staff member over the phone. 
The good news is 78% of Mutual 
customers are highly satisfied with 
online and phone service channels, 
limiting the need to visit a branch.

Consequently, the branch experience 
is no longer a differentiator for 
Mutuals. So, it’s business critical that 
Mutuals reimagine how they foster 
communities and deliver service 
value across the customer lifecycle. 
The future of the ‘branch-first’ 
business model is being pressured.
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2.  R E M A I N  FO C U S E D  O N  M A R G I N S 
Home lending is the primary income 
driver for Mutuals. Margins are 
generated from the relatively low 
cost of deposit-based funding via 
competitive pricing. So, optimising 
margins relies on Mutuals stimulating 
mortgage flows without cutting 
too deep into interest income. 
Unfortunately, three simultaneous 
threats are now in play: The major 
banks hold significant market power; 
Nimble digital mortgage lenders have 
emerged; Plus interest rates are at 
record lows. With margins under 
threat so too is the source of funding 
for Mutuals to invest in quality 
customer service and innovation.

Mutuals now have very little wriggle 
room to generate margin and remain 
competitive. 

Crucially, as the KPMG research 
shows, minimal fees and low 
interest rates remain two of the top 
five selection criteria for customers 
(see figure 2.) So, Mutuals must 
continue to focus on keeping costs 
low – particularly interest rates.  
They must continue driving customer 
satisfaction, to keep pace with high 
system growth amid a competitive 
housing market.

The good news is, as KPMG research 
revealed, Mutuals are doing a far 
better job of delivering for customers 
than their rivals. The gap between 
Desirability and Performance, as 
judged by customers, is almost half 
that of non-Mutuals.

18–29 30–44

45-59 60+

PREFERRED CHANNEL BY AGE DESIRABLE BANK 
FEATURES – TOP 5

Teachers Mutual Bank 
reimagines their customer 
relationship model. 

Through the recent launch 
of ‘Hiver’, Teachers Mutual 
Bank has focused on the 
community bonds between 
essential workers, who share 
a passion for helping their 
fellow citizens. Members are 
encouraged to contribute 
to the financial goals of 
their fellow ‘Hivers’. As the 
Hive grows, the more Hiver 
can invest in its members. 
This innovation has helped 
Teachers Mutual Bank 
both engage a digital-first 
market segment and create 
community identity.

65%46%27%18%

WEBSITE

69% 61%

46%

25%

APP

No or 
minimal fees

Site & app 
easy to use

Understandable 
products & fees

Has lowest 
interest rate

Quick to 
respond

INTEREST RATE DESIRABILITY / PERFORMANCE GAP

Desirability Performance Response to ‘Has lowest interest rate’

79%
Mutual

Non-Mutual 24%

55%

41%

43%

88%

89% 89%

89% 88%

87%
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One strategy which has seen success, 
is using partnerships to reduce fixed 
and variable costs while improving 
product and service value.

3.  R E D ES I G N  YO U R  S E RV I C E 
E X P E R I E N C ES 
Customers of Mutuals are 
accustomed to deeply personalised 
experience – historically delivered 
via branches and sponsorship 
of community causes. This has 
translated into high customer 
satisfaction, particularly when 
compared to the major banks. 
Retaining this personal connection 
and community identity will be 
critical for Mutuals. This is the key to 
differentiating themselves from major 
banks and digital mortgage lenders. 

However, there are other factors  
at play.

With all customers becoming more 
digitally savvy, they now have high 
expectations of any organisation 
that uses data and technology. They 
expect their experiences to be more 
relevant and intuitive. That’s why 
the banking sector has invested 
heavily in transforming cross-channel 
customer experiences – particularly 
for customers aged 18-29. 

The temptation for Mutuals is to 
invest in leading-edge technology 
but, as KPMG research reveals, this 
should not be the sole priority. Mutual 
customers find ‘Easy to use’ far more 
desirable – which aligns with Mutuals 
historic value proposition.

There’s more good news for Mutuals. 

Increasingly commoditised and 
competitive technology solutions, 
plus advances in data analytics 
and Open Banking, offer affordable 
pathways to meeting these 
customer demands. Mutuals can 
now deliver service experiences 
that delight customers and generate 
personal connection. All of which 
help strengthen customers bonds  
to their community. 

Importantly, for new customers, 
Mutuals must clarify this 
differentiation – e.g. via fast 
approvals on competitive home 
loans. Existing customers need 
to see a seamless continuation of 
their ongoing proposition – e.g. 
easy to use online services. When 
executed well, Mutuals won’t need 
to invest in highly sophisticated 
tech like the major banks. Instead 
investment levels can be guided 
by complementing their purpose. 
Equally, Mutuals should limit 
customisation of technology to  
avoid high cost and risk.

20 Mutual banks partner 
with Adatree 

Adatree, a SaaS provider 
of turnkey open banking 
technology, has partnered 
with 20 Mutual banks, 
representing the largest 
bank and fintech partnership 
in Australia. Adatree is 
helping Mutuals meet Open 
Banking requirements 
and participate in the Data 
Recipient Scheme at a much 
lower cost than it would be 
possible as a stand-alone. 

DESIRABLE DIGITAL 
PRIORITY

Site & app 
easy to use

Site & app  
uses leading-

edge tech

88%

73%
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I N  S U M M A RY
Mutuals are facing equal measures 
of disruption and opportunity. 
Customer engagement, competitive 
pricing, digital service design and 
market awareness are all key factors. 
Offering differentiated customer 
experiences and value propositions 
through community identity and 
funding models will be critical to 
Mutuals long-term sustainability. 

To do this, Mutuals will need to 
selectively implement new digital 
capabilities across their front,  
middle and back office. 

The aim is to enable easy and 
comprehensive online customer 
experiences. To help customers 
manage their finances in one place 
while offering competitive pricing 
and products. 

Regional Australia Bank 
partners with Basiq for 
faster loan processing. 

Regional Australia Bank is 
Australia’s first Accredited 
Data Recipient of Open 
Banking. So, they are 
authorised to receive 
customer data, including 
transaction data. That 
data is rapidly analysed 
and categorised by 
Basiq then inputted into 
the bank’s automated 
credit decisioning. This 
collaboration led to 
Regional Australia Bank 
approving Australia’s first 
Open Banking loan in under 
6-minutes.2 This is a step-
change in the experience 
for customers – with better 
banking choices via greater 
control over their own data. 
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K E Y  I N S I G H TS  F R O M  C U STO M E R  R ES E A R C H

R E I M AG I N E  YO U R  I D E N T I T Y

SHIFT TO DIGITAL

PREFERRED CHANNEL 1

18–29 30–44

45-59 60+

PREFERRED CHANNEL BY AGE

PREFERRED  CHANNEL 2

ROLE OF EACH CHANNEL

KPMG surveyed 1,203 Australians aged 18+ to build a fact base of customer 
preferences, including comparatively with those of non-mutual customers. 
All participants either had a home loan or are considering a home loan in 
the next two years.

Researching a new 
product or service

Signing up for a new 
product or service

Top 2 channel preferences

Completing  
regular tasks

When they have an 
issue or a question

Website

App

Website

In branch

App

Website

Phone

Web Chat

69% 61%

46%

25%

APP

65%46%27%18%

WEBSITE

65% 37%

18%

55%45%

38%25%19%
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(% ranking feature as extremely / very desirable)

(% ranking feature as extremely / very desirable)

REQUIREMENTS ACROSS CHANNELS 

TOP 5 BANKING FEATURES

Re ma i n  fo c u se d  o n  ma r g i n s

Ease of use Full digital service Omni-channel

Digital channels have 
everything I need for banking

I can do my banking in person, 
on the phone and online

DESIRABLE BANK FEATURES – TOP 5

90%

89% 89% 87%88%89%

80%91%

No or minimal 
fees

Site & app  
easy to use

Understandable 
products & fees

Has lowest 
interest rate

Quick to 
respond
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COMPETITIVENESS VS. NON-MUTUAL BANKS

1. Minimal fees and charges

Mutuals MFI

2. Transparency of products and fees

Mutuals MFI

Non-Mutuals MFI

Non-Mutuals MFI

Desirability Performance

Desirability Performance

Desirability Performance

Desirability Performance

3. Low interest rates

Mutuals MFI

Non-Mutuals MFI

Desirability Performance

Desirability Performance

91%

94%

89%

89%

Has no or minimal 
banking fees and charges

Is transparent. Products and 
fees are easy to understand

Has no or minimal 
banking fees and charges

Is transparent. Products and 
fees are easy to understand

74%

73%

54%

57%

79%

88%

Has the lowest interest rates

Has the lowest interest rates

55%

41%

DESIRABLE DIGITAL PRIORITY

Site & app easy to use

Re d es i g n  yo u r  se r v i ce  ex p e r i e n ce
EXPERIENCE VS. TECHNOLOGICAL ADVANCED 

88%

Site & app uses leading-edge tech

73%
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(% ranking feature as extremely / very desirable)

IMPORTANCE OF PERSONALISATION 

GROWING IMPORTANCE OF PERSONALISATION 

CUSTOMER AWARENESS OF MUTUAL 
BANKING PROPOSITION

I get special rewards  
and discounts

Digital 
personalisation 
is most important 
to the

I receive personalised  
rewards and offers based on  

my banking needs

Younger generation 
too want their banks 
to help manage their 
finances 

My website/app  
is personalised

67%

72%

Considering a 
mutual bank 31%

Considering a 
non-mutual bank 92%

aware of  
mutual banks 78%

62%64%

72%  vs  59%
18-29 age 
group at

(total across all age groups)

