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Investment Exposure 
Standard & Poor’s downgraded much of the Australian bank sector in May. This was followed in June 

by Moody's downgrading a smaller number of banks (including the major banks).   

This again reflected a reduction in “standalone credit profiles” – largely due to a fear that a property 

market correction was becoming more likely.  

Council’s investment portfolio is directed to the higher rated ADIs, and this is expected to continue.  

Banks such as Rabobank and ING have a reduced capacity due to being a foreign subsidiary. A-2 

banks have lower counterparty limits.  

It is noted that while BoQ has a higher long-term rating at Moody’s, all agencies currently rate it an 

equivalent to A-2 (Moody’s P-2 / Fitch F-2) short-term. 

Separating long and short-term assets shows the following capacity:  

 

 
 

 
Foreign subsidiary banks are limited to 5% of the total investment portfolio as per Council’s investment policy. 
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BoQ has no further maturities scheduled until Q4. Over time, long-dated deposits will reclassify as 

short-term and portfolio targets will be restored. The current intention is not to break excess 

deposits, but to divest maturing investments as soon as practicable.  

Collectively, and when grouping by long or short term, each category is in line with target levels with 

the exception of BoQ. 

The counterparties are quite diverse across the larger banks (notably NAB and Suncorp, which were 

unaffected by the S&P downgrades): 
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Credit Quality 
A-1+ (the domestic majors) and A-1 (the higher rated regional) rated ADIs are the largest share of 

Council’s investments.  
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Term to Maturity 
The portfolio remains adequately liquid with approximately 4.7% of investments at-call and another 

26.3% of assets maturing within 3 months. There is still capacity to lengthen investments, and 

particularly to invest at terms greater than 1 year. Council purchased some longer-term maturities 

up to 5 years during March, resulting in the following mix currently:  

 

The RBA left the cash rate unchanged at 1.5% in June with little in the wording to suggest any firm 

views. However, there is a perceived risk that central banks may move to a more normal interest 

rate environment globally.  

  



Attachment 1 Investment Report - June 2017 
 

Attachments for the Ordinary Council Meeting held on 25 July 2017 - Page 147 

A
tt

a
c
h

m
e
n

t 
1

 
 O

R
D

0
3

 

2016-17 Budget 
     

Source of Funds Invested   

Section 94 Developer Contributions $45,346,392 

Restricted Grant Income $1,532,118 

Externally Restricted Reserves $18,305,455 

Internally Restricted Reserves $27,373,499 

General Fund $12,842,536 

Total Funds Invested $105,400,000 

Council's investment portfolio has decreased by $3.5 million since the 
May reporting period. The decrease primarily relates to payments for 
capital works and operational expenses for the June period. The 
source of funds invested are indicative only, due to Council's annual 
financial reports still being finalised for 30 June 2017. 

 

  

INTEREST RECEIVED DURING 2016/17 FINANCIAL YEAR 

  June Cumulative Original Budget *Revised Budget 

General Fund $112,167 $1,494,196 $1,400,000 $1,400,000 

Restricted $161,403 $1,737,052 $700,400 $1,650,000 

Total $273,570 $3,231,248 $2,100,400 $3,050,000 

 

*The Revised Budget is reviewed on a quarterly basis as part of the Budget Process 
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Interest Summary 
The portfolio’s interest summary as at 30th June 2017 is as follows: 

         

*Note: CBA call account is not included in the investment performance calculations 

 

The portfolio’s outperformance over the benchmark (AusBond Bank Bill Index) continues to be 

attributed to the longer-dated deposits in the portfolio, and Council has been widening the gap 

between returns and the benchmark recently. While 3% was an aggressive budget at a time when 

rates were falling rapidly, it has been exceeded in every month.  

As existing deposits mature, performance will generally fall as deposits will be reinvested at much 

lower prevailing rates compared to previous years.  
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Appendix A – List of Investments 
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Appendix B – Ratings Definitions 

Standard & Poor’s Ratings Description 

Standard & Poor’s (S&P) is a professional organisation that provides analytical services. An S&P 

rating is an opinion of the general credit worthiness of an obligor with respect to particular debt 

security or other financial obligation – based on relevant risk factors. 

Credit ratings are based, in varying degrees, on the following considerations: 

Likelihood of payment 

Nature and provisions of the obligation 

Protection afforded by, and relative position of, the obligation in the event of bankruptcy, 

reorganisation or other laws affecting creditors’ rights 

The issue rating definitions are expressed in terms of default risk. 

S&P Short-Term Obligation Ratings are: 

A-1: This is the highest short-term category used by S&P. The obligor’s capacity to meet its 

financial commitment on the obligation is strong. Within this category, certain obligations 

are designated with a plus sign (+). This indicates that the obligor’s capacity to meet its 

financial commitment on these obligations is extremely strong. 

A-2: A short-term obligation rated A-2 is somewhat more susceptible to the adverse changes 

in circumstances and economic conditions than obligations in higher rating categories. 

However the obligor’s capacity to meet its financial commitment on the obligation is 

satisfactory. 

A-3: A short-term obligation rated A-3 exhibits adequate protection parameters. However, 

adverse economic conditions or changing circumstances are more likely to lead to a 

weakened capacity of the obligor to meet its financial commitment on the obligation. 
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S&P Long-Term Obligations Ratings are: 

AAA: An obligation/obligor rated AAA has the highest rating assigned by S&P. The obligor’s 

capacity to meet its financial commitment on the obligation is extremely strong. 

AA: An obligation/obligor rated AA differs from the highest rated obligations only in small 

degree. The obligor’s capacity to meet its financial commitment on the obligations is very 

strong. 

