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The opportunity for mutuals
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Mutuals face significant headwinds

Regulation
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What is an effective strategy?
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What can we learn from overseas?

How do these lessons apply to
the UK mutual sector?

What is the role of NEDs in developing
an effective strategy?
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What can we learn from overseas?
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Sources of competitive advantage

Customer-led

Operations-led Proposition-led
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Sources of competitive advantage

Customer-led

‘ Svenska Handelsbanken

Vanguard ‘ ‘ HUK-COBURG

Operations-led Proposition-led
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Sources of competitive advantage

Customer-led

‘ Svenska Handelsbanken
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Case 1: Customer-led

Svenska Handelsbanken

European bank stocks — Total return in last 5 years
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Source: Macrobond 17 September 2012, Svenska Handelsbanken
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Case 1: Customer-led

Svenska Handelsbanken

Income and expenses trend, branches in UK
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Case 1: Customer-led

Svenska Handelsbanken

Customer satisfaction
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Case 1: Customer-led

Svenska Handelsbanken

Employee profit sharing — Oktogonen scheme
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Case 1: Customer-led

Svenska Handelsbanken

Purpose To be most profitable Nordic bank

Targets customers with higher lifetime value and lower

Customers default risk

Relationship-based banking provided through local
branches

Heavily decentralised as branch-based staff better
understand customers’ needs

Operations

Strong capital base to support expansion, with
employees rewarded over long-term
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Sources of competitive advantage

Customer-led

Vanguard ‘

Operations-led Proposition-led
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Case 2. Operations-led

Vanguard

Expense ratios
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Case 2. Operations-led

Vanguard

“The value to clients of our low costs”
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Case 2. Operations-led

Vanguard

Purpose To offer clients exceptional value investing

Customers Mass market retail customers and institutional investors

Focus on low-cost passive funds

Operations No frills culture, consistent investment management IT

Proposition means no need for high-earning, active
fund managers
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Sources of competitive advantage

Customer-led

‘ HUK-COBURG

Operations-led Proposition-led

© 2013 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with 19
KPMG International Cooperative, a Swiss entity. All rights reserved.



Case 3: Proposition-led

HUK-COBURG

Displaced Allianz as leader in motor insurance
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Case 3: Proposition-led

HUK-COBURG

“‘We strongly believe in the principles of mutuality,
and consider them to be one of
the fundamental factors of our success”

Rolf-Peter Hoenen, CEO 1991-2009
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Case 3: Proposition-led

HUK-COBURG

The financial burden for the individual is as low as

Purpose possible

Mass market customers, though traditionally focused

Customers on civil servants

Principally motor insurance but also offers household
and health insurance

Operations Focus on efficiency results in superior operating ratio

Strong balance sheet enables competitive pricing
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How do these lessons apply to
the UK mutual sector?
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Sources of competitive advantage

Customer-led

Operations-led Proposition-led
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Map of the UK financial mutual sector

Customer-led

Operations-led Proposition-led
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Customer-led strategies

Customer-led
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Integrated value chain presents an advantage

Manufacturing
Asset and new Distribution
management product and advice
development
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Operational-led strategies

Customer-led

Operations-led Proposition-led
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Mutuals have better persistency

but higher expenses

Surrender rates Expense ratios
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Proposition-led strategies

Customer-led

Operations-led Proposition-led
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Access to capital — a key constraint
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Access to capital — UK financial mutual sector
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What is the role of NEDs in developing
an effective strategy?
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NEDs can influence the process and the strategy itself

NED influence
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Key components of the strategy development process

Policies and Strategy o Monitoring and
Communication :
procedures development delivery
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Key elements of an effective strategy for mutuals

Purpose Be clear on purpose and align the organisation with it

Customers Improve fulfilment of customer needs

Develop product solutions which your customers value

Operations Take action to reduce expenses

Identify new ways to strengthen capital and fund growth

© 2013 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with 36
KPMG International Cooperative, a Swiss entity. All rights reserved.



Questions for NEDs

Process How effective is strategic decision-making?

Customers How well is the society benefiting customers?

Sustainability How sustainable is the current business?

Alignment How coherent is the current strategy?

Options What alternative options should be considered?
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Key takeaways

Window of

: No better time to make the most of mutuality
opportunity

Strategy How robust is your strategy development
development process?

Competitive Do you have a coherent approach across your
advantage business model and operations?
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