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Welcome to the BankVic 2013-14 Annual Report. 
As Chairman of BankVic I would like to thank all our members who have continued to support the bank over 
the past 12 months as we built on our success and journey as BankVic. We remain strongly committed to our 
principles of being a member owned bank and would not have achieved our results without your support. 
BankVic is now a significant mutual bank in Australia with over 96,000 members and $1.2b in assets. In 
2013/14 we continued to achieve the recognition that not only reflects our dedication to you as members, but 
also a culture of innovation. We were delighted to be awarded Customer Owned Banking Institution of the Year 
for 2014 by Canstar and a range of 5 star awards for our products.
Despite the challenging market conditions, record low interest rates and continued uncertainty in global 
markets, BankVic’s financial performance has again been impressive. We have delivered a healthy and prudent 
profit of $9.4m and grown our member owned reserves to $133.9m. As a member owned bank, these funds are 
used to support our lending, to provide competitive products and quality service. Additionally your member 
deposits grew to $1.06b (+3.3%) and lending to $0.99b (+6.6%). Our fees remain low and our interest rates 
competitively priced compared to Australia’s big four banks.
Throughout the year BankVic has actively supported the Police, Health, Emergency and Public Service 
communities across a range of family, sporting and community events. We have not only maintained support in 
areas such as the Victorian Police Blue Ribbon Foundation, Victoria Police Legacy and Limbs for Life but also 
extended our commitment to our member communities by actively supporting the 2014 Police and Emergency 
Services Games and selected hospitals.
We face the next year with great enthusiasm and optimism. It will be a special year as we celebrate 40 years 
since our inception as Police Association Credit Cooperative Ltd. As Chairman, I can assure members that the 
board remains as committed to serving members needs now as it did 40 years ago. 
I also would like to thank our former Chairman Lionel Allemand who stepped down this year for his dedication 
to the bank for over 27 years. A true advocate for the member owned banking model, Lionel has overseen a 
large part of bank’s evolution from humble beginnings as Police Association Credit Cooperative Ltd to a strong 
and successful BankVic. The bank under Lionel’s chairmanship was not only able to grow but also navigate 
successfully a period of economic uncertainty which is testimony to his legacy.
Overall it has been another successful year for BankVic. I would like to thank staff and my fellow directors for 
their contribution over the year and you, our members for your continued support.

Chairman

P. John Mugavin

In our first full year as BankVic we have continued to 
build our organisation for your benefit. 100% member 
owned and with your interests core to our values.

P. John Mugavin
Chairman
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Chief Executive Officer’s  
report

At BankVic each staff member knows ‘members matter’.  We teach this to new staff at their induction, and 
emphasise it through our day to day dealings.  So we were pleased when our most recent member survey, 
conducted by an external research organization, found 87% of our active members were very satisfied, and a 
further 12% were satisfied.  Thank you to everyone who took part in the survey, and to those of you who make 
suggestions as to how we can further improve.
Our focus comes from being 100% member owned.  BankVic is a ‘mutual’ bank owned by its members.  We 
don’t pay dividends to external shareholders so we are able to keep interest rates competitive and fees low. 
In 2014 Canstar awarded us Customer Owned Banking Institution of the Year.  All mutual banks, 
building societies and credit unions were eligible, so it is pleasing to receive external reinforcement of the 
competitiveness of our products and the value they provide to members.
We now have a full range of retail banking products.  Over the last few years we’ve considerably expanded the 
range of products available to members.  We’ve a full range of home and investment loans, car and personal 
loans, credit cards, deposit and savings options, a range of general insurance products, financial planning, as 
well as travel and foreign currency services. bankvic.com.au has details of these.
We continue to invest in new products, technology and people.  Since its release earlier this year our 
convenient banking ‘app’ has now been downloaded over 13,000 times.  We expect usage to build in 2014/15 as 
we upgrade the app further.  Also released in 2013/14 was our SMSF Saver, for members with a self managed 
superannuation fund, and a Travel Card provided through our association with OzForex.  Recently we’ve also 
introduced the ability for members to change their Visa-card pins through internet banking. 
Our community support activities continue to grow.  In 2014 we sponsored the Australasian Police and 
Emergency Services Games held in Melbourne and supported the Tony, Emma and Varli Recovery Fund.  We 
also maintained valued relationships with a wide range of police and health related organisations which 
contribute to the welfare of our members and the community in which we live.  These organisations include 
the Victoria Police Blue Ribbon Foundation, Police Legacy, and Limbs 4 Life.  Our website has details of these 
organisations and enables members to donate to them.
Please encourage your friends to become members.  We exist to serve police, health, emergency and public 
services, along with their family and friends.  Growth allows us to cover our costs and invest in new products 
and services.  As a 100% member owned bank, we now provide a real alternative to the major banks, so please 
recommend us to others.  
On behalf of our staff, thank you for your continued support.

Chief Executive Officer

Peter Kempster

BankVic - Members Matter.

Peter Kempster
Chief Executive Officer
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2013–2014 2012–2013 Growth %

Shareholder Members 96,257 94,873 1.5%

Deposits $’000 1,061,519 1,027,225 3.3%

Assets $’000 1,224,737 1,183,445 3.5%

Members’ Funds $’000 133,896 124,456 7.6%

Profit After Tax $’000 9,440 10,351 (8.8%)

Loans Outstanding (Gross) $’000 993,036 931,779 6.6%

Total Assets - $ Millions
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Corporate Governance 
Statement

Corporate Governance Structure
As an Australian company registered under the Corporations Act 2001 (Cth) and regulated by the Australian 
Securities and Investments Commission (ASIC), and as an authorised deposit-taking institution (ADI) regulated 
by the Australian Prudential Regulation Authority (APRA), 2013/2014 was our first year trading as BankVic, a 
customer-owned or mutual bank.  
While this may have changed our public profile, it does not affect our obligations to our members nor to the 
financial services industry generally. As a company and an ADI regulated by ASIC and APRA, we have a continued 
focus on good governance, financial strength and security. We will continue to comply with the Corporations Act, 
the prudential standards prescribed by APRA and act in compliance with all other legal and ethical obligations 
relevant to our operation.
Our Board of seven non-executive directors, are independent and elected by our shareholders (members). Each 
director candidate is assessed for fitness and propriety as required under APRA’s Prudential Standard CPS 520. 
Directors also participate in ongoing development through formal training, information sessions on industry and 
regulatory developments and attendance at industry forums dealing with matters relevant to the business operations 
of BankVic. Additionally, our Board Renewal Policy endeavours to ensure that the Board remains open to new ideas 
and independent thinking, while retaining adequate expertise. This is achieved by providing a framework that allows 
the Board to manage its skills, experience and personal attributes to achieve the best overall balance.
Through the Corporate Governance Committee, which is accountable for the maintenance and delivery of 
governance standards, the Board strives to ensure that as a mutual bank, BankVic’s reputation and business ethics 
are of the highest standard.
The Board regularly reviews our corporate governance structure for currency and is confident that our disciplined 
corporate governance structure will continue to ensure appropriate development, prioritisation and delivery 
of business strategies, as well as practising consistent, ethical and informed decision-making in pursuit of the 
organisation’s objectives.

Board Performance
The Board acknowledges its accountability to BankVic members and aims to ensure BankVic operates in an ethical 
and responsible way in delivering a real alternative to other profit driven competitors. In order to do so, the Board 
has adhered to a Statement of Corporate Governance Principles, which is reviewed annually, and underpins the 
following duties carried out by the Board:

 > improving organisational performance by the adoption and monitoring of corporate strategies, budgets, 
plans, policies and performance;

 > setting strategic directions, targets and monitoring the performance of executive management;
 > providing processes for monitoring, reviewing and enhancing the performance of each Board member, of the 
Board as a group and of each Board Committee;

 > ensuring there are adequate plans and procedures for succession planning;
 > identifying and monitoring the principal business and prudential risks;
 > monitoring the financial performance of BankVic;
 > ensuring compliance in both letter and spirit with BankVic’s corporate and legal responsibilities; and
 > ensuring business operations are undertaken in an honest, open and ethical manner.

The Board has delegated responsibility for management of the day-to-day activities of BankVic to its Chief Executive 
Officer and Executive Management team.

Board Evaluation
The Board assesses its effectiveness each year through an evaluation procedure, which includes:

 > documented performance evaluation and review of each Board member and their contribution;
 > documented evaluation of Board Committees and the Board’s performance as a whole;
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 > the appropriateness of meeting schedules and assessment of the relevance, content and standard of Board material;
 > the identification and appropriate management of business and prudential risks facing BankVic; and,
 > assessment of the necessary range and standard of skills needed at Board level.

Additionally, the Board assesses annually the performance of the Chief Executive Officer and key management 
personnel against agreed objectives and key performance criteria.

Board Committees
To assist the Board in fulfilling its responsibilities, the Board currently has four permanent committees, 
Audit and Risk Management Committee, Corporate Governance Committee, Remuneration Committee and 
Nominations Committee. Each Committee has its own principal responsibilities.
In accordance with our Board Renewal Policy and with good governance principles, during the year 
some rotation of committee members took place. Marianne Luttick replaced Wayne Taylor as chair of the 
Corporate Governance Committee and in his first year as a director Steven Coulson joined the Audit and Risk 
Management Committee.

Audit and Risk Management Committee

Chairman:
D. R. Boell 

Members:
To 19 November 2013, D. R. Boell, M. Luttick, W. G. Taylor and P. J. Mugavin 
From 19 November 2013, D. R. Boell, J.W. Capewell and S. J. Coulson 
The principal responsibilities of the Audit and Risk Management Committee are to:

 > oversee and appraise the quality of the audits conducted by the Company’s external auditor, internal auditor 
and compliance staff;

 > maintain by scheduling regular meetings, open lines of communication among the directors, the internal 
auditor or compliance staff and the external auditor to exchange views and information;

 > serve as an objective party to review the financial information presented to shareholders and regulators;
 > determine the adequacy of the company’s administrative, operating and accounting controls;
 > review annually: 
i.   risk policies; 
ii.   internal audit and compliance – monitor capital adequacy and liquidity and adherence to prudential standards; 
iii.  other policies (as required); and

 > monitoring of risk appetite, liquidity, regulatory requirements and credit.

