[image: image1.png]Credit Unlon
Sarvices Corporation





27

CREDIT UNIONS: SUPPORTING RURAL, REGIONAL AND REMOTE AUSTRALIA

Credit Union Services Corporation (CUSCAL) submission:

Parliamentary Joint Committee on Corporations and Financial Services Inquiry into the level of banking and financial services in rural, regional and remote areas of Australia

September 2002

TABLE OF CONTENTS

2EXECUTIVE SUMMARY AND KEY RECOMMENDATIONS

SECTION 1: CREDIT UNIONS IN AUSTRALIA
4
1.1 Overview
4
1.2 Prudential Regulation
6
1.3 Credit Union Values
7
SECTION 2: CREDIT UNIONS IN REGIONAL AND RURAL AREAS
8
2.1 Overview
8
2.2 Credit unions as major financial services providers in regional Australia
8
2.3 Opening services while the banks move out
8
2.4 Social responsibility – credit union activities in country Australia
11
2.5 Credit union innovation in service delivery
12
2.6 Credit unions and other models of service provision in regional areas
14
SECTION 3: ISSUES FOR CREDIT UNIONS IN REGIONAL AUSTRALIA
15
3.1 General constraints on service regional and rural areas
15
3.2 Portability and banking practices
16
3.3 Impact of regulatory and compliance costs
17
3.4 Shared Services Options – challenges and risks
20
3.5 New technology options
22
SECTION 4. CREDITCARE AND THE RTC PROGRAM
23
4.1 Overview
23
4.2 CreditCare – the credit union response
23
4.3 Rural Transaction Centres – has the program succeeded?
25
4.4 Lessons for policymakers
26
4.5 Enhancing support for no-bank towns
27
CONCLUSION
28
APPENDICES:


Appendix A: Credit Union Values in Action document


Appendix B: Examples of credit union announcements


Appendix C: List of CreditCare projects


Appendix D: 'Laughing all the way to the credit union - the CreditCare 



experience in 'no bank' towns' ACCORD Report November 2001


Appendix E: RuralCARE model (1999)




For further information, please contact:

Louise Petschler, Senior Adviser, Public Affairs

Credit Union Services Corporation Australia (CUSCAL)

GPO Box 4720

SYDNEY  NSW  2001

Telephone: 
(02) 9333-7447

E-mail:

lpetschler@cuscal.com.au

EXECUTIVE SUMMARY

This submission has been prepared by Credit Union Services Corporation (CUSCAL) in response to the Inquiry by the Parliamentary Joint Standing Committee on Corporations and Financial Services into the level of banking and financial services in regional, rural and remote areas of Australia. 

CUSCAL is the peak body for the majority of Australia’s credit unions. The credit union sector in Australia plays a vital role in the financial services sector, with more than 3.5 million members and a competitive range of services offered through a mutual, member-benefit structure. Credit unions consistently record high satisfaction levels for customer service and quality, reflecting a member-focus in operation. 

Credit unions have a strong tradition of delivering services to regional and rural communities. Both through a continued presence across Australia, and programs designed to bring financial services into no-bank towns, credit unions are an important element of the service environment for country areas. Credit unions are integral to meeting the challenges of extending financial services in regional areas. 

This submission makes suggestions and notes areas where improvements could be made to public policy and programs. Our submission sets out:

· information about credit unions and their operation (section 1);

· the role and contribution of credit unions in regional, rural and remote areas, including some examples of credit union programs (section 2);

· issues affecting the capacity of credit unions to provide services in country areas, with recommendations for review (section 3); and

· credit union experience in working with communities through the CreditCare program, and Rural Transaction Centres (section 4).

Key issues reviewed include opportunities for cooperation in difficult to service areas to reduce overheads and costs, regulatory and compliance costs which impact on the capacity of credit unions to extend services, and commentary on shared services proposals. The particular impact of the Financial Services Reform Act 2001 on compliance costs in the sector is highlighted for the Committee’s review.

Despite the introduction of consistent regulation of authorised deposit taking institutions (ADIs) under the Wallis reforms, credit unions continue to face examples of discriminatory treatment. Policy responses should encourage competition across the banking sector. Wider issues relating to portability and restrictions on consumers moving to other financial institutions are also important in debates on extending services. Suggestions for work to enhance portability are canvassed.

In commenting on the CreditCare and Rural Transaction Centre programs, the credit union sector has also recommended an expanded aggregated service model, to enable the program to extend its focus and deliver an improved range of services. 

Governments can act to assist communities to regain access to financial services by entering into partnership arrangements with financial institutions, by ensuring that communications infrastructure is in place to support new delivery channels, and by empowering communities to act together in their own interests. Credit unions have a valuable role to play in contributing to these debates, and would be keen to provide additional input to the Committee’s review and public hearings, as required.

Key recommendations for the Committee’s review:

Innovation in service delivery

That government encourage a competitively neutral environment accommodating a variety of providers, and maintain incentives and support to retain and/or reopen finanancial services in areas with limited access. Initiatives to enhance information technology and telecommunications infrastructure in regional and rural Australia should be clearly linked with programs to enhance financial services provision.

Opportunities to reduce costs in regional areas

That costs for smaller ADIs operating in regional Australia be examined, including options for ADIs to work cooperatively in regional areas to manage costs.  That provision and retention of financial services providers be an explicit goal of government initiatives to foster economic viability and community building.

Portability

That the Committee recommend investigation by ASIC into the effect that barriers to switching of ADI accounts has on competition and choice in financial services, including exploration of possible regulatory and self-regulatory solutions.

Regulatory and compliance costs

That the Committee review compliance and regulatory restraints that limit the capacity of financial services providers to extend regional services. The significant compliance burden of the FSR regime and its impact on the level of banking and financial services in rural, regional and remote areas is a particular focus. Federal, State and Local Governments should promote the term ‘ADI’ and actively support the removal of discriminatory attitudes towards non-bank ADIs.

Shared Service Delivery options

Proposals for shared services models in communities with limited financial services access should be subject to careful review. It is suggested that industry work with government to develop fair, reasonable and non-discriminatory terms under which such models could be considered, with requirements to enable participation by all ADIs, and cost sharing to reflect market share and capacity.

Enhancing RTC models in no bank towns

That the Committee consider scope for models such as the RuralCARE proposal to enhance the RTC program and improve outcomes for rural areas. 

SECTION 1: CREDIT UNIONS IN AUSTRALIA

1.1 Overview

Credit unions play an essential role in Australia’s financial services sector, providing banking and financial services to three and a half million members, and offering a genuine and community based alternative to the major banks. Australia’s 196 credit unions are represented across the country, with a particularly strong commitment to regional and rural Australia. 

Credit unions in Australia:

· have a large customer base, with over 3.5 million members across the nation. credit unions are the main financial institution for 12% of the population;

· collectively, are the sixth largest deposit taking force in Australia;

· are mutuals, where members own the credit union in which they are customers;

· are not-for-profit, with a focus on delivering benefits to members and a common set of values and ethics which govern credit union operations;

· continually report strong service outcomes – research in 2001 showed eight out of ten members rated satisfaction with their credit union as ‘excellent’ or ‘very good’, compared with three in ten customers of major banks; and

· have high coverage in regional Australia (in some towns more than eighty per cent of the population are members of a local credit union).

Credit unions are democratic, member-owned financial institutions. On joining the credit union, each member is asked to purchase a share for a nominal amount, usually between $2 and $10. This entitles the member to an equal say in the running of the credit union. The member has the right to vote at Annual General Meetings and when electing the Board of Directors. Members can also stand for positions on the Board. Each member has one vote, regardless of the amount of business he or she has with the credit union. 
Credit unions offer a full range of banking and financial services to members, including face to face services, internet and telephone banking, ATM and EFTPOS access, investment and saving accounts, personal and home loans, credit and debit cards. Many credit unions offer investment advice, financial planning services, managed funds and insurance products through their operations. 

While credit unions traditionally grew from geographic and industrial bonds, where membership was limited to a specific employment or regional group, most credit unions today accept memberships across the community. Australians in all communities have the scope to join a credit union relevant to their needs. 

