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[bookmark: _Toc529798556]STATEMENT OF COMPLIANCE 

The annual Consolidated Financial Statements of the Australian Government are required by section 48 of the Public Governance, Performance and Accountability Act 2013.
In my opinion, the attached annual Consolidated Financial Statements of the 
Australian Government, which includes the whole of government and general government sector financial statements:
(a) comply with Australian Accounting Standards; and
(b) present fairly the Australian Government’s financial position as at 30 June 2018 
and its financial performance and cash flows for the year then ended.          November 2018

Senator the Hon Mathias Cormann
Minister for Finance and the Public Service 
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[bookmark: _Toc529798557][bookmark: _Toc22012414][bookmark: _Toc22012382][bookmark: _Toc22012349][bookmark: _Toc22012316]Australian Government operating statement
for the year ended 30 June 2018
	[bookmark: Note_DPLTABLE1] 
	 
	2018
	2017

	 
	Note
	$m
	$m

	Revenue from transactions
	 
	 
	 

	Taxation revenue
	2A
	427,239
	388,296

	Sales of goods and services
	2B
	21,114
	18,404

	Interest income
	2C
	4,774
	4,145

	Dividend income
	2C
	4,247
	3,556

	Other
	2D
	10,487
	10,795

	Total revenue
	 
	467,861
	425,196

	Expenses from transactions
	 
	 
	 

	Gross operating expenses
	 
	 
	 

	Wages and salaries
	3A
	23,570
	23,322

	Superannuation
	3A
	8,357
	10,431

	Depreciation and amortisation
	3B
	11,684
	10,456

	Supply of goods and services
	3C
	107,362
	100,609

	Other operating expenses
	3A
	7,353
	6,718

	Total gross operating expenses
	 
	158,326
	151,536

	Superannuation interest expense
	3A
	9,240
	8,445

	Interest expense
	3D
	18,996
	17,553

	Current transfers
	 
	 
	 

	Current grants
	3E
	139,286
	134,313

	Subsidy expenses
	 
	11,070
	10,853

	Personal benefits
	 
	127,146
	128,150

	Total current transfers
	 
	277,502
	273,316

	Capital transfers
	 
	 
	 

	Mutually agreed write-downs
	3E
	1,996
	1,203

	Other capital grants
	3E
	10,180
	10,028

	Total capital transfers
	 
	12,176
	11,231

	Total expenses
	3F
	476,240
	462,081

	 
	 
	 
	 

	Net operating balance
	 
	(8,379)
	(36,885)

	Other economic flows - included in operating result
	 
	 
	 

	Net write-down of assets (including bad and doubtful debts)
	4A
	(8,239)
	(13,420)

	Net gains/(losses) from the sale of assets
	4B
	7,220
	4,967

	Net foreign exchange gains/(losses)
	4C
	1,982
	149

	Net swap interest gains/(losses)
	4C
	89
	122

	Net fair value gains/(losses)
	4C
	5,876
	19,330

	Net other gains/(losses)
	4C
	(2,636)
	222

	Operating result(a)
	 
	(4,087)
	(25,515)

	Other economic flows - other non-owner movements in equity
	 
	 
	 

	Items that will not be reclassified to operating result
	 
	 
	 

	Revaluation of non-financial assets
	7
	2,728
	1,705

	Actuarial revaluations of superannuation
	 
	(25,293)
	45,898

	Other economic revaluations
	 
	62
	(95)

	Items that may be reclassified subsequently to operating result
	 
	 
	 

	Revaluation of equity investments
	7
	515
	59

	Comprehensive result - total change in net worth
	 
	(26,075)
	22,052

	Net operating balance
	 
	(8,379)
	(36,885)

	less Net acquisition of non-financial assets
	 
	 
	 

	Purchases of non-financial assets
	 
	22,190
	19,667

	less Sales of non-financial assets
	 
	4,434
	939

	less Depreciation and amortisation
	 
	11,684
	10,456

	plus Change in inventories
	 
	680
	397

	plus Other movements in non-financial assets 
	 
	(31)
	29

	Total net acquisition of non-financial assets
	 
	6,721
	8,698

	Fiscal balance (Net lending/(borrowing))
	 
	(15,100)
	(45,583)


(a) [bookmark: _Toc6816285][bookmark: _Toc6812860][bookmark: _Toc6812747][bookmark: _Toc6812689][bookmark: _Toc6812589][bookmark: _Toc22012415][bookmark: _Toc22012383][bookmark: _Toc22012350][bookmark: _Toc22012317]Includes $4 million attributable to minority interests (2017: $1 million).
Certain comparatives have been restated. Refer to Note 1.5 for further details.

