Notes to the financial statements
Notes to the financial statements

Notes to the financial statements


Note 2: Revenue from transactions

Revenue from transactions arise from interactions between the Australian Government and other entities, including households, private corporations, the not-for-profit sector and other governments. It excludes gains resulting from changes in price levels and other changes in the volume of assets. These are disclosed separately in Note 4 as ‘Other Economic Flows’. The total Australian Government revenue and relative composition of revenue sources were as follows:

Amount
2016-17 Composition
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· Income taxation (refer Note 2A) is the largest source of Australian Government revenue and refers to the taxation of income, profits and capital gains.
· Indirect taxation (refer Note 2A) includes taxes on the sale and use of goods and services and other taxes.  This includes the goods and services tax (GST), customs and excise duties and other taxes levied on particular products or industries.
· Sales of goods and services (refer Note 2B) is distinguished from taxation in that the revenue is received in return for the direct provision of goods and services (including the provision of regulatory services) to the payer.
· Interest revenue (refer Note 2C) refers to income accrued on financial assets such as deposits, securities other than shares, loans and accounts receivable.
· Dividend revenue (refer Note 2C) includes equity distributions received by the Australian Government Investment Funds (Investment Funds) and corporations and, at the GGS level, also includes distributions from corporate Commonwealth entities or companies (which are eliminated upon consolidation).
· Other non-taxation revenue (refer Note 2D) includes transaction revenue not categorised elsewhere, with significant items including Pharmaceutical Benefits Scheme drug recoveries, the collection of royalties and the collection of child support payments to pass on to custodial parents.
Note 2A: Taxation revenue
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$m $m $m $m

Income taxation

Individuals and other withholding taxes

Gross income tax withholding 180,619 174,818 180,619 174,818

Gross other individuals 45,133 43,261 45,133 43,261

less Refunds

(28,364) (28,081) (28,364) (28,081)

Total individuals and other withholding taxation 197,388 189,998 197,388 189,998

Fringe benefits tax 3,905 4,459 3,905 4,459

Company tax 71,170 63,644 71,097 63,649

Superannuation funds 8,229 6,835 8,229 6,835

Resource rent taxes 976 889 976 889

Total income taxation revenue 281,668 265,825 281,595 265,830

Indirect taxation

Sales taxes

Goods and services tax 62,727 60,301 62,727 60,301

Wine equalisation tax 850 883 850 883

Luxury car tax 674 620 674 620

Total sales taxes 64,251 61,804 64,251 61,804

Excise duty revenue(a) 21,895 21,625 21,895 21,625

Customs duty revenue(a) 14,196 14,046 14,196 14,046

Other indirect taxation

Agricultural levies 554 522 554 522

Other taxes(b) 6,077 5,776 6,077 5,776

Total other indirect taxation revenue 6,631 6,298 6,631 6,298

Mirror taxes 543 513 543 513

less Transfers to States in relation to

mirror tax revenue (543) (513) (543) (513)

Mirror tax revenue - - - -

Total indirect taxation revenue 106,973 103,773 106,973 103,773

Total taxation revenue(c) 388,641 369,598 388,568 369,603

General Government Australian Government


(a) The 2016-17 Final Budget Outcome provides a disaggregation of excise and customs duty revenue by duty type.
(b) Following a review of revenue classifications, the majority of corporations law fees have been reclassified from non-taxation receipts to taxation receipts, and financial institution supervisory levies have been reclassified from taxation receipts to non-taxation receipts. This has resulted in a net $530 million increase in the 2015-16 comparative taxation revenue.

(c) The 2015-16 comparative revenue has increased by a net $132 million for a change in the percentage used to calculate the taxes receivable credit amendment allowance and provision for tax refunds.

Taxation revenue

Taxation revenues are recognised when there is a basis establishing the Australian Government’s right to receive the revenue, it is probable that future economic benefits will be received, and the amount of revenue to be received can be reliably measured.  Estimation of some revenues can be difficult due to impacts of economic conditions and the timing of final taxable income, hence the Australian Government uses two bases of recognition:

· Economic Transaction Method (ETM) – Revenue is recognised when the Government, through the application of legislation to taxation and other relevant activities, gains control over the future economic benefits that arise from taxes and other statutory charges. Where a taxation revenue is able to be measured reliably (even in cases where the transactions are yet to occur but are likely to be reported) the ETM method is used to recognise revenue.
· Taxation Liability Method (TLM) – Revenue is recognised at the earlier of when an assessment of a tax liability is made, or payment is received. Furthermore, revenue is recognised when there is sufficient information to raise an assessment but an event has occurred which delays the issue of the assessment. This method is permitted when there is an ‘inability to reliably measure taxes when the underlying transactions or events occur’. Revenue recognised under this policy is generally measured at a later time than would be the case if it were measured under ETM.

