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INQUIRY INTO THE LEVEL OF BANKING AND FINANCIAL SERVICES IN RURAL, REGIONAL AND REMOTE AREAS OF AUSTRALIA

SUBMISSION BY THE NATIONAL AUSTRALIA BANK

Executive Summary

The National Australia Bank (the National) is committed to its 1.2 million customers that reside in rural, regional and remote
 Australia.  These customers make up 31% of the National’s total customer base, yet are serviced by 53% of the National’s total ‘bricks and mortar’ physical network.

The National provides more branches in rural Australia than any other bank.
  In 557 small country towns where the population is less than 10,000, the National has more branches than any other bank.  In the 193 small country towns where there is only one financial institution, the National again has more branches than any other bank. 

This is because the National has pursued a conservative path of network transformation in rural Australia.  In the past five years only 32% of the National’s outlets that were rationalised were in rural locations.

This commitment to rural Australia is further evidenced by the National’s Agribusiness Financial Services segment.  Agribusiness’ rural segment share is just under 30%, having grown from 20% in the last decade.  This growth is a direct result of the specialisation of the segment and the increasing understanding of agriculture demonstrated by specialised products tailored to meet the needs of Agribusiness customers.

As part of the National’s continued commitment to agribusiness and in ensuring its staff have the appropriate skills, there is a focus on recruiting people with farming backgrounds and agricultural training, predominantly from rural Australia.  

This has been demonstrated in the last two years with the National employing 30 young agricultural enthusiasts per year, making us one of the largest employers of agricultural graduates in the country.  We provide a professional career path based in the country from basic training through to senior management levels.

While the National’s commitment to rural Australia remains constant, the methods for the delivery of banking services are continuing to evolve within the industry.  This evolution is based on two key dynamic trends – namely, a changing demographic in rural Australia and rapidly changing customer channel preferences in the banking industry.  
Since 1999, the number of ‘over the counter’ transactions has dropped from 25% of the National’s total transaction volume to less than 9%.  In relation to rural customers, ‘over the counter’ transactions now make up only 12% of the National’s total rural transaction volume. 
More than ever, customers want a convenient banking service that suits their needs.  The National’s transaction data shows that rural customers, including farmers, are moving towards electronic forms of banking, particularly in relation to internet & telephone banking and EFTPOS services.

In relation to our rural customers, the volume of internet banking transactions has increased by 282% over the last twelve months to September 2002.   A similar picture is reflected with rural ATM transactions which have increased by 6.9% over the past twelve months to September 2002.  National EFTPOS transactions have also increased by 2.2% over the last twelve months to September 2002.  There were more than 12 million National EFTPOS transactions in rural Australia during the month of September. 

By way of contrast, the volume of ‘over the counter’ transactions has decreased in rural Australia by 18.4% over the past twelve months. 

One of the key challenges for the National is to ensure its multi channel network is aligned to this changing customer demand.  In this context, the National invested $35 million in the financial year ending 30 September 2002 and will invest a further $45 million this financial year under the National’s Network Transformation Program.  

The National’s recent closure of 56 limited service rural agencies formed part of this Network Transformation Program.  It was a decision that was not made lightly, but was necessary to better align the network with this changing customer demand.  

On the other hand, the National’s Rural AIM project is a further example of this network realignment.  Rural AIM will deliver, amongst other things, 16 new Financial Services Centres in key provincial centres at a cost of $10 million, and a dedicated personal banker for every rural home loan customer. 

Overall, while the demand for over the counter transaction services continues to decline, such a demand still exists.  The National acknowledges that some customers do not want to use, and in some cases do not feel comfortable using, non face to face transaction channels.  The National is committed to maintaining a strong face to face network across Australia.  The key is to balance the needs of each individual customer with what is commercially sustainable.  Our aim is to not leave any customers behind when external factors demand we change the services we provide. 

As such, the National will not be considering any further rural branch closures now and in the near future. 

For each of the 56 rural communities that faced an agency closure, the National ensured an Australia Post giroPost service was available.  In addition, the National introduced a giroPost business banking transaction service
 in each of the 56 communities.  While the National does not consider the giroPost service to be a complete replacement of the full branch banking service, it is viewed as a viable transaction delivery channel for small rural communities.  

The giroPost service has more than doubled the total number of operating hours for our customers in the 56 communities - from 1,012 hours per week in total, to 2,243 per week.

More importantly, the National views the giroPost service as having the potential to expand the delivery of transactional banking services into rural and remote communities where the National currently has no physical presence.  

The National has introduced the business transactional banking girpoPost service in areas where it has no physical presence – namely, Welshpool WA, Collinsville Qld, Laverton WA, Robinvale Vic and Woodend Vic.  Four of these sites are also equipped for ‘business cash deposit facilities’.  The National is also scheduled to introduce a further 7 business transactional giroPost services in Broken Hill NSW, Crookwell NSW, Harcourt Vic, Marong Vic, Braidwood NSW, Evans Head NSW and Newman WA, again being areas where we have no physical presence.  The introduction of these additional giroPost services has been made on a case by case basis, on commercial viability grounds, indicating that the giroPost service is a sound market based solution for the delivery of transaction services in rural Australia.

The National recommends that the potential for giroPost to deliver transactional services into rural communities that currently have zero or limited transactional services, be explored by the Government, together with Australia Post and the banking industry.  Specifically, the National understands that there are approximately 1000 Australia Post physical outlets that are not giroPost equipped, due to what Australia Post advises are unsustainable transaction volumes.  

