
Growing provisioning 

17.28%
increase in provisions

Higher 
net interest margins 

19bps
increase in NIM

Higher 
net interest income 

16.38%
rise in net interest income

Higher NPAT 

22.97%
growth in NPAT

Strong lending growth 

14.24%
growth in gross lending

Greater write-offs 

86.91%
increase in 

impairment expense
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KPMG’s Financial Services team provides 
focused and practical audit, tax and advisory 
services to the insurance, retail banking, 
corporate and investment banking, and 
investment management sectors. 

Our professionals have an in-depth 
understanding of the key issues facing 
financial institutions. 

Our team is led by senior partners with a 
wealth of client experience and relationships 
with many of the market players, regulators  
and leading industry bodies. 



Welcome to Part One 
of the 2018 edition of 
the Financial Institutions 
Performance Survey – the 
non-bank sector review.

Our survey of non-bank financial 
institutions captures the financial 
performance of non-bank entities 
with annual balance dates between 
1 October 2017 and 30 September 
2018. The threshold for inclusion in this 
year’s survey has remained unchanged 
at total assets of $75 million in one of 
the last two years. 

All information used to compile this 
survey is extracted from publicly 
available annual reports for each 
financial institution. A limited number 
of participants provided us with 
audited financial statements that might 
not otherwise be publicly available. 

The non-bank sector comprises a 
total of 25 survey participants this 
year following the inclusion of a 
new participant, Latitude Financial 
Services, and the departure of Medical 
Securities Limited (MAS). 

This year we farewell MAS from the 
survey. Over the last two years MAS 
has actively exited the direct lending 
market, winding down their loan book, 
and now provides finance to MAS 
Members via a referral arrangement 
with Westpac. In this period the loan 
book falls below threshold for inclusion 
in the survey.

This year’s survey welcomes Latitude 
Financial Services, as it is now 
required to produce publicly available 
audited financial statements. We have 
included prior year figures for this 
entity in order to preserve consistency 
and comparability between 
reporting periods. 

The reader would do well to recall 
that the non-banking sector includes 
a diverse mix of Credit Unions, 
Non-Bank Deposit Takers (NBDTs) 
and Finance Companies, with the 
latter operating in the motor vehicle, 
consumer, personal commercial and 
mortgage sub-sectors. 

We must acknowledge and thank 
the survey participants (CEOs 
and CFOs) for their continued 
and valuable contributions, which 
included making the time to meet 
with us and discuss the various 
developments taking place within 
the industry.

The 
Survey

TABLE 1: MOVEMENTS

Who’s out Who’s in

Non-banks: 25 Medical Securities Limited Latitude Financial Services
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Sector – Themes and Issues

In 2018, the non-banks in the 
survey continued to perform 
well in their niche segments. 
Most survey participants have 
experienced stronger loan 
book growth in percentage 
terms than their banking 
competitors. It does appear 
as though bank lending has 
been more targeted and the 
‘black box’, as it is referred to, 
has remained more focused 
on the bank core markets. 
This seems to have resulted in 
less competition from banks 
reaching into the non-banks’ 
niche segments, but also 
some non-bank participants 
are seeing business normally 
transacted by the banks. Many 
participants have stated this 
has allowed them to clearly 
see their niche.

A number of key themes were noted 
in the conversations we had with 
survey participants. These themes are 
discussed in detail below.

John Kensington
Partner – Audit 
Head of Banking and Finance 
KPMG

John has been with KPMG’s Financial 
Services audit team for over 32 years, 
20 of these as a partner working with 
a wide range of financial services 
audit clients, specialising in banks and 
finance companies.

John has a wealth of experience in 
auditing and accounting for banking 
products and services including 
treasury, retail offerings, corporate 
loans and loan provisioning. He is 
currently Head of KPMG’s Banking 
and Finance team and editor of this 
publication. John is also Deputy 
Chairman of the New Zealand 
Auditing and Assurance Standards 
Board (NZAuASB) and serves as a 
board member of the XRB. John is 
also a member of CA ANZ and the 
Institute of Directors.

Economic 
outlook
Lending growth and mix
The non-bank sector has continued 
its strong loan growth over the year. 
Per the Reserve Bank of New Zealand 
(RBNZ) statistics, the non-bank sector 
has achieved a stellar 23.42% growth 
in its housing lending, an increase 
of $478 million to $2,519 million1, 
as shown in Figure 1. This compares 
to an increase of $13,904 million 
to $252,319 million for the banking 
sector, or an increase of 5.83%. This 
result shows that while the non-bank 
sector has had strong growth, it is 
still a relatively small player in the 
housing sector lending (less than 1%); 
however, they have the opportunity to 
(and some do) make the most of their 
regulatory advantage with respect to 
loan-to-value ratio (LVR) restrictions 
imposed on the New Zealand 
registered banks not applying to them. 

• SEE FIGURE 1 – PAGE 7

However, the regulatory advantage in 
respect of LVR may be short lived, with 
the RBNZ relaxing LVR restrictions 
from 1 January 2019, as announced in 
its November 2018 Financial Stability 
Report2. The extent to which the non-
bank sector will be impacted remains 
to be seen, as the banks may continue 
to operate well within the regulatory 
imposed limits on them given the 
current climate around conduct and 
responsible lending.

1
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There also appears to be further 
opportunity for the non-banks sector 
with the apparent slight credit 
tightening by the banks, especially 
around lending exposed to the housing 
market. Across the board all of the 
survey participants noticed reduced 
or little competition from the banks 
within their segment. It appears the 
banking ‘black box’, as it is referred 
to, has further shrunk with the banks 
lowering their risk appetite in this 
stage of the market cycle. This is 
at least partially due to the flow on 
effects of the Royal Commission 
of Inquiry into Misconduct in the 
Banking Industry in Australia. Non-
bank participants are noticing banks 
are declining, and they are seeing, 
more bank quality applications than 
ever before. This is evidenced through 
participants having no shortage of 
applications or appetite for credit. 
A number of these applications are 
coming from borrowers who are new 
to the non-bank sector, and may have 
been turned down for the first time by 
a bank. 

Similar to the growth in housing 
lending, personal lending continues to 
grow, from $4.83 billion to $5.44 billion 
for the non-bank sector. This is against 
a backdrop of a stable economic 
environment, with low inflation and 
low unemployment helping to drive 
the continued demand. However, this 
stable economic environment is not 
mirrored by overall confidence. 

Confidence
A common theme amongst all 
participants is the sense of economic 
hesitancy, uncertainty and low levels 
of business confidence, as seen in 
the recent New Zealand Institute 
of Economic Research (NZIER) 
September Quarterly Survey of 
Business Opinion3. This reported that 
a net 28% of firms expect economic 
conditions to worsen in the coming 
months, the highest level since 
March 2009. 

There is also the risk of these outlook 
surveys becoming self-fulfilling, with 
news releases of negative outlooks 
causing people to borrow or purchase 
less, which can then cause the 
economy to slow. This was discussed 
by all of the survey participants, with 
some feeling that we are starting 
to talk ourselves into a slowdown, 
courtesy of negative feelings and the 
way these are reported in the press. 
Others have noted that some of 
the tools used to slow things down 
have been applied when things have 
already started to slow down, and 
are therefore having a greater effect 
than expected.

Taken on their own, none of these 
factors discussed above would seem 
to explain why business confidence is 
at an all-time low. It is only when these 
aforementioned factors are considered 
together that a seemingly significant 
impact on business confidence occurs. 
However, when you compare the 
actual performance of the economy, 
particularly in the regions across a 
range of rural industries, against the 
business confidence noted above, 
this difference between business 
confidence and actual performance 
does not appear to make much sense. 

It maybe that the impact of a slowing 
Auckland property market, increased 
cost of living and the threat of a 
capital gains tax eroding some 
people’s paper gains have had a far 
greater dampening effect than was 
anticipated. The actual numbers do not 
show this however, or at least not yet. 
Perhaps the first sign of this slowdown 
is the recent reduction in asking prices 
for houses in the Central Otago and 
Lakes District6. A number of people 
have said that we have had it good 
for a long period, and looking ahead, 
we realise it won’t continue and will 
fall back slightly, so we are comparing 
a potentially less good future to an 
historic peak.

However, many participants also 
noted that there was a clear disparity 
between general business confidence 
and the actual performance of the 
economy. Unemployment is at the 
lowest level since the start of the 2008 
global financial crisis at 3.9%, inflation 
remains low at 1.9% (below the 
RBNZ’s midpoint target of 2%) while 
gross domestic product (GDP) growth 
was recorded at 2.7% (annualised) to 
June 20184. The increase in inflation 
was substantially driven by higher 
petrol prices, which increased by 19%, 
the highest annual increase since 
June 20115. 

Factors that may have driven this 
sentiment of uncertainty are the 
combination of rising fuel prices being 
driven by higher oil prices (as noted 
above), although a possible reduction 
now looms on the horizon, or the 
Auckland regional fuel tax impact; a 
softening of Auckland house prices 
which can reduce credit availability 
and an individual’s level of perceived 
wealth; and the continued global 
political uncertainties such as the U.S. 
/ China tariff wars. This sentiment 
could also be driven by the change in 
government and the threat of future 
capital gains tax. People may have 
realised that a proportion of the paper 
wealth they have banked on to support 
some of their borrowing may now 
have to be paid to the Government if a 
capital gains tax comes in to force. 

While the uncertainty created by the 
change in government may be one of 
the factors in this sentiment, the large 
programme of work outlined by this 
new government should have some 
positive impact on the economy, due 
to the large amounts of money that 
will be potentially injected into the 
economy. However, there may be 
concern about the placement of the 
expenditure and its inflationary impact 
and the ability of the government to 
achieve some targets.
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One sector where the difference can 
be seen between what is being felt 
through sentiment compared to the 
actual data is in the vehicle market. 
New vehicle registrations continue to 
reach new highs with the month of 
October surpassing 16,670 vehicles. 
This is primarily due to a strong 
demand for SUV’s, Utes, and a thriving 
rental market. According to the Motor 
Industry Association, this record 
increase of 2,301 vehicles, compared 
to October 2017, “is off the back of car 
rental companies renewing their stock 
as a vote of confidence by that sector 
in the strength of the New Zealand 
tourism market.”7

However, survey participants in this 
part of the sector have pointed out that 
the time it takes to conclude a sale 
of a passenger vehicle is increasing. 
This is reflected in passenger vehicle 
sales volumes, specifically within the 
luxury end of the market. Consumers 
often still have the funds to buy, lease 
or finance a passenger vehicle, but 
rather than taking one month to get 
an individual into a new vehicle it is 
taking longer. This has been put down 
to a number of factors, including 
the flattening of Auckland house 
prices, negative sentiment within the 
economy, increasing petrol prices and 
the uncertainty caused by the future 
impact of Electric Vehicles and ride 
sharing options. 

Conversely, commercial vehicle sales 
are continuing to progress along, as 
the engine of the economy, being dairy 
and agriculture, continue to perform 
well, and seem to be un-phased by 
negative economic sentiment. This is 
shown by new commercial vehicles 
having increased to 45,2698 for the 
ten months ended September 2018 
compared to 43,782 in 20179.

Niche sub sector
One thing that came out clearly during 
our interviews from a range of survey 
participants in the non-bank sector 
was that they have increasingly seen 
both the importance and benefit of 
operating in a niche and recognising 
what that niche is, from both a funding 
and lending perspective. Participants 
believed they more clearly than ever 
understood what their niche is, their 
market, and what their customers 
wanted, allowing them to achieve 
good results. For some participants, 
this was achieved through developing 
a digital front end allowing efficient 
acquisition of deposits or distribution 
of loans, and for others it was a 
particular target market that they were 
appealing to with a particular product.

The majority of survey participants we 
spoke with observed that there was 
less competition from the banks in 
their sector this year, and they believed 
that the banks had probably slowed 
down their lending. This means that in 
many areas in which banks traditionally 
lent in, participants were subject to 
slightly less competition and greater 
opportunities were now available to 
them. A common metaphor noted by 
participants was that they felt it was 
like driving on a road where there 
was less traffic so they could clearly 
see where they were going. They 
have had less competition and were 
able to both see the deals that were 
better for them and see them more 
clearly. This reduction in competition 
was observed not only from bank 
competition, but also in the form of 
less competition between the various 
non-bank participants. 

A couple of examples of this are:

 — The captive finance companies 
have been asked to and have 
really focused on doing the things 
that support their parent entity’s 
brand. For example, a motor 
vehicle financier financing the 
floor plans, the retail customers 
of the dealerships and any related 
businesses that their principal 
may own. 

 — Credit Unions were evenly split 
between focusing on the mortgage 
market, in particular the above 
80% LVR, and the personal 
loan market. The over 80% 
LVRs have been an area of high 
demand where the banks are not 
competing as strongly. Both these 
areas can usually demand a higher 
margin commensurate with the 
associated risks. 

Population
Net permanent and long-term 
migration continued to ease from 
record highs seen last year. This may 
start to have an impact on overall 
GDP growth as less growth becomes 
‘imported’ through net population 
growth. Net migration fell by 
350 people in the month of September 
to 4,640, due to both a fall in arrivals 
and an increase in departures. On 
an annual basis, net migration was 
62,700 people, down 8,300 from the 
year ended September 2017, albeit still 
at historically high levels. Net trans-
Tasman outflows have also continued 
to increase10. 

The question is whether this drop 
marks the early signs of a turning 
point, with population growth having 
continually grown since 2011 until 
earlier this year. What this means for 
New Zealand and the economy is yet 
to be seen, with absolute population 
levels still high in historic terms. 
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However, this reduction in population 
growth does seem to have come at a 
time when other factors appear to be 
turning as well.

Funding
The latest statements from the RBNZ 
indicate the official cash rate (OCR) 
is likely to remain unchanged at its 
historic low of 1.75% until 2020, 
alleviating pressure on local floating 
and short-term fixed rates11. However, 
global rates seem to be trending 
upwards, with the US Federal Reserve 
increasing their rates by 25 basis 
points (bps) three times in 2018 so far 
on the back of three times in 201712. 
One more increase of 25 bps is 
forecasted in 2018 and a further three 
increases of 25 bps in 2019. This will 
bring the rate to 3–3.25%, a level not 
seen since January 200813. This will 
eventually flow into banks’ wholesale 
funding costs and onto the non-bank 
sector, either through higher rates 
being offered for retail deposits in 
New Zealand overall or through higher 
wholesale rates locally or through 
global parents.

