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Governance

Meeting Date: 23/11/2011 - Council Meeting    
___________________________________________________________
Item 24
Subject  INVESTMENTS - OCTOBER 2011 
Director (ACTING) REBECCA OLSEN (CBS)
___________________________________________________________

Investment management performance for the month of October 2011

RECOMMENDATION

That the report be received and noted.

Discussion

This report provides details of all funds that the Council has invested under Section 625 of the 
Local Government Act, as at 31 October 2011.

All investments were made in accordance with the Act, Regulations and Council's Investment 
Policy.

Developments

Staff continue to monitor opportunities to switch to allowable alternate investments with a 

greater forecast investment return to maturity.

Council's independent investment advisor, Denison Advisory Services, is continuing to work 

with the Finance team in reviewing Council's portfolio and investment strategy.

Council's total investment portfolio performance for October performed 0.65% above the 

benchmark (5.65% against 5.00%) and accrued investment income is 53.03% above the 
year-to-date budget.
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Port Macquarie Hastings Council

Investment Summary ‐ 31 October 2011

Inv Name Type

Purchase 

Date

Maturity 

Date

 Current 

Yield  Face Value Valuation $ Value

Aphex Pacific Capital Ltd Series 2006‐5 Glenelg CDO 13‐Jun‐06 22‐Dec‐14 6.6817% $3,000,000 19.500 $585,000

Corsair (Cayman Islands) No 4 Series 5 Torquay CDO 6‐Jul‐06 20‐Jun‐13 n/a $3,000,000 0.000 $0

Ethical CDO 1 Limited GREEN CDO 17‐Mar‐05 20‐Mar‐14 5.9933% $5,000,000 9.820 $491,000

Helium Capital Ltd Series 64 Scarborough CDO 25‐May‐06 23‐Jun‐14 6.8283% $1,500,000 1.000 $15,000

Miami CDO CDO 4‐Apr‐07 20‐Mar‐17 0.0000% $3,000,000 30.000 $900,000

Total CDO's $15,500,000 $1,991,000

Inv Name Type

Purchase 

Date

Maturity 

Date

 Current 

Yield  Face Value Valuation $ Value

Bank of Queensland Limited FRN 30‐Mar‐11 30‐Sep‐13 6.5333% $1,000,000 99.300 $993,000

Holiday Coast Credit Union FRN 4‐Nov‐04 17‐Apr‐13 8.6200% $2,000,000 97.500 $1,950,000

Mackay Permanent Building Society Ltd SUB DEBT 28‐Nov‐06 21‐Nov‐11 6.0917% $1,000,000 99.600 $996,000

Royal Bank of Scotland FRN 10‐Mar‐11 10‐Mar‐14 6.9617% $2,000,000 94.643 $1,892,860

United Credit Union Limited SUB DEBT 15‐Nov‐06 15‐Nov‐11 7.2233% $1,000,000 99.900 $999,000

Total FRN's $7,000,000 $6,830,860

Inv Name Type

Purchase 

Date

Maturity 

Date   Yield  Face Value

ANZ Bank TD 8‐Jun‐11 8‐Jun‐12 6.3500% $4,000,000

Bank of Queensland TD 5‐Nov‐10 4‐Nov‐11 6.4000% $5,000,000

ING Bank (Australia) Limited TD 3‐Mar‐11 3‐Sep‐12 6.6100% $3,000,000

ING Bank (Australia) Limited TD 3‐Mar‐11 4‐Mar‐13 6.7700% $3,000,000

ING Direct TD 8‐Jun‐11 7‐Jun‐13 6.5300% $3,000,000

Members Equity Bank TD 3‐Mar‐11 2‐Mar‐12 6.4500% $2,000,000

National Australia Bank TD 8‐Sep‐10 8‐Dec‐11 6.2300% $5,000,000

National Australia Bank TD 25‐Jul‐11 25‐Jul‐12 6.3900% $8,000,000

National Australia Bank TD 14‐Sep‐11 13‐Dec‐11 6.0900% $13,000,000

Rabobank TD 9‐Jun‐11 12‐Jun‐12 6.5000% $1,000,000

Rabobank TD 9‐Jun‐11 10‐Dec‐12 6.5400% $1,000,000

Rabobank TD 9‐Jun‐11 10‐Jun‐13 6.7000% $1,000,000

Rabobank TD 9‐Aug‐11 9‐May‐12 6.1500% $1,000,000

Rabobank TD 9‐Aug‐11 9‐Jul‐12 6.3000% $1,000,000

Rural Bank (Elders) TD 25‐Mar‐10 25‐Mar‐12 7.2100% $2,000,000

Suncorp Metway Pty Ltd TD 25‐Mar‐10 26‐Mar‐12 7.0000% $1,000,000

Suncorp Metway Term Deposit TD 18‐Dec‐09 18‐Dec‐12 7.4500% $1,000,000

Westpac Term Deposit TD 14‐Sep‐11 14‐Sep‐16 6.0500% $7,000,000

Total TD's $62,000,000

Cash Fund

Westpac Business Cash Reserve Account CASH 4.75% $8,430,327

Capital Protected Equity Linked Notes Rating

Purchase 

Date

Maturity 

Date Valuation Face Value $ Value Comment / Protection

Emu Note AAA 26‐Oct‐05 30‐Oct‐15 83.000 $1,000,000 $830,000 Estimate ‐ No Val Rec'd

L'reach S24 Regional Prop A+ 14‐Dec‐06 13‐Dec‐12 94.880 $3,000,000 $2,846,400 Delevered ‐ Deutsche

