
Notes to the financial statements



Notes to the financial statements


Notes to the financial statements
Notes to the financial statements





[bookmark: _GoBack]

[bookmark: _Toc6812585][bookmark: _Toc6812685][bookmark: _Toc6812743][bookmark: _Toc6812856][bookmark: _Toc6816281][bookmark: _Toc22012313][bookmark: _Toc22012346][bookmark: _Toc22012379][bookmark: _Toc22012411][bookmark: _Toc527705998][bookmark: _Toc528687531][bookmark: _Toc23923008]Consolidated Financial Statements, 
including the Australian Government 
And General Government Sector 
Financial Reports






[image: ]
[image: ]
[image: ]


[image: ]


[image: ]

[image: ]

[image: ]



[image: ]
[image: ]


Consolidated financial statements 


30
37













Statement of Compliance 

The annual Consolidated Financial Statements of the Australian Government are required by section 48 of the Public Governance, Performance and Accountability Act 2013.
In my opinion, the attached annual Consolidated Financial Statements of the 
Australian Government, which includes the whole of government and general government sector financial statements:
comply with Australian Accounting Standards; and
present fairly the Australian Government’s financial position as at 30 June 2022 and its financial performance and cash flows for the year then ended.
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Senator the Hon Katy Gallagher
Minister for Finance

16 November 2022






Australian Government operating statement
for the year ended 30 June 2022
	 
	 
	2022
	2021

	 
	Note
	$m
	$m

	Revenue from transactions
	 
	 
	 

	Taxation revenue
	2A
	549,394
	479,916

	Sales of goods and services
	2B
	37,244
	33,450

	Interest income
	2C
	12,974
	6,723

	Dividend and distribution income
	2C
	8,846
	7,620

	Other
	2D
	14,755
	13,474

	Total revenue
	 
	623,213
	541,183

	Expenses from transactions
	 
	 
	 

	Gross operating expenses
	 
	 
	 

	Wages and salaries
	3A
	27,627
	26,110

	Superannuation
	3A
	12,872
	13,068

	Depreciation and amortisation
	3B
	16,266
	16,695

	Supply of goods and services
	3C
	173,096
	150,887

	Other operating expenses
	3A
	8,494
	8,658

	Total gross operating expenses
	 
	238,355
	215,418

	Superannuation interest expense
	3A
	8,974
	7,002

	Interest expense
	3D
	21,564
	20,472

	Current transfers
	 
	 
	 

	Current grants
	3E
	184,534
	166,930

	Subsidy expenses
	 
	16,852
	85,249

	Personal benefits
	 
	154,452
	160,485

	Total current transfers
	 
	355,838
	412,664

	Capital transfers
	 
	 
	 

	Mutually agreed write-downs
	3E
	2,884
	2,792

	Other capital grants
	3E
	16,056
	13,286

	Total capital transfers
	 
	18,940
	16,078

	Total expenses
	3F
	643,671
	671,634

	 
	 
	 
	 

	Net operating balance
	 
	(20,458)
	(130,451)

	Other economic flows - included in operating result
	 
	 
	 

	Net write-down of assets (including bad and doubtful debts)
	4A
	(12,270)
	(12,005)

	Net gains/(losses) from the sale of assets
	4B
	(1,985)
	3,045

	Net foreign exchange gains/(losses)
	4C
	2,010
	(3,609)

	Net interest on derivatives gains/(losses)
	4C
	(409)
	1,235

	Net fair value gains/(losses)
	4C
	54,441
	53,777

	Net other gains/(losses)
	4C
	7,082
	(9,902)

	Operating result(a)
	 
	28,411
	(97,910)

	Other economic flows - other non-owner movements in equity
	 
	 
	 

	Items that will not be reclassified to operating result
	 
	 
	 

	Revaluation of non-financial assets
	7
	10,149
	1,327

	Actuarial revaluations of superannuation
	 
	95,210
	33,451

	Other economic revaluations
	 
	1,751
	26

	Items that may be reclassified subsequently to operating result
	 
	 
	 

	Revaluation of equity investments
	7
	373
	(260)

	Comprehensive result - total change in net worth
	 
	135,894
	(63,366)

	Net operating balance
	 
	(20,458)
	(130,451)

	less Net acquisition of non-financial assets
	 
	 
	 

	Purchases of non-financial assets
	 
	26,351
	23,167

	less Sales of non-financial assets
	 
	1,388
	320

	less Depreciation and amortisation
	 
	16,266
	16,695

	plus Change in inventories
	 
	2,392
	2,353

	plus Other movements in non-financial assets 
	 
	(18)
	3

	Total net acquisition of non-financial assets
	 
	11,071
	8,508

	Fiscal balance (Net lending/(borrowing))
	 
	(31,529)
	(138,959)


(a) Includes $101 million attributable to minority interests (2021: $83 million).


