HUNTER’S HILL COUNCIL POLICY REGISTER
INVESTMENT POLICY
PURPOSE
To provide a framework for the investing of Council’s funds at the most favourable
rate of interest available to it at the time to maximise returns, whilst having due
consideration of risk and security for that investment type and ensuring that its
liquidity requirements are being met.

SCOPE
While exercising the power to invest, consideration needs to be given to
preservation of capital, liquidity, and the return of investment.
(a)

Preservation of capital is the principal objective of the investment
portfolio. Investments are to be placed in a manner that seeks to ensure
security and safeguarding the investment portfolio. This includes
managing credit and interest rate risk within identified thresholds and
parameters.

(b)

Investments should be allocated to ensure there is sufficient liquidity to
meet all reasonably anticipated cash flow requirements, as and when
they fall due, without incurring significant costs due to the unanticipated
sale of an investment.

(c)

Investments are to generate income that exceeds the performance
benchmarks while taking into account Council’s risk tolerance.

(d)

Compliance with legislation, regulations, the prudent person tests of the
Trustee Act and best practice guidelines.

All investments are to comply with the following:
•
•
•
•
•
•
•

Local Government Act 1993 - Section 412 & 625;
Local Government Act 1993 – Order (of the Minister) Circular No: 11/01
gazetted on 17 February 2011, or most current.
The Trustee Amendment (Discretionary Investments) Act 1997 – Sections
14A(2), 14C(1) & (2);
Local Government (General) Regulation 2005 – Clause 212;
Australian Accounting Standards;
Office of Local Government Investment Policy Guidelines; and
Office of Local Government Circulars.

Extracts are included in Appendix 1.
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POLICY STATEMENT
PART 1
1.

POLICY GUIDELINES

RELATION OF INVESTMENT POLICY WITHIN COUNCIL

The following diagram shows how the Investment Policy relates to other policies,
plans and strategy within Council.

Delivery &
Operational
Plans

Investment Policy
• Principles
• Objectives

Investment Strategy
•
•

Responsibility
Council/ GM* / DFCS*

GM* / DFCS*

Cash flow Management
Market Outlook

Investment Execution
• Delegations
• Procedures
• Tasks

Delegated Officers

Reporting

* GM

General Manager

*DFCS

Director Finance & Corporate Strategy

2.

DELEGATION OF AUTHORITY TO INVEST
Authority for implementation of the Investment Policy is delegated by
Council to the General Manager in accordance with the Local
Government Act (1993). The General Manager has in turn delegated the
day-to-day management of Councils investment to those currently
recorded in the Delegated Authority register.
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Delegated officers are required to acknowledge they have received a
copy of this policy and understand their obligations in this role when
investing funds on behalf of Council in accordance with this policy.

Adequate controls are in place to safeguard Council’s assets, such as the
separation of duties in relation to authorising and executing transactions
through the requirement of two authorised signatories for each
transaction.

3.

PRUDENT PERSON STANDARD
The investment portfolio will be managed with the care, diligence and skill
that a prudent person would exercise. As trustees of public monies,
officers are to manage Council’s investment portfolio to safeguard the
portfolio in accordance with the spirit of this Investment Policy and not for
speculative purposes.

A prudent person is entrusted to act with a duty of care, not as an
average person would act but as a wise, cautious and judicious person.
Such a person will:

•

Have a full understanding of Council’s Investment Policy

•

Understand the legislative constraints regarding Council’s
investments

•

Actively manage investments by regular market monitoring.
Performance of investments is to be reviewed (individually and as
a whole portfolio) on a monthly basis. Where necessary, advice
and assistance should be sought from professional people with
experience in investment markets. Any professional advice
obtained must contain a statement by an independent advisor
as to their financial interest in the advice given.

•

Review Council’s investment strategy, at least annually

•

Balance the investment risk/return trade off by not taking an
overtly conservative (low risk, low return) stance or overtly risky
stance.
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•

4.

Have a full understanding of Council’s investment strategy and its
specific requirements for cash flow to meet its obligations and
consider this in selecting duration of investments.

ETHICS AND CONFLICT OF INTEREST
Officers shall refrain from personal activities that would conflict with the
proper execution and management of Council’s investment portfolio.
This policy requires officers to disclose any conflict of interest to the
General Manager.

