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3 October 2008

The Hon. Lindsay Tanner MP 
Minister for Finance and Deregulation 
Parliament House
CANBERRA ACT 2600

Dear Minister 

As the Minister with nominated responsibility for the Future Fund and Higher Education 
Endowment Fund, I have pleasure in presenting to you the Annual Report of the Future 
Fund Board of Guardians and Future Fund Management Agency for the year ending 
30 June 2008 for presentation to the Parliament. 

The report has been prepared in accordance with section 81 of the Future Fund Act 
2006 (the Act). Subsection 81 (3) of the Act requires you to ensure a copy of the report 
is tabled in each House of Parliament within 15 sitting days of that House after receiving 
the report. Subsection 81 (4) requires you to give a copy of the report to the Education 
Minister as soon as practicable after receiving it.  

Yours sincerely 

David Murray AO
Chair
Future Fund Board of Guardians



The investment of both the Future Fund and the Higher 

Education Endowment Fund is the responsibility of the 

Future Fund Board of Guardians, supported by the 

Future Fund Management Agency. 

Our Mission
We are a funds management business focused on 

delivering high risk-adjusted returns over the long  

term on contributions to special purpose public funds. 

Operating independently from the Government,  

we will tailor the management of each fund to its unique 

mandate while delivering efficiency through common 

infrastructure.

Future Fund 
The Future Fund was created by the Future Fund  

Act 2006. 

The object of the Fund is to strengthen the Australian 

Government’s long term financial position by making 

provision for unfunded Commonwealth superannuation 

liabilities. These liabilities will become payable at a time 

when an ageing population is likely to place significant 

pressure on the Australian Government’s finances. 

The investment mandate for the Future Fund is to 

achieve an average return of at least the Consumer 

Price Index (CPI) plus 4.5 to 5.5% per annum over the 

long term with an acceptable but not excessive level 

of risk. The long term is interpreted as rolling ten year 

periods.

The governing legislation stipulates that money may 

not be withdrawn from the Future Fund until 2020 

except for the purpose of meeting the operating costs 

or unless the Fund’s balance exceeds the target asset 

level as defined by the Future Fund Act. Average annual 

earnings after 2020 are expected to exceed predicted 

average annual withdrawals for many years based on 

the liability profile. 

Higher Education Endowment Fund 
The Higher Education Endowment Fund (HEEF) was 

created by the Higher Education Endowment Fund  

Act 2007. 

The HEEF was established to provide funding to 

Australian higher education institutions for capital 

expenditure and research facilities. In May 2008 the 

Government announced its intention that the HEEF will 

become part of the Education Investment Fund (EIF) 

due to be established by 1 January 2009. 

Investment of the assets of the HEEF is governed by an 

interim investment mandate that focuses on maximising 

returns subject to a negligible chance of loss. 



Operating result

$m

Total income 827.2  

Total expenditure (54.2)

Operating result (inc.Telstra) 773

Operating result (ex Telstra) 652 

Investment performance for 2007/08

% $m

Portfolio (ex Telstra) 1.54 652 

Telstra holding 1.01 121 

Cash

Alternative assets

Debt securities

Global property

Private equity

Developing market equities 

Developed market equities

Australian equities

Future Fund 
Total asset allocation at 30 June 2008

Asset class $m Percentage of Fund 
(ex Telstra)

Australian equities 5,141 9.2

Global equities 
   Developed market equities 
   Developing market equities 

 
9,795 
1,190

 
17.6 
2.1

Private equity 2 -

Global property 768 1.4

Debt securities 4,150 7.5

Alternative assets 39 0.1

Cash 34,574 62.1

Total (ex Telstra) 55,659 100

Telstra holding 8,522

Total Future Fund assets 64,181

Asset allocation at 30 June 2008 (ex Telstra)

Higher Education Endowment Fund
The current mandate limits investment of the HEEF’s assets to cash-like securities. 

The HEEF was valued at $6,225 million at 30 June 2008. 

Investment performance 
Portfolio performance since inception*  4.99%

* Note, the HEEF was established in September 2007 and received its first contribution in October 2007.
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During the year the Future Fund’s assets grew to 

$64.18 billion. This included contributions from 

Government of $7 billion from the 2006-07 budget 

surplus in August 2007 and $3.9 billion in June 2008 

comprising proceeds from the second instalment 

receipts of the Telstra 3 sale.

The operating result for the Future Fund, excluding 

the holding of approximately 2 billion Telstra shares, 

was $652 million. This translates into a nominal 

return of 1.54% for the year. Infl ation measured by 

the Consumer Price Index (CPI) was 4.5%. Noting 

the volatility of the CPI measure of infl ation the Board 

has also adopted a long term infl ation assumption of 

2.5% per annum being the mid point of the Reserve 

Bank of Australia’s target range for infl ation.

Nominal and real rates of return (excluding the 

Telstra holding) for each of the three years since the 

establishment of the Future Fund are shown below.

It is important to note that the Future Fund’s 

investment mandate focuses on a long term return 

of at least CPI plus 4.5% per annum. We will measure 

performance against this over ten year periods using 

rolling fi ve year periods to assess progress.

The escrow conditions attached to the Telstra shares 

and the reduced opportunity for diversifi cation that 

this creates means that the Board considers its 

holding in Telstra separately to the broader portfolio. 

The Telstra holding generated a return of 1.01% 

for the year, contributing $121 million to the 

operating result.

Following the establishment of the Higher Education 

Endowment Fund (HEEF) in September 2007, the 

Board also took on responsibility for the investment of 

HEEF assets. At 30 June 2008 the HEEF was valued 

at $6.23 billion. The HEEF received a contribution of 

$3 billion in October 2007 and a further $3 billion in 

January 2008. 

In line with its investment mandate, the HEEF’s assets 

were invested principally in the bank bill market with 

the intention of maximising returns with negligible 

chance of capital loss. As a result the HEEF 

generated a return of 4.99% since its inception in 

October 2007 or 7.62% on an annualised basis.

David Murray AO, Chair

Future Fund performance (ex Telstra)

Financial year Rate of Return

Nominal rate of return Real rate of return

Actual CPI1 Long term infl ation 
assumption2

2007/08 1.54% (2.96)% (0.96)%

2006/07 7.39% 5.29% 4.89%

2005/063 5.97% 1.97% 3.47% 
1Consumer Price Index (CPI) was 4% in 2005/06, 2.1% in 2006/07 and 4.5% in 2007/08
2Long term infl ation assumption is 2.5%, being the mid point of the Reserve Bank of Australia’s target range for infl ation
3Annualised fi gure, as investment commenced on 5 May 2006.



The Future Fund Act 2006, together with the Higher 

Education Endowment Fund Act 2007, sets up 

the legal basis of operations of the Future Fund 

Board of Guardians (the “Board”) and Future Fund 

Management Agency (the “Agency”). In particular the 

legislation: 

fund in the Commonwealth of Australia;

Management and Accountability Act 1997 which 

prescribes the budget accounting treatment of 

costs, liabilities, income and expenses;

to accumulate assets to offset (but not be 

responsible for) the public sector pension 

liabilities of the Commonwealth and thereby to 

take pressure off future budgets caused by the 

ageing of the population;

Endowment Fund to provide funding to Australian 

universities and higher education institutions for 

capital expenditure and research facilities;

publication of an annual report and audited 

financial statements which are submitted to 

Parliament; and

directed and in accordance with the Investment 

Mandate for each fund.

By delineating the Board’s special role in this way 

its independence is reinforced. Accordingly the 

task of advising on macroeconomic management 

and implementing Government policy is left to other 

agencies including the Reserve Bank and Treasury. 

Funding arrangements by Government are 

discretionary and reliant on budget surpluses and 

asset sales proceeds. Withdrawals from the Future 

Fund can only take place after 2020 or if the value  

of the Future Fund exceeds the value of public  

sector pension liabilities defined by the target  

asset level declaration. 

The Board also provides data to the Australian 

Bureau of Statistics for incorporation into national 

statistical reporting. The Board has determined that 

from 2008/09 it will provide quarterly updates on 

investment performance, in addition to its statutory 

requirements to publish its policies on the internet. 

The Government, through the responsible Ministers, 

exercises oversight of the Future Fund and Higher 

Education Endowment Fund, subject to the 

independence of the Board as established through 

the legislation. The Government’s role includes 

appointment of Board members as provided in  

the Future Fund Act.

Independence 

The Board comprises seven members, all of whom 

are from outside Government and who must meet the 

statutory requirements of having substantial expertise 

and professional credibility in investing or managing 

financial assets or in corporate governance. 

Independence of the Board from Government is 

emphasised in the following arrangements: 

not by any other specific appropriations of the 

Parliament;

Board may make submissions to the responsible 

Ministers relating to draft directions given to 

the Board prior to their implementation as an 

Investment Mandate. Any such submissions are 

tabled in Parliament with the directions; and

 

a single long term return objective and contains 

few limitations on asset allocation or selection  

of markets. The legislation requires the use  

of external investment managers and limits  

the holding in a listed company to less  

than 20%.



Roles and responsibilities 

The Board is responsible for investment of the Future 

Fund and HEEF in accordance with the investment 

objectives of the legislation. The Agency provides the 

Board with advice and recommendations in relation to 

the portfolio and is responsible for implementing the 

Board’s decisions.

The Board is committed to implementation of rigorous 

governance disciplines with clear delineation of the 

roles and responsibilities of the Board, the Agency 

and external parties. The Board is also committed 

to ensuring the Fund has processes in place to 

encourage and enable ethical behaviour. Protocols 

between the Board and Agency have been established 

in accordance with the Board’s policies, applicable 

laws and regulatory requirements, Commonwealth 

policies and best practice guidelines.

The Board encourages open and robust debate on 

policy decisions and allocates time, expertise and 

financial resources to issues in proportion to their 

significance.

Once a decision is made by the Board, there is joint 

ownership of the outcomes with the Agency and, 

if appropriate, between the Fund and its external 

consultants or professional advisers. 

Conflicts of interest

The Future Fund Act details the duties and 

obligations placed on Board members, together with 

arrangements for the identification and management of 

conflicts of interest.

A Board member who has a material personal interest 

in a matter that relates to the affairs of the Board must 

give the other Board members notice of the interest 

unless specific exceptions are applicable. 

The notice must include details of the nature and 

extent of the interest and the relation of the interest to 

the affairs of the Board. The notice must be given at a 

Board meeting as soon as practicable after the Board 

member becomes aware of the interest and details 

must be recorded in the minutes of the meeting.

The Future Fund Act provides a mechanism for Board 

members to give standing notices at any time of the 

nature and extent of interests in matters where there 

is no statutory notification obligation. Notice may 

therefore be given to the other Board members before 

an interest becomes a material personal interest.

Investment beliefs 

The governance framework is a critical element in 

building confidence in the purpose and operation of 

the organisation and contributes to the appropriate 

balancing of independence and accountability. 

In addition, research indicates that within the 

governance framework a combination of a clear value 

creation mission, clarity of roles and the application of 

skilled resources can increase returns for institutional 

investors significantly.

Alongside this framework, the Board has adopted a 

set of investment beliefs which are set out on pages 

16 and 17 and a long term asset allocation for the 

Future Fund as described in the Investment Report on 

page 25. 

In the context of these beliefs and the Board’s focus 

on maximising returns with acceptable levels of risk, 

the Board will continue to develop its institutional 

framework of policies and delegations including 

consideration of shareholder rights, environmental  

and social factors.

Audit Committee 

The Audit Committee, chaired by Mr John Paterson, 

met on four occasions during the year. The objective 

of the Committee is to provide independent assurance 

and assistance to the Board on the risk, control and 

compliance framework, and its external accountability 

responsibilities.

During the year the Committee revised its charter to 

incorporate arrangements for formal opportunities to 

meet with internal and external auditors in the absence 

of management.



The Board seeks to ensure that skilled people  

are attracted to the organisation to increase the 

likelihood of delivering strong investment returns  

with acceptable risk.

Our General Manager, Paul Costello, made excellent 

progress this year in assembling a strong team and 

building the right combination of skills and behaviours 

for the organisation. This was a major task set for the 

year and staff performance related pay approved by 

the Board reflected a good outcome.

The Board decides the total remuneration of the 

General Manager and all staff with potential total 

remuneration over $300,000 per annum. In addition it 

reviews aggregate changes in remuneration packages 

and performance related pay for all staff.

During the year, the Board approved a performance 

related pay framework that ties payments to both long 

term investment performance and achievement of 

annual objectives. Details of the framework  

for 2007/08 and for future years are provided on  

page 43.

In determining the level of actual and potential 

remuneration the Board seeks external independent 

expert advice on the reasonableness of remuneration, 

having regard to the market for skills and the nature 

of the organisation’s activities. Senior executive 

remuneration outcomes are reported in the Financial 

Statements on page 84.

An initial self evaluation was completed by the Board 

during the year enabling the Board to evaluate its skills 

relative to good institutional practice and develop a 

program of education. 

The evaluation is also intended to provide a basis for 

continuing improvement in the Board’s proceedings 

enabling it to stay focused on its primary aim of 

achieving the mandated long term returns with an 

acceptable level of risk.

In May 2008, the Government announced plans 

to bring forward legislation to establish three new 

funds and develop investment mandates suited to 

their purpose. The funds are the Building Australia 

Fund, the Health and Hospitals Fund and the 

Education Investment Fund with the Higher Education 

Endowment Fund to be subsumed by the Education 

Investment Fund.

The Government announced contributions in excess of 

$40 billion to the new funds. Investment of the assets 

of the funds will be the responsibility of the Board. The 

Board will not be responsible for allocating payments 

from the funds to specific projects.

During the year Australia and the Future Fund joined 

an International Working Group (IWG) of sovereign 

wealth funds (SWFs) to develop a set of generally 

accepted principles and practices (GAPP). The GAPP 

were developed as a voluntary set of principles 

and practices by the IWG with the support of the 

International Monetary Fund. 

It is envisaged that the GAPP will be published in 

October 2008 and the IWG, comprising 26 members, 

will examine the constitution of a permanent group. 

The objective of this work is to resolve the risk of 

increasing protectionism in investment markets as 

some investment recipient countries perceive that 

SWFs act from other than commercial imperatives.  

For further information refer to www.iwg-swf.org

Having settled on a long term asset allocation that 

reflects the risk and return requirements of our 

mandate, we have begun to build the target portfolio. 

While starting this work, we decided during the year to 

adjust the implementation of the program. We slowed 

our equities program and prioritised development 

of our private equity, infrastructure, property, debt 

and alternatives programs. As a result we are well-

positioned to build the target portfolio and take 

advantage of emerging opportunities. 



This said, it will take some time before the allocations 

in our target portfolio are achieved.

In November 2008 the Board’s holding of Telstra 

shares, representing some 16% of the company’s 

issued capital, will be released from escrow. Thereafter 

the Board will manage this holding in line with its 

investment mandate and with a view to its obligations 

to maximise long term value with acceptable risk and 

to avoid causing abnormal volatility in the market. 

At the time of printing this report global fi nancial 

markets had reached a point of serious stress with 

widespread lack of confi dence and the failure of a 

number of fi nancial institutions in the United States and 

Europe. Resolution of the crisis will require government 

intervention to unwind excessive leverage and risk in 

the system.

For the Future Fund, the current allocation to cash 

with lower risk, high yielding Australian securities 

is a very positive position. As the crisis is worked 

through, however, the challenge will be to identify 

with confi dence assets within our long term asset 

allocation which are appropriately priced and free of 

excessive risk. At some point, as we move from a 

most unusual environment to more predictable market 

circumstances, considerable effort will be needed 

to keep up with widespread opportunities to acquire 

repriced assets.

On behalf of the Board I would like to thank the 

General Manager and all of the staff for their 

commitment over the past year. 

I would also like to acknowledge the efforts of 

departmental offi cers and others in Government who 

back up the funds as required by legislation. Both 

the Minister for Finance and Deregulation and the 

Treasurer continue to remain available for consultation 

and demonstrate an appreciation of the role and 

independent nature of the Board. 

The Board met 14 times during the year refl ecting 

the workload required to fi ll out our governance 

approach and develop the investment policy. 

This was achieved in a year of signifi cant market 

turmoil and I wish to thank my Board colleagues 

for their efforts and support. 

