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Dear Treasurer

I have pleasure in presenting to you the Annual Report of the Australian Office of
Financial Management for the year ending 30 June 2002.  The Report has been
prepared in accordance with section 63 of the Public Service Act 1999.  Subsection 63(1)
of the Act requires the provision of reports to Agency Ministers, for presentation to the
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As provided in subsection 63(2) of the Act, the Report has been prepared in accordance
with guidelines approved on behalf of the Parliament by the Joint Committee of Public
Accounts and Audit.  These guidelines provide that a copy of the Annual Report is to
be laid before each House of the Parliament on or before 31 October.

Yours sincerely

Michael Allen
Chief Executive Officer
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Introduction and guide to the report

This is the third Annual Report of the Australian Office of Financial
Management (AOFM) which was established from 1 July 1999 as a prescribed
agency within the Treasury portfolio under the Financial Management and
Accountability Act 1997. The AOFM assumed responsibility for the
Commonwealth's debt management activities, which were previously
undertaken within the Department of the Treasury.

In addition to meeting the annual reporting requirements established by
Parliament, the report provides information on the Commonwealth's debt
management operations for 2001-02, including the debt management
environment, market initiatives and statistical information.

Internet address

A copy of this document can be located on the AOFM web site at:
(http://www.aofm.gov.au/publications/reports).

Other sources of information

Information on Commonwealth debt management for previous years is
contained in previous Annual Reports and previous annual Commonwealth
Debt Management reports. These reports are available on the AOFM web site.
Also on that web site are monthly data series on movements in Commonwealth
Government securities outstanding, Commonwealth holdings of
Commonwealth Government securities and benchmark Treasury Fixed Coupon
Bonds outstanding, and a data series, updated quarterly, on the gross
outstanding debt of the Commonwealth Government which is published in
accordance with the Special Data Dissemination Standards of the International
Monetary Fund. The web site also contains details of the Commonwealth's
borrowing program, AOFM media releases, speeches and presentations, the
AOFM Online Action Plan and general information concerning the AOFM.

Enquiries
Enquiries regarding this report may be directed to:

Corporate Services
Australian Office of Financial Management
Treasury Building
Langton Crescent
PARKES  ACT  2600

Telephone (61-2) 6263 1111
Fax (61-2) 6263 1222
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Treasury Note issuance

The AOFM successfully introduced new Treasury Note issuance arrangements
during the year. Future issuance now will be limited to fund within-year
requirements. The changed arrangements also allow the AOFM to minimise
financial asset holdings during periods when the Commonwealth’s cash flow is
seasonally high.

Treasury Fixed Coupon Bond tenders

In July 2001, the AOFM introduced its commitment to announce a forward
schedule for Treasury Fixed Coupon Bond tenders. It nominates tender dates
twice yearly, at the beginning of the financial year and then after the release of
the Mid-Year Economic and Fiscal Outlook. Whilst the AOFM does not announce
the specific volume of each tender in the forward schedule, the new
arrangements seek to provide investors with a high degree of certainty on
issuance activity.

Market consultation

During the year, the AOFM re-introduced a programme of providing regular
updates on its activities to the financial markets. This involves hosting formal
presentations to financial market intermediaries, supported by individual
meetings with major domestic investors. Presentations were well attended and
the AOFM received positive feedback from investors about the benefits of
maintaining a regular dialogue. The AOFM’s web site now is updated regularly
with data on market operations and debt outstandings, providing further
information to market participants.

Portfolio management

Interest rate benchmark

The AOFM manages interest rate risk by reference to a benchmark portfolio
modified duration target with a range of 3 to 3.5.1 Where required, the AOFM
uses interest rate swaps to maintain the duration of the debt portfolio within the
target range. Until the past couple of years, the AOFM successfully used swaps to
meet duration objectives.

                                                          

1 Modified duration is a measure of the sensitivity of the market value of a debt security to a change in
interest rates. It is measured as the percentage change in the market value of a debt instrument in
response to a one percentage point change in all interest rates.
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However, more recently, maintaining the portfolio in line with the duration
target at all times has become increasingly problematic. Within-year cash flows
have become more volatile and seasonal, and have a greater impact on overall
portfolio duration as the size of the portfolio reduces. Strict adherence to the
duration target would require the AOFM to undertake an impractically large
number of swaps, with a significant risk of adversely affecting swap market
pricing and efficiency.

To remove the impact of intra-year cash flow volatility on debt management
decisions, the AOFM, during 2001-02, analysed possible options to revise the
portfolio debt management framework. An option is to separate seasonal
liquidity management from core long-term debt management, so long-term debt
management decisions can be made with greater certainty.

Foreign currency benchmark

The Commonwealth has maintained a discretionary foreign currency exposure
within its debt portfolio for many decades. In the late 1980s, the Commonwealth
adopted a policy that included targeting a foreign currency exposure of around
10 to 15 per cent of the portfolio.2

In 1999-2000, the AOFM publicly committed to review the benefits of
maintaining foreign currency exposure within the portfolio. In June 2001, the
AOFM completed its review. The review recommended the policy be
discontinued in light of significant changes in some key considerations
underpinning the original portfolio strategy, for example, the reduction in the
level of debt and changes in relationships between key financial variables. In
September 2001, the Treasurer instructed the AOFM to commence a programme
for orderly elimination of the foreign currency exposure.

During 2001-02, the foreign currency portfolio provided an economic gain to the
portfolio of $1.1 billion.

Looking forward

Looking ahead, the AOFM plans to continue to introduce initiatives to enhance
its capacity to manage and deliver debt portfolio outcomes consistent with the
Government’s requirements. Major priorities include completing the next stage of
the review of the portfolio interest rate benchmark and fully implementing the
Quantum treasury system.

                                                          

2 The Commonwealth maintained the portfolio within this target range by engaging in cross-currency
swaps. A cross-currency swap is an agreement where an obligation in one currency is swapped for an
obligation in another.
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Subject to the outcome of the Government's debt management review, the AOFM
will continue the debt management strategy of recent years. It will undertake
regular issuance of long-dated Treasury Fixed Coupon Bonds to maintain the
length and efficiency of key benchmark maturities. Subject to investor feedback,
the AOFM plans other initiatives such as the continued use of conversion tenders
to enhance the liquidity of the existing stock of debt.

The AOFM will also provide assistance as appropriate to the Department of the
Treasury in the review of the Commonwealth Government securities market.

Appreciation

I would like to take this opportunity to acknowledge the dedication of the AOFM
team for its effort and contribution over the past year.

Michael Allen
Chief Executive Officer
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Corporate statement

Role and functions

The AOFM is a 'prescribed' agency under the Financial Management and
Accountability Act 1997. It is responsible for the Commonwealth’s debt
management activities. The AOFM aims to raise, manage and retire
Commonwealth debt at the lowest possible cost, consistent with an acceptable
degree  of risk exposure.

The AOFM is responsible for advising the Treasurer, the responsible minister, on
all aspects of Commonwealth debt management. In addition, the Treasurer has
delegated authority to AOFM officials in relation to certain powers under the
legislation governing Commonwealth debt management, to exercise those
powers on his behalf.

The AOFM’s debt management operations include the issue of various
borrowing instruments, liquidity management, the strategic formulation and
undertaking of portfolio management, including through swap transactions, and
the administration of the Commonwealth debt portfolio.

AOFM objective

The AOFM aims to manage the Commonwealth net debt portfolio at least cost
over the medium term, subject to the government’s policies and risk preferences.

AOFM corporate values

The AOFM values:

 the pursuit of excellence;

 an outcomes’ focus in all its operations and activities;

 being responsive to the requirements of all stakeholders;

 a culture of integrity and accountability, commitment and creativity;

 teamwork, consultation, flexibility and the sharing of ideas among staff; and

 treating all staff with honesty, respect and fairness, with contribution and
effort actively recognised.
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AOFM key stakeholders

AOFM’s key stakeholders are:

 the Treasurer;

 the Secretary to the Treasury (the Chief Executive Officer of the AOFM
reports, and is accountable, to the Secretary to the Treasury) and his Advisory
Board;

 the Reserve Bank of Australia;

 financial market counterparties and investors in Commonwealth Government
securities;

 the Treasury; and

 the Department of Finance and Administration.

AOFM outcome and output structure

The AOFM’s single outcome is to enhance the Commonwealth’s capacity to
manage its net debt portfolio, offering the prospect of savings in debt servicing
costs and an improvement in the net worth of the Commonwealth over time.

The AOFM’s single output objective is debt management. The AOFM is
organised into four sub-output groups reflecting the core functions of execution,
strategy, compliance and administration. From a corporate governance
perspective, the structure allows for management accountabilities to be clearly
defined and, in particular, provides clear separation of front, middle and back
offices.



Part 1:  Overview

9

Figure 1:  Outcome and output structure

Overall Government Outcome

Strong, sustainable economic growth and the
improved wellbeing of Australians

Outcome 1

To enhance the Commonwealth’s capacity to manage its net debt portfolio,
offering the prospect of savings in debt servicing costs and an
improvement in the net worth of the Commonwealth over time

Total price of outputs (actual 2001-02):     $6.0 million
Total administered expenses (actual 2001-02):  $7,165.0 million

Output 1.1

Debt management

Total price of output (actual 2001-02):      $6.0 million
Total administered expenses (actual 2001-02):  $7,165.0 million

Australian Office of Financial Management

The AOFM is organised into four functional groups (Figure 2). The separation of
the risk management process in this way enables operational debt management
accountabilities to be clearly defined and then monitored and administered by a
separate compliance and control function. This approach is consistent with
similar financial organisations which use a front office (Treasury Services),
middle office (split between Strategy and Advisory and Risk Policy and
Compliance) and back office (Operations Management) structure.
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Figure 2:  AOFM organisational structure

Strategy and Advisory

Portfolio Strategy

Policy and Advisory

Corporate Services

C
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Finance and Settlements

Operations 
Management Human Resources

Risk Policy and 
Compliance

Risk Policy Development 

Monitoring and Compliance

Systems Implementation

Treasury Services
Execution

Liquidity Management

Information Technology Support

Total resourcing for Outcome 1 includes administered and departmental
appropriations and revenue from other sources (Table 1).
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Table 1:  Resources for AOFM outcomes
Budget Actual Budget
2001-02 2001-02 2002-03
($’000) ($’000) ($’000)

ADMINISTERED
Administered appropriations
 Annual appropriations 4,082 901 2,792
 Special appropriations 42,847,524 26,816,479 40,391,628
Total administered appropriations 42,851,606 26,817,380 40,394,420

Total administered resourcing 42,851,606 26,817,380 40,394,420

AGENCY
 Output 1.1 — Debt management 5,822 6,031 6,574
Total revenue from government (appropriations)
 contributing to price of agency outputs 5,822 6,031 6,574
Percentage of total agency resourcing 99.7% 97.8% 99.7%

Revenue from other sources
 Output 1.1 — Debt management 20 133 20
Total revenue from other sources 20 133 20

Total price of agency outputs 5,842 6,164 6,594

Total agency resourcing 5,842 6,164 6,594

Total resourcing for Outcome 1 42,857,448 26,823,544 40,401,014

Budget Actual Budget
2001-02 2001-02 2002-03

Average staffing level (number) 40 31 37
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REPORT ON PERFORMANCE

The AOFM provided a commitment in the 2001-02 Portfolio Budget Statements
to report its performance, based on an assessment of:

 achievement of the Commonwealth’s financing task in a cost-effective
manner;

 efficient execution of the Commonwealth’s borrowing activities. Partial
indicators include the narrowness of the range of accepted bids and of the
basis point spread between tender and secondary market yields;

 efficient management of the Commonwealth’s cash balances. Indicators
include achievement of the Ministerially-endorsed cumulative average cash
balance target as at end-year; and

 timely production of reports on debt management activities.

The following discussion of the AOFM’s performance includes an assessment of
the management of key financial risks, incorporating reporting against the
performance criteria in the 2001-02 Portfolio Budget Statements.

Funding risk management

Funding risk management embraces achieving the Commonwealth’s financing
task in a cost-effective manner and efficiently executing the Commonwealth’s
borrowing activities. The AOFM manages funding risk using a combination of
techniques such as maintaining an efficient and liquid benchmark curve,
ensuring transparency in the conduct of debt issuance operations (including as
to timing) and spreading this issuance throughout the year, issuing a range of
debt instruments, and increasing investor and intermediary awareness of the
AOFM’s activities to encourage a broad range of investors.

Funding risk management performance

To maintain an efficient yield curve, the AOFM has moved to consolidate
Treasury Fixed Coupon Bonds into a relatively small number of liquid
benchmark lines, with maturities spreading across the yield curve to 12-13 years.
During 2001-02, the AOFM issued debt in accordance with an announced
schedule. The AOFM also used Treasury Fixed Coupon Bond conversion
tenders to help investors move out of less liquid lines and build up liquidity in
key benchmark lines.
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A measure of the success of the AOFM in managing funding risk is reflected in
the results of Treasury Fixed Coupon Bond tenders. Important measures are the
tender spread of yields on issued bonds to the prevailing secondary market, the
narrowness of the range of accepted bids and the coverage ratio of bids received.
In 2001-02, the average tender spread of yields to the prevailing secondary
market was 0.17 of a basis point below the secondary market, better than the
0.87 of a basis point above the secondary market averaged over the past ten
years.

The average range of accepted bids for each stock at tender was
2.00 basis points, better than the 3.17 basis points averaged over the past
ten years. For the coverage ratio, again the AOFM achieved a positive result, as
the average amount of bids received was 3.19 times the amount of bonds offered
for sale, compared with 3.16 averaged over the past ten years. At the conversion
tenders, held for the first time in 2001-02, the average range of accepted bids was
1.17 basis points and the average amount of bids received was 3.13 times the
amount of bonds offered for conversion.

Trends in bond market turnover indicate the success of policies aimed at
supporting the liquidity and efficiency of the Commonwealth bond market. In
recent years, outstanding Commonwealth bonds have been reduced
considerably; however, turnover in Commonwealth bonds has not fallen as
much as bonds outstanding (Chart 1). This suggests that policies aimed at
maintaining liquidity in key benchmark lines have had some success.



Part 2:  Report on performance

17

Chart 1:  Turnover of Treasury Fixed Coupon Bonds — 
daily average
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Source: 2001 Australian Financial Markets Report, Australian Financial Markets Association, 2001.

Liquidity risk management

The AOFM manages a significant within-year liquidity task, given the uneven
pattern of revenues and expenditures throughout the year. The challenge of
Commonwealth liquidity risk management is to minimise net interest outlays
through minimising Treasury Note issuance to cover cash needs while, at the
same time, avoiding use of the Commonwealth’s (more costly) overdraft facility
with the Reserve Bank of Australia.

Treasury Notes are the Commonwealth’s primary liability instrument for
managing within-year cash flows. In addition, where surplus proceeds are not
applied to the immediate repayment of debt, cash proceeds are placed in a
short-term investment facility (term deposit) provided by the Reserve Bank of
Australia. By setting maturity dates for term deposits consistent with broader
cash flow requirements, these funds can assist the liquidity management task
and reduce the average level of Treasury Notes outstanding during the year.
The rate of return on term deposits is referenced to the secondary market yield
applying to bank bills with a similar term to maturity.

The liquidity management objective is formalised by the Commonwealth’s end
of year target for average cash balances, which requires that the year-average
balance at 30 June in a group of accounts held at the Reserve Bank of Australia
should be around $1.5 billion.
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Liquidity risk management performance

In 2001-02, the year-average balance in the group of accounts was $1.45 billion,
consistent with the target (Chart 2). The overdraft facility with the Reserve Bank
of Australia was not used, saving the Commonwealth money.

Chart 2:  Cumulative average daily balance, 2001-02
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An indicative measure of Treasury Note performance throughout the year is the
coverage ratio and range of accepted bids received at tender. The average
amount of bids received was around 4.2 times the amount of notes offered for
sale in 2001-02, compared with 5.0 times in the previous financial year. The
average range of accepted bids for each stock at tender was 5.5 basis points,
which was marginally higher than 5.1 basis points for last year.

Market risk management

Market risk, from an issuer’s perspective, is the risk that once debt is issued,
financial market prices may move so that either debt service costs increase
directly or the opportunity to reduce debt service costs is missed.
The Commonwealth faces two main sources of market risk   interest rate risk
and exchange rate risk.

