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ABSTRACT

The purpose of this study is to analyse the influence of Enterprise Risk Management
(ERM) Implementation towards Bank Profitability Performance in banking
industry. Continuing the study of Liem in 2018 in Indonesia, this study focus is in
Australia as its comparison. Since Australia is the neighbour country of Indonesia,
Australia, as a developed country could act as a great comparison subject for
Indonesia, a developing country. This study emphasises on ERM Index and ERM
Dimension to analyse the ERM implementation and Net Interest Margin and Return
on Average to analyse the Bank Profitability Performance. This study main research
question: “Is there any influence of ERM Implementation towards Bank
Profitability Performance?” The analysis of this study uses Panel Data
Generalized Least Squares (GLS) Regression by STATA M-64. The result of this
study confirms that ERM Index has positive influence toward Bank Profitability
Performance. However, this study still unable to confirms the influence of ERM
Dimension toward Bank Profitability Performance due to inconsistency results.
Therefore, this study encourage future researcher to conduct a deeper research
regarding the influence of ERM Implementation towards Bank Profitability
Performance with a wider range of sample.

Keywords: ERM Implementation; ERM Index; ERM Dimension; Bank Profitability
Performance.



CHAPTER |
INTRODUCTION

1.1 Background

The main goal of every company is to increase their firm value. In order to do that,
a well-established management is necessary, especially in financial management.
Afterall, quoted from Liem’s (2018) study, according to Keown et al. (2014), a
firm’s value is assessed by its profitability ratios. Therefore, it is important for a
firm to manage their risk (Olson et al, 2008; Eckles et al, 2014). As a matter of fact,
previous studies have shown that managing risk has positive influence toward the

firm value (Allayanmis and Weston, 2001; Jin and Jorion, 2006).

For years, managing risk has been done through a Siloed approach. This mean, each
department of a firm assess and manage their own risk. In 1970s, risk management
was used to reduce pure risk related loss through insurance (McShane, 2011). In
1996, an argument coming from Stulz stated that by reducing cost of capital and
taxes, risk management is able to reduce any unpredictability and potential of

bankruptcy, which finally leads to increasing a firm’s value.

However, recently the role of risk management faces a change in a firm. It is
currently known as Enterprise Risk Management (ERM) (Power, 2004; Nocco and
Stulz, 2006). Following the ERM, risks are now assigned ownership with
accountability. It was originally proposed by COSO (2004), focusing on non-

financial industry.

As years goes by, due to further development (Lechner and Gatzert, 2017), ERM
conceptual framework has become relevant. This framework by COSO (2004) has

the ability to improve a firm’s performance (Power, 2009). In addition, Gordon et



al. (2009) developed ERM Index with ERM conceptual framework (COSO, 2004)
as its foundation. Through the four risk management objectives, Gordon et al.
(2009) stated that ERM Implementation, which in this case described as ERM
Index, has positive influence towards non-financial firms’ performance, industry.

The four risk management includes:

a. Strategy: relation with market

b. Operating: the relation of the bank’s input and output in the business process

c. Reporting: the number of report in order to assess the bank’s reporting reliability
d. Compliance: compliance towards existing rules and regulation created by the

legal entities such as government

1.1.1 Need of Study

Since ERM is not a common academic topic to be discussed, the researchers feel
the need of this study. In addition, despite being used as a benchmark to assess
firms’ performance, the usage of ERM is still limited to non-banking industry.

Therefore, it is necessary to conduct this study.

1.2 Problem Statement

Since COSO (2004) focuses on non-financial industry, even with the development
of ERM Index (Gordon et al, 2009), the academic discussions regarding ERM
Implementation towards the performance of a firm is still limited to a small amount
(Arena and Arnaboldi, 2014), especially in banking industry. Therefore, this study
is discussing about ERM Implementation and its influences towards Bank

Profitability Performance to give a better understanding of this topic.

Previously, Liem (2018) has discussed ERM Implementation toward bank
performance. In Liem’s study, the subjects being assessed are 4 banks in Indonesia,
including Bank Mandiri, Bank Negara Indonesia, Bank Rakyat Indonesia, and Bank
Tabungan Negara. In this study, in order to widen the variety of the research, the
subjects being assessed are the top 4 banks in Australia, including Commonwealth
Bank, Westpac, ANZ, and NAB. Considering how Australia is the neighbour

country of Indonesia and a multicultural country, similar to Indonesia, the



researcher feels Australia is the right subject. In addition, Australia is a developed
country. Therefore, Australia can act as a comparison with Indonesia, a developing

country.

1.3 Research Questions

Responding to the problem statement mentioned above, this study discusses the
main research question as follow:

Is there any influence of ERM Implementation towards Bank Profitability

Performance?

To identify the main research questions, another 6 research questions are created as

follow:

1. Does ERM Index has positive influence toward Net Interest Margin?

2. Does ERM Index has positive influence toward Return on Assets?

3. Does Information of Financial Risk has positive influence toward Net Interest
Margin?

4. Does Information of Financial Risk has positive influence toward Return on
Assets?

5. Does Information of Risk Response has positive influence toward Net Interest
Margin?

6. Does Information of Risk Response has positive influence toward Return on

Assets?

1.4 Research Objectives
From the Research Questions stated above, the objective of this study is:
To find out is there any influence of ERM Implementation towards Bank

Profitability Performance.

To achieve the research objective, 6 research objectives are created as follow:
1. To find out is there a positive influence of ERM Index towards Net Interest
Margin

2. Tofind out is there a positive influence of ERM Index towards Return on Assets



3. To find out is there a positive influence of Information of Financial Risk
towards Net Interest Margin

4. To find out is there a positive influence of Information of Financial Risk
towards Return on Assets

5. To find out is there a positive influence of Information of Risk Response
towards Net Interest Margin

6. To find out is there a positive influence of Information of Risk Response

towards Return on Assets

1.5 Significance of Study
This study helps to give understanding and insights regarding the relation of ERM
Index and ERM Dimensions towards Net Interest Margin and Return on Assets.

Therefore, this study will be beneficial for:

1. Academic World
This study can be used to support further studies regarding ERM

Implementation and Bank Profitability Performance.

2. Banking Industry
This study can help banking industry to use ERM, which until now is limited to

non-banking industry, to improve performance.

1.6 Limitation

The study has several limitations:

a. The banks being used as the subject of the study are the top 4 banks in Australia.
b. The period of data taken is from 2016-2017

1.7 Thesis Organization

This study are organized as follow:



Chapter 1 Introduction: Background of the study explaining why this study
needs to be conducted, including the problems, research questions, and
research objectives.

Chapter 2 Literature Review: Definitions and Theories which supports this
study.

Chapter 3 Research Methodology: The methods of the research.

Chapter 4 Results and Discussions: The result of the research and its
discussion.

Chapter 5 Conclusion: Conclusion of the study, and recommendation for
further research in the future.



CHAPTER 11
LITERATURE REVIEW

2.1 Grand Theory

Development of the concept of risk has last for thousands of years. However,
different sources have shown that there has been no definite definition of risk (Aven
& Renn, 2009). Since risk talks about future events and its consequences, and in
addition could be influenced by unlimited factors, it still cannot be defined. As a

matter of fact, there is still ongoing debate regarding risk’s definition (Aven &
Renn, 2009).

Despite the ongoing debate, in order to avoid loss, researchers has tried to manage
risk through risk management (Georges Dionne, 2013). According to Laurence et
al. (2013), the first step to manage risk is to identify and classify any prospective

risks. The five primary sources of risks includes (Laurence et al, 2013):

1. Production Risk — risks involving any event or activity related to
production. Several example of the main sources of production risks are
climate changes, diseases, the quality of inputs, or pests. Fire, theft, and
other casualties are also production risk’s sources.