Corporate Governance Committee

Chairman:
J. W. Capewell (to 19 November 2013)
M. Luttick (from 19 November 2013) 

Members:
To 19 November 2013, L. D. Allemand; J. W. Capewell; M. Luttick and A.J. White 
From 19 November 2013, W. G. Taylor, A. J. White, P. J. Mugavin and M. Luttick
The principal responsibilities of the Corporate Governance Committee are to:

 > examine the procedures in place to ensure the Company’s operations and business risks are managed 
effectively in the interests of members;

 > ensure that such procedures fully comply with the legal obligations of the Company and its Statement of 
Corporate Governance Principles;

 > review the Statement of Corporate Governance Principles annually to ensure that it remains relevant in 

Corporate Governance 
Statement
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accordance with good corporate governance principles;
 > determine the procedures that require the highest standards of ethical conduct;
 > oversee prudential standards relating to the fitness and propriety of Directors and responsible persons as 
required under APRA’s Prudential Standard CPS 520; and

 > oversee the compliance of responsible managers to the statutory obligations within the Corporations Act 
2001 (Cth) (Australian Financial Services Licence) and National Consumer Credit Protection Act 2009 (Cth) 
(Australian Credit Licence) re fitness and propriety, conflicts of interest and professional development.

The findings, while carrying out these responsibilities, together with any recommendations are reported to the 
full Board for consideration and approval.

Remuneration Committee

Chairman:
W. G. Taylor (to 19 November 2013)
P. J. Mugavin (from 19 November 2013)
Members:
To 19 November 2013, L. D. Allemand, P. J. Mugavin, W. G. Taylor and D. R. Boell
From 19 November 2013, P. J. Mugavin, D. R. Boell, A. J. White and M. Luttick 
The Remuneration Committee recommends to the Board for approval:

 > the compensation, both fixed and variable rewards of the Chief Executive Officer, his direct reports and 
other senior managers who participate in decision-making that has the capacity to significantly affect the 
company’s risk management system and financial standing; and

 > determine the maximum directors fees and mechanisms for allocating those fees (these will be recommended 
to members for approval at each Annual General Meeting of the Company).

Nominations Committee

Chairman:
L. D. Allemand (to 13 November 2013)
P. J. Mugavin (from 19 November 2013)

Members:
P. Crocker (Independent Member); R. Powell (Independent Member)
APRA standards on fitness and propriety require a director to understand the responsibilities of the role 
and have a general knowledge of the institution, its business and its regulatory environment. BankVic as a 
regulated institution is mandated to consider the nature and extent of a number of matters in conducting a 
fit and proper assessment of director nominees, including the person’s character, competence and experience 
relative to the duties involved and whether that person possesses the necessary skills, knowledge, expertise, 
diligence and soundness of judgment to undertake the role.
In order to assist director nominees in understanding and complying with these requirements, BankVic 
Nominations Committee meets with and assesses all nominees for a director position.
The chairman of this Committee for the year 2013/2014 was L. D. Allemand, who was supported by two 
experienced advisors, independent of BankVic.   
The independent advisors for 2013/14 were Peter Crocker, the retired chairman of Mecu Limited (bankmecu), 
with 26 years experience as a credit union director and Robert Powell, the retired chairman of Credit Union 
Australia, with more than 34 years experience as a credit union director.
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Directors’ report

Director

John W. Capewell

Director

David R. Boell

Chairman

P. John Mugavin

Deputy Chairman

Wayne G. Taylor

  1. Directors
The Directors of the Company at any time during or since the end of the financial year are:

Lionel D. Allemand MAICD

Chairman. Experience – Director since 1986. Member Corporate Governance Committee. Member 
Remuneration Committee. Chairman Nominations Committee, Board Chairman since 1996. Retired 13 
November 2013. 

P. John Mugavin GradDipPubAdmin, FAICD, FAIM

Chairman from 19 November 2013. Experience – Director since 1998. Member Corporate Governance 
Committee from 19 November 2013, Member Audit and Risk Management Committee to 19 November 2013. 
Chairman Remuneration Committee and Nominations Committee from 19 November 2013.

Wayne G. Taylor MEd, GradDipPubAdmin, DipTrain, DipCompanyDirectorship, FAICD, FAIM

Deputy Chairman. Experience – Director since 2009. Member Audit and Risk Management Committee and 
Chairman Remuneration Committee to 19 November 2013. Member Corporate Governance from 19 November 
2013.

John W. Capewell GradDipAppFin, DipCompanyDirectorship, GradCertCommercialLaw, GAICD

Experience – Director since 1999. Member Audit and Risk Management Committee from 19 November 2013 
and Chairman Corporate Governance Committee to 19 November 2013.

David R. Boell BBus, AAICD

Director. Experience – Director since 2009. Chairman Audit and Risk Management Committee and Member 
Remuneration Committee.

Marianne Luttick GAICD

Director. Experience – Director since 2011. Chairman Corporate Governance Committee,  Member Audit and Risk 
Management Committee to 19 November 2013 and Member Remuneration Committee from 19 November 2013.

Adrian J. White DipTrain, GradCertAppliedManagement, GAICD

Director. Experience – Director since 2011. Member Corporate Governance Committee and Member 
Remuneration Committee from November 2013.

Steven J Coulson BCom, GradDipFraudInvestigation, CPA, CFE, MAICD

Director, Experience – Director since 13 November 2013, Member Audit and Risk Management Committee
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Director

Marianne Luttick

Director

Adrian J. White 

Director

Steven Coulson

Company Secretary

Mr. Graham Ashworth LLB (Hons), MBA, GradDipCSA, ACIS, ACSA

Interests in the shares of the Company and related bodies corporate:

POLICE FINANCIAL SERVICES LIMITED $1 WITHDRAWABLE SHARES 
Mr. L.D Allemand ..............................................10 
Mr. J. W. Capewell .............................................10 
Mr. P. J. Mugavin ...............................................10
Mr. W. G. Taylor .................................................10 
Mr. D. R. Boell ...................................................10 
Ms. M. Luttick ...................................................10
Mr. A. J. White ...................................................10
Mr S. J. Coulson ................................................10

Directors’ Meetings
During the financial year, 11 meetings of Directors, 3 Corporate Governance Committee, 4 Audit and Risk 
Management Committee, 2 Remuneration Committee and 2 Nomination Committee meetings were held. The 
number of meetings attended by each director was as follows:
A = Meetings held during members’ tenure   B = Meetings attended

Director Board meetings Audit and Risk 
Management 

Committee 
meetings

Corporate 
Governance 
Committee 

meetings

Remuneration 
Committee 

meetings

Nominations 
Committee 

meetings

A B A B A B A B A B

Mr. L. D. Allemand 4 4 - - 1 1 2 2 2 2

Mr. J. W. Capewell 11 11 2 2 1 1 - - - -

Mr. P. J. Mugavin 11 11 2 2 2 2 2 2 - -

Mr. W. G. Taylor 11 11 2 2 2 2 2 2 - -

Mr. D. R. Boell 11 10 4 4 - - 2 2 - -

Ms. M. Luttick 11 11 2 2 3 3 - - - -

Mr. A. J. White 11 10 - - 3 3 - - - -

Mr. S. J. Coulson 7 7 2 2 - - - - -
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Directors’ report

2. Principal Activities
During the year there were no significant changes to the principal activities of the Company, these being the 
provision of deposit taking facilities, credit facilities and related financial services.

3. Results of Operations
Profit after tax of the Company for the financial year was $9,440k (2013: $10,351k).

4. Review of Operations
Growth
Over the past 12 months assets increased by 3.5%. Deposits increased by 3.3% reflecting continued member support. 
Loan demand continued in a historically low interest rate environment with gross loans increasing by 6.6%.
During the year membership grew 1.5% reflecting continuing interest within the Company’s target markets 
for the products and services offered by BankVic and the success of new member campaigns.

Profitability
Profit for the year after income tax was $9.4 million, a decrease of (8.8%) over the previous year. Total income 
for the year was $40.2 million, an increase of 1.3% over the previous year. Operating expenses for the year 
were $27 million, an increase of 8.5% compared to the previous year.

Capital Adequacy
As a mutual financial institution, BankVic is reliant on retained earnings as the major source of its capital. 
Therefore, it is necessary to ensure profits support asset growth to maintain an adequate level of capital.
Capital adequacy increased during the year from 21.7% in 2013 to 21.9% in 2014 of risk-weighted assets, 
significantly above the minimum level (12%) required to be maintained pursuant to the Australian Prudential 
Standards, as determined by APRA.
The Impetus Funding Trust No. 1 which was created in September 2012 has no impact on capital adequacy as 
it is an internal securitisation.

Products and Services
BankVic offers financial services and products to our members. During the year we expanded both our product 
and service offering with the introduction of a new SMSF Saver account, prepaid foreign currency travel card 
and the BankVic App. Our website continues to expand its ‘self service’ content with the introduction of PIN 
change online to enable members to easily comply with the new PIN@POS credit card requirements.

5. Dividends
No dividends have been paid or declared since the end of the previous financial year (2013: Nil).

6. Share Issues
The only shares issued by the Company during the year were 35,360 $1 redeemable preference shares, issued 
to members in the normal course of business. Note that there were 21,520 $1 redeemable preference shares 
redeemed during the year.

7. State of Affairs
There are no matters or circumstances that have arisen during the financial year that have significantly 
affected or may significantly affect:
i.   Operations of the Company;
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ii. Results of those operations; or
iii.  State of affairs of the Company in future financial years.

8. Directors’ Benefits
Neither during the financial year nor since the end of the financial year has a Director received or become 
entitled to receive any benefit (other than a benefit included in the aggregate amount of remuneration 
received, or due and receivable, by Directors shown in the Company financial statements) because of a contract 
made by the Company, or a related body corporate with a Director or with a firm of which a Director is a 
member, or with an entity in which the Director has a substantial interest.

9. Rounding Off
Amounts in the financial statements have been rounded to the nearest thousand dollars (unless otherwise 
stated) in accordance with class order 98/100, dated 10 July 1998.

10. Events Subsequent to Balance Date
There has not arisen in the interval between the end of the financial year and the date of this report any item, 
transaction or event of a material and unusual nature likely, in the opinion of the Directors of the Company, to 
affect significantly the operations of the Company, the results of those operations, or the state of affairs of the 
Company, in future financial years.

11. Likely Developments
In the coming year, BankVic will continue to launch services and products to further enable our members 
to secure their financial future. As a result, BankVic will introduce a Mobile Lender service and assess other 
product offerings. Additionally further investment in technology will continue and include assessment of a 
marketing automation system and a new lending origination system.

