


Financial statements 

161 

 

  



AOFM Annual Report 2020–21 

162 

 

 

 
 



Agency financial performance.........................................................................165
Agency resource statement and resources for outcomes..........................166
Grant programs.................................................................................................169
Advertising and market research....................................................................169
Remuneration....................................................................................................170
Freedom of information...................................................................................172
Ecologically sustainable development...........................................................172
Management structure of the AOFM’s debt and assets..............................172





Other information  

 

165 

OTHER INFORMATION 

Agency financial performance 

The AOFM recorded an operating surplus on agency activities of $0.6 million 

for the 2020–21 financial year, comprising total revenue of $16.8 million and 

expenses of $16.2 million. The surplus was due to lower than anticipated 

operating costs. 

The AOFM reported a sound net worth and liquidity position at 30 June 2021, 

with net assets of $27.2 million, represented by total assets of $35.8 million 

and total liabilities of $8.6 million. 

At 30 June 2021, the AOFM had unspent appropriations totalling $29.3 million. 

Of this, $0.7 million was repealed on 1 July 2021. Unspent appropriations are 

available to settle liabilities as and when they fall due and for future asset 

replacements and improvements. 
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Agency resource statement and resources 

for outcomes 

        

Outcome 1: The advancement of macroeconomic 
growth and stability and effective operation 
of financial markets, through issuing debt, investing in  
financial assets and managing debt, investments and 
cash for the Australian Government 

      
  Actual   

 Budget(a)   Expenses   

 2020-21   2020-21   Variation  

 $'000   $'000   $'000  
    
Program1.1: Australian Office of Financial 
Management 

   

Departmental expenses    

Departmental appropriation and other receipts 
              

15,521  
              

15,360  
                    

161  

Expenses not requiring appropriation in the  
  Budget year 

                    
880  

                    
885  (5)     

Administered expenses before  
  re-measurements  

   

Expenses not requiring appropriation (b) 
                

2,365  
                

2,740  
(375) 

Special appropriations expenses    

Commonwealth Inscribed Stock Act 1911 
      

17,123,036  
      

17,122,677  
                    

359  

Australian Business Securitisation Fund Act 2019 
                         

-  
                         

-  
                         

-  

Structured Finance Support (Coronavirus Economic 
Response Package) Act 2020 

   

(Coronavirus Economic Response Package) Act 2020 
                         

-  
                         

-  
                         

-  

Financial Agreement Act 1994 
                        

8  
                        

8  
                         

-  

Total expenses for program1.1 
      

17,141,810  
      

17,141,670  
                    

140      

 2020-21 2020-21       
Average staffing level (number) 46 46 0 

 
(a) The Budget figure for 2020-21 is the estimated actual 2020-21 expenses as reported in table 2.1 of the 

2021-22 Portfolio Budget Statements.  
(b) Expenses not requiring appropriation represents expected credit loss expenses on investments in 

structured finance securities. 
 Please note: in the Budget papers the item is reported against expenses, whilst in the Annual Financial 

Statements it is reported as an offset to interest revenue.   
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Table 13: AOFM Resource statement 

  

     Actual  

 available  

appropriation  

 2020-21  

 $'000  

 Net 
Payments  

 made  

 2020-21  

 $'000  

 
Appropriations  

 extinguished  

 2020-21  

 $'000  

  

 
=  

  

  

 Balance  

 2020-21  

 $'000  

  
  
  
  

        
        

Ordinary annual services 

Departmental 
appropriation(a)(b) 

  45,366  15,127  1,036              29,203  

Receipts from other 
sources (s74)(c)   134  -  -   

             134  

Total departmental   45,500  15,127  1,036               29,337  
        

Administered 
expenses 

       

Total administered   -  -  -                          -  
        

Total ordinary 
annual services  

 A 45,500  15,127  1,036               29,337  
        

Other services  
  

Departmental non-
operating   -  -  -  

                       -  

             

Total other services  B -  -  -                         -  
             

Total available 
annual 
appropriations 
(A+B) 

  

45,500  15,127  1,036              29,337  
        

Special 
appropriations - 
operating 

       

