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Note 11B: Financial instruments 

(a) 
Categories of financial instruments
The classification of financial assets depends on the purpose for which they were acquired. The Australian Government classifies its financial assets 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


Similarly, the classification of financial liabilities depends on the purpose of the liability. The Australian Government classifies its financial liabilities in the following categories:
· financial liabilities at fair value through profit or loss; and

· other liabilities.

Categories of financial instruments by value
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$m $m $m $m

Financial assets(a)

Loans and receivables 26,308 26,870 128,662 108,252

Financial assets at fair value through 

   profit or loss 201,563 188,771 234,272 221,501

Held to maturity 3,661 3,544 4,153 3,963

Available for sale 63,480 52,467 17,746 13,346

Carrying amount of financial assets 295,012 271,652 384,833 347,062

Financial liabilities

Financial liabilities at fair value through 

   profit or loss 485,277 412,401 487,417 409,350

Other financial liabilities 26,400 21,494 143,022 124,391

Carrying amount of financial liabilities 511,677 433,895 630,439 533,741

General  Australian

Government Government


(a) Statutory receivables, gold holdings and equity accounted investments are included in financial assets in the Balance Sheet but excluded from this note as they do not represent cash, an equity instrument of another entity, nor a contractual right to receive cash or another financial asset.  At 30 June 2016, statutory receivables were valued at $37,516 million (30 June 2015: $34,848 million), gold holdings were valued at $4,165 million (30 June 2015: $3,866 million) and equity accounted investments were valued at $291 million (30 June 2015: $306 million).  Gold holdings were previously categorised with gold loans under ‘loans and receivables’.
Available‑for‑sale financial assets and financial assets at fair value through profit or loss are subsequently carried at fair value. Loans and receivables and held‑to‑maturity investments are subsequently carried at amortised cost using the effective interest method less impairment. For ‘financial assets at fair value through profit or loss’, gains and losses arising from changes in the fair value are included as other economic flows in the operating statement in the period in which they arise.

Certain financial assets categorised as ‘loans and receivables’ and measured at amortised cost are initially measured at fair value using a valuation method as a quoted price was not observable. In addition, 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.

Impairment of financial assets

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’.


Derecognition of financial assets and liabilities

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

Fair value
The fair values of Australian Government and GGS financial assets and liabilities approximate their carrying amounts as reported in the CFS, with the exception of the subsequent measurement of concessional loans categorised as ‘loans and receivables’ under AASB 139 Financial Instruments: Recognition and Measurement. Subsequent to recognition, these loans are carried at amortised cost which may differ to an updated fair value.
Net income, expense and other economic flows from financial assets
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$m $m $m $m

Loans and receivables

Interest income 455 510 73 311

Net gain/(loss) on disposal - 1 6 8

Net foreign exchange gain/(loss) (17) (5) (20) (3)

Write-down and impairment (398) (249) (400) (262)

Interest expenses (7) (18) (7) (18)

Net gain/(loss) 33 239 (348) 36

Available for sale

Interest income 5 2 31 29

Dividend income 3,466 2,344 53 38

Net gain/(loss) on disposal - (1) - (1)

Net foreign exchange gain/(loss) 181 626 181 626

Fair value movements in equity (2,970) 3,951 641 383

Net gain/(loss) 682 6,922 906 1,075

Held for trading

Interest income - - 1,746 1,527

Net gain/(loss) - - 1,746 1,527

Fair value through profit and loss

Interest income 4,316 3,520 4,369 3,574

Net gain/(loss) on disposal 6,052 6,965 5,890 6,874

Dividend income 2,774 3,833 2,810 3,889

Net foreign exchange gain/(loss) 430 (2,317) 2,252 3,829

Write-down and impairment - (7) - (7)

Interest expenses (406) (517) (406) (517)

Other gains/(losses) (4,384) 11,955 (4,364) 7,964

Net gain/(loss) 8,782 23,432 10,551 25,606

Held to maturity

Interest income 122 135 122 158

Net foreign exchange gain/(loss) - 2 - 2

Net gain/(loss) 122 137 122 160

Government Government

General  Australian


Net income, expense and other economic flows from financial liabilities
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$m $m $m $m

Held at fair value through profit and loss

Interest expenses 18,068 16,534 17,681 16,397

Other gains/(losses) (17,913) (8,197) (17,915) (8,197)

Net gain/(loss) held at fair value

   through profit and loss 155 8,337 (234) 8,200

Other financial liabilities

Interest expenses 429 388 1,407 1,356

Net foreign exchange gain/(loss) (164) (641) (166) (647)

Net gain/(loss) other financial liabilities 265 (253) 1,241 709

General  Australian

Government Government


(b) 
Financial management objectives and market risk

Market risk represents the risk that the fair value or future cash flows of a financial instrument will fluctuate due to changes in market prices. Market risk comprises currency risk, interest rate risk and other price risks. The management of market risk by Australian Government entities is governed by the Public Governance, Performance and Accountability Act 2013 (PGPA Act) and, for some entities such as the RBA, specific legislation.

The three sectors of government: GGS, PNFC and PFC; hold financial instruments for different purposes and with different market risk exposures. Consequently, the following discussion of financial management objectives and market risk has been disaggregated by sector. Where material, the discussion includes a sensitivity analysis for each type of market risk exposure showing the effect on the net operating balance and net worth resulting from ‘reasonably possible’ changes in market risk at 30 June 2016.

Generally, in applying the sensitivity analysis as at 30 June 2016, a default rate of 10.5 per cent (2015: 10.9 per cent) has been applied for the sensitivity analysis of foreign exchange risk and 30 to 100 basis points for the sensitivity analysis of interest rate risk. However, for certain financial instruments, different sensitivity rates have been used based on the relevant entity’s assessment of changes in risk variables that were considered reasonably possible at the reporting date with regard to the nature of the underlying financial instrument. 

General government sector
GGS entities hold financial instruments as part of their operations or for public policy purposes.

Management of interest rate risk in the general government sector

Commonwealth entities subject to the PGPA Act are required to draw down administered and departmental monies on an ‘as‑needed’ basis. As a general principle, Commonwealth general government entities cannot invest public monies except as delegated under section 58 of the PGPA Act or authorised by legislation. Corporate Commonwealth entities subject to the PGPA Act are also restricted in how they can invest monies that are surplus to operational requirements. As a general principle, surplus money may only be placed on deposit with a bank or invested directly in securities issued or guaranteed by the Australian Government, a state or a territory, unless an exemption is approved by the Finance Minister. Financial assets held by the majority of GGS entities are non‑interest bearing, including trade receivables, or have fixed interest and do not fluctuate due to changes in the market interest rate.

The Treasurer has delegated investment powers to the Australian Office of Financial Management (AOFM). The AOFM’s functions give it primary responsibility for ensuring that the Australian Government has sufficient cash to meet its needs. As at 30 June 2016, AOFM had deposited $28.9 billion in term deposits with the RBA on behalf of the Australian Government (2015: $34.3 billion). As these investments are internal to the Australian Government reporting entity, they are not reported in the CFS, except at the general government level.

