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Summary

Market Update

COVID-19 has adversely impacted financial markets, which in turn, has also affected Council’s
investment portfolio. We provide a quick summary in this section.

The RBA cut rates to record lows on 3™ November 2020 to 0.10%, consistent with most global central
banks resetting their official rates to emergency levels. As global markets transitioned to the recovery
phase, supply chain issues has resulted in surging inflationary pressures. Longer-term bond yields have
risen significantly in recent months as central banks reverse their easing policy measures (i.e.
quantitative easing), whilst also flagging the potential to aggressive hike official interest rates and
much quicker than previously anticipated in order to control inflation. Markets are now bracing an
environment where central banks will move from their excessively loose policy measures to a rapid
tightening cycle. The RBA moved on 3™ May by lifting rates by 25bp to 0.35%.

Term Deposits

Term Deposits (fixed and floating) account for around 75% of the total investment portfolio at
month-end.

Council’s term deposit portfolio was yielding 1.67% p.a. at month-end, with a weighted average
duration of around 512 days or ~1.40 years. The current average yield remains very attractive given
the dramatic falls in the official cash rate. With an upward sloping deposit curve, investors are
rewarded if they can continue to maintain a longer average duration.

As the past decade or so has highlighted (post-GFC era), we have seen too many portfolios overpay
for liquidity and generally not insured themselves by diversify their funding across various tenors.
Those investors that can maintain a weighted average duration of +12-18 months are likely to yield,
on average, up to 1% p.a. higher than those investors who maintain a weighted average duration of
less than 6-9 months.

e The highest deposit rate from any rated ADI in the market is now ~4.20% p.a. for 5 years;

e The highest deposit rates amongst the “AA-" rated ADIs (major banks) is now yielding between
2.50%-3.95% p.a. (for terms between 12m-5yrs);

e The highest deposit rates amongst the “A” rated ADIs was yielding between 2.50%-4.20% p.a.
(for terms between 12m-5yrs);

e The highest deposit rates amongst the “BBB” and unrated ADIs was yielding between
2.50%-4.00% p.a. (for terms between 12m-5yrs).

With markets factoring in official rate hikes over coming months (3™ May is a live possibility), this has
seen a significant shift in longer-term deposit rates. ‘New’ investments above 2% p.a. now appears
likely if Council can place its surplus funds for terms of +9 months.
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Senior FRNs

Council’s senior floating rate notes (FRNs) make up around 3% of the total investment portfolio at
month-end. The market valuation of Council’s FRNs collectively rose around +0.30% (actual) during
April 2022 (or +$51,788 in dollar terms).

Summary 31 Mar 2022 30 Apr 2022 Net Flow ($) Monthly Change %
Face Value $17,150,000 $17,150,000 SO +0.00%
Market Value $17,121,365 $17,173,153 $51,788 +0.30%

We highlight that Council’s FRNs are senior ranked assets and high in the bank capital structure. We
expect that, if held to maturity, the FRNs will pay back its original face value ($100.00), along with its
quarterly coupons throughout the life of the security. That is, we do not expect Council to lose any
capital or interest payments from its current holding in its senior FRNs given all banks continue to
maintain high capital buffers as required by APRA.

At month-end, Council’s FRNs are now marked at an unrealised capital gain of ~$30,103 (noting some
were purchased at a slight discount to par in the secondary market).

BBB rated senior FRNs

As per all FRNs, we have no issues with Council’s investments in “BBB” rated senior FRNs given all

counterparties continue to hold robust balance sheets with high levels of capital. On a mark-to-market
basis, collectively they rose around +$3,779 in dollar terms or +0.07% (actual) for the month:

Summary 31 Mar 2022 30 Apr 2022 Net Flow ($) Monthly Change %
Face Value $5,500,000 $5,500,000 SO +0.00%
Market Value $5,511,656 $5,515,434 +$3,779 +0.07%

At month-end, Council’s “BBB” rated FRNs are now marked at an unrealised capital gain of ~$15,434.
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Senior Bonds

Since September 2020, Council has collectively invested $31m in Northern Territory Treasury
Corporation (NTTC) fixed bonds rated AA- (same as the domestic major banks), locking in yields
between 0.90%-1.40% p.a. The weighted average yield on these investments was 1.07% p.a., with a
current weighted average duration of 3.22 years.

