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Chairman’s Address  

Michael Cole 
 
As Chairman of IMB, I welcome this opportunity to report on a year of significant strategic 
progress and continued solid financial performance. In the challenging circumstances facing 
all financial institutions, the Board and management have been strongly focused on building 
a sustainable business model. Capital levels have been increased to support the current 
operating environment and IMB’s risk profile, and the Board is proactively positioning IMB’s 
business strategy and operating model to deliver long term success, through a sustainable 
margin, continued improvement in productivity and efficiency, and ongoing relevance to new 
and existing members.  
 
A review of IMB’s performance for the financial year, 2012 must be benchmarked against a 
difficult operating environment of declining domestic interest rates, higher funding costs, 
subdued residential lending demand and tighter prudential regulation standards of lower 
balance sheet leverage and higher liquidity. 
 
IMB’s business performance at the operating level was sound with a number of Key 
Performance Indicators remaining significantly better than peer averages. Results include:  
 

• New Lending Approvals exceeded $700 million; 

• Net Interest Margin exceeded 1.9% pa; 

• Commission Income was over $2.0 million; 

• Efficiency Ratio was 60.1%; and 

• Return on Equity was 12.7%  
 
IMB’s net profit after tax of $30.148 million, was a decrease of 2.8% over the previous 
corresponding period. The annual dividend to shareholder members was maintained at 25 
cents per share resulting in a fractional lift in the payout ratio to 33% 
 
Looking ahead, there is ongoing pressure around net interest margins and residential lending 
demand. Operating costs remain well controlled and the continuing improvement in the 
Efficiency Ratio is a priority. Management remains focused on excellent delivery of the 
business plan. 
 
We are strongly endeavouring to meet the 2011-2012 profit result and in the current financial 
year, net profit performance for the first quarter is in line with budget but below the same 
period last year. The full year’s result may also be slightly lower, and will be primarily driven 
by the amount and timing of any further domestic interest rate reductions and subdued 
residential lending demand.  Subject to the foregoing caveats, a full year dividend of 25 cents 
per share is likely to be made.  
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IMB’s Capital Adequacy Ratio 

One of the key aims of the Board this year has been to reduce the financial leverage of the 
business. At 30 June 2012, IMB’s capital adequacy ratio was 15.8%, which is above current 
regulatory requirements and above the previously advised Board target of 15.0%. This was 
an increase of 3.8% over the previous year.  
 
For the financial year, IMB’s profit after tax (net of shareholder member dividend payments), 
contributed 1.1% of the 3.8% lift in the capital adequacy ratio. The residual increase was due 
to a combination of the issue of term subordinated debt to the net value of $35 million, a 
$200 million CMBS securitisation and movements in risk weighted assets and liquidity 
holdings. 
 
It is now well understood in Australian markets that the potential return for shareholders 
investing in ADI’s has changed post-GFC. The reduced level of gearing required by 
Regulators to operate banking businesses will result in lower Returns on Equity (ROE) and 
hence reduced shareholder returns. It is estimated that the major element of the 0.8% 
decline recorded in the IMB ROE last year was attributable to the deleveraging of the IMB 
balance sheet.    
 
The current capital ratio now establishes IMB at a similar level to its peer group of the larger 
building societies and credit unions. This is a necessary precondition to being able to 
compete effectively in the deposit and lending markets as well as being a credible participant 
in mutual ADI consolidation.  
 
Following payment of the final dividend of 15 cents per share and the recent completion of 
the share buyback, the capital level at 30 September is 15.40%.  
 
Capital Structure and Off Market-Share Buyback 

In terms of strategic outcomes, IMB recorded significant milestones in financial year 2012 as 
it pursues the objective of being an active participant in the consolidation of the mutual 
banking sector. As has been previously advised, the Board considers that a mutual structure 
will provide IMB the best opportunity to achieve longer term growth and viability in an 
increasingly competitive and highly regulated industry. 
 