Across Australia there are more than 1000 credit union branches and agencies.  Credit unions operate a significant ATM network, and credit union cardholders have access to the entire national network of ATMs and EFTPOS terminals. Internet and telephone banking services also operate through the credit union sector.

Credit unions, due to a smaller branch network than major banks, have utilised innovative service delivery channels throughout their operation. The credit union industry has been at the leading edge of innovative developments in technology  - Australia’s first ATM was installed by a Queensland credit union in 1977, the first pilot EFTPOS facility in Australia was conducted by a credit union in 1981, and credit unions were early pioneers of telephone and other remote access banking. 

Australian credit unions are established within a world wide movement of co-operative banking which is particularly strong throughout Europe and North America.  A common feature of co-operative banking in all nations has been the formation of central organisations to provide the benefits of aggregation to member bodies.  Thus treasury investment, liquidity management, payments system access, development funding and loan syndication are commonly found among the central banking services provided by credit unions to credit unions via their central organisations.

Services provided by Credit Union Services Corporation include treasury, central banking, cheque facilities (member and corporate), business and marketing supplies, public affairs, funds management, information technology, insurance, and retail banking services.  173 of Australia’s 196 credit unions are affiliated with CUSCAL.

Compared with other ADIs in Australia, credit unions are small institutions. The credit union sector is, however, characterised by diversity, with large credit unions operating on a national scale and smaller locally based credit unions serving targeted communities. The graphs below demonstrate both the difference in asset size across the credit union sector, and the trend towards consolidation as smaller credit unions have merged over recent years, streamlining services in the sector. The diversity of the credit union sector is a significant competitive strength, with each credit union setting its own policies and operating as a licensed ADI.
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Table 2: CREDIT UNION ASSETS AND NUMBER OF INSTITUTIONS
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1.2 Prudential Regulation 

Credit unions operate in a highly regulated environment. As small, not-for-profit mutual institutions, credit unions are conscious of the costs of compliance and its impact on services and costs for members. Issues on regulatory costs generally are addressed in Section 3 of this submission. This section addresses the prudential regulatory environment under which credit unions operate.

The Wallis inquiry established the framework for a ‘level playing field’ for banks and their competitors, recommending the removal of cumbersome State-based regulatory regimes and promoting contestability and competition through a new national regulatory framework, underpinned by principles of competitive neutrality.

On 1 July 1999 prudential and corporate regulation of credit unions was transferred from the States and Territories to the Commonwealth. Credit unions now hold the same ADI authority as banks and are supervised by the same body, the Australian Prudential Regulation Authority (APRA). APRA administers a single, national licensing and supervision regime for deposit taking institutions. 

The single regime means that:

· credit unions and banks are subject to the same legally enforceable standards on capital, liquidity and risk management;

· basic prudential supervision rules – such as how to calculate risk-weighted ratios – are consistent across all deposit-taking institutions; and

· it is APRA’s task to promote the safety and soundness of each ADI (banks and credit unions alike) by setting standards appropriate to the position and business of each ADI.

APRA’s chief executive, Mr Graeme Thompson, says that APRA seeks to promote the term ADI and to avoid any suggestion that there are first and second class ADIs.

“One of the reasons we gave priority to developing a harmonised set of prudential standards for ADIs was to send that message - that there is one set of prudential standards that the smallest credit union and largest bank now fit within and, at the end of the day, the same depositor protection provisions of the Banking Act apply to them all,”

The establishment of a level playing field was a key Wallis reform, designed to enhance competitiveness in the banking sector and deliver improved services to communities by removing constraints on credit union activity. 

The credit union sector faces additional constraints arising from the unique mutual structure that underpins the sector, and compliance issues facing smaller ADIs in the market. Prudentially, credit unions are required to deliver satisfactory returns, and constraints on raising capital require the sector to rely on retained earnings to build regulatory capital requirements. Issues associated with compliance costs are noted in Section 3. 

Credit Union Financial Support System

Credit unions have also established a self-regulatory system – the Credit Union Financial Support System (CUFSS) – as an additional protection for depositors. CUFSS’ objectives are to protect the interests of credit union depositors and to promote financial sector stability. CUFSS monitors member credit unions to identify, detect, gauge and track significant risk exposures and other special risks.  

1.3 Credit Union Values 

In addition to their not-for-profit basis and member focus, credit unions differ from other financial services providers in subscribing to a set of common values, a code of ethics and principles which inform and direct their relationship to members. 

The Australian credit union movement has documented these values, philosophies and principles in guidelines for credit unions. A Membership Council, made up of representatives elected by affiliated credit unions, is charged with maintaining and enhancing a clearly defined operating philosophy and code of conduct for credit unions, which reflect the movement’s missions and values. 

In an environment where the major banks face consistent community criticism for a perception of failing to meet social obligations, the credit union movement offers a genuine alternative, informed by a clear and common set of values and principles. 

The core values of the credit union movement are:

· co-operation

· moral integrity

· trust

· financial prudence

· caring for members

· social responsibility

In 2002, the Membership Council developed Values in Action to guide credit unions on the practical application of core values in everyday situations. The Guide has been made available to all credit union managers and launched in Connexus, the industry journal. It is also available on the internal industry internet site, and credit unions have been encouraged to undertake ongoing education programs to ensure the core values inform the operations of their credit union. 

The Guide, included at APPENDIX A, explains the importance of values:

“The Core Values, and their impact on the way that credit unions relate to their members, are of fundamental importance to the Movement. The Values have underpinned the development of credit unions to date and will continue to have a major impact on the future success of the Movement. It is the practical application of the Core Values, expressed as “the way we do things around here”, that makes us different to our competitors.”

Values in Action provides practical guidance to credit unions on the application of core values, with statements relating to their application to credit union staff, credit union management and credit union members. 

Credit unions are also governed by an industry Code of Practice, which is currently under review by an independent review committee in consultation with stakeholders and the Australian Securities and Investments Commission. 
SECTION 2: CREDIT UNIONS IN REGIONAL AND RURAL AREAS 

“the Credit Union Movement has proved itself to be a great mate to country Australia” Prime Minister, Ganmain, NSW, 9 May 2002

2.1 Overview

Credit unions are an essential part of the financial services landscape in regional, rural and remote Australia. Any debate about service provision must recognise the role credit unions play in regional and rural Australia. In an environment where much media and public policy comment is directed at the major banks, it is critical that the vital role credit unions play is recognised. 

This section outlines the role credit unions play in regional Australia, with some examples to provide a practical insight into the range of credit union services and initiatives. Credit union experiences under CreditCare and the Rural Transaction Centre program are outlined separately in Section 4 of this submission 

2.2 Credit unions as major financial services providers in regional Australia

Credit unions are represented across Australia. A recent review of the internal credit union sector database found that credit union membership now extends to all but six postcodes in Australia, and is not restricted by geography, community or affluence.
 

Credit unions are particularly well represented in country Australia, with a high market penetration.  Over 70 credit unions base their activities in primarily non-metropolitan areas, with industrially bonded credit unions also serving members outside city areas. This coverage is reflected in details on credit union membership.

In towns such as Narromine, Broken Hill, Georgetown, Naracoorte, Moe, Morwell, Armidale, Narrabri, Tamworth, Yarrawonga, Wauchope, Orange, Mount Gambier and Lithgow, more than 40% of the local community are members of a credit union. 

In smaller communities such as Trangie, Woodburn, Evans Head, Werris Creek and Mungindi over 75% of the local population are credit union members. 

Extrapolating from the CUSCAL movement database, we estimate that over 20% of regional and rural Australia are members of credit unions – a rate of one in five. In more than 150 postcodes in regional Australia, over one quarter of the local population are credit union members.

Credit union membership is strong in towns where major banks have withdrawn services. The community ethos of credit unions and a commitment to fairness and member benefit has a strong resonance with communities in country Australia.

2.3 Opening services while the banks move out

Credit unions have long recognised that banking is an essential service, and their commitment to regional and rural Australia shows how credit unions are putting values into action in a practical manner. 

Credit unions have sought to extend their services – without relying on communities for ‘risk funding’ or capital contributions. 