We believe these investments were sensible given the unprecedented low rate environment. We
reiterate that the NTTC bonds are a ‘retail’ offering and not ‘wholesale’ issuances. Given the lack of
liquidity and high penalty costs if they were to be sold/redeemed prior to the maturity date, they are
considered to be a hold-to-maturity investment and will be marked at par value (5100.00) throughout
the term of investment.

During August 2021, Council purchased $600k in the ING (AAA) covered fixed bond at a yield of 1.16%
p.a., which we thought was an attractive yield given the super-senior and highly ranked asset. This is
likely to be held for at least 3-4 years, with a view to reassess depending on the prevailing market
conditions. Given it is now trading at a significant discount to par, we recommend buying additional
units if available, to average-in at a more attractive yield.

TCorp Long-Term Growth Fund

The NSW TCorp Fund accounts for ~5%% of Council’s total investment portfolio. The Fund
returned -0.88% (actual) during April. The biggest detractor to the Fund’s performance this month
was the exposure to international shares and fixed bonds (valuation fell), as markets continue to be
spooked by expectations of a series of aggressive rate hikes by global central banks.

Summary 31 Mar 2022 30 Apr 2022  Investment ($) NetReturn($) Net Return (%)

Market Value  $29,240,794 $28,982,395 S0 -5258,395 -0.88%

Government bond markets continued to reprice sharply, with the start of 2022 being the worst
first-quarter performance for global government bonds in decades, following by another slump in
April. Increasing yields were the key market focus as ongoing geopolitical developments exacerbated
pressure on supply changes and prices.

The aggressive signalling from the US Federal Reserve (Fed) was a surprise to equity markets, but not
in the context of increased pressures on inflation in recent months. The challenge now is for the Fed
to drive inflation back towards target without inflicting too much damage on growth. While inflation
is now a problem, for risk assets the path of growth through 2022 should prove critical. This second
supply shock has increased the risk of recession in the 12-18 months ahead. How central banks
navigate the delivery of tighter monetary policy likely holds the key to whether recession becomes a
reality, or we experience a ‘soft landing’ for the economy.

The Fund should be looked at with a long-term view, with a minimum holding period of +7 years. Given
the exposure to the volatile asset of shares, Council should expect to see, on average, a negative
month once every 3 months over a long-term holding period.
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CFS Global Credit Income

The CFS Global Credit Income Fund accounts for around 2%% of Council’s total investment portfolio.
The Fund returned -0.97% (actual) in April, as the market valuation of the fund’s assets in global credit
securities fell during the month.

Summary 31 Mar 2022 30 Apr 2022 Difference ($) Difference (%)

Market Value $14,184,337 $14,046,127 -$138,209 -0.97%

The Fund holds a diverse range of securities across the global credit market. It remains very well
diversified by issuer in order to mitigate default risk. It invests in nearly 600 corporate bonds from
issuers in various countries and industry sectors. Any spread contraction going forward allows credit
and asset-backed holdings to enjoy significant capital gains.

With a running yield of around +274-3% p.a., we recommend Council retains this “grandfathered” Fund
given the alternative to invest in cash and deposits (Council’'s approval list) are yielding comparably
lower.

Cash Accounts

Cash accounts make up around 8% of Council’s investment portfolio at month. Council’s cash accounts
are likely to yield up to 0.15% p.a. (at most) above the official cash rate over coming years i.e. yield up
to 0.25% p.a. at current yields, at best (although balances up to $10m can yield up to 0.60% p.a. from
the Macquarie Bank ‘accelerator’ account). There is upside risk should the RBA deliver its first rate rise
since 2010.
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Council’s Budgeted Income for FY2021-2022

Council’s budgeted income for FY2021-2022 was revised to $4.0m. Based on an average total
investment portfolio size of around $500m, that equates to a budgeted yield of around 0.80% for the
financial year.

