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Note 4A: Net write-down of assets (including bad and doubtful debts)
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$m $m $m $m

Financial Assets

Receivables - bad and doubtful debts

Goods and services 181 177 187 177

Taxes due 5,489 3,302 5,489 3,302

Other 510 588 510 588

Total receivables - bad and doubtful debts 6,180 4,067 6,186 4,067

Net write-down/(reversal) and impairment arising

from the revaluation of investments and other

financial assets 5,984 4,097 5,989 4,097

Total financial write-down and impairment 12,164 8,164 12,175 8,164

Non-Financial Assets

Inventories 411 562 418 572

Land 344 - 344 (8)

Buildings 37 52 37 23

Specialist military equipment 293 214 293 214

Other infrastructure, plant and equipment 60 54 72 85

Heritage and cultural assets 1 3 1 3

Intangibles 77 (302) 80 (247)

Net write-down, impairment and fair

value losses arising from the revaluation 

of non-financial assets 1,223 583 1,245 642

Total net write-down and impairment

of assets and fair value losses 13,387 8,747 13,420 8,806

General Government Australian Government


Impairment of taxes due

Impairment losses for large tax receivables (greater than $10 million) are estimated on an individual assessment basis, with a default percentage impairment rate (based on historical collectability rates) applied to debts where the taxpayer is insolvent or has entered into a payment arrangement. The remaining tax receivables (less than or equal to $10 million) impairment loss is derived using an automated model which allows large debt populations to be examined and provides for statistical credibility, in conjunction with interpretive judgement.

Impairment of non-financial assets

Non-financial assets were assessed for impairment at 30 June 2017. Where indications of impairment exist, the asset’s recoverable amount is estimated and an impairment adjustment made if the asset’s recoverable amount is less than its carrying amount. The recoverable amount of an asset is the higher of its fair value less cost to sell and its value in use. Where the future economic benefit of an asset is not primarily dependent on the asset’s ability to generate future cash flows, and the asset would be replaced if the Australian Government was deprived of the asset, its value in use is taken to be its DRC.
Note 4B: Net gains/(losses) from the sale of assets
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$m $m $m $m

Financial Assets

Net gains/(losses) - financial assets 4,990 6,052 4,423 5,896

Non-Financial Assets

Proceeds from sale of non-financial assets 874 486 939 551

less selling costs (16) (12) (16) (12)

less written down value of assets sold (349) (316) (395) (366)

Net gains/(losses) - non-financial assets 509 158 528 173

Net gains/(losses) from sale of assets 5,499 6,210 4,951 6,069

Add back selling costs included in expenses  16 12 16 12

Net gains/(losses) from sale of assets

in other economic flows 5,515 6,222 4,967 6,081

General Government Australian Government


Note 4C: Other gains/(losses)
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$m $m $m $m

Foreign exchange

Net foreign exchange gains/(losses) 1,439 429 149 2,247

Net foreign exchange gains/(losses) 1,439 429 149 2,247

Interest on derivatives

Net swap interest revenue 320 2,203 397 2,301

Net swap interest expense (222) (2,408) (275) (2,474)

Net interest on derivatives 98 (205) 122 (173)

Fair value through profit or loss

Fair value gains - financial instruments 19,158 (17,813) 19,219 (17,795)

Fair value gains - biological assets 16 22 16 22

Fair value gains - investment properties 2 16 95 48

Net fair value gains/(losses) 19,176 (17,775) 19,330 (17,725)

Other

Net repurchase premia (414) (303) (414) (303)

Assets now recognised - 283 - 283

Net actuarial gains/(losses) 443 (3,244) 443 (3,244)

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

Net result from associates and joint ventures (39) 15 (33) 15

Other 235 108 248 108

Net other gains/(losses) 149 (3,196) 141 (3,226)

Total other gains/(losses) 20,862 (20,747) 19,742 (18,877)

General Government Australian Government


Foreign currency translation

Transactions are translated to Australian dollars at the rate of exchange applicable at the date of the transaction. Balances and investments are translated at the exchange rates applicable at balance date.
Swap interest

Consistent with the ABS GFS Manual, interest on swaps and other derivatives is classified as a financing transaction and recorded in ‘other economic flows’.

