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24 March 2000

The Secretary

Senate Superannuation and Financial
Services Select Committee

Parliament House

CANBERRA ACT 2600

Dear Sir

1 attach hereto the Association's submission relating to item (a) of the Committee's current
inquiry into matters pertaining to superannuation and financial services,

Yours faithfully

J

I’V LARKEY
XECUTIVE DIRECTOR

Att

INCORPORATED IN THE AUSTRALIAN CAPITAL TERRITORY WITH LIMITED LIABILITY
ARBN, 003 716 201



SUBMISSION TO THE SENATE SELECT COMMITTEE ON
SUPERANNUATION AND FINANCIAL SERVICES

BY
AUSTRALIAN ASSOCIATION OF PERMANENT BUILDING SOCIETIES

FUNDING OF BANKING SUPERVISION

This Submission is in respect of Item (a) of the Committee’s Terms of Reference and
relates to the funding by ADI of prudential supervision and consumer protection

agencies, APRA and ASIC.

The building society sector of the retail financial system comprises 19 institutions with
total assets of over $12 billon and a customer base of 2 million. The sector provides a
full range of retail banking services in competition with the large banks. We are very
prominent in many regional cities and towns in Australia. In a number of instances, by
virtue of location of its head office, a society will be a very important employer of skills
in the region. For these organisations to compete it is essential they operate in a system
that does not impose unnecessary costs and which is fair and equitable vis-a-vis

competitors.

It is against this background that we raise with the Committee the perverse impact of the
Authorised Deposit Taking Institutions Levy Imposition Act 1998 on our members and
other medium size regional banks. A copy of the relevant provisions is attached. Tt will
be noted that Section 2 sets a statutory upper limit of $1million (indexed) on the amount
of levy any one institution may be charged. The indusiry has been informed by Treasury
that a limit is imposed inter alia to meet the demands of the H of R and the Senate and
that neither House would likely endorse removal of the limit. We have also been advised
that there was little or no science applied to the cap level when originally set other than

that "it seemed like a large amount at the time".

The upper limit currently applies to the ten largest banks in Australia.
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In June 1999, the Minister for Financial Services and Regulation, Mr Hockey, announced
areview of the APRA levy system by Treasury. This was in response to representations
from industry and others following the establishment of initial industry funding
arrangements for APRA and ASIC.

Submissions have been made to the Treasury Review but we remain very éonéemed that
the distortions and unfairness of the statutory maximum 1evy and the bias it introduces
may not be fully understood by the Parliament. It punishes the med1um-51zed ADI and
will continue to do so in future years. This includes all building societies and also
regional banks. These are the institutions which Govermi;ent, Opposition and Democrat
spokespersons want to see continuing to provide financial services in regional Australia

and contesting markets with the ten largest banks.

The impact of the statutory limit is illustrated in the attached table. We make the

following observations:

1. The four major banks which hold 65% of total bank assets and account for the

major part of systemic risk and whose depositors receive the bulk of the benefit

from regulation pay 16% of the levy.

2, The cap means that the middle sized ADI (credit unions are protected by a
minimum) are required to pay in full any exceptional costs incurred by APRA e.g.

APRA start-up costs are charged entirely to ADI under the levy cap.

3. The cap means that small and medium-sized institutions such as building

societies and regional banks are required to meet in full the levy shortfall from

bank mergers.

4. The recent mergers of Bankers Trust, Macquarie Bank and Deutsche Bank, the
Colonial & Trust Bank merger, the Deutsche and Dresdner merger and the

expected Colonial and Commonwealth merger could result in an estimated
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reduction of levy income to APRA/ASIC of some $2.6 million, in a total ADI

levy of some $25 million or over 10% could be expected.

5. Mergers aside the levy 1s most likely to increase at a faster rate for building
societies and small to medium sized institations than it will for the major banks.
The cap paid by the major banks is indexed (to inflation) whilst building societies
and other ADI in the middle will pay according to 'a.sset grow;h which is typically

higher than inflation.

It appears to us that the upper limit must be changed. Thé middle group of ADI should
not be asked to pick up the shortfall created by mergers of banks. The capacity of APRA
to do its job is also potentially at risk. We recommend that the Committee consider and
seck a resolution to this issue and preferably recommend removal of the statutory upper

limit on levies.