The revenue recognition policy adopted by the Australian Government for each major type of taxation revenue is as follows:

	Type of taxation revenue
	Revenue recognition basis
	Basis of revenue recognition

	Income tax — individuals
	TLM
	Comprise income tax withholding (ITW), other individuals, Medicare levy and income tax refunds. ITW represents amounts withheld from payments of remuneration for the year. Other individuals revenue includes income tax instalments and final tax returns received during the year. Other individuals revenue and income tax refunds do not incorporate an estimate of the tax to be paid or refunded on the final assessment for the year.

	Income tax — companies
	TLM
	Comprise amounts of tax payable by companies that relate to instalments and final payments received/raised for current and former periods. It does not include estimates of revenue related to the reporting year that will be recognised in annual income tax returns lodged after the reporting date.

	Income tax — superannuation funds
	TLM
	Superannuation contributions tax is levied on superannuation funds based on contributions made by employers. Superannuation fund tax revenue comprise amounts of tax payable by superannuation funds that relate to instalments and payments for current and former reporting years. It does not include estimates of revenue related to the reporting year that will be recognised in annual income tax returns lodged after the reporting date.

	Petroleum resource rent tax (Resource rent taxes)
	ETM
	Recognised based on the actual and estimated taxable profits in respect to offshore petroleum projects excluding some of the North‑West Shelf production and associated exploration areas, which are subject to excise (included in excise on petroleum and other fuel products) and royalties. 

	Goods and services tax (GST)
	ETM
	Recognised based on the actual liabilities raised during the year and includes an estimate of amounts outstanding that relate to transactions occurring in the reporting period.

	Excise duty
	ETM
	Recognised based on the actual and estimated duty payable. Excise duty becomes payable when certain goods are distributed for home consumption during the reporting period.

	Customs duty
	ETM
	Recognised when imported goods are distributed for home consumption.

	Luxury car tax
	ETM
	Recognised at the time the sale (or private import) of a luxury vehicle occurs within the reporting period and includes an estimate of amounts outstanding that relate to transactions occurring in the reporting period.

	Wine equalisation tax
	ETM
	Recognised when an assessable dealing occurs within the reporting period giving rise to a tax liability and includes an estimate of amounts outstanding that relate to transactions occurring in the reporting period.

	Fringe benefits tax (FBT)
	ETM
	Recognised on fringe benefits provided by employers to employees during the reporting period and includes an estimate of outstanding instalments and balancing payments for the annual FBT return.


Penalties and general interest charges (GIC) arising under taxation legislation are recognised as revenue at the time the penalty and GIC are imposed on the taxpayer and included within the relevant revenue categories. Generally, subsequent remissions and write-offs of such penalties and interest are treated as an expense (mutually agreed writedown) or other economic flow of the period. Penalties and interest that are imposed by law and immediately cancelled by the Commissioner of Taxation are not recognised as revenue or expense.

Taxpayers are entitled to dispute amounts assessed by the Australian Government. Where the Government considers that the probable outcome will be a reduction in the amount of tax owed by a taxpayer, an allowance for credit amendment (if the disputed debt is unpaid) or a provision for refund (if the disputed debt has been paid) will be created and there will be a corresponding reduction in revenue.
Concessions and other forms of tax expenditures constitute revenue foregone and are not reported as taxation revenue or an expense (unless available to beneficiaries regardless of whether they are required to pay tax in which case an expense is recorded). The Department of the Treasury (the Treasury) issues an annual Tax Expenditures Statement (unaudited), which provides a list of tax expenditures provided by the Australian Government to individuals and businesses.