Fair value through profit or loss

Comprises fair value movements in financial assets and liabilities categorised as ‘held at fair value through profit or loss’.

Other gains/(losses)

Other gains/(losses) primarily comprise:
· the actuarial revaluation of provisions, other than superannuation; 
· gains from the reversal of previous asset write-downs and impairment;
· the amortisation of intangible ‘non-produced’ assets such as goodwill and purchased trademarks; and
· gains resulting from the derecognition of financial assets previously categorised as ‘available for sale’ with the gain equal to the accumulated fair value movements previously taken direct to reserves.
Note 5: Assets

Assets are probable future economic benefits obtained or controlled by an Australian Government entity as a result of past transactions and activities undertaken, and other events. The value and composition of Australian Government assets are as follows:

	Amount
	2016-17 Composition
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Financial assets

Financial assets are classified in accordance with the ABS GFS Manual as follows:
· Cash and deposits include cash on hand or at bank and short-term deposits.
· Advances paid (refer Note 5A) include loans receivable and are predominantly provided for policy purposes such as student loans.
· Other receivables and accrued revenue (refer Note 5A) include statutory amounts due for the collection of tax or the recovery of benefits, and contractual amounts due for the provision of goods and services or other arrangements.
· Investments, loans and placements (refer Note 5B) comprise securities and other non-equity investments held for liquidity or policy purposes.
· Equity investments (refer Note 5C) cover shares held by the Investment Funds and corporations and, at the GGS level, include the investment in public corporations (which are eliminated upon consolidation).
The Australian Government also discloses financial assets by category of financial instrument. Financial assets are allocated into the following categories:
	Financial assets at fair value through profit or loss
	Loans and receivables
	Held‑to‑maturity investments
	Available‑for‑sale

	Financial assets held for trading, and those designated at fair value through profit or loss. Derivatives are categorised as held for trading unless they are designated as hedges
	Non‑derivative financial assets with fixed or determinable payments that are not quoted in an active market
	Non‑derivative financial assets with fixed or determinable payments and fixed maturities where there is a positive intention and ability to hold to maturity
	Principally marketable equity securities, are non‑derivatives that are either designated in this category or not classified in any of the other categories


The Australian Government balance sheet also includes financial assets which are not financial instruments under AASB 7 Financial Instruments: Disclosures (AASB 7). Statutory receivables, gold holdings and equity accounted investments are included in financial assets in the balance sheet but are excluded from additional financial instrument disclosures as they do not represent cash, an equity instrument of another entity, nor a contractual right to receive cash or another financial asset.
Financial assets are assessed for impairment at each balance date. If there is objective evidence that an impairment loss has been incurred it is recognised as follows:
	Financial asset category
	Measurement of impairment loss
	Recognition of impairment loss

	Financial assets held at amortised cost: loans and receivables or held to maturity investments held at amortised cost
	Difference between the carrying amount of the asset and the present value of the estimated future cash flows discounted at the asset’s original effective interest rate.
	· carrying amount is reduced by way of an allowance account

· loss is recognised in the operating statement as an ‘other economic flow’.

	Financial assets held at cost: unquoted equity instrument held at cost (because fair value cannot be reliably measured) or a linked derivative asset
	Difference between the carrying amount of the asset and the present value of the estimated future cash flows discounted at the current market rate for similar assets.
	· loss is recognised in the operating statement as an ‘other economic flow’.

	Available for sale financial assets
	Difference between its cost, less principal repayments and amortisation, and its fair value, less any impairment loss previously recognised in the operating statement.
	· transferred from equity (net worth) to the operating statement as an ‘other economic flow’.