We are also concerned about the level of accountability of APRA but, in particular, by
ASIC to those actually paying the levies. We appreciate the levy is set by the Treasurer
and that both bodies report to the Treasurer and to the Parliament. Nevertheless we think
it would be an additional benefit to all concerned if some measure of accountability in a
meaningful format could also be made to those which must actually pay the levy

amounts.

AAPBS
24 March 2000



FINANCIAL SECTOR LEVIES FOR APRA

Institution Assets APRA Levy

R .$'000 ®
ANZ 98,164 1,000
CBA 112,881 - 1,000
NAB 124878 - - 1,000
Westpac 96,331 1,000
St George 43,926 1,000
Macquarie 20,826 - 1,000
All Building Societies ™ 12,270 . 1,698
Adelaide Bank 5,399 702
Bendigo Bank 4,153 ] 540
Bank of Queensland 3,204 417

M October 1999
@ Rate 0.13 per million of assets

& December 1999
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Total Assets for All Building Societics
{$ million)

State [nstitution Dec 1999 Sep 1999 Jun 1999 Mar 1999 Dec 1998
NSW Armidale Building Society Limited <. 394 382 383 371 36.0
GIO Building Socicty Limited 634.4 677.7 626.2 610.6 601.3
Greater Building Society Ltd 1,266.1 1,285.8 1.229.2 1,210.1 1,188.5
Hume Building Society Ltd 229.5 227.2 219.8 219.2 2136
Tilawarra Mutual Building Society 1,702.4 1,670.1 1,612.3 1,635.6 1,625.0
Maitland Mutual Building Society Limited 121.6 118.6 113.6 107.2 105.2
Newcastle Permanent Building Society Ltd 2,094.1 2.074.8 1,945.4 1,895.9 1.883.6
QLD First Australian Building Society Limited 1,624.8 1,601.0 1,467.9 1,416.8 1,310.1
Heritage Building Society Limited 1,200.1 1,208.5 1,176.6 1,278.6 12433
Mackay Permanent Building Society Ltd 266.7 2625 251.7 248.5 248.6
Pioneer Permanent Building Society Limited 236.6 2236 206.5 211.4 187.2
The Rock Building Society Limited 356.7 3927 402.7 3gg.0 3931
Wide Bay Capricomn Building Society Lt 805.9 769.9 737.8 712.1 646.5
VIC  Australian Unity Building Society Limited 119.0 137.9 138.9 148.8 151.8
NRMA Building Society Limited 1,432.7 1,443.2 1,403.2 1,184.4 1,167.0
WA Home Building Society Ltd 667.2 678.2 664.2 .. 671.8 666.3
TAS Bass & Equitable Building Society Ltd 174.9 180.8 176.5 . 177.1 174.3
SA  Lifeplan Building Society 47.9 455 44.9 43.8 42.0
NT  Territory Mutual Building Society Limited 47.0 48.3 478 48.0 48.5
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A Bill for an Act to impose a levy on authorised
deposit-taking institutions

The Parliament of Australia enacts:

1 Short title

This Act may be cited as the Authorised Deposit-taking Institutions
Supervisory Levy Imposition Act 1998,

L 1998

Authorised Deposit-taking Institutions Supervisory Levy Imposition Bill 1998 Na.
f



Section 2

2 Commencement

(N

(2

(3)

Subject 1o subsection {2), this Act commences on a day to be fixed
by Proctamation.

If this Act does not commence under subsection (1) within the
period of 24 months beginning on the day on which this Act
receives the Royal Assent, it commences on the first day after the
end of that period. A

If this Act commences during a financial year (but not on 1 July of
that financial year), this Act has effect in relation to that financial
year subject to the modifications specified in the regulations.

3 Act binds the Crown

This Act binds the Crown in each of its capacities.

4 External Territories

This Act extends to each external Territory.

5 Definitions

In this Act, unless the contrary intention appears:

ADI has the same meaning as in the Banking Act 1959.