The credit union experience under CreditCare is documented in detail under Section 4 below. In discussing banking in country Australia, however, the role of CreditCare is significant. The CreditCare program was driven by the credit union sector, seeking to meet community needs in areas abandoned by major banks. Almost 60 communities – serving around 40,000 residents – regained access to financial services through initiatives under the CreditCare program. 

The impacts of branch closures include loss of consumer spending as business moves to larger regional centres, reduced economic turnover, reduced saving and investment income, cost issues in accessing credit and finance, a fall in property values and re-sale opportunities, and population decline.

The period between 1993 and 2000 saw a massive reduction in branches by the major banks. More than 2000 bank branches closed – over 700 of which were in rural and remote areas.
 The National Farmers Federation estimated in 1998 that there were around 600 communities in rural and regional Australia without financial institutions
. According to research by the Financial Services Consumer Policy Centre (UNSW), towns with populations of less than 1000 account for over 50 per cent of areas where banks have closed their only branch - towns with populations of less than 600 account for nearly 44 per cent. Despite considerable community concern about this issue, the wind-back of major bank networks has continued.

Credit unions, however, have been working to increase services and member access. In the first six months of 2002, ten new credit union branches were opened – many in locations where the major banks had withdrawn their branches. Some examples of new openings include:

· Savings and Loans Credit Union (SA): Golden Grove

· United Credit Union (WA): Joondalup

· North West Country Credit Union (Vic): Sunbury

· North East Credit Union (Vic): Violet Town

· Wagga Mutual Credit Union (NSW): Ganmain and Coolamon

· Upper Hunter Credit Union (NSW): Murrurundi 

· Barwon-Darby Credit Union (NSW): Coonamble, Walgett, Brewarrina

NEW ENGLAND CREDIT UNION – COMMUNITY BASED SERVICE

New England Credit Union operates in regional centres throughout the Central West and New England districts in NSW. NECU’s operations extend from Tenterfield in the north, Mungindi in the West, Armidale in the East and Walcha in the South. NECU serves 30,000 members and has assets of over $156 million. NECU offers full banking services to its members through branches and agencies, internet and telephone banking and ATMs. 

New England is a proud supporter of its local communities. New England’s CreditCare branch in Mungindi opened in late 1996, with the strong backing of the community. Mungindi had lost major banking services and was an early CreditCare success – with an active and supportive community seeking to work with the credit union to deliver essential banking services. Today, New England’s operations in Mungindi demonstrate the depth of this relationship, with the vast majority of consumer and SME banking business now with the credit union. 

New England Credit Union also operates through a Rural Transaction Centre in Ashford, a small town where again, the major banks withdrew services and left residents without access to face to face banking services. 

The credit union continues to expand services in its area. In July 2002, New England Credit Union opened a branch in Warialda – a town affected by service downgrades by the banks. With the departure of the last major bank branch, residents were left with agency or limited Australia Post services for their banking needs. 

New England Credit Union responded by opening a full branch, officially opened on 10 September 2002 by Ian Slack-Smith, NSW Member for Barwon. On the credit union’s own calculations, the branch may take up to 13 years to make a return – a commitment no major bank is prepared to make. Warialda residents have shown their enthusiasm for New England’s new service with over 150 new memberships since the branch was established. 

Credit unions in Australia have grown from traditional geographic or industrial bonds, and now offer services across the broader community. The close links that credit unions maintain in the areas they serve are important distinctions in an environment where satisfaction with the services and offerings of major banks is reduced. Credit unions have put their core values into practice through moving into areas deemed ‘non commercial’ by major banks. Without the need to focus on high shareholder return, credit unions have worked – within regulatory and viability requirements – to improve banking options for residents of country Australia.

HOLIDAY COAST CREDIT UNION – STEPPING IN WHERE BANKS LEAVE TOWN
Holiday Coast Credit Union (HCCU) is a community-based credit union in the Hunter and Holiday Coast regions. Holiday Coast has more than 33,800 members, and an asset base of over $210 million.  The credit union provides a full range of financial services, with a branch and agency network, mobile mangers, and ATM, phone and internet banking services.

HCCU has committed to enhancing services in its region, opening branches and agencies in communities where banks have left town, as well as continuing to support its network which extends through areas such as Gloucester, Maitland, Wauchope, Port Macquarie and Taree. Holiday Coast Credit Union was an active part of the CreditCare program, and continues to work with communities seeking to re-establish on the ground financial services. 

In 1996 and 1997, the last major bank withdrew from several communities in the region. Under CreditCare, HCCU opened branches in Old Bar, Bulahdelah, Hawks Nest, Stroud and Nabiac. Holiday Coast has also worked with an RTC in Gresford to provide financial services.

In Bulahdelah, the credit union opened less than a week after the last major bank branch closed. The Bulahdelah branch continues to enjoy very strong community support. In research conducted by Holiday Coast in late 1999, members in Bulahdelah saw the credit union operating ‘in solidarity’ with the town – moving in when the major banks ‘gave Bulahdelah the flick’, and offering personalised and quality service.  

Neville Parsons, General Manager, has commented on the CreditCare experience:

“The key to reinstating essential financial services in rural Australia is to work cooperatively with local communities, government, credit unions and other service providers to find solutions. Our experience has shown that communities like the ones that we have actively assisted in the provision of financial services are very close knit and supportive of each other and their community. They know if the town loses its financial institution, it loses its heart and soul.”

“Banking is an essential service, and we’ve found that regional Australia willingly embraces the community culture demonstrated by credit unions”, Neville Parsons.
2.4 Social responsibility – credit union activities in country Australia

The commitment to regional development, and working with communities to deliver improved services, has been demonstrated by many credit unions. As communities have faced dislocation, economic decline and changes to employment and investment patterns, credit unions have demonstrated practical commitments to community building and support in challenging and competitive times for the industry. 

MEMBERS AUSTRALIA CREDIT UNION – SUPPORTING COMMUNITIES

Members Australia Credit Union provides services to 85,000 members, with more than 30,000 members in the Gippsland region. In areas such as Moe, Morwell, and Traralgon, Members Australia covers more than 40% of the local population. Central Gippsland has experienced significant economic upheaval over recent years. With high unemployment and a declining population, Central Gippsland has seen many services withdraw from the region. Members Australia, however, has chosen to work closely with the community and assist in the rebuilding of the local economy. Members Australia initiatives include:

· a regional advisory group of community and business representatives has been established by the board to stay in touch with community needs;

· a community investment plan supporting local community groups and initiatives;

· Members Australia located its national call centre in the region, with government support. Training facilities attached to the centre bring further business into the area;

· the credit union’s national loan processing centre is located in Morwell;

· partnerships have been established with health insurance and other service providers, to expand services available to communities in the district;

· a full time financial planner is employed by Members Australia for Central Gippsland; and

· partnerships have been established with Gippsland TAFE and Monash University’s Churchill Campus, on training, research and new business programs.

Members Australia has extended this commitment in a period where it has faced pressure to manage its costs. In response, the credit union restructured its service centres (with three major centres replacing seven). The three service centres were refurbished using local tradespeople, and provide improved services and convenience to members. Over this period, Members saw deposits and loan growth at a rate of over 20%. 

In 2000, Members Australia was Moe’s business of the year, and in 2001 was a finalist in the regional business awards. Members Australia’s commitment to working with its members and the community demonstrates credit union values in action. 

Rowan Dowland, Members Australia’s Community Banking Manager, has noted: 

“By working in partnership with the local community we are better able to recognise opportunities to address local needs, with innovative programs that demonstrate our commitment to social responsibility. Indeed, the credit union takes some heart from the fact that the local community is beginning to rebound, signs indicate that confidence is returning and the region is beginning to attract new investment. Members Australia Credit Union would like to think that our efforts are contributing to this turn-around.”

One of the core values of the credit union movement is social responsibility. This is demonstrated both in the practical aims of member benefit and working to improve service provision, and a focus on broader community and social responsibility goals in operating credit union core business.  

By putting member interests first, and without the need to deliver high shareholder returns, credit unions maintain a community and social responsibility focus different to that of our competitors. 