Overall, survey participants have not 
seen any significant pressure on their 
funding costs yet, but liquidity in the 
non-bank sector and search for yield 
continues to remain high in this low 
interest rate environment. If or when 
funding costs eventually turn, it will 
be interesting to see how much is 
absorbed through margins or cost 
savings and how much will be passed 
onto the borrower.

Housing
House sales and their valuations 
have again featured prominently 
in headlines this year. While most 
major regions have seen a rise in 
house valuation, Auckland has seen 
a slight decline in house prices, with 
the Central Otago and Lakes district 
recently seeing a drop in asking prices. 

Participants have highlighted a real 
difference between Auckland and 
the regions in terms of house price 
trajectory. The Real Estate Institute 
of New Zealand (REINZ) house price 
index (HPI) for New Zealand is up 
4.0% from a year ago. House sales in 
New Zealand fell 9.4% in September, 
following a 2.1% rise in August and 
are down 3.0% on an annual basis. 
The price and volume changes have 
been mixed between Auckland and the 
rest of New Zealand, with Auckland 
seeming to drop back slightly while 
everywhere else continues to grow at 
varying paces, with an annual median 
house price increase for New Zealand 
of 8.5% from $430,000 to $466,750. 

When looking at the vulnerability of 
the housing sector, it should be noted 
that housing debt, as a percentage 
of housing assets, has dropped 
significantly over the past 10 years, 
largely due to increases in the value of 
houses. While debt levels have been 
increasing, the overall extent to which 
the housing stock is leveraged fell to a 
HPI data series low14.

While Auckland house price statistics 
are fairly static, there has been some 
good news in the construction space, 
especially in light of the fairly regular 
‘housing shortage’ news headline. On 
an annual basis the number of new 
homes receiving building consents has 
continued to rise, with 32,548 new 
dwellings consented in the 12 months 
to the end of September, up 5.4% 
compared to the previous 12 months. 
In Auckland alone, there was a 27% 
increase in new dwellings consented 
and the Auckland Council is giving 
its Unitary Plan the credit for surging 
housing consent numbers particularly 
on ‘brownfield sites’ in Auckland15. 
The total value of the new dwelling 
consents issued in 2018 to September 
(excluding land and non-construction 
costs) was $11.986 billion, up 5.8% 
compared to the previous 12 months16.

With restrictions and ‘speed limits’ for 
low deposit lending (low LVR) to owner 
occupiers and investors continuing to 
be enforced on the registered banks, 
even with the slight easing announced 
by the RBNZ in November17, this level 
of housing development continues 
to present a great opportunity for the 
non-bank sector. This is especially so 
in the regions, where the regional 
building societies and credit unions 
have a strong presence and the 
housing market continues to show 
good signs of growth. However, 
amidst all this good news there 
was the headline of five Kiwibuild 
houses being rejected by original 
ballot winners18. 

Digitalisation and disruption
Many survey participants continue 
to focus on digitalisation to improve 
efficiencies and decision making. 
Digitalisation and technology is at 
the forefront of helping to ensure 
sound lending, as these decisions 
can increasingly be assisted by the 
use of data. As regulation continues 
to increase, the solution may lie 
within the use of technology to help 
create better insights into consumer 
spending and credit history, together 
with the use of opening banking and 
other tools.

Digitalisation can be a costly and 
lengthy process, as seen with the 
recent headlines involving Co-op 
Money, previously known as the 
New Zealand Association of Credit 
Unions, who have seen significant 
cost escalation and delays in the 
implementation of the new core 
banking systems by some of its 
members19. This acts as a reminder 
that while there are significant risks 
with doing nothing and falling behind 
the pace of technological change, 
there are still many risks that need to 
be carefully considered with significant 
IT projects. Careful specialised project 
management also needs to be 
undertaken from day one.
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Driving this impetus for digitalisation 
in the non-bank sector is that 
an increasing number of sector 
participants are noticing the demand 
for readily available products and 
decisions, for time poor customers 
in both the consumer loan and 
mortgage market. 

Survey participants have again 
emphasised their need to continually 
innovate. This is driven by the need 
to keep up with ever-changing 
customer expectations, and the 
need to compete with large global 
technology companies, who are 
beginning to provide similar services 
through their own finance channels 
(for example, Amazon, Facebook 
and Goggle). Survey participants are 
also starting to compete with recent 
start-up companies, such as AfterPay 
and Harmoney, that provide other 
forms of digital-only quick finance. The 
customer experience is paramount.

Another clear distinction noted in 
this year’s survey was a difference in 
attitude between those operating in 
the cities. In the cities, the pace of 
life is quicker and everything is tied 
to your phone or tablet. Methods of 
business involving digitalisation, in 
the form of a smart App, that enables 
a customer to access or complete a 
transaction in a very short amount of 
time, without any personal interaction 
was far more popular than in the 
regions where personal interaction 
was important. This could be driven 
by busier people in the city, who are 
rushing from place to place and simply 
want to buy the commodity as soon 
as they decide they want it. New 
schemes like After Pay, Part Pay and 
Oxi Pay appeal to such people. The 
‘city generation’ seem more intent on 
a quick transaction, a quick outcome 
and place less focus on individualised 
service, certainly at the commodity-
sized transaction end of the market.

In comparison, those survey 
participants in the regions (many of 
whom have branches) have noted 
an influx of customers to the branch 
and the business once the last bank 
branch in town closed. These people 
who live a rural or regional life seem 
to place more importance on a certain 
level of service and communication 
interaction. Perhaps the structure of 
their day allows them a little more time 
to interact with people and discuss the 
transaction they are doing, as opposed 
to urgently needing to get it done. A 
key question when looking forward 
is whether this is just a temporary 
upswing as the last bank branch 
is closed.

There have been four main companies 
that have introduced a ‘buy-now-pay-
later scheme’ in New Zealand so 
far, with one of these being Laybuy, 
who have 220,000 customers in 
New Zealand to date. Some of the 
biggest retailers currently using 
the Laybuy service are Glassons, 
Hallenstein Brothers, Stirling Sports 
and Barkers, among others20. 

A number of more established survey 
participants noted quite an impact 
from these schemes. They noted that 
many of ‘their’ customers are going 
to the store and instead of buying up 
to a set amount that they could afford 
in cash, they might be doubling or 
indeed tripling that amount and buying 
and spending more using the lay-buy 
option. This has two main impacts. 
Firstly, it puts the traditional finance 
transaction with other counterparties, 
rather than the traditional financier, and 
secondly, it uses up the customer’s 
capacity in relation to future loans 
with their more traditional financier. A 
number of players have said that these 
platforms have very quickly become 
their major competitors and pointed 
out they do not appear to be regulated. 
A question that was asked was for 
how long will they remain unregulated.

Participants in the non-bank sector 
will need to consider what their role 
in the disruption of their sector or 
niche will be, and how they either plan 
to disrupt themselves or others, or, 
where possible, how they will protect 
themselves from disruption as these 
new players emerge quickly.

Regulation
Interest rate caps
A focus from the Minister of 
Commerce and Consumer Affairs, 
the Hon. Kris Faafoi, has been the 
regulation surrounding the non-
bank sector and specifically pay-day 
lenders. Faafoi commented that 
the 2015 amendment to the Credit 
Contracts and Consumer Finance 
Act (CCCFA), which was intended 
to prevent harm to the consumers 
by requiring responsible lending, 
including affordability and suitability 
assessments before approval of 
loans, has not gone far enough to 
stop some creditors offering loans at 
unaffordable rates21.

The Ministry of Business, Innovation 
and Employment released a discussion 
paper in June 2018 reviewing the 
CCCFA and identified four key areas 
that are not working. This included 
the high cost of consumer credit 
contributing to unmanageable 
levels of debt, significant levels of 
non-compliance in the completion 
of affordability assessments and 
advertising practices, the continued 
predatory behaviour by mobile traders, 
and unreasonable fees. In October 
2018 the Government introduced 
changes to limit interest and fees 
on loans to 100% of the amount 
borrowed (the loan principal) for 
to ‘high-cost lenders’, prescriptive 
requirements for affordability and 
suitability test and tougher penalties 
for irresponsible lending. 

FIPS 2018 | KPMG | 9

© 2018 KPMG, a New Zealand partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved. 



While many have commented saying 
this is a step in the right direction, they 
also believe an interest rate cap is not 
enough to stop predatory lenders22 
and will simply make the cost of 
compliance for current non-predatory 
lenders increase. Also, whilst a noble 
idea, it doesn’t align to realism where 
a 25 year mortgage at 4.5% and a 
personal loan at 15% over six years,  
prima facie, would not be permitted. 
It also may inadvertently set a target 
for other lower cost lenders to move 
up to.

Conduct
One of the ongoing issues facing 
the financial services sector is its 
misconduct against its customers. The 
Australian Royal Commission of Inquiry 
have found misconduct in the Banking 
and Financial Services industry 
around failures in the treatment of 
customers across different parts of 
the sector in Australia. This has led 
to the Financial Markets Authority 
(FMA) and the RBNZ, the two main 
regulators in New Zealand, to review 
the conduct and culture issues present 
in New Zealand registered banks 
in the latter half of 2018. While the 
review did not result in a commission 
of enquiry, it did cover interviews with 
bank staff and directors, and reviews 
of documents supplied by the banks. 
The regulators also considered their 
own framework in order to determine 
whether there were any gaps that 
would weaken the effectiveness of the 
regulation itself23.

The FMA and RBNZ concluded 
their review, with the report stating 
“conduct and culture issues do not 
appear to be widespread in banks in 
New Zealand at this point in time.” 
However, they are concerned about 
“banks’ lack of proactivity in identifying 
and remediating conduct issues 
and risks in their business”.24 They 
also acknowledged that the level of 
maturity around conduct risk is varied 
across the industry.

One of the topics discussed at length 
with non-bank participants was their 
view on conduct. In particular, the 
discussion focused on how they 
might measure up against a conduct 
framework and what impacts they 
might see coming out of the RBNZ 
and FMA review. 

Two key themes arose out this 
discussion. The first was that the 
non-bank sector, on the whole, 
does not feel that it is as exposed as 
the bank sector to a number of the 
conduct issues, mainly because their 
products are not as wide ranging nor 
as complex. In many cases, they also 
believe they do not have the same 
conduct risk, as they do not incentivise 
staff to undertake the transactions 
with customers and have a greater 
focus on service when compared 
to banks. 

Our view is this assessment may not 
sufficiently focus on exactly what 
conduct risk is, how conduct risk might 
develop in the future in light of the 
RBNZ and FMA’s investigations, and 
what follows on from them. Survey 
participants should also remain aware 
that what is considered appropriate 
conduct does change over time, and 
what is appropriate for a customer 
today may not be deemed appropriate 
for them in the future.

The other theme raised was the 
question as to whether any rules that 
are going to apply to banks as a result 
of the conduct investigations will 
automatically apply to the non-bank 
sector, or whether there will be some 
period where the banks are under 
greater scrutiny and ultimately operate 
under tighter rules. 

The overriding theme from discussions 
was that the non-bank sector felt it did 
not have the same issues as the banks 
and that they were in a relatively good 
position in respect to conduct. This has 
led to a ‘wait and see’ approach being 
adopted by many.

One of the impacts that may come to 
light is that, as there is greater scrutiny 
on banks, and banks themselves start 
to modify their conduct frameworks 
they may became more cautious in 
their actions. As a result, there may be 
a larger number of customers who are 
declined credit. These customers will 
naturally move to the non-bank sector 
to seek the service they need. This 
provides the non-bank sector in effect 
with a greater number of customers. 

However, this may present a risk, as 
these customers are the ones that 
present a higher risk, as most have not 
met the particular criteria for qualifying 
for certain financial products. Given 
that non-bank participants may not 
have a conduct risk management 
that is as mature as the banks, and 
their overall awareness of conduct is 
less front of mind, it may simply shift 
customers who are getting declined by 
banks to a non-bank lender to provide 
the same level of finance or product.

While this more cautious approach 
by the banks may result in a slight 
tightening of credit, as they rationalise 
things to ensure they are fully 
compliant with the RBNZ and FMA’s 
conduct expectations, this in turn 
may push borrowers to the non-bank 
sector and if all the demand cannot 
be met (due to capital, liquidity and 
other risk constraints in the non-bank 
sector), it could lead to credit not being 
available to some potential borrowers 
in the market.

Non-bank participants should re-
emphasise the need to put conduct 
front of mind in everything they 
do, even if they believe that they 
are already doing the right thing by 
their customer.
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Responsible lending
Elsewhere, responsible lending 
continues to be a focus area. The 
Commerce Commission in August 
identified responsible lending as one 
of the top focus areas for the next 
12 months, stating “We continue to 
see lenders failing to comply with the 
responsible lending principles, putting 
many borrowers at risk of hardship”25. 
One possible result is that new 
laws could be put into place which 
could cause two big changes. Firstly, 
financiers may not be able to rely on 
the information that borrower/suppliers 
provide, and secondly, there will be no 
onus on the borrower at all, meaning 
that the borrower does not have to 
borrow responsibly. 

It will be interesting to see how 
these rules will apply to the ‘buy-
now-pay-later-scheme’ entities, 
such as AfterPay, where consumers 
are provided finance at the time of 
purchase ‘interest free’, but incur 
fees if they do not pay on time. These 
entities sit outside the traditional 
areas of current regulation, but 
given the very limited data that is 
needed to access this finance, this 
raises implications as to how this 
type of lending can be classed as 
‘responsible’. To further highlight this 
risk, they earn a large portion of their 
revenue from late fees (24.4% of 
AfterPay’s revenue was generated 
from late fees in its last financial 
year26). It is only a matter of time 
before the focus of regulators turn 
from the likes of truck-shop and pay-
day lenders to these types of entities.

Financial advisors’ regime
The previous Government in 2016 
announced the introduction of a 
new regulatory regime for financial 
advice which would be reflected in 
the Financial Services Legislation 
Amendment Bill (FSLA). 