1.
Introduction
As a member of the Australian Banker’s Association (ABA), the National was involved in the preparation of the ABA’s submission to the Parliamentary Joint Committee on Corporations and Financial Services’ Inquiry into the level of banking and financial services in rural, regional and remote Australia.  It therefore follows that the National fully endorses the ABA’s submission.

The National’s submission is a supplementary submission to be read in conjunction with the ABA’s submission.  As such, rather than addressing each of the inquiry’s terms of reference, this submission seeks to build on the issues raised in the ABA’s submission by outlining matters specific to the National’s business in rural Australia.  

This submission addresses the following:

· The National’s commitment to rural Australia (section 2);

· Developments in the National’s rural service delivery channels (section 3); and

· The National’s recent rural agency closure program (section 4).

2 The National’s commitment to rural Australia

Thirty one per cent of the National’s customer base, that is, 1.2 million customers, reside in rural communities.  As outlined in the following section, the National has significantly enhanced the service delivery options, products and services available to these customers over the last ten years as a result of their changing needs, behaviour and expectations.  

The National’s rural network

Turning first to the National’s physical branded network, the National’s current capability is set out in the following table.  The figures show that the National provides a significant network to its rural customers, as the National’s physical presence in rural Australia comprises 53% per cent of the National’s total network.  And when compared against the fact that 31% per cent of the National’s customer base resides in rural Australia, the National’s commitment to its rural customers is clearly evident.

	National outlets
 
	Total
	Metro
	Rural

	Business Banking Centres 
	226
	108
	118

	AgriBusiness Centres
	109
	2
	107

	Financial Services Centres 
	86
	71
	16

	Branches and limited service Agencies
	794
	369
	425

	Total National branded outlets

	1,215
	550
	665


Table 1: figures as at 30 Sept 2002 (outlets may be co-located)

The National’s physical network in rural Australia is complemented by:

· 1261 giroPost sites providing transactional banking services (of which 67 are ‘business enabled’); 

· 325 ATM locations (comprising 26% of the total National branded ATM network); 

· 104 alliance white label ATM locations

· 24 hours automated telephone banking service; 

· internet banking (with 143,935 registered rural customers making up 25% of the National’s total internet banking registered customer base);

· National Online service (with 13,348 registered rural customers, making up 31% of the total National Online registered customer base); and 

· 14,989 EFTPOS terminals.

The National’s commitment to its rural customers is further demonstrated by the following figures that compare the National’s rural footprint with its competitors.

	
	National
	ANZ
	Westpac
	CBA
	St George

	Rural Branches#
	488*
	330*
	390*
	407*
	114*

	Rural openings in last 5 years
	Nil
	Nil
	Nil
	Nil
	Nil

	Rural branch closures from 1990 – 1998** 
	303
	772
	443
	824
	N/A***


Table 2:  The figures are based on APRA figures as at 30/06/2001 (as APRA has not yet released figures for 2002).  As such, the National’s figure of 488 is inclusive of the 56 limited service agencies that were subsequently closed in 2002.

#  ‘Rural’ is based on the National’s definition (see footnote 1 for the definition).

 *  Based on APRA figures as at 30/06/2001 (therefore the figure for the National is inclusive of the 56 agencies subsequently closed).
**  Based on the Hawker Report 1999 (covering closures from 1990 – 1998).  There are no publicly available sources relating to industry branch closures post 1988.
*** No figures were provided in the Hawker report in relation to St George Bank. 

When factoring in the National’s rural closures since June 2001 (which brings the figure down to 4245- see section 4 for information about the National’s rural agency closure program), the total number of physical outlets held by the National in rural Australia is still higher than its competitors.  These figures show that the National continues to be the clear rural segment leader in the provision of physical outlets in rural Australia.  

In 557 small country towns where the population is less than 10,000 the National has 297 branches, 73 more than any other bank.

	
	ANZ
	CBA
	NAB
	Westpac
	St George
	Credit Unions
	Reg Bank
	B/ding Soc/s
	Total

	Rural branches
	163
	216
	297
	224
	57
	166
	201
	85
	1,409


In the 193 small country towns where there is only one financial institution the National has 37 more branches than any other bank.

	
	ANZ
	CBA
	NAB
	Westpac
	St George
	Credit Unions
	Reg Bank
	Total

	Rural Branches
	13
	21
	62
	25
	10
	38
	24
	193


Tables 3 & 4:  sources - APRA Points of Presence Report 2001 & Australian Census 2001. 
The National has pursued a conservative path of network transformation of its rural network by keeping rural agency closures to a minimum.  Over the last five years only 32% of locations rationalised by the National were in rural locations, this is inclusive of the 56 limited service agencies closed this year.

The National’s business segments in rural Australia 

The National provides products and services to its rural customers across three business segments – namely, Personal Financial Services (PFS), Business Financial Services (BFS) and AgriBusiness Financial Services.  Together, these segments employ over 3000 staff in rural Australia.

Personal Financial Services

PFS is the National’s largest customer segment - specialising in the provision of home loans, personal loans, credit cards, savings and transactional accounts, financial planning advice and wealth management products such as superannuation, unit trusts and insurance.

Data derived from APRA statistics of July 2002 show that the National has 17.3% of Australia’s housing segment share.  

