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Note 1: Basis of financial statements preparation

Purpose

The purpose of this note is to outline the basis on which the financial statements for the Australian Government (whole of government) and the general government sector (GGS) have been prepared.

Significant accounting policies that are relevant to understanding the financial statements are provided throughout the notes to the financial statements.

Except as otherwise noted, the accounting policies detailed in this note and throughout the notes to the financial statements are applicable at both the whole of government level and for the GGS.

Statement of compliance

The Australian Government Consolidated Financial Statements (CFS) are required by section 48 of the Public Governance, Performance and Accountability Act 2013 (PGPA Act).
The CFS are general purpose financial statements that have been prepared for the whole of government and the GGS in accordance with Australian Accounting Standards (AAS), including AASB 1049 Whole of Government and General Government Sector Financial Reporting (AASB 1049).
The GGS financial statements are included in the CFS and can be found in the Sector statements and the Notes to the financial statements.
Basis of accounting

The purpose of the CFS is to provide users with information about the stewardship by the Australian Government and accountability for the resources entrusted to it; information about the financial position, performance and cash flows of the Australian Government; and information that facilitates assessment of the macro‑economic impact of the Australian Government.
The principles and rules in the Australian Bureau of Statistics Australian System of Government Finance Statistics: Concepts, Sources and Methods 2005 — ABS Catalogue No. 5514.0 (ABS GFS Manual) have been applied in the production of these financial statements, except in instances in which their application would conflict with AAS. 
The 2016‑17 financial statements for the whole of government and the GGS have been prepared on the basis of the ABS GFS Manual effective as at 1 July 2015.
Where the key fiscal aggregates presented on the face of the financial statements are materially different to those measured in accordance with the applied ABS GFS Manual, a reconciliation between the two measures has been provided (refer Note 12A).

The CFS has been prepared on an accrual basis and is presented in Australian dollars.
New Australian Accounting Standards

Adoption of new Australian Accounting Standard requirements
During 2016‑17, the Australian Government adopted all applicable AAS that became effective during the year. The application of new accounting standards did not materially impact the operations of the Australian Government.
The scope of AASB 124 Related Party Disclosures has been extended to include not-for-profit public sector entities from the 2016-17 financial year. Refer Notes 10A and 10B for related-party disclosures applicable to the Australian Government.
Future Australian Accounting Standards requirements
The following new or amended standards, interpretations and ABS GFS requirements are relevant to Australian Government operations and are effective for future reporting periods:
	Reference
	Nature and impact of change
	When

	ABS GFS Manual 2015 
	The ABS GFS Manual has been updated to incorporate the changes sought by the International Monetary Fund (IMF) as outlined in its Government Finance Statistics Manual 2014 (IMF GFSM 2014). The changes may impact upon the classification of certain items and will change the reconciliation to GFS measures disclosed in Note 12A. The ABS GFS Manual 2015 will change the treatment of subscriptions to the International Development Association (IDA) and the Asian Development Fund (ADF). These subscrptions will be classified as equity investments instead of advances paid and measured on a fair value basis (consistent with the CFS) instead of nominal basis. The revised treatment will remove this GFS reconciliation item.
	2017-18

	AASB 9 Financial Instruments
(AASB 9)
	AASB 9 incorporates new principles for the classification and measurement of financial assets and liabilities, and changes to general hedge accounting. It is expected that the new standard will require a change in classification between financial assets currently measured at amortised cost, assets measured at fair value through other comprehensive income, and assets measured at fair value through profit and loss. For assets classified at amortised cost or at fair value through other comprehensive income an allowance for expected credit losses needs to be considered. The financial impact of these changes are yet to be quantified.
The changes to hedge accounting are not expected to materially impact the Australian Government.
	2018-19

	AASB 15 Revenue from Contracts with Customers (AASB 15) and AASB 1058 Income for Not-for-Profit Entities
(AASB 1058)
	AASB 15 introduces a single model for the recognition of revenue based on when control of goods and services transfers to a customer. The core principle of AASB 15 is that an entity recognises revenue to depict the transfer of promised goods or services to customers in an amount that reflects the consideration to which the entity expects to be entitled in exchange for those goods or services. AASB 1058 will be relevant to Australian Government not-for-profit entities in circumstances where AASB 15 does not apply. AASB 1058 will apply to transactions where the consideration to acquire an asset is significantly less than fair value principally to enable the Australian Government entity to further its objectives, and where volunteer services are received.

The new requirements are expected to result in a better matching of income and related expenses as income recognition will be deferred when there is a performance obligation or any other liability. It is expected that the new requirements will also result in the deferral of certain grant expenses. The financial impact of these changes are yet to be quantified.

