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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.
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 2015‑16 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 2014.
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 13A).
The CFS has been prepared on an accrual basis and is presented in Australian dollars.
With the exception of advances paid to the International Development Association (IDA) and the Asian Development Fund (ADF), the key fiscal aggregates reported in the CFS GGS financial statements materially align to the GGS financial statements included in the 2015‑16 Final Budget Outcome (FBO). As detailed in Part 2, Note 2 of the 2015‑16 FBO, AASB 1049 requires the advances paid to the IDA and ADF to be recognised at fair value. Under the ABS GFS Manual, these advances are recorded at nominal value. The ABS GFS treatment is adopted in the FBO while the AAS treatment is adopted in the CFS.
New Australian Accounting Standards

Adoption of new Australian Accounting Standard requirements
During 2015‑16, 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 Australian Government has early adopted AASB 2015‑7 Amendments to Australian Accounting Standards — Fair Value Disclosures of Not‑for‑Profit Public Sector Entities (AASB 2015-7). AASB 2015‑7 amends AASB 13 Fair Value Measurement to provide disclosure relief to not‑for‑profit public sector entities from certain disclosures about the fair value measurements of property, plant and equipment held for their current service potential rather than to generate net cash inflows. This includes relief from disclosures of quantitative information about the significant unobservable inputs used in fair value measurements and of the sensitivity of certain fair value measurements to changes in unobservable inputs.
Future Australian Accounting Standards requirements
The Australian Accounting Standards Board (AASB) has issued a number of new standards, amendments to standards and interpretations that are effective for future reporting periods:
· AASB 124 Related Party Disclosures removes the current exemption for not‑for‑profit public sector entities such as government departments with respect to related party relationships and transactions.  It is expected that this will require additional disclosures.  The new standard is effective from 1 July 2016.

· AASB 15 Revenue from Contracts with Customers (AASB 15) replaces components of AASB 111 Construction Contracts, AASB 118 Revenue and AASB 1004 Contributions. AASB 15 could significantly change the pattern of revenue and profit recognition and internal budgeting processes. The new standard is effective from 1 January 2018.

· AASB 9 Financial Instruments represents the finalisation of the three phase project to replace AASB 139 Financial Instruments: Recognition and Measurement. It incorporates new principles for the requirements for recognition, measurement and derecognition of financial assets and liabilities, and general hedge accounting. This is likely to impact on the categorisation, recognition and measurement of financial instruments particularly those currently held at fair value through profit or loss. The new standard is effective from 1 January 2018.

· AASB 16 Leases will require all leases to be recognised on the balance sheet of lessees, thereby increasing the transparency surrounding such arrangements and making the lessee’s balance sheet better reflect the economics of its transactions. The new standard is effective from 1 January 2019.  This is likely to impact on the recognition of operating leases currently reported as commitments.
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. 
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). These revisions were necessary to reflect changes to the international and Australian standards for compiling national accounts as GFS are a key input to those measures. The new 2015 ABS GFS Manual replaces the current 2005 ABS GFS Manual for GFS publications from September 2017. The changes may impact upon the classification of certain items and will change the reconciliation to GFS measures disclosed in Note 13A.  
Prior year adjustments and changes in accounting policy
Non-financial assets recognised at cost 

The 2014-15 comparatives have been restated to recognise specialist military equipment (SME) at fair value, consistent with the AASB 1049 requirement for SME to be measured at fair value from 30 June 2015, if fair value can be reliably measured. The Australian Government, through Finance and Defence, had not completed its work to establish reliable measurements of the fair value of SME in time for the
2014-15 CFS. Consequently, SME was measured at the historic cost basis of measurement.
SME has now been restated to fair value, including as at 30 June 2015. Consistent with AASB 1049 and AASB 108, the 2014-15 restatement of SME to fair value has been recorded as a revaluation as at 30 June 2015. This has resulted in a $9,237 million increase to SME as at 30 June 2015 (refer Note 7D). There is no impact upon the 2014‑15 net operating balance nor net assets as at 1 July 2014.
The 2014-15 comparatives have also been restated to recognise the property, plant and equipment of NBN Co Ltd at fair value in line with AASB 1049 requirements (NBN Co Ltd is not required to recognise these assets at fair value in their own financial statements). The prior period restatement of these assets to fair value resulted in a $793 million increase to other infrastructure, plant and equipment at 30 June 2015 ($317 million at 1 July 2014). Within the operating statement, the 2014-15 depreciation expense was increased by $32 million and other comprehensive income increased by $508 million. Within the GGS, there was an associated $793 million increase in equity investments in public corporations at 30 June 2015 ($317 million at 1 July 2014) to reflect the increased value of NBN Co Ltd net assets (refer Note 7C).