WAW CREDIT UNION  – SOCIAL RESPONSIBILITY IN ACTION

WAW Credit Union has been providing banking services in North-East Victoria and Southern NSW since 1956. Beginning as two church-based credit unions in Wangaratta, WAW Credit Union now has a membership base of 20,000, 12 twelve service centres and assets over $125 million. WAW Credit Union employs more than 65 people in the region. 

Commenting on WAW’s approach, Peter Challis, General Manager, says, “At WAW Credit Union we adhere to traditional credit union values. These traditional values reflect a ‘community’ of people pooling resources to benefit the group and be profitable enough to be sustainable. 

WAW Credit Union feels it is responsible to its communities, both locally and regionally. We continually look for ways to better meet the community and members needs.” 

Over the past two years, WAW Credit Union has seen strong growth not only in banking business, but in intangible areas such as trust, respect, community spirit and staff pride. WAW Credit Union operates in seven communities where banking services have been significantly withdrawn, four of which have less than two financial institutions, and two with no other financial institutions. WAW Credit Union continues to offer new banking products and services to members, with a full range of products and services.
WAW Credit Union pursues a Corporate Social Responsibility and Triple Bottom Line accountability process. Each area has programs that meet communities and member needs (see Appendix B for more examples). These include:

· Our Energy – a cooperative based energy purchasing project for the community.

· LATIPSOH DAY – a telethon based event for ten regional hospitals. In 2002, over $92,000 was raised. The event is sponsored by WAW and Telstra Country Wide. 

· Local Government payments – WAW processes rate payments, pet registrations and other fees for Indigo Shire Council in Chiltern, where there are no banks or Shire offices. 

· Sustainable Loans – launched in July 2002, SAFE (Sustainable Agri-Finance Enterprise) loans target lending for revegetation and regeneration works.

· Sponsorships – in 2001, WAW sponsored 45 groups in 11 communities.

· Buy Local policy – sustaining small communities is key to WAW operations.

· Green Team – WAW’s Green Team monitor and pursue ‘green activities’ on behalf of the credit union. WAW is a waste wise accredited organisation.

· OH&S Standards – all suppliers of WAW Credit Union submit compliance reports to undertake works for the credit union, ensuring the safety of staff and suppliers.

“We see the most significant difference between banks and WAW being economic benefit to the region. As a co-operative the money that WAW Credit Union makes gets recycled in these regional areas as loans, sponsorships and salaries. No profits are forwarded to shareholders, the money is re-used locally to sustain the community and the credit union. 

Another significant difference is local decision-making. Our lending team assess applications in-person, and with an understanding of the local environment.  The Credit Union Board’s decision-making process also reflects this local context.” Peter Challis, General Manager, WAW Credit Union
2.5 Credit union innovation in service delivery

Credit unions, operating with a different branch and agency structure than other ADIs, have always offered members a range of service options. As a result of the need to offer members access alternatives across wide geographic regions, credit unions have been early adopters of new technology options, while retaining a focus on quality services and extending face to face service options in communities.

Credit unions have a history of innovation in service solutions, such as:

· in the 1960s credit unions were among the first to process pay-roll deductions;

· in 1977 a Queensland credit union installed the first ever ATM in Australia;

· in 1981 a credit union operated the country's first EFTPOS facility;

· in 1984 a NSW credit union processed the first international Visa withdrawal;

· in 1995 credit unions were the first to trial a Visa Disposable Stored Value Card; 

· in 1996 a credit union was the first to combine stored value with a debit card.

Australian credit unions have pioneered the use of telephone banking. Internet banking and BPay are more recent additions to services across the nation. Today, services are offered to members across a range of channels, including:

· member service centres and branches;

· agency services (including arrangements with other ADIs in some instances);

· ATM, EFTPOS and GiroPost access throughout Australia; 

· telephone and internet banking services;

· mobile service centres operating across communities and workplaces;

· volunteer representatives working through communities and workplaces; and

· information kiosks and service options through workplaces/community centres.

Constraints on infrastructure continue to place some limits on financial services providers in more remote areas. In addition, remote access is rarely a full solution for remote communities. Access to cash and face to face services are important elements in providing access to quality financial services across the nation. 

EDUCATION CREDIT UNION – SERVICE MODELS WITHOUT BRANCH NETWORKS

Education Credit Union was established in 1973 and today caters for all staff in the Victorian education sector, including TAFEs and Universities, covering members in regional and rural areas. The credit union has three service centres, all in Melbourne. Education Credit Union’s services in regional and rural Victoria are not provided by way of a bricks and mortar network. The credit union addresses this distance by developing, leading and supporting a volunteer representative network, together with providing electronic based banking services and making a serious commitment to social responsibility in our school communities. 

Remote Access

Redicards and Visa cards enable members access to cash via ATMs and EFTPOS and bills can be paid with a personal cheque. Arrangements are in place with Giropost and NAB for the provision of over the counter deposit facilities. Telephone and internet banking provides functionality for enquiries, funds transfers, loan applications and bill paying via BPAY. 

The Volunteer Representative Network

Education Credit Union has a network of volunteer representatives in secondary schools, TAFEs and university campuses in Victoria. School representatives are present in 182 regional and rural locations and 193 city locations. The volunteer representative network was set up to meet challenges arising from the distances between the credit union’s members and head office.  They are an integral contact between members and the credit union.

Business Development Team

A Business Development Team supports the representative network. Three senior officers visit representatives, members, school business managers and principals across Victoria.

Social Responsibility Programs

EdCredit also has an active social responsibility program in its area of operation, including support for school children who are financially disadvantaged, sponsoring the Outstanding Teachers Awards, CUSCAL’s national youth camp, scholarships to final year teacher graduates, and credit and financial services for graduate teachers moving to regional areas.

2.6 Credit unions and other models of service provision in regional areas

The commitment credit unions have shown to regional communities is significant. Service provision in regional areas, however, requires a range of models and a commitment across the financial services sector to meet the needs of all Australians. 

A genuine commitment from the banking sector to maintaining and improving banking services in regional Australia is required if the challenges of service delivery are to be met. In addition, when bank branches close, the major banks could assist areas in finding new providers. As part of the closure notice requirements under the revised Code of Banking Practice, there is scope to require banks leaving towns to support community impact work and assist in locating alternative services.

Bendigo Bank’s ‘community banking’ model, with its community empowerment and self-help focus has much in common with credit union values. Community banking under Bendigo has received extensive coverage over recent years. However, there are some features that set Bendigo’s approach apart from the credit union model:

· a Bendigo Community Bank is a franchise of Bendigo Bank. The company raises the capital required for the start up and ongoing maintenance through local investment. Capital required varies but can involve up to $750,000. 

· the franchise model involves the local company employing staff and providing infrastructure costs. Bendigo Bank bears credit risk and provides ongoing support for operations, including use of the bank licence and name. 

· all customers are not shareholders, and drive for return on equity may see costs for some customers increased or service benefits unevenly shared.

Community banks under the Bendigo model aren’t an easy option, and it may be difficult for disadvantaged rural towns to contribute to the start-up costs required. In a review, the Australian Consumers’ Association flagship journal CHOICE has noted the impact of capital contributions required in establishing a community franchise:

CHOICE thinks communities shouldn’t have to contribute to the costs of getting their financial services back and share the business risk. For example, if a Bendigo community bank closes down, the shareholders in the town could lose their money.
 

Ensuring all Australians have access to financial services requires a commitment across the financial services sector. Communities may prefer different models, and a range of services should be supported under programs to improve access.
Recommendations:

· That policy makers encourage a competitively neutral playing field, which accommodates a variety of financial services providers.

· Responsibility from all service providers for services in country areas be encouraged, through incentives and support in areas facing closure or withdrawal. These options could include requirements for departing banks to extend notice and actively assist communities locate alternate providers.

· Programs should focus on options for service delivery that are sustainable and relevant to the needs and experience of communities.

SECTION 3: ISSUES FOR CREDIT UNIONS IN REGIONAL AUSTRALIA

3.1 General constraints on service regional and rural areas

Service provision issues for rural and regional residents remain largely unchanged, despite state and federal programs. For credit unions in regional and remote areas, many factors contribute to the capacity to increase and continue to operate services. 