Investment funds

The Australian Government Investment Funds currently comprise:

· Future Fund;

· DisabilityCare Australia Fund (DCAF);

· Building Australia Fund (BAF); 

· Education Investment Fund (EIF); and

· Medical Research Future Fund (MRFF).

The Future Fund was established by the Future Fund Act 2006 to finance the Australian Government’s unfunded public sector superannuation liability. The Future Fund Board of Guardians is responsible for the investment decisions of the Fund under an Investment Mandate issued by the Australian Government. The Investment Mandate requires the Board to maximise returns above a benchmark rate whilst taking acceptable but not excessive risk. The benchmark rate has been set at the Consumer Price Index (CPI) plus 4.5 per cent to 5.5 per cent per annum over the long term. Section 58 of the PGPA Act does not apply to investments of the fund.

The Health and Hospitals Fund (HHF) was abolished with effect from 29 October 2015, replaced with the Medical Research Future Fund (MRFF). $1.01 billion was transferred to the MRFF with the remaining funds returned to Government. The MRFF will provide grants of financial assistance to support health and medical research innovation with the objective of improving the health and wellbeing of Australians.

The DCAF is an investment fund which reimburses Commonwealth and state and territory governments for the costs relating to the National Disability Insurance Scheme.

The Nation Building Funds (BAF and EIF) are designed to provide financing resources for critical areas of infrastructure. 

The MRFF, DCAF and Nation Building Funds are also managed by the Future Fund Management Agency and the Future Fund Board of Guardians and operate under the same governance arrangements.

As at 30 June 2016, the Funds’ exposures to interest rates, in respect of securities held, was:
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$m $m $m $m

Future Fund 7,544 8,810 22,918 17,517

Other Investment Funds 8,572 7,390 7,245 3,989

Floating interest rates Fixed interest rates


The following table details the impact on the net operating balance and net worth of a 30 basis point (2015: 40 basis point) change in the Funds’ interest rate bond yield with all other variables held constant.
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Change 

in risk 

variable

Operating 

balance

Net 

worth

Operating 

balance

Net worth

2016 2016 2015 2015

$m $m $m $m

Future Fund +30bp (575) (575) n/a n/a

-30bp 587 587 n/a n/a

+40bp n/a n/a (525) (525)

-40bp n/a n/a 544 544

Other Investment Funds +30bp 9 9 n/a n/a

-30bp (8) (8) n/a n/a

+40bp n/a n/a 21 21

-40bp n/a n/a (19) (19)

Effect on Effect on


Exchange traded interest rate futures are used by the Future Fund’s investment managers to manage the exposure to interest rates and to ensure it remains within approved limits. At 30 June 2016, the notional value of open futures contracts and swaps totalled $19,918 million (2015: $12,526 million).

The other administered funds had open positions in exchange traded interest rate futures contracts as at 30 June 2016. The notional value of investments in ‘sell international interest rate futures contracts’ was negative $1,762 million (2015: negative $1,054 million). 

Financial assets held for policy purposes

The GGS also holds certain financial assets and liabilities for public policy purposes. These include:
· Residential mortgage‑backed securities (RMBS) – RMBS support competition in the Australian residential mortgage market. They are administered by the AOFM and were initiated in September 2008. RMBS investments were subsequently extended in October 2008 and again in November 2009 (with a total program of up to $20 billion). In April 2013, the Government announced that due to improvements in market conditions, the AOFM would not make any new investments in RMBS. On behalf of the Australian Government, the AOFM acquired a total of $15,462 million of AAA (or equivalent) rated RMBS up to 30 June 2016. The amount held as at 30 June 2016 was $2,813 million (in principal terms). Interest earned on RMBS comprises a floating interest rate (set against the one‑month Bank Bill Swap (BBSW) reference rate) plus a fixed margin set at the time each investment is acquired. The following table shows the sensitivity to a change in the one‑month BBSW rate.
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Change 

in risk 

variable

Operating 

balance

Net 

worth

Operating 

balance

Net worth

2016 2016 2015 2015

$m $m $m $m

Residential mortgage backed  +30 bp 8 8 n/a n/a

securities -30 bp (8) (8) n/a n/a

Residential mortgage backed  +40 bp n/a n/a 17 17

securities -40 bp n/a n/a (17) (17)

Effect on Effect on


The prior year has been restated to reflect the change in approach for sensitivity analysis in accordance with AASB 7 Financial Instruments: Disclosures. 

· Concessional loans held for policy purposes — The Australian Government has entered into a number of concessional loan arrangements for policy purposes. These include student loans provided under the Higher Education Loan Program (2016: $36,808 million, 2015: $30,445 million) and loans to state and territory governments under previous Commonwealth‑State financing arrangements (2016: $1,957 million, 2015: $2,033 million). Student loans have been designated as ‘held at fair value through profit and loss’. Changes in market interest rates will impact on the fair value of these loans but will have no impact on the future cash flows or principal amounts at maturity. Loans to state and territory governments are borrowings for a fixed period with regular repayments, which comprise principal and interest components, and a fixed interest rate. Other concessional loans have been designated as ‘loans and receivables’ and have no exposure to interest rate risk.

Other material financial assets held for policy purposes (rather than liquidity management) include: Australia’s subscription to the Asian Development Fund and International Development Association; the IMF quota; investments in international financial institutions; and, at the general government level, the investment in public corporations.
Debt management

The majority of GGS entities are prohibited from borrowing. The AOFM is responsible for the borrowing activities of the GGS and for overall debt management. For many years, debt issuance by the Australian Government was undertaken solely with the objective of maintaining the Treasury Bond and Treasury Bond futures markets, as successive budget surpluses removed the need to borrow to fund the Budget. The forecast Budget outlook changed in the Updated Economic and Fiscal Outlook published on 3 February 2009 and the objective of issuance changed to funding the Budget. As a means of diversifying its funding sources, in September 2009, the Australian Government resumed issuance of Treasury Indexed Bonds.

The main types of market risk the Australian Government’s debt portfolio is exposed to is domestic interest rate risk and domestic inflation risk. Moreover, by generally issuing/buying and holding to maturity, the market risk most relevant to the debt portfolio is the risk of fluctuations to future interest cash flows and principal amounts arising from changes in interest rates and inflation. In market value terms, as at 30 June 2016, the AOFM had issued $483,361 million in Commonwealth Government Securities (2015: $409,936 million). The following table provides a sensitivity analysis of interest rate risk in relation to the debt portfolio. 
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Change 

in risk 

variable

Operating 

balance

Net 

worth

Operating 

balance

Net worth

2016 2016 2015 2015

$m $m $m $m

Treasury bonds +30 bp 7,711 7,711 n/a n/a

-30 bp (7,940) (7,940) n/a n/a

Treasury notes +40 bp n/a n/a 7,728 7,728

-40 bp n/a n/a (8,019) (8,019)

Effect on Effect on


The prior year has been restated to reflect the change in approach for sensitivity analysis in accordance with AASB 7 Financial Instruments: Disclosures. 