Independent advisors are also required to declare that they have no
actual or perceived conflicts of interest in fulfilling their role to Council, as
outlined more in the Investment Advisor section.

5.

APPROVED INVESTMENTS
Investments are limited to those allowed by the most current Ministerial
Investment Order that has been issued by the NSW Minister for Local
Government.
(Refer Appendix 1).

All investments must be denominated in Australian Dollars.

Authorised Investments include:

•

Debentures or securities issued by, or guaranteed by, Local, State
and Commonwealth governments.

•

Interest bearing deposits with, or any debentures or senior bonds
issued by an authorised deposit-taking institution (as defined by
the Banking Act 1959 (Cwth)).

•

Any bill of exchange which has a maturity date of not more than
200 days, and if purchased for value confers on the holder in due
course a right of recourse against a bank which has been
designated as an authorised deposit-taking institution by the
Australian Prudential Regulation Authority.
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6.

•

Investments with the NSW Treasury Corporation or investments in
an Hour-Glass investment facility of the New South Wales Treasury
Corporation.

•

Investments grandfathered under the previous Ministerial Order.

PROHIBITED INVESTMENTS
In accordance with the Ministerial Investment Order, this investment
policy prohibits any investment carried out for speculative purposes, and
other investments including;

•

Derivative based instruments;

•

Principal only investments or securities that provide potentially nil
or negative cash flow;

•

Stand-alone securities issued that have underlying futures, options,
forward contracts and swaps of any kind;

•

Investment trusts other than those of TCorp Hour-Glass, even
where the trusts’ assets are limited to assets complying with the
Minister’s Order; and
Any other investment excluded by the Minister’s Order.

•

This policy also prohibits the use of leveraging (borrowing to invest) of an
investment. However, nothing in the policy shall prohibit the short-term
investment of loan proceeds where the loan is raised for non-investment
purposes and there is a delay prior to the expenditure of loan funds.

7.

RISK MANAGEMENT GUIDELINES
Investments obtained are to be considered in light of the following key
criteria:

•
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an investment portfolio’s total value (considering the time value
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8.

•

Diversification – the requirement to place investments in a broad
range of products so as not to be over exposed to a particular
sector of the investment market;

•

Credit risk – the risk that a party or guarantor to a transaction will
fail to fulfil its obligations. In the context of this document it relates
to the risk of loss due to the failure of an institution/entity with
which an investment is held to pay the interest and/or repay the
principal of an investment, or failure by a counterparty to a
transaction in an investment;

•

Fidelity, legal and documentary risk – the risks of suffering loss from
staff or counterparty fraud, theft, failure to document transactions
and title with enforceable documents or compensation to third
parties for these failures;

•

Market risk – the risk that the fair value of future cash flows of an
investment will fluctuate due to changes in market prices, or
benchmark returns will unexpectedly overtake the investment’s
return;

•

Liquidity risk – the risk that Council runs out of cash, is unable to
redeem investments at a fair price within a timely period, and
thereby incurs additional costs (or in the worst case is unable to
execute its spending plans);

•

Maturity risk – the risk relating to the length of term to maturity of
the investment. The longer the term, the greater the length of
exposure and risk to market volatilities; and

•

Rollover Risk - the risk that income will not meet expectations or
budgeted requirement because interest rates are lower than
expected in future.

RISK MANAGEMENT FRAMEWORK
Investments obtained are to comply with three key criteria relating to:

•
•
•

Investment Policy
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Institutional Limitations.
Portfolio Credit Framework: limit overall credit exposure of the
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Counterparty/Institution Credit Framework: limit exposure to
individual counterparties/institutions.
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Term Framework: limits based upon the investment horizon of
investments.

•

8.1 Institutional Limitations
Notwithstanding the further limitations set under the
Counterparty/Institution Framework below the following limitations will also
apply.

Council will not invest with an Australian branch of a foreign
owned bank, where the ADI is unrated.

•

8.2 Overall Portfolio Limits
The portfolio credit guidelines to be adopted will reference the Standard
& Poor’s (S&P) ratings system criteria and format - however, references in
the previous Minister’s Orders also recognised Moody’s and Fitch Ratings
and any of the three ratings may be used where available.

In the event of disagreement between agencies as to the rating band
(“split ratings”) Council shall use the higher in assessing compliance with
portfolio Policy limits, but for conservatism shall apply the lower in
assessing new purchases.

