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1.0
INTRODUCTION 

1.1
Overview

This document has been developed to provide guidance to council officers with responsibility for the investment of council monies.

The Local Government Act 1999, introduced requirements for Officers who are responsible for investing Council funds. These requirements obligate the Officers to act in a certain manner and it is important that Officers are aware of their responsibilities.

To inform its Members of their responsibilities the South Australian Local Government Financial Management Group Inc (SALGFMG) contracted a former Local Government Finance Manager, Alan Rushbrook, to research and develop a draft Investment Policy.  The research involved obtaining Investment Policies and Reports from Councils throughout Australia and discussing investment issues with professionals in the field.  The draft documents were then reviewed and further developed by the SALGFMG Inc Committee.  The appropriate changes have been made and the final document checked by Norman Waterhouse to ensure legislative conformity.

Each council should review and adjust the documents to make them applicable to their particular circumstance in issues such as risk exposure and return on investments.

1.2
Legislative Provisions 

The legislative requirements relating to investment are found at Sections 139 and 140 of the Local Government Act 1999, set out in Attachment 1.

Section 139 

(1) Empowers councils to invest money:

(2) Requires that in exercising this power of investment, councils:

(a) exercise the care, diligence and skill that a prudent person of business would exercise in managing the affairs of other persons; and

(b) avoid investments that are speculative or hazardous in nature.

(3) Without limiting the matters that a council may consider, provides    a list of the matters that councils must consider, so far as may be appropriate in the circumstances, when exercising the power of investment.

(4) Provides additional matters, subject to subsection (3) that a council may take into account when exercising the power of investment.

(5) Permits councils to obtain independent and impartial advice concerning investments and/or the management of investments.

Section 140 

Requires that councils review the performance of their investments at least annually.

Other legislation, which is relevant, is:

Section 44

Enables a council to delegate a power or function, which is vested in or conferred upon it under the Local Government Act or another Act. Whilst there are a number of restrictions, which prohibit the delegation of certain powers, there is no restriction upon the delegation of the powers at Section 139 or the duty at Section 140.

Section 47 

Prohibits a council from directly acquiring shares in a company. However, Section 47 does not preclude a council from investing money in managed funds which invest in shares. 

Section 121 

Protects council employees from civil liability for an honest act, or omission, in the exercise of their duties under the Local Government Act.

The Trustee Act 1936 is applicable when council acts as a trustee of funds (eg. when administering an estate).  The provisions relating to investments in the Local Government Act 1999 are based upon the Trustee Act. 

1.3
Prudent Person of Business

The legislation governing South Australian Local Government investments is non prescriptive.  Except for a prohibition on the acquisition of shares (refer 2.8) and an avoidance of speculative or hazardous investments, it would appear, there are no statutory limitations on council investments.  However, Section 139(2)(a) does require that the power of investment be exercised with the care, diligence and skill that a prudent person of business would exercise in managing the affairs of other persons. This requirement placed on officers who are exercising a council’s power of investment, is a significant duty.

A prudent person of business should; be informed, exercise due care, be diligent and be skilful. A prudent person of business would act conservatively but not overly so, and would expect to receive a reasonable return on invested monies. For example, if all investments are held in the Council’s operating bank account it may be considered a safe investment but would most likely be receiving a lower rate of return than most other investments and therefore the officer responsible could not demonstrate that he/she has acted as a prudent person of  business.

A prudent person of business would ensure that they are properly informed, have adequate professional knowledge, maintain appropriate documentation concerning each of their decisions, and maintain systems to monitor Council investments. 

2.0
INVESTMENT MANAGEMENT ISSUES

While the importance of a sound Investment Policy cannot be understated, such a policy would normally sit within a broader strategy and procedural framework.


2.1
Treasury Policy 

Since the abolition of fund accounting, many South Australian Councils manage their borrowings and investments collectively, rather than as separate issues. Because the cost of borrowing is usually greater than the return from investments, some councils have applied their investment funds to the reduction of borrowings.  In some cases, councils have found it beneficial to run overdrafts or hold cash advances for short periods of time rather than pay the interest on long-term borrowings for the whole year. This has resulted in a saving on net borrowing costs.  

These strategies must be well planned with emphasis on cash flow planning, to ensure cash is available when required.  Council staff and Elected Members should be informed of the impact of such a strategy and the fact that Council’s reserves may not be backed by cash reserves.


2.2
Cash flow management

Cash flow management is a relatively simple method to improve investment earnings.  By having systems in place to accurately predict cash movements, the use of fixed term investments (eg. 3 months) instead of using at call funds, can often, depending upon the direction of interest rate movements, improve investment returns.

The ability to maximise investment income this way is dependent upon knowing when access to the investment funds is required.