Greater awareness of the mutual banking alternative is required to improve 
acquisition

Reflecting in comparatively low consideration levels for any new financial 
product or service.

of Australians 
aware of non-
mutual banks 

99%
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REGULATORY AGENDA:  
WHAT’S AHEAD FOR THE 
AUSTRALIAN MUTUALS SECTOR 

Authors: Kathleen Conner, Partner, Risk, Strategy & Technology 
and Quang Dang, Partner, Financial Services – Audit, Assurance & 
Risk Consulting

A MID MUCH UNCER TA IN T Y 
DUR ING THE COV ID-19 

PA NDEMIC, AUSTR A LI A’S 
R EGUL ATORS FOCUSED ON 

PROTECTING THE ECONOM Y 
A ND SUPPOR TING THE 

F IN A NCI A L SYSTEM. BOTH 
ASIC A ND A PR A SW IF TLY 

PI VOTED TO M A K E CH A NGES 
TO R EGUL ATORY COMPLI A NCE 

A ND SUPERV ISION PR IOR ITIES, 
DEL AY ING SE V ER A L 

ACTI V ITIES TO A LLOW 
EN TITIES TO A DDR ESS THE 

IMPACT OF COV ID-19.

As we move toward life beyond 
COVID, regulators have also shifted 
back into gear, increasing supervision 
and activity across several key areas 
for mutual banks in Australia. 

ST R E N GT H E N I N G  R ES I L I E N C E  A N D 
D R I V I N G  C O N T I N U I T Y
APRA continues to strengthen 
entities’ preparedness in managing 
periods of stress. It includes recovery 
and resolution planning, operational 
resilience, stress testing and climate-
related financial risks. 

A Contingency Planning & Resolution 
consultation has been scheduled 
with plans to implement the updated 
regulation in 2023. 

There is a continued and growing 
focus on cyber security and 
operational resilience from all 
regulators. To support this, APRA 
is developing a new prudential 
standard focussed on operational 
risk management accompanied by 
revisions to CPS 231 Outsourcing, 
CPS 232 Business Continuity 
Management and CPS 234 
Information Security. 

A  FO C U S  O N  G OV E R N A N C E , 
C U LT U R E ,  R E M U N E R AT I O N  & 
AC C O U N TA B I L I T Y  ( G C R A ) 
APRA will continue to prioritise 
GCRA going forward. The has been 
significant activity in this space with 
the update of CPS511 Remuneration 
released, the pilot Risk Culture 
Survey concluded and the finalisation 
of details of the upcoming Financial 
Accountability Regime. Further to 
this many consultations regarding 
key policies have been scheduled for 
2022.

L I F T I N G  T H E  STA N DA R D S  O F 
P R O D U CT  G OV E R N A N C E  A N D 
C U STO M E R  O U TC O M ES 
2021 saw the introduction of the 
new Product Design and Distribution 
Obligations (DDO). When introducing 
RG 274, ASIC emphasised the 
effectiveness of product governance 
arrangements across the lifecycle 
of financial products with a focus 
on supporting better customer 
outcomes. It ensures a broader 
range of regulatory activity focusing 
on the impact of DDO and product 
governance.
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C H A N G ES  I M PACT I N G 
CA P I TA L  R ES P O N S E
The finalisation of the revised capital 
framework in response to the Basel 
III reforms has been a priority for 
APRA in their quest for ADI capital 
ratios to be ‘unquestionably strong’. 
Additionally, APRA have expressed 
concern with problem loans and 
high-risk portfolios from a credit 
perspective and have committed 
to undertaking deep dives in these 
areas.

Several prudential standard changes 
in the pipeline will impact the 
regulatory capital framework. But the 
most significant for mutual banks is 
the standardised approach for credit 
risk - the revised APS 112 Capital 
Adequacy – Standardised Approach 
to Credit Risk and APS117 Capital 
Adequacy - Interest Rate Risk in the 
Banking Book (IRRBB).

A new and higher capital floor 
applicable to advanced ADIs will 
positively impact mutual banks as it 
levels the playing field with advanced 
ADIs regarding capital requirements. 

I N T E R EST  R AT E  R I S K :
APS 117 raises reporting 
requirements for all ADIs, including 
the mutuals. We anticipate the 
following questions and four key 
challenges to be an important 
consideration for mutual banks:

1. RESOURCING. Have you formed a 
clear second line risk function around 
interest rate risk management? 
APRA expects risk to have a solid 
and independent voice concerning 
IRRBB. 

2. BOARD ENGAGEMENT. Does 
your Board need additional training? 
Boards will need to play a visible and 
influential role in the management of 
interest rate risk. 

3. STRESS TESTING AND LIMIT 
SETTING. Are you adequately 
prepared to define limits and test 
scenarios in the current interest rate 
environment? Comprehensive limits 
for stress testing, which is likely to 
challenge the current low-interest 
environment. 

4. DATA AND SYSTEMS. Do you 
have adequate systems and reliable 
data? Good decision-making and 
oversight demand robust systems 
and reliable data. Many smaller ADIs 
will need to inject greater rigour into 
their data and systems. 

CA L L  TO  ACT I O N  FO R 
T H E  M U T UA LS
The next few years will 
involve intense regulatory 
changes. The breadth and 
complexity of these changes 
will continue to challenge 
the mutual sector, with 
the ever-increasing cost of 
compliance and burden of 
effort. 

While regulators and 
policymakers focus on 
financial stability and 
protecting Australian 
consumers, they must be 
mindful of proportionality 
and ensure they support 
Australia’s competitive and 
diverse banking market. 
Accordingly, the mutuals 
sector must remain agile 
and respond pragmatically, 
including through industry 
collaboration where 
appropriate.
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Consultations:
 - Stress Testing PPG

 - Operational Resilience

 - CPS520 Fit & Proper

 - CPS510 Governance

 - CPS220 Risk Management

 - CPS511 Remuneration

 - APS330 Disclosure Requirements

 - Climate  
Risk PPG

 - CPG511 
Remuneration 
Guidelines

 - NOHC 
Authorisation 
Guidelines

Q 4 
2021

Q 1 
2022

Q 2 
2022

Q 3 
2022

Q 4 
2022

Q 1 
2023

Q 2 
2023

Q 3 
2023

Q 4 
2023

2024

Consultations:
 - Contingency 
Planning & 
Resolution

 - APS117  
Interest Rate  
Risk in the 
Banking Book

 - APS330 
Disclosure 
requirements

 - APS110 Overall approach to capital requirements

 - APS112 Standardised Approach to Credit Risk

 - APS113 Internal Ratings-based Approach to Credit Risk

 - Stored-value Facilities

 - ARS 220 Credit 
Exposures & 
Provisions (Full)

CPS 226  Margining 
and Risk Mitigation for 
Non-centrally Cleared 
Derivatives (phase-in of 
initial margin requirements)

- Basel III Reform

- APS115 Capital 
Adequacy: Standardised 
Measurement Approach to 
Operational Risk (All ADI’s)

Expected Effective Confirmed Effective Consultation Scheduled

- CPS511 Remuneration

- Contingency Planning 
& Resolution

 - Operational 
Resilience

 - CPS510 
Governance

 - CPS220 Risk 
Management

- FAR to 
replace  
BEAR

 - ARS 220 Credit Exposures & 
Provisions (Interim)

 - APS111 Measurement of capital

 - APS222 Associations with 
Related Entities

 - ARS222.0 Exposures to 
Related Entities

 - ARS222.2 Exposures to Related 
Entities – Step-in risk

U P C O M I N G  R EG U L AT I O N S
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ESG CONSIDERATIONS 
FOR MUTUALS

Authors: Ben Kilpatrick, Partner, Customer, Brand & Marketing Advisory 
and David Latham, Director, Strategy & Operations, Deals, Tax & Legal

I M P L I CAT I O N S  FO R  T H E  M U T UA LS’ 
D I F F E R E N T I AT I O N  O F  I N C R E AS I N G 
ES G  FO C U S  I N  T H E  R EST  O F  T H E 
F I N A N C I A L  S E RV I C ES  I N D U ST RY
As the global COVID-19 pandemic 
began to unfold in 2020, many 
predicted that progress on 
key Environmental, Social and 
Governance (ESG) issues would 
take a back seat. World leaders 
had no choice but to react swiftly 
– placing an acute focus on crisis 
management and providing support 
to their economies. The reality, 
however, has been quite different. 
Stakeholders across the landscape 
including policy makers, regulators, 
investors, corporates, consumers 
and communities – are embracing 
a greater sense of responsibility 
to tackle the ESG agenda and 
are demanding more action from 
financial institutionsB. And over the 
last 12 months, as momentum built 
to COP26 in November and off 
the back of the Intergovernmental 
Panel on Climate Change’s Sixth 
Assessment Report1, ESG has gone 
from a fringe topic of interest to a 
large part of the working week for 
the Boards and Executive teams of 
financial institutionsA. 