The AOFM uses a portfolio benchmark framework to assess what portfolio
structure or market risk exposure levels offer an acceptable trade-off between
the expected cost and risk. This assessment requires judgments about
longer-term market factors that drive the cost and risk of any portfolio.
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In adopting a benchmark framework, the Commonwealth does not speculate on
the short-term path of interest or exchange rates to ‘beat the market’. The
Commonwealth currently undertakes derivative transactions to assist in the
management of market risk associated with the debt portfolio.

The AOFM is considering possible options for its future benchmark framework.
The AOFM commenced an orderly run down of its foreign currency exposure in
September 2001. The AOFM is currently reviewing the present interest rate risk
benchmark.

Market risk management performance

Interest rate risk

The current objective with respect to interest rate risk management is to
maintain portfolio duration within the range 3.0 to 3.5.

Substantial short-term volatility dominated portfolio duration in 2001-02
(Chart 3). The major factor driving the increased duration volatility was a
significant within-year seasonal financing requirement. This generated cyclical
peak-to-trough fluctuations in duration greater than the width of the benchmark
range. With reducing levels of long-term debt, short-term swings increasingly
affect portfolio duration.

Chart 3:  Australian dollar exposure, 2001-02
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The AOFM does not consider it is desirable to execute a large volume of swaps
in a short time to offset a cash management-induced swing in portfolio duration,
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particularly when this factor is likely to turn around during the course of the
year, requiring the unwind or reversal of these swap transactions. This means,
on occasions during 2001-02, the portfolio has moved outside the target range.

Interest rate swaps

An indication of the efficiency of a swap transaction is the execution margin to
the 10.00am Australian Financial Markets Association mid-market rate. The
mid-market rate is the middle of the bid-offer spread for the relevant swap
transaction. For the twenty Australian dollar interest rate swaps with a notional
principal totalling $2 billion transacted in 2001-02, the average margin to the
10.00am Australian Financial Markets Association mid-market rate was negative
0.7 of a basis point. The small margin to the mid-market rate is consistent with
efficient swap execution.

Exchange rate risk

At the start of 2001-02, the US dollar exposure of the Commonwealth debt
portfolio stood at US$6.4 billion.  The Treasurer agreed, in September 2001, to
the recommendations of the AOFM review of the benchmark currency exposure
target. Consequently, the AOFM started to run down existing exposure
according to an agreed schedule. The schedule balances the desire to reach zero
foreign currency exposure as quickly as possible against the need to minimise
any resulting impact on financial markets.

Since September 2001, the AOFM has undertaken net foreign exchange forwards
of US$712 million. US$1,387 million of cross-currency swaps have matured. This
means that the AOFM has reduced the net US dollar exposure in the portfolio by
US$675 million, resulting in a US dollar exposure of US$5,710 million at
30 June 2002.

At 30 June 2001, the rate of exchange to the Australian dollar was US$0.5075 and
at 30 June 2002, it was US$0.5648. The appreciation in the exchange rate led to a
foreign currency gain on the Commonwealth debt portfolio of $1,227 million for
2001-02. (See Part 7, Financial Statements.)

Forward foreign exchange contracts

From July to September 2001, the AOFM transacted eight forward foreign
exchange contracts with the Reserve Bank of Australia to maintain the existing
level of foreign currency exposure, pending the finalisation of a review of this
exposure.
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Following the Treasurer’s decision, in September 2001, to move towards zero
foreign currency exposure, the AOFM transacted eighteen forward foreign
exchange contracts with the Reserve Bank of Australia. These forward foreign
exchange contracts enable the foreign currency exposure to be run down in a
smooth, orderly fashion, in accordance with the agreed schedule without
incurring any additional foreign currency exposure.

Credit risk management

The Commonwealth uses derivative transactions to achieve portfolio risk
objectives and assumes credit risk when it enters into a swap agreement: it
assumes the risk of the counterparty defaulting on its financial obligations. As
interest and exchange rates move over time, the market value of a swap
agreement changes. Where the market value of a swap agreement is positive
from the Commonwealth’s standpoint, any default by the counterparty would
result in a loss to the Commonwealth.

Credit risk management performance

During 2001-02, the AOFM fully revised its swap counterparty credit policy. The
Treasurer approved the revised policy in March 2002. (See Part 4 for details of
the credit policy changes.)

The AOFM monitors the Commonwealth’s credit risk position on an ongoing
basis and discusses it at each Liability Management Committee meeting. The
Liability Management Committee approves any actions required. The credit
policy provides for the AOFM to use a range of credit mitigation strategies to
manage counterparty credit exposure. During 2001-02, five Australian dollar
interest rate swaps were recouponed and principal was adjusted in one cross
currency swap. These actions maintained credit exposure within agreed limits.

During 2001-02, the AOFM also continued to investigate a number of additional
credit mitigation processes, including accepting collateral as security. Such
processes are a further part of a prudent credit risk management framework.

Operational risk management

Operational risk refers to the potential for losses arising from the transaction
and resource management processes associated with personnel, hardware and
software systems, internal controls, reputation and legal advice. In 2001-02, the
AOFM has managed operational risk by following established corporate
governance procedures, complying with legal requirements and improving
systems.
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Corporate governance

The AOFM Advisory Board is accountable to the Secretary to the Treasury. The
Advisory Board, comprising both senior Public Service executives and private
sector participants with experience of debt management issues, continued to
perform an advisory role during 2001-02. Through its eleven meetings, the
board provided advice on matters relating to corporate governance, strategic
planning, financial risk management strategy and business planning.

Six internal governance committees assist the Chief Executive Officer in his
oversight of the organisation. (See Part 6 for the specific role of each committee.)
A charter covering issues such as functions, operational structure and mandate
is in place for each committee. The committees meet regularly and record formal
minutes.

During 2001-02, the Audit Committee developed an internal audit review
programme that, among other considerations, addresses operational risks
including the internal control framework and its effectiveness in derivative
processes. The AOFM also appointed an independent internal auditor to
strengthen corporate governance arrangements.

Legal risk

Legal risk arises when contracts are not legally enforceable or documented
correctly. Legal risks associated with over-the-counter derivatives are typically
managed through the use of Master Agreements that establish standard terms
and conditions applicable to derivative transactions between two parties.

The AOFM’s policy is to transact only with counterparties with which it has a
signed Master Agreement in place. Consistent with market practice, the AOFM
uses the standard Master Agreement developed by the International Swap and
Derivatives Association to establish the terms and conditions of its derivatives
transactions with individual counterparties.

Consistent with recommendations from the 1999 Australian National Audit
Office Performance Audit of Commonwealth Debt Management, in 2001-02 the
AOFM undertook swap transactions only with counterparties with whom it has
a recently updated Master Agreement. The AOFM also sought documented
assurance concerning the power, capacity and due authorisation of
counterparties to enter into swap transactions.

Complying with legislative and administered requirements is another element
of legal risk management. During 2001-02, the AOFM administered debt issue,
repurchase and redemption programmes, including those related to the
redemption through the Debt Retirement Reserve Trust Account of
Commonwealth Government securities debt on issue for the States and
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Territories, in accordance with the provisions of the Commonwealth Inscribed
Stock Act 1911, the Loans Securities Act 1919, the Loans Redemption and Conversion
Act 1921, the Financial Agreement Act 1994 and related legislation.

In accordance with the provisions of the Financial Agreement Act 1994, the AOFM
made debt assistance payments to the States and Territories in the form of
Commonwealth sinking fund payments to the Debt Retirement Reserve Trust
Account (to assist them redeem Commonwealth Government securities issued
on their behalf) and untied grants (to compensate them for the costs related to
the cessation of Commonwealth borrowing on their behalf). The AOFM met all
relevant accountability requirements and handled promptly inquiries from State
and Territory Treasuries concerning debt redemption matters.

Settlements risk

Settlements risk management aims to minimise inaccurate settlements on debt
management transactions. During 2001-02, the AOFM followed effective
administrative procedures to monitor payments by swap counterparties. Where
payments were incorrect, the counterparty paid appropriate compensation.

The AOFM also continued the practice of netting payments and receipts on
individual Australian dollar interest rate swap transactions. This reduces the
number and size of transactions, thereby reducing the scope for significant
settlement errors.

Systems risk

Systems risk management encompasses the notion of minimizing losses arising
from inadequate systems, including systems’ failure. In August 2001, the AOFM
completed the implementation of an enhanced version of its swaps’
administration system and decommissioned the previous version. Under the
new version, the AOFM has greater capacity to record and monitor swaps data,
thereby better managing the swaps’ portfolio.

More generally, the AOFM is in the process of implementing a new debt
management system, which will provide a more robust framework for risk
management and compliance reporting. This will enable the AOFM to better
manage the debt portfolio.

Other elements of operational risk management

The 1999 Australian National Audit Office Performance Audit of
Commonwealth Debt Management recommended the AOFM enhance the swap
tender process by electronically recording swap tenders, and formally
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documenting its swap confirmation process. The AOFM fully complied with this
recommendation in 2001-02.

Reporting on debt management

The AOFM Annual Report 2000-01 was tabled on 25 October 2001. It provided
comprehensive information on Commonwealth Government securities on issue
and 2000-01 operations.

Agency financial performance

Agency activities recorded an operating surplus of $1.1 million for 2001-02,
comprising revenues of $6.3 million and expenses of $5.2 million. As at
30 June 2002, the AOFM was in a sound financial position, reporting positive net
assets of $3.1 million, represented by $4.4 million of assets and $1.3 million of
liabilities. (See Part 7 for additional details on agency financial performance.)

For the second successive year, the AOFM invested substantially in
infrastructure, plant and equipment totaling approximately $1 million.
Implementation of a specialist debt management system, which commenced in
the last quarter of 2001-02 accounted for approximately half of this expenditure.

The AOFM maintains reserves to fund the future settlement of employee
liabilities, make asset replacements and allow for future contingencies. As at
30 June 2002, reserves have been established for:

 employee leave liabilities of $0.9 million;

 future asset replacements of $0.7 million; and

 supplier liabilities of $0.3 million.

During 2001-02, the AOFM returned a dividend to Government of $1.1 million
representing unspent appropriation monies from the previous financial year.
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DEBT MANAGEMENT ENVIRONMENT

Financial market conditions

In 2001-02, global financial markets were volatile. Globally, cash rates fell to
their lowest levels in 30 years.

In Australia, the Reserve Bank of Australia eased the cash rate three times in the
first half of 2001-02 to a low of 4.25 per cent. The easings were followed by two
tightenings in the second half of the year which resulted in the cash rate ending
the financial year at 4.75 per cent.

The total range for the benchmark 3-year Treasury Fixed Coupon Bond over
2001-02 was around 200 basis points (Chart 1). The yield troughed at around
4.1 per cent in early November 2001 and peaked at around 6.1 per cent in early
June 2002. At 30 June 2002, the yield was broadly unchanged compared with the
start of the financial year. The pattern was broadly the same for the 10-year
benchmark bond. The yield for the 10-year bond reached a low of around
5 .0 per cent in early November 2001 and peaked at around 6.5 per cent in late
March 2002.

Chart 1:  Australian 3 and 10-year bond yields,
2001-02
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In the first half of 2001-02, global bond markets, including Australia,
substantially rallied, reflecting a slowing in world economic growth and
expectations that the events of 11 September 2001 would affect the world
economy. However, in the second half of 2001-02, much of the rally in Australia
was reversed as expectations concerning the extent of the downturn were
revised (Chart 2).

Chart 2:  Commonwealth yield curves, 2001-02
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During 2001-02, the spread between Australian and US long-end interest rates
widened. At the start of the year, the differential between Australian and
US 10-year bond yields was approximately 80 basis points. This widened to
around 125 basis points by 30 June (Chart 3). The growing differential was
attributed to differences in Australian and US cash rates and the relative
strength of the Australian economy.
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Chart 3:  Australian/US 10-year bond interest
rate differential, 2001-02
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The total range for real bond yields over 2001-02 was around 50 basis points, as
the movement in the yield for the August 2020 Treasury Indexed Bond showed
(Chart 4). Similar movements were experienced in the other Treasury Indexed
Bond stocks on issue.

Chart 4:  Real bond yields, 2001-02
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Outstanding Commonwealth Government securities continued to shrink in
2001-02 (Chart 5). The stock of Commonwealth Government bonds has fallen
from a peak of over $90 billion in 1997 to less than $60 billion at 30 June 2002.
Outstandings for non-government bonds increased substantially over the
corresponding period, and now exceed combined outstandings for
Commonwealth and State government bonds.

Chart 5:  Domestic bond market outstandings
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Debt management strategy

Sustained headline cash surpluses since 1996-97 have reduced significantly the
Commonwealth debt portfolio managed by the AOFM. As at 30 June 2002, the
face value of the Commonwealth’s portfolio of debt securities, net of financial
assets and Commonwealth holdings, stood at around $52.1 billion, down from
$107.3 billion five years earlier (Chart 6).
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Chart 6: Net Commonwealth Government securities portfolio,
1996-97 to 2001-02
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Over recent years, the AOFM has reduced gross debt outstandings, orderly and
gradually, to maintain yield curve efficiency and secondary market liquidity in
key benchmark stocks. The AOFM has reduced gross debt outstandings by less
than total Commonwealth Budget surpluses and, therefore, also has
accumulated financial assets.

This approach benefits the Commonwealth by minimising the impact of large
one-off budget financing transactions by spreading the impact on the domestic
Commonwealth Government securities market over a longer time. Orderly
adjustment also provides a better environment for market participants making
long-term commercial decisions about their Commonwealth Government
securities market involvement.

 The Government noted in the 2002-03 Budget that with the sustained run
down in debt outstandings, some market participants were questioning the
future viability of the market for Commonwealth debt securities. The
Government will consult with key stakeholders on these issues.

Notwithstanding the run-down in debt outstandings, the AOFM has continued
to issue long-term Treasury Fixed Coupon Bonds to maintain the length of the
yield curve at around 12 to 13 years, contributing to the efficiency of the
Commonwealth Government securities market. The AOFM has concentrated the
reduced net debt outstandings into Treasury Fixed Coupon Bonds, the
Commonwealth’s key source of cost effective funding, and reduced debt in the
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form of Treasury Notes, Treasury Adjustable Rate Bonds and foreign loans
(Chart 7).

Chart 7:  Debt instruments as a percentage of net
Commonwealth Government securities outstanding
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When the AOFM does not apply surplus proceeds to the immediate repayment
of debt, it places cash proceeds in a short-term investment facility (term deposit)
provided by the Reserve Bank of Australia. The rate of return paid by the
Reserve Bank of Australia is referenced to the secondary market yield applying
to bank bills with a similar term to maturity. The AOFM selects maturity dates
that are consistent with the Commonwealth’s cash management requirements.
In this way, the AOFM uses investment funds to manage the Government’s
uneven seasonal cash financing requirements.

The issuance of long-term debt, the repayment of short-term debt and the
placement of short-term investments all serve to lengthen the net debt
portfolio’s duration. The AOFM undertakes interest rate swaps to bring interest
rate risk into line with the duration target for the net debt portfolio. Interest rate
swaps are used to increase the duration of the investments and decrease the
duration of gross debt; in both cases they decrease the duration of the net debt
portfolio. The AOFM undertakes swaps on an aggregated portfolio-wide basis
rather than a trade-by-trade basis. Using interest rate swaps in this way also
provides a rate of return on investments benchmarked to the long-term interest
rate swap curve.
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Funding requirement

The Commonwealth had a surplus net funding position of $0.9 billion in 2001-02
(Table 1). This means in net terms it had no need to issue additional
Commonwealth Government securities. Hence, as in recent years,
Commonwealth net debt fell in 2001-02.

Table 1:  Funding requirement and funding sources
Actual

2001-02
($billion)

Funding requirement
Net funding requirement

Headline budget balance(a) -2.2
Other financing(b) 1.3

Total -0.9

Debt redemption(c)
Maturing debt 4.7
Early debt repurchases ..
Treasury bond conversions (offered stock) 0.9

Total 5.6

Gross funding requirement 4.7

Funding sources

Debt issuance(c)
Treasury Bonds 2.0
Treasury Indexed Bonds 0.2
Treasury Notes (net change in outstandings) -0.9
Treasury Bond conversions (destination stock) 0.9

Total 2.2

Asset balances
Change in overnight cash balance at the RBA(d) -0.5
Change in term deposits at the RBA(e) 3.0

Total 2.5

Total funding sources 4.7
Note: ..  Not zero, but rounded to zero.
(a) A negative sign denotes a surplus.
(b) Includes receipts and payments relating to swap transactions, the difference between the face value of

debt securities and the cash value of transactions involving debt securities and other transactions not
elsewhere identified.