2. Marketing Risk — market related activities that influence variability of
goods’ prices. Access to markets is included as marketing risk.

3. Financial Risk — risks that danger the financial condition of a business. It
has four basic components, which are:

a. The cost and availability of capital

b. The ability to meet cash flow needs in a timely manner
c. The ability to maintain and grow equity

d. The ability to absorb short-term financial shocks.

4. Legal Risk — risks related to legal implications. Commonly, legal risks are
categorized into 5 category which are:

a. Contractual arrangements

b. Business organization



C.
d.
e.

Laws and regulations
Tort liability
Public policy and attitudes.

5. Human Risk — risks related with safety, satisfaction, and productivity of

human resources. It can be summarized into several main categories:

a.
b.
C.
d.

Human health and well-being
Family and business relationships
Employee management

Transition planning.

2.1.1 Enterprise Risk Management

In 2004, Committee of Sponsoring Organization of the Treadway Commission

(COSO) developed the management in order to channel opportunities, which could

either be a negative or a positive, back to the main goal. It is called Enterprise Risk

Management (ERM). ERM handles risks and opportunities which has effect

towards value creation. According to COSO, several points which describes ERM

are:

T Qe o o o0 o o

A process

Influenced by board of directors, management, and other personnel
Applied in strategy setting

Applied at every level of an organization

Identify potential events which could affect the entity

Manage risks

Provide reasonable assurance

Focused on to achieve the main goals of the firm

This framework is designed to achieve the 4 categorization of a firm’s objectives
(COSO, 2004), which are:

a. Strategic — high-level goals, supporting its mission

b. Operations — efficient and effect usage of resources

c. Reporting — reliability of reporting

10



d.

Compliance — compliance with existing laws and regulations

ERM consists of 8 components which are related to each other. These components

are obtained from how the management runs the company combined with the

process (COSO, 2004). The components are:

a.

Internal Environment — The internal environment sets the foundation of how
risk is assessed and managed by the people, such as risk management
philosophy and risk appetite. In addition, integrity, ethical values, and

environment is also included in Internal Environment.

Objective Setting — Before management could identify potential risks, the
existence of objectives are necessary. ERM ensures the management has set
objectives and making sure the objectives support with the mission and vision
of the firm. In addition, ERM also ensures that these objectives are consistent
with the risk appetite.

Event Identification —Any events which could affecting a firm to achieve its
objectives must be identified. These events could be external or even internal.
This kind of events have to be distinguished between risks or opportunities.
Opportunities events will be proceed to the management’s strategy.

Risk Assessment — Risks are analyzed, by considering chances of happening
and how great it could affect the firm as a foundation to determine how it will
be managed.

Risk Response — Some form of responses while managing risks are avoiding,
accepting, reducing, or sharing risk. From these responses, action plans are
developed to respond balance risks with the firm’s risk tolerances.

Control Activities — Establishment and implementation of policies and
procedures to help ensure the application of risk responses are effective.
Information and Communication — Identifying, capturing, and communicating
related information in a form and timeframe which helps people to fulfill their
responsibilities. Communication can be considered effective only if it occurs

not only to several level of a firm, but to all level.

11



h. Monitoring — The whole ERM is monitored and modified as needed. Existing
activities of the management, separate evaluations, or both helps the
accomplishment of Enterprise Risk Management.

2.1.2 ERM Index

The popular general argument stated in literatures is that ERM Implementation has
positive influence towards firm performance (COSO, 2004; Nocco and Stulz, 2006;
Hoyt and Liebenberg, 2009). However, Gordon et al. (2009) argued that ERM and
performance can only have positive influence if affected by 5 specific firm factors.
The 5 specific firm factors are environmental uncertainty, industry competition,
firm complexity, firm size, and board of directors’ monitoring. Gordon et al. (2009)
believed that if the ERM system and the 5 factors are aligned, only then the ERM-
Performance relation will be established. Therefore, Gordon et al. (2009) developed
ERM Index (ERMI) which help firms to assess their ability to achieve their goals
relative to the 4 objectives categorization by COSO (2004). The main formula of
ERMI is as follow:

ERM Index =X Strategy + X Operating + X Reporting + X Compliance

Strategy

Strategy talks about the relation of the firm within the market. In the same industry,
all market will compete to gain sales from similar target market. Therefore, each
firm will set their strategy to position itself with a competitive advantage, compared
with other competitor (Gordon et al. 2009). In 2018, Liem (2018) helped banking

industry by formulating an equation to measure the strategy of a financial

institution. The equation is:
Strategy = (Interest Income — Average Commercial Banks Interest Income)
o Interest Income
Operating

Operating talks about the relation of the bank’s input and output in the business

process. Higher efficiency and effectivity of resources usage should reduce the risk

12



of failure (Gordon et al. 2009). To measure the operating of banking industry, Liem
(2018) developed an equation as follow:

Interest Income
Total Assets

Operating =

Reporting

The easiest way to understand reporting is reporting reliability. Any illegal
activities will be a proof of poor reporting quality. Higher reporting score should
increase performance and reduce risks of failure (Gordon et al. 2009). The equation

below is used to calculate the reporting reliability of banking industry (Liem 2018):

Reporting = (Material Weakness) + (Auditor Opinion) + (Restatement)

Material Weakness = Dummy Variable

It is set to (-1) if the Bank discloses any material weakness in its US$
10K, otherwise is set to (0)

Auditor Opinion = Dummy Variable

It is set to (0) if the Bank has unqualified auditor opinion in its US$ 10K,
otherwise is set to (-1)

Restatement = Dummy Variable

It is set to (-1) if the Bank announces restatement, otherwise is set to (0)

Compliance

Compliance shows whether the firms are following the existing laws and
regulations created by the legal entities such as government. Higher compliance
towards the laws and regulations will reduce the risk of failure. It is reasonable that
by increasing regulation compliance, a firm will lower their settlement losses and
increase settlement gains (Gordon et al. 2009). Compliance in banking industry is

measured by the equation stated below (Liem 2018):

External Auditor Fees
Total Assets

Compliance =

2.1.3 ERM Dimension

ERM Dimension is the components of ERM. These components are taken from

how the firm runs their business and combined with its management process.

13



Information of Financial Risk

According to Laurence Crane et al. (2013), financial risk are risks related to events
which could harm the financial condition of a firm. The four basic components of
financial risks are (1) the cost and reserve of capital, (2) the ability to fulfill cash
flow requirements in time, (3) able to preserve and increase equity, (4) the ability
to receive unexpected short-term financial loss (Laurence Crane et al, 2013). To
manage this risk, cash flow will be a vital key.

According to COSO (2004), Information of Financial Risk is any Information of
identified internal or external events which affect achievement of the entity’s
objectives. These events should be distinguished whether it is a risk or an

opportunity. The opportunities will be proceed to the management’s strategy.

Information of Risk Response

In order to respond to risks a firm could avoid, accept, reduce if possible, or even
share risk. Any acts that a firm choose will be developed into action plans to face
the risks itself. These action plans will be made based on the firms’ risk tolerances

and risks appetite (COSO, 2004)

2.1.4 Bank Profitability Performance

Commonly, there are 3 measurements of bank performance. These 3 measurements
are Net Interest Margin (NIM), Return on Assets (ROA), and Equity Multiplier
(EM) (Liem, 2018).

