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Councils need risk reform

Christopher Jay

The state and federal govern-
ments need to consider a funda-
mental overhaul of financial risk
management for local govern-
ment, said a risk management
consultant.

The situation is worst in NSW,
where many councils, charities,
churches and health institutions
have lost or are at risk of losing
hundreds of millions of dollars
invested in US sub-prime mort-
gages and related suspect financial
products. Such products were mar-
keted by US-based financial insti-
mtions, Eﬂeral of which are now
defunct, taken over or restructured.

““I-was saying this back in 2006,
that councils’ risk management
was not focused on financial nisk
areas,”’ said Tony Harb, managing
director of InConsult Risk Sol-
utions, which advises local coun-
cils. ‘“We don’t have anything in
government that says let’s manage
rigk and governance proactively.

“If you're rciym% on everybody
to do their own risk analysis, in a
lot of cases it just doesn’t get done.
One of the key objectives should be
to ensure a consistent apr;;lnach to
ageas of the State dmigistration.”

InConsule Risk Solutions pro-
duces annual surveys,of council
risk management pratiices. These
have disclosed serious deficien-
cles in risk management across a
wide swathe of councils, Many
acknowledge more effort s
required to achieve satisfactory
coverage across all risk arcas.

Large amounts of council funds
have been lost completely,

through the collapse of the issuing -

party. There may  be partial
recoveries at maturity on some
other paper, where the collateral
is a mixed bag.

But even here the total collapse
in the global market for exotic,
derivative financial instruments
means that, prior to maturity,
essential council funds are seques-
tered in non-accessible locations.

Castigating councils for incur-
ring investment risks beyond their
level of competence doesn’t rem-
edy the parlous situation of rate-

payers facing years of local ser-

vice breakdown or  heavy
payments. A one-time emergency
solution might be for the federal
government to take over suspect
local = government investment

paper to protect ralepayers.
A

it #%W}a

-

Photo? GLEMM HUNT -

‘mgnent reforms, plebably by fol-

lowing the Queensland model of an
expert centralised state financial
management  agency investing on
behalf of councils,

The Queensland Treasury Cor-
poration’s recent annual report
showed capital losses from finan-
cially engineered US  financial
paper were -confined to $30.4 mil-
lion from the collapse of Lehman
Bros. That's less than a single NSW
body, Gosford Council, racked up.

Some idea of the scale of the
problem was given in in April in
the Review of NSW Local Govern-
ment Investments: Final Report by
financial specialist Michael Cole.

At the beginning of 2008, losses
were already severs, On investments
with a face value of §590 million in
collateralised debt obligations - at

- Jume 30, 2007, the market valae at

Januvary 31, 2008 had declined to
$300 million, for an estimated
shortfall of at least $200 million,
Adding in $70 million shortfall
on managed funds and $50 million
on so-called capital protected
funds, councils just in NSW were
hoﬁngdonnmahmelﬂabmaf
at least $320 million. The problems
have compounded since then, with
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