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Management Discussion and Analysis
For the Superannuation Provision Account
Financial Year Ended 30 June 2016

Objectives

The Superannuation Provision Account (SPA) has been established to manage,
recognise and account for the Australian Capital Territory’s (Territory) employer
defined benefit superannuation liabilities and associated investment assets.

Overview

The financial outcomes for the SPA in any financial year will be significantly impacted
by the financial year end valuation of the defined benefit superannuation liability
and by the return achieved on the investment assets, both of which are volatile.

An actuarial review of the Territory’s CSS/PSS defined benefit employer
superannuation liabilities and expected benefit payments are completed annually.
As an employee’s accruing superannuation benefit may be settled many years into
the future, the superannuation liability is measured on a discounted basis, being the
present value of the expected future payments.

Australian Accounting Standards require the liability valuation to use a discount rate
that is referenced to the yield (interest rate) on a suitable Commonwealth
Government bond.

Figure 1 demonstrates that average interest rates (IR) on Commonwealth bonds are
volatile and have been trending lower over time, impacting on the discount rate.
The use of a lower discount rate increases the defined benefit superannuation
liability valuation estimate and associated superannuation expense. Due to the size
and timing of these liabilities, small movements in the discount rate from year to
year have a material impact on the liability valuation and expense estimates.

Figure 1 — Commonwealth Government Average 10-Year Bond Yield
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Overview of 2015-16 Financial Outcome

The SPA’s territorial net cost of services for 2015-16 was $458.1 million being
$215.7 million or 89 per cent higher than the budget estimate of $242.4 million.

The operating result for the 2015-16 financial year was negatively impacted by
difficult global investment market conditions and very low interest rates, which
resulted in lower investment earnings, increased superannuation expense and an
increase in the valuation estimate of the defined benefit superannuation liability, as
compared with that estimated in the 2015-16 Budget.

Weak performance by global listed share markets, and increased investment market
volatility, weighed on the portfolio’s investment return of 2.66 per cent for the
2015-16 financial year.

In accordance with the requirements of AASB 119: 'Employee Benefits' (AASB 119),
the superannuation expense for the reporting period is the projected expense based
on the previous year's financial year end AASB 119 superannuation liability valuation
which applied a discount rate of 3.66 per cent to estimate the closing 30 June 2015
superannuation liability. This resulted in an increase in superannuation expense for
the 2015-16 financial year of approximately $56.2 million.

Domestic interest rates continued to trend lower over the 2015-16 financial year and
remain very low by historical standards. The discount rate at 30 June 2016, which
was referenced to the yield on the Commonwealth’s 2039 maturity bond, was
2.69 per cent. The lower discount rate has negatively impacted on the valuation of
the superannuation liability at 30 June 2016, increasing the estimate from
$8.5 billion at 30 June 2015 to $10.7 billion at 30 June 2016.

Financial Performance

The following financial information is based on the audited financial statements for
2014-15 and 2015-16, the 2015-16 Budget estimates, as well as the forward
estimates from the 2016-17 Budget.

Table 1 — Total Net Cost of Services

S millions Actual Actual Budget Actual

2013-14 2014-15 2015-16 2015-16
Total Expenses 535.3 624.3 503.5 644.0
Total Own Source Revenue 433.4 389.8 261.1 185.9
Net Cost of Services 101.9 234.5 242.4 458.1

Comparison to 2015-16 Budget Estimates
The SPA’s net cost of services for 2015-16 of $458.1 million was $215.7 million or
89 per cent higher than the 2015-16 Budget estimate of $242.4 million.
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This mainly reflects:

e total net investment earnings of $96.2 million being $160.0 million or
62 per cent lower than the budget estimate of $256.1 million due mainly to the
weak performance of global share markets over the financial year; and

e superannuation expense of $549.3 million being $56.2 million or 11 per cent
higher than the budget estimate of $493.1 million due to the financial impact of
the lower discount rate at 30 June 2015 of 3.66 per cent, increasing the
superannuation liability valuation at 30 June 2015 and increasing superannuation
expense for the 2015-16 financial year.