Provisions for taxation credit amendments and refunds

In the 2014‑15 comparatives, adjustments were made to tax related items as a result of changes to percentages used by the Australian Taxation Office in calculating the provision for credit amendments and provision for refunds. This restatement resulted in a $430 million increase in the provision for credit amendments (refer Note 7A) and a $450 million increase in the provision for taxation refunds (refer Note 8G). There was a corresponding decrease of $880 million in taxation revenue (refer Note 3A) increasing the prior period deficit in net operating balance and fiscal balance.

There were also adjustments made as a result of an overstatement of revenue and expenses in relation to tax settlements. This reduced taxation revenue by $411 million (refer Note 3A) and mutually agreed write-downs by $384 million, resulting in a $27 million increase to the prior period deficit in net operating balance and fiscal balance. 

Loan fee revenue

In 2015-16 a reliable estimate of the loan fee revenue generated by the Higher Education Loan Program (HELP) was reported separately as revenue. The amount had previously been reported as part of the actuarial adjustments to HELP. The adjustment was a total of $559 million impacting other sources of non-tax revenue (refer Note 3D) and the net-write-down of financial assets (refer Note 5A).

The combined impact of the above restatements was to increase net assets at 30 June 2015 by $9,150 million ($317 million at 1 July 2014), and to increase the prior period deficit in net operating balance and fiscal balance by $381 million.
Several comparative balances have also been reclassified to ensure consistency in presentation with the 2015-16 reported results. Reclassifications are disclosed in the relevant notes.
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 Government Finance Statistics (GFS). This, in turn, is based on international standards issued by the International Monetary Fund (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
	3A

	Impairment — key assumptions and methodologies used to estimate the recoverability of accounts receivable, statutory debts and inventory
	5A

	Fair value — assumptions used in valuation techniques for the fair value of financial assets and liabilities, including derivatives
	6, 11B

	Fair value and impairment test — key assumptions underlying recoverable amount and valuations of land, property, plant and equipment and infrastructure
	5A, 6

	Measurement of depreciation and amortisation — estimate of expected useful lives
	4B, 7D

	Measurement of defined benefit and long service leave obligations — principal actuarial assumptions
	8F, 11C

	Recognition and measurement of provisions and contingencies — key assumptions about the likelihood and magnitude of an outflow or inflow of resources
	8G, 11A


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 Constitution
Section 83 of the 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 risk of/or actual Section 83 breach during the reporting period, the details have been disclosed in the financial statements of the responsible entity.
In 2015-16, 622 actual breaches of Section 83 were identified across nine Commonwealth entities, with a total value of $6.2 million. This compares to 6,731 breaches across 11 entities in 2014-15, with a total value of $82.5 million. A further 2,315,399 potential breaches were identified in 2015-16 with a total value of $2,762 million. This compares to 2,346,969 potential breaches in 2014-15 with a total value of $2,554 million. Of the actual and potential breaches, $1,473 million has been recovered or waived in 2015-16 (2014-15: $1,625 million).
Note 2: Discontinued operations

There were no discontinued operations during 2015-16.

During 2014‑15 the Australian Government sold Medibank Private Limited (Medibank) through an initial public offering.
The Medibank Share Offer prospectus was released on 20 October 2014. Medibank was listed on the Australian Stock Exchange on 25 November 2014.

Medibank’s pre‑disposal results, adjusted for the elimination of transactions with Australian Government entities, have been reported as a discontinued operation in the 2014‑15 CFS.
The adjusted financial performance of Medibank, on consolidation in the Australian Government’s financial statements for 2014‑15 is detailed below. There is no income tax expense associated with the sale of Medibank as this is eliminated upon consolidation.

[image: image1.emf]Financial performance

2016 2015(a)

$m $m

Revenue from transactions - 2,769

Expenses from transactions - 2,619

Net operating balance - 150

Other economic flows - included in Operating Result - (1)

Net operating result - 149

Discontinued operations


The contribution to Australian Government cash flows of Medibank after adjusting for the elimination of transactions with Australian Government entities was as follows:
[image: image2.emf]Cash flows

2016 2015(a)

$m $m

Net cash flows from operating activities - (7)

Net cash flows from investing activities - 91

Net cash flows from financing activities - -

Net result - 84

Discontinued operations


(a) The 2015 amounts are for the period 1 July 2014 to 24 November 2014.
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