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AGENDA 
ECONOMIC DEVELOPMENT, BUSINESS AND 
CORPORATE COMMITTEE 
12 JUNE 2018 
 
MEMBERSHIP: Councillors J Diffey, V Etheridge, D Grant, D Gumley, A 
Jones, S Lawrence, G Mohr, K Parker, J Ryan and B Shields. 
 

 
 The meeting is scheduled to commence at  . 
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May 2018.  
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the Manager Financial Operations regarding Investment Policy and 
Strategy Review. 
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Report of the Economic Development, 
Business and Corporate Committee - 
meeting 14 May 2018 

         
 

AUTHOR: Administration Officer - Governance 
REPORT DATE: 25 May 2018 

 
 

 
The Committee had before it the report of the Economic Development, Business and 
Corporate Committee meeting held 14 May 2018. 
 
 

RECOMMENDATION  
 
That the report of the Economic Development, Business and Corporate Committee meeting 
held on 14 May 2018, be adopted. 
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REPORT 
ECONOMIC DEVELOPMENT, BUSINESS AND 
CORPORATE COMMITTEE 
14 MAY 2018 

 
 
 
 
PRESENT: Councillors J Diffey, D Grant, A Jones, G Mohr, K Parker and J Ryan. 
 
ALSO IN ATTENDANCE: 
The Chief Executive Officer, the Executive Manager Governance and Internal Control, the 
Team Leader Governance, the Director Corporate Services, the Director Economic 
Development and Business (J Angus), the Manager Communication and Stakeholder 
Engagement, the Communications Coordinator, the Director Infrastructure and Operations, 
the Manager Transport and Emergency, the Director Planning and Environment, the Manager 
Building and Development Services, and the Director Community and Recreation. 
 
Councillor G Mohr assumed chairmanship of the meeting. 
 
The proceedings of the meeting commenced at 5.35pm. 
    
 
EDBC18/27 REPORT OF THE ECONOMIC DEVELOPMENT, BUSINESS AND CORPORATE 

COMMITTEE - MEETING 16 APRIL 2018 (ID18/781) 
The Committee had before it the report of the Economic Development, Business and 
Corporate Committee meeting held 16 April 2018. 
 
Moved by Councillor A Jones and seconded by Councillor J Ryan 
 
MOTION 
 
That the report of the Economic Development, Business and Corporate Committee meeting 
held on 16 April 2018, be noted. 
 

CARRIED 
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EDBC18/28 MARCH 2018 QUARTERLY BUDGET REVIEW STATEMENTS (ID18/650) 
The Committee had before it the report dated 9 April 2018 from the Chief Executive Officer 
regarding March 2018 Quarterly Budget Review Statements. 
 
Moved by Councillor A Jones and seconded by Councillor D Grant 
 
MOTION 
 
1. That the Quarterly Budget Review Statements as at 31 March 2018, as attached to the 

report of the Chef Executive Officer dated 9 April 2018, be adopted and such sums 
voted for such purpose. 

2. That the Statement of the Responsible Accounting Officer that Council is in a 
satisfactory financial position having regard to the changes herewith to the original 
budget, be noted. 

3. That the contracts, consultants, legal expenses and cash and investments information 
be noted. 

CARRIED 
 
 
EDBC18/29 BALLIMORE FIRE STATION - TELSTRA TELECOMMUNICATION LICENCE 

(ID18/775) 
The Committee had before it the report dated 30 April 2018 from the Property Services 
Officer regarding Ballimore Fire Station - Telstra Telecommunication Licence. 
 
Moved by Councillor J Diffey and seconded by Councillor J Ryan 
 
MOTION 
 
1. That Council enter into a licence agreement with Telstra Corporation Limited to 

enable them to continue to operate the Ballimore telephone exchange for a total 
term of 20 years. 

2. That all necessary documents in relation to this matter are executed under the Chief 
Executive Officer’s Power of Attorney.  

CARRIED 
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EDBC18/30 WELLINGTON CAVES CARAVAN PARK CLEANING AND MAINTENANCE 

CONTRACT (ID18/707) 
The Committee had before it the report dated 19 April 2018 from the Manager Visitor 
Experiences and Services regarding Wellington Caves Caravan Park Cleaning and Maintenance 
Contract. 
 
Moved by Councillor J Ryan and seconded by Councillor A Jones  
 
MOTION 
 
That  members of the press and public be excluded from the meeting during consideration 
of this item, the reason being that the matter concerned information that would, if 
disclosed, prejudice the commercial position of the person who supplied it (Section 
10A(2)(d)(i)). 