(c) Based on the face value of securities.
(d) A negative sign denotes an increase in cash balances.
(e) A positive sign denotes a decrease in term deposits.

Funding sources

The gross funding requirement for 2001-02 of $4.7 billion was met by a
combination of gross new debt issuance and a run down of financial asset
holdings.
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Treasury Fixed Coupon Bonds were the main debt instrument the AOFM issued
in 2001-02. Issuance focused solely on the long end of the Commonwealth yield
curve, consistent with managing liquidity in longer-dated benchmark bonds and
maintaining the length of the yield curve (Chart 8). The AOFM issued a new
April 2015 line in the latter part of 2001-02.

Chart 8:  Maturity profile of Treasury
Bond benchmark lines (a)
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(a) Net of Commonwealth holdings.

Four conventional tenders of Treasury Fixed Coupon Bonds occurred during
2001-02. Issuance of Treasury Fixed Coupon Bonds via conventional bond
tenders totalled $2 billion. (See Table 13 in Part 5.)

The AOFM offered conversion tenders for the first time in 2001-02. They were
introduced so the AOFM could more actively manage the maturity profile of
outstanding bonds. Some $900 million of new issuance of the 5.75 per cent
15 June 2011 Treasury Fixed Coupon Bond occurred via conversion tenders. The
same conversion tenders resulted in the redemption of $900 million of the
10 per cent 15 February 2006 Treasury Fixed Coupon Bond. (See Table 14 in
Part 5.)

Four tenders of Treasury Indexed Bonds occurred during 2001-02. Total issuance
of Treasury Indexed Bonds was $200 million (original face value), $100 million
less than in 2000-01. (See Table 15 in Part 5.)

Treasury Notes are primarily issued for within-year financing purposes. At
30 June 2002, outstanding Treasury Notes were $900 million lower than at
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30 June 2001. (See Table 17 in Part 5.) The lower Treasury Note outstandings
reflects the outcome of the issuance arrangements review in 2001-02.

A run down of financial asset balances held at the Reserve Bank of Australia
($2.5 billion) financed a substantial portion of the gross funding requirement for
2001-02. This financing arrangement contributed to the decline in outstanding
Commonwealth Government securities in 2001-02.

Within-year funding

The AOFM is required to manage the mismatch between cash receipts and
outlays. In addition, considerable forecast uncertainty occurs during the year
about the timing and magnitude of short-term cash financing requirements.

The size and volatility of the within-year funding requirement in 2001-02 is
illustrated by changes in Commonwealth financial asset holdings at the Reserve
Bank of Australia (overnight cash and term deposits), after excluding the impact
of transactions involving Treasury Notes (Chart 9).

Chart 9:  Within-year funding
requirement, 2001-02
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The within-year funding requirement presently is financed by a combination of
the run down of financial asset holdings at the Reserve Bank of Australia and
the issue of Treasury Notes. Consequently, over the course of a financial year,
the level of Commonwealth financial asset holdings at the Reserve Bank of
Australia and Treasury Notes on issue will change substantially (Chart 10).
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Chart 10:  Commonwealth financial asset holdings at the
Reserve Bank of Australia and Treasury Notes on issue,

2001-02
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The AOFM ran down the level of term deposits at the Reserve Bank of Australia
by around $3.0 billion between 30 June 2001 and 30 June 2002 to assist in
meeting the gross funding requirement in 2001-02 arising from debt maturities.
The AOFM actively used the term deposit facility to assist with a significant
within-year cash management task. The magnitude of this task is illustrated by
fluctuation in the level of term deposits between zero and $17.7 billion during
2001-02. During the year, the AOFM placed 154 term deposits with the Reserve
Bank of Australia.

Debt portfolio benchmarking

In 2001-02, the AOFM maintained the longstanding practice of managing market
risk associated with net Commonwealth debt outstandings by targeting a
portfolio benchmark. The portfolio benchmark is a hypothetical portfolio
structure that is expected to provide an efficient trade-off between its expected
cost and cost volatility over the long-term, consistent with stakeholder
preferences.

The current benchmark target for the management of Australian interest rate
risk is expressed in modified duration terms; the target range is 3 ¼ with a ± ¼
tolerance band. Formally, modified duration measures the percentage sensitivity
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of the market value of the portfolio to a one per cent movement across the board
in market interest rates. Very broadly, it captures the effective weighted average
maturity structure of the portfolio in years.

While the scale and scope of debt issuance and redemption programmes affect
the interest rate risk of the portfolio and, at the margin, can be tailored to help
manage interest rate risk, the Commonwealth’s domestic interest rate swap
programme continued to be the major interest rate risk management instrument.

As in 2000-01, managing portfolio interest rate risk in line with the duration
target challenged the AOFM in 2001-02; two influences were particularly
pervasive.

Firstly, as noted elsewhere in this report, the AOFM has managed an orderly
run down in Commonwealth Government securities outstandings by
accumulating financial assets in the form of term deposits with the Reserve Bank
of Australia. This provides an asset with low risk to hold against
Commonwealth debt that also assists with managing within-year cash
requirements. However, holding short duration term investments in preference
to repurchasing long duration debt instruments lengthens duration, making
managing to a duration target more difficult.

Secondly, seasonality of the Commonwealth’s cash flow profile has increased
noticeably over the past couple of years. This has a marked impact on the
volatility of portfolio duration, particularly in an environment of low net debt.

These factors have increased the volatility of portfolio duration to the point
where within-year movement is wider than the benchmark range. Prior to
2000-01, the AOFM was able to keep these seasonal swings in duration within
the benchmark target bounds (Chart 11).
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Chart 11:  Interest rate risk exposure
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The main driver of this increasing volatility in duration is the growing size and
weight of the cash management cycle in portfolio dynamics. The peak to trough
movement in the net cash position was over $20 billion during 2001-02. The
AOFM accommodated similar swings and their impact on portfolio duration
within the target bands when the portfolio was around $100 billion. Now,
however, the portfolio is half the size it was five years ago, and cash
management swings cause duration swings considerably wider than the
duration band.

The AOFM has responded to these challenges by focusing more on the projected
trend for portfolio duration rather than duration outcomes at any particular
point during the year. The AOFM did not consider it appropriate to offset the
impact of temporary seasonal factors on duration using long-term instruments
such as interest rate swaps. To do this, the AOFM would have needed to
undertake a very large volume of interest rate swaps only to terminate these
same positions within a year, which would have risked destabilising financial
markets.

The AOFM is considering possible options for removing seasonal cash
management distortions in its primary long-term interest rate risk measure. It
currently is considering the option of separating the portfolio into seasonal
liquidity management and long-term debt management components. This
would promote greater certainty in long-term debt management decisions by
eliminating the noise created by short-term volatility.
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Swap transactions

The Commonwealth uses swaps to assist in portfolio management. In 2001-02, it
executed 20 new swaps. (See Table 18 in Part 5.) All the new swaps were
Australian dollar interest rate swaps. The notional principal value of these
swaps was $2 billion. For each new swap, the Commonwealth will receive a
fixed rate cash flow in exchange for undertaking to pay a floating rate cash flow.

In February 2002, the AOFM announced it would not conduct any further
interest rate swaps during the financial year to achieve debt portfolio objectives.
In the future, however, interest rate swaps will continue to be used to achieve
core portfolio objectives. Before the re-commencement of any future interest rate
swap programme, the AOFM will make a public announcement.

At 30 June 2002, the aggregate swap portfolio consisted of 298 swaps. The
outstanding notional principal value of these swaps was around $37 billion.
(See Table 6 in Part 5.)

The AOFM manages the counterparty credit risk associated with swaps within a
comprehensive credit policy approved by the Treasurer. This policy sets limits
for the minimum credit rating of counterparties with which swaps may be
undertaken and limits for the extent of credit exposure to those counterparties.
(See Part 4 for details of recent credit policy changes.)

At 30 June 2002, the Commonwealth’s swap portfolio had credit exposure
mainly to investment grade counterparties with a double A credit rating or
better (Table 2). Only one swap counterparty has a lower credit rating, but the
Commonwealth does not have any credit exposure to this entity.

Table 2:  Swap portfolio by counterparty credit rating
Standard & Poor’s
Rating

Per cent of
Portfolio

Moody’s
Rating

Per cent of
Portfolio

AAA 7 Aaa 6

AA+ 15 Aa1 3

AA 34 Aa2 42

AA- 45 Aa3 50

A+ 0 A1 0

A 0 A2 0

A- 0 A3 ..

BBB+ .. Baa1 0

100 100

Note:  ..  Not zero, but rounded to zero.
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Market value of the Commonwealth portfolio

The market value of the Commonwealth portfolio (after swaps) takes into
account the net present value or market price of all cash flows on
Commonwealth Government securities and Commonwealth swap transactions.
Portfolio market value very broadly indicates the cost of buying back all
Commonwealth debt and unwinding the Commonwealth swap portfolio.

The market value of the Commonwealth portfolio after swaps at 30 June 2002
was $60.0 billion with a corresponding face value of $53.7 billion (Table 3). The
data in the table are presented on a fair market value rather than on a face value
basis and incorporate the effects of Commonwealth swaps. The Commonwealth
Government securities data underlying this table excludes Commonwealth
Government securities issued on behalf of the States, holdings of
Commonwealth Government securities by the Commonwealth and
non-marketable Commonwealth Government securities for example, Peace
Savings Certificates, and overdue Commonwealth Government securities.
Moreover, the table includes Commonwealth term deposits held with the
Reserve Bank of Australia.

At 30 June 2002, the domestic currency exposure of the Commonwealth
portfolio (after swaps) had a market value of $49.5 billion. The main contributor
to the domestic currency component of the portfolio was Treasury Fixed
Coupon Bonds, with other significant elements being Treasury Notes and
Treasury Indexed Bonds. These liability balances were offset somewhat by term
deposits held with the Reserve Bank of Australia and the Australian dollar
receive side of foreign currency derivatives. The modified duration of the
domestic currency component of the Commonwealth portfolio (after swaps) was
3.6 years.

At 30 June 2002, the foreign currency exposure of the Commonwealth portfolio
(after swaps) had a market value of $10.5 billion, mostly denominated in
US dollars. A small residual currency exposure remained in sterling.
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Table 3:  Summary of the Commonwealth portfolio
Portfolio Portfolio

Commonwealth portfolio(a)(b)  at 30 June 2001  at 30 June 2002
Face value ($billion) 56.0 53.7
Ratio to GDP 8.3 7.5
Market value ($billion) 63.2 60.0
Average period to maturity (years)(c) 6.9 6.6
Foreign currency share (%)(d) 20.6 17.5

Domestic currency portfolio
Market value ($billion) 50.2 49.5
    Treasury Fixed Coupon Bonds 59.2 55.4
      Maturing within:
        0-1 year 4.8 3.7
        1-5 years 24.0 24.9
        5-10 years 26.6 21.3
        10+ years 3.9 5.5
    Treasury Indexed Bonds 8.1 8.6
    Treasury Adjustable Rate Bonds 0.0 0.0
    Treasury Notes 5.1 4.2
    A$ derivative cash flows(f) -9.1 -8.6

Term deposits -13.4 -10.4
    Other(e) 0.3 0.4
Modified duration 3.7 3.6
    Treasury Fixed Coupon Bonds 4.1 4.0
    Treasury Indexed Bonds 9.9 9.4
    Treasury Adjustable Rate Bonds 0.0 0.0
    Treasury Notes 0.2 0.1
    A$ derivative cash flows - pay legs(f) 0.2 0.2
    A$ derivative cash flows - receive legs(f) 3.6 3.2

Term deposits 0.0 0.1
    Other(e) 1.7 1.7
Average period to maturity (years)(c) 8.2 7.6

Foreign currency portfolio
Market value ($billion) 13.0 10.5
By currency
   US$ 12.8 10.3
   Non-US$ 0.2 0.2
By instrument
   Loans 0.5 0.4
  Non-A$ derivative cash flows(f) 12.5 10.1
Modified duration 1.0 1.0
By currency
   US$ 0.9 0.9
   Non-US$ 7.1 6.8
By Instrument
   Loans 4.5 4.0
  Non-A$ derivative cash flows(f) 0.9 0.9
Average period to maturity (years)(c) 2.7 2.1
(a) The Commonwealth portfolio is defined here as all Commonwealth Government securities on issue,

excluding those issued on behalf of the States and Territories or held by the Commonwealth, and
overdues.

(b) Not all totals may sum exactly due to rounding.
(c) The average period to maturity is weighted by face value.
(d) Currency shares are based on market values.
(e) Includes Treasury Interest Indexed Bonds and liabilities assumed from the Federal Airports Corporation

and the Snowy Mountains Hydro-Electric Authority.
(f) Includes forward foreign exchange contracts, cross currency swaps and interest rate swaps.
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Sensitivity of the Commonwealth portfolio

The market value of the Commonwealth portfolio (after swaps) is exposed to
fluctuations in financial market prices such as interest rates and exchange rates.
For the Commonwealth portfolio, an increase in the general level of market
interest rates will lead to a fall in the market value of the portfolio. This is
because debt securities have set coupons that are less valuable when current
market rates increase. Generally, the higher the modified duration of the
portfolio, the more sensitive the market value of the portfolio to movements in
interest rates. Movements in the market value of the portfolio are important as
these changes reflect opportunity costs of having a particular debt structure
when markets move. These market value fluctuations have increasing relevance
for realised cost outcomes in a debt management environment where debt may
need to be repurchased when the market is moving in an adverse direction.

The sensitivity of the Commonwealth portfolio to interest rate and exchange rate
movements is tied to the portfolio benchmarks for these risks, the size of the
portfolio and the magnitude of market movements. A one-cent depreciation in the
Australian dollar against the US dollar increases the market value of the
Commonwealth portfolio by $189 million (a deterioration in the net debt position)
(Table 4). The AOFM now is implementing an orderly run down in foreign
currency exposure in the portfolio to reach a long run benchmark of zero foreign
exposure and, as a result, this sensitivity will decline over time. This exposure is
largely in the form of derivative contracts rather than physical debt.

A half percentage point broadly based increase in Australian interest rates reduces
the market value of the Commonwealth portfolio by around $880 million (an
improvement in the net debt position) (Table 4). Within the portfolio, a greater
decline in the market value of physical debt is offset by deterioration in the
market value of derivative contracts, which are mainly interest rate swaps.
Conversely, a half percentage point broadly based decrease in interest rates
would increase the market value of the Commonwealth portfolio by around
$880 million. In this case, the greater increase in the market value of physical
debt would be offset by an improvement in the market value of derivative
contracts.
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Table 4:  Market value sensitivity of the Commonwealth portfolio
Physical debt Currency

(net of Interest swaps and
term rate forward

deposits) swaps contracts Total
Exchange rate sensitivity

Domestic 0 0 0 0
Foreign 8 0 181 189

8 0 181 189

A$ yield curve sensitivity
Domestic -1,482 532 69 -881 
Foreign 0 0 0 0

-1,482 532 69 -881 

Foreign yield curve sensitivity
Domestic 0 0 0 0
Foreign -8 0 -43 -51 

-8 0 -43 -51 

Broadly based 0.50 per cent 
increase in domestic interest 
rates

Broadly based 0.50 per cent 
increase in foreign interest rates

One cent depreciation of A$ 
against the US$

Notes:
(i) Data is consistent with the Commonwealth portfolio definitions in Table 3.
(ii) A positive (negative) number reflects deterioration (improvement) in net debt.
(iii) Attribution between domestic and foreign is based on currency denomination. For example, Australian

dollar legs of cross currency swaps and forward foreign exchange contracts are included in the
domestic component while the respective US dollar legs are included in the foreign component.

(iv) It is assumed in the exchange rate sensitivity that the US dollar/Australian dollar shock flows
proportionately into other bilateral exchange rates such as sterling/Australian dollar.
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KEY OPERATIONAL ISSUES

Market initiatives

One of the Commonwealth’s key debt management objectives is to maintain the
liquidity and efficiency of the Commonwealth Government securities market. A
liquid and well-functioning Commonwealth debt securities market attracts
broad investor participation which lowers the cost of financing for the
Commonwealth. Commonwealth Government securities market liquidity and
efficiency is not simply a function of the volume of Commonwealth Government
securities on issue; the AOFM works closely with market participants to enhance
the liquidity and efficiency of the existing volume of Commonwealth
Government securities on issue.

