


2.15 Intangibles

Purchases of computer software are recognised at cost in the Balance Sheet except for purchases costing less
than $10,000, which are expensed at the time of acquisition.

An item of software represents:
= a software licence granted for greater than 12 months; or

« a developed software application.

Developed software is recognised by capitalising all directly attributable internal and external costs that enhance
the software’s functionality and therefore service potential.

Software assets are amortised on a straight line basis over their anticipated useful lives, being three to five
years. Software assets are not subject to revaluation and consequently are carried at cost less accumulated
amortisation and any accumulated impairments in the financial statements. All software assets are assessed for
indications of impairment at each reporting date.

2.16 Taxation

The Future Fund is exempt from all forms of taxation except for Fringe Benefits Tax (FBT) and the Goods and
Services Tax (GST).

Revenues, expenses, assets and liabilities are recognised net of GST, except:
« where the amount of GST incurred is not recoverable from the Australian Taxation Office; and

= for receivables and payables (where GST is applicable).

Receipts and payments in the Statement of Cash Flows are recorded in gross terms (that is, at their GST
inclusive amounts).

2.17 Foreign Currency

All foreign currency transactions during the period are bought to account using the exchange rate in effect at
the date of the transaction. Foreign currency monetary items at reporting date are translated at the exchange
rate existing at reporting date. The Fund does not hold any foreign currency non-monetary assets or liabilities as
at 30 June 2007.

Exchange differences are recognised in profit and loss in the period in which they arise.

2.18 Derivative Financial Instruments
The Future Fund enters into forward foreign exchange contracts to manage its exposure to foreign exchange risk.

The Fund may also enter into exchange futures contracts to gain indirect exposure to investment markets. The
use of derivative financial instruments by the Future Fund is governed by the Future Fund Act 2006.

Accounting policies for financial instruments are stated at Note 17.

2.19 Rounding of Amounts

Amounts have been rounded to the nearest $1,000 unless stated otherwise.



Note 3: Dividends, Imputation Credits and Distribution Income

2007 Period from
3 April 2006 to
30 June 2006
$’000 $'000
Dividend income
Dividend income — domestic equities 297,904 -
Imputation credits refundable under Section 31 of the Future Fund Act 126,497 -
2006
Dividend income - international equities 1,072 -
Total dividend and imputation credit income 425,473 -
Distribution income
Distribution income — unlisted unit trusts 2,267 -
Total distribution income 2,267 -
Note 4: Other Income
2007 Period from
3 April 2006 to
30 June 2006
$000 $'000
Other income
Resources received free of charge (ANAO) 75 25
Total other income 75 25




Note 5: Expenses

2007 Period from
3 April 2006 to
30 June 2006
$’000 $'000
Agency employees’ remuneration
Wages and salaries 1,849 97
Superannuation 208 18
Leave and other entitlements 168 -
Total Agency employees’ remuneration 2,225 115
Board of Guardians’ remuneration
Wages and salaries 590 149
Superannuation 53 12
Total Board of Guardians’ remuneration 643 161
Depreciation
Depreciation of infrastructure, plant and equipment 355 1
Total depreciation 355 1
Amortisation
Amortisation of intangibles — computer software 10 -
Total amortisation 10 -
Total depreciation and amortisation 365 1

Note 6: Remuneration of auditors

Financial statement audit services are provided free of charge to the Future Fund. The fair value of the audit

services provided by the Australian National Audit Office was:

2007 2006
$ $
75,542 25,000

No other services were provided by the Auditor-General.



Note 7: Investments

2007 2006
$'000 $'000
Term deposits
Term deposits — at fair value 38,600,500 18,046,000
38,600,500 18,046,000
Listed equities and listed managed investment schemes
At fair value:
Listed domestic equities and listed managed investment schemes (Note 7A) 11,581,391 -
Listed international equities and listed managed investment schemes 1,992,970 -
13,574,361 -
Unlisted managed investment schemes
At fair value:
Unlisted managed investment schemes — cash trust 724,171 -
724,171 -
Currency contracts and exchange traded futures contracts
At fair value -
Currency contracts 10,292 -
Exchange traded equity futures contracts (2) -
10,290 -




