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1 Preface

NSW Treasury (Treasury) has prepared the NSW Government Foreign Exchange (FX) Risk Policy
(the Policy) to assist General Government Sector Agencies and Government Businesses (together,
known as “Government Entities”) to manage their FX risk. FX risk can arise from exposure to foreign
currencies when Government Entities purchase, sell, or intend to purchase or sell goods and services
either directly from/to overseas, or indirectly through domestic providers.

The Policy sets out the core requirements and relevant guidance for Government Entities to manage
FX risk exposures, including those exposures arising before or after committing to a sale, purchase, or
certain other government transactions.

The Policy is designed to improve project cost certainty and provide a cost-efficient arran§eme
managing FX risk. It also provides a level of flexibility when Government Entities determi&
appropriate strategies to manage the identified risk.

In supporting the State’s focus on financial risk management, the Policy ensures, FXrisk is
managed transparently, consistently and at the lowest cost and/or risk to t
first in a series of updates to Treasury’s risk management framework, whi@h wil§ be developed to
promote the consideration, identification and management of a broad

@’

ation (FMT) program to improve

This Policy applies to Government Entiti 018, however, we note the intended
introduction of the GSF Bill in the near futu regard, while it is intended that the objective and
substance of the Policy will remain tig same, sury will review the Policy to ensure consistency
with the terminology used and relev quirements set out in the GSF Bill if it is passed at
Parliament and subsequently enact

This Policy replaces and supe%he FX risk policy contained in the Treasury Management Policy

(TPPO7-7), taking effect fro 018.

cretary

Michael Prat

Note

General inquiries concerning this document should be initially directed to:

Strategic Balance Sheet Management, NSW Treasury sbsm@treasury.nsw.gov.au.
This publication can be accessed from the Treasury’s website www.treasury.nsw.gov.au.
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8.2 Appendix B — Statement of FX Attestation Template
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3 Executive Summary

3.1

3.2

3.3

3.4

3.5

3.6

3.7

Scope of application

3.8

3.9

3.10

FXrisk, if not identified and managed appropriately, can have significant financial impacts for
Government Entities and the State as a whole. These impacts mostly flow from the sale or
purchase of international goods or services due to the inherent volatility of FX markets.

Identifying FX risk will improve the whole-of-State visibility of FX risk and provide an ability to
manage it appropriately. It will also help improve cost certainty for government spending.

In turn, managing FX risk helps reduce the risk that Government Entities may have to either
reprioritise spending or forgo spending altogether driven by FX movements and costs
higher than budgeted. It also reduces the State’s unmitigated FX risk and related cost.

The Policy sets out core requirements for Government Entities to manage their F sin
business-as-usual transactions, the procurement of major projects, and any other tfan tlons
The Policy applies to all Government Entities, other than where FX exposures are gart o a
Government Entity’s approved investment strategy within the scope of its st t powers.

FX riSky identification
nformed FX risk

The Policy is designed to promote Government Entities’ considerati
of FX risk, and to provide the information, contacts and advice to efgbl
management decisions.

The Policy does not support speculative behaviour when co g FX'risk. Likewise, it is
not responsible financial management to leave an FX r hedged in the expectation
or hope of a favourable outcome or gain from an un X pdsition.

This Policy replaces and supersedes the FX ris
Management Policy (TPPQ7/7).

The Policy applies to all Government Entig
a. buy or sell goods or services
b. buy or sell goods that ar

c. have other income, exp

Policy requirements do
within the scope of its i

The Policy has be ed in two (2) parts. Part 1 outlines two core requirements:

3.12

Core requirement

nment Entities are required to manage their FX risks in accordance with
Poalicy, and/or in consultation with Treasury and the New South Wales
reasury Corporation (TCorp) as appropriate.

Government Entities are required to manage their FX risks once identified. This
may include hedging the identified risk exposure, and/or presenting a risk
management plan if seeking Government’s approval for procurement proposals.

two core requirements improve upon the previous policy through:
providing specialist support to Government Entities
improving policy clarity

T
a.
b.
c.

introducing new requirements for managing contingent FX risk (e.g. an FX risk may occur
prior to making a commitment to complete a purchase or sale but where a spending
approval is obtained)

d. addressing embedded FX risk (i.e. an FX risk may arise from making a commitment
denominated in A$ where goods and services are sourced outside of Australia)

e. promoting Government’s centralised FX exposure oversight.

Part 2 provides guidance to Government Entities on managing their FX exposures with
TCorp’s support.

TPP18-03 NSW Government Foreign Exchange Risk Policy 1
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4 Definitions

A$ means Australian Dollars.

Commitment refers to when a Government Entity completes a sale, purchase, or other government transaction
(through contract or otherwise), either denominated in a foreign currency or A$, where goods and services are
sourced outside of Australia.

