
ANNUAL REPORT  
2016



CONTENTS

2

Board of Directors and Management .....................................................................................................................................................3

Chairman’s report ......................................................................................................................................................................................4

Chief Executive Officer’s report ...............................................................................................................................................................5

2015 - 2016 Results Highlights .................................................................................................................................................................6

Corporate Governance Statement .........................................................................................................................................................7

Directors’ Report .......................................................................................................................................................................................10

Lead Auditor’s Independence Declaration ............................................................................................................................................14 

Statement of Comprehensive Income ....................................................................................................................................................15

Balance Sheet ............................................................................................................................................................................................16

Statement of Changes in Equity ..............................................................................................................................................................17

Statement of Cash Flows..........................................................................................................................................................................18

Notes to the Financial Statements

1. Reporting Entity ....................................................................................................................................................................................19

2. Basis of Preparation ..............................................................................................................................................................................19

3. Significant Accounting Policies ...........................................................................................................................................................19

4. Profit .......................................................................................................................................................................................................26

5. Income Tax .............................................................................................................................................................................................28

6. Cash and Cash Equivalents ..................................................................................................................................................................29

7. Receivables Due from other Financial Institutions ............................................................................................................................29

8. Accrued Receivables and other Assets ..............................................................................................................................................29

9. Loans and Advances .............................................................................................................................................................................29

10. Investments ..........................................................................................................................................................................................31

11. Property, Plant and Equipment .........................................................................................................................................................32

12. Intangible Assets .................................................................................................................................................................................33

13. Deposits ...............................................................................................................................................................................................33

14. Payables ...............................................................................................................................................................................................34

15. Borrowings ...........................................................................................................................................................................................34

16. Provisions .............................................................................................................................................................................................34

17. Statement of Cash Flows ...................................................................................................................................................................35

18. Contingent Liabilities and Credit Commitments ............................................................................................................................36

19. Auditors’ Remuneration .....................................................................................................................................................................36

20. Key Management Personnel Disclosures .........................................................................................................................................36

21. Prudential Remuneration Disclosures ...............................................................................................................................................38 

22. Financial Instruments ..........................................................................................................................................................................40

23. Financial Risk Management ...............................................................................................................................................................42

24. Regulatory Capital Reconciliation .....................................................................................................................................................46

25. Events Subsequent to Balance Date ................................................................................................................................................46

Directors’ Declaration ...............................................................................................................................................................................47

Independent Auditor’s Report .................................................................................................................................................................48

BankVic



BOARD OF DIRECTORS AND  
MANAGEMENT

3

Chairman
P. John Mugavin GradDipPubAdmin, FAICD, FAIM 

Deputy Chairman
David R. Boell BBus, AAICD

Directors
John W. Capewell GradDipAppFin, DipCompanyDirectorship, GradCertCommercialLaw, GAICD, A Fin
Steven J. Coulson BCom, GradDipFraudInvestigation, DipCompanyDirectorship, FCPA, CFE, GAICD, FAIM
Marianne Luttick DipCompanyDirectorship, GAICD, FAIM
Wayne G. Taylor MEd, MBA, GradDipPubAdmin, DipTrain, DipCompanyDirectorship, DipSocialMedia & ORM, FAICD, FAIM
Adrian J. White DipTrain, DipCompanyDirectorship, GradCertAppliedManagement, GAICD, FAIM

Company Secretary 
Grant Earney BCom, FCA until 18 March 2016
Karen Mathers BCom, GradDipInsolvency, ACA until 30 June 2016
Fiona Zafirakos MBA(Law Specialisation), GradDipACG, GradCertCommsLaw, CertGovPrac, FGIA, ICSA, MAICO from 28 June 2016

Chief Executive Officer
Stephen Capello BCom, MBA (Distinction), FCPA

Executive Manager – Finance
Grant Earney BCom, FCA, Company Secretary until 18 March 2016

Chief Risk Officer
Karen Mathers BCom, GradDipInsolvency, ACA
Executive Manager – Technology and Telecommunications
Graham Miller CertBus(Acc), GradDip(A.I.S.), MACS PCP, MISACA

Chief People and Culture Officer
Mari Ruiz BArts (Sociology) from 26 October 2015
Executive Manager – Marketing and Member Development
Melanie Dilges BAppSc, MBA, MMktg

Executive Manager – Service and Sales
Rosemary Boissezon GradDipBank&Fin, Dip Mort Lend, FSIA (Snr Associate) 

Auditors
KPMG
147 Collins Street, Melbourne 3000

Solicitors
Wisewould Mahony
413 Collins Street, Melbourne 3000

Banker
Westpac Banking Corporation

Affiliations
Customer Owned Banking Association
Indue Ltd

BankVic



BankVic
TO THE MEMBERS OF BANKVIC

CHAIRMAN’S REPORT

4

This year the BankVic community grew to 100,000 members strong. This is a significant milestone in BankVic’s 
history and as Chairman of BankVic, I would like to thank all of our members for choosing to bank with us and 
for your continued support. 

To commemorate our 100,000 member milestone we launched a community hero award to thank our members 
for their ongoing support and to acknowledge and celebrate the community heroes who strengthen the 
community we live in. The award highlighted some outstanding stories of our members who go above and 
beyond in their daily lives.

P. John Mugavin
Chairman

BankVic has had a strong year and our bank is committed to returning our profits into value for all our members along with offering a 
service that is personalised and where our member’s come first. We know our members often work around the clock and our aim is to 
continue to make banking easier for them. 

This year our home loan rates were increasingly competitive, with our Standard Variable home loan rate well below the average Standard 
Variable rate offered by the major banks. We also ensured we passed on the home loan rate decreases, as a result of the Reserve Bank’s 
announcements, as quickly as possible so that our members could benefit. 

This year we were also recognised externally, winning a number of industry awards, including the 2016 Mozo People’s Choice award for 
banking as well as a number of Canstar 5 star awards for credit cards and savings and transaction accounts.