Note 2B: Sales of goods and services
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$m $m $m $m

Sales of goods 1,461 1,618 1,860 2,025

Rendering of services 5,225 4,101 14,939 13,153

Operating lease rental 112 77 173 138

Other fees from regulatory services(a) 1,432 1,293 1,432 1,293

Total sales of goods and services revenue 8,230 7,089 18,404 16,609

General Government Australian Government


(d) The 2015-16 comparative sales of goods and services revenue has been reduced by $530 million per Note 2A.

Sales of goods and services

Revenue from the sale of goods is recognised when the risks and rewards of ownership have been transferred to the buyer, the seller retains neither managerial involvement nor effective control over the goods, the revenue and transaction costs incurred can be reliably measured, and it is probable that the economic benefits associated with the transaction will flow to the entity.

Revenue from the rendering of services is recognised by reference to the stage of completion of contracts at the reporting date. The revenue is recognised when the amount of revenue, stage of completion and transaction costs incurred can be reliably measured, and it is probable that the economic benefits associated with the transaction will flow to the entity.

The Government charges fees for both regulatory and other services.  These fees are designed to cover all or part of the cost of providing a regulatory function. If the revenue collected is clearly out of proportion to the costs of providing the regulatory service, then the fee is classified as taxation revenue. Fees from regulatory services are recognised when collected or when due and payable under the relevant legislation.

Note 2C: Interest and dividend income
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$m $m $m $m

Interest from other governments

State and territory debt 51 49 51 49

Housing agreements 107 112 107 112

General purpose advances - - 106 143

Total interest from other governments 158 161 264 304

Interest from other sources

Indexation of HELP receivable and

other student loans 505 457 505 457

Securities 1,163 1,136 1,182 2,607

Advances, deposits and other 1,166 1,177 2,194 911

Total interest from other sources 2,834 2,770 3,881 3,975

Total interest 2,992 2,931 4,145 4,279

Dividends

Dividends from other public sector entities 1,575 3,442 - -

Other dividends 3,423 2,798 3,556 2,863

Total dividends 4,998 6,240 3,556 2,863

Total interest and dividend income 7,990 9,171 7,701 7,142

General Government Australian Government


Interest and dividend income

Interest revenue is recognised using the effective interest method. Dividend revenue is recognised when the right to receive a dividend has been established.
Note 2D: Other sources of non-taxation revenue
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$m $m $m $m

Royalties 992 1,005 992 1,005

Seigniorage 107 145 107 145

Child support payments 1,543 1,517 1,543 1,517

Loan fees 276 676 276 676

PBS drug recoveries(a) 3,268 1,707 3,268 1,707

Other 4,677 4,407 4,609 4,380

Total other sources of non-taxation

revenue 10,863 9,457 10,795 9,430

General Government Australian Government


(e) The 2015-16 comparative has been increased by $131 million for understated PBS drug recoveries revenue.
Note 3: Expenses from transactions

Expenses from transactions arise from interactions between the Australian Government and other entities, including households, private corporations, the
not-for-profit sector and other governments. They exclude losses resulting from changes in price levels and other changes in the volume of assets.  These are disclosed separately in Note 4 as ‘Other Economic Flows’. The total Australian Government expenses and relative composition of expenses are as follows:


Amount
2016-17 Composition
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· Gross operating expenses cover the costs incurred by the Government in the provision of services, including benefit payments to third parties to provide services to households (such as Medicare). Included in gross operating expenses are:

· employee and superannuation expenses (refer Note 3A),
· depreciation and amortisation (refer Note 3B), and
· supply of goods and services (refer Note 3C).
· Interest expenses comprise the nominal growth in the Government’s unfunded superannuation liabilities (refer Note 3A), interest incurred on financial liabilities and the initial discount recognised on the provision of concessional loans (refer Note 3D).
· Current and capital transfers are unrequited transfers in the form of:
· personal benefits paid directly to individuals or households,
· subsidies to public and private entities to allow them to provide goods or services at a reduced cost, or

· financial assistance in the form of current or capital grants to third parties to achieve particular government outcomes (refer Note 3E).