CARRIED 
 

Moved by Councillor A Jones and seconded by Councillor D Grant 
 
MOTION 
 
1. That in accordance with Section 55(3)(i) of the Local Government Act 1993, Council 

not call tenders for the cleaning and after hours operations contract of the 
Wellington Caves Caravan Park due to extenuating circumstances to allow Council to 
undertake a review of its management process of the Wellington Caves Complex and 
Caravan Park. 

2. That Mickey D’s Cleaning be offered an extension of the existing contract for the 
cleaning, maintenance and after hours operations of the Wellington Caves Caravan 
Park for a period of 12 months to allow the review of the management of the 
business operations including a valuation to occur. 

3. That the terms of the 12 month extension of the contract be the following: 
a. The contract be extended until 30 June 2019 for a contract price of $228,900 ex 

GST. 
b. That the existing Contract Conditions are to remain unchanged. 

4. That all documents for extension of the Contract be executed under the Chief 
Executive Officer’s Power of Attorney. 

5. That the documents and considerations in regard to this matter remain confidential 
to the Council. 

CARRIED 
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EDBC18/31 LEAVE OF ABSENCE 
Requests for leave of absence were received from Councillors D Gumley and B Shields who 
were absent from the meeting on Council Business and Councillors V Etheridge and S 
Lawrence who were absent from the meeting for personal reasons. 
 
Moved by Councillor A Jones and seconded by Councillor D Grant 
 
MOTION 
 
That such requests for leave of absence be accepted and Councillors V Etheridge, D Gumley, 
S Lawrence and B Shields be granted leave of absence from this meeting. 

CARRIED 
 
  
The meeting closed at 5.40pm. 
 
 
 
............................................................................... 
CHAIRMAN 
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REPORT: Investment Policy and Strategy 
Review 

AUTHOR: Manager Financial Operations 
REPORT DATE: 31 May 2018 
TRIM REFERENCE: ID18/924         

 
EXECUTIVE SUMMARY 
 
This report covers the review and update of Council’s Investment Policy and Investment 
Strategy and recommends the adoption of the draft Investment Policy and Strategy as 
attached to this report.  
 
The major change to the Policy is the inclusion of Environmentally and Socially Responsible 
Investments where Council will consider such investment opportunities where the 
investment return is favourable relative to alternate investment options. 
 
There are some other minor changes to Council’s Investment Policy around updating titles 
and dates. The Investment Strategy has been updated with current capital works and returns 
to March 2018.  The Strategy is focused on Council maintaining a portion of investments in 
the medium-term allocation and the use of primarily Floating Rate Notes in the near term. 
 
Monthly reporting to Council will also now include detail of any Environmental and Socially 
Responsible investments which have been placed. 
 
ORGANISATIONAL VALUES 
 
Customer Focused: This report centres on maximising return from interest on investments 
based on a conservative investment approach to ensure that sufficient revenue is generated 
to support the adopted budget and service delivery. 
Integrity: The proposed Investment Policy and Strategy require the officers delegated to 
carry out their duties without conflict of interest and with due diligence. 
One Team: The investment portfolio is managed and coordinated across all of Council’s 
operations. 
 
FINANCIAL IMPLICATIONS 
 
Income from interest on investments has been incorporated within the 2018/2019 
Operational Plan. 
 
POLICY IMPLICATIONS 
 
Once adopted the attached draft Investment Policy will become a Policy of Council. 
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RECOMMENDATION 
 
1. That the draft Investment Policy June 2018 and the Draft Investment Strategy June 

2018 attached as Appendix 1 and Appendix 2 to the report of the Manager Financial 
Operations dated 31 May 2018 be adopted. 

2. That Council’s Investment Policy and Investment Strategy be again reviewed and 
submitted to Council for determination in December 2018. 

3. That the monthly report to Council regarding Investment also include detail on any 
Environmental and Socially Responsible investments. 

 
 

Jane Bassingthwaighte 
Manager Financial Operations  
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BACKGROUND 
 
Council at its Ordinary meeting held in December 2017 resolved as follows: 
 

1. That the draft Investment Policy December 2017 and the Draft Investment Strategy 
December 2017 as Appendix 1 and Appendix 2 attached to this report of the 
Manager Financial Operations dated 4 December 2017 be adopted. 

2. That Council’s Investment Policy and Investment Strategy be again reviewed and 
submitted to Council for determination via Council’s Economic Development, Business 
and Corporate Committee in June 2018. 