[bookmark: _Toc529798558]Australian Government balance sheet
as at 30 June 2018
	[bookmark: Note_DBSTABLE1] 
	 
	2018
	2017

	 
	Note
	$m
	$m

	Assets
	 
	 
	 

	Financial assets
	 
	 
	 

	Cash and deposits
	 
	6,242
	6,283

	Advances paid
	5A
	51,765
	46,093

	Other receivables and accrued revenue
	5A
	50,696
	46,150

	Investments, loans and placements
	5B
	326,823
	320,878

	Equity investments
	5C
	57,992
	46,561

	Total financial assets
	 
	493,518
	465,965

	Non-financial assets
	 
	 
	 

	Land 
	5D
	13,316
	12,237

	Buildings
	5D
	29,073
	28,112

	Specialist military equipment
	5D
	62,020
	58,573

	Other plant, equipment and infrastructure
	5D
	54,689
	42,475

	Intangibles
	5D
	11,519
	10,360

	Investment property
	5D
	341
	281

	Inventories
	5E
	8,831
	8,689

	Heritage and cultural assets
	5D
	11,619
	11,630

	Other non-financial assets
	5F
	3,943
	4,280

	Total non-financial assets
	 
	195,351
	176,637

	Total assets
	5G
	688,869
	642,602

	 
	 
	 
	 

	Liabilities
	 
	 
	 

	Interest bearing liabilities
	 
	 
	 

	Deposits held
	6A
	33,841
	34,761

	Government securities
	6B
	567,661
	535,445

	Loans
	6C
	15,181
	14,100

	Other borrowings
	6D
	8,807
	7,515

	Other interest bearing liabilities
	6E
	10,760
	10,885

	Total interest bearing liabilities
	 
	636,250
	602,706

	Provisions and payables
	 
	 
	 

	Superannuation liability
	6F
	313,913
	279,799

	Other employee liabilities 
	6F
	21,714
	20,058

	Supplier payables
	6G
	11,906
	11,010

	Personal benefits payable
	6G
	2,758
	2,451

	Subsidies payable
	6G
	602
	549

	Grants payable
	6G
	3,068
	3,924

	Australian currency on issue
	6H
	75,565
	73,623

	Other payables
	6G
	2,945
	4,259

	Other provisions
	6H
	37,899
	35,966

	Total provisions and payables
	 
	470,370
	431,639

	Total liabilities
	 
	1,106,620
	1,034,345

	 
	 
	 
	 

	Net worth
	 
	 
	 

	Accumulated results
	 
	(500,731)
	(468,931)

	Reserves
	 
	82,869
	77,125

	Minority interests
	 
	111
	63

	Net worth
	 
	(417,751)
	(391,743)



Certain comparatives have been restated. Refer to Note 1.5 for further details.

[bookmark: _Toc529798559]Australian Government cash flow statement
for the year ended 30 June 2018
	[bookmark: Note_DCFTABLE1] 
	 
	2018
	2017

	 
	Note
	$m
	$m

	OPERATING ACTIVITIES
	 
	 
	 

	Operating cash received
	 
	 
	 

	Taxes received
	 
	417,966
	379,239

	Receipts from sales of goods and services
	 
	21,357
	18,182

	Interest receipts
	 
	4,736
	4,061

	Dividend receipts
	 
	4,102
	3,500

	Other receipts
	 
	8,598
	10,349

	Total cash received
	 
	456,759
	415,331

	Operating cash used
	 
	 
	 

	Payments for employees
	 
	(32,368)
	(32,934)