Management of currency risk in the general government sector

Entities in the GGS are responsible for the management of their foreign exchange risks. However, it is Australian Government policy that these entities, with four exceptions, do not act to reduce the foreign exchange risk that they would otherwise face in the course of their business arrangements. This means that these GGS entities are not permitted to undertake any form of hedging. Rather than allowing GGS entities to enter into individual hedging arrangements, the Australian Government has taken a decision to self‑insure foreign exchange exposures and not accept the additional costs associated with hedging. This is based on the view that, as a large organisation, the Australian Government has a broad spread of assets and liabilities and a range of revenues and expenses, both geographically and across classes, which assists in the management of movements in exchange rates.  The four exceptions are the Future Fund, the AOFM, the Australian Broadcasting Corporation and the Export Finance and Insurance Corporation (National Interest Account).
The Future Fund undertakes certain transactions denominated in foreign currencies, hence it is exposed to the effects of exchange rate fluctuations. Exchange rate exposures are managed utilising forward foreign exchange contracts. The Fund’s exposure in Australian equivalents to foreign currency risk at 30 June 2016 totalled $81,798 million (2015: $80,737 million). After adjusting for forward exchange contracts, the Fund’s net exposure at 30 June 2016 amounted to $53,529 million (2015: $49,220 million). The Fund’s exposures are in multiple currencies, primarily US dollar, Euro, Yen and the UK Pound.

The following table demonstrates the impact on the net operating balance and net worth, of a 10.5 per cent movement (2015: 10.9 per cent movement) in the value of the Australian dollar (AUD) relative to the basket of actual net exposures. 
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2016 2016 2015 2015

$m $m $m $m

Investments +10.5% 6,581 6,581 n/a n/a

-10.5% (6,459) (6,459) n/a n/a

+10.9% n/a n/a 4,667 4,667

-10.9% n/a n/a (4,587) (4,587)

Effect on Effect on


The Australian Government holds several financial instruments as part of its membership of the IMF and its investment in international financial institutions and multilateral aid organisations. These financial instruments include the:

· IMF quota (financial assets), comprising the current value in AUD of Australia’s subscription to the IMF (2016: $12,354 million, 2015: $5,913 million);

· investment in international financial institutions, including the European Bank for Reconstruction and Development, the International Bank for Reconstruction and Development, the International Finance Corporation, the Asian Development Bank and the Multilateral Investment Guarantee Agency (2016: $1,256 million, 2015: $1,013 million);

· subscription based membership rights (not control) held by the Australian Government in accordance with the articles of association for the International Development Association and the Asian Development Fund, which are recognised at fair value (2016: $1,987 million, 2015: $1,936 million);
· promissory notes (financial liability) issued to the IMF and international financial institutions (2016: $9,651 million, 2015: $4,825 million). The promissory notes are non‑interest bearing and relate to the undrawn paid‑in capital subscriptions; and

· the SDR allocation liability which reflects the current value in AUD of the Treasury’s liability to repay to the IMF Australia’s cumulative allocations of SDRs (2016: $5,795 million, 2015: $5,633 million).

The Australian Government is exposed to foreign currency denominated in US dollars, Euro and SDR on the above financial instruments. The following table details the impact on the net operating balance and net worth of a 10.5 per cent (2015: 10.9 per cent) movement in the value of the AUD relative to financial instruments associated with the IMF and international financial institutions, and a 10.5 per cent (2015: 10.9 per cent) movement for financial instruments associated with multi‑lateral aid organisations. 
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Change 
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Net worth

2016 2016 2015 2015

$m $m $m $m

Loans + 10.5% (189) (189) n/a n/a

- 10.5% 234 234 n/a n/a

+ 10.9% n/a n/a (191) (191)

- 10.9% n/a n/a 238 238

International Monetary Fund +10.5% (1,174) (1,174) n/a n/a

-10.5% 1,449 1,449 n/a n/a

+10.9% n/a n/a (581) (581)

-10.9% n/a n/a 723 723

Effect on Effect on


Management of other price risk in the general government sector

The Australian Government is exposed to equity price risks arising from equity investments, primarily through Future Fund investments. The equity price risk is the risk that the value of the equity portfolio will decrease as a result of changes in the levels of equity indices and the price of individual stocks. The Future Fund holds all of its equities at fair value through profit or loss.

As at 30 June 2016, the Future Fund’s exposure to equity price risk consisted of $9,998 million in domestic listed equities and listed managed investment schemes (2015: $11,001 million) and $28,435 million in international listed equities and listed management schemes (2015: $30,883 million).

The following table demonstrates the impact on the net operating balance and net worth of a +/‑ 20 per cent change in domestic equities and a +/‑ 15 per cent change in international equities held by the Future Fund.
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2016 2016 2015 2015

$m $m $m $m

Assets

Australian equities + 20% 2,851 2,851 2,869 2,869

- 20% (2,796) (2,796) (2,724) (2,724)

International equities + 15% 9,403 9,403 9,259 9,259

- 15% (8,983) (8,983) (8,543) (8,543)

Effect on Effect on


The Future Fund had open positions in exchange traded equity futures contracts and equity option contracts as at 30 June 2016. The exchange traded equity futures, swaps and options are used to manage market exposures to equity price risk to ensure that asset allocations remain within the Future Fund’s approved limits. The notional value of the open contracts and their fair market value are set out below.
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value market value market
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2016 2016 2015 2015

$m $m

$m $m

Buy domestic equity futures contracts

137 - 220 (5)

Sell domestic equity futures contracts

(1,921) 3 (2,233) 44

Buy international equity futures contracts

2,388 (143) 2,705 (44)

Sell international equity futures contracts

(2,612) (22) (1,681) 36

Sell equity index swap agreements 

- - (18) -

Exchange traded international volatility

index call options 

2 - 1 1

Exchange traded international volatility

index put options 

2 - - -

Over the counter domestic equity 

index put options

- - (46) 3

Over the counter domestic equity

index call options 

142 13 281 21

Over the counter international equity

index put options

(115) 7 (1,060) 70

Over the counter international equity

index call options 

2,488 238 4,537 597

Exchange traded warrants

- - - -

511 96 2,706 723



Equity price risk



Total


The Australian Government is exposed to cash flow risk on Treasury Capital Indexed Bonds on issue. These instruments expose the Australian Government to cash flow risk on interest payments and the value of principal payable on maturity arising from indexation against the (all groups) Australian CPI. When the CPI increases, debt servicing costs and the principal payable on maturity will also rise (subject to a six‑month lag).