Commonwealth 
Inscribed Stock Act 
1911 

  21,718,633  21,718,633  -                         -  

Financial Agreement 
Act 1994 

  7  7  -                         -  

Public Governance, 
Performance and 

       

Accountability Act 
2013 

  3  3  -                         -  

  Subtotal   21,718,643  21,718,643  -                          -  

Special 
appropriations -  
investing and 
financing 

       

Commonwealth 
Inscribed Stock Act 
1911 
Public Governance, 
Performance and 

  

172,658,451  172,658,451  -                -  

Accountability Act 
2013   535,000,000  535,000,000  -                         -  

  Subtotal   707,658,451  707,658,451  
                               

-  
                        -  

Total special 
appropriations  C 729,377,094  729,377,094  -  -  
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     Actual  

 available  

appropriation  

 2020-21  

 $'000  

 Net 
Payments  

 made  

 2020-21  

 $'000  

 
Appropriations  

 extinguished  

 2020-21  

 $'000  

  

 
=  

  

  

 Balance  

 2020-21  

 $'000  

  
  
  
  

Total appropriations 
excluding special 
accounts 

       

(A + B + C)   729,422,594  729,392,221  1,036             29,337  

Special Accounts 

Debt Retirement 
Reserve Trust   47  23  -                      24  

Structured Finance 
Support Fund (d)   13,316,015  10,530  -      13,305,485  

Australian Business 
Securitisation Fund 
(e) 

 
 

485,314  86,814  -            398,500  

Total Special 
Account  D             

13,801,376  
                    

97,367  
                               

-   
    13,704,009 

Total net resourcing 
and payments for 
AOFM  

       

(A + B + C + D)   743,223,970  729,489,588  1,036    13,733,346 

 
(a) Actual available appropriation comprises Supply Act (No.1) 2020-21 and Appropriation Act (No.1) 

2020-21 plus carried forward appropriation balances at 1 July 2020. 
(b) Includes capital budget appropriation for 2020-21 of $0.366 million.      
(c) Receipts received under section 74 of the Public Governance, Performance and Accountability Act 2013 
(d) Structured Finance Support Fund Special Account was established in March 2020.   
      The special account received its statutory funding of $15 billion on 25 March 2020.   
(e) Australian Business Securitisation Fund Special Account was established in April 2019.   
      The special account received its first credit of funding of $250 million on 1 July 2019.  
      The special account received its second credit of funding of $250 million on 1 July 2020. 
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Grant programs 

Under the Financial Agreement Act 1994, the Commonwealth is required to 

contribute to the Debt Retirement Reserve Trust Account to assist the New 

South Wales and Victorian governments to redeem maturing debt on allocation 

to them. Monies standing to the credit of this Account are held for the purposes 

prescribed by the Financial Agreement Act 1994. 

Total amounts paid by the Commonwealth into the Debt Retirement Reserve 

Trust Account for 2020-21 were $605. 

Advertising and market research 

The AOFM incurred expenditure of $5,509 in advertising to promote the 

Australian Government Securities market to investors.  

The AOFM incurred expenditure of $31,965.08 during 2020-21 to media 

advertising organisations for staff recruitment. 
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Freedom of information 

Entities subject to the Freedom of Information Act 1982 (FOI Act) are required 

to publish information to the public as part of the Information Publication 

Scheme (IPS). This requirement is in Part II of the FOI Act, replacing the 

former requirement to publish a section 8 statement in an annual report. Each 

agency must display on its website a plan showing what information it 

publishes in accordance with the IPS requirements. In 2020-21, the AOFM 

worked with the Treasury on one FOI request, that was later withdrawn.  

An agency plan showing what information is published in accordance with the 

IPS requirements, including material relevant to the AOFM, is accessible from 

the AOFM’s website at https://www.aofm.gov.au/about/access-

information/information-publication-scheme. 

Ecologically sustainable development  

The AOFM’s operations have an impact on the environment typical of office 

operations. Facilities management services are provided to the AOFM by the 

Treasury under a Memorandum of Understanding. Information on the 

environmental impact of these services is published in the Treasury’s 

Annual Report. 