Contingent Risk means the FX risk arising prior to making a Commitment but where a spending approval is
obtained.

Contracted Risk means the FX risk arising from known exposure amount after making a Gommi

Embedded Risk means the FX risk arising from making a Commitment denominated in A$, a r spending
expected to continue to occur over future years, where goods and services are soyrced ousside of Australia.

Foreign Exchange Risk (also known as FX risk) is the financial risk of a ch ihv due to changes in
currency exchange rates.

Government Entity is a General Government Sector agency or a gq nt ess. Government
businesses consist of, but are not limited to:

= State Owned Corporations

= Government entities within the Total State Secigr nts classified as public financial
corporations
= Corporations Act 2001 companies where t sures a designated shareholder.

Hedging is a form of risk management strategy used
prices (e.g. currencies or commodities).

limit or offset the probability of loss from fluctuations in

Natural Hedge is a reduction of risk that mag# ifiéll through matching opposite risk exposures against
each other. For example, Treasury may be ab if¥ that an exposure to US$ sales in one Government

namely, size and nature of the epoghre;™Uration and size of the procurement, frequency of the risk occurrence,
timing and level of volatility of th&#@reiin currencylies to A$.

TCorp Execution Fra
identifying and hedging’F

e framework which provides guidance to Government Entities in relation to
n accordance with the Policy.

Translation Riskei ance sheet exchange rate risk which is measured by the exposure of underlying
goods or servi xChange rate movements.
Thresho e value of A$500,000 equivalent, or as otherwise agreed by Treasury.

ional Banking Platform is part of NSW State Government’s Corporate Online banking system. It is
y Government Entities to access online banking services and provides a platform for the Crown to make
RNts to Government Entities.

TPP18-03 NSW Government Foreign Exchange Risk Policy 2
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5 Core Requirements

Key points

= The Policy sets out requirements for managing Contingent Risk for major procurements, and
refines the process for selling or procuring international goods and services and receiving
government income.

= Government Entities are required to manage their FX risks in consultation with Treasury and
TCorp. This consultation requirement ensures that Government Entities obtain specialist port
for managing their FX exposures, and achieve the best value for them and the State. It al

provides visibility of FX risk across the State.
= Government Entities are required to manage their FX risks once identified. Meeting N

requirement provides opportunities to minimise unexpected changes to cash flows and aCWieve
project cost certainty, before or after making a commitment to complete a sae, puvase, or
other government transaction (through contract or otherwise), either deno d in a foreign
currency or A$, where goods and services are sourced outside of Au i

= Government Entities should refer to the TCorp Execution Framew; r f@rther detail on the FX
execution process.

= The Policy applies to all Government Entities, other than whe
Government Entity’s approved investment strategy withi rﬁ

Xposures are part of a
oPROf its investment powers.

Core requirement 1 —Government Entities are redqlired to manage their FX risks in accordance
with this Policy, and/or in consultation with T and TCorp as appropriate.

5.1 Government Entities should consult asufy and TCorp when they are directly and/or
indirectly affected by foreign c@iency ements. For example, a Government Entity may
have an indirect FX exposurg ng from having an A$ priced contract with an overseas
supplier (Embedded Ris St of such contracts may include an embedded or hidden

5.2 Where an FX expgBure occur prior to making a Commitment (Contingent Risk),
Government Id consult with Treasury and TCorp to determine whether it is a
Substantial Risibased on the following factors:

e of the exposure (e.g. which currencies are involved)

and size of the procurement

pcy of the risk occurrence (e.g. monthly, annually or one-off)

e. level of volatility of the foreign currencyl/ies to A$.

5.3 Government Entities may wish to develop, or should revise, their own internal policies and
procedures to align with the core requirements of the Policy. It will assist them in identifying
FXrisks on a timely basis as they emerge.

TPP18-03 NSW Government Foreign Exchange Risk Policy
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Core requirement 2 — Government Entities are required to manage their FX risks once
identified. This may include hedging the identified risk exposure, and/or presenting a risk
management plan if seeking Government’s approval for procurement proposals.

5.4 For a Contracted Risk above the Threshold (currently A$500,000 equivalent or as
otherwise agreed by Treasury), Government Entities must hedge the identified Contracted
Risk (unless advised otherwise by Treasury), no later than three (3) business days after
making a Commitment. Treasury may review and update the specified level of the Threshold
periodically.

5.5 For a Contracted Risk below the Threshold, Government Entities should transact through
the Transactional Banking Platform, or State Owned Corporations through their approv
banking platform.