In 2001-02, the following initiatives enhanced the liquidity and efficiency of the
Commonwealth Government securities market.

Announcing the schedule for Treasury Fixed Coupon Bond tenders

During 2000-01, the AOFM started to announce the annual schedule of planned
dates for Treasury Indexed Bond tenders. In 2001-02, the AOFM extended this
practice to issuance tenders for Treasury Fixed Coupon Bonds.

This practice provides greater certainty and enhances transparency in
connection with the issue of Treasury Fixed Coupon Bonds.

Communication

During 2001-02, the AOFM re-introduced the practice of undertaking
presentations to market intermediaries on the Commonwealth’s planned debt
management activities. These presentations provide the AOFM with the
opportunity to outline the Commonwealth’s debt management plans and detail
the reasoning behind those plans. They also provide intermediaries with the
opportunity to ask questions and provide feedback on market developments.
The AOFM plans to continue with these presentations.

The AOFM also commenced a programme of visits to major institutional
investors. These visits provide an opportunity to receive feedback from
institutional investors and discuss a range of issues relevant to institutional
investors.
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Bond conversion tenders

Bond conversion tenders provide an opportunity for holders of nominated
Treasury Fixed Coupon Bonds to convert their holdings into holdings of other
nominated Treasury Fixed Coupon Bonds. These tenders enable the AOFM to
more actively manage the maturity profile of outstanding bonds and thereby
optimise the liquidity of the overall stock of Commonwealth Government
securities. For example, they enable the AOFM to:

 increase the amount of particular bonds outstanding more quickly than
otherwise can be achieved in the current low gross issuance environment;
and

 smooth the profile of outstanding bonds in a manner that improves the
overall efficiency of the existing stock of Commonwealth Government
securities.

The AOFM uses a public tender process as this ensures conversions occur
openly and transparently.

The first conversion tender was held on 23 October 2001. Subsequent tenders
were held on 29 January 2002 and 16 April 2002. These tenders provided holders
of the 10 per cent 15 February 2006 Treasury Fixed Coupon Bond with the
opportunity to convert their holdings of this bond into the
5.75 per cent 15 June 2011 Treasury Fixed Coupon Bond. The conversions were
well supported by market participants. (See Table 14 in Part 5.)

Treasury Note   issuance arrangements

During 2001-02, the AOFM conducted a review of Treasury Note issuance
arrangements, including consultation with financial market participants. As a
result of the review, and consistent with facilitating efficient cash management
outcomes for the Commonwealth, the AOFM announced, in May 2002, the
following changes to Treasury Note issuance arrangements:

 future Treasury Note issuance will be as required; issuance will be limited to
that required for managing the Commonwealth’s within-year financing
requirements;

 maturity dates for Treasury Notes no longer will be concentrated into fixed
maturity dates following quarterly tax collections;

 no fixed day of the week will be set aside to conduct Treasury Note tenders;
the Commonwealth reserves the right to issue Treasury Notes on any
business day; and
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 the Reserve Bank of Australia no longer will issue a weekly Treasury Note
announcement at 4:00 pm each Tuesday; announcements concerning
Treasury Note tenders will occur only when a tender is planned.

The new arrangements should enhance flexibility and efficiency in managing
the Commonwealth’s within-year cash flows and reduce the grossing up of the
Commonwealth’s balance sheet and the need to invest surplus funds.

Data on swap transactions

The AOFM seeks to be as open and transparent as possible in the reporting of its
financial market transactions. After receiving feedback from financial market
participants and investors, the AOFM has decided to provide more regular
reporting on Commonwealth swap transactions. The AOFM web site
(www.aofm.gov.au) now provides monthly updated data on Commonwealth
swap transactions.

Credit policy review

During 2001-02, the AOFM reviewed the Commonwealth swap counterparty
credit policy and identified enhancements to the credit risk management
framework. The AOFM incorporated these in a revised credit policy, approved
by the Treasurer in March 2002.

Background

The AOFM is exposed to credit risk principally because it uses swap
transactions to manage the Commonwealth’s debt portfolio. The credit policy
provides for the management of credit exposures arising from the
Commonwealth’s existing portfolio of swaps. In addition to swaps, the credit
policy restricts investments by the AOFM to asset holdings with the Reserve
Bank of Australia.

The Commonwealth’s credit exposure to swap counterparties arises from
movements in relevant market rates after a swap is transacted. At the time it is
transacted, a swap has no market value; at prevailing market rates, the value of
the streams of payments the counterparties exchange is equivalent. Movements
in market rates during the term of the swap may result in the value of the swap
payments the Commonwealth is to receive becoming greater than the value of
the payments the Commonwealth is to make. The Commonwealth thereby has a
credit exposure to the counterparty. Credit risk is the risk that counterparties
may default on the payment obligations. Credit risk has an economic cost, that
is, the cost of capital associated with provisioning for potential losses as a result
of counterparty default.
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The Commonwealth has instituted a credit management policy since it first
undertook swap transactions in 1988. It has determined individual counterparty
limits taking into account:

 the size of the overall swap portfolio;

 the number of counterparties over which exposures are spread;

 a conservative estimate, for each counterparty, of the potential change in the
market value of each swap based on the expected volatility in market rates;
and

 each counterparty’s credit rating.

The review

The AOFM initiated a review of the existing credit policy in September 2001. It
addressed all aspects of the policy and benchmarked these against current
market best practice. The review identified a number of enhancements to the
existing policy and risk management approach.

The new credit policy introduces a two-tiered corporate governance and control
framework. Credit limit allocation now comprises two separate elements: an
overall policy credit limit and a smaller operational credit limit.

 The Treasurer delegates a policy limit to the Secretary to the Treasury in the
Secretary’s capacity as Chairman of the AOFM Advisory Board.

 The Chairman of the AOFM Advisory Board then delegates a smaller
operational limit to the Chief Executive Officer. The AOFM Advisory Board
must review and formally approve any increase in an operational limit.

The AOFM implemented a revised control structure to support the two-tiered
limit structure, clearly defining respective roles in credit risk management. The
framework defines clear lines of authority and responsibilities, and segregates
duties between the execution and compliance functions.

The AOFM reviewed and re-defined credit limits, both for the overall portfolio
and individual counterparties. Where appropriate, it recommended changes.
Policy and operational limits are defined for two separate measures of exposure:

 current mark-to-market exposure limits, based on the current market value of
the underlying individual or group of transactions with the particular
counterparty; and
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 potential exposure limits, based on the potential impact on exposures of
future movements in the market value of the underlying transactions.
Potential exposure is measured by reference to simulations of the future
paths of interest rates and exchange rates, and is measured at the estimated
peak value of exposure.

Under the new credit policy, the AOFM must develop an annual credit risk
management strategy. This strategy document establishes a business case for
credit usage over the coming financial year, quantifying the impact of the
planned financing and portfolio management activities on credit exposure
levels. This assessment takes into consideration the size of the planned financing
task; the swap execution programme; changes in the size of the overall portfolio;
and the impact that movements in interest rates and currency exchange rates
have had on existing counterparty exposure levels over the past year.

The credit risk management strategy seeks to ensure overall balance sheet usage
is maintained within prudent levels. Under the framework, the AOFM assesses
the impact of the current year’s financing task on credit usage and individual
counterparty exposure levels. This identifies counterparties who, in the event of
movements in market rates, will require closer monitoring. It also identifies
situations where the AOFM may need to invoke risk mitigation strategies.

The credit risk management strategy will be presented to the Advisory Board
annually for formal approval.

The credit policy continues to sanction the use of various credit risk
management strategies such as counterparty diversification, netting, early
termination provisions, assignments, right-to-break clauses and recouponing or
mark-to market adjustments. (See Part 2 for details of the AOFM’s credit risk
management performance in 2001-02.)

Treasury system project

A major goal of the AOFM is to implement a new debt management treasury
system to enhance processing, reporting and management capabilities. The
AOFM signed an agreement to acquire the Quantum system in April 2002. This
action followed a strategic review and an extensive vendor selection process and
piloting of two potential systems. The AOFM now is progressing a phased
implementation of the Quantum system, with the first phase expected to be
completed before December 2002.

The selection of a new debt management system is an important decision for any
financial risk management institution. A project of this nature involves both a
significant resource and financial commitment. Consequently, the AOFM has
undertaken the project in stages.
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First, the AOFM engaged an independent consultant to undertake a systems’
scoping study to recommend strategic objectives as well as identify a course of
action. The consultant undertook a stocktake of existing systems’ infrastructure
to identify longer-term strategic debt management systems’ requirements.

The consultant’s report identified that the existing systems’ environment was
below industry best practice, mainly due to deficiencies such as:

 a high dependence upon spreadsheet-based applications;

 inefficient processing procedures requiring high level manual processing;

 a high level of administration support; and

 a lack of a robust and flexible risk management reporting environment.

The consultant then identified a number of strategic objectives and
recommended a course of action to meet the AOFM’s future debt management
systems’ requirements.

It identified  key strategic objectives as:

 single data entry:

− the system should enable all debt management transactions to be entered
at one point into a single logical database;

 straight–through–processing:

− the system should be able to manage transactions from front office deal
capture to back office settlements and accounting;

 risk reporting:

− the system should have the core functionality to value and facilitate
exposure risk reporting on all debt management transactions managed by
the AOFM; and

 vendor capabilities:

− the system should be externally sourced and be able to provide a robust,
yet flexible risk management and reporting platform. The vendor should
be able to demonstrate strong credentials in providing similar systems to
debt managers.

The consultant then prepared a detailed functional requirements document to
satisfy existing transaction and exposure requirements and moderately expand
the scope of the AOFM’s debt management activities.

The AOFM then commenced the procurement process. The AOFM issued the
Expression of Interest document directly to several suppliers and posted it on
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the Government advertising web site. The AOFM provided documents to
seventy potential vendors, with twenty three separate organisations providing a
formally documented response.

The AOFM concluded six suppliers could potentially provide the AOFM with
the required functionality. The AOFM issued a formal Request For Tender
document to these potential vendors, requiring them to supply a more formal
and detailed response. This allowed the AOFM to assess the ability of the
specific system to meet all specified functional requirements, technical
specifications, and systems’ implementation credentials. Of the six organisations
invited to respond to the Request for Tender, the AOFM identified two as
offering solutions that could meet its requirements. The AOFM then invited
these two providers to demonstrate their systems.

The outcome of the initial demonstration process showed that both systems
could meet fully the AOFM’s front, middle and back office requirements on a
single logical database. However, the AOFM considered that hands-on
experience was necessary to make a fully informed decision on which system
would best meet its business requirements. Consequently, the AOFM invited
both vendors to participate in a parallel pilot testing programme over a
four-week period.

In November 2001, following completion of the pilot testing programme and
consideration of all assessment criteria   including functional fit, cost,
implementation risk, vendor installed base and capability and compatibility
with AOFM technical infrastructure   the AOFM chose Sungard Treasury
Systems (with its Quantum/QRisk product) as the preferred tenderer.

In April 2002, the AOFM and Sungard successfully completed contract
negotiations. The contract represents a software license for the supply of
off-the-shelf software and ongoing support for five years and implementation
services to configure the software.

The contract requires the AOFM and Sungard to jointly implement the software
in accordance with an agreed project management plan. The implementation is
divided into two phases to minimise project risk and gain benefits earlier than a
‘big bang’ implementation would achieve.

Phase 1 represents implementation of Quantum/QRisk as a front-to-back
straight-through-processing system with full establishment of static data
structures and accounting and partial risk management and reporting
functionality. The AOFM expects to decommission all legacy systems, without
loss to existing functionality.

Implementation started in May 2002 and is expected to take six months. An
AOFM IT Steering Committee, with both internal and external representatives,
is overseeing the implementation. In addition, the AOFM’s internal auditor,
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PricewaterhouseCoopers, is responsible for conducting project assurance with
reporting lines directly to the Chief Executive Officer.

Although the AOFM judged the Quantum/QRisk product to be the system best
able to meet the AOFM’s functional requirements, modifications will enhance
functionality, particularly with regard to daily market risk management and
credit risk management reporting. The AOFM also will seek to develop
Quantum/QRisk so it provides a range of specific portfolio management
applications and has the functionality to undertake more complex forecasting of,
for example, public debt interest estimates. On the completion of Phase 1 later in
the year, the AOFM will commence the next stage of the implementation.

Financial reporting standards

As a government agency prescribed under the Financial Management and
Accountability Act 1997, the AOFM prepares its annual financial statements and
agency budget statements in accordance with required policy. The Charter of
Budget Honesty Act 1998 requires Commonwealth budget documents to be
prepared in accordance with external reporting standards. These standards are:

 the Australian Bureau of Statistics (ABS) accrual Government Finance
Statistics (GFS) framework, which is consistent with international statistical
standards (the System of National Accounts 1993 (SNA93) and the International
Monetary Fund’s (IMF) Government Finance Statistics Manual 2001); and

 Australian accounting standards, including Australian Accounting Standard
No. 31 Financial Reporting by Governments (AAS31).

The AOFM’s annual financial statements and agency budget statements are
prepared in accordance with AAS31. The AOFM also prepares financial
information in accordance with the GFS standard to include in budget
documentation.

To report under both standards, the AOFM must produce, on an accrual basis, a
statement of revenues and expenses, a balance sheet and a statement of cash
flows. The GFS statement of revenues and expenses is used to derive the GFS
net operating balance and the fiscal balance. (The net operating balance
measures Commonwealth saving plus capital transfers and the fiscal balance
measures the Commonwealth’s investment-saving balance.) The GFS statement
of cash flows is used to derive the GFS underlying cash balance, which is the
cash counterpart of the fiscal balance.
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Reporting objectives

To understand the reporting of debt management transactions and exposures, it
is important to recognise the differences in the conceptual objectives of the two
reporting standards.

The GFS framework is the principal reporting standard for Commonwealth
budgets. This framework facilitates economic analysis of the public sector and
focuses on economic activity. Flows not recognised as linked to economic
activity (such as flows in derivative transactions) are excluded from the
derivation of the GFS net operating balance and the fiscal balance.

Reporting under the AAS31 framework provides a consolidated overview of the
financial performance and position of government, including in financing and
investing activities. AAS31 is designed as a standard for general purpose
financial reporting.

Differences between the standards

Debt management transactions generally are treated in a similar manner under
GFS and AAS31; however, the differing objectives of the two standards lead to
some variation in the treatment of certain items. This different treatment relates
predominantly to definitions of revenues and expenses and significantly affects
the reporting of derivative transactions.

Under AAS31, interest revenue earned and interest expenses incurred in
connection with financial derivatives are included in the statement of revenues
and expenses. Under GFS, all gains and losses associated with financial
derivatives, including interest flows, are treated as revaluations and recorded in
the statement of other economic flows and are not included in the statement of
revenues and expenses.

Under AAS31, valuation changes due to movements in foreign exchange rates
are reflected in the statement of revenues and expenses. Under GFS,
revaluations are not considered to be linked to economic activity and are not
included in the statement of revenues and expenses.

(See Budget Paper No. 1 Budget Strategy and Outlook 2002-03, Statements 10-12 for
more detailed information on the GFS and AAS31 reporting standards.)

Policy review

Both the AAS31 and GFS standards are reviewed regularly. For example, the
Australian accounting standard setter, the Australian Accounting Standards
Board recently issued an exposure draft on the recognition and measurement of
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financial instruments. This requires, in certain instances, the disclosure of all
financial assets and liabilities consistent with fair value accounting  principles.

Effective implementation of a fair value accounting model would require careful
integration of financial and capital market concepts into accounting frameworks.
The AOFM will closely monitor these developments over the next year.

Reporting implications

The AOFM seeks to provide a high degree of transparency in presenting
information on debt management transactions and portfolio exposures. When
analysing the impact of the AOFM’s debt management transactions on the
budget, it is important to recognise which standard the information was
produced under. For example, when attempting to draw conclusions on the
effectiveness of particular debt management strategies or the impact of
movements in financial market pricing on financial outcomes, the information
should be interpreted with regard to the conceptual objectives of the relevant
reporting standard.

While the AOFM reports under two prescribed reporting standards, the aim is
to achieve the optimal long-term economic outcome for the portfolio. In making
these decisions, consideration is given to ensure unintended reporting effects are
minimised.
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STATISTICAL INFORMATION

Explanatory notes

The Commonwealth holds stock, acquired through market repurchasing, in
various Treasury Fixed Coupon Bond lines. The stock was acquired under the
Treasurer’s investment powers conferred by the Financial Management and
Accountability Act 1997 and, before 1 July 1999, the Loan Consolidation and
Investment Reserve Act 1955.