Note 7A: Restrictions on Investments

Included within the listed domestic equities sub-class in Note 7 above are Telstra shares transferred to the Fund
by the Commonwealth Government under Part 3 of Schedule 1 of the Future Fund Act 2006. The fair value

of these shares as at 30 June 2007 is $9,739,609,955. Under subclause 8(1) of Schedule 1 to the Future
Fund Act, the Minister for Finance and Administration has directed that restrictions be placed on the disposal

of the transferred shares. The restrictions remain in force until 20 November 2008. The Board of Guardians is
permitted to dispose of the Telstra shareholding only in the following circumstances during the restriction period:

If requested by Telstra and agreed by the Board, as part of any Telstra initiated dividend reinvestment plan
or share top up plan;

only if requested by Telstra and agreed by the Board, as part of any Telstra initiated capital management
initiative, such as a buy-back or capital reduction (whether selective or based on equal access or of any
other nature — for the avoidance of doubt, if any such initiative is based on equal access, Telstra will be
taken to have requested the Board’s participation); and

to a single investor, provided that:

The parcel of Telstra Shares to which the Disposal relates is greater than 3% of Telstra’s issued ordinary
shares at the time of the Disposal; and

the investor provides an enforceable undertaking on terms acceptable to the Board and the
Commonwealth to be bound by similar lock-up provisions to those contained in this direction for at least
the balance of the Lock-up Period; and

Telstra is advised prior to such Disposal; and

the price per Telstra Share is no less than the Telstra 3 Share Offer institutional offer price; and

the date of the disposal is at least six months following the initial listing of Telstra 3 Instalment Receipts on
the ASX.



Note 8: Receivables

2007 2006
$’000 $'000
Receivables
Imputation credits refundable 126,497 -
Interest receivable 15,488 112,459
Dividends receivable 4,100 -
146,085 112,459
Note 9: Non-Financial Assets
2007 2006
$'000 $'000
Infrastructure, plant and equipment
Computers, plant and equipment — at cost 2,123 20
Accumulated depreciation (355) (1)
Total infrastructure, plant and equipment (non-current) 1,768 19
Intangibles - software licenses
Computer software purchased — cost 104 24
Accumulated amortisation (10) -
Total intangibles (non-current) 94 24




Note 9: Non-Financial Assets (continued)

Analysis of infrastructure, plant and equipment, Infrastructure Computer Total
and Intangibles plant & equipment software
$’000 $’000 $'000
Opening balance as at 1 July 2006
Gross book value 20 24 44
Accumulated depreciation/amortisation (1) - (1)
Net book value as 1 July 2006 19 24 43
Additions:
by purchase 2,103 80 2,183
Disposals:
Gross value of disposals - - -
Accumulated depreciation/amortisation - - -
Depreciation/amortisation charge for the period (354) (10) (364)
Net book value as of 30 June 2007 1,768 94 1,862
Represented by:
Gross book value 2,123 104 2,227
Accumulated depreciation/amortisation (355) (10) (365)
1,768 94 1,862
Opening balance as at 3 April 2006
Gross book value - - -
Accumulated depreciation/amortisation - - -
Net book value as 3 April 2006 - - -
Additions:
by purchase 20 24 44
Disposals:
Gross value of disposals - - -
Accumulated depreciation/amortisation - - -
Depreciation/amortisation charge for the period 1) - (1)
Net book value as of 30 June 2006 19 24 43
Represented by:
Gross book value 20 24 44
Accumulated depreciation/amortisation 1) - (1)
19 24 43




Note 10: Payables

2007 2006
$'000 $'000
Payables
Unsettled purchases* 593,528 -
Other unsecured payables and accrued expenses 930 228
594,458 228
* Represents amounts owing under normal market settlement terms for the purchase of investment securities
Note 11: Provisions
2007 2006
$000 $'000
Employee provisions
Annual leave 109 -
Long service leave 83 -
Wages and superannuation 329 a7
521 47
Other provisions
Lease incentive 516 -
516 -
Current 562 47
Non-current 475 -




Note 12: Contributions by Government

2007 2006
$’000 $000
Opening balance 18,000,000 -
Contribution from Government — cash 22,428,000 18,000,000
Contribution from Government — financial assets 9,068,090 -
Closing balance 49,496,090 18,000,000

Financial asset contributions represent restricted Telstra shares transferred at the closing market bid price on the respective
transfer dates from other wholly owned Australian Government entities. The transfer was non-reciprocal. The conditions
attached to the restricted shares are outlined in Note 7A. The Future Fund has designated the transferred shares as being

prospectively accounted for at designated fair value through profit and loss.

Contributions are made under Schedule 1 to the Future Fund Act 2006.