 
REPORT 
 
The Investment Policy and Strategy documents (attached as Appendix 1 and Appendix 2) 
have been reviewed with advice from CPG Advisory Pty Ltd.  
 
Council’s Investment Policy establishes the framework within which investment principles are 
applied to the investment of Council funds. The Policy provides overarching directions on how 
Council funds are to be invested and details objectives, benchmarks, risks and the legislative 
framework. 
 
Council’s Investment Strategy details current market conditions, the structure of Council’s 
Investment Portfolio, risk management, return outlook and objectives. 
 
The major change to the Policy is the inclusion of an Environmentally and Socially Responsible 
Investments where Council will consider the purpose of an investment opportunity in terms 
of environmental and social outcomes when investing funds where the investment return is 
favourable relative to alternate investment opportunities. 
 
There are some other minor changes to Council’s Investment Policy around updating titles 
and dates. The Investment Strategy has been updated with current capital works and returns 
to March 2018.  The Strategy proposes that Council will work towards maintaining a portion 
of investments in the medium-term allocation and primarily Floating Rate Notes in the near 
term.   
 
As required within Council’s Investment Policy monthly reporting to Council is provided 
detailing the current investment portfolio, returns to date, any Environmental and Socially 
Responsible investments and holdings by maturity. 
 
SUMMARY 
 
The review of the Investment Policy and Strategy has been completed and is now submitted 
for adoption. 
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Appendices: 
1⇩  Investment Policy June 2018 Draft   
2⇩  Dubbo Investment Strategy June 2018 Draft   
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General 
PURPOSE OF DOCUMENT 

Having outlined the framework for investment in the Investment Policy, this document sets 
out: 

current market conditions; 

how Council is responding to structure its investment portfolio; 

realistic objectives for the investment portfolio; 

risk management 

This strategy has been prepared with consultation services of Andrew Vallner, Managing 
Director at CPG Research & Advisory. 

RELATED DOCUMENTS 

This Strategy relates to implementation of the portfolio within the constraints set out in the 
Investment Policy. It has been prepared to recognise the legislative requirements and 
obligations for the investment of Council’s funds. The legislative requirements are listed in 
the Investment Policy.   

Council will comply with investment regulations and directions of the Office of Local 
Government, which will prevail in the event of any inconsistencies with published Policy and 
Strategy. 

EFFECTIVE DATE 

This document replaces any previous Strategy document approved by Council. 

The effective date of this Strategy is 12 June 2018 and will be reviewed in July and 
December each year or when a change in either regulation or market conditions 
necessitates a review. 
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Investment Strategy 
Council’s Investment Strategy is set in relation to the following parameters: 

Cash flow expectations  

Council anticipates the following major capital expenditure in 2018-19: 

Community & Recreation $21M 

Airport $13M 

Stormwater $2M 

Water Augmentation  $7M 

Sewage Augmentation $6M 

Road Network $15M 

Property Development 4M 

Fire and Emergency $2M 

 
These projects are being funded from either grants or restricted assets and impact on the 
overall cash available for investment. 

As at 31 March 2018, Council held ~$13.5 million of liquid cash or notice accounts and 
$14.7m in liquid Senior Floating Rate Notes (FRN’s) available to meet short term cash flow 
requirements in addition to ~$13.5 million of near-term deposit maturities which are 
available to fund Council’s operational working capital requirements. 

Diversification 

Council’s investments are diversified only within the fixed interest sector, across cash, term 
deposits and senior securities (bonds and Floating Rate Notes (FRN)). It is still dominated by 
term deposits (86%), although there has been some diversification into securities.  

It is not Council’s current intention to diversify further across other asset classes through 
TCorpIM Growth facilities, but should this change it will be ratified by Council resolution.  

Ratings 

Council now has a moderate allocation to BBB+ banks (on S&P ratings). Aggregate BBB+ 
range exposure and individual limits on BoQ have over $10m capacity to the Policy limits. 

There is minimal exposure to further downgrades. There are no holdings at A-. While major 
banks could be downgraded to A range on a sovereign downgrade, they would retain their 
current Policy limits as a special case. 
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Economic Background 
Touching 3.04%, US Treasuries were yielding well over double the post-Brexit lows and 
matched the highs of the end of 2013. 

In 2013, the US had a zero interest rate policy, and was still conducting quantitative easing 
to loosen monetary conditions further. Today, there is a credible path for US rates to reach 
3% by 2019. Bond yields have been lower, but fundamentals are quite different 5 years later 
in the economic cycle policy settings, inflation expectations, central bank flows, geo-political 
conditions.  