Commonwealth Government securities held by the Commonwealth do not
constitute a liability for the Commonwealth and are excluded from the data
presented in this part, where indicated.

Forms of Commonwealth indebtedness not evidenced by the issue of securities
is excluded, as is debt of Commonwealth semi-government and local authorities
and the debt of other bodies guaranteed by the Commonwealth.

Commonwealth securities the Reserve Bank of Australia holds, or the
Commonwealth, States or Territories hold, would be deducted in calculations of
net public debt, but are included in this part, except where indicated.

The figures contained in this part cannot be used to derive borrowings or net
borrowings because, in addition to the coverage factors mentioned above, all the
figures are in nominal or face value terms; however, some securities are
originally issued, or ultimately redeemed or repurchased, at prices different
from their face value.

The Australian currency equivalent is shown for securities repayable in foreign
currencies. The conversion uses the rate for the Australian dollar against the
US dollar for the last working day of the financial year, as published by the
Reserve Bank of Australia. This rate is an average of market rates. Rates for
foreign currencies other than the Deutsche mark cross the
Australian dollar/US dollar rate with market rates for those currencies on the
same day. The Deutsche mark exchange rate multiplies the value of the
Australian dollar against the euro by the relativity factor for the Deutsche mark
established on introducing the euro.

While this method shows the amounts involved in a common currency, the cost
in Australian dollars of meeting the various obligations will differ from that
shown, to the extent the relevant exchange rates change between 30 June 2002
and the dates on which the obligations are paid.
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The rates of exchange to the Australian dollar at 30 June 2001 and at
30 June 2002 are as follows:

$W����-XQH����� $W����-XQH�����

6WHUOLQJ ������ ������

8QLWHG�6WDWHV�GROODU ������ ������

'HXWVFKH�PDUN ������ ������

6ZLVV�IUDQF ������ ������

(XUR ������ ������

-DSDQHVH�\HQ ����� �����
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Table 3:  Government securities denominated in Australian dollars
on issue, classified by holder at 30 June 1999 to 2002
+ROGHU

�P � �P � �P � �P �

%DQNV ������ ��� ������ ��� ����� ��� ����� ���

0RQH\�PDUNHW�GHDOHUV �� �� �� �� �� �� �� ��

/LIH�DVVXUDQFH�RIILFHV ����� �� ����� �� ����� �� ����� ��

3HQVLRQ�DQG�SURYLGHQW�IXQGV ���� �� ��� �� ��� �� ��� ��

,QVXUDQFH�FRPSDQLHV ����� �� ����� �� ����� �� ����� ��

3XEOLF�DXWKRULWLHV ����� �� ����� �� ����� �� ����� ��

2WKHUV ������ ��� ������ ��� ������ ��� ������ ���

7RWDO�0DUNHW ������ ��� ������ ��� ������ ��� ������ ���

5HVHUYH�%DQN���

7UHDVXU\�%RQGV�D� ����� �� ������ ��� ������ ��� ������ ���

7UHDVXU\�1RWHV ����� �� ����� �� ��� �� ���� ��

&RPPRQZHDOWK��

,QWHUQDO�7UHDVXU\�%LOOV ������ ��� �� �� �� �� �� ��

7UHDVXU\�)L[HG�&RXSRQ

�%RQGV ����� �� ����� �� ����� �� ����� ��

7RWDO�2IILFLDO ������ ��� ������ ��� ������ ��� ������ ���

7RWDO�E� ������� ���� ������ ���� ������ ���� ������ ����

������HVW����� ��������

�D� ,QFOXGHV�7UHDVXU\�)L[HG�&RXSRQ�%RQGV��7UHDVXU\�$GMXVWDEOH�5DWH�%RQGV�DQG�7UHDVXU\�,QGH[HG�%RQGV�
�E� ([FOXGHV� )HGHUDO� $LUSRUWV� &RUSRUDWLRQ�� $XVWUDOLDQ� 1DWLRQDO� 5DLOZD\V� DQG� 6QRZ\� 0RXQWDLQV

+\GUR�(OHFWULF�$XWKRULW\�ORDQV�DVVXPHG�E\�WKH�&RPPRQZHDOWK�
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Table 4: Government securities on issue, Australian dollar and foreign
currency denominated, as a percentage of GDP from 1993 to 2002(a)

6HFXULWLHV�5HSD\DEOH 6HFXULWLHV�5HSD\DEOH�LQ 7RWDO�6HFXULWLHV

LQ�$XVWUDOLDQ�'ROODUV�E� )RUHLJQ�&XUUHQFLHV�F��G� RQ�,VVXH

���� ���� ��� ����

���� ���� ��� ����

���� ���� ��� ����

���� ���� ��� ����

���� ���� ��� ����

���� ���� ��� ����

���� ���� ��� ����

���� ���� ��� ����

���� ��� U ��� ���

���� ��� ��� ���

�D�� $V�DW����-XQH�
�E�� ([FOXGHV�,QWHUQDO�7UHDVXU\�%LOOV�DQG�RWKHU�&RPPRQZHDOWK�KROGLQJV�
�F�� &RQYHUWHG�WR�$XVWUDOLDQ�GROODUV�DW�WKH�UDWHV�RI�H[FKDQJH�UXOLQJ�RQ�WKH�GDWHV�LQGLFDWHG�
�G�� ([FOXGHV�OLDELOLWLHV�KHOG�E\�WKH�&RPPRQZHDOWK�DV�DQ�LQYHVWPHQW�
U UHYLVHG

Table 5:  Composition of the Commonwealth’s foreign currency
liabilities at 30 June 2002(a)(b)

%\�&XUUHQF\

�P � �P �

6WHUOLQJ ������ ���� ������ ���

8QLWHG�6WDWHV�'ROODUV ������ ���� ������� ����

7RWDO ������ ������ �������� ������

$IWHU�$GMXVWPHQW�

IRU�'HULYDWLYHV�F�

%HIRUH�$GMXVWPHQW

�IRU�'HULYDWLYHV

�D� )DFH�YDOXH��FRQYHUWHG�WR�$XVWUDOLDQ�GROODUV�DW�WKH�H[FKDQJH�UDWHV�LQGLFDWHG�LQ�WKH�H[SODQDWRU\�QRWHV�WR
WKLV�3DUW�

�E� ([FOXGHV�RYHUGXH�VWRFNV�
�F� ,QFOXGHV�VZDSV�DQG�IRUZDUG�IRUHLJQ�H[FKDQJH�FRQWUDFWV�



66

Part 5:  Statistical information

T
ab

le
 6

:  
C

o
m

po
si

ti
o

n 
o

f s
w

ap
s 

po
rt

fo
lio

 a
t 

30
 J

un
e 

20
02

In
te

re
st

 r
at

e 
sw

ap
s

1
X
P
E
H
U�
R
I

7
UD
Q
V
D
F
WL
R
Q
V

&
X
UU
H
Q
F
\

1
R
WL
R
Q
D
O

3
UL
Q
F
LS
D
O�
�P

LO
OL
R
Q
�

,Q
WH
UH
V
W

5
D
WH

)
UH
T
X
H
Q
F
\
�R
I

3
D
\
P
H
Q
W

,Q
WH
UH
V
W�
5
D
WH

)
UH
T
X
H
Q
F
\
�R
I

3
D
\
P
H
Q
W

5
H
P
D
LQ
LQ
J
�/
LI
H

R
I�
6
Z
D
S
V

�<
H
D
UV
��
D
�

&
R
P
P
R
Q
Z
H
D
OW
K

UH
F
H
LY
H
V

&
R
P
P
R
Q
Z
H
D
OW
K

S
D
\
V

�
�

$
X
V
WU
D
OLD
Q
�G
R
OOD
U

�
��
�
�
��

)
L[
H
G

4
X
D
UW
H
UO
\

)
OR
D
WL
Q
J

4
X
D
UW
H
UO
\

�
��

�
�
�

$
X
V
WU
D
OLD
Q
�G
R
OOD
U

�
�
��
�
�
��

)
L[
H
G

6
H
P
L�
$
Q
Q
X
D
O

)
OR
D
WL
Q
J

6
H
P
L�
$
Q
Q
X
D
O

�
��

C
ro

ss
 c

ur
re

nc
y 

in
te

re
st

 r
at

e 
sw

ap
s

1
X
P
E
H
U�
R
I

7
UD
Q
V
D
F
WL
R
Q
V

&
X
UU
H
Q
F
\

3
UL
Q
F
LS
D
O

�P
LO
OL
R
Q
�

,Q
WH
UH
V
W

5
D
WH

)
UH
T
X
H
Q
F
\

R
I�
3
D
\
P
H
Q
W

&
X
UU
H
Q
F
\

3
UL
Q
F
LS
D
O

�P
LO
OL
R
Q
�

,Q
WH
UH
V
W

5
D
WH

)
UH
T
X
H
Q
F
\

R
I�
3
D
\
P
H
Q
W

5
H
P
D
LQ
LQ
J
�/
LI
H

R
I�
6
Z
D
S
V

�<
H
D
UV
��
D
�

&
R
P
P
R
Q
Z
H
D
OW
K

UH
F
H
LY
H
V

&
R
P
P
R
Q
Z
H
D
OW
K

3
D
\
V

�
�

$
X
V
WU
D
OLD
Q
�G
R
OOD
U

�
��
�
�
��

)
L[
H
G

6
H
P
L�
D
Q
Q
X
D
O

8
Q
LW
H
G
�6
WD
WH
V
�G
R
OOD
U

�
��
�
�
��

)
L[
H
G

6
H
P
L�
D
Q
Q
X
D
O

�
��

�
�

$
X
V
WU
D
OLD
Q
�G
R
OOD
U

�
��
�
�
��

)
L[
H
G

6
H
P
L�
D
Q
Q
X
D
O

8
Q
LW
H
G
�6
WD
WH
V
�G
R
OOD
U

�
��
�
�
��

)
OR
D
WL
Q
J

6
H
P
L�
D
Q
Q
X
D
O

�
��

�
$
X
V
WU
D
OLD
Q
�G
R
OOD
U

�
�
�
��

)
OR
D
WL
Q
J

6
H
P
L�
D
Q
Q
X
D
O

8
Q
LW
H
G
�6
WD
WH
V
�G
R
OOD
U

�
�
��

)
OR
D
WL
Q
J

6
H
P
L�
D
Q
Q
X
D
O

�
��

�
$
X
V
WU
D
OLD
Q
�G
R
OOD
U

�
�
��

)
OR
D
WL
Q
J

4
X
D
UW
H
UO
\

8
Q
LW
H
G
�6
WD
WH
V
�G
R
OOD
U

�
�
��

)
L[
H
G

$
Q
Q
X
D
O

�
��

�
8
Q
LW
H
G
�6
WD
WH
V

G
R
OOD
U

�
�
�
��

)
L[
H
G

$
Q
Q
X
D
O

$
X
V
WU
D
OLD
Q
�G
R
OOD
U

�
�
�
��

)
L[
H
G

6
H
P
L�
D
Q
Q
X
D
O

�
��

�D
�

:
H
LJ
K
WH
G
�D
Y
H
UD
J
H
�U
H
P
D
LQ
LQ
J
�O
LI
H
�R
I�
V
Z
D
S
V
�D
W�
�
�
�-
X
Q
H
��
�
�
�
�



67

Part 5:  Statistical information

T
ab

le
 7

:  
C

ha
ng

e 
du

ri
ng

 2
00

1-
02

 in
 G

o
ve

rn
m

en
t 

se
cu

ri
ti

es
 o

n 
is

su
e

A
 

 S
ec

ur
iti

es
 r

ep
ay

ab
le

 in
 A

us
tr

al
ia

n 
do

lla
rs

 (
fa

ce
 v

al
ue

)

6
H
F
X
UL
WL
H
V

1
H
Z
�

5
H
G
H
P
S
WL
R
Q
V

&
R
Q
Y
H
UV
LR
Q
�I
UR
P

1
H
W�

6
H
F
X
UL
WL
H
V

R
Q
�,
V
V
X
H
�D
W

V
H
F
X
UL
WL
H
V

D
Q
G

R
Q
H
�W
\
S
H
�R
I�

0
R
Y
H
P
H
Q
W

R
Q
�,
V
V
X
H
�D
W

�
�
�-
X
Q
H
��
�
�
�

,V
V
X
H
G

5
H
S
X
UF
K
D
V
H
V

V
H
F
X
UL
W\

�
�
�-
X
Q
H
��
�
�
�

WR
�D
Q
R
WK
H
U

�

�
�
�

�

�
�
�

�

�
�
�

�

�
�
�

�

�
�
�

�

�
�
�

&
R
P
P
R
Q
Z
H
D
OW
K

��
��
7
UH
D
V
X
U\
�)
L[
H
G
�&
R
X
S
R
Q
�%
R
Q
G
V

��
�
��
�
�
��
�
�

��
��
�
�
��
�
�

��
��
�
�
��
�
�

��
��
�
�
�

��
�
��
�
�
��
�
�

��
�
��
�
�
��
�
�

��
��
7
UH
D
V
X
U\
�,
Q
G
H
[H
G
�%
R
Q
G
V

��
��
�
�
��
�
�

��
�
�
�
��
�
�

��
��

��
��
�
�
�
��
�
�

��
��
�
�
��
�
�

��
��
2
Y
H
UG
X
H
�6
H
F
X
UL
WL
H
V

��
�
��
�
�

��
��
��
�
�

��
��
�
�

��
��
�
�
�

��
�
��
�
�

��
��
7
UH
D
V
X
U\
�1
R
WH
V

��
��
�
�
��
�
�

��
��
�
�
�
��
�
�

�D
�

��
��
��
�
�
��
�
�

��
��
�
�
��
�
�

��
��
2
WK
H
U�
E
�

��
�
�
�
��
�
�

��
�
�
�
��
�
�

�F
�

��
�
�
�
��
�
�

��
��
�
�
��
�
�

��
�
�
�
��
�
�

7
R
WD
O�
&
R
P
P
R
Q
Z
H
D
OW
K

��
�
��
�
�
��
�
�

��
��
�
�
��
�
�

��
��
�
�
��
�
�

��
��
�
��
�
�
��
�
�

��
�
��
�
�
��
�
�

6
WD
WH
V
�D
Q
G
�1
R
UW
K
H
UQ
�7
H
UU
LW
R
U\

��
��
7
UH
D
V
X
U\
�)
L[
H
G
�&
R
X
S
R
Q
�%
R
Q
G
V

��
�
�
�
��
�
�

��
��
�
�
��
�
�

��
��
��
�
��
�
�

��
�
�
�
��
�
�

��
��
7
D
[�
)
UH
H
�6
WR
F
N

��
�
�
��
�
�

��
��
��
�
�

��
��
��
�
�
�

��
�
�
��
�
�

��
��
6
WD
WH
�'
R
P
H
V
WL
F
�5
D
LV
LQ
J
V

��
�
�
�
��
�
�

��
��
�
�
��
�
�

��
��
��
�
��
�
�

��
�
�
�
��
�
�

��
��
2
Y
H
UG
X
H
�6
H
F
X
UL
WL
H
V

��
��
�
�

��
��
��
�

��
��
��
�
�

��
��
�
�

7
R
WD
O�
6
WD
WH
V
�D
Q
G
�

1
R
UW
K
H
UQ
�7
H
UU
LW
R
U\

��
�
�
�
��
�
�

��
��
�
�
�
��
�
�

��
��
��
�
�
��
�
�

��
�
�
�
��
�
�

7
R
WD
O�
&
R
P
P
R
Q
Z
H
D
OW
K
��
6
WD
WH
V

D
Q
G
�1
R
UW
K
H
UQ
�7
H
UU
LW
R
U\

��
�
��
�
�
��
�
�

��
��
�
�
��
�
�

��
��
�
�
��
�
�

��
��
�
��
�
�
��
�
�

��
�
��
�
�
��
�
�

&
K
D
Q
J
H
V
�G
X
UL
Q
J
��
�
�
�
��
�

�D
�

1
H
W�
P
R
Y
H
P
H
Q
W�

�E
�

3
H
D
F
H
�6
D
Y
LQ
J
V
�&
H
UW
LI
LF
D
WH
V
�D
Q
G
�O
R
D
Q
V
�D
V
V
X
P
H
G
�I
UR
P
�W
K
H
�)
H
G
H
UD
O�
$
LU
S
R
UW
V
�&
R
US
R
UD
WL
R
Q
��
$
X
V
WU
D
OLD
Q
�1
D
WL
R
Q
D
O�
5
D
LOZ