Financial assets are derecognised when the contractual rights to the cash flows from the financial asset expire or the asset is transferred to another entity. In the case of a transfer to another entity, it is necessary that the risks and rewards of ownership are also transferred. 
Non-financial assets

Non-financial assets comprise the Government’s holdings of land and buildings, plant, equipment and infrastructure, heritage and cultural assets, investment properties and intangibles (refer Note 5D). Non-financial assets also includes inventories for sale, use or distribution (refer Note 5E) and other non-financial assets (refer Note 5F).
Note 5A: Advances paid and receivables
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$m $m $m $m

ADVANCES PAID

Loans to State and Territory governments 3,897 3,839 3,897 3,839

Student loans 36,702 37,219 36,702 37,219

Other 6,506 6,077 7,682 7,373

less Impairment allowance

(291) (237) (292) (237)

Total advances paid 46,814 46,898 47,989 48,194

OTHER RECEIVABLES

Taxes receivable

Taxes receivable 38,339 34,204 38,295 34,215

less Impairment allowance

(13,583) (11,764) (13,583) (11,764)

less Credit amendment allowance(a)

(2,537) (2,765) (2,537) (2,765)

Net taxes receivable 22,219 19,675 22,175 19,686

Personal benefits recoverable

Recoveries of benefit payments(b) 5,898 5,477 5,898 5,477

less Impairment allowance

(1,179) (1,034) (1,179) (1,034)

Net personal benefits recoverable 4,719 4,443 4,719 4,443

Goods and services and other

Goods and services receivable 1,335 1,045 2,246 1,932

Other receivables 5,045 7,088 3,991 4,243

less Impairment allowance

(935) (840) (960) (858)

Net goods and services and other 5,445 7,293 5,277 5,317

Total other receivables 32,383 31,411 32,171 29,446

ACCRUED REVENUE

Accrued taxation revenue

13,675 13,699

13,675 13,699

Other accrued revenue

641 245 859 399

Total accrued revenue 14,316 13,944 14,534 14,098

Other receivables and accrued revenue 46,699 45,355 46,705 43,544

Total advances paid and receivables 93,513 92,253 94,694 91,738

By maturity:

Current

51,481 41,394 51,259

39,333

Non-current

42,032 50,859

43,435 52,405

 Total by maturity 93,513 92,253 94,694 91,738

By category of financial asset(c):

Amortised Cost:

Loans and receivable 13,736 14,373 13,195 11,454

Held to maturity - - - 414

Fair value:

At fair value through profit and loss 37,268 38,076 39,034 40,055

Available for sale 1,896 1,987 1,896 1,987

Statutory receivable 40,613 37,817 40,569 37,828

 Total by category of financial asset 93,513 92,253 94,694 91,738

General Government Australian Government


(a) The 2015-16 comparative has decreased by $181 million due to a change in the percentage used to calculate the taxes receivable credit amendments allowance.
(b) The 2015-16 comparative has been increased by $131 million for understated PBS drug recoveries revenue.
(c) There were no material reclassifications between categories of financial assets
Objective
Concessional and commercial loans are provided in pursuit of policy objectives, the largest of which are for student loans provided under the Higher Education Loan Program (HELP). Other receivables include statutory amounts due under tax and social security legislation and contractual receivables for the provision of goods and services.
Recognition and measurement of advances paid and receivables
Advances are recognised initially at fair value plus transaction costs and subsequently measured at amortised cost using the effective interest rate method (less impairment), unless these loans have been designated as ‘held at fair value through profit or loss’. Interest is recognised on loans evenly in proportion to the amount outstanding over the period to repayment. Loans designated as ‘held at fair value through profit or loss’ include the HELP and certain concessional loans. Certain advances subsequently measured at amortised cost are initially measured at fair value using a valuation method as a quoted price was not observable.
Trade debtors, bills of exchange, promissory notes and other receivables are initially recorded at the fair value of the amounts to be received and are subsequently measured at amortised cost using the effective interest rate method, less any impairment loss. Other accrued revenue is recognised when a service has been provided but has not been invoiced. Accrued revenue is recognised at the nominal amounts due. Taxation related accounting policies are disclosed in Note 2A. 
Accounting judgement and estimate - Impairment allowance
Collectability of debts is reviewed at balance date. An allowance is made when collection of the debt is judged to be less, rather than more, likely. Bad debts and waivers are written off immediately. The following table reconciles the movement in the provision for doubtful debts, excluding those associated with statutory receivables. 
Reconciliation of the impairment allowance(a)