Australian Government balance sheet
as at 30 June 2022
	 
	 
	2022
	2021

	 
	Note
	$m
	$m

	Assets
	 
	 
	 

	Financial assets
	 
	 
	 

	Cash and deposits
	 
	8,698
	7,734

	Advances paid
	5A
	70,598
	71,550

	Other receivables and accrued revenue
	5A
	68,639
	59,288

	Investments, loans and placements
	5B
	563,957
	526,186

	Equity investments
	5C
	75,891
	87,334

	Total financial assets
	 
	787,783
	752,092

	Non-financial assets(a)
	 
	 
	 

	Land 
	5D
	15,113
	14,085

	Buildings
	5D
	50,731
	47,749

	Specialist military equipment
	5D
	81,255
	74,387

	Other plant, equipment and infrastructure
	5D
	72,469
	69,481

	Intangibles
	5D
	15,008
	13,674

	Investment property
	5D
	365
	348

	Inventories
	5E
	11,979
	10,850

	Heritage and cultural assets
	5D
	12,632
	11,861

	Other non-financial assets
	5F
	6,036
	5,620

	Total non-financial assets
	 
	265,588
	248,055

	Total assets
	5G
	1,053,371
	1,000,147

	 
	 
	 
	 

	Liabilities
	 
	 
	 

	Interest bearing liabilities
	 
	 
	 

	Deposits held
	6A
	426,128
	356,014

	Government securities
	6B
	576,517
	683,915

	Loans
	6C
	38,125
	28,566

	Leases
	6D
	31,783
	31,964

	Other interest bearing liabilities
	6E
	36,354
	11,398

	Total interest bearing liabilities
	 
	1,108,907
	1,111,857

	Provisions and payables
	 
	 
	 

	Superannuation liability
	6F
	321,998
	407,506

	Other employee liabilities 
	6F
	36,910
	39,970

	Supplier payables
	6G
	14,011
	13,868

	Personal benefits payable
	6G
	2,999
	3,015

	Subsidies payable
	6G
	908
	976

	Grants payable
	6G
	3,926
	6,821

	Australian currency on issue
	6H
	102,345
	95,485

	Other payables
	6G
	4,339
	3,049

	Other provisions
	6H
	64,202
	60,820

	Total provisions and payables
	 
	551,638
	631,510

	Total liabilities
	 
	1,660,545
	1,743,367

	 
	 
	 
	 

	Net worth
	 
	 
	 

	Accumulated results
	 
	(698,169)
	(831,030)

	Reserves
	 
	90,365
	87,436

	Minority interests
	 
	630
	374

	Net worth
	 
	(607,174)
	(743,220)


1. Right-of-use assets are included in the following line items: Land, Buildings and Other plant, equipment and infrastructure. 


Australian Government cash flow statement
for the year ended 30 June 2022
	 
	 
	2022
	2021

	 
	Note
	$m
	$m

	OPERATING ACTIVITIES
	 
	 
	 

	Operating cash received
	 
	 
	 

	Taxes received
	 
	536,053
	473,763

	Receipts from sales of goods and services
	 
	36,093
	34,111

	Interest receipts
	 
	10,462
	5,858

	Dividend and distribution receipts
	 
	8,621
	7,238

	Other receipts
	 
	15,435
	16,438

	Total cash received
	 
	606,664
	537,408

	Operating cash used
	 
	 
	 

	Payments for employees
	 
	(42,236)
	(39,358)

	Payments for goods and services
	 
	(168,312)
	(147,103)

	Grants and subsidies paid
	 
	(217,850)
	(276,147)

	Interest paid
	 
	(17,818)
	(17,588)

	Interest payments on lease liabilities
	 
	(1,239)
	(1,149)

	Personal benefits paid
	 
	(156,276)
	(163,747)

	Other payments
	 
	(8,038)
	(7,844)

	Total cash used
	 
	(611,769)
	(652,936)

	Net cash flows from operating activities
	8
	(5,105)
	(115,528)

	INVESTING ACTIVITIES
	 
	 
	 

	Investments in non-financial assets
	 
	 
	 

