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DCS7/15 FOSSIL FUEL DIVESTMENT OPTIONS (D15/21201) 
Director Corporate Services 
Finance and Business Systems         
 
  

Executive Summary 
It was resolved at the October 2014 Council meeting that Council: 

• receives a report by 28 February 2015 on: a) Fossil fuel divestment options; b) Analysis 
on fossil fuel free investments available to Council; c) Options and implications of 
divestment from fossil fuel (CI 87/14). 

This report aims to provide fossil fuel divestment analysis and option as per the above 
Council resolution. 
 

Recommendation 
Council resolves to: 

1. Note that Council has no direct investments in companies that invest in fossil fuel 
projects, which is a key point of difference with the other organisations that have 
recently committed to a divestment strategy. 

2. Adopt a positive screening approach for Council’s investment with financial institutions: 

a) Actively invest with fossil free financial institutions within the Moreland City 
Council Investment Policy parameters; 

b) Advocate for fossil free financial institutions to improve their credit rating and 
financial rate of return; 

c) Work with large banks to improve their CSR and fossil free performance. 

3. Develop a Fossil Fuel Divestment Strategy based on the positive screening approach 
by June 2015 that will include the following: 

a) A summary of Council's investments, financial services arrangements and loans. 

b) Strategies, actions, parameters and timelines of the best options to move 
Council's investments to financial institutions that do not finance fossil fuel 
projects. 

c) A framework to maintain ongoing reporting and review of council's banking to 
minimise indirect financing of fossil fuel projects and maintain public confidence 
that council is keeping its commitments. 
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REPORT 

1. Policy Context 
This report supports Council’s continuing commitment to open and accountable 
management of the financial resources of Moreland on behalf of its ratepayers. 

2. Background 
It was resolved at the May 2014 Council meeting (CI 87/14) that Council: 

1. Commits to not directly invest in any company for whom the extraction, 
production, refining, or distribution of fossil fuels forms a core part of their 
business strategy, nor in any company whose principal business involves 
providing infrastructure or services to companies previously mentioned. 

2. Affirms its decision to limit the current financial services contract to three years 
and deny any automatic renewals to the present provider (the Commonwealth 
Bank) if it has not divested from Fossil Fuels at the expiry of the initial three 
year term. 

3. Receives a report by 28 February 2015 on: 

a) Fossil fuel divestment options. 

b) Analysis on fossil fuel free investments available to Council. 

c) Options and implications of divestment from fossil fuel. 

4. That the information generated in the report in point 3 (and pending 
consideration of the options and implications report by Councillors) be used to 
develop a Fossil Fuel Divestment Strategy by June 2015 that will includes the 
following: 

a) A summary of Council's investments, financial services arrangements and 
loans. 

b) Strategies, actions and timelines of the best options to move Council's 
investments to financial institutions that do not finance fossil fuel projects. 

c) A framework to maintain ongoing reporting and review of council's 
banking to minimise indirect financing of fossil fuel projects and maintain 
public confidence that council is keeping its commitments. 

Legal Framework for Council’s Investment Activities 
Council’s investment activities are regulated by the Victorian Local Government Act 
1989 and relevant regulations. 

Section 143 of the Local Government Act 1989 states: 

A Council may invest any money – 

a) In Government securities of the Commonwealth; 

b) In securities guaranteed by the Government of Victoria; 

c) With an authorized deposit-taking institution; 

d) With any financial institution guaranteed by the Government of Victoria; 

e) On deposit with an eligible money market dealer within the meaning of the 
Corporations Act; 

f) In any other manner approved by the Minister after consultation with the 
Treasurer either generally or specifically, to be an authorised manner of 
investment for the purposes of this section. 
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Note that the Minister for Local Government Victoria authorised the following 
investments for the purpose of section 143(f) in July 2007:  

• Certificates of deposit and bills of exchange. 
• Investments in the Treasury Corporation of Victoria. 
• Investments in managed investment schemes with a rating of AAm or AAf from 

Standard and Poors Australian Ratings. 
• Fixed interest securities of an Australian Authorised Deposit Taking Institution 

and Shares listed on the Australian Stock Exchange, subject to certain 
conditions. These conditions include compliance with the Prudential Statement 
issued by the Minister for Local Government and approval of such investments 
under an appropriate plan by the Department of Treasury and Finance.  

Investment Policy adopted by Council  
Council’s current investment policy restricts investments to only term deposits and 
cash at call and investments will not be made into other Minister-authorised 
investments unless specifically approved by Council. This is primarily to reduce the 
risk of loss of capital and to keep the cost of managing investments low in a low 
interest earning environment. 

3. Issues 
Fossil Fuel Divestment Options 
Types of Fossil Fuel Divestment  
There are two typed of fossil fuel divestment: 

• Direct divestment: no direct investment in any company that involves fossil fuel in 
their core business strategy or principle business activity.  