12. Indemnification and Insurance
During the year a premium was paid in respect of a contract insuring Directors and officers of the Company 
against liability. The officers of the Company covered by the insurance contract include the Directors, executive 
officers, Secretary and employees.
In accordance with normal commercial practice, disclosure of the total amount of premium payable under, and the 
nature of the liabilities covered by, the insurance contract is prohibited by a confidentiality clause in the contract.
No insurance contract has been provided for the benefit of the auditors of the Company.

13. Lead Auditor’s Independence Declaration
The lead auditor’s independence declaration is set out on page 14 and forms part of the Directors’ report for the 
financial year ended 30 June 2014.
Signed this 24th day of September 2014, in accordance with a resolution of the Board of Directors.

BankVic
To the members of BankVic

P. John Mugavin
Chairman

W.G Taylor
Director
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To the Directors Of Police Financial Services Limited
I declare that, to the best of my knowledge and belief, in relation to the audit for the financial year ended 30 
June 2014 there have been:
i.     no contraventions of the auditor independence requirements as set out in the Corporations Act 2001 in 

relation to the audit; and
ii.   no contraventions of any applicable code of professional conduct in relation to the audit.

KPMG

Chris Wooden
Partner

Melbourne
23 September 2014

KPMG, an Australian partnership and a member firm of the KPMG network of independent member firms 
affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity.
Liability limited by a scheme approved Under Professional Standards Legislation.

Lead Auditor’s 
Independence Declaration 

14
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Statement of 
Comprehensive Income

 
Note

2014 
$’000

2013 
$’000

Interest income 4a 60,969 66,026

Interest expense 4b (28,985) (33,644)

Net interest income 31,984 32,382

Other income 4c 8,201 7,271

Total income 40,185 39,653

Impairment losses on loans and advances (net of recoveries) 4d 221 (138)

Other expenses 4e (26,977) (24,865)

Profit before income tax expense 13,429 14,650

Income tax expense 5 (3,989) (4,299)

Profit for the period 9,440 10,351

Other comprehensive income - -

Total comprehensive income 9,440 10,351

Total comprehensive income available to members 9,440 10,351

The above statement of comprehensive income should be read in conjunction with the accompanying notes.
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Balance Sheet

 
Note

2014 
$’000

2013 
$’000

Assets

Cash and Cash Equivalents 6 20,411      25,559

Receivables Due from Other Financial Institutions 7 206,769    221,250

Accrued Receivables and Other Assets 8 1,929        2,174

Loans and Advances (Net) 9 992,502    930,975

Other Investments 10 1,515        1,515

Property, Plant and Equipment 11 253           438

Intangible Assets 12 39           156

Deferred Tax Asset 5 1,319        1,378

TOTAL ASSETS 1,224,737 1,183,445

Liabilities

Deposits 13 1,061,519 1,027,225

Payables 14 6,118        6,514

Borrowings 15 19,699      21,319

Current Tax Liability 644        1,069

Provisions 16 2,861        2,862

TOTAL LIABILITIES 1,090,841 1,058,989

NET ASSETS 133,896    124,456

Members’ Funds

Reserves 15,452      15,419

Redeemed Capital Reserve 330           308

Retained Earnings 118,114    108,729

TOTAL MEMBERS’ FUNDS 133,896    124,456

The above balance sheet should be read in conjunction with the accompanying notes.
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General 
Reserve  

 
 
 

$’000

General 
Reserve 

for Credit 
Losses  

 
$’000

Redeemed 
Preference 

Share 
Capital 

Account 
$’000

Retained 
Earnings  

 
 
 

$’000

Total 
Member 

Funds  
 
 

$’000

Balance as at 1 July 2012 15,000 385 278 98,442 114,105

Increase in reserve during the year – 34 - (34) -

Transfer from retained earnings – - 30 (30) -

Profit or loss – - - 10,351 10,351

Balance as at 30 June 2013 15,000 419 308 108,729 124,456

Balance as at 1 July 2013 15,000 419 308 108,729 124,456

Increase in reserve during the year – 33 - (33) -

Transfer from retained earnings – - 22 (22) -

Profit or loss – - - 9,440 9,440

Balance as at 30 June 2014 15,000 452 330 118,114 133,896

The above statement of changes in equity should be read in conjunction with the accompanying notes.

Statement of Changes in 
Equity
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Note

2014  
$’000

2013  
$’000

CASH FLOWS FROM OPERATING ACTIVITIES

Interest received 61,226 66,464

Interest paid (30,026) (35,273)

Other income received 8,210 7,295

Cash payments to suppliers and employees (25,979) (24,373)

Net (increase) in loans and advances (65,798) (71,910)

Net increase in deposits 34,276 59,547

Net decrease/(increase) in receivables due from other financial institutions 14,481 14,252

Income tax paid (4,392) (6,547)

Net Increase/(decrease) in settlement accounts 2,840 (3,736)

Net Cash inflow/(outflow) provided by Operating Activities 17(ii) (5,162) 5,719

CASH FLOWS FROM INVESTING ACTIVITIES

Proceeds from sales of property, plant and equipment 25 -

Payments for property, plant and equipment (29) (117)

Net Cash outflow used in Investing Activities (4) (117)

CASH FLOWS FROM FINANCING ACTIVITIES

Net increase in member shares 18 18

Net Cash inflow provided by Financing Activities 18 18

NET INCREASE/(DECREASE) IN CASH AND CASH EQUIVALENTS HELD (5,148) 5,620

Cash and cash equivalents at Beginning of Financial Year 25,559 19,939

Cash and cash equivalents at End of Financial Year 17(i) 20,411 25,559

The above statement of cash flows should be read in conjunction with the accompanying notes.

Statement of Cash Flows
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Notes to and forming part 
of the Financial Statements

1. Reporting Entity
Police Financial Services Limited (the “Company”) is a company domiciled in Australia.
The Company is a for profit entity which primarily is involved in the raising of funds as authorised by the 
Prudential Standards administered by APRA and the Banking Act 1959, and the application of those funds in 
providing financial accommodation to members.

2. Basis of Preparation
a. Statement of Compliance
The financial report is a general purpose financial report which has been prepared in accordance with 
Australian Accounting Standards (‘AASBs’) (including Australian interpretations) adopted by the Australian 
Accounting Standards Board (‘AASB’) and the Corporations Act 2001. The financial report of the Company 
also complies with the International Financial Reporting Standards and interpretations adopted by the 
International Accounting Standards Board.
The financial statements are authorised for issue by the Directors on 23 September 2014.

b. Basis of Measurement
The financial statements have been prepared on the historical cost basis, except for investments, which are 
stated at fair value.

c. Functional and Presentation of Currency
The financial statements are presented in Australian dollars, which is the Company’s functional and 
presidential currency. Amounts in the financial statements have been rounded to the nearest thousand dollars 
(unless otherwise stated) in accordance with class order 98/100 dated 10 July 1998.
Note that the Balance Sheet is stated in order of liquidity.

d. Use of Estimates and Judgements
The preparation of financial statements requires management to make judgements, estimates and assumptions 
that affect the application of accounting policies and the reported amounts of assets, liabilities, income and 
expenses. Actual results may differ from these estimates.
Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates 
are recognised in the period in which the estimate is revised and in any future periods affected.
In particular, information about significant areas of estimation uncertainty and critical judgements in applying 
accounting policies that have the most significant effect on the amount recognised in the financial statements 
are described in the following notes:

 > Note 5 – Income tax in relation to deferred tax
 > Note 9(e) – Provision for Impairment of loans and advances
 > Note 16 – Provisions
 > Note 22 – Financial Instruments



BankVic
For the year ended 30 June 2014

20

3. Significant Accounting Policies
The accounting policies set out below have been applied consistently to all periods presented in the Company’s 
financial statements.

a. Property, plant and equipment
Items of property, plant and equipment are stated at cost less accumulated depreciation (see below) and 
impairment losses (see accounting policy 3(h)).
Depreciation is charged to the income statement on a straight-line basis over the estimated useful lives of each part 
of property, plant and equipment. The estimated useful lives in the current and comparative periods are as follows:

 > Plant and Equipment: 4-12 years
 > Leasehold improvements: 5-10 years

The residual value, the useful life and the depreciation method applied to an asset are reassessed at least annually.

b. Investments
All purchases and sales of investments are recognised on the trade date i.e. the date that the Company commits 
to purchase or sell the assets. Investments are initially recognised at fair value plus, for instruments not at fair 
value through profit and loss, any directly attributable transaction costs.
Investments in equity securities are classified as available for sale assets.
Subsequent to initial recognition, they are measured at fair value and changes therein, other than impairment 
losses are recognised directly in a separate component of equity. When an investment is de-recognised, the 
cumulative gain or loss in equity is transferred to profit or loss. Shares in unquoted equities, whose fair value 
cannot be reliably estimated, are valued at cost less any impairment.

c. Trade and other receivables
Trade and other receivables are stated at their amortised cost less impairment losses (see accounting policy 3(h)).

d. Cash and cash equivalents
Cash and cash equivalents comprise cash balances, short-term bills and call deposits, with maturities of less 
than three months.

e. Loans and advances
Loans and advances include home loans, commercial loans, personal loans and other forms of retail lending. 
Loans and advances are initially recorded at fair value, including direct and incremental transaction costs. 
They are subsequently valued using the effective interest method.
The Company’s policy on the impairment of financial assets is covered in accounting policy 3(h).
APRA requires Authorised Deposit-taking Institutions to maintain a General Reserve for Credit Losses for 
regulation purposes as a reserve account in Equity. The Company maintains such a reserve at 0.04% of total 
loans and advances (other than securitised loans), including available redraw balances and off balance sheet 
irrevocable commitments. Movements in the reserve are adjusted against Retained Earnings.
Loans relating to the Trinity Mortgage Origination Trust No. 1 (SPE) are recognised on the balance sheet 
with a corresponding increase in loans due to the SPE which are classified as borrowings. Participation in 
any new loan securitisation program/structure will need to be assessed at each balance date. Interest income 
relating to the SPE mortgage loans is recognised in the income statement using the effective interest method. 
Interest expense on the loan to the SPE is net of management fees. Interest expense includes fees for services 
to external parties providing servicing and liquidity arrangements and residual income distribution. 
The Impetus Funding Trust No. 1 was established in September 2012 for the purpose of creating a special 
purpose vehicle for contingent liquidity purposes. A portion of the loan portfolio has been internally securitised 
specifically to create residential mortgage backed securities that are eligible for repurchase agreement (repo) with 

Notes to and forming part 
of the Financial Statements
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the Reserve Bank of Australia (RBA). These loans are treated as on balance sheet assets for reporting purposes. 
In applying its policies on securitised financial assets, the Company has considered both the degree of transfer 
of risks and rewards on assets transferred to another entity and the degree of control exercised by the 
Company over the other entity:

 > When the Company, in substance, controls the entity to which financial assets have been transferred, the 
entity is included in these financial statements and the transferred assets are recognised in the Company’s 
balance sheet.