External advisors Grant Samuel and Watson Mangioni were engaged to assist the Board to 
establish which capital structure would best meet the regulatory requirements and would 
provide the best outcome for all IMB members. A key recommendation contained within the 
report was for IMB to buy back the ordinary shares on issue to further support IMB’s  mutual 
structure going forward. Grant Samuel and Watson Mangioni’s report, and the Board’s 
announcement on the matter can be found on IMB’s website. 
 
IMB undertook the first of a series of share buybacks in the first quarter of this financial year.  
 
The Board consider that this buyback was a success with 2.9 million shares tendered into the 
Buyback. All tendered shares were bought back at a Buyback Price of $3.28, representing a 
5% discount to the Deemed Market Value.  
 
The total consideration for the shares bought back was $9.5 million, with 7.3% of shares on 
issue bought back. The Buyback was not subject to a scale back and all tenders were 
accepted in full. 
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The key statistics of the Buyback are shown below. 
 

Value of Shares bought back $9.5 million 

Number of Shares bought back 2.9 million 

Percentage of Shares on issue bought back 7.3% 

Deemed Market Value per Share $3.45 

Buyback discount 5% 

Buyback Price per Share $3.28 

Capital Component per Share $1.18 

Fully franked dividend component per Share $2.10 

 
The Board considers that the buyback represented excellent value for participating 
shareholders and has provided IMB with a mechanism to release franking credits, something 
which has been sought by shareholder members for some time. 
 
Following the buyback, the number of IMB shareholders reduced by approximately 5% to 
4,049. The average shareholding tendered was 9,764 which aligned with the average 
shareholding size at the time of the buy-back. Finally, tenders for approximately 200,000 
shares were received after the close of the tender period and were not bought back. 
 
A small number of shareholder enquiries for more detailed information about the Buyback 
have been received, including the top twenty shareholdings immediately before and after the 
buyback. There is no basis on which IMB is required to disclose this information and privacy 
obligations apply. The requirement for Top 20 shareholder information to be included in an 
Annual Report as at 30 June is contained within the ASX Listing Rules which do not apply do 
IMB’s market.  
 
However I can confirm that a small number of top twenty shareholders tendered their 
complete holdings into the Buyback.  
  
Since completion of the Buyback there has been a lift in IMB share turnover. Nine new 
shareholders have joined the IMB register, predominantly super fund investors, and eleven 
investors that sold into the Buyback have since repurchased IMB shares. 
 
A number of shareholder questions were also submitted about future buy-backs and the final 
repurchase of all IMB shares. Following the strong shareholder participation in the first 
buyback it remains the Board’s intention to continue to seek to repurchase 10% of 
outstanding capital on a voluntary basis each year going forward subject to the minimum 
capital requirements previously stated. The annual buy backs will continue until there are 
only a small number of shares remaining on issue. The period will depend on shareholder 
interest. IMB’s ability to remove any remaining shares on issue after that process will be 
dictated by the legal requirements at that time.  
 
Any corporate action undertaken by IMB once it has conducted the series of buybacks would 
need to comply with both its constitution and the Corporations Act.  The courses of action 
which are likely to be available include a selective capital reduction, a selective buyback and 
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a scheme of arrangement.  Each of these alternatives currently requires member approval.  
At this time, IMB has not decided which course of action would be appropriate, however 
members should be assured that whatever final action is taken, IMB expects that it will 
require member approval.   
 
Dividends 

Another matter of interest relates to the payment of dividends in the future. The Board 
determines the level of any dividend payable after consideration of a range of factors which I 
have previously highlighted in past Chairman’s addresses, copies of which are available from 
the Investor Section on the IMB website. Some of the factors considered include IMB’s 
financial performance, the current and expected operating environments, capital 
requirements, regulatory requirements and the PWC Report on Contributed Funding. The 
dividend payout ratio will remain a result, rather than a targeted outcome, of those 
deliberations (subject to the payout ratio remaining below 50% on account of Mutuality 
requirements). 
 
