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Note 6: Liabilities

Liabilities are obligations to another entity to provide economic value as a result of past transactions and activities undertaken by Australian Government entities. The value and composition of Australian Government liabilities are as follows:

	Amount
	2016-17 Composition
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Interest bearing liabilities

Interest bearing liabilities are classified in accordance with the ABS GFS Manual as follows:

· Deposits held (refer Note 6A) are predominantly the liability for cash and deposits held with the RBA.
· Government securities (refer Note 6B) are issued by the Australian Government in the form of Treasury Bonds, Treasury Indexed Bonds and Treasury Notes.
· Loans (refer Note 6C) comprise promissory notes issued to the IMF and other multi-lateral organisations to meet Australia’s international financial obligations, bonds issued by public corporations, and other loans.
· Other borrowings (refer Note 6D) cover obligations under finance lease arrangements.
· Other interest bearing liabilities (refer Note 6E) include Australia’s liability to the IMF as denominated in SDR, repurchase agreements entered into by the RBA, and other debt not elsewhere classified.

The Australian Government also discloses interest bearing liabilities and other financial liabilities by category of financial instrument. Financial liabilities are allocated into the following categories:

	Financial liabilities at fair value through profit or loss
	Other liabilities

	Financial liabilities 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 liabilities measured at amortised cost


Financial liabilities are derecognised when the obligation under the contract is discharged, cancelled or expired.

Provisions and payables

Provisions and payables reported in the balance sheet are summarised into the following notes:

· Employee benefits (refer Note 6F) capture amounts owing to current and former employees, the largest of which is the Australian Government obligation for the unfunded proportion of the public sector and military superannuation schemes.
· Other payables (refer Note 6G) include year-end obligations for goods and services, grants and unearned income.
· Other provisions (refer Note 6H) include a liability for currency notes issued by the RBA, and provisions for benefits and claims, grants, subsidies and tax refunds.

Note 6A: Deposit liabilities
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$m $m $m $m

Exchange settlement funds - - 28,215 24,745

Drawing accounts held with the Reserve Bank

of Australia - - 540 321

State governments - - 232 121

Monies held in trust 213 211 213 211

Foreign governments - - 5,127 4,810

Other 5 6 434 532

Total deposit liabilities 218 217 34,761 30,740

General Government Australian Government


Objective

Exchange settlement accounts are provided by the RBA for financial institutions to settle financial obligations arising from the clearing of payments, while state and foreign governments may also hold deposits at the RBA. Deposits held by Commonwealth entities are not reported as these are internal to Government and eliminated on consolidation.
Recognition and measurement of deposits held

Deposits include deposits at call and term deposits and are classified as financial liabilities. Deposit balances are shown at their amortised cost, which is equivalent to their face value. Interest is accrued over the term of deposits and is paid periodically or at maturity.

Liquidity risk on deposits held
Liquidity risk is the risk that the Australian Government will not be able to meet its obligations as they fall due. The outflows disclosed in the following table represent the contractual undiscounted cash flows relating to deposits held at the reporting date: 
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$m $m $m $m

Exposure to liquidity risk on deposits held

On demand 211 212 32,560 29,363

1 year or less 7 6 2,201 1,377

 Total 218 218 34,761 30,740

General Government Australian Government


Note 6B: Government securities
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$m $m $m $m

Treasury bonds 487,486 434,333 487,232 434,333

Treasury notes 3,489 4,986 3,489 4,986

Treasury indexed bonds 44,718 41,417 44,718 41,417

Other(a) 11,561 2,625 6 21

Total government securities 547,254 483,361 535,445 480,757

General Government Australian Government


(a) Includes securities held by Australian Government PFCs.
Objective

Australian Government securities (AGS) are issued through the AOFM to meet the Australian Government’s financing needs.

Recognition and measurement of government securities

AGS are measured at fair value and categorised at fair value through profit or loss. AGS are categorised ‘Level 1’ in the fair value hierarchy.  Where a security is issued at a premium or discount, the premium or discount is recognised at that time and included in the book value of the liability.