D
\
V
�D
Q
G
�6
Q
R
Z
\
�0

R
X
Q
WD
LQ
V
�+
\
G
UR
�(
OH
F
WU
LF
�$
X
WK
R
UL
W\
�

�F
�

/
R
D
Q
V
�D
V
V
X
P
H
G
�I
UR
P
�W
K
H
�6
Q
R
Z
\
�0

R
X
Q
WD
LQ
V
�+
\
G
UR
�(
OH
F
WU
LF
�$
X
WK
R
UL
W\
�



68

Part 5:  Statistical information

T
ab

le
 7

:  
C

ha
ng

e 
du

ri
ng

 2
00

1-
02

 in
 G

o
ve

rn
m

en
t 

se
cu

ri
ti

es
 o

n 
is

su
e 

(c
o

nt
in

ue
d)

B 
 S

ec
ur

iti
es

 r
ep

ay
ab

le
 in

 fo
re

ig
n 

cu
rr

en
ci

es
 (

fa
ce

 v
al

ue
 in

 fo
re

ig
n 

cu
rr

en
cy

)

6
H
F
X
UL
WL
H
V

1
H
Z
�V
H
F
X
UL
WL
H
V

5
H
G
H
P
S
WL
R
Q
V
�D
Q
G

1
H
W

6
H
F
X
UL
WL
H
V

R
Q
�,
V
V
X
H
�D
W

,V
V
X
H
G

5
H
S
X
UF
K
D
V
H
V

0
R
Y
H
P
H
Q
W

R
Q
�,
V
V
X
H
�D
W

�
�
�-
X
Q
H
��
�
�
�

�
�
�-
X
Q
H
��
�
�
�


�
�
�


�
�
�


�
�
�


�
�
�


�
�
�

&
R
P
P
R
Q
Z
H
D
OW
K

��
��
6
WH
UO
LQ
J

��
�
��
�
�

��
��

��
��
�
��
�
�

��
��
8
Q
LW
H
G
�6
WD
WH
V
�'
R
OOD
U

��
�
�
��
�
�

��
��
��
�
�

��
�
��
�
�

��
�
�
��
�
�

��
��
'
H
X
WV
F
K
H
�0

D
UN
V

��
�
�

��
��

��
��
�
�

��
��
6
Z
LV
V
�)
UD
Q
F
V

��
�
�

��
��

��
��
�
�

��
��
-
D
S
D
Q
H
V
H
�<
H
Q

��
�
�
�

��
��

��
��
�
�
�

6
WD
WH
V

��
��
6
WH
UO
LQ
J

��
�
�
�

��
��

��
��
�
�
�

&
K
D
Q
J
H
V
�G
X
UL
Q
J
��
�
�
�
��
�



69

Part 5:  Statistical information

T
ab

le
 7

:  
C

ha
ng

e 
du

ri
ng

 2
00

1-
02

 in
 G

o
ve

rn
m

en
t 

se
cu

ri
ti

es
 o

n 
is

su
e 

(c
o

nt
in

ue
d)

C
 

 S
ec

ur
iti

es
 r

ep
ay

ab
le

 in
 fo

re
ig

n 
cu

rr
en

ci
es

 (
A

us
tr

al
ia

n 
do

lla
r 

eq
ui

va
le

nt
)(a

)

6
H
F
X
UL
WL
H
V

1
H
Z

5
H
G
H
P
S
WL
R
Q
V

0
R
Y
H
P
H
Q
W

1
H
W

6
H
F
X
UL
WL
H
V

�
R
Q
�,
V
V
X
H
�D
W

6
H
F
X
UL
WL
H
V

D
Q
G

G
X
H
�W
R

0
R
Y
H
P
H
Q
W

R
Q
�,
V
V
X
H
�D
W

�
�
�-
X
Q
H
��
�
�
�

,V
V
X
H
G

�5
H
S
X
UF
K
D
V
H
V

(
[
F
K
D
Q
J
H
�5
D
WH

�
�
�-
X
Q
H
��
�
�
�

9
D
UL
D
WL
R
Q
V

�
$

�
�
�

�
$

�
�
�

�
$

�
�
�

�
$

�
�
�

�
$

�
�
�

�
$

�
�
�

&
R
P
P
R
Q
Z
H
D
OW
K
�

��
��
6
WH
UO
LQ
J

��
�
�
�
��
�
�

��
��

��
��
��
�
�

��
��
��
�
�

��
�
�
�
��
�
�

��
��
8
Q
LW
H
G
�6
WD
WH
V
�'
R
OOD
U

��
�
�
�
��
�
�

��
��
�
�
��
�
�

��
��
�
��
�
�

��
��
�
��
�
�

��
�
�
�
��
�
�

��
��
'
H
X
WV
F
K
H
�0

D
UN
V

��
��

��
��

�E
�

�E
�

��
��
�

��
��
6
Z
LV
V
�)
UD
Q
F
V

��
��
�

��
��

��
��

��
��

��
��
�

��
��
-
D
S
D
Q
H
V
H
�<
H
Q

��
��

��
��

�E
�

�E
�

��
��

7
R
WD
O�
&
R
P
P
R
Q
Z
H
D
OW
K

��
�
�
�
��
�
�

��
��
�
�
��
�
�

��
��
�
��
�
�

��
��
�
��
�
�

��
�
�
�
��
�
�

6
WD
WH
V
�

��
��
6
WH
UO
LQ
J

��
�
��
�
�

��
��

��
��
�
�

��
��
�
�

��
�
��
�
�

7
R
WD
O�
6
WD
WH
V

��
�
��
�
�

��
��

��
��
�
�

��
��
�
�

��
�
��
�
�

7
R
WD
O�
&
R
P
P
R
Q
Z
H
D
OW
K
�D
Q
G
�6
WD
WH
V

��
�
�
�
��
�
�

��
��
�
�
��
�
�

��
��
�
��
�
�

��
��
�
��
�
�

��
�
�
�
��
�
�

&
K
D
Q
J
H
V
�G
X
UL
Q
J
��
�
�
�
��
�

�D
�

&
R
Q
Y
H
UW
H
G
�W
R
�$
X
V
WU
D
OLD
Q
�G
R
OOD
UV
�D
W�
WK
H
�H
[F
K
D
Q
J
H
�U
D
WH
V
�L
Q
G
LF
D
WH
G
�L
Q
�W
K
H
�H
[S
OD
Q
D
WR
U\
�Q
R
WH
V
�W
R
�W
K
LV
�3
D
UW
�

�E
�

/
H
V
V
�W
K
D
Q
��
�
�
�
�



Part 5:  Statistical information

70

Table 8:  Principal contractual obligations of the Commonwealth
and State Governments on Australian dollar denominated debt at
30 June 2002(a)

<HDU 7RWDO &RPPRQZHDOWK 6WDWHV

�E�

�
��� �
��� �
���

������� ��������� ��������� �������

������� ��������� ��������� ��������

������� ��������� ��������� �������

������� ���������� ���������� ��������

������� ��������� ��������� ��

������� ��������� ��������� ��

������� ��������� ��������� ��

������� ��������� ��������� ��

������� ��������� ��������� ��

������� �� �� ��

������� ��������� ��������� ��

������� �� �� ��

������� �������� �������� ��

������� ��������� ��������� ��

������� ��������� ��������� ��

2SWLRQDO�F� ������� ���� �������

2YHUGXHV ������ ������ �����

7RWDO ���������� ���������� ��������

�D� 5HSD\PHQWV�RI�SULQFLSDO�DPRXQWV�
�E� ,QFOXGHV��¶��������������RI�7UHDVXU\�)L[HG�&RXSRQ�%RQGV�KHOG�DV�DQ�LQYHVWPHQW�E\�WKH

&RPPRQZHDOWK�
�F� 3HDFH�6DYLQJV�&HUWLILFDWHV�IRU�WKH�&RPPRQZHDOWK�DQG�7D[�)UHH�6WRFN�IRU�WKH�6WDWHV�
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Table 9:  Principal contractual obligations of the Commonwealth
and State Governments on foreign currency denominated debt at
30 June 2002(a)(b)

7RWDO 86

<HDU 2EOLJDWLRQV 6WHUOLQJ 'ROODUV�F�

�$
��� �
��� �$
��� �86
��� �$
���

������� �� �� �� �� ��

������� �������� �� �� �������� ��������

������� �� �� �� �� ��

������� ������� �� �� ������� �������

������� �� �� �� �� ��

������� �� �� �� �� ��

������� �� �� �� �� ��

������� �� �� �� �� ��

������� ������� ������� ������� �� ��

������� �� �� �� �� ��

������� ������� ������� ������� �� ��

������� �� �� �� �� ��

������� �� �� �� �� ��

������� ������� ������� ������� �� ��

������� ������ �� �� ������ ������

7RWDO �������� ������� �������� �������� ��������

�D� 5HSD\PHQWV� RI� SULQFLSDO� DPRXQWV��$OO� REOLJDWLRQV� LQ� WKH� WDEOH� DUH� RI� WKH� &RPPRQZHDOWK�� ����� ����
��$������������LV�RQ�LVVXH�RQ�EHKDOI�RI�6RXWK�$XVWUDOLD�DQG�PDWXUHV�DW�WKH�6RXWK�$XVWUDOLDQ�7UHDVXUHU¶V
RSWLRQ�

�E� 7KH�$XVWUDOLDQ�GROODU�HTXLYDOHQW�RI�IRUHLJQ�FXUUHQF\�GHEW�REOLJDWLRQV�KDV�EHHQ�FDOFXODWHG�DW�WKH�UDWHV�RI
H[FKDQJH�LQGLFDWHG�LQ�WKH�H[SODQDWRU\�QRWHV�WR�WKLV�3DUW�

�F� ,QFOXGHV�)HGHUDO�$LUSRUWV�&RUSRUDWLRQ�OLDELOLWLHV�DVVXPHG�E\�WKH�&RPPRQZHDOWK�LQ���������
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Table 10:  Government securities on issue at 30 June 2002
(Australian dollar denominated) (continued)

�����������������������������������7RWDO�RQ�,VVXH��D�

5DWH 0DWXULW\ 6HULHV 2ULJLQDO 1RPLQDO�YDOXH�DV

� 'DWH 1XPEHU IDFH�YDOXH DW����-XQH�����

�
��� �
���

7UHDVXU\�,QGH[HG�%RQGV

&DSLWDO�,QGH[HG

��� ���$XJ����� &$,1��� �������� ���������

��� ���$XJ����� &$,1��� ��������� ���������

��� ���$XJ����� &$,1��� ��������� ���������

��� ���$XJ����� &$,1��� ��������� ���������

7RWDO�&DSLWDO�,QGH[HG ��������� ���������

,QWHUHVW�,QGH[HG

���� ���$XJ����� ,1,1��� ����

���� ���$XJ����� ,1,1��� ����

��� ���$XJ����� ,1,1��� ���

���� ���$XJ����� ,1,1��� ����

��� ���$XJ����� ,1,1��� ����

��� ���$XJ����� ,1,1��� ���

7RWDO�,QWHUHVW�,QGH[HG ����

7RWDO�,QGH[HG�%RQGV ���������

�D� $OO�RQ�LVVXH�IRU�WKH�&RPPRQZHDOWK�
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Table 10:  Government securities on issue at 30 June 2002
(Australian dollar denominated) (continued)

5DWH 0DWXULW\ 7RWDO 2Q�,VVXH�IRU 2Q�,VVXH�IRU

6HFXULWLHV � 'DWH RQ�,VVXH &RPPRQZHDOWK WKH�6WDWHV

�
��� �
��� �
���

0LVFHOODQHRXV�6HFXULWLHV

7D[�)UHH�6WRFN 9DULRXV 1R�)L[HG�'DWH ������� �� �������

6WDWH�'RPHVWLF�5DLVLQJV 9DULRXV 9DULRXV �������� �� ��������

3HDFH�6DYLQJV�&HUWLILFDWHV ����� �D� ���� ���� ��

2YHUGXHV QLO 0DWXUHG ������ ������ �����

7UHDVXU\�1RWHV �E� 9DULRXV ��������� ��������� ��

6QRZ\�0RXQWDLQV�+(�$XWKRULW\��F� 9DULRXV 9DULRXV �������� �������� ��

)HGHUDO�$LUSRUWV�&RUS��F��G� 9DULRXV 9DULRXV �������� �������� ��

7RWDO�0LVFHOODQHRXV ��������� ��������� ��������

7RWDO�$XVWUDOLDQ�'ROODUV ���������� ���������� ��������

�D� 8S�WR���GD\V�QRWLFH�
�E� 3DUWLFXODUV�RI�\LHOGV�RIIHUHG�RQ�LVVXHV�GXULQJ���������DUH�VHW�RXW�LQ�7DEOH����
�F� /LDELOLWLHV�DVVXPHG�E\�WKH�&RPPRQZHDOWK�
�G� ,QFOXGHV������PLOOLRQ�(XUR��$�ORDQ�
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Table 11:  Government securities on issue at 30 June 2002
(foreign currency denominated)

5DWH� 0DWXULW\�'DWH 7RWDO�RQ�,VVXH�D�

�

6WHUOLQJ

3XEOLF�/RDQV

�
���

���� ���-XO����� �������

��� ���2FW����� �������

������ ���2FW����� �������

��1LO 2YHUGXH�E� ����

�������

2WKHU�/RDQV

��� $W�6RXWK�$XVWUDOLDQ

���7UHDVXUHU
V�2SWLRQ ����F�

���1LO 2YHUGXH ��G�

�����

7RWDO�6WHUOLQJ �������

8QLWHG�6WDWHV�'ROODU

3XEOLF�/RDQV

�86
���

������� ���1RY������H��I� ��������

������� ��)HE����� �������

������� ���0DU����� ������

7RWDO�8QLWHG�6WDWHV�'ROODUV ��������

'HXWVFKH�0DUNV

3XEOLF�/RDQV

'0
���

���1LO 2YHUGXH�E� ����

7RWDO�'HXWVFKH�0DUNV ����

6ZLVV�)UDQFV

3XEOLF�/RDQV

6Z)U
���

����1LO 2YHUGXH�E� ����

7RWDO�6ZLVV�)UDQFV ����

-DSDQHVH�<HQ

3XEOLF�/RDQV

<HQ�
���

���1LO 2YHUGXH�E� �����

7RWDO�-DSDQHVH�<HQ �����

�D� $OO�VHFXULWLHV�RQ�LVVXH�IRU�WKH�&RPPRQZHDOWK�H[FHSW�ZKHUH�LQGLFDWHG�
�E� (ODSVHG�ERQGV�UHFODLPHG�IURP�ILVFDO�DJHQW�
�F� 2Q�EHKDOI�RI�6RXWK�$XVWUDOLD�
�G� 2Q�EHKDOI�RI�1HZ�6RXWK�:DOHV�
�H� 5DLVHG�LQ�(XURSH�
�I� )HGHUDO�$LUSRUWV�&RUSRUDWLRQ�OLDELOLW\�DVVXPHG�E\�WKH�&RPPRQZHDOWK�
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Table 12:  Commonwealth investments at 30 June 2002
5DWH 0DWXULW\ )DFH�9DOXH�RI &RVW�RI

� 'DWH �,QYHVWPHQW ,QYHVWPHQW

� �

7UHDVXU\�)L[HG�&RXSRQ�%RQGV

������� ���-XO����� ����������� �����������

��� ���-XO����� ���������� ����������

��� ���0D\����� ��������� ���������

��� ���6HS����� ������������ ������������

��� ���-XO����� ����������� �����������

��� ���-XO����� ������� �������

���� ���)HE����� ������������� �������������

���� ���2FW����� ������������� �������������

7RWDO�7UHDVXU\�)L[HG�&RXSRQ�%RQGV ������������� �������������

7HUP�'HSRVLWV�ZLWK�5%$

������� ��-XO����� ������������ ������������

���� ��-XO����� ������������� �������������

������� ��-XO����� ������������ ������������

������� ��-XO����� ������������ ������������

���� ��-XO����� ������������ ������������

������� ��-XO����� ������������ ������������

������� ���-XO����� ������������ ������������

������� ���-XO����� ������������ ������������

���� ���-XO����� ������������ ������������

������� ���-XO����� ������������ ������������

���� ���-XO����� ������������ ������������

������� ���-XO����� ������������ ������������

������� ���-XO����� ������������ ������������

������� ���-XO����� ������������ ������������

������� ���-XO����� ������������ ������������

������� ���-XO����� ������������ ������������

������� ��$XJ����� ������������ ������������

������� ���2FW����� ������������� �������������

7RWDO�7HUP�'HSRVLWV �������������� ��������������

7RWDO�,QYHVWPHQWV �������������� ��������������
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Table 16:  Summary of proceeds of loans raised in 2001-02
)DFH�9DOXH &DVK�3URFHHGV