Note 3A: Employee and superannuation expenses
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$m $m $m $m

Wages and salaries expenses 19,059 18,675 23,322 22,730

Other operating expenses

Leave and other entitlements 2,421 3,084 3,018 3,836

Separations and redundancies 292 278 366 429

Workers compensation premiums and claims 934 641 997 687

Allowances, FBT and other 2,259 2,329 2,337 2,428

Total other operating expenses 5,906 6,332 6,718 7,380

Superannuation expenses

Superannuation 9,831 7,854 10,431 8,396

Superannuation interest 8,445 9,106 8,445 9,106

Total superannuation expenses 18,276 16,960 18,876 17,502

Total employee and superannuation expense(a) 43,241 41,967 48,916 47,612

General Government Australian Government

(a) Employee benefit accounting policies are disclosed in Note 6F and superannuation is disclosed in Note 9C.
Note 3B: Depreciation and amortisation expenses
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$m $m $m $m

Depreciation

Specialist military equipment 4,046 3,968 4,046 3,968

Buildings 1,497 1,457 1,657 1,583

Other infrastructure, plant and equipment 1,551 1,619 2,999 2,647

Heritage and cultural assets 100 104 100 104

Total depreciation 7,194 7,148 8,802 8,302

Total amortisation 1,096 1,039 1,757 1,556

Add back Amortisation of non-produced assets (76) (55) (103) (85)

Total depreciation and amortisation expense 8,214 8,132 10,456 9,773

General Government Australian Government


Depreciation 

Land, being an asset with an unlimited useful life, is not depreciated. The majority of buildings, plant, equipment and infrastructure are depreciated on a straight-line basis over their useful life or over the lesser of the lease term and useful life for selected leasehold improvements.

Depreciation and amortisation rates applying to each class of depreciable assets are based on the following useful lives:

	
	2017
	2016

	Buildings
	1‑200 years
	1‑200 years

	Specialist military equipment
	1‑48 years
	1‑54 years

	Other plant, equipment and infrastructure
	1‑115 years 
	1‑112 years 

	Heritage and cultural assets
	1‑5,000 years
	1‑5,000 years


Amortisation

Software is amortised on a straight-line basis over its anticipated useful life. Other intangible assets are amortised from the date they are available for use, unless classified as an indefinite life intangible (for example, goodwill and water entitlements). Amortisation rates applying to each class of intangible asset are based on the following useful lives:  
	
	2017
	2016

	Computer software
	1‑26 years
	1‑24 years

	Other intangibles(a)
	1‑100 years
	1‑100 years


(f) The useful life of the Hansard digitised data is currently 100 years.

Note 3C: Supply of goods and services
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$m $m $m $m

Supply of goods and services 29,322 27,415 34,841 31,679

Operating lease rental expenses 2,496 2,551 2,768 2,808

Health care payments 4,833 4,768 4,833 4,768

Benefits to households in goods and services(a) 54,040 48,153 54,040 48,153

Other 2,347 2,233 2,578 2,444

Total payment for supply of goods

and services 93,038 85,120 99,060 89,852

General Government Australian Government


(a) The 2015-16 comparative has been increased by $725 million for the reclassification of payments made   

under the NDIS from grants expenses.
Supply of goods and services

The expense recognition policy for the supply of goods and services is consistent with the revenue policy detailed in Note 2B.

Operating leases

Operating lease payments are expensed on a straight-line basis, which is representative of the pattern of benefits derived from the leased assets. 
Operating lease commitments

Operating lease commitments include the following types of leasing arrangements:
· computer and office equipment leases;
· office accommodation leases;
· agreements for the provision of motor vehicles; and
· transportation and support facilities for Antarctic operations.

Commitments for minimum lease payments in relation to non-cancellable operating leases are payable as follows:
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$m $m $m $m

Leasing commitments

Within 1 year 2,787 2,728 3,114 3,026

Between 1 to 5 years 9,088 8,407 9,850 9,087

More than 5 years 6,309 6,793 7,195 7,501

Total lease commitments 18,184 17,928 20,159 19,614

General Government Australian Government


Sub-leases

Within the Australian Government, the majority of sub-lease commitments involve property arrangements between controlled entities. Some entities do sub-lease to external parties, with the largest including commercial, industrial and retail sites sub-leased by Australia Post (2017: $170 million; 2016: $178 million) and facilities subleased by the National Capital Authority in Canberra (2017: $71 million; 2016: $72 million).