[image: image7.emf]Goods and Goods and

Advances services Advances services

and loans and other and loans and other

$m $m $m $m

Opening balance at 1 July 2015 (235) (739) (236) (754)

less Amounts written off (17) (67) (17) (66)

less Amounts recovered and reversed - (23) - (23)

plus Increase/decrease recognised in net surplus (1) (191) (1) (192)

plus Other movement (18) - (17) (1)

Closing balance at 30 June 2016 (237) (840) (237) (858)

less Amounts written off (23) (99) (23) (99)

less Amounts recovered and reversed - (6) - (6)

plus Increase/decrease recognised in net surplus (76) (202) (76) (208)

plus Other movement (1) 2 (2) 1

Closing balance at 30 June 2017 (291) (935) (292) (960)

General Government Australian Government

(a) Excludes statutory receivables such as taxes receivable and personal benefits recoverable.
Accounting judgement and estimate — Credit risk

Credit risk in relation to financial assets, is the risk that a third party will not meet its obligations in accordance with agreed terms. Generally, the Australian Government’s maximum exposure to credit risk in relation to each class of advances paid and receivables is the carrying amount of those assets as indicated in the consolidated balance sheet and the majority of Australian Government entities do not have significant exposures to concentrations of credit risk. The following table provides information as to the credit quality of advances paid and receivables (excluding statutory receivables) that are not past due nor individually determined as impaired at the reporting date. 
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Advances services Advances services

and loans and other and loans and other

$m $m $m $m

As at 30 June 2017

Not past due nor impaired 46,729 4,976 47,903 4,718

Past due or impaired 85 1,404 86 1,519

Total 46,814 6,380 47,989 6,237

As at 30 June 2016

Not past due nor impaired 46,755 6,423 48,051 4,420

Past due or impaired 143 1,710 143 1,755

Total 46,898 8,133 48,194 6,175

General Government Australian Government


The following table provides the ageing of financial receivables that are past due at the end of the reporting date but which were not considered impaired.
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Advances services Advances services

and loans and other and loans and other

$m $m $m $m

As at 30 June 2017

0 to 30 days 42 160 42 196

30 to 60 days 19 41 19 68

60 to 90 days 9 26 9 33

Over 90 days 15 242 16 262

Total 85 469 86 559

As at 30 June 2016

0 to 30 days 61 129 61 150

30 to 60 days 21 53 21 73

60 to 90 days 9 39 9 39

Over 90 days 52 649 52 635

Total 143 870 143 897

General Government Australian Government


Loans and receivables designated at fair value through profit and loss predominantly comprise student loans, including those under the HELP.
The recoverability of these loans is factored into the annual fair value actuarial assessment. The actuarial assessment takes into account future income projections, the pattern and timing of repayments and debt not expected to be recovered (DNER). The gross nominal value of HELP loans was $55,425 million at 30 June 2017 (2016: $50,432) and no collateral is held. The following table shows the changes in the fair value of HELP loans due to credit risk:
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$m $m

Fair value changes due to credit risk:

During the period 1,905 2,049

Prior period 15,423 11,244

Cumulative change 17,328 13,293


Based on actuarial assumptions, a one per cent increase/decrease in the DNER percentage would reduce/increase the fair value of new loans by $75 million and existing loans by $520 million.
Collateral

The majority of Australian Government entities do not hold collateral to manage credit risk. Cash invested by the Reserve Bank of Australia (RBA) under repurchase agreements is secured by collateral. The RBA also exchanges collateral with counterparties under credit support annexes (CSAs) to manage credit risk on foreign exchange swaps.  No collateral was provided at 30 June 2017 (2016: $2,329 million).  In relation to Indigenous Business Australia’s gross credit risk, collateral valued at $1,485 million is held against home and business loans (2016: $1,491 million). Collateral held may include first ranking mortgages over assets financed by the 
Export Finance and Insurance Corporation (EFIC), standby documentary credits, third‑party guarantees and recourse to companies and company directors. No collateral has currently been called and held at year end.