Note 13: Cash flow reconciliation

2007 2006

$'000 $'000
(a) Reconciliation of operating result to net cash from operating activities:
Operating result 2,807,558 163,042
Depreciation and amortisation 364 1
Net unrealised gains on revaluation of investments (651,975)
Net losses on disposal of investments 73 -
(Increase) / decrease in accrued income (33,626) (112,459)
(Increase) / decrease in other assets 14 -
Increase / (decrease) in employee provisions 474 47
Increase / (decrease) in other payables 702 186
Increase / (decrease) in other provisions 516 -
Net cash from operating activities 2,124,100 50,817

(b) Reconciliation of cash and cash equivalents

For the purposes of the cash flow statement, cash includes cash on hand and in banks net of any outstanding operating
overdrafts. Cash at the end of the financial year is reconciled to the balance sheet as follows:

2007 2006
$’000 $'000
Cash 4,888 4,773
Total cash and cash equivalents 4,888 4,773




Note 14: Contingent liabilities and assets

Contingencies

The Future Fund is not aware of any quantifiable or unquantifiable contingency as of the signing date that
requires disclosure in the financial statements.

Remote contingencies

The Future Fund is not aware as at the signing date of any remote contingencies.

Note 15: Executive remuneration

The number of executives who received or were due to receive total remuneration of $130,000 or more was
as per the table below. Individuals who worked only part of the period were not included within the executive
remuneration note if they did not reach the $130,000 limit despite their annual remuneration being greater
than this.

Remuneration means any money, consideration or benefit including wages, salaries, performance pay, accrued
leave entitlements, superannuation contributions, the cost of motor vehicles, housing, commuting and allowances.
Remuneration does not include reimbursement of out-of-pocket expenses incurred for work related purposes.

2007 2006
$000 $'000
The number of senior executives who received or were due to receive
total remuneration of $130,000 or more:
$130,000 to $144,999 - -
$145,000 to $159,999 1 -
$160,000 to $174,999 1 —
$175,000 to $189,999 - -
$235,000 to $249,999 1 -
$460,000 to $474,999 1 —
Total 4 _
The aggregate amount of total remuneration of executives shown above 1,031 -
The aggregate amount of separation and redundancy/ termination benefit - -
payments during the year to executives shown above
Note 16: Average staffing level
The average staffing level for the Future Fund during the period was:
2007 2006
11 5




Note 17: Financial Instruments

Note 17A: Terms, conditions and accounting policies

Financial instruments  Notes  Accounting policies and methods Nature of underlying instruments
Financial Assets Financial assets are recognised when control over
future economic benefits is established and the
amount of the benefit can be reliably measured.
Cash at bank 13(b)  Cash at bank is recognised at nominal amounts. Cash The Future Fund maintains
on hand and cash equivalents includes cash at hand, operational bank accounts with
deposits held at call with financial institutions, other short  the Reserve Bank of Australia.
term, highly liquid investments with original maturities of Monies in the account are
three months or less that are readily convertible to cash swept nightly to an at call
and which are subject to an insignificant risk of change investment account.
in value and bank overdrafts which are repayable on
demand.
Other assets Other assets are initially recognised at fair value and Other assets comprise of
are subsequently recognised at amounts due less any prepayments of operating
accumulated impairment. expenditure items.
Investments 7 Investments in term deposits are recognised at cost. Investments comprise term

Interest revenue is recognised using the effective
interest method.

Investments in listed equities and managed investment
schemes are initially recognised at fair value.

Transaction costs associated with the purchase of
investments are expensed as incurred.

All investments are designated as financial assets through
profit and loss on purchase.

Listed equities and listed managed investment schemes
are re-measured each reporting date at the quoted bid
price on relevant stock exchanges. Unlisted managed
investment schemes are re-measured at director’s
valuation based on the estimated fair value of the net
assets of each scheme at reporting date.

Gains or losses from changes in the fair value of
investments are included in the income statement
in the period in which they arise.

deposits with the Reserve Bank
of Australia, listed securities

on Australian and overseas
exchanges and units in

listed and unlisted managed
investment schemes.




Note 17: Financial Instruments (continued)

Note 17A: Terms, conditions and accounting policies (continued)

Financial instruments  Notes  Accounting policies and methods

Nature of underlying instruments

Financial Assets Financial assets are recognised when control over
future economic benefits is established and the
amount of the benefit can be reliably measured.