At 1 July 2015, if the CPI had experienced an immediate 30 basis points increase/(decrease) and that change were to persist for 12 months to 30 June 2016 with all other variables held constant, the effect on the net operating balance and net worth position for the year ended 30 June 2016 would be as follows:
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Treasury Capital Indexed Bonds +30 bp 969 969 n/a n/a

-30 bp (1,006) (1,006) n/a n/a

+40 bp n/a n/a 1,121 1,121

-40 bp n/a n/a (1,172) (1,172)

Effect on Effect on


The prior year has been restated to reflect the change in approach for sensitivity analysis in accordance with AASB 7 Financial Instruments: Disclosures. 

Public financial corporations
The PFC sector comprises the RBA and similar entities.

The RBA is Australia’s central bank. Its role is set out in the Reserve Bank Act 1959. The RBA’s main responsibility is monetary policy. In addition to conducting monetary policy, the RBA also holds Australia’s foreign currency reserves, operates Australia’s main high‑value payments system, provides banking services to the Australian Government and designs, produces and issues Australia’s banknotes. In undertaking these functions, the RBA has significant exposures to interest rate and currency risk. The Export Finance and Insurance Corporation (EFIC) is also involved in lending and borrowing activities with exposures to interest rate and currency risk. 

In the PFC sector the market operations of the RBA and EFIC make up the overwhelming majority of the sector’s exposure to market risk. The following market risk disclosures are therefore limited to the market operations of the RBA and EFIC.
Management of interest rate risk in the public financial corporations sector

The RBA’s balance sheet is exposed to considerable interest rate risk because most of its assets are financial assets, such as domestic and foreign securities, which have a fixed income stream. The price of such securities increases when market interest rates decline, while the price of a security will fall if market rates rise. Interest rate risk increases with the maturity of a security because the associated income stream is fixed for a longer period.

The following table shows the sensitivity to a change in interest rate variables.
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2016 2016 2015 2015

$m $m $m $m

Foreign currency securities +100 bp 339 339 300 300

-100 bp (339) (339) (300) (300)

Australian dollar securities +100 bp 144 144 156 156

-100 bp (144) (144) (156) (156)

Effect on Effect on


As EFIC is also involved in lending and borrowing activities, interest rate risks arise. EFIC uses interest rate swaps, forward rate agreements, cross‑currency swaps and futures as the primary methods of reducing exposure to interest rate movements. 

Management of currency risk in the public financial corporations sector

Foreign exchange risk arises from the RBA’s foreign currency assets, which are held to support the RBA’s operations in the foreign exchange market. The overall level of foreign currency exposure is determined by policy considerations and cannot otherwise be managed to reduce foreign exchange risk. The RBA’s net foreign currency exposure as at 30 June 2016 was $53 billion (2015: $50 billion). Within the overall exposure and to a limited extent, foreign currency risk can be reduced by holding assets across a diversified portfolio of currencies. 
The RBA holds foreign reserves in several currencies — the US dollar (55 per cent of net foreign currency holdings), the Euro (20 per cent), the Canadian dollar (5 per cent), the Yen (5 per cent), the Chinese renminbi (5 per cent), the UK pound sterling (5 per cent) and the South Korean won (5 per cent) — because the markets for these currencies are typically liquid and suitable for investing foreign exchange reserves. The RBA also operates in foreign exchange markets on behalf of its clients, including to assist the Australian Government in meeting foreign currency obligations. The following table demonstrates the RBA’s sensitivity to a movement of +/‑10 per cent in the value of the AUD exchange rate as at 30 June 2016.
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Australian dollar exchange rate + 10% (4,845) (4,845) (4,547) (4,547)

- 10% 5,922 5,922 5,557 5,557

Effect on Effect on


The RBA undertakes foreign currency swaps to assist its daily domestic market operations. These instruments carry no foreign exchange risk since the exchange rates at which both legs of the transaction are settled are agreed at the time the swap is undertaken.
EFIC extends facilities in various currencies, principally in US dollars and Euros. Where the borrowing currency is different from the currency of the assets being funded, cross‑currency swaps, or the foreign exchange markets are used to offset the exposure (before provisions). EFIC’s exposure in AUD to foreign currency risk at 30 June 2016 totalled $3,150 million on financial assets and $3,184 million on financial liabilities giving a net exposure of negative $34 million (2015: negative $31 million).

Public non‑financial corporations
The PNFC entities primarily hold financial instruments as a direct result of operations, including trade receivables and payables, or to finance operations. Certain entities in the PNFC sector also enter into derivative transactions, including interest rate swaps, forward currency contracts and commodity swap contracts. The purpose is to manage the interest rate, currency and commodity risks arising from the entity’s operations and sources of finance.

(c) 
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 recognised financial asset is the carrying amount of those assets as indicated in the consolidated balance sheet. The following table shows the credit quality of financial receivables reported in the CFS that are not past due nor individually determined as impaired. 
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$m $m $m $m

Not Past Not Past Past Past

Due Nor Due Nor Due or Due or

Impaired Impaired Impaired Impaired

$m $m $m $m

Australian Government

Advances and loans 48,050 41,682 143 88

Goods and services receivable 1,619

1,262

162

245

Other receivables 2,796

3,488

735

817

Total 52,465 46,432 1,040 1,150

General Government

Advances and loans 46,755 40,570 143 88

Goods and services receivable 778 609 135 122

Other receivables 5,641 5,584 735 776

Total 53,174 46,763 1,013 986


The following table shows the ageing of financial receivables that are past due but not impaired for 2016:

[image: image16.emf]0 to 30 30 to 60 60 to 90 over 90 Total

days days days days

$m $m $m $m $m

Australian Government

Advances and loans 61 21 9 52

143

Goods and services receivable 108 42 12 -

162

Other receivables(a) 42 31 27 635

735

Total 211 94 48 687 1,040

General Government

Advances and loans 61 21 9 52

143

Goods and services receivable 87 22 12 14

135

Other receivables(a) 42 31 27 635

735

Total 190 74 48 701 1,013


(a) Excludes statutory receivables such as taxes receivable and personal benefits recoverable.
The following table provides the corresponding information for 2015:

[image: image17.emf]0 to 30 30 to 60 60 to 90 over 90 Total

days days days days

$m $m $m $m $m

Australian Government

Advances and loans 38 23 7 20

88

Goods and services receivable 131 37 25 52

245

Other receivables(a) 84 29 28 676

817

Total 253 89 60 748 1,150

General Government

Advances and loans 38 23 7 20

88

Goods and services receivable 64 28 18 12

122

Other receivables(a) 43 29 28 676

776

Total 145 80 53 708 986


(b) Excludes statutory receivables such as taxes receivable and personal benefits recoverable.