DAVID MURRAY AO 

Chair, Future Fund Board of Guardians





Investment beliefs of the Future Fund Board of Guardians

Mission 

The Board believes:

(i) that the single measure embodying the goal 

of the Future Fund is achieving at least CPI + 4.5% 

per annum over rolling ten year periods. While 

the amount of risk taken cannot be captured in 

one fi gure, it is best assessed by reference to 

downside outcomes over rolling three year and 

ten year periods;

(ii) that peer group risk should not be used to 

shape strategy. The Future Fund Investment 

Mandate provides an unusually long term 

investment horizon and this presents a competitive 

opportunity to add value; 

(iii) that while quantitative measurement of risk 

is important, so is building qualitative views of 

risk through understanding the environment and 

its potential impact on the portfolio. In addition, 

operational, counterparty and reputational risk 

need assessment and management;

(iv) that the amount of risk taken should be 

conditioned by what strategy is most likely to meet 

the investment goals given current conditions. 

Governance

The Board believes:

(i) that high quality governance of the investment 

process is critical to success. The likelihood of 

meeting investment goals is directly related to the 

time, expertise and organisational effectiveness 

applied to decisions by the Board and 

management. Within this, the clear identifi cation 

and separation of the Board’s and management’s 

responsibilities is particularly important;

(ii) that it should ultimately be responsible for all 

investment decisions. This leads to decisions 

being tiered with the Board retaining control over 

top tier decisions, passing over responsibility 

below this tier to management subject to the 

Board’s oversight;

(iii) that its role is to act as a principal, acting in 

complete alignment with the Fund’s mission. It has 

a critical role in managing agency issues, including 

those of management, and infl uence over 

compensation levels and incentives are critical to 

achieving success in this regard;

(iv) that there is value in ensuring adequate time, 

diversity of view and specialist advice is applied 

to its deliberations.



Investment strategy

The Board believes:

(i) that its focus should be on the effective 

management of beta (market related risk) because 

it is a stronger driver of long term returns than 

alpha (skills related risk);

(ii) that a fl exible approach to asset allocation 

exposures is appropriate;

(iii) that a higher expected return per unit risk 

(investment effi ciency) can be obtained from a 

broadly diversifi ed allocation across asset classes. 

In addition, the long time horizon supports a higher 

tolerance for illiquid assets;

(iv) that while the quantifi cation of returns, risks and 

correlations are necessary inputs in the design 

and review of investment strategy, the diffi culty and 

limitation of these assumptions means qualitative 

considerations are also important. 

Investment managers

The Board believes:

(i) that markets can be ineffi cient and skilful 

managers can add value after fees (albeit that the 

degree of ineffi ciency varies across markets and 

over time);

(ii) that alpha is, in general, lowly correlated 

with market returns. This means its impact on 

diversifi cation can be large when managers use 

uncorrelated styles and approaches.



During the last fi nancial year, whilst focusing on 

adding the necessary operational depth to the 

organisation, we have worked closely with the 

Board of Guardians to manage the portfolio during 

the most signifi cant period of market upheaval in 

recent decades.

As detailed elsewhere in this report, the investment 

conditions brought both challenges and 

opportunities. The challenge of a global contraction 

in liquidity set off a de-leveraging process leading 

to sudden and severe changes in the prices of 

assets. This led us to prioritise building capacity to 

take advantage of likely opportunities in this new 

environment.

In addition to continuing the transition of the portfolio 

from cash to a more appropriately diversifi ed long 

term structure, we also focused on key objectives 

agreed with the Board. These revolved around the 

critical task of recruiting our investment team as well 

as the consolidation of the operational infrastructure 

and control environment.

Our staff numbers grew from 11 at the beginning of the 

year to 39 by year end. Approximately half of our people 

are involved in the direct management of the investment 

portfolio with the balance supporting this process 

through our operations, fi nance, legal and corporate 

services teams. Over the coming year, we expect 

further growth to around 60 people with the ratio of staff 

between functions remaining broadly the same.

Attracting the right people to an organisation is 

critical – especially when it is young and forming. 

Encouraging the organisational values of integrity, 

excellence, innovation, teamwork and partnership 

through the recruitment process and our day-to-day 

work has allowed us to cement a results-oriented 

culture which has proved valuable in responding to 

the year’s challenges.

Since joining us as our Chief Investment Offi cer in 

July 2007, David Neal has drawn together a highly 

skilled team of investment professionals focused 

on the development of portfolio strategy and its 

implementation through public and private markets. 

The Investment Report discusses the progress made 

in this area.

During the year, the Board formalised its views on 

the beliefs that would guide its management of the 

portfolio. These are summarised on pages 16 and 

17. In line with this, the management team has 

developed its approach to the way it shapes the 

specifi c investment recommendations it brings to the 

Board for review. The key elements of our thinking are 

summarised on page 21.

Our business model

Despite the rapid growth in staff numbers over 

the year, we remain committed to keeping our 

organisation as small as practicable. Our preferred 

model is to have our internal team concentrating on 

big-picture risk management and applying their skills 

to the identifi cation of quality partnerships through 

which we implement this.

Paul Costello, General Manager

We made good progress 
developing the organisational 
capabilities and implementing 
the investment program



Keeping ourselves small promotes a more focused 

organisation, a strong unified culture and a “joined-

up” team and process in which the varied skills and 

experiences of our people can be effectively utilised. 

In turn this allows investment opportunities to be 

assessed on the basis of their expected contribution 

to the portfolio as a whole rather than within an 

isolated stream of investment activity.

This means that we are not attracted to bringing an 

activity in-house unless we can be satisfied it will 

add to our comparative advantage in running a highly 

efficient long term portfolio. 

We recognise that this model will likely see us 

spend more in fees relative to building greater 

implementation capability internally. We believe 

this incremental cost will be compensated by 

the higher returns that come from stronger, more 

focused strategic management and best in class 

implementation.

Our approach to ensuring value from the costs 

of using external managers is to set out to be a 

preferred supplier of capital to the most highly skilled 

investment firms. Furthermore, we expect that these 

relationships can be leveraged by our internal team 

to improve their insights and, in many cases, to 

support co-investment alongside our managers in 

opportunities that are particularly attractive to us. This 

provides a very cost-effective way for us to access 

global investment opportunities and research.

Operating costs

Costs are an important issue to manage in an 

investment portfolio. We focus on ensuring we 

receive good value from the costs we incur rather 

than simply trying to keep them to a minimum as  

we believe this can be counter-productive.

Elsewhere in this Annual Report we set out the detail 

of our operating costs. We note that the Indirect Cost 

Ratio (the commonly accepted way of disclosing and 

comparing portfolio management costs) of the Future 

Fund (ex Telstra) was 0.075% of average assets 

($39.8 million). Of this, the costs relating to the  

Board and staff were $13.9 million (0.03% of  

average assets).

These costs are in line with our expectations at 

this stage of the portfolio’s development. We are 

committed to benchmarking our operating cost 

structure, relative to the return generated, against 

other funds in Australia and overseas and expect  

to make this part of our reporting in future years.  

This is not yet possible given the very limited time 

we have been operating. The use of a common 

organisational and operational infrastructure across 

the various public funds that the Board will take 

responsibility for over time will contribute to increased 

efficiency.

Looking ahead

We made good progress during the year in 

developing the organisational capabilities and 

implementing the investment program. Building on 

this work, the key priorities agreed with the Board for 

2008/09 are:

its long term target structure whilst focusing on 

improving our portfolio risk analysis framework, 

further rolling out our active management 

program, developing our approach to proxy 

voting and our role as an investor, and effectively 

managing the Telstra portfolio through the end of 

the two year escrow period and beyond;

in the control environment and ensuring our IT 

architecture is appropriate for future needs;

governance procedures, recognising the 

importance of good processes in making good 

decisions;

Keeping ourselves small 
promotes a more focused 
organisation and a strong 
unified culture



integration of the three proposed new funds (the 

Building Australia Fund, the Education Investment 

Fund and the Health and Hospitals Fund) 

announced by the Government in May 2008; and

professional development.

Acknowledgment

Much has changed in our organisation over the year 

and the Board has provided valuable guidance and 

support through this process. These have been 

testing times for all investors and especially so for an 

organisation still evolving its approach and character.

It is with great pride that we look back over the year 

and refl ect on what has been achieved. Our sense 

of what we want to be, how we will go about building 

this, and of having the right kind of people in our 

organisation to deliver this vision is strong. We look 

forward to building on these foundations during 

2008/09.

PAUL COSTELLO

General Manager

Our values 

Integrity – applying high ethical and 

professional standards

We require this from our people and expect it 

from our partners. Our actions should be able to 

withstand the test of hindsight. 

Excellence – achieving the highest standards 

in everything we do

We must strive for excellence as individuals and 

have high expectations of each other. Where we 

see these standards slipping we must take steps 

to get things back on track. 

Innovation – always looking for ways to do 

things better

We expect our people to be searching for fresh 

ways of addressing perennial challenges and will 

support this by recognising that we can learn from 

our mistakes as well as our successes. 

Teamwork – working cooperatively to achieve 

our common goal

We must encourage open discussion to improve 

our decision making and ensure we treat each other 

with fairness and respect through this process.

Partnership – treating others equitably for 

mutual benefi t

We recognise the value of enduring relationships 

with external providers and will work towards 

building highly productive, commercially rigorous 

partnerships.



An emphasis on long-run, total portfolio risks

Management of the risk of long-run real capital 

losses is our key consideration rather than 

shorter term measures of risk such as tracking 

error. This means we are attracted to an 

approach which minimises the chances of an 

adverse total portfolio outcome even though we 

may run what might appear higher than common 

risks in some specifi c asset classes. 

Recognition of the uncertainty in investing 

and encouragement of an approach of 

sceptical enquiry

Relying too much on historical return and 

risk measurements can, in our view, lead 

to poor investment decision making. While 

this has its place it must be supported by a 

wider, qualitative use of economic information 

about the world. By being armed with a broad 

understanding of important investment themes, 

and sceptical of simplifi cation, we expect to be 

better prepared to deal with the uncertainty that 

faces investors.

Promotion of portfolio diversity

Consistent with the point above, we cannot 

know the true risk and return characteristics 

of an asset and should be wary of a classical 

approach to diversifi cation (volatilities and 

correlations.) Our preferred approach is to seek 

to understand the exposure of every asset we 

review to a set of core long-run factors (infl ation, 

economic growth, interest rates, liquidity 

conditions, etc) and to access a broad spread 

of exposures organised into a manageable 

number of cohorts.

Dynamic management of the portfolio

Given the ever-changing nature of the 

investment universe we believe it makes sense 

to think in terms of strategies rather than fi xed 

asset classes. We also recognise that if markets 

are commonly in a state of extended deviation 

from equilibrium, a static view of prospective 

risks and return is unlikely to be optimal. This 

encourages us to continuously monitor whether 

the policy weight to each type of investment 

return in our portfolio is ideal.

Similarly, recognising that attractive investment 

opportunities can arise from anywhere in 

the investable universe, we favour keeping 

the search process through our managers 

unconstrained and active as opposed to 

narrowly defi ned and focused on short 

performance horizons.

Aiming to be an ‘investor of choice’

Recognising that an institutional investor is a 

supplier of capital in a market where there is 

a shortfall of genuinely talented and aligned 

managers, we aim to maximise the value 

proposition of the service we offer (capital 

provision) in order to increase payment 

(improved return). Accordingly, we will 

emphasise our comparative advantages (scale, 

investment horizon, mandate, organisational 

structure, geographical location) together with 

our patience as an investor and resilience to 

short term volatility to maximise the opportunities 

available to us.

Our approach to investing
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The Future Fund’s investment program commenced 

late in the 2006/07 year and on 1 July 2007, the 

beginning of the 2007/08 reporting period, the portfolio 

(ex Telstra) consisted primarily of cash deposits (91%). 

Complementing this was an almost equally weighted 

allocation to Australian equities (4.3%) and international 

equities (4.7%).

This report details our long term asset allocation and 

focuses on the progress made over the year towards 

implementing it. 

Defining risk

The Investment Mandate issued by the responsible 

Ministers sets a return hurdle of at least CPI + 4.5%  

per annum over the long term. The “long term” has 

been interpreted by the Board as meaning rolling ten 

year periods.

At the same time the Board is required to take “an 

acceptable but not excessive” level of risk in managing 

the portfolio to achieve the desired returns. After 

considering a number of approaches to defining risk in 

this context, the Board settled on thinking about risk in 

terms of the most pessimistic possible outcomes over 

three year periods. 

Specifically, using our portfolio modelling, the average 

return in the worst five per cent of scenarios over a 

rolling three year period is used as the basis to judge 

whether there is an acceptable level of downside risk 

compared to the expected upside return from various 

combinations of assets. 

This approach captures not just the likelihood of a bad 

outcome but also its severity. While the assumptions 

used in a modelling exercise like this are never 

perfect, it has usefully served us in comparing the 

characteristics of various portfolios in light of the 

Government’s expectation that downside risk be 

carefully managed.

Sensitivity to peer risk is low. The nature of the Future 

Fund’s long term investment mandate means the 

organisation is not subject to the same competitive and 

liquidity issues facing many Australian superannuation 

funds. This provides the opportunity to construct a 

highly efficient portfolio in terms of return for risk.

This approach to risk management has led us to target 

a portfolio which has an exposure to economic activity 

that is under-represented in listed markets. As a result 

our strategy has a lower than average allocation to 

listed equities complemented by a higher than average 

allocation to assets such as property and infrastructure. 

The challenge of successfully implementing this 

approach is acknowledged. Many institutions around 

the world are increasing their exposure to these sectors 

and, to avoid disappointment, we are committed to 

the investment in the necessary specialist skills and 

an appropriately robust framework for assessing 

opportunities.

Our portfolio design

A key feature of our approach is considering 

investments in broad categories, which have common 

characteristics, rather than as distinct asset classes. 

This, we believe, minimises the risk of a potentially 

attractive investment opportunity being overlooked 

because it does not meet the, often narrow, definition  

of an approved asset class. We envisage a high degree 

of substitutability of investments within these categories 

in recognition of the cyclical nature of pricing in most 

sectors.

While there is a high degree of flexibility within these 

categories, we operate within relatively narrow limits 

between the categories. On a reasonably frequent 

basis, we will review whether the combination of 

categories remains optimal. Controls relating to credit 

and counterparty risk are in place as an additional risk 

management tool.

We have settled on the components, and weightings, in 

the construction of our long term target portfolio as set 

out in the table opposite. 



During the year we began to build towards our target 

allocation and the following material summarises this 

work while providing additional detail on our approach. 

Responding to a changing environment

As we began our investment program in 2006/07 

we judged that commencing with listed equities was 

the most efficient way of adding exposure to global 

economic activity. This approach continued in the 

early part of the 2007/08 year with the steady transfer 

of cash to broad equity markets. Simultaneously, we 

began the process of recruiting the internal investment 

team in order to build the capacity to introduce diversity 

into the initially narrow portfolio mix of cash and listed 

equities.

The beginning of the 2007/08 year heralded the advent  

of the credit crisis. As this broadened and deepened  

it became increasingly apparent that risk would be 

repriced across the universe of assets. We responded  

in three ways. 

Firstly, in the face of increasing uncertainty about how 

equity markets would unfold, we decided during the 

fourth quarter of 2007 to materially slow the build-up 

of exposure to listed equity markets. More substantial 

allocations recommenced during the last few months of 

the financial year to bring the exposure to 28.9% of the 

portfolio by 30 June 2008.

Secondly, we observed that sectors such as private 

equity, property and infrastructure had become heavily 

reliant on easy access to credit. We judged that these 

sectors would find it more difficult to attract capital in 

the future, and seeing this as a potentially attractive 

opportunity led us to prioritise the building of appropriate 

internal skills to enter these markets.

The lead times in attracting appropriate people, in 

combination with “sticky” pricing where it is taking 

some time for prices to reflect changed fundamentals, 

has meant that there was still only a modest allocation 

of capital to these markets by year end. We believe, 

however, we are well positioned for the future and see 

some excellent opportunities emerging in these areas 

for a long term investor like ourselves.

Thirdly, we applied substantial focus to the debt 

markets where we were able to take advantage of the 

sudden, and significant, changes. In an environment 

where capital was scarce and liquidity could command 

a premium, we were able to access terms that were 

materially more attractive than in the past. This applied 

across both short term, high quality bank bills and into 

other, more opportunistic, debt investments.