Liquidity risk on government securities

The outflows disclosed in the following table represent the contractual undiscounted cash flows relating to government securities issued at the reporting date: 
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$m $m $m $m

Exposure to liquidity risk on government 

securities

1 year or less 53,355 33,840 52,204 33,840

1 to 5 years 234,524 233,046 229,464 230,981

More than 5 years 352,672 276,948 345,063 276,344

 Total

640,551

543,834

626,731

541,165

General Government Australian Government


Note 6C: Loans
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$m $m $m $m

Bills of exchange and promissory notes 9,627 9,651 10,665 10,618

Bonds (non-Treasury) - - 2,479 2,732

Loans 552 700 956 1,311

Total loans 10,179 10,351 14,100 14,661

By maturity:

Current 153 111 988 1,278

Non-current 10,026 10,240 13,112 13,383

Total by maturity 10,179 10,351 14,100 14,661

By category and valuation of financial liability:

Amortised Cost

10,179 10,351 11,786 12,170

Fair value:

Level 2 - - 2,208 2,357

Level 3 - - 106 134

 Total by category and valuation 10,179 10,351 14,100 14,661

General Government Australian Government


Objective

General Government promissory notes are issued to the IMF and international financial institutions and relate to the undrawn paid in capital subscriptions to these international organisations. Outside the GGS, EFIC borrows to fund lending activities.
Recognition and measurement of loans

Loans are initially recognised at fair value plus any transaction costs that are directly attributable to the issue, and are subsequently measured at either amortised cost or at fair value through profit or loss. Any differences between the final amounts paid to discharge the loan and the initial loan proceeds (including transaction costs) are recognised in the operating statement over the borrowing period using the effective interest method.

Accounting judgements and estimates – Fair value

Loans designated fair value through profit or loss and categorised as Level 2 and Level 3 are limited to EFIC borrowings. The fair value designation reduces the accounting mismatch that would otherwise arise with derivatives that have been entered by EFIC to hedge transactions. The fair value of these loans have been determined using market interest rates and valuation techniques which incorporate discounted cash flows.

Liquidity risk on loans

The outflows disclosed in the following table represent the contractual undiscounted cash flows relating to loans issued at the reporting date: 
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$m $m $m $m

Exposure to liquidity risk on loans

1 year or less 177 223 1,467 1,912

1 to 5 years 283 602 2,370 3,014

More than 5 years 9,720 10,076 10,708 11,221

 Total 10,180 10,900 14,545 16,147

General Government Australian Government


Note 6D: Other borrowings 
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$m $m $m $m

Finance lease liabilities as at the reporting date

are reconciled to the lease liability as follows:

Not later than one year 162 154 812 641

Later than one year and not later than five years 743 713 2,929 2,254

Later than five years 2,142 2,272 15,606 12,161

Minimum lease payments 3,047 3,139 19,347 15,056

less Future finance charges 1,429 1,532 11,832 9,027

Total finance lease liabilities 1,618 1,607

7,515

6,029

Finance lease liabilities maturity schedule:

Current 61 52 195 184

Non-current 1,557 1,555 7,320 5,845

Total finance lease liabilities by maturity 1,618 1,607 7,515 6,029

General Government Australian Government


Objective

The NBN Co holds right of use licences to access Telstra’s network infrastructure.  Australian Government entities also enter into finance leases primarily for property and technology.
Recognition and measurement of other borrowings (finance leases)
Finance leases effectively transfer from the lessor to the lessee substantially all the risks and rewards incidental to ownership of leased assets. Where an asset is acquired by means of a finance lease, the asset is capitalised at either the fair value of the leased asset or, if lower, the present value of minimum lease payments at the inception of the lease contract. A corresponding liability is recognised at the same time in other borrowings. Lease payments are allocated between the principal component and the interest expense. The discount rate used is the interest rate implicit in the lease.
Note 6E: Other interest bearing liabilities
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$m $m $m $m

Swap principal payable 771 653 2,184 2,896

Amounts outstanding under repurchase agreements - - 1,580 4,526

Special reserve - IMF special drawing rights 5,574 5,795 5,574 5,795

Finance lease incentives 11 11 11 11

Other 3 14 1,536 1,823

Total other interest bearing liabilities 6,359 6,473 10,885 15,051

By category and valuation of financial liability:

Amortised cost

5,588 5,812 9,809 12,148

Fair value:

Level 1 20 - 20 200

Level 2 751 661 1,056 2,703

 Total by category and valuation 6,359 6,473 10,885 15,051

General Government Australian Government


Objective

The IMF SDR liability reflects the Government’s obligation to repay to the IMF the cumulative allocations of SDRs provided to Australia since joining the IMF. The RBA enters into repurchase agreements in carrying out its operations to manage domestic liquidity and foreign reserves.  Refer Note 9B for a discussion of swap agreements.
Recognition and measurement of other interest bearing liabilities

The IMF SDR allocation liability reflects the current value in Australian dollars of the Australian Government’s liability to repay Australia’s cumulative allocations of SDRs. Interest is payable to the IMF in relation to the amount by which Australia’s SDR holdings are below Australia’s net cumulative allocations. 
In the course of financial market operations, the RBA engages in repurchase agreements involving foreign and Australian dollar marketable securities. Securities sold but contracted for purchase under repurchase agreements are reported within the relevant investment category and are valued at market prices. The counterparty obligation to repurchase is reported as an interest bearing liability and is measured at amortised cost. The difference between the sale and purchase price is recognised as interest expense over the term of the agreement.