In the last financial year the Board released its Dividend Guideline which stated that while 
IMB’s capital adequacy ratio is above 14% and profits are maintained or increased, it is the 
Board’s current intention to pay a full year dividend of 25 cents per share. 
 
The Board reaffirms its support for this Guideline. As indicated earlier, the expectation is that 
this Guideline of 25 cents per share will continue to apply in the current year, subject to any 
material deterioration in the operating environment. If it were to change, an announcement 
would be released to IMB’s share market. In reviewing the Dividend Guideline and declaring 
dividends on IMB shares, the Board will continue to comply with the requirements of section 
254T of the Corporations Act, which includes that the payment of the dividend is fair and 
reasonable to the company's shareholders as a whole. 
 
There were also questions which focused on a potential change to the IMB status quo. 
Specifically these included the actions of demutualisation, ASX listing and takeover by a 
major bank. As I stated earlier, our goal is to be an active participant in the mutual ADI 
industry consolidation and these actions are inconsistent with that goal. Directors have an 
obligation to consider any formal offer on its merits and Directors would make 
recommendations to members  based on the attractiveness of any bid from the perspective 
of all IMB stakeholders. There are no offers of any nature currently under consideration.   
 
In addition to the Buyback, there were a number of other strategic initiatives that were 
implemented during the past financial year which will strengthen IMB’s ability to service our 
members in the period ahead.  Chief Executive, Robert Ryan, will provide further details on 
these strategic initiatives.  
 
Director Renewal 

There were again questions received about the Director Nomination and appointment 
process and current composition of the Board.  
 
I have addressed this matter in prior years, and confirm that the Board remains satisfied that 
its current processes are appropriate having regard to the need to ensure that IMB has the 
required mix of skills and experience to oversee the operations of IMB, and the evolving 
expectations of the prudential regulator, which cannot be ignored.   The Fit and Proper test 
imposed by APRA with regard to the appointment of Directors is a minimum requirement and 
is subject IMB’s skill set requirements together with the Regulator also articulating specific 
views on Board skill composition.   
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In accordance with the Director renewal guidelines Lyn Gearing retired after almost 10 years 
on the Board. Lyn served with distinction during her directorship with outstanding 
contributions to the land development and financial planning businesses. We thank Lyn for 
her valuable work and wish her well for the future. As part of the Board renewal process we 
welcome James Coleman to the Board, whose appointment brings proven banking and credit 
skills to the Board after a career with a major trading bank.  
 
A further consideration with respect to Board composition is to ensure that it is representative 
of the communities in which we operate and we acknowledge the benefits that flow from 
Board and employee diversity, and in particular gender diversity. On that basis, subject to 
maintaining the required mix of skills and experience, the Board would welcome the 
appointment of a female director following the next retirement which is scheduled in 2014.  
 
As in prior years, a number of individual suggestions or requests were made about the 
contents of the Annual Report in relation to financial statistics, shares, IMB community 
support and products and services. All of these suggestions have been noted, however the 
prevailing approach to the contents of the Annual Report is to meet the requirements of the 
Corporations Act and accounting standards for financial reporting as they apply to IMB.  
 
I would like to acknowledge the commitment and enthusiasm of my colleagues on the Board 
and I thank them for their contributions during what has again been a challenging but 
rewarding year. 
 
On behalf of the Directors I would also like to thank Robert Ryan, the executive management 
team and all the staff at IMB for their continued support and commitment to IMB and for 
providing outstanding service to our members. 
 
It has also been a privilege for all Directors to have actively participated in the work of the 
IMB Community Foundation. It is very rewarding to see the positive impact of these projects 
in the communities in which IMB operates.  
  