	Sales of non-financial assets
	 
	561
	369

	Purchases of non-financial assets
	 
	(24,357)
	(20,545)

	Net investments in non-financial assets
	 
	(23,796)
	(20,176)

	Investments in financial assets for policy purposes
	 
	 
	 

	Receipts from policy investments
	 
	8,378
	7,599

	Payments for policy investments
	 
	(13,893)
	(16,133)

	Net investments in financial assets for policy purposes
	 
	(5,515)
	(8,534)

	Investments in financial assets for liquidity purposes
	 
	(54,650)
	(133,330)

	Net cash from investing activities
	 
	(83,961)
	(162,040)

	FINANCING ACTIVITIES
	 
	 
	 

	Net financing cash received
	 
	 
	 

	Borrowings
	 
	20,117
	1,064

	Contributed equity
	 
	168
	63

	Other financing
	 
	110,881
	287,866

	Net cash received
	 
	131,166
	288,993

	Net financing cash used
	 
	 
	 

	Distributions paid
	 
	(16)
	(7)

	Principal payments of lease liabilities 
	 
	(2,947)
	(2,969)

	Other financing
	 
	(38,173)
	(8,696)

	Net cash used
	 
	(41,136)
	(11,672)

	Net cash flows from financing activities
	 
	90,030
	277,321

	Net increase/(decrease) in cash held
	 
	964
	(247)

	Cash at beginning of year
	 
	7,734
	7,981

	Cash at end of year
	 
	8,698
	7,734

	Key fiscal aggregate
	 
	 
	 

	Net cash flows from operating activities 
	 
	(5,105)
	(115,528)

	Net cash flows from investments in non-financial assets
	 
	(23,796)
	(20,176)

	Cash surplus/(deficit)
	 
	(28,901)
	(135,704)
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	Reserves
	 
	 

	Item
	Accumulated results
	Asset revaluation reserve
	Foreign currency translation reserve
	Investments reserve
	Statutory funds
	Other reserves
	Total reserves
	Contributed equity
	Total net worth

	 
	$m
	$m
	$m
	$m
	$m
	$m
	$m
	$m
	$m

	Australian Government
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Adjusted opening balance as at 1 July 2020
	(773,507)
	61,649
	145
	13,756
	8,514
	9,333
	93,397
	207
	(679,903)

	Contribution/(distribution) of equity
	-
	-
	-
	-
	-
	-
	-
	56
	56

	Dividends provided for or paid
	(7)
	-
	-
	-
	-
	-
	-
	-
	(7)

	Comprehensive result - change in net worth
	(64,694)
	708
	(67)
	339
	-
	348
	1,328
	-
	(63,366)

	Transfers to/(from)/between reserves
	7,288
	(10)
	-
	(339)
	1,247
	(8,186)
	(7,288)
	-
	-

	Net worth as at 30 June 2021
	(830,920)
	62,347
	78
	13,756
	9,761
	1,495
	87,437
	263
	(743,220)

	less: Minority interests
	110
	-
	-
	1
	-
	-
	1
	263
	374

	Attributable to the Australian Government
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Sector at 30 June 2021
	(831,030)
	62,347
	78
	13,755
	9,761
	1,495
	87,436
	-
	(743,594)

	Contribution/(distribution) of equity
	 -
	 -
	 -
	 -
	 -
	 -
	-
	168
	168

	Dividends provided for or paid
	(16)
	 -
	 -
	 -
	 -
	 -
	-
	 -
	(16)

	Comprehensive result - change in net worth
	123,126
	10,932
	(20)
	(417)
	 -
	2,273
	12,768
	 -
	135,894

	Transfers to/(from)/between reserves
	9,839
	(11)
	 -
	417
	(9,761)
	(484)
	(9,839)
	 -
	-

	Net worth as at 30 June 2022
	(697,971)
	73,268
	58
	13,756
	-
	3,284
	90,366
	431
	(607,174)

	less: Minority interests
	198
	-
	-
	1
	-
	-
	1
	431
	630

	Attributable to the Australian Government
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Sector at 30 June 2022
	(698,169)
	73,268
	58
	13,755
	-
	3,284
	90,365
	-
	(607,804)



The above statements should be read in conjunction with the accompanying notes.
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Auditor-General for Australia

Australian National

Audit Office

INDEPENDENT AUDITOR’S REPORT
To the Minister for Finance
Opinion

In my opinion, the Consolidated Financial Statements which include the Australian Government and the General
Government Sector Financial Reports for the year ended 30 June 2022

(a) comply with Australian Accounting Standards; and

(b) present fairly the financial position of the Australian Government and General Government Sector as at
30 June 2022 and its financial performance and cash flows for the year then ended.