Net Interest Margin (NIM)
NIM is defined as a percentage to describe how sensitive and elastic a bank is

towards interest rate risk (Fathi et al, 2012). A high NIM would indicates a good
management of assets and liabilities. Vice-versa, a low NIM is a sign of a profit
squeeze (Fitsum Ghebregiorgis and Asmerom Atewebrhan, 2016). NIM is
calculated by using this formula (Liang et al, 2013):

Net Interest Revenue

NIM = Total Assets

14



Return on Assets (ROA)
ROA is the ratio to measure a bank’s performance. According to Fitsum

Ghebregiorgis and Asmerom Atewebrhan, ROA is the widespread formula to

assess bank profitability. It is often used as an overall index of profitability. A high

ROA indicates an efficient operations of a bank (Fitsum Ghebregiorgis and

Asmerom Atewebrhan, 2016). ROA is defined as a percentage through this formula
(Kosmidou, 2008):

Net Profit After Tax

ROA =

Total Assets

This ratio shows the returns percentage from the total assets that the bank has

(Bouzgarrou et al, 2017).

2.2 Previous Studies

Table 2.2: Previous Studies

No | Title Author(s) Year | Results

1 Business Horizons: | John R.S. Fraser | 2016 | This article provide the
The Challenges of |and Betty J. basic steps of
and Solutions for | Simkins implementing ERM to
Implementing help firms face the
Enterprise Risk existing challenges
Management

2 Advances in | Carolyn 2017 | This article supports
Accounting:  Does | Callahan  and that there is significant
Enterprise Risk | Jared Soileau positive influence of
Management ERM Maturity
Enhance Operating towards Industry’s
Performance? Operating

Performance in non-

financial industries.

15




The British | Cristina  Florio | 2016 | This article tests the
Accounting Review: | and Giulia relationship of ERM
Enterprise Risk | Leoni and Italian companies’
Management  and performance. The
Firm  Performance: result supports that
The Italian Case better ERM
implementation does
resulting in  better
performance, both in
financial performance
and market evaluation
Management Adele 2015 | This article explains
Accounting Caldarelli, ERM role in credit

Research: Managing
risk in credit
cooperative  banks:
Lessons from a case

study

Clelia Fiondella,

Marco Maffei,
and Claudia
Zagaria

cooperative banks to
acquire both social and
economic goals. In
addition, this article
also suggests several
necessary  practical
steps in order to

achieve the goals.
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Journal of Financial | Sana Masmoudi | 2018 | This article strengthen
Reporting and | Mardessi  and the positive relation of
Accounting: Sonda  Daoud risk management
Determinants of | Ben Arab towards  corporates’
ERM values by assessing 70
implementation: the studies relating to risk
case of Tunisian management.
companies

J. Account. Public | Lawrence  A. | 2009 | This article argued that
Policy:  Enterprise | Gordon, Martin ERM and performance

risk management and
firm performance: A
contingency

perspective

P. Loeb,
Chih-Yang
Tseng

and

can only have positive
influence if affected by

5 specific firm factors

which are
environmental

uncertainty, industry
competition, firm

complexity, firm size,
and board of directors’
monitoring. Gordon et
al. believed that if the
ERM system and the 5
factors are aligned,
only then the ERM-
Performance
be established.

relation
will

Therefore, this study

17




developed ERM Index
to respond to this issue.

Management
Banking Industry

7 Enterprise Risk

Christina Liem

2018

This article discusses

about ERM
Implementation in
banking industry
which IS still

considered to be rare.
Liem focused on how
ERM Implementation
could influence
banking performance.
In this article, Liem
used 4 state-owned
commercial banks in
Indonesia and the 3
common measurement
of bank performance
(NIM, ROA, EM) as
the research subject.

Liem’s study supports

the positive influence

of ERM
Implementation to
ward bank
performance.

2.3 Research Gap

This study focuses to support Liem’s (2018) study that stated ERM Implementation

has positive influence towards Bank Profitability Performance. In order to widen

the research, this study attempt its research from Banking Industry in Australia.
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CHAPTER IlI
RESEARCH METHODOLOGY

3.1 Theoretical Framework

This study uses 2 kinds of variables, which are dependent and independent
variables. The dependent variables are the Bank Profitability Performance. In this
study, this variable is described by Net Interest Margin and Return on Assets.
Meanwhile, the independent variables are ERM Index and ERM Dimensions,
which in this study is focused more in Information of Financial Risk and

Information of Risk Response.

ERM Index (X1)
(Gordon et al, 2009)

ERM Dimension
(COSO 2004)

Net Interest Margin (Y1)

Information of
Financial Risk (X2)

Return on Assets (Y2)

Information of Risk
Response (X3) [ Hb Lo

Figure 3.1 Theoretical Framework

Source: Researcher, 2018
3.2 Hypothesis

Based on previous study, the researcher has developed 6 hypotheses as follow:

H1: ERM Index has positive influence toward Net Interest Margin

H2: ERM Index has positive influence toward Return on Assets
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H3: Information of Financial Risk has positive influence toward Net Interest
Margin

H4: Information of Financial Risk has positive influence toward Return on Assets

H5: Information of Risk Response has positive influence toward Net Interest
Margin

H6: Information of Risk Response has positive influence toward Return on Assets

3.3 Operational Definitions

No. Variable Definition

1. | ERM Index (Gordon et | ERM Implementation by assessing 5 firm factors
al, 2009) which believed to affect the performance of a

firm’s ERM. The factors are as follow:
1. Environmental Uncertainty

2. Industry Competition

3. Firm Complexity

4. Firm Size

5. Board of Directors’ Monitoring

2. | Information of Information of any identified internal or external
Financial Risk (COSO, | events which affect achievement of the entity’s
2004) objectives. These events should be distinguished

whether it is a risk or an opportunity.

3. | Information of Risk Information of how management respond to
Response (COSO, risks, whether to avoid, accept, reduce, or share
2004) risk. Also how management develop action plans

to face the risks.

4. | Net Interest Margin The sensitivity and elasticity of a bank towards

(NIM) (Liang et al,
2013; Fathi et al,
2012)

interest rate risk. NIM is defined as a percentage

through this formula:

Net Interest Revenue

Total Assets
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5. | Return on Assets The ratio to measure a bank’s performance. ROA
(ROA) (Kosmidou, is defined as a percentage through this formula:

2008; Bouzgarrou et
al, 2017) Net Profit After Tax

Total assets
This ratio shows the returns percentage from the

total assets that the bank has.

Table 3.1: Operational Definitions
Source: Researcher, 2018

3.4 Research Design

This study uses numerical form to manage the data being used. Both the data
collection and result is in numerical form. The data then is analyzed using statistic
model. Therefore, this study uses quantitative analysis as its type of research.
According to Kothari (2004), quantitative research is based on quantity
measurement and applicable only to phenomena which can be expressed in terms

of quantity.

3.4.1 Panel Data
Panel data sets, also called as longitudinal data, observes data from different entities

or individuals through equally spaced time and in a particular time period (Seetaram
& Petit, 2012). This study uses panel data sets to analyze the result of the research
question. The entities and time period being used are: 4 (four) banks and 2 (two)

years.

3.4.2 Random Effect
Random Effect, also known as multilevel or mixed models is one of the models

which is commonly used in regression method. According to Clarke et al (2010),
Random Effect Model is more efficient than the other model, Fixed Effect. By using
the Random Effect Model, the results of this study can be applied to the population,

not only the sample being used in this study.