Customer survey data conducted by Roy Morgan indicates that PFS has a total lending segment share of 12.9% across Australia, with a total lending segment share of 12.8% in metropolitan areas and 13% in rural Australia.  PFS’ home lending share is slightly lower (11.7% across Australia, 11.4% in metropolitan areas and 12.3% in rural Australia)
.   

A similar picture is reflected in the deposit segment, where PFS’ segment share across Australia is 13.3%, with a metropolitan and rural breakdown of 13.7% and 12.7% respectively.

Each of these three segments is highly competitive, with each containing a large number of players jostling for market growth.  As such, any slight change in market share in these segments has a significant impact on the business.  

In both the total lending and home lending segments the National has a greater market share in the rural sector.  The National values this strong performance in the rural sector, and as such, works hard to maintain its strong performance with its rural customers. 

Business Financial Services

The National is the largest provider of business finance to the small to medium enterprise segment across Australia with 24.8% of total business lending and 26.2% of deposits (source Greenwich & Associates June 2002).  

Business Financial Services (BFS) offers a full relationship banking platform at 118 sites across Australia.  In addition business customers have access to 132 Australian Post giroPost outlets for transactional banking services.

Rural Australia represents 22.6% of total business lending and 19.3% of business deposits.  The combined BFS and Agribusiness lending and deposit volumes are representative of the National’s natural market share across Australia and demonstrate our total commitment to this sector.   

Each National business customer in rural Australia has a dedicated business banker.  Our relationship management proposition is delivered through 415 Business Banking Managers in rural Australia (approximately 1/3 of total Business Banking Managers in BFS).  These managers live in the local community and offer a face to face relationship proposition, identifying needs and providing solutions as required. 

Agribusiness Financial Services

The National’s Agribusiness Financial Services is a specialist division and is committed to the long-term viability of Agribusiness in rural Australia.  The division consists of over 200 Agribusiness Managers, supported by Agribusiness Analysts located in over 100 regional centres throughout Australia.  
Agribusiness’ segment share is just under 30%, having grown from 20% in the last decade. This has been because of the specialisation of the segment and the increasing understanding of agriculture demonstrated by specialised products tailored to meet the needs of Agribusiness customers.

Agribusiness Managers and Analysts are specialists with their focus on agriculture and related businesses.  They live in the local community and contribute to local community activities and events.  Many of the Managers are from rural backgrounds and can relate directly to the events that affect agricultural communities.

By locating Agribusiness in the regional centres, they have direct contact with customers in the region and it also allows customers one on one access to an agricultural finance specialist.  They also understand the time constraints of our customers and regularly travel to their premises (that is, rural properties) to conduct interviews. 

With the National’s specialist Agribusiness division, we now have a designated Product Development area to develop new products to meet our Agribusiness customers’ needs.  In recent times, the achievements have been the advent of the Dairy Adjustment Loan, the National Wheat Advance and the Agribusiness Price Risk Management Solutions. 

Increasing competition in the Agribusiness sector continues to see interest margins on loans decline, decreasing by nearly 30% per annum over the last 7 years. The benefits of competition are also present through product development with the Wheat Advance estimated to save wheat growers $13m a year in interest payments and the Dairy Adjustment Loan saving $11m a year in interest. 

National Agribusiness Managers also offer a full financial services solution.  A key focus of the initial interview process is to identify all the customers’ financial needs and provide referrals to the required specialist areas.  These areas may include agricultural insurance, specialist agricultural commodity products, personal and home insurance and referrals to a financial planner. 

The above specialist areas are in addition to the normal banking services such as overdraft and term lending, transactional accounts, internet and telephone banking facilities as well as a central point of contact for those issues that cannot be solved using the normal support functions. 

As part of the National’s continued commitment to agribusiness and in ensuring its staff have the appropriate skills, there is a focus on recruiting people with farming backgrounds and agricultural training, predominantly from rural Australia.  The Agribusiness segment currently employs 485 people, with the figure scheduled to be increased to over 510 next year.

This commitment has been demonstrated in the last two years with the National employing 30 young agricultural enthusiasts per year, making us one of the largest employers of agricultural graduates in the country.  We provide a professional career path based in the country from basic training through to senior management levels.

The number of dedicated Agribusiness management staff has increased by 20% in the last two years, indicating our growing presence in rural Australia. 

National Agribusiness is also contributing nearly $300,000 this year to the agricultural community through its sponsorship program.  To support improvement in farm productivity and profitability, the National‘s agribusiness sponsorships are focused on farmer groups that promote the development and transfer of more economically sustainable farming practices.  These funds are currently split between approximately 15 different farmer groups. 

Customer feedback surveys are conducted on a yearly cycle for Agribusiness with the latest survey completed in September 2002, however as the final results have not yet been compiled, the following is an outline of the previous survey results completed in March 2001.  At that time, a total of 3,854 primary producers were surveyed in relation to the performance of 170 Agribusiness Managers. 

One of the significant points is that nationally, on average, 68% of customers were contacted by their Agribusiness Manager in the previous month and 86% contacted within the previous 3 months. 

Other results included a score of 94% for being available when needed, a score of 76% for keeps in regular contact, efficient in returning phone calls scored 93% and friendly and courteous to deal with scored 99%. 

Only 2% of customers surveyed revealed that they had recently experienced service problems or concerns with their Agribusiness Manager.  76% said they would recommend the National. 

Providing further evidence of the National’s continued commitment to rural Australia, the National recently opened two Agribusiness Credit Centres (ACCs) in Albury, NSW and Toowoomba, QLD. These locations were chosen for their significance as regional centres of agricultural production. 