Management structure of the AOFM’s debt 

and assets 

The assets and liabilities managed by the AOFM and held on its administered 

balance sheet in 2020-21 were AGS (Treasury Bonds, TIBs and Treasury 

Notes), cash deposits with the RBA, investments made through the Australian 

Business Securitisation Fund (ABSF) and Structured Finance Support Fund 

(SFSF), and loans to the States under various Commonwealth-State Housing 

Agreements. 

For financial and risk management purposes, these assets and liabilities are 

allocated into different portfolios: long-term debt; cash management; and 

investments for policy purposes. This allocation recognises the different 

objectives, risks and management approaches required in each area. 

The long-term debt portfolio includes all Treasury Bonds and TIBs.  
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The cash management portfolio includes Treasury Notes and assets held to 

manage within-year variability in the Australian Government’s financing 

requirements. This portfolio is used to fund differences in timing of government 

payments and receipts, as well as providing contingency liquidity.  

The investments for policy purposes portfolio includes all receivables 

arising from policy programs including the ABSF, SFSF and housing advances 

portfolio.  

• The ABSF is a fund created to support provision of finance to small to 

medium enterprises (SMEs) on more competitive terms.  

• The SFSF comprises investments in structured finance markets used 

by smaller lenders that provide consumer and business finance, investing in 

rated term securitisations and securitisation warehouses. 

• The housing advances portfolio comprises loans for public housing made to 

the states and territories. These loans, not evidenced by the issue of 

securities, were made under previous Commonwealth-state financing 

arrangements. The last of these loans is due to mature on 30 June 2042. 
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GLOSSARY 

Accrual cost 

A method of accounting based on recording revenue and expenses when 

incurred, regardless of when cash is exchanged.  

Australian Government Securities (AGS) 

Debt obligations of the Australian Government evidenced by the issue of 

securities or, nowadays, issued as inscribed stock. AGS on issue are 

predominantly Treasury Bonds, Treasury Indexed Bonds and Treasury Notes 

but also include small residual amounts of Australian Savings Bonds, Peace 

Saving Certificates and War Saving Certificates. 

Bank Bill Swap (BBSW) rate 

The mid-rate of the market for bank accepted bills and negotiable certificates of 

deposit issued by banks designated by the Australian Financial Markets 

Association as ‘Prime Banks’, that have a remaining maturity between one and 

six months. BBSW is used as a reference rate for various financial products.  

Basis point 

One hundredth of one per cent. 

Bid-ask spread 

The difference between the price (or yield) at which a market maker is willing to 

buy and sell a particular financial product or instrument.  

Book value (or carrying amount) 

The amount at which an asset or liability is recognised in the balance sheet. 

Under a fair value methodology, measurement is by reference to current 

market rates. Under an historic cost methodology, measurement is by 

reference to market value rates at the time the original transaction was 

conducted. The AOFM’s assets and liabilities are measured at fair value, 

except for advances to State and Territory Governments for public housing, 

which are measured at historic cost. 

Cash Management Portfolio 

The Cash Management Portfolio is part of the overall portfolio of assets and 

liabilities managed by the AOFM. It contains short term assets and liabilities 

used to manage the within-year variability in Government cash flows. 
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Coupon rate 

A rate of interest paid on a bond, fixed for a specified period (usually the term 

of the bond). In the case of Treasury Bonds coupon interest is payable 

semi-annually, while for Treasury Indexed Bonds it is paid quarterly. In each 

case, the coupon rate is set on the date of announcement of first issuance of 

the bond line. 

Credit risk 

The risk of counterparty default creating financial loss. Credit risk is contingent 

on the combination of a default and pecuniary loss. The AOFM faces credit risk 

in relation to its settlement and investment activities (except in relation to its 

term deposits held with the RBA). 

Credit spread 

The difference in yields between securities of different credit qualities. The 

credit spread reflects the additional net yield required by an investor from a 

security with more credit risk relative to one with less credit risk. 

Discount 

An amount by which the value of a security on transfer is less than its face 

(or par) value. 

Discounting 

Calculating the present value of a future amount.  