The current Government’s view is 
that imposing stronger disclosure 
requirements is the best way 
of improving transparency of 
financial advice27.

The last major compliance introduction 
in the financial advice space was 
the Financial Advisers Act 2008, 
following the global financial crisis. 
The purpose of this was to provide 
public confidence in the integrity and 
professionalism of financial advisers 
and brokers. The biggest change will 
now be felt by Registered Financial 
Advisers operating in the life insurance 
and mortgage spaces, which were 
not part of the current legislation. The 
FSLA, which is now before Parliament, 
involves all financial advisers to meet 
minimum standards of competence 
and conduct28.

The new regime aims to improve 
access to high quality financial advice 
for all New Zealanders. In particular: 

 — Anyone providing financial advice 
will be required to put the interests 
of the client first and to only 
provide advice where they are 
competent to do so, subject to the 
Code of Conduct. 

 — Anyone (or any online-advice 
platform) providing financial 
advice will need to operate under 
a licence granted by the FMA. 
Licencing for this will be done at 
the firm level to avoid additional 
compliance costs by either the 
Government or the industry. 

 — Any unnecessary barriers will 
be removed to simplify the 
new regime. For example, the 
requirement for advice to be 
given by a natural person will be 
removed, enabling online-advice29.

However, there are some possible 
draw backs for financial advisers, 
being that:

 — Some may choose to leave the 
industry rather than paying to 
become members of Approved 
Professional Bodies (APBs) or 
taking time to obtain qualifications.

 — They will have to join an ABP which 
can be costly.

 — Costs could include upfront 
compliance costs (for example, 
drafting appropriate disclosure 
documents) and ongoing 
compliance costs (for example, 
staff/system costs to monitor the 
content of disclosure documents 
to ensure accuracy)30.

In conclusion, the new regime will 
allow members of the public to make 
informed decisions if they need to 
use an advisor or seek their advice. 
While the new regime will safeguard 
the interest of the consumers, on 
the other hand, it will add additional 
compliance costs to the firms 
specialising in offering financial advice. 

FIPS 2018 | KPMG | 11

© 2018 KPMG, a New Zealand partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved. 



• Jan. 2018
• 17th  

After Chinese-owned HNA 
failed to obtain approval to 
purchase UDC Finance from ANZ, 
Heartland announces it is still 
interested in the purchase of the 
finance company.

• 31st
Fisher & Paykel Finance’s 
deposits programme comes 
to a close. $80 million of 
public deposits are repaid by 
28 February 2018.

• Feb. 2018
• 7th

Unemployment levels reach a 
decade low at 4.5%.

• Mar. 2018
• 1st

The Financial Markets Authority 
(FMA) publishes guidance on 
advertising for crowdfunding and 
Peer-to-Peer (P2P) lending.

• 14th
NZCU Baywide launches its new 
Oracle Flexcube banking system 
that brings the Credit Union back 
office technology on par with tier 
one level banks.

• 29th
Toyota Finance New Zealand 
announces its investment in 
car sharing software company 
Mindkin, as a part of its future 
strategy.

Toyota New Zealand announces 
its new ‘no haggle’ pricing policy 
which will reduce ‘inflated’ vehicle 
sticker prices by dealerships.

• Apr. 2018
• 9th

NZCU South is the third credit 
union to complete the move to 
the Oracle Flexcube banking 
system, after Aotearoa Credit 
Union and NZCU Baywide. 
The core banking replacement 
programme is being overseen by 
Co-op Money.

• 30th
Truck shop ‘Mobile Shop Limited’ 
has been given the largest truck 
shop fine to date of $330,000, 
bringing their total fines for 
mobile traders to $1.56 million.

• May. 2018
• 18th 

The High Court rules Harmoney’s 
‘platform fee’ can be defined 
as a credit fee under the Credit 
Contracts and Consumer Finance 
Act 2003. As a result, Harmoney 
has changed its ‘platform fee’ 
structure to a flat fee.

• 30th
Budget Loans and Evolution 
Finance have been fined 
$720,000 on 125 charges, 
regarding misrepresentation 
around repossession, and adding 
interest to loans above what was 
deemed acceptable.

• Jun. 2018
• 6th

NZCU Baywide increased their 
lending cap to $600,000 for 
house buyers with just a 5% 
deposit.

• 13th
Finance company Avanti 
completed its first issue of 
residential mortgage-backed 
securities, raising $200 million.

• 16th
Harmoney announces operational 
changes including launching 
its own online platform and 
extending operations to the 
wholesale market.

• Jul. 2018
• 20th 

First Mortgage Trust – and its 
manager – enjoy another stellar 
year, predicting a ‘continuation of 
consistent returns’ for investors.

Sector – Timeline of events31
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• Aug. 2018
• 9th 

The Commerce Commission 
released its priority areas for 
the upcoming year, including 
responsible lending, focusing 
on those failing to comply with 
responsible lending principles 
which put many borrowers at a 
risk of hardship.

• 21st
Geneva Finance reached 
agreement with Federal Pacific 
Finance Ltd, Tonga, to acquire a 
60% shareholding.

• Sep. 2018
• 27th  

First Credit Union announce they 
are seeking repayment from Co-
op Money for base capital notes 
of $5.4 million as they no longer 
use Co-op Money’s services.

• Oct. 2018
• 10th

The Government announced the 
introduction of new interest and 
fee caps on high-cost loans.

• 18th
NZCU Baywide announces it has 
relaxed its requirements for first 
home buyers to target younger 
customers, by offering 80% 
Loan-to-Value Ratio (LVR) for low 
deposit loans, and loan terms 
for up to 30 years. The lending 
cap has also been increased 
to $850,000.

• Nov. 2018
• 1st

The Government rejects forcing 
lenders to disclose the effective 
cost of credit, in one percentage 
figure.

• 6th
FlexiGroup launches Apple Pay 
to all Q MasterCard and Flight 
Centre MasterCard customers.

• 8th  
Harmoney reaches a milestone 
lending $1 billion, with 
$750 million being lent within 
New Zealand.

• 23rd  
Co-op Money’s credit rating has 
been downgraded from B+ to B, 
due to weakening capitalisation, 
tight liquidity and lack of 
profitability.

The FMA publishes second 
statistical report on P2P lending 
and crowd funding.

Co-op Money appoints Richard 
Westlake, former Independent 
director, as new Chair.

• 28th  
The RBNZ announces it will ease 
LVR restrictions, increasing the 
limit of new mortgage lending 
to owner occupier borrowers to 
20% of total new lending.

• Dec. 2018
• 4th

Car sales drop again after surging 
in October, largely influenced by 
decreased demand for SUV’s, 
while commercial vehicle market 
remains strong.

Managing Director of Fuji 
Xerox Finance Limited, Peter 
Thomas, says Fuji Xerox has 
seen significant culture change 
from the top of the organisation 
in Japan since last year, as Fuji 
works to get back on its feet.
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If many of us in the business 
of providing credit are feeling a 
bit like it’s ’back to the future‘, 
’déjà vu‘ or ’Groundhog Day‘ 
at the moment, it’s hardly 
surprising.

Having comprehensively overhauled 
our Credit Contracts and Consumer 
Finance Act (CCCFA) back in 2014 
to introduce Lender Responsibility 
Principles applying to all consumer 
lenders and a Responsible Lending 
Code to give guidance in meeting 
these principles (which came into 
force in 2015), it might have been 
fair to think that New Zealand had 
the situation covered as far as the 
responsible provision of credit is 
concerned.

Apparently not. Minister of Commerce 
and Consumer Affairs, the Hon. Kris 
Faafoi, specifically asked for this 
portfolio because he is still seeing 
serious harm being done to vulnerable 
consumers in his Mana electorate 
from the activities of predatory lenders 
– sometimes even to members of his 
own family.

In December last year, Minister Faafoi 
instigated a further review of the 
CCCFA to assess whether the 2015 
amendments had been effective at 
protecting these vulnerable consumers 
and to identify any further changes 
that might be needed. The review 
found that despite the reforms, there 
is a continued problem of consumers 
being provided with loans that are 
unaffordable or unsuitable, and ending 
up in unmanageable debt.

A discussion paper was issued by 
Ministry of Business, Innovation and 
Employment (MBIE) in June of this 
year outlining several options that 
could be included in a revised CCCFA 
to prevent this.

Lyn McMorran
Executive Director 
Financial Services Federation Inc.

Lyn McMorran is the Executive 
Director of the Financial Services 
Federation Inc., which is the industry 
body representing responsible 
finance and leasing providers in 
New Zealand (www.fsf.org.nz). 
Prior to joining the FSF in 2012, Lyn 
was Area Manager for Westpac’s 
Private Bank in the Lower North and 
South Islands. 

A Certified Financial Planner, Lyn is 
a past President of the Institute of 
Financial Advisers of New Zealand.

Lyn holds a Graduate Certificate in 
Management and a Post-Graduate 
Diploma in Business Studies 
(Personal Financial Planning) and 
is a Fellow of both the Institute of 
Financial Advisers and the Financial 
Services Institute of Australasia. 
She is also a Trustee of the Skylight 
Trust and a Commissioner for the 
Insurance and Savings Ombudsman 
disputes resolution scheme.

It’s not more law that’s required, it’s 
more enforcement of the law 

While the Financial Services 
Federation (FSF) shares the Minister’s 
concerns about the practices of the 
dodgy lending brigade, our approach 
to the way in which these should be 
combated differs markedly. It is our 
view that it is already against the 
current law for lenders to provide 
credit that cannot be repaid without 
the borrower suffering significant 
hardship. The key therefore to ensuring 
vulnerable consumers are being 
treated fairly lies in enforcement of the 
current law.

The key therefore to ensuring 
vulnerable consumers are being 
treated fairly lies in enforcement of 
the current law.

Without sufficient enforcement the 
FSF believes what is written in the 
law is largely irrelevant. While the 
Commerce Commission, as regulator 
for the CCCFA, has done some 
good enforcement work particularly 
towards rogue mobile traders and 
payday lenders, it hasn’t been enough, 
sufficiently hard-hitting, swift or visible. 
As a result, prosecutions of the types 
of lenders about which Minister Faafoi 
is concerned have been ineffective 
in deterring other lenders from such 
practices or causing them to review 
their current processes.

FSF’s submission on the discussion 
paper largely centred around this 
premise – that enforcing the current 
law and ensuring the regulator is 
sufficiently resourced to be able 
to do so is a more effective way of 
protecting all consumers than writing 
further legislation that only those 
lenders who take their compliance 
obligations seriously will adhere to.
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However, given that we can expect 
to see an exposure draft of a Bill to 
further revise the CCCFA before the 
end of this year, the FSF did support 
some of the options provided as being 
the ’least worst‘ from our members’ 
perspective. Limiting the total 
accumulation of interest and fees on 
high-cost loans to 100% of the original 
loan principal, over the life of the loan, 
as an example, would be one that on 
the face of it, we would not object 
to. However, the devil will be in the 
detail as to how a ’high-cost loan‘ will 
be defined.

At the FSF Driving Excellence 
conference in October, Minister 
Faafoi spoke to our members straight 
from releasing the review proposals. 
When asked this question, he said he 
expected that a high-cost loan would 
be described in a way similar to that of 
the current Responsible Lending Code: 
that is where the annual interest rate 
expressed in terms of a percentage) is 
50% or greater.

On this basis we would not expect this 
particular option to have any effect on 
our members, but when the review 
proposals talk about providing greater 
prescription about how assessments 
of affordability and suitability must 
be conducted, and remove the 
presumption that lenders can rely on 
information provided by borrowers 
and guarantors without verification, 
we start to have considerably 
more concern about where all this 
is heading.

Dealing with the latter point first, 
removing the principle that currently 
exists in the CCCFA that says that 
lenders can rely on the information 
provided to them by the borrower 
unless they have reasonable 
grounds to suspect it is inaccurate, 
is a fundamental part of forming a 
credit contract. 

There are obligations on both sides 
of any contract and in the vast 
majority of cases with the provision 
of credit, borrowers provide accurate 
information, lenders rely on this and 
the loan proceeds smoothly and 
without incident from there. 

Expecting responsible lenders to 
verify and assess beyond what they 
are already doing will make access 
to credit a longer, more tedious 
and more costly process for both 
lenders and borrowers. For example, 
what further enquiry or verification 
should be required of a lender 
beyond accessing a reasonable 
number of bank statements 
showing income and expenditure? 
Assessment of what cash 
withdrawals are being spent on was 
an example provided by a Commerce 
Commission representative at that 
same conference.

Expecting responsible lenders to 
verify and assess beyond what they 
are already doing will make access 
to credit a longer, more tedious 
and more costly process for both 
lenders and borrowers. 

Clearly there is also some contagion 
spreading to our regulators from 
across the Tasman as a result of 
the (some admittedly horrendous) 
examples their Royal Commission has 
uncovered over there.

Apart from the key problem of a lack 
of enforcement of the current law, the 
FSF also believes that an unintended 
consequence of the last set of 
consumer credit law reforms has been 
that vulnerable consumers have been 
further marginalised from accessing 
credit from responsible providers. 

This is because where once a lender 
might have used their hard-won credit 
assessment experience to make a 
judgement call that a loan application 
that didn’t quite fit the box was 
essentially a sound credit decision, 
now they would be too concerned that 
if they did lend to someone slightly 
outside of their credit criteria and the 
loan went into default further down the 
track, they might have to answer some 
tricky questions from the regulator 
as to why they made the loan in the 
first place.

The effect of this is that those people 
who don’t naturally tick all the boxes 
are driven further into the arms of the 
dodgy lenders, ironically from whom 
the law was specifically designed to 
protect them. 

A very real concern is that further 
law reform without enforcement will 
only exacerbate this issue, potentially 
shutting consumers out of accessing 
credit from responsible providers even 
more than they are now. Only time 
will tell.
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Sector performance

The non-bank survey 
participants have continued 
their strong profit growth, 
achieving a $44.34 million 
(or 22.97%) increase in 
NPAT to $232.61 million 
over the year. This doubles 
the $22.05 million growth 
achieved in 2017. 