Category Includes Long Term 
Portfolio 
Weighting

EQUITIES (provides exposure to corporate 
enterprise at various stages  
of development)

Australian equities, global developed markets equities, developing 
markets equities, private equity

35%

TANGIBLE ASSETS (provides exposure  
to investments where return comes largely 
from the yield on a physical asset)

Property, infrastructure, utilities. Assets can be held in a listed or 
unlisted form.

30%

DEBT (provides exposure to interest 
bearing securities) 

Government and non-government fixed interest securities 
extending to mortgage backed securities, high yield credit and 
corporate debt.

20%

ALTERNATIVE ASSETS (provides 
diversifying exposure relative to the  
other categories) 

A range of risk premia (e.g. commodities futures and insurance 
based strategies) and skill based absolute return investments.

15%

CASH Cash or cash equivalents 0%

Long term asset allocation



The position at year end

The portfolio finished the year with a 28.9% exposure to 

Equities, 1.4% to Tangible Assets, 7.5% to Debt, 0.1% 

in Alternatives and 62.1% in cash. The relatively high 

cash weighting reflects our cautious view of markets, 

the very early stage of our private markets program 

and the receipt of a further $10.9 billion in Government 

contributions during the year. This comprised $7 billion 

received in August 2007 and $3.9 billion received only 

days before the end of the financial year.

As a result of these developments, we have made 

significant progress towards improving the return 

expectations of, and diversifying the risks in, the 

portfolio from its position at the start of the year. This 

also provided greater geographic diversification. 

Removing the impact of the substantial domestic 

cash portfolio and Telstra shares, the geographic 

diversification at 30 June 2008 was as shown opposite.

The Equities program

As noted in our previous reports, our starting position is 

that because the Australian equity market is only a small 

part of the global opportunity set, our exposure would 

reflect this. However, as the Future Fund is able to 

receive credit for the tax paid on distributed earnings by 

Australian companies, but not from offshore companies, 

there is a natural bias to holding Australian equities 

in the portfolio. Of course this needs to be balanced 

against the concentration risk of holding a material 

exposure to a relatively small number of companies 

dominated by the resources and banking sectors.

Balancing these two issues leads us to hold around 

30% of the total equity allocation (i.e. 10% of the Fund) 

in the Australian market. 

With the world undergoing such profound change with 

the emerging strength of countries in Asia, Eastern 

Europe and Latin America, we consider that a strategic 

exposure to developing equity markets is warranted. 

While our current exposure to developing markets 

Alternative assets 15% 

Debt securities 20% 

Tangible assets 30% 

Equities 35% 

Cash 62.1% 

Alternative assets 0.1 % 

Debt securities 7.5% 

Tangible assets 1.4% 

Equities 28.9% 

Long term target allocation Actual allocation at 30 June 2008  
(ex Telstra)



is around 7.5% of total listed equities this will likely 

increase over the medium term.

After initially building exposure to listed equity markets 

through market capitalisation index replication strategies, 

we are progressively introducing active management. 

At 30 June 2008, 17% of the global (developed and 

developing markets) listed equity exposure was actively 

managed. To complement this, a further 22% was 

invested in line with fundamentally weighted indices 

in both the developed and developing markets as a 

diversification strategy. This approach allocates weights 

to stocks through measures of fundamental wealth (e.g. 

net income, sales, book value, cash flow, dividends) 

rather than their capitalisation.

At balance date the Australian equity program was 

passively invested (ASX200 ex REITS). We expect that 

an active program will be introduced from 2008/09.

Our decision to include the private equity program within 

the broader allocation to equities reflects a view that the 

potential benefit of accessing enterprise risk through 

private company ownership must be assessed in  

a disciplined manner against the lower cost, and  

more flexible, alternative of the listed markets. While  

not evident in the composition of the portfolio at  

30 June 2008, we made significant progress in building 

our private equity program. By year end allocations of 

$1,166 million to our private equity program (comprising 

buy-out and venture capital) had been approved 

although the draw downs by year end totalled only  

$2 million.

The Tangible Assets program

Consistent with our view that there is a high degree of 

substitutability of opportunities within each category we 

have not applied pre-determined allocations within our 

Tangible Assets category.

While internal guidelines are established to provide 

a measurement and accountability framework for 

implementation, our approach is that we will be flexible 

Australia 
44.6%

North America 
27.3%

Asia Pacific
ex Japan

3.5% Japan 
4.8%

Europe ex United
Kingdom  12.4%

United Kingdom 
5.4%

Middle East
and Africa
0.6%Latin America 

1.4%

Geographic diversification at 30 June 2008 (excluding cash and Telstra portfolios)



in considering opportunities in this category and make 

allocations based on their expected contribution to the 

efficiency of the portfolio.

By year end our Tangible Assets portfolio had an 

exposure of $768 million to listed property trusts, across 

both Australian and international markets. We had also 

made commitments to funds focusing on opportunities 

in the property markets in Asia and Europe totalling 

$503 million, but none of this had been drawn down at 

balance date. 

The Debt program

As noted above, debt markets were particularly affected 

by events during the year. Investors able to supply 

capital to these markets were handsomely rewarded 

compared to the recent past. This provided the Future 

Fund with an important opportunity to accumulate 

exposures which would assist in meeting its minimum 

benchmark return over rolling ten year periods at 

modest levels of risk.

The need for financial institutions to access longer term 

funding than that available through the bank bill market 

ensured we could secure an attractive premium to 

the returns on shorter term securities. By year end, a 

little over $1,803 million had been invested in various 

longer term debt securities of Australian banking 

institutions (beyond short term bank bills) on attractive 

commercial terms. Whilst our focus was primarily on 

Australian banks, reflecting a view that the Australian 

banking sector is amongst the healthiest in the world, 

we also invested $499 million in a diversified portfolio 

of global bank debt seeking to take advantage of the 

relatively high spreads available in the stressed market 

environment.

Similarly, investing in mortgage backed securities 

exposed to very high quality Australian residential 

mortgages provided us with an attractive risk adjusted 

premium to cash. By year end these comprised $1,848 

million of the total debt allocation.

The Alternatives program

Our Alternatives program focused on accessing special 

opportunity funds seeking to invest in the increasingly 

distressed conditions in the global credit markets. We 

made commitments totalling $1,042 million in funds of 

this type, and drawn capital at year end amounted to 

$39 million. We expect to make material progress in this 

category over 2008/09.

Currency policy

Our policy position is that the portfolio will be 

substantially held in Australian dollars. This means that 

a large proportion of the foreign currency exposures 

gained through investing activities are hedged back to 

AUD. At balance date 3.3% of the total portfolio was 

held in foreign currencies and 96.7% in AUD.

Timing

Given the scale of the Future Fund, and our interest 

in committing a sizeable proportion of the assets to 

unlisted markets (subject to the right opportunities being 

available), it will likely take some further time before we 

are fully invested in line with our long term strategy. 

Given the dislocations running through the global 

financial markets at present, we believe we can afford 

to take a patient, opportunistic and selective approach 

to building our portfolio. In the interim we remain 

comfortable holding cash or cash-like instruments.  

We will provide updates on the progress of the 

composition and performance for the portfolio  

through quarterly updates.

Performance

Over the year the return for the Future Fund (ex Telstra) 

was 1.54%. The major positive contributor to this return 

was our cash holdings, which, as a combination of 

deposits with the Reserve Bank of Australia (RBA) and 

investments in Australian bank bills, earned a return 

of 7.3%. In a year when the global equity index fell by 

21.3% (in AUD on an unhedged basis) our global equity 

portfolio returned -21.0%, reflecting the largely passive 

nature of our exposure. Our Australian equity portfolio 

returned -12.6% over the year against the index return 

of -13.7%. As our program was passive, this essentially 

reflects the value of dividend imputation credits to  

the Fund.



Despite an average holding of only 24% in equities 

over the year, and a well-rewarded decision to hedge 

the majority of the foreign currency exposure back into 

Australian dollars, the equity market weakness was 

enough to offset much of the positive return from our 

cash and debt programs. 

Investment costs 

The Future Fund portfolio (ex Telstra) management costs 

(investment manager fees, core custody and portfolio 

administration charges as well as the costs of the Board 

of Guardians and management) for 2007/08 year were 

0.075% of average assets. This is the Indirect Cost 

Ratio – a common way of expressing and comparing 

investment management costs. If all transaction costs 

are added (brokerage fees, stamp duties and other 

settlement related charges) the total costs increase  

to 0.103% of average assets.

As the portfolio becomes increasingly diversified 

(especially into private markets assets which have 

higher than average fees) as well as more actively 

managed, the total costs can be expected to increase 

from this level. 

While we carefully consider the impact of costs and 

taxes on returns, we are not driven by seeking to 

operate a very low cost portfolio. Our focus is on 

maximising after-cost returns and ensuring that all 

expenses we incur translate into improved outcomes  

for the portfolio. 

Telstra holding

The Board’s holding of shares in Telstra Corporation 

Limited (Telstra), which were transferred from the 

Commonwealth Government following the T3 offer, 

remains under escrow until 20 November 2008. At 30 

June 2008 a total of 2 billion shares were held.

During the 2007/08 financial year the Board elected 

to provide shares to support Telstra’s Dividend 

Reinvestment Plan. This led to the disposal of some 

126 million shares through a mechanism permitted by 

the Ministerial Directions.

With the end of the escrow period imminent, the 

Board is considering options for the management 

of these shares. While we expect to reduce this 

holding over the medium term, care will be taken to 

meet the requirements to maximise long term value 

with acceptable risk while avoiding causing abnormal 

volatility in the market.

As noted elsewhere, the organisation took on 

responsibility for the investment of the assets of  

the Higher Education Endowment Fund following  

its creation in September 2007.

The interim investment mandate issued by the 

Government in October 2007 restricted the investment 

of the HEEF to assets intended to maximise returns with 

negligible chance of loss. In line with this, the HEEF was 

invested almost entirely in the bank bill market with less 

than one per cent held as cash with the Reserve Bank 

of Australia.

A contribution of $3 billion was received in late October 

2007 and a further $3 billion was received in late 

January 2008. The return for 8 months since inception 

was 4.99%. 

We will continue to invest these assets in this manner 

until the HEEF is rolled into the proposed Education 

Investment Fund during 2008/09 and a new mandate 

is issued. 
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Advent International Corporation 1

BlackRock Investment Management 1

Colonial First State Global Asset Management 1

Horsley Bridge Partners 1

Lazard Asset Management 1

Macquarie Investment Management 1

MGPA 2

Oaktree Capital Management 1

PIMCO Australia 1

QIC 1

Treasury Asia Asset Management 1

Sankaty Advisors 1

Schroder Investment Management Australia 1

State Street Global Advisors 3

Vanguard Investments Australia 1 1 1

The number of mandates with each investment manager is indicated in the table.

Note that this list excludes those managers where a decision to invest was made but no contractual arrangements existed at 
balance date. An up-to-date list of investment managers is maintained on the Future Fund’s website. 
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Mr David Murray AO, Chair 

Mr Murray was appointed on 3 April 2006 

for a period of fi ve years.

Mr Murray spent 39 years at the Commonwealth 

Bank of Australia (CBA), holding the role of Chief 

Executive Offi cer from 1992 until his retirement 

in 2005. Mr Murray has substantial experience in 

the fi nance and banking sector and considerable 

knowledge of fi nancial markets.

Mr Murray also has strong corporate governance 

credentials, having guided CBA through a number 

of major changes, including its privatisation.

In 2003, Mr Murray was awarded the Centenary

Medal for his contributions in the areas of banking 

and corporate governance. He was appointed an 

Offi cer of the Order of Australia in 2007.

Mr Jeffrey Browne

Mr Browne was appointed on 3 April 2006 

for a period of fi ve years.

Mr Browne was a Partner (New York) and 

Managing Partner of Australian Offi ces (Melbourne 

and Sydney) in the legal fi rm Sullivan & Cromwell 

until recently, and has extensive experience in 

capital market transactions. Mr Browne has 

also acted for the Commonwealth and state 

governments, mainly in relation to international 

bond offerings and privatisations.

Ms Susan Doyle

Ms Doyle was appointed on 3 April 2006 

for a period of three years.

Ms Doyle is Chair of the Australian Reward 

Investment Alliance (ARIA) and was Deputy Chair of 

the South Australian Water Corporation and Chair 

of its Audit Committee until July 2008. Ms Doyle 

had an extensive executive career in the funds 

management industry, particularly in the equities and 

fi xed interest sectors, working with Commonwealth 

Funds Management, Suncorp Metway and Insurance 

Australia Group.

The Board of Guardians comprises a Chair and six 

other members. Members of the Board are appointed 

by the responsible Ministers for terms of up to fi ve 

years. Appointees must have substantial experience 

or expertise and professional credibility in investing 

fi nancial assets, managing fi nancial investments 

or corporate governance. The Board is collectively 

responsible for investment decisions regarding the 

Future Fund and Higher Education Endowment Fund 

and makes these decisions independently 

of Government. 

The Board’s primary role is to set the strategic 

direction of the investment activities of both funds 

consistent with the applicable investment mandate. 

The Board is accountable to the Government for 

the safekeeping and performance of the assets 

of the funds.  



Dr John Mulcahy 

Dr Mulcahy was appointed on 3 April 2006 for 

a period of fi ve years.

Dr Mulcahy is Chief Executive Offi cer and Managing 

Director of Suncorp. Dr Mulcahy has broad 

corporate experience and expertise in retail fi nancial 

services having held a number of senior roles in the 

Commonwealth Bank including Group Executive, 

Investment and Insurance Services and previously the 

positions of Chief Executive of Lend Lease Property 

Investment Services and Chief Executive of Civil 

and Civic.

Mr John Paterson

Mr Paterson was appointed on 18 December 2006 

for a period of three years and is Chair of the Audit 

Committee of the Future Fund Board of Guardians. 

Mr Paterson spent 31 years with JBWere & Son. 

He has extensive experience of fi nancial markets 

having held roles as Director of Research, Investment 

Strategist, Managing Director of Were Stockbroking 

and Managing Director of Corporate Finance. He is 

a Director of Australian Foundation Investment 

Company and of Djerriwarrh Investments and is on 

the External Advisory Board of the Salvation Army 

(Southern Region). 

Mr Trevor C Rowe AM

Mr Rowe was appointed on 3 April 2006 for a period 

of fi ve years. 

Mr Rowe is Chairman of Rothschild Australia Limited, 

Chairman of the Queensland Investment Corporation 

(QIC), Chairman of the United Group Limited, 

Chairman of BrisConnections, Chancellor of Bond 

University and a Director of the Australian Securities 

Exchange Limited (ASX). He was also a member of 

the Takeovers Panel from 2000 to 2003 and has 

been a member of the Foreign Affairs Council since 

2000.

Mr Brian Watson

Mr Watson was appointed on 3 April 2006 for a 

period of three years.

Mr Watson is Executive Chairman of Georgica 

Associates Pty Limited, an independent private equity 

investment management fi rm. Prior to establishing 

Georgica Associates in 2002, Mr Watson spent 16 

years with JP Morgan & Co in a number of senior 

roles, including Global Head of Equity Capital Markets 

and Global Head of Private Equity, both based in 

New York, and Chairman of JP Morgan Australia. 

Mr Watson is Deputy Chairman of the Australian 

Government’s Innovation Australia Board and was 

Chairman of the Government’s Venture Capital 

Industry Review, conducted in 2005.



Board Meetings Audit Committee

Board member Eligible to attend Attended Eligible to attend Attended

David Murray AO 14 14 - 4#

Jeffrey Browne 14 14 4 4

Susan Doyle 14 14 4 4

John Mulcahy 14 14 4 3

John Paterson 14 14 4 4

Trevor Rowe AM 14 13* 4 2*

Brian Watson 14 14 4 4

* Granted leave of absence for one meeting
# Mr Murray attended at the invitation of the Committee

The Audit Committee’s charter is to oversee 

compliance and audit functions, monitor control 

frameworks, review key fi nancial statements, track 

legislative compliance and evaluate the adequacy 

and effectiveness of the risk management plan. 

Under its charter the Audit Committee meets at least 

four times a year and reports to the Board at least 

annually. 