3.4.3 Research Instrument
This study collects secondary data from existing sources, such as official bank’s

website, annual report, books, supporting websites, and journals. The collected raw
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data is organized using Microsoft Excel. The raw data is analyzed using STATA as
the statistic software

3.5 Data Sampling

The type of sample used in this study is convenience sampling, which is one of the
five type of non-probability sampling. This type of sampling requires the subject of
the population to fulfill the criteria set by the researcher in order to become the
sample.

In this study, the population is banking industry. The criteria set by the researcher
is the top 4 banks in Australia. Therefore, the sample being used in this study
includes Commonwealth Bank, Westpac, ANZ, and NAB. Since ERM has been

implemented only recently, the observation unit is limited to 2 years 2016-2017.

3.6 Data Collection Method

This study collect existing secondary data through from available sources, such as
official websites. The data being collected are annual reports of the top 4 banks in
Australia, including Commonwealth Bank, Westpac, ANZ, and NAB. The annual
reports ranging from 2016 to 2017. Any other supporting data or tables are taken

from supporting sources such as journal and supporting websites.
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CHAPTER IV
DISCUSSION

4.1 Bank Profile

This study answer the research question by assessing the ERM Index of the Top 4

Banks in Australia as listed below:

ANZ (The Australia and New Zealand Banking Group Limited)

qO
FA

4

The Australia and New Zealand Banking Group Limited, abbreviated into ANZ, is

one of the big 4 banks in Australia headquartered at ANZ Centre Melbourne, Level
9, 833 Collins Street, DOCKLANDS, VIC, AUSTRALIA, 3008. This bank with
total assets of A$ 897,326,000,000 was formerly founded as the Bank of Australasia
in 1835 until its merger with Union Bank of Australia in 1951 to become what it is
known nowadays. To grow even larger, in 1969, to be exact on 30 September, ANZ
issued its first share to enter capital market. Since its initial public offering (IPO),
ANZ has grown to become the 3" largest bank assessed from its market
capitalization with A$ 73.74 billion from 2,873,618,118 number of shares
following Commonwealth Bank and Westpac Banking Corporation. With the help
of 46,554 employees around the world in 2017, ANZ is striving to realize its vision

to help shape a world in which people and communities thrive.
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Commonwealth Bank (The Commonwealth Bank of Australia)

CommonwealthBank

Established since 1911 by the Commonwealth Bank Act 1911, Commonwealth
Bank of Australia or simplified as Commonwealth Bank is an Australian
multinational Bank with the largest market capitalization in Australia. Since its first
initial public offering (IPO) on September 12", 1991, Commonwealth Bank has
issued 1,770,239,507 total shares. Despite the considerably smaller amount of
outstanding shares, Commonwealth Bank proved their dominance in Australia’s
banking industries with its market capitalization amounting to A$ 120.66 billion.
In addition its total assets reached A$ 976,374,000,000, managed by 10 directors
and the help of 51,800 employees around the world in 2017 to run their business.
Its headquarter is located at Ground Floor, Tower 1, 201 Sussex Street, SYDNEY,
NSW, AUSTRALLIA, 2000.

NAB (National Australia Bank)
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Following behind ANZ, National Australia Bank Limited or mostly known as NAB
is the 4™" largest banks in Australia assessed by its market capitalization. In 1982,
National Bank of Australasia and the Commercial Banking Company of Sydney
merged to become National Commercial Banking Corporation of Australia Limited
until it was renamed National Australia Bank Limited. This bank was listed in the
stock exchange market before the merger, to be exact on January 1%, 1974.
Currently, its number of shares has reached 2,734,119,600 with A$ 68.65 billion
market capitalization and its total assets reached A$ 788,325,000,000.
Headquartered in Level 1, 800 Bourke Street, DOCKLANDS, VIC, AUSTRALIA,
3008, this bank has approximately 33,000 employees around the world in 2017.

Westpac (Westpac Banking Corporation) 1817

Wi Festpac

Westpac Banking Corporation, or Westpac is the first bank in Australia. In 1817, it
was established as the Bank of New South Wales (BNSW) in Sydney. Only until
1982, when they merged with Commercial Bank of Australia, and rename
themselves to Westpac. Currently, its headquarter is located in C/- Group
Secretariat, Level 18, 275 Kent Street, SYDNEY, NSW, AUSTRALIA, 2000 with
A% 851,875,000,000 and 35,096 employees around the world in 2017. Proving its
worth as the first bank in Australia, Westpac is the 2" largest bank assessed by its
market capitalization. Listed in the stock exchange market since July 18", 1970
when the bank was still listed BNSW until 2017, the bank has issued 3,434,796,711

outstanding shares with A$ 92.19 billion market capitalization.

4.2 Descriptive Analysis
In order to answer the research question, this study focuses in Enterprise Risk

Management (ERM) Index research. The assessment is divided into 4 dimension of

25



ERM which are Strategy, Operating, Reporting, and Compliance. According to
Lawrence A. Gordon (2009), strategy dimension talks about how the bank stands
against their competitor in the market. While strategy dimension talks about the
relation of the firm within the market, operating dimension look from the relation
of the bank’s input and output in the business process. Just like its name, reporting
dimension is assessed based on the number of report in order to assess the bank’s
reporting reliability. Last but not least, compliance dimension decides whether the
banks are following the existing rules and regulation created by the legal entities
such as government. From the 4 dimension, ERM Index is calculated with the

following formula (Gordon et al, 2009):

ERM Index =X Strategy + X Operating + X Reporting + X Compliance

The calculation is based on the annual reports on year 2016-2017 of the 4 banks
being discussed. The result for each dimension are ranked in order to see which
bank perform better than the other out of the top 4 banks of Australia. The result of

every dimension of ERM Index from each banks can be seen in Table 1.

ERM Index

Table 1: ERM Index of Top 4 Banks in Australia in 2016

2016
Bank Strategy Operating Reporting Compliance ERM Index
Score Rank | Score | Rank | Score | Rank Score Rank | Score | Rank
ANZ 12.34108 3 0.0327 4 -2 1 0.00235% 3 10.3738 3
Common-
wealth 13.93621 1 0.0362 2 -2 1 0.00350% 1 11.9724 1
Bank
NAB 11.38301 4 0.0355 3 -2 1 0.00111% 4 9.4185 4
Westpac | 13.12990 2 0.0379 1 -2 1 0.00309% 2 11.1678 2

Source: Annual Report, 2016

Being the largest bank in Australia, Commonwealth Bank proved their quality

through ERM Index in 2016. As the result being shown in Table 1, Commonwealth
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Bank ranked 1* from almost every index, lacking behind only in operating index
though still with a high rank. Following Commonwealth Bank is the first and oldest
bank in Australia, Westpac. As a matter of fact, Westpac is the one who beats
Commonwealth Bank in operating index. Ranking 3" and 4", in order are the ANZ
Bank NAB. This ERM Index result is quite expected considering their rank from
market capitalization where Commonwealth Bank leads the industry and NAB

being the last out of the top 4 Banks in Australia.

Looking from the strategy and compliance index, the result is similar with the
calculated ERM Index. Remembering how strategy describes the relation between
the market with the bank, as the top 1 bank in Australia, with no question
Commonwealth Bank customers have great trust towards their bank. In order to
deliver certainty and security towards its customers, Commonwealth also comply
with the existing regulation, which resulting in the strategy and compliance ranking

above.

However, there is a unique result from reporting index. It turns out that every bank
has a similar reporting index score. All 4 banks lack 1 point from the reporting

index, resulting in similar rank from all 4 of the banks.