2.3
Non financial factors

When assessing an investment opportunity, there will always be a number of factors, which are not easily quantifiable, that should be considered.  These factors may lead to accepting a lower rate of return on a particular investment.  Staff who make such decisions should document the reasons to support their decisions. This will ensure accountability and enable those reasons to be identified at a later date.

The Model Policies do not stipulate that the highest rate should be accepted, but that the investment, which delivers the best value to council, should be selected.  This allows staff to include other than financial factors, in their consideration, when choosing an investment.

Factors, which may be considered when choosing investments, include:

· transaction costs

· ease of making transactions

· ability to swap funds 

· level of service from an institution

· benefit to Local Government (eg. the LGFA profit paid into the TER fund)

· bonuses paid to Councils

· reduced costs for other services

2.4
Community Benefit

Section 139(4) refers to issues such as anticipated community benefit and the desirability of attracting additional resources into the local community.   Where it is “appropriate in the circumstances” these issues should be taken into consideration.

When non-business issues are considered, it is important that care, diligence and skill of a “prudent person of business” are exercised.  For example, all issues considered should be fully documented.

2.5 Local Government Finance Authority

Local Government in South Australia is in the unique position of having access to the Local Government Finance Authority for investments and borrowings.

In accordance with Section 24 of the Local Government Finance Authority Act, 1983, all liabilities of the Authority (including monies accepted on deposit from local authorities) are guaranteed by the Treasurer of South Australia.

It is doubtful that any other investment body will possess such a solid backing.

It is not uncommon for South Australian Councils to hold all their investments with the Local Government Finance Authority (LGFA). The LGFA provides competitive interest rates on its products, an annual bonus to councils and makes a contribution to the Local Government TER fund each year.

It is not the intention of this report to change the relationship of Councils with the LGFA, merely to make officers aware of their responsibilities.


2.6
Standard & Poor’s Ratings

Standard & Poor’s (S&P) ratings have been used within the Model Investment Policy as an independent measure of the risk, or creditworthiness, of investment products and investment organisations.  S&P ratings are widely recognised as an impartial and consistent method of rating different products and organisations.

S&P ratings may apply to a product, in the case of a Managed Fund, or an organisation.  For deposits with a bank or the LGFA, it is relevant to use the long term rating of the organisation, to assess the risk associated with investing with those organisations.  Each Managed Fund will be rated, as will most fund managers. Long-term ratings are forward-looking assessments over two to three years, whereas short-term ratings generally cover obligations with an original maturity of one year or less.

Ratings information should be provided on request.  

Further information on S&P ratings can be found on their web site http://www.standardandpoors.com.au/australiaNZ/ratingsactions/index.html.

This web site also details the current ratings of most Managed Funds.

From Standard & Poor’s website: (http://www.standardandpoors.com/australiaNZ/resourcecentre/ratingsdefinitions/index.html#managed))


AAAm The fund exhibits an extremely strong capacity to meet its obligation to redeem investors' unit holdings at par or face value.

AAm The fund exhibits a very strong capacity to meet its obligations to redeem investors' unit holdings at par or face value.

Am The fund exhibits a strong capacity to meet its obligations to redeem investors' unit holdings at par or face value.

BBBm The fund exhibits a satisfactory capacity to meet its obligations to redeem investors' unit holdings at par or face value.

BBm The fund exhibits a vulnerable capacity to meet its obligation to redeem investors' unit holdings at par or face value.

Bm The fund exhibits a very vulnerable capacity to meet its obligations to redeem investors' unit holdings at par or face value.

CCCm The fund exhibits an extremely vulnerable capacity to meet its obligations to redeem investors' unit holdings at par or face value.

Dm The fund has failed to redeem investors' unit holdings at par or face value.

The 'm' subscript to the rating denotes the rating is of a managed fund in relation to its ability to redeem investments at par or face value and whose assets are primarily short-term investments.

Plus (+) or minus (-) signs following ratings from 'AA' to 'CCC' show relative standing within the major rating categories
2.7
Managed Funds

Managed Funds may be used to enhance investment returns. 

There are differences between direct investments in short term fixed or floating rate products and Managed Funds.  These differences include:

· Certain Managed Funds are not capital guaranteed, and their value may fluctuate with changes in monetary conditions.  

· Funds may have varying timeframes from months to years.

Issues such as product availability, implicit risk, and performance data not readily available, are the reasons why it is recommended that professional advice be sought before investing in a Managed Fund. This may not be an additional cost to council, as some advisors will receive their income through commissions on investments they place. However, they should make you aware of any income they receive when managing your investments.  

If Council policy permits Managed Fund investments, staff should be aware of industry practices.