 > When the Company has transferred financial assets to another entity, but has not transferred substantially 
all of the risk and rewards relating to the transferred assets, the assets are recognised in the Company’s 
balance sheet.

Securitised assets are included on the balance sheet of the Company, in accordance with this policy.

f. Derecognition of financial assets and liabilities
i. Financial assets
Loans and advances (or, where applicable, a part of loan and advance or part of a group of similar loans and 
advances) are derecognised when:

 > the right to receive cash flows from the asset has expired;
 > the Company retains the right to receive cash flows from the asset, but has assumed an obligation to pay 
them in full without material delay to a third party under a ‘pass-through’ arrangement; or

 > the Company has transferred its rights to receive cash flows from the asset and either (a) has transferred 
substantially all the risk and rewards of the asset; or (b) has neither transferred nor retained substantially 
all the risk and rewards of the asset, but has transferred control of the asset.

When the Company has transferred its rights to receive cash flows from an asset and has neither transferred 
nor retained substantially all the risks and rewards of the asset nor transferred control of the asset, the asset is 
recognised to the extent of the Company’s continuing involvement in the asset.

ii. Financial liabilities
A financial liability is derecognised when the obligation under the liability is discharged, cancelled or expires.
When an existing financial liability is replaced by another from the same lender on substantially different 
terms, or the terms of an existing liability are substantially modified, such an exchange or modification is 
treated as a derecognition of the original liability and the recognition of a new liability, and the difference in 
the respective carrying amounts is recognised in profit or loss.

g. Interest-bearing borrowings
All loans and borrowings are initially recognised at fair value less directly attributable transaction costs. 
Interest-bearing loans and borrowings are subsequently measured at amortised cost using the effective 
interest method with any difference between the costs and redemption value recognised in the statement of 
comprehensive income over the period of the borrowings using the effective interest method.

h. Impairment
The carrying amount of the Company’s assets, other than deferred tax assets (see accounting policy 3(l)), are 
reviewed at each balance sheet date to determine whether there is an indication of impairment. If any such 
indication exists, the asset’s recoverable amount is estimated (see accounting policy 3(h)(i)).
An impairment loss is recognised whenever the carrying amount of an asset exceeds its recoverable amount. 
Impairment losses are recognised in the Statement of Comprehensive Income, unless an asset has previously 
been revalued, in which case the impairment loss is recognised as a reversal to the extent of that previous 
revaluation with any excess recognised through profit or loss.

i. Calculation of recoverable amount
A financial asset is assessed at each reporting date to determine whether there is any objective evidence that 
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it is impaired. A financial asset is considered to be impaired if objective evidence indicates that one or more 
events have had a negative effect on the estimated future cash flows of that asset.
An impairment loss in respect of a financial asset measured at amortised cost is calculated as the difference 
between its carrying amount and the present value of the estimated future cash flows discounted at the original 
effective interest rate. An impairment loss in respect of an available-for-sale financial asset is calculated by 
reference to its fair value.
All impairment losses are recognised in the statement of comprehensive income.
The recoverable amount of other assets is the greater of their fair value less costs to sell and value in use. 
In assessing value in use, the estimated future cash flows are discounted to their present value using a pre-
tax discount rate that reflects current market assessments of the time value of money and the risks specific 
to the asset. For an asset that does not generate largely independent cash flows, the recoverable amount is 
determined for the cash-generating unit to which the asset belongs.

ii. Reversals of impairment
An impairment loss is reversed if the reversal can be related objectively to an event occurring after the 
impairment loss was recognised. For financial assets measured at amortised cost and available-for-sale financial 
assets that are debt securities, the reversal is recognised in the statement of comprehensive income. For 
available-for-sale financial assets that are equity securities, the reversal is recognised directly in equity.
An impairment loss is reversed only to the extent that the asset’s carrying amount does not exceed the 
carrying amount that would have been determined, net of depreciation or amortisation, if no impairment loss 
had been recognised.

i. Employee benefits
i. Long-term service benefits
The Company’s net obligation in respect of long-term service benefits is the amount of future benefit that employees 
have earned in return for their service in the current and prior periods. The obligation is calculated using 
expected future increases in wage and salary rates including related on-costs and expected settlement dates, and 
is discounted using the rates attached to the Commonwealth Government bonds at the balance date which have 
maturity dates approximating to the terms of the Company’s obligations.

ii. Wages, salaries, annual leave, sick leave and non-monetary benefits
Liabilities for employee benefits for wages, salaries and annual leave that are expected to be settled within 
12 months of the reporting date represent present obligations resulting from employees’ services provided to 
reporting date, and are calculated at undiscounted amounts based on remuneration wage and salary rates that 
the Company expects to pay as at reporting date including related on-costs, such as workers compensation 
insurance and payroll tax. Non-accumulating non-monetary benefits are expensed based on the net marginal 
cost to the Company as the benefits are taken by the employees.

iii. Superannuation
Obligations for contributions to superannuation are expensed as the related service is provided. 

j. Provisions
A provision is recognised in the balance sheet when the Company has a present legal or constructive obligation 
as a result of a past event, it is probable that an outflow of economic benefits will be required to settle an 
obligation and the amount can be reliably measured. Provisions are determined by discounting the expected 
future cash flows at a pre-tax rate that reflects current market assessments of the time value of money and, 
where appropriate, the risks specific to the liability.

k. Trade and other payables
Trade and other payables are stated at their amortised cost. Trade payables are non-interest bearing and are 
normally settled on 30-day terms.

Notes to and forming part 
of the Financial Statements
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l. Income tax
Income tax on the profit or loss for the year comprises current and deferred tax. Income tax is recognised in 
the statement of comprehensive income, except to the extent that it relates to items recognised directly in 
equity, in which case it is recognised in equity.
Current tax is the Retirement Savings Account tax plus expected tax payable on the taxable income for the 
year, using tax rates enacted or substantively enacted at the balance sheet date, and any adjustments to tax 
payable in respect of previous years.
Deferred tax is provided using the balance sheet liability method, providing for temporary differences between 
the carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for 
taxation purposes.
The amount of deferred tax provided is based on the expected manner of realisation or settlement of the carrying 
amount of assets and liabilities, using tax rules enacted or substantively enacted at the balance sheet date.
A deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be 
available against which the asset can be utilised. Deferred tax assets are reduced to the extent that it is no 
longer probable that the related tax benefit will be realised.

m. Goods and services tax
Revenue, expenses and assets are recognised net of the amount of goods and services tax (GST), except 
where the amount of GST is not recoverable from the taxation authority. In these circumstances, the GST is 
recognised as part of the cost of acquisition or as part of the expense.
Receivables and payables are stated with the amount of GST included. The net amount of GST recoverable from, 
or payable to, the Australian Taxation Office is included as a current asset or liability in the balance sheet.

n. Revenue
Revenue is recognised to the extent that it is probable that the economic benefits will flow to the entity and that 
revenue can be reliably measured. The principal sources of revenue are interest income, fees and commissions.

i. Interest income
Investment income is recognised as interest accrued using the effective interest method. This is a method of 
calculating the amortised cost of a financial asset and allocating the interest income over the relevant period 
using the effective interest rate, which is the rate that exactly discounts estimated future cash receipts through 
the expected life of the financial asset to the net carrying amount of the financial asset.
Interest receivable on investments is included in the amount of trade and other receivables in the balance sheet.
Interest earned on loans and advances is calculated and accrued on the daily outstanding balance and is 
charged to a member’s loan on the last day of each month. Interest on non-accrual loans is not recognised as 
revenue – refer to note 9(e).

ii. Lending fees
Fee income and direct costs relating to loan origination, financing or restructuring are deferred and amortised 
to interest income over the life of the loan using the effective interest method. Where fees are received on an 
ongoing basis and represent the recoupment of the costs of maintaining and administering existing loans, 
these fees are taken to profit on an accrual basis.

iii. Other non-interest income
Service charges are recognised as income when charged to the member. Insurance and other commission is 
recognised as income upon the provision of services.

o. Expenses
i. Interest expense
Interest is calculated on the daily balance and posted to the accounts systematically, or on maturity of the term 
deposit. Interest on savings is brought to account on an accrual basis. The amount of the accrual is shown as 
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Notes to and forming part 
of the Financial Statements

part of payables.

ii. All other operating expenses
Operating expenses are recognised when the Company has incurred the liability for goods and services purchased.

p. Intangible assets
Intangible assets, which consists of computer software, are stated at cost less accumulated amortisation (see 
below) and impairment losses (see accounting policy 3(h)).