As at the end of April 2022, the cumulative actual interest earned was below the revised budgeted
income by around $447Kk, largely driven by the significant sell-off in shares since the start of 2022. The
first half of the financial year was tracking well but was reversed due to the significant selloff in
financial markets (e.g. equities, credit assets), escalated by the war in Ukraine and the aggressive rate
hikes undertaken by global central banks. The TCorp Long-Term Growth Fund alone has fallen by
$1.874m in 2022, being the biggest detractor to Council’s budgeted income this financial year:

Month-End Cumulative Budget Cumulative Interest Difference ($)
Jul 2021 $333,333 $1,016,808 $683,475
Aug 2021 $666,667 $2,030,123 $1,363,456
Sep 2021 $1,000,000 $1,819,096 $819,096
Oct 2021 $1,333,333 $2,032,410 $699,077
Nov 2021 $1,666,667 $2,832,022 $1,165,355
Dec 2021 $2,000,000 $3,665,308 $1,665,308
Jan 2022 $2,333,333 $3,412,974 $1,079,641
Feb 2022 $2,666,667 $2,615,086 -551,581
Mar 2022 $3,000,000 $2,810,591 -$189,409
Apr 2022 $3,333,333 $2,885,936 -$447,397
May 2022 $3,666,667

Jun 2022 $4,000,000

For the remainder of the current financial year, we remain cautious given that risks remain to the
downside, particularly if there is a continued selloff in equities and/or bonds.

The decision to adopt TCorp’s Policy, whereby it has restricted the universe of complying investments
and particularly the duration of investments - this has compounded and resulted in the significant
drop in income generated over the past 2 years.
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Council’s Portfolio & Compliance

Asset Allocation

As at the end of April 2022, the portfolio was mainly directed to fixed and floating rate term deposits
(75%). The remaining portfolio is directed to FRNs (3%), overnight cash accounts (8%), bonds (6%),
and the managed funds with CFS Global Credit Income Fund and NSW T-Corp Long Term Growth Fund
(8%, combined).

Senior FRNs are now becoming more attractive as spreads widened again over April — new issuances
should now be considered again on a case by case scenario. In the interim, fixed deposits for 12
months to 2 years appear quite appealing following the spike in longer-term rates in recent months.

CASH-T.T1%

FRN -3.14%

BOND - 6.31%

FRTD - 7.95%

MGFUND - 7.87%
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Term to Maturity

Overall, the portfolio remains well diversified from a maturity perspective with around 31%% of assets
directed to medium-term assets (2-5 years). There is still capacity to invest in the medium-term
horizon and this is where we believe the most attractive value is along the curve. All minimum and
maximum criteria meet within the Policy guidelines:

Where liquidity permits, we recommend new surplus funds be directed to 1-2 year horizons given this
is where the most attractive value can be found. We suggest this be allocated to any remaining
attractive fixed term deposits (refer to respective sections below).

Compliant Horizon Invested ($) Invested (%) Min. Limit (%) Max. Limit (%) Available (S$)

v 0 - 365 days $200,206,259 36.60% 20% 100% $346,883,901

v 1-2years $144,900,000 26.49% 0% 70% $238,063,112

v 2 —5years $173,001,506 31.62% 0% 50% $100,543,574

v 5-10vyears $28,982,395 5.30% 0% 25% $107,790,145
$547,090,160 100.00%
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Counterparty

As at the end of April 2022, Council did not have an overweight position to any single ADI. Overall, the
portfolio is well diversified across the entire credit spectrum, including some exposure to the unrated
ADls.