Net profit after tax (NPAT)
This increase is primarily due to 
banks tightening their lending criteria, 
possibly in light of findings from the 
Royal Commission of Inquiry into 
banking misconduct in Australia 
and some bank customers having 
to borrow elsewhere. This action by 
the banks has led to more business 
opportunities being seen within the 
non-bank sector. In addition, a strong 
economy with continuing economic 
growth has driven the increased 
demand for credit by consumers. Of 
the participants surveyed 22 of the 25 
have made a profit, with 16 increasing 
their NPAT over the previous year.

The top performer in terms of 
percentage, with a 78.64% increase 
(from $0.69 million to $1.24 million), 
was Christian Savings Incorporated, 
followed by Branded Financial Services 
at 46.25% (from $1.03 million to 
$1.51 million).

Excluding our newest participant, 
Latitude Financial Services, and 
their $19.70 million decrease in net 
loss after tax, the top performers 
in terms of dollar value increase in 
profits were First Mortgage Trust, 
Turners Automotive Group and Avanti 
Finance. These survey participants 
recorded increases of $7.86 million 
(to $30.58 million), $5.79 million (to 
$23.36 million) and $4.48 million (to 
$18.60 million), respectively. 

Christian Savings profit levels are 
relatively small compared to its asset 
base ($1.24 million profit compared 
to $103.36 million of gross loans). 
This reflects its purpose of assisting 
churches and charities, and as such 
a small swing in profits caused a big 
percentage movement.

Branded Financial Services continue 
to have a favourable growth of profits 
in their fourth year in the market. 
However, the percentage growth of 
NPAT has begun to slow, with the 
46.25% growth in 2018 down from 
105.59% in 2017.

Credit Union South, First Credit Union 
and Fuji Xerox Finance saw the biggest 
drop in NPAT in terms of percentage 
and dollar value among the participants 
over the year. Credit Union South saw 
a drop of $1.38 million or 300.22% 
(from $0.46 million to a $0.92 million 
loss), First Credit Union had a drop 
of $1.33 million or 63.97% (from 
$2.08 million to $0.75 million), and Fuji 
Xerox saw a decrease of $1.44 million 
or 42.12% (from a $3.42 million loss to 
a $4.86 million loss).

TABLE 2: PERFORMANCE METRICS Total

Increase in Total Assets 14.73%

Increase in Net Profit After Tax (NPAT) 22.97%

Movement of Impaired Asset Expense*  
(As a Percentage of Average Gross Loans and Advances) bps 46

Increase in Interest Margin* bps 19

Decrease in NPAT/Average Total Assets* bps 32

Decrease in NPAT/Average Equity* bps 82

* Sector figures to calculate movement do not include Latitude Financial Services for the 
2017 metric due to average balances being used. As such, the movement calculated is 
impacted by the inclusion of Latitude in the 2018 metric only.
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While only three participants had 
a net loss for the reporting period, 
it is worth noting that Latitude has 
significantly reduced their negative 
NPAT by $19.7 million (76.72%), from 
a loss of $25.69 million to a loss of 
$5.98 million. This was primarily due 
to an increase in interest income, with 
their net interest income growing 
by 43.33% (from $72.25 million to 
$103.56 million) on the back of strong 
loan book growth, and a reduction of 
operating expenses of $23.77 million 
(9.80%).

Credit Union South’s loss for the year 
is mainly driven by a drop in revenue 
from $18.32 million to $15.78 million, 
with interest costs and operating 
expenses dropping only slightly in 
comparison. A large reason for the 
drop in revenue was a reduction 
in other income of $1.56 million, 
$0.74 million of which was a drop in 
loan application fees. In addition, the 
drop in the loan book by 6.25% over 
the year reduced their interest income. 

First Credit Union’s decrease in NPAT 
for the year was mainly driven by an 
increase in operating expenses on flat 
net interest income. This was primarily 
due to employee costs, which were 
up $0.85 million. This may be partially 
driven by the costs of implementing a 
new Finzsoft core banking system.

The vast majority of survey participants 
acknowledged that the banks have 
competed less in the non-bank sector 
over the period. Additionally, the 
disbursement of loans by the ‘banking 
back box’ as it is affectionately referred 
to, has shrunk.

Overall, the non-bank sector has 
continued its growth due to the banks 
tightening their lending and being 
less visible in their key markets. The 
result each participant has seen is at 
least partly due to the reduction of 
competition from the banks in their 
respective niche. 

As shown in Figure 4, NPAT has 
grown by $43.44 million (22.97%) to 
$232.61 million. This is driven by:

 —  Net interest income growth of 
$102.92 million to $731.11 million. 

 —  Non-interest income increasing by 
$68.33 million to $493.70 million. 
Excluding Turners Automotive 
Group, non-interest income 
only increased slightly by 1.10% 
($2.27 million) to $209.20 million, 
showing the impact that the 
other aspects of Turners has on 
this metric.

 —  Operating expenses growing by 
10.26%, $76.20 million. Excluding 
Turners, the increase was 
comparatively much less at 2.00%, 
$10.59 million, to $540.36 million. 

 —  Impaired asset expense 
significantly increasing by 86.91% 
($42.01 million) to $90.45 million.

 —  Tax expense increased by 
$9.52 million off the back of the 
increase of net profit before tax.

• SEE FIGURE 4 – PAGE 16

Net interest margin (NIM)
Participants in the sector have reported 
mixed results in maintaining their NIM, 
as 16 out of the 25 survey participants 
reported decreases in 2018. NIM 
as a percentage of gross loans and 
advances increase by 19 bps to 5.77%; 
however, a large driver of this increase 
was the inclusion of Latitude, which 
has a NIM of 7.60%, where the 2017 
NIM has not been adjusted to include 
Latitude. If Latitude is excluded from 
2018, NIM for the sector was fairly 
flat, with a small decrease of 3 bps 
to 5.55%.

4

Net interest income has increased 
for 20 of the participants, growing by 
16.38% to $731.11 million. This is to be 
expected, as gross loans and advances 
have also increased by 14.24% to 
$11.44 billion, and as a consequence, 
average interest earning assets have 
grown by 16.58% to $13.55 billion. 
This demonstrates the fairly flat NIM 
without the exclusion of Latitude. 

• SEE FIGURE 6 – PAGE 18

Of the 16 participants that reported 
decreases in their NIM, seven saw 
decreases between 1 and 5 bps. Fuji 
Xerox saw the largest decrease in 
NIM of 146 bps as net interest income 
reduced by 13.42% ($3.81 million), 
while interest earning assets rose 
by 15.69% ($49.57 million). The 
next largest drop in NIM was seen 
by Avanti, with a 99 bps decrease 
to 8.00%. This was due to Avanti’s 
interest earning assets growing 
at 44.00% ($171.48 million), 
proportionally faster than their net 
interest income, which comparatively 
grew by 33.98% ($9.65 million). 

Total assets
The sector has seen another year 
of strong asset growth, up 14.73% 
($1.80 billion) to $14.03 billion, with 24 
of the 25 survey participants increasing 
their total assets. Gross loans and 
advances have also increased, 
relatively in line with total assets, at 
14.24% ($1.43 billion) to $11.44 billion, 
with 22 of the participants increasing 
their loan books. 

6
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For the third consecutive year, 
UDC and Avanti saw some of the 
largest growth within the sector, 
with increases of $316.13 million 
to $3.26 billion, and $164.04 million 
to $553.63 million, respectively. 
This year, Latitude, Toyota Finance 
and First Mortgage Trust also had 
significant growth of $204.55 million, 
$145.24 million and $102.93 million, 
respectively. Our new participant’s, 
Latitude’s, growth brings its total 
lending up to $1.47 billion, making it 
the second largest participant in the 
non-bank sector. See Table 3 opposite.

Participants are now looking to shift 
their focus on increasing the yield on 
and the quality of their loan books 
rather than growing for growth’s 
sake. With applications increasing, 
participants can be more selective 
about their growth without slowing 
too much.

The three participants that saw a 
contraction in their loan book were 
Police and Families Credit Union, 
Credit Union South and Geneva 
Finance, each experiencing small 
drops at 6.61% ($3.81 million), 
6.25% ($7.12 million), and 0.70% 
($0.66 million), respectively. 

Continuing on from the previous year, 
UDC remains the largest player of the 
survey participants by a considerable 
margin, representing 28.84% of 
the lending for the non-bank sector 
participants. Our newest participant, 
Latitude is now the second largest 
with 12.88% market share, followed 
by Toyota Finance at 8.74%. However, 
Avanti has gained the most market 
share in this period, rising by 0.95% to 
hold 4.84%. 

TABLE 3: GROSS LOANS 
AND ADVANCES
Entity

2018

$’000

2017

$’000

Movement

$’000

Movement

%

Avanti Finance Limited  553,633  389,598  164,035 42.10%

BMW Financial Services 
New Zealand Limited

 382,281  345,863  36,418 10.53%

Branded Financial Services 
(NZ) Limited 

 168,868  144,890  23,978 16.55%

Christian Savings Incorporated  103,356  99,317  4,039 4.07%

Credit Union Baywide  275,110  267,501  7,609 2.84%

Credit Union South  106,743  113,864 -7,121 -6.25%

First Credit Union  199,897  198,383  1,514 0.76%

First Mortgage Trust  525,463  422,538  102,925 24.36%

Fuji Xerox Finance Limited  65,443  53,032  12,411 23.40%

Geneva Finance Limited  93,307  93,966 -659 -0.70%

Instant Finance Limited  110,126  104,863  5,263 5.02%

John Deere Financial Limited  143,285  138,089  5,196 3.76%

Latitude Financial Services  1,473,478  1,268,926  204,552 16.12%

LeasePlan New Zealand 
Limited

 12,052  10,938  1,114 10.18%

Mercedes-Benz Financial 
Services New Zealand Limited

 643,771  608,698  35,073 5.76%

Motor Trade Finances Ltd  684,345  607,029  77,316 12.74%

Nelson Building Society  558,356  489,512  68,844 14.06%

Nissan Financial Services 
New Zealand Pty Limited

 437,750  336,787  100,963 29.98%

ORIX New Zealand Limited  60,166  40,841  19,325 47.32%

Police and Families Credit Union  53,817  57,628 -3,811 -6.61%

Ricoh New Zealand Limited  85,544  85,142  402 0.47%

Toyota Finance New Zealand 
Limited

 999,445  854,209  145,236 17.00%

Turners Automotive Group  311,090  222,393  88,697 39.88%

UDC Finance Limited  3,256,998  2,940,872  316,126 10.75%

Wairarapa Building Society  132,397  116,667  15,730 13.48%

Sector Total 11,436,721 10,011,546  1,425,175 14.24%
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Overall, the movement in total assets 
is consistent with themes we are 
seeing in this year’s survey. That is, 
the banks are turning down more loan 
applications and applicants are looking 
elsewhere to receive their financing, 
allowing participants in the non-
bank sector to simply focus on their 
particular niche for lending and still 
grow handsomely.

Asset quality
The ratio of impaired asset expense 
to average loans and advances rose 
by 46 bps to 0.84% for the non-bank 
sector this year. The main driver for 
this was Fuji Xerox whereby the 
ratio jumped from 2.42% in the 
previous year to 12.27% this year, 
and the inclusion of Latitude Financial 
Services, which is not included in the 
2017 sector ratio and has a ratio of 
2.91% in 2018. However, 16 of the 
25 participants saw increases in this 
ratio, including the largest three, UDC, 
Latitude and Toyota Finance.

In absolute terms, impaired asset 
expense rose by $42.06 million to 
$90.45 million. This is predominantly 
driven by Latitude (up $22.88 million), 
Fuji Xerox (up $6.09 million) and UDC 
(up $4.96 million). While Latitude did 
see a strong increase in loan growth 
during the year of 15.81%, the 
increase in impaired asset expense 
was 134%. 

• SEE FIGURE 5 – PAGE 18

Provisions for impairment 
increased by 17.28% over the year 
to $198.30 million. Looking at its 
component parts, collective provisions 
rose by $20.24 million (14.94%) to 
$155.69 million, and specific provisions 
rose by $8.98 million (26.7%) to 
$42.61 million.

5

TABLE 4: MOVEMENT IN INTEREST 
MARGIN
Entity

2018 

%

2017 

%

Movement 

(bps)

Avanti Finance Limited  8.00  8.99 -99 

BMW Financial Services New Zealand 
Limited

 6.74  6.32  42 

Branded Financial Services (NZ) Limited  3.33  3.05  28 

Christian Savings Incorporated  1.89  1.70  19 

Credit Union Baywide  4.06  4.30 -24 

Credit Union South  7.39  8.22 -83 

First Credit Union  3.92  4.03 -10 

First Mortgage Trust  7.14  7.15 -1 

Fuji Xerox Finance Limited  7.22  8.68 -146 

Geneva Finance Limited  10.51  10.89 -38 

Instant Finance Limited  22.32  22.67 -35 

John Deere Financial Limited  3.94  3.83  11 

Latitude Financial Services  7.60  n/a  n/a 

LeasePlan New Zealand Limited  9.37  9.79 -42 

Mercedes-Benz Financial Services 
New Zealand Limited

 4.04  4.05 -1 

Motor Trade Finances Ltd  8.51  8.52 -1 

Nelson Building Society  2.24  2.25 -1 

Nissan Financial Services New Zealand 
Pty Limited

 4.13  4.14 -1 

ORIX New Zealand Limited  12.65  12.17  48 

Police and Families Credit Union  4.21  4.25 -4 

Ricoh New Zealand Limited  10.24  9.95  29 

Toyota Finance New Zealand Limited  4.24  4.49 -25 

Turners Automotive Group  9.12  7.97  115 

UDC Finance Limited  4.21  4.26 -5 

Wairarapa Building Society  2.26  2.18  8 

Sector Average  5.77  5.58 19 
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The increase in collective provisions 
can be primarily attributed to Latitude, 
up $9.54 million (27.52%) compared 
to growth in gross loans of 15.98%. 
However, it should be noted that 
the 14.94% increase in collective 
provisions for the sector was largely 
in line with an increase in loans for the 
sector of 14.18%. 