Finally, I would like to thank all our members for their continuing support of IMB. As IMB 
enters into its 133rd year of operation, we continue to strive to provide a wide range of quality 
banking and financial services which meet the ever changing needs of our members. 
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Chief Executive’s Address 

Robert Ryan 
 
 

Thank you Michael and good morning everyone.  
 

Today I will reflect briefly on IMB’s performance for 2012 and then move on to an update on 
IMB’s strategy. 
 

In a challenging operating environment, I am pleased to report a solid result for the 2012 
financial year - a result that is testimony to the strength of IMB’s business model and a 
continued focus on interest margins and costs.  
 

The financial results, while commendable, have been constrained by ongoing global volatility, 
including continued problems in Europe and slowing growth experienced by Australia’s major 
trading partners. These factors, among others, are impacting the Australian economy and we 
have seen continued pressure on interest margins, a contracting credit environment, strong 
competition for retail funds and low levels of consumer sentiment. 
 

Together with these economic conditions, we have also had to adjust to ongoing regulatory 
change. As the Chairman mentioned, we have significantly increased our capital adequacy 
ratio as we prepare for the implementation of Basel III in just over 2 months’ time. 
 
Sound Financial Result 

Despite these factors Operating Profit after Tax was $30.1 million with the current year’s 
result impacted by: 

• reduced interest margins flowing from the Reserve Bank’s reduction in official rates 
and relatively high deposit rates; 

• the subdued credit environment; and 

• increased capital costs associated with the strengthening of IMB’s capital base.  
 
IMB’s net interest income decreased by $1.3 million for the year to $95.2 million. The 
average interest margin for the year was 1.99% as compared to 2.05% for the previous year.  
Despite the recent cuts in official rates which have temporarily reduced interest margins, 
management expects IMB’s margin to average 2.00% for the year through interest rate and 
balance sheet management. 
 

IMB’s efficiency ratio for the financial year was 60.1%. Although slightly higher than last year, 
IMB’s ratio remains significantly stronger than the majority of our peers and has seen 
considerable improvement over the last 5 years.  
 

Management continue to carefully monitor expenses and we are aiming to improve the 
efficiency ratio during the current financial year, although this will be influenced by any further 
reductions in official interest rates. 
 

IMB’s Return on Equity was a satisfactory 12.7%, comparing favourably to our mutual peers 
and the regional banks. 
 

IMB has a strong and diversified balance sheet with total assets at 30 June of $4.8 billion in 
line with the prior year. The loan portfolio was up slightly on the previous year, with the 
liquidity portfolio slightly reduced as we managed interest margins. 
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Loan approvals for the year were $701 million, lower than the previous year and reflecting 
the low demand for credit and subdued consumer sentiment.  
 
Retail deposits continued to grow, increasing by $114 million with over 80% of IMB’s funding 
sourced from retail deposits. In addition, IMB also has a diverse middle markets portfolio and 
wholesale funding capability as well as access to a $2 billion debt issuance programme. 
 
IMB’s liquid assets at 30 June were over $900 million with a liquidity ratio of 25.6% which is 
well above regulatory requirements and within the Board set operating range.  
 
As the Chairman noted last year, the Board had set an increased target capital adequacy 
ratio of 15% to ensure that IMB continues to be well capitalised having regard to regulatory 
requirements and volatile market conditions. IMB has significantly increased our capital ratio 
from 12.0% to 15.8%, and we will be looking to maintain capital above the 15% target. 
 
During the year IMB issued $45 million of subordinated debt - $10 million of which replaced a 
maturing subordinated debt issue – to support IMB’s capital base ahead of the introduction of 
Basel III requirements which comes into effect on the 1st January 2013. 
 
IMB’s asset quality continues to be very strong with our arrears position being less than half 
of both the NSW and National averages. At the end of the financial year only 21 of our more 
than 21,000 residential and commercial loans were in arrears by greater than 90 days 
reflecting our very strong underwriting standards and arrears management.  Notwithstanding 
the contraction in credit markets, IMB has not sought to increase lending through a relaxation 
of lending policies. This is a position we will maintain. 
 