BankVic’s mission to strengthen the communities in which it serves gained further momentum as we continued to partner with 
organisations whose initiatives and causes support our members, including Victoria Police, Blue Ribbon Foundation and Police Legacy. 
We also strengthened the relationships with our partners in the Health and Emergency Services sector. Our staff are proud to be part 
of the BankVic community and we have now extended our investment to enable staff to volunteer both within these and other selected 
organisations. These things demonstrate our belief that when our members and their communities do well, so do we. 

This will be my last Chairman’s report as I have announced my retirement from the BankVic Board of Directors. It has been an honor and 
a privilege to serve as a Director since 1998 and as Chairman since 2013. After 18 years with BankVic I have seen the bank successfully 
navigate global economic challenges, implement new and improved technologies and banking initiatives and are steadfastly committed 
to providing service and value for our members that stands above our competitors. I leave the bank knowing it is in good hands and 
well positioned for the future.

I say goodbye and leave you with some of the highlights of those last 18 years in BankVic’s history.

In 1998 we merged with Monash Credit Union and 
extended our services to health workers

In 2001 we launched Internet Banking making it easier for our 
members to access their funds

In 2002 our home loan choices were extended to include fixed 
rate home loans 

In 2006 we introduced eStatements for members

In 2010 mobile banking was launched enabling members to 
bank on the run

In 2013 we became a mutual bank changing our name from 
Police Credit

In 2014 we celebrated our 40 years of providing banking 
services to our members and launched our mobile app

In 2015 we opened two new branches, City West and Glen 
Waverley

In 2016 our 100,000th member joined and we moved our 
head office to the CBD

In 2016 our assets grew to $1.5b

 $1.5b
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CHIEF EXECUTIVE OFFICER’S  
REPORT

The benefits of customer owned banking
BankVic has experienced another solid year and the foundations remain strong. The stability we’ve created is no 
accident – it exists because of the unique relationship we have with our members and the products and services 
we provide to enable our members to bank with ease and achieve their financial well-being.
We are committed to building healthy communities that are financially, socially and environmentally sustainable. 
These beliefs guide the work we do every day and form the basis of our banking with heart approach. 
Our approach to banking continues to help us grow despite a challenging economic environment and increasing 

competition. This year our membership base grew to 100,000 members, we saw our assets reach $1.5 billion, a 10.2% increase on the 
previous year and our lending grew to $1.2 billion, up from $1.08 billion in 2015.
Our net earnings were above 2015 levels at $10.2 million, increasing by 4.6%. This is in part due to new lending, which increased 
significantly this year, as our borrowers continued to benefit from historically low interest rates.

BankVic and our members – 100,000 Strong
As we achieved some clear successes in 2016, we are keenly aware of the current economic uncertainty and our members’ need for a bank 
that has their financial interests at heart. At BankVic our members’ needs are our needs – as a mutual bank we are one and the same.
Our heritage is important to us and was central to the opening of the newly relocated Police Academy branch in Glen Waverley, ensuring 
our members can continue to bank locally. We also moved our head office to new premises in Melbourne’s CBD as our bank outgrew 
our old office in Carlton.
Whilst BankVic’s foundations are strong, we are committed to ensuring that we remain relevant for our members. We are investing in 
our digital capabilities to both meet the needs of a new generation and the increased expectations that rapidly changing technology 
breeds. We aim to provide both our existing and new members with the latest digital experience (on mobile and online) and seamless 
access to our products and services across all our channels including our branches, contact centre and mobile bankers.

Delivering results for our members and communities
This year we welcomed 4,439 new members and set our service standards high to ensure we are seen as a trusted and recommended bank. 
An important measure of how we are doing things right, is member satisfaction, which increased in 2016 to 91%, above our target levels. 
Our lending products saw us fund $421 million in new loans and mortgages placing our members closer to reaching their home 
ownership dreams. We also believe that our members’ dreams need to be protected and in 2016 our long term partnership with CGU 
was solidified and our member insurance coverage increased by 11.81%.
Our financial performance allowed our capital adequacy, a representation of the bank’s strength, to remain strong at 20.5%. Our healthy 
financial performance provides a solid platform for our longevity to ensure we will be around to serve our members well over the long term.

Planning for the future
Taken together, these results show that we’re performing well as a bank, both in terms of our financial position and our commitment 
to building healthy communities. I’m confident that our approach to providing financial services to our members is the right one and is 
resonating with the sectors we serve.
The continued success of BankVic is a tribute to the commitment and service excellence provided by our staff and I thank them for their 
efforts and their dedication throughout the year. 
2016 also saw the announcement of the retirement of John Mugavin from the Board of Directors. John has been a member of the Board 
of Directors for 18 years and has been instrumental in driving BankVic to the success we see today. His passion and dedication to BankVic 
have been a trademark of John’s time on the Board and as Chairman he leaves the bank in a position of strength and resilience.
Finally, we are honoured that 100,000 members have chosen to bank with us and we do not take this responsibility lightly. We are 
committed to working hard to earn our members’ business, and we will focus on proving banking value, excellence in products and 
services and enabling our members to achieve their financial dreams quickly.

Stephen Capello
Chief Executive Officer
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2015–2016 2014–2015 Growth 

Shareholder Members 100,263 98,616 1.7%

Deposits $’000 1,312,602 1,195,715 9.8%

Assets $’000 1,502,851 1,364,102 10.2%

Members’ Funds $’000 153,936 143,691 7.1%

Profit After Tax $’000 10,245 9,795 4.6%

Loans Outstanding (Gross) $’000 1,201,995 1,082,209 11.1%
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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), BankVic is a customer-owned or mutual bank.  

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;

 > 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.
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Board Committees
To assist the Board in fulfilling its responsibilities, the Board currently has five permanent committees; Audit Committee, Risk Committee, 
Corporate Governance Committee, Remuneration Committee and Nominations Committee. Each Committee has its own principal 
responsibilities. 

Audit Committee
Chairman:
S. J. Coulson

Members:
S. J. Coulson, A. J. White, J. W. Capewell and W. G. Taylor (from 21 March 2016)  

The principal responsibilities of the Audit 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 members and regulators;

 > determine the adequacy of the company’s administrative, operating and internal controls; and

 > review annually: 
i.   internal audit and compliance; and 
ii.  other policies (as required).