2.8
Equities & Property

The Investment Policy is limited to investment in property or equities through Managed Funds.  Section 47 of the Local Government Act 1999 prohibits the direct investment in shares, for investment purposes. 

Council is permitted to invest in property for strategic purposes.  Under Section 139 (4) of the Local Government Act, there could be circumstances where councils may exercise their power of investment for reasons other than maximising direct income eg to build a community centre.

When reviewing investments, property should be included. Information concerning the rate of return on the investment and capital growth (independently valued) would, at a minimum, need to be presented for each property.

3.0 REVIEW OF INVESTMENTS

3.1
Strategy

Section 140 of the Local Government Act 1999, requires that councils review their investments annually.  This is a responsibility, which councils may delegate.  For instance, if a Council has an audit committee, it may be appropriate to delegate the review of investments to this committee, which is likely to have members with financial expertise. The person or body delegated the responsibility will be required to carry it out in accordance with the provisions of the Local Government Act 1999.

If a Council has substantial funds invested, consideration could be given to having the review of investments performed by an independent person.  An independent person could provide a more objective perspective on the performance of investments and add more rigour to the review.

The example below illustrates one method of calculating the weighted average return over a five-month period. The same logic is applicable for a twelve-month period. Included in the example is the average daily balance of monies held in the council’s operating account (on a monthly basis).

INVESTMENT ANALYSIS 2001/02

1 July 2001 
to
30 November 2001




153 days in this period

Institution
Investment
Amount

Days
        Annual       Average Daily      Interest



Reference
Invested
Invested        Interest
Investment          Earned









           Rate
    Holding

LGFA
                  At Call 1234
         $2,444,444
                 3
                 4.75%             $47,930
              $954

LGFA
             180 Days #789      $2,000,000
    150
            5.50%        $1,960,784
$45,205

LGFA
              At Call 1234            $444,444 
    150
            4.75%
     $435,729
  $8,676

LGFA

Investments Bonus






$10,000

Operating A/C
July   2001
     $25,000
      31
            2.50%
         $5,065
       $53

    

Aug.  2001
     $33,000
      31
            2.50%
         $6,686
       $70 

Sept.  2001
     $22,000
      30
            2.50%
         $4,314
       $45

    

Oct.   2001
     $24,000
      31
            2.50%
         $4,863
       $51

    

Nov.  2001
     $21,000
      30
            2.50%
         $4,118
       $43







Average $ invested per day  $2,469,489








Total interest earned this period
$65,097







Average return per annum for this period
   6.29%

The weighted average return for this period is 6.29%
3.2
Benchmarking

The use of external benchmarks to compare the performance of a Council’s investment portfolio is a useful way of assessing the success of investment policies.

The Model Investment Policy uses the UBS Warburg Bank Bill Index.  This is an index, which summarises the returns on bank bills over the past 90 days.  It is a widely recognised investment performance benchmark.

This index can be accessed by application to UBS Warburg or alternatively, using Username: unley and Password: number1 (by permission of UBS Warburg).  If you wish to arrange your own login details the contact at UBS is Rebecca Mills on (02) 9324 2244. You should request access to the AUSBOND indices for benchmarking purposes.  You will be supplied with a user id and password to give you access to UBS indices.  The index you require is the UBSWA Bank Bill Index situated at http://ausbond.ubswarburg.com/ausbond/.  Travel through “AUD UBSWA Indices” then “Index Tree”, then click on the “UBSWA Bank Bill Index” box at the top right of the screen. when you reach the required screen enter the date for which you require a benchmark rate and use the yearly return figure. 

An alternative benchmark would be the official cash rate.  This information can be accessed at http://www.rba.gov.au/Statistics/cashrate_target.html.

If significant funds are invested for longer than 12 months another benchmark might be more appropriate, such as CPI plus 2%.

4.0
MODEL INVESTMENT POLICIES

The “Model” Investment Policies are provided as a basis upon which council staff can develop their own Investment Policy.  When using the attached Investment Policies, Councils may be aware of a number of other issues, which apply to their council.

4.1 Identify Policy

Three “Model” Investment Policies are attached for consideration.  All three have differing levels of complexity.  Which one is most appropriate for a Council will depend upon the amount and type of investment funds the council has available.

Model 1 may be relevant to Councils with minimal financial resources and predominantly short-term investments, which are not at the level to justify appointing an Advisor.

Model 2 requires additional controls and allows a wider range of investments. It is appropriate for councils with a level of investments, which may require their investments to be actively managed.

Model 3 is the most complex model and has the broadest range of investment products.  It has provision for long-term borrowing and contains additional operational and reporting controls.


4.2
Risk Exposure

The Model Investment Policies embody a conservative investment strategy. 