Duration 

Duration (expressed in years) represents the ‘effective term’ of a bond. It is the 

weighted average life of a bond or a portfolio of bonds. The weights are the 

relative cash flows associated with the bond or portfolio (the coupon payments 

and principal), discounted to their present value. See also ‘modified duration’. 

Exposure 

The amount of money at risk in a portfolio. Exposure to a risk is calculated by 

measuring the current mark-to-market value that is exposed to that risk. 

Face value 

The amount of money indicated on a security, or inscribed in relation to a 

security, payable to the holder on maturity and used to calculate interest 

payments. In the case of a Treasury Indexed Bond, the face value is the 

principal or par value, unadjusted for changes in the Consumer Price Index. 



AOFM Annual Report 2020–21 

176 

Fixed rate 

An interest rate calculated as a constant percentage of the face value or 

notional principal and generally payable quarterly, semi-annually or annually. 

Treasury Bonds pay a fixed coupon rate semi-annually. 

Floating rate 

An interest rate that varies according to a particular indicator, such as BBSW 

(the Bank Bill Swap Reference Rate). For example, the floating leg of an 

interest rate swap may provide for the interest paid to be reset every six 

months in accordance with BBSW. 

Funding risk 

The risk that an issuer is unable to raise funds, as required, in an orderly 

manner and without financial penalty. For the Australian Government, funding 

risk encompasses the ability to raise term funding to cover future Budget needs 

(including the maturities of Treasury Bonds and Treasury Indexed Bonds). This 

is distinct from re-financing risk, which relates to the ability to ‘roll-over’ or pay 

down short term funding obligations. 

Futures basket 

A collection of like financial products or commodities, grouped together, used 

to define the benchmark for pricing a futures contract. The Australian 

Securities Exchange three-year, five-year, 10-year and 20-year Treasury Bond 

futures baskets consist of collections of Treasury Bond lines that have an 

average term to maturity of approximately three, five, 10 and 20 years 

respectively. 

Futures contract 

An agreement to buy or sell an asset at a specified date in the future at a price 

agreed today. The agreement is completed by physical delivery or cash 

settlement, or alternatively is offset prior to expiration date. In Australia, 

standardised futures contracts are traded on the Australian Securities 

Exchange; these include contracts for three-year, five-year, 10-year and 20-

year Treasury Bonds. 

Historic cost 

The basis of measurement where an asset or liability is recorded at fair value 

on initial recognition and, after initial recognition, by amortisation of the initial 

value using market rates at the time the transaction was conducted that gave 

rise to the asset or liability.  
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Interest  

The charge for borrowing money, usually expressed as an annual percentage 

rate. For the AOFM financial statements, interest cost is the coupon payment 

(where relevant) adjusted for the amortised cost carrying value of a debt 

security. Where a debt security is issued at a premium or discount to its 

principal value, the premium or discount at issuance is recognised in amortised 

cost carrying value and amortised over the life of the security using the 

effective interest method. This amortisation is recognised in the interest cost. 

For Treasury Indexed Bonds, the change in amortised cost carrying value 

includes capital accretion of the principal due to inflation. As capital accretion 

occurs, it is also recognised in the interest cost. 

Interest rate risk 

The risk that the value of a portfolio or security will change due to a change in 

interest rates. For example, the market value of a bond falls as interest rates 

rise. 

Issuance 

The sale of debt securities in the primary market. 

Liquidity 

The capacity for a debt instrument to be readily purchased or sold. A liquid 

market allows the ready buying or selling of large quantities of an instrument at 

relatively short notice, in reasonable volume and without significant influence 

on its price. 

Liquidity also refers to the ability to meet cash payment obligations. 

Liquidity risk 

The risk that a financial instrument will not be able to be readily purchased or 

sold. 

Long-Term Debt Portfolio (LTDP) 

The Long-Term Debt Portfolio is the substantive part of the portfolio managed 

by the AOFM. It contains ongoing domestic and foreign currency liabilities.  

Market risk 

The risk that the price (value) of a financial instrument or portfolio of financial 

instruments will vary as market conditions change. In the case of a debt issuer 
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and investor such as the AOFM, the principal source of market risk is changes 

in interest rates.  

Market value 

The amount of money for which a security is traded in the market at a 

particular point in time. 