Accounting judgement and estimate — Fair value

The following tables provide an analysis of advances paid and receivables that are measured at fair value against the AASB 13 fair value hierarchy:
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$m $m $m $m

Advances paid and receivables at fair value

Level 2 1,069 1,122 1,607 1,766

Level 3 38,095 38,941 39,323 40,276

 Total fair value 39,164 40,063 40,930 42,042

General Government Australian Government


Advances paid and receivables categorised as Level 2 and Level 3 have been valued using a discounted cash flow approach. The primary inputs include principal due and the discount rate. Level 3 receivables are differentiated from Level 2 in that the majority (by value) are calculated each year by actuarial assessment. The two main valuation inputs are DNER and the fair value of the remaining receivable, calculated as the present value of projected future cash flows. These balances are sensitive to changes in the underlying assumptions, including the discount rate. For example, the Government’s largest receivable, HELP loans, are sensitive to changes in the future Consumer Price Index (CPI) growth, the discount rate (yield curve) and DNER (as illustrated above). The following table reconciles the movement in the balance of advances paid and receivables classified as Level 3.
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$m $m $m $m

Level 3 advances paid and receivables

Opening balance at 1 July 38,941 32,434 40,276 33,606

Purchases/Payments 6,996 8,296 7,248 8,827

Sales/Repayments (2,447) (2,166) (2,759) (2,562)

Gains/(Losses) recognised in net surplus (5,395) 370 (5,442) 398

Gains/(Losses) recognised in equity - 7 - 7

Transfers in/(out) of level 3 - - - -

 Total fair value 38,095 38,941 39,323 40,276

General Government Australian Government


Note 5B: Investments, loans and placements

[image: image13.emf]2017 2016 2017 2016

$m $m $m $m

Gold - - 4,146 4,566

Deposits 61,043 33,039 25,751 13,499

Government securities(a) - 1 157,477 143,116

Residential mortgage backed securities(b) 1,927 2,808 1,927 2,808

International Monetary Fund quota 11,883 12,354 17,005 17,258

Defined benefit superannuation plan assets - - 496 34

Collective investment vehicles 57,049 50,017 57,049 50,017

Other interest bearing securities 47,213 39,283 41,214 39,283

Other 14,137 12,492 15,813 16,206

Total investments, loans and placements 193,252 149,994 320,878 286,787

By category of financial asset:

Amortised Cost:

Loans and receivable 6,973 8,306 122,114 111,506

Held to maturity 3,355 3,647 3,574 3,725

Fair value:

At fair value through profit and loss 170,428 125,052 177,611 151,598

Available for sale 12,496 12,989 13,301 15,759

Other(c) - - 4,278 4,199

 Total by category of financial asset 193,252 149,994 320,878 286,787

General Government Australian Government

(a) Comprise government securities (non-Australian Government) held by the RBA for monetary policy   

      objectives. Government securities held for investment purposes are included in other interest bearing 
      securities.
(d) Investments in residential mortgage backed securities (RMBS) were acquired to support competition in the residential mortgage market. RMBS held for investment purposes are classified elsewhere.
(e) Gold holdings and superannuation plan assets are included in financial assets in the balance sheet but are not financial instruments for the purposes of AASB 7.
Objective
The GGS holds deposits for liquidity management, RMBS for policy purposes and the IMF quota to meet its subscription obligations to the IMF. Investments in collective investment vehicles (CIVs) and other interest bearing liabilities are held by the Australian Government Investment Funds as detailed in Note 9B. The RBA holds gold and government securities in conducting monetary policy.

Recognition and measurement of investments, loans and placements

Gold holdings (including gold on loan to other institutions) are valued at market value at balance date. The Australian Government measures gold at the bid price.