	Payments for goods and services
	 
	(105,903)
	(99,041)

	Grants and subsidies paid
	 
	(161,643)
	(155,717)

	Interest paid
	 
	(16,943)
	(15,415)

	Personal benefits paid
	 
	(127,940)
	(130,828)

	Other payments
	 
	(7,527)
	(5,277)

	Total cash used
	 
	(452,324)
	(439,212)

	Net cash flows from operating activities
	8
	4,435
	(23,881)

	INVESTING ACTIVITIES
	 
	 
	 

	Investments in non-financial assets
	 
	 
	 

	Sales of non-financial assets
	 
	1,657
	2,340

	Purchases of non-financial assets
	 
	(19,838)
	(17,339)

	Net investments in non-financial assets
	 
	(18,181)
	(14,999)

	Investments in financial assets for policy purposes
	 
	 
	 

	Receipts from policy investments
	 
	5,446
	3,679

	Payments for policy investments(a)
	 
	(17,539)
	(9,712)

	Net investments in financial assets for policy purposes
	 
	(12,093)
	(6,033)

	Investments in financial assets for liquidity purposes
	 
	(6,213)
	(37,307)

	Net cash from investing activities
	 
	(36,487)
	(58,339)

	FINANCING ACTIVITIES
	 
	 
	 

	Net financing cash received
	 
	 
	 

	Borrowings
	 
	34,481
	75,280

	Other financing
	 
	3,695
	11,347

	Net cash received
	 
	38,176
	86,627

	Net financing cash used
	 
	 
	 

	Other financing
	 
	(6,165)
	(3,836)

	Net cash used
	 
	(6,165)
	(3,836)

	Net cash flows from financing activities
	 
	32,011
	82,791

	Net (decrease)/increase in cash held
	 
	(41)
	571

	Cash at beginning of year
	 
	6,283
	5,712

	Cash at end of year
	 
	6,242
	6,283

	Key fiscal aggregate
	 
	 
	 

	Net cash flows from operating activities 
	 
	4,435
	(23,881)

	Net cash flows from investments in non-financial assets
	 
	(18,181)
	(14,999)

	Cash surplus/(deficit)
	 
	(13,746)
	(38,880)


(a) Includes $6,114 million in payments to New South Wales and Victoria for their shareholdings in Snowy Hydro Limited in 2018. Refer to Note 9 for further detail.
Certain comparatives have been restated. Refer to Note 1.5 for further details.
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[bookmark: _Toc529798560]Australian Government statement of changes in equity (net worth)
for the year ended 30 June 2018
	[bookmark: Note_CEQTABLE1] 
	 
	Reserves
	 
	 

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

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

	Australian Government
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Adjusted opening balance as at 1 July 2016
	(483,495)
	49,510
	56
	5,900
	8,514
	5,720
	69,700
	-
	(413,795)

	Comprehensive result - change in net worth
	20,128
	1,262
	(12)
	688
	-
	(14)
	1,924
	-
	22,052

	Transfers to/(from)/between reserves
	(5,503)
	(63)
	(1)
	7,616
	-
	(2,049)
	5,503
	-
	-

	Net worth as at 30 June 2017
	(468,870)
	50,709
	43
	14,204
	8,514
	3,657
	77,127
	-
	(391,743)

	less: Minority interests
	61
	-
	-
	2
	-
	-
	2
	-
	63

	Attributable to the General Government
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Sector at 30 June 2017
	(468,931)
	50,709
	43
	14,202
	8,514
	3,657
	77,125
	-
	(391,806)

	Non-material changes in accounting policy and errors
	80
	(16)
	 -
	(1)
	 -
	7
	(10)
	 -
	70

	Adjusted opening balance as at 1 July 2017
	(468,790)
	50,693
	43
	14,203
	8,514
	3,664
	77,117
	-
	(391,673)

	Dividends provided for or paid
	(3)
	 -
	 -
	 -
	 -
	 -
	-
	 -
	(3)

	Comprehensive result - change in net worth
	(29,480)
	2,974
	16
	273
	 -
	142
	3,405
	 -
	(26,075)