Table 2: ERM Index of Top 4 Banks in Australia in 2017

2017
Bank Strategy Operating Reporting Compliance ERM Index
Score Rank | Score | Rank | Score | Rank Score Rank | Score | Rank
ANZ 12.01949 3 0.03245 4 -2 1 0.0025% 3 10.051 3
Common-
wealth 13.74129 1 0.03409 3 -2 1 0.0029% 2 11.775 1
Bank
NAB 11.31105 4 0.03476 2 -2 1 0.0010% 4 9.345 4
Westpac | 12.89092 2 0.03666 1 -2 1 0.0031% 1 10.927 2

Source: Annual Report, 2017
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In 2017, despite giving a great performance through the ERM Index, Westpac is
still dominated by the 2016 champion, Commonwealth Bank. In fact, the rank for
the 2017 ERM Index is the exact copy of the 2016 ERM Index. According to the
indexes, Commonwealth Bank is behind Westpac in 2 of them. However, the end

result stays the same.

From compliance index, Westpac topped the rank followed by Commonwealth
Bank, ANZ and NAB in order. From operating index, once again Westpac ranked
1. Surprisingly, NAB stands on the 2" rank while leaving behind Commonwealth
Bank, the top 1 bank in Australia on 3" rank. Following on rank 4" js ANZ. Seen
from the reporting index and strategy index, the result is similar from last year,
where Commonwealth Bank stand on top followed by Westpac, ANZ, and NAB in

descending order.

As seen from the result, it seems in 2017 Commonwealth Bank did not perform
well in several indexes. Yet, through the total calculation of ERM Index,
Commonwealth Bank still stand at the top proving once again their worth as the
best Bank in Australia. Similar to 2016, in 2017, the ERM Index shows the same

result where Westpac ranked 2" and followed with ANZ and NAB once again.

In conclusion, through the result, Commonwealth Bank is undeniably the best bank
in Australia. From the market capitalization, and supported with ERM Index
research, Commonwealth Bank stand strong on top. Despite being the oldest bank
in Australia, Westpac is still lacking compared to the champion. For ANZ and
NAB, both are doing quite well. The banks’ performance are stable in 2016 and
2017. This can be seen from the small margin difference of the ERM Index score.
Although the two banks ranked 3" and 4™, it is important to remember that ANZ
and NAB are still in the top 4 banks in Australia. It does not prove that these 2
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banks are not doing well. It is simply because Commonwealth Bank and Westpac
performs better.

4.3 Statistics Results & Discussion

This research test the influence of ERM Index described above towards Bank
Profitability Performance. In addition, this research also test the influence of ERM
Dimension towards Bank Profitability Performance. The dimensions being tested
are the Information of Financial Risk and Information of Risk Response. The proxy
of Bank Profitability Performance are Net Interest Margin and Return on Assets.

To simplify this research, a main research questions is developed.
The Main Research Questions:

Is there any influence of ERM Implementation towards Bank Profitability

Performance?
To identify the main research questions, 6 hypotheses are created as follow:

H1: ERM Index has positive influence toward Net Interest Margin
H2: ERM Index has positive influence toward Return on Assets

H3: Information of Financial Risk has positive influence toward Net Interest
Margin

H4: Information of Financial Risk has positive influence toward Return on Assets

H5: Information of Risk Response has positive influence toward Net Interest
Margin

H6: Information of Risk Response has positive influence toward Return on Assets

To answer the hypotheses, regression method was used in the research. The result

of the regression is as described below:

1% Regression
From the 1% regression, the relation between ERM Index and ERM Dimensions

towards Net Interest Margin is formulated into:
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Y1 =.0058189 +.0010489 X1* +.0006473 X2* —.0001288 X3* + e

Legend:
Y1 : Net Interest Margin (Bank Profitability Performance)
X1 : ERM Index
X2 : Information of Financial Risk (ERM Dimension)
X3 : Information of Risk Response (ERM Dimension)

* 1 Significant in confident level 95%

R-sq Overall: 99.48%

The 1% regression resulting in both ERM Index and ERM Dimensions (Information
of Financial Risk and Risk Response) have a significant influence towards Net
Interest Margin. In addition, the R-sq overall reached 99.48% proving the formula

highly describes the dependent variable. Answering the hypotheses:

H1 : ERM Index has positive influence towards Net Interest Margin
: There is a significant positive influence of ERM Index towards Net Interest

Margin. Therefore, the hypothesis is accepted.

This result supports Liem (2018) study which states that ERM Implementation has

positive influence towards Bank Profitability Performance.

H3 . Information of Financial Risk has positive influence towards Net Interest
Margin
: There is a significant positive influence of Information of Financial Risk

towards Net Interest Margin. Therefore, the hypothesis is accepted.

This result is consistent with Liem (2018) study which states that ERM

Implementation has positive influence towards Bank Profitability Performance.
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H5  : Information of Risk Response has positive influence towards Net Interest
Margin
: There is a significant negative influence of Information of Risk Response

towards Net Interest Margin. Therefore, the hypothesis is denied.

This result does not support Liem (2018) study which states that ERM

Implementation has positive influence towards Bank Profitability Performance.

ERM Index has been used by non-banking industry as the benchmark to assess their
firm’s performance. Therefore, having a good ERM Index score logically should
increase their performance which also leads to an increase in profitability.
Similarly, this research tried to use the same method to assess the banking industries
performance with ERM Index. As expected, a higher ERM Index leads to a

significant increase of Bank Profitability Performance.

Every company faces a lot of risks, including Financial Risk. In order to face and
manage it, a firm has to understand their own risk. By having Information of
Financial Risk proves that a bank realized the risk that could threat them financially.
Once they are able to identify the risk they are facing, they could start making some

action plans to reduce any chances of loss in profitability due to the risk.

Surprisingly, the 5 hypothesis resulting in a rather contradictive position against
the 3" hypothesis. While before, realizing risk supposedly increase profitability, for
the 5™ hypothesis, it is expected that responding to that risk, whether through risk
management or any other tools, supposedly should also increase profitability.
However, according to the statistics, the result shows a negative influence towards
Bank Profitability Performance. In order to prove this theory, a further research is

necessary.
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2"d Regression

In order to understand further more about the relation between ERM Index and
ERM Dimensions towards Bank Profitability Performance, the research conducted
another test with different proxy of Bank Profitability Performance. This test is
conducted to answer the 2", 4" and 6™ research questions and hypotheses. While
previously the research used Net Interest Margin as Bank Profitability Performance
proxy, in the second test, Return on Assets will be used to replace Net Interest
Margin. The result is as follow:

Y2 =.0040147 + .0006601 X1 - .0012506 X2* + .000426 X3* + e

Y2 =.0006601 X1 -.0012506 X2 +.000426 X3 +.0040147 + e

Legend:
Y2 : Return on Assets (Bank Profitability Performance)
X1 : ERM Index
X2 : Information of Financial Risk
X3 : Information of Risk Response

* . Significant in confident level 95%

R-sq Overall =98.46 %

Similar to the previous regression, the R-sq overall of this formula is immensely
high with 98.46%. This formula has described the majority of the dependent
variable. However, surprisingly, when the proxy of the variable was changed to
Return on Assets (ROA), the result has several differences with the previous test

with Net Interest Margin. Therefore, answering the hypotheses:

H2 : ERM Index has positive influence toward Return on Assets
. There is a positive influence of ERM Index towards Return on Assets.

Therefore, the hypothesis is accepted.
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H4

Assets

. Information of Financial Risk has positive influence toward Return on

: There is a significant negative influence of Information of Financial Risk
towards Return on Assets. Therefore, the hypothesis is denied.