It is with this backdrop that 
financial institutions are revisiting 
their purpose – beyond delivering 
shareholder or member returns – 

to one that genuinely recognises 
the important role Sustainable 
Finance plays in addressing some 
of society’s greatest challenges. As 
the appreciation lands that this is as 
much about commercial success as 
it is about doing good – leaders are 
embedding ESG within their business 
strategy as a point of differentiation. 
This will bring some of the major 
banks and other new entrants into 
the purchasing considerations of 
customers who would normally only 
consider mutuals.

FAC I N G  I N TO  T H E  AC C E L E R AT I N G 
E N V I R O N M E N TA L  AG E N DA
Despite being largely deposit taking 
and lending institutions, the physical 
risks associated with their books 
should not be ignored. Mutuals will 
need to be seen to be taking action 
to understand the impact of climate 
change on their business in the 
future – by:

 – ADDRESSING PHYSICAL RISK – 
MORTGAGE EXPOSURE: building 
capability now to manage and 
mitigate the impact of credit losses 
associated with extreme weather 
events will be critical in the long 
term – particularly for mutuals with 
large concentrations of customers 
in certain geographic areas that are 
prone to these events. 

 – OFFERING GREEN PRODUCTS 
& SERVICES TO BUILD CLIMATE 
RESILIENCE: Members are now 
paying increased attention to what 
their bank stands for and their 
green credentials. Providing green 
loans which are linked to ESG 
targets, incentivising insurance 
discounts for protection against 
climate events or encouraging 
members to purchase products 
such as solar panels will also 
enable them to play their part in 
the transition to net-zero whilst 
supporting households to become 
more resilient to physical threats.

“ W hat w ill happen to the 
30-year mor tgage — a key 
building block of f inance — 
if lenders can’t estimate the 
impact of climate risk over 
such a long timeline, and if 
there is no v iable market 
for f lood or f ire insurance in 
impacted areas?”

L arr y F ink 
CEO, Black Rock
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T H E  ‘S’  –  S U P P O RT I N G  T H E 
C O M M U N I T I ES  T H E Y  S E RV E  -  A 
G AT E WAY  TO  F I N A N C I A L  S E RV I C ES
The mutuals value proposition has 
always been around offering targeted 
customer segments with the basic 
banking services they need, one 
centred around trust, purpose, 
community and personalised 
customer service. Whether its their 
commitment to the physical branch 
network in regional communities 
or tailoring their offering to support 
under-banked migrant communities, 
mutuals have often been a gateway 
to financial services for these 
consumers. This will continue to be 
a core part of their value proposition 
moving forward, however, the need 
to innovate and keep pace with 
changing customer expectations 
means they will need to:

 – BRIDGE THE GAP TO ACCESSING 
DIGITAL SERVICES: whilst digital 
service provision is revolutionising 
the industry, and how consumers 
interact with it, it is leaving some 
consumer segments behind (e.g. 
remote communities; disabled 
customers; migrant communities 
where English is not their first 
language; or those who are digitally 
illiterate). Bridging the gap to allow 
these consumers to access digital 
services via in branch services, or 
in-app translation services presents 
an opportunity for mutuals. 

 – THE GROWING DIVIDE: Property 
prices have soared by an average 
of 22.5 percent across Australia’s 
capital cities over the last year4 and 
the significant upfront commitment 
of a deposit continues to grow 
as a barrier for new home buyers 
entering the housing market. An 
opportunity exists here for mutuals 
to support new homeowners 
entering the market – for example, 
by allowing their parents to access 
equity they have already saved but 
is otherwise tied up in the family 
home. 

T H E  ‘G’  –  R EC O G N I S I N G  T H E 
L I N K  B E T W E E N  P U R P O S E  A N D 
G OV E R N A N C E 
Trust is a hard thing to win and an 
easy thing to lose. Over the last 4 
years, we have seen the impact on 
customer and community trust when 
an organisation fails to live up to the 
purpose and values it espouses. 
Good corporate governance is not 
just about the decisions you make, 
it’s about how you make them – and 
it is about how you explain these 
to your stakeholders. As the sector 
faces into a period of significant 
change they must continue to:

 – ALIGN CORE PURPOSE WITH 
GROWTH AMBITIONS: As M&A 
activity increases in the sector, 
mutuals must carefully consider 
the risks that come with scaling 
and the impact to members and 
communities. This means being 
transparent and striking the right 
balance between remaining 
competitive and continuing 
to serve member’s needs. 
Implications span across merging 
brands, converging values and 
impacts to services (e.g. digital 
channels and branch consolidation).

 – COMBAT FINANCIAL CRIME AND 
FRAUD: The ACCC have reported 
an 89 percent increase in financial 
scams over the last year, primarily 
impacting vulnerable communities. 
Indigenous Australians have 
experienced a 172percent increase 
in losses totalling $2.2million 
compared to 20205. Focusing on 
enhancing financial crime practices 
will be essential to maintaining the 
confidence of members.

 – FOCUS ON CYBER SECURITY: 
As the threat and incidence of 
cyber and ransomware attacks 
increase, members will only bank 
with providers who can guarantee 
the safety of their assets and 
information. This means making 
digital security a top priority to 
ensure business continuity, uplift 
operational resilience and enable 
effective management of third-
party risk.
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N OT ES

K P M G  C O N S U M E R  R ES E A R C H  H AS  R E V E A L E D  T H E 
M O ST  VA LUA B L E  I N I T I AT I V ES  FO R  BA N KS  TO  S U P P O RT:

While mutuals – with members 
and purpose at their core – are well 
placed to weather the storm, they 
need to be aware that customer 
expectations continue to change. 
Having a feel good purpose is no 
longer enough, customers want to do 
business with those who can amplify 
the impact they, individually, can 
have on key social and environmental 
issues. Mutuals value propositions 
will need to continue to evolve to 
ensure they can remain relevant 
competitive.

Sources
1 Sixth Assessment Report — IPCC 

2 KPMG CEO Outlook 2021 (home.kpmg)

3 Me, my life, my wallet (assets.kpmg)

4 CoreLogic RP Daily Home Value Index: Monthly Values – 30 September 2021

5 https://www.abc.net.au/news/2021-09-28/phone-scams-exploding-vulnerable-
australians-new-data/100496496

DISASTER 
RELIEF 

SUPPORTING 
INDIGENOUS 
COMMUNITIES

EMERGENCY 
SERVICES

MENTAL HEALTH 
AND SUICIDE 
PREVENTION 
PROGRAMS

POVERTY AND 
HOMELESSNESS
PREVENTION

ENVIRONMENTAL 
PROTECTION

46%50%

40%44% 30%

45%

A: 

KPMG’s 2021 CEO Outlook 
identified Climate change – and 
the risks that this posed to their 
growth – was top of mind2

B: 

The customer/supplier relationship is no longer transactional with 
consumers looking for a partner to support them in making a societal 
difference. Our recent ‘Me, My Life, My Wallet’ recently found that 80 
percent want to purchase from a brand that reflect their values and 90 
percent said they would be willing to pay more to an ethical company3. 

# 1

# 1

# 1

C y b e r  se c u r it y  r i s k

E nv i ro n m e nta l  / 
c l i mate  c ha n g e  r i s k

S u p p l y  c ha i n  r i s k

R A N K

2 0 2 1 *

of consumers 
are willing to pay 
more to an ethical 
retailer or brand 
that gives back to 
society

90%

Changing priorities

of consumers 
prefer buying from 
and into the brands 
whose actions 
align with their 
beliefs and values  

80%

are now prioritizing 
sustainable 
products or 
services more 
than before 
COVID-19 

37%
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FUTURE OF LENDING FOR 
AUSTRALIAN MUTUALS BANKS

Authors: Chris Foster, Financial Services Management Consulting 
Practice Lead and Adrian Chevalier, Director, Financial Services 
Management Consulting

IN THE L AST T WO Y E A RS 
A NE W CR EDIT CYCLE 

EMERGED. SUPPOR TING IT 
W ER E LOW IN TER EST R ATES, 

UNPR ECEDEN TED CUSTOMER 
DEM A ND A ND INNOVATION. 

COUPLED W ITH THIS WAS A L SO 
A HOST OF NE W EN TR A N T S 

IN THE M A R K E T, INCLUDING 
DIGITA L LENDERS A ND 

TECHNOLOGY PROV IDERS 
BAT TLING INCUMBEN T 

INSTITU TIONS IN THE F IGH T TO 
W IN M A R K E T SH A R E. 

AC C E L E R AT I N G  P R O C ESS  I N  DAY-
TO - DAY  BA N K I N G
When it comes to the future of 
lending for both home and business, 
we’ve moved into the digital and 
data-driven realm. Technological 
disruption is transforming the time 
it takes to make decisions, cutting 
weeks down into days and hours into 
minutes for almost every customer 
application while satisfying the 
existing risk appetite of a financial 
organisation. 

K E Y  A R E AS  TO  FO C U S  O N
So, what does this mean for 
Australian mutuals banks? How 
should they shape their investment 
planning to meet these changes? 
We believe there are four key areas 
banks can focus on. 