Modified duration 

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 nominal 

interest rates. Portfolios with higher modified durations tend to have more 

stable interest costs through time, but more volatile market values. Modified 

duration is related to duration by the equation: 

Modified duration =     Duration (years)    ) 

 1 + yield to maturity 

At times, ‘modified duration’ is abbreviated to ‘duration’, and desirably only in 

contexts where this will not lead to confusion. 

Nominal debt 

Debt that is not indexed to inflation. Treasury Notes and Treasury Bonds are 

examples of nominal debt. 

Nominal interest rate 

Interest rate that does not take account of the effects of inflation (in contrast to 

the ‘real’ interest rate). 

Official Public Account (OPA) 

The OPA is the collective term for the Core Bank Accounts maintained at the 

RBA for Australian Government cash balance management. 

Operational risk 

The risk of loss, whether direct or indirect, arising from inadequate or failed 

internal business processes or systems.  

Overnight cash rate 

The interest rate charged on overnight loans between financial intermediaries. 

The RBA manages the supply of funds available in the money market to keep 
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the cash rate as close as possible to a target set by the Bank Board as an 

instrument of monetary policy. 

Overnight Indexed Swap (OIS) 

A fixed for floating interest rate swap in which one party agrees to pay another 

party a fixed interest rate in exchange for receiving the average overnight cash 

rate recorded over the term of the swap. The term to maturity of such swaps is 

typically between one week and one year. Financial market participants enter 

overnight indexed swaps to manage exposures to movement in the overnight 

cash rate. 

Physical debt 

Securities that give rise to debt, in contrast to derivatives (which give rise to a 

contingent liability). Treasury Bonds, Treasury Indexed Bonds and Treasury 

Notes represent physical debt.  

Present value 

The value today of a payment to be received (or made) in the future. If the 

opportunity cost of funds, or discount rate is 10 per cent, the present value of 

$100 to be received in two years is $100 x [1/(1 + 0.10)2] = $82.64. 

Primary market 

The market where securities are issued for the first time and sale proceeds go 

to the issuer. For example, the primary market for Treasury Bonds is when the 

bonds are sold at tender or by syndication by the AOFM on behalf of the 

Australian Government. 

Real interest rate 

An interest rate adjusted to take account of the effects of inflation.  

Repricing risk 

The risk that interest rates will have increased when maturing debt needs to 

be refinanced.  

Residential mortgage-backed security (RMBS) 

A debt instrument issued by a special purpose vehicle to finance  securitisation 

of a pool of loans secured by residential mortgages.  
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Risk premium 

The difference between the return available on a risk-free asset and the return 

available on a riskier asset. 

Secondary market 

The market where securities are bought and sold subsequent to original 

issuance. Investors trade securities between themselves (usually via 

intermediaries such as banks) in the secondary market. 

Securities lending 

An activity whereby securities are lent to a financial market participant for a 

fee.  

Securities lending facility 

A facility established by the AOFM in 2004 that uses repurchase agreements 

to lend Treasury Bonds and Treasury Indexed Bonds to market participants for 

short periods. The facility is operated by the RBA on behalf of the AOFM. It 

supports the efficient operation of these markets by enabling dealers to obtain 

specific lines of stock when not readily available from other sources.  

Short-dated exposure 

The proportion of a portfolio that will have its interest rate reset in the short 

term. A portfolio with a high short-dated exposure will tend to have more 

volatile annual interest payments than a portfolio with low short-dated 

exposure. 

Spread 

The difference between two prices or yields. 

Syndication 

Where an issuer arranges a primary market transaction through a panel of 

banks but the bonds issued are purchased as a result of direct orders from 

end-investors during the syndication process. The final price and volume of 

issuance are typically determined as part of the process, but either or both 

could be pre-set at specific levels prior to commencement of the process. 

Tender 

A method of issuance whereby debt is sold through auction. The amount, 

coupon and maturity date of the stock are announced by the issuer. Registered 

participants then bid for their desired amounts of stock at interest rates they 
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are prepared to buy. Bids are accepted from lowest interest rate (yield) upward 

until the issue amount has been filled. Stock is therefore allocated in order of 

lowest yield (and highest price). 