%RUURZLQJ�,QVWUXPHQW � �

7UHDVXU\�)L[HG�&RXSRQ�%RQGV ������������� �������������

7UHDVXU\�,QGH[HG�%RQGV ������������ ������������

7RWDO ������������� �������������

Table 17:  Treasury Notes issued in 2001-02
7HQGHU 7HQGHU 0DWXULW\ $PRXQW 5HVHUYH�%DQN :HLJKWHG

'DWH 1XPEHU 'DWH $OORWWHG WDNH�XS $YHUDJH�<LHOG

�P �P �

��-XO����� ������ ���2FW����� ��� �� �����
��-XO����� ������ ���-DQ����� ��� �� �����

���-XO����� ������ ���2FW����� ��� �� �����
���-XO����� ������ ���-DQ����� ��� �� �����
��$XJ����� ������ ���-DQ����� ��� �� ����	

���$XJ����� ������ ���2FW����� ��� �� ���
�
���$XJ����� ������ ���-DQ����� ��� �� �����
��6HS����� ������ ���2FW����� ��� �� ��
��
��6HS����� ������ ���-DQ����� ��� �� ��

�

���6HS����� ������ ���-DQ����� ��� �� ��	��
��2FW����� ������ ���-DQ����� ��� �� ��	��

���2FW����� ������ ���$SU����� ��� �� ���
	
���2FW����� ������ ���-DQ����� ��� �� ����	
���2FW����� ������ ���$SU����� ��� �� �����
��1RY����� ������ ���$SU����� ��� �� ���	�

���1RY����� ������ ���-DQ����� ��� �� ��		�
���1RY����� ������ ���$SU����� ��� �� ��	��
��'HF����� ������ ���$SU����� ��� �� �����

���'HF����� ������ ���$SU����� ��� �� ���
�

��-DQ����� ������ ���$SU����� ��� �� �����
��-DQ����� ������ ���-XO����� ��� �� ����	

���-DQ����� ������ ���-XO����� ��� �� ��	��
��)HE����� ������ ���$SU����� ��� �� �����

���)HE����� ������ ���$SU����� ��� �� ��	��
���)HE����� ������ ���-XO����� ��� �� ��	


���)HE����� ������ ���-XO����� ��� �� ����

���0DU����� ������ ���-XO����� ��� �� �����
���0DU����� ������ ���-XO����� ��� �� ��
��
��$SU����� ������ ���2FW����� ��� �� �����

���$SU����� ������ ���-XO����� ��� �� �����
���$SU����� ������ ���2FW����� ��� �� ���
�
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Table 19:  Forward foreign exchange contracts executed by the
Commonwealth in 2001-02

%X\ 6HOO

1XPEHU�RI
7UDQVDFWLRQV

&XUUHQF\ $PRXQW
��PLOOLRQ�

&XUUHQF\ $PRXQW
�PLOOLRQ�

$YHUDJH
/LIH
�GD\V�

�� $XVWUDOLDQ�GROODU ������� 8QLWHG�6WDWHV�GROODU ������� ���

Table 20:  Redemption during 2001-02 of Government securities on
issue for the Commonwealth (Australian dollar denominated)

5DWH )LQDO )DFH�9DOXH &RVW

� 0DWXULW\ � �

'DWH

7UHDVXU\�)L[HG�&RXSRQ�%RQGV�DW�0DWXULW\

���� ���-XO����� �������������� ��������������

���� ���1RY����� ��������������� ���������������

���� ���0DU����� ���������������� ����������������

7RWDO ���������������� ����������������

7UHDVXU\�)L[HG�&RXSRQ�%RQGV�WKURXJK�5HSXUFKDVH

���� ���-XO����� ������������ ������������

���� ���-XO����� ������������ ������������

���� ���)HE����� �������������� ��������������

��� ���0D\����� ������������ ������������

��� ���-XO����� ������������ ������������

��� ���-XO����� ������������ ������������

7RWDO �������������� ��������������

7UHDVXU\�,QGH[HG��%RQGV�WKURXJK�5HSXUFKDVH

��� ���$XJ����� ���������� ����������

��� ���$XJ����� ���������� ����������

7RWDO ���������� ����������
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Table 20:  Redemption during 2001-02 of Government securities on
issue for the Commonwealth (Australian dollar denominated)
(continued)

�5DWH )LQDO )DFH�9DOXH &RVW

� 0DWXULW\ � �

'DWH

2YHUGXH�7UHDVXU\�%RQGV

9DULRXV 9DULRXV ����������� �����������

2YHUGXH�$XVWUDOLDQ�6DYLQJV�%RQGV

9DULRXV 9DULRXV ���������� ����������

2YHUGXH�6SHFLDO�%RQGV

��� ��-DQ����� �������� ��������

/RDQV�RI�$XVWUDOLDQ�1DWLRQDO�5DLOZD\V��D�

=HUR ��-XQ����� �������������� ��������������

7RWDO�'RPHVWLF ���������������� ����������������

&XUUHQF\�5HGHPSWLRQV

�D� /LDELOLWLHV�DVVXPHG�E\�WKH�&RPPRQZHDOWK�

Table 21:  Redemption during 2001-02 of Government securities on
issue for the Commonwealth (foreign currency denominated)

&XUUHQF\ 5DWH )LQDO )DFH�9DOXH &RVW

� 0DWXULW\�'DWH $8'

8QLWHG�6WDWHV�'ROODU ����� ��)HE����� ������������� ��������������

2YHUGXH�6WHUOLQJ ������������������ ������� ��������� ���������

7RWDO�)RUHLJQ�&XUUHQF\�

5HGHPSWLRQV ��������������
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MANAGEMENT AND ACCOUNTABILITY

Corporate governance

Chart 1 sets out the corporate governance structure of the AOFM. Key aspects of
the corporate governance framework are discussed below.

The Chief Executive Officer of the AOFM reports, and is accountable, to the
Treasurer, through the Secretary to the Treasury.

The AOFM has an Advisory Board. The Board advises the Secretary on matters
relating to debt management policy and strategy, corporate governance,
strategic and business planning, and is responsible for assisting the Secretary
monitor the performance of the AOFM generally. The Board currently meets
monthly.

At 30 June 2002, the seven member Board comprised the Secretary to the
Treasury (Chair), the Executive Director of the Economic Group in the
Department of the Treasury, a Senior Executive from the Department of Finance
and Administration (representing the Secretary of the Department), the Chief
Executive Officer of the AOFM and three representatives from the private
sector. The private sector members, appointed for a three-year term, are
Mr Tony Cole, past Secretary to the Treasury and currently Executive Director at
William M Mercer Pty Ltd, Mr Greg Maughan, Consultant and formerly a
Director of Bankers Trust Australia Ltd and Mr Peter Warne, formerly Head of
Financial Markets Group at Bankers Trust Australia Ltd.
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Box 1:  AOFM Advisory Board Charter

The accountability of the Board is to the Secretary to the Treasury, the Chair of the
Board. The Board shall perform an advisory role to the Secretary to the Treasury and
shall not possess executive powers or decision-making authority in its own right.

The Board, either in whole or by sub-committee, will:

Strategic guidance

 provide general counsel and guidance to the Secretary to the Treasury on debt
management policy and AOFM operational strategy;

 seek to identify opportunities for the AOFM to add value to public policy
outcomes;

Operational review

 monitor the performance of the AOFM generally, including in relation to the
matters listed below;

− review management recommendations on matters requiring Ministerial
approval;

− confirm the annual business plan and review progress towards meeting
business plan objectives and compliance with approved policy, including
legislative requirements;

Corporate governance

 provide advice in relation to corporate governance issues, in particular;

− oversight the corporate governance framework of the AOFM;

− the internal strategic and annual audit plans of the AOFM;

− audit reports on the AOFM prepared by the internal auditor and by the ANAO,
and management recommendations on action to be taken on matters raised in
them;

− review of the financial statements of the AOFM; and

− monitoring the performance of the Chief Executive Officer.

Continued …
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Box 1:  AOFM Advisory Board Charter (continued)

Related responsibilities of the Chief Executive Officer

The Chief Executive Officer is responsible for all operational matters. The Chief
Executive Officer will:

 ensure compliance with the relevant requirements of the Financial Management and
Accountability Act 1997, the Public Service Act 1999 (to the extent delegated by the
Secretary to the Treasury), and other governing legislation, along with the
supporting corporate governance framework, in the professional management of
the AOFM;

 drive the AOFM to achieve excellence in its outcomes;

 oversee the efficient and effective management of the AOFM, both in its day-to-day
operations and the fulfilment of approved annual business plans;

 develop and ratify performance targets and budgets for consideration by the Board;

 establish, maintain and develop appropriate personnel resources to provide
professional management of the AOFM; and

 adhere to approved policies and report fully and promptly to the Board on all
matters related to the business affairs of the AOFM.

Six internal governance committees assist the Chief Executive Officer in his
oversight of the organisation. The Liability Management Committee has
primary responsibility for advising on debt management performance; it advises
on the forward debt programme and monitors and manages portfolio market
risk. The Policy Development Committee is responsible for developing policy
papers on key issues. The Human Resources Committee is responsible for
advising on the control and management of human resources, including
organisational structure, recruitment, performance management and
remuneration. The Management Committee considers overall management
issues, including operational planning. The IT Steering Committee has
responsibility for designing and controlling systems projects; and the Audit
Committee has responsibility for managing and resolving all internal and
external audit matters.
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External scrutiny

Fraud against the AOFM

In accordance with Part 7 of the Financial Management and Accountability
Act 1997, the AOFM has a fraud control plan, endorsed by the Fraud Evaluation
Committee within the Criminal Justice Division of the Attorney-General's
Department. The AOFM has prepared fraud risk assessments and has in place
fraud prevention, detection, investigation, reporting and data collection
procedures and processes that meet its needs and comply with Commonwealth
Fraud Control Guidelines. The internal and external auditors did not detect any
cases of fraud in 2001-02.

Judicial decisions, decisions of administrative tribunals and
reports by the Commonwealth Ombudsman

No matters relating to the AOFM were the subject of judicial proceedings,
tribunal hearings or consideration by the Ombudsman.

Audit

The Audit Committee of the AOFM was established under Section 46 of the
Financial Management and Accountability Act 1997 and the Finance Minister's
Orders. The Committee acts as an advisory body to the Chief Executive Officer
in managing and resolving all internal and external audit matters, including the
reporting of the annual financial statements and accounting issues in general.

The AOFM Audit Committee follows the recommended best practice guidelines
issued by the Australian National Audit Office. The Australian National Audit
Office also attends AOFM Audit Committee meetings as an observer. The
Committee reviews all audits relating to the AOFM and oversees any follow-up
in response to these audits.

The Australian National Audit Office has responsibilities as the AOFM's
external auditor under the Auditor-General Act 1997. In particular, it has
responsibilities to audit the AOFM's financial statements, produced in
accordance with the provisions of section 49 of the Financial Management and
Accountability Act 1997 and the Finance Minister's Orders.

The cost of the Australian National Audit Office audit of the AOFM's financial
statements for 2001-02 is estimated at $124,000, exclusive of GST.
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Internal audits

During 2001-02, a selective tendering process involving the five major
accounting firms was undertaken for the appointment of an internal auditor to
the AOFM. This resulted in PricewaterhouseCoopers being appointed internal
auditor to the AOFM, commencing 1 January 2002. The appointment is for
three years, with provision for extending the contract another two years.

The internal audit function follows an audit plan agreed each year between
PricewaterhouseCoopers and the AOFM, with provision for one-off reviews as
agreed between the parties.

Since the internal auditor’s appointment, internal audit reviews have been
conducted on the AOFM's risk and controls, credit policy, corporate governance
and the IT general computer controls.

Australian National Audit Office reports

The following reports of relevance to the AOFM were released by the Australian
National Audit Office in 2001-02.

Audit Report No 29:
Audits of the financial statements of Commonwealth entities for the
period ended 30 June 2001 (financial statements audit)

This report summarises the final results of audits of the financial statements of
Commonwealth entities for the period ended 30 June 2001. The Australian
National Audit Office’s audit report opinion for the financial statements of the
Australian Office of Financial Management for the year ended 30 June 2001 was
issued on 6 September 2001 without qualification.

Audit Report No 41:
Transactional banking practices in selected agencies

This audit reviewed selected agencies' implementation and ongoing
management of contractual banking arrangements; agencies' tendering for the
procurement of banking services; and identified practices that have improved
administrative arrangements.

The Australian National Audit Office sought advice from the AOFM on issues
surrounding the administrative arrangements and processes for devolving
banking services, as well as the implementation outcomes at the whole of
government level, particularly Budget outcomes.
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Management of human resources

Prior to July 2001, officers of the AOFM, apart from the Chief Executive Officer,
were deemed to be Treasury officers on loan. In July 2001, the AOFM
implemented its own human resource framework, which has transferred the
employment relationship from the Treasury to the AOFM for those officers.

AOFM Australian Workplace Agreements

To facilitate the transfer of employment arrangements, Australian Workplace
Agreements were offered to all Treasury officers on loan. The employment
terms and conditions were consistent across all staff; remuneration outcomes
were based on position and level within the Agency.

All Treasury officers accepted the new employment terms and conditions.
Australian Workplace Agreements are now the standard engagement tool for
new appointments to the AOFM.

The Australian Workplace Agreements framework is supported by the AOFM's
employment policies and procedures. These policies and procedures have been
largely based on conditions in Treasury, with added flexibility required in the
AOFM.

Performance management

The AOFM continued to use the Treasury performance management system
until October 2001, when it implemented a new performance management
system. This system includes a biannual assessment of performance, and
measures both individual outputs and key competencies required for
performance on the job.

In between the biannual reviews, staff are monitored and feedback is provided.
Staff also participate in personal and career development activities that form
part of the overall performance management system.

Recruitment and succession planning

A number of positions were filled during 2001-02. The AOFM uses public
service advertising processes and supplements this with broader advertising.
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Work is being undertaken to define AOFM workforce planning, to cover
specialist skills in the policy and administration areas. The AOFM's personal
and career development process as part of the overall performance management
system helps identify organisational needs to better develop staff and create
long-term benefit for the agency.

Training and development

The AOFM's study assistance programme provides financial support to staff
wishing to continue their education and provides additional support through a
range of leave provisions.

Training opportunities are identified through the development planning phase
of the performance management system. Staff continue to use external courses,
conferences, workshops and seminars, run internally and externally, for suitable
development opportunities. A significant proportion of development occurs
through knowledge transfer initiated by on-the-job training.

Australian Public Service Values

The AOFM Australian Workplace Agreements includes specific reference to the
Australian Public Service Values, as part of the expected performance and
behaviour of all staff.

Staffing information

Staff numbers increased moderately during 2001-02.

Table 1 provides detail on the number of staff working in the AOFM, by
category and gender, as at 30 June 2002. All staff are employed under the Public
Service Act 1999 and are based in Canberra.

Details for permanent staff refer to substantive classifications and do not
recognise staff acting at higher classifications. Paid inoperative staff are those
who are absent on approved leave for more than twelve weeks.
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Table 1:  Operative and paid inoperative staff by classification and
gender (as at 30 June 2002)

Ongoing Non-ongoing

Full time Part time Full time Part time

Classification Male Female Male Female Male Female Male Female Total

APS 1

APS 2

APS 3 1 1

APS 4 3 3

APS 5 4 2 1 7

APS 6 4 4

EL 1 6 4 10

EL 2 4 1 1 6

SESB1 1 1

SESB2

SESB3 1 1

Total 20 10 1 1 1 33

Senior executive service   remuneration and performance
appraisal

All SES employees have their remuneration and conditions set by Australian
Workplace Agreements. One SES officer operates on a Treasury Australian
Workplace Agreement; the other officer operates on an AOFM Australian
Workplace Agreement.