H6

Assets

. Information of Risk Response has positive influence toward Return on

: There is a significant positive influence of Information of Risk Response
towards Bank Profitability Performance. Therefore, the hypothesis is accepted.

Therefore, comparing the second test with the previous test, the result has several

distinction. To simplify the comparison, refer to Table 3 below:

Table 3: The Comparison of 1%t Regression and 2" Regression sTest Result

Dependent Variable

Net Interest Margin (NIM) Return on Assets (ROA)

Score Significance | Influence Score Significance | Influence
o ERM Index | .0010489 | Significant | Positive | .0006601 | Insignificant | Positive
§ Information
‘; of Financial | .0006473 | Significant | Positive | .0012506 | Significant
% Risk
g Information
= of Risk .0001288 | Significant .000426 | Significant | Positive
E Response

Source: Researcher, 2018

According to the 2" regression, similar to the previous test, ERM Index has positive
influence toward ROA. Therefore, this result confirms that ERM Index has positive

influence toward bank profitability.
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However, this study could not confirm that Information of Financial Risk has
positive influence toward bank profitability performance. From the 2" regression,
Information of Financial Risk has negative influence toward bank profitability

performance.

Similarly, by accepting the 6™ hypothesis in the 2" regression, this study could not
confirm that Information of Risk Response has positive influence toward bank
profitability performance. Unlike the previous test, where the hypothesis was
denied due to the negative influence of Information of Risk Response towards bank

profitability performance, the 2" regression shows positive result.

Therefore, out of the 3 independent variable, this study could only confirm the
influence ERM Index towards bank profitability performance. The other 2,
including Information of Financial Risk and Information of Risk Response still
shows inconsistent result. Due to this, this study recommends future researcher to

research regarding this inconsistency result in a larger scale.

4.4 Conclusion

Out of all the test, this study concludes that only 2 of the hypotheses is denied. The
findings show that Information of Risk Response does not have positive influence
towards Net Interest Margin. On the other hand, Information of Financial risk also
does not have positive influence towards Return on Assets. However, the other
hypotheses are accepted. While ERM Dimensions influence towards Bank
Profitability Performance still shows inconsistency results, ERM Index is proved to
have positive influence towards Bank Profitability Performance. However, the
relationship between ERM Dimensions and Bank Profitability Performance needs

further research to confirm the findings.

34



CHAPTER V
CONCLUSION

5.1 Conclusion

The main research question of this study is:

Is there any influence of ERM Implementation towards Bank Profitability
Performance?

To identify the main research questions, this study analyzes the influence of ERM
Implementation toward Bank Profitability Performance with the help of 6
hypothesis. The result of this study is as follow:

H1 : ERM Index has positive influence towards Net Interest Margin
H1 is accepted because there is a significant positive influence of ERM
Index towards Net Interest Margin.

H2 : ERM Index has positive influence towards Return on Assets
H2 is accepted because there is a significant positive influence of ERM
Index towards Return on Assets.

H3 : Information of Financial Risk has positive influence towards
Net Interest Margin

H3 is accepted because there is a significant positive influence of
Information of Financial Risk towards Net Interest Margin.

H4 : Information of Financial Risk has positive influence towards
Return on Assets

H4 is denied because there is a significant negative influence of Information
of Financial Risk towards Return on Assets.

H5 : Information of Risk Response has positive influence towards
Net Interest Margin

H5 is denied because there is a significant negative influence of Information
of Risk Response towards Net Interest Margin.

H6 : Information of Risk Response has positive influence towards
Return on Assets

H6 is accepted because there is a significant positive influence of
Information of Risk Response towards Return on Assets.
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In addition, by comparing the results above, this study confirms that ERM Index
does have positive influence towards Bank Profitability Performance. According to
the findings of the 1% and 2" hypotheses, ERM Index is proven to have positive
influence towards Bank Profitability Performance. This result supports Liem’s
(2018) study. However, not all of the components of ERM Implementation has

positive influences towards Bank Profitability Performance.

This study still unable to confirm the influence of ERM Dimensions toward Bank
Profitability Performance. There are still inconsistency result from the 2" to 6%
hypotheses. Therefore, further research with larger sample is needed to understand
deeper about the influence of ERM Implementation toward Bank Profitability

Performance.

5.2 Recommendation

Since there are still some differences and inconsistency between the regression
results, the researcher recommend future researchers to analyze deeper regarding
influence ERM Implementation and Bank Profitability Performance, especially,
when the proxy of Bank Profitability Performance variable is replaced. In addition,
since this study only focuses on 4 Top Banks in Australia, it is recommended that
future research will be conducted with wider range of sample to give a better result

and understanding.
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Regression Results
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** Std. Dewviation of Interest Income
ANZ 2016

CommBank 2016

NAB 2016

Westpac 2016

ANZ 2017

CommBank 2017

NAB 2017

Westpac 2017

AUSTRALIA

IDR
IDR
IDR
IDR
IDR
IDR
SGD
SGD
IDR

29.951,000,000
33.817.000,000
27.629,000,000
31.822,000,000
29.120,000,000
33.293,000,000
27.403,000,000
31,232,000,000

2,423,627,325
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ANZ Financial Highlights 2016

ARZ ARHUAL BERDET 2018

FINANCIAL HIGHLIGHTS

el s

Profitability
Profit attributable to share holders of the Company {$m) 5,709 74493
Cash profit {5m)’ 54889 TA6
Retumn on:

Average oxdinary shareholders e quity’ 10.0% 14.5%

Average osdinary s hareholders” e quity {cash basig) ' 10.3% 14

Average assets |cash basis)' Q65% QA5%
Het interest margin jcash basis)' 200% 204%
Cash profit per average FTE {5)' 121,00 141,61
Basic eannings per share 1974 275
Basic eannings per share |cash basis)' 2026 2603
Efficiency
O perating expendas (o operating income 50.8% 4.5%
O perating expenses to average assets 1.15% 110
O parating expenses to operating income (cash basis)' 50.6% 45 7%
O perating expenses to average assets (cash basis)' 1.15% 110
Balance Sheet
Gross boans and advances | $b)* 5800 5743
Customer daposits {5k 4495 4445
Total ecquity | $b) 579 57.4
Gross impaired assets (Sb) k] 27
Capital and Liguidity
Cormiman Equity Ter 1 - AFRA Basel 3 6% 96
Common Equity Tier | = Inde rationa ity Com parable Basel 3¢ 14.5% 13.2%
Liquidity Coverage Ratio faverage) 126% 1225%
Leveragpe Ratio - APRA 53% 5.1%
Credit impairment charges
Individhual cmdit impairment change {Smi 1912 1,084
Collective creditimpainrme nt charge | 5m) 17 45
Total credit impainmaent charge {Smi) 1929 1,179
Individual cmdit impairment charge a5 2 % of avwerage gross koans and advances® 033% 019
Total credit impainment change a5 a % of average gross keans and advances' 034% 0.21%
Ordinary share dividends
Inerrim = 10403 franked {cents ] a0 a5
Final - 10 franked fcents)® 80 45
Total dividend fents)® 160 181
Owfinary s hare divide nd payout ratic® 81.9% 6%
Cash grdinary share dividend payout mtko'* 4% . 2%

Preference share dividend [Sm)
Dividand pakd™ - 1

Cmh proflt mchidey nan-cone Bema includied in sEfutony profi and iy prod ded Bo i e ade n in undenEnding the rmuk of the agoing busi ne aci vl of the Group. Cmb of ook
mabifer cf i e © by the mciema | audian however, the eabemal suditar ba s infaom ed the Sudi Commite that the adustments heve been dete mine d o a cond et by acom. sach ye ar
prem niach Reber psgen. 18 an 180 o, | 16 far hurthar detals

Aerage ondinary sharehokiers' equl oy @ od udes noneoont ol Eng | e 5 and pre i rence shanes.