Amortisation
Amortisation is charged to the income statement on a straight-line basis over the estimated useful lives of 
intangible assets, which is between 3 and 6 years.

q. Directors’ severance benefits
A Director appointed prior to 18 November 2011 is entitled to a severance benefit upon ceasing as a Director of 
the Company equivalent to the previous two years earnings where a Director has at least nine years of service 
and the previous three years earnings where a Director has at least fifteen years service. A Director appointed 
post 18 November 2011 who is entitled to a severance benefit will receive a sum not exceeding twelve months 
remuneration in accordance with s200F of the Corporations Act (Cth) 2001.
Note 20(f) contains further details on when a Director is not entitled to receive a severance benefit.
The Company starts provisioning for a Director’s severance benefit from their initial appointment or election. 
For Directors with less than nine years of service the provision is calculated on a pro-rata basis of their current 
entitlement. For Directors with at least nine years service but less than fifteen years service the provision is based 
on their previous two years earnings plus a pro-rata amount of their third years earnings. For Directors with at 
least fifteen years service the provision is equal to their entitlement (i.e. the previous three years earnings).

r. Redeemed capital reserve
Redeemed capital reserve represents the amount of redeemable preference shares redeemed since 1 July 1999. 
The Corporations Act requires redemption of shares to be made out of profits. Since the value of the shares 
redeemed has been paid to members in accordance with the Constitution of the Company, the redeemed capital 
reserve account represents the amount of profits appropriated to the account.

s. New standards and interpretations not yet adopted
A number of new standards, amendments to standards and interpretations are effective for the annual periods 
beginning after 1 July 2013, and have not been applied in preparing these financial statements. None of 
these are expected to have a significant effect on the financial statements of the Company, except for AASB 
9 Financial Instruments, which becomes mandatory for the Company’s 2016 financial statements and could 
change the classification and measurement of financial assets. The Company does not plan to adopt this 
standard early and the extent of the impact has not been determined.
AASB 9 Financial Instruments details classification and measurement requirements in relation to financial 
instruments and supersedes the classification and measurement required for financial assets in AASB139 
Financial Instruments: Recognition and Measurement.

t. Leases
i. Leased Assets
Leases in terms of which the Company assumes substantially all the risks and rewards of ownership are classified 
as finance leases. On initial recognition the leased asset is measured at an amount equal to the lower of its fair 
value and the present value of the minimum lease payments. Subsequent to initial recognition, the asset is 
accounted for in accordance with the accounting policy applicable to that asset. Other leases are operating leases 
and are not recognised in the Company’s statement of financial position.
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ii. Lease Payments
Payments made under operating leases are recognised in profit and loss on a straight-line basis over the term 
of the lease.
Minimum lease payments made under finance leases are apportioned between the finance expense and the 
reduction of the outstanding liability. The finance expense is allocated to each period during the lease term so 
as to produce a constant periodic rate of interest on the remaining balance of the liability.

iii. Determining whether an arrangement contains a lease
At inception of an arrangement, the Company determines whether such an arrangement is or contains a lease. 
This will be the case if the following two criteria are met:

 > The fulfilment of the arrangement is dependant on the use of a specific asset or assets; and
 > The arrangement contains a right to use the asset(s).

At inception or upon reassessment of the arrangement, the Company separates payments and other 
consideration required by such an arrangement into those for the lease and those for other elements on the 
basis of their relative fair values.
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2014 
$’000

2013  
$’000

Note 4: Profit

Profit before income tax has been determined after:

a. Interest Income

Loans and Advances (other than commercial loans) 51,861 54,166

Commercial Loans 16 19

Amounts from other Financial Institutions 8,261 10,617

Securitised Loans 831 1,224

Total Interest Income 60,969 66,026

b. Interest Expense

Member Deposits 28,403 32,707

Securitised Loans 582 931

Other - 6

Total Interest Expense 28,985 33,644

c. Other Income

Fees and Commissions 5,641 4,475

Insurance Commissions 2,298 2,340

Other Income 182 387

Income from Property 70 69

Profit on Sale of Property, Plant and Equipment 10 -

Total Other Income 8,201 7,271

d. Impairment Losses on Loans and Advances

Bad debts written off: Member Loans and Advances 80 163

Increase/(decrease) in Provision for Impairment (270) (10)

Bad Debts Recovered (31) (15)

(221) 138
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2014  
$’000

2013  
$’000

Note 4: Profit (continued)

e. Other expenses

Depreciation and amortisation 317 351

Amounts set aside to provide for employee entitlements 217 436

Administration costs 2,629 3,079

Personnel costs 11,375 10,121

Superannuation 803 700

Supervision levy 118 93

Audit fees 286 236

Visa card costs 5,528 4,293

Marketing costs 943 943

Information technology costs 2,556 2,448

Operating lease rentals 876 832

Occupancy costs 511 463

Directors’ fees 355 328

Directors’ severance benefits 67 89

Insurance – general 130 130

Other expenses 266 323

26,977 24,865
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2014  
$’000

2013  
$’000

Note 5: Income tax

Income Tax Expense recognised in the Statement of Comprehensive Income

Current tax expense

Current Year 3,919           4,474

Under/(Over) Provided in Prior Year 11              (49)

3,930           4,425

Deferred tax expense

Origination and Reversal of Temporary Differences 59            (126)

Total Income Tax Expense in Income Statement 3,989           4,299

Numerical reconciliation between tax expense and pre-tax profit

Profit Before Tax 13,429         14,650

Income tax using the domestic corporation tax rate of 30% (2013: 30%) 4,029           4,396

Increase in income tax expense due to:

 - Non-deductible expenses 6 2

Decrease in income tax expense due to:

- Non-assessable income (57)              (50)

3,978           4,348

Under/(Over) provided in prior year 11              (49)

Income tax expense on pre-tax profit 3,989           4,299

Assets 
2014 
$’000

Assets 
2013 
$’000

Liabilities 
2014 
$’000

Liabilities 
2013 
$’000

Net  
2014 
$’000

Net  
2013 
$’000

Recognised deferred tax assets 
and liabilities

Deferred tax assets and liabilities 
are attributable to the following:

Provision for Impairment (160) (241) – – (160) (241)

Provision for Directors’ Severance 
Benefits

(125) (156) – – (125) (156)

Property, Plant and Equipment (237) (234) – – (237) (234)

Payables (67) (88) – – (67) (88)

Employee Entitlements (730) (659) – – (730) (659)

Net tax (assets)/liabilities (1,319) (1,378) – – (1,319) (1,378)
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2014 
$’000

2013 
$’000

Note 6: Cash and Cash Equivalents

Cash on Hand 597 546

Deposits at Call 19,814 25,013

20,411 25,559

Note 7: Receivables due from other Financial Institutions

Negotiable Certificates of Deposit 113,093 109,094  

Term Deposits 93,676 112,156

206,769 221,250

a. Maturity Analysis

Up to 3 months 121,818 161,208

From 3 months to 1 year 33,751 23,842

From 1 year to 5 years 51,200 36,200

Later than 5 years - -

206,769 221,250

b. Market Value

Negotiable certificates of Deposit/Term Deposits 206,772 221,372

In 2014, NCDs and Bank Term Deposits have an average maturity of 234 
days (208 days 2013) with effective interest rates of 2.68% to 4.21% (2.78% 
to 4.72% 2013) p.a.

Note 8: Accrued Receivables and Other Assets

Interest receivable 1,173 1,429

Other 756 745

1,929 2,174

Note 9: Loans and Advances 

Continuing credit facilities 19,345 18,692

Other loans and advances * 960,511 895,265

Directors and Director-related parties 34 215

Externally Securitised loans 13,146 17,607

993,036 931,779

Provision for impairment (534) (804)

Net loans and advances 992,502 930,975

* As at 30 June 2014 $117m of loans have been internally securitised via the Impetus Funding Trust No. 1. 
These loans are treated as on balance sheet. Refer note 3 (e).
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2014  
$’000 

Gross loans

2014 
$’000 

Provisions

2013  
$’000 

Gross loans

2013  
$’000 

Provisions

Note 9: Loans and Advances (continued)

a. Maturity analysis

Up to 3 months 29,186 - 27,908 -

From 3 months to 1 year 31,095 (67) 29,320 (104)

From 1 year to 5 years 144,025 (68) 133,314 (63)

Later than 5 years 788,730 (399) 741,236 (637)

993,036 (534) 931,779 (804)

b. Loans by security

Secured by mortgage 937,269 (203) 876,145 (450)

Secured other 29,286 (90) 30,288 (82)

Unsecured 26,481 (241) 25,346 (272)

993,036 (534) 931,779 (804)

c. Loans by purpose

Residential 937,055 (203) 875,904 (450)

Personal 55,767 (331) 55,634 (354)

Commercial 214 - 240 -

993,036 (534) 931,779 (804)

2014 
$’000

2013 
$’000

d. Concentration of risk 
i.    As at 30 June 2014 there was no loan to any individual member, which 

represents 10% or more of capital.
ii.   The customer or industry concentration of loans which represent in 

aggregate 10% or more of total loans are set out below:

Members of Victoria Police Force 341,586 330,589

iii. The geographic concentration of loans in the State of Victoria 96% 96%

e. Provision for Impairment of Loans and Advances

Balance at beginning of the year 804 814

Transfer from/(to) profit and loss account (190) 153

Bad debts written off (80) (163)

Balance at the end of the year 534 804
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2014 
$’000

2013 
$’000

The policy covering impaired loans and advances is set out in Note 3 (h).

Non-accrual loans:

Balances with provisions for impairment 437 534

Provision for impairment (534) (804)

Net non-accrual loans (97) (270)

Loan balances – 90 days past due 226 230

i.   Interest income on non-accrual loans 3 1

ii.  Interest forgone on non-accrual loans 30 33

Further information regarding the credit quality of loans and advances to members:

f. Loans and Advances to Members

Exposure to Credit Risk – At 30 June

Neither past due nor impaired 926,389 873,476

Past due but not specifically impaired 66,210 57,768

Collectively Impaired

Carrying amount 437 534

Allowance for impairment (534) (804)

(97) (270)

Total 992,502 930,974

Note: All provisions are considered to be collective as they are determined on a portfolio basis.

2014 
$’000

2013 
$’000

Note 10: Other Investments

Other Financial Assets – Shares in Indue Ltd 1,515 1,515
 
Shares in Indue
The Company is a founding member and shareholder in Indue Ltd, a company established to provide payment 
related processing services. These shares are not quoted on the stock exchange and therefore do not have a 
recognised market value. The carrying value of these shares equates to the cost paid by the Company.