5.6 For Contingent Risk deemed to be a Substantial Risk (in consultation with Trea: an
TCorp) and certain Translation Risks above the Threshold, a ‘FX risk managemeht Bign’ will
be required (see Box 1) as soon as the risk is identified. Government Entities must develp
and update (where needed) an FX risk management plan through consult@tion WTCorp
and Treasury.

a. If seeking Government’s approval for procurement proposals, @oveinment Entities are
required to present and update (where needed) this FX ris ag@mept plan as part of
the government submission with supporting sign-off fro an asury.

5.7 For Contingent Risk not deemed to be a Substantial Ri is no requirement to
develop an FX risk management plan or undertake F ﬁ ting this should be

RPObability, increased size, or it
old

Govérnment Entities should obtain
petitive outcome. This involves

5.8 For expected Embedded Risk above the Thr
different quotes (if possible) to achieve the most cost

from the supplier coupled with an FX hedge te from TCorp.

, Savernment Entities are required to develop an
ith T@orp and Treasury as soon as they become

5.9 For Translation Risk above the
FX risk management plan in consulte
aware of this risk.

Box 1:
An FX risk management plan @‘o tain the following key elements:

¢ identification of FX e g. size and nature) impacting Government Entities and/or the State,
based on the informafion aYailable

o Wwhere an FEX risk'i ntified and Treasury/TCorp are consulted, outline of the resulting FX Risk
Manageme overing:

lly or partially hedge or identify a rationale for no hedging (e.g. where a Natural

O,
o@cution process: internal/external expertise and costs

monitoring measures: benchmarks of measuring the performance; assessing the
appropriateness of hedging instruments; monitoring the amount of risk exposures; and hedge
accounting effectiveness if applicable

o ownership: identification of the appropriate entity for responsibility and ownership of risk, and
entering into a hedging transaction

o accounting impacts: any accounting impact of FX transactions

o whether Government Entity has appropriate approval for undertaking FX risk management activities
under the Public Authorities (Financial Arrangements) Act 1987

o whether the resulting FX Risk Management Strategy is endorsed by Treasury and TCorp, with a list of
Treasury and TCorp stakeholders that have been consulted.

TPP18-03 NSW Government Foreign Exchange Risk Policy 4
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6 Guidance on FX Risk Management

Key points

Government Entities should engage with TCorp when an FX exposure may arise from business-
as-usual transactions, the procurement of major projects, and any other transactions. TCorp
Execution Framework provides step-by-step guidance on identification and management of FX
exposures.

Government Entities are required to comply with the Policy when managing their FX exposures.
Any FX policy established at the entity level should be consistent with the Policy.

Government Entities are required to provide an FX Attestation Statement for the prior fina
year to Treasury, indicating whether the Entity was ‘compliant’, ‘non-compliant’ or ‘infi§ansi .
As the effective date of this Policy is 1 July 2018, the first FX Attestation Statement Wi for the
2018-2019 financial year.

Government Entities have a transitional period of twelve (12) months to co wil(the two core
requirements under the Policy. Government Entities should engage with Tr@asiy while they take
steps to achieve their compliance with these requirements.

TCorp Foreign Exchange Execution Framework

6.1

6.2

6.3

ntiti&&in identifying and managing
step-By-step guidance to
endix A provides a process

TCorp provides specialist support to Governme
FX risks. The TCorp Execution Framework pr
Government Entities in accordance with the Policy
summary).

Implementing the TCorp Execution Fram rovides opportunities for cost savings and
obtaining the best value through:

a. accessing preferential prigigg base State’s credit rating, and TCorp’s relationships
with multiple service pro and its collateral management procedures

b. executing FX trans ly with TCorp’s panel of service providers

where appropriate) FX transactions below the Threshold
or executing FX transactions.

supporting and e

y undertake hedging activities or other FX risk management
grunds managers, in accordance with the written approval of the

ion 16 or section 25 of the Public Authorities (Financial Arrangements)
Act).

TPP18-03 NSW Government Foreign Exchange Risk Policy
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Reporting and Compliance

6.4

6.5

6.6

6.7

6.8

6.9

Government Entities are required to comply with the Policy when managing their FX
exposures. Any FX risk policy established at the entity level should be consistent with the
Policy. Any policy breaches are to be reported to the Government Entity’s management and
Treasury as soon as identified, along with an explanation on the basis of “if not, why not” and
proposed remedial actions.

This Policy requires each Government Entity to produce to Treasury an FX Attestation
Statement for the prior financial year indicating whether the Entity was ‘compliant’,
‘non-compliant’ or ‘in transition’ by 31 October each year. A copy of the FX Attestation
Statement template is provided in Appendix B. The FX Attestation Statement will form p f
Government Entities’ annual internal audit and risk management attestation process.

Government Entities need to monitor and report on their exposures and any hedg laCe
to Treasury on an annual basis. Government Entities may authorise either TCorp or sefgice
provider(s) on TCorp’s panel to provide requested information to Treasurygo me(?heir
reporting obligations.