However, the primary control of credit quality is the prudential supervision
and government support and explicit guarantees of the ADI sector, not
ratings.

To control the credit quality on the entire portfolio, the following credit
framework limits the percentage of the portfolio exposed to any
particular credit rating category.

S&P Long Term Rating

Maximum %

AAA

100%

AA or major banks^

100%

Investment Policy
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A

60%

BBB

30%*

Unrated ADIs

10%

TCorp Growth Funds

10%

or Moody’s / Fitch equivalents

^ For the purpose of this Policy, “major banks” are currently defined as the
ADI deposits or senior guaranteed principal and interest ADI securities
issued by the major Australian banking groups:

•
•
•
•

Australia and New Zealand Banking Group Limited;
Commonwealth Bank of Australia;
National Australia Bank Limited; and
Westpac Banking Corporation including brands (such as St
George).

* For BBB rated investments the maximum amount per institution should not
exceed $5M and all BBB rated investments should be less than 12 months
to maturity.

Similarly, where other ADI groups (such as Bendigo & Adelaide Bank and
Bank of Queensland) own multiple banking licences, rating categories
are based on the parent bank even if the subsidiary is not explicitly rated.

Council may ratify an alternative definition from time to time.

TCorp Hour-Glass Cash and Strategic Cash Facilities are regarded as AAA
and AA credit quality respectively, for the purpose of the Policy.

Amounts placed with institutions that are covered by the government
guarantee of $250K will be considered to have the sovereign credit rating
of the Australian Government.
ated ADIs will be limited to Australian owned membership based cunions.
8.3

Counterparty/Institution Credit Framework
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Exposure to an individual counterparty/institution will be restricted by their
credit rating so that single entity exposure is limited, as detailed in the
table below:

S&P Long Term Rating Band

Maximum %

AAA

100%*

AA or major banks^

100%*

A

60%

BBB

30%

Unrated ADIs

5%

or Moody’s / Fitch equivalents

* To the extent that assets are guaranteed by the State or Federal
government, no counterparty limit applies – however, this does not
include TCorp Hour-Glass Facilities.

If any of the Council’s investments are downgraded such that they no
longer fall within the investment policy, they should be divested as soon
as practicable.

8.4

Term Framework

Council’s investment portfolio shall be structured around the Horizon of
investment to ensure that liquidity and income requirements are met.

The designated Horizon is the minimum appropriate and expected
holding period for an investment. For a tradeable security, this may be a
period shorter than the legal maturity where there is an intent to sell. For
term deposits, it is the term to maturity. For managed funds, Horizon must
be nominated.

Once the primary aim of liquidity is met, Council will ordinarily diversify its
maturity profile as this will ordinarily be a low-risk method of obtaining
additional return as well as reducing the risks to Council’s income.
However, Council always retains the flexibility to invest as short as required
by internal requirements or the economic outlook. Judgment of the state
Investment Policy
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of domestic and global economic circumstances should also be carefully
taken into account when making decisions on the terms of an investment.

The factors and/or information used by Council to determine minimum
allocations to the shorter durations include:
•
•
•
•

Council’s liquidity requirements to cover both regular payments as
well as sufficient buffer to cover reasonably foreseeable
contingencies;
Medium term financial plans and major capital expenditure
forecasts;
Known grants, asset sales or similar one-off inflows; and
Seasonal patterns to Council’s investment balances.

The investment portfolio is to be invested within the following horizon
constraints:

Investment Horizon Description
Portfolio % <1 year

Min

20%

Max

100%

Portfolio % >1 year and < 3years

Min

0%

Max

60%

Portfolio % >3 year

Min

0%

Max

40%

Investment Policy
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9

DIVESTMENT
If the characteristics of any of Council’s investments change with market
conditions such that they no-longer fall within these investment policy
guidelines (either individually, or such that the portfolio breaches
aggregate limits), liquid assets should be divested as soon as is practical
without detriment to Council, to bring the portfolio into compliance.

To the extent that assets are not tradeable (such as unbreakable
deposits), Council should be informed of the breach and a remediation
plan presented.

10

INVESTMENT ADVISOR
Council’s investment advisor must be licensed by the Australian Securities
and Investment Commission. The advisor must be independent and must
confirm in writing that they have no actual or potential conflict of interest
in relation to investment products being recommended and is free to
recommend the most appropriate product within the terms and
conditions of the investment policy.