Benefits to households in goods and services (indirect personal benefits)

These benefits are provided to households as social transfers and delivered by a third party (for example, medical and pharmaceutical benefits). The benefits are reported separately to personal benefits which comprise current transfers provided directly to individuals or households, rather than via a third party. Direct and indirect personal benefit payments are determined in accordance with provisions under social security law and other legislation.
Note 3D: Interest expense
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$m $m $m $m

Interest on debt

Government securities 16,029 15,312 15,576 14,828

Loans 1 9 141 136

Taxation overpayments 162 174 162 174

Exchange settlement funds - - 384 458

Deposits 4 4 44 30

Other 33 24 108 99

Total interest on debt 16,229 15,523 16,415 15,725

Other financing costs

Discount on concessional instruments 568 675 568 675

Unwinding of discount and other 154 377 160 379

Finance charges for finance leases 108 98 509 418

Total other financing costs 830 1,150 1,237 1,472

Total interest expense 17,059 16,673 17,652 17,197

General Government Australian Government


Interest expense

Interest on outstanding borrowings and other finance costs directly related to borrowings are expensed as incurred. 
Note 3E: Grants expense
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$m $m $m $m

Current grants expense

State and Territory governments(a) 106,351 99,363 106,351 99,363

Local governments 2 6 2 6

Private sector 8,292 6,262 8,292 6,262

Overseas 4,127 3,659 4,127 3,659

Non-profit organisations 3,950 4,393 3,950 4,393

Multi-jurisdictional sector 10,164 10,319 10,164 10,319

Other(b) 1,428 1,408 1,427 1,337

Total current grants expense 134,314 125,410 134,313 125,339

Capital grants expense

Mutually agreed write-downs 1,203 1,193 1,203 1,193

Other capital grants

State and Territory governments(a) 8,551 5,869 8,551 5,869

Local governments 779 958 779 958

Non-profit organisations 431 380 431 380

Private sector 252 375 252 375

Other 127 7 15 7

Total other capital grants expense 10,140 7,589 10,028 7,589

Total capital grants expense 11,343 8,782 11,231 8,782

Total grants expense 145,657 134,192 145,544 134,121

General Government Australian Government


(g) Current and capital grants to and through ‘State and Territory Governments’ are limited to grants under the Federal Financial Relations framework, as disclosed in Budget Paper No. 3 and the Final Budget Outcome. Commonwealth entities may also provide grants to individual state and territory government entities, including under the Commonwealth Grants Rules and Guidelines (CGRG). These are disclosed as grants to non-profit organisations or other grants as appropriate. 
(h) The 2015-16 comparative has been reduced by $725 million for the reclassification of payments made under the NDIS to supply of goods and services expense.
Current and capital transfers (grants)
Where no economic benefits are receivable in return for transfers, amounts are recognised as current transfers. For other transfers, the distinction between current and capital transfers is based on the nature of the activities or assets for which the transfers are made. If the activities or assets relate to the acquisition of assets, other than inventories that will be used in production for one year or more, the transfers are treated as capital transfers. Otherwise, they are treated as current transfers. 

Where a transaction or event gives rise to legal, social, political or economic consequences such that the Australian Government has little discretion to avoid the sacrifice of future economic benefits, a liability and expense is recognised. In other circumstances, grants are recognised to the extent that the services required to be performed by the grantee have been performed or the grant eligibility criteria have been satisfied. Multi-year government to government grants, including education grants, are recognised when the recipient government has met the grant eligibility criteria or provided the services or facilities that make it eligible to receive the grant.
Capital transfers also include mutually agreed write-downs. These transactions occur when both parties agree to the write-off of an amount owed to the Australian Government, rather than the Australian Government unilaterally deciding to
write-down or write-off a debt. Mutually agreed write-downs include, for example, the remission of a penalty raised for overdue taxes receivable. Mutually agreed
write-downs are recorded as an expense in the calculation of fiscal balance.

The 2016-17 Final Budget Outcome provides a disaggregation of current and capital grants to state and territory governments, and local governments, by jurisdiction.
Note 3F: Expenses by function
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$m $m $m $m