An example can be found in costs of cash. For smaller ADIs, issues associated with acting as the ‘cash float’ for a town with no other providers can be significant. Cash holdings require careful management and may exceed insurance and internal risk measures on occasion. Where credit unions have sought to work with other ADIs to manage cash holdings, they have often faced charges or a lack of cooperation. There is scope for the sector to improve cooperation and reduce costs for all providers, and for government to encourage cost reduction. 

ELECTRICITY CREDIT UNION – SERVING QUEENSLAND COMMUNITIES

Electricity Credit Union was founded 28 years ago, initially serving workers in the Queensland electricity sector. Today, the credit union offers a full range of banking and financial services to members across the community. ECU has a strong tradition of service regional communities and members, with a service network including 22 member service centres, liaison officers across electricity industry workplaces and local area committees.

ECU has been an active participant in the CreditCare and RTC programs, bringing financial services to communities including Georgetown and Kalbar. ECU continues to work in regional areas, and has highlighted opportunities for the RTC program to deliver improved results through reducing bureaucracy, focusing on community business and development, and awareness of the limited scope of transaction-based access points (eg Australia Post), and their impact on full service alternatives.

In common with other providers, the credit union has faced constraints on its capacity to deliver services in country areas. These include cash costs, such as delivery and insurance, and obstacles in cooperation with other ADIs to manage cash holdings. Capital costs associated with datalines, limits on mortgage insurance in remote areas, capacity to meet the small business lending needs of communities (often from prudential regulatory constraints) and compliance costs also affect overheads and capacity. A focus on opportunities to reduce such costs would benefit the availability of financial services in regional Australia. 

At the heart of service erosion from smaller communities is the issue of economic viability. The flow-on impact of bank withdrawal extends from reduced property values and resale opportunities (impacting on mortgage insurance, limiting lending opportunities) to overall business activity. Credit unions recommend that targeted programs to deliver employment and investment to regional communities continue, with close liaison with local government as a critical driver in this process. 

Start-up costs are a significant barrier to credit unions seeking to enter new areas in regional Australia. The CreditCare experience showed the costs in moving to areas seen as ‘non-commercial’ by other providers. Credit unions would welcome review of support options for providers moving into no bank towns. 

Recommendations:

· That options to reduce costs for ADIs in regional Australia be reviewed. 

· That provision and retention of financial services providers be explicit in government initiatives to foster economic viability and community building.

· That options to assist providers establishing services in ‘no bank’ towns be considered by Federal, State and Local Government (eg payroll tax exemptions when moving to no-bank towns, bandwidth, in-kind support).

3.2 Portability and banking practices

“Make it more difficult for banks to exit townships, and easier for those communities to switch to alternative financial institutions. The irresponsibility of leaving a small community needs to carry penalties, such as losing customers. For those willing and able to pick up the pieces, it should be easier for people to change and make the transition, allowing for sustainability of banking products and services over the longer term.” Emma Ashton, Community Development Manager, WAW Credit Union

Credit unions have experienced the ‘sharp end’ of banking practices where they have opened services in areas where banks have left town. When withdrawing services, the banks have taken steps to keep more lucrative customers through bundling of services, fixed term loans, and maintaining remote ‘personal bankers’.

This affects the viability of alternative providers. In some areas new institutions have been left with transaction based (and less profitable) business – effectively subsidising new services from members in other communities.  As mutuals and not-for-profit institutions, a credit union’s capacity to extend this support is limited. Government has a legitimate role in overseeing the manner and market practices of institutions where they leave regional areas without access to banking services. 

More generally, constraints on the ease with which consumers can transfer funds between financial institutions act as a brake on competition, and limit the capacity for non-bank ADIs such as credit unions to move into new markets. There has been considerable discussion of this phenomenon in the United Kingdom. Generally speaking, UK financial institutions play a much more direct role in assisting customers to transfer to a new provider. On the customer’s authority, information (most notably “customer mandates” concerning regular payments) is passed between institutions to assist the transfer process.

Nevertheless, various studies have found that barriers to switching act to inhibit effective competition.  The Cruickshank Inquiry into Competition in UK Banking concluded in March 2000 that customers perceived significant barriers to switching accounts, which affected the state of competition:

“It has long been in the banks interest to suppress switching.  Customers who are locked into a provider (by inertia if nothing else) tolerate higher prices than those who actively shop around and switch between providers.  Firms have as a result an interest in exaggerating the difficulties involved in changing suppliers and making sure that consumers are not in a position to make informed choices”

The subsequent UK Government’s review of the Banking Code agreed, finding that effective competition is at present inhibited by the real and perceived hassle in switching current accounts.
  The Review Group canvassed a range of measures to enable easier and faster switching of accounts by personal customers:

· provision of a full list of ‘customer mandates’ by the old bank to the new bank and to the customer, within five days.  The Review Group even canvassed an automatic £50 penalty, payable to the customer, for a breach of this five day rule;

· the Review Group noted that the introduction in November 2001 of a new automated system for transfer of Direct Debit and standing order instructions would go some way to speeding up the process of account transfer;

· in view of these technological advances, a ‘five day start – five week finish’ standard should be implemented. Under this proposal, the old bank should provide a five-day guarantee to transfer information to the new bank.  All banks should publish the average time it takes to complete the transfer and should commit to a five week target for the end-to-end process by the end of 2002;

· it was noted that a further barrier to account switching was the burden on the customer to prove his/her positive credit history, in that the absence of this positive credit history might inhibit the availability of comparable terms with the new bank.  The Review Group recommended that, at the customer’s request, their current bank should provide their “positive data” credit history to any other bank that the customer specifies, preferably within five days.

As part of a separate study into banking services provided to SME’s, the Competition Commission also found low levels of switching between institutions linked to real or perceived difficulties with the switching process.  The study considered the extent to which “bundling” of services by banks (ie. the supply of one product conditional on the take-up of another product) inhibited competition.
  The Study recommended a range of behavioural remedies, which were accepted by Government, as necessary to remove or reduce the barriers to entry and competition in this market.

There has been little Australian research concerning the effect of barriers to switching by personal and business customers.  Despite consumers reporting very high levels of dissatisfaction with major banks, there is considerable reluctance to move their accounts to another institution.  Recent research showed that only 22% of those surveyed had switched banks in the previous five years.

In Australia, like the UK, barriers to portability include difficulties in transferring direct debits and periodic payments, salary payments, penalty fees (particularly on loan products), state taxes, assumptions that credit access is facilitated by relationship, and ID requirements. If anything, it might be expected that (perceived or real) barriers to switching might be higher in the Australian context because of the less active role played by institutions in supporting the transfer of customers and information. 

Choice in retail banking is clearly not sufficient.  Effective competition requires consumer mobility: transparent and efficient means for consumers to move accounts across institutions.

Recommendation: 

· That the Committee endorse the need for further investigation by ASIC into the effect that barriers to switching of bank accounts has on competition and choice in financial services, including measures to remedy this.

3.3 Impact of regulatory and compliance costs

A major factor for credit unions in deciding where and how to provide banking services is the costs of meeting the regulatory compliance burden.

Implementation of the Financial Services Reform Act 2001 is currently the cause of a major diversion of resources away from credit union member services and into regulatory compliance.

Commenting on the FSR regime, the Parliamentary Secretary to the Treasurer, Senator Ian Campbell, told the Senate recently:

“It will ensure that many thousands of people who been offering financial services previously and have not had to be licensed will have to go through what, for many of them, will the tortuous, expensive and time consuming process of being licensed.

“Most of the priority of my work at the moment is to ensure that the transition to this new regime is a success. I cannot guarantee that it will be at the moment.”

The concern that CUSCAL consistently raised with legislators was that FSR would impose a costly additional regulatory burden on the deposit-taking business of ADIs despite the fact that this business is already subject to a prudential licensing and supervision regime.

In response to these concerns, two years ago the then Minister, Joe Hockey, announced changes to the treatment of deposits in the proposed FSR regime, saying:

“The intention has never been to use a sledgehammer to crack a peanut. Proportionality is the key to an effective regulatory regime.”

