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Notes to the financial statements

Note 9: Risks

The assets and liabilities in the CFS incorporate assumptions and judgements based on the best information available at the date of signing. The judgements and estimates made by Australian Government entities that have the most significant impact on the amounts recorded in the financial statements are disclosed in Note 1.8. In addition to these, there are a range of factors that may influence the amounts ultimately realised or settled in future years that relate to past events. The disclosure of these factors increases the transparency of the risks to the Government’s financial position. These risks have been grouped into the following disclosures:

· Contingencies (refer Note 9A) comprise possible obligations or assets arising from past events and whose existence will be confirmed only by the occurrence or non‑occurrence of one or more uncertain future events. 

· Financial instrument market risk disclosures (refer Note 9B) concern the contractual arrangements that the Australian Government has entered into for policy, liquidity or financing purposes. 
· Defined benefit superannuation plans (refer Note 9C) explain the characteristics of the major defined benefit plans and risks associated with them, and describes how the plans may affect the amount, timing and uncertainty of the Australian Government’s future cash flows. The Future Fund is a long‑term investment fund that is designed to enhance the ability of the Australian Government to discharge unfunded superannuation liabilities.
Consistent with the amounts recognised in the financial statements, the disclosures are based on the policies, events and arrangements up to the reporting date and do not include policy decisions announced in the 2016‑17 Budget papers which have not yet been enacted or implemented.

Note 9A: Contingencies

Contingencies are possible obligations or assets arising from past events whose existence will be confirmed by future events. Material Australian Government contingencies include the following.
Indemnities, guarantees and warranties

An indemnity is a legally binding promise whereby the Commonwealth undertakes to accept the risk of loss or damage another party may suffer.  A guarantee is a promise whereby the Commonwealth assumes responsibility for the debt, or performance obligations of, another party on default of its obligation. A warranty is a promise whereby the Commonwealth provides certain assurances to the other party to an arrangement.

Non-corporate Commonwealth entities are bound by Section 60 of the PGPA Act in relation to the provision of indemnities, guarantees or warranties on behalf of the Commonwealth. Arrangements above $30 million or considered more than remote must be approved by Cabinet, the National Security Committee of Cabinet, the Prime Minister, or a written determination of the Minister for Finance (Finance Minister). Corporate Commonwealth entities are legally separate from the Commonwealth and can act in their own right subject to rules that may be prescribed under Section 61 of the PGPA Act.
The following table reconciles the movement in quantifiable indemnities, guarantees and warranties:
[image: image1.emf]2017 2016(a) 2017 2016(a)

$m $m $m $m

Opening balance as at 1 July

32,228 32,805 33,364 34,373

Increases

3,509 2,810 3,945 2,810

Re-measurement (488) (3,355) (496) (3,545)

Liabilities/Assets crystallised

(35) - (35) -

Expired 

(32) (32) (377) (274)

As at 30 June 

35,182 32,228 36,401 33,364

General Government Australian Government


(a) The 2015-16 comparative has been adjusted to include the maximum contingent liability associated with the Aged Care Accommodation Bond Guarantee Scheme and the matching payment arrangements for emergency pest and disease response.  While these schemes have been activated, it is highly unlikely that all providers would default.  Previously, these contingencies were disclosed as unquantifiable.
In addition to the above, the Commonwealth has entered into a number of indemnities, guarantees and warranties, for which the exposure cannot be reliably quantified, including some that are unlimited.  The following table lists the major unquantifiable indemnities, guarantees and warranties and the administering portfolio.  Greater detail on each contingency can be found in the annual report for the respective portfolio departments and entities:

	Unquantifiable indemnities, guarantees and warranties
	Administering portfolio

	Terrorism related. Under the Terrorism Insurance Act 2003 the Australian Reinsurance Pool Corporation administers a terrorism reinsurance scheme for commercial property and associated business interruption losses arising from a Declared Terrorism Incident.  The Australian Government guarantees payment above the private sector retrocession balance up to a maximum of $10 billion.  The Australian Government also operates the Australian Victims of Terrorism Overseas Payment Scheme to provide financial assistance to Australians who are victims of a declared overseas terrorist act. 
	Treasury / Attorney‑General’s

	Medical indemnities. The Australian Government indemnifies potential liabilities under the Medical Indemnity Act 2002 and the Midwife Professional Indemnity (Commonwealth Contribution) Scheme Act 2010.  The Australian Government also indemnifies certain health-care organisations for adverse events arising from the provision of agreed services or health-care products (including blood products and vaccines).
	Health 

	Garrison and welfare services and immigration detention services.  Comprising limited liability contracts negotiated with providers of garrison and welfare services at regional processing centres; and immigration detention and related services in Australia.
	Immigration and Border Protection

	Snowy Hydro Limited water releases.  A joint indemnity with the NSW and Victorian governments to Snowy Hydro Limited for liabilities arising from water releases in the Snowy River below Jindabyne Dam, where these releases are in accordance with the water licence and related regulatory arrangements. 
	Industry, Innovation and Science

	Officers and directors assisting the Commonwealth in relation to asset sales, reviews and other arrangements. From time to time, the Australian Government has provided warranties, undertakings and indemnities (indemnities) to directors, committee members, advisers, officers and/or staff of organisations for activities undertaken in good faith in assisting the Commonwealth in relation to asset sales, reviews and other arrangements.
	Various