Accounting judgements and estimates – Fair value

The fair value of other interest bearing liabilities categorised as Level 2 have been determined using market interest rates and valuation techniques which incorporate discounted cash flows.
Liquidity risk on other interest bearing liabilities

The outflows disclosed in the following table represent the contractual undiscounted cash flows relating to other interest bearing liabilities at the reporting date: 
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$m $m $m $m

Exposure to liquidity risk on other debt 

On demand 16 2 18 2

1 year or less 761 656 5,783 10,811

1 to 5 years - - 1,987 -

More than 5 years 5,582 5,815 6,207 6,404

 Total 6,359 6,473 13,995 17,217

General Government Australian Government


Note 6F: Employee benefits
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$m $m $m $m

Total superannuation liability 279,459 314,228 279,799 314,958

Other employee liabilities

Leave and other entitlements 7,603 7,754 10,128 10,388

Accrued salaries and wages 250 192 401 264

Workers compensation claims 2,794 3,164 2,975 3,324

Separations and redundancies 112 126 328 446

Military compensation 7,099 6,737 7,099 6,737

Other 276 329 372 399

Total other employee liabilities 18,134 18,302 21,303 21,558

Total employee and superannuation liabilities 297,593 332,530 301,102 336,516

General Government Australian Government


Objective

The management of the Australian Government’s accumulated superannuation liability is discussed in Note 9C. Other employee liabilities include provisions for the accumulated leave entitlements of Australian Government employees, claims for workers compensation (managed through Comcare) and military compensation (managed through the Department of Veterans’ Affairs (DVA)).
Recognition and measurement of employee benefits
The superannuation liability represents the present value of the Australian Government’s unfunded liability to employees for past services as estimated by the actuaries of the respective superannuation plans.  
Liabilities for ‘short‑term employee benefits’ (as defined in AASB 119 Employee Benefits (AASB 119)) and termination benefits due within 12 months of balance date are measured at their nominal amounts. The nominal amount is calculated with regard to the rates expected to be paid on settlement of the liability. The liability for leave and other entitlements includes provision for annual leave and long service leave. 

Liabilities for services rendered by employees are recognised at the reporting date to the extent that they have not been settled. All other employee benefits liabilities are measured at the present value of the estimated future cash outflows to be made in respect of services provided by employees up to the reporting date.

Accounting judgements and estimates — employee benefits

The liability for long service leave is calculated using expected future increases in wages and salary rates including related on‑costs and is discounted using applicable government bond rates. In determining the present value of the liability, attrition rates, pay increases through promotion and inflation are taken into account. The liability for long service leave has been determined by reference to the work of actuaries.

The provision for workers compensation claims represents an estimate of the present value of future payments in respect of claims for events occurring before 30 June 2017 with a 75 per cent probability of sufficiency. The expected future payments are discounted to present value using a risk free rate. The expected future payments include claims reported but not yet paid, claims incurred but not yet reported, and anticipated claims handling costs. The 2016-17 Annual Report for Comcare includes greater detail on this provision.
The military compensation provision represents an estimate of the present value of future payments in respect of claims under the Military Rehabilitation and Compensation Act 2004 and the Safety, Rehabilitation and Compensation Act 1988 arising from service rendered before 30 June 2017. The provision is calculated by discounting future payments using a yield curve derived from the yields on Commonwealth bonds of various durations as at 30 June 2017.

The military compensation provision is subject to inherent sources of uncertainty arising from a range of factors, including that claims may not be received until many years after the event and subsequent payments for income support, health and rehabilitation services can extend over a long period of time. The 2016-17 DVA Annual Report details the assumptions and areas of uncertainty underpinning the actuarial estimation of the military provision. 
Note 6G: Other payables
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$m $m $m $m