Easing some of the disclosure requirements in relation to deposits, Minister Hockey also gave the following assurances:

· industry participants who are adequately trained and competent to provide the services they now provide would not have to do significant extra training to meet the FSR legislation’s competency requirements; and

· the Government proposed to provide for a streamlined, fast-track mechanism for licensees under existing insurance, deposit taking, securities and futures regimes.

Two years later, and six months into the transition period to the new regime, ASIC is refusing to budge on its competency requirements for advisers on deposits. ASIC simply does not recognise the unique legislative status of ‘basic deposit products’ in its competency policy statement.

This month, ASIC issued a Q&A restating the training requirements for advisers on deposits and appealing to Registered Training Organisations to show “common sense” in their interpretation of ASIC’s policy statement. The policy statement has created a stimulus for the training industry while making it harder to open, or keep open, an ADI branch in rural, regional and remote areas.

There is no streamlining or fast-track mechanism for licensees under the existing deposit-taking regime. ADIs which are already licensed and subject to supervision by APRA are currently very much engaged in the “tortuous, expensive and time consuming process” of preparing to be licensed by ASIC.

CUSCAL’s view is that - at least in relation to deposits and non-cash payment products - the FSR regime has introduced a significant new compliance burden with little benefit for consumers.

Barriers to competition and choice

In response to credit unions’ status as ADIs under the Commonwealth Banking Act 1959, Federal and State parliaments have swept away many of the statutory barriers which prevented credit unions from competing with banks. 

APRA’s chair, Dr Jeffrey Carmichael, commented recently on the significance for credit unions of APRA’s harmonisation of prudential standards for ADIs:

“In a sense it marked the coming of age of the smaller institutions from a fragmented and inadequate regulatory system in the 1980s, through the harmonised State-based FI scheme in the 1990s, to full regulatory parity with banks in 2000.”
.

The ongoing challenge for credit unions is to build on these regulatory and legislative reforms to deepen their community roots and to embed the perception that credit unions are as safe as banks.

Regulated bodies and the wider community need information and education about the ‘ADI’ concept to promote competition and choice in banking services. We seek the support of legislators and regulators in overcoming entrenched attitudes that discriminate in favour of banks.

Victoria’s Legal Practice Board has flatly refused to approve any credit union to hold solicitors’ trust funds since the relevant State legislative barrier was lifted on 1 January 1997. 

Credit unions, particularly in regional centres, seeking to provide trust account services to local solicitors were denied the opportunity to do so.

For a time, the Legal Practice Board stopped even considering applications from credit unions. After CUSCAL complained about this blanket ban, the Legal Practice Board said it would again consider applications from credit unions. A relatively large Victorian credit union (with total assets of $573 million) applied in January 2002 only to see its application rejected in May 2002. As with previous decisions by the Legal Practice Board to reject applications by credit unions, no reasons were given.

The Victorian Health Promotion Foundation recently sought advice from Treasury Corporation of Victoria (TCV) about TCV’s policy relating to credit unions and the investment of short-term surplus funds. TCV, which describes itself as a competitor with the private sector for deposits
, advised that: 

“TCV does not deposit money with credit unions. TCV’s investment powers…permit monies to be deposited with banks, government guaranteed statutory bodies or corporations for which there is full recourse to a bank or Government under a guarantee or indemnity.”

The Health Promotion Foundation subsequently advised CUSCAL, on 13 March 2002, that it had reaffirmed its policy that:

“VicHealth will only invest with banks and bodies where there is full recourse to a bank or government guarantee or indemnity. A Standard and Poors credit rating of not less than A3 for short term and not less than AA- for long term is also required. The [Finance] Committee appreciates that this is a conservative position but they are quite resolved about it.”

These cases indicate that credit unions continue to face competitive hurdles that are not faced by banks, despite the achievement of “full regulatory parity” with banks. 

Recommendations:

· That legislators and ASIC consider the significant compliance burden of the FSR regime and its impact on the level of banking and financial services in rural, regional and remote areas.

· That Federal, State and Local Governments promote the term ‘ADI’ and actively support the removal of discriminatory attitudes towards non-bank ADIs.

3.4 Shared Services Options – challenges and risks

The Committee has sought specific views on options for expanding banking services through options for shared banking facilities. 

Credit unions, as mutual, member-based institutions, place a high importance on working cooperatively to deliver quality services to members. Cooperation is a core value for Australian credit unions, and a critical tool in competing in a market dominated by much larger financial institutions. 

Each credit union in Australia, however, is an authorised deposit taking institution and sets its own pricing and policies, under the broad framework of credit union values and philosophies. Examples of the sector’s cooperative models include:

· establishment of a central body owned by credit unions, to aggregate services and enhance access to wholesale funds and retail products and support;

· sector-wide initiatives such as CreditCare and consumer education initiatives; 

· coordination in movement governance through regional chapter and division meetings, a Membership Council, and infrastructure to support these models;

· participation and support for the Credit Union Foundation of Australia (CUFA) in programs to assist communities in Australia and the Pacific to establish cooperative financial institutions; and

· joint work on industry development, future direction and governance.

Credit unions take a cooperative approach in the delivery of services, and are supportive of community based models where the sector can work around common goals to deliver improved services and outcomes. Innovation in service delivery has encouraged some sharing of facilities and arrangements (on a cost basis) with other ADIs to assist members of credit unions with limited branch networks to access face to face and deposit services. As such, credit unions have the experience to help in the framing of models for shared services options.

However, in seeking to promote improved services in regional Australia, care must be taken to ensure that the principles of competition and the role of smaller institutions are not compromised. This is particularly relevant in regional areas, where credit unions and other non-bank ADIs play an important role.

Securing a level playing field and fair competitive environment for financial services providers is a critical issue in a market already dominated by four major players. Any proposals that would have the effect of reducing restrictions on collusion by the major players in the financial services market must be subject to careful review.

The profit margins enjoyed by the banks – particularly the major four banks - are significant.
 These profits have delivered strong shareholder returns, funded in significant part through cost reductions across their network.
 The reduction in branch numbers has contributed to these savings. 

Opportunities for improved cooperation in the delivery of financial services to regional communities exist, for example, in areas such as cash delivery and management costs, and in working together to deliver key infrastructure needs such as ATMs and other remote access services. 

In the UK, a shared banking services trial program is currently being undertaken by the British Bankers’ Association, in 10 locations where a single bank branch operates with no other branch within 5 miles. The pilot allows personal customers and businesses with an annual turnover of under £1 million to access a ‘shared branch’. Limits apply to withdrawals and deposits, coin exchange and bill payments. The BBA trial is part of a wider band of initiatives to enhance financial services access for customers in the UK. While there are differences in the UK and Australian banking market, the results of the trial will be useful in feeding into options in our market.

Proposals for shared services models raise a number of policy issues. A number of these were discussed in the UK Competition Commission report on SME access to financial services in March 2002 “The supply of banking services by clearing banks to small and medium sized enterprises”. The Commission notes issues such as:

· the cost to service providers of funding access and cash services for other bank customers, if limits on charges (either to institutions or customers) are in place;
· difficulty in maintaining monitoring and money laundering requirements under shared services models, which rely on detailed information on customers;
· competitive issues whereby banks are required to assist and subsidise competitors in the market; and
· potential to accelerate branch closures in smaller communities.
In the Australian context, prudential, regulatory and competitive issues increase the complications of ‘shared branch services’. For example:

· under the FSR regime, institutions have consumer protection, competency and disclosure requirements, with criminal and civil sanctions. Determining accountabilities under a shared services model requires further detailed review.

· prudential requirements on ADIs, including liquidity management, outsourcing and capital, also require institutions to have clear accountabilities in place. There may be issues associated with sharing branch facilities between competing ADIs, each of which operates with its own prudential policies and requirements.

· competition in Australia is a major issue, with the large banks holding a strong market share. Shared service models must ensure equal access by all institutions, and cost sharing to reflect the margins, size and market share of institutions. Requiring smaller ADIs to subsidise major bank service withdrawals would be a perverse outcome of proposals to increase services in the country.