Nate: ADI is short for authorised deposit-taking institution.

indexation factor means the indexation factor calculated under
section 8.

index number, in relation to a quarter, means the All Groups
Consumer Price Index number, being the weighted average of the
8 capital cities, published by the Australian Statistician in respect

of that quarter.

2 Authorised Deposit-taking Instituiions Supervisory Levy Inposition Bill 1998 No.

1998
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Section 6

levy impaosition day, in relation to an AD] for a financial year,
means:
(a) if the ADLis an ADI on | July of the financial year—that
day; or
(b) in any other case—the day, during the financial year, on
which the ADI becomes an ADI.

statutory upper limif means:
(a) in relation to the first financial year that ends after this Act
commences—$1,000,000; or
(b} in relation to a later financial year—the amount calculated by
multiplying the statutory upper limit for the previous
financial year by-the indexation factor for the later financial

year. -

6 Imposition of authorised deposit-taking institutions supervisory
levy

Levy payable in accordance with subsection 8(1) of the Financia/
Institutions Supervisory Levies Collection Act 1998 is imposed.

7 Amount of levy

(1) Subject to subsection (2), the amount of levy payable by an ADI
for a financial year is:

(a) unless paragraph (b) or (¢) applies—the amount that, for the
financial year, is the levy percentage of the ADI’s asset
value; or

(b) if the amount worked out under paragraph (a) exceeds the
maximum levy amount for the financial year—the maximum
levy amount; or

(c¢) if the amount worked out under paragraph (a) is less than the
minimum levy amount for the financial year—the minimum
levy amount.

N, L U8

Authorised Deposit-taking Instirutions Supervisory Levy Imposition Bill 1998
b



(T PR

G

I
e

Section 7

(2)

(3

)

(5)

(6)

Note: The levy percentage, maximum levy amount, minimuns levy amoant
and the method of working out the ADI's asset value, are as
determined under subsection {3).

If the levy imposition day for the ADI for the financial year is later
than I July in the financial year, the amount of levy payable by the
ADI for the financial year is the amount worked out using the
following formula: -

The amount worked out .
The number of days in

under subsection (1) A
The number of days I + the financial year after
‘ ' h ; .

in the financial year . the levy imposition day

.

The Treasurer is, in writing, to determine:
(a) the maximum levy amount for each financial year; and
(b) the minimum levy amount for each financial vear; and
(c) the levy percentage for each financial year; and
(d) how an ADI’s asset value is to be worked out.

An amount determined under subsection (3) as the maximum levy
amount must not exceed the statutory upper limit as at the time
when the determination is made.

The Treasurer’s determination under paragraph (3)(d) of how an
ADI’s asset value is to be worked out is to include, but is not
limited to, a determination of the day as at which the ADI’s asset
value is to be worked out. That day must be:

(a) if the ADI was an ADI on 1 July of the financial year—a day
between 17 March and 14 April of the previous financial
year; or

(b} if the ADI was not an ADI on | July of the financial year—
the day after 31 March of the previous financial year on
which the ADI became or becomes an ADL

A determination under subsection {3) may make different
provision for different classes of ADIs.

4 Authorised Deposit-taking Institutions Supervisory Levy Imposition Bill 1998 No.

1998
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Section §

A dcténﬁination under subsection {3) is a disallowable instrument
for the purposes of section 46A of the Acts Interpretation Act

1901 :

8 Calculation of indexation factor

(1) The indexation factor.for a financial year is the number worked out
by dividing the index number for the March quarter immediately
preceding that financial year by the index number for the March
quarter immediately preceding that first-mentioned March quarter.

(2) The indexation factor is to be calculated to 3 decimal places, but
increased by .001 if the 4th decimal place is more than 4.

(3) Calculations under subsection (1);_

(a) are to be made using only the index nurabers published in
terms of the most recently published reference base for the
Consumer Price Index; and

(b) are to be made disregarding index numbers that are published
in substitution for previously published index numbers
(where the substituted numbers are published to take account
of changes in the reference base).

9 Regulations

The Governor-General may make regulations for the purposes of
subsection 2(3).

No, 1994

Aurthorised Depasit-taking Institutions Supenvisory Levy mpasition Bill 1998
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