The increase in specific provision for 
the year was mainly driven by Fuji 
Xerox, up $3.60 million (120%), and 
UDC, up $3.09 million (52.79%). 
However, for UDC, the increase is 
off the back of a decrease in 2017. 
The provision in the current year is 
essentially in line with the provision 
in 2016, and is still a relatively small 
amount compared to their overall loan 
portfolio of $3.2 billion.

Loans in arrears over 90 days but not 
impaired, for participants that disclose 
this information, has been flat for most 
participants except for Latitude, up 
$4.13 million to $15.47 million, which 
largely in line with their overall loan 
growth percentage. A large decrease 
for First Mortgage Trust was also 
noted, down $4.60 million to just 
$0.26 million. 

Operating expenses
While the sector has seen strong top 
line or margin growth, many have 
struggled to bring this to the bottom 
line, as operating expenses have 
increased by 10.26% ($76.2 million) 
to $818.98 million. This is primarily 
driven by Turners, which saw a 
$65.61 million (30.80%) increase in 
operating expenses to $278.61 million, 
contributing a significant 86.12% of 
the overall movement.

However, excluding Turners, the 
overall movement in operating 
expenses is relatively stable at 2.00% 
for the sector, with BMW Financial 
Services reporting the largest 
increase at 65.83% ($5.91 million to 
$14.87 million). In general, the smaller 
entities found it more difficult to 
translate top line growth into bottom 
line growth.

• SEE FIGURE 9 – PAGE 19

The operating efficiency ratio 
(operating expenses over operating 
income) for the sector as a whole 
has dipped to 66.87% from 70.50%, 
a fall of 363 bps. This is a result of 
overall operating income rising 16.25% 
($171.22 million), proportionately more 
than the overall increase in operating 
expenses of 10.26% ($76.20 million). 
The increase in operating income was 
largely due to Turners, who reported a 
$76.64 million (32.12%) rise. However, 
in terms of the overall operating 
efficiency ratio, this was largely offset 
by their increase in operating expenses 
of $65.61 million (30.80%). The 
primary reason for this is the increase 
in cost of goods sold, resulting in 
a small overall decrease in their 
operating efficiency ratio of 89 bps 
from the previous period to 88.38%.

The ratio was also largely influenced by 
Latitude. Together, Turners and Latitude 
account for 39% of operating income 
and 49% of operating expenses, 
reflecting both the size of the 
participants and Turner’s non-finance 
business. Without these two entities, 
the operating efficiency ratio drops to 
just 55.28%, a 119 bps decrease from 
the previous period. 

9

Latitude saw the largest improvement 
in their operating efficiency ratio, 
with a huge drop of 3,512 bps to 
78.80%. This was driven by both an 
improvement in operating income, up 
$38.58 million (31.89%) off the back 
of growth in interest income as their 
loan book grew, and a reduction in 
operating expenses.
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Focus on peer-to-peer lending 

The Financial Markets 
Authority (FMA) has 
published its second annual 
sector snapshot for peer-
to-peer (P2P) lending and 
crowdfunding in New Zealand, 
with comparative information 
now available. P2P lenders 
have enjoyed the strong 
growth seen in the rest of 
the non-bank sector, with 
issued loans across the 
sector rising $177.19 million 
(63%) to $489.27 million. The 
number of investors with open 
investments has increased by 
27.34% to 10,176, consistent 
with the increase in the 
total number of investors 
registered with P2P services 
of 25.93% to 26,123.

The number of P2P providers has 
increased to eight providers with the 
inclusion of ChangeFund whose P2P 
licence was granted in October 2017; 
however, no metrics for ChangeFund 
were included in the FMA’s report. See 
Table 5. 

Harmoney continues to dominate 
the sector with 65% of the total 
value of lending within the sector, 
increasing their outstanding loans to 
$317.72 million. Southern Cross has 
seen an exceptional year with growth 
in outstanding loans of 247.71% 
($74.97 million) to $105.23 million, 
causing their market share to 
increase from 10% to a considerable 
21%. Southern Cross Partner’s 
CEO attributed this to a demand 
for funding for the construction and 

with the nature of P2P, where the 
concept is that many smaller (‘mum 
and dad’) investors fund small loans 
or parts of larger loans. This may also 
be a reflection of a continued cautious 
curiosity around these services given 
the P2P sector is still relatively new in 
the New Zealand market. 

• SEE FIGURE 12 – PAGE 25

The number of borrowers registered 
with P2P services has increased by 
34.99% to 279,750; however, this is 
significantly more than total number 
of outstanding loans of 19,359, which 
shows that a lot of people who have 
registered have either had loans that 
have been repaid, or have registered 
out of curiosity. See Tables 6 and 7 on 
page 26.

12

SOURCE: FMA, PEER-TO-PEER LENDING AND CROWDFUNDING: SECTOR SNAPSHOT REPORT

HARMONEY (65%, 2017: 76%)

SOUTHERN CROSS (21%, 2017: 10%)

CITIZENS BROKERAGE (8%, 2017: 8%)

SQUIRREL MONEY (3%, 2017: 3%)

LENDING CROWD (2%, 2017: 2%)

ZAGGA (1%, 2017: 1%)

PLEDGEME (0%, 2017: 0%)

P2P MARKET SHARE BY TOTAL VALUE  
OF OUTSTANDING LOANS IN 201810

sale of new homes, as customers 
struggle to secure finance against 
incomplete properties.  

• SEE FIGURE 10 – PAGE 24

Investor numbers continue to increase 
as demand for yield continues in 
the low interest rate environment. 
Looking at the composition of those 
who are investing, the bracket of 
investors who have over $500,000 
invested has increased by 70.83% 
(34 investors). While it still represents a 
very small portion of overall investors, 
it represents 42.3% of funding in the 
sector. At the other end, 67.51% of 
all investors are within the $0–$999 
bracket (3,603 investors) and $1,000–
$4,999 (3,267 investors), together 
making up 3% of the funding for the 
sector. This composition is in line 

10

TABLE 5: SUMMARY 2018 2017

Number of Service providers  8  7 
Total number of investors registered with P2P services  26,123  20,744 
Total number of new investors  1,937  2,880 
Total number of investors with open investments  10,176  7,991 
Providers operating a secondary market  2  2 
Total value of trades on secondary markets  $6,570,394  $2,385,676 
Total value of loans written off  $13,937,938  $8,529,117 
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The number of loans (19,579) is almost 
double the number of investors with 
open investments (10,176 investors). 
This reflects that some P2P lenders 
have large wholesale investors who 
fund many smaller loans. It is also 
worth noting that there is a total of 
26,123 investors registered with 
P2P services (up 25.93%), thus only 
38.95% of registered investors have 
a current open investment. Some 
reasons could be that there are more 
investors that may be willing to lend 
if the borrower meets the conditions 
of the investor’s risk criteria, that 
the supply of funding exceeds the 
demand from borrowing, or some may 
have invested a small amount out of 
curiosity, and have not reinvested after 
the original lending was repaid.

The sector is still largely comprised of 
unsecured lending, but secured lending 
has continued to grow, representing 
24.33% of loans outstanding from 
individuals, up from 20.69% in 2017. 
The proportion of the total value of 
business loans has also increased, 
rising 11.17% to 20.65%, which is a 
significant rise. This may be partly due 
to banks tightening their risk criteria, 
especially where there is no security or 
the person’s income is less certain (i.e. 
not a salary), leaving some businesses 
to look elsewhere for funding.

• SEE FIGURE 14 – PAGE 27

Looking at interest rates, the majority 
of loans (44.26%) by number are 
within the 15% to 24.99% bracket 
compared to 2017. This is quite a 
change from 2017, where the largest 
number of loans (41.50%) were in the 
25% and above bracket. There could 
be several reasons for this change. 
This could partly be driven by a greater 
shift towards secured lending, which 
attracts lower interest rates, and it 
could also be driven by the significant 
increase in business lending, which 
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TABLE 6: BORROWER INFORMATION 2018 2017

Total number of borrowers registered with P2P 
services  279,750  207,230 

Number of first time borrowers  6,737  7,840 

Number of repeat borrowers  998  843 

Total value of loans taken out by repeat borrowers $32,413,388 $26,388,604 

Total number of secured loans  1,133  612 

Total value of secured loans  $119,057,159  $64,554,338 

Number of borrowers borrowing the $2 million 
maximum  2  - 

Total value of loans written off  $13,937,938  $8,529,117 

SOURCE: FMA, PEER-TO-PEER LENDING AND CROWDFUNDING: SECTOR SNAPSHOT REPORT

TABLE 7: INDIVIDUAL BORROWERS 2018 2017

Total number of outstanding loans to individuals  19,359  16,977 

Total value of outstanding loans to individuals  $388,242,315  $282,500,275 

Total value of new loans to individuals  $143,830,883  $120,051,660 

SOURCE: FMA, PEER-TO-PEER LENDING AND CROWDFUNDING: SECTOR SNAPSHOT REPORT

TABLE 8: BUSINESS BORROWERS 2018 2017

Total number of outstanding loans to businesses  220  92 

Total value of outstanding loans to businesses  $101,026,404  $29,574,542 

Total value of new loans to businesses  $64,487,470  $31,502,500 

SOURCE: FMA, PEER-TO-PEER LENDING AND CROWDFUNDING: SECTOR SNAPSHOT REPORT

TABLE 9: LOANS IN ARREARS OR WRITTEN OFF 2018 2017

Total number of outstanding loans in arrears  949  1,469 

Total value of outstanding loans in arrears  $26,241,611  $20,446,190 

Percentage of outstanding loans in arrears 4.80% 8.60%

Total number of loans written off  1,197  833 

Total value of loans written off  $13,937,938  $8,529,117 

SOURCE: FMA, PEER-TO-PEER LENDING AND CROWDFUNDING: SECTOR SNAPSHOT REPORT

TABLE 10: REFINANCED* LOANS 2018 2017

Number of loans refinanced by individuals  6,129  5,197 

Total value of loans repaid by individuals before 
refinancing  $111,550,988  $80,168,433 

Number of loans refinanced by business  42  11 

Total value of loans repaid by businesses before 
refinancing  $5,079,292  $1,196,945 

* Refinancing refers to when a borrower replaces an outstanding loan with a new larger loan.

SOURCE: FMA, PEER-TO-PEER LENDING AND CROWDFUNDING: SECTOR SNAPSHOT REPORT
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PROPORTION OF SECURED LOANS OF TOTAL 
OUTSTANDING LOANS BY VALUE

TOTAL VALUE OF OUTSTANDING LOANS – 
INDIVIDUAL AND BUSINESS SPLIT 
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15

The percentage of loans in arrears 
decreasing is a result of better quality 
loans making their way down to other 
lenders including P2Ps, as banks’ 
credit appetite reduces. While the 
total number of loans written off and 
their value have both increased by 
43.70% (to 1,197) and 63.42% (to 
$13.94 million) compared to the prior 
year, respectively, this is largely in line 
with the growth in outstanding loans of 
63%, showing asset quality from this 
metric is largely unchanged. 

Another way of looking at this is 
that loan write offs compared to 
outstanding loans have remained 
relatively consistent from the previous 
year, increasing by 12 bps from 
2.73% to 2.85%. Comparing this to 
a comparable non-bank lender, Avanti 
Finance, who also provides unsecured 
and mortgage lending, it has a ratio 
of 1.53%, which is quite a lot lower 
than the average for the P2P lending 
industry. This implies that the overall 
loan quality and crediting decisions 
for P2Ps could be slightly worse than 
other unsecured financiers. See Table 9 
on page 26.

The Harmoney credit fee case has 
continued to be a topic of discussion 
within the sector as the consumer 
watchdog continues to monitor the 
P2P lending sector. The High Court has 
ruled in the Commerce Commission’s 
favour, resulting in a $293,000 fine 
for the breach. Harmoney had argued 
that the fee should not be treated 
as a traditional lender’s fee, as P2P 
operators were created to free up 
the market with less restrictions, and 
the ruling would make it difficult for 
P2P lenders in New Zealand to cover 
transaction costs. It will be interesting 
to see what impact this decision has 
on the P2P sector in New Zealand, 
specifically how the P2P platforms 
will earn their revenue, and what the 
take up from investors and borrowers 
alike will be in response to any new 
fee structures.
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would normally have lower interest 
rates than personal unsecured lending. 
Another factor that could also be 
driving this is the unmet supply of 
investors resulting in investors willing 
to accept slightly lower interest rates 
than they previously would have. It is 
likely that the true reason is at least a 
mixture of all of these reasons.