Payables

Supplier payables

Trade creditors and accrued expenses 4,702 4,527 7,171 7,196

Operating lease rental payable 442 430 442 430

Other creditors 1,135 1,293 2,738 1,500

Total supplier payables 6,279 6,250 10,351 9,126

Total personal benefits payable 3,086 3,820 3,086 3,820

Total subsidies payable 549 539 549 539

Grants payable

State and territory governments 792 198 792 198

Private sector 532 566 532 566

Overseas 2,198 1,455 2,198 1,455

Other 400 440 402 440

Total grants payable 3,922 2,659 3,924 2,659

Other payables

Unearned income  2,395 866 2,773 1,230

Other 1,187 1,060 1,276 1,148

Total other payables 3,582 1,926 4,049 2,378

Total payables 17,418 15,194 21,959 18,522

By category and valuation of financial liability:

Amortised cost - Statutory liability 3,732 4,452 3,732 4,452

Amortised cost  9,327 8,599 13,480 11,553

Fair value:

Level 2 - 26 - 26

Level 3 1,964 1,251 1,974 1,261

Unearned income 2,395 866 2,773 1,230

 Total by category and valuation 17,418 15,194 21,959 18,522

General Government Australian Government


Objective

Supplier payables are mostly managed in accordance with the Commonwealth Procurement Rules (CPRs).  The CPRs are issued under section 105B(1) of the PGPA Act and apply to all non-corporate Commonwealth entities and prescribed corporate Commonwealth entities.  The CPRs set out rules and principles for achieving value for money in Commonwealth procurement. Settlement is usually within 30 days. Grant payables are governed by the CGRGs, with some exceptions such as state and territory grants. The CGRGs are issued under section 105C of the PGPA Act and establish the policy framework under which grants are to be provided. Personal benefit payables represent amounts for which recipients are currently entitled to payment at the reporting date.
Recognition and measurement of other payables

Trade and other payables, including accruals, are recorded when Australian Government entities are required to make future payments as a result of a purchase of assets or services. Payables are initially recognised at fair value and are subsequently measured at amortised cost.

Accounting judgements and estimates – Fair value

Payables classified at fair value through profit or loss include multilateral grants and contributions payable which are valued at level 3 applying a discounted cash flow method using a discounted rate range and a 10-year government bond rate. The following table reconciles the movement in the balance of Level 3 payables.
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$m $m $m $m

Level 3 payables

Opening balance at 1 July

1,251 1,483 1,261 1,493

Sales/Repayments

(402) (342) (402) (343)

Gains/(Losses) recognised in net surplus

1,115 110 1,115 111

 Total fair value 1,964 1,251 1,974 1,261

General Government Australian Government


Liquidity risk on other payables

The undiscounted cash flows relating to other contractual payables at the reporting date are provided below. 
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$m $m $m $m

Exposure to suppliers payables

On demand 204 102 90 198

1 year or less 5,942 6,069 9,987 8,814

1 to 5 years 107 78 248 113

More than 5 years 26 1 26 1

 Total 6,279 6,250 10,351 9,126

Exposure to contractual grants

On demand 62 11 62 11

1 year or less 2,212 1,963 2,214 1,905

1 to 5 years 1,117 742 1,117 742

More than 5 years 534 168 534 168

 Total 3,925 2,884 3,927 2,826

Exposure to other contractual payables

On demand 61 127 71 157

1 year or less 757 609 778 453

1 to 5 years 131 184 155 184

More than 5 years 7 16 46 15

 Total 956 936 1,050 809

Australian Government General Government


Note 6H: Other provisions
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$m $m $m $m

Australian currency on issue - - 73,623 70,209

Other provisions

Grant provisions 7,622 9,109 7,622 9,109

Provision for outstanding benefits 

and claims 16,174 16,113 16,174 16,113

Provision for tax refunds(a) 2,815 2,833 2,815 2,833

Provision for restoration, 

decommissioning and makegood 2,372 2,546 2,598 2,651

Subsidy provisions 4,175 4,053 4,175 4,053

Other 871 568 1,121 845

Total other provisions 34,029 35,222 34,505 35,604

Total provisions 34,029 35,222 108,128 105,813

General Government Australian Government


(b) The 2015-16 comparative has decreased by $139 million due to a change in the percentage used to calculate the provision for tax refunds.

Objective

The RBA’s objective in issuing Australian note currency is to maintain public confidence in the supply, security and quality of Australian banknotes.  The provisions for outstanding benefits and claims, taxation refunds and for subsidies are for amounts to which recipients are entitled under legislation, but which are not yet payable. This includes tax, social security and health legislation. Grant provisions are typically incurred in pursuit of Government policy objectives, and include the provision for unfunded university superannuation and provisions for recovery from identified disasters. The provision for restoration, decommissioning and make good arises where the Government has a legal or constructive obligation to remediate a site, including Defence sites and sites on Antarctica and sub-Antarctic Macquarie Island.
Recognition and measurement of other provisions

Australian currency issued represents a liability of the RBA in favour of the holder. Currency issued for circulation, including demonetised currency, is measured at face value. When the RBA issues currency notes to the commercial banks it receives, in exchange, funds equal to the full face value of the notes issued.