The ACCs will support Agribusiness Managers and Analysts with credit analysis, assessment and file submissions.  This initiative will improve customer service by freeing up time for Agribusiness Managers to spend with customers on their farms. 

All National Agribusiness Managers maintain the same ability to approve applications and all customers will still have two contact points within their local Agribusiness Office, being the Manager and Agribusiness Analyst. 

The centres enhance efficiencies by pooling the resources of some of our most skilled Agribusiness Analysts.  Specialists will focus on Agribusiness credit and will also conduct industry research and develop and maintain the largest farm financial performance database in the Southern Hemisphere. 

The Agribusiness Credit Centres will become sites of excellence for product innovation.  A dedicated Product Manager in the Albury Centre will ensure National financial products continue to lead the market and provide for all of the needs of Agribusiness customers.

The first stage of integration into the existing Agribusiness structure is now complete with staff in Albury NSW and Toowoomba QLD.  At full operation, each centre will employ up to 19 full time Agribusiness financial specialists, which will significantly boost the National’s presence in these two regions. Capacity will also exist for up to 14 Agribusiness graduate recruits to develop their credit assessment skills in the ACCs before becoming Agribusiness Analysts with a focus on delivering exceptional customer service.

Access to the centres by our Agribusiness Managers will be gradually rolled out to our wider Agribusiness network over the coming months.  We look forward to more innovative product developments, more efficient credit analysis and ultimately a greater level of customer service and satisfaction as we move towards full implementation. 

3. Developments in the National’s rural service delivery channels 

Developments in the last decade

The delivery methods for banking services have been evolving over the past decade.  Over the last ten years the National has enhanced its distribution mix to rural customers, with the main initiatives being:

· Pre 1990

Introduction of ATMs EFTPOS

· 1992

Introduction of Business Banking Centres into key regional towns with dedicated business banking specialists

· 1994
Introduction of telephone banking

· 1997
Introduction of National Online (an electronic banking package that provides businesses with a comprehensive electronic payment and cash management service)

· 1999
Introduction of Internet banking

· 2000
Introduction of the specialist Agribusiness Financial Services segment

· 2001
Introduction of giroPost transactional banking services

· 2002
Introduction of 67 ‘business enabled’
 giroPost services 

· 2002
Rollout of 16 new Financial Service Centres in regional areas at a cost of $10m (providing specialist personal, business and agribusiness services as well as introducing for the first time, a dedicated personal banker for every rural home loan customer).

The National’s current service distribution model 

The National’s physical branch network remains the cornerstone of the National’s multi channel distribution network.  The challenge for the National is to align this multi channel network to meet ever changing customer needs and population movements.

The National uses a ‘portfolio approach’ in the management and enhancement of its multi channel network.  That is, the National recognises that each channel serves specific customer needs which need to be taken into account when re positioning and investing in the network.  For example:  

· Branches – are primarily used for deposits and sales enquiries; 

· Financial Service Centres – are primarily used for specialist sales enquiries; 

· ATMs – are primarily used for withdrawals and balance enquiries;

· EFTPOS – is primarily used for purchases, bill payments and withdrawals; and

· Phone & internet banking – are primarily used for account transfers and balance and transaction enquiries. 

The key principles of the portfolio management approach to enhancing the National’s multi channel network include:

· Network optimisation - aligning the National’s multi channel network resources to customer demand in order to achieve optimum market population reach (that is, ‘ensure our network is where our customers are’);

· Network investment – expand the National’s network in alignment with market demand;

· Network disinvestment – in low demand areas due to population movements and changing customer behaviour;

· Network maintenance – maintain and improve the National’s multi channel network to ensure increased customer satisfaction.

In 2001 the National commenced its recent Network Transformation Program.  The first part of the program involved the transformation of the network in metropolitan areas.  This transformation was based on changing customer behaviour and changing demographic (especially in relation to the growth in the outer metropolitan corridors).  It has so far involved the disinvestment of a number of branches and business banking centres, so as to allow for the re-allocation and investment in new growth areas and in new service delivery models (such as the establishment of further integrated Financial Service Centres).  This transformation is delivering:

· physical upgrades for branches in key retail locations;
· approximately 30 – 40 new Financial Services Centres providing cross segment and wealth management centres of excellence in addition to transaction services;  
· an increase in the number of mobile advisers; and
· an expansion of the Australia Post banking transaction network.

In 2002, the National commenced the second part of the Network Transformation Program, namely the transformation of its rural network.  The rural network transformation includes the National’s recent rural agency closure program and the expansion of the giroPost service (including business enabled giroPost).  See section 4 for further information. 

The rural network transformation program also involves the current rollout of the National’s Rural Area Integrated Markets program (Rural AIM).    Rural AIM is an adaptation of the recently implemented Metropolitan AIM program, which has been successfully implemented across Australia.

Rural AIM involves:

· the introduction of 16 new Financial Service Centres in major provincial centres (namely, Geelong, Coffs Harbour, Mackay, Darwin, Albury, Wagga, Hobart, Orange, Tamworth, Traralgon, Bendigo, Bunbury, Cairns, Townsville, Toowoomba and Shepparton), at a cost of $10m, that will house personal bankers and business and agribusiness advisers; 
· the setting up of a personal banker relationship with every rural housing loan customer; 

· the realignment of all branches in rural Australia to ensure services offered to our rural customers reflect those offered to metropolitan customers; and

· an enhancement of the National’s mobile sales force which includes Mobile Mortgage Managers (MMM) and Managers Financial Planning.
Some years ago, the National introduced a relationship banker for all business and agricultural customers.  In 1998, the metropolitan AIM program introduced a personal banker for all metropolitan housing loan customers.  Rural AIM now seeks to introduce the same for rural home loan customers. 