General public services 26,200 24,207 27,042 25,144

Defence 28,141 27,034 28,229 27,175

Public order and safety 5,155 4,823 5,152 4,819

Education 32,591 32,122 32,591 32,122

Health 74,420 69,301 74,534 69,297

Social security and welfare 153,164 152,122 152,976 152,049

Housing and community amenities 4,626 4,741 4,626 4,741

Recreation and culture 3,613 3,462 3,613 3,462

Fuel and energy 6,722 6,423 6,722 6,423

Agriculture, forestry and fishing 2,607 2,261 2,607 2,261

Mining, manufacturing and construction 3,249 3,103 3,350 3,201

Transport and communication 9,312 7,083 22,816 18,572

Other economic affairs 9,301 9,198 9,556 8,937

Other purposes 88,706 83,831 88,263 83,827

Total expenses 447,807 429,711 462,077 442,030

General Government Australian Government


The functional classification of expenses shows the total accrual outlays according to the socioeconomic objectives that the Australian Government aims to achieve.  The following table provides a description of each function.
	Function
	Description

	General public services
	Includes legislative and executive affairs, financial and fiscal affairs, foreign affairs, foreign economic aid, general research, general economic and social planning, statistical services, and government superannuation benefits.

	Defence
	Includes military and civil defence affairs, foreign military aid and defence research.

	Public order and safety
	Includes administration of the federal legal system and the provision for legal services, including legal aids, to the community. Public order and safety expenses also include law enforcement and intelligence activities, and the protection of Australian Government property.

	Education
	Includes primary and secondary education, university and other higher education, technical and further education, preschool and special education, and transportation of students.

	Health
	Includes general hospitals, repatriation hospitals, mental health institutions, nursing homes, special hospitals, hospital benefits, medical benefits, medical clinics and practitioners, dental clinics and practitioners, maternal and infant health, ambulance services, school and other public health services, pharmaceuticals, medical aids and appliances, and health research.

	Social security and welfare
	Includes sickness benefits, benefits to ex service people and their dependants, invalid and other permanent disablement benefits, old age benefits, widows, deserted wives, divorcees and orphans’ benefits, unemployment benefits, family and child benefits, sole parent benefits, family and child welfare, and aged and handicapped welfare.

	Housing and community amenities
	Includes housing and community development, water supply, household garbage and other sanitation, sewerage, urban stormwater drainage, protection of the environment, and street lighting.

	Recreation and culture
	Includes public halls and civic centres, swimming pools and beaches, national parks and wildlife, libraries, creative and performing arts, museums, art galleries, broadcasting, and film production.

	Fuel and energy
	Includes coal, petroleum, gas, nuclear affairs, and electricity.

	Agriculture, forestry and fishing
	Includes agricultural land management, agricultural water resources management, agricultural support schemes, agricultural research and extension services, forestry and fishing.

	Mining, manufacturing and construction
	Includes activities relating to prospecting, mining and mineral resources development, manufacturing activities and research into manufacturing methods, materials and industrial management, and activities associated with the building and construction industry.

	Transport and communication
	Includes road construction, road maintenance, parking, water transport, rail transport, air transport, pipelines, multi mode urban transit systems, and communications.

	Other economic affairs
	Includes storage, saleyards, markets, tourism and area promotion, and labour and employment affairs.

	Other purposes
	Includes public debt transactions, general purpose inter government transactions and natural disaster relief. Grants to and through State and Territory Governments are recorded against the ‘other purposes’ function.


Note 4: Other economic flows

Other economic flows are the changes in the volume or value of assets and liabilities that do not result from transactions. This includes impairment write-downs (unless mutually agreed with the counter-party), fair value movements, changes in assumptions underpinning actuarial assessments, and foreign exchange gains or losses. For government reporting, these flows are distinguished from transactions as they do not involve an interaction between entities and are often not related to economic activities (for example, production, income generation, consumption, wealth accumulation). Noting that other economic flows comprise both gains and losses, the predominant sources of other economic flows are as follows:
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Of the above, the following flows are included in the measurement of the accounting operating result. The remaining movements are adjusted directly to equity.

· Net write-down of assets (refer Note 4A) comprise the revaluation and impairment of financial and non-financial assets.
· Net gains/(losses) from the sale of assets (refer Note 4B) is the difference between the proceeds and the carrying amount of assets sold after selling costs.
· Net foreign exchange gains/(losses) (refer Note 4C) comprise unrealised gains/losses from the translation of assets and liabilities held overseas.
· Net swap interest gains/(losses) (refer Note 4C) comprise interest accrued or incurred on swaps and other derivatives (a form of financing transaction).
· Net fair value and other gains/(losses) (refer Note 4C) comprise fair value movements and other volume or price movements included in the calculation of the operating result for accounting purposes.
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