L'reach S32 Partnership A+ 30‐Nov‐07 23‐Nov‐14 78.540 $3,000,000 $2,356,200 Delevered ‐ UBS

WBC Ethical Note AA 4‐Jul‐06 5‐Jul‐12 97.096 $1,000,000 $970,960 Delevered ‐ Westpac

WBC Global Property Note AA 15‐Sep‐06 17‐Sep‐12 95.014 $1,000,000 $950,140 Delevered ‐ Westpac

WBC Focus Notes AA 20‐Dec‐06 20‐Dec‐12 96.205 $1,000,000 $962,050 Delevered ‐ Westpac

Total Cap Protected Notes $10,000,000 $8,915,750

Portfolio $102,930,327 $88,167,937

Other Issues
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'Current value $' in the table above is the estimate of current realisable value for the investment 
as provided by Denison Advisory Services. It should be noted that this is not necessarily the 
amount that is expected to be received upon maturity. 

All CDO investments are now outside of legislative and policy guidelines which technically 
requires remedy. These CDO's are unlikely to make maturity but given there is effectively no 
secondary market for these investments the opportunities to exit them are limited.

As reported previously a number of Equity Linked Notes have been delevered meaning no 
further coupons will be received. Invested capital for those products has reverted to underlying 
zero coupon bonds (low risk instruments with highly rated institutions).

Investment Portfolio Summary (Denison Advisory Services)

The following sections relate to Council's portfolio at month end. PMHC's portfolio totals 
$102.9mm (Sep 106.4mm) and is represented in the graph below showing each component – 
note that these amounts use the face value amounts of each investment made. 

At October month end the market valuation for the portfolio was $88.2mm. The CDO sector was 
stable over the month whilst there was a small move down in value in some of the Floating Rate 
Notes.

The portfolio continues to retain a high level of overall liquidity. The cash component remains at 
$8.4m and both the FRNs and Capital Protected investments can be liquidated – the TD 
portfolio has a nice spread of maturities providing the portfolio additional liquidity. 

Market & Economic News
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October was a much improved month for most asset classes in stark contrast to the recent 
past. Whilst volatility still remained, and sovereign fears remained, there was good news to fan 
the fire of an oversold market.

Early in the month there were comments out of Greece admitting that they were unlikely to meet 
their deficit targets. These targets were imposed upon them in order to receive the next tranche 
of bail out money. Over the course of the month European leaders gave enough indications that 
a solution would be fought for – they decided to ramp up the size of the bailout fund as an 
example of this.

On October 27 the much awaited next step was announced in Europe with a large 
recapitalisation plan for many European banks as well as a proposed haircut for Greek private 
sector bondholders of 50%.

Interestingly this restructure of Greek debt was not recognised by the CDS (Credit Default) 
market as an event of default that would trigger the CDS contracts as the restructure was seen 
as 'voluntary'. Holders of protection are suitably unimpressed and unhedged!

Offshore economic data was broadly supportive. US releases showed an improved picture with 
payrolls data at +103,000 new jobs (est. at +60) combined with upward revisions to August and 
September levels by a combined 100,000 new jobs. Unemployment was anchored at 9.1% 
however as the participation rate was up slightly.

Retail sales in the US were up by 1.1% (est. at 0.7%) and GDP for the third quarter was up at 
an annualised level of 2.5% which compares very favourably with the second quarter of up 
1.2%.

China also exhibited very robust data with industrial production and retail sales up strongly. For 
China the third quarter GDP increased by 9.1% on a year on year basis largely driven by 
domestic demand. 

Interest rates

The RBA lowered the cash rate at 4.50% in early November with the market expecting more to 
come.

October saw a reversal of September's strong push down in expectations of future bank bill 
rates. After the rate cut the market adopted a slightly more sanguine view as to the extent of 
future cuts – the average rate predicted over the next 3 years is at 4.17% up from the previous 
month at 3.90%.

Again month market expectations predict a lower outlook with rates bottoming in the 3.85% 
area in June 2012 before rising steadily to 4.54% in September of 2014. 

The Australian Dollar

The Australian dollar performed well over October up against almost all other currencies and 
reversing last month's decline.

On a trade weighted basis the Aussie was up over 6% and improved just over 5% against the 
USD over the course of October. 

USD weakness was cited as a major reason behind our rise as investors unwound safe haven 
bets and looked to put risk on again as Europe appeared to reach a potentially sustainable 
outcome.
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Commodity prices also saw large price gains on the whole particularly in the area of base 
metals. 

Alignment With Strategic Direction

Under the Guiding Principle of "Ensuring good governance", Council's adopted Delivery 
Program lists the following - "Optimise Council's investment return (within policy, the Local 
Government  Act and Regulations)".

Consultation

In order to remain as informed as possible and to stay abreast of market changes, there are a 
number of different sources Council uses for reference, they are listed below.

Consultation takes place with the following institutions regarding market outlook and the 

status of Council's current investments :
Denison Advisory Services
ANZ
Westpac Banking Corporation

Economic Commentary is also referred to from the following:

Financial Press (eg. Financial Review) 
Macquarie Research Economics
St George
BankWest
CBA
HSBC 
Newcastle Permanent
Westpac Banking Corporation

Planning and Policy Impact

Not applicable.

Financial & Economic Implications

Details of Investment Income Performance (Year to Date):
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The graph shows investment income is 53.03% above the year-to-date budget.

T ota l Budget Budget YT D Actua l Reve nue  YT D
$2,107,600 $704,458 $1,822,127

Summary of Actual Interest for October 2011

Options

This is an information report.

COUNCIL RESOLUTION:
ADOPTED:

That the report be received and noted.