‘The Consolidated Financial Statements, which | have audited, comprise the following as at 30 June 2022 and for the
year then ended:

«  Statement of Compliance;

«  Australian Government operating statement and Australian Government operating statement by sector —
including General Government Sector Financial Report;

«  Australian Government balance sheet and Australian Government balance sheet by sector — including General
Government Sector Financial Report;

«  Australian Government cash flow statement and Australian Government cash flow statement by sector —
including General Government Sector Financial Repor

«  Australian Government statement of changes in equity (net worth) and Australian Government statement of
changes in equity (net worth) by sector; and

« Notes to the financial statements, comprising a summary of significant accounting policies and other
explanatory information.

Basis for opinion

1 conducted my audit in accordance with the Australian National Audit Office Auditing Standards, which incorporate
the Australian Auditing Standards. My responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the Financial Statements section of my report. | am independent of the Australian
Government and General Government Sector in accordance with the relevant ethical requirements for financial
statement audits conducted by me. These include the relevant independence requirements of the Accounting
Professional and Ethical Standards Board’s APES 110 Code of Ethics for Professional Accountants (including
Independence Standards) (the Code) to the extent that they are not in conflict with the Auditor-General Act 1997.
1 have also fulfilled my other responsibilities in accordance with the Code. | believe that the audit evidence | have
obtained s sufficient and appropriate to provide a basis for my opinion.

Key audit matters

Key audit matters are those matters that, in my professional judgement, were of most significance in my audit of
the Consolidated Financial Statements of the current period. These matters were addressed in the context of my
audit of the Consolidated Financial Statements as a whole and in forming my opinion thereon, and I do ot provide
a separate opinion on these matters.

GPOBox 707, Canbema ACT 2601
38 Sydney Avenue, Forrest ACT 2603
Phone (02) 6203 7300
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Key audit matter
Accuracy of taxation revenue
Refer to Note 2A: “Taxation revenue’

Taxation revenue
Government

is significant to the Australian
operating statement. The Australian
Government recorded taxation revenue of $549.4 billion
for the year ended 30 June 2022 (GGS: $550.4 billion).
The most significant components of taxation revenue
relate to income taxation from individuals, companies
and superannuation funds collected by the Australian
Taxation Office.

I focused on the accuracy of taxation revenue, given the
value of the transactions and the complexity and
judgement involved in the estimation processes and
calculations.

The reliable estimation of taxation revenue is complex
due to uncertain timing of tax return assessments,
payments and forecasting of likely taxation revenue
outcomes, The Australian Government applies significant
judgement when selecting the appropriate base for
revenue recognition.

How the audit addressed the matter
To audit the accuracy of taxation revenue, | assessed the:

«  appropriateness of the base for revenue recognition
with reference to the accuracy of prior year results
and historical trends;

o design, implementation and operating effectiveness
of the taxation estimation process controls and the
associated validation procedures together with the
completeness, relevance and accuracy of data used
in developing taxation revenue estimates;

o reasonableness of the interpretation and analysis of
data used for material estimates and recalculated
these estimates as at 30 June 2022; and

 adequacy of documentation to support the
judgements made in relation to key estimates and
allocations of revenue at year-end. This included an
assessment of the quality assurance process over
manual adjustments processed as at 30 June 2022.

Key audit matter

Accuracy and occurrence of personal benefits
expenses

Refer to Note 3: ‘Expenses from transactions’

Personal benefits expenses recorded by the Australian
Government was $154.5 billion (GGS: $154.5 billion) for
the year ended 30 June 2022.

1 focused on the accuracy and occurrence of personal
benefits expenses which are dependent on the correct
self-gisclosure of personal circumstances by recipients.

The accuracy of personal benefits expenses is also reliant
on complex information technology systems for the
processing of a high volume of payments across
numerous personal benefit types with varying conditions
for determining the payment amount.