Leading banks can leverage verifiable 
data at scale through data and 
digitally driven processes to digitise 
decision-making processes. This 
moves lending from a linear process 
to a dynamic model where the 
customer and the available data can 
decide a lending pathway. This can 
include:

 – Tapping into verifiable external 
data sources e.g. accounting 
software packages, Open Banking 
and screen scraping to verify a 
customer’s financial details without 
the need to obtain paper and 
simplify servicing assessments 

 – Pre-filling documents with known 
information for customers or 
bankers to demonstrate you know 
the customer and reduce the time 
taken to complete assessment 
documents 

 – Using electronic signatures 
to execute loan and consent 
documents 

AU TO M AT I N G  D EC I S I O N - M A K I N G 
P R O C ES S ES
Exception based, event-driven, 
‘always on’ decision-making 
capabilities only uses humans for 
the 5 percent of applications that 
cannot be dealt with by automation. 
While 100 percent of the automated 
decision-making process won’t be 
cost effective for most organisations, 
we need to consider how an 
outstanding, personal experience 
can be delivered when people are 
involved. Here are some points to 
take: 

 – Analyse information entered and 
apply business rules to route 
applications to where you want 
them to be approved. This action 
can be via automated scorecards or 
to a human-based assessor

 – Leverage real-time machine-
learning solutions to manage rule 
sets and exceptions 

 – Maintain humans in the decision-
making loop for regulatory or 
critical application types 
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A R C H I T ECT I N G  O F  R EG U L AT I O N  AS 
A  C O M P E T I T I V E  A DVA N TAG E
When delivering compliant services 
in a rapidly evolving environment 
supported by an intelligent regulation 
architecture we need to take these 
scenarios into account to stay ahead:

 – Code based regulated financial 
product to route salespeople 
through an organisation’s 
obligations accompanied by precise 
role-based requirements

 – Recommend best product matches 
based on customer requirements 
and characteristics 

 – Embed customer permission 
activities early in the application 
to avoid the need to go back to 
customers

 – Enable delivery teams with 
the skills to deliver low code 
automation to free up build teams 
and enable them to focus on 
platform transformation 

 – Encode underwriting and 
credit capabilities with dynamic 
segmentation to quickly detect 
customers that may not meet 
credit policies or risk appetite

A D D I N G  VA LU E  TO  S E RV I C ES  TO 
G R OW  L OYA LT Y
Enabling value-added services 
through platforms and partnerships 
can help deepen customer 
relationships. It also provides a 
differentiated experience to drive 
loyalty. At the same time, it doesn’t 
alienate existing brokers or introducer 
partnerships.

 – Lenders are increasing their 
range of distribution partnerships, 
including leveraging digital 
aggregators, consumer choice and 
comparison websites, real estate 
organisations and leveraging new 
brands with strong customer value 
propositions to drive customer flow

 – Open architectures with APIs, 
micro-services and collaboration 
tools enable new capabilities to be 
provided for multiple partners in 
one build

 – Surprise and delight customers 
with small rewards to generate 
higher returns, which is more cost 
effective compared to a churn or 
new customer acquisition 

I M P L I CAT I O N S  FO R 
M U T UA L  BA N KS 
 – Accelerate the 
use of automated 
credit decisioning 
leverage advances in 
comprehensive credit 
reporting, open banking 
and credit scorecard 
automation

 – Develop products and 
propositions that can serve 
broad low risk markets 
at scale with a great 
customer experience and 
fast approvals

 – First party origination 
channels are serving 
mutual banks well in core 
markets, to expand into 
new markets third party 
delivery models will need 
to be created which should 
complement existing 
channels and reduce cost 
to serve 

 – Explore partnerships 
with off the-shelf lending 
origination platforms to 
accelerate transformation 
delivery 
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DIGITALLY TRANSFORMING 
THE AUSTRALIAN MUTUALS 
INDUSTRY 

MEMBER E X PEC TAT IONS, 
COST M A N AGEMEN T A ND NE W 

R EGUL AT IONS A R E A L L PU T T ING 
PR ESSUR E ON MU T UA L S, BU T 

A K PMG-HOST ED ROUNDTA BL E 
DISCUSSION E X PLOR ED HOW 

L E V ER AGING T ECHNOLOGY CA N 
T UR N SOME OF T HESE ISSUES IN TO 

OPPOR T UNIT IES. 

As Australia’s mutual banks move 
on from the vast challenges of the 
past 2 years, from the 2019 bushfires 
to the global COVID-19 pandemic, 
they will want to uphold their leading 
position when it comes to building 
close member relationships.

However, that strength needs to 
transform from a focus on in-person 
environments to incorporating a 
seamless digital experience to meet 
changing member expectations, as 
well as to compete with new digital-
only banks that are optimised to 
support members anywhere and at 
any time. 

Mutuals are also facing the 
challenges of maintaining financial 
performance and growth, and 
responding to the broader 
transformative shifts in the financial 
system such as new regulations. 

Digital transformation will be core to 
supporting mutuals to manage these 
complexities, and to prepare for even 
more demands as they unfold. 

To discuss these issues and how 
digital transformation can make a 
difference, KPMG Partners David 
Cummins and Alex Moreno hosted a 
virtual roundtable in early November 
2021, joined by representatives from 
banking software providers nCino, 
Salesforce and Thought Machine. 
Here are some of the key insights 
that they shared. 

A DVA N TAG ES  TO  L E V E R AG E 
Mutuals have a long history of 
building close relationships with their 
members, particularly in industry 
sectors such as teaching, policing 
and nursing, and also in Australia’s 
regional communities. Stuart Ward, 
Regional Sales Director – Financial 
Services, Salesforce, said in the 
last 2 years, this personal factor 
was exemplified as mutuals helped 
their members through the various 
challenges by tailoring loan relief. 
He highlighted that this level of 
service should drive their digital 
transformation strategy. 

“They have this natural alignment 
to being member focused, right 
from their core structure,” he said. 

However, Adi Gulati, Senior Sales 
Director – Financial Services, 
Salesforce, said that advantage 
became a complexity in COVID-19 – 
as their members were swiftly forced 
away from in-person banking and 
immediately needed digital ways to 
engage. This found some mutuals 
unprepared.

“Many struggled to scale their 
operations in a digital world, and 
acquiring new members was 
impossible,” said Gulati. “I think the 
gap widened for them from a bank 
who is digitally ready.”

Authors: 

David Cummins,  
Partner,  
Technology Advisory

Alex Moreno,  
National Lead Partner 
Salesforce, Technology 
Implementation

Round table participants: 

Stuart Ward,  
Regional Sales Director 
 Financial Services,  
Salesforce

Adi Gulati,  
Senior Sales Director 
Financial Services,  
Salesforce

Nicholas Wilde,  
Managing Director,  
APAC,  
Thought Machine

Dylan Steenhuisen,  
Sales Director,  
Thought Machine

Mark Bernhardi,  
Managing Director,  
Australia & New Zealand,  
nCino
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L EG ACY  T EC H N O LO GY  B U R D E N S 
A key issue holding the mutuals back 
from being able to quickly shift into 
a comprehensive digital operating 
environment is their reliance on 
legacy technology. Nicholas Wilde, 
Managing Director, APAC, Thought 
Machine, referred to recent Thought 
Machine research that found the 
average age of legacy core banking 
technology in the sector is 20 years 
old. He said a lack of incentive and 
previously large cost and risk of 
transformation has been an inhibitor 
to change. However, he said that 
now, “there’s more pressure than 
ever to transform – and there is 
new technology that makes that 
transformation worthwhile.”

Gulati pointed out that part of this 
pressure is the need to deliver new 
and tailored products and services at 
speed, drawing on data insights to 
see the opportunities and act. Legacy 
technology often sits in siloes across 
departments, meaning that data 
isn’t centralised and bankers can’t 
get access to the right information 
instantly. 

“And that, in today’s world, is 
absolutely slowing them down,” said 
Gulati. 

F I N A N C I A L  P E R FO R M A N C E  U N D E R 
P R ESS U R E
As mutuals face increasing 
competition from larger banks and 
up-and-coming digital only banks, it is 
vital that their financial performance 
is supported by cost management. 
Wilde said that mutuals can look to 
digitally native banks to see just how 
much lower the cost of operation can 
be.

“…a built-from-the-ground-up digital 
bank could run as much as 50-70 
percent cheaper than an equivalent 
legacy organisation,” he said. 

Mark Bernhardi, Managing Director, 
Australia & New Zealand, nCino, 
said that while there is an initial cost 
to digital transformation, the long-
term cost of not transforming in 
terms of the employee and member 
experience, efficiency and regulatory 
risk, will be much more.

“We obviously see the capital 
costs from a program perspective, 
and the ongoing support and 
licensing costs from a technology 
perspective, but I think the key 
headline is the increasing operating 
costs, in terms of the ongoing 
cost to serve and the return on 
assets,” said Bernhardi. “This is being 
significantly impacted by the time and 
effort it takes from loan application 
to having it approved and the cash 
being in the customer’s account. If 
you could significantly reduce that, 
then it’s going to lead to significant 
cost savings, with less time and effort 
touching that loan. Not to mention a 
far better customer experience.”

He added that leveraging cloud 
platform software to ease manual 
handling across areas of daily 
operations will also bring a cost 
benefit. 

“By moving to a single platform and 
being able to chat in real time and 
in context about a loan, means that 
you can avoid unnecessary back and 
forth emails with the customer and 
internally in the bank,” said Bernhardi. 