Compliant Issuer Invested ($) Invested (%) Max. Limit (%) Available ($)

v BoQ Covered AAA $905,714 0.17% 100.00% $546,184,446
v Suncorp Covered AAA $532,495 0.10% 100.00% $546,557,665
v ING Covered AAA $708,028 0.13% 100.00% $546,382,132
v CBA (BankWest) AA- $76,391,473 13.96% 100.00% $470,698,686
v NAB AA- $124,457,762 22.75% 100.00% $422,632,398
4 Northern Territory  AA- $34,000,000 6.21% 100.00% $513,090,160
v Westpac AA- $2,502,133 0.46% 100.00% $544,588,027
v Citibank NA A+ $79,900,000 14.60% 100.00% $467,190,160
v Macquarie A+ $1,001,157 0.18% 30.00% $163,125,891
v Suncorp A+ $11,021,715 2.01% 30.00% $153,105,333
v UBS AG A+ $3,247,800 0.59% 30.00% $160,879,248
v CFS Global CI A $14,046,127 2.57% 30.00% $150,080,921
v ICBC A $87,250,000 15.95% 30.00% $76,877,048
v ING Bank Aus. A $12,000,000 2.19% 30.00% $152,127,048
v Aus. Military Bank  BBB+ $8,000,000 1.46% 10.00% $46,709,016
v BoQ BBB+ $23,003,924 4.20% 10.00% $31,705,092
v Bendigo-Adelaide BBB+ $1,753,715 0.32% 10.00% $52,955,301
v QT Mutual Bank BBB+ $1,000,270 0.18% 10.00% $53,708,746
v AMP Bank BBB $17,127,926 3.13% 5.00% $10,226,582
v CUA BBB $1,757,525 0.32% 5.00% $25,596,983
v MyState Bank BBB $11,000,000 2.01% 5.00% $16,354,508
v P&N Bank BBB $5,000,000 0.91% 5.00% $22,354,508
v Judo Bank BBB- $1,000,000 0.18% 0.18% $0

4 Bank of Sydney Unrated $250,000 0.05% 0.05% S0

v Comm. First CU Unrated $250,000 0.05% 0.05% S0

v TCorpIM LTG Unrated $28,982,395 5.30% 100.00% $518,107,765

$547,090,160 100.00%

In April 2020, NSW Treasury Corporation imposed changes to the counterparty limits on the
Investment Policy, with the major changes summarised as follows:

e A+ and A rated term deposits have maximum duration of 3 years;

e BBB+ rated assets have a maximum duration of 3 years;

e Limit of 5% to be placed with any BBB rated ADI with a maximum duration of 12 months;

e Limit of S1m to be placed with any BBB- rated ADI with a maximum duration of 12 months;
e Limit of $250k to be placed with any Unrated ADI with a maximum duration of 12 months;
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We remain supportive of the regional and unrated ADI sector (and have been even throughout the
GFC period). They continue to remain solid, incorporate strong balance sheets, while exhibiting high
levels of capital — typically, much higher compared to the higher rated ADIs. Some unrated ADIs have
up to 25-40% more capital than the domestic major banks, and well above the Basel Il requirements.

APRA’s Chairman affirmed that the banks had satisfactorily moved towards an ‘unquestionably strong’
capital position and that bank’s stress testing contingency plans were now far better positioned that
was previously the case years ago. RBA Governor Lowe has commented that they have not seen any
signs of stress in the financial system and that unlike during the GFC, the banks now have cash, are
well capitalised and are acting as “shock absorbers” in the current crisis.

Overall, the lower rated ADIs (BBB and unrated) are generally now in a better financial position then
they have been historically (see the Capital Ratio figure below). We believe that deposit investments
with the lower rated ADIs should be continued going forward, particularly when they offer ‘above
market’ specials. Not only would it diversify the investment portfolio and reduce credit risk, it would
also improve the portfolio’s overall returns. The lower rated entities are generally deemed to be the
more ‘ethical’ ADIs compared to the higher rated ADIs.

In the current environment of high regulation and scrutiny, all domestic ADIs continue to carry high
levels of capital, particularly amongst the lower (“BBB”) and unrated ADIs. There is minimal (if any)
probability of any ADI defaulting on their deposits going forward — this was stress tested during the
GFC. APRA’s mandate is to “protect depositors” and provide “financial stability”.