Councils should adjust the model policy for the level of risk they are willing to accept.  South Australian Councils traditionally have placed the majority of their investments with the Local Government Finance Authority, because of more favourable  returns. In other States within Australia, where the prudent person of business legislative framework exists and Councils do not have access to a Finance Authority, there is a tendency to invest in a broader range of investment products.

To reduce the level of risk embodied in the Model Investment Policies the following adjustments could be made:

· increase the acceptable S&P ratings 

· increase the diversification of investments by reducing the maximum holding percentages

· exclude Category B & C investments 

· reduce the allowable term to maturity of investments that can be made without “expert advice”

The use of an external investment advisor is recommended in three circumstances:

a) when using Managed Funds

b) when investments have an investment horizon of greater than 12 months 

c) when investing in equities or property.

Each of these investments possesses a greater level of complexity and risk for which professional advice may be required.


4.3
Diversification

When considering an investment, councils must have regard to “the desirability of diversifying council investments” (s.139 (3)(b)).

The spreading of investments between products with similar risks will reduce the overall risk profile of an investment portfolio. This is because the risk is spread across more than one organisation. 

If councils decide to invest with one source, they need to fully assess the risk of doing so, just as a prudent person of business would.  When considering the issue of risk Accounting Standard AAS33 paragraph 5.1.2 provides useful guidance on the types of risk associated with financial products.

Local Government Act extracts



Attachment 1


PART 4

INVESTMENT
Investment powers

139. (1) A council may invest money under its control.


(2) A council must, in exercising its power of investment


(a)
exercise the care, diligence and skill that a prudent person of business would exercise in managing the affairs of other persons; and


(b)
avoid investments that are speculative or hazardous in nature.


(3) Without limiting the matters that a council may take into account when exercising its power of investment, a council must, so far as may be appropriate in the circumstances, have regard to


(a)
the purposes of the investment;


(b)
the desirability of diversifying council investments;


(c)
the nature of and risk associated with existing council investments;


(d)
the desirability of maintaining the real value of the capital and income of the investment;


(e)
the risk of capital or income loss or depreciation;


(f)
the potential for capital appreciation;


(g)
the likely income return and the timing of income return;


(h)
the length of the term of a proposed investment;


(i)
the period for which the investment is likely to be required;


(j)
the liquidity and marketability of a proposed investment during, and on the determination of, the term of the investment;


(k)
the aggregate value of the assets of the council;


(l)
the likelihood of inflation affecting the value of a proposed investment;


(m)
the costs of making a proposed investment;


(n)
the results of any review of existing council investments.


(4) Without limiting the matters that a council may take into account when exercising its power of investment, but subject to the operation of subsection (3), a council may, so far as may be appropriate in the circumstances, have regard to


(a)
the anticipated community benefit from an investment;


(b)
the desirability of attracting additional resources into its local community.


(5) A council may obtain and consider independent and impartial advice about the investment of funds or the management of its investments from a person whom the council reasonably believes to be competent to give the advice.

Review of investments

140. A council must, at least once in each year, review the performance (individually and as a whole) of its investments.

© Government of South Australia

Investment Policy – Model 1



Attachment 2

1.0 Introduction

1.1 Objectives

The purpose of this policy is to ensure that:

· Council maximises the return on surplus funds, taking into consideration the level of risk

· Council funds are preserved

· Council funds are invested in accordance with its legislative and common law responsibilities

1.2 Legislative Power

Section 139 of the Local Government Act.

1.3 Prudent Person of Business

All investments are to be made exercising care, diligence and skill that a prudent person of business would exercise in managing the affairs of other persons.  

1.4
Legislative Requirements

All investments are to be made in accordance with the provisions of the Local Government Act 1999, with particular attention to Sections 139 and 140.

2.0  Investments

2.1 Approved Investments

Without approval from Council, investments are limited to 

· Deposits with the Local Government Finance Authority

· Bank accepted / endorsed bank bills

· Bank negotiable Certificate of Deposits

· Bank interest bearing deposits

· State / Commonwealth Government Bonds

Subject to the following exposure limits

2.2 Investment Limits

Investments shall not be made with institutions or products with a rating below that listed below, and nor should the amount invested exceed the following percentages of total short-term investments.

	Type
	S&P Short Term Rating
	S&P Long Term Rating
	Maximum Holding

	LGFA deposits
	n/a
	AA
	100%

	Other products and institutions 
	A-1+
	AAA to AA-
	75 %

	Other products and institutions
	A-1
	A+ to A-
	40 %


2.3 Calculation of Maximum Holding (refer Table 2.2)

The Maximum Holding is the amount of the investment, plus any other investments of the same type, at the time of making the investment, as a percentage of the current total of council investments, or the anticipated total of investments in 5 working days time. 