Risk Committee
Chairman:
J. W. Capewell

Members:
J. W. Capewell, D. R. Boell, S. J. Coulson, W. G. Taylor (to 26 November 2015) and A.J. White (from 22 December 2015)

The principal responsibilities of the Risk Committee are to:

 > maintain the risk appetite statement as defined by the Board;

 > document the risk management strategy;

 > overview of the major policies relevant to establishing the risk management framework; and

 > summarise the monitoring and subsequently review all material key risk areas in the following categories:

Credit Risk, Market Risk, Liquidity Risk, Operational Risk (including IT), Strategic Risk, Compliance Risk, Reputational Risk and Other 
Risk (including Insurance)

Corporate Governance Committee
Chairman:
M. Luttick 

Members:
M. Luttick, W. G. Taylor, P. J. Mugavin and D. R. Boell.

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;

CORPORATE GOVERNANCE 
STATEMENT
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 > review the Statement of Corporate Governance Principles annually to ensure that it remains relevant in 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) regarding 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:
A. J. White 

Members:
P. J. Mugavin, A. J. White, M. Luttick and D. R. Boell

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:
P. J. Mugavin

Members:
P. Crocker (Independent Member); P. Mulraney (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 2015/2016 was P. J. Mugavin, who was supported by two experienced advisors, independent 
of BankVic.   

The independent advisors for 2015/16 were Peter Crocker, the retired chairman of mecu Limited (Bank Australia), with 26 years experience 
as a credit union director and P. Mulraney, the current chairman of Defence Bank.
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DIRECTORS’ REPORT

Director
John W. Capewell

Director
Wayne G. Taylor

Chairman
P. John Mugavin

Deputy Chairman
David R. Boell

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

P. John Mugavin GradDipPubAdmin, FAICD, FAIM
Chairman. Experience – Director since 1998. Member Corporate Governance Committee and Remuneration Committee. Chairman 
Nominations Committee.

David R. Boell BBus, AAICD
Deputy Chairman. Experience – Director since 2009. Member Remuneration Committee, Risk Committee and Corporate Governance 
Committee.

Wayne G. Taylor MEd, MBA, GradDipPubAdmin, DipTrain, DipCompanyDirectorship, DipSocialMedia & ORM, FAICD, 
FAIM
Director. Experience – Director since 2009. Member Corporate Governance Committee, Risk Committee (to 26 November 2015) and 
Audit Committee (from 21 March 2016).

John W. Capewell GradDipAppFin, DipCompanyDirectorship, GradCertCommercialLaw, GAICD, A Fin
Director. Experience – Director since 1999. Member Audit Committee, Chairman Risk Committee.

Marianne Luttick DipCompanyDirectorship, GAICD, FAIM
Director. Experience – Director since 2011. Chairman Corporate Governance Committee and Member Remuneration Committee.

Adrian J. White DipTrain, DipCompanyDirectorship, GradCertAppliedManagement, GAICD, FAIM
Director. Experience – Director since 2011. Chairman Remuneration Committee. Member Audit Committee and Risk Committee (from 
22 December 2015).

Steven J Coulson BCom, GradDipFraudInvestigation, DipCompanyDirectorship, FCPA, CFE, GAICD, FAIM
Director. Experience – Director since 2013. Chairman Audit Committee, Member Risk Committee.

Company Secretary
Fiona Zafirakos MBA(Law Specialisation), GradDipACG, GradCertCommsLaw, CertGovPrac, FGIA, ICSA, MAICD from 28 
June 2016

Karen Mathers BCom, GradDipInsolvency, ACA until 30 June 2016

Grant Earney BCom, FCA until 18 March 2016
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Director
Marianne Luttick

Director
Adrian J. White 

Director
Steven Coulson

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

POLICE FINANCIAL SERVICES LIMITED $1 WITHDRAWABLE SHARES 

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, 4 Corporate Governance Committee, 6 Audit Committee, 4 Risk Committee, 3 
Remuneration Committee and 1 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

Risk  
Committee  

meetings

Audit Committee 
meetings

Corporate  
Governance 
Committee  

meetings

Remuneration 
Committee  

meetings

Nominations 
Committee 

meetings

A B A B A B A B A B A B

Mr. J. W. Capewell 11 9 4 4 6 4 - - - - - -

Mr. P. J. Mugavin 11 10 - - - - 4 4 3 3 1 1

Mr. W. G. Taylor 11 11 2 2 2 2 4 4 - - - -

Mr. D. R. Boell 11 11 4 4 - - 4 4 3 3 - -

Ms. M. Luttick 11 11 - - - - 4 4 3 3 - -

Mr. A. J. White 11 11 2 2 6 6 - - 3 3 - -

Mr. S. J. Coulson 11 11 4 4 6 6 - - - - - -

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.
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3. Results of Operations
Profit after tax of the Company for the financial year was $10.2m (2015: $9.8m).

4. Review of Operations
Growth
Over the past 12 months assets increased by 10.2%. Deposits increased by 9.8% reflecting continued member support. Loan demand 
continued in a historically low interest rate environment with gross loans increasing by 11.1%.

During the year membership grew 1.7% 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 $10.2 million, an increase of 4.6% over the previous year. Total income for the year was $45.3 
million, an increase of 7.7% over the previous year. Operating expenses for the year were $30.7 million, an increase of 9.3% 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 decreased during the year from 21.2% in 2015 to 20.5% in 2016 of risk-weighted assets, significantly above the minimum 
level (12%) required to be maintained pursuant to the Australian Prudential Standards, as determined by APRA.

