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FINANCIAL AGREEMENT BilL 1994

OUTLINE

p ~. The Bill approvesanewFinancialAgreement- theFinancial Agreement Between the
Commonwealth, States and Territories and is introduced along with the National Debt Sinking Fund
Repeal Bill 1994.

2. The newFinancialAgreementprovidesfor thecontinuedexistenceof aLoan Council, with
broadlyspecifiedroleandpowers,andsetsout certainobligationsin respectof pastborrowings. It
removeswhathavebeenobsoleteprovisionsunderthepresentAgreement,simplifiesadministration,
andprovidesfor formal membershipof LoanCouncil for the AustralianCapitalTerritory andthe
NorthernTerritory.

3. The newAgreementhasbeenmadepursuantto Loan Council’sdecisionto amendthe
Financial AgreementBetween the Commonwealth and the States. LoanCouncil agreed: to abolish
therestrictionon Statesborrowingin their own names; to removetheCommonwealthsexplicit
powerto horrowon behalfof theStates; to removetherequirementfor futureCommonwealthand
Stateborrowingsto beapprovedundertheprovisionsof theAgreement; to removereferencesto
theNationalDebtSinking Fund; andto includetheAustralianCapitalTerritoryandthe Northern
Territory as membersof Loan Council andaspartiesto the FinancialAgreement.

4. The originalFinancial Agreement Between the Commonwealth and the States wasmadein
1927 andapprovedundertheCommonwealthsFinancial Agreement Act 1928 andby theParliament
of eachState. TheAgreementestablishedtheLoan CouncilandrequiredtheCommonwealthand
eachStateto submitan annualborrowingprogramfor Loan Councilapproval.TheAgreement
providedthat sinkingfundsestablishedin respectof theStatesdebtwereplacedunderthecontrolof
theNationalDebtCommission,whichwasconstitutedby theNational Debt Sinking Fund Act 1923
andcontinuedundertheNational Debt Sinking Fund Act 1966.

5. UnderSectionlOSA(4)of theConstitution,thepartiesto theAgreementareempoweredto
varyor rescindit. The Agreementhasbeenvaried on sevenoccasions,mostrecentlyin 1976. On
this occasionit is proposedthatthe Agreement,asvaried,berescinded,as providedin clause16(1).
ThenewAgreementrecognisesthatLoan Councilscrutinyof public sectorborrowingshasfor many
yearstakenplaceundervoluntary arrangementsratherthan theprovisionsof theAgreement. The
Commonwealthhasundertakenno newmoneyborrowingson behalfof theStatessinceI 9S7-58and
theStates’extensiveborrowingactivitiesarenow conductedthroughtheir centralborrowing
authoritiesoutsidetheprovisionsof theAgreement.

6. The Bill providesfor theestablishmentof debtredemptionarrangements,throughtheDebt
RetirementReserveTrustAccount (DRRTA),to replacethosewhich haveoperatedthroughthe
NDSF andtheNorthernTerritory DebtSinking Fund(NTDSF). In so doing, theBill formalises
arrangementsasagreedbetweentheCommonwealth,theStatesandtheNorthernTerritory,which
haveappliedsince1 July 1990.

7. The newAgreementwill begiveneffectby thepassageof complementaryCommonwealth,
StateandTerritory legislationandwill not becomeeffectiveuntil legislationhasbeenenactedin all
jurisdictions.
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FINANCiAL IMPACT STATEMENT

S. The Bill appropriatestheConsolidatedRevenueFund to enablethe~omrnonwealth to provide
debtredemptionassistancepaymentsto theStatesandtheNorthernTerritory. The basisof payment
is identical to thatwhich hasappliedfollowing the 1990 AgreementbetweentheCommonwealth,the 4
StatesandtheTerritories.
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NOTESON CLAUSES

THE BILL

‘ Clause1 - ShortTitle
Clause2 - Commencement
Clause3 - lnte~retatinn
Clause4 - Approvalof Ag~ment

1. Theseclausesareself-explanatory.

Clause5 - Aouropriation

2. Thisclauseappropriatesmoneysrequiredfor theCommonwealthto meetobligationsunderthe
new Agreement,including its debtassistancecontributionsto the StatesandtheNorthernTerritory
(Clause8 of theSchedule)andreimbursementto the States(Clause10 of the Schedule)andthe
NorthernTerritory (Clauseii of theSchedule)of theexpensesof debtredemption,repaymentand
purchaseabovethosewhichwould havebeenincurredunderthepresentAgreement(the ‘Principal
Agreement)(for the States)andunderthe 1986Arrangements(for theNorthernTerritory), which
aredefinedin the Agreement.

Clause6 Establishmentof trust account

3. Thisclauseprovidesfor theestablishmentof atrust accountfor theadministrationof the
purchase,redemptionandrepaymentof CommonwealthGovernmentsecuritydebtallocatedto the
StatesandtheNorthernTerritory. Thetrust accountreplacesarrangementsapplying,respectively,
throughthe NDSFandthe NTDSF.

Clause7 Establishmentof StateandTerritory accounts

4. Selfexplanatory.

Clause8 - Transferof moneysinto theNorthernTerritory account

5. Thisclauseprovidesfor thetransferof moneysbetweentheold andnewfundsestablishedto
administerthe redemptionof CommonwealthGovernmentsecuritieson issuefor theNorthern
Territory.