The Committee is chaired by Mr John Paterson and 

comprises all members of the Board of Guardians 

except for Mr David Murray, who is excluded as is 

customary due to his role as Chair and statutory 

Chief Executive of the Future Fund Management 

Agency. The Audit Committee has approved the fraud 

risk assessments and the fraud control plan prepared 

by the Agency. 

PricewaterhouseCoopers provides internal audit 

services reporting to the Audit Committee and has 

full access to staff and information when conducting 

its reviews.

The Australian National Audit Offi ce undertakes 

the external audit of the organisation. It engages 

a professional accounting fi rm to assist it in this 

process.

The Future Fund Management Agency has 

established a Risk Committee to assist the Board of 

Guardians in the effective management of operational 

risks. The Committee’s charter is approved by the 

Board and it provides reports to the Audit Committee. 

Its primary purpose is to oversee all aspects of risk 

management with the exception of investment risk. 

The Risk Committee comprises the General Manager, 

Chief Investment Offi cer, General Counsel and Heads 

of Finance, Operations and Public Affairs. 





Mr Paul Costello, General Manager 

Mr Costello took up his role as General Manager 

in November 2006. Previously he was the inaugural 

Chief Executive Offi cer of the New Zealand 

Superannuation Fund. Prior to that he was the 

Chief Executive Offi cer of the Superannuation 

Trust of Australia.

Mr David Neal, Chief Investment Offi cer 

Mr Neal joined the Future Fund from 

Watson Wyatt Australia where he was Head 

of Investment Consulting. David started his 

career with Watson Wyatt in the United Kingdom 

and led the establishment of the fi rm’s investment 

consulting business in Australia.

Mr Gordon McKellar, Head of Operations 

Mr McKellar has over 20 years experience in asset 

servicing including roles in Edinburgh, New York and 

Sydney. Most recently he was Head of Operations 

at BNP Paribas Securities Services. He has also 

held operational and client management roles with 

Deutsche Bank and Bankers Trust Company.

Mr Paul Mann, Head of Finance 

Mr Mann is a CFA Charterholder and a Chartered 

Accountant with an extensive audit background in 

fi nancial services gained at PricewaterhouseCoopers 

in Australia and the United Kingdom. He also has fi ve 

years experience in the provision of fund accounting 

and tax reporting services to investment clients 

gained at National Custodian Services in Melbourne.

Biographies of all members of the Agency are 

available at www.futurefund.gov.au

The Agency provides advice and support to 

the Board of Guardians bringing forward 

recommendations on the most appropriate 

investment strategy for each fund and implementing 

the decisions of the Board. 

The Chair of the Board of Guardians is also the Chief 

Executive Offi cer of the Agency, although day-to-day 

responsibility has been delegated to the General 

Manager. The Agency is organised into four areas: 

Investment, Operations, Finance and Corporate.

Overall management of the Agency is undertaken by 

the General Manager, Chief Investment Offi cer, Head 

of Operations and Head of Finance.
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The Agency sits within the Outcome and Output structure of the Department of Finance and Deregulation. 

Outcome 1: Managing and growing publicly funded 
investments to meet future financial needs and 
contribute to the prosperity of future generations  
of Australians 

Output 1.1 Management of the Future Fund

The Future Fund Management Agency supports the  

Board of Guardians in investing to accumulate assets for  

the purpose of offsetting the unfunded superannuation 

liabilities of the Australian Government which will fall due  

on future generations.

Output 1.2 Management of the Higher Education 
Endowment Fund

The role of the Future Fund Management Agency has been 

extended to include supporting the Board of Guardians 

in the investment of the assets of the Higher Education 

Endowment Fund. 

Note that output 1.2 will continue until such time as the new Education Investment Fund is established and the Higher Education Endowment 
Fund is folded into this new fund. 

Total resourcing for the outcome applied by the Future Fund in 2007/08 and budgeted for 2008/09  

is detailed below: 

Actual 2008

$’000

Budget 2007/08

$’000

Budget 2008/09

$’000

Expenses

Depreciation and amortisation 556 597 748

Agency and Board remuneration expenses 9,366 9,822 15,396

Other expenses 44,314 42,529 127,491

Total expenses 54,236 52,948 143,635

Income

Investment revenue 827,081 *1,837,838 *5,036,995

Other income 163 73 80

Total income 827,244 1,837,911 5,037,075

Net cost (contribution) of outcome (773,008) (1,784,963) (4,893,440)

Average staffing level (number) 24 20 58

This section provides material which is not covered 

elsewhere in the annual report and which is 

required under the Future Fund Act 2006, Higher 

Education Endowment Fund Act 2007 and other 

Commonwealth legislation and directions. 

* Budgeted investment revenue is based on an estimate of CPI plus 5% p.a. (the mid point of the benchmark set by the Investment Mandate)



Future Fund Management Agency staffing details

FFMA 
Classification

Ongoing Non-
ongoing

APS temporary 
transfer

Full-time Part-time Male Female 

FFMA Band 1

FFMA Band 2 1 1 1

FFMA Band 3 12 11 1 4 8

FFMA Band 4 20 1 20 1 10 11

FFMA Band 5 3 1 4 4

FFMA Band 6 1 1 1

Totals 37 1 1 37 2 19 20

All staff are located in Melbourne except for one at FFMA Band 3 who is located in Sydney.

A key focus during the year has been on recruiting 

highly skilled professionals in line with the evolving 

operational needs of the organisation. 

Work to establish and enhance the existing  

human resource policies and processes has also 

been undertaken covering areas such as recruitment, 

codes of conduct, performance management and 

occupational health and safety. 

As anticipated, during the year the Agency has grown 

significantly. Additional background on the evolution  

of our management structure is included in the 

General Manager’s report. 

From having 11 staff at 30 June 2007, the 

organisation has grown to comprise 39 staff 

members at 30 June 2008. A detailed breakdown 

of the classification of employees is provided 

below. Staff are employed under Australian 

Workplace or Common Law Agreements as required 

under Commonwealth guidelines. Employment 

arrangements for ongoing employees are standard in 

relation to remuneration packages being inclusive of 

superannuation, the availability of performance related 

pay, requirements for security clearance and leave 

arrangements. 

Australian Workplace Agreements/ 

Common Law Agreements

AWA Common Law  
Agreements

SES - Ongoing 4 -

SES Temporary Transfer 1 -

Non-SES ongoing 24 9

Non-SES non-ongoing 1 -

SES = Senior Executive Service

Remuneration and performance pay

Remuneration for all employees is market competitive 

and includes both fixed and performance based 

remuneration. External benchmarks are used to 

test and verify senior remuneration levels and 

remuneration is reviewed annually. Remuneration 

levels are not tied to classification bands. 

Remuneration for those at the most senior levels of 

the organisation is reviewed annually by the Board 

of Guardians while remuneration for other staff is 

reviewed by the General Manager.

The Board has established a performance related pay 

policy for all staff.

The criteria used for assessing whether an 

employee was eligible for a payment were set at 

the beginning of the year and were weighted to the 

Board’s assessment of how successfully the critical 

infrastructure for long term success was delivered. 

This revolved around adding value through the 

implementation of the transitional investment strategy, 



Performance pay summary

FFMA Classification No. Employees Aggregated amount 
of payments

Range of payments Average payment 

FFMA Bands 1,2 & 3 13 $68,738 $1,084 to $11,490 $5,288

FFMA Band 4, 5, & 6 25 $2,443,692 $3,339 to $409,932 $97,748

building the capacity of the organisation through 

the attraction and successful integration of a skilled 

workforce and achieving the goals set with the Board 

for the year in relation to consolidating the effective 

operating capacity of the organisation. 

In addition to these organisational success indicators, 

all employees had individual key performance 

indicators set for them by their managers and  

assessed accordingly. 

The combined impact of the organisational and 

individual performance measures determined the 

payment to employees. 

For the financial year ended 30 June 2008 

performance payments were made to 37 ongoing  

staff and one temporary transfer staff member in the 

classifications below.

The aggregated amount of performance payments 

for the Future Fund Management Agency in 2007/08 

is $2,512,430 providing an average payment of 

$66,116.

Starting from 1 July 2008 a revised performance 

related pay framework will apply. This incorporates 

short term and long term components. 

The short term component is based on assessment 

against individual and organisational performance 

indicators each year, including assessment of 

the demonstration of behaviours in line with the 

organisation’s values. 

The long term component is based on the investment 

performance of the portfolio quantitatively assessed 

over rolling three year periods. This is equally weighted 

between the return in excess of the Investment 

Mandate’s benchmark return for the Future Fund  

(i.e. a return of at least CPI + 4.5% per annum) and 

the return in excess of a benchmark reflecting the 

strategic asset allocation. 

All staff will have some proportion of the performance 

related payment available to them exposed to the 

long term component and therefore any payment 

to them will reflect the investment performance over 

rolling three year periods. The impact of investment, 

organisational and individual performance on 

payments to staff varies according to the individual’s 

role with the most senior staff having the majority of 

any performance related payment dependent upon 

the investment performance being in excess of 

benchmarks.  

Employees are able to defer payment of any 

performance payment they are entitled to into a 

Deferred Earnings Plan (DEP). Payments from the DEP 

will include the amount the employee deferred receipt 

of plus earnings reflecting the performance of the 

Future Fund over time. The initial deferral period is two 

years although this can be rolled over for subsequent 

years thereafter. This mechanism provides an 

additional opportunity to align employee remuneration 

to the long term performance of the Future Fund. 

Non-salary benefits 

Employees are able to salary sacrifice part of their total 

renumeration for a range of benefits.

The payments above include pro-rata performance pay for staff that were not employed for the full 12 month cycle but were eligible for payment.



Board fees

The Remuneration Tribunal is responsible for 

determining the annual remuneration of members of 

the Future Fund Board of Guardians. For the Chair 

the annual fee was set at $163,210 and for all other 

Board members it was set at $81,610. The official 

travel entitlement is tier 1. 

Occupational health and safety 

Occupational health and safety policies and 

procedures have been established and implemented. 

There were no events requiring reporting under 

Sections 29, 45, 46, 47 or 68 of the Occupational 

Health and Safety Act.  

Commonwealth disability strategy

The Agency is committed to diversity in the 

workplace and believes that a talented and diverse 

workforce will help it achieve its business outcomes. 

The organisation is also committed to addressing 

the requirements of the Commonwealth Disability 

Strategy. To this end a workplace diversity policy has 

been established and the further implementation of  

the Commonwealth Disability Strategy is in progress.



The Future Fund has been exempted from the 

Commonwealth Procurement Guidelines’ mandatory 

provisions for a range of investment and related 

services. These include investment management, 

investment advisory, master custody and safekeeping 

services for the purpose of managing and investing 

the assets of the Future Fund. 

Consultants

During 2007/08, 12 consultancy contracts were 

entered into by the Future Fund Management 

Agency, involving total actual expenditure of 

$338,013. 

There were no ongoing consultancies from the 

2006/07 year which incurred additional expenditure 

in 2007/08. 

Information on expenditure on contracts and 

consultancies is also available on the Austender 

website www.tenders.gov.au. Information is also 

available on the Future Fund’s website. 

Other purchasing activity is conducted in line with the 

Commonwealth Procurement Guidelines. The Future 

Fund’s policy on selection and engagement  

of consultants is based on the principles of: 

development; and 

These principles have been included in the Future 

Fund’s Chief Executive’s Instructions. Internal audit 

conducts probity reviews to help ensure compliance. 

Procurement practices 

Goods and services purchased under 

Commonwealth Procurement Guidelines are 

purchased in accordance with environmental 

procurement policy ensuring that they are: 

efficiency and energy consumption. 

Ecologically sustainable development  

and environmental performance 

As noted above, purchasing under the 

Commonwealth Procurement Guidelines is 

undertaken in line with environmental procurement 

policy. 

A managed lighting system and water use 

minimisation system is used in the Future Fund’s 

offices and wet and dry waste recycling is also 

employed. 

Investigation has been undertaken as to the feasibility 

of monitoring the organisation’s consumption of gas, 

electricity and water. However, as a relatively small 

tenant in a large multi-tenant office building, the 

Future Fund’s consumption of gas, electricity and 

water is not separately metered and consumption 

levels cannot be monitored and analysed with any 

accuracy.

Assessment of alternative ways of monitoring 

environmental performance is being undertaken.



The Future Fund recognises the public interest in 

its activities and welcomes the opportunity to share 

information about its operations and progress. 

Senior management of the Agency gave evidence 

at hearings of the Senate Finance and Public 

Administration Committee in February and May 2008. 

Updates on the portfolio as at the end of January 

2008 and April 2008 have been published on the 

Future Fund website which also contains background 

information about the organisation and its activities. 

The Future Fund has committed to providing quarterly 

portfolio updates in addition to its annual report at 

year end.  

The Chair of the Board of Guardians and members 

of management also gave a number of public 

presentations during the year.

In line with the report of the Standing Committee on 

Finance and Public Administration (September 2007) 

the Agency’s Outcome and Output structure was 

revised during the year.

Freedom of Information

This section addresses the requirements of Section 8 

of the Freedom of Information Act 1982 (FOI Act). 

Details of the operations and powers of the Board of 

Guardians and Agency are outlined elsewhere in this 

report and specified in the Future Fund Act 2006. 

The Minister for Finance and Deregulation holds 

certain delegated powers under the Constitution 

and the Financial Management and Accountability 

Act 1997 (and regulations to the Act) that have been 

delegated to the Chief Executive of the Agency. 

Documents maintained by the Board and Agency 

include representations to portfolio Ministers relating 

to its operations and investment policies, working 

files dealing with policy and administration in the 

investment of funds and documents on internal 

administration including personnel, financial and 

procedural matters. 

The primary published documents relating to the 

Board and Agency are their annual reports which are 

available on the Future Fund website. Copies of the 

Investment Mandate, and investment policies are also 

available online together with other information on the 

operations, structure and staffing of the organisation. 

The Freedom of Information Coordinator is 

responsible for managing requests under the FOI Act. 

Applicants seeking access under the FOI Act should 

apply in writing to: 

FOI Coordinator 

Future Fund 

Locked Bag 20010

Melbourne VIC 3001

An application of $30, or a written request that the 

application fee be waived pursuant to section 30A (1)  

of the FOI Act, should accompany requests. 

Telephone inquiries should be directed to the 

Freedom of Information Coordinator on 03 8656 

6400, between 9am and 5pm Monday to Friday 

(except for public holidays or public service holidays). 

Nominated officers can grant or refuse requests for 

access to documents under section 23 of the FOI 

Act. In accordance with section 54 of the FOI Act an 

applicant may, within 30 days of receiving notification 

of a decision under the FOI Act, apply to the Chief 

Executive of the Agency seeking an internal review of 

a decision to refuse a request. The prescribed fee of 

$40 should accompany this application. 

During the 2007/08 year, there were no requests for 

access to information under the FOI Act. 



Section 81 of the Future Fund Act 2006

Section 81 of the Future Fund Act 2006 requires 

the Chair of the Board of Guardians to provide a 

summary of, and benchmark information on, various 

aspects of the Future Fund and the Higher Education 

Endowment Fund. The following tables provide this 

material in relation to section 81(1)(e) to (h) and 

section 81(1)(j) to (n) together with an explanation of 

the benchmarks and categories.

Reports under section 81(1)(a) to (c) and section 

81(1)(j) are addressed in the reports from the Chair 

and General Manager. 

Section 81 requires certain, but not all, costs to be 

reported in the Annual Report and benchmarked. 

Therefore the following numbers are not the total 

expenses of the Future Fund and Higher Education 

Endowment Fund as reported in their respective 

Financial Statements. (Note the Higher Education 

Endowment Fund is included with the Department 

of Education and Workplace Relations Financial 

Statements). Further, the following expenditures are 

reported on a cash basis as required under the Act, 

whilst the Financial Statements are prepared on an 

accrual basis. 

Future Fund

Total amount debited from the Future Fund 
Special Account for the year ended 30 June 2008

Total Benchmark

Subsection 81(1)(e) in relation to paying or 
discharging costs, expenses and other obligations 
incurred by the Board under a contract between the 
Board and an investment manager

$29,637,603 These costs, together with movements in 
accrued costs, are included within Cost 
Measures reported below.