Derivatives 7 The Future Fund enters into forward foreign currency
agreements to manage its exposure to foreign exchange
rate risk. Derivatives are classified as financial assets or
liabilities at fair value through profit and loss. Derivatives
are initially recognised at fair value on the date a derivative
contract is entered into and subsequently re-measured at
fair value at each reporting date. The resulting gain or loss
is recognised in the income statement immediately. The
Future Fund has not designated any derivatives as cash
flow or fair value hedges.

The Future Fund enters into exchange traded futures to
gain indirect exposure to investment markets. Futures
positions are marked to market by the relevant exchange
and cash settled daily.

The Fund’s use of derivative financial instruments is
governed by the Future Fund Act 2006.

Derivatives comprise forward
foreign exchange agreements
to buy and/or sell currencies
other than Australian dollars
and investments in exchange
traded futures contracts.




Note 17: Financial Instruments (continued)

Note 17A: Terms, conditions and accounting policies (continued)

Financial instruments  Notes  Accounting policies and methods Nature of underlying instruments

Financial Assets Financial assets are recognised when control over
future economic benefits is established and the
amount of the benefit can be reliably measured.

Receivables 8 Interest on financial assets is credited to revenue on a Receivables comprise interest
time proportionate basis taking into account the effective receivable on term deposits
interest method. Dividend income is recognised on a and cash at bank, dividends
receivable basis with any corresponding withholding and withholding taxes
taxes recorded as an expense. Reclaims of withholding  receivable, and imputation
taxes are offset against this expense on lodgement of credits refundable from the
an entitlement to reclaim. Imputation credits received Australian Government (ATO).
and claimable from the Australian Government are
recorded as income on a receivable basis.

Financial Liabilities Financial liabilities are recognised when a present
obligation to another party is entered into and the
amount of the liability can be reliably measured.

Payables and 10, 11 Creditors and accruals are recognised at the amounts Trade liabilities comprise

provisions

at which the liabilities will be settled. Liabilities are
recognised to the extent that goods or services have
been received (irrespective of having being invoiced).

unsettled purchases settled

in accordance with market
conventions.

Other accounts payable are
normally settled on 30 day terms.
Employee provisions are accrued
in accordance with contractual
and statutory entittements (refer
note 2.6).

The lease liability is amortised

on a straight line basis over the
lease term.




Note 17B: Financial (investment) risk management objectives

The Future Fund’s Statement of Investment Policies is available on its website. The Statement of Investment
Policies provides additional detail on investment risks to which the Future Fund may be or become exposed to.
These investment risks will be managed by:

(a) Adopting an appropriate risk profile that is commensurate with the return objective and time horizon of the
Fund. That risk profile is determined after careful analysis of the prospective risk and return characteristics of
each asset class in which the Fund might invest;

(b) avoiding concentration of risk by ensuring there is adequate diversification between and within asset classes;

(c) careful selection and monitoring of managers to ensure there is sufficient confidence that each manager
warrants the allocation of active risk to them;

(d) monitoring the compaosition of the portfolios of active managers to ensure that there are no unintended
biases away from the intended investment strategy; and

(d) careful measurement and management of both market and active manager risk.

The use of financial derivatives is governed by the Future Fund Act 2006.



Note 17: Financial instruments (continued)
Note 17B: Financial (investment) risk management objectives (continued)
Excluding foreign exchange contracts (Note 17E), the Future Fund had open positions in exchange traded

equity futures contracts as at 30 June 2007. The notional value of the open contracts and their fair value as
at 30 June 2007 (2006: nil) is set out below:

Notional Value Fair Market

Value

$'000 $’000

Buy Equity Futures Contracts 4,563 (2)

Note 17C: Interest rate risk

The Future Fund’s exposure to interest rate risk and corresponding weighted average effective interest rates for
each class of financial asset and financial liability is set out below.