E M P LOY E E  E X P E R I E N C E  C E N T R A L 
TO  S U C C ESS
For mutuals, providing an optimal 
employee experience is directly 
related to both the financial 
performance and the member 
experience. Bernhardi said one of 
the things that holds mutuals back 
from delivering a good employee 
experience is the need to undertake 
extensive manual administration, 
rather than making the most of 
technology capabilities such as 
automation. 

“We hear a lot about very manual, 
very rigid data entry experiences for 
bankers…they’re not spending as 
much time in front of the customer… 
When we move a lot of that manual 
time to customer engagement, 
bankers feel like they do more 
meaningful work,” he said.

Dylan Steenhuisen, Sales Director, 
Thought Machine, pointed out 
that while some mutuals have 
many aspects of their processes 
digitised, such as filling in home loan 
applications, the aligned automation 
isn’t flowing throughout the whole 
process from the front through to the 
back office. This is creating backlogs 
that need to be managed manually.

“In order to have a truly digital 
organisation, you have to be 
extremely agile at the front end, as 
well as at the core, to give you that 
pure, straight-through processing,” 
he said. 

Ward added that employees gain a 
lot of satisfaction from having the 
tools to know their members well 
and to support them in a proactive 
and seamless way. 

“The industry learned a lot in the 
bushfires – being able to detect 
transaction patterns and perhaps 
notice when income stopped flowing 
into a customer’s account. It gives 
you the ability to then proactively 
reach out to the customer to check 
in, as one example,” he said. 
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M E M B E R  E X P E R I E N C E  M O R E  V I TA L 
T H A N  E V E R
The roundtable participants agreed 
that at a basic level, mutuals’ 
members want their experience 
with their Mutual to be frictionless, 
whether it is online, in-person, on the 
phone, or a mixture of all at different 
times. They only want to enter their 
information once, and they don’t 
want to have to go in-person to offer 
physical documents that could be 
verified online. 

At the next level of member 
experience, they want the benefit 
of the mutual having a deeper 
understanding of their needs and 
wants, which can be established with 
the support of a suitable customer 
relationship management (CRM) 
software system. Ward explained that 
this system needs to help the mutual 
pull together data centrally, and to 
leverage it for member insights. 

“When you use CRM well, no matter 
how you interact with the bank, 
each interaction builds upon the 
understanding the bank has about 
the customer. We (as customers) 
appreciate being known and to have 
that demonstrated through the way 
we are communicated to, and what 
offers are made to us,” he said. 

He emphasised that the key is to get 
to the heart of member ‘intent’ and 
to become ‘predictive’ to support that 
intent. It might be seeing a savings 
account grow and proactively offering 
a tailored home loan product.

“Then…how do we make that loan 
process as simple as possible, and as 
transparent as possible, as to where 
they are at in the journey?” he said.

For Steenhuisen, delivering optimal 
experiences requires knowing each 
member as a “segment of one”.

“Having that capability and flexibility 
to offer hyper-personalised services 
is becoming increasingly important 

for customers. Having that flexible 
(technology) platform, all the way 
down to the core, will be extremely 
important.” 

This points to a need for having a 
member driven ‘purpose’ for existing, 
above simply providing daily banking 
needs, Gulati added.

“Research has shown that if mutuals 
are ‘purpose driven’ it’s far greater 
for front-end profitability, far greater 
for stakeholder relationships, the 
community and brand awareness. 
The need for ‘transparency’ is more 
and more the key word in banks that 
we hear,” he said. 

M E E T I N G  G R OW I N G  R EG U L ATO RY 
R EQ U I R E M E N TS 
With regulatory pressures on 
the rise, particularly around the 
Environment, Social and Governance 
(ESG) agenda, mutuals need efficient 
ways to stay on top of changes and 
to reduce risks. Bernhardi said if 
mutuals first focus on the member 
experience that they want to deliver, 
then layer the required compliance 
into that experience using technology 
controls, it can turn into an 
opportunity. 

“What we see as one of the key 
benefits of moving to a single end-
to-end customer and originations 
platform is the ability to embed 
automated checks and controls…So, 
as you engage with your customer 
and team, validations and triggers, 
rather than excel or paper-based lists, 
can help ensure you are asking and 
satisfying the right questions at the 
right time,” he said.

Bernhardi added that with end-to-end 
visibility of processes and operations, 
it is not only easier to report and track 
regulatory and compliance related 
data and controls, but also much 
easier to modify and change as these 
requirements change. 

T H E  B U I L D,  B U Y  O R  PA RT N E R 
EQ UAT I O N 
Cummins raised that as mutuals look 
to digital transformation, they have 
choices of whether to build their own 
technology platform, buy one and 
have it implemented, or partner with 
a provider to obtain a Software as-
a-Service experience, with ongoing 
support and maintenance. 

Wilde said that for mutuals, building 
a platform from scratch can be time 
consuming, costly, require a lot of 
in-house expertise and the mutual 
won’t benefit from continual provider 
upgrades. Instead, taking on software 
that has been specifically created for 
banking needs, and accepting the 
built-in best practice processes, can 
be much more practical.

“We’re (at Thought Machine) a very 
clever ‘LEGO brick’ and there are 
other very clever LEGO bricks out 
there that do the various things you 
need, and APIs (Application Program 
Interfaces) allow you to assemble the 
LEGO. So, you can build something 
that really suits your brand promise 
to the market and to your members,” 
he said. 

Moreno pointed out that mutuals can 
benefit greatly from systems that 
allow very agile configuration versus 
complex coding. 

“It means you can just drag and drop 
versus writing lines of code, so you 
can just deploy faster and you get 
adaptability,” he said.
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C H A N G E  H AS  N E V E R  B E E N  FAST E R 
Ward summed up the benefits for 
mutuals of starting on their digital 
transformation journey sooner rather 
than later. 

“If you’re not relevant in today’s 
world, you’re not going to be 
increasing your wallet share…if you 
can reduce your operational effort, 
improve the customer effort, and be 
more proactive with messaging and 
customer journeys, that’s definitely a 
benefit to you,” he said. 

Wilde added further incentive: “One 
of the things I truly believe in is, 
everybody talks about the rate of 
change and digital disruption, but 
change will never move slower than 
it is today,” he said. 

Therefore, he said it is better to get 
started on the journey, aware that it 
doesn’t have to be arduous. 

“If the mutuals find the resources 
and the willpower, they have 
that wonderful service history 
and customer focus, and they 
are typically much smaller – so 
transformation could be quite agile,” 
he said.

N E XT  ST E P S  FO R  M U T UA LS
At the conclusion of the roundtable, a shared view was that mutuals 
have a core strength in member relationships which they can leverage 
to offer richer digital member experiences. They can draw on their 
deep knowledge of the sectors and regions that they serve to 
tailor products and services that meet unique needs, giving them a 
competitive edge. The significant advancement of cloud software has 
brought into reach capabilities that were previously only accessible to 
large enterprise banks with very large IT teams. As mutuals move into 
digital transformation, they have the opportunity not only to meet the 
expectations of employees and their members, but to better manage 
the cost to serve, find new growth avenues, and meet ever-changing 
regulations – particularly around the ESG agenda. 

With a range of advanced technologies and experienced partners able 
to support both technology implementation and the change journey 
for all involved, the discussions made it clear that the technology 
landscape is now simpler than it was, and given the urgency to 
change, now is the time make the move from legacy technology and 
to embrace the future.

Our clients consistently experience obstacles in realising their 
transformation goals, our advice in getting started is to:

 – Be clear on the vision for the transformation and the business value 
that will be realised out of the program of work

 – Prepare for organisational change and build and execute on a robust 
change management approach

 – Balance decision making between optimal technology choices with 
the protection of existing investments

 – Dedicating a team to the transformation effort and agreeing metrics 
and measures for transformation upfront

 – Put in place an appropriate governance structure that will manage 
the processes around the transformation and any dependencies
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CAPITAL MANAGEMENT AND 
SUPPORTING FUTURE LENDING 
GROWTH FOR MUTUALS 

Authors: Paul Lichtenstein, Partner, Financial Risk Management and 
Shruti Hegde, Director, Financial Risk Management.

IN TER EST R ATES A R E AT A 
R ECOR D LOW W ITH THE R BA 

CASH R ATE SIT TING AT JUST 
0.10 PERCEN T. SO W H AT ’S ON 
THE HOR IZON? W H AT DOES IT 

ME A N FOR THE AUSTR A LI A N 
MU TUA L INDUSTRY TODAY? 

While the low interest rate 
environment can help sustain profits 
in the mutual sector by offsetting 
weak economic activity, the effect 
is likely to be short-term. Over a 
more extended period, sustainable 
performance will depend on the 
funding and lending framework, 
product mix, business operations 
and portfolio quality.

D I R ECT  I M PACTS  TO  T H E  M U T UA L 
BA N K I N G  S ECTO R 
The cash rate has historically served 
as an anchoring point for other 
interest rates in the Australian 
financial system. In line with this, 
the mutual sector has been vigilantly 
monitoring and adjusting its lending 
and deposit rates to keep pace. 
These adjustments are ultimately 
a function of pricing power and 
portfolio quality and mix. With a 
higher proportion of retail deposits 
and limited pricing flexibility, the 
mutual sector profits are arguably 
more vulnerable to a sustained low-
interest rate environment.