Products and Services
During the year we have continued to expand our service offering and value back to members. Our new Glen Waverley branch was 
opened in 2015. Appointments online was introduced enabling our members to connect with our branch staff, mobile lenders and 
financial planners at times and locations that suit them. This year we won three Canstar five star awards for our Visa Silver Credit Card 
and SMSF products. These awards further demonstrate our commitment to offer members fantastic value with great rates and low 
fees across our products. Amex inward international transfers into members accounts was introduced this year. In 2016 over 70% of our 
members moved over to eStatements which has benefited both the environment as well as ensuring more funds can be reinvested back 
into our products and services and to be distributed to community groups in the form of sponsorships.

5. Dividends
No dividends have been paid or declared since the end of the previous financial year (2015: Nil).

6. Share Issues
The only shares issued by the Company during the year were 46,860 $1 redeemable preference shares, issued to members in the normal 
course of business. Note that there were 27,920 $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;

ii. Results of those operations; or

iii.  State of affairs of the Company in future financial years.
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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 
ASIC Corporations (Rounding in Financial/Directors’ Reports) Instrument 2016/191.

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. 
BankVic will continue to invest in our branch footprint with up to three new branches to be opened. We will be increasing our capability 
in both Wealth Management and investment in digital technologies. An upgrade to our core banking platform, the implementation of 
a new mobile banking app and a new look website will be rolled out. We will also continue to invest in long term initiatives including 
National Payments Platform (NPP) and eConveyancing.

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 2016.

Signed this 27th day of September 2016, in accordance with a resolution of the Board of Directors.

BankVic
TO THE MEMBERS OF BANKVIC

P. John Mugavin
Chairman

D. R. Boell
Deputy Chairman
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Lead Auditor’s Independence Declaration under Section 307C of the 
Corporations Act 2001
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 2016 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

27 September 2016

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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STATEMENT OF 
COMPREHENSIVE INCOME

 
Note

2016 
$’000

2015 
$’000

Interest income 4a 62,659 62,883

Interest expense 4b (26,590) (29,198)

Net interest income 36,069 33,685

Other income 4c 9,236 8,390

Total income 45,305 42,075

Impairment losses on loans and advances (net of recoveries) 4d (169) (214)

Salaries and related expenses (13,905) (13,315)

Card and payment expenses (6,447) (6,016)

Other expenses 4e (10,210) (8,625)

Profit before income tax expense 14,574 13,905

Income tax expense 5 (4,329) (4,110)

Profit for the period 10,245 9,795

Other comprehensive income - -

Total comprehensive income 10,245 9,795

Total comprehensive income available to members 10,245 9,795

The above Statement of Comprehensive Income should be read in conjunction with the accompanying notes.



BankVic
AS AT 30 JUNE 2016

16

BALANCE SHEET

 
Note

2016 
$’000

2015 
$’000

Assets

Cash and Cash Equivalents 6 28,675 12,311

Receivables Due from Other Financial Institutions 7 264,525 264,554

Accrued Receivables and Other Assets 8 2,215 1,693

Loans and Advances (Net) 9 1,201,225 1,081,520

Investments 10 2,225 2,094

Property, Plant and Equipment 11 2,268 510

Intangible Assets 12 - 2

Deferred Tax Asset 5 1,719 1,418

TOTAL ASSETS 1,502,852 1,364,102

Liabilities
Deposits 13 1,312,602 1,195,715

Payables 14 7,282 5,976

Borrowings 15 25,596 14,714

Current Tax Liability 737 1,004

Provisions 16 2,699 3,002

TOTAL LIABILITIES 1,348,916 1,220,411

NET ASSETS 153,936 143,691

Members’ Funds
Reserves 15,556 15,500

Redeemed Capital Reserve 374 346

Retained Earnings 138,006 127,845

TOTAL MEMBERS’ FUNDS 153,936 143,691

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 2014 15,000 452 330 118,114 133,896

Increase in reserve during the year - 48 - (48) -

Transfer from retained earnings - - 16 (16) -

Profit or loss - - - 9,795 9,795

Balance as at 30 June 2015 15,000 500 346 127,845 143,691

Balance as at 1 July 2015 15,000 500 346 127,845 143,691

Increase in reserve during the year - 56 - (56) -

Transfer from retained earnings - - 28 (28) -

Profit or loss - - - 10,245 10,245

Balance as at 30 June 2016 15,000 556 374 138,006 153,936

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

2016  
$’000

2015  
$’000

CASH FLOWS FROM OPERATING ACTIVITIES

Interest received 62,407 62,923

Interest paid (26,949) (29,550)

Other income received 9,158 8,262

Cash payments to suppliers and employees (29,173) (26,961)

Net (increase) in loans and advances (119,890) (94,196)

Net increase in deposits 116,868 134,171

Net decrease/(increase) in receivables due from other financial institutions 28 (58,364)

Income tax paid (4,897) (3,960)

Net Increase/(decrease) in settlement accounts 10,882 (34)

Net Cash inflow/(outflow) provided by Operating Activities 17(ii) 18,434 (7,709)

CASH FLOWS FROM INVESTING ACTIVITIES

Proceeds from sales of property, plant and equipment 15 -

Payments for investments (131) -

Payments for property, plant and equipment (1,973) (417)

Net Cash outflow used in Investing Activities (2,089) (417)

CASH FLOWS FROM FINANCING ACTIVITIES

Net increase in member shares 19 26

Net Cash inflow provided by Financing Activities 19 26

NET INCREASE/(DECREASE) IN CASH AND CASH EQUIVALENTS HELD 16,364 (8,100)

Cash and cash equivalents at Beginning of Financial Year 12,311 20,411

Cash and cash equivalents at End of Financial Year 17(i) 28,675 12,311

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”), trading as BankVic, 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 products 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 were authorised for issue by the Directors on 27 September 2016.

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 Currency
The financial statements are presented in Australian dollars, which is the Company’s functional and presentation currency. Amounts in the 
financial statements have been rounded to the nearest thousand dollars (unless otherwise stated) in accordance with ASIC Corporations 
(Rounding in Financial/Directors’ Reports) Instrument 2016/191.

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

3. Significant Accounting Policies
The accounting policies set out below have been applied consistently to all periods presented in the Company’s financial statements. 
Certain comparative amounts have been re-presented to conform to the current year’s presentation to enhance comparability. 