Financial instrument | Note | Floating Fixed Interest Rate Maturing in Non-Interest Total | Weighted
Interest Bearing Average
Rate Effective
1Yearor| 1to5VYears| >05 Years Interest
less Rate
2007 2007 2007 2007 2007 2007 2007
$'000 $'000 $'000 $'000 $'000 $'000 %
Financial assets
Cash and cash 13(b) 4,731 - - - 157 4,888 0.91
equivalents
Receivables 8 - - - - 146,085 146,085 -
Investments 7 (2) | 38,600,500 - - 14,308,824 | 52,909,322 6.25
Other financial - - - - 28 28 -
assets
Total assets 4,729 | 38,600,500 - — | 14,455,094 | 53,060,323
Financial liabilities
Payables 10 - - - - 594,458 594,458 -
Employee 11 83 - - - 438 521 6.25
provisions
Other provisions 11 - - - - 516 516 -
Total liabilities 83 - - - 595,412 595,495




Note 17: Financial instruments (continued)

Note 17C: Interest rate risk (continued)

Financial instrument | Note | Floating Fixed Interest Rate Maturing in Non-Interest Total | Weighted
Interest 1Yearor| 1t05 Years| >5 Years Bearing Average
Rate less Effective
Interest
Rate
2006 2006 2006 2006 2006 2006 2006
$’000 $000 $000 $’000 $000 $000 %
Financial assets
Cash and cash 13(b) 1,052 - - - 3,721 4,773 5.75
equivalents
Receivables 8 - - - - 112,459 112,459 -
Investments 7 - | 18,046,000 - - - | 18,046,000 5.84
Other financial - - - - 42 42 -
assets
Total assets 1,052 | 18,046,000 - - 116,222 | 18,163,274

Financial liabilities

Payables 10 - - - - 228 228 -
Employee 11 - - - - 47 47 -
provisions

Total liabilities - - - - 275 275

Note 17D: Credit risk exposures
The Future Fund only deals with counterparties it regards as creditworthy.

The Future Fund’s maximum exposures to credit risk at reporting date in relation to each class of recognised
financial assets is the carrying amount of those assets as indicated in the Balance Sheet.

Apart from the financial assets listed below, the Future Fund has no additional significant exposures to any
concentrations of credit risk:
* Investment in Telstra as noted in Note 7A

* The term deposit with the Reserve Bank of Australia: 2007: $38,600,500,000 (2006: $18,046,000,000).
Note 17E: Foreign currency risk management

The Future Fund undertakes certain transactions denominated in foreign currencies, hence it is exposed to the
effects of exchange rate fluctuations. Exchange rate exposures are managed within approved policy parameters
utilising forward foreign exchange contracts.

As at 30 June 2007, the Future Fund had a direct investment in international equities with an Australian dollar
fair value of $1,992,970,000. This fair value position was 90% hedged via the use of forward foreign exchange
contracts as at balance date.

Note 17F: Fair values of financial assets and liabilities

The fair value of each class of financial assets and liabilities is equal to their carrying amounts.



Note 18: Events occurring after reporting date

There have been no significant events occurring after reporting date that would materially affect these

financial statements.

Note 19: Compensation and debt relief disclosures

No ‘Act of Grace’ payments were made during the reporting period (2006: nil).

No waivers of amounts owing to the government were made pursuant to subsection 34(1) of the Financial
Management and Accountability Act 1997 during the reporting period (2006: nil).

No payments were made under the ‘Defective Administration Scheme’ during the reporting period (2006: nil).

No payments were made under section 73 of the Public Service Act 1999 during the reporting period (2006: nil).

No payments were made under ex-gratia programs during the reporting period (2006: nil).

Note 20: Special Accounts

Note 20A: Special Accounts: Future Fund Special Account

Future Fund Special Account
Legal Authority — Future Fund Act 2006, section 12.

Purpose — establishment and ongoing operation of the Future Fund.
Disclosures below are on a cash basis and consolidate departmental and administered items.

Future Fund Special Account

Period from
1 July 2006 to
30 June 2007

Period from
3 April 2006 to
30 June 2006

$’000 $'000
Balance carried from previous period - -
Bank interest amounts credited - 51,041
Appropriations for reporting period - -
Other Receipts:
GST credits 563 -
Amounts transferred from investment account @ 9,677 167
Amounts credited to the special account 22,428,000 18,000,000
Total Credits 22,438,240 18,051,208
Available for payments 22,438,240 18,051,208
Payments made:
Investments debited from the Special Account (FFA s17) 22,428,000 18,050,773
Payments made
— Remuneration of Board of Guardians and Agency staff 2,339 224
— Suppliers 5,718 167
— Purchase of capital equipment and software 2,183 44
Total Debits 22,438,240 18,051,208

Balance carried forward to next year ®

(a) The operations of the Future Fund are funded via the investment revenue generated.