3.0 Maximising Return

3.1 Money to be invested

The bank account balance of Council is to be kept at a level no greater than is required to meet Councils immediate working capital requirements, with any surplus funds being applied to either reduce debt or invest.

3.2 Quotations on Investments

No less than three quotations are to be obtained from authorised institutions whenever an investment is proposed.  After taking into account all relevant factors, including the exposure limits set above, the quote, which delivers the best value to Council, shall be successful.  During periods of stable interest rates, new investments may be made based upon the results of previous quotes providing [To be Inserted by Council]. This proviso could be based upon one or more of the following - investment term, amount being invested, % of interest earnt through the Budget and/or a time frame.

4.0 Long Term Investments

Investments fixed for a period greater than 12 months are to be approved by Council.

5.0 Reporting

5.1 Valuation and measurement

All reports are to account for investments in accordance with the provisions of Accounting Standard AAS33 Presentation and Disclosure of Financial Instruments.

Annual averages are to be calculated by using the weighted average of end of month balances.  
5.2 Reports

On a quarterly basis a report will be prepared which summarises, for each investment

5.2.1 Amount and performance of each investment

5.2.2 Comparison of Investment portfolio with exposure limits

5.2.3 Comparison of year to date performance, with budget 

5.3 Annual Review

Each year a report will be prepared which summarises the performance of each investment and the performance of the investment portfolio as whole.

Investment Policy – Model 2
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1.0 Introduction

1.1 Objectives

The purpose of this policy is to ensure that

· Council maximises the return on surplus funds, taking into consideration the level of risk 

· Council funds are preserved

· Council funds are invested in accordance with its legislative and common law responsibilities

1.2 Legislative Powers

Section 139 of the Local Government Act establishes Councils ability and responsibilities in the investing of money.

1.3 Prudent Person of Business

All investments are to be made exercising care, diligence and skill that a prudent person of business would exercise in managing the affairs of other persons.  When acting under the provisions of this policy Council staff should always maintain a professional balance of risk and return and act as a steward of Council funds.

1.4
Legislative Requirements

All investments are to be made in accordance with the provisions of the Local Government Act 1999, with particular attention to Sections 139 and 140.

2.0   Approved Investments


Investments may be made subject to the following provisions

2.1 Availability of funds

No investments shall be made for longer than the expected period for which the funds will remain surplus.

Similarly, managed funds should only be used where the funds will remain surplus for a period no less than the minimum investment timeline applicable to that particular fund.

2.2 Category A Investments

· Deposits with the Local Government Finance Authority

· Bank accepted / endorsed bank bills

· Bank negotiable Certificate of Deposits

· Bank interest bearing deposits

· State / Commonwealth Government Bonds

2.3 Category B Investments

· Investments in managed Cash or Cash-Plus Funds

3.0   Investment Quality 

To ensure that the price, credit, liquidity and cash flow risks associated with investing activities are managed, only investments that meet the following criteria may be made.

3.1 Exposure Limits

Category A

Investments shall not be made with institutions or products with a rating below that listed below, and nor should the amount invested exceed the following percentages of total short term investments

	Type
	S&P Short Term Rating
	S&P Long Term Rating
	Maximum Holding

	LGFA deposits
	n/a
	AA
	100%

	Other products and institutions 
	A-1+
	AAA to AA-
	75 %

	Other products and institutions
	A-1
	A+ to A-
	40 %


Category B

The total of investments in Category B is not to exceed 60% of short-term investments.

Investments shall not be made with products with a rating below that listed below, and nor should the amount invested exceed the following percentages of total short-term investments.

	Type
	S&P Long Term Rating
	Maximum Holding

	Managed Funds
	AAA to AA-
	40 %

	Managed Funds
	A+ & A-
	20%


In addition the funds manager or its controlled parent entity must have a minimum issuer Standard & Poor’s rating of A-.

3.2 Calculation of Maximum Holding (refer Tables 3.1)

The Maximum Holding is the amount of the investment, plus any other investments of the same type, at the time of making the investment, as a percentage of the current total of council investments, or the anticipated total of investments in 5 working days time. 

3.3 Change in Credit Rating

If the S&P rating of any Council investments are downgraded, such that they no longer fall within these investment policy guidelines, they will be divested within 30 days.

3.4 Approved Investment Advisor

Council’s investment advisor must be approved by Council and licensed by the Australian Securities and Investment Commission.

4.0   Maximising Return

4.1 Money to be invested

The bank account balance of Council is to be kept at a level no greater than is required to meet Council’s immediate working capital requirements, with any surplus funds being applied to reducing debt, or investing to maximise earnings.