Capital Ratios*

Consolidated global operations of locally incorporated ADIs

o Banks Credit unions and
building societies
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Per cent of risk-weighted assets: break in March 2008 due to the
introduction of Basel |l for most ADIs; break in March 2012 due to the
introduction of Basel Il for all ADIs

Source: APRA

We do not understand the covenants imposed by NSW Treasury Corporation and their concerns
surrounding the “BBB” and unrated ADIs. The adopted Policy will not only increase concentration
risk, but also lead to lower returns on Council’s surplus investments over the long-term.
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Given Council can only invest in senior-ranking assets with ADIs regulated by APRA, fundamentally,
their concerns surrounding Council’s investment in “BBB” rated senior ranking assets and deposits
with the local credit unions are unsubstantiated. RBA Governor Lowe has on multiple occasions
highlighted the strength of all ADIs in the current crisis, saying that all banks are well capitalised (have
cash), are acting as “shock absorbers” for the broader economy and that there are no signs of stress
to the financial system.

While any potential future loans offered by TCorp are likely to be competitive against the traditional
method through the major banks, any proposed recommendations led by TCorp needs to be weighed
against the opportunity cost i.e. the loss of income throughout the term of which the covenants are
imposed on Council. In the long-term, we believe the opportunity cost to Council in the form of lost
interest would amount in the millions of dollars, per annum. This loss of income may also have a
detrimental effect on the local community in terms of economic activity and employment.

(Other NSW Councils are in fact now getting a cheaper borrowing rate from the major banks compared
to TCorp).
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Domestic versus International

Noting Council’s (internationally) demographic ratepayer base, we summarise where its investments
are currently placed:

ADI Category by APRA / Amount Invested Percentage

Country of Region
Australia $399,780,185 73.07%
China $87,250,000 15.95%
Switzerland $3,247,800 0.59%
United States $1,001,157 0.18%
Lebanon $250,000 0.05%
Netherlands $12,532,495 2.29%
International $43,028,523 7.86%

Total $547,090,160 100.00%

Source: https://www.apra.gov.au/register-of-authorised-deposit-taking-institutions
AGlobal: The NSW TCorpIM LTGF and CFS Global Credit Income Fund invests in hundreds of underlying securities globally,
from which the portfolio composition is likely to change regularly.

Overall, approximately 73% of Council’s total investment portfolio is placed with domestic ADIs, while
the remaining 27% is placed with international banks and corporate entities.

In response to global financial crisis (GFC), the Financial Stability Board (FSB) came up with a range of
financial metrics to ascertain which banks were effectively deemed “too big to fail”. A list of Globally
Systemic Important Banks (G-SIBs) was developed, in which these banks required to hold much higher
levels of capital compared to their smaller peers to ensure their financial stability under various stress
test scenarios (e.g. another GFC).

We note that Council’s exposure to the international banks are generally with such Globally Systemic
Important Banks (G-SIBs), including ICBC (China), ING Bank (Netherlands), UBS (Switzerland), Credit
Suisse (Switzerland), HSBC (Hong Kong) and Citibank (US).

Overall, we have no concerns with Council’s exposure to international banks given they are largely
considered to be globally systematic important banks that are ‘too big to fail'.
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Fossil Fuel Investments

What is Council’s current exposure to institutions that fund fossil fuels?

Using the following link http://www.marketforces.org.au/banks/compare, based on the Council’s
investment portfolio balance as at 30/04/2022 ($547.09m), we can roughly estimate that ~77% of the
investments have some form of exposure. This is likely to drift higher given the new Policy limits

imposed by NSW Treasury Corporation.
How would Council modify its Investment Policy to cater for divestment of fossil fuels?

If the major banks were withdrawn from investments, some members of the community may look at
that remaining list of ADIs (banks) and say “Why do we have all our money with those no-name
institutions? I've never even heard of them. We don’t want to take risks with our money after councils
lost $100's of millions speculating in the GFC”. It will be difficult to please everyone. We suggest
starting the discussion with all Councillors asking "are you comfortable investing all the money with
the lower rated regionals and credit unions?" If not, then a full divestment campaign will be
complicated.

Some ways
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