(b) Excluding investments balances, see Note 20C



Note 20B: Special accounts:

Other Trust Moneys - Future Fund Management Agency Special Account

The Other Trust Moneys — Future Fund Management Agency Special Account is a Special Public Money

account established for the purpose:

(a) disbursing amounts temporarily held on trust or otherwise for the benefit of a person other than the

Commonwealth; and

(b) to repay amounts where an Act or other law requires or permits the repayment of an amount received.

The Special Account was established under s20 of the Financial Management and Accountability Act 1997.
The Special Account has not been used during the current year or the comparative reporting period and has a

nil balance as at 30 June 2007.

Note 20C: Special Accounts: Investment of Public Money

Disclosures below are on a cash basis, except for the transfer of Telstra shares.

Future Fund Special Account: Investment of Public Money under
section 17 of the Future Fund Act

Period from
1 July 2006 to
30 June 2007

Period from
3 April 2006 to
30 June 2006

$’000 $'000
Opening balance 18,050,773 -
Investments made on transfer of funds from the Special Account 22,428,000 18,050,773
Realised investments reinvested 5,129,245 -
Telstra shares — non reciprocal transfer 9,068,090 -
Interest earned reinvested 1,837,011 167
Dividends received reinvested 294,876 -
Amounts transferred to operations © (9,677) (167)
Investments realised (5,138,923) -
Closing Balance 51,659,395 18,050,773

(a) The operations of the Future Fund are funded via the investment revenue generated.



Note 21: Reporting of outcomes

Note 21: Net cost of outcome delivery

Outcome 1 Outcome 1
2007 2006
$’000 $'000
Expenses
Investment related expenses 2,392 -
Depreciation and amortisation 364 1
Agency and Board remuneration expenses 2,868 276
Other expenses 4,309 373
Total expenses 9,933 650
Costs recovered from provision of good and services to the - -
non-government sector
Income
Interest 1,737,773 163,667
Dividends, distributions and imputation credits 427,740 -
Realised and unrealised investment gains and losses 651,903 -
Other income 75 25
Total income 2,817,491 163,692
Net cost (contribution) of outcome (2,807,558) (163,042)

Outcome 1 is described in Note 1.
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Glossary

Audit committee

An audit committee plays a pivotal role in the
governance framework of an organisation. An audit
committee is fundamental in assisting the Chief
Executive Officer and the Board to:

« ensure all key controls are operating effectively

» ensure all key controls are appropriate for
achieving corporate goals and objectives, and

* meet their statutory and fiduciary duties

Australian Accounting Standards Board

The Australian Accounting Standards Board (AASB) is
responsible for issuing the Accounting Standards
throughout Australia. Accounting Standards are policies
providing descriptions of acceptable methods for
treating fundamentals of accounting. The AASB took
over the role of the Australian Standards Review Board
in 1991 and it includes the Australian Equivalents to
International Financial Reporting Standards.

Australian workplace agreement

An AWA is an individual written agreement between an
employer and employee about terms and conditions of
employment, made under the Workplace Relations Act
1996.

Body corporate

A body corporate is a corporation or body of people, or
even an individual with a legal existence distinct from the
individual person(s) making up the corporate entity.

Commonwealth Procurement Guidelines

The Commonwealth Procurement Guidelines provide a
policy framework designed to assist government
agencies achieve value for money in their procurement
activities. They articulate the expectations that exist for
officials, or agents conducting procurement on behalf of
the Australian Government, in the design, conduct and
management of all aspects of government procurement.
The guidelines are issued under the Financial
Management and Accountability Regulations 1997.

Consultancy services

Consultancy services are one particular type of service
delivered under a contract for services.

Consultant

A consultant is an entity (individual, partnership or
corporation), engaged to provide professional,
independent and expert advice or services. Consultants
are not employees of the Future Fund and are not paid
wages or other employee entitlements.

Corporate governance

Corporate governance is the system by which
corporations are directed and controlled.

Custodian

The custodian is the organisation that has the legal
responsibility for the safe keeping of assets, income
collection and settlement of trades for a portfolio
independent from the asset management function.

Financial Management and
Accountability Act 1997

The Financial Management and Accountability Act 1997
(FMA Act) provides a framework for the appropriate
management of public money, public property and other
Australian Government resources. It sets out the
fundamental principles of financial control governing

the financial activities of agencies subject to this Act.

It applies to Australian Government agencies that do

not own money or property in their own right.

Investment mandate

A series of written directions or instructions surrounding
the performance of the investment function of the Future
Fund Board of Guardians.

