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Important disclosures regarding companies that are the subject of this report and an explanation of 
recommendations and volatility can be found at the end of this document. 

 

  

  

 

Government Bonds – Frequently asked questions 
 
  

RBS Morgans offers clients a bond investment service facilitating both the 
purchase and sale of a range of Commonwealth and State Government bonds.  
The following Q&A should assist you in your understanding.  For more 
information please contact your adviser. 
 
What is a Government bond? 
It is a debt obligation of the issuing Government.  When you invest in a Government 
bond you are effectively lending money to the issuing Government.  A debt obligation 
requires that the issuer make all contracted payments.  Bonds are wholesale debt 
securities traded by institutional investors and are not subject to a prospectus or 
information memorandum

1
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Why are bonds issued? 
Bonds are issued by the Commonwealth and State Governments as a means of 
funding long term infrastructure and other commitments.  Notwithstanding that the 
Australian Government ran budget surpluses for an extended period and could have 
repaid its debt, it maintained an issuance program to ensure the continued orderly 
operation of Australian wholesale debt markets.  This now means that the current 
issuance programs will be easier to implement. 
 
Is my investment safe? 
Bonds issued by the Commonwealth of Australia and all States (except Queensland 
and Tasmania both rated “AA+”) are “AAA” rated and are guaranteed by the issuer at 
maturity. 
 
What does a “AAA” rating mean? 
A credit rating indicates the likelihood that a borrower will make its contracted 
payments.  An obligation rated “AAA” has the highest rating assigned by Standard & 
Poor's and means the borrower’s capacity to meet its financial commitment on the 
obligation is extremely strong. 
 
What is interest rate risk? 
Given that Government bonds are rated “AAA” and guaranteed by the issuer there is 
virtually no credit risk.  Interest rate risk is where the value of the security will fall if 
interest rates rise, conversely its value will rise if interest rates fall.  Simply explained, 
if you lock in an interest rate on an investment and rates subsequently fall, your 
investment at that higher rate becomes more attractive and therefore more valuable.  
This is reflected in the price of the security.  Conversely, if you make an investment at 
a fixed interest rate and rates subsequently rise, your investment will become less 
attractive.  This too will be reflected in the value of your bond and if you choose to sell 
it you may realise a loss. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                             
1 Terms of Issue for Commonwealth Treasury bonds are available at: 
http://www.rba.gov.au/FinancialServices/CGSTenderInfo/terms_and_conditions_tb.pdf 
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Chart 1 : Price and yield relationship 
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Why invest in Government bonds? 
There are three primary reasons for investing in bonds; they can form part of a 
diversified investment portfolio so as to reduce the overall level of risk in the portfolio.  
Secondly, in times of uncertainty and heightened risk in financial markets, they can be 
held as a “safe haven” asset.  Lastly, notwithstanding lower yields they can be used as 
a low risk source of income. 
 
How do I invest? 
RBS Morgans offers a range of maturities and issuers and your adviser can provide 
you with indicative yields; these will need to be confirmed prior to you making the 
investment.  Once you have agreed the terms of the investment with your adviser they 
will arrange for the transaction to be executed.  You will need to ensure you have the 
settlement proceeds available prior to the settlement date which is usually 3 business 
days after the trade date.  Note, RBS Morgans transacts with you as principal, it buys 
the securities from the wholesale bond market and sells the security to you; it does not 
trade the securities on an exchange as is the case for equities.  The quoted yield/price 
is net of all transaction costs.  The ASX has noted that it is exploring the listing and 
trading of bonds; this has not happened as yet.  
 
Can I sell my bond prior to maturity? 
Yes, but you need to be aware that the value of your investment may have changed 
resulting in you receiving more or less than you initially invested (see Interest Rate 
Risk).  To sell, you will need to contact your adviser who will obtain a price for the sale.  
 
Are bond yields linked to the RBA Official Cash Rate? 
Not directly.  Bond yields more generally reflect the outlook for inflation over the longer 
term, that is, investors generally expect to earn a return equal to the inflation rate plus 
a real margin over inflation.  The actual yield for each bond is determined through the 
trading of these securities by institutional investors and traders.  
 
How can I assess whether bond yields are likely to rise or fall? 
RBS Morgans Chief Economist and Strategist Michael Knox forecasts a fair value yield 
for the Australian ten year bond which may be an indicator of the future direction of 
longer term bond yields.  He also forecasts a fair value yield for the 90 day bank bill 
rate which may be an indicator of the direction of shorter dated bond yields. You might 
consider asking your adviser for this information.  It should be noted though that there 
are numerous factors that impact on the direction of both short and long term interest 
rates and you should consider their potential impact on the value of your investment 
should you need to redeem your funds before maturity.  
 