AASB 1004 Contributions will continue to apply to equity contributions and to restructures within the Australian Government.
	2019-20

	AASB 16 Leases (AASB 16)
	AASB 16 will primarily affect the treatment of operating leases where Australian Government entities are lessees. The new standard will result in the recognition of almost all leases on the balance sheet by removing the current distinction between operating and financing leases. The new standard requires recognition of an asset (the right to use the leased item) and a financial liability to pay rentals for almost all lease contracts. 

Under AASB 16, the present value of operating lease commitments reported in Note 3C would be shown as a liability on the balance sheet together with an asset representing the right-of-use. In the operating statement, the ongoing classification of what is currently predominantly presented as supplier expenses will be split between amortisation and interest expense.
	2019-20


Other than the above, current pronouncements related to future reporting periods are not expected to materially impact on future reporting periods or will not apply to the operations of the Australian Government. 
Prior year adjustments
The 2015-16 comparatives have been restated to account for the following:

· a change in the percentage used to calculate the taxes receivable credit amendment allowance and provision for tax refunds;
· an understatement of Pharmaceutical Benefits Scheme (PBS) drug recoveries revenue;
· the reclassification of the majority of corporations law fees from non-taxation receipts to taxation receipts, and the reclassification of financial institution supervisory levies from taxation receipts to non-taxation receipts; and
· the reclassification of payments made under the National Disability Insurance Scheme (NDIS) from grants expenses to benefits to households in goods and services.
The impact of changes from prior year adjustments have been disclosed in the relevant note.
 The reporting entity and basis of consolidation
For the purposes of these financial statements, the Australian Government means the executive (consisting principally of Ministers and their departments), the legislature (that is, the Parliament) and the judiciary (that is, the courts). Where the ‘Australian Government’ is referred to throughout these statements, it is intended to also mean the ‘Commonwealth of Australia’. The Australian Government reporting entity (referred to as the reporting entity) includes Australian Government Departments of State, Parliamentary Departments, other non‑corporate Commonwealth entities, corporate Commonwealth entities and companies in which the Australian Government holds a controlling interest. 
The Australian Government controls an entity when it is exposed to, or has rights to, variable returns from its involvement with the entity and has the ability to affect those returns through its power to direct the activities of the entity. The existence of control in the context of these financial statements does not in any way indicate that there is necessarily control over the manner in which statutory/professional functions are performed by an entity.

In the process of reporting the Australian Government as a single economic entity, all material transactions and balances between Australian Government controlled entities are eliminated. Any dissimilar accounting policies applied at the entity level are amended to ensure consistent policies are adopted in these financial statements where the effect is material.

Where control of an entity is obtained during a financial year, results are included in the consolidated operating statement and consolidated cash flow statement from the date on which control commenced. Where control of an entity ceases during a financial year, results are included for that part of the year for which control existed.

Sectors

The sector classification of Australian Government entities follows that defined by the Australian Bureau of Statistics for the purposes of GFS. This, in turn, is based on international standards issued by the IMF.
Figure 1: Institutional structure of the public sector


Significant accounting judgements and estimates
In preparing financial statements, Australian Government entities are required to make judgements and estimates that impact:

· income and expenses for the year;
· the reported amounts of assets and liabilities; and
· the disclosure of off‑balance sheet arrangements, including contingent assets and contingent liabilities.
Judgements and estimates are subject to periodic review, including through the receipt of actuarial advice. Judgements and estimates are based on historical experience, various other assumptions believed to be reasonable under the circumstances and, where appropriate, practices adopted by other entities.
In the process of applying the accounting policies described in the relevant note, judgements and estimates made by Australian Government entities that have the most significant impact on the amounts recorded in these financial statements include:

	Significant accounting estimate / judgement
	Note

	Taxation revenue items reported under the Economic Transaction Method (ETM)
	2A

	Impairment — key assumptions and methodologies used to estimate the recoverability of accounts receivable, statutory debts and inventory
	4A

	Fair value — assumptions used in valuation techniques for the fair value of financial assets and liabilities, including derivatives
	5, 6

	Fair value and impairment test — key assumptions underlying recoverable amount and valuations of land, property, plant and equipment and infrastructure
	5D

	Measurement of defined benefit obligations — principal actuarial assumptions
	6F, 9C

	Recognition and measurement of provisions and contingencies — key assumptions about the likelihood and magnitude of an outflow or inflow of resources
	6H, 9A


The ABS GFS Manual requires assets and liabilities to be measured at market value.  Under AASB 1049, the Australian Government applies the AASB 13 Fair Value Measurement (AASB 13) fair value hierarchy to assets and liabilities except where another standard requires an alternate treatment.  The fair value hierarchy categorises assets and liabilities at fair value into three levels: 

· Level 1: Quoted prices (unadjusted) in active markets for identical assets or liabilities that can be accessed at measurement date.

