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The impact of changes in substrate, the denominations issued and in the inflationary environment is
easy to see. In 1980, the last year of the Fitzroy plant’s operation, when banknotes were printed on
paper and $1 and $2 notes were still circulating, 375 million Australian banknotes were printed,
against a stock of outstanding notes of about 355 million. In the past year, the Bank purchased
about 250 million banknotes against the stock of 900 million pieces in circulation. In other words,
more notes were printed for the Reserve Bank in the late 1970s than has been the case in recent
years, mainly because, although the stock of notes on issue was much smaller than today, this stock
was fully replaced, on average, in less than a year, whereas now this takes about 3 years.

While information about the efficiency of banknote printers in other countries is hard to come by
(because such information is so sensitive), some consistent and timely information is available for a
group of countries from around the Pacific. This is summarised in Table 1. The group of globally
competitive European printers is absent from the countries shown in the Table.

Australia is a small producer. This partly reflects the size of Australia’s
population — as population is a major influence on the demand for banknotes. Generally speaking,
the NPA plant operates at far below optimal capacity, resulting in a high cost structure. The
efficiency of capital in countries such as India and Indonesia, with large populations, is much
greater than in the smaller countries shown. While economies of scale have been a key
consideration in emphasising the importance of exports for NPA, the level of exports produced by
NPA has not reached that required to significantly close the efficiency gap.

F2



CONFIDENTIAL

Note Printing Australia Limited: History and Future Options October 2007 Meeting

2. Corporate Structure

The relationship between the note printing function and the Bank has changed over the years. From
1924 until it moved to Craigieburn, note printing was a department of the central bank. Soon after
the move, it became a branch, with the aim of giving it greater operating autonomy, although it
remained part of the Bank for administrative purposes. Also in the early 1980s, a new branch
manager, effectively the chief executive, was appointed from the private sector. Since then four
more chief executives have been appointed in this way. Almost all of NPA’s current team of
managers are external appointments by the NPA Board or executive management.

In 1990, Note Printing Australia (NPA) became a separate division of the RBA, following a report
commissioned from McKinseys that recommended that note printing become a stand-alone business
enterprise with separate accounts, and under a separate board which would be responsible for the
policy and operations of NPA. McKinseys saw efforts to increase exports as critical to operating the
plant efficiently and that greater organisational autonomy would be required to do so.

The final step of corporatising NPA occurred in July 1998, when it was established as a
separately-incorporated and wholly-owned subsidiary of the Bank. Since then, Note Printing
Australia Limited has reported as a public company, and has been subject to the Corporations Act.
Staff of NPA are no longer employees of the Bank.

An important factor in the RBA Board’s decision to incorporate NPA was the Government’s
competitive neutrality polices, in which Cabinet agreed that the RBA’s commercial activities —
including note printing — should be corporatised, provided it was feasible and cost-effective to do
so. This step was also seen as being consistent with improving the efficiency and commercial
orientation of NPA, including establishing a more arms-length relationship with the Bank.

While large reductions in staffing have occurred as this process unfolded, most of this reduction
occurred when the function was either a branch or division of the RBA. Staff numbers had fallen
from 655 in 1981 to about half that level by the time NPA changed from a branch to a division in
1990. They fell further, to 193, while it was still a division. In the period since corporatisation, staff
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has increased to 258, with about half of this increase due to NPA beginning to produce Australia’s
passports.
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The decision to corporatise was based on a business plan that showed returns on equity were
expected to exceed the Government’s guidelines for corporatised entities. This was based on strong
growth in exports. These projections were not realised. A related strand running through these
considerations was the desire to develop the polymer technology and earn a return on the Bank’s
investment; at the time, this was also thought to depend critically on NPA’s exports of banknotes.
At that stage, Securency was embryonic and its prospects highly uncertain.’

While these things can be seen more clearly in retrospect, this model for NPA was flawed for two
reasons: firstly, NPA did not have the capacity to ‘polymerise the world’ — it has been unable to
sustain the production of banknotes even at a rate of 500 million a year (with the largest global
player printing at a rate of 6 billion pieces); secondly, many potential central bank customers
viewed NPA as a competitor for their own print works. Subsequent developments show that
marketing the polymer substrate itself (via Securency) to other banknote printers (rather than
exporting finished banknotes) has been a more successful strategy for exporting the technology.

Rather than developing export markets, NPA has in the past few years become more reliant on
producing for the Reserve Bank, with the latter’s demand for notes increasing due to its policy of
raising the quality of banknotes in circulation. NPA has also tried to diversify its activities,
including by printing passports for the Australian Government at a small profit.

In determining NPA’s charter in 1990, the Board emphasised the importance of NPA’s research and
development activities as the basis for new security features that would minimise the rate of forgery
of Australian notes, the key consideration for central bank issuers. The Bank is now asking NPA to
lift its R&D effort as the Bank aims to upgrade the security of the current banknote series. Since the
Bank has important interests in maintaining NPA’s R&D program and in influencing its R&D
strategy, it directly finances a considerable proportion of this program each year.

The aim of establishing a more arms-length relationship between the Bank and NPA has had mixed
results. It is true that the Bank’s senior management has typically been able to spend less time on
matters internal to NPA, such as workplace relations, which occupied significant Head Office
management time before NPA was a stand-alone operation. At the same time, there has been a long

* Securency is a joint venture between the Bank and Innovia Films Ltd, a British company that supplies polypropylene
films. Securency produces press-ready polymer substrate for NPA and export.
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history of concern, including that expressed by the Audit Committee and the RBA Board, that the
laxity of the control environment at NPA has been at serious odds with the careful risk-management
culture of the Bank and that these cultural deficiencies potentially expose the Bank to serious
reputational and financial risk.

3. The Present Situation

It should also be recognised that the Bank’s aims for NPA have changed importantly since the
current structure was put in place in the 1990s. The Bank’s key operational interest in NPA is now
to ensure that the banknotes produced for Australia are of a high and consistent standard and that
NPA undertakes research activities to improve the security of these banknotes. This change in
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priorities was reflected in the revised Charter for NPA approved by the Board in April.
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