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» The Government has a key role to play in the
development of the domestic fixed-income
securities market and establish a benchmark
which:

— provides the “risk free” rate which is used to price all
fixed-income securities

— assures a regular supply of debt through planned
auction schedules

— introduces fixed-income securities trading and
promotes the development of an investment culture

— provides the instruments to serve as collateral and
hedging vehicles for all market participants
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Domestic Debt Management

» Strive to achieve a broad investor base, and treat investors
equitably

» Operations in the primary market should be transparent and
predictable

» To the extent possible, debt issuance should use market-based
mechanisms including competitive auctions and syndications

* Promote the development of a resilient secondary market that can
function under a wide range of market conditions

e Systems used to settle and clear financial market transactions
involving government securities should reflect sound practices




Domestic Debt Management

» Establish clear objectives for securities issuance and debt
management

» Develop basic projections of the government’s liquidity needs

» Create safe and efficient channels for the distribution of securities
targeted to investor needs and thereby lowering transaction costs

« Progressively extend the maturity of government securities

» Consolidate the number of debt issues and create standardized
securities with conventional maturities with a view to eventually
provide market benchmarks

« Move towards a predictable and transparent debt management
operation, e.g., with pre-announced issuance calendars, and
greater disclosure of funding needs and auction outcomes

Domestic Debt Program

* Treasury Bills (upto 1 * Primary Market
year) — Auctions: single/multi price
* Treasury Bonds (1 - 30 — Tap issuance
years) — Syndication
— Fixed rate — Non competitive
— Floating rate » Secondary Market
— Inflation indexed — Government securities —
+ Retail Bonds (savings trading, clearing & registry
bOﬂdS) SyStemS
T ferable / — Other instruments (Swaps,
= lransieranie’ nEs Futures, Repos, Options)

transferable




Benchmark Issues

Multiple Maturities

ORNWAUDN®

:WWW

0123 45 6 7 8 9 1011121314 1516 1718 19 20
Years

Benchmark Issues

oRrNWAOO N

0123 45 6 7 8 91011121314 1516 17 18 19 20
Years

Pricing of Treasury Bills
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the Principal of the Bill
the Yield divided by one hundred
the number of full days between the Settlement Date and the Maturity Date
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Pricing of Treasury Bonds
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Where:
N
r

the Principal of the Bond (Inscribed Stock / Gilt)

the annual Coupon Interest Rate divided by two hundred, i.e., the semi-annual Coupon
Interest Rate (%)

theYield divided by two hundred, i.e., the semi-annual yield (%)

© where the Settlement Date is after the Record Date and up to, but not including, the next
Coupon Interest Payment Date “c” hasthe value of 0, otherwise “c” hasthe value of 1

n = thenumber of full half years between the next Coupon Interest Payment Date and
Maturity Date

a = thenumber of daysfrom the Settlement Date to the next Coupon Interest Payment Date

b = thenumber of daysin the half year ending on the next Coupon Interest Payment Date

Pricing of Treasury Indexed

Bonds
Settlement Price per e ' f G+W Lo
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Where:
N the Principal of the Indexed Bond

r the annual Coupon Interest Rate divided by two hundred, i.e., the semi-annual Coupon
Interest Rate (%)

theYield divided by two hundred, i.e., the semi-annual yield (%)

c where the Settlement Dateis after the Record Date and up to, but not including, the next
Coupon Interest Payment Date “c” hasthe value of 0, otherwise “c” hasthe value of 1

n = thenumber of full half years between the next Coupon Interest Payment Date and
Maturity Date

a the number of days from the Settlement Date to the next Coupon Interest Payment Date

b = thenumber of daysin the half year ending on the next Coupon Interest Payment Date

Kt thetotal value of the Principal and Indexed Component at the next Coupon Interest
Payment Date
p = theaverage percentage changein the Consumer’s Price Index (CPl) over the two quarters

ending the quarter which is two quarters prior to that in which the next interest payment falls
I




Recurrent Financed by:
Revenue (incl investment income)
Expenditure (incl debt interest & exps) — Domestic
Recurrent Surplus / Deficit +/- Treasury bills
Capital Treasury bonds (fixed)
Revenue + Treasury bonds (floating)
Expenditure — Foreign currency bonds
Capital Surplus / Deficit +/— Treasury indexed bonds
Budget Surplus / Deficit +/— Retail bonds
Financial Transactions & Adjustments External
Debt Principal Repayments - Multilateral loans
Privatisation Receipts & Asset Sales + Bilateral loans
On-Lending +/— Short term programs
Contingent Liabilities - International bonds
Other Adjustments +/— Private placements
+/— Syndicated loans
Government Financing Requirement Financing Standby facilities
(Mobilization) Requirement IMF credits
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Domestic Debt Management

* Pre-issuance analysis - pre-announced
annual debt issuance schedule

Tender process
Accepted bids and settlement

» Data capture and recording
» Registry functions

Debt servicing and repayments




Analysis

» Examples

— NZ: Bond Program Announcement
http://www.nzdmo.govt.nz/media/19may05.asp
(Bond Program 2005.pdf)

— Greece: Public Debt Publication
.\..\..\Sovereign Debt Mgmt\Other DMUs\Greece\Greece public debt
bulletin 36.pdf

— UK: Quarterly Review Publication
.\..\..\Sovereign Debt Mgmt\Sovereign DMOs\UK\UK DMO Qtly Rev
Jan-Mar05.pdf

— PNG: Public Debt Trends & TBill Analysis
.\..\..\Sovereign Debt Mgmt\Other DMUsS\PNG\Public Debt Trend Q2
2004.pdf
..\..\Palloua New Guinea\PNG Spreadsheets\TBills 2003 and TBills
2004.xls

Case Study: PNG




Planned Maturity Profile

Domestic Debt Maturity Profile
Benchmark Bonds
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November 2006 Inscribed Stocks

First Tender

K25 million @ 12.00% yield
Price: 101.25 — K 25,311,320

Accrued Interest: K 49,471
Tender Proceeds. K25,261,849

Principal &
Interest Interest Interest Interest Interest
12.5% 12.5% 12.5% 12.5% 12.5%
K1,562,500 K1,562,500 K 1,562,500 K1,562,500 K 26,562,500
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Tender Process

Tenders: Settlement Date
Interest Interest Interest Interest Pr:&“;p;&
Payment Payment Payment Payment Payment
21 25 20 22,5915 15 15 15 15
May Jun Aug Oct Nov May Nov May Nov
2004 2005 2005 2006 2006
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Case Study: PNG

 Bid Calculation spreadsheet
..\..\Papua New Guinea\Bid & Switch Calculation.xls

* Inscribed Stock tender spreadsheet
.\..\Papua New Guinea\Tender Results 23rd February
2005 230205.xls

 Inscribed Stock spreadsheet
.\..\Papua New Guinea\PNG Spreadsheets\Inscribed
Stock 2005.xIs

» Debt buyback/switching
=>» to be covered on Wednesday
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