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:
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 > 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.

Securities sold subject to repurchase agreements are considered to be transferred assets that do not qualify for derecognition 
when substantially all the risks and rewards of ownership remain with the Group. An associated liability is recognised for the 
consideration received from the counterparty. 

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 a Special Purpose Entity (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 SPE 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 the Reserve Bank of Australia (RBA). These loans are treated as 
on balance sheet assets for reporting purposes. The terms of the transfer agreement is an equitable assignment to receive all the 
future income the mortgages generate but not a legal transfer of ownership.  

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:

NOTES TO AND FORMING 
PART OF THE FINANCIAL 
STATEMENTS
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 > 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 the Statement of 
Comprehensive Income.

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 in through the 
Statement of Comprehensive Income.

i. Calculation of recoverable amount
A financial asset is assessed at each reporting date to determine whether there is any objective evidence that 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.
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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 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.

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.

NOTES TO AND FORMING 
PART OF THE FINANCIAL 
STATEMENTS
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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 part of payables.

ii. All other operating expenses
Operating expenses are recognised when the Company has incurred the liability for goods and services purchased.
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NOTES TO AND FORMING 
PART OF THE FINANCIAL 
STATEMENTS
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 2015, and have not been applied in preparing these financial statements. This includes AASB 9 Financial Instruments, AASB 
15 Revenue from Contracts with Customers and AASB 16 Leases. 

AASB 9 Financial Instruments becomes mandatory for the Company’s 2018 financial statements and could change the 
classification and measurement of financial assets including a new expected credit loss model for calculating impairment.

AASB 15 Revenue from Contracts with Customers becomes mandatory for the Company’s 2018 financial statements and will 
establish the principles that shall apply to reporting information about the nature, amount, timing and uncertainty of revenue 
and cash flows arising from contracts with members. 

AASB 16 Leases becomes mandatory for the Company’s 2019 financial statements and removes the classification of leases as 
either operating leases or financial leases, effectively treating all leases as finance leases. 

The Company does not plan to adopt these standards early and the extent of the impact has not been determined.
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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 Balance Sheet.

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 dependent 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.



BankVic
FOR THE YEAR ENDED 30 JUNE 2016

26

NOTES TO AND FORMING 
PART OF THE FINANCIAL 
STATEMENTS

2016 
$’000

2015 
$’000

Note 4: Profit

Profit before income tax has been determined after:

a. Interest Income
Loans and Advances (other than commercial loans) 53,778 53,648

Commercial Loans 9 12

Other Financial Institutions 8,504 8,690

Securitised Loans 368 533

Total Interest Income 62,659 62,883

b. Interest Expense
Member Deposits 26,104 28,807

Securitised Loans 285 391

Short Term Borrowings 201 -

Total Interest Expense 26,590 29,198

c. Other Income
Fees and Commissions 5,737 5,706

Insurance Commissions 3,298 2,412

Other Income 161 188

Income from Property 49 84

Profit/(Loss) on Sale of Property, Plant and Equipment (9) -

Total Other Income 9,236 8,390

d. Impairment Losses on Loans and Advances
Bad debts written off: Member Loans and Advances 104 72

Increase/(decrease) in Provision for Impairment 81 155

Bad Debts Recovered (15) (13)

169 214
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2016  
$’000

2015  
$’000

Note 4: Profit (continued)

e. Other expenses
Depreciation and amortisation 193 197

Amounts set aside to provide for employee entitlements 557 159

Administration costs 2,424 2,410

Supervision levy 163 140

Audit fees 348 258

Marketing costs 974 993

Information technology costs 2,653 2,190

Operating lease rentals 1,470 923

Occupancy costs 583 499

Directors’ fees 394 356

Directors’ severance benefits 80 77

Insurance – general 128 113

Other expenses 243 310

10,210 8,625
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NOTES TO AND FORMING 
PART OF THE FINANCIAL 
STATEMENTS

Assets  
2016  

$’000

Assets  
2015  

$’000

Liabilities 
2016 

$’000

Liabilities 
2015  

$’000

Net  
2016 

$’000

Net  
2015  

$’000

Recognised deferred tax assets and 
liabilities

Deferred tax assets and liabilities are 
attributable to the following:

Provision for Impairment (231) (207) - - (231) (207)
Provision for Directors’ Severance Benefits (172) (148) - - (172) (148)
Property, Plant and Equipment (71) (237) - - (71) (237)
Payables (608) (74) - - (608) (74)
Employee Entitlements (637) (752) - - (637) (752)
Net tax (assets)/liabilities (1,719) (1,418) - - (1,719) (1,418)

2016  
$’000

2015  
$’000

Note 5: Income tax

Income Tax Expense recognised in the Statement of Comprehensive Income
Current tax expense

Current Year 4,636 4,207

Under/(Over) Provided in Prior Year (6) 2

4,630 4,209

Deferred tax expense
Utilisation/(Recognition) of Temporary Differences (301) (99)

Total Income Tax Expense in Income Statement 4,329 4,110

Numerical reconciliation between tax expense and pre-tax profit
Profit Before Tax 14,574 13,905

Income tax using the domestic corporation tax rate of 30% (2015: 30%) 4,372 4,172

Increase in income tax expense due to:

 - Non-deductible expenses 4 4

Decrease in income tax expense due to:

- Non-assessable income (41) (68)

4,335 4,108

Under/(Over) provided in prior year (6) 2

Income tax expense on pre-tax profit 4,329 4,110
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2016 
$’000

2015 
$’000

Note 6: Cash and Cash Equivalents

Cash on Hand 807 650

Deposits at Call 27,868 11,661

28,675 12,311

Note 7: Receivables due from other Financial Institutions

Negotiable Certificates of Deposit * 188,305 152,230

Term Deposits 76,220 112,324

264,525 264,554

*As at 30 June 2016 $10m of NCDs have been subject to repurchase agreement. Refer to note 3 (b).

a. Maturity Analysis
Up to 3 months 102,728 168,979

From 3 months to 1 year 78,847 52,975

From 1 year to 5 years 82,950 42,600

Later than 5 years - -

264,525 264,554

b. Market Value
Negotiable certificates of Deposit/Term Deposits 265,065 264,647

In 2016, NCDs and Bank Term Deposits have an average maturity of 483 days (2015: 228 days) with effective interest rates of 2.03% to 
3.98% (2015: 2.23% to 3.76%) p.a.