A: An obligation/obligor rated A is somewhat more susceptible to the adverse effects of 

changes in circumstances and economic conditions than obligations/obligors in higher rated 

categories. However the obligor’s capacity to meet its financial commitment on the 

obligation is strong. 

BBB: A short-term obligation rated BBB exhibits adequate protection parameters. However, 

adverse economic conditions or changing circumstances are more likely to lead to a 

weakened capacity of the obligor to meet its financial commitment on the obligation. 

Unrated: Financial Institutions do not necessarily require a credit rating from the various 

ratings agencies such as Standard & Poor’s and these institutions are classed as “Unrated”. 

Most Credit Unions and Building societies fall into this category. These institutions 

nonetheless must adhere to the capital maintenance requirements of the Australian 

Prudential Regulatory Authority (APRA) in line with all authorised Deposit Taking Institutions 

(Banks, Building societies and Credit Unions). 

Plus (+) or Minus(-): The ratings from “AA” to “BBB” may be modified by the addition of a 

plus or minus sign to show relative standing within the major rating categories 

Fitch and Moody’s have similar classifications. 
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Appendix C – Recently Invested ADIs 

Rural Bank 

Historically, the Bank was formed as Elders Rural Bank and received its banking licence in 2000. In 

August 2009, Elders Rural Bank Limited changed its name to Rural Bank Limited and, in December 

2010, Rural Bank became a fully-owned subsidiary of the Bendigo and Adelaide Bank Group.  

In December 2010, Bendigo and Adelaide Bank announced that it would increase its shareholding in 

Rural Bank from 60% to 100% for $165m, or approximately 1.2 times book value. As such, Rural Bank 

takes on its parent’s company’s long-term credit rating, recently downgraded with 22 other banks to 

BBB+ by S&P. However, it is noted that Rural Bank maintains a separate ADI licence from APRA and 

does not provide cross guarantees with the parent – it is treated as a separate counterparty.  

Over the years, the bank’s business model has expanded, but its core business has not changed.  

They specialise in lending to the agricultural sector in rural and regional centres across the country. 

Rural Bank’s products and services are now available at more than 400 locations nationally.  

Financial Results 

As at 31st March 2017, Rural Bank’s Tier 1 Capital Ratio stood at 15.31% and its Total Capital Ratio at 

16.07%, well above Basel III minimum capital requirements and above those of its parent. 

At a group level, Bendigo-Adelaide Bank Ltd earns just over $200 million each half yearly reporting 

period. Retail deposits exceeded$50 billion in the latest period (up from $48.45 billion in June 2016). 

Suncorp Metway Bank 

The bank is part of the Suncorp Group, which includes a number of major insurance brands.  

It was formed by a merger of three financial institutions, with the Queensland government selling 

the bulk of its shares in a public offering in 1997.  

The insurance group has continued to grow by acquisition since then, with the bank primarily 

growing organically.  

Financial Results 

The bank generated similar earnings to Rural Bank, earning $208 million in the December 2016 half 

(+0.5%). The Group as a whole earned $537 million (+1.3%).  

The bank has a Tier 1 Capital Ratio of 9.2%, with Total Capital of 13.48% typical of the largest banks.  

Its long-term credit rating was affirmed at A+ in the recent S&P review.  
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Rabobank Australia 

With over 110 years of history, the Rabobank Group is a leading provider of financial services around 

the world and has a strong historical presence for the global food and agriculture industry. It was 

founded in 1898 as a unique network of cooperative banks in the Netherlands, combining their 

capital strength – this replicated a German innovation. Headquartered in Utrecht, the Netherlands, 

Rabobank is a cooperative of 123 banks. Today, Rabobank has over AUD$984 billion in assets (€662 

billion)1, approximately 10 million clients, more than 59,000 employees, and a 

presence in 48 countries. Rabobank is one of the 30 largest financial institutions in the world based 

on Tier 1 Capital. 

Rabobank established an office in Australia in 1990 and acquired the Primary Industry Bank of 

Australia (PIBA) operating in Australia and New Zealand in 1994. With headquarters in Sydney, 

Rabobank has 61 branches throughout Australia and 32 branches in New Zealand.  

In early November 2014, ratings agency Standard & Poor's downgraded the Dutch Rabobank group, 

and therefore Rabobank Australia's long-term credit rating from AA- to A+ (short-term rating from 

A-1+ to A-1). It remains AA range with the other agencies.  

The group has lifted its Tier 1 Capital to 14% and Total Capital Ratio to 25% as at December 2016. 

Group net profit was EUR2bn in 2016,  

From May 2015, new Rabobank Australia deposits are guaranteed only by the Australian subsidiary, 

not cross guaranteed globally (conversely, there is no cross-claim on Australian assets).  

Bank of Queensland 

Founded in 1874, BoQ has around 200 branches nationally. Total lending in Queensland is now 

exceeded by the rest of the country, with NSW now 24% of assets.  

BoQ increased its national footprint with the acquisition of the Australian assets of Investec 

(Australia), rebranded BoQ Specialist Bank.  

Financial Results 

BoQ earned around $175m at the latest half year, down from a peak of $190m. It has been 

somewhat affected by the slowdown in mining states. However, loan impairments are trending 

down over time.  

Tier 1 Capital is 9.29%, up from 9.0% at the previous half. Its overall capital is in line with Bendigo-

Adelaide and above the other large retail banks.  

BankWest 

Bankwest is a brand of Commonwealth Bank – it no longer holds a separate banking licence and so 

all deposits are liabilities of CBA.  

                                                
1
 As a comparison, CBA has approximately AUD$933 billion in total assets and 45,000 employees 
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