Independence includes receiving no commissions or other benefits in
relation to the investments being recommended or reviewed, except as
fully rebated to Council promptly.

Manufacturers and distributors of investment products are excluded from
acting as investment advisors to Council.

11

MEASUREMENT
The investment return for the portfolio is to be regularly reviewed by the
investment advisor by assessing the market value of the portfolio. The
market value is to be assessed at least monthly to coincide with monthly
reporting.

The investment advisor should meet with the responsible staff and review
Council’s investment portfolio no less than every six months.
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12

BENCHMARKING
The performance of the investment portfolio shall be measured against
the Bloomberg AusBond Bank Bill Index, or where no longer published
such successor or substitute index as is nominated under delegated
authority.

13

REPORTING AND REVIEW
Documentary evidence must be held for each investment and details
thereof maintained in an Investment Register. The documentary evidence
must provide Council beneficial ownership of the investment.

Certificates must be obtained from the financial institutions confirming the
amounts of investments held on the Council’s behalf as at 30 June each
year and reconciled to the Investment Register.

All investments are to be appropriately recorded in Council’s financial
records and reconciled at least on a monthly basis.

A monthly report will be provided to Council in support of the monthly
statement of activity. The report will detail the investment portfolio in terms
of performance, percentage exposure of total portfolio, maturity date
and changes in market value where applicable.

If a breach of this Investment Policy occurs, Council will be notified at its
next ordinary meeting.

14

ACCOUNTING
Council will comply with appropriate accounting standards in valuing its
investments and quantifying its investment returns.

In addition to recording investment income according to accounting
standards, published reports may show a break-down of its duly
calculated investment returns into realised and unrealised capital gains
and losses, and interest.
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Other relevant issues will be considered in line with relevant Australian
Accounting Standards, such as discount or premium, designation as heldto-maturity or on a fair value basis and impairment.

15

THIRD PARTY SUPPLIERS AND DEALERS
Council will structure its affairs in order to be economical in its investment
management costs, favouring dealing direct in its fixed interest (or, where
intermediated, arrangements that result in a rebate of brokerage) where
possible.

At times, it will be advantageous to deal with third parties that are
remunerated on a transaction rather than retainer basis. Council will use
such suppliers where to its advantage, and have regard to the “best
execution” test in its Investment Policy. Specifically, Council will have
regard to:

•
•
•
•
•

Administrative cost savings;
Ability to access higher (retail) rates, where these exceed the
direct transaction costs;
Access to ADIs that would not normally have an institutional direct
channel;
Limited access or initial public offering (IPO) deals, or other
secondary market opportunities that are only available from
specific sources; and
The costs of other distribution channels that do not involve
transaction remuneration.

Council will take steps to ensure that:

•
•
•
•

Investment Policy
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Any suppliers used are appropriately licensed, reputable and
capable;
Funds and identification data are sufficiently secured;
Third party arrangements do not materially worsen Council’s
credit risks by creating exposure to the dealer as counterparty;
and
Remuneration arrangements are reasonable and transparent,
whether paid by Council or by the issuer directly.
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LEGAL TITLE
When a user of funds obtains finance from the provider of funds, the user
must prepare a document that clearly defines the contractual
arrangement that has been agreed. This is known as a “financial
instrument”. When Council enters into a financial instrument, it is important
that the financial instrument clearly shows it is held in the name of Hunter’s
Hill Council.

17

SAFE CUSTODY ARRANGEMENTS
Where necessary, investments may be held in safe custody on Council’s
behalf, as long as the following criteria are met:

•
•
•
•

Council must retain beneficial ownership of all investments;
Adequate documentation is provided, verifying the existence of
the investments at inception, in regular statements and for audit;
The Custodian conducts regular reconciliation of records with
relevant registries and/or clearing systems; and
The Institution or Custodian recording and holding the assets will
be:
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The Custodian nominated by T-Corp for Hour-Glass
facilities;
Austraclear;
An institution with an investment grade Standard and
Poor’s, Moody’s or Fitch rating; or
An institution with adequate insurance, including
professional indemnity insurance and other insurances
considered prudent and appropriate to cover its liabilities
under any agreement.
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RELATED RESOURCES
Hunters Hill Long Term Financial Plan

POLICY OWNER
The policy authority is the Director Finance & Corporate Strategy.