	Transfers to/(from)/between reserves
	(2,348)
	(12)
	 -
	(809)
	 -
	3,169
	2,348
	 -
	-

	Net worth as at 30 June 2018
	(500,621)
	53,655
	59
	13,667
	8,514
	6,975
	82,870
	-
	(417,751)

	less: Minority interests
	110
	-
	-
	1
	-
	-
	1
	-
	111

	Attributable to the General Government
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Sector at 30 June 2018
	(500,731)
	53,655
	59
	13,666
	8,514
	6,975
	82,869
	-
	(417,862)



[bookmark: _Toc6812595][bookmark: _Toc6812695][bookmark: _Toc6812753][bookmark: _Toc6812866][bookmark: _Toc22012324][bookmark: _Toc22012357][bookmark: _Toc22012390][bookmark: _Toc22012422][bookmark: _Toc527705999][bookmark: _Toc528687532][bookmark: _Toc529798561]The above statements should be read in conjunction with the accompanying notes
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INDEPENDENT AUDITOR’S REPORT

To the Minister for Finance and the Public Service

Opinion

In my opinion, the Consolidated Financial Statements which include the Australian Government and
the General Government Sector (GGS) Financial Reports for the year ended 30 June 2018:

(a) comply with Australian Accounting Standards; and

(b) present fairly the financial position of the Australian Government and the General Government
Sector as at 30 June 2018 and their financial performance and cash flows for the year then ended.

The Consolidated Financial Statements, which | have audited, comprise the following statements as at
30 June 2018 and for the year then ended:

e Statement of Compliance;

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

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

e Australian Government cash flow statement and Australian Government cash flow statement by
sector — including General Government Sector Financial Report;

o Australian Government statement of changes in equity (net worth) and General Government Sector
statement of changes in equity (net worth) by sector; and

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

Basis for Opinion

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

Key Audit Matters

Key audit matters are those matters that, in my professional judgement, were of most significance in
my audit of the financial statements of the current period. These matters were addressed in the context
of my audit of the financial statements as a whole, and in forming my opinion thereon. | do not provide
a separate opinion on these matters. The key audit matters are detailed below.

GPO Box 707 CANBERRA ACT 2601
19 National Circuit BARTON ACT
Phone (02) 6203 7300 Fax (02) 6203 7777
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Key audit matter

Completeness and accuracy of taxation
revenue

Refer to Note 2A ‘Taxation Revenue’

The balance of taxation revenue is significant to
the Australian Government operating statements
(GGS: $427.2 billion, Australian Government:
$427.2 billion for the year ended 30 June 2018).

Taxation revenue collection and estimates are
dependent on information provided by taxpayers in
self-assessment and voluntary compliance
regimes. Ineffective design and implementation of
compliance risk management would elevate the
risk that incorrect taxation lodgments/ collections
are not detected and corrected.

The Australian Government uses various
methodologies to calculate estimates for taxation
revenues. Estimation techniques have inherent
risks of error and rely on assumptions such as
wage growth, gross domestic product and
historical information. The impact of economic
conditions and the timing of final taxable income
and measurement of revenues and expenses can
also be difficult to estimate.

The completeness and accuracy of taxation
revenue is a key audit matter for me due to
complexity in determining the revenues due under
self-assessment and voluntary compliance
regimes. Significant professional judgement is
also involved in the application of methodologies
and assumptions (including about volatility of
economic conditions that increase the uncertainty
of the estimates).

How the audit addressed the matter
To address the key audit matter, I:

s benchmarked compliance risk management
against the Organisation for Economic
Cooperation and Development's best
practice principles of what constitutes an
effective taxation compliance program;

¢ assessed risk identification, assessment

and prioritisation processes and risk
treatment  strategies and associated
reporting;

s assessed the process of monitoring

performance and evaluating compliance
outcomes for taxation revenue on a sample
basis;

+ tested the completeness, relevance and
accuracy of the data used to develop
estimates;

* assessed the interpretation and analysis of
data applied for the various estimates and
allocations and recalculated revenue
estimates for all material estimates at year-
end;

* evaluated the adequacy of documentation to
support the judgements made in relation to
key estimates and allocations of revenue at
year-end; and

* assessed the accuracy of customs duty
collected by evaluating the appropriateness
of tariffs and exchange rates applied and by
testing a sample of transactions to
supporting documentation.