Subsection 81(1)(ea) in relation to paying 
remuneration and allowances of Board members

$709,134 i. The Remuneration Tribunal determines the 
remuneration and allowances payable to Board 
Members.

  ii. These costs, together with movements 
in accrued costs, are included within Cost 
Measures reported below.

Subsection 81(1)(f) in relation to paying remuneration 
and other employment related costs and expenses,  
in respect of the staff of the Agency

$6,049,866 These costs, together with movements in 
accrued costs, are included within Cost 
Measures reported below.

Subsection 81(1)(g) in relation to paying or 
discharging the costs, expenses or other obligations 
incurred by the Commonwealth under a contract 
entered into under section 78 (consultants and 
persons seconded to the Agency) or 82 (consultants 
and advisors to the Board)

$6,808,930 These costs, together with movements in 
accrued costs, are included within Cost 
Measures reported below.

Subsection 81(1)(h) in relation to paying or 
discharging the costs, expenses or other obligations 
incurred by the Commonwealth in connection with the 
establishment of operation of the Agency

$5,033,200 These costs, together with movements in 
accrued costs, are included within Cost 
Measures reported below.



Higher Education Endowment Fund 

Total amount debited from the Higher 
Education Endowment Fund Special 
Account for the year ended 30 June 2008

Total Benchmark

Subsection 81(1)(j) which references to 
subsection 16(1)(f) of the HEEF Act in relation 
to paying or discharging costs, expenses and 
other obligations incurred by the Future Fund 
Board under a contract between the Future 
Fund Board and an investment manager

$613,970 These costs, together with movements in 
accrued costs, are included within Cost 
Measures reported below.

Subsection 81(1)(k) which references to 
subsection 16(4)(d) of the HEEF Act in relation to 
paying remuneration and allowances of Future 
Fund Board members

Zero For the year ended 30 June 2008, no actual 
cash payments were made. Accruals for these 
costs are included within the Cost Measures 
reported below.

Subsection 81(1)(l) which references to 
subsection 16(4)(e) of the HEEF Act in relation 
to paying remuneration and other employment 
related costs and expenses, in respect of the 
staff of the Agency

Zero For the year ended 30 June 2008, no actual 
cash payments were made. Accruals for these 
costs are included within the Cost Measures 
reported below.

Subsection 81(1)(m) which references to 
subsection 16(4)(f) of the HEEF Act in relation 
to paying or discharging the costs, expenses or 
other obligations incurred by the Commonwealth 
under a contract entered into under section 
78 (consultants and persons seconded to the 
Agency) or 84 (consultants and advisors to the 
Future Fund Board)

Zero For the year ended 30 June 2008, no actual 
cash payments were made. Accruals for these 
costs are included within the Cost Measures 
reported below.

Subsection 81(1)(n) which references to 
subsection 16(4)(g) of the HEEF Act in relation 
to paying or discharging the costs, expenses or 
other obligations incurred by the Commonwealth 
in connection with the establishment of 
operation of the Agency

$3,500 These costs, together with movements in 
accrued costs, are included within Cost 
Measures reported below.

The Board has deemed it appropriate to use as its 

benchmark measurement for costs the disclosure 

measures prescribed for financial products as laid 

out in the Corporations Amendment Regulations 

2005 (No.1) [“the Regulations”]. These prescribed 

disclosures have been further clarified by ASIC 

through their Information Releases. 

The Board has not presented a relative benchmark 

measure but has reported its costs as defined below 

to enable readers of the annual report to make their 

own comparisons to other financial institutions. The 

costs reported are the total costs for the year, rather 

than only the items reported in the above table, 

and are extracted from the respective Financial 

Statements.

As the Future Fund and Higher Education Endowment 

Fund do not incur costs associated with, nor charge 

fees to, members there is no disclosure of fees 

and costs charged directly to members as required 

under the Regulations. The Board has deemed 

it appropriate to report costs under the following 

categories as defined by Schedule 10 of the 

Regulations.

• Management costs: these costs include custody 

fees (exclusive of settlement costs), amounts paid 

to external fund managers (including performance 

fees) and any other investment-related expenses 

and reimbursements, inclusive of amounts 

incurred in administering the fund. This also 

includes all internal operating costs including 

remuneration of Board and staff.



• Transactional and operational costs: these costs 

include brokerage, stamp duties and custody 

costs charged for transaction settlement.

• Indirect cost ratio: is the ratio of the fund’s total 

management costs to the fund’s average net 

assets.

Cost Measure Future Fund
(including 

Telstra holding)

Future Fund*
(excluding 

Telstra holding)

HEEF

Management 
costs

$39,813,636 $38,024,578 $893,785

Transactional 
and operational 
costs

$14,423,232 $14,298,088 $2,194

Indirect cost 
ratio

0.066% 0.075% 0.017%

Control breaches 

During the year there was one breach of the 

Ministerial Investment Mandate Directions. This was 

reported to the responsible Ministers as required 

under the Future Fund Act 2006 and details are 

outlined below. 

The Future Fund Investment Mandate states that the 

Future Fund is not permitted to acquire a direct equity 

holding of voting shares in Telstra except as a result 

of a transfer of financial assets by the responsible 

Ministers under clause 6, Schedule 1 of the Future 

Fund Act 2006 or a gift of financial assets under 

clause 7, Schedule 1 of the Act. 

As a result of building a global equity portfolio through 

an external manager during October and November 

2007, 492,909 shares in Telstra were acquired 

in contravention of the Investment Mandate. The 

acquisition was identified through the organisation’s 

normal control processes and the Board immediately 

disposed of the Telstra shares and notified the 

responsible Ministers. No financial loss was realised 

through the disposal of the shares. 

Additional controls have been put in place to  

ensure that the prohibition on acquiring Telstra  

shares is observed.
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Statement by the Chair of the Board of Guardians and Head of Finance
In our opinion, the attached fi nancial statements of the Future Fund Management Agency 

and the Board of Guardians (the Fund) for the year ended 30 June 2008 are based on 

properly maintained records and give a true and fair view of the fi nancial position and 

the fi nancial performance of the Fund, in accordance with the matters required by the 

Finance Minister’s Orders, made under the Financial Management and Accountability 

Act 1997, as amended, and are in compliance with Australian Accounting Standards.

In preparing the fi nancial statements, the Fund has applied the exemption provided by 

the Minister for Finance and Deregulation allowing the Fund to present a fi nancial report 

in a format consistent with that used in the funds management industry in place of the 

prescribed format as outlined in Annexure A to Schedule 1 of the Finance Minister’s 

Orders. The effect of this exemption is that Fund will present its fi nancial report as a 

single entity.

Signed 

D Murray 

Chair 28 August 2008

Signed 

P Mann

Head of Finance 28 August 2008



for the financial year ended 30 June 2008

Notes  Year ended  
June 30 2008

Year ended 
June 30 2007

 $’000  $’000

INCOME

Dividends & imputation credits 3 1,260,026 425,473

Distributions 3 - 2,267

Interest 4 2,695,093 1,737,773

Net realised losses on disposals of investments (78,567) (73)

Net realised foreign currency gains 697,256 -

Net unrealised changes in the fair value of investments (3,790,124) 640,876

Net unrealised foreign currency gains 43,397 11,100

Other income 5 163 75

TOTAL INCOME 827,244 2,817,491

EXPENSES

Investment management and advisory fees 21,033 1,759

Custodian’s fee 2,242 332

Transaction costs 15,744 301

Agency employees’ remuneration 6 8,654 2,225

Board of Guardians’ remuneration 6 712 643

Auditor’s remuneration 7 83 75

Depreciation and amortisation 6, 10 556 364

Administrative expenses 5,212 4,234

TOTAL EXPENSES 54,236 9,933

OPERATING RESULT 773,008 2,807,558

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



as at 30 June 2008

Notes June 30 2008 June 30 2007

ASSETS $’000  $’000

Financial assets

Cash and cash equivalents 14(b) 2,145,242 4,888

Term deposits 56,900 38,600,500

Receivables 9 408,518 146,085

Currency contracts and exchange traded futures 8 60,698 10,290

Listed equities and listed managed investment schemes 8 23,562,745 13,574,361

Interest bearing securities 8 37,959,557 -

Collective investment vehicles 8 41,460 724,171

Other 135 28

Total financial assets 64,235,255 53,060,323

Non-financial assets

Plant and equipment 10 1,555 1,768

Intangibles 10 131 94

Total non-financial assets 1,686 1,862

TOTAL ASSETS 64,236,941 53,062,185

LIABILITIES

Payables 11 93,722 594,458

Employee provisions 12 3,129 521

Other provisions 12 392 516

TOTAL LIABILITIES 97,243 595,495

NET ASSETS 64,139,698 52,466,690

EQUITY AND AMOUNT ATTRIBUTABLE TO THE 
GOVERNMENT

Contributions by Government 13 60,396,090 49,496,090

Accumulated results 3,743,608 2,970,600

TOTAL EQUITY AND AMOUNT ATTRIBUTABLE TO THE 
GOVERNMENT

64,139,698 52,466,690

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



for the financial year ended 30 June 2008

Notes Year ended  
June 30 2008

Year ended  
June 30 2007

$’000  $’000

CASH FLOWS FROM OPERATING ACTIVITIES

Interest received 2,336,675 1,837,011

Dividends received 906,759 294,876

Franking credits received 126,280 -

Realised foreign exchange gains 697,233 -

GST refund received 2,186 66

Investment manager and advisory fees paid (16,872) (1,584)

Custodian’s fees paid (1,641) -

Transaction fees paid (14,594) -

Other expenses paid (15,132) (6,269)

Net cash provided by operating activities 14(a) 4,020,894 2,124,100

CASH FLOWS FROM INVESTING ACTIVITIES

Proceeds from sale of investments 136,698,032 5,138,923

Payment for investments (149,471,617) (29,688,725)

Purchase of plant and equipment and software (379) (2,183)

Net cash used by investing activities (12,773,964) (24,551,985)

CASH FLOWS FROM FINANCING ACTIVITIES

Amounts contributed by Government 10,900,000 22,428,000

Net cash received from financing activities 10,900,000 22,428,000

Net increase in cash held 2,146,930 115

Cash at the beginning of the reporting period 4,888 4,773

Effects of exchange rate changes on the balance of cash held in 
foreign currencies

(6,576) -

Cash at the end of the reporting period 14(b) 2,145,242 4,888

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



for the financial year ended 30 June 2008

Item Accumulated 
results

Contributed  
equity

Total equity

2008  2008  2008

$’000  $’000  $’000

Opening balance 2,970,600 49,496,090 52,466,690

Net operating result 773,008 - 773,008

Income and expenses recognised directly in equity - - -

Contributions made by Government - 10,900,000 10,900,000

Closing balance 3,743,608 60,396,090 64,139,698

Item Accumulated  
results

Contributed  
equity

Total equity

2007  2007  2007

$’000  $’000  $’000

Opening balance 163,042 18,000,000 18,163,042

Net operating result 2,807,558 - 2,807,558

Income and expenses recognised directly in equity - - -

Contributions made by Government - 31,496,090 31,496,090

Closing balance 2,970,600 49,496,090 52,466,690

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



as at 30 June 2008

June 30 2008 June 30 2007

Notes $’000  $’000

BY TYPE

CAPITAL COMMITMENTS

Infrastructure, plant and equipment 8 29

Investments 8B 1,735,038 -

Total capital commitments 1,735,046 29

OTHER COMMITMENTS

Operating leases(a) 2,294 2,808

Other commitments(b) 2,826 4,185

Total other commitments 5,120 6,993

BY MATURITY

Capital commitments

One year or less 1,735,046 29

From one to five years - -

Over five years - -

Total capital commitments by maturity 1,735,046 29

Operating lease commitments

One year or less 711 706

From one to five years 1,583 2,102

Over five years - -

Total operating lease commitments by maturity 2,294 2,808

Other commitments

One year or less 1,983 2,814

From one to five years 843 1,371

Over five years - -

Total other commitments by maturity 2,826 4,185

Note: Commitments are GST inclusive.
(a)  Operating lease commitments relate to rental commitments for the lease of property and for office equipment. Lease terms have 

between 1 and 4 years remaining with options to extend for periods up to a further 5 years. The Fund has no option to purchase 
any leased items at the conclusion of the lease term.

(b)  Other commitments relate to contractual obligations for the provision of internal audit services, payroll services and 
consultancies.

The above Schedule should be read in conjunction with the accompanying notes.
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The Future Fund Act 2006 (as amended) (the Act) commenced on 3 April 2006 and established the Future Fund 

Special Account (the Fund Account), the Future Fund Board of Guardians (the Board) and the Future Fund Management 

Agency (the Agency), collectively referred to as the Future Fund (the Fund). The object of the Act is to strengthen the 

Commonwealth’s long-term financial position.

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 legislation 

quarantines the Fund, the balance of the Fund Account and Fund investments, for the ultimate purpose of paying 

unfunded superannuation liabilities and expenses associated with the investments of the Fund and the administration 

of both the Board of Guardians and the Future Fund Management Agency.

Future Fund Management Agency (the Agency)

The Agency is a statutory agency for the purposes of the Public Service Act 1999 (the Public Service Act) and is 

prescribed for the purposes of the Financial Management and Accountability Act 1997 (the FMA Act). The Agency is 

responsible for implementing the investment decisions made by the Future Fund Board of Guardians (the Board).

The Agency will be responsible for the operational activities associated with the investment of funds in the Fund 

Account. This includes the provision of advice to the Board on the investment of the portfolio and managing the Board’s 

contracts with investment managers, advisors and other service providers.

The Agency’s responsibilities were extended during the financial year to also support the Board of Guardians in the 

investment of the assets of the Higher Education Endowment Fund.

Future Fund Board of Guardians (the Board)

The Board is a body corporate with perpetual succession and is a separate legal identity to the Commonwealth.

In line with subsection 18(1) of the enabling legislation, the Government issued the Board with the first Investment 

Mandate for the Future Fund, effective 22 May 2006. The objective of these directions is to give guidance to the 

Board in relation to its investment strategy for the Future Fund. The main object of the acquisition by the Board of a 

financial asset, as an investment of the Fund, is to enhance the ability of the Commonwealth to discharge unfunded 

superannuation liabilities.

The roles and responsibilities of the Board are set out in the enabling legislation. The Board is collectively responsible 

for the investment decisions of the Fund and for the safekeeping and performance of the assets of the Fund. As 

such, the Board’s primary role is to provide strategic direction to the investment activities of the Fund including the 

development and implementation of an investment strategy that adheres to the Investment Mandate.

The Board’s responsibilities were extended during the financial year to include responsibility for the investment of the 

assets of the Higher Education Endowment Fund.



Future Fund Investment Mandate Directions 2006

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 

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

1.1 Basis of preparation of the financial statements

These financial statements comprise the Future Fund Management Agency and the Future Fund Board of Guardians, 

collectively referred to as the Future Fund, in accordance with Section 80 of the Future Fund Act 2006.

The financial statements are required by section 49 of the Financial Management and Accountability Act 1997, and are 

a general purpose financial report prepared on a going concern basis.

The financial statements have been prepared in accordance with:

• Finance Minister’s Orders (FMOs) (being the Financial Management and Accountability Orders (Financial 

Statements for reporting periods ended on or after 1 July 2007);

• Australian Accounting Standards and Accounting Interpretations issued by the Australian Accounting 

Standards Board (AASB) that apply for the reporting period.

In preparing the financial statements, the Fund has applied the exemption provided by the Minister for Finance and 

Deregulation allowing the Fund to present a financial report in a format consistent with that used in the funds management 

industry in place of the prescribed format as outlined in Annexure A to Schedule 1 of the Finance Minister’s Orders. The 

effect of this exemption is that the Fund will present its financial report as a single entity.

These financial statements have been prepared on an accrual basis and are in accordance with the historic cost 

convention, as modified by the revaluation of financial assets and financial liabilities (including derivative instruments) 

at fair value through the profit or loss account and the valuation of employee entitlements. Cost is based on the fair 

values of the consideration given in exchange for assets. Except where stated, no allowance is made for the effect of 

changing prices on the results or the financial position.

Unless alternative treatment is specifically required by an accounting standard, assets and liabilities are recognised in 

the Balance Sheet when and only when it is probable that future economic benefits will flow and the amounts of the 

assets or liabilities can be reliably measured. Assets and liabilities arising under agreements equally proportionately 

unperformed are not recognised unless required by an Accounting Standard.