· Level 2: Inputs other than quoted prices included within Level 1 that are observable for the asset or liability.

· Level 3:  Unobservable inputs for the asset or liability.
The classification of each asset and liability class by fair value level is disclosed in the relevant notes to the balance sheet.

Australian Government entities utilise a range of valuation techniques and inputs in determining fair value.  The following table summarises the valuation techniques used by entities in determining the values of Level 2 and Level 3 categorised assets and liabilities:


[image: image1.emf]Valuation technique Description

Cost approach The amount required currently to replace the service capacity of an asset.

Depreciated replacement 

cost (DRC)

The amount a market participant would be prepared to pay to acquire or 

construct a substitute asset of comparable utility, adjusted for obsolescence. 

Obsolescence is determined based on professional judgement regarding 

physical, economic and external obsolescence factors relevant to the asset 

under consideration.

Income approach / 

Discounted cash flows

Converts future amounts (cash flow or income and expenses) to a single current 

(i.e. discounted) amount. The fair value measurement is determined on the basis 

of the value indicated by current market expectations about those future 

amounts.

Market approach Market approach seeks to estimate the current value of an asset with reference 

to recent market evidence including transactions of comparable assets within 

local second-hand markets.

Net assets of entities The value of the corporation’s assets less the value of its liabilities.


The following table summarises the inputs used by entities:


[image: image2.emf]Input used Description

Cost of new assets The amount a market participant would pay to acquire or construct a new

substitute asset of comparable utility.

Per square metre cost The square metre cost of new or replacement assets.

Consumed economic 

benefit

Physical deterioration, functional or technical obsolescence and conditions of 

the economic environment specific to the asset.

Capitalisation rate Rate of return on a real estate investment property based on the income that the 

property is expected to generate.

Market transactions Market transactions of comparable assets, adjusted by a small amount to 

reflect differences in price sensitive characteristics (eg. size, condition etc).

Adjusted market 

transactions

Market transactions of comparable assets, involving significant professional 

judgement to adjust for other factors (eg. economic conditions) and their impact 

on price sensitive characteristics.

Principal due The amount of the principal remaining to be repaid.

Discount rate Rate at which cash flows are discounted back to the value at measurement 

date.

Future cash flows The future predicted cash flows of the asset.

Foreign exchange rates Rates used to convert foreign currencies into Australian dollars.

Weighted average cost of 

capital (WACC)

The average rate of return a company is expected to pay to all its security 

holders to finance its assets.

Net assets of entities The value of the corporation’s assets less the value of its liabilities.


Insurance

Australian Government entities operating in the GGS are members of the Australian Government’s self managed fund for insurable risks, Comcover. This excludes workers’ compensation where the risk continues to be managed by Comcare. Australian Government entities operating outside the GGS adopt their own insurance strategies, which includes both self‑insurance and commercial insurance coverage.

Rounding

All amounts have been rounded to the nearest million dollars, unless otherwise noted.
Minority interests (non-controlling interests)
Minority interests have not been separately disclosed in the operating statement and balance sheet as they are immaterial to the CFS.

Compliance with the Commonwealth of Australia Constitution Act 
Section 83 of the Commonwealth of Australia Constitution Act (Constitution) provides that no amount may be paid out of the Consolidated Revenue Fund except under an appropriation made by law. It is important to note that it is not possible in all instances to fully remove the potential for Section 83 breaches under existing legislation. In many cases, the Australian Government relies on information provided by payment recipients to calculate and pay appropriate entitlements, and this information is not always timely or accurate.

Australian Government entities monitor their level of compliance with Section 83 of the Constitution across all legislation for which they have legislative responsibility. If an entity identified a potential or actual Section 83 breach during the reporting period, the details have been disclosed in the financial statements of the responsible entity.
In 2016-17, 839 actual breaches of Section 83 were identified across 11 Commonwealth entities, with a total value of $3.4 million (2015-16: 622 breaches with a value of 
$6.2 million). 
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General government sector (GGS)





Provide goods and services to consumers on a commercial basis,�are funded largely by the sale of these goods and services, and are generally legally distinguishable from the governments that own them.





Perform central banking functions, accept deposits and have the authority to incur liabilities and acquire assets in the market.





GGS provides non�market public services and are funded mainly through taxes and levies.
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