The following table illustrates changes in the fair value of loans and receivables designated at fair value through profit and loss that arose due to credit risk:
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$m $m

Fair value changes due to credit risk:

During the period 2,049 1,442

Prior period 11,244 8,787

Cumulative change 13,293 10,229


Australian Government entities have assessed the risk of default on payment and have allocated $237 million to the impairment allowance for advances and loans at 30 June 2016 (2015: $236 million) and $858 million to the impairment allowance for goods and services and other receivables at 30 June 2016 (2015: $754 million). 
The majority of Australian Government entities do not have significant exposures to any concentrations of credit risk. Generally, Australian Government entities’ exposures are to a large number of customers or 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 has a significant exposure to interest bearing securities issued by domestic banks (including domestic subsidiaries of foreign banks);

· EFIC’s principal exposure to credit risk arises from the financing and credit facilities extended to clients. Exposures on the commercial account amounted to $2,079 million at 30 June 2016 (2015: $2,042 million) and on the national interest account amounted to $822 million (2015: $915 million);

· the AOFM’s financial investments include loans to state and territory governments, deposits, discount securities and RMBS. The credit quality of the RMBS derives from the underlying quality of the mortgage assets and structural enhancements such as lenders mortgage insurance, liquidity facilities, and the issue of different classes of securities. At the time of acquisition, each RMBS issue must meet a range of eligibility criteria set by the AOFM;

· for the RBA, credit risk arises from exposure to the issuers of securities that it holds; banks with which the RBA deposits funds and counterparties that are yet to settle transactions. The RBA’s credit exposure is low compared with that of most commercial financial institutions because it manages such risks within a highly risk‑averse framework; and

· from time to time the Australian Government may have significant exposures to credit risk in relation to major asset sales.

Collateral

With the exception of the following, the majority of Australian Government entities do not hold collateral to manage credit risk. Cash invested by the RBA under repurchase agreements is secured by collateral to a value of 102 per cent of the amount invested. In relation to Indigenous Business Australia’s gross credit risk, collateral valued at $1,491 million is held against home and business loans (2015: $1,403 million). For EFIC, collateral held may include first ranking mortgages over assets financed by 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.

(d) 
Liquidity risk

Liquidity risk is the risk that the Australian Government will not be able to meet its obligations as they fall due. The following tables disclose the undiscounted value of the contractual maturities of financial liabilities as at the end of the financial year, including estimated future interest payments.

The Australian Government has sufficient access to funds to meet its liabilities as they fall due. The Australian Government is positioned to address liquidity risk through existing revenue sources, including the power to tax, and its capacity to roll over existing debt:
Liquidity risk(a)(b)
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demand or less years5 years(c) demand or less years5 years(c)

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

Australian Government

Suppliers 198 4,917 113 1 5,229 212 6,403 120 2 6,737

Subsidies payable - 218 - - 218 - 171 - - 171

Grants liability 11 1,905 742 168 2,826 17 2,422 930 275 3,644

Other payables 157 5,580 1,490 526 7,753 200 3,887 1,076 245 5,408

Deposits 16,015 14,719 - - 30,734 11,398 13,726 - - 25,124

Government securities - 33,840 230,981 276,344 541,165 - 52,132 180,570 239,209 471,911

Loans - 1,912 3,014 11,221 16,147 - 1,302 2,679 6,484 10,465

Leases - 161 722 2,282 3,165 - 627 2,089 11,070 13,786

Other interest bearing liabilities - 8,999 - 6,385 15,384 7 5,016 1,001 7,066 13,090

Australian currency on issue - - - 70,209 70,209 - - - 65,481 65,481

Total financial liabilities 16,381 72,251 237,062 367,136 692,830 11,834 85,686 188,465 329,832 615,817

General Government

Suppliers 102 4,369 78 1 4,550 107 4,492 53 2 4,654

Subsidies payable - 218 - - 218 - 171 - - 171

Grants liability 11 1,963 742 168 2,884 17 2,471 930 275 3,693

Other payables 127 1,524 184 16 1,851 140 1,553 124 29 1,846

Deposits 212 6 - - 218 218 - - - 218

Government securities - 33,840 233,046 276,948 543,834 - 56,957 181,131 240,027 478,115

Loans - 85 516 10,214 10,815 - 175 566 5,228 5,969

Leases - 160 720 2,272 3,152 - 180 767 2,278 3,225

Other interest bearing liabilities - 653 - 5,795 6,448 7 944 3 5,634 6,588

Australian currency on issue - - - - - - - - - -

Total financial liabilities 452 42,818 235,286 295,414 573,970 489 66,943 183,574 253,473 504,479

2016 2015


(c) The amounts disclosed in the tables above are the undiscounted values and may not align to the amounts disclosed in the balance sheet.
(d) The Future Fund has entered into forward exchange contracts to manage exposure to currency risk. These contracts are settled on a gross basis with maturities one year or less. Inflows under contract at 30 June 2016 amounted to $15,557 million (2015: $35,564 million) and outflows amounted to $16,004 million (2015: $32,083 million).
(e) Includes certain instruments with no specified maturity, such as Australian currency on issue.

Note 11C: Defined benefit superannuation plans

Accounting policy

The Australian Government recognises actuarial gains or losses immediately in Other Comprehensive Income in the year in which they occur. Interest on the net defined benefit liability is recognised in profit and loss. The return on plan assets excluding the amount included in interest income is recognised in Other Comprehensive Income. 

Superannuation liabilities are calculated annually as the present value of future benefit obligations less the fair value of scheme assets.  The rate used to discount future benefits is determined by reference to the long-term government bond rate.  The long‑term government bond rate decreased from 3.7 per cent at 30 June 2015 to 2.7 per cent at 30 June 2016, significantly increasing the superannuation liability in comparison to the prior year. 

Overview of schemes

GGS employees will usually be members of the Commonwealth Superannuation Scheme (CSS), Public Sector Superannuation Scheme (PSS) or the Public Sector Superannuation Accumulation Plan (PSSAP). The PSS and the CSS are closed to new members, with the PSSAP available to most new employees who commenced employment on or after 1 July 2005. The CSS and PSS provide defined benefits. The PSSAP provides fully funded accumulation benefits to members, with no ongoing liability to the Australian Government.

Australian Government military personnel are members of the Defence Force Retirement and Death Benefits Scheme (DFRDB) or the Military Superannuation Benefits Scheme (MSBS). Both schemes are defined benefit schemes. The DFRDB was closed to new members in 1991. The MSBS was closed to new members from 1 July 2016. A new accumulation scheme, ADF Super, commenced for new military personnel who entered on or after 1 July 2016.
In addition to the above, several schemes have been established under legislation for specified personnel, including the Parliamentary Contributory Superannuation Scheme (PCSS) (closed to new members since 9 October 2004), Judges’ Pension Scheme (JPS), Governor-General Pension Scheme, Federal Circuit Court Judges Death and Disability Scheme (FCCJDDS) and the North American and London, Dublin and New Delhi pension schemes. 
Several Public Corporations are responsible for defined benefit schemes for their employees, including:

	Scheme title
	Responsible entities

	AvSuper(a)
	Airservices Australia

	Australia Post Superannuation Scheme (APSS)(a)
	Australia Post Corporation

	State Authorities Superannuation Scheme (SASS), State Superannuation Scheme (SSS), State Authorities Non‑contributory Superannuation Scheme (SASCS)(a)
	Australian Rail Track Corporation

	Australian Submarine Corporation Superannuation Fund (ASCSF)
	Australian Submarine Corporation

	Reserve Bank of Australia Officers’ Superannuation Fund (OSF) and UK Pension Scheme (UKPS)(a)
	RBA


(f) As required under AASB 119, Employee Benefits, the rate used to discount the superannuation liability is determined by reference to market yields on government bonds. Certain for‑profit public corporations have applied the market yield on high quality corporate bonds in discounting their long‑term employee benefits. On consolidation into these statements, the discount rate and associated disclosures have been adjusted back to apply government bond rates.