Note 8: Accrued Receivables and Other Assets

Interest receivable 1,386 1,134

Other 829 559

2,215 1,693

Note 9: Loans and Advances 

Continuing credit facilities 19,969 19,649

Other loans and advances * 1,175,062 1,054,361

Directors and Director-related parties - 4

Externally Securitised loans 6,964 8,195

1,201,995 1,082,209

Provision for impairment (770) (689)

Net loans and advances 1,201,225 1,081,520

*As at 30 June 2016 $212m (2015: $283m) 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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2016  
$’000 

Gross loans

2016 
$’000 

Provisions

2015  
$’000 

Gross loans

2015 
$’000 

Provisions

Note 9: Loans and Advances (continued)

a. Maturity analysis
Up to 3 months 34,046 (2) 30,442 -

From 3 months to 1 year 36,082 (121) 34,062 (83)

From 1 year to 5 years 176,454 (93) 158,155 (104)

Later than 5 years 955,413 (554) 859,550 (502)

1,201,995 (770) 1,082,209 (689)

b. Loans by security
Secured by mortgage* 1,143,610 (214) 1,023,270 (203)

Secured other 29,646 (121) 31,209 (144)

Unsecured 28,738 (436) 27,730 (342)

1,201,995 (770) 1,082,209 (689)

c. Loans by purpose
Residential 1,143,487 (214) 1,023,117 (203)

Personal 58,385 (557) 58,939 (486)

Commercial 123 - 153 -

1,201,995 (770) 1,082,209 (689)

* The loan to value of the collateral for loans secured by mortgage as at 30 June 2016 was 56.6% (2015: 56.4%)

2016 
$’000

2015 
$’000

d. Concentration of risk
i.    As at 30 June 2016 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 412,532 370,750

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 689 534

Transfer from/(to) profit and loss account 185 227

Bad debts written off (104) (72)

Balance at the end of the year 770 689
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2016 
$’000

2015 
$’000

e. Provision for Impairment of Loans and Advances (continued)
The policy covering impaired loans and advances is set out in Note 3 (h).

Non-accrual loans:

Balances with provisions for impairment 805 613

Provision for impairment (770) (689)

Net non-accrual loans 35 (76)

Personal and unsecured loan balances – 90 days past due 305 318

-i.   Interest income on non-accrual loans - 1

ii.  Interest forgone on non-accrual loans 30 34

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 1,097,833 997,433

Past due but not specifically impaired

0 - 30 Days 97,488 81,151

30 - 60 Days 1,455 2,245

60 - 90 Days 993 498

90+ Days 3,421 269

103,357 84,163

Collectively Impaired
Carrying amount 805 613

Allowance for impairment (770) (689)

35 (76)

Total 1,201,225 1,081,520

Note: All provisions are considered to be collective as they are determined on a portfolio basis
Note 10: Investments

Shares in Indue Ltd 2,205 2,094

Shares in Shared Services Partners Pty Ltd 20 -

2,225 2,094

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 the shares equates to the cost paid by the Company. The Company notes that due to the restrictions placed on 
the disposal of the shares, the cost approximates the fair value.
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Shares in Shared Services Partners Pty Ltd: The Company is a founding member and shareholder of SSP Pty Ltd, a company 
established to conduct supplier negotiation services. These shares are not quoted on the stock exchange and therefore do not have 
a recognised market value. The carrying value of the shares equates to the cost paid by the Company. The Company notes that due 
to the restrictions placed on the disposal of the shares, the cost approximates the fair value.

2016  
$’000

2015  
$’000

Note 11: Property, Plant And Equipment

Leasehold improvements at cost 1,840 2,224

Less accumulated depreciation (372) (2,200)

1,468 24

Plant and Office Equipment at cost 4,087 5,218

Less accumulated depreciation (3,341) (5,055)

746 163

Capital Work in Progress 54 323

Total 2,268 510

Leasehold  
Improvements 

$’000

Plant and  
Office Equipment 

$’000

Capital work in  
Progress  

$’000
Total  

$’000

2015
Movement in the carrying amounts for Leasehold 
Improvements and Plant and Office Equipment

Balance at 1 July 2014 29 224 - 253

Additions - 94 323 417

Disposals - - - -

Depreciation expense (5) (155) - (160)

Carrying amount at 30 June 2015 24 163 323 510

2016
Movement in the carrying amounts for Leasehold 
Improvements and Plant and Office Equipment

Balance at 1 July 2015 24 163 323 510

Additions 1,551 422 - 1,973

Transfers - 269 (269) -

Disposals (24) - - (24)

Depreciation expense (83) (108) - (191)

Carrying amount at 30 June 2016 1,468 746 54 2,268
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2016 
$’000

2015 
$’000

Note 12: Intangible Assets – Software

At cost 2,264 2,264

Accumulated amortisation (2,264) (2,262)

Net carrying amount - 2

Carrying amount at the beginning of the year 2 39

Additions - -

Amortisation expense (2) (37)

Carrying amount at the end of the year - 2

Note 13: Deposits

Call deposits 1,069,112 942,944

Term deposits 242,508 251,808

Redeemable preference shares 982 963

1,312,602 1,195,715

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

On call 1,067,411 940,991

Up to 3 months 99,307 93,392

From 3 months to 6 months 60,307 79,417

From 6 months to 1 year 56,121 48,668

From 1 year to 5 years 28,474 32,284

No maturity 982 963

1,312,602 1,195,715

b. Concentration of Risk
i.      As at 30 June 2016 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 169,852 166,047

iii.  The geographic concentration of deposits in the State of Victoria 93% 93%
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2016 
$’000

2015 
$’000

Note 14: Payables

Accrued deposit interest 2,063 2,422

Creditors and accrued expenses 5,219 3,554

7,282 5,976

Note 15: Borrowings

Securitised Funding 6,964 8,195

Settlement Accounts 9,824 6,519

Repurchase Agreements 8,808 -

25,596 14,714

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

Up to 3 months 9,824 6,519

From 3 months to 1 year 8,808 -

From 1 year to 5 years - -

Later than 5 years 6,964 8,195

25,596 14,714

Note 16: Provisions

Employee Entitlements 2,125 2,508

Directors’ Severance Benefits* 574 494

2,699 3,002
 
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. Current $0.94m 

(2015: $1.25m), non current $0.32m (2015: $0.22m)

 > 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 3.00% per annum.

