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ITEM 5

POLICY REVIEW: INVESTMENT COUNCIL POLICY

Council’s Investment Policy currently requires a review every three years. The Policy has been reviewed
in conjunction with Council’s investment advisors, Laminar Group Pty Ltd, to ensure it currently reflects
the investment requirements from a legislative and risk management perspective. A primary
consideration throughout the development of the Policy has been whether Ethical, Social and
Governance principles could be successfully integrated into Council’s Investment Policy.
RECOMMENDATION
Council adopt the revised Investment Council Policy.
REPORT AUTHORISATIONS
Report of:
Authorised by:

Brian Jenkins, Chief Financial Officer
Renee Campbell, Director Corporate Services - Connected and Engaged City

ATTACHMENTS
1

Draft Investment Council Policy

BACKGROUND
Council’s Investment Policy has been formulated to meet current legislative requirements and provide a
risk management framework. The principal objective of this Policy is the preservation of capital. The
Investment Policy provides a risk framework of investment credit quality, institutional diversification and
maturity constraints that Council’s portfolio can be exposed to.
Risk Management Framework
The risk management framework in Council’s Investment Policy remains consistent with the Ministerial
Investment Order and legislative requirements. Council’s external investment advisor, Laminar, has
reviewed the Investment Policy and advise that the limits remain appropriate based on the market in
which Council operates and the prevailing market conditions. Laminar has suggested a footnote to the
credit risk framework in the Policy to allow for conservative position of 100% of the portfolio to be
invested in Australian major banks if required. This will enable Council to divest from the higher risk in
smaller banks, which may be appropriate in certain market conditions.
Responsible Investment
Through Council’s strategic planning process, submissions were received regarding ethical investment.
A petition provided by the Wilderness Society made the following requests in relation to Council’s
investments:
1

Immediately freezing any new investments in fossil fuels.

2

Divesting from companies who invest in fossil fuel industries and their subsidiaries within five
years.

Responsible investment, as discussed in this report, aims to incorporate environmental, social, ethical
and governance factors into investment decisions, although the terms are used interchangeably
throughout the report. The United Nations has developed the Principles for Responsible Investment, a
set of voluntary and aspirational principles to encourage socially responsible investing in practice.
The graphs below evaluate Council’s investment portfolio (at a point in time) as either ‘responsible’ or
‘not responsible’ based on two differing external socially responsible institutions.
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Graph 1: Investment Portfolio based on Australian Ethical’s investment Criteria
Australian Ethical is a signatory of the UN Principles of Responsible Investment who aim to seek out
positive investments that support people, quality and sustainability and avoid investments that harm
people, animals, society and the environment. Based on their responsible investment criteria, 81% of
Council’s investment portfolio would be considered a responsible investment. It should be noted that two
of the major Australian banks are not included within their assessment of Responsible Investment
criteria.
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Graph 2: Investment Portfolio based on Market Forces’ investment criteria
Alternatively, Market Forces is an institution which aims to expose institutions that are financing
environmentally destructive projects. They disclose data on which institutions are supporting the fossil
fuel industry either directly or through lending. Based on the responsible investment criteria of Market
Forces, 39% of Council’s investment portfolio is considered to be responsible. It should be noted that
under this assessment none of the four major Australian banks meet the responsible investment criteria
of Market Forces.

Ordinary Meeting of Council

10 December 2018

238

Investment Portfolio
Based on Market Forces

Westpac
18%

Non Fossil Fuel
Lending
39%

NAB
13%

CBA
10%
BOQ
11%
BankWest
1%

AMP
ANZ 5%
2%

Not Applicable
1%

The two graphs show that depending on the source, different results are achieved for determining the
responsible investment component of the investment portfolio. It should be noted that these graphs
reflect the investment portfolio at a particular point in time and the maturity of investments would impact
the results provided.
Implications
Unlike most investing organisations and individuals, Council is very restricted in what it can invest in. The
merits of Responsible Investment that will be sustainable can be easily understood and considered when
investing in a broad portfolio, especially where it is long term. The Ministerial Investment Order limits
Council to the following cash investments:


Direct term deposits with banks.



Bank bills with Australian Deposit Taking Institutions (ADI’s).



TCorp and Government Bonds.

Council’s investments are not only limited to specific products but also limited to shorter time spans. This
restricts Council’s options to adopt an investment portfolio assessed as fully responsible.
If Council were to, for example, exclude the four major banks from its investment portfolio (as required by
some responsible assessments) it would not be able to achieve the mix of credit worthiness and
diversification of investment that is required otherwise by the Investment Policy.
For Council to fully achieve the requests of the Wilderness Society petition, it would need to consider the
implications on the risk management framework. Ultimately, these actions could put at risk the principal
objective of the Investment Policy to preserve capital.
While Council is generally restricted to shorter term investments, it does have an avenue to invest in
longer term growth products through TCorp. Council has been involved in discussions with TCorp in
relation to their ability to provide more socially responsible investment options. This has been supported
by their Investment Stewardship Policy which references the integration of environmental, social and
governance factors into the investment process. TCorp has begun implementing this concept through a
Sustainable Bond Programme that does not appear to be beneficial to Council. TCorp has expressed a
suggestion about possibly delivering a TCorp Fund, in line with Responsible Investment principles in the
future. Council will continue to discuss this option with TCorp.
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PROPOSAL
It is considered that Council should include Responsible Investment principles in its Investment Policy. It
is proposed that the Investment Policy be updated to include Responsible Investment criteria as per the
below:
Responsible Investment aims to incorporate environmental, social and governance factors into
investment decisions; Council’s preference is to enter into Responsible Investments where:


The investment is compliant with legislative requirements and the risk management framework
within this Policy.



The rate of return is at least equal to comparable investments on offer to Council at the time of
investment.

The Socially Responsible Investment status may be in respect of the individual investment, the issuer of
the investment, or both, and should be endorsed by an accredited socially responsible industry body or
institution.
This has been included as Part 7 of the Policy Statement attached.
PLANNING AND POLICY IMPACT
This report contributes to the delivery of Our Wollongong 2028 goal “We are a connected and engaged
community”.
It specifically delivers on core business activities as detailed in the Financial Services Delivery Program
and Operational Plan 2018-2021.
RISK ASSESSMENT
The risk management framework within the Investment Policy remains appropriate based on the market
in which Council operates and the prevailing market conditions.
CONCLUSION
The Investment Policy has been reviewed in line with the Ministerial order and legislative requirements
with no variations proposed based on this review. The Investment Policy has been adjusted for the
inclusion of responsible investment criteria.
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