While Rural AIM will result in some changes for staff where services will be relocated, Rural AIM also gives opportunities for career advancement which may not have previously been available in rural Australia, thereby encouraging talented staff to remain in rural locations. 

The National invites the Joint Parliamentary Committee members to visit the above mentioned Financial Services Centres, during the Committee’s public hearings throughout Australia. 

Other changes to the network include the introduction of two new AgriBusiness Credit Centres in Albury and Toowoomba (see section 2 above for further information).

Current banking trends in rural Australia

Like the transformation of the National’s metropolitan network, the current transformation of the rural network is based on two key dynamic trends – namely, a changing demographic in rural Australia and rapidly changing customer channel preferences in the banking industry.  

In relation to the changing demographic in rural and regional Australia, the banking industry, like other industries, has been feeling the effect of increasing demand in regional centres at the expense of smaller rural towns.  Population movement is not the only cause of this increase in demand.  Other causes are changing customer commuting patterns and changing customer expectations.  Anecdotal evidence suggests that customers in rural areas are more likely than ever before to commute to their nearest regional centre for their shopping needs.  They are also demanding more than ever before, access to a wide range of products and services in their regional centres, that are comparable to metropolitan levels. 

In relation to customer channel preferences in the banking industry, there has been a noticeable decline in over the counter transactions nationally, which is mirrored in rural Australia.  This trend is coupled with an increase in the use of alternative channels, such as phone and internet banking, ATMs and EFTPOS.  

It has been argued that bank fees (specifically, ‘over the counter’ transaction fees) are a direct cause of this trend.  However, the following information indicates otherwise:

· over the counter transaction fees are a reflection of the cost of providing the service.  The smaller the number of people using over the counter transactions, the more expensive that channel becomes; and

· more than half of the 56 limited service agencies closed earlier this year were under a ‘designated rural branch’ fee concession structure.  That is, fee concessions were provided to all personal customers for over the counter transactions in those agencies.  Despite these fee concessions, over the counter transaction volumes were low, as customers were either using alternative banking channels or banking at alternative branch locations.  (By way of information, these fee concessions have been carried over to the applicable giroPost outlets.)

Since 1999, the number of ‘over the counter’ transactions has dropped from 25% of the National’s total transaction volume to less than 9%.  In relation to rural customers, ‘over the counter’ transactions now make up only 12% of the National’s total rural transaction volume. 
More than ever, customers want a convenient banking service that suits their needs.  The National’s transaction data shows that rural customers, including farmers, are moving towards electronic forms of banking, particularly in relation to internet & telephone banking and EFTPOS services.
In relation to our rural customers, the volume of internet banking transactions has increased by 282% over the last twelve months to September 2002. 

A similar picture is reflected with National EFTPOS transaction volumes in rural Australia.  Transaction volumes increased by 2.2% over the last twelve months to September 2002, comprising more than 12 million transactions in rural Australia during September 2002.  The volume of rural ATM transactions has also increased by 6.9% over the past twelve months to September 2002.  

By way of contrast, the volume of ‘over the counter’ transactions has decreased in rural Australia by 18.4% over the past twelve months. 

An example of the demand for new innovative services is the success of National Online.  National Online is a comprehensive electronic business payment and cash management service, providing businesses with a more cost effective way of making payroll and creditor payments.  Adoption of National Online has been particularly strong in rural areas.  Our rural customers alone, account for 31% of the registered users of National Online.  In addition, the number of National Online registered rural users has increased by 3.7% over the last twelve months to September 2002.

While the demand for over the counter transaction services continues to decline, such a demand still exists.  The National acknowledges that some customers do not want to use, and in some cases do not feel comfortable using, non face to face transaction channels.  The National is committed to maintaining a strong face to face network across Australia.  The key is to balance the needs of each individual customer with what is commercially sustainable.  Our aim is to not leave any customers behind when external factors demand we change the services we provide. 

In this context, the National is comfortable with the current size of its physical branch network.

4.
The National’s rural agency closure program 

As customer demand continues to change, the need to re-adjust investment in the National’s outlets to customer behavioural trends continues to be critical.
As such, the National’s decision earlier this year to close the 56 limited service rural agencies was an inevitable economic decision.  However, it was not taken without due consideration to providing a viable alternative service.
The 56 rural agencies that were ultimately closed, were identified after a rigorous and thorough analysis.  

Selecting the 56 Agencies 

The first part of the analysis involved an assessment of the following features across the National’s rural branch network:
· transaction volumes, 

· sales volumes, 

· growth prospects, 

· local population figures, 

· proximity to the nearest National branch; and 

· ability to sustain day to day banking within the community via the presence of a local Australia Post outlet.