Risk management

Risk management is the systematic application of
procedures and practices to clearly identify, analyse,
evaluate, treat and monitor risks associated with an
organisation’s activities.

Secretariat

A secretariat is an administrative unit responsible for
maintaining records and other secretarial duties of an
organisation or board.



Abbreviations

AASB
AC
AM
ANAO
CBA
CEls
CEO
CPGs

FMA Act

FMO
FOI Act
FOI
GST
RBA

Australian Accounting Standards Board
Companion of the Order of Australia Medal
Australia Medal

Australian National Audit Office
Commonwealth Bank of Australia

Chief Executive’s Instructions

Chief Executive Officer

Commonwealth Procurement Guidelines

Financial Management and Accountability
Act 1997

Finance Minister’s Orders
Freedom of Information Act 1982
Freedom Of Information

Goods and Services Tax

Reserve Bank of Australia



Alphabetical Index

A

active management

advertising and market research
audit committee

auditors report

Australian Public Service values

Australian workplace agreement

average staffing level

B

benchmark

Board of Guardians

Browne Jeffrey

C

cash

Chief Executive Officer

Chief Executive’s Instructions

Civil and Civic

Commonwealth Bank of Australia
Commonwealth Disability Strategy
Commonwealth Fraud Control Guidelines
Commonwealth Funds Management
Commonwealth Procurement Guidelines
consultancies

consultants

Consumer price index

custodian

D

Department of Defence
Department of Finance and Administration
discretionary grants

Doyle, Susan
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ecologically sustainable development and environmental

performance

Elstone, Robert
employee

equities

equity capital markets

escrow directions

external scrutiny

F
financial statements
Foreign Affairs Council
Fraud Control Plan
freedom of information
Fund managers
Future Fund Act 2006

Section 81 requirements

G

General Manager

governance

H

Higher Education Endowment Fund

human resources

Insurance Australia Group
interim management group
Investment mandate

investment report

J

JP Morgan & Co

L

Lend Lease Property Investment Services

letter of transmittal
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M

management team

Minister for Finance and Administration

Mulcahy, Dr John
Murray, David

N

National Australia Bank

Northern Trust

P

Paterson, John
performance management
performance pay

portfolio
PriceWaterhouseCoopers
private equity

private markets

public markets

Public Service Act 1999

Q

Queensland Investment Corporation

R

recycling

remuneration

Reserve Bank of Australia
Review by the Chair

Review by the General Manager

Rowe, Trevor

S

secretariat

Senate Finance and Public Administration

Legislation Committee

seed capital

Statement of Investment Policies
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Contact details

Enquiries

Enquiries about this report can be directed to:

Liaison Officer
Future Fund Management Agency

Locked Bag 20010
Melbourne VIC 3001

Telephone (61-3) 8656 6400
Fax (61-3) 8656 6500
Email contact@futurefund.gov.au

Internet address

A copy of this document can be located
on the Future Fund website at
http://www.futurefund.gov.au
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Appendix A

Future Fund Investment
Mandate Directions 2006

Part 1 Preliminary

1. Name of Directions

These Directions are the Future Fund Investment
Mandate Directions 2006.

2. Commencement

These Directions commence on 22 May 2006.

3. Definitions

In these Directions:
Act means the Future Fund Act 2006.
Fund means the Future Fund.

Board means the Future Fund Board of Guardians.

4. Objective of these Directions

The Future Fund will make provision for unfunded
superannuation liabilities that will become payable during
a period when an ageing population is likely to place
significant pressure on the Commonwealth’s finances.

The objective of these directions is to give guidance
to the Board in relation to its investment strategy

for the Future Fund. The Future Fund Board of
Guardians is required under section 18 of the Act

to seek to maximise the return eamed on the Fund
over the long term, consistent with international best
practice for institutional investment and subject to its
obligations under the Act and any directions given by
the responsible Ministers under subsection 18(1) or
subclause 8(1) of Schedule 1 of the Act.

These Directions are given under subsection 18(1) of
the Act to articulate the Government's expectations for
how the Fund will be invested and managed by the
Board.

Investments by the Future Fund will be confined to
financial assets.

Part 2 Directions
5. Benchmark return

The Board is to adopt an average returmn of at least the
Consumer Price Index (CPI) + 4.5 to + 5.5 per cent per
annum over the long term as the benchmark return on
the Fund.

During the initial transition period, as the Board develops
a long-term strategic asset allocation, a return lower than
the benchmark retumn is expected.