Key audit matter
Valuation of Loans and Receivables
Refer to Note 5A ‘Advances paid and receivables’

Loans and receivables are significant to the
Australian Government balance sheet at 30 June
2018 (advances paid - GGS: $56.1 billion,
Australian Government: $51.8 billion; receivables -
GGS: $49.9 billion, Australian Government: $50.7
billion).

Advances paid reflect loans provided by the
Government, including student loans under the
Higher Education Loan Program (HELP). Student
loans are recognised at fair value, which takes
account of the uncertainty in repayments as the
loans are contingent on reaching income
thresholds. At 30 June 2018 there is a fair value
adjustment of $18.6 billion against student loans,
reflecting expected non-repayment.

Receivables reflect amounts due from taxation,

How the audit addressed the matter
To address the key audit matter, I:

s evaluated the appropriateness of the
methodology supporting the Australian
Government’s student loans compliance
program;

+ tested the completeness, accuracy and
appropriateness of the source information
used in the estimates;

+ evaluated the methodology and approach
used in developing estimates of recoveries,
assisted by independent actuarial experts
for higher risk loans and receivables;

s assessed the reasonableness of key
assumptions such as the timing and amount
of expected cash flows and discount rates
by comparing them, where possible, to
industry benchmarks; and
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personal benefits and other receivables. These
assets are assessed for recoverability and
impaired where they are deemed not recoverable.
Impairment provisions of $22.2 billion have been
recognised at 30 June 2018.

The valuation of loans and receivables is a key
audit matter for me due to the inherent complexity
and uncertainty in estimating fair value including
recoverability and impairments and the sensitivity
of these balances to changes in assumptions.

+ tested, on a sample basis, the estimation
process for disputed taxation debts of
individual taxpayers to the Australian
Government and the accounting treatment
on individual taxpayer accounts.

Key audit matter
Valuation of Financial Assets

The Australian Government has financial assets of
$493.5 billion (GGS: $415.8 billion) as at 30 June
2018. The valuation of these assets is complex
and in some cases requires estimating the fair
value of the instrument based on assumptions
about the future. | have identified some specific
financial assets because of the significance of
those assets and the judgements applied in
making the valuations.

Collective Investments

Refer to Note 5B
placements’

Investments, loans and

The balance of collective investments is significant
to the Australian Government balance sheet
(GGS: $67.9 billion, Australian Government: $67.9
billion as at 30 June 2018).

Collective investments vehicles are holdings of a
diverse range of asset categories including private
equity investments, hedge funds, direct and
indirect property, infrastructure and timberland
assets. Valuation techniques vary depending on
the particular asset category and holding.

All investments are held in custody by the Future
Fund Management Agency and Board of
Guardians’ appointed custodian.

| consider the valuation of collective investment
vehicles to be a key audit matter due to the size of
the investments, and the inherent subjectivity and
significant judgements and estimates required
where market data is not available to determine the
fair value of these investments.

How the audit addressed the matter

To assess the controls over the valuation of
collective investment vehicles I:

s inspected the custodian’s independent
auditor’s assurance report in respect of the
valuation of investments at the custodian;

+ assessed the competence and experience
of the custodian’s independent auditor; and

+ tested a sample of the controls in place at
the Future Fund Management Agency and
Board of Guardians to validate and
challenge the valuation of collective
investment vehicles.

With the assistance of a valuation specialist |
assessed, on a sample basis, the valuation of
indirectly held single infrastructure and
timberland investments as at 30 June 2018. To
dosol:

* evaluated the competence and objectivity
of the wvaluation expert used by
management;

+ tested the valuation models used including
the reasonableness of key assumptions
regarding growth rates, discount rates and
multiples applied to earnings within the
models; and

s performed a cross-check between
management’s valuation and the valuation
applied by comparable companies,
including the underlying assumptions.