4.2 Quotations on Investments

For Category A Investments no less than three quotations are to be obtained from authorised institutions whenever an investment is proposed.  After taking into account all relevant factors, including the exposure limits set above, the quote, which delivers the best value to Council, shall be successful.  During periods of stable interest rates, new investments may be made based upon the results of previous quotes providing [To be Inserted by Council]. This proviso could be based upon one or more of the following - investment term, amount being invested, and % of interest earnt through the Budget and/or a time frame.
Category B Investments shall be made after considering the recommendation of Council’s approved investment advisor. 

4.3 Benchmarks

The performance of the Investment Portfolio shall be compared to the UBS Warburg Bank Bill Index.

5.0   Long Term Investments

Investments fixed for periods greater than 12 months are to be approved by Council.

5.1 Valuation and measurement

All reports are to account for investments in accordance with the provisions of Accounting Standard AAS33 Presentation and Disclosure of Financial Instruments.

Annual averages are to be calculated by using the weighted average of end of month balances.  
5.2 Reports

On a quarterly basis a report will be prepared which summarises for each investment

5.2.1 Amount and performance of each investment

5.2.2 Comparison of Investment portfolio with exposure limits

5.2.3 Comparison of year to date performance, with budget and performance benchmark

5.3 Annual Review

Each year a report will be prepared which summarises the performance of each investment and the performance of the investment portfolio as whole.

Investment Policy – Model 3



Attachment 4

1.0   Introduction

1.1 Objectives

The purpose of this policy is to ensure that

· Council maximises the return on surplus funds taking into consideration the level of risk

· Council funds are preserved

· Council funds are invested in accordance with it’s legislative and common law responsibilities

1.2 Legislative Powers

Section 139 of the Local Government Act establishes Councils ability and responsibilities in the investment of funds.

When acting as a Trustee, Part 1 of the Trustee Act 1936 outlines the duties and powers of trustees when investing funds.

1.3 Prudent Person of Business

All investments are to be made exercising care, diligence and skill that a prudent person of business would exercise in managing the affairs of other persons.  When acting under the provisions of this policy Council staff should always maintain a professional balance of risk and return and act as a steward of Council funds.

1.4
Legislative Requirements

All investments are to be made in accordance with the provisions of the Local Government Act 1999, with particular attention to Sections 139 and 140.

2.0   Approved Investments

Investments may be made subject to the following provisions

2.1 Currency

All investments are to be denominated in Australian dollars.

2.2 Category A Investments

· Deposits with the Local Government Finance Authority

· Bank accepted / endorsed bank bills

· Bank negotiable Certificate of Deposits

· Bank interest bearing deposits

· State / Commonwealth Government Bonds

2.3 Category B Investments

· Investments in managed Cash or Cash-Plus Funds

2.4 Category C Investments

· Capital Stable Funds (Equities, Property and Cash)

· Balanced Funds  (Equities, Property and Cash)

3.0   Investment Quality 

To ensure that the price, credit, liquidity and cash flow risks associated with investing activities are managed, only investments that meet the following criteria may be made.

3.1 Exposure Limits

Category A

Investments shall not be made with institutions or products with a rating below that listed below, and nor should the amount invested exceed the following percentages of total short term investments

	Type
	S&P Short Term Rating
	S&P Long Term Rating
	Maximum Holding

	LGFA deposits
	n/a
	AA
	100%

	Other products and institutions 
	A-1+
	AAA to AA-
	60 %

	Other products and institutions
	A-1
	A+ to A-
	40 %


Category B

The total of investments in Category B is not to exceed 60% of short-term investments.

Investments shall not be made with products with a rating below that listed below, and nor should the amount invested exceed the following percentages of total short-term investments.

	Type
	S&P Long Term Rating
	Maximum Holding

	Managed Funds
	AAA to AA-
	40 %

	Managed Funds
	A+ & A-
	20%


In addition, the Funds Manager or its controlled parent entity must have a minimum issuer Standard & Poor’s rating of A-.

Category C

The following exposure limits are only relevant for investments of greater than 12 months.

Investments shall not be made with products with a rating below that listed below, and nor should the amount invested exceed the following percentages of total long and short-term investments.

	Type
	S&P Long Term Rating
	Maximum Holding

	Capital Stable Funds & Balanced Funds
	AAA to AA-
	40%

	Capital Stable Funds & Balanced Funds
	A+ & A-
	20%


In addition the Funds Manager, or its controlled parent entity, must have a minimum issuer Standard & Poor’s rating of A-.

3.2 Calculation of Maximum Holding (refer Tables 3.1)

The Maximum Holding is the amount of the investment, plus any other investments of the same type, at the time of making the investment, as a percentage of the current total of council investments, or the anticipated total of investments in 5 working days time. 