• SEE FIGURE 13 – PAGE 2513

Asset quality also had some interesting 
movements over the year. The 
number of loans in arrears decreased 
by 520, to 949, and loans in arrears 
as a percentage of total loans also 
decreased by 3.80% (to 4.80%); 
however, the value of the loans in 
arrears has increased by $31.38 million 
to $111.55 million, showing an increase 
in the average size of loans in arrears.
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Analysis of annual results

Size and Strength Measures Growth Measures

Entity
Rank by Total 

Assets
Balance Date Year

Total Assets 
$000

Net Assets
$000

Net Loans and 
Advances

$000

Increase in Net Profit 
After Tax

%

Increase in Total 
Assets

%

 Impaired Asset 
Expense 

$000

Provision for 
Doubtful Debts/

Gross Loans & 
Advances

%

Avanti Finance Limited
8 31-Mar 2018 567,336 67,294 544,181 31.73 43.97 7,223 1.71

2017 394,070 53,654 382,902 25.73 60.58 6,296 1.72

BMW Financial Services New Zealand Limited
11 31-Dec 2017 405,602 23,528 376,469 -17.48 12.98 3,785 1.52

2016 358,992 32,213 340,110 -9.64 0.23 5,686 1.66

Branded Financial Services (NZ) Limited 
17 30-Jun 2018 177,092 2,765 167,858 46.25 14.52 241 0.60

2017 154,635 1,553 144,040 105.59 35.68 379 0.59

Christian Savings Incorporated
19 31-Aug 2018 155,652 17,745 103,356 78.64 6.69 0 n/a

2017 145,886 14,059 99,317 18.66 -0.67 -59 n/a

Credit Union Baywide 
12 30-Jun 2018 380,998 40,893 274,494 -16.68 22.00 468 0.22

2017 312,296 39,884 266,946 -39.57 6.38 156 0.21

Credit Union South
22 30-Jun 2018 130,612 20,709 105,963 -300.22 -4.44 1,940 0.73

2017 136,682 21,584 113,280 36.39 5.26 1,236 0.51

First Credit Union
15 30-Jun 2018  358,023  56,507  197,227 -63.97 2.85  819 1.34

2017  348,118  55,759  195,993 11.67 4.10  852 1.20

First Mortgage Trust
7 31-Mar 2018 646,083 637,083 524,323 34.61 29.96 188 0.22

2017 497,150 494,106 421,558 36.26 40.50 -30 0.23

Fuji Xerox Finance Limited
14 31-Mar 2018 365,601 -23,647 58,844 -42.12 14.90 7,270 10.08

2017 318,193 -18,785 50,032 44.84 -6.58 1,178 5.66

Geneva Finance Limited 
25 31-Mar 2018 99,321 29,168 67,664 19.29 17.99 363 27.48

2017 84,177 24,862 64,077 45.45 20.90 351 31.81

Instant Finance NZ Limited
24 31-Mar 2018 116,780 30,574 105,731 -2.85 6.71 2,765 3.99

2017 109,438 28,573 100,668 9.85 10.08 2,462 4.00

John Deere Financial Limited
21 31-Oct 2017 149,386 4,911 143,285 0.70 4.20 n/d n/a

2016 143,362 2,600 138,089 -0.26 -9.21 n/d n/a

Latitude Financial Services 
2 31-Dec 2018 1,521,555 -97,966 1,428,281 76.72 14.30 39,905 3.07

2017 1,331,175 -91,936 1,233,266 n/a n/a 17,027 2.81

LeasePlan New Zealand Limited
13 31-Dec 2017 371,733 99,177 12,052 -5.76 6.49 247 n/a

2016 349,076 94,167 10,938 -22.24 16.22 0 n/a
Mercedes-Benz Financial Services New Zealand 
Limited

6 31-Dec 2017 662,848 54,753 636,604 14.34 3.69 735 1.11
2016 639,282 43,213 601,538 -7.37 12.74 726 1.18

Motor Trade Finances Ltd
4 30-Sep 2018 748,036 92,067 677,549 9.26 11.62 181 0.99

2017 670,157 88,199 600,961 5.01 12.34 112 1.00

Nelson Building Society
5 31-Mar 2018 723,029 49,072 557,025 10.06 13.24 878 0.24

2017 638,482 41,832 488,800 31.13 14.29 269 0.15

Nissan Financial Services New Zealand Pty Limited
10 31-Mar 2018 443,364 17,942 432,519 19.04 29.16 1,860 1.19

2017 343,277 11,595 332,542 46.23 13.57 2,058 1.26

ORIX New Zealand Limited
16 31-Mar 2018 311,233 192,244 60,140 -6.56 28.60 11 0.04

2017 242,025 177,382 40,804 2.27 5.29 -2 0.09

Police and Families Credit Union
23 30-Jun 2018 128,015 24,375 53,706 -3.16 4.33 -6 0.21

2017 122,701 22,780 57,517 -9.16 3.25 4 0.19

Ricoh New Zealand Limited
20 31-Mar 2018 150,690 80,727 84,632 43.32 4.06 599 1.07

2017 144,804 71,792 84,180 -1.56 6.01 197 1.13

Toyota Finance New Zealand Limited
3 31-Mar 2018 1,406,299 147,090 972,245 4.32 21.27 4,477 2.72

2017 1,159,685 146,374 830,509 0.64 8.43 2,549 2.77

Turners Automotive Group
9 31-Mar 2018 559,208 121,799 299,796 32.92 20.49 5,493 3.63

2017 464,124 79,207 216,365 12.64 56.16 968 2.71

UDC Finance Limited
1 30-Sep 2018 3,295,905 550,944 3,222,430 5.93 10.43 10,885 1.06

2017 2,984,653 485,645 2,911,594 5.31 11.99 5,929 1.00

Wairarapa Building Society
18 31-Mar 2018 159,809 18,049 132,047 8.84 14.41 124 0.26

2017 139,683 17,384 116,441 3.32 0.35 50 0.19

Sector Total
2018 14,034,210 2,257,803 11,238,421 22.97 14.73 90,451 1.73
2017 12,232,123 1,937,696 9,842,467 10.20* 12.19* 48,394 1.69

n/d = not disclosed; n/a = not available; * = does not include Latitude Financial Services
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Size and Strength Measures Growth Measures

Entity
Rank by Total 

Assets
Balance Date Year

Total Assets 
$000

Net Assets
$000

Net Loans and 
Advances

$000

Increase in Net Profit 
After Tax

%

Increase in Total 
Assets

%

 Impaired Asset 
Expense 

$000

Provision for 
Doubtful Debts/

Gross Loans & 
Advances

%

Avanti Finance Limited
8 31-Mar 2018 567,336 67,294 544,181 31.73 43.97 7,223 1.71

2017 394,070 53,654 382,902 25.73 60.58 6,296 1.72

BMW Financial Services New Zealand Limited
11 31-Dec 2017 405,602 23,528 376,469 -17.48 12.98 3,785 1.52

2016 358,992 32,213 340,110 -9.64 0.23 5,686 1.66

Branded Financial Services (NZ) Limited 
17 30-Jun 2018 177,092 2,765 167,858 46.25 14.52 241 0.60

2017 154,635 1,553 144,040 105.59 35.68 379 0.59

Christian Savings Incorporated
19 31-Aug 2018 155,652 17,745 103,356 78.64 6.69 0 n/a

2017 145,886 14,059 99,317 18.66 -0.67 -59 n/a

Credit Union Baywide 
12 30-Jun 2018 380,998 40,893 274,494 -16.68 22.00 468 0.22

2017 312,296 39,884 266,946 -39.57 6.38 156 0.21

Credit Union South
22 30-Jun 2018 130,612 20,709 105,963 -300.22 -4.44 1,940 0.73

2017 136,682 21,584 113,280 36.39 5.26 1,236 0.51

First Credit Union
15 30-Jun 2018  358,023  56,507  197,227 -63.97 2.85  819 1.34

2017  348,118  55,759  195,993 11.67 4.10  852 1.20

First Mortgage Trust
7 31-Mar 2018 646,083 637,083 524,323 34.61 29.96 188 0.22

2017 497,150 494,106 421,558 36.26 40.50 -30 0.23

Fuji Xerox Finance Limited
14 31-Mar 2018 365,601 -23,647 58,844 -42.12 14.90 7,270 10.08

2017 318,193 -18,785 50,032 44.84 -6.58 1,178 5.66

Geneva Finance Limited 
25 31-Mar 2018 99,321 29,168 67,664 19.29 17.99 363 27.48

2017 84,177 24,862 64,077 45.45 20.90 351 31.81

Instant Finance NZ Limited
24 31-Mar 2018 116,780 30,574 105,731 -2.85 6.71 2,765 3.99

2017 109,438 28,573 100,668 9.85 10.08 2,462 4.00

John Deere Financial Limited
21 31-Oct 2017 149,386 4,911 143,285 0.70 4.20 n/d n/a

2016 143,362 2,600 138,089 -0.26 -9.21 n/d n/a

Latitude Financial Services 
2 31-Dec 2018 1,521,555 -97,966 1,428,281 76.72 14.30 39,905 3.07

2017 1,331,175 -91,936 1,233,266 n/a n/a 17,027 2.81

LeasePlan New Zealand Limited
13 31-Dec 2017 371,733 99,177 12,052 -5.76 6.49 247 n/a

2016 349,076 94,167 10,938 -22.24 16.22 0 n/a
Mercedes-Benz Financial Services New Zealand 
Limited

6 31-Dec 2017 662,848 54,753 636,604 14.34 3.69 735 1.11
2016 639,282 43,213 601,538 -7.37 12.74 726 1.18

Motor Trade Finances Ltd
4 30-Sep 2018 748,036 92,067 677,549 9.26 11.62 181 0.99

2017 670,157 88,199 600,961 5.01 12.34 112 1.00

Nelson Building Society
5 31-Mar 2018 723,029 49,072 557,025 10.06 13.24 878 0.24

2017 638,482 41,832 488,800 31.13 14.29 269 0.15

Nissan Financial Services New Zealand Pty Limited
10 31-Mar 2018 443,364 17,942 432,519 19.04 29.16 1,860 1.19

2017 343,277 11,595 332,542 46.23 13.57 2,058 1.26

ORIX New Zealand Limited
16 31-Mar 2018 311,233 192,244 60,140 -6.56 28.60 11 0.04

2017 242,025 177,382 40,804 2.27 5.29 -2 0.09

Police and Families Credit Union
23 30-Jun 2018 128,015 24,375 53,706 -3.16 4.33 -6 0.21

2017 122,701 22,780 57,517 -9.16 3.25 4 0.19

Ricoh New Zealand Limited
20 31-Mar 2018 150,690 80,727 84,632 43.32 4.06 599 1.07

2017 144,804 71,792 84,180 -1.56 6.01 197 1.13

Toyota Finance New Zealand Limited
3 31-Mar 2018 1,406,299 147,090 972,245 4.32 21.27 4,477 2.72

2017 1,159,685 146,374 830,509 0.64 8.43 2,549 2.77

Turners Automotive Group
9 31-Mar 2018 559,208 121,799 299,796 32.92 20.49 5,493 3.63

2017 464,124 79,207 216,365 12.64 56.16 968 2.71

UDC Finance Limited
1 30-Sep 2018 3,295,905 550,944 3,222,430 5.93 10.43 10,885 1.06

2017 2,984,653 485,645 2,911,594 5.31 11.99 5,929 1.00

Wairarapa Building Society
18 31-Mar 2018 159,809 18,049 132,047 8.84 14.41 124 0.26

2017 139,683 17,384 116,441 3.32 0.35 50 0.19

Sector Total
2018 14,034,210 2,257,803 11,238,421 22.97 14.73 90,451 1.73
2017 12,232,123 1,937,696 9,842,467 10.20* 12.19* 48,394 1.69

n/d = not disclosed; n/a = not available; * = does not include Latitude Financial Services
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Analysis of annual results

 Credit Quality Measures Profitability Measures Efficiency Measures

Entity Year
 Past Due 

Assets 
$000

 Gross 
Impaired 

Assets 
$000

Impaired Asset 
Expense/ 

Average Loans 
& Advances

%

Net Interest 
Margin

%

Interest Spread
%

Net Profit 
After Tax

$000

Underlying Profit
$000

NPAT/Average 
Total Assets

%

NPAT/Average 
Equity

%

Operating 
Expenses/Gross 

Revenues
%

Operating 
Expenses/ 
Operating 

Income
%

Avanti Finance Limited
2018 6,207 16,197 1.53 8.00 7.32 18,602 25,883 3.87 30.76 23.43 32.82
2017 6,855 13,287 2.00 8.99 8.18 14,121 19,607 4.42 32.34 26.46 35.91

BMW Financial Services New Zealand Limited
2017 n/d n/d 1.04 6.74 6.49 5,315 7,384 1.39 19.07 39.95 57.12
2016 n/d n/d 1.63 6.32 5.82 6,441 8,947 1.80 22.22 23.13 38.01

Branded Financial Services (NZ) Limited 
2018 n/d n/d 0.15 3.33 3.24 1,506 2,078 0.91 69.74 31.18 60.20
2017 n/d n/d 0.30 3.05 2.98 1,030 1,431 0.77 110.34 31.33 60.59

Christian Savings Incorporated
2018 470 n/d 0.00 1.89 1.50 1,238 1,238 0.82 7.79 23.04 57.95
2017 7 n/d -0.07 1.70 1.37 693 693 0.47 5.24 29.35 76.36

Credit Union Baywide 
2018 n/d 891 0.17 4.06 3.66 1,009 1,009 0.29 2.50 55.72 91.01
2017 n/d 943 0.06 4.30 3.93 1,211 1,211 0.40 3.08 62.21 91.34

Credit Union South
2018 n/d 992 1.76 7.39 7.02 -923 -923 -0.69 -4.36 76.75 92.25
2017 n/d 1,638 1.11 8.22 7.87 461 461 0.35 2.16 77.04 89.27

First Credit Union
2018  1,240  8,588 0.41 3.92 3.53  748  748 0.21 1.33 62.40 91.98
2017  1,612  5,841 0.45 4.03 3.59  2,076  2,076 0.61 3.79 58.33 84.84

First Mortgage Trust
2018 258 n/d 0.04 7.14 7.14 30,581 30,898 5.35 5.41 23.43 23.43
2017 4,862 n/d -0.01 7.15 7.15 22,718 23,019 5.34 5.37 23.97 23.97

Fuji Xerox Finance Limited
2018 n/d n/d 12.27 7.22 7.36 -4,862 -4,862 -1.42 22.92 62.31 90.40
2017 n/d n/d 2.42 8.68 8.81 -3,421 -3,421 -1.04 20.04 70.65 107.83

Geneva Finance Limited 
2018 n/d 32,521 0.39 10.51 8.57 6,123 4,524 6.67 22.67 55.40 68.28
2017 n/d 35,181 0.39 10.89 8.70 5,133 3,815 6.67 22.75 50.57 65.18

Instant Finance NZ Limited
2018 n/d 7,011 2.57 22.32 20.47 9,032 12,220 7.99 26.25 55.53 63.01
2017 n/d 6,582 2.45 22.67 20.44 9,297 12,926 8.90 28.56 52.81 60.56

John Deere Financial Limited
2017 n/d n/d 0.00 3.94 3.89 2,311 3,213 1.58 61.54 27.57 43.81
2016 n/d n/d 0.00 3.83 3.64 2,295 3,187 1.52 23.34 25.32 44.30

Latitude Financial Services 
2018 15,472 n/d 2.91 7.60 8.01 -5,978 -6,085 -0.42 -24.85 53.17 78.80
2017 11,346 n/d n/a n/a n/a -25,678 -33,868 n/a n/a 69.29 113.92

LeasePlan New Zealand Limited
2017 n/d n/d 2.15 9.37 9.37 5,010 6,971 1.39 5.18 34.04 81.76
2016 n/d n/d 0.00 9.79 9.79 5,316 7,428 1.64 5.81 36.25 81.72