Depending on the type of instrument, deposits are recognised at either nominal or market value. Interest is credited to revenue as it accrues. Deposits have varying terms and rates of interest.

Investments in domestic and foreign government securities, except those contracted for sale under repurchase agreements, are classified by the RBA as ‘at fair value through profit or loss’. Securities purchased and contracted for sale under repurchase agreements are classified as ‘loans and receivables’ and valued at amortised cost. The difference between the purchase and sale price is accrued over the term of the agreement and recognised as interest revenue.

The IMF quota represents Australia’s membership subscription to the IMF. The investment is denominated in special drawing rights (SDR) and is valued at the Australian dollar equivalent. SDR is an international type of monetary reserve made up of a basket of national currencies created by the IMF. The fair value in the investment in the IMF quota is classified as ‘available for sale’ but is measured at cost as fair value cannot be reliably measured due to its unique nature.  
The Future Fund employs CIVs as part of its investment strategy. Investments in CIVs are recorded at fair value on the date which consideration is provided to the contractual counterparty under the terms of the relevant subscription agreement. 
Other interest bearing securities are primarily held by the Investment Funds (refer Note 9B) and include negotiable certificates of deposit, mortgage and asset backed securities, bank bills and corporate debt securities. 
Accounting judgement and estimate — Fair value

The following tables provide an analysis of investments, loans and placements that are measured at fair value.
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$m $m $m $m

Investments, loans and placements at fair 

value

Level 1 1,258 1,759 72,342 59,098

Level 2 110,431 72,105 51,004 48,105

Level 3 71,235 64,177 71,348 64,319

 Total fair value 182,924 138,041 194,694 171,522

General Government Australian Government


Investments, loans and placements categorised as Level 2 have been valued using a market approach based on observable market transactions. Those categorised as Level 3 use the following techniques: 

[image: image15.emf]Valuation technique(s) Inputs used

IMF Quota Cost approach Foreign exchange rates

Collective investment vehicles Discounted cash flow Discount rate

Market approach Adjusted market transactions

Other interest bearing securitiesDiscounted cash flow Discount rate

Other Net assets of entities Net assets of entities


Investments, loans and placements categorised as Level 3 that are valued using the net assets technique have been based on either the latest available audited accounts of those entities or internal management accounts because this is the most relevant available information at the end of the period. Due to the diverse nature of the collective investment vehicles, it is not possible to provide a range of inputs and associated sensitivity analysis for those investments of the 
Future Fund Management Agency (FFMA). For the IMF quota investment, the value of shares are held in foreign currency and converted to an Australian dollar equivalent for inclusion in the financial statements. 

The following table reconciles the movement in the balance of investments, loans and placements classified as Level 3.
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$m $m $m $m

Level 3 investments, loans and placements

Opening balance at 1 July 64,177 51,906 64,319 52,146

Purchases/Payments 19,974 25,205 19,987 25,286

Sales/Repayments (13,857) (14,984) (14,003) (15,117)

Gains/(Losses) recognised in net surplus 941 2,054 937 2,054

Gains/(Losses) recognised in equity - 7 97 (39)

Transfers in/(out) of level 3 - (11) 11 (11)

 Total fair value 71,235 64,177 71,348 64,319

General Government Australian Government


Accounting judgement and estimate — Credit risk
Generally, Australian Government entities’ credit risk exposures on investments are limited to highly rated counterparties and their credit risks are very low. Australian Government entities that do have material concentrations of credit risk include:

· the Future Fund’s exposure to debt securities issued by domestic banks. The Future Fund Board sets limits on the credit rating of debt instruments to ensure compliance with the Government’s investment mandate;
· EFIC’s exposure on financing and credit facilities extended to clients, including commercial account exposures of $1,940 million at 30 June 2017 
(2016: $2,079 million) and national interest account exposures of $716 million 
(2016: $822 million). The EFIC Board also sets limits on the credit rating of counter-parties, which include government entities, authorised deposit-taking institutions and other entities;  
· the Australian Office of Financial Management’s (AOFM) financial investments including loans to state and territory governments, deposits, securities and RMBS; and
· the RBA’s  exposure to the issuers of held securities, banks with which the RBA deposits funds and counterparties that are yet to settle transactions.