I would now like to provide an overview of our strategy:  
 
First choice alternative to the banks   

IMB’s strategic goal remains to be the first choice, member owned, alternative to the banks in 
the areas in which we operate. Our strategic plan supports the aims of growing our 
members, maintaining profitability, maintaining high member satisfaction levels and 
delivering value to all stakeholders.  
 
Our tag line of Better Value Banking encapsulates IMB’s aim to provide members with better 
products and service. Some highlights include: 

• IMB’s recent member satisfaction survey, which was completed during the last month, 
showed that 96% of members are satisfied with the service they receive from IMB. 
This satisfaction level compares very favourably to the major banks. 

• our new member numbers continue to grow with over 10,000 new members joining 
IMB during the year. 

• Five of our loan products were awarded 5 stars from CANSTAR, together with two 
deposit products, and our Term Deposits received a Gold Medal in Your Money 
Magazine Awards.  

• IMB’s variable loan rate has been lower than the major banks for more than three 
years.  

• We introduced a number of revamped products including the Platinum Package and 
Essentials Home Loan product as well as a lending product for Self-Managed Super 
Funds. 
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•  Over 80% of IMB’s members do not pay any transaction fees and we continue to 
review our fees and charges to ensure that they reflect the cost to IMB and that our 
members enjoy low and fair fee structures as compared to our competitors.  

 
Delivering Strategy  

From a strategic perspective, we are currently part way through our three year plan out to 
2014. We have implemented a number of initiatives over the last year and are busy working 
to implement a number of key initiatives over the coming 18 months.  
 
Firstly, an overview of some of the initiatives we have implemented: 
 
IMB’s Internet Banking platform was upgraded which has not only provided additional 
functionality for our members, but also increased the security of their on-line transactions. 
We also launched a mobile banking application which allows our members to manage their 
accounts via their smartphones. Our website was also refreshed, improving navigation 
around the site and providing a range of tools to assist members. 
 
Together with these online initiatives, we introduced online identification and account 
opening, providing both new and existing members another channel to open deposit 
accounts with IMB. 
 
During the year we relocated our Sydney CBD branch from George Street to Hunter Street, 
providing members with a new, contemporary flagship branch conveniently located in the city 
centre. We also undertook significant refurbishments of our Macarthur Square and 
Belconnen branches providing a more modern space for our members to conduct their 
banking. 
 
We have recently reviewed our ATM distribution and have formed an alliance with Westpac 
providing our members with access to over 3,000 ATMs Australia wide and free of ATM 
direct charge fees.  
 
Our CRM platform was rolled out to back office functions, providing those staff with access to 
a system that was launched to our front end staff around 12 months ago, delivering a more 
integrated and consistent interaction with our members.  
 
IMB Direct’s telephony platform was upgraded, which in addition to capacity and functionality 
benefits, will provide a platform for future technology improvements including webchat. 
 
From a corporate perspective, IMB acquired ipac Group Services Limited’s 50 per cent share 
of IMB Financial Planning Pty Ltd with IMB Financial Planning now a wholly owned 
subsidiary of IMB Ltd. This is an exciting initiative for both IMB and IMB Financial Planning 
and we are confident that over the coming years our members will benefit from the more 
integrated financial planning service.  
 
And finally, we successfully completed the first of a series of annual share buybacks. This 
was a significant milestone for IMB as we aim to position ourselves to participate in the 
continued consolidation occurring amongst mutual ADIs. In addition to the increased scale 
provided by such a merger, there would also be no premium associated with any such 
transaction. 
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As has been commented on in a number of forums, IMB’s current structure has prevented us 
from merging with other mutual institutions. This first buyback is a step towards achieving our 
merger goals.  
 
Looking ahead,. 