Mercedes-Benz Financial Services New Zealand 
Limited

2017 n/d n/d 0.12 4.04 3.74 11,930 16,361 1.83 24.36 20.85 34.76
2016 n/d n/d 0.13 4.05 3.75 10,434 14,509 1.73 23.13 21.73 37.29

Motor Trade Finances Ltd
2018 1,290 696 0.03 8.51 7.84 8,225 11,645 1.16 9.13 60.20 83.80
2017 391 13 0.02 8.52 7.75 7,528 10,745 1.19 8.68 59.40 83.50

Nelson Building Society
2018 1,087 1,590 0.17 2.24 2.00 3,973 5,540 0.58 8.74 25.15 60.85
2017 59 n/d 0.06 2.25 2.03 3,610 5,035 0.60 9.24 26.88 63.38

Nissan Financial Services New Zealand Pty Limited
2018 n/d n/d 0.48 4.13 3.92 6,627 17,856 1.68 44.87 18.92 20.19
2017 n/d n/d 0.65 4.14 3.95 5,567 15,516 1.72 62.56 15.45 16.58

ORIX New Zealand Limited
2018 n/d n/d 0.02 12.65 9.99 14,968 20,801 5.41 8.10 24.00 47.68
2017 n/d n/d -0.01 12.17 9.19 16,019 22,267 6.79 9.42 19.49 40.57

Police and Families Credit Union
2018 3 26 -0.01 4.21 3.80 1,595 1,595 1.27 6.77 50.40 70.93
2017 n/d 29 0.01 4.25 3.83 1,647 1,648 1.36 7.50 48.27 68.97

Ricoh New Zealand Limited
2018 n/d 3,467 0.70 10.24 8.66 8,936 10,082 6.05 11.72 81.16 83.82
2017 n/d 2,213 0.23 9.95 8.55 6,235 10,894 4.43 9.08 79.89 82.51

Toyota Finance New Zealand Limited
2018 100 1,440 0.48 4.24 3.82 17,305 24,212 1.35 11.79 19.99 50.61
2017 164 2,080 0.31 4.49 3.93 16,589 23,141 1.49 11.34 21.74 54.11

Turners Automotive Group
2018 792 275 2.06 9.12 8.46 23,360 31,133 4.57 12.10 84.54 88.38
2017 822 203 0.48 7.97 7.31 17,574 24,631 4.62 11.66 85.22 89.27

UDC Finance Limited
2018 5,916 17,897 0.35 4.21 3.57 65,299 90,779 2.08 12.60 15.11 25.52
2017 2,428 11,243 0.21 4.26 3.62 61,646 85,709 2.18 13.55 15.37 26.14

Wairarapa Building Society
2018 2,373 2,923 0.10 2.26 2.02 677 1,075 0.45 3.82 30.68 68.33
2017 1,942 3,978 0.04 2.18 1.95 622 801 0.45 3.64 36.42 76.99

Sector Total
2018 35,208 94,514 0.84 5.77 5.15 232,607 315,375 1.77 10.05 46.51 66.87
2017 30,488 83,231 0.38* 5.58* 5.12* 189,164 262,408 2.09* 10.87* 47.50 70.50

n/d = not disclosed; n/a = not available; * = does not include Latitude Financial Services
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%
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Avanti Finance Limited
2018 6,207 16,197 1.53 8.00 7.32 18,602 25,883 3.87 30.76 23.43 32.82
2017 6,855 13,287 2.00 8.99 8.18 14,121 19,607 4.42 32.34 26.46 35.91

BMW Financial Services New Zealand Limited
2017 n/d n/d 1.04 6.74 6.49 5,315 7,384 1.39 19.07 39.95 57.12
2016 n/d n/d 1.63 6.32 5.82 6,441 8,947 1.80 22.22 23.13 38.01

Branded Financial Services (NZ) Limited 
2018 n/d n/d 0.15 3.33 3.24 1,506 2,078 0.91 69.74 31.18 60.20
2017 n/d n/d 0.30 3.05 2.98 1,030 1,431 0.77 110.34 31.33 60.59

Christian Savings Incorporated
2018 470 n/d 0.00 1.89 1.50 1,238 1,238 0.82 7.79 23.04 57.95
2017 7 n/d -0.07 1.70 1.37 693 693 0.47 5.24 29.35 76.36

Credit Union Baywide 
2018 n/d 891 0.17 4.06 3.66 1,009 1,009 0.29 2.50 55.72 91.01
2017 n/d 943 0.06 4.30 3.93 1,211 1,211 0.40 3.08 62.21 91.34

Credit Union South
2018 n/d 992 1.76 7.39 7.02 -923 -923 -0.69 -4.36 76.75 92.25
2017 n/d 1,638 1.11 8.22 7.87 461 461 0.35 2.16 77.04 89.27

First Credit Union
2018  1,240  8,588 0.41 3.92 3.53  748  748 0.21 1.33 62.40 91.98
2017  1,612  5,841 0.45 4.03 3.59  2,076  2,076 0.61 3.79 58.33 84.84

First Mortgage Trust
2018 258 n/d 0.04 7.14 7.14 30,581 30,898 5.35 5.41 23.43 23.43
2017 4,862 n/d -0.01 7.15 7.15 22,718 23,019 5.34 5.37 23.97 23.97

Fuji Xerox Finance Limited
2018 n/d n/d 12.27 7.22 7.36 -4,862 -4,862 -1.42 22.92 62.31 90.40
2017 n/d n/d 2.42 8.68 8.81 -3,421 -3,421 -1.04 20.04 70.65 107.83

Geneva Finance Limited 
2018 n/d 32,521 0.39 10.51 8.57 6,123 4,524 6.67 22.67 55.40 68.28
2017 n/d 35,181 0.39 10.89 8.70 5,133 3,815 6.67 22.75 50.57 65.18

Instant Finance NZ Limited
2018 n/d 7,011 2.57 22.32 20.47 9,032 12,220 7.99 26.25 55.53 63.01
2017 n/d 6,582 2.45 22.67 20.44 9,297 12,926 8.90 28.56 52.81 60.56

John Deere Financial Limited
2017 n/d n/d 0.00 3.94 3.89 2,311 3,213 1.58 61.54 27.57 43.81
2016 n/d n/d 0.00 3.83 3.64 2,295 3,187 1.52 23.34 25.32 44.30

Latitude Financial Services 
2018 15,472 n/d 2.91 7.60 8.01 -5,978 -6,085 -0.42 -24.85 53.17 78.80
2017 11,346 n/d n/a n/a n/a -25,678 -33,868 n/a n/a 69.29 113.92

LeasePlan New Zealand Limited
2017 n/d n/d 2.15 9.37 9.37 5,010 6,971 1.39 5.18 34.04 81.76
2016 n/d n/d 0.00 9.79 9.79 5,316 7,428 1.64 5.81 36.25 81.72

Mercedes-Benz Financial Services New Zealand 
Limited

2017 n/d n/d 0.12 4.04 3.74 11,930 16,361 1.83 24.36 20.85 34.76
2016 n/d n/d 0.13 4.05 3.75 10,434 14,509 1.73 23.13 21.73 37.29

Motor Trade Finances Ltd
2018 1,290 696 0.03 8.51 7.84 8,225 11,645 1.16 9.13 60.20 83.80
2017 391 13 0.02 8.52 7.75 7,528 10,745 1.19 8.68 59.40 83.50

Nelson Building Society
2018 1,087 1,590 0.17 2.24 2.00 3,973 5,540 0.58 8.74 25.15 60.85
2017 59 n/d 0.06 2.25 2.03 3,610 5,035 0.60 9.24 26.88 63.38

Nissan Financial Services New Zealand Pty Limited
2018 n/d n/d 0.48 4.13 3.92 6,627 17,856 1.68 44.87 18.92 20.19
2017 n/d n/d 0.65 4.14 3.95 5,567 15,516 1.72 62.56 15.45 16.58

ORIX New Zealand Limited
2018 n/d n/d 0.02 12.65 9.99 14,968 20,801 5.41 8.10 24.00 47.68
2017 n/d n/d -0.01 12.17 9.19 16,019 22,267 6.79 9.42 19.49 40.57

Police and Families Credit Union
2018 3 26 -0.01 4.21 3.80 1,595 1,595 1.27 6.77 50.40 70.93
2017 n/d 29 0.01 4.25 3.83 1,647 1,648 1.36 7.50 48.27 68.97

Ricoh New Zealand Limited
2018 n/d 3,467 0.70 10.24 8.66 8,936 10,082 6.05 11.72 81.16 83.82
2017 n/d 2,213 0.23 9.95 8.55 6,235 10,894 4.43 9.08 79.89 82.51

Toyota Finance New Zealand Limited
2018 100 1,440 0.48 4.24 3.82 17,305 24,212 1.35 11.79 19.99 50.61
2017 164 2,080 0.31 4.49 3.93 16,589 23,141 1.49 11.34 21.74 54.11

Turners Automotive Group
2018 792 275 2.06 9.12 8.46 23,360 31,133 4.57 12.10 84.54 88.38
2017 822 203 0.48 7.97 7.31 17,574 24,631 4.62 11.66 85.22 89.27

UDC Finance Limited
2018 5,916 17,897 0.35 4.21 3.57 65,299 90,779 2.08 12.60 15.11 25.52
2017 2,428 11,243 0.21 4.26 3.62 61,646 85,709 2.18 13.55 15.37 26.14

Wairarapa Building Society
2018 2,373 2,923 0.10 2.26 2.02 677 1,075 0.45 3.82 30.68 68.33
2017 1,942 3,978 0.04 2.18 1.95 622 801 0.45 3.64 36.42 76.99

Sector Total
2018 35,208 94,514 0.84 5.77 5.15 232,607 315,375 1.77 10.05 46.51 66.87
2017 30,488 83,231 0.38* 5.58* 5.12* 189,164 262,408 2.09* 10.87* 47.50 70.50

n/d = not disclosed; n/a = not available; * = does not include Latitude Financial Services
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The story so far

The European Union’s 
Payment Service Directive 2, 
sometimes known as Open 
Banking, came in to effect 
in January 2018. Many 
commentators predicted an 
unprecedented transformation 
in banking and payments as 
the sharing and aggregation 
of data opened up new 
opportunities for existing 
and new players in the retail 
finance arena.

In the UK, after a decade of overseas 
and new financial service providers 
entering the market, it seemed almost 
inevitable that someone would blaze 
an Open Banking trail that would 
generate a hotbed of innovation, 
change and market competition. 

We heard that opportunities would 
exist for new providers who would 
‘own’ the interface with the customer, 
able to create an amazing customer 
experience through multiple channels 
while offering customers access to 
all of the products on the market. 
We heard that there would be more 
aggregators able to proactively find 
customers the best deals in the 
market and the enable switching 
between products and providers to 
happen quickly, and without frictions. 
And we were told that customers 
would be able to transfer money 
quickly between accounts from 
different providers in real-time, just like 
they were doing it within the walls of 
one institution.

But nearly one year after the flag 
dropped on Open Banking, it’s 
actually been a bit of a damp squib. 
Some might even say a flop.

But nearly one year after the flag 
dropped on Open Banking, it’s actually 
been a bit of a damp squib. Some 
might even say a flop.

In the UK, a recent YouGov poll asked 
people about the Open Banking and 
the results were quite shocking:

 — Three quarters of people surveyed 
in the UK had never even heard of 
‘Open Banking’

 — The tech-savvy Millennial age 
group was the least well-informed, 
with 85% of this demographic 
remaining unaware of ‘Open 
Banking’ and what it can offer

Open Banking: keep 
believing the hype

James Dowle
Director – Advisory 
KPMG

James Dowle is a Director for 
KPMG and leads Fintech for the 
firm. James has spent much of the 
past twenty years designing and 
implementing technology solutions 
for banks around the world. He 
also has considerable experience 
of working with credit unions and 
other non-bank deposit takers in 
New Zealand.
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 — And even of those people that do 
understand ‘Open Banking’, 77% 
remain sceptical and concerned 
how financial institutions will share 
customer data

So, has Open Banking failed? Was it 
just misguided market dabbling by 
legislators or an over-inflated piece 
of innovation developed by industry-
insiders? Or is it still too soon to make 
a call? 

Why has Open Banking 
failed to live up to the hype?
European banks and industry 
commentators have been scurrying 
around trying to figure out why Open 
Banking has failed to cause the 
transformation that was anticipated. 
And it seems that the root cause lies 
in one of the oldest truths about the 
sector: banking and finance is boring to 
most consumers. That’s often a tough 
pill for those of us whose life revolves 
around this sector, but most people 
still don’t get overly excited about their 
personal financial management. Add in 
that, again according to the same UK 
YouGov poll, most people are pretty 
happy with their financial service 
providers, and the age-old stickiness 
means that this just doesn’t hit the top 
of the charts of people’s unmet needs 
in life.

And it seems that the root cause 
lies in one of the oldest truths about 
the sector: banking and finance is 
boring to most consumers. 

Some commentators suggest that 
the problem is more that no one has 
yet produced the ‘killer App’ and that 
Open Banking remains in the ‘early 
adopter’ foothills of the hype curve. A 
bit like the internet in the late 1990’s, 
the potential is there, but no one has 
really learnt how to unlock it.

One underlying issue that seems to be 
in play is that while customers are not 
so unhappy with their financial service 
providers that they would actually 
doing anything radical like moving their 
holdings, there is a general mistrust 
with banks, building societies and 
anyone who ‘looks after’ our money. 
While we trust financial institutions to 
keep our money safe, we don’t trust 
them to do the right thing – and the 
findings of the current Australian Royal 
Commission are making customers 
even more concerned whether they 
should trust anyone in this sector. 
So when people start talking about 
Open Banking and its benefits, the 
conversation can run into a ‘trust’ road 
block as soon as the concept is shared 
of banks and other providers sharing 
customer data. YouGov’s survey 
noted that over three quarters of 
respondents had concerns about their 
main provider sharing their data with 
other financial institutions. 

So if Open Banking is to take off, 
more needs to be done to quell 
fears from customers.