In targeting the benchmark return, the Board must
determine an acceptable but not excessive level of risk
for the Fund measured in terms such as the probability
of losses in a particular year.

6. Limits for holdings of listed companies

The Board must establish a limit for holdings on any
listed company in order to prevent a breach of the
statutory limits imposed by sections 21 and 22 of the
Act.

7. Telstra Corporation

The Board must not acquire a direct equity holding of
voting shares in Telstra Corporation Limited except as a
result of a transfer of financial assets by the responsible
Ministers under clause 6 of Schedule 1 of the Act or a
gift of financial assets under clause 7 of Schedule 1 of
the Act.

8. Board must consider impacts from its
investment strategy

In undertaking its investment activities, the Board must
act in a way that:

(a) minimises the potential to effect any abnormal
change in the volatility or efficient operation of
Australian financial markets; and

(b) is unlikely to cause any diminution of the Australian
Government’s reputation in Australian and
international financial markets.

9. Corporate Governance

The Board must have regard to international best
practice for institutional investment in determining its
approach to corporate governance principles, including
in relation to its voting policy.



Appendix B

Future Fund Ministerial Direction 2007

[, NICHOLAS HUGH MINCHIN, Minister for Finance
and Administration, give the following direction under
subclause 8(1) of Schedule 1 to the Future Fund
Act 2006.

Dated: 28 February 2007

NICK MINCHIN
Minister for Finance and Administration

1 Definitions

For the purposes of this direction:

ASX means the Australian Stock Exchange Limited;
Board means the Future Fund Board of Guardians;
Dispose of a Telstra Share means:

(a) sell, transfer, create a trust over or interest (including
any legal, beneficial or relevant interest (as defined in
the Corporations Act 2001)) in, or alienate any right or
power attached to, a Telstra Share or create, issue or
sell a financial product convertible into, exchangeable
for or representing the right to receive a Telstra Share;
or

(b) agree or undertake to do any of the foregoing,
whether conditionally or unconditionally; or

(c) do anything having the economic effect of any of
the foregoing including entering into a derivative (as
defined in the Corporations Act 2001) over Telstra
Shares;

Telstra means Telstra Corporation Limited;

Telstra 3 Instalment Receipts means instalment receipts
that:

a) relate to ordinary shares in Telstra; and

b) are issued in connection with the Telstra 3 Share
Offer.

Telstra 3 Share Offer means the offer by the
Commonwealth of ordinary shares in Telstra to retail
and institutional investors, through an offer of instalment

receipts relating to those shares (Telstra 3 Instalment
Receipts) made in October and November 2006; and

Telstra Shares means ordinary shares in Telstra that are
transferred to the Future Fund by the Commonwealth
Government after the closure of the Telstra 3 Share Offer.

2 Ministerial direction
2. Disposal of Telstra Shares

Subject to paragraph 2.2 below, the Board must not
Dispose of any Telstra Shares during the period from
and including the date Telstra 3 Instalment Receipts are
first listed on ASX to and including the date 2 years after
that date (the “Lock-up Period”).

2.2 Exceptions

At any time during the Lock-up Period, the Board may
Dispose of Telstra Shares:

(a) only if requested by Telstra and agreed by the Board,
as part of any Telstra initiated dividend reinvestment
plan or share top-up plan; and

(b) only if requested by Telstra and agreed by the Board,
as part of any Telstra initiated capital management
initiative, such as a buy-back or capital reduction
(whether selective or based on equal access or
of any other nature — for the avoidance of doubt,
if any such initiative is based on equal access,
Telstra will be taken to have requested the Board's
participation); and

(c) to a single investor, provided that:

(A) the parcel of Telstra Shares to which the Disposal
relates is greater than 3% of Telstra’s issued ordinary
shares at the time of the Disposal; and

(B) the investor provides an enforceable undertaking
on terms acceptable to the Board and the
Commonwealth to be bound by similar lock-up
provisions to those contained in this direction for
at least the balance of the Lock-up Period (except
that the undertaking will not contain an exception
equivalent to this clause 2.2(c) but may contain an
exception for a Disposal as a result of a bona fide
exercise of security by financiers to the investor); and

(C) Telstra is advised prior to such Disposal; and

(D) the price per Telstra Share is no less than the Telstra
3 Share Offer institutional offer price; and

(E) the date of the disposal is at least six months
following the initial listing of Telstra 3 Instalment
Receipts on the ASX.