The second part of the analysis, consisted of an extensive consultation process with the relevant local Area Managers.  The National’s Area Managers possess a wealth of local knowledge.  They were therefore able to provide valuable input on a number of issues including: 

· local customer behavioural trends for ‘over the counter’ transactions and use of alternative banking channels; 
· patronage trends in local and nearby shopping precincts; 
· portion of customers expected to transact at the nearest National branch; 
· local presence of an Australia Post outlet;
· anticipated customer uptake of the Australia Post giroPost service; and
· physical condition of the limited service agency – for example Disability Discrimination Act access requirements. 
On completion of this analysis, the 56 identified agencies possessed a combination of the following attributes:

· low personal transaction volumes; 

· low business transaction volumes;

· low deposit sale volumes;

· low lending sale volumes;

· declining growth prospects, such as declining or static population;

· declining patronage within the local shopping precinct; together with an

· ability to sustain day to day banking within the community via the presence of a local Australia Post outlet. 

On average, the 56 identified rural agencies were generating 1,284 personal transactions per month, 765 business transactions per month and were operating for a total of 18 hours per week.  The Australia Post giroPost service is available an average five days per week for a total of 40 hours per week.   

The average population for the 56 rural locations was 4,682, however this figure is skewed by four locations – Kin Kora, Kangaroo Flat, Sugaland and Warrnambool East which each had populations of over 25,000.  Removing the four locations from this calculation provides an average population of 1,488, being a figure that more closely reflects the population sizes of the other 52 locations.

A valuable comparison can be made against the average National rural outlet profile of– 2,319 personal transaction volumes per month, 1,506 business transactions per month, operating an average 5 days per week for a total of 33.5 hours with an average population of 7,513.

3.75% of the National’s total rural customer base were directly impacted by the rural agency closures.  This figure is based on the number of accounts held within the 56 agencies and the number of customers who transacted at the 56 agencies within the two months prior to the closures.  However, it must be noted that this figure is most likely inflated as customer accounts often continue to be domiciled in the branch where accounts are opened, even after customers subsequently move to different locations.  Similarly, transaction numbers pick up mobile customers who do not necessarily regularly bank at a particular location.

Implementation 
A project team was established to coordinate the implementation and communication of the rural agency closure program, both leading up to and after the public announcement was made on 4 April 2002.  

Affected staff were briefed first on an ‘in confidence’ basis prior to the public announcement.  The briefing served two purposes, to explain the underlying rationale of the closure program and to outline their redeployment options.  

The National has a strong redeployment policy and therefore sought to offer redeployment to all permanent staff.  Often staff in other branch locations that were ‘mobile’ and happy to move locations were relocated, so as to accommodate ‘less mobile’ staff affected by the agency closure program.  The National anticipated that some staff would opt to take a redundancy package due to their personal circumstances, and as such, out of a total of 80 permanent staff, 35 were not redeployed.  Those that were redeployed were redeployed at nearby branches. 

All of the National’s affected customers were sent letters on the day of the public announcement.  The letters notified them of the rural agency closure program as well as advising of alternative service channels available in their local areas.  Other external stakeholders, such as individual local Members of Parliament, local council and local chambers of commerce were also advised.

After the public announcement, an extensive customer education program was undertaken.  The program included informal seminars, many provided over morning tea, with the objective of educating customers about the location of their nearest National branch, as well as the availability of other channels of services (such as ATMs, telephone Banking, National Online, Internet Banking, and the Australia Post giroPost service).  Demonstrations were also provided on how to use these services.  Customer accounts were also migrated to the nearest parent branch as part of this transition process, while passbook accounts were, in most cases, upgraded to card based accounts (to enable the use of the Australia Post giroPost service).  

Australia Post giroPost service 

One of the key policies of the National’s recent rural agency closure program was the requirement that an alternative transaction delivery channel be introduced into each of the 56 rural locations that faced an agency closure.  This policy together with the National’s minimum notice period of 12 weeks for each closure went beyond the banking industry’s protocols on branch closures.  This is because the National took the view that it would not completely withdraw from the 56 communities, but rather, provide as an alternative, the Australia Post giroPost channel to its customers in each of the 56 locations.  

While the National does not view the giroPost service as a complete replacement for full service branch banking, it is viewed as a viable transaction delivery channel for limited service agencies in small communities.  

Further, the potential to expand the giroPost network into more remote rural communities that currently do not have any bank branches, is a possibility that should be explored further by the Government, Australia Post and the banking industry, as part of the current evolution of Australia’s banking networks.  The National understands that approximately 1000 Australia Post outlets have no giroPost functionality, due to what Australia Post advises to be low and unsustainable transaction volumes.  The National considers the utilisation of this existing infrastructure as a reasonable way of expanding commercially viable transactional services in rural and remote locations.

The National has introduced the business transactional banking girpoPost service in areas where it has no physical presence – namely, Welshpool WA, Collinsville Qld, Laverton WA, Robinvale Vic and Woodend Vic.  Four of these sites are also equipped for ‘business cash deposit facilities’.  The National is also scheduled to introduce a further 7 business transactional giroPost services in Broken Hill NSW, Crookwell NSW, Harcourt Vic, Marong Vic, Braidwood NSW, Evans Head NSW and Newman WA, again being areas where we have no physical presence.  The introduction of these additional giroPost services has been made on a case by case basis, on commercial viability grounds, indicating that the giroPost service is a sound market based solution for the delivery of transaction services in rural Australia.

Information included in the Australia Post Annual Report of Operations as at 30 June 2001 reveals that there were 2821 giroPost outlets handling 31 million transactions.  These transactions flowed as a result of 70 financial institutions being part of the giroPost network (20 of which joined in 2001).  In addition, the Post Billpay system handled 170 million bills paid and 38 million cheques with 450 Billpay principals using the network.  These figures demonstrate the strength of the Australia Post network in providing a wide range of transactional services. 