For the purposes of this whole of government disclosure, ‘less material’ schemes have been grouped under ‘other’.

Composition

As at 30 June 2016, the composition of the Australian Government’s net liability for the defined benefit schemes (as reported in Note 8F) was as follows:
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2016 2015 2016 2015

$m $m  $m $m

Commonwealth Superannuation Scheme (CSS)

86,124            76,798           86,124            76,798         

Public Sector Superannuation Scheme (PSS)

100,613          74,800           100,613          74,800         

Defence Force Retirement and Death Benefits

Scheme (DFRDB)

50,359           42,945           50,359           42,945         

Military Superannuation Benefits Scheme (MSBS)

74,369           51,156             74,369           51,156           

Other schemes

2,714               2,355              3,360              2,384            

Other superannuation liabilities

49                     155                    133                   457                

Total superannuation provision 314,228     248,209  314,958    248,540 

General Government Australian Government


The following chart illustrates the relative mix of the Australian Government superannuation liability by scheme:
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The defined benefit plan asset of $34 million reported in Note 7B (2015: $266 million) relates to certain schemes sponsored by public corporations (included in ‘other’). 
Regulatory framework

The following table details the enabling legislation for each of the individually disclosed defined benefits schemes and whether the scheme must comply with the requirements of the Superannuation Industry (Supervision) Act 1993.

	Scheme
	Enabling Act
	Period open for new members
	Requirement

	CSS
	Superannuation Act 1976
	1 July 1976 to 
30 June 1990
	· Compliance with the Superannuation Industry (Supervision) Act 1993.

	PSS
	Superannuation Act 1990
	1 July 1990 to 
30 June 2005
	

	MSBS
	Military Superannuation and Benefits Act 1991
	From 1 October 1991
	

	DFRDB
	Defence Force Retirement and Death Benefits Act 1973
	1 October 1972 to 30 September 1991
	· Exempt from Superannuation Industry (Supervision) Act 1993.


Funding arrangements
The funding arrangements for the various schemes are as follows:

	Scheme
	Funding

	CSS
	Partially funded. Contributions generally comprise basic member contributions and employer productivity (up to three per cent) contributions. Benefits are funded on an emerging cost basis. 

	PSS
	

	MSBS
	

	DFRDB
	Unfunded. DFRDB’s member’s contribution rate is 5.5 per cent of the highest incremental salary for rank plus Service Allowance, which is paid into consolidated revenue. Benefits are funded on an emerging cost basis.


The remaining schemes are a combination of unfunded, partially funded and funded defined benefit schemes.

Entitlements
The nature of the benefits provided under the schemes are as follows:
	Scheme
	Benefits paid

	CSS
	· Employer financed indexed pension defined by a set formula based on the member’s age at retirement, years of contributory service and final superannuation salary. Indexation occurs twice yearly (January and July) in line with changes in the CPI.

· Member’s basic contributions, employer productivity contributions and interest can be taken as a lump sum or an additional non‑indexed lifetime pension. This benefit is determined by the value of contributions and investment returns.
· Members who resign before age 55 can claim a preserved resignation benefit on or after reaching that age. In this case, the indexed pension is calculated by applying age‑based factors to the amount of two and a half times the member’s accumulated basic member contributions and interest.

	PSS
	· On retirement a lump sum benefit is payable based on the member’s length of contributory membership, their rate of member contributions and final average salary (average of a member’s superannuation salary on their last three birthdays).

· Members can convert 50 per cent or more of their lump sum to a lifetime indexed pension based on the member’s age, indexed twice yearly (January and July) in line with changes in the CPI.

· Where a member resigns before age 55, generally the member’s lump sum benefit at that time is crystallised with the funded component of the benefit accumulating with interest and the unfunded component accumulating with changes in the CPI, until the benefit becomes payable.

	MSBS
	· Benefits payable comprise a lump sum of accumulated member contributions and an employer financed defined benefit. 
· The defined benefit is calculated on the basis of the member’s final average salary and length of contributory service. 

· Benefits arising from member’s contributions, the employer three per cent productivity contribution and amounts notionally carried over from the DFRDB are determined by the value of contributions and investment returns.
· May be taken as a lump sum or as a pension or as a combination of lump sum and pension. 

	DFRDB
	· Length of service is the primary factor that determines benefit entitlement.

· Members who retire from the Australian Defence Force (Defence) after 20 years of effective service (or after 15 years of service at retirement age for rank) are entitled to a pension based on a percentage of their annual pay on retirement. 

· Members who have less than 20 years of service but have not reached their compulsory retiring age for rank are entitled to 
a refund of their contributions, a Superannuation Guarantee amount and a productivity benefit; and 
if applicable, a gratuity based on completed years of service.

· Members are entitled to a productivity benefit under the Defence Force (Superannuation) (Productivity Benefit) Determination 1988 (issued under the Defence Act 1903). The amount of this productivity benefit varies according to the circumstances under which an individual member has left Defence. It is paid at the same time as DFRDB Scheme benefits are paid.


Generally, benefits may also be payable to any surviving eligible spouse and children on the death of a member or pensioner.

Governance

Commonwealth Superannuation Corporation (CSC), was established under the Governance of Australian Government Superannuation Schemes Act 2011 and is the trustee for eleven schemes, including the CSS, PSS, DFRDB and MSBS. CSC is responsible for:

· administration of each Scheme;

· management and investment of Scheme assets;

· compliance with superannuation and taxation laws and other applicable laws; and

· compliance with relevant legislation including the Governance of Australian Government Superannuation Schemes Act 2011.

CSC is supported by an administrator, a custodian and other specialist providers.

The governance arrangements for the ‘other’ defined benefit superannuation schemes are detailed in the annual reports of the respective employing entities.