The Australian Government is also exposed to credit risk on foreign exchange swaps and interest rate derivatives.  The net derivative exposure is detailed in Note 9B.
Note 5C: Equity investments

[image: image17.emf]2017 2016 2017 2016

$m $m $m $m

Investments - Shares 40,307 39,718 40,724 40,133

Investment in public corporations 46,672 44,735 - -

Equity accounted investments 3,011 2,777 3,414 2,779

Total equity investments 89,990 87,230 44,138 42,912

By category of financial asset:

Fair value:

At fair value through profit and loss 38,603 38,434 38,603 38,434

Available for sale 51,376 48,505 5,120 4,185

Other 11 291 415 293

 Total by category of financial asset 89,990 87,230 44,138 42,912

General Government Australian Government


Objective
Shares are held by the Investment Funds as detailed in Note 9B. The Australian Government also holds share equity in international financial institutions and multilateral aid organisations to meet its international policy obligations. The investment in public corporations represents the Government’s ownership interest in PFCs such as the RBA, and PNFCs such as Australia Post and the NBN Co Limited (NBN Co).

Recognition and measurement of equity investments

At the whole of government level, equity investments primarily consist of the Future Fund’s holdings of listed equities and listed managed investment schemes. These investments are designated as ‘financial assets through profit or loss’ on acquisition.  At the GGS level, equity investments also include the Australian Government’s ownership interest in public corporations in the PNFC and PFC sectors. The investments are eliminated at whole of government level. Where the public corporation is a government business enterprise whose principal function is to engage in commercial activities in the private sector, the investment is measured at fair value, applying a discounted cash flow technique. Investments in other public corporations are measured as the Australian Government’s proportional interest in the net assets of the public corporation as at the end of the reporting period.
Accounting judgement and estimate — Fair value
In the fair value hierarchy, equity investments were valued as follows:
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$m $m $m $m

Equity investments at fair value

Level 1 38,775 38,299 38,775 38,298

Level 2 323 29 323 30

Level 3 50,881 48,611 4,625 4,291

 Total fair value 89,979 86,939 43,723 42,619

General Government Australian Government


Equity investments categorised as Level 2 have been valued using a market approach based on observable market transactions. Those categorised as Level 3 use the following techniques: 

[image: image19.emf]Valuation technique(s) Inputs used

Shares Values of shares held Foreign exchange rates

Net assets of entities Net assets of entities

Investment in public 

corporations Net assets of entities Net assets of entities

Discounted cash flow Weighted average cost of 

capital

Equity accounted investments Net assets of entities Net assets of entities


GGS investments in public corporations are valued using a discounted net cash flow where the corporation generates significant non-government cash inflows and those cash flows can be reliably predicted. Cash flow projections for a forecast period and terminal year are based on management corporate plans and have been discounted using a WACC. A decrease of 0.3 per cent in the discount rate used in the WACC calculations would result in an approximate $0.2 billion increase in the value of the assets. An increase of 0.3 per cent in the discount rate would result in a decrease of 
$0.4 billion in the value of assets.

For shares in international financial institutions held by the Australian Government, the value is held in foreign currency and converted to an Australian dollar equivalent for inclusion in the financial statements. This information is an observable input. 

The following table reconciles the movement in the balance of equity investments classified as Level 3.
[image: image20.emf]2017 2016 2017 2016

$m $m $m $m

Level 3 equity investments

Opening balance at 1 July

48,611 44,261 4,291 4,059

Purchases/Payments

7,216 7,586 (233) 310

Sales/Repayments

(43) (98) (43) (98)

Gains/(Losses) recognised in net surplus

(48) (6) (48) (6)

Gains/(Losses) recognised in equity

(4,892) (3,157) 621 1

Transfers in/(out) of level 3

37 25 37 25

 Total fair value 50,881 48,611 4,625 4,291

General Government Australian Government
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