This usually refers to stocks held for resources companies and alike, and has been 
the main focus of many organisations that have declared their commitment to fossil 
fuel divestment (e.g. Dunedin City Council in New Zealand, City of San Francisco 
(USA), City of Seattle (USA), Australian National University, Local Government 
Super, The University of Sydney, Stanford University, Uniting Church of Australia, 
etc.). These organisations had a direct exposure via shares or bonds of companies 
or indirect exposure through holdings with managed funds.  

Constrained by the Local Government Act 1989 and the Moreland City Council 
Investment Policy, Council does not invest in direct shares of companies or invest in 
managed funds and therefore has already been in compliance with direct divestment.  

• Indirect divestment: divest from financial institutions or companies that invest in 
fossil fuel companies. Diversification of portfolios amongst companies makes it 
difficult to readily identify all indirect investments; therefore companies usually 
limit their divestment policies to direct investments only. 

We are not aware of any organisation that has yet made a commitment to divesting 
from financial institutions that invest in fossil fuel companies. 

Council currently hold investments both in Authorised Deposit-taking Institutions 
(ADIs) and large banks, in accordance with Moreland City Council Investment Policy. 
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Divestment Options  
As Council is already in full compliance with direct fossil fuel divestment, this analysis 
will be based on options for indirect divestment, more specifically, divestment from 
financial institutions that invest in fossil fuel companies. 

There are two screening approaches: 

• Positive Screening: increase dealings with ADIs that commit to fossil fuel free 
investments. 

• Negative Screening: stop dealing with ADIs that are involved in fossil fuel 
investments. 

Fossil fuel free investments available to Council 
Officers have been made aware of the Market Forces website which includes a list of 
institutions that have a position of not investing in the fossil fuel industry 
(www.marketforces.org.au/banks/compare). This is not a comprehensive list as 
acknowledged by Market Force, and its credibility is difficult to confirm.  

Market Forces website notes that it:  

(ABN: 71 102 358 817) is an affiliate project of Friends of the Earth 
Australia and a member of the BankTrack international network. 

As acknowledged by 350.org Melbourne and Climate Action Moreland: 

finance is heavily interlinked and it would be impossible to find a 
completely ‘kosher’ investment product that didn’t perhaps inadvertently 
deal with the fossil fuel industry. 

For the purpose of this report, the Market Forces website lists a total of 40 banks, 
credit unions and building societies that it says are not investing in the fossil fuel 
industry (Attachment 1).  

It is worth noting that Council already invests frequently in some non-fossil fuel 
investing financial institutions that are on the Market Forces list. These include 
Bendigo Bank, IMB, ME Bank, etc. 

Although it may not be possible for Council to engage all 40 financial institutions that 
are on the list due to the constraint of Council’s investment policy (some of them may 
not meet the credit rating requirements), it is certainly possible to broaden Council’s 
dealings with the non-fossil fuel aligned ADIs.  

A feasible way to do this is for Council Officers to prioritise investments in non-fossil 
fuel aligned ADIs if the investment transaction is compliant with Council’s investment 
policy and the rate of investment is no worse than other investments available to 
Council at the time. 

Implications of Fossil Fuel Divestment options 
As Council has no direct investments in companies that finance fossil fuel projects 
(as defined in Council resolution CI87/14) and has committed to continue to do so, 
this section will focus on indirect divestment – options to move Council’s investments 
to financial institutions that do not finance fossil fuel projects. 

Council’s Financial Investment Criteria 
Council’s Investment Policy states that the order of investment priority shall be 
preservation of capital, maintenance of liquidity, and return on investments, with 
detailed consideration as following (in priority order): 

• Preservation of capital (security of funds). More specifically, financial institutions 
must meet minimum requirements of credit rating and liquidity and capital 
adequacy ratio before they can be considered for Council’s financial investments. 
Council will not invest in any investment arrangement with an S&P credit rating of 
BBB or lower. Portfolio investment parameters are listed as following: 

http://www.marketforces.org.au/banks/compare�
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S&P Long Term 
Rating 

S&P Short Term 
Rating 

Individual 
Counterparty 

Limit 

Total Limit 

AAA A-1+ 33% 100% 
AA A-1 33% 100% 
A A-2 25% 60% 

Due to operating cashflow requirements, Council’s financial investments are 
generally short term, with no funds locked for more than 12 months. 

• Return on investments. This refers to the interest rate provided by financial 
institutions. 

• Corporate social responsibility. This includes both ethics and sustainability 
considerations. 

Assess Fossil Fuel Free Investment ADIs with Council’s Investment Policy 

• Preservation of Capital: 

‘Fossil free’ institutions in Australia are generally of smaller size, with high 
business and geographic concentrations. They have lower credit ratings than 
larger well diversified banks. Some examples of credit ratings include: 

Name of ADI S&P Long Term Rating S&P Short Term Rating 
Bendigo Bank A- A-2 

ME Bank BBB+ A-2 

IMB BBB+ A-2 

S&P definitions for A-2 (Council’s financial investments are generally short-term) 
is: 

A-2 short term rating (less than 12 months): a bank in this category is 
somewhat more susceptible to the adverse effects of changes in circumstances 
and economic conditions than those in higher rating categories. However the 
obligor’s capacity to meet its financial commitment on short dated obligations is 
satisfactory. 