Risks

The Australian Government is exposed to risks such as interest rate risk, investment risk, longevity risk and salary risk. The following pages identify and explain the amounts reported in these financial statements and detail the principal actuarial assumptions underpinning each of the major schemes, including an analysis of the sensitivity of changes in these assumptions to the amounts reported in the financial statements.
Reconciliation of the present value of the defined benefit obligation

The reconciliation of the changes in the present value of defined benefit obligation is as follows:
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CSS PSS DFRDB MSBS

2016 2015 2016 2015 2016 2015 2016 2015 2016 2015

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

Present value of defined benefit 

obligations at beginning of the year (80,288)             (75,322) (91,383)        (80,213)         (42,945)       (41,279)         (57,954)       (47,362)        (11,867)         (11,323)         

Current service cost (193)                              (233) (2,865)          (2,761)            (175)                (166)                (3,225)          (2,391)            (398)               (319)               

Productivity contributions (17)                                    (20) (189)                (196)                -                       -                       -                       -                       -                       -                      

Obligation required -                                             -  -                       -                       -                       -                       -                       -                       -                       -                      

Interest cost (2,898)                   (3,005) (3,352)          (3,255)           (1,563)           (1,664)            (2,198)           (1,985)            (322)               (415)               

Contributions by scheme participants (62)                                   (70) (534)               (548)               -                       -                       (329)               (274)               (54)                  (134)               

Actuarial gains/(losses) arising from

changes in demographic assumptions -                                 (1,849) -                       (765)               -                       -                       -                       -                       (11)                    (32)                 

Actuarial gains/(losses) arising from

changes in financial assumptions (10,547)                  (3,401) (21,274)        (5,289)           (8,025)          (2,537)           (18,508)        (4,614)            (803)               (381)               

Actuarial gains/(losses) arising from

liability experience 899                              (426) 829                (26)                  773                1,131               (123)                (1,913)             38                   92                   

Actuarial gains/(losses) arising from

other assumptions -                                             -  -                       -                       -                       -                       -                       -                       53                   (118)                

Benefits paid(a) 3,907                       4,034  1,586             1,633             1,576             1,570             648                585                 453                689                

Taxes, premiums and expenses paid 3                                            4  36                   37                    -                       -                       -                       -                       -                       -                      

Past service cost -                                             -  -                       -                       -                       -                       -                       -                       -                       91                    

Exchange rate gains/(losses) -                                             -  -                       -                       -                       -                       -                       -                       8                      (17)                  

Present value of defined benefit 

obligations at end of the year (89,196)        (80,288)        (117,146)       (91,383)         (50,359)       (42,945)        (81,689)        (57,954)        (12,903)        (11,867)         

Other


(g) Benefits paid includes estimate of net benefits paid and productivity payments.

Reconciliation of the fair value of scheme assets
The reconciliation of the changes in the fair value of scheme assets is as follows:
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CSS PSS DFRDB MSBS

2016 2015 2016 2015 2016 2015 2016 2015 2016 2015

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

Fair value of scheme assets at

beginning of the year 3,490            3,765            16,583          15,351           -                       -                       6,799            5,765            9,488            8,890           

Interest income 121                  142                  608                617                  -                       -                       259                243                 259                317                 

Actual return on scheme assets less

interest income (82)                  202                 (382)               1,231              -                       -                       (115)                 485                 (76)                  536                

Actuarial gains/(losses) -                       -                       -                       -                       -                       -                       -                       -                       (1)                      2                      

Net appropriation from CRF 3,374            3,329            623                310                  1,576             1,570             697                617                  90                   84                   

Employer contributions

productivity contribution 17                    20                    189                 196                  -                       -                       329                274                 205                220                

Contributions by scheme

participants 62                   70                    534                548                 -                       -                       -                       -                       54                   134                 

Foreign currency exchange rate 

changes

-                       -                       -                       -                       -                       -                       -                       -                       (8)                     7                      

6,982                       7,528  18,155                    18,253  1,576                         1,570  7,969                       7,384  10,010                     10,190 

Less

Benefits paid(a) 3,907            4,034            1,586             1,633             1,576             1,570             648                585                 453                689                

Taxes, premiums and

expenses paid 3                      4                       36                   37                    -                       -                       -                       -                       12                    13                    

3,910                        4,038             1,622             1,670  1,576                         1,570  648                                585  465                                702 

Fair value of scheme assets

at end of the year 3,072            3,490            16,533          16,583          -                       -                       7,321             6,799            9,545            9,488           

Other(b)


(h) Benefits paid includes estimate of net benefits paid and productivity payments.
(i) For schemes categorised under ‘other’, the JPS had a net obligation of $1,204 million at 30 June 2016 (2015: $1,205 million), PCSS had a net obligation of $1,407 million at 30 June 2016 (2015: $1,057 million) and the RBA Officer’s fund had a net obligation of $684 million (2015: $305 million). The Australia Post Superannuation Scheme (APSS) reported a net asset position of $34 million (2015: $266 million) while the balances of the remaining schemes are immaterial to the CFS.
Composition of scheme assets

The fair value of scheme assets is represented by the following:
[image: image24.emf]Scheme CSS PSS DFRDB MSBS Other

2016 2015 2016 2015 2016 2015 2016 2015 2016 2015

Australian equity 24.0% 25.0% 24.0% 25.0% -                               -  18.0% 21.0% 9.4% 22.5%

Market neutral hedge funds 10.0% 10.0% 10.0% 10.0% -                               -  -                               -  -                               - 

International equity 27.0% 31.0% 27.0% 31.0% -                               -  21.0% 25.0% 18.4% 1.9%

Fixed income -                               -  -                               -  -                               -  -                               -  1.6% 1.5%

Property 13.0% 12.0% 13.0% 12.0% -                               -  13.0% 12.0% 8.1% 10.0%

Private equity -                               -  -                               -  -                               -  8.0% 8.0% 11.4% 6.4%

Credit 7.0% 7.0% 7.0% 7.0% -                               -  -                               -  -                               - 

Debt instruments -                               -  -                               -  -                               -  -                               -  18.3% 15.1%

International bonds 5.0% 5.0% 5.0% 5.0% -                               -  -                               -  0.0% 0.1%

Diversfied growth funds -                               -  -                               -  -                               -  -                               -  0.3% 0.3%

Other 5.0% 5.0% 5.0% 5.0% -                               -  19.0% 17.0% 29.8% 26.5%

Cash 9.0% 5.0% 9.0% 5.0% -                               -  21.0% 17.0% 2.7% 15.7%


Total expense recognised
The amount recognised in the operating statement for the year ended 30 June is as follows:
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2016 2015 2016 2015 2016 2015 2016 2015 2016 2015

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

Current service cost                 193                 233            2,865             2,761                 175                  166            3,225             2,391                398                  319 

Net interest            2,777            2,863            2,744            2,638             1,563             1,664             1,939             1,742                   63                    98 

Past service cost                       -                       -                       -                       -                       -                       -                       -                       -                       -                   (91)

Superannuation expense            2,970            3,096            5,609            5,398             1,738             1,830             5,164             4,133                 461                 325 


Principal actuarial assumptions 

The principal actuarial assumptions at 30 June are as follows:
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2016 2015 2016 2015 2016 2015 2016 2015 2016 2015

Discount rate (active members) 2.7% 3.7% 2.7% 3.7% 2.7% 3.7% 2.7% 3.7% 2.7-3.6% 3.6-4.9%

Discount rate (pensioners) 2.7% 3.7% 2.7% 3.7% 2.7% 0.0% 2.7% 0.0% 2.7% 3.7%

Expected rate of return on plan 

assets (active members) -                               -  -                               -  0.0% 0.0% 2.7% 3.7% -                               - 

Expected salary increase rate (a) 2.0% 1.5% 2.0% 1.5% 4.0% 4.0% 4.0% 4.0% 2.0-4.0% 1.5-5.0%

Expected pension increase rate (b) 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.4-4.0% 2.5-4.0%


(j) For CSS and PSS general salary increases of 2 per cent pa apply to June 2019 then 4.0 per cent pa thereafter.
(k) Not relevant for all schemes. See notes below for more information.