Over the coming 18 months we will deliver a number of initiatives that will assist in achieving 
IMB’s future strategic goals. Key initiatives include: 
 
A continued focus for management will be the maintenance of IMB’s performance through 
further productivity increases and tight cost control. This focus has increased with the 
pressure on interest margins and the additional cost associated with regulatory change. 
 
We will continue to ensure that IMB’s capital and liquidity levels are well positioned to meet 
regulatory requirements and provide a sound base as we continue to navigate a challenging 
operating environment.  
 
Further investment in our IT platforms to ensure that they remain appropriate for meeting 
IMB’s needs in the medium to longer term and invest in upgrading our hardware and capacity 
to meet the increasing demands and expectations, particularly with regard to online. 
 
Providing members with enhanced access and service through the channel of their choice, 
whether face to face, on the phone or online is a key component of IMB’s strategy.  

• At the branch level, we will continue to review opportunities in Sydney and in the 
ACT.  

• We continue to monitor innovations in the online channel and on the back of the 
introduction of our mobile banking functionality, we are exploring further opportunities 
including SMS alerts, mobile payments and the use of social media.  

 
Business Banking remains a key opportunity for IMB.  We have a strong Business Banking 
offering and we are looking to build on this base to benefit from the significant opportunities 
this area can deliver. 
 
IMB’s staff are essential to our ongoing success. They deliver our products and services, and 
help us to fulfil the needs of our members. To support this, we continue to invest in our staff, 
and focus on attracting the best people to serve our members and deliver our strategy.  
 
As many of you will have seen in media reports, a number of our mutual peers have 
converted to a Mutual Bank. IMB continues to maintain a watching brief over these activities 
as we consider IMB’s longer term strategies. 
 
Key issues for IMB 

In delivering our strategic goals, we will continue to manage the business in a global 
environment that is likely to be unstable for some time yet, and a domestic environment that 
is impacted by subdued lending levels, strong competition for deposit funds and pessimistic 
consumer sentiment. 
 
The subdued lending market has not shown signs of any significant improvement. Recent 
cuts in official interest rates and a number of government initiatives such as the First Home – 
New Home Scheme and the First Home Owners New Home Grant should lead to an 
improvement in lending activity. 
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Competition for retail funds will continue as funding costs remain relatively high and 
disconnected from movements in official rates. As we continue to see the effects of reduced 
lending, we will monitor our deposit rates to ensure that we not only remain competitive, but 
also maintain our interest margin. 
 
We will also have to respond to changing regulatory requirements. Over the coming 18 
months there are a number of new regulations that will apply to IMB including: 

• Privacy Act Amendments expected to become effective in mid 2013 which will further 
strengthen the requirements around the use and protection of members’ personal 
information; 

•  Changes to the ePayments Code which updates the regulations relating to electronic 
banking methods;  

• The Foreign Account Tax Compliance Act which is focused on strengthening 
information reporting and withholding tax compliance with respect to US persons that 
invest through or in non-US entities. 

• The phased implementation of Basel III requirements from January 2013 which will to 
lead to higher minimum capital requirements and more stringent liquidity 
requirements 

 
Notwithstanding these broader economic conditions, IMB continues to be cautiously 
optimistic about future financial performance. Our sustainable business model, the quality of 
our assets and the strength of our capital base place IMB in a solid position for the year 
ahead. 
 
In closing I would like to acknowledge the dedication and enthusiasm of our staff.  Our staff 
have continued to provide Members with a high standard of service while we have also been 
busy in implementing a range of initiatives – some of which have been mentioned today. 
Their efforts have underpinned IMB’s success and I look forward to continue working with 
them as we move ahead in achieving IMB’s vision.   
 
I would also like to thank the Board for their continued support and involvement over the past 
year. IMB’s strong financial position is a testament to their commitment and oversight. 
 
I look forward to building on IMB’s existing strengths and successes going forward. 
 
Thankyou  
      