How the audit addressed the matter

To audit the accuracy and occurrence of personal
benefits expenses, I:

o assessed the design, implementation and operating
effectiveness of internal controls in place over the
personal benefits payments, focusing on processes
for monitoring compliance with requirements to
disclose accurate personal information;

 assessed the information technology general
controls, specifically access controls to personal
circumstances data and controls designed to prevent
and detect unauthorised changes to the information
technology environment; and

o recalculated a sample of personal benefits payments
made to recipients, based on relevant legislation and
personal circumstances data held by the Australian
Government.
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Key audit matter
Valuation of advances paid and receivables
Refer to Note 5A: ‘Advances paid and receivables’

Advances paid and receivables are significant to the
Australian Government balance sheet and net worth.
They comprise:

« advances paid of $70.6billion at 30 June 2022
(6Gs: $73.1 billion); and

« other receivables and accrued revenue of
$68.6 billion at 30 June 2022 (GGS: $66.8 billion).

Advances paid are comprised mainly of student loans of
$52.0 billion (GGS: $52.0 billion) and recognised at fair
value.

Ifocused on the valuation of advances paid in respect of
student loans due to the high level of judgement required
in estimating the fair value of loans, including loans not
expected to be repaid. These judgements include
assumptions about discount factors, future employment
and salary rates and future collectability of repayments
that contain a significant degree of uncertainty and are
influenced by the economic environment.

Receivables reflect amounts due from taxation, personal
benefits and other items. The balance of the Australian
Government's receivables includes taxation receivables
of $36.2billion (GGS: $37.0 billion) at 30 June 2022.
Taxation receivables are assessed annually for
impairment and estimates of amendments arising from
disputed cases (credit amendment allowance).
impairment allowance of $30.6billion and credit
amendment allowance of $5.9bilion have been
recognised in respect of taxation receivables at
30 June 2022.

| focused on the valuation of taxation receivables due to
the high level of judgement involved in estimating these
balances. Estimation methodologies used are based on
assumptions  including taxpayer compliance and
lodgment history, the existence of dispute over a
receivable and the taxpayer’s capacity to pay. These
models use historical data to predict future taxpayer
behaviour.

How the audit addressed the matter

To audit the valuation of advances paid for student
loans, I:

«  evaluated the design, implementation and operating
effectiveness of selected controls relevant to the
calculation of the value of the advances relating to
student loans, including data reconciliations and the
Australian Government's review and approval of the
estimate;

« evaluated the appropriateness of the Australian
Government’s actuarial methodology. This included
considering the work and findings of the external
actuary engaged by the Australian Government; and

 assessed the reasonableness of key actuarial
assumptions for student loans by comparing them
with accepted industry benchmarks for discount
rates and salary growth rates in a range of
occupations.

To audit the valuation of taxation receivables, I:

© evalusted the adequacy of the Australian
Government's oversight processes which included
the documentation and quality assurance processes
to support judgements made in relation to overdue
and disputed debts;

« assessed the work undertaken by the Australian
Government's actuary by evaluating the
reasonableness of the underlying assumptions and
methodology developed and adopted by the
Australian Government;

o assessed the completeness of the source data used
in estimating the balances;

o recalculated the impairment allowance at balance
date and assessed whether it was appropriately
reflected in the Consolidated Financial Statements;

o tested asample of individual taxation receivables, to
assess the Australian Government’s application of
taxation law and the revenue recognition for
individual taxpayers’ accounts; and

«  examined the provision balance and evaluated the
appropriateness of the Australian Government's
processes to determine whether judgements and
assumptions used are appropriate for the
impairment rate applied to large disputed taxation
cases where an individual assessment has not been
made.
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Key audit matter

Valuation of collective investment vehicles held
at fair value through profit or loss

Refer to Note 5B: ‘Investments, loans and placements’
and Note 98: “Financial instruments’

The Australian Government reported $106.9 billion of
collective investment  vehicles at 30 June 2022
(6Gs: $106.9 billion).  The  balance of collective
investment vehicles mainly includes investments made
on behalf of the Australian Government by the Future
Fund and the Medical Research Future Fund.

Collective investment vehicles comprise holdings of a
diverse range of asset categories including private equity
funds, hedge funds, debt funds, infrastructure funds and
property funds. Valuation techniques vary depending on
the particular asset category and holding. All investments
are held in custody by the Australian Government's
appointed custodians.

| focused on the valuation of collective investment
vehicles due to the size of the investments and the
inherent  subjectivity, significant judgements and
estimates required where market data is not available to
determine the fair value of these investments.

In addition, disclosures that support the users’
understanding of the valuation of collective investment
vehicles are complex.