Non‑employee provisions are recognised at the best estimate of the expenditure required to settle the present obligation at the reporting date. If the effect is material, provisions are determined by discounting the expected future cash flows (adjusted for expected future risks) required to settle the obligation at a rate that reflects current market assessments of the time value of money and the risks specific to the liability.
The calculation of provisions is subject to the volatility of economic assumptions used, in particular, the discount rate and the effects of inflation as well as the impact of variations in payment patterns. In calculating the estimated cost of future payments for each provision, actuarial advice is generally obtained. Given the uniqueness of a number of the Australian Government provisions and the use of actuarial assumptions, there can be an element of uncertainty in the estimate.

Reconciliation of movement in provisions
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Balance of provisions at 1 July

Provisions made during the year 16,061 19,649

Provisions used during the year (16,041) (16,105)

Provisions remeasured, reversed or 

unwound during the year (1,213) (1,229)

Balance of provisions at 30 June 34,029 108,128



105,813

General Government Australian Government

35,222

2017 2017


Note 7: Net revaluation increases/(decreases)
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$m $m $m $m

Financial assets

  Equity investments (5,324) (2,970) (106) 640

Non-financial assets

  Land 748 847 876 921

  Buildings (131) 208 54 139

  Specialist military equipment 431 1,157 431 1,157

  Other infrastructure, plant and equipment 232 227 136 305

  Heritage and cultural assets 193 474 193 474

  Provision for restoration, decommissioning and 

      makegood 15 (47) 15 (47)

Total non-financial assets 1,488 2,866 1,705 2,949

Total revaluation increases/(decreases) (3,836) (104) 1,599 3,589

General Government Australian Government


Note 8: Reconciliation of cash

Reconciliation of net operating balance to net cash flows from operating activities
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$m $m $m $m

Net operating balance (32,083) (34,396) (36,609) (39,246)

less  Revenues not providing cash 

  Other 921 4,551 1,023 4,551

Total revenues not providing cash 921 4,551 1,023 4,551

plus  Expenses not requiring cash

  Increase in employee entitlements 9,965 10,108 10,517 10,856

  Depreciation/amortisation expense 8,214 8,132 10,456 9,773

  Mutually agreed writedowns 1,203 1,193 1,203 1,193

  Other non-cash expenses 2,428 1,031 2,893 1,033

Total expenses not requiring cash 21,810 20,464 25,069 22,855

plus  Cash provided by working capital items  

  (Increase)/Decrease in receivables (8,676) (7,937) (10,664) (1,509)

  (Increase)/Decrease in inventories (460) (461) (465) (498)

  (Increase)/Decrease in other financial assets (376) (787) (1,111) (665)

  (Increase)/Decrease in other non-financial

assets 131 37 79 (22)

  Increase/(Decrease) in benefits, subsidies

  and grants payable (3,029) (454) (3,028) (588)

  Increase/(Decrease) in supplier payables 1,004 (72) 1,517 (1,479)

  Increase/(Decrease) in other 

     provisions and payables 1,948 1,844 2,167 (2,138)

Total cash provided/(used) by working

capital items (9,458) (7,830) (11,505) (6,899)

equals Net cash from/(used by) operating

activities (20,652) (26,313) (24,068) (27,841)

General Government Australian Government


Reconciliation of cash at the end of the reporting period as shown in the cash flow statement to the related items in the balance sheet
Cash at the end of the reporting period as shown in the Australian Government and GGS cash flow statement is equal to ‘cash and deposits’ as reported in the Australian Government and GGS balance sheet

Recognition, measurement and classification of cash and deposits

Cash includes: cash at bank and on hand, short term deposits at call and investments in short-term money market instruments that are used in the cash management function on a day‑to‑day basis, net of outstanding bank overdrafts. Cash and cash equivalents includes notes and coins held and any deposits in bank accounts with an original maturity of three months or less that are readily convertible to known amounts of cash and subject to insignificant risk of changes in value. Deposits at call, which are held for longer‑term investment purposes, are classified as investments. Cash is recognised at its nominal amount.
In the statement of cash flows, certain flows are reported on a net basis as this is considered to provide more reliable and comparable information to users. Cash flows reported on a net basis include taxation receipts (net of refunds), the pass-through of member superannuation payments and cash flows undertaken for liquidity or financing purposes.
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