US unemployment reached new multi-decade records at 3.9%. The major concern is 
whether the Trump Administration has stimulated the economy with tax cuts too late in the 
cycle, or whether this will be offset by 3-4 rate hikes from the Federal Reserve.  

Australian 10-year bonds lost ground, but did better than US bonds as yields rose +18bp to 
2.77%. Australian bonds continue to trade inside US yields, and the gap has widened. They 
still appear poor value in a rising global interest rate environment.  

Divergence of policy continues, with the RBA on hold again in its May meeting and guiding a 
rate increase only on lower unemployment and visibility of 2.5% core CPI. Quarter 3 will 
likely to see warnings ahead of potential rate rises around Quarter 4.  

Return Outlook 

Overall, the RBA’s patient approach should see rates on hold through most of 2018 as low 
interest rates continue to be needed to support the Australian economy. It will be 
increasingly difficult to keep rates unchanged as the US moves towards 3% rates. The RBA 
has compromised by admitting rates will rise but putting in place high hurdles that tends to 
delay any move. The market has interpreted statements as an easing of guidance. 

Figure 1 – ASX Future Cash Rate 
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Council’s return outlook is considerably better. As at March, deposits had an average term 
of approximately 1.6 years (having lengthened in the period of rising yields in late 2016), 
and returning, on average, 3.05% p.a. This is more than double the official cash rate. The 
strategy over recent years has made a dramatic difference to Council’s income – inevitably 
as the current deposits mature, this will tend to adjust lower. Council has sufficient deposit 
duration in place to see it through to higher interest rates.  

Term Deposit Market 

Deposit yields have increased slightly from all-time lows, but have not tracked bonds.  

Spreads were tighter at the longer end, as swap rates moved higher in April but deposit 
rates were little changed.  FRNs can now challenge fixed rates for current income out to at 
least 2 years, and even longer for the smaller institutions. 

Figure 2 

 

 

The deposit curve is very flat; only in the out years is there any material compensation for 
term.  

Senior FRNs & Bonds 

FRN spreads have widened in Q1 2018 as sentiment suffered during the stockmarket 
correction, but recovered somewhat in April. Bank credit caught up to other risk assets such 
as shares and speculative-grade credit. Major banks are currently trading +90bp at 5 years, 
having ranged from +75 to +100bp in 2018.  

There is a wide gap between a larger regional bank like BoQ, and spreads on smaller 
demutualised credit unions.  
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In other observations:  

• FRNs are yielding slightly higher than deposit margins on a held to maturity basis for AA 
banks, and considerably wider for BBBs; 

• Pickup from majors to the regional banks has tightened to +25bp after spiking wider on 
the 2017 downgrades; 

On a 2-year trading view, there is an additional 30bp p.a. in major banks, and somewhat 
more from the BBB+ institutions.  

Council has not actively sold/traded existing major bank FRNs prior to maturity. Since the 
FRN premium for credit rating is far more substantial than the term deposit premium, it may 
be appropriate to tilt FRNs towards lower rated entities and use the BBB Policy capacity in 
this way.  

Where secondary FRN’s can be sourced at a discount, they will be evaluated as a “Held to 
Maturity” investment. Council reserves the right to sell existing FRNs prior to maturity. 

EXISTING PORTFOLIO STATUS 

The Strategy throughout the past few years has been to prioritise long-dated deposits ahead 
of significant cuts to interest rates. This was justified by the pair of RBA rate cuts delivered 
over 2015 and 2016. Interest rates have now been stable for a record 21 months. Council’s 
duration has carried interest receipts through this period, and the cash portfolio earns 
around twice the official rate.  

Reduced income risk could be mitigated at no cost - indeed, the higher yields available from 
long-dated deposits have been an added benefit. 

It is no longer clear that this will be true in future. Long duration deposits are unlikely to 
produce less than benchmark given the ~1% additional spread, but there may be preferable 
floating rate strategies.  

Currently, credit rating is no longer a portfolio stress. Downgrades of two major issuers to 
BBB by S&P and Moody’s created temporary overweights. Council’s current allocation in 
that space increased initially, but maturities and portfolio growth have addressed that 
comfortably. 

As at March, Council’s deposits yielded 3.05% p.a., an excellent result – this is consistent 
with much longer maturity profiles, and lower credit quality in today’s market. 

To maximise performance, the intention is to pursue the following actions during this 
strategy period (subject to conditions broadly outlined in this document).  