Liabilities and assets which are unrecognised in the Balance Sheet are reported as appropriate in the Schedule of 

Commitments or as contingencies in Note 15 to the financial statements.

Unless alternative treatment is specifically required by an accounting standard, revenues and expenses are recognised 

in the Income Statement when and only when the flow, consumption or loss of economic benefits has occurred and 

can be reliably measured.

Significant Accounting Judgements and Estimates

As disclosed in Note 2.3 below, the Board and management use their judgement in selecting an appropriate valuation 

technique for investments not quoted in an active market, namely collective investment vehicles. Valuation techniques 

commonly used by the funds management industry are applied. Details of the techniques used are disclosed in Note 

2.3. As these investments do not form a material part of the Fund’s balance sheet at the reporting date, detailed 

sensitivity analysis on the assumptions and valuation methodology applied has not been undertaken at 30 June 

2008.

2.2 Statement of Compliance

The financial report complies with Australian Accounting Standards, which include Australian Equivalents to International 

Financial Reporting Standards (“A-IFRS”).

Australian Accounting Standards require the Future Fund to disclose Australian Accounting Standards that have not yet 

been applied, for standards that have been issued but are not yet effective.

The AASB has issued amendments to existing standards, these amendments are denoted by year and then number.

The table on the next page illustrates standards and amendments that will become effective for, and apply to, the 

Future Fund. The nature of the impending change within the table, has been out of necessity abbreviated and users 

should consult the full version available on the AASB’s website to identify the full impact of the change. The expected 

impact on the financial report of adoption of these standards is based on the Future Fund’s initial assessment at 

this date, but may change. The Future Fund intends to adopt all of the standards upon their application date. No 

accounting standard has been adopted earlier than the effective date in the current period.



2.2 Statement of Compliance (continued)

Title Standard 
affected

Application date Nature of impending change Impact expected 
on financial 
report

AASB 101 
Presentation 
of Financial 
Statements.

AASB 101 Reporting periods 
beginning on or 
after 1 January 
2009.

Requirement to present a statement of 
comprehensive income and changes to the 
statement of changes in equity.

Prior period adjustments or reclassification 
of items in the financial statements will 
require the disclosure of a third balance 
sheet at the beginning of the comparative 
period.

Amended titles of financial statements: 
“balance sheet” will become “statement 
of financial position”; “income statement” 
will become part of the “statement of 
comprehensive income” and “cash flow 
statement” will become “statement of cash 
flows”.

Change in 
disclosure in 
the financial 
statements.

2.3 Investments

Investments are recognised and derecognised on trade date where purchase or sale of an investment is under a 

contract whose terms require delivery of the investment within the timeframe established by the market concerned. 

Investments are initially measured at fair value, net of transaction costs.

Investments in collective investment vehicles are recorded at fair value on the date which consideration is provided to 

the contractual counterparty under the terms of the relevant subscription agreement.

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

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

associated with due diligence on unlisted investment schemes and collective investment vehicles. The following 

methods are adopted by the Fund in determining the fair value of investments;

• Listed securities, exchange traded futures and investments in listed managed investment schemes are 

recorded at the quoted bid price on relevant stock exchanges.



2.3 Investments (continued)

• Unlisted managed investment schemes and collective investment vehicles are re-measured by the Fund 

based on the estimated fair value of the net assets of each scheme or vehicle at the reporting date.

• In determining the fair value of the net assets of unitised unlisted managed investment schemes and collective 

investment vehicles, reference is made to the underlying unit price provided by the Manager (where available), 

associated Manager valuation reports and the most recent audited financial statements of the scheme.

Manager valuation reports are reviewed to ensure the underlying valuation principles are materially compliant 

with AIFRS and applicable industry standards including International Private Equity and Venture Capital 

Valuation Guidelines as endorsed by the Australian Private Equity and Venture Capital Association Limited 

(AVCAL).

• Currency contracts including forward foreign exchange contracts are recorded at their fair value on the date 

the contract is entered into and are subsequently re-measured to their fair values at each reporting date.

• Residential mortgage backed securities, bank bills, negotiable certificates of deposit and corporate debt 

securities which are traded in active markets are valued at the quoted market bid price. Securities for which 

no active market is observable are valued at current market rates using broker sourced market quotations 

and/or independent pricing services as at the 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.

2.4 Revenue

Dividends, franking credits and distribution income are recognised when the right to receive payment is established.

Interest revenue is recognised using the effective interest method as set out in AASB 139 Financial Instruments: 

Recognition and Measurement. As a result, unrealised gains and losses on bank bills and negotiable certificates of 

deposit are treated as interest income in the Income Statement.

Receivables for goods and services, which have 30 day terms, are recognised at the nominal amounts due less any 

provision for bad and doubtful debts. Collectability of debts is reviewed at balance date. Provisions are made when 

collectability of the debt is no longer probable.



2.5 Other Income

Services and resources received free of charge

Services and resources received free of charge are recognised as revenue when, and only when, a fair value can 

be reliably determined and the services would have been purchased if they had not been donated. Use of those 

resources is recognised as an expense.

Other income

Other income is measured at the fair value of consideration received or receivable.

Contributions of assets at no cost of acquisition are recognised as revenue at their fair value when the asset qualifies 

for recognition, unless received from another government agency as a consequence of a restructuring of administrative 

arrangements.

Realised gains on non-current assets

Gains from disposal of non-current assets are recognised when the risks and rewards of ownership of the asset have 

passed to the buyer.

2.6 Transactions with the Government as owner

2.6.1 Credits to Fund Account

From time to time the responsible Ministers may determine that additional amounts are to be credited to the Fund 

Account. In addition, the responsible Ministers may transfer Commonwealth-owned financial assets to the account. 

These amounts are shown as Contributions by Government in Note 13.

2.6.2 Debits to Fund Account

Amounts may be debited from the Fund Account in accordance with the purposes of the Fund Account as set 

out in the Future Fund Act 2006 (as amended). The main purpose of the Fund Account is to discharge unfunded 

superannuation liabilities from whichever is the earlier of: (a) the time when the balance of the Fund is greater than or 

equal to the target asset level; or (b) 1 July 2020.



2.7 Employee entitlements

Liabilities for services rendered by employees are recognised at the end of the financial year to the extent that they 

have not been settled. The nominal amount is calculated with regard to the rates expected to be paid on settlement 

of the liability.

2.7.1 Leave

The liability for employee entitlements includes provisions for annual leave and long service leave. No provision has 

been made for sick leave as all sick leave is non-vesting and the average sick leave taken in future years by employees 

of the Future Fund is estimated to be less than the annual entitlement for sick leave.

The leave liabilities are calculated on the basis of employees’ remuneration, including the Agency’s employer 

superannuation contribution rates to the extent that the leave is likely to be taken during service rather than paid out 

on termination.

The leave liabilities are calculated on the basis of employees’ remuneration at the end of the financial year, adjusted for 

expected increases in remuneration effective from 1 July 2008. Liabilities for short-term employee benefits (i.e. wages 

and salaries, annual leave, etc. expected to be settled within 12 months from the reporting date) are measured at their 

nominal amounts.

All other employee benefits are measured at the present value of the estimated future cash flows to be made in respect 

of all employees at the end of the financial year. In determining the present value of the liability, the Future Fund has 

commissioned an actuarial assessment by the Australian Government Actuary of the anticipated attrition rates and pay 

increases through promotion and inflation. The Australian Government Actuary has recommended the application of 

the shorthand method, as prescribed by the FMOs, for determining the present value of the long serve leave liability.

2.7.2 Superannuation

Staff of the Future Fund are variously eligible to contribute to the Commonwealth Superannuation Scheme (Defined 

Benefit), Public Sector Superannuation Scheme (Defined Benefit) or the Public Sector Superannuation Scheme 

(Accumulation Plan). Staff may join any other employee nominated schemes.

For any staff who are members of CSS (Defined Benefit) or PSS (Defined Benefit), the Future Fund makes employer 

contributions to the Australian Government at rates determined by an actuary to be sufficient to meet the cost to the 

government of the superannuation entitlements of its employees. The liability for superannuation benefits payable to an 

employee upon termination is recognised in the financial statements of the Australian Government.

As CSS and PSS are multi-employer plans within the meaning of AASB 119, all contributions are recognised as 

expenses on the same basis as contributions made to defined contribution plans.

A liability has been recognised at the end of the financial year for outstanding superannuation co-contributions payable 

in relation to the final fortnight of the financial year.



2.7.3 Performance Related Payments

All staff employed at the Fund at the reporting date are eligible to receive an entitlement to a performance related 

payment as approved by the Board. Employees who receive an entitlement may elect to have the entitlement converted 

to cash and paid to them. Alternatively, they may defer part or all of the payment for an initial two year period and receive 

a commitment from the Fund to pay them a future amount which will be dependent on the performance of the Fund 

over this two year period.

A liability has been recognised at the end of the financial year for outstanding performance related payments payable 

in relation to the financial year. For employees who have elected to receive part or all of the entitlement as cash, the 

cash component of the entitlement is recognised as a liability at its nominal value. For employees who have elected 

to defer part or all of their entitlement, the deferred portion of their entitlement is measured at the present value of the 

expected future entitlement at the conclusion of the initial two year deferral period. The Fund has assumed that the 

portfolio will return CPI + 4.5% (being the minimum mandated return) in making the estimate of the future value of the 

entitlement. This future value has then been discounted at the two year Australian Government bond rate to arrive at 

the present value of the liability.

2.8 Leases

A distinction is made between finance leases and operating leases. Finance leases effectively transfer from the lessor 

to the lessee substantially all risks and benefits incidental to ownership of leased non-current assets. Under operating 

leases the lessor effectively retains substantially all such risks and benefits.

The Future Fund holds operating leases only. Operating lease payments are charged to the Income Statement on a 

basis which is representative of the pattern of benefits derived from the leased assets.

2.9 Cash and investments

Cash means notes and coins held and any deposits held at call with a bank. Deposits held with a bank that are not at 

call are classified as investments. Cash is recognised at its nominal amount.

2.10 Financial Risk Management

Disclosures regarding the Future Fund’s financial risks are presented in Note 18.

2.11 Trade Creditors

Trade creditors and accruals are recognised at their nominal amounts, being the amounts at which the liabilities will be 

settled. Liabilities are recognised to the extent that the goods or services have been received (and irrespective of the 

Fund having been invoiced).



2.12 Acquisition of non-financial assets

Non-financial assets are recorded at cost of acquisition except as stated below. The cost of acquisition includes the 

fair value of assets transferred in exchange and liabilities undertaken. Non-financial assets are initially measured at their 

fair value plus transaction costs where appropriate.

Assets acquired at no cost, or for nominal consideration, are initially recognised as assets and revenues at their fair 

value at the date of acquisition.

2.13 Plant and equipment

2.13.1 Asset recognition threshold on acquisition

Purchases of plant and equipment are recognised initially at cost in the Balance Sheet, except for purchases costing 

less than $2,000, which are expensed at the time of acquisition. The asset recognition threshold is applied to each 

functional asset. That is, items or components that form an integral part of an asset are grouped as a single asset.

The initial cost of an asset includes an estimate of the cost of dismantling and removing the item and restoring the site 

on which it is located. This is particularly relevant to ‘makegood’ provisions in property leases taken up by the Future 

Fund where there exists an obligation to restore the property to its original condition. These costs are included in the 

value of the Future Fund’s leasehold improvements with a corresponding provision for the ‘makegood’ taken up.

2.13.2 Impairment of non-financial assets

All non-financial assets were assessed for impairment at 30 June 2008. Where indications of impairment exist, the 

asset’s recoverable amount is estimated and an impairment adjustment made if the asset’s recoverable amount is less 

than its carrying amount.

The recoverable amount of an asset is the higher of its fair value less costs to sell and its value in use. Value in use is the 

present value of the future cash flows expected to be derived from the asset. Where the future economic benefit of an 

asset is not primarily dependent on the asset’s ability to generate future cash flows, and the asset would be replaced if 

the Future Fund was deprived of the asset, its value in use is taken to be its depreciated replacement cost.

2.13.3 Depreciation and amortisation

The depreciable value of plant and equipment assets is written off over the estimated useful lives of the assets to the 

Future Fund using the straight line method of depreciation. Leasehold improvements are amortised on a straight line 

basis over the lesser of the estimated useful life of the improvements or the unexpired period of the lease.

Depreciation and amortisation rates (useful lives) and methods are reviewed at each balance date and necessary 

adjustments are recognised in the current, or current and future reporting periods, as appropriate. The depreciable 

value of infrastructure, plant and equipment assets is based on a zero residual value.



2.13.3 Depreciation and amortisation (continued)

Depreciation and amortisation expenses have been determined by applying rates to new depreciable assets based 

on the following useful lives:

Class of depreciable asset

Leasehold improvements 5 years

Computers, plant and equipment 3-5 years

Office equipment 5 years

Furniture 5 years

The aggregate amount of depreciation and amortisation allocated for each class of asset during the reporting period 

is disclosed at Note 10.

2.14 Intangibles

Purchases of computer software licenses for periods 12 months or greater are recognised at cost in the Balance Sheet 

except for purchases costing less than $10,000, which are expensed at the time of acquisition.

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.

2.15 Taxation

The Future Fund is exempt from all forms of Australian 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).

The net amount of GST recoverable from, or payable to, the taxation authority is included as part of receivables or 

payables.



2.16 Foreign Currency

(i) Functional and presentation currency

Items included in the financial statements of the Fund are measured using the currency of the primary economic 

environment in which the entity operates (‘the functional currency’). The financial statements are presented in Australian 

dollars, which is the Fund’s functional and presentation currency.

(ii) Transactions and balances

All foreign currency transactions during the period are brought to account using the exchange rate in effect at the date 

of the transaction. Foreign currency items at reporting date are translated at the exchange rate existing at reporting 

date.

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

2.17 Derivative Financial Instruments

The Future Fund has entered into forward foreign exchange contracts to manage its exposure to foreign exchange 

risk and exchange futures contracts to gain indirect exposure to investment markets. The use of derivative financial 

instruments by the Fund is governed by the Future Fund Act 2006 (as amended). Accounting policy information 

regarding derivatives is presented in Note 2.3 and further disclosure regarding the use of derivatives by the Fund is 

presented in Note 18.

The Fund has not designated any derivatives as cash flow or fair value hedges. All derivatives are accounted for at fair 

value through profit and loss as set out in Note 2.3.

2.18 Rounding of Amounts

Amounts have been rounded to the nearest thousand dollars unless stated otherwise in accordance with the Finance 

Minister’s Orders.



2008 2007

$’000  $’000

Dividend income

Dividend income – domestic equities and listed managed investment 
schemes

755,207 297,904

Imputation credits refunded or refundable under Section 31 of the 
Future Fund Act 2006

301,586 126,497

Dividend income – international equities 203,233 1,072

Total dividend and imputation credit income 1,260,026 425,473

Distribution income

Distribution income - 2,267

Total distribution income - 2,267

2008 2007

Interest income $’000  $’000

Term deposits 837,855 1,734,178

Cash at bank 71,892 3,595

Mortgage backed securities 6,784 -

Bank bills 195,685 -

Corporate debt securities 41,905 -

Certificates of deposit 1,540,972 -

Total interest income 2,695,093 1,737,773

2008 2007

Other income $’000  $’000

Fee income for services provided (Note 22B) 80 -

Resources received free of charge (ANAO) 83 75

Total other income 163 75



2008 2007

$’000 $’000

Agency employees’ remuneration

Wages and salaries 7,757 1,849

Superannuation 615 208

Leave and other entitlements payable 282 168

Total Agency employees’ remuneration 8,654 2,225

Board of Guardians’ remuneration

Wages and salaries 653 590

Superannuation 59 53

Total Board of Guardians’ remuneration 712 643

Depreciation

Depreciation of infrastructure, plant and equipment 519 354

Total depreciation 519 354

Amortisation

Amortisation of intangibles – computer software 37 10

Total amortisation 37 10

Total depreciation and amortisation 556 364

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 (ANAO) was:

2008 2007

$ $

83,000 75,542

No other services were provided by the ANAO.