M A R K E T  R E BA L A N C I N G 
ACT I V I T I ES 
Consumer behavioural dynamics 
through accelerated savings and 
access to cheaper debt are also 
shifting in the current environment. 
The proportion of new mortgages 
with debt-to-income ratios of at least 
six times has soared from 16 percent 
last year to 22 percent in June 2021 
. As a result, APRA’s recent decision 
to increase the serviceability buffer 
is unsurprising – a move to cool an 
already heated property market.

A post-COVID economic growth 
pathway coupled with future interest 
rate increases warrants a targeted 
approach to capital management.  
It remains to be seen whether  
some lenders will skew their books 
to higher risk lending to grow lending 
margins, thereby risking higher 
capital costs and potential losses. 
Accordingly, the Australian mutual 
sector will need to prepare for higher 
future funding costs and constrained 
access to capital. 
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R EG U L ATO RY  CA P I TA L  R E FO R M S 
A N D  C U STO M E R  J O U R N E Y 
T R A N S FO R M AT I O N 
Despite their limited ability to access 
external capital, the Australian mutual 
sector faces a unique opportunity 
in the forthcoming updates to the 
Australian Prudential Standard 112. 
This standard stipulates how credit 
risk weighted assets are calculated 
under a revised standardised 
approach from January 2023.

One of the fundamental changes 
will be increased granularity in 
estimating risk weights for standard 
mortgages based on factors such as 
loan-to-value ratios and loan type. 
Mutual banks in Australia are typically 
skewed to ‘lower risk’ mortgages 
and may enjoy capital benefits upon 
transition. Furthermore, we expect 
the standard to tilt the market in the 
favour of mutuals through a narrower 
gap in capital requirements between 
IRB and standardised banks. Amidst 
the numerous headwinds the mutual 
sector faces, this may provide a 
competitive advantage in pricing 
opportunities. Capital impact analysis 
and stress testing activities will be 
critical risk management tools in 
sizing up these opportunities. 

Equally, leveraging technology for 
a streamlined customer journey 
will prove essential to maintaining 
portfolio growth. Many mutual banks 
are transforming existing processes 
around static-document and manually 
intensive credit processes into 
data-led automated decisioning. 
Collaboration with Comprehensive 
Credit Reporting (CCR) initiatives can 
be a powerful tool to cement the 
customer service and relationship-
oriented business model that 
Australian mutual banks already 
leverage. Increased speed, improved 
conversion and an enhanced 
customer experience are central to 
these transformation programs.

N E XT  ST E P S  FO R  M U T UA L  BA N KS 
The intersection of monetary policy, regulatory intervention and fiscal 
levers to maintain financial resilience in the Australian economy, 
means that Australian mutual banks will need to adapt swiftly to 
preserve a competitive position. Over the longer term, enhancing 
and investing in customer journey initiatives will enable the mutual 
sector to leverage its relationship-oriented business model for portfolio 
growth. These initiatives include automated credit decisioning, 
simplified processes and CCR participation to provide detailed profiles 
of target customers. 

In the immediate future, prudent risk management warrants using 
tools such as scenario-based modelling and stress testing to better 
understand the effects of upcoming capital reforms. Impact analysis 
around risk-weighted asset calculations will prove critical in navigating 
capital ratios and, ultimately, profitability pathways for Australian 
mutual banks. 
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THE RISE OF AI AND 
MACHINE LEARNING IN 
FINANCE AND AUDIT 

Author: Nic Buchanan, Partner, Audit & Assurance 

TODAY THE F IN A NCE F UNCTION 
W IT HIN AUSTR A LI A N MUTUA L 

BA NKS FACES A MULTITUDE OF 
CH A LLENGES INCLUDING A N 

E V ER-GROW ING R EGUL ATORY 
CH A NGE AGENDA , INCR E ASING 

PR ESSUR E ON PER FOR M A NCE 
A ND EF F ICACY, A ND A N 

INDUSTRY-W IDE F IGH T FOR 
TA LENT.

The resource constraints in a mutual 
bank force the finance team to 
balance multiple responsibilities as 
it attempts to navigate the current 
regulatory and reporting challenges 
while still focusing on improving and 
evolving for the future. Therefore, 
increasing the use of technology is 
an absolute must to keep pace with 
the increasing demand for more 
efficient financial control and the 
requirements for more granular level 
data and non-financial information 
to be used in decision making or 
reporting to external stakeholders.

ESTA B L I S H I N G  G OA LS  FO R 
T EC H N O LO GY  I N T EG R AT I O N
When implementing and using 
technology, most mutuals rely on a 
combination of service providers for 
core infrastructure and technology 
support services. Cost-to-income 
ratios are under constant pressure, 
therefore the finance function should 
consider how the best impact can 
be achieved when investing in 
Artificial Intelligence (AI) and financial 
technology solutions. For a start, 
what is the goal? 

 – To create efficiency, and / or 

 – To improve data quality.

Both are necessary to enable more 
informed and timely decision-
making possibilities and to 
meet expectations of regulatory 
requirements.

H OW  A I  A N D  M AC H I N E  L E A R N I N G 
I S  L E V E R AG E D 
In a recent evolution of finance 
webinar we exhibited cases where 
finance teams have begun to harness 
technology-based solutions and basic 
level automation. We also explored 
examples of Machine Learning and 
AI based controls and reporting 
solutions.

The examples we provided illustrate 
the use of robotics process 
automation and machine learning 
mainly within finance functions, 
centring around those solutions with 
repetitious and manual processing 
issues. The aim is to reduce errors 
and processing time, and increase 
the coverage of controls to lower 
level operational, regulatory, reporting 
and even reputational risks for the 
mutual bank. The benefits from 
using technology then start to move 
beyond simply executing processes 
and controls quicker and with less 
risk to enabling automated informed 
decision-making capabilities. Here is 
where the use of artificial intelligence 
becomes essential in finance and 
audit. AI can automate processes 
and use a combination of decision-
making rules quicker than a human 
can, thereby allowing numerous 
inputs in a decision process to derive 
an outcome with a feedback loop to 
aide learning in future decisions.
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E X P LO R I N G  T H E  B E N E F I TS  O F  A I 
I N  F I N A N C E
Practical ways in which AI can 
support finance range from tools 
trained to detect anomalies to 
clean-up or improve data quality 
directly – using rules- or learning-
based attributes to challenge data 
for review when it falls outside a 
set range or plausible relationship. 
Other examples of benefits from AI 
include using a combination of tools 
to review source documentation 
for quality assurance purposes 
and to create suggestions will also 
help complete missing data gaps 
in required fields. Managing these 
technology solutions with sufficient 
human support and knowing how 
to review results is crucial to 
maintaining control and oversight.

T H E  T EC H N O LO GY  K P M G  B R I N GS 
TO  AU ST R A L I A N  M U T UA L S 
When using technologies such as 
RPA or decision-making AI based 
tools these are not restricted to 
operations in Line 1 or 2 functions 
within a mutual bank or financial 
institution. Line 3 can utilise these 
same principles to execute its 
responsibilities and harness the 
benefits of greater testing coverage, 
driving better quality assurance 

and the ability for deeper, more 
timely insights. At KPMG, we have 
developed two main digital platforms 
to execute our technology-driven 
approach to manage assurance work. 
KPMG Clara, our core audit platform 
from which we deliver our audits and 
assurance work, is underpinned by 
a technology stack that employs a 
range of tools from journal testing, 
to large scale sampling techniques 
for homogenous populations. We 
use this digital platform to launch our 
assurance tools and house our audit 
evidence documentation. 

To unlock the benefits of artificial 
intelligence, we have also developed 
KPMG Ignite – a patented platform 
involving machine learning and 
natural language processing. This 
digital platform enables our teams 
to unlock value from unstructured 
data to perform audit routines and 
solve more complex procedures. An 
example of KPMG Ignite’s capabilities 
include collating, reading, and 
analysing large amounts of data from 
sources such as loan agreements, 
core banking system data, and 
transactional cash management 
systems to accelerate operational 
efficiency. 

Using natural language processing 
tools to recognise and perform 
a series of routines, data can be 

sourced, sorted, matched against 
external data. Where it’s relevant, 
recomputed data can provide 
evidence about the recorded 
amounts in a bank’s general ledger 
or financial statements. This can be 
done across products and processes 
that unlock extensive scale testing 
that traditional approaches cannot 
perform. The audit teams are then 
able to focus on any identified 
anomalies from the technology-based 
testing and focus on areas with the 
most significant risk. 

Overall, the benefits of AI for finance 
teams and auditors are similar, 
it improves the effectiveness of 
processes and controls, executing 
them more efficiently and driving 
higher quality. AI tools and digital 
technology provide more timely 
analysis, help decision-making and 
greater oversight and control. At the 
same time, it reduces the risk of non-
compliance with laws and regulatory 
expectations. Any approach within 
finance or line 3 assurance that is 
not evolving to increase the use 
of technology will ultimately fail to 
keep up with the need for quick, 
more accurate modelling and 
decision-making capabilities and the 
expectations that regulators set on 
quality.