Lz . and v s, . of 10 September 1 Sindude svset v d vl fed o s hel d for wale.

P

ANT of thenegul st e Barsed o e licariors; laned 3 & and

Commaergence of Gyl M uremeent and Copital Sndands, June 3006 Ao includees diffenen ces de reifladi n 57 ARS | nformst on paper et ted innem a ion ol Capdesl Comparkon Saudy |
Fulby franbod for Ausiralian i parposes and car

2015 {nal dvdend: NI 11 contg 3015 nterdm dod dend: NID 10 cont)

N e ) A P | 3l L g T E O] 20 16 Il 20 16 innaim, 2015 nal nd 2015 nnsim J W e da

Pl s . e i, il 5 v T LSk . o i e Pl ) il 6, 13 Db 200 Thei B W A 'S il i woirs B ek b AN 2 e s it i ki i il b
o |5 D it b 30 14

-

FinANCLAL HIGHLUIGHTS

putd ks ki gesme s, e 2001 and nnemad anal
" ENTIF LY

ry Ww T ddand i mputation cradies of FNED9 cons par ordinary shan et e proposed 2016 fAinancial di vidend (01 Sinserim dividend RED 10 coneg
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ANZ Financial Highlights 2017

taxes paid?

cash profit!

$131M
0QO0QO

20%

reduction in

cash return on equity’

496,900+

in community investment Greenhouse Gas people reached through
(includes foregone revenue)® emissions* our financial education
program MoneyMinded®
13,127
hours volunteered
by employees
8 a 8 250
people employed from
fully franked dividend for FY17 ~—=/ under-represented groups*
WET PROFIT NET PROFIT PROFIT MET CUSTOMER
AFTER TAX AFTERTAX BEFORE LOANS AND DEFOSITS
M {Cash') PROVISIONS mvu:w o
M AND INCOME
TAX |Cash’]
M 5758 5803

$6.9BN

funded and facilitated
in low carbon and
sustainable solutions
since 2015

11,041

"1155 !
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Commonwealth Bank Highlights 2016

Full Yoar Endod Half ¥aoar Endod Fudl ¥ oar Enadad
[eash basis™) ("ecash basis™) {"w ket vt ory basis")

Group Performance A0 Jun 16 30 Jun s  Jun MEvs 30 Jun 16 31 Dec 15  Jun 16 vs 30 Jun 16  Jun 16 vs
Summary M M Jduni5% M M Dec15% $M Jdun 15 %
Bl inmerecl incorme 16235 16827 7 L] a.427 1 16938 7
Qv b riking incoeme Y 4 B 4811 1 & A 2,416 1 4576 {5}
Taotal banking Incomea 21,785 20538 ] 10,952 10,843 1 21511 4
[Furch: /i ared erme il incorme 2Mme 14958 4 el 1052 {5} 2061 3
FBLIANCe ncoma T35 T2 308 457 {37 1,008 {1
Total oparating incoma 24,608 2338 5 12,244 12,350 1) 24678 4
Irvessiment & speiencs 141 210 [xx]] =] =] 43 L .
Todal incoma TATAT 235T8 ] 12527 12,420 {1} ETE 4
Opsbraling enpermses {10429 (985 4 5213 5.216) - {10.468) 4
LACuE P PV Y ] ey 5 1,256 255 27 S 23 1.25 27
Hat profit bafore tax 13062 [FrT 4 & 422 6,640 [ET] 12854 2
Comporates b experize (2.852) (343 4 11,767 {1,525 13 (2807 H
Mork o eling ik rests {20) 1] 15) ] {11] {18) {28 {5}
Mot profit after tax

{“cash basis™) 2450 ERE 3 4546 4,80 13 nla la
Heding ard IFRS voiasigy (200) [ langa 145) {151 (54 nia na
Ot norrcash Berms ™ 23] el ftall 12 {35) large nia n'a
Natprofit after tax

(“statutory basis™) 227 063 2 4 & 4618 - .27 2
Reprasanted by: '

Fetal Barking Seedces 4436 k=) 1" 2.z 2215 =

Bumsiness and Privats Banking 1,567 14595 -1 Te4 an {5}

rssutional Banking and Maksts 4,184 1285 [} BBE [=3%] 1]

W imalth Maragsment BT () ) 248 ar2 {34

Mew Zealand T i {1} 414 4053 {11}

B b TEY TES ] 36T ) 7l

F5 e Ot 26 5] 21] L) 153 Jarge

M profit alter tax (Cash bsist) SA50 FRED 3 4 546 4,804 13

v o @ e ence aber e {00) 1150 {33 |56 {44 Fid

Mt profit after Lax

= nihs asis™] 9350 80987 4 4 580 4,760 (4]

§1]  Companstive rfomation has been restabed o reflect the changes in presentation disclcsed in the pric fall, and reclsfication of fixed rate prepapment
recoveres from (R her banking incomss bo Med irberest | noome o aligrw ih the ass cciabed hedge costs

] For ek purpoes of presertation of Ml profil afer b ("Cash Dasls’ ). policyod G ba Sopebrd COMPOnBrts of COF Py als bad ool d &l ahoa i Of & Pl
Baa (30 s FO1E0 107 milion ard 30 e 2015 300 milion, ard for e Pall years erded 30 Jure 70960 590 milon and 31 Decembs 2015
%8 milion)

3] Noreconinoling inberests inchede prefrence dyvidends paid bo Fol ders. of prefenence shares in A58 Capital Limibsdard A58 Caplial Mo 2 Limibed

4] Foadler b pae 0 for details

Group Return on Equity QRoUR Rt o Aamete
=1
B3
.
. . TR 784 N Xy 0TS
7% 1B4% ggw  BTR gaaq g B8 8
w0EE gg | 1O
g1
WG a1 W IM3 a0 0B ame WO I 20T W M TS H
Fiok - Cash(%) Total fmnels ($n) s Cash MEAT (Sbnl —— sk - Cash (%)



Commonwealth Bank Highlights 2017

Our performance at a glance

104.8%

9.
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NAB Summary Review 2016

SUMM

J43% %198

conrivuted by our Austratian
emphoyees since 2002

assisted with m -co?hmce
products and services
since 20057

2016 CASH EARNINGS ASm

Australian Banking 5402
NZ Banking ]
NAB Wealth £
Corporate Functons and Other 1

ol 10 g 1 L ey
tan cher fems w

SOfNARE 5 reaudtod ¢
0% 6 oo Uy Tncludie s 94 ko
damnty Dead with CYaG

y wedated by Roht Maracge mert

5% e repasred macemaks wa et fromoersarea
v./rvn\wmnw.nvw.-f--w ver age of the NPS scores of
T Medm b e (5 ST e S5om) The P ww- mert 1S dta & b

§Sauce SpeakUn %

cash retum on equ dividend per share
50 basis points decrease consistent with 2015
from 2015

1,222,798

volunteer hours

Net Fu:n'-'lﬂ Systam are rademark s of Ban

% mrnr MO 0.