Registered Charge
None.
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2014 
$’000

2013 
$’000

Note 11: Property, Plant And Equipment

Leasehold improvements at cost 2,224 2,224

Less accumulated depreciation (2,195) (2,190)

29 34

Plant and Office Equipment at cost 5,124 5,153

Less accumulated depreciation (4,900) (4,749)

224 404

Total 253 438

Leasehold  
Improvements 

 
$’000

Plant and  
Office  

Equipment 
$’000

Total  
$’000

2013

Movement in the carrying amounts for Leasehold
Improvements and Plant and Office Equipment

Balance at 1 July 2012 13 537 550

Additions 25 63 88

Disposals – – –

Depreciation expense (4) (196) (200)

Carrying amount at 30 June 2013 34 404 438

2014

Movement in the carrying amounts for Leasehold
Improvements and Plant and Office Equipment

Balance at 1 July 2013 34 404 438

Additions - 29 29

Disposals - (15) (15)

Depreciation expense (5) (194) (199)

Carrying amount at 30 June 2014 29 224 253
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2014 
$’000

2013 
$’000

Note 12: Intangible Assets – Software

At cost 2,264 2,264

Accumulated amortisation (2,225) (2,108)

Net carrying amount 39 156

Carrying amount at the beginning of the year 156 278

Additions - 28

Amortisation expense (117) (150)

Carrying amount at the end of the year 39 156

Note 13: Deposits

Call deposits 787,843 729,136

Term deposits 272,739 297,169

Redeemable preference shares 937 920

1,061,519 1,027,225

a. Maturity Analysis
Deposits are repayable over the following terms:

On call 785,876 726,375

Up to 3 months 102,976 117,870

From 3 months to 6 months 93,370 97,082

From 6 months to 1 year 45,144 56,444

From 1 year to 5 years 33,216 28,534

No maturity 937 920

1,061,519 1,027,225

b. Concentration of Risk
i.      As at 30 June 2014 there was no member who individually held deposits 

which represents 10% or more of total liabilities - -

ii.     The customer or industry concentration of deposits which represented 
in aggregate 10% or more of total liabilities are:

Members of Victoria Police Force 147,793 137,633

iii.  The geographic concentration of deposits in the State of Victoria 95% 96%

Note 14: Payables

Accrued deposit interest 2,775 3,815

Creditors and accrued expenses 3,343 2,699

6,118 6,514
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2014 
$’000

2013 
$’000

Note 15: Borrowings

Securitised Funding 13,146 17,607

Settlement Accounts 6,553 3,712

19,699 21,319

Maturity Analysis 
Borrowings will be repaid under current repayment conditions over the 
following periods:

Up to 3 months 6,553 3,712

From 3 months to 1 year - 207

From 1 year to 5 years 423 228

Later than 5 years 12,723 17,172

19,699 21,319

Note 16: Provisions

Employee Entitlements 2,333 2,194

Directors’ Severance Benefits* 417 520

RSA Contributions Tax 111 148

2,861 2,862

At arriving at the Employee Entitlements the following variables were used:

Long Service Leave
 > Accrued at the rate of 13 weeks per 10 years of completed continuous service, and 1.3 weeks per year 
thereafter.

 > Probability factor of 30% in year 1 increasing to 100% from 7 years onwards.
 > Future increases in wage and salary rates including related on costs of 3.25% per annum.
 > Discounted using Commonwealth Government bond rates, which have maturity dates approximating the 
terms of the company obligations. Average rate of 3.22% p.a.

Annual Leave
 > Annual leave liabilities are expected to be settled within 12 months and are calculated at undiscounted 
amounts based on current wage and salary rates including related on costs at balance date.

*Directors’ Severance
 > Refer to Note 20(f) for details.
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2014 
$’000

2013 
$’000

Note 17: Statement of Cash Flows

Reconciliation of profit after income tax to net cash flow from operating 
activities

i.  Reconciliation of Cash and Cash Equivalents

Cash on hand 597 546

Deposits at call 19,814 25,013

20,411 25,559

ii.  Reconciliation of operating profit after income tax  
to net cash provided by operating activities:  

Profit after income tax 9,440 10,351

Adjustments for:

Profit on sale of non-current assets (10) -

Bad debts written off 80 163

Amounts set aside to provide for impairment (270) (10)

Depreciation and Amortisation 317 351

Net cash provided by operating activities before changes in working capital 
and provision

9,557 10,855

Decrease/(Increase) in deferred tax assets 59 (126)

(Increase)/Decrease in interest receivable 256 439

Decrease/(Increase) in other assets (10) (93)

(Decrease)/Increase in interest payable (1,040) (1,629)

(Decrease)/Increase in creditors and accrued expenses 643 (180)

Increase/(Decrease) in provision for employee entitlements 138 334

Increase/(Decrease) in taxes payable (461) (2,123)

Net Increase/(Decrease) in directors severence benefits (103) 89

Net (Increase) in loans and advances (65,798) (71,911)

Net increase in deposits 34,276 59,548

(Increase)/Decrease in receivables due from other financial institutions 14,481 14,252

Net Increase/(Decrease) in Settlement Accounts 2,840 (3,736)

Net cash flows from operating activities (5,162) 5,719
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2014 
$’000

2013 
$’000

Note 18: Contingent Liabilities and Credit Commitments

i.   Binding commitments to extend credit are agreements to lend to a 
member as long as there is no violation of any condition established in 
the contract. Many of the commitments are expected to expire without 
being drawn upon.

Approved but undrawn loans 26,860 20,664

Undrawn continuing line of credit commitments 48,276 45,561

Balance available for redraw under redraw facilities of term loans 124,217 117,655

ii.  Operating lease commitments:

Expenditure contracted but not provided for:

Not later than one year 1,063 1,053

One year or later and no later than five years 509 2,623

iii. Capital expenditure commitments contracted for:

Property, Plant and Equipment purchases due within one year - -

2014 
$

2013 
$

Note 19: Auditors’ Remuneration

Auditors of the Company – KPMG Australia

Audit of financial report 99,636 83,591

Other regulatory audit services 77,762 71,449

Tax 17,903 16,755

195,300 171,795

 
Note 20: Key Management Personnel Disclosures

a. Directors
The names of the persons who were Directors of the Company at any time during the financial year areas 
follows: L. D. Allemand (until 13 November 2013), P. J. Mugavin, J. W. Capewell, W. G. Taylor, D. R. Boell,  
M. Luttick, A. J. White and S. Coulson (from 13 November 2013).

b. Executives/Managers
P. Kempster, Chief Executive Officer 
P. Manning, Executive Manager, Finance until 31 December 2013 
S. Capello, Executive Manager, Finance from 6 January 2014 
G. Ashworth, Executive Manager, Corporate Governance, Company Secretary 
G. Miller, Executive Manager, Technology and Telecommunications 
M. Dilges, Executive Manager, Marketing and Member Development 
M. Ayres, Manager, Member Services and Insurance until 1 July 2014 
N. McCann, Executive Manager, Lending from 9 July 2013 
R. Boissezon, Executive Manager, Service and Sales from 26 May 2014 



BankVic
For the year ended 30 June 2014

37

J. Verga, Manager, Contact Centre until 1 July 2014
J. Taylor, Manager, Marketing until 28 February 2014

c. Transactions with key management personnel

Note 20: Key Management Personnel Disclosures continued

In addition to their salaries, the Company also provides non-cash benefits to key management personnel, and 
contributes to post-benefit accumulation superannuation funds on their behalf.

d. Key management personnel compensation
The key management personnel compensation relating to employees is included in the ‘personnel costs’ and 
‘superannuation’ amounts (see Note 4e). Compensation relating to the Directors is disclosed in the same note. 
The key management personnel compensation is as follows:

2014 
$’000

2013 
$’000

Directors’ Fees 354,742 328,124

Directors’ Severance Benefits 67,106 88,946

Short-term employee benefits – salaries/fees/non-monetary benefits 2,139,908 1,857,248

Other long-term benefits 5,150 60,595

Post-employment benefits – superannuation contributions 122,421 114,488

2,689,327 2,449,398

e. Loans to key management personnel

The following loan facilities were outstanding by key management 
personnel at normal member rates during the year:

Balance owing as at 30 June 1,734,236 219,947

Summary of Transactions

New Advances 1,695,234 7,381

Repayments made during the year 198,464 92,811

Interest Received on loans to key management personnel 17,519 15,942

The key personnel who held the loan/continuing credit accounts with the Company during the year were:
L. D. Allemand (until 13 November 2013), D. R. Boell, M. Luttick, G. Miller, M. Dilges, M. Ayres (until 1 July 
2014), S. Capello (from 6 January 2014) and N. McCann (from 9 July 2013).

f. Severance benefits
A formal policy for Directors’ severance benefits was approved at the Annual General Meeting in 2008. A 
Director appointed prior to 18 November 2011 is entitled to a severance benefit upon ceasing to be a Director 
of the Company equivalent to the previous two years earnings where a Director has at least nine years service 
and the previous three years earnings where a Director has at least fifteen years service. A Director appointed 
post 18 November 2011 who is entitled to a severance benefit, is entitled to a sum not exceeding twelve months 
remuneration, calculated in accordance with s200F of the Corporations Act (Cth) 2001.
The severance benefit applies if a Director ceases to be a Director due to a change of control or merger or sale 
of a significant part of the business or the Director voluntarily resigns from office. The severance benefit does not 
apply if the Director fails to be re-elected or the Director dies in office or where a Director resigns subsequent to 
having been nominated as a candidate for Director election and before that election takes place.
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The amount provided for Directors’ severance benefit is estimated on an accruals basis even though a Director 
may not have served the required term of office. The provision at 30 June 2014 is $416,994 (2013: $519,553) 
and is presented in Note 16. 

g. Other key management personnel transactions
There are no other transactions or contracts to which key management personnel are a related party.

Note 21: Prudential Remuneration Disclosures

BankVic’s Board Remuneration Committee oversees remuneration in accordance with the organisation’s 
Remuneration Policy developed with reference to APRA‘s prudential standard CPS 510.   The Committee for the 
2013/14 year was comprised of directors Mr Wayne Taylor (Committee Chairman), Mr Lionel Allemand, Mr John 
Mugavin and Mr David Boell.   
The Remuneration Committee met on two occasions during the year and no external consultants were engaged.
The Remuneration Policy provides a framework that allows the Board to align remuneration and risk 
management and encourage behaviour that supports the risk management framework of BankVic as an 
institution regulated by APRA. The Remuneration Policy was reviewed for the year with minor amendments 
only, reflecting changes to the description of relevant regulatory standards.
Through the work of the Remuneration Committee, the Board accepts responsibility for satisfying itself that 
the remuneration arrangements of the following persons is not contrary to the financial soundness of the 
organisation:  
a. BankVic’s  Responsible Persons as defined by the APRA Prudential Standard CPS 520 Fit and Proper;
b.  senior managers who participate in decision-making that has the capacity to significantly affect the 

company’s risk management system and financial standing; and, 
c.  any other person or group of persons who receive significant performance based remuneration and 

either individually or collectively may make decisions that may affect the soundness of the institution 
(including persons who may not be directly employed by BankVic such as contractors or persons 
employed by a related service company).