AUTHORISATION AND REVIEW
Next Review Date

The Investment Policy will be reviewed at least once a year or as required in the
event of legislative changes. The Investment Policy may also be changed as a result
of other amendments that are to the advantage of the Council and in the spirit of
this policy. Any amendment to the Investment policy must be way of Council
resolution.

Version Control Table
Date

Version

Res. No.

Key Changes

8.07.1996

1.0

11.12.2006

1.1

569/06 Policy Amended

13.06.2017

1.2

180/17 Significant Policy Amendment

12.10.2020

1.3
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2353/96 Initial Policy

Policy amendment
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APPENDIX 1
Extracts of Legislative Requirements

LOCAL GOVERNMENT ACT 1993 - SECT 412 & 625
Section 412

Accounting Records

(1)

A council must keep such accounting records as are necessary to
correctly record and explain its financial transactions and its financial
position.

(2)

In particular, a council must keep its accounting records in a manner
and form that facilitate:

(a) the preparation of financial reports that present fairly its financial
position and the results of its operations, and
(b) the convenient and proper auditing of those reports.

Section 625

How May Councils Invest?

(1)

A council may invest money that is not, for the time being, required
by the council for any other purpose.

(2)

Money may be invested only in a form of investment notified by order
of the Minister published in the Gazette.

(3)

An order of the Minister notifying a form of investment for the purposes
of this section must not be made without the approval of the
Treasurer.

(4)

The acquisition, in accordance with section 358, of a controlling
interest in a corporation is not an investment for the purposes of this
section.
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THE TRUSTEE AMENDMENT (DISCRETIONARY INVESTMENTS) ACT 1997 – SECTIONS 14A
(2), 14C (1) & (2)

14A (2) Duties of trustee in respect of power of investment

A trustee must, in exercising a power of investment:

(a) if the trustee’s profession, business or employment is or includes
acting as a trustee or investing money on behalf of other persons,
exercise the care, diligence and skill that a prudent person
engaged in that profession, business or employment would exercise
in managing the affairs of other persons, or

(b) if the trustee is not engaged in such a profession, business or
employment, exercise the care, diligence and skill that a prudent
person would exercise in managing the affairs of other persons.

14C Matters to which trustee is to have regard when exercising power of investment

(1)

Without limiting the matters that a trustee may take into account when
exercising a power of investment, a trustee must, so far as they are
appropriate to the circumstances of the trust, if any, have regard to the
following matters:

(a) the purposes of the trust and the needs and circumstances of the
beneficiaries,

(b) the desirability of diversifying trust investments,

(c) the nature of, and the risk associated with, existing trust investments
and other trust property,

(d) the need to maintain the real value of the capital or income of the
trust,
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(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 the proposed investment,

(i) the probable duration of the trust,

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

(k) the aggregate value of the trust estate,

(l) the effect of the proposed investment in relation to the tax liability
of the trust,

(m) the likelihood of inflation affecting the value of the proposed
investment or other trust property,

(n) the costs (including commissions, fees, charges and duties
payable) of making the proposed investment,

(o) the results of a review of existing trust investments in accordance
with section 14A (4).

(2)

A trustee may, having regard to the size and nature of the trust, do either or
both of the following:

(a) obtain and consider independent and impartial advice reasonably
required for the investment of trust funds or the management of the
investment from a person whom the trustee reasonably believes to
be competent to give the advice,
Investment Policy
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(b) pay out of trust funds the reasonable costs of obtaining the advice.
LOCAL GOVERNMENT (GENERAL) REGULATION 2005 - CLAUSE 212

212 Reports on council investments

(1)

The responsible accounting officer of a council:

(a) must provide the council with a written report (setting out details of
all money that the council has invested under section 625 of the
Act) to be presented:

i) if only one ordinary meeting of the council is held in a month,
at that meeting, or

ii)

if more than one such meeting is held in a month, at
whichever of those meetings the council by resolution
determines, and

(b) must include in the report a certificate as to whether or not the
investment has been made in accordance with the Act, the
regulations and the council's investment policies.

(2)

The report must be made up to the last day of the month immediately
preceding the meeting.

Note. Section 625 of the Act says how a council may invest its surplus funds.
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