So if Open Banking is to take off, 
more needs to be done to quell fears 
from customers about data security 
and banks and other providers need 
to really demonstrate true value and 
benefits for those of us who are 
prepared to share our data in this way 
whilst providing some certainty around 
data privacy and security.

So what does this mean for 
New Zealand?
For New Zealand’s financial service 
providers, it’s hard to know what to 
do. Regulators have seemed unlikely 
to enforce Open Banking style 
requirements for quite some time and 
the lack of take up in overseas markets 
might reinforce this stance. So should 
providers wait and do nothing?

But Open Banking is not really a 
regulatory issue. It’s about the 
customer experience, and that is 
something that no provider can afford 
to ignore. The reality is that even if 
Open Banking does not manifest 
itself in its current incarnation, the 
current rather static nature of retail 
financial services in bound to change. 
The question is what do financial 
institutions need to do now to make 
sure that they can be ready for 
any change.

Get your infrastructure ready
At the heart of Open Banking is the 
ability to both share the data that 
you have and to utilise and ‘mash 
up’ data from other financial service 
providers. Traditional core systems 
weren’t designed for this sort of 
real-time dynamic interaction, so 
providers will need to make sure 
that their systems and architecture 
are ready and able to support these 
interactions. Security and privacy 
become more important than ever, so 
having the right technology backbone 
and infrastructure to be able to support 
such an environment will become 
table-stakes for providers in the 
near future. 

And even if it isn’t Open Banking that 
drives this move, we can already see 
how financial services providers are 
evolving to be platform providers, 
where they integrate the services of 
related third-parties into their offerings, 
e.g. mortgage providers who can also 
offer integrated services with estate 
agents, solicitors, moving firms, etc. 
Being a platform provider requires 
the same sort of data interoperability 
and integration that is needed by 
Open Banking. Developing a capability 
regarding APIs and their benefit to 
integrating with third-parties access 
must be on the agenda for all financial 
service providers.

FIPS 2018 | KPMG | 33

© 2018 KPMG, a New Zealand partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved. 



Find your partners
While more people than ever before 
have access to banking services, there 
remains a significant proportion of 
the population that struggles to gain 
access to cost-effective borrowing, 
both as personal customers and as 
SMEs. The data available to support 
credit-decisioning is often limited 
and can require potential customers 
to provide paperwork they don’t 
have or to inaccurately describe their 
typical spending patterns and other 
obligations. Most financial institutions 
price and process their lending to 
reflect the poor quality of this data 
meaning that customers at the 
margins are left to borrow on credit 
cards or via payday lenders. 

In China, companies like WeBank and 
Baidu have started to leverage other 
sources of personal data to help come 
to more informed (and faster) credit 
decisions than the banks can achieve. 
By leveraging other data sources, 
including web activity, and using 
artificial intelligence, they can not only 
make better credit decisions, they can 
also identify risk of default much more 
proactively than traditional banks. 

To be able to offer a broader set 
of services, including the platform 
offerings described before, and better 
decision making capability, financial 
service providers need to start to 
identify and secure partners with 
whom to share data.

Help customers trust you 
again
Data privacy concerns are growing all 
of the time and seem to have been 
one of the barriers to Open Banking. 
There is no doubt that all financial 
institutions are going to have more and 
more customer data over time and it 
is critical that customers trust that it is 
safe and only used for their benefit.

One major step towards trust for 
providers is to make sure that they 
only collect the data that is absolutely 
necessary for an activity, rather than 
treating every customer interaction 
as an opportunity to ‘harvest’ more 
information. And the key to this is to 
stop asking for the same data again 
and again. 

Providers need to be able to re-use 
existing data more effectively in order 
to rebuild trust with their customers.

Don’t waste the opportunity 
of the hype
While the Open Banking might 
not yet have changed the world of 
financial services, we believe that 
the changes that it encompassed 
are inevitable. Customers will want 
and get a single view in one place of 
all of their holdings no matter which 
providers they use. And moving 
between products and services will 
be friction-free and easier than ever, 
even between providers. And some 
providers will become platforms, 
integrating financial offerings with 
other third-party services. 

In order to play this game, financial 
service providers need to get 
started now on making their 
infrastructure, partnering and data 
security fit for purpose. 

In order to play this game, financial 
service providers need to get started 
now on making their infrastructure, 
partnering and data security fit for 
purpose. The calm before the storm 
is now – so providers need to get 
prepared.

So what happens if I don’t want to 
be part of that game? Well, that is 
an option. But the opportunity is 
huge for smaller players. While your 
name might not be unknown to many 
consumers today, as soon as there 
is aggregation of all services on one 
platform, your name will be as visible 
as any of the big four banks. Look at 
how moneysupermarket.com has 
transformed the visibility of tier two 
and three financial services providers 
in the UK. 

Open Banking might look like a difficult 
(and expensive) game to play, but it 
could be the gateway to the market 
that many smaller financial service 
providers have been looking for in 
so long.
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Credit ratings
as at 3 December 2018

Standard & 
Poor’s

Fitch Ratings Moody's
Rating and 
Investment

Other

Rating Outlook Rating Outlook Rating Outlook Rating Outlook Rating Outlook

Avanti Finance Limited BB Stable

BMW Financial Services New Zealand 
Limited32 A+ Stable A1 Stable 

Branded Financial Services (NZ) 
Limited 

Christian Savings Incorporated B+ Positive

Credit Union Baywide BB Stable 

Credit Union South BB- Stable BB Stable

First Credit Union BB Stable

First Mortgage Trust33

Fuji Xerox Finance Limited34 AA Stable

Geneva Finance Limited33

Instant Finance Limited33

John Deere Financial Limited35 A Stable A2 Stable

Latitude Financial Services Limited

Leaseplan New Zealand Limited36 BBB- Stable BBB+ Stable Baa1 Stable

Mercedes-Benz Financial Services 
New Zealand Limited37 A Stable A- Stable A2 Stable 

Motor Trade Finance Ltd33

Nelson Building Society BB+ Stable

Nissan Financial Services New Zealand 
Pty Limited38 A Negative A2 Negative A+ Stable

ORIX New Zealand Limited39 A- Negative A- Stable Baa1 Positive A+ Stable

Police and Families Credit Union40 BBB Stable

Ricoh New Zealand Limited41 BBB+ Stable A+ Stable 

Toyota Finance New Zealand Limited42 AA- Stable A Stable Aa3 Stable AA+ Stable

Turners Automotive Group43 B+ Good

UDC Finance Limited BBB Positive

Wairarapa Building Society BB+ Stable
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Ownership
as at 3 December 2018

Non-bank Entity
Ultimate 
Shareholding

%

Avanti Finance Limited Various investment/
nominee companies

100

BMW Financial Services 
New Zealand Limited

BMW AG (Germany) 100

Branded Financial 
Services (NZ) Limited

Balverona Pty Limited 100

Christian Savings 
Incorporated 

Various private 
shareholding entities

100

Credit Union Baywide Various depositors 100

Credit Union South Various depositors 100

First Credit Union Various depositors 100

First Mortgage Trust Various unitholders 100

Fuji Xerox Finance 
Limited

Fuji Xerox Co. Ltd (Japan) 100

Geneva Finance Limited 

Various investment/
nominee companies; 
various private 
shareholders

100

Instant Finance Limited Various private 
shareholders

100

John Deere Financial 
Limited

Deere & Company (USA) 100

Latitude Financial 
Services Limited

KVD Singapore Pte. Ltd. 100

Non-bank Entity
Ultimate 
Shareholding

%

LeasePlan New Zealand 
Limited

LeasePlan Corporation 
(Netherlands)

100

Mercedes-Benz Financial 
Services New Zealand 
Limited

Daimler AG (Germany) 100

Motor Trade Finance Ltd Various Licensed Motor 
Vehicle Dealers

100

Nelson Building Society Various depositors 100

Nissan Financial Services 
New Zealand Pty Limited

Nissan Motor Co. Ltd. 
(Japan)

100

ORIX New Zealand 
Limited ORIX Corporation (Japan) 100

Police and Families Credit 
Union Various Depositors 100

Ricoh New Zealand 
Limited Ricoh Co. Ltd (Japan) 100

Toyota Finance 
New Zealand Limited

Toyota Motor Corporation 
(Japan)

100

Turners Automotive 
Group

Various Investment/
Nominee companies

100

UDC Finance Limited
Australia and 
New Zealand Banking 
Group (Australia)

100

Wairarapa Building 
Society

Various depositors 100
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Long-term credit 
rating grades 
assigned by 
Standard & Poor’s

Description of the steps in the Standard & Poor’s credit rating grades for the rating of the 
long-term senior unsecured obligations payable in New Zealand, in New Zealand dollars.

AAA Extremely strong capacity to meet financial commitments. Highest rating.

AA Very strong capacity to meet financial commitments.

A Strong capacity to meet financial commitments, but somewhat susceptible to adverse economic conditions 
and changes in circumstances.

BBB Adequate capacity to meet financial commitments, but more subject to adverse economic conditions.

BB Less vulnerable in the near-term, but faces major ongoing uncertainties to adverse business, financial and 
economic conditions.

B More vulnerable to adverse business, financial and economic conditions, but currently has the capacity to 
meet financial commitments.

CCC Currently vulnerable and dependent on favourable business, financial and economic conditions to meet 
financial commitments.

CC Currently highly vulnerable. Default has not yet occurred but is expected to be a virtual certainty.

Plus (+) or Minus (-) The ratings AA to CCC may be modified by the addition of a plus (+) or minus (-) sign to show relative standing 
within the major rating categories.

BB, B, CCC, and CC Borrowers rated BB, B, CCC and CC are regarded as having significant speculative characteristics. BB 
indicates the least degree of speculation and CC the highest. While such borrowers will likely have some 
quality and protective characteristics, these may be outweighed by large uncertainties or major exposures to 
adverse conditions.

Assigned by AM Best AM Best applies ‘Long-Term Issuer Credit Rating (ICR) Scale’ rates ‘aaa’ to ‘b’ to indicate exceptional to 
marginal credit risk, for entities exhibiting greater credit risk, ratings are assigned from ‘ccc’ to ‘c’, indicating 
weak to poor credit risk, where credit quality is vulnerable to extremely vulnerable to adverse changes to 
industry and economic conditions. AM Best applies ‘Rating Notches’ to ratings in categories ‘aa’ to ‘ccc’ to 
reflect a graduation within the category, indicating whether credit quality is nearer the top or bottom of a 
particular rating bracket.

Assigned by Fitch 
Ratings

Fitch Ratings applies ‘investment grade’ rates ‘AAA’ to ‘BBB’ to indicate relatively low to moderate credit 
risk, while for those in the ‘speculative’ or ‘non-investment grade’ categories which have either signalled a 
higher level of credit risk or that a default has already occurred, Fitch Ratings applies a ‘BB’ to ‘D’ rating. The 
modifiers ‘+’ or ‘-’ may be appended to a rating to denote relative status within the major rating categories. 
Credit ratings express risk in relative rank order, which is to say they are ordinal measures of credit risk and 
not predictive of a specific frequency of default or loss.

Assigned by Moody’s 
Investors Service

Moody’s Investors Service appends numerical modifiers 1, 2 and 3 in each generic rating classification from 
Aa through Caa. The modifier 1 indicates that the obligation ranks in the higher end of its generic category, the 
modifier 2 indicates a mid-range ranking and the modifier 3 indicates the lower end of that generic category.

Assigned by Rating and 
Investment Information, 
Inc.

Rating and Investment Information Inc. applies a rating scale where the grades of “AAA” to “BB” indicate 
the highest level of creditworthiness supported by excellent factors, to a sufficient level of creditworthiness 
where some factors require attention at times. Grades of “B” to “C” are applied where creditworthiness is 
questionable and some factors require constant attention, to cases where an obligation is in default. Rating 
and Investment Information Inc. include the use of modifiers, such as “+” or “-” to the categories of “AA” to 
“CCC” to indicate the relative standing within each rating category.

Descriptions of the credit 
rating grades
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Definitions

Terms and ratios 
used in this survey 

Definitions used in this survey

Gross impaired assets
Includes all impaired assets, restructured assets, and assets acquired through the enforcement of security, 
but excludes past due assets.

Gross loans and 
advances

Includes loans and advances, lease receivables (net of unearned income) and accrued interest receivable 
(where identifiable), but excludes amounts due from banks, marketable securities, loans to related parties, 
sundry debtors and prepayments.

Gross revenue Includes gross interest income, gross operating lease and net other income.

Impaired asset 
expense

The charge to the Profit and Loss Account for bad debts and provisions for doubtful debts, which is net of 
recoveries (where identifiable).

Interest bearing 
liabilities

Customer deposits (including accrued interest payable where identifiable), balances with banks, debt 
securities, subordinated debt and balances with related parties.

Interest earning assets
Cash on hand, money on call and balances with banks, trading and investment securities, net loans and 
advances (including accrued interest receivable where identifiable), leased assets net of depreciation and 
balances with related parties. 

Interest expense Includes all forms of interest or returns paid on debt instruments.

Interest spread
Difference between the average interest rate on average interest earning assets, and the average interest 
rate on average interest bearing liabilities.

Net assets Total assets less total liabilities.

Net interest income Interest income (including net income from acting as a lessor) less interest expense. 

Net interest margin Net interest income divided by average interest earning assets.

Net loans and 
advances

Loans and advances, net of provision for doubtful debts.

Operating expense
Includes all expenses charged to arrive at net profit before tax (excluding interest expense, impaired asset 
expense, subvention payments, direct expense related to other income (where identifiable) and depreciation 
of leased assets where a lessor.

Operating income
Net interest income, net operating lease income and net other income (where direct expense related to 
other income is identifiable).

Past due assets
Includes any asset which has not been operated by the counterparty within its key terms for 90 days and 
which is not an impaired or restructured asset.

Provision for doubtful 
debts

Includes both collective and individual provisions for bad and doubtful debts.

Total assets Excludes goodwill assets (unless specifically defined).

Ultimate shareholding Identifies the ultimate holding company rather than any intermediate holding companies.

Underlying profit
Operating income less operating expense and impaired asset expense. Items of a non-recurring nature, 
unrelated to the ongoing operations of the entity, are excluded.
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