Included in these categories are the Chief Executive Officer, other executive managers and others directly 
reporting to the Chief Executive Officer (seven persons in total) as well as managers for the Finance, 
Compliance, Operations and Credit Risk and Control functions (four persons in total).
The Remuneration Committee applies the principles outlined in CPS 510 including considering the inherent 
conflicts of interest between performance objectives and those personnel undertaking risk and financial control 
functions. The Board through the Committee has the discretion to adjust downward or eliminate performance 
based remuneration for these staff, if it takes the view this is necessary to protect the financial soundness of the 
organisation, or where material and unexpected outcomes arise. This is notwithstanding the achievement of any 
or all metrics nominated at the beginning or during the assessment period.   
Through the Remuneration Committee’s oversight and assessment as well as the capacity to exercise this 
discretion, the Board ensures that managers, or the financial performance of the business area they manage, do 
not predominantly determine the variable remuneration received by risk and financial control personnel.
The key risks BankVic has taken into  account when implementing remuneration measures were those 
identified in BankVic’s Risk Management Framework,  and included matters relating to liquidity, credit, 
counterparties, market issues, interest rate volatility, contagion, organisations BankVic’s membership may be 
associated with, key suppliers, general operations, information technology, staffing, strategic issues, fraud, 
occupational health and safety, financial planning, regulatory requirements, legal issues and pandemic. These 
risks did not materially change from those of the previous period.
As well as performance metrics including profitability, membership growth, product sales and cost control, 
the extent to which managers contribute to effective risk management at BankVic is an integral part of this 
performance assessment which in turn is used in setting remuneration. The results of internal and external 
audits are also taken into account. Effective risk management includes reducing the likelihood and consequence 
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of risk events and of minimising the adverse impact of such events. This is a component part of the defined 
performance assessment and reward scheme for staff and the remuneration arrangements for executives.       
All variable remuneration is paid in cash. Therefore, no arrangements to modify or clawback such remuneration 
has been necessary to take account of longer-term performance.
In regard to staff subject of CPS 510, eleven received variable remuneration awards during the financial year, 
while none received a guaranteed bonus, sign-on award or termination payment. No deferred remuneration is 
either outstanding or was paid during the year.   
The table below provides details of the total value of remuneration awards for senior managers/material risk 
decision-makers for the period:   
*company supplied vehicle

2014 2013

No. of  
Employees

$ 
Total

No. of  
Employees

$ 
Total

i.   Total value of variable remuneration awards

Variable remuneration award – bonus 11 281,213 11 248,978

Guaranteed bonuses - - - -

Sign-on award - - - -

Termination payments - - - -

Total 11 281,213 11 248,978

ii.  Total value of remuneration awards for senior managers and staff whose primary role is risk and financial 
control.

2014 2013

 
Fixed Remuneration

$ 
Unrestricted 

$ 
Deferred

$ 
Total

$ 
Unrestricted 

$ 
Deferred

$ 
Total

Cash Based 2,337,225 - 2,337,225 2,065,958 - 2,065,958

Shares - - - - - -

Other 191,396 - 191,396 208,233 - 208,233

2,528,621 - 2,528,621 2,274,191 - 2,274,191

Variable Remuneration

Cash Based 281,213 - 281,213 248,978 - 248,978

Shares - - - - - -

Other - - - - - -

281,213 - 281,217 248,978 - 248,978

Total Value 2,809,834 - 2,809,834 2,523,169 - 2,523,169
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Note 22: Financial Instruments

a. Interest rate risk
The Company’s exposure to interest rate risk for the classes of financial assets and financial liabilities is set 
out below: 

Financial Instruments
Floating 

Interest Rate 1 year or less
Over 1 to 5 

years
More than 5 

years
Non-interest 

bearing

Total 
carrying 

amount as 
per Balance 

Sheet

30th June 2014 $’000 $’000 $’000 $’000 $’000 $’000

i. Financial assets

Cash and Cash Equivalents 19,814 - - - 597 20,411

Receivables - - - - 1,929 1,929

Term Deposits - 82,476 11,200 - - 93,676

Certificates of Deposit - 73,093 40,000 - - 113,093

Loans and Advances 868,658 27,526 96,318 - - 992,502

Equity Investments - - - - 1,515 1,515

888,472 183,095 147,518 - 4,041 1,223,126

ii. Financial liabilities

Payables 6,118 6,118

Deposits 787,972 239,393 33,217 - 937 1,061,519

Borrowings 19,276 - 423 - - 19,699

807,248 239,393 33,640 - 7,055 1,087,336

Fixed interest rate maturing in
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Note 22: Financial Instruments (continued)

Financial Instruments
Floating 

Interest Rate 1 year or less
Over 1 to 5 

years
More than 5 

years
Non-interest 

bearing

Total 
carrying 

amount as 
per balance 

sheet

30th June 2013 $’000 $’000 $’000 $’000 $’000 $’000

i. Financial assets

Cash and Cash Equivalents 25,013 - - - 546 25,559

Receivables - - - - 2,174 2,174

Term Deposits - 105,956 6,200 - - 112,156

Certificates of Deposit - 79,094 30,000 - - 109,094

Loans and Advances 821,250 38,426 71,299 - - 930,975

Equity Investments 904 - - - 1,515 1,515

846,263 223,476 107,499 - 4,235 1,181,473

ii. Financial liabilities

Payables - - - - 6,514 6,514

Deposits 729,137 268,634 28,534 - 920 1,027,225

Borrowings 20,884 207 228 - - 21,319

750,021 268,841 28,762 - 7,434 1,055,058

b. Credit risk exposure
Credit risk represents the loss that would be recognised if counterparties failed to perform as contracted.

On-Balance Sheet Financial Instruments
The credit risk on financial assets, excluding investments of the Company, which have been recognised on 
balance sheet, is the carrying amount, net of any provision for impairment. Receivables from other financial 
institutions are receivables with high-credit quality financial institutions and therefore credit risk is minimal. 
The Company is not materially exposed to any individual customer.

c. Net fair value of financial assets and liabilities
Valuation Approach
Net fair value of financial assets and liabilities are determined by the Company on the following basis:
The carrying value of loans and advances is net of the provision for impairment. For variable rate financial 
assets and liabilities, including loans and advances, deposits and securitised funding, the carrying value 
approximates the fair value. For fixed rate financial assets and liabilities, adjustment has been made based on 
the differences between historical rates and current fixed rates.
The carrying amounts of cash and liquid assets, receivables, term deposits, certificates of deposit, equity 
investments and payables approximate fair value.

Fixed interest rate maturing in
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Note 22: Financial Instruments (continued)

On Balance Sheet Financial Instruments Total Carrying Amount as 
per Balance Sheet

Aggregate Net  
Fair Value

2014 
$’000

2013 
$’000

2014 
$’000

2013 
$’000

i. Financial assets

Cash and liquid assets 20,411 25,559 20,411 25,559

Receivables 1,929 2,174 1,929 2,174

Term deposits 93,676 112,156 93,676 112,203

Certificates of deposit 113,093 109,094 113,096 109,169

Loans and advances 992,502 930,975 993,377 931,633

Equity Investments 1,515 1,515 1,515 1,515

Total financial assets 1,223,126 1,181,473 1,224,004 1,182,253

ii. Financial liabilities

Payables 6,118 6,514 6,118 6,514

Deposits 1,061,519 1,027,225 1,060,785 1,026,415

Borrowings 19,699 21,319 19,702 21,317

Total financial liabilities 1,087,336 1,055,058 1,086,605 1,054,246

Loans and advances and deposits are disclosed at fair value using level 3 inputs.

Note 23:  Financial Risk Management

The Company has exposure to the following risks from its use of financial instruments:
 > Credit risk
 > Liquidity risk
 > Market risk

This note presents information about the Company’s exposure to each of the above risks, its objectives, 
policies and processes for measuring and managing risk, and the management of capital. Further quantitative 
disclosures are included throughout this financial report.

The Board of Directors has overall responsibility for the establishment and oversight of the risk management 
framework. The Board has established the Audit and Risk Management Committee, which is responsible for 
developing and monitoring risk management policies. The Audit and Risk Management Committee reports 
regularly to the Board of Directors on its activities.

Risk management policies are established to identify and analyse the risks faced by the Company, to set 
appropriate risk limits and a control framework, and to monitor risks and adherence to limits.

Risk management policies and systems are reviewed regularly to reflect changes in market conditions and the 
Company’s activities. The Company, through its training and management standards and procedures, aims to develop 
a disciplined and constructive control environment in which all employees understand their roles and obligations.

The Audit and Risk Management Committee oversees how management monitors compliance with the 
Company’s risk management policies and procedures and reviews the adequacy of the risk management 
framework in relation to the risks faced by the Company. The Audit and Risk Management Committee is 
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assisted in its oversight role by the Company’s internal auditors. The internal auditors undertake both regular 
and ad hoc reviews of risk management controls and procedures, the results of which are reported to the Audit 
and Risk Management Committee.

The Company has undertaken the following strategies to minimise the risks arising from financial 
instruments.

Credit Risk

Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial instrument 
fails to meet its contractual obligations as they become due. Credit risk arises principally from loans and 
advances to members, debt and investment securities which are key aspects of the Company’s business.

The main policies which BankVic have to mitigate and manage credit risk are:
 > Credit Risk Lending Policy
 > Large Exposures Policy

The Credit Risk Lending Policy sets out the framework for the Company’s lending practices including 
delegated credit approval limits.

The Large Exposures Policy sets out the Company’s practices for dealing with and mitigating against large 
exposures in lending to members and investing with counterparties.

i. Credit risk – loans

The Company’s exposure to credit risk is influenced mainly by the changes in credit quality and the 
recoverability of loans and amounts due from members and counterparties.

Adverse changes in credit quality and the recoverability of loans and the amounts due from members or a 
downturn in economic conditions may impact the value and recoverability of the Company’s assets.

The risk of losses from the loans undertaken is primarily reduced by the nature and quality of the security 
taken. Note 9(b) describes the nature of the security held against the loans as at the balance date.

The Company has a concentration in retail lending for members who comprise employees and family in the 
police, health, emergency and public services industries. This concentration is considered acceptable on 
the basis that the Company was formed to service these members. These industries are considered essential 
services and hence are stable industries and the employment concentration is not exclusive. Should members 
leave the industry, the loans continue and other employment opportunities are available to facilitate the 
repayment of the loans.

ii. Credit risk – investments

The risk of losses from the liquid investments undertaken is reduced by the nature and quality of the 
independent rating of the investor and the limits to concentration in one entity.

The Company limits its exposure to credit risk by generally investing with counterparties that have an external 
rating of at least investment grade. Unrated counterparties comprise Indue Limited and other Australian ADIs.

In addition, limits are imposed on the maximum exposure with any one counterparty as a percentage of capital.