DATA COMPONENTS ALGORITHMS & TOOLS VALUE DRIVERS

Unsupervised Learning

Supervised Learning

Reinforcement Learning

Knowledge-Based Systems

Natural Language Generation

Natural Language Processing

Deep Learning

Text/Semi-structured

Image

AutomationHuman-in-the-loop
Training

Acceleration

Enhanced InsightsAudio

Structured data

HUMAN-IN-THE-LOOP 
TRAINING
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MERGER AND ACQUISITIONS IN 
THE MUTUAL BANKING SECTOR 

Author: Dan Teper, Partner, Mergers & Acquisitions and Head of Fintech 
(Australia) and Hessel Verbeek, National Leader, Mutual Banks and 
Partner, KPMG Strategy

MERGERS BE T W EEN 
AUST R A LI A N MUTUA L BA NKS 

A R E NOT A NE W PHENOMENON. 
IT ’S IN TER ESTING TO NOTE 

TH AT SINCE 2005, THE 
NUMBER OF MU TUA L BA NKS 

H AS SHRUNK F ROM MOR E 
TH A N 170 TO LESS TH A N 65 

TODAY. THER E H AS BEEN A 
NINEFOLD INCR E ASE IN THE 

AV ER AGE ASSE T SIZE OF 
AUST R A LI A N MUTUA L BA NKS 

OV ER THE SA ME PER IOD.

T R E N D S  A N D  O P P O RT U N I T I ES
Whilst the trends and rationale 
driving mergers remain the same, 
in recent years, the motivations to 
enact change and consolidation have 
become more pressing across the 
mutuals sector in Australia. On top 
of that, structurally lower net interest 
margins combined with permanently 
high cost-to-income ratios have 
resulted in profitability in the industry 
being under pressure. Moreover, 
limited profitability has restricted 
the ability of the mutual banks to 
invest in transformation projects 
(including of systems and processes) 
required to compete with other 
lenders on customer experience and 
on value. The merger activity that 
we are seeing reflects this context, 
as Australian mutual banks scale to 
become more cost-efficient and to 
invest in technology.

Both the ground breaking 
Newcastle Permanent / 
Greater Bank and Heritage Bank / 
People’s Choice mergers are subject 
to member approval votes in 2022. 
Consummation of these plans would 
create two new top-10 mutuals with 
each approximately $20 billion in 
assets.
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The data from KPMG’s annual 
Mutuals Industry Reviews set out 
the following trends. Over the four 
years between FY17-FY21, net 
interest margins across the industry 
have fallen by 14 basis points to 1.87 
percent, while the average cost-to-
income ratio has increased by over 2 
percentage points to 78 percent. As a 
result, and despite total asset growth 
of 39 percent over this period, profits 
before tax for the sector remained 
almost flat from $634 million in FY17 
to $685 million in FY21. At the same 
time, the requirement to invest in 
regulatory compliance has increased, 
while other industry developments 
(e.g. NPP, Open Banking, cyber 
security) have also required 
significant investment. This is before 
considering the need to keep up 
with commercial banks and fintech 
like digital wallets, banking apps and 
digital mortgages.

FACTO RS  TO  C O N S I D E R  P O ST-
M E R G E RS
This year’s responses from Australia’s 
mutual banks to KPMG’s annual 
survey demonstrate that the sector 
as a whole expects these trends to 
continue. 48.8 percent of mutuals 
expect their net interest margins to 
fall by more than five basis points 
over the next three years. Combined 
with an expectation by 14.6 percent 
of mutuals that their cost-to-income 
ratio will deteriorate by more than 
2 percent points in the same three 
years, this will further reduce the 
ability of the sector to invest in its 
development and growth.

With these continued trends and 
pressures, the mutuals themselves 
are still expecting more merger 
activity. 24.4 percent of mutual 
respondents anticipate being involved 
in merger activity during 2022, 
while 19.5 percent are considering 
the possibility. This is an increase 
from the responses in 2020 (22.7 
percent anticipating and 20.5 percent 
considering) and 2019 (15.2 percent 
anticipating and 26.1 percent 
considering).

As we note the expected 
acceleration in mutual bank 
consolidation, it is essential to 
consider how these mergers deliver 
member benefits. Many success 
factors in bank mergers, including 
strategy and valuation, are often 
addressed through due diligence. In 
addition, there are numerous success 
factors relating to the execution and 
post-merger integration and managed 
through integration planning. 
However, mergers between mutual 
banks are special because they 
entail several unique success factors 
related to the tension between 
financial vs non-financial values. 

W E I G H I N G  U P  T H E  B E N E F I TS  O F 
M E R G I N G
On the financial side, cost synergies 
in mutual mergers should come 
from labour efficiencies, optimised 
property costs (including branches), 
greater marketing efficiency, shared 
technology costs and lower capital 
costs (including through greater 
lending diversification). 

However, on the labour, property 
and marketing side, this can clash 
with member expectations regarding 
non-financial value: expectations 
regarding (local) employment, 
customer experience relating to 
branches and the unique brand 
association with a local community or 
specific occupation.

In most cases, mutuals require 75 
percent of participating members 
to support a merger proposal in 
a member vote. Because of the 
need to secure majority member 
support, this often results in non-
financial value (such as brand and 
identity promises, branch network 
maintenance and job guarantees) 
reducing the financial synergies 
realised in the first years after 
the merger. At the same time, 
the integration costs for a merger 
between mutual banks can 
significantly impact financial results. 

L E V E R AG I N G  A  M E R G E R  FO R  LO N G -
T E R M  S U STA I N A B I L I T Y
KPMG’s analysis highlights that out 
of the 16 mutuals that merged with 
a competitor during the FY12-20 
period, 13 of them increased their 
cost-to-income ratio after the merger. 
While some of this may be due to 
underlying cost drivers (such as the 
need to increase expenditure on 
regulatory compliance), some of this 
is the result of integration efforts 
not delivering the potential benefits. 
Those mutuals that successfully 
address these success factors can 
use consolidation with their peers to 
improve their competitiveness with 
greater cost efficiency, profitable 
growth and investment in technology 
and customer experience.

Ultimately, industry trends and the 
increasing pressures on financial 
performance will continue to drive 
consolidation in the sector. However, 
the effectiveness of these mergers 
to create genuine change and 
improvement will determine the long-
term sustainability of the Australian 
Mutuals sector.
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APPENDIX
Financial results: 2021 survey participants

The following table contains key financial data1 of the Mutuals included in our report.

Company Name Period2,3 Net Assets4 
$'000"

"Total Assets 
$'000"

Total Deposits5 
$'000

Operating Profit 
Before Tax6 
$'000

Capital 
Adequacy 
Ratio7

Return on 
Equity8

Cost to 
Income 
Ratio9

Great Southern Bank10
Jun-21  1,080,700  18,784,300  11,263,400  59,900 14.58% 4.24% 79.54%

Jun-20  1,026,323  19,497,108  11,078,692  48,187 14.38% 3.77% 76.73%

Heritage Bank Ltd
Jun-21  656,617  11,943,038  9,578,354  64,396 14.28% 7.07% 73.53%

Jun-20  610,593  10,738,948  8,442,180  51,672 14.83% 6.34% 71.85%

Newcastle Permanent 
Building Society Ltd

Jun-21  1,062,275  11,703,681  9,141,950  59,971 20.70% 4.10% 73.70%

Jun-20  1,018,386  11,101,344  8,773,603  43,966 21.20% 3.01% 76.63%

Teachers Mutual Bank 
Limited

Jun-21  612,530  9,758,274  8,129,612  40,394 14.06% 4.73% 76.81%

Jun-20  574,465  8,140,525  6,863,284  37,995 15.30% 4.73% 75.96%

People's Choice Credit 
Union11

Jun-21  662,352  9,674,749  7,118,480  29,740 13.74% 3.24% 88.18%

Jun-20  638,182  9,447,487  6,743,585  31,206 14.32% 3.58% 84.23%

Bank Australia
Jun-21  601,952  8,470,494  6,596,608  58,025 15.13% 7.04% 63.81%

Jun-20  554,601  7,201,302  5,917,585  27,111 15.81% 3.69% 73.49%

Greater Bank Limited 
Jun-21  600,167  8,072,987  7,020,415  32,735 17.61% 3.92% 82.14%

Jun-20  570,678  7,519,960  6,449,234  33,168 17.71% 4.26% 79.17%

Beyond Bank Australia
Jun-21  582,200  7,755,100  5,977,300  46,600 16.42% 5.80% 72.60%

Jun-20  549,438  7,072,124  5,318,909  35,292 17.09% 4.86% 77.69%

IMB Limited
Jun-21  439,529  6,964,875  5,858,054  44,217 17.40% 7.24% 71.76%

Jun-20  411,677  6,786,590  5,871,469  37,685 16.00% 6.97% 70.13%

P&N Bank
Jun-21  461,263  6,928,372  5,472,468  23,952 14.10% 3.68% 88.68%

Jun-20  445,041  6,182,311  4,964,141  4,500 14.84% 0.88% 85.84%

Qudos Bank
Jun-21  301,305  5,006,216  4,459,490  20,820 14.65% 4.96% 70.93%

Jun-20  284,913  4,486,494  3,993,780  21,993 14.39% 5.72% 63.53%

Bank First
Jun-21  246,057  3,188,886  2,916,045  17,073 15.72% 4.98% 73.72%

Jun-20  233,070  2,858,727  2,604,343  13,341 15.62% 4.27% 74.79%

Queensland Country 
Bank12

Jun-21  188,499  3,031,494  2,351,584  10,238 15.33% 3.89% 88.94%

Jun-20  179,466  2,872,031  2,114,032  7,820 15.73% 3.21% 90.11%

Defence Bank Limited Jun-21  202,903  3,022,808  2,330,830  19,933 16.00% 7.11% 69.56%