How the audit addressed the matter

To audit the valuation of all collective investment

vehicles, |

o inspected the custodian’s independent auditor’s
assurance report in respect of the design and
operating effectiveness of relevant controls over the
valuation of investments by the custodian;

 assessed the qualifications, competence and
objectivity of the custodian’s independent auditor;
and

« tested the design, implementation and operating
effectiveness of a selection of the controls
established by the Australian Government to assess
the valuation of collective investment vehicles
whether they be performed by the custodian, the
collective investment manager, a valuation expert or
the Australian Government.

I assessed, on a sample basis, the valuation of indirectly
held single infrastructure and timberland investments as
at30June 2022. Todo so I:

« evaluated the qualifications, competence and
objectivity of the valuation expert used by the
Australian Government; and

« tested the valuation models used including the
reasonableness of key assumptions regarding
growth rates, discount rates and multiples applied to
earnings within the models by performing a cross-
check between the Australian Government’s

valuation and the valuation applied by comparable

companies, including considering the underlying
assumptions.

To assess the valuation of all other collective investment
vehicles as at 30 June 2022, on a sample basis, I:

«  agreed the fair value to capital account statements
received from the underlying investment manager;

 obteined audited financial statements of each
underlying collective investment vehicle as at
30June 2022, where available, and agreed the
audited net asset value to the capital account
statement;

«  performed an assessment of the audited financial
statements of the collective investment vehicles
which included;

o considering the regulatory framework under
which the financial statements were prepared
and the accounting policies adopted; and

o evaluating the qualifications, competence and
objectivity of the audit firm performing the
audit and the opinion provided;

©  where 30June 2022 audited financial statements
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were  unavailable, investigated significant
movements from the date of the most recent
audited financial statements, obtained any
additional information and assessed the Australian
Government’s process to confirm that the increase
in uncertainty, because of the current economic
conditions, had been appropriately considered; and

 assessed the appropriateness of the related
disclosures in Note 5B and Note 98 to the
Consolidated Financial Statements to support the
user’s understanding of collective investment
vehicles.

Key audit matter

Valuation of specialist military equipment and
other plant, equipment and infrastructure
assets

Refer to Note 5D: “Land and buildings, plant, equipment
and infrastructure, heritage and cultural assets and
intangibles’

The Australian Government reported a balance of non-
financial assets of $265.6 billion as at 30 June 2022
(6GS: $199.3 billion). The balance includes:

« specialist  military
(G6s: $81.3 billion); and

equipment  $81.3 billion

«  other plant, equipment and infrastructure assets of
$72.5billon  (GGS: $18.4 billion). Other ~ plant,
equipment and infrastructure  assets mainly
comprises communications (postal and national
broadband network), transport and electricity
infrastructure.

| focused on the valuation of specialist military
equipment and other plant, equipment and
infrastructure assets due to the high degree of
judgement applied by the Australian Government to
measure these assets at fair value, includin

«  determining the appropriateness of costs to be
capitalised and allocated on complex, large scale and
long-term acquisitions and construction projects;

«  the subjectivity in the valuation assessment due to
the difficulty in obtaining the replacement costs of
assets with a similar capability in the absence of an
active market;

«  the selection and application of appropriate indices
applied in the valuation;

 the determination and assessment of appropriate
useful lives;

« the identification of indicators of impairment,
including impairment  processes which ~ apply
judgmental techniques, particularly for income
generating assets which apply a discounted cash

How the audit addressed the matter

To address the key audit matter,

« tested a sample of costs allocated to complex, large
scale and long-term acquisitions and construction
projects, to assess the appropriateness of
capitalisation in accordance with the Australian
Accounting Standards;

o assessed whether the selection of the method for
determining fair value was appropriate for each
asset class and whether the key assumptions used in
the valuation methodology were reasonable;

o assessed the competence, capability and objectivity
of the valuation subject matter experts where the
Australian ~ Government  sought  advice i
determining the appropriate fair value of assets at
30 June 2022;

 tested the completeness and accuracy of data
applied in the assessment of fair value of specialist
military equipment and other plant, equipment and
infrastructure assets at 30 June 202:

o assessed whether the useful lives applied (for the
calculation of depreciation) were consistent with
other available information including expected
withdrawal dates for specialist military equipment
and  operational information and  industry
benchmarking for other plant, equipment and
infrastructure assets;

«  performed a sensitivity analysis by varying factors
such as discount rates and growth rates to develop a
range of reasonable valuation outcomes for material
or higher risk assessments measured using a
discounted cash flow technique; and

«  performed the following procedures particularly in
respect of specialist military equipment:

o assessed whether the assumptions and
judgements used to determine the impairment
of specialist military equipment  were
consistent with other available information
including changes to_planned capability and
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Flow analysis;