New Investments 

 Ratings: are less of a priority, as Council now has the most capacity for some years 

Cash: Sourcing high yielding at-call accounts or cash notice accounts, checked against 
existing accounts or fixed rates. At time of writing, a spike in the bank bill rate has 
seen higher notice account yields. 
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Deposits: Short-term investments (3-12 months) will most likely continue to be 
invested into fixed term deposits, with rates well ahead of running yields for 
TCorpIM Strategic Cash. 

 Some A or AA banks offer rates that appear attractive relative to interest rate 
outlook at the shorter terms and broker specials can assist with securing retail 
pricing. 

Floating Rate Notes: For additional funds excess to liquidity requirements medium-
term (3-5 years) liquid FRNs going forward become the default preference.  

 With a 6% “BBB” capacity available, lower rated FRNs can also be considered, trading 
somewhat wider than deposit spreads and offering full participation in rate 
movements. Given rising rates globally and a current record low, the risks should be 
to the upside out to 2020. 

 Council will work towards maintaining a portion of investments in the medium-term 
allocation, primarily FRNs in the near term. 

The ability to transact quickly is important for new issues. To support this, Council has the 
ability to utilise existing at-call reserves (to be replenished from subsequent deposit 
maturities). 

There is no current intention at this time to invest in the long term (greater than 5 years) 
investments, being TCorpIM Growth Funds. However, Council will contemplate complying 
FRNs which in some cases are issued at terms slightly above 5 years for convenience. 

RISK MANAGEMENT GUIDELINES 

The strategy addresses risk management as outlined below: 

Preservation of Capital  

Council has already enacted major strategies to manage capital risk given the portfolio is 
now 100% compliant with the Minister’s Order. With the current composition of the 
portfolio consistent with the Minister’s Order, there will be very minimal capital risk going 
forward. 

Credit Risk  

Credit rating profile is currently strong. The majority (over 80%) of investments are rated 
“A“ or higher.  

Policy rating constraints can comfortably be met despite the downgrades of some existing 
assets, but there are fewer high rated banks to choose from after mergers. It is expected 
that Council will prioritise careful management of credit quality during the term of this 
Strategy.  

Diversification  

Investments are currently diversified within the fixed interest sector, fixed deposits, senior 
FRNs, at-call and cash notice accounts.  

There is no current intention to diversify outside the fixed interest sector.  

Liquidity Risk  
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Council’s portfolio is highly liquid, from at-call accounts, near-term maturities and tradeable 
FRNs. Approximately 36% matures within 12 months. 

Council has been in a position to extend the duration of deposit investments during recent 
years, sacrificing some liquidity in the portfolio in exchange for income protection and 
budgeting certainty.  

 

Market Risk  

Along with credit risk, market risk has now been substantially reduced by the exit from 
managed credit.  

Maturity Risk  

Council’s long-term investments are primarily in a mix of term deposits and floating rate 
investments, minimising the effect of maturity risk as there is a regular maturity pattern and 
spread of maturity dates. The FRNs are also saleable so that funds can be accessed within 2 
business days. 

Rollover Risk  

Council has reduced this risk through a very long deposit portfolio duration of 1.6 years. It 
includes assets maturing as late as December 2022.  

This is a very strong level of protection against rollover risk, and will continue to help anchor 
the 2018 income support returns in 2019. This should be long enough to get through the 
trough of the interest rate cycle. Council may not be exposed to dramatically lower income 
for a period.  

Council is well within its required limits for working capital and short-term funds, which 
together account for around 36% of the portfolio (including cash). 

Longer term holdings are conservative relative to portfolio limits, and there is capacity for 
further investments as opportunities at a suitable yield, and availability of cash, permit.  

PERFORMANCE BENCHMARKS 

Council’s overall portfolio (including cash) is currently yielding approximately 0.95% above 
the benchmark return. Deposits are higher still, at close to 1.04%% above benchmark - 
supported by extremely high yields on deposits from ahead of the current interest rate 
cycle. 

This yield is very strong given the high credit ratings targeted.  Returns are almost certain to 
fall over time, as official interest rates are expected by the market to increase slowly over 
the long term. 

DELEGATIONS/RESPONSIBILITIES 

Within the Policy rules, strategic or execution decisions are delegated to the Director 
Corporate Services and Manager Financial Operations.  
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REVIEW OF STRATEGY 

The Strategy will be reviewed in July and December each year, or as required in the event of 
legislative change or as a result of significantly changed economic/market conditions. 
Council is in regular contact with its advisors and is able to adjust strategy as market 
conditions dictate.  
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