• Return on Investments (ROI).  

Although direct divestment from fossil fuel companies (shares or bonds) can 
result in lower financial return (Dunedin City Council reported an investment 
return reduction of 0.7%, or $500k, for the implication of their divestment 
strategy.), the ROI difference in financial institutions is not obvious due to two 
reasons: 

− The need for lower rating ADIs to compensate investors for the greater 
perceived risks inherent in their small sizes and geographic concentrations. 

− Banks typically cross invest with each other. For example, a few clicks into 
Bendigo Bank’s term deposit products will see linkages to CBA products. 

• Corporate Social Responsibility including Sustainability 

‘Fossil free’ institutions score high on sustainability. 
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Align negative and positive screening with Council’s Investment Policy 
The following table will help better understand the implication of the two screening 
approaches. 

Criteria Negative screening Positive screening 

Preservation of 
capital 

• High risk with all major 
banks excluded (*) 

• Will be in breach of the 
Investment Policy 

• Risk is mitigated if investment 
is carried out within the 
parameters of the Investment 
Policy, with investments with 
lower rating ADIs limited to an 
aggregated 60% (maximum 
25% with any single ADI). 

Return on 
Investments 

• No material difference with ADIs of different rating. However 
need to consider higher risk associated with lower credit 
ratings. 

CSR & 
sustainability 

• Can achieve fossil free 
• Miss the opportunity to work 

with large banks and 
monitor their progress on 
fossil fuel divestment, 

• Can improve investment ratio 
with fossil free ADIs and 
achieve impact investment. 

• Will have the opportunity to 
directly influence large banks’ 
CSR performance and fossil 
fuel divestment movement. 

*The possibility of capital loss was evidenced by NSW Councils during the 2008 
global financial crisis, with a third of all NSW local councils losing an aggregate 
$300 million.  

An assessment of the two approaches suggests that the Positive Screening 
approach meets Council’s investment policy, allows risk mitigation measures, and is 
potentially more powerful in having an impact on larger Bank’s fossil fuel divestment 
movement. 

It is also worth noting that a number of NSW Councils have recently decided to 
prioritise investments in non-fossil fuel aligned financial institutions within the 
parameters of their investment policy. (http://www.leichhardt.nsw.gov.au/About-
Council/Meetings/Ordinary/2014-Ordinary-/2014-Ordinary-December-/16-December-
2014-Ordinary-Meeting; http://www.marrickville.nsw.gov.au/en/council/elected-
council/business-paper-archives/council-meetings/) 

Key Recommendations: 

• Continue to commit to 100% direct divestments (no direct investment with fossil 
fuel companies); 

• Adopt the positive screening approach for indirect divestments: 

− Actively invest with fossil free financial institutions within the Moreland City 
Council Investment Policy parameters; 

− Advocate for fossil free financial institutions to improve their credit rating and 
financial rate of return; 

− Work with large banks to improve their CSR and fossil free performance. 

4. Human Rights Consideration 
The implications of this report have been assessed in accordance with the 
requirements of the Charter of Human Rights and Responsibilities. 

http://www.leichhardt.nsw.gov.au/About-Council/Meetings/Ordinary/2014-Ordinary-/2014-Ordinary-December-/16-December-2014-Ordinary-Meeting�
http://www.leichhardt.nsw.gov.au/About-Council/Meetings/Ordinary/2014-Ordinary-/2014-Ordinary-December-/16-December-2014-Ordinary-Meeting�
http://www.leichhardt.nsw.gov.au/About-Council/Meetings/Ordinary/2014-Ordinary-/2014-Ordinary-December-/16-December-2014-Ordinary-Meeting�
http://www.marrickville.nsw.gov.au/en/council/elected-council/business-paper-archives/council-meetings/�
http://www.marrickville.nsw.gov.au/en/council/elected-council/business-paper-archives/council-meetings/�
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5. Consultation 
The report was requested at the October 2014 Council meeting and the preparation 
of this report sought input from Climate Action Moreland, Council’s ESD team, and 
was based on research on international and interstate practices. 

6. Officer Declaration of Conflict of Interest 
Council Officers involved in the preparation of this report have no conflict of interest 
in this matter. 

7. Financial and Resources Implications 
Council’s annual budget for financial investment revenue is around $1 million. This is 
currently trending behind budget at December 2014 by about $150k primarily due to 
less cash being available for investment than expected.  

Council has had between $18 million and $48 million to manage and invest during 
recent financial years. 
 

Attachment/s 
1  Market Forces List of Non-Fossil Fuel Aligned ADIs D15/21686  
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