3.3 Change in Credit Rating

If the S&P rating of any Council investments are downgraded, such that they no longer fall within these investment policy guidelines, they will be divested within 30 days.

3.4 Approved Investment Advisor

Council’s investment advisor must be approved by Council and licensed by the Australian Securities and Investment Commission.

4.0   Maximising Return

4.1 Money to be invested

The bank account balance of Council is to be kept at a level no greater than is required to meet Councils immediate working capital requirements, with any surplus funds being applied to reducing debt or investing to maximise earnings.

4.2 Quotations on Investments

For Category A Investments no less than three quotations are to be obtained from authorised institutions whenever an investment is proposed.  After taking into account all relevant factors, including the exposure limits set above, the quote, which delivers the best value to Council, shall be successful.  During periods of stable interest rates, new investments may be made based upon the results of previous quotes providing [To be Inserted by Council]. This proviso could be based upon one or more of the following - investment term, amount being invested, and % of interest earnt through the Budget and/or a time frame.
Category B Investments shall be made after considering the recommendation of Council’s approved investment advisor. 

4.3 Benchmarks

The performance of the Investment Portfolio shall be compared to the UBS Warburg Bank Bill Index.

5.0   Investment Term

5.1 Availability of Funds 

No investments shall be made for longer than the expected period for which the funds remain in surplus.

Similarly, managed funds should only be used where the funds will remain surplus for a period no less than the minimum investment timeline applicable to that particular fund.

5.2 Short Term Investments 

For Category A & B Investments the term to maturity of any of Councils investments shall not exceed 12 months.  

5.3 Long Term Investments

Investments beyond a 12-month period shall only be made after considering the advice of Council’s approved Investment Advisor.  Category A, B and C investments may be considered for investments of more than 12 months.

6.0   Reporting

6.1 Valuation and measurement

All reports are to account for investments in accordance with the provisions of Accounting Standard AAS33 Presentation and Disclosure of Financial Instruments.

Annual averages are to be calculated by using the weighted average of end of month balances.  

6.2 Variations to Policy

All variations to this policy are to be reported to Council within 30 days.

6.3 Reports

On a [quarterly/annual] (at the discretion of each Council) basis, a report will be prepared for Council, which summarises, for each investment

6.3.1 Amount and performance of each investment

6.3.2 Comparison of Investment portfolio with exposure limits

6.3.3 Comparison of year to date performance, with budget and performance benchmark

6.4 Annual Review

Each year a report will be prepared which summarises the performance of each investment and the performance of the investment portfolio as whole.

Model Investment Report




Attachment 5

Summary

Through the use of a variety of investment products, Council has been able to obtain investment returns comparable to the benchmark established by Council.  This was achieved with a high quality, low risk investment portfolio.

Background

Section 140 of the Local Government Act requires Council to review the performance of its investments on an annual basis.  In accordance with the Investment of Funds Policy, a report of investments is presented to Council, which provides a summary of investments.

This report provides a summary of investments for the past year, to determine if the investment strategy met the stated desires of Council, in terms of maximising investment returns and maintaining an acceptable level of risk.

Report

Investment Quality

During the year Council funds were invested in four products, which have been rated by Standard & Poor’s as follows.

	
	S&P Rating

	Category A Investment
	

	Local Government Finance Authority Cash deposit
	AA

	Commonwealth Bank Bill
	AA

	National Bank Deposit
	AA

	Category B Investments
	

	AMP Cash Management Trust 
	AAAm


At all times during the year the designated investment exposure limits were adhered to.

Performance

Attachment A identifies Council’s investment portfolio by financial institution and type.

Overall the investment portfolio outperformed the benchmark, UBS Warburg Bank Bill Index by .04% and was only .16% below the Official Cash rate for the year.  

The financial year in question was characterised by very flat interest rates in the first six months followed by a sharp rise then a gradual fall.  

During the first six months it was not possible to outperform the benchmark due to a very flat yield curve and council’s cash flow, which moved from $350,000 to $2.2m on a quarterly basis.  With the growing uncertainty in the market, new funds were moved into a Managed Fund, in November.  This, in conjunction with a steeper yield curve and a fixed term deposit, resulted in a favourable return.

When the market peaked in funds, more funds were transferred into the LGFA, which was able to provide good stable earnings while minimising risk in a volatile monetary environment.

The budgeted investment income was $632,000.  This was exceeded by $93,600 due primarily to the increase in interest rates in the latter half of the year. The budget was based upon interest rates of 5.5%, while Official Cash Rates peaked at 6.75%.

The use of a variety of flexible, fixed and market financial products, enabled superior returns to be delivered to Council.  A Bank Bill for $500,000 purchased early in the year was caught by the increase in interest rates but overall we were able to respond well to the changes in monetary conditions throughout the year.