Why are bond yields generally lower than bank deposit rates? 
In simple terms, because Governments of developed economies have the ability to 
raise taxes to repay their debts, they can borrow more cheaply than any borrower 
including banks. This differential still exists despite the existence of a Government 
Guarantee on ADI deposits.  
 
How often do I receive interest payments? 
Interest payments are known as coupons and are paid half yearly in two equal 
amounts. 
  
Why is the quoted yield to maturity different to the coupon rate? 
The coupon is the percentage interest rate paid each year; it is divided into 2 equal 
half yearly payments.  The yield is the return if the security is held to maturity and 
takes into account the difference between the purchase (capital) price and the face 
value repayable at maturity as well as future coupons.  The yield is calculated using 
the RBA bond formula which is available on the RBA website (refer to the web link at 
the bottom of the previous page). 
 
How is my bond held and how do I receive my coupons? 
RBS Morgans will hold your bond investment in safe custody on your behalf.  All 
coupons will be paid to your nominated bank account as they are received and the 
face value of the bond will also be repaid to you at maturity.  Bonds are traded and 
registered electronically in a wholesale trading system known as Exigo (previously 
known as Austraclear).  RBS Morgans is a full member participant. 
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RESEARCH TEAM 
 
ROGER LEANING - Executive Director - Research 
CHRIS BROWN - Senior Analyst 
NIK BURNS - Senior Analyst 
ALEX CLARKE - Analyst 
FIONA BUCHANAN - Director - Research 
NICK HARRIS - Senior Analyst 
MICHAEL KNOX - Executive Director  - Economic Strategy 
JAMES LAWRENCE - Fixed Interest Analyst 
JOSEPHINE LITTLE - Associate Director - Research 

BELINDA MOORE - Director - Research 
SCOTT MURDOCH - Analyst 
SCOTT POWER - Director - Research 
TOM SARTOR - Associate Director - Research 
TAMARA STRETCH - Associate Director - Research  
TANYA SOLOMON - Associate Director - Research 
REBECCA SULLIVAN - Research/Special Projects 
SAM TURNER - Analyst 
MARCEL VON PFYFFER - Director - Strategy 

 

RBS MORGANS LIMITED OFFICES 
BRISBANE (07) 3334 4888 COFFS HARBOUR (02) 6651 5700 
BRISBANE – EDWARD STREET (07) 3121 5677 GOSFORD (02) 4325 0884 
BUNDABERG (07) 4153 1050 HURSTVILLE (02) 9570 5755 
BURLEIGH HEADS (07) 5520 8788 MERIMBULA (02) 6495 2869 
CAIRNS (07) 4052 9222 NEUTRAL BAY (02) 8969 7500 
CALOUNDRA (07) 5491 5422 NEWCASTLE (02) 4926 4044 
CAPALABA (07) 3245 5466 NEWPORT (02) 9998 4200 
CHERMSIDE (07) 3350 9000 ORANGE (02) 6361 9166 
EMERALD (07) 4988 2777 PARRAMATTA (02) 9615 4500 
GLADSTONE (07) 4972 8000 PORT MACQUARIE (02) 6583 1735 
GOLD COAST (07) 5592 5777 SCONE (02) 6544 3144 
IPSWICH (07) 3202 3995 WOLLONGONG (02) 4227 3022 
MACKAY (07) 4957 3033 MELBOURNE (03) 9947 4111 
MILTON (07) 3114 8600 BERWICK (03) 9796 2676 
NOOSA (07) 5449 9511 BRIGHTON (03) 9519 3555 
REDCLIFFE (07) 3897 3999 CAMBERWELL (03) 9813 2945 
ROCKHAMPTON (07) 4922 5855 GEELONG (03) 5222 5128 
SPRING HILL (07) 3833 9333 MELBOURNE FARRER HOUSE (03) 8644 5488 
SPRINGWOOD (07) 3808 7588 TRARALGON (03) 5176 6055 
STANTHORPE (07) 4681 6702 WARRNAMBOOL (03) 5559 1500 
SUNSHINE COAST (07) 5479 2757 CANBERRA (02) 6232 4999 
TOOWOOMBA (07) 4639 1277 ADELAIDE (08) 8464 5000 
TOWNSVILLE (07) 4771 4577 NORWOOD (08) 8461 2800 
YEPPOON (07) 4939 3021 PERTH (08) 9261 0888 
SYDNEY (02) 8215 5000 BUNBURY (08) 9791 9188 
ARMIDALE (02) 6770 3300 DARWIN (08) 8981 9555 
BALLINA (02) 6686 4144 HOBART (03) 6236 9000 
BALMAIN (02) 8755 3333   