In addition, a customer survey conducted in July 2001 of 2035 National customers using Australia Post (in rural and metropolitan areas) provided the following insight:

· The overall satisfaction score for service at Australia Post was 69%;

· 97% of customers rated the Australia Post experience as ‘good’ or higher, with 40% rating the service as ‘excellent’;

· scores for the two service attributes – ‘courtesy and professionalism’ and ‘time and efficiency’ were both high at 74% and 71% respectively.

Our customer profile data indicates that the majority of customers using Australia Post (in rural and metropolitan areas) come from our general retail segment, that is, customers who do not have a ‘personal banker’ relationship with the National.  By way of illustration, to have a ‘personal banker’ relationship a customer would, for example, have a home loan with the National.

Transactional services provided by giroPost 

The range of transactional services provided by giroPost differs slightly between financial services providers.  

The National/Australia Post giroPost service provides the following specific transactional services:

· deposit and withdrawal transactions for personal customers;

· deposit and withdrawal transactions for business customers, with a daily cash deposit limit of $3000.  The National understands that it is one of only two financial service providers that provide the business enabled giroPost service.  (However, it must be noted that 2 of the 56 giroPost services set up as an alternative to the 56 agencies do not have business ‘cash deposit facilities’ (but have business cheque deposit facilities) due to Australia Post giroPost internal business rules which deem the two outlets to be in regional and not rural locations that prohibit the secure and safe availability of the business cash deposit service); and

· account balance enquiries.

Bill payments services are also available through Australia Post’s bill payment service.  

Transactional and non transactional services not provided by the National/Australia Post giroPost service include:

· funds transfers; 
· account openings;
· passbook transactions (that is, a card based account is required for giroPost transactional services);
· account enquiries other than balances;   
· ordering of bank and international cheques;
· loan and investment discussions/advices/applications;
· foreign currency/travellers cheques; and
· large business transactions (that is, daily volumes in excess of $3000 cash).
This list is not ‘set in stone’.  The giroPost service covers a range of other functions such as account openings, money orders and document collections.  The National will explore the possibility of introducing additional service features with Australia Post.

Many of the above services were only used sporadically by customers in the 56 limited service agencies.  That is, bank or international cheques, loan and investment advice and foreign currency or travellers cheques were infrequently purchased at the 56 limited service agencies.  Despite this, the National was cognisant that its customers would need to travel to the nearest branch for such services and as such, the close proximity of the 56 agencies to their parent branch was a prime factor in their selection.   

Two key transactional services not offered by giroPost which require specific mention are passbook transactions and business transactions over the $3000 daily cash limit.

The National’s internal figures indicate that approximately 5,400 customers held passbook accounts within the 56 agencies, but that only 2,000 transacted on their passbook accounts within these agencies.  This figure is explained by two factors.  First, passbook accounts are often inoperative as customers use other accounts (for example, card based accounts) for their banking needs.  Second, a portion of these customers were transacting at branches other than the 56 agencies.

As part of the implementation of the National’s rural agency closure program, the National offered to upgrade all passbook accounts held by affected customers to card based accounts and to educate each customer on a ‘one on one’ basis about how to use a card account.  As part of this process, approximately 1,380 passbook customers have since taken up a card based account.  Overall, most passbook customers have either converted to card based accounts with identical or better fee structures, or have chosen to transact at the nearest branch where they regularly visit in their normal travels.

In relation to customers depositing more than $3000 in cash per day, the National’s internal figures indicate that for the month of June 2002, there were approximately 314 transactions across the 56 agencies that involved cash deposits greater than $3000 per day.  This small number is due to the fact that such very few businesses in the affected communities generate such cash deposit volumes. 

Now that the giroPost service is open 5 or in some cases 6 days per week in the 56 communities (as opposed to the 2 – 3 days per week for most of the limited service agencies), customers are able to deposit their cash more frequently throughout the week and therefore avoid holding larger volumes of cash.  

While still early days the transactional volume data shows that total transactions at the 56 giroPost outlets have increased from 3,100 in March 2002, to 22,400 in September 2002 – an increase of 723%.

Relationship services (such as home loan customer relationships or AgriBusiness relationships) and mobile services (such as mobile lending) have not been impacted by the agency closures.  The only difference is that customers would have been able to visit a limited service agency and be ‘referred’ to these services prior to the closures.  However, the National has set up an enquiry line for such referrals.  The enquiry line is not IVR operated, but instead, is answered directly by an operator.  The National has personally advised each customer affected by the closures of this enquiry line.

Customer and external stakeholder feedback 

The 56 closures occurred over a five month period with the last closure occurring on 16 August 2002. 

In addition to written correspondence received by the National, the relevant local Area Managers have been constantly monitoring the impact of the closures via verbal feedback from customers in their local areas.

Based on both the written and anecdotal feedback received by the National, the key issues raised by customers and external stakeholders can be summarised as follows:

· impact of the agency closure on the long term viability of the local community;

· impact of closures on older customers and those without transport who do not use card based accounts; 

· impact of closures on affected National staff; and

· rural agency closure program being a direct response to the National’s Homeside US decision. 