Liquidity Risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due. The 
Company’s approach to managing liquidity is to ensure, as far as possible, that it will always have sufficient 
liquidity to meet its liabilities when due, under both normal and stressed conditions, without incurring 
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unacceptable losses or risking damage to the Company’s reputation.

The Company is required to maintain at least 9% of total liabilities as liquid assets capable of being converted 
to cash within 24 hours under the APRA Prudential Standards. The Board policy is to apply a minimum level 
of 11% of liabilities as liquid assets to maintain adequate funds for meeting member withdrawal requests. As 
at 30 June 2014, the Company had 18.4% of total liabilities as liquid assets and HQLA ratio 13.6%. Various 
trigger levels have been set to ensure appropriate measures are undertaken to maintain liquidity above the 
minimum level.

The company has a repurchase agreement (repo) in place with the Reserve Bank of Australia (RBA) which 
provides an additional source of contingent liquidity.   

In addition, excessive concentration of liabilities is minimised by setting limits on the maximum amount of 
single and multiple liabilities.

The Company has set out below the contractual maturities of financial liabilities, including estimated interest 
payments and excluding the impact of netting arrangements.

30 June 2014
Financial Liabilities 
($’000)

Carrying 
Amount

Contractual 
Cash Flow

Less than  
1 month

1 - 3 
months

3 months to 
1 year 1 - 5 years

More than 
5 years

Deposits* 1,061,519 1,068,141 825,942 101,328 104,605 36,266 -

Trade and other Payables 6,118 6,118 6,118 - - - -

Borrowings 19,699 19,696 6,553 - - 420 12,723

Total 1,087,336 1,093,955 838,613 101,328 104,605 36,686 12,723

30 June 2013
Financial Liabilities 
($’000)

Carrying 
Amount

Contractual 
Cash Flow

Less than  
1 month

1 - 3 
months

3 months to 
1 year 1 - 5 years

More than 
5 years

Deposits* 1,027,225 1,035,207 774,467 113,570 116,098 31,072 –

Trade and other Payables 6,514 6,514 6,514 – – – –

Borrowings 21,319 21,318 3,712 – 207 227 17,172

Total 1,055,058 1,063,039 784,693 113,570 116,305 31,299 17,172

* Deposits less than 1 month include deposits with no maturity.

Market Risk
Market risk is the risk that changes in market prices, such as interest rate risk and other market prices will 
affect the Company’s income or the value of its holdings of financial instruments.
The objective of market risk management is to manage and control market risk exposures within acceptable 
parameters, while optimising the return.
The Company is not exposed to currency risk and other price risk. The Company does not trade in the financial 
instruments it holds on its books. The most significant form of market risk to which the Company is exposed is 
interest rate risk arising from changes in market interest rates.

i. Interest Rate Risk
The policy of the Company is to manage the variability in the net interest margin as a result of adverse 
movements in interest rates. This is achieved by keeping the mismatch between rate sensitive assets and 

Notes to and forming part 
of the Financial Statements
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liabilities to an acceptable level.
The Company manages interest rate risk by setting prudent limits for the impact of movements in market rates 
on net interest income, net present value and Value at Risk (VaR).

ii. Interest Rate Sensitivity
At 30 June, a 1% increase or decrease in interest rates compared to actual rates would improve/(reduce) annual 
net interest income by the following amounts.

2014 
$’000

2013 
$’000

1% increase 2,782 3,006

1% decrease (2,772) (2,992)

At 30 June, a 1% increase or decrease in interest rates compared to actual rates would increase/(decrease) 
equity by the following %.

 
$’000

2014 
%

 
$’000

2013  
%

1% increase 95 0.07% 755 0.62%

1% decrease (67) (0.05%) (739) (0.61%)

Capital Management
The Board is responsible for ensuring BankVic has in place a process for assessing its overall capital adequacy 
relative to its risk profile and a strategy for maintaining capital levels.
BankVic has established a process for identifying and classifying all material inherent risks and controls to 
mitigate such risks. A minimum level of capital is determined taking account of the net residual risks.
The Company has established a management information system for measuring and reporting capital to the 
Board.
The current strategy is for the Company’s core capital to be derived entirely from retained earnings. 
Maintenance of adequate capital over time therefore depends on balancing profit after tax with growth in 
risk-weighted assets. Note that the minimum capital level determined by the Board exceeds the minimum level 
required pursuant to the Australian Prudential Standards.
The Company’s regulator, APRA sets and monitors capital requirements for the Company as a whole. In 
implementing capital requirements, APRA requires the Company to maintain a prescribed ratio of total capital 
to total risk weighted assets.
Regulatory capital is analysed into two tiers:

 > Tier 1 capital includes general reserves, retained earnings and other regulatory adjustments relating to 
items that are included in equity but are treated differently for capital adequacy purposes. The Company had 
a net Tier 1 capital ratio of 21.9% of risk weighted assets as at 30 June 2014.

 > Tier 2 capital includes qualifying collective impairment allowance and asset revaluation reserves after 
applying other regulatory adjustments. The Company had a net Tier 2 capital ratio of 0.1% of risk weighted 
assets as at 30 June 2014.

Risk weighted assets are determined according to specified requirements that seek to reflect the varying levels 
of risk attached to assets and off balance sheet exposures plus an allowance for operational risk as prescribed 
by APRA.
The Company has complied with all externally imposed capital requirements throughout the period.
There have been no material changes in the Company’s management of capital during the year.



BankVic
For the year ended 30 June 2014

46

Note 24: Regulatory Capital Reconciliation

i. Tier 1 Capital  
2014  
$’000

2013  
$’000

General Reserve 15,000 15,000

Redeemed Preference Share Capital Account 330 308

Retained Earnings 118,114 108,729

133,444 124,037

Less Deduction’s from Tier 1 Capital

Deferred Tax Assets (1,319) (1,378)

Intangible Assets – Software (39) (156)

Equity Investment in Indue Ltd. (1,515) (1,515)

(2,873) (3,049)

Total Tier 1 Capital 130,571 120,987

ii. Tier 2 Capital

Provision for General Reserve 452 419

Total Tier 2 Capital 452 419

Total Regulatory Capital 131,023 121,407

iii. Capital Ratios

Tier 1 Capital 21.8% 21.7%

Total Regulatory Capital 21.9% 21.7%

Reconciliation of Regulatory Capital to Balance Sheet

Total Members Funds 133,896 124,456

Less Deduction’s from Tier 1 Capital (2,873) (3,049)

Total Regulatory Capital 131,023 121,407

Police Financial Services Limited is using the post 1 January 2018 common disclosure template because it is 
fully applying the Basel III regulatory adjustments as implemented by APRA.

Legal Entities included

Police Financial Services Limited
Impetus Funding Trust No. 1

Note 25: Events Subsequent To Balance Date
There has not arisen in the interval between the end of the financial year and the date of this report any item, 
transaction or event of a material and unusual nature likely, in the opinion of the Directors of the Company, to 
affect significantly the operations of the Company, the results of those operations, or the state of affairs of the 
Company, in future financial years.

Notes to and forming part 
of the Financial Statements
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In the opinion of the Directors of Police Financial Services Limited (the Company):
a.  the financial statements and notes set out on pages 15 to 48 are in accordance with the Corporations Act 

2001, including:
 i.  giving a true and fair view of the Company’s financial position as at 30 June 2014 and of its 

performance, as represented by the results of its operations and its cash flows, for the financial year 
ended on that date; and

 ii.  complying with Australian Accounting Standards (including the Australian Accounting 
Interpretations) and the Corporations Regulations 2001;

b.  the financial report also complies with International Financial Reporting Standards as disclosed in note 2 
(a); and

c.  there are reasonable grounds to believe that the Company will be able to pay its debts as and when they 
become due and payable.

Dated at Melbourne this 23rd day of September 2014
Signed in accordance with a resolution of the Directors.

P. JOHN MUGAVIN         W. G. TAYLOR

Directors’ Declaration
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Independent Auditor’s 
Report

To the members of Police Financial Services Limited

Report on the financial report

We have audited the accompanying financial report of Police Financial Services Limited (the Company), which 
comprises the statement of financial position as at 30 June 2014, and the statement of comprehensive income, 
statement of changes in equity and statement of cash flows for the year ended on that date, notes 1 to 25 
comprising a summary of significant accounting policies and other explanatory information and the directors’ 
declaration.

Directors’ responsibility for the financial report

The Directors of the Company are responsible for the preparation of the financial report that gives a true and 
fair view in accordance with Australian Accounting Standards and the Corporations Act 2001 and for such 
internal control as the directors determine is necessary to enable the preparation of the financial report that 
is free from material misstatement, whether due to fraud or error. In note 2(a), the Directors also state, in 
accordance with Australian Accounting Standard AASB 101 Presentation of Financial Statements, that the 
financial statements comply with International Financial Reporting Standards.

Auditor’s responsibility

Our responsibility is to express an opinion on the financial report based on our audit. We conducted our 
audit in accordance with Australian Auditing Standards. These Auditing Standards require that we comply 
with relevant ethical requirements relating to audit engagements and plan and perform the audit to obtain 
reasonable assurance whether the financial report is free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
financial report. The procedures selected depend on the auditor’s judgement, including the assessment of the 
risks of material misstatement of the financial report, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity’s preparation of the financial report 
that gives a true and fair view in order to design audit procedures that are appropriate in the circumstances, 
but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit 
also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting 
estimates made by the Directors, as well as evaluating the overall presentation of the financial report.
We performed the procedures to assess whether in all material respects the financial report presents fairly, in 
accordance with the Corporations Act 2001 and Australian Accounting Standards, a true and fair view which is 
consistent with our understanding of the Company’s financial position and of its performance.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our 
audit opinion.

Independence

In conducting our audit, we have complied with the independence requirements of the Corporations Act 2001.
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Auditor’s opinion

In our opinion:
a.   the financial report of Police Financial Services Limited is in accordance with the Corporations Act 

2001, including: 
  i.   giving a true and fair view of the Company’s financial position as at 30 June 2014 and of its 

performance for the year ended on that date; and
 ii.  complying with Australian Accounting Standards and the Corporations Regulations 2001.
b. the financial report also complies with International Financial Reporting Standards as disclosed in note 2(a).

KPMG            Chris Wooden
            Partner
            Melbourne
            23 September 2014

KPMG, an Australian partnership and a member firm of the KPMG network of independent member firms 
affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity.
Liability limited by a scheme approved under Professional Standards Legislation.
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