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Governance

Meeting Date: 15/02/2012 - Council Meeting    
___________________________________________________________
Item 19
Subject  INVESTMENTS  - DECEMBER 2011 
Director (ACTING) REBECCA OLSEN (CBS)
___________________________________________________________

Investment balances and  performance for the month of December 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 31 December 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 December performed 0.27% above the 

benchmark (4.96% against 5.23%) and accrued investment income is 74.66% above the 
year-to-date budget.
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Port Macquarie Hastings Council

Investment Summary ‐ 31 December 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 8.090 $242,700

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 5.210 $260,500

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

Total CDO's $14,000,000 $1,403,200

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 99.410 $994,100

Holiday Coast Credit Union FRN 4‐Nov‐04 17‐Apr‐13 8.6200% $2,000,000 97.620 $1,952,400

Royal Bank of Scotland FRN 10‐Mar‐11 10‐Mar‐14 6.9617% $2,000,000 94.730 $1,894,600

Total FRN's $5,000,000 $4,841,100

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 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 $60,000,000

Cash Fund

Westpac Business Cash Reserve Account CASH 4.50% $4,141,700

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 85.380 $1,000,000 $853,800 Delievered ‐ FIIG Securit

L'reach S24 Regional Prop A+ 14‐Dec‐06 13‐Dec‐12 95.310 $3,000,000 $2,859,300 Delievered ‐ Deutsche

L'reach S32 Partnership A+ 30‐Nov‐07 23‐Nov‐14 82.770 $3,000,000 $2,483,100 Delievered ‐ UBS

WBC Ethical Note AA 4‐Jul‐06 5‐Jul‐12 98.000 $1,000,000 $980,000 Delievered ‐ Westpac

WBC Global Property Note AA 15‐Sep‐06 17‐Sep‐12 95.976 $1,000,000 $959,760 Delievered ‐ Westpac

WBC Focus Notes AA 20‐Dec‐06 20‐Dec‐12 97.303 $1,000,000 $973,030 Delievered ‐ Westpac

Total Cap Protected Notes $10,000,000 $9,108,990

Portfolio $93,141,700 $79,494,990
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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 de-levered, 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 31 December. PMHC's portfolio totals
$93.1m (Nov $105.3m) represented in the graph below, showing each component 
– note that these amounts use the face value amounts of each investment made. 

At December month end the market valuation for the portfolio was $79.5m. The CDO sector 
was weaker over the month and there was a small move up in value of the Floating Rate Notes. 
Capital Protected Notes rose over the month as they neared their scheduled maturities and 
term deposits were stable.  In December the $1.5m "Helium" CDO was fully redeemed at no 
cash value and hence is not listed in this report. 

The portfolio continues to retain a high level of overall liquidity. The cash component 
remains at a
healthy $4.1m and both the FRNs and Capital Protected investments can be liquidated – the 

TD portfolio has a spread of maturities providing the portfolio additional liquidity. 

Market & Economic News
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The Merkel - Sarkozy fiscal compact whereby financial sanctions are placed upon European 
countries that exceed agreed upon levels for the ratio of Debt to GDP and also limits on 
fiscal 
deficits remains to be agreed. A key part of the plan was to establish a financial transactions 
tax 
which effectively amounted to a tax on the UK banking system caused great consternation 
within UK such that they have pulled out of discussions, throwing some serious doubt on the 
overall likelihood of meaningful success. 

In December the general tone of the market was one of moderate "risk off", although late 
rallies with year-end squaring up and reporting influences playing their part to deliver some 
gains in some markets although on light volumes. 

US economic data had a positive tone - this was a continuation of the experience of the last 
few months and is giving the market some heart of sustainable signs of a stable economic 
recovery. 

In the US Purchasing Managers Index data was up as were October pending home sales. 
The data released from the labour market showed a drop in the Unemployment rate to 8.6% 
with a large rise of 120,000 jobs. This performance was repeated in December although 
seasonal impacts may be reversed in early 2012. Quarter 3 GDP growth levels 
were revised down to 1.8% from the reported 2%. 

Interest rates

The RBA again lowered the cash rate during the month to 4.25% - the second such move in 
consecutive months indicating their level of concern regarding the outlook for global  
economic growth. 

Physical bank bills dropped in yield with 90 day rates falling below 4.50% as the market 
continues to expect further RBA moves on the cash rate down. Further along the curve the 
10 year bonds dropped in yield also down to 3.67% from 3.93% - whilst these rates are at 
historically low levels they remain in excess of comparable US rates at around 1.90%.

The market now is pricing in a more modest further drop in rates but also a less aggressive 
rise in rates once the bottom is reached. 

The Australian Dollar

The Australian dollar was mixed overall but was up against the USD and also was up 
marginally on a TWI basis particularly in the second half of the month. 

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.
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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):

The graph shows investment income is 74.66% above the year-to-date budget.
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Total Budget Budget YTD Actual Revenue YTD
$2,107,600 $1,056,687 $2,630,173

Summary of Actual Interest for December 2011

Options

This is an information report.

COUNCIL RESOLUTION:
ADOPTED:

That the investment report be received and noted.