To assess the valuation of all other collective
investment vehicles as at 30 June 2018, on a
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Investments in Public Corporations

Refer to Note 5C
corporations’

Investments in public

The balance of investments in public corporations
is significant to the General Government Sector
balance sheet ($55.3 billion as at 30 June 2018,
investments in public corporations are not relevant
for the Australian Government as the amounts are
eliminated on consolidation).

GGS investments in public corporations are valued
using a discounted net cash flow where the
corporation generates significant hon-government
cash inflows and those cash flows can be reliably
predicted. If non-government cash flows are not
significant or cannot be reliably predicted, the
valuation is based on net assets of the corporation,
adjusted where necessary to align with the
Australian Government’s accounting policies.

This is a key audit matter for me due to inherent
subjectivity and the significant judgements,
complexity of valuation techniques and
assumptions required in determining fair value.

sample basis, I:

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

+ obtained audited financial statements as at
30 June 2018, where available, and agreed
the audited net asset value to the capital
account statements;

s where 30 June 2018 audited financial
statements were unavailable, performed
roll-forward procedures from the most
recent set of audited financial statements;
and

+ performed an assessment of the audited
financial statements of the collective
investment  vehicle  which  included
considering the regulatory framework under
which the financial statements were
prepared, the accounting policies adopted
and evaluating the competence and
objectivity of the audit firm performing the
audit and the opinion provided.

To address the matter, I:

s evaluated the approach adopted for the
valuation for each entity, including
assessing whether the choice of valuation
technique was appropriate in the
circumstances;

* where the net assets method was used,
tested adjustments made to align with
Australian Government accounting
policies, such as the valuation of property,
plant and equipment;

s assessed the appropriateness of key
assumptions and inputs used in the
discounted cash flow valuation models,

+ tested the accuracy of amounts against
estimates and public documents produced
by the entity and, where possible,
comparable companies; and

e considered the sensitivity of the valuation
methodology by adjusting key assumptions
for reasonably foreseeable alternate
scenarios.

Key audit matter
Valuation of Non-Financial Assets

The Australian Government has non-financial
assets of $195.3 billion (GGS: $147.3 billion) as at
30 June 2018.

The valuation of some assets requires significant
judgement due to the uncertainties inherent in the
valuation of these significant physical assets.

How the audit addressed the matter
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Specialist Military Equipment
Refer to Note 5D ‘Specialist Military Equipment’

The balance of specialist military equipment is
significant to the Australian Government balance
sheet (GGS: $62.0 billion, Australian Government:
$62.0 billion as at 30 June 2018).

Specialist military equipment includes platform
assets in use, under construction and spare parts.
Specialist military equipment was measured at its
fair value.

This is a key audit matter for me because
measurement of specialist military equipment at
fair value involves a high degree of management
judgement due to the highly specialised nature of
these assets and the judgements required to
determine appropriate useful lives and assess the
financial impact of indicators of impairment. There
is also subjectivity in the valuation assessment due
to the difficulty in obtaining the replacement costs
of assets with a similar capability in the absence of
an active market.

Other Plant, Equipment and Infrastructure

Refer to Note 5D ‘Other Plant, Equipment and
Infrastructure’

The balance of other plant, equipment and
infrastructure is significant to the Australian
Government balance sheet (GGS: $15.5 billion,
Australian Government: $54.7 billion as at 30 June
2018).

Other plant, equipment and infrastructure is made
up of a large number of assets held across the
Commonwealth including some large
infrastructure holdings such as the National
Broadband Network (nbn Co Ltd) and the assets
acquired with the purchase of Snowy Hydro
Limited.

This is a key audit matter for me due to inherent
subjectivity inthe valuation of plant, equipment and
infrastructure held, in particular nbn network
infrastructure, and the emergence of new
technologies.