SCI-IEDULE TOTHE BILL

Clause1

6. Sub-clause(1) providesthat,for thenewAgreementto becomeeffective,the Parliamentsof all
partiesto theAgreementmustpasscomplementarylegislation.

7. Thecessationof theNDSF createdby theNational Debt Sinking Fund Act 1966 (sub-clause
(2)(a)) is to beeffectedthroughtheNational Debt Sinking Fund Repeal Bill 1994 whichis being
introducedalongwith this Bill.
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8. TheDRRTA referredto in sub-clauseI (2)(b)of the new Agreementis beingestablishedunder
Clause6 of this Bill for thepurchase,redemptionandrepaymentof Statedebtformerly handled
throughtheNDSFandfor theredemptionof NorthernTerritory debtformerly handledthroughthe
NTDSF, Sub-clause1 (2)(c) of thenew Agreementprovidesfor thetransferof balancesbetweenthe
old andnewfundsestablishedto administertheredemptionof CommonwealthGovernmentSecurity 4
(CGS) debton allocationto theStatesandtheNorthernTerritory andfor the newfundsto receive
contributionobligations. This is effectedunderclause7 of theNational Debt Sinking Fund Repeal
Bill 1994 for theStates’balancesandclauseS of this Bill for NorthernTerritory balances.Clauses7
and8 in the newAgreementprovidefor contributionobligationsfrom theCommonwealth,the
StatesandtheNorthernTerritory.

Clause2

9. Sub-clause2(2)antedatestheeffect of changeddebtredemptionarrangementsasagreed
betweenthe Commonwealth,the StatesandtheNorthernTerritory to 1 July 1990.

Clause3

10. Self explanatory.

Clause4

11. Clause4 providesfor thecontinuedexistenceof theLoan Council andsetsdownits basic
opcratingconditions,including in relationto rnembershipandsubstitutemembership,conveningand
chairingof meetings,andthequorumfor meetings.Clause4(9)providesLoanCouncilwith powers
to makeresolutionsin relation to borrowings,raisings.andotherfinancialarrangementsof public
sectorentities.

Clause5

12. This clausesetsout interestpaymentobligationsof theCommonwealth,theStatesandthe
NorthernTerritoryconsistentwith theprovisionsof the PrincipalAgreementandof the 1986
Arrangements.

Clause6

13. This clauseprovidesfor thestructure,including asto interestentitlements,andoperationsof
theaccountestablishedunderClause6 of this Bill to replacethe NDSFfor the Statesandthe
NTDSFfor theNorthernTerritory to administerthe purchase,redemptionandrepaymentof their
allocationof CommonwealthGovernmentsecurities.

Clause7

14. This clauseenablesthecalculationof theamountto bepaid, includingby wayof contributions
by theStatesandtheNorthernTerritory, to accountsin the NDSF (for theStates)andtheNTDSF
(for theNorthernTerritory) prior to establishmentof the DRRTA, andinto thataccount
subsequently.

I
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DameS

15. This clausedetailsthebasisof annualCommonwealthcontributionspayableto accountsin the
NDSF(for theStates)andtheNTDSF (for theNorthernTerritory) prior to theestablishmentof the
DRRTA, andinto thataccountsubsequently.

Clause9

16. This clauseprovidesfor thebasisof paymentsby the NorthernTerritory requiredunderClause
7(3)of this Schedule.

) Clause10

17. This clauseformalisesthe 1990LoanCouncil agreementwherebythe Stateswereto make
additionalpaymentsto theNDSFsufficientto permitthepurchase,redemptionandrepaymentat
their maturityof all COS currentlyissuedon theft behalfon theconditionthattheywerenot to he
disadvantagedby so doing,in comparisonwith thesituation whichwould haveappliedunder
continuationof thedebtredemptionarrangementssetout in thePrincipal Agreement.

Clause11

18. This clausemirrorsfor theNorthernTerritory theeffectof Clause10 for the States.

Clause12

19. Thisclauseincorporatesanequivalentto clause14 of thePrincipal Agreementinto thenew
Agreementandextendsits operationto theNorthernTerritory.

Clause13

20, Thisclauseincorporatesan equivalentto clause16 of thePrincipal Agreementinto thenew
Agreementandreflectstheestablishmentof the DRRTA.

Clause14

21. Thisclausemirrorsfor theNorthernTerritory theprovisionsof clause13 for theStates.

Clause15

22. This clauseincorporatesclause17 of thePrincipal Agreementinto thenewAgreementin
relationto the DRRTA as to both theStatesandthe NorthernTerritory.

Clause16

23. This clauseprovidesgenerallyfor therescindingof thePrincipal Agreementwith effectfrom
thedateon which thenewAgreementcomesinto effect. However,certainof thedebtredemption
provisionsof thePrincipalAgreementare retainedpendingtheestablishmentof thenewtrust
accountthroughwhich thepurchase,redemptionandrepaymentof debtis to beadministered.In
addition, theclauserecognisesthatcertainof thedebtredemptionprovisionsestablishedby the new
Agreementare,by sub-clause2(2),antedatedto haveeffectfrom 1 July 1990.
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