Most of the issues raised were dealt with by communication through different channels, including:

· individual letters sent to each affected customer outlining the closure program and the alternative choices;

· response letters addressing the specific concerns of those that wrote to the National; 

· briefing agency staff of the key concerns;   

· close liaison with local Australia Post licensees to ensure National customers were welcomed and the new way of transacting ‘demystified’;

· numerous community meetings discussing the various banking options; and

· customers with relationship managers were personally contacted to ensure alternatives were discussed.

The National’s response to each of these concerns has been as follows:

· Long term viability of the community  

As discussed throughout this submission, the National has a long and proud association with rural Australia with more rural branches than any other bank, together with a strong AgriBusiness segment, which banks approximately 1 in every 3 farmers across Australia.  

This was not a decision made lightly, however the National was required to look at new and innovative ways of providing ‘over the counter’ services in the 56 communities where transaction volumes were low.  This is why the National has progressed its relationship with Australia Post, as it is a highly regarded provider of transactional services handling 31 million transactions last year for more than 70 different financial institutions.

· Impact on customers without card based accounts  

As outlined above, the National underwent an extensive migration and education campaign to help those customers, including elderly customers, migrate to card based accounts.  In turn, most passbook customers have migrated to a card based account.  

Transactional volumes and anecdotal evidence both suggest that those customers that have not migrated to a card based account, are choosing to transact at nearby branches during their weekly visits to their nearby regional town.

· Impact of closures on staff 

As outlined above, the National has a clear redeployment policy and as such, sought to redeploy all affected staff.  Many staff were redeployed.

· Closures being a direct response to US Homeside 

The Homeside loss had no bearing on the National’s Network Transformation Program which was planned well before and therefore would have proceeded regardless of any US Homeside event.

The National’s rural agency closure program was completed in August 2002.  The National plans to undergo an internal review of the rural agency closure program twelve months after the agency closures, in order to assess the impact it has had on its customers.  A twelve month period is seen as a reasonable period within which to make such an assessment, as it is the National’s experience that a sufficient amount of time needs to pass to allow customer transactional patterns to stabilise, before a proper analysis can be done.

Lessons learned
As outlined above, the rural agency program involved an extensive communications campaign with our affected customers and their local communities - during and after our public announcement of the rural agency closure program.  

However, the National now recognises that it could have engaged more with affected rural customers and with key representatives of their local communities during the decision making process. In hindsight, the National recognises that customers and their local communities can play a valuable role in helping the National shape its network to best meet their needs.  
In addition, the National could have promoted the giroPost facilities in each of the 56 communities well before the decision to close the agencies was made.  Running giroPost in parallel with our agencies for a period would have allowed customers to become familiar with the alternative service before the decision to close the agencies was made.

In this context, the executive leadership team of the National’s Financial Services Australia (FSA) business went on an extensive roadshow across Australia throughout September 2002.  The FSA Roadshow visitedTownsville, Brisbane, Toowoomba, Coffs Harbour, Canberra, Sydney, Albury, Melbourne, Ballarat, Bendigo, Geelong, Hobart, Adelaide, Clare Valley, Darwin, Bunbury and Perth.  Staff, customer and community forums were held in each of the regional locations.  

These forums have been a success with extensive feedback and guidance delivered back to the executive leadership.  The key themes of this feedback include:

· greater community engagement around rural branch closures;

· further education on alternative banking channels;

· rural branches to be more involved in the community (for example, the decentralisation of the National’s sponsorship processes);

· strength of the Agribusiness segment; and

· further ‘community and customer’ forums. 

The learning and development hasn’t stopped here.  The FSA executive leadership team is working through the feedback received, with the view to setting objectives and outcomes within a three, six and twelve month time frame.  These outcomes will no doubt be reflected in new ways of doing business, which the National would be happy to talk to the Committee members about in more detail as they are developed. 

� Throughout this submission, the term ‘rural’ covers ‘rural, regional and remote’ Australia (unless otherwise specified).  In turn, the geographical area covered by ‘rural’ Australia - includes Hobart and Darwin, but excludes Canberra, Gold Coast, Sunshine Coast, Newcastle and Wollongong.  This reflects the National’s internal definition of the term.


� This statement is based on the National’s internal definition of ‘rural’ and APRA’s Point of Presence Report 2001. 


� APRA Point of Presence Report 2001 & Australian Census 2001.  The APRA Point of Presence Report 2002 was not available at the time of lodgement of this submission.


� All 56 giroPost outlets are ‘business enabled’ however 2 do not have a ‘business cash deposit’ facility – due to Australia Post’s internal business rules. 


� As at 31 September 2002.  Outlets may be co-located in one building.


� Excludes the National’s wealth management network.


� APRA Point of Presence Report 2001 & Australian Census 2001.  The APRA Point of Presence Report 2002 was not available at the time of lodgement of this submission.  As such, it must be noted that the APRA 2001 figures do not reflect industry branch closures occurring in 2002, including the National’s 56 limited service agency closure program.  Taking into account the National’s rural closures in 2002 (and assuming there have been no rural branch closures by the other banks), the National continues to have 21 more branches than any other bank in populations less than 10,000.


� As above.  Taking into account the National’s rural closures in 2001 (and assuming there have been no rural branch closures by the other banks), the National continues to have 19 more branches than any other bank in small country towns where there is only one financial institution. 


� Market share figures as at June 2002.  Source: Roy Morgan Research. 


� Market share figures as at March 2002.  Source: Roy Morgan Research.


� 60 of which are ‘cash enabled’ business giroPost services.


� Source:  DBM Consultants Pty Ltd
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