Tenor 

The tenor of a financial instrument is its remaining term to maturity. 

Term deposit 

A deposit held at a financial institution that has a fixed (short) term. When a 

term deposit is purchased, the lender (the customer) understands the money 

can only be withdrawn after the term has ended, or after having given a 

predetermined number of days’ notice. 

Term premium 

The extra return investors demand for holding a longer-term bond as opposed 

to investing in a series of short term bonds.  

Treasury Bond 

A medium to long term debt security issued by the Australian Government that 

carries an annual rate of interest (the coupon rate), fixed over the life of the 

security and payable in six-monthly instalments (semi-annually) on the face, or 

par, value of the security. The bonds are repayable in full at face value on 

maturity. 

Treasury Indexed Bond 

A security issued by the Australian Government for which the capital value is 

adjusted periodically according to movements in the Consumer Price Index. 

Interest is paid quarterly at a fixed rate on the adjusted capital value. At 

maturity, investors receive the adjusted capital value of the bond — that is, the 

initial face value adjusted for inflation over the life of the bond. Interest Indexed 

Bonds, another form of indexed bond, were also issued by the Commonwealth 

Government in the past but these have all now matured. 

Treasury Note 

A short term debt security issued by the Australian Government at a discount 

and redeemable at par on maturity. The interest payable on the notes is 

represented by the difference between their issue value and their par or face 

value.  
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Two-way price 

A price (or yield) at which a market-maker is prepared to both buy and sell a 

particular financial product or instrument. That is, the simultaneous quoting of a 

bid and an offer. 

Yield 

The expected rate of return expressed as a percentage of the net outlay or net 

proceeds of an investment. 

Yield curve 

Graphical representation on a specific date of the relationship between the 

yield on debt securities of the same credit quality, but different terms to 

maturity. When securities with longer terms to maturity have a higher yield than 

securities with shorter terms to maturity, the curve is said to have a positive 

slope. In the opposite case, the slope is said to be negative or inverse. 
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ACRONYMS 
AASB Australian Accounting Standards Board 

ABSF Australian Business Securitisation Fund  

ADIs Authorised Deposit-taking Institutions  

AFMA Australian Financial Markets Association 

AGFIF Australian Government Fixed Income Forum 

AGS Australian Government Securities 

AML/CTF Anti-Money Laundering and Counter-Terrorism Financing 

ANAO Australian National Audit Office 

AOFM Australian Office of Financial Management 

APS Australian Public Service 

APSC Australian Public Service Commission 

AUD Australian dollar 

AUSTRAC Australian Transaction Reports and Analysis Centre 

BBSW Bank Bill Swap Reference Rates 

CEO Chief Executive Officer 

CPI Consumer Price Index 

CPRs Commonwealth Procurement Rules 

EL Executive Level (APS Classification) 

EU European Union 

FOI Freedom of Information 

FTE Full-time equivalent 

GST Goods and Services Tax 

IPS Information Publication Scheme 

IT Information technology 
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LTDP Long-Term Debt Portfolio 

OAIC Office of the Australian Information Commissioner 

OIS Overnight Indexed Swap 

OPA Official Public Account 

PGPA Public Governance, Performance and Accountability Act 2013 

PSM Portfolio Strategy Meeting 

RBA Reserve Bank of Australia 

RMBS Residential Mortgage-backed Security 

SES Senior Executive Service 

SFSF  Structured Finance Support Fund 

SME Small and Medium Enterprises 

TIB  Treasury Indexed Bond 

US United States of America 

USD United States dollar 
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CONTACT DETAILS 

Enquiries 

Enquiries regarding this report may be directed to: 

Communications Officer 

Australian Office of Financial Management 

Treasury Building 

Newlands Street 

PARKES  ACT  2600 

Telephone:  (61-2) 6263 1111 

Fax:  (61-2) 6263 1222 

Email:  enquiries@aofm.gov.au 

Internet address 

The AOFM web site address is: http://aofm.gov.au. 

A copy of this document can be located on the AOFM web site at: 

http://aofm.gov.au/publications/annual-reports. 
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