DISCLAIMER - RBS MORGANS LIMITED 

This report was prepared as a private communication to clients and was not intended for public circulation or publication or for the use of any third party, without the approval 
of RBS Morgans Limited (“RBS Morgans”). While this report is based on information from sources which RBS Morgans considers reliable, its accuracy and completeness 
cannot be guaranteed.  Any opinions expressed reflect RBS Morgans judgment at this date and are subject to change. RBS Morgans has no obligation to provide revised 
assessments in the event of changed circumstances. RBS Morgans, its directors and employees do not accept any liability for the results of any actions taken or not taken on 
the basis of information in this report, or for any negligent misstatements, errors or omissions.  This report is made without consideration of any specific client’s investment 
objectives, financial situation or needs. Those acting upon such information without first consulting one of RBS Morgans investment advisors do so entirely at their own risk. It 
is recommended that any persons who wish to act upon this report consult with an RBS Morgans investment advisor before doing so. This report does not constitute an offer 
or invitation to purchase any securities and should not be relied upon in connection with any contract or commitment whatsoever. 

DISCLOSURE OF INTEREST 

RBS Morgans and/or its affiliated companies may make markets in the securities discussed.  Further, RBS Morgans and/or its affiliated companies and/or their employees 
from time to time may hold shares, options, rights and/or warrants on any issue included in this report and may, as principal or agent, sell such securities.  RBS Morgans 
affiliates may have acted as manager or co-manager of a public offering of any such securities in the past three years.  RBS Morgans affiliates may provide or have provided 
banking services or corporate finance to the companies referred to in the report.  The knowledge of affiliates concerning such services may not be reflected in this report.   

The Directors of RBS Morgans advise that they and persons associated with them may have an interest in the above securities and that they may earn brokerage, 
commissions, fees and other benefits and advantages, whether pecuniary or not and whether direct or indirect, in connection with the making of a recommendation or a 
dealing by a client in these securities, and which may reasonably be expected to be capable of having an influence in the making of any recommendation, and that some or 
all of our Authorised Representatives may be remunerated wholly or partly by way of commission.  

RECOMMENDATION STRUCTURE 

Absolute performance, long-term (fundamental) recommendation: The recommendation is based on implied upside/downside for the stock from the target price. A Buy/Sell 
implies upside/downside of 10% or more and a Hold less than 10%. The target price is the level the stock should currently trade at if the market accepted the analyst’s view of 
the stock, provided the necessary catalysts are in place to effect the change in perception. If it is felt that the catalysts are not fully in place to effect a re-rating of the stock to 
its warranted value the target price will differ from ‘fair’ value. Given the volatility of share prices and our pre-disposition not to change recommendations frequently, these 
performance parameters should be interpreted flexibly. Performance in this context only reflects capital appreciation and the horizon is 12 months.  

For listed property trusts (LPTs) the recommendation is based upon the target price plus the dividend yield, ie total return. A Buy implies a total return of 10% or more; a Hold 
5-10%; and a Sell less than 5%. 

Absolute performance, short-term (trading) recommendation: The Trading Buy/Sell recommendation implies upside/downside of 3% or more. The trading recommendation 
time horizon is 0-60 days. 

Each stock has been assigned a Volatility Rating to assist in assessing the risk of the security. The rating measures the volatility of the security's daily closing price data over 
the previous year relative to other stocks included in either the S&P/ASX200 Index (large caps) or the Small Ordinaries Index (small caps) of which it is a member. This rating 
is a quantitative (objective) measure provided as an additional resource and is independent of the qualitative research process undertaken by our research analysts.  

A rating of Low indicates very little movement in price over the previous year (Coefficient of Variation < 4 for small caps or < 5 for large caps).  A Moderate rating implies 
average price movement over the previous year (Coefficient of Variation of 9 - 21 for small caps or 7.25 - 15 for large caps).  A High rating implies significant price movement 
over the past year (Coefficient of Variation greater than 25 for small caps or 35 for large caps). 

REGULATORY DISCLOSURES 

N/A 

PRIVACY 

Personal information held by RBS Morgans Limited may have been used to enable you to receive this publication. If you do not wish your personal information to be used for 
this purpose in the future please advise us, including your account details to your local RBS Morgans Limited office or to Reply Paid 202, GPO Box 202 Brisbane Qld 4001. 

 

 

 
 