« in respect of specialist military equipment the
complexity and high degree of judgement in the cost
attribution model that allocates accumulated
capitalised costs on large scale acquisition projects
between individual platform assets, associated
spares and inventory; and

« in respect of the cost attribution model applied in
the valuation of specialist military equipment, prior
year weaknesses identified in the asset valuation
methodology used by the Australian Government to
allocate costs relating to assets under construction.
The control weaknesses increase the risk that assets
rolled out from assets under construction may be
recorded at the incorrect value.

unscheduled repairs and maintenance;

o evalusted the movement in the overall
valuation by asset class to determine and
understand the key drivers of changes and
assess whether this was consistent with the
underlying individual asset reports;

o assessed the Australian Government's
assurance process for impairment and
inspected a sample of assets to test for
indicators of impairment;

o in respect of the cost attribution model applied
for specialist military equipment | evaluated
the model and approval of cost allocations
related to assets under construction; and

© in response to prior year control weaknesses
noted, examined the updated policies and
procedures, and quality assurance processes
identified to address the control weaknesses
identified in the model that allocates costs to
asset under construction. The policies and
procedures will be applied to new projects
from 1 July 2022.

Key audit matter
Valuation of Government Securities

Refer to Note 68: ‘Government securities’ and Note 98:
“Financial instruments’

Government Securities primarily comprise treasury
bonds, treasury indexed bonds and treasury notes issued
by the Australian Office of Financial Management to
meet the Australian Government’s financing needs.

The Australian Government recorded a liability of
$576.5billion  for Government  Securities as  at
30.June 2022 (GGs: $848.5 billion).

Ifocused on the valuation of Government Securities due
tor

« the sgnificance of the value of Government
Securities to the Australian Government’s net worth;
and

«  the variety of methodologies used to determine the
fair value of Government Securities. These include
the application of assumptions about the yield to
maturity on securities, relative to market interest
rates over an extended period.

In addition, disclosures that support the users’
understanding of the valuation of Government Securities
are complex.

How the audit addressed the matter
To audit the valuation of Government Securities, I

« tested the design, implementation and operating
effectiveness of key controls related to the issuance
of Government Securities;

o tested the design, implementation and operating
effectiveness of key controls relevant to the ongoing
assessment and recalculation of market valuations
of securities; and

o assessed the valuation of Government Securities at
30 June 2022, using the following procedures:

© agreed the face values and coupon rates of
treasury bonds, treasury indexed bonds and
treasury notes to independent third party
reports;

o assessed the reasonableness of the yield to
maturity assumption on securities, relative to
market interest rates and performed a
recalculation of the fair value of Government
Securities for issued treasury bonds, treasury
indexed bonds and treasury notes; and

o evalusted the appropriateness of the
disclosures of sensitivities and risks related to
Government Securities as disclosed in Note 68
and 98 to the Consolidated Financial
Statements.
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Key audit matter

Valuation of superannuation liability

Refer to Note 6F: ‘Employee benefits’ and Note 9C:
“Defined benefit superannuation plans’

The Australian Government recorded a $322.0 billion
superannuation  lisbility  at 30 June 2022
(6Gs: $322.0 billion). The balance of the superannuation

liability has a significant impact on the Australian
Government's net worth.

The Australian Government's superannuation liability
represents retirement and death benefits for
Commonwealth and Defence Force employees, based on
past service.

| focused on the valuation of the Australian
Government's superannuation due to the complexity of
the process to measure the value of the liability. The
measurement of the liability requires significant
judgement and estimation in the selection of
long-term assumptions, which include:

« salary growth rates and pension indexation rates;

*  discount rates and other economic factors; and

« actuarial factors, including rates of mortality,
redundancy, resignation, disability and retirement.

The valuation of the Australian Government's
superannuation liability is highly sensitive to changes in
these assumptions.

In addition, disclosures that support the users’
understanding of the valuation of the superannuation
liability are complex.

