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Governance

Meeting Date: 15/02/2012 - Council Meeting    
___________________________________________________________
Item 18
Subject  INVESTMENTS - NOVEMBER 2011 
Director (ACTING) REBECCA OLSEN (CBS)
___________________________________________________________

Investment management performance for the month of November 2011

RECOMMENDATION

That the investment 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 30 November 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 0.85% above the 

benchmark (5.79% against 4.94%) and accrued investment income is 66.49% above the 
year-to-date budget.
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Port Macquarie Hastings Council

Investment Summary ‐ 30 November 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 10.080 $302,400

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 4.690 $234,500

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 $1,451,900

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 99.220 $992,200

Holiday Coast Credit Union FRN 4‐Nov‐04 17‐Apr‐13 8.6200% $2,000,000 97.150 $1,943,000

Royal Bank of Scotland FRN 10‐Mar‐11 10‐Mar‐14 6.9617% $2,000,000 94.783 $1,895,660

Total FRN's $5,000,000 $4,830,860

Inv Name Type

Purchase 

Date

Maturity 

Date   Yield  Face Value

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

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

Rabobank TD 11‐Nov‐11 11‐Nov‐16 6.3000% $2,000,000

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

Westpac Term Deposit TD 11‐Nov‐11 11‐Nov‐16 6.2200% $3,000,000

Westpac Term Deposit TD 11‐Nov‐11 11‐Nov‐14 5.9200% $3,000,000

Total TD's $65,000,000

Cash Fund

Westpac Business Cash Reserve Account CASH 4.50% $9,838,937

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 83.440 $1,000,000 $834,400 Estimate ‐ No Val Rec'd

L'reach S24 Regional Prop A+ 14‐Dec‐06 13‐Dec‐12 95.180 $3,000,000 $2,855,400 Delevered ‐ Deutsche

L'reach S32 Partnership A+ 30‐Nov‐07 23‐Nov‐14 82.420 $3,000,000 $2,472,600 Delevered ‐ UBS

WBC Ethical Note AA 4‐Jul‐06 5‐Jul‐12 97.792 $1,000,000 $977,920 Delevered ‐ Westpac

WBC Global Property Note AA 15‐Sep‐06 17‐Sep‐12 95.806 $1,000,000 $958,060 Delevered ‐ Westpac

WBC Focus Notes AA 20‐Dec‐06 20‐Dec‐12 97.162 $1,000,000 $971,620 Delevered ‐ Westpac

Total Cap Protected Notes $10,000,000 $9,070,000

Portfolio $105,338,937$90,191,697
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Other Issues

'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 
$105.3m (Oct $102.9mm) and is represented in the graph below showing each component – 
note that these amounts use the face value amounts of each investment made.

At  November  month  end  the  market valuation  for  the porfolio was $90.2mm. The CDO 
sector was weaker over the month and there was a small move down in the value in some of 
the Floating Rate Notes. Capital protected notes rose over the month as they neared their 
scheduled maturities and term deposits were stable.

The portfolio continues to retain a high level of overall liquidity. The cash component remains at 
a healthy $9.8mm and both the FRNs and Capital Protected investments can be liquidated - the 
TD portfolio has a spread of maturities providing the portfolio additional liquidity.
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Market & Economic News

November was a volatile month with a recurrence of European concerns dominating activity and 
commentary. Data out of the US appeared to indicate an improvement however.  

As mentioned last month comments out of Greece admitting that they were unlikely to meet 
their deficit targets were compounded by the Prime Minister's plan to go to a referendum to vote 
on the bailout package. This caused an initial sharp selloff in global equities in particular bank 
stocks. 

The OECD lowered its 2012 world economic growth forecasts to 3.4% down from 4.6% with its 
China expectation also dropping down to 8.5% from a previous expectation of 9.2% for 2012. It 
expects the UK economy to go into recession. 

Again the US economic data was broadly supportive over the month. US consumer confidence
jumped in October to a reading of 56.0 up from the previous level of 49.9. Unemployment 
headline rates looked very positive at a rate of 8.6% down from 9.0% with payrolls increasing 
by 120,000 inNovember as well as upward revisions being made to previous month's data. 

However, the detail behind the headline was less stellar as almost half of the gains were 
derived from retail operations beefing up for Christmas and jobs placed via temporary help 
agencies. 

The headlines were also made to look better by the departure of almost 315,000 people from 
the workforce who decided that they would no longer seek employment. Pay rates also dropped 
and there was an increase in the long term unemployed sector. 

The underemployed rate hovered around the 16% level – this rate includes part time workers 
who would prefer full time work and those people that have given up. Interestingly people that 
are unemployed after leaving college or high school are not in the data as to qualify in the US 
you have to be employed first and then made unemployed to form part of the surveyed results. 

Rating agencies warned the markets with  regards to the  European  sovereigns,  citing  that  a 
continuation of both the sovereign and banking sector crisis will threaten the ratings of all 
European countries. 

Late in the month and in early  December the  tone of markets improved as a group  of  central  
banks across Europe, Asia and the US implemented a liquidity fix aimed to support the global 
financial system.The markets were buoyed as  illustrated by  the jump in the Dow  on the first 
trading day in December of around 4.2% or 490 points. 

Market commentary generally questioned whether this latest move was only a liquidity fix or 
whether it could be the start of a new effort to improve the solvency of the system,  but coupled 
with what looked like a short squeeze, the market liked what it saw initially. 

Interest rates

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

November saw the market pricing in subsequent multiple cuts to the cash rate and lower 
bank bill rates as a result. In early December the average rate predicted over the next 3 
years is at 4.04% down from the previous month at 4.17%. 

Market expectations predict a lower outlook with rates now bottoming in the 3.50% area in 
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June 2012 before rising steadily to above 4.5% in September of 2014.

The Australian Dollar

The Australian dollar gave back some of its recent good performance seen in October as it 
suffered from market concerns regarding global growth prospects as well as the European 
situation. 

On a trade weighted basis the Australian dollar dropped by just over 3% as a lower cash 
rate impacted as well as the outlook for subsequent cuts. This was a reversal from the 
strong move up on a trade weighted basis seen in October. 

Both the USD and the Japanese Yen performed strongly over the month as flows out of 
Europe drove up these two major currencies.

Alignment With Delivery Program

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 66.49% above the year-to-date budget.

Total Budget Budget YTD Actual Revenue YTD
$2,107,600 $877,685 $2,279,128

Summary of Actual Interest for November 2011

Options

This is an information report.
    

COUNCIL RESOLUTION:
ADOPTED:

That the investment report be received and noted.