To address the matter, |:

s tested the completeness and accuracy of
data used in the estimation process;

* assessed the competence and objectivity of
valuation subject matter experts;

s assessed the fair value methodology
applied was appropriate for each asset
applying either the replacement cost of
platforms with similar capabilities or
indexation of historical cost;

* assessed whether the useful lives applied to
specialist military equipment (for the
calculation of depreciation) were consistent
with other available information such as
expected withdrawal dates for these assets;

+ tested a sample of cost attribution models,
approval of cost allocations and year-end
accruals relating to assets under
construction;

+ assessed whether the assumptions used in
determining impairment were consistent
with other available information such as
changes to planned capabilities and
unscheduled repairs and maintenance; and

* inspected a sample of assets for indicators
of impairment.

To address the matter, | engaged experts, where
appropriate, to assist me with:

s assessing the appropriateness of the
approach used to measure fair value for
each type of asset;

s assessing the significant judgements made
by management in determining fair value;

* assessing whether the useful lives applied
were reasonable and consistent with
available information;

s assessing the impact of key technological
advances and economic obsolescence on
fair value calculations for a sample of asset
types; and

+ performing sensitivity analysis by varying
factors such as discount rates and growth
rates to develop a range of reasonable
valuation outcomes.
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Key audit matter How the audit addressed the matter
Valuation of superannuation liability To address the key audit matter, I:

Refer to Note 6F ‘Superannuation liabilities’ +« assessed the effectiveness of controls over
the management of defined benefit
schemes  including management  of
members’ data used in the valuation model;

The balance of superannuation liabilities is
significant to the Australian Government balance
sheet (GGS: $313.5  bilion,  Australian
Government:  $313.9 bilion superannuation e assessed, with the assistance of an
liabilities as at 30 June 2018). independent actuary, the methodology,
assumptions and judgements used in
estimating the superannuation liabilities,
including comparison against accepted
industry benchmarks; and

Superannuation liabilities represent retirement and
death benefits for Commonwealth and Defence
Force employees, based on service to date.

The valuation of the superannuation liabilities is a
key audit matter for me due to the measurement of
the liabilities being complex, requiring significant
judgement and estimation in the selection of long-
term assumptions, including the salary growth and
discount rates, to which the valuation of the
schemes is highly sensitive.

+ tested disclosures of key judgements and
estimates made, including the disclosure of
sensitivity  analysis  over  significant
judgements.

Other Information

The Minister for Finance and the Public Service (the Minister) is responsible for the other information.
The other information comprises the information included in the Preface and the Commentary on the
Consolidated Financial Statements for the year ended 30 June 2018 but does not include the financial
statements and my auditor’s report thereon.

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

In connection with my audit of the financial statements, my responsibility is to read the other information
identified above and, in doing so, consider whether the other information is materially inconsistent with
the financial statements or my knowledge obtained in the audit, or otherwise appears to be materially
misstated.

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

Minister’'s Responsibility for the Financial Statements

The Minister is responsible under section 48 of the Public Governance, Performance and Accountability
Act 2013 for the preparation and fair presentation of Consolidated Financial Statements that comply
with Australian Accounting Standards. The Minister is also responsible for such internal control as the
Minister determines is necessary to enable the preparation and fair presentation of Consolidated
Financial Statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the Minister is responsible for assessing the Australian
Government’s ability to continue as a going concern. The Minister is also responsible for disclosing, as
applicable, matters related to going concern and using the going concern basis of accounting unless
the assessment indicates that it is not appropriate.

Auditor’s Responsibilities for the Audit of the Financial Statements

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

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

« abtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Australian Government's internal control relevant to the preparation and fair
presentation of the Consolidated Financial Statements;

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

« conclude on the appropriateness of the Minister’s use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Australian Government’s ability to continue as a
going concern. If | conclude that a material uncertainty exists, | am required to draw attention in my
auditor’s report to the related disclosures in the financial statements or, if such disclosures are
inadequate, to modify my opinion. My conclusions are based on the audit evidence obtained up to
the date of my auditor's report. However, future events or conditions may cause the Australian
Government to cease to continue as a going concern;

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

« obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities to express an opinion on the Consolidated Financial Statements. | am responsible
for the direction, supervision and performance of the Consolidated Financial Statements audit. |
remain solely responsible for my audit opinion.

| communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal
control that | identify during my audit.

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

Australian National Audit Office

s

Grant Hehir
Auditor-General

Canberra
16 November 2018