Recommendation

That the report be received.







Attachment A

Summary of Investment Performance

Investment Portfolio for year ended 30th June 20xx

	Financial Institution
	Average Holding
	Average Return

	
	
	

	Category A Investments
	
	

	Local Government Finance Authority Cash deposit
	545,833
	6.56%

	Commonwealth Bank Bill
	83,333
	5.45%

	National Bank Deposit
	129,167
	6.00%

	Category B Investments
	
	

	AMP Cash Management Trust 
	191,667
	6.47%

	
	
	

	Total Investments
	950,000
	6.37%

	BankSA Council Operating Account
	100,000
	2.13%

	UBSWA Bank Bill Index
	
	6.33%

	Official Cash Rate
	
	6.53%
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		Investment Funds

				July				August				September				October				November				December				January				February				March				April				May				June

		Other Income		416,667				416,667				416,667				416,667				416,667				416,667				416,667				416,667				416,667				416,667				416,667				416,667

		Rates Income		1,250,000				1,875,000				3,125,000				1,250,000				1,875,000				3,125,000				1,250,000				1,875,000				3,125,000				1,250,000				1,875,000				3,125,000

		Income		1,666,667				2,291,667				3,541,667				1,666,667				2,291,667				3,541,667				1,666,667				2,291,667				3,541,667				1,666,667				2,291,667				3,541,667								30,000,000

		Wages & Sals		1,500,000				1,500,000				1,500,000				1,500,000				1,500,000				1,500,000				1,500,000				1,500,000				1,500,000				1,500,000				1,500,000				1,500,000

		Other Exp		500,000				500,000				500,000				500,000				500,000				500,000				500,000				500,000				500,000				500,000				500,000				500,000

		Project Exp		300,000				300,000				300,000				300,000				300,000				300,000				300,000				300,000				300,000				300,000				1,000,000				2,000,000

		Expenditure		2,300,000				2,300,000				2,300,000				2,300,000				2,300,000				2,300,000				2,300,000				2,300,000				2,300,000				2,300,000				3,000,000				4,000,000								30,000,000

		Cash Movement		-633,333				-8,333				1,241,667				-633,333				-8,333				1,241,667				-633,333				-8,333				1,241,667				-633,333				-708,333				-458,333

		Opening Balance		1,000,000				1,000,001				1,000,002				1,000,003				1,000,004				1,000,005				1,000,006				1,000,007				1,000,008				1,000,009				1,000,010				1,000,011

		Closing Balance		366,667				991,668				2,241,669				366,670				991,671				2,241,672				366,673				991,674				2,241,675				366,676				291,677				541,678

		Category A

		LGFA		350,000		5.25%		400,000		5.25%		1,700,000		5.25%		400,000		5.25%		150,000		5.25%		500,000		6.25%		150,000		6.50%		800,000		6.50%		2,250,000		6.50%		150,000		6.25%		300,000		6.00%		100,000		5.75%				$   429,875		6,550,000		6.56%		35,823		545,833

		Commonwealth Bank Bank Bill						500,000		5.45%		500,000		5.45%																																								$   54,500		1,000,000		5.45%		4,542		83,333

		National Bank Deposit																		250,000		5.70%		250,000		5.70%		250,000		5.70%		200,000		6.60%		200,000		6.60%										400,000		5.95%				$   92,950		1,550,000		6.00%		7,746		129,167

																																																						$   - 0		0				0		0

		Category B																																																				$   - 0		0				0		0

		AMP Cash Management Trust																		600,000		5.35%		1,500,000		6.90%														200,000		6.60%												$   148,800		2,300,000		6.47%		12,400		191,667

																																																						$   - 0		0				0		0

				350,000		5.25%		900,000		5.36%		2,200,000		5.30%		400,000		5.25%		1,000,000		5.42%		2,250,000		6.62%		400,000		6.00%		1,000,000		6.52%		2,450,000		6.51%		350,000		6.45%		300,000		6.00%		500,000		5.91%				726,125		11,400,000		6.37%		60,510		950,000

						Jul				Aug		Sep		Sep		Oct		Oct				Nov		Jan		Dec		Feb		Jan				Feb		May		Mar		Jun		Apr				May		Sep		Jun

		UBC W				5.65%				5.45%				5.50%				5.45%				5.43%				5.80%				6.32%				6.45%				6.60%				6.60%				6.52%				6.12%				721,165				6.33%

		Cash Rate				5.50%				5.50%				5.50%				5.50%				5.50%				6.50%				6.75%				6.75%				6.75%				6.50%				6.25%				6.00%				744,375				6.53%
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