For the defined benefit obligation, assumptions have been made regarding rates of retirement, death (for active, preserved and pension members), mortality improvements, invalidity, resignation, retrenchment, retention and take up rates of pensions in the schemes. Assumptions have also been made for the ages of spouses and rates of member contributions.

Membership data for the CSS, PSS, DFRDB and MSBS as at 30 June 2015 was projected forward allowing for assumptions in accordance with the 2014 Long Term Cost Report. The data was then adjusted for the difference between actual benefit payments and those based on the assumed decrements. Members’ account balances were increased to be consistent with the estimated level of earning rates prevailing at 30 June 2016.

For the fair value of plan assets, assumptions have been made as to the expected rate of return. For certain schemes, the fair value of scheme assets as at 30 June 2016 was estimated using the audited fair value of scheme assets at 30 June 2015 rolled forward to 30 June 2016 adjusted for cash flows during the year. 

Sensitivity analysis for significant actuarial assumptions

The impact of a change in the defined benefit obligation reported as at 30 June 2016 under several scenarios is presented below. The defined benefit obligation has been recalculated by changing the assumptions as outlined below, whilst retaining all other assumptions.
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Discount rate(a)

Salary growth rate(b)

Rate of CPI increase(c)

Discount rate(d)

Salary growth rate(e)

Pensioner mortality rate(f)

Discount rate(g)
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(14,260)                        17,251                        

7                                 

9,342                           (9,303)                         



6,221                          

Impact on defined benefit obligation

125                              (164)                            

Increase in  Decrease in  Change in 

assumption

0.5%

0.5% 5,472                           (4,979)                         

$m



0.5% 6,559                          

0.5% (5,581)                         

8,542                          

0.5% (11,561)                        13,471                        

0.5%

(7,661)                         

(6,090)                         

56                                (53)                              

0.3% (76)                               82                               

0.3% 21                                (20)                              

0.3%

5.0% 0                                  (0)                                

1.0% (249)                             287                             

1.0% 240                              (209)                            

180                             

(7)                                 0.5%

0.5% (149)                            

0.5% 170                              (141)                            

0.5%

0.5% 3,227                           (3,005)                         

0.5%

$m


(l) Relates to the percentage change in discount rate applied to PCSS, Governor-General Pension Scheme (G-GPS), JPS, Federal Circuit Court Judges Death and Disability Scheme (FCCJDDS), ASCSF and other.

(m) Relates to the percentage change in salary growth rate applied to G‑GPS, JPS, FCCJDDS, ASCSF, SASS, SSS, SANCS and other.

(n) Relates to the percentage change in CPI rate applied to SASS, SSS, SANCS and other.

(o) Relates to the percentage change in discount rate applied to APSS, SASS, SSS and SANCS.

(p) Relates to the percentage change in salary growth rate applied to APSS.
(q) Relates to the percentage change in pensioner mortality rate applied to SASS, SSS and SANCS.
(r) Relates to the percentage change in discount rate applied to OSF.

(s) Relates to the percentage change in salary growth rate applied to OSF.
(t) Relates to the percentage change in pension growth rate applied to OSF.
Employer contributions

The following table shows the expected contributions for 2017 by scheme:

[image: image28.emf]Scheme 2017

$m

Commonwealth Superannuation Scheme                15 

Public Sector Superannuation Scheme              177 

Defence Force Retirement and Death Benefits Scheme              120 

Military Superannuation Benefits Scheme           1,238 

Other schemes             296 


Maturity profile of defined benefit obligation

The weighted average duration of the defined benefit obligation in years for each of the schemes is outlined below.
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Commonwealth Superannuation Scheme 1976 13.6 years

Commonwealth Superannuation Scheme 1922 8.0 years

Public Sector Superannuation Scheme  22.2 years

Defence Force Retirement and Death Benefits Scheme  18.6 years

Defence Forces Retirement Benefits Scheme 10.0 years

Military Superannuation Benefits Scheme  31.0 years

Other

AvSuper 10 years

Australia Post Superannuation Scheme  8.5 years

State Authorities Superannuation Scheme  16.8 years

State Superannuation Scheme 16.8 years

State Authorities Non contributory Superannuation Scheme  16.8 years

Australian Submarine Corporation Superannuation Fund  8 years

North American and London, Dublin and New Delhi pension schemes  14.4 years

Reserve Bank of Australia Officers' Superannuation Fund  21 years

UK Pension Scheme  16.4 years

Parliamentary Contributory Superannuation Scheme  17 years

Judges' Pension Scheme  15.3 years

Governor General Pension Scheme  10.0 years

Federal Circuit Court Judges Death and Disability Scheme  2.4 years

Weighted average duration of 

the defined benefit obligation 

in years


Note 12: Events occurring after balance date

In accordance with AASB 110 Events after the Reporting Period, reporting entities are required to disclose any event between the balance sheet date and the date the financial statements are authorised for issue that may affect the financial statements. The standard classifies these events as either ‘adjusting’ or ‘non‑adjusting’. 
No significant events have occurred after reporting date that require the CFS to be adjusted as at 30 June 2016, nor have there been significant non‑adjusting events that have occurred after reporting date. 
Note 13: Reconciliations and explanations

Prepared in accordance with AASB 1049, the whole of government and GGS financial statements provide users with information about the financial position, performance and cash flows of the Australian Government and its sectors; and information that facilitates assessments of the macro‑economic impact of the Australian Government and its sectors.
Reporting at the whole of government and sector level is also distinguished by the following two characteristics:

· 
the application of two international reporting frameworks, being the accounting standards issued by the International Accounting Standards Board (through the AASB), and the system of GFS issued by the IMF and, in Australia, administered by the ABS; and

· 
the public release of budget information for the GGS.

To assist the differing users of these whole of government accounts, AASB 1049 requires the following reconciliations and explanations:

· reconciliation to ABS GFS measures (refer Note 13A) which compares the key financial measures contained in this financial report to the corresponding measures under the ABS GFS Manual and highlights the remaining differences between the two reporting frameworks;
· 
reconciliation to original budget (refer Note 13B) which compares the reported results to the original budget for 2015‑16 as outlined in May 2015 with explanations for key movements; and
· 
glossary of key fiscal aggregates (refer Note 13C) which explains the key technical terms reported in the CFS and which are not common to financial reports prepared by other entities.
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