 > Discounted using Commonwealth Government bond rates, which have maturity dates approximating the terms of the company 
obligations. Average rate of 1.79% p.a.

Annual Leave Current $0.86m (2015: $1.03m)

 > 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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2016 
$’000

2015 
$’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 807 650

Deposits at call 27,868 11,661

28,675 12,311

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

Profit after income tax 10,245 9,795

Adjustments for:

(Profit)/Loss on sale of non-current assets 9 -

Bad debts written off 103 72

Amounts set aside to provide for impairment 81 155

Depreciation and Amortisation 193 197

Net cash provided by operating activities before changes in working capital and provision 10,631 10,219

Decrease/(Increase) in deferred tax assets (301) (99)

(Increase)/Decrease in interest receivable (252) 39

Decrease/(Increase) in other assets (270) 197

(Decrease)/Increase in interest payable (359) (353)

(Decrease)/Increase in creditors and accrued expenses 1,665 311

Increase/(Decrease) in provision for employee entitlements (382) 74

Increase/(Decrease) in taxes payable (267) 249

Net Increase/(Decrease) in directors severance benefits 80 77

Net (Increase) in loans and advances (119,890) (94,196)

Net increase in deposits 116,868 134,171

(Increase)/Decrease in receivables due from other financial institutions and investments (103) (58,364)

Net Increase/(Decrease) in settlement accounts 10,882 (34)

Net cash flows from operating activities 18,302 (7,709)
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2016 
$’000

2015 
$’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 32,696 34,598

Undrawn continuing line of credit commitments 53,530 50,011

Balance available for redraw under redraw facilities of term loans 161,057 141,790

ii.  Operating lease commitments:

Expenditure contracted but not provided for:

Not later than one year 1,371 692

One year or later and no later than five years 5,896 1,408

iii. Capital expenditure commitments contracted for:

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

2016 
$

2015 
$

Note 19: Auditors’ Remuneration

Auditors of the Company – KPMG Australia

Audit of financial report 108,789 107,170

Other regulatory audit services 87,316 86,548
Tax 18,261 17,902

214,366 211,620
 

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 were as follows:  P. J. Mugavin, J. 
W. Capewell, W. G. Taylor, D. R. Boell, M. Luttick, A. J. White and S. J. Coulson.

b. Executives/Managers
S. Capello, Chief Executive Officer

G. Earney, Executive Manager Finance, Company Secretary until 18 March 2016

G. Miller, Executive Manager, Technology and Telecommunications 
M. Dilges, Executive Manager, Marketing and Member Development 
F. Zafirakos, Company Secretary from 20 June 2016

M. Ruiz, Chief People and Culture Officer from 26 October 2015
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Note 20: Key Management Personnel Disclosures continued
R. Boissezon, Executive Manager, Service and Sales 
K. Mathers, Chief Risk Officer, Company Secretary

c. Transactions with key management personnel
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 Salaries and Related expenses on the 
Statement of Comprehensive Income. Compensation relating to the Directors is disclosed in the same note. The key management 
personnel compensation is as follows:

2016 
$

2015 
$

Directors’ Fees 394,372 355,661

Directors’ Severance Benefits 80,137 77,168

Short-term employee benefits – salaries/fees/non-monetary benefits 2,426,250 2,406,338

Other long-term benefits 15,768 63,366

Post-employment benefits – superannuation contributions 150,384 157,655

3,066,911 3,060,188

e. Loans to key management personnel
The following loan facilities were outstanding by key management personnel or related 
parties who are related to key management personnel at normal member rates during the 
year:

Balance owing as at 30 June 2,317,087 1,879,667

Summary of Transactions
New Advances 515,804 197,812

Repayments made during the year 154,586 128,114

Interest Received on loans to key management personnel 76,202 75,733

The key personnel who held the loan/continuing credit accounts with the Company during the year were:

W.G. Taylor, M. Luttick, G. Miller, M. Dilges, S. Capello, R. Boissezon, K. Mathers, M. Ruiz (from 26 October 2015).

f. Severance

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 2016 is $574,298 (2015: $494,161) 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 2015/16 year was comprised of directors Mr Adrian White 
(Committee Chairman), Ms Marianne Luttick, Mr John Mugavin and Mr David Boell.   

The Remuneration Committee met on three 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 (six persons in total) as well as managers for the Finance, Compliance, Operations, Credit Risk and Control, Service 
and Sales, Credit Services and Branch Network and Credit Assessment functions (seven 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, 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 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.
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In regard to staff subject to CPS 510, twelve received variable remuneration awards during the financial year, while none received a 
guaranteed bonus or sign-on award. However two senior managers departed the company and received termination payments. 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:  