Treasury and TCorp will report to Treasury’s Asset and Liability Comitiee on FX exposures
and hedging in place, whether they remain within acceptable ligiig, "andibngotential budget
and balance sheet implications.

Government Entities have a transitional period of twel ‘ ths to comply with the core
requirements under the Policy. Government Entitie géengafe with Treasury while they
take steps to achieve their compliance with these g&quireients.

During the transitional period, Government Entities afrequired to report cases of
non-compliance based on their best knowledge (refer Appendix B). These will not be
considered as a breach of the Policy, rather i@entification of an issue or transitional
arrangement for future address.

Review of the Policy

6.10

6.11

Treasury may review and updg¥g the Polfcy on a periodic basis to ensure the appropriateness
of this Palicy.

Separately, Treasury V\@ e Policy to ensure consistency with the terminology used

and relevant requib if glew legislation may require.

TPP18-03 NSW Government Foreign Exchange Risk Policy
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7 Further information and contacts

For further Information or clarification on issues raised in the TPP, please contact:

e NSW Treasury relationship leads, NSW Treasury’s Strategic Balance Sheet
Management division sbsm@treasury.nsw.gov.au

For accounting related queries, please contact accpol@treasury.nsw.gov.au

For assistance in managing FX exposures, please contact:

e NSW Treasury Corporation relationship leads, NSW Treasury relationship leads, SW
Treasury’s Strategic Balance Sheet Management division sbsm@treasury.nsw.g

TPP18-03 NSW Government Foreign Exchange Risk Policy


mailto:frm@treasury.nsw.gov.au
mailto:accpol@treasury.nsw.gov.au
mailto:frm@treasury.nsw.gov.au

NSW Treasury

8 Appendices

Appendix A — Process Summary Table

Ty;?e of FX r‘| sk/ Contracted Risk
action required:
Definition FX risk arising from kno

exposure after
Commitment

O

Is the exposure greater
than the Threshold or

S

«QQ

Contingent Risk

Embedded Risk

Translation Risk

FX risk arising prior to making a
Commitment but where a spending
approval is obtained

FX risk arising from making a
Commitment denominated in
AS, and/or spending expected
to continue over future years,
where goods and services are
sourced outside of Australia

FX risk arising from balance
sheet exchange rate risk
which is measured by the
exposure of underlying
assets and liabilities to
exchange rate movements

%e hedge pending
our BAFA approval limits
advised otherwise by

a Contingent Risk t
is deemed to asury
Substantial Risk? No — No requirement to hedge

Call or email TCorp

TCorp will work with you and Treasury to

determine whether it is a Substantial Risk.

If deemed a Substantial Risk —
Develop an FX risk management plan
through consultation with TCorp and
Treasury

If not deemed a Substantial Risk — No
requirement to hedge (noting this will be
re-assessed where certain changes occur,
e.g. increased probability, increased size,
or it becomes a Contracted Risk greater
than the Threshold)

Yes — Obtain different quotes
(i.e. in AS and in foreign
currency coupled with an FX
hedge quote from TCorp)
(where possible)

No — No requirement to
obtain different quotes

Yes — Develop an FX risk
management plan through
consultation with TCorp and
Treasury

No — No requirement to
hedge

Without PAFA approval

Contact TCorp

Contact TCorp

Contact TCorp

Contact TCorp

With PAFA approval

Execute through TCorp or
TCorp's panel of service
providers

Contact TCorp

Execute through TCorp or
TCorp's panel of service
providers

No further action required

TPP18-03 NSW Government Foreign Exchange Risk Policy
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Appendix B — Statement of FX Attestation Template

The Government Entity must use these templates to attest that, for the relevant reporting period, the
Entity was either ‘compliant’, ‘non-compliant’ or ‘in transition’ in relation to the core requirements of
TPP18-03.

A Government Entity may mark ‘in transition’ where it is in the process of transitioning its arrangements
to meet new or changed requirements of this Policy providing details of such transitional arrangements
below. It does not constitute a breach of the core requirements under the Policy if an Entity is mafing

transitional arrangements.

Corerequirement 1:  Government Entities are required to manage their FX rigks |n
accordance with this Policy, and/or in consultation wit
Treasury and the New South Wales Treasury C tion
appropriate. g [
I, [] attest that [Government Entity] is compliant/non-compliant/in tranlet s appropriate) with
Core Requirement 1.

Core requirement 2:  Government Entities are requi#@d to magage their FX risks once
identified. This may include’he the'identified risk exposure,
and/or presenting a risk managememt plan if seeking
Government’s approval folgprocurement proposals.

I, [ ] attest that [Government Entity] is com com@liant/in transition (delete as appropriate) with
Core Requirement 2.

ffic@r or delegate

TPP18-03 NSW Government Foreign Exchange Risk Policy