· shared services proposals should not replace efforts to establish full service, viable community based alternatives in regional areas with limited services.

While there is merit in pursuing a range of models to enhance access to financial services for communities in regional Australia, competition, access and outcomes for overall service standards require careful review and widespread consultation. 

Recommendations: 

· That any shared services model be subject to participation by all ADIs, and cost sharing to reflect market share and capacity.

· That the contribution of smaller institutions and their existing commitment to country communities be recognised in proposals to enhance services.

· That industry work with ASIC and/or DOTARS to develop fair, reasonable and non-discriminatory terms under which service enhancement through shared service models could be developed.

3.5 New technology options

As noted in section 2.5 above, credit unions have a strong tradition of using technology and innovative service models to deliver services to members, particularly in regional and rural communities. 

The increased role of remote access channels, and infrastructure improvements to foster accessibility to internet, telephone and other remote services, are important features of the banking environment in 2002, and efforts to sustain and enhance their viability and quality in country Australia are supported by the credit union sector. 

Cash access is important for all communities, and these needs cannot be met solely by remote access. While electronic options, including GiroPost, mitigate to some extent the loss of a bank branch for retail customers, local businesses are in a much more difficult position. Moving and managing large sums of cash is a serious issue for businesses. Face to face services will remain an important component of any program to ensure fair and equitable access to financial services for all Australians. 

Education is another important component of enhancing access to services through electronic and remote channels. Credit unions have a strong history of providing both general and specific consumer education services. The industry as a whole, however, has an important social obligation to fulfil in ensuring services are accessible to as many residents as possible in areas with limited services. 

There are a number of constraints on the capacity of financial services providers to extend quality remote access channels to all communities, including: 

· the quality and reliability of infrastructure, including the cost issues associated with data lines and links to more remote communities;

· cash management costs associated with providing services such as ATMs in isolated regions, or areas with limited alternate providers;

· education of consumers in using and adapting to electronic and remote access channels, particularly for members of the community with access issues;

· adequate consumer protection frameworks to ensure security of users.

Recommendations

· That initiatives to enhance information technology and telecommunications infrastructure in regional, remote and rural Australia link to programs to support/enhance financial services provision.

· Capacity to provide in-kind support to financial services providers in smaller regional communities be fostered.

· Education and access requirements be encouraged, to ensure quality and reliable financial services exist across all Australian communities.

SECTION 4. CREDITCARE AND RURAL TRANSACTION CENTRE PROGRAM

4.1 Overview

The lessons learnt from credit union experience at the front line of bringing services back into communities are particularly relevant to this inquiry. This section outlines credit union experiences under the CreditCare and Rural Transaction Centre (RTC) programs, and suggests areas for further review.

Credit unions and the Commonwealth initiated the CreditCare project in 1995, with the aim of bringing the self-help and community focus of credit unions to the challenge of providing financial services in ‘no bank’ towns. The program, modestly funded with Commonwealth ($4.2 million), NSW Government ($500,000) and credit union ($1.25 million) contributions, delivered financial services to almost 60 communities during its operation. Since the closure of the CreditCare program, federal initiatives to bring financial services into rural areas have focused on the Rural Transaction Centre program, with a number of credit unions participating in RTC initiatives. 

Both CreditCare and the RTC program focus on small, no bank towns. Public policy responses to the need to extend services for residents in regional Australia must also address a broader range of issues, discussed more generally under Section 3. 

4.2 CreditCare – the credit union response

CreditCare was a joint initiative of the Commonwealth and Credit Union Services Corporation (CUSCAL) to assist rural communities in re-establishing financial services where access had been lost by bank closures or no financial service had ever existed. 

A total of 58 communities saw a return of face to face financial services under the CreditCare program, primarily through credit unions establishing branches and agencies in areas where major banks had withdrawn services. 

A full list of CreditCare outlets and a list of participating financial services providers is attached at APPENDIX C. 

CreditCare was not an initiative to set up or subsidise credit unions. The funding established a network of CreditCare Field Officers, employed through CUSCAL, to work with communities to bring financial services back to their town. CreditCare did not involve funding for the host financial institution, instead relied on community support to develop a detailed business plan to demonstrate the viability of the service provision to a financial institution. 

As banks had generally withdrawn services due to commercial issues (the branch was not making a sufficient return for the banks profit requirements), credit unions and other non-bank ADIs (for example Heritage Building Society, Pioneer Building Society) were the major participants in the scheme. 

Engagement with the community and community leadership, including the involvement of local government, were critical to CreditCare. The Field Officer network which supported the CreditCare program operated with a clear community based methodology. CreditCare identified communities where a need existed, assistance was provided only where community support could be demonstrated.  Detailed consultation and the development of a viable business plan were essential components of the program, with CreditCare officers working with communities to develop models for service delivery which matched the needs of the town.

One of the objectives of CreditCare was to enhance the provision of financial services to Indigenous Australians. As part of the CreditCare program, First Nations Credit Union was established offering financial services to Indigenous Australians.

FIRST NATIONS – UNITY IN DIVERSITY

First Nations Credit Union was established in 1999 as a community based financial services provider for Indigenous Australians nation-wide. First Nations is an Aboriginal initiative, which in a short period of time has gained more than 3000 members in areas including Broome, Alice Springs and Cairns. The credit union aims to provide access to financial services and promote financial independence to Aboriginal people and communities throughout Australia. 

First Nations was formed in consultation with ATSIC and the support of the CreditCare program, with consultations on the needs and expectations of communities in the Kimberley region, Darwin, the Northern Territory, Cape York and Torres Strait contributing to the business plan and establishment of First Nations. 

Removing the barriers to access to financial services faced by many Aboriginal Australians is a key aim of the credit union – in many cases, access to essential financial services for indigenous communities is limited, with expensive credit and poor selling practices limiting access and affordability. 

The First Nations Credit Union operates as a division of Australian National Credit Union (one of Australia’s largest credit unions) which is fostering its development while it builds its business. This allows First Nations to draw on ANCUs networks, back office capacity and expertise in delivering financial services to communities across Australia. 

First Nations membership is open to all in the community. The credit union employs indigenous staff wherever possible, and in May 2002 was awarded an Outstanding Achievement award for the employment of Indigenous Australians in the Leadership in Diversity Awards. 

The CreditCare program ended in 2000, with the Commonwealth moving to the RTC model (refer below). While the early years of CreditCare were very successful, the program was facing constraints by 1999. The cost of regulatory obligations, limited capacity/willingness of the credit union movement to open new branches, a lack of subsidies to cover start-up costs, retention of more lucrative business by the major banks and the development of the Bendigo community bank model (which relied on the community to invest risk capital, unlike credit unions) contributed to an environment where the capacity of credit unions to meet demand was limited. 

The CreditCare team proposed options to extend rural initiatives (see below) which were not pursued, with the program winding down through 2000. The Credit Union Foundation of Australia (CUFA) retained a development manager to work with rural communities to foster new services and assist with RTC applications and projects. A number of CreditCare sites have developed into RTCs, and CUFA’s development manager has assisted communities with applications to establish RTCs. Other CreditCare sites have become successful branches within the credit union network.

In November 2001 the Australian Centre for Co-Operative Research and Development (ACCORD) at the University of Technology, Sydney released a report on the CreditCare experience, 'Laughing All the Way to the Credit Union'. The report, included at APPENDIX D, highlights the key features of successful CreditCare communities and includes case studies showing the impact of the program. 

The ACCORD report is at APPENDIX D. In its conclusions, the report notes:

The short-lived CreditCare program achieved impressive results in rural economic development for a small outlay of approximately $6 million. In its most basic expression, CreditCare solved the problem of no financial services in ‘no bank’ towns and demonstrated how valuable business could be found in regional Australia despite a typical inertia experienced by many account holders and borrowers were reluctant to change financial institutions. 

CreditCare illustrated the valuable role cooperatives and mutuals can play in revitalising communities as an alternative to ‘top down’ programs, functioning as an independent broker, a social entrepreneur, at arms length from government. Credit Care’s community centred consultative methodology spoke to a community need for a voice.