In addition to the above, the following contingencies are considered remote but are significant to the Australian Government financial position.
	Significant but remote indemnities, guarantees and warranties
	Administering portfolio

	Financial Claims Scheme – Deposits.  Authorised under the Banking Act 1959 and guarantees deposits up to $250,000 at eligible authorised deposit-taking institutions. When last estimated as at 31 December 2016, deposits eligible for coverage under the Financial Claims Scheme were approximately $850 billion (31 December 2015: $810 billion). 
	Treasury 

	Financial Claims Scheme – Insurance.  The Policyholder Compensation Facility established under the Insurance Act 1973 provides a mechanism for making payments to eligible beneficiaries with a valid claim against a failed general insurer.  
	Treasury 


The Australian Government has also entered into significant but remote guarantees in respect of the NBN Co financial obligations to Telstra and Optus, further details of which are contained in the 2016-17 Annual Report for the Department of Communications and the Arts. Other guarantees and indemnities considered remote are excluded from this disclosure.
Uncalled shares and capital subscriptions

The Australian Government holds uncalled capital subscriptions to the European Bank for Reconstruction and Development (EBRD), the International Bank for Reconstruction and Development (IBRD), the Multilateral Investment Guarantee Agency (MIGA) and the Asian Development Bank (ADB). The following table reconciles the movement in uncalled shares and capital subscriptions:
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$m $m $m $m

Opening balance as at 1 July

18,664 15,504 18,731 15,569

Increases

- 3,977 - 3,977

Re-measurement (635) (817) (637) (815)

As at 30 June 

18,029 18,664 18,094 18,731

General Government Australian Government


Claims and proceedings

At any time various Australian Government entities are subject to claims and legal actions that are pending court or other processes. The majority of Australian Government entities are insured through the Australian Government general insurance fund, Comcover. The following table reconciles the movement in quantifiable contingencies for claims and damages:
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$m $m $m $m

Opening balance as at 1 July

184 113 186 151

Increases

33 60 43 64

Re-measurement (66) 34 (65) 33

Liabilities/Assets crystallised

(14) (8) (20) (12)

Expired 

(5) (15) (7) (50)

As at 30 June 

132 184 137 186

General Government Australian Government


In addition to the above, the Commonwealth is subject to claims for which the exposure cannot be reliably quantified as the claim is either not sufficiently progressed and / or the costs are not reliable.  
The Australian Government announced the establishment of the Commonwealth Redress Scheme for Survivors of Institutional Child Sexual Abuse (the Scheme) on 
4 November 2016 to provide survivors with a monetary payment, psychological counselling and, if requested, a direct personal acknowledgement and response from the responsible institution. Costs associated with the Scheme are considered unquantifiable at this time.
Proceedings have commenced against the Australian Government for losses due to the temporary suspension of exports of live animals to Indonesia that was put in place on 7 June 2011.
Greater detail on each contingency can be found in the annual report for the respective portfolio departments and entities.
Remediation and decontamination

From time to time, the Australian Government may have ownership of properties that have a potential or possible environmental and associated concern. Where this is the case, further reviews may be undertaken to determine the extent, nature and estimated costs of remediation, if required. Financial provision has been made for the estimated costs in restoring, decontaminating and decommissioning property. However, for sites where the potential costs cannot be quantified, the obligations have been assessed as remote contingencies. This includes contingencies for Defence properties, the Googong Dam lease agreement with the Australian Capital Territory Government and the clean-up of the former British atomic test site at Maralinga.
The Australian Government has also provided a number of indemnities or other guarantees in relation to the costs associated with the management and clean-up of sites following incidents or other events. These include potential incidents arising from liquid fuel emergencies, ship sourced marine pollution, and carbon dioxide leakage from the Gorgon liquefied natural gas and carbon dioxide storage project.
Other contingencies

The RBA provides a Committed Liquidity Facility (CLF) to eligible authorised deposit-taking institutions (ADIs) as part of Australia’s implementation of the Basel III liquidity standards. The CLF provides ADIs with a contractual commitment to funding under repurchase agreements with the RBA, subject to certain conditions. It was established to ensure that ADIs are able to meet their liquidity requirements under Basel III and was made available because the supply of High Quality Liquid Assets is lower in Australia than is typical in other major countries.

The following table reconciles the movement in the CLF and other quantifiable contingencies:
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$m $m $m $m

Opening balance as at 1 July

4,538 3,810 229,018 258,834

Increases

2,379 681 2,380 681

Re-measurement 547 652 (31,070) (29,892)

Expired 

(1,968) (605) (1,968) (605)

As at 30 June 

5,496 4,538 198,360 229,018

General Government Australian Government


Contingent assets

The following table reconciles the movement in quantifiable contingent assets.
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$m $m $m $m

Opening balance as at 1 July 127 117 137 128

Increases 45 18 48 18

Re-measurement 41 68 39 68

Liabilities/Assets crystallised (63) (74) (62) (74)

Expired  (9) (2) (12) (3)

As at 30 June  141 127 150 137

General Government Australian Government


Additionally, at any time various Australian Government entities are pursuing various other claims and legal actions that are pending court or other processes.
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