National
Australia
Bank

EMPLOYEE ENGAGEMENT SCORE "

5 percentage point increase from 2015

0o  -W

%6.481m

A% ncease
from 2015

944% decrease
from 2015

mprovement
from <16 n 205

You can getmore n-depth information about NAE's per ormance,
strategy and eadership in our 2006 Annual Reporting Suite from
¥ November 2016 7 nabgroupcom/annual reports

DIVIDEND PER SHARE (CENTS)

W vaxh [ september

g
28 &8 8¢

Fartoemarcs of e NAB Gt
MNA3. Canhy earmins 4;
y Arancidl mesune, &
r."n al

4% aefnedn NAR's 086
st arce busion , the |05 on e

Full Year Results Amouncement.
ger of CYBG ALC(CYBG) and aonts

mpary, Satmetx Systems and Fred Rechheld. Priorty
Customers, Dt Froe, Miro Buaices (<sum) Small & am<
¢ from Aoy M M BFSM Ressarch as ot 30 Sepeember 20%
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NAB Summary Review 2017

KEY RESULTS

14.0%

30 basis points decrease

from 2016
2017 CASH EARNINGS Asm
Congurnes Banking & Wealth 1685
Business & Privawe Banking 2841
Corporate & institutional Banking 1535
Mew fealand Banking %)
Corporate Rundions &Other (249)

".98

mnsistent with 2006

compared to top guartile 2 points inorease from 2016,

anked i1

global benchmark of 67% amongst major Australian banks

a14,075

assisted with miorofinance
products and services since 20057

19,692

EXper encing
financlal hardship

mereionany effar ¢
ar e e ] brd v by el Pk Pr ey e
e arverag e of thel P of faur rian by segmen
S e P

LA n P T ks
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Westpac Highlights 2016

Performance highlights

Nat profit afier tax §7,445 million, down T4
Petproft after tax' (Sm)

Dividonds §1.88 up 1%’

Sl dvidand s

Divdends per ondinary share (oents) !

Casheamings §7 822 milllon, fat
Canh eamings**® 5m)

Ratwrns 14.0%, down 1850ps

Camh earnings bo aveage odnany g™ S )

Cash gamings parordinary share, down 5%

Cash eamings per ordinary share™ ' (cents)

% change
30 2088 Jaw /20

P U rod it Al rtace ' (Bm) TA4E BDT ]
Eamings perahans s ents ) 248 ZE50 2%
D i e 8 P (CoBn ) L By ]
o a7 o b iy ™ ) o3 w2 MHbopa
Expenge o income rabio] %) 438 428 Bops

Common Bguity Ter1capial il o (%) 95 95 g

Cash samings basis®

Cash samingagm) TRIZ TAZD -
sy @aming 3 parahang (e nts HEE J4832 &)
il T g T oy ) WG BA (Wbpa)

Ecenomic profit® $m) ATT4 44w (%]

' et profit atfributable b ondirary equity holdens
¥ Emchading apedal diviceds bulinduding dividends. debermined in
2018

* The aciustrents b0 o reported reaubs o deriwe cash eamings ane
described n Mobe 2 of our 2018 firancial staberments

+ Figures for 2008 jand for cash eamings in 2008 only) ane pres enbad
on @ 'pro forra’ basis. that . as e maenger batween Wes ipac and
5t Geope Bank Limitedwas completed on 1 October 2007, The
e 3 off e Bl on Of el prcs Foemeh nisaLalts 8 ool el iy g
catad in Secion 1 of Wiesipac's Ful Yiear 30050 Feaudis
lﬂwﬂﬁﬂﬂrmﬂ-ﬁm!ﬁ]lmﬂhﬂ-@!
o 4 Pcrapreber 00K ard thead st fom of T AS X SrvCroasieand B
ncomorabed by refererce nbo this Anrusl Repornt

" Canbearrings for 2008 has beer restabed o eochude the impad of
o vl s o] st ekt 10 the St Geomes meger. For further
imferrrad o refer Bo Mobe 32 bothe firancial stabermen intWestpac's
2010 Aol Report.

. Rizfuami o anerage: ol nary squiy.

2015 cas h earrings per of dinary s hane have been nestated for

comsiency with 2018 Periods prior bo 201 Shawe not Been nestabed

for thap Enisy glerrasnd of tha 2015 shang endilarant offr

‘ Ecoromic profilrapmsents the satess of acusid cash aaming
CrABT @ e N e e rade f relarn on eguity inves . For this
PP, AL Al G T 9 e A o hgar ring plis e
ummumrﬁ s P b0 ahanhoiters. The
calcutation of economic profit s desaibed in mone detal n Sedion &
off Wiestpac's Ful Year 20716 Rmule (rcomon sl g the requiravents
of Apperdix 4E | |ooged with e ASK on T Nowmber 2018 (he
CBEK Frrourosment]

2 HN & Werigae Growp Anmia) Repoari
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Westpac Highlights 2017

Performance highlights
Net profit after tax $7,990 million, up 7% Dividends $1.88, unchanged
Phat profi afer b | Sm) Ciwicke ricts. pér orchriany ahane (oerta) O Specal dvidends

Cash eamings $8,082 million, up 3% Retumns 13.8%, down 22bps
Cash earnings® ™ gmi) Canh e amings b averege ordnary equiy™ (%)

changs
Cash samings per ordinary share, up 2% w7 ams marime
Cash earmings per ordnary sham™ 4 jcents) Reponad samings
Pat profit aitar tae (§m) THRO  TA4 T
Eamings. per share jcenis] THO  IME L
Dxcerad Pt sheal | Gt | 188 188 -
Febum on ety (%] 1WE 133 Hbps
el 0 PP PR (7] 433 438 (ESkps]
‘Comimion Equity Tier 1 capital rato (%) 108 a5 108bgs
[T ——
Cash aarmings (Smi oo TAR ¥
el ar PG Pl APang (Cantd) Hay nas F2
Canh emrrings return onequity’ (%) 18 140 (22tps)
Ecoromic profil’ (3m) AT ATH -
' et prot aibutabie b orlinary ecuity holders. " Rem on aversg e ordin ey el
F The acjustmernts o ourrepored results i deris Canh eamings ane  Perods priorta 2015 hane ok b en mstated for o bonus dement
desscribed in Mote 2 of our 2017 finandal staterna s, of the 2015 share erfiflement offer.
¥ Figures for 2008 {and for cah earmings in 2008 only) ane press nted T Econoric profl represents the e wess of adusted cash eamings
on a'pro forma’ basis: That 15. &6 # e menger badween 'Wsipa cand CRVET @ PTHFHTILT P e Off Fefum o e By Ireesied. For Tis
2 Geome Bark Limitsd was cormpleted on 1 October 2007 The prpse, afusied cash samings is defined as cash eamings plus the
bl of presand aGon of e o foma msUlts IS eplaingd N mong esimated valug of franking cracits pald ta sharenolders. Tha
detail in Section 2.1 of Westpac's Full Year 2000 Resuts aalculaion of smnomic pofit is describad nmone detal in Sadion §
rcomorating e recuirernents of Appendin JE] lodged with the ASX of Wesipac's Full Year 2017 Regults jncomp orating Bhe recuinem ents:
on 4 Morermier 2009 and thafl secion of e ASX Arnounoemaent 15 of Appendix 4 E lodged with e ASX on & Nowember 2017 fhe
norporated by reference irfo this Anrual Report. RSN Annourcement |

* Camh eamings o 20069 P ben restated ko sackde e impad ol
fair wialsn @l s e s redated 10 thir S8.G00me manger. For Aurther
nfomation refer o Mote X2 o the Snancial statements in Westpacs
2010 Anrusl Repon,

2 2017 Wentprre Grewp Amewal Repert