Jun-20  188,979  2,759,930  2,204,707  14,322 13.90% 5.61% 73.26%

Regional Australia Bank
Jun-21  189,873  2,823,107  2,394,363  22,429 14.82% 8.89% 67.31%

Jun-20  173,903  2,348,652  2,146,122  10,887 15.37% 5.20% 83.19%

BankVic13
Jun-21  206,341  2,664,070  2,340,369  15,627 17.20% 5.28% 71.42%

Jun-20  195,721  2,308,025  2,030,854  14,000 18.10% 5.40% 70.50%

RACQ Bank14
Jun-21  193,204  2,554,860  2,137,653  10,725 15.80% 4.22% 82.27%

Jun-20  184,414  2,445,627  2,102,654 -14,101 15.81% -5.98% 125.19%
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Police Bank Ltd
Jun-21  210,400  2,270,600  1,885,200  6,300 19.24% 2.02% 87.94%

Jun-20  204,600  2,154,200  1,789,600  800 18.27% 0.20% 93.45%

Australian Mutual Bank
Jun-21  177,125  1,726,141  1,487,694  1,380 20.67% 0.54% 94.30%

Jun-20  175,921  1,658,624  1,458,238  116 21.53% 0.12% 97.94%

Credit Union SA Ltd
Jun-21  111,469  1,536,774  1,136,891  3,049 17.84% 2.04% 90.01%

Jun-20  108,795  1,471,494  1,072,056  3,044 18.49% 2.22% 85.76%

Unity Bank Limited
Jun-21  119,808  1,508,908  1,188,317  7,598 15.19% 4.57% 78.32%

Jun-20  115,050  1,344,194  1,162,652  3,035 16.13% 2.06% 85.19%

Australian Military 
Bank Ltd

Jun-21  99,935  1,506,043  1,321,422  4,801 17.47% 3.42% 89.24%

Jun-20  96,139  1,459,059  1,311,949  3,434 15.11% 2.40% 84.32%

Hume Bank Limited
Jun-21  89,551  1,497,688  1,390,062  6,132 13.92% 5.01% 81.02%

Jun-20  85,142  1,341,934  1,240,544  5,700 14.38% 4.84% 76.06%

G&C Mutual Bank
Jun-21  122,546  1,298,340  1,093,498  8,030 17.28% 5.03% 72.71%

Jun-20  116,528  1,294,383  1,124,736  8,531 16.91% 5.62% 70.66%

Bank of Us15
Jun-21  81,422  1,239,668  994,843  8,246 14.40% 7.94% 71.51%

Jun-20  72,298  1,148,823  902,196  3,754 14.54% 3.91% 79.70%

Community First 
Credit Union

Jun-21  98,375  1,227,994  1,078,894  2,521 14.80% 2.06% 90.31%

Jun-20  96,087  1,137,889  1,006,146  1,169 14.90% 1.17% 94.32%

Police Credit 
Union Limited 

Jun-21  95,678  1,207,612  1,051,381  8,886 14.51% 7.09% 71.49%

Jun-20  88,831  1,173,912  1,042,726  7,335 14.00% 6.18% 70.64%

Australian Unity 
Bank Limited

Jun-21  81,124  1,150,806  1,065,669  6,607 15.50% 5.92% 53.60%

Jun-20  75,005  1,133,863  1,055,989  2,667 14.43% 2.70% 87.88%

Gateway Bank Ltd
Jun-21  112,201  1,083,255  804,029  6,392 19.90% 4.28% 71.10%

Jun-20  107,458  1,091,349  797,948  3,866 19.84% 2.67% 72.84%

QBANK16
Jun-21  85,370  934,913  768,586  2,950 20.14% 2.73% 86.19%

Jun-20  82,519  886,041  722,883  2,557 20.77% 2.32% 86.22%

The Summerland Credit 
Union Limited

Jun-21  68,936  933,015  828,352  6,405 15.34% 7.32% 74.47%

Jun-20  63,861  847,832  762,555  2,936 15.28% 3.41% 83.08%

The Mutual Bank17
Jun-21  56,616  902,522  756,724  4,822 14.39% 6.45% 76.35%

Jun-20  53,081  840,164  688,975  4,660 14.97% 6.98% 74.40%

Illawarra Credit Union18
Jun-21  47,848  762,945  702,187  2,509 14.25% 4.04% 84.16%

Jun-20  45,951  651,884  588,083  827 15.96% 1.37% 94.56%

Coastline Credit 
Union Ltd

Jun-21  49,146  718,085  658,175  6,589 14.00% 10.58% 60.42%

Jun-20  44,206  623,884  568,403  4,345 14.08% 7.59% 73.24%

MOVE Bank19
Jun-21  68,647  714,430  618,930  2,049 20.15% 2.31% 85.15%

Jun-20  67,068  663,748  579,384  2,011 21.17% 2.27% 84.74%

Southern Cross 
Credit Union

Jun-21  61,683  688,369  594,943  3,663 17.50% 4.48% 77.88%

Jun-20  58,974  639,290  572,864  3,720 18.40% 4.89% 71.53%
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Horizon Credit 
Union Ltd20

Jun-21  38,067  585,507  535,355  1,271 15.20% 3.00% 90.48%

Jun-20  27,419  429,639  388,945  1,692 14.02% 4.86% 86.02%

The Capricornian Ltd
Jun-21  28,403  409,694  366,897  2,030 14.50% 6.43% 79.49%

Jun-20  26,702  365,672  335,112  2,278 14.69% 6.57% 75.45%

Northern Inland Credit 
Union Ltd

Jun-21  41,850  396,617  344,193  1,612 17.61% 2.86% 86.72%

Jun-20  40,622  355,250  303,955  1,689 19.83% 3.30% 81.79%

Warwick Credit Union
Jun-21  27,789  387,264  357,571  1,794 14.35% 4.83% 80.52%

Jun-20  26,748  366,782  324,980  1,455 14.40% 4.08% 83.59%

Macarthur Credit 
Union Ltd

Jun-21  25,604  317,332  289,687 -359 16.36% -0.90% 106.76%

Jun-20  25,649  282,529  254,557  357 18.64% 0.97% 93.94%

Orange Credit Union Ltd
Jun-21  27,285  264,712  235,227  275 20.85% 0.81% 95.79%

Jun-20  27,042  230,024  201,516  330 23.18% 0.91% 92.33%

South West Slopes 
Credit Union

Jun-21  23,000  223,900  196,727  708 20.46% 2.45% 88.97%

Jun-20  22,443  192,164  168,318  622 22.24% 1.71% 90.32%

Geelong Bank21
Jun-21  11,823  185,794  169,717  574 14.92% 3.76% 83.10%

Jun-20  11,105  161,419  146,034  500 14.75% 3.62% 82.55%

Traditional Credit Union
Jun-21  5,803  18,865  12,161  516 0.00% 6.81% 90.63%

Jun-20  5,421  17,642  11,493  551 117.23% 7.92% 89.78%

Family First Credit 
Union Limited

Jun-21  13,577  203,995  181,904  868 14.60% 4.92% 82.76%

Jun-20  12,919  172,089  151,417  912 15.30% 5.54% 78.96%

FO R  T H E  C O M P L E T E  DATAS H E E T  C O M P I L E D  BY  K P M G, 
P L E AS E  V I S I T  O U R  WEBSITE.

Endnotes
1. Information has been extracted from published annual reports (at 

a consolidated level where applicable). Parent numbers have been 
used in limited cases where they are a better reflection of results. 
In limited cases, KPMG has adjusted a number of balances to 
reflect a significant one-off event.

2. All figures for the current and prior year are reported under AIFRS 
and in Australian dollars.

3. All of the results in the report were for a 12-month period.

4. Net assets include other equity interests.

5. Total Deposits is taken from the balance sheet and includes all 
deposits, such as retail, non-retail and other deposits.

6. Operating profit before tax is before outside equity interests.

7. Capital adequacy ratio has been calculated under the APRA’s risk 
based measures.

8. Return on equity has been calculated as profit after tax as a 
percentage of average net assets.

9. Cost-to-income ratio has been calculated as operating expenses 
as a percentage of operating income.

10. Credit Union Australia Limited trading as Great Southern Bank.

11. Australian Central Credit Union Ltd. trading as People’s Choice 
Credit Union.

12. In March 2021, Maleny Credit Union merged with Queensland 
Country Bank.

13. Registered name is Police Financial Services Limited.

14. Members Banking Group Limited trading as RACQ Bank

15. B & E LTD. trading as Bank of Us.

16. QPCU Limited trading as QBANK.

17. Maitland Mutual Limited trading as The Mutual Bank.

18. Community Alliance Credit Union Limited trading as Illawarra 
Credit Union.

19. Railway Credit Union Ltd trading as MOVE Bank.

20. In April 2021, Lysaght Credit Union merged with Horizon Credit 
Union Ltd.

21. Ford Co-operative Credit Society Ltd. trading as Geelong Bank
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