The SES officer operating on a Treasury Australian Workplace Agreement has a
remuneration model which allows for progression through a number of salary
points and the payment of performance bonuses.

The officer on the AOFM Australian Workplace Agreement has performance
assessed through the same system as all other AOFM staff members. The officer
on the Treasury Australian Workplace Agreement has performance assessed
using the PSMPC Senior Leadership Capability Framework.

Executive remuneration is reported in Note 11 of the Financial Statements. All
SES employees have use of a private plated vehicle. Other benefits include
airline lounge membership and use of mobile phones.
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Remuneration   employees other than SES

With the change in employment conditions offered through Australian
Workplace Agreements, the AOFM no longer operates set pay points in
accordance with the Treasury Certified Agreement. All staff are on individual
pay outcomes, determined within a band based on position and classification
level.

The new AOFM human resource framework reviews staff remuneration on an
annual basis, effective 1 July of the following year. Remuneration movements
are based on overall market movement, which is supported by data received
from Mercer Human Resource Consulting, and individual staff performance.

Senior management changes

There were no senior management changes in 2001-02.

Industrial democracy

The AOFM has been active in consulting staff on issues that affect them in the
workplace. Employment conditions in the AOFM were previously covered
under the Treasury’s Certified Agreement, which expired in September 2002. In
July 2001, the AOFM advised staff about moving to Australian Workplace
Agreements, a more flexible employment instrument. Whilst these can offer
different conditions to individuals, all staff in the AOFM were offered the same
terms and conditions; the only difference is base pay, determined by position
and level in the AOFM.

Staff were advised on all employment policies and procedures as part of the
rollout of the Australian Workplace Agreements. There was a one hundred
percent take up rate of Australian Workplace Agreements with staff. Staff will
continue to be consulted on proposed changes to employment terms and
conditions and on other workplace issues.

Occupational health and safety

The AOFM has a legislative commitment under the Occupational Health and
Safety (Commonwealth Employment) Act 1991 and the Safety, Rehabilitation and
Compensation Act 1988.

Occupational health and safety services are provided to the AOFM under a
Service Level Agreement with the Treasury. The Service Level Agreement
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governs the provision of the service and includes a range of performance
measures and standards.

Staff have access to an Employee Assistance Programme, which provides
counselling on work-related and personal matters. This service is available to all
AOFM staff and their families. Quarterly reports are provided by
Davidson Trahaire, the provider engaged by Treasury. These reports allow
Treasury to monitor the use of the Employee Assistance Programme and
identify issues that need addressing. During 2001-02, no issues were identified
for action by the AOFM.

To prevent injuries in the workplace and to enhance the safety of staff members,
workplace assessments are conducted regularly. No accidents or incidents were
reported in 2001-02.

Workplace diversity

The AOFM’s Workplace Diversity Programme aims to encourage and use the
contributions of people of different backgrounds, experiences and perspectives.
The AOFM aims to attract, develop and support employee participation across
all levels of the organization, recognizing and gaining from the diversity of its
workforce.

AOFM staff can access facilities in Treasury as part of the Service Level
Agreement. A carer’s room offers staff a safe and quiet place in which to attend
to their dependent’s needs while continuing to fulfill their work commitments.
The AOFM also offers flexible work arrangements so staff can work from home
while caring for dependents.

The Treasury also provides expertise in the area of disability management to the
AOFM as part of the Service Level Agreement. The AOFM has adopted the
Treasury’s disability action plan, which is linked to the Commonwealth’s
disability strategy. Treasury updated the plan in July 2001 in consultation with
staff. The AOFM will explore enhancements to this plan over the coming year to
better integrate the plan into agency specific policies and procedures.

The AOFM has two harassment complaint contact officers who are fully trained
to provide advice and assist staff members. Staff also can access contact officers
in Treasury as part of the Service Level Agreement. A list of contact officers is
provided to all staff members through the Treasury Staff Bulletin and electronic
mail. The AOFM contact officers also are listed in the internal employment
policy.

The AOFM has received one formal grievance in the last 12 months, which is
currently being investigated as a Code of Conduct breach under the
Public Service Act 1999.
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Women’s representation in the AOFM has increased over the last 12 months
through external recruitment. Representation in senior levels is supported
through overall people management strategies, including the Performance
Management System and Personal and Career Development Systems. Particular
strategies include coaching and on-the-job training, internal and external
development programmes and internal opportunities.

The AOFM Advisory Board to the Secretary to the Treasury has three members
from the private sector; none come from an EEO target group.

Table 2:  Operative and paid inoperative staff by EEO target
group (as at 30 June 2002)

Classification Female Born
Overseas

ESL AATSI Disability

Cadets 0 0 0 0 0

APS3 1 0 0 0 0

APS4 3 1 0 0 0

APS5 2 4 3 0 0

APS6 0 1 1 0 0

EL1 4 1 0 0 0

EL2 1 2 0 0 0

SESB1 0 0 0 0 0

SESB2 0 0 0 0 0

SESB3 0 0 0 0 0

Total 11 9 4 0 0

Consultants

The AOFM’s policy and procedures on contracting services are contained in the
AOFM’s Chief Executive Instructions and are based on the Commonwealth
Procurement Guidelines issued by the Department of Finance and
Administration.

The most frequent reasons for the AOFM to use consultants were:

 access to specialist skills or knowledge not available in-house; and

 need for rapid access to latest technology and expertise in its application.

Six consultancies valued at $10,000 or more were contracted by the AOFM
during 2001-02 at a cost of $441,364. A further two consultancies valued at less
than $10,000 were contracted by the AOFM during 2001-02 at a cost of $11,702
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Table 3:  Consultancies over $10,000 in 2001-02
Consultant Project Cost

$
Reason Procurement

Method(i)

Deloitte Consulting Assistance in implementing IT
payroll interface

11,364 e Direct
engagement

Ernst & Young Assistance in implementing a
Treasury system

99,935 b, e Open tender

INFACT Consulting
Pty Ltd

Advice on acquiring IT
infrastructure

124,657 a, e Direct
engagement

INFACT Consulting
Pty Ltd

Advice on implementing a
Treasury system

125,497 a, e Open tender

Mercer Cullen Egan
Dell

Advice regarding remuneration
framework

59,868 e Select tender

willbak.com Development of a human
resources framework

20,043 a, e Select tender

(a) Need for rapid access to latest technology and expertise in its application.
(b) Specialist in-house resources unavailable in time allowed.
(c) Need for an independent study or review.
(d) Need for a change agent or facilitator.
(e) Specialist skills or knowledge not available in-house.

Notes
(i) Direct engagement includes the engagement of: a consultant selected from a pre-qualified panel

arrangement; a recognised and pre-eminent expert; a consultant who had previously undertaken closely
related work; or a consultant known to have the requisite skills where the value of the project did not
justify the expense or delay associated with seeking tenders.

Competitive tendering and contracting

The AOFM Service Level Agreement with the Treasury governs the provision of
corporate services and includes a range of performance measures and standards.
It is subject to regular review.

During 2001-02, payroll services were removed from the Service Level
Agreement with the Treasury and contracted to Spherion Outsourcing
Solutions Pty Ltd.

Purchasing

The AOFM’s policy and procedures on purchasing goods and services are
contained in the AOFM’s Chief Executive Instructions and are based on the
Commonwealth Procurement Guidelines issued by the Department of Finance
and Administration.
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Asset management

The AOFM’s assets predominantly consist of computers, plant and equipment
and leasehold improvements owned by the AOFM. Assets are managed in
accordance with policies contained in the AOFM’s Chief Executive Instructions.

Advertising and market research

No expenditure on advertising and market research occurred in 2001-02.

Discretionary grants

No discretionary grant programmes are administered by the AOFM.

Freedom of information

The AOFM was established on 1 July 1999 as a prescribed agency under the
Financial Management and Accountability Act 1997. At that time, it assumed
responsibility for the Commonwealth’s debt management activities previously
undertaken as part of the Department of the Treasury.

The Treasury is responsible for handling freedom of information matters in
respect of the AOFM and the statement under section 8 of the Freedom of
Information Act 1982 appears in the Treasury Annual Report. In reading this
material, all references to 'Department' encompass the AOFM. Set out below are
matters which relate specifically to the AOFM.

Treasury   Statement under Section 8 of the
Freedom of Information Act 1982

Section 8 of the Freedom of Information Act 1982 requires that the Treasury
publish detailed information about:

 the way it is organised and its decision making powers;

 arrangements for public involvement in the work of the agency;

 types of documents held by the agency; and

 how the public can obtain access to these documents.
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The following information addresses the formal requirements of section 8 of the
Freedom of Information Act 1982 in relation to the AOFM’s role within the
Treasurer’s portfolio. The full Treasury statement is in the Treasury Annual
Report.

Organisation of the AOFM

The AOFM is responsible for the Commonwealth’s debt management
operations which include debt issuance, portfolio management and debt
administration. (See Part 1 for details of the AOFM’s organisational and top
management structure, the AOFM’s functions, and the decision-making powers
exercised in carrying out those functions.)

Delegations to the AOFM

The Treasurer has provided delegations or authorisations to AOFM officials in
relation to certain powers under a number of Acts of Parliament, as set out
below. These stand in force until renewed at an appropriate time.

 The Treasurer has authorised the Chief Executive Officer, AOFM to exercise
certain powers under the Commonwealth Inscribed Stock Act 1911.

 The Treasurer has delegated certain powers under the Commonwealth
Inscribed Stock Regulations to the Chief Executive Officer, AOFM.

 The Treasurer has delegated certain powers under the Loans Securities
Act 1919 to the Chief Executive Officer, AOFM and to holders of various
positions within the AOFM.

 The Treasurer holds certain delegated powers under the Constitution and the
Financial Management and Accountability Act 1997 in relation to agency
financial management. These powers have been delegated to the
Chief Executive Officer, AOFM. In addition, the Minister for Finance and
Administration has delegated certain powers under the Act and its
Regulations to the Chief Executive Officer, AOFM.

 The Treasurer has delegated his powers of investment under the Financial
Management and Accountability Act 1997 to the Chief Executive Officer,
AOFM.

Arrangements for outside participation

People or organisations outside the Commonwealth administration may
participate in the formulation of policy or in the administration of enactments
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and schemes for which the AOFM is responsible, by making representations in
writing to the Treasury portfolio ministers, to the Secretary to the Treasury, or
directly to the AOFM.

Categories of documents held by the AOFM

The following categories of documents are held by the AOFM.

Representations to Treasury portfolio ministers

The AOFM holds representations made to Treasury ministers on matters
relating to borrowing money on the public credit of the Commonwealth.

Working files

The AOFM holds files dealing with policy and administration in the area of
borrowing money on the public credit of the Commonwealth. The documents on
these files include correspondence, analysis and policy advice by AOFM officers,
comments on cabinet submissions and drafts of these and other documents.

An indexed list of the titles of the policy files created in the AOFM is placed on
the Treasury web site (www.treasury.gov.au) every six months.

Documents on internal departmental administration

Treasury holds a broad range of documents relating to staff and to the
organisation and operation of the department. These documents include
personal records, organisation and staffing records, financial and expenditure
records, and internal operating documentation such as office procedures and
instructions.

Documents open to public access

Currently, the AOFM only publishes this annual report. In previous years, an
annual Commonwealth Debt Management Report was published. This content is
subsumed in the AOFM Annual Report. These documents are available on the
AOFM's web site (www.aofm.gov.au), or from the Government Info Shops in
each capital city.
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Facilities for access to documents

If a member of the public requests a document and access is approved, the
AOFM will provide copies of documents after receiving appropriate payment.

Alternatively, applicants may make arrangements to inspect documents at the
Treasury, Langton Crescent, Parkes ACT between 9.00 am and 5.00 pm, Monday
to Friday (except public and public service holidays).

Freedom of Information applications and initial contact points

Corporate Services Division of the Treasury coordinates requests under the
Freedom of Information Act 1982. Applicants seeking access under the Act to
documents in the possession of the AOFM should write to:

The Secretary
Department of the Treasury
Langton Crescent
PARKES ACT 2600
Attention:  Freedom of Information Coordinator

An application fee of $30 or a written request, pursuant to subsection 30A(1) of
the Act, that the application fee be waived should accompany requests.
Telephone inquiries should be directed to the Freedom of Information
Coordinator, telephone (02) 6263 3972, between 9.00 am and 5.00 pm Monday to
Friday (except public or public service holidays).

Officers of the senior executive service in Treasury are authorised under
section 23 of the Freedom of Information Act 1982 to make decisions granting or
refusing requests for access to documents. In accordance with section 54 of the
Act, an applicant may, within 30 days of receiving notification of a decision
under the Act, apply to the Secretary to the Treasury, seeking an internal review
of a decision to refuse a request. The prescribed fee of $40 should accompany the
application. A Treasury officer authorised under section 23 to make decisions on
internal review (usually an Executive Director) will conduct an independent
review.

Freedom of information activity in 2000-01

In 2001-02, the AOFM received no requests for access to documents under the
Freedom of Information Act 1982.
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Ecologically sustainable development and
environmental performance

The AOFM Service Level Agreement with the Treasury covers procurement and
facilities management services. In the following, references to the Treasury
include the AOFM.

Treasury participates in government forums on environmental issues and
actively pursues measures to minimise the detrimental effects of its activities on
the environment. Treasury belongs to various property and building industry
groups including the Australian Property Institute and the Facilities
Management Association of Australia; this facilitates the exchange of ideas and
information on aspects of property and building management and
environmental management.

With the recent refurbishment of its building, Treasury has introduced best
practice initiatives to meet and improve on targets relating to government policy
on environmental matters.

Energy management

The incorporation of contemporary energy management practices has reduced
overall energy consumption to meet Commonwealth energy consumption
targets.

Building design

The building design incorporates leading edge technology, which has produced
an overall reduction in energy usage.

Building management system (energy monitoring)

Treasury's building is controlled by a building management system that
provides energy management and reporting facilities. Tenancy areas are
metered separately to allow monitoring, profiling and diagnosis of
consumption. Incoming electricity supplies have power analysers fitted; these
provide instant reading of kilowatt consumption, load, power factor correction,
kVA, and line voltage. The building management system monitors all of these.
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Energy audit

As required after a building refurbishment, Treasury reviewed and audited its
building energy management practices. The report reviewed design
specifications and actual performance, and made recommendations for further
improving energy usage. The report provides a working Energy Management
Plan that reflects Treasury's aspirations of responsible energy management.

Power supply

The base building and tenancy power supplies are separate to allow accurate
assessment of tenancy light and power consumption. Similarly, smaller tenancy
power boards cover areas of 540m² to differentiate consumption.

Lighting

Timer switches control all general lighting in the building. Lights only operate
during standard working hours although manually operated pass switches turn
on lights in specific areas for up to two hours, after-hours.

An energy audit, after the lighting control system was installed, indicated
electricity consumption had decreased by 10 to 15 per cent.

High performance light fittings have proved to be 35 per cent more efficient than
standard fittings with low ballasts.

Air-conditioning

After-hours air-conditioning zones are smaller than before the refurbishment.
The base building plant configuration economically handles these requirements.

Environment management system

Treasury is developing an environmental management system to be
implemented by December 2002.

Paper and cardboard products

Treasury has recycled paper and cardboard products for a number of years. A
local recycling firm collects desktop and workplace containers of paper and
cardboard products. Classified waste paper is pulped and staff kitchen facilities
use a recycling bin system that simplifies the separation of recyclable items that
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previously would have gone to landfill. This reduces the amount of waste sent
to landfill by over 30 per cent.

Treasury's central reproduction area procures paper that is made from
80 per cent recycled fibre and actively encourages other areas to use recycled
paper.

Toner cartridges

Treasury currently uses genuine printer and facsimile toner cartridges which the
supplier recycles.

Compost recycling

All Treasury's staff kitchens have sealed compost waste containers. The service
enables compost waste which would have gone to landfill (creating greenhouse
gases), to be recycled organically. In the last year, Treasury recycled around
6,000 kilograms of compost, 20 per cent more than the previous year.

Procurement

Treasury purchases goods and services in accordance with the environmental
procurement policy as set out in the Commonwealth Procurement Guidelines.
This ensures that goods and services are:

 environmentally sound in manufacture;

 reusable or recyclable;

 designed and made for reliability and long life; and

 environmental best practice in energy efficiency and/or energy consumption.

Treasury recently entered into a whole-of-government contract (negotiated by
the Australian Greenhouse Office) to purchase electricity, with some from green
power sources.