4.3 Rural Transaction Centres – has the program succeeded?

The Government’s Rural Transaction Centre program was launched in March 1999, under the responsibility of the Department of Transport and Regional Services.
 The RTC scheme involved a $70 million program over five years, funded from the sale of the first tranche of Telstra, to establish 500 Rural Transaction Centres in rural areas with populations of up to 3000.

Brokers were identified for communities to support their attempts to gain services for RTCs, and an advisory panel to consider applications. The RTC model involves considerably more funding than the CreditCare project, including options to subsidise infrastructure and operational costs. This was a key obstacle in CreditCare projects. Funding attached to the RTC program offers a valuable opportunity to assist communities with practical and focused support.

The RTC program has undergone some streamlining since its launch, with the introduction in late 2000 of a field officer network (with aims similar to those outlined in the CreditCare field officer network). The contract for field officers was awarded to GRM International, a Brisbane based company. 

Credit unions have continued to participate in the RTC program, with credit union services operational in RTCs including Ashford (NSW), Blackbutt (Qld), Bulahdelah (NSW), Delegate (NSW), Eugowra (NSW), Ganmain (NSW), Gresford (NSW), Gulargambone (NSW), Kalbar (Qld), Numbulwar (NT), Oenpelli (NT), and Surat (Qld).  Where a financial service was unable to be attracted to a site CreditCare and CUFA worked with other alternatives. A number of CreditCare initiatives have been adapted to the RTC program and CUFA is assisting three communities open approved RTC's and working with another seven communities where credit union involvement in the proposed RTC is under discussion. 

The Prime Minister recently opened the Ganmain RTC, where Wagga Mutual Credit Union is providing financial services. The Prime Minister emphasised the contribution the credit union movement has made to supporting small communities. 

“I don’t believe in an Australia which is only comprised of big cities and large regional hub cities. …You do everything you possibly can to preserve those wonderful small country towns which have given this nation so much of its identity…” Mr Howard said. 

“I want to congratulate the credit union, congratulate you [Wagga Mutual Credit Union Chairman] John Harding and all your colleagues and the credit union and the Credit Union Movement, because the Credit Union Movement has proved itself to be a great mate to country Australia.”
 

The program has not been consistent, however, in attracting financial services providers to participate in RTCs. Several RTCs operate with very limited transaction services, or with no financial services at all. In some instances, RTCs appear to involve the presence of minimal additional services. 

The opportunity exists to conduct a detailed review of the operation, outcomes and forward planning of the RTC program, drawing on experiences to date and areas for improvement. Issues identified by credit unions are noted below.

4.4 Lessons for policymakers

CreditCare was a community focused service model that saw no bank towns working with a strong field officer network to bring viable financial services into communities. Based on the experience of the program, several important features and constraints with the model can be identified. 

Key factors for success in the CreditCare program include:

· cohesive community spirit;

· an active and supportive local government authority;

· positive economic outlook and a ‘can do’ attitude;

· genuine commitment to bringing business to the new financial services provider; 

· a balanced demographic profile.

A number of factors limited the capacity of CreditCare to meet the needs of ‘no bank’ towns. These included: 

· costs of establishing services, with no seed or contributory funding to alleviate start-up costs in areas where commercial returns would be limited;

· difficulty where banks engaged in targeted behaviour to retain more lucrative business and loans business in communities where branches had closed;

· obstacles to the transfer of business to new service providers;

· limits on credit union capacity to meet community demand, due to constraints in the size and margins supporting the credit union sector; and

· concerns with a changing regulatory environment that required credit unions to focus on compliance issues in existing business operations.

While CreditCare was a valuable model and offers important lessons for policy makers, a wider program was required to address growing service needs in no bank towns. The RTC model was welcomed by the credit union sector as offering the scope for expanding services in smaller country locations. Through participation in RTCs, however, credit unions have identified constraints that impact on the programs effectiveness. 

Areas of concern identified in the RTC program include:

· delays in the establishment of new RTCs, with lengthy approval processes;

· lack of ongoing support services for RTCs once established;

· limited support for ‘community building’ phase of compiling applications and business plans, placing a high demand on volunteer community members;

· disconnection between the planning and application stages, and field officer and broker assistance;

· the provision of financial services is critical to small rural communities. Several RTCs are operating without a financial service component. Communities are limited in local reinvestment opportunities where no local financial provider exists;

· RTCs are ‘output’ focused, often with limited services (eg Medicare EasyClaim). While important, these services alone do not deliver on the program aims;

· the RTC model has not expanded to seek new service areas, or partnerships with private and public sector bodies. Limited focus has been attached to creating a viable commercial model to sponsor additional services;

· when a financial service could not be attracted to a community CUFA assisted with RTC applications for the introduction of the Giropost facility as an alternative (Manangatang,Vic). Giropost is a limited service model, offering personal transactional services and limited acceptance of business transactions. Many business customers still travel long distances for banking services.   

Other commentators have also identified issues with the RTC program, including concern about links to Telstra sale funding, limited roll-out, RTCs operating without financial services providers, potential ‘political’ influence, the danger of creating incentives for banks to withdraw existing branch networks through RTC programs, and lack of ongoing funding to support operations.
 
4.5 Enhancing support for no-bank towns 

Drawing on our CreditCare experience, the credit union sector considers that options to extend support could deliver improved services, in a renewed RTC program. Clearly, however, change and review is required to improve RTC outcomes. Key areas suggested for the Committee’s review are:

· establishing a cooperative support company to work with existing and proposed RTCs, aggregating buying and negotiating power to improve the range of services on offer to communities. This structure would seek to harness the collective power and benefits of a coordinated RTC network to drive new service opportunities, increase bargaining power for existing RTCs, and reduce costs;

· RTCs without financial services providers should be carefully reviewed for effectiveness, and the benefit of limited output focused RTC projects considered against the RTC cost and commitments. Financial services provision should be considered a major aim of the program, and genuine service capacity its focus;

· streamlining of approval and review processes for communities to reduce waiting times, with alternatives to the current approval process to tie accountability to business planning and reduce delays which reduce community support;

· focus on economic and community development in applications and during start-up stages of the RTC program, to encourage innovative service options;

· enhancing the program’s ties with local and state government. 

CUSCAL has previously proposed an aggregation and coordination service for RTCs, to build communication, buying and negotiating capacity in communities with RTC services. The RuralCARE proposal (attached at Appendix E) would see RTCs working under a cooperative model to increase the viability of services and establish joint venture arrangements with private and public service providers. 

It is recommended that the Committee consider scope for models such as the RuralCARE model to enhance the RTC program. 
CONCLUSION

Credit unions are competitive and viable financial services providers with a strong presence across Australia, demonstrating a genuine commitment to regional, rural and remote communities. 

Recognising the role of credit unions in this important area, and the potential future contributions of our sector to service improvement in regional and rural communities, is critical to a sustainable policy approach.

Through a sustained commitment to quality service provision, a focus on member and community benefit, and programs that have sought to bring face to face services back to communities without access to financial providers, credit unions bring a wealth of experience to debates on regional access. 

Credit union work in areas with limited financial service access has shown that communities which pull together are more likely than other communities to retain or attract a financial institution.  Governments can take action to empower communities, and demonstrating a commitment to economic development and supporting regional and rural communities is critical in sustaining access to key services, including banking services. 

Innovative service models, a range of community driven responses, and access to reliable and sustainable infrastructure to support remote access channels are important contributors to the success of financial institutions in regional and rural areas. In each of these areas, the three tiers of government have valuable roles to play to foster innovation, reduce overheads, and encourage and support competition.

A credit union considering setting up a branch or agency in a particular community will do so if the decision makes commercial sense.  The viability of the operation will turn on whether a large enough proportion of the community switches its business to the credit union. A bank may judge that it can close a branch and retain all or most of its loans to the community, thereby reducing costs while maintaining profits.  The bank is doing what it exists to do — meeting its obligations to shareholders.  

Enhancing the opportunities for alternative providers to continue to service communities considered less profitable by the banks, and ensuring a commitment to a fair playing field in new programs, are important objectives in public policy responses to increasing gaps in financial services provision. 
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