2008 2007

 $’000  $’000

Interest bearing securities 

At fair value:

Bank bills - domestic 3,322,488 -

Negotiable certificates of deposit - domestic 30,838,966 -

Corporate debt securities - domestic 1,762,812 -

Corporate debt securities - international 358,575 -

Mortgage backed securities - domestic 1,676,716 -

Total Interest bearing securities 37,959,557 -

Listed equities and listed managed investment schemes 

At fair value:

Domestic listed equities and listed managed investment schemes (Note 8A) 13,485,302 11,581,391

International listed equities and listed managed investment schemes 10,077,443 1,992,970

Total Listed equities and listed managed investment schemes 23,562,745 13,574,361

Collective investment vehicles 

At fair value:

Unlisted unitised managed investment schemes - 724,171

Other collective investment vehicles (Note 8B) 41,460 -

Total Collective investment vehicles 41,460 724,171

Currency contracts and exchange traded futures contracts

At fair value:

Currency contracts 60,698 10,292

Exchange traded equity futures contracts (Note 18) - (2)

Total Currency contracts and exchange traded futures contracts 60,698 10,290



Included within the listed domestic equities sub-class in Note 8 above are Telstra shares transferred to the Fund by 

the Commonwealth Government under Part 3 of Schedule 1 of the Future Fund Act 2006 (as amended). The fair 

value of these shares as at 30 June 2008 is $8,481,594,622 (30 June 2007: $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.

During the financial year, the Board was requested by Telstra to provide shares as part of the Telstra dividend 

reinvestment plan as announced to the ASX by Telstra. Under this arrangement the Fund provided 126,176,302 

shares for consideration of $542,983,418.



As at 30 June 2008, the Fund has made commitments to 6 collective investment vehicles. The Fund has paid capital 

calls for two vehicles totalling $42,090,746 (2007: nil).

Description of underlying vehicle Capital Committed 

As at 30 June 2008

Outstanding 
Commitment

As at 30 June 2008

AUD equivalent  
$’000

Venture capital USD $164,000,000 168,161

Distressed situations USD $500,000,000 481,947

Mid-market buyout EUR €100,000,000 164,179

Asian real-estate USD $100,000,000 104,205

European real-estate EUR €180,000,000 295,523

Multi-strategy debt USD $500,000,000 521,023

Total 1,735,038

Description of underlying vehicle Capital Called

As at 30 June 2008

AUD equivalent  
$’000

Fair Value

As at 30 June 2008

AUD equivalent  
$’000

Venture capital 2,818 2,383

Distressed situations 39,273 39,077

Total 42,091 41,460

Commitments made to Collective Investment Vehicles

As disclosed in the Schedule of Commitments and in the table above, the Fund has committed to provide capital to 

various collective investment vehicles. The total of these commitments at balance date is $1,735 million (2007: nil) as 

shown in the table above. The Fund’s commitment obligations, being capital calls, are set out in the various underlying 

subscription documents. Whilst the actual timing of the capital calls to be made by the managers of these vehicles is 

uncertain, as it is dependent on the managers sourcing suitable investment opportunities, the Fund has recorded the 

commitments as being current in accordance with the underlying legal documents (see Schedule of Commitments). 

The Fund has set aside a suitable allocation of resources to cover these future commitments of capital.



2008 2007

$’000  $’000

Receivables

Imputation credits refundable 301,803 126,497

Interest receivable 42,601 15,488

Dividends receivable 55,782 4,100

Unsettled sales 8,332 -

Total Receivables 408,518 146,085

2008 2007

 $’000 $’000

Plant and equipment

Computers, plant and equipment – at cost 2,429 2,123

Accumulated depreciation (874) (355)

Total plant and equipment 1,555 1,768

Intangibles – software licenses

Computer software purchased – cost 178 104

Accumulated amortisation (47) (10)

Total intangibles 131 94



Analysis of Plant and equipment, Plant & Computer Total

and Intangibles equipment software

Year Ending 30 June 2008 $’000 $’000 $’000

Opening balance as at 1 July 2007

Gross book value 2,123 104 2,227

Accumulated depreciation/amortisation (355) (10) (365)

Net book value as 1 July 2007 1,768 94 1,862

Additions:

 by purchase 306 74 380

Disposals:

 Gross value of disposals - - -

 Accumulated depreciation/amortisation - - -

Depreciation/amortisation charge for the period (519) (37) (556)

Net book value as of 30 June 2008 1,555 131 1,686

Represented by:

Gross book value 2,429 178 2,607

Accumulated depreciation/amortisation (874) (47) (921)

1,555 131 1,686

Analysis of Plant and equipment, Plant & Computer Total

and Intangibles equipment software

Year Ending 30 June 2007 $’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



2008 2007

 $’000 $’000

Payables

Unsettled purchases* 87,676 593,528

Other unsecured payables and accrued expenses 6,046 930

Total Payables 93,722 594,458

*Represents amounts owing under normal market settlement terms for the purchase of investment securities

2008 2007

 $’000 $’000

Employee provisions

Annual leave 305 109

Long service leave 218 83

Wages and superannuation 2,606 329

Total Employee provisions 3,129 521

Other provisions

Lease incentive 392 516

Total Other provisions 392 516



2008 2007

 $’000 $’000

Opening balance 49,496,090 18,000,000

Contribution from Government - cash 10,900,000 22,428,000

Contribution from Government – financial assets - 9,068,090

Closing balance 60,396,090 49,496,090

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 8A. 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 (as amended).



2008 2007

 $’000 $’000

(a) Reconciliation of operating result to net cash

 from operating activities:

Operating result 773,008 2,807,558

Non cash items included in the Income Statement (167) -

Depreciation and amortisation 556 364

Net unrealised (gains)/losses on revaluation of investments 3,746,727 (651,975)

Net losses on disposal of investments 78,567 73

Distributions reinvested (2,267) -

(Increase) / decrease in accrued income (583,023) (33,626)

(Increase) / decrease in other assets (107) 14

Increase / (decrease) in employee provisions 2,608 474

Increase / (decrease) in other payables 5,116 702

Increase / (decrease) in other provisions (124) 516

Net cash from operating activities 4,020,894 2,124,100

(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:

2008  2007

 $’000 $’000

Cash and cash equivalents 2,145,242 4,888

The Future Fund is not aware of any quantifiable or unquantifiable contingency as of the signing date that requires 

disclosure in the financial statements.

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



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. Senior executives 

performing controlling functions directly impacting the outcomes of the Future Fund are included in the disclosure 

below.

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.

2008  2007

The number of senior executives who received or were 

due to receive total remuneration of $130,000 or more: No. No.

$130,000 to $144,999 - -

$145,000 to $159,999 - 1

$160,000 to $174,999 - 1

$175,000 to $189,999 1 -

$190,000 to $204,999 - 1

$265,000 to $279,999 1 -

$310,000 to $324,999 `1 -

$340,000 to $354,999 1 -

$415,000 to $429,999 1 -

$460,000 to $474,999 - 1

$475,000 to $489,999 1 -

$550,000 to $564,999 1 -

$595,000 to $609,999 1 -

$745,000 to $759,999 1 -

$955,000 to $969,999 1 -

Total 10 4

 $’000  $’000

The aggregate amount of total remuneration of executives shown above 4,894 975

The aggregate amount of separation and redundancy/termination benefit 
payments during the year to executives shown above

- -



The table below segregates the above total payments into fixed salary and performance related payments.

2008

Fixed Salary

2008

Performance 
Related 

Payments

2007

Fixed Salary

2007

Performance 
Related Payments

$ $ $ $

Range of remuneration disclosed 
above:

$130,000 to $144,999 - - - -

$145,000 to $159,999 - - 145,227 -

$160,000 to $174,999 - - 172,233 -

$175,000 to $189,999 179,114 - - -

$190,000 to $204,999 - - 134,626 57,216

$265,000 to $279,999 222,134 48,036 - -

$310,000 to $324,999 170,223 142,136 - -

$340,000 to $354,999 267,028 75,782 - -

$415,000 to $429,999 273,290 149,896 - -

$460,000 to $474,999 - - 314,389 150,908

$475,000 to $489,999 262,236 226,834 - -

$550,000 to $564,999 388,901 167,227 - -

$595,000 to $609,999 333,568 273,525 - -

$745,000 to $759,999 498,614 254,293 - -

$955,000 to $969,999 551,665 409,932 - -

Total 3,146,773 1,747,661 766,475 208,124

Fixed 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.

Employees are entitled to elect to defer payment of part or all of any performance related entitlement which the Board 

approves. The accounting policy for recognising the associated cost of any deferred entitlement is set out in Note 

2.7.3.

The average staffing level for the Future Fund during the period was:

2008 2007

24 11



The Board of Guardians is collectively responsible for the investment decisions of the Fund and is accountable to the 

Government for the performance of the Fund. The Board’s primary role is to set the strategic direction of the investment 

activities of the Future Fund consistent with its approved Investment Mandate, which it accomplishes through setting 

the Fund’s risk appetite and risk tolerance levels, and retaining responsibility for identifying and managing investment 

risk. The Agency has the task and responsibility in providing considered research and accurate information and 

reporting to the Board to assist them in undertaking this role. The Agency reports to the Board monthly, and monitors 

daily, compliance with the approved investment mandates and with the approved strategic asset allocation.

Details of the significant accounting policies and methods adopted, including the criteria for recognition, the basis of 

measurement and the basis on which revenues and expenses are recognised, in respect of each class of financial 

asset and financial liability are disclosed in Note 2 to the financial statements.

The Investment Mandate set by the Government requires the Board to maximise returns above a benchmark rate whilst 

taking acceptable but not excessive risk. The Board has set an asset allocation designed to achieve this outcome. 

It encapsulates a level of risk that is expected to deliver the key return objectives while limiting the downside risk. 

Particular attention is paid to the worst 5% of possible outcomes under portfolio modelling over a three year period (the 

“Conditional Value at Risk” or “CVaR” of the Fund) to ensure the risk in the portfolio is deemed acceptable. 

The portfolio construction process involves considering a range of factors and ensuring that there is adequate diversity 

so that a negative outcome in any one area does not unduly impact the overall Fund return. The factors considered 

include the outlook for: global economic growth; inflation; global real interest rates; changes in risk premia attached to 

various asset classes; movements in the value of currencies held; and changes in liquidity and credit conditions.

Market risk is the risk of loss arising from movements in the prices of various assets flowing from changes in interest 

rates, exchange rates, equity prices and other prices and derivatives contracts tied to these asset prices.



Interest rate exposure tables

The Future Fund’s exposure to interest rates as at 30 June 2008 is set out below.

Financial asset Note Floating 
Interest Rate

Fixed Interest 
Rate

Non–interest 
Bearing

Total

2008 2008 2008 2008

$’000 $’000 $’000 $’000

Cash and cash equivalents 14(b) 2,145,242 - - 2,145,242

Term deposits - 56,900 - 56,900

Bank bills 8 - 3,322,488 - 3,322,488

Negotiable certificates of deposit 8 - 30,838,966 - 30,838,966

Corporate debt securities 8 2,037,007 84,380 - 2,121,387

Mortgage backed securities 8 1,676,716 - 1,676,716

Other financial assets 8, 9 - - 24,073,556 24,073,556

Total financial assets 5,858,965 34,302,734 24,073,556 64,235,255

As at the reporting date the Future Fund’s debt portfolio had an effective interest rate duration of 0.12 (2007: zero).

The Future Fund’s exposure to interest rates as at 30 June 2007 is set out below.

Financial asset Note Floating 
Interest Rate

Fixed Interest 
Rate

Non–interest 
Bearing

Total

2007 2007 2007 2007

$’000 $’000 $’000 $’000

Cash and cash equivalents 14(b) 4,731 - 157 4,888

Term deposits - 38,600,500 38,600,500

Interest bearing securities 8 - - - -

Other financial assets 8, 9 (2) - 14,454,937 14,454,935

Total financial assets 4,729 38,600,500 14,455,094 53,060,323

As at the reporting date the Future Fund’s debt portfolio had an effective interest rate duration of 0.12 (2007: zero).



Interest rate sensitivity analysis

The following table demonstrates the impact on the operating result of a 100 basis point change in bond yields with all 

other variables held constant. It is assumed that the 100 basis point change occurs as at the reporting date (30 June 

2007 and 30 June 2008) and there are concurrent movements in interest rates and parallel shifts in the yield curves. A 

100 basis point movement would result in the following impact on the debt portfolios (including derivatives) contribution 

to the Fund’s operating result:

30 June 2008 30 June 2007

Impact on 
operating result

$‘000

Impact on 
operating result

$‘000

+ 100 basis points 67,143 -

- 100 basis points (68,763) -

Interest rate futures contracts

The Fund had open positions in exchange traded interest rate futures contracts as at 30 June 2008. The Future Fund 

Act 2006 (as amended) governs the use of financial derivatives. Exchange traded interest rate futures are used by the 

Fund’s investment managers to manage the exposure to interest rates and to ensure it remains within approved limits. 

The notional value of the open contracts and their fair value are set out below:

Notional 
Value

2008

$‘000

Fair Market 
Value

2008

$’000

Notional  
Value

2007

$‘000 

Fair Market 
Value

2007

$’000

Buy Domestic Interest Rate Futures Contracts 27,457 (19) - -

Sell Domestic Interest Rate Futures Contracts (10,639) (217) - -

Sell International Interest Rate Futures Contracts (131,279) (207) - -

Total (114,461) (443) - -

Interest Rate Futures Contract open positions are cash margined daily with the relevant futures clearing exchange. 

Whilst the above fair market value represents the value of the open contracts at reporting date, these positions have 

been cash settled via postings to or from the associated margin account with the resulting gain or loss recorded in the 

Income Statement.



The Fund undertakes certain transactions denominated in foreign currencies, hence it is exposed to the effects of 

exchange rate fluctuations. Exchange rate exposures are managed utilising forward foreign exchange contracts. The 

Fund had an approximate exposure to currency risk of 3.25% of the portfolio at balance date (excluding the value of 

the Telstra holding).

Given the lack of liquidity in, and high transaction costs of, managing currency risk in emerging markets, USD foreign 

exchange contracts are used as a proxy. The net exposure (“Total net exposure”) after application of this proxy hedge 

is shown in the table below.

An additional disclosure in the table below is the “adjusted net exposure” numbers. These numbers reflect the re-

allocation of the USD proxy hedge from the “USD” column to the “Other” column. The effect of the re-allocation 

is to offset the Fund’s physical emerging market currency exposure which forms part of the “Other” total physical 

exposure with the equivalent proxy hedge foreign currency contracts.

The Fund’s exposure in Australian equivalents to foreign currency risk at the reporting date was as follows:

30 June 2008 USD EUR GBP JPY Other 1 Total

$’000 $’000 $’000 $’000 $’000 $’000

Cash & cash equivalents 162,749 36,857 12,245 12,648 39,719 264,218

Listed equities and listed 
managed investment 
schemes

4,683,649 1,583,446 981,206 924,783 1,904,358 10,077,442

Interest bearing securities 711,788 297,345 13,294 - - 1,022,427

Collective investment 
vehicles

41,460 - - - - 41,460

Receivables 14,327 5,560 6,364 1,649 5,501 33,401

Payables (39,424) (16,901) (4,999) (2,225) (17,875) (81,424)

Total physical exposure 5,574,549 1,906,307 1,008,110 936,855 1,931,703 11,357,524

Forward exchange 
contracts

- buy foreign currency 2,851,359 915,940 509,385 429,824 352,009 5,058,517

- sell foreign currency (8,556,472) (2,698,559) (1,309,321) (1,193,048) (954,531) (14,711,931)

Total derivative exposure (5,705,113) (1,782,619) (799,936) (763,224) (602,522) (9,653,414)

Total net exposure (130,564) 123,688 208,174 173,631 1,329,181 1,704,110

Adjusted net exposure 772,047 123,688 208,174 173,631 426,570 1,704,110

1 Other includes AUD equivalent exposures to other currencies which are immaterial on an individual basis



The Fund’s exposure in Australian equivalents to foreign currency risk at the 30 June 2007 was as follows:

30 June 2007 USD EUR GBP JPY Other 1 Total

$’000 $’000 $’000 $’000 $’000 $’000

Cash & cash equivalents 44 4,361 - - 156 4,561

Listed equities and listed 
managed investment 
schemes

984,751 348,533 231,240 210,251 218,195 1,992,970

Receivables 415 7 269 58 98 847

Payables (293,993) (104,850) (68,294) (61,819) (64,539) (593,495)

Total physical exposure 691,217 248,051 163,215 148,490 153,910 1,404,883

Forward exchange 
contracts

- buy foreign currency 301,574 107,197 69,635 62,714 64,882 606,002

- sell foreign currency (923,995) (357,037) (210,028) (190,196) (130,364) (1,811,620)

Total derivative exposure (622,421) (249,840) (140,393) (127,482) (65,482) (1,205,618)

Total net exposure 68,796 (1,789) 22,822 21,008 88,428 199,265

1 Other includes AUD equivalent exposures to other currencies which are immaterial on an individual basis

Foreign currency sensitivity analysis

The following table demonstrates the impact on the operating result of a 20% movement of the value of the Australian 

dollar relative to the basket of actual net exposures as at 30 June 2008, with all other variables held constant. It is 

assumed that the relevant change occurs as at the reporting date and the results presented are shown after taking into 

account the hedging policy as described above (that is, the sensitivity is calculated on the net exposure presented in 

the tables above).