How the audit addressed the matter

To audit the valuation of the superannuation liability,

o assessed the design, implementation and operating
effectiveness of internal controls over the
management of defined benefit schemes including
management of members’ data applied in the
valuation model;

« tested the accuracy and completeness of the data
used to calculate superannuation liability, including
assessing the quality assurance and reconciliation
processes used by the Australian Government to
provide data to its actuary;

«  evaluated the appropriateness of the methodology
and reasonableness of the key assumptions applied
in estimating the superannuation provision by:

©  comparing economic assumptions to realistic
long-term expectations over the term of the
schemes' liabilities, based on the Government's

economic forecasts;

o assessing the detailed analysis undertaken by
the Australian Government's actuary for
consistency with historical data on the
membership experience with regards to:

= rates of mortality, redundancy,
resignation, disability and retirement;

= the proportion of members who will
select each form of payment option
available under the plan terms; and

= promotional salary increases;

o assessed the reasonableness of the results of the
valuation including the explanations for the changes
in the valuation; and

«  evaluated the appropriateness of the disclosures of
key assumptions applied and of the uncertainties
that impact the key assumptions, including the
sensitivity analysis in Note SC to the Consolidated
Financial Statements.
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Other information

‘The Minister for Finance (the Minister) is responsible for the other information. The other information comprises
the information included in the Preface and the Commentary on the Consolidated Financial Statements for the year
ended 30 June 2022 but does not include the Consolidated Financial Statements and my auditor’s report thereon.

My opinion on the Consolidated Financial Statements does not cover the other information and accordingly | do not
express any form of assurance conclusion thereon.

In connection with my audit of the Consolidated Financial Statements, my responsibility s to read the other
information and, in doing so, consider whether the other information is materially inconsistent with the
Consolidated Financial Statements or my knowledge obtained in the audit, or otherwise appears to be materially
misstated.

1f, based on the work | have performed, | conclude that there is a material misstatement of this other information, |
am required to report that fact. | have nothing to report in this regard.

Minister for Finance's responsibility for the Consolidated Financial Statements

‘The Minister is responsible under section 4 of the Public Governance, Performance and Accountability Act 2013
(the Act) for the preparation and fair presentation of the Consolidated Financial Statements that comply with
Australian Accounting Standards and the rules made under the Act. The Minister is also responsible for such internal
control as the Minister determines is necessary to enable the preparation of the Consolidated Financial Statements
that are free from material misstatement, whether due to fraud or error.

In preparing the Consolidated Financial Statements, the Minister is responsible for assessing the ability of the
Australian Government and the General Government Sector to continue as a going concern, disclosing, as applicable,
matters related to going concern and using the going concern basis of accounting, unless the assessment indicates
that it s not appropriate.

Auditor's responsibilities for the audit of the Consolidated Financial Statements.

My objective is to obtain reasonable assurance about whether the Consolidated Financial Statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor's report that includes my
opinion. Reasonable assurance is a high level of assurance but is not a guarantee that an audit conducted in
accordance with the Australian National Audit Office Auditing Standards will always detect a material misstatement
when it exists. Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of the
Consolidated Financial Statements.

As part of an audit in accordance with the Australian National Audit Office Auditing Standards, | exercise professional
judgement and maintain professional scepticism throughout the audit. | also:

«  identify and assess the risks of material misstatement of the Consolidated Financial Statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is
sufficient and appropriate to provide a basis for my opinion. The risk of not detecting a material misstatement
resulting from fraud is higher than for one resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal control;

«obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Australian Government's internal control;

« evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and
related disclosures made by the Minister;

« conclude on the appropriateness of the Minister's use of the going concern basis of accounting applied in
preparing the Consolidated Financial Statements, up to the date of my auditor’s report, based on the audit
evidence | have obtained;

« evaluate the overall presentation, structure and content of the Consolidated Financial Statements, including the
disclosures, and whether the Consolidated Financial Statements represent the underlying transactions and
events in a manner that achieves fair presentation; and

« obtain sufficient appropriate audit evidence regarding the financial information of the entities or business
activities within the Australian Government to express an opinion on the Consolidated Financial Statements. |
am responsible for the direction, supervision and performance of the Australian Government and General
Government Sector audit. | remain solely responsible for my audit opinion.
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I communicate with those charged with governance regarding, among other matters, the planned scope and timing
of the audit and significant audit findings, including any significant deficienci ternal control that | identify
during my audit.

From the matters communicated with those charged with governance, | determine those matters that were of most
significance in the audit of the Consolidated Financial Statements of the current period and are therefore the key
audit matters. | describe these matters in my auditor’s report unless law or regulation precludes public disclosure
about the matter or when, in extremely rare circumstances, | determine that a matter should not be communicated
my report because the adverse consequences of doing so would reasonably be expected to outweigh the public
terest benefits of such communication.

Australian National Audit Office

s

Grant Hehir
Auditor-General

Canberra
17 November 2022
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