2016 2015

No. of  
Employees

$ 
Total

No. of  
Employees

$ 
Total

i.   Total value of variable remuneration awards

Variable remuneration award – bonus 12 306,084 12 256,589

Guaranteed bonuses - - - -

Sign-on award - - - -

Termination payments 2 198,526 2 197,207

Total 504,610 453,796

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

2016 2015
 
Fixed Remuneration

$ 
Unrestricted 

$ 
Deferred

$ 
Total

$ 
Unrestricted 

$ 
Deferred

$ 
Total

Cash Based 2,856,057 - 2,856,057 2,647,026 - 2,647,026

Shares - - - - - -

Other 232,370 - 232,370 256,821 - 256,821

3,088,427 - 3,088,427 2,903,847 - 2,903,847

Variable Remuneration

Cash Based 306,084 - 306,084 256,589 - 256,589

Shares - - - - - -

Other - - - - - -

306,084 306,084 256,589 - 256,589

Total Value 3,394,511 - 3,394,511 3,160,436 - 3,160,436
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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 2016 $’000 $’000 $’000 $’000 $’000 $’000

i. Financial assets
Cash and Cash Equivalents 27,868 - - - 807 28,675

Receivables - - - - 2,215 2,215

Term Deposits - 76,220 - - - 76,220

Certificates of Deposit - 105,355 82,950 - - 188,305

Loans and Advances 1,071,738 28,464 101,023 - - 1,201,225

Equity Investments - - - - 2,225 2,225

1,099,606 210,039 183,973 - 5,247 1,498,865

ii. Financial liabilities
Payables - - - - 7,281 7,281

Deposits 1,069,112 214,034 28,474 - 982 1,312,602

Borrowings 16,788 8,808 - - - 25,596

1,085,900 222,842 28,474 - 8,263 1,345,479

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 2015 $’000 $’000 $’000 $’000 $’000 $’000

i. Financial assets
Cash and Cash Equivalents 11,661 - - - 650 12,311

Receivables - - - - 1,693 1,693

Term Deposits - 112,324 - - - 112,324

Certificates of Deposit - 109,630 42,600 - - 152,230

Loans and Advances 941,137 46,137 94,246 - - 1,081,520

Equity Investments - - - - 2,094 2,094

952,798 268,091 136,846 - 4,437 1,362,172

ii. Financial liabilities
Payables - - - - 5,976 5,976

Deposits 942,944 219,524 32,284 - 963 1,195,715

Borrowings 14,714 - - - - 14,714

957,658 219,524 32,284 - 6,939 1,216,405

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

2016 
$’000

2015 
$’000

2016 
$’000

2015 
$’000

i. Financial assets
Cash and liquid assets 28,675 12,311 28,675 12,311

Receivables 2,215 1,693 2,215 1,693

Term deposits 76,220 112,324 76,285 112,348

Certificates of deposit 188,305 152,230 188,780 152,299

Loans and advances 1,201,225 1,081,520 1,202,045 1,082,457

Equity Investments 2,225 2,094 2,225 2,094

Total financial assets 1,498,865 1,362,172 1,500,225 1,363,202

ii. Financial liabilities

Payables 7,281 5,976 7,281 5,976

Deposits 1,312,602 1,195,715 1,312,129 1,194,612

Borrowings 25,596 14,714 25,596 14,714

Total financial liabilities 1,345,479 1,216,405 1,345,006 1,215,302

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 Committees which are responsible for developing and monitoring risk management policies. The Audit 
and Risk Committees report 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 Risk Committee oversee 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 Risk Committee is 



BankVic
FOR THE YEAR ENDED 30 JUNE 2016

43

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 Committees.

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 in the police industry. 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, SPP Pty Ltd 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 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 2016, the Company had 15.6% of total liabilities as liquid assets 
and High Quality Liquid Assets (HQLA) ratio 18.4%. 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.



BankVic
FOR THE YEAR ENDED 30 JUNE 2016

44

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 2016

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* 1,312,602 1,318,238 1,108,521 84,540 95,112 30,065 -

Trade and other payables 7,281 7,281 7,281 - - - -

Borrowings 25,596 25,596 9,824 - 8,808 - 6,964

Total 1,345,479 1,351,115 1,125,626 84,540 103,920 30,065 6,964

30 June 2015

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* 1,195,715 1,202,931 978,806 85,302 103,665 35,158 -

Trade and other payables 5,976 5,976 5,976 - - - -

Borrowings 14,714 14,714 6,519 - - - 8,195

Total 1,216,405 1,223,621 991,301 85,302 103,665 35,158 8,195

* 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 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.

2016 
$’000

2015 
$’000

1% increase 3,077 2,842

1% decrease (3,102) (2,872)

NOTES TO AND FORMING 
PART OF THE FINANCIAL 
STATEMENTS
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At 30 June, a 1% increase or decrease in interest rates compared to actual rates would increase/(decrease) equity by the following %.

 
$’000

2016 
%

 
$’000

2015 
%

1% increase (260) (0.17%) (53) (0.04%)

1% decrease 300 0.20% 91 0.07%

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 20.5% of risk 
weighted assets as at 30 June 2016. (30 June 2015: 21.2%)

 > 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 2016. (30 June 2015: 0.1%)

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.
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Note 24: Regulatory Capital Reconciliation

i. Tier 1 Capital  
2016 

$’000
2015 

$’000

General Reserve 15,000 15,000

Redeemed Preference Share Capital Account 374 346

Retained Earnings 138,006 127,845

153,380 143,191

Less Deduction’s from Tier 1 Capital

Deferred Tax Assets (1,719) (1,418)

Intangible Assets – Software - -

Equity Investment in Indue Ltd. (2,205) (2,094)

Equity Investment in SPP Pty Ltd (20) -

(3,944) (3,512)

Total Tier 1 Capital 149,436 139,679

ii. Tier 2 Capital
Provision for General Reserve 556 500

Total Tier 2 Capital 556 500
Total Regulatory Capital 149,992 140,179

iii. Capital Ratios

Tier 1 Capital 20.5% 21.2%
Total Regulatory Capital 20.5% 21.2%

Reconciliation of Regulatory Capital to Balance Sheet
Total Members Funds 153,936 143,691

Less Deduction’s from Tier 1 Capital (3,944) (3,512)

Total Regulatory Capital 149,992 140,179
 
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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DIRECTORS’ DECLARATION

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 46 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 2016 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 27th day of September 2016

Signed in accordance with a resolution of the Directors.

P. John Mugavin                           D. R. Boell
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INDEPENDENT AUDITOR’S 
REPORT

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 balance 
sheet as at 30 June 2016, and 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 2016 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

            27 September 2016

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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