30 June 2008 30 June 2007

Impact on 
operating result

$‘000

Impact on 
operating result

$‘000

+20 % 557,471 41,073

- 20 % (557,471) (41,073)



The Future Fund is exposed to equity price risks arising from equity investments. The equity price risk is the risk that the 

value of our equity portfolio will decrease as a result of changes in the levels of equity indices and the price of individual 

stocks. The Future Fund holds all of its equities at fair value through profit or loss.

The Fund’s exposure to equity price risk at the reporting date was as follows:

30 June 2008 30 June 2007

$‘000 $‘000

Domestic listed equities and listed managed investment schemes 13,485,302 11,581,391

International listed equities and listed managed investment schemes 10,077,443 1,992,970

Total equity price risk exposure 23,562,745 13,574,361

Equity Futures Contracts

The Fund had open positions in exchange traded equity futures contracts as at 30 June 2008. The Future Fund Act 

2006 (as amended) governs the use of financial derivatives. Exchange traded equity futures are used to manage 

market exposures to equity price risk to ensure that asset allocations remain within approved limits. The notional value 

of the open contracts and their fair value are set out below:

Notional 
Value

2008

$‘000 

Fair Market 
Value

2008

$’000

Notional  
Value

2007

$‘000 

Fair Market 
Value

2007

$’000

Buy Domestic Equity Futures Contracts 142,000 (4,194) 4,563 (2)

Buy International Equity Futures Contracts 1,263,689 (16,743) - -

Total 1,405,689 (20,937) 4,563 (2)

Equity Futures Contract open positions are cash margined daily with the relevant futures clearing exchange. Whilst the 

above fair market value represents the value of the open contracts at the reporting date, these positions have been 

cash settled via postings to or from the associated margin account with the resulting gain or loss recorded in the 

Income Statement.



Equity price sensitivity analysis

The analysis below demonstrates the impact of the following movements:

• +/- 20% on Australian equities

• +/- 15% on International equities

The sensitivity analysis has been performed to assess the direct risk of holding equity instruments. The analysis is 

undertaken on the base currency values of the underlying exposures. Currency risk sensitivity is considered separately 

in the currency sensitivity table presented above. The percentage change for each sub-class noted in the table 

below is measured with reference to each underlying security’s forward looking beta, which is a measure of how the 

underlying security price would change relative to an absolute increase or decrease in the market portfolio which has 

a beta of 1.

30 June 2008 30 June 2007

Impact on operating

 result

$‘000

Impact on operating

 result

$‘000

20% increase in Australian equities 2,198,466 1,815,283

15% increase in International equities 1,783,277 306,087

Total 3,981,743 2,121,370

20% decrease in Australian equities (2,198,466) (1,815,283)

15% decrease in International equities (1,783,277) (306,087)

Total (3,981,743) (2,121,370)



The Future Fund is exposed to other price risks arising from its investments in collective investment vehicles. As at 

reporting date the Fund’s exposure to this investment risk is not material. As a result, a detailed sensitivity analysis on 

the underlying valuation methodology and assumptions has not been presented in these financial statements.

Liquidity risk is the risk that the Future Fund will not be able to meet its obligations as they fall due. The primary obligation 

of the Future Fund, being the payment of the Commonwealth Government’s employee superannuation obligations, 

is not expected to be required to be met until the earlier of the balance of the Fund being greater than or equal to the 

target asset level or 1 July 2020.

Nonetheless, in the interim period, the Future Fund has sufficient funds available to meet operating expenses and other 

liabilities.

The following tables summarise the maturity profile of the Fund’s financial liabilities, net and gross settled derivative 

financial instruments into relevant maturity groupings based on the remaining period at the reporting date to the 

contractual maturity date. The tables have been drawn up based on the contractual undiscounted cash flows.

As at 30 June 2008:

Less than 3 
months

3 months to 
1 year

1 to 5 Years > 5 Years Total 
contractual 
cashflows

Carrying 
amount 

(assets)/ 
liabilities

$’000 $’000 $’000 $’000 $’000 $’000

2008

Non-derivatives

Unsettled purchases 87,676 - - - 87,676 87,676

Accounts payable 6,046 - - - 6,046 6,046

Total non-derivatives 93,722 - - - 93,722 93,722

Derivatives

Net settled (equity 
derivatives)

- - - - - -

Gross settled - - - - - -

 - (inflow) (18,894,239) (111,101) (674,147) - (19,679,487) (60,698)

 - outflow 18,843,845 109,441 665,503 - 19,618,789 -

Total derivatives (50,394) (1,660) (8,644) - (60,698) (60,698)



As at 30 June 2007:

Less than 3 
months

3 months to 1 
year

1 to 5 Years > 5 Years Total 
contractual 
cashflows

Carrying 
amount 

(assets)/ 
liabilities

$’000 $’000 $’000 $’000 $’000 $’000

2007

Non-derivatives

Unsettled purchases 593,528 - - - 593,528 593,528

Accounts payable 930 - - - 930 930

Total non-derivatives 594,458 - - - 594,458 594,458

Derivatives

Net settled (equity 
derivatives)

2 - - - 2 2

Gross settled

 - (inflow) (2,427,437) - - - (2,427,437) (10,292)

 - outflow 2,417,145 - - - 2,417,145 -

Total derivatives (10,290) - - - (10,290) (10,290)



Credit risk is the risk of loss that arises from a counterparty failing to meet their contractual commitments in full and 

on time, or from losses arising from the change in value of a traded financial instrument as a result of changes in 

credit risk on that instrument.

The Board sets limits on the credit ratings of debt investments. These limits are reflected in the underlying investment 

mandates and are monitored by the Agency with compliance reported to the Board.

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.

The Fund had, at 30 June 2008, an exposure of greater than 10% of its net assets to interest bearing securities 

issued by domestic banks. Exposures to individual counterparties greater than 5% of the net assets of the Fund are 

separately identified in the table below.

Interest bearing securities issued by: $’000

Commonwealth Bank of Australia 7,873,356

Westpac Banking Corporation 5,812,567

National Australia Bank Limited 5,525,951

Australia and New Zealand Banking Group Limited 4,442,873

Other domestic banks ( 9 banks∗ – refer credit exposure analysis overleaf) 12,269,519

Total 35,924,266

∗ Includes domestic subsidiaries of foreign banks

The interest rate duration of the above exposures is 0.13. Exposures are measured at the fair value of the underlying 

securities which is equivalent to their carrying value in the Balance Sheet. Any associated income which is 

outstanding has been included within the numbers presented. None of these accrued income amounts are past due.

The exposures presented above reconcile to Note 8 of the Financial Statements as follows:

Interest bearing security class: $’000

Bank bills - domestic 3,322,488

Negotiable certificates of deposit - domestic 30,838,966

Corporate debt securities - domestic 1,762,812

Total 35,924,266



Credit exposure by credit rating

The following table provides information regarding the credit risk exposures of the debt instruments held by the Future 

Fund according to the credit ratings of the underlying debt instruments.

2008

$’000

2007

$’000

Long term rated securities 

AAA 3,878,858 38,605,388

AA 1,939,285 -

A 182,103 -

Short term rated securities

A-1+ 20,768,363 -

A-1 5,519,734 -

P-1 7,873,356 -

Other

Other - 724,171(a)

Not rated - -

Total debt securities held 40,161,699 39,329,559

Other non-debt financial assets 24,073,556 13,730,764

Total financial assets 64,235,255 53,060,323

(a) Represents an investment in an unlisted unitised managed investment scheme rated AA+f. Underlying investments in this fund 
comprise 84.60% in A-1+ debt instruments.

Credit risk associated with receivables is considered minimal. The main receivables balance is in relation to franking 

credits which are claimable from the Australian Taxation Office (ATO) annually in July. Other receivables balances are 

immaterial.

There are no overdue contractual receipts due from counterparties as at 30 June 2008 (30 June 2007: nil).

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



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

statements.

No ‘Act of Grace’ payments were made during the reporting period (2007: 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 (2007: nil).

No payments were made under the ‘Defective Administration Scheme’ during the reporting period (2007: nil). 

No payments were made under section 73 of the Public Service Act 1999 during the reporting period (2007: nil).

No payments were made under ex-gratia programs during the reporting period (2007: nil).



Legal Authority — Future Fund Act 2006 (as amended), 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 2007 to  
30 June 2008

Period from  
1 July 2006 to  
30 June 2007

 $’000  $’000

Balance carried from previous period - -

Bank interest amounts credited - -

Appropriations for reporting period - -

Other Receipts:

 GST credits 2,186 563

 Amounts transferred from investment account (a) 46,432 9,677

 Amounts credited to the special account 10,900,000 22,428,000

Total Credits 10,948,618 22,438,240

Available for payments 10,948,618 22,438,240

Payments made:

 Investments debited from the Special Account (FFA s17) 10,900,000 22,428,000

 Payments made

 - Remuneration of Board of Guardians and Agency staff 6,759 2,339

 - Suppliers 15,842 5,718

 - Investment expenses 25,638 -

 - Purchase of capital equipment and software 379 2,183

Total Debits 10,948,618 22,438,240

Balance carried forward to next year (b) - -

(a) The operations of the Future Fund are funded via the investment revenue generated.
(b) Excluding investments balances, see Note 21C



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

established for the purpose:

a) of 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 2008.

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 2006 (as amended)

Period from  
1 July 2007 to  
30 June 2008

Period from  
1 July 2006 to  
30 June 2007

$’000  $’000

Opening balance 51,659,395 18,050,773

Investments made on transfer of funds from the Special Account 10,900,000 22,428,000

Realised investments reinvested 136,651,600 5,129,245

Telstra shares - non-reciprocal transfer - 9,068,090

Interest earned reinvested 2,336,675 1,837,011

Dividends received reinvested 906,759 294,876

Franking credits received reinvested 126,280 -

Foreign currency realised reinvested 697,233 -

Amounts transferred to operations (a) (46,432) (9,677)

Investments realised (136,698,032) (5,138,923)

Closing Balance 66,533,478 51,659,395

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



Outcome 1: Managing and growing publicly funded investments to meet future financial needs and contribute to the 

prosperity of future generations of Australians.

Outcome 1 Outcome 1

2008 2007

 $’000 $’000

Expenses

Investment related expenses 39,019 2,392

Depreciation and amortisation 556 364

Agency and Board remuneration expenses 9,366 2,868

Other expenses 5,295 4,309

Total expenses 54,236 9,933

Costs recovered from provision of good and services to

 the non-government sector -

Income

Interest 2,695,093 1,737,773

Dividends, distributions and imputation credits 1,260,026 427,740

Realised and unrealised investment gains and losses (3,128,038) 651,903

Other income 163 75

Total income 827,244 2,817,491

Net cost (contribution) of outcome (773,008) (2,807,558)



The Future Fund Management Agency (FFMA) has two outputs being the management of the Future Fund and the 

Management of the Higher Education Endowment Fund.

Output 1.1 Management of the Future Fund.

The Future Fund Management Agency supports the Board of Guardians in investing to accumulate assets for the 

purpose of offsetting the unfunded superannuation liabilities of the Australian Government which will fall due on future 

generations.

The net cost of this output delivery is presented above in Note 22A

Output 1.2 Management of the Higher Education Endowment Fund (HEEF)

Under the Higher Education Endowment Fund Act 2007, the role of the FFMA was extended to include supporting 

the Board of Guardians in the investment of the assets of the HEEF. The FFMA charges a nominal monthly fee of 

$10,000 per month to the Higher Education Endowment Fund to reimburse the FFMA for shared costs paid by the 

FFMA as set out in a service level agreement with the Department of Education, Employment and Workplace Relations. 

This is shown as other income in the income statement. Direct costs to the HEEF, such as investment management 

and custody fees, are charged directly to the HEEF Special Account and are not reported as part of these financial 

statements.
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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 earned 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. 

5 Benchmark return

The Board is to adopt an average return 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 return 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 affect 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.



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.

2.1 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 two 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:

(i) 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 

(ii) 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 

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

(iv) the price per Telstra Share is no less than the 

Telstra 3 Share Offer institutional offer price; and

(v) the date of the disposal is at least six months 

following the initial listing of Telstra 3 Instalment 

Receipts on the ASX. 



1 Name of Directions

These Directions are the Higher Education Endowment 

Fund Investment Mandate Directions 2007 (No. 1).

2 Commencement

These Directions commence on 29 October 2007.

3 Definitions

In these Directions:

Act means the Higher Education Endowment Fund Act 

2007.

Authorised deposit-taking institution means:

(a) the Reserve Bank of Australia; and

(b) a body corporate in relation to which an authority 

under subsection 9(3) of the Banking Act 1959 is in 

force.

Board means the Future Fund Board of Guardians.

Fund means the Higher Education Endowment Fund.

Responsible Ministers has the same meaning as in 

the Act.

4 Objective of these Directions

The Higher Education Endowment Fund will enhance 

the Commonwealth’s ability to make grants of financial 

assistance to eligible higher education institutions in 

relation to capital expenditure and research facilities.

These Directions are given under subsection 24(1) of 

the Act to articulate the Government’s expectations 

for how the Fund will be invested and managed by 

the Future Fund Board of Guardians until such time as 

directions are made for investing and managing the 

Fund over the longer term.

In giving these Directions, subsection 24(3) requires 

that the responsible Ministers must have regard to 

various matters, including matters that we, as the 

responsible Ministers, consider relevant. Pending the 

development of a longer-term investment mandate, we 

consider it prudent to confine investments to assets 

that would maximise returns, subject to a negligible 

chance of capital loss, to facilitate a transition to a 

longer-term mandate at an appropriate time. In doing 

so, we recognise that the Board’s obligation to seek to 

achieve the objectives set out in subsection 24(12) of 

the Act is subject to its obligation to take all reasonable 

steps to comply with this mandate.

5 Limits on investment

(a) The Board is to confine investments to assets that 

would maximise returns, subject to a negligible 

chance of capital loss, such as:

(i) securities of the Commonwealth, or of a State 

or Territory; and

(ii) securities guaranteed by the Commonwealth, a 

State or a Territory; and

(iii) a deposit with an authorised deposit-taking 

institution, including a deposit evidenced by a 

certificate of deposit; and

(iv) a bill of exchange accepted or endorsed only 

by an authorised deposit-taking institution.

(b) The Board is to make decisions on investment 

taking into consideration the Government’s intention 

to issue further investment directions in the future.

6 Benchmark return

Over the period that these Directions are in 

operation, the Board is to adopt a benchmark return 

that is consistent with the type of assets listed in 

subsection 5(1).



AASB   Australian Accounting Standards Board 

AO   Officer of the Order of Australia 

AM   Member of the Order of Australia 

ANAO   Australian National Audit Office 

ASIC   Australian Securities and Investment Commission

ATO    Australian Tax Office 

CEIs   Chief Executive’s Instructions 

CEO    Chief Executive Officer 

CPGs   Commonwealth Procurement Guidelines 

CPI   Consumer Price Index 

FFMA   Future Fund Management Agency

FMA Act   Financial Management and Accountability Act 1997

FMO   Finance Minister’s Orders 

FOI Act   Freedom of Information Act 1982 

GST   Goods and Services Tax 

HEEF   Higher Education Endowment Fund

PSA   Public Service Act 1999

RBA   Reserve Bank of Australia



Enquiries about this report can be directed to:

Liaison Offi cer
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

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