Comparison to 2014-15 Actual
Total net cost of services during 2015-16 of $458.1 million was $223.7 million or
95 per cent higher than the 2014-15 actual result of $234.5 million.

This is due primarily to:

e total net investment revenue of $96.2 million in 2015-16, or an investment
return of 2.66 per cent, being $207.7 million or 68 per cent lower than net
investment revenue of $303.9 million in 2014-15 (return of 10.2 per cent); and

e superannuation expense of $549.3 million in 2015-16 being $16.2 million or
3 percent higher than in 2014-15 ($533.2 million). Superannuation expense for
the reporting period is the projected expense based on the previous year's
30 June 2015 financial year end AASB 119 superannuation liability valuation
which applied a discount rate of 3.66 per cent to estimate the closing
superannuation liability. The superannuation expense for the 2014-15 financial
year was based on the 30 June 2014 AASB 119 superannuation liability valuation
which applied a higher discount rate of 4.08 per cent. A lower discount rate
increases the superannuation liability valuation and related superannuation
expense.

Future Trends
Table 2 below shows the SPA’s net cost of services for the 2016-17 Budget and
forward years.

The 2016-17 Budget and forward year estimates assume the long-term portfolio
investment return expectation of CPl plus 5 per cent per annum, as well as the
defined benefit superannuation liability valuation projections using a long term
average discount rate assumption of 6 per cent from 30 June 2017. Figure 1 shows
the 10-year Commonwealth bond interest rate over the last 25 years has averaged
approximately 6 per cent.

Table 2 — Budget Estimates for Net Cost of Services

S millions Budget Estimate Estimate Estimate

2016-17 2017-18 2018-19 2019-20
Total Expenses 595.1 518.1 528.6 538.5
Total Own Source Revenue 264.2 278.0 293.0 312.9
Net Cost of Services 330.9 240.1 235.6 225.6
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Total Expenditure

Components of Expenses

The major components of total SPA expenses recognised for 2015-16 of
$644.0 million relates to the superannuation expense (service and interest costs)
associated with the defined benefit superannuation liabilities, as well as the
expensing of any investment capital losses.

The Service Cost expense of $233.9 million during 2015-16 is the increase in the
present value estimate of the defined benefit liability resulting from service during
the financial year.

The Interest Cost expense of $315.4 million during 2015-16 is the increase in the
present value of the defined benefit liability which arises because past accrued
benefits are one period closer to settlement.

The superannuation expense related to the defined benefit superannuation liabilities
accounted for $549.3 million or 85 per cent of ordinary activities, as well as the
expensing of investment capital losses, which accounted for $83.6 million or
13 per cent of ordinary activities.

The components of the remaining $11.2 million or 2 per cent of expenses are set out
below in Figure 2.

Figure 2 — Components of Expenses (Excluding Superannuation Expenses and
Investment Capital Losses)

Supplies and Services
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Fund management and investment administration fees, as well as the annual fees
associated with the Commonwealth Government superannuation scheme
administration charges by the Commonwealth Superannuation Corporation (CSC) on
behalf of the employees of the Territory in the CSS, PSS and PSSap, are the largest
remaining components of expenses.
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Comparison to 2015-16 Budget Estimates
Total SPA expense of $644.0 million was $140.5 million or 28 per cent higher than
the 2015-16 Budget estimate of $503.5 million.

This result is mainly due to:

e superannuation expense of $549.3 million being $56.2 million or 11 per cent
higher than the budget estimate of $493.1 million due to the financial impact of
the lower discount rate at 30 June 2015 of 3.66 per cent, increasing the
superannuation liability valuation at 30 June 2015 and increasing
superannuation expense for the 2015-16 financial year; and

e the expensing of $83.6 million of investment capital losses during the 2015-16
financial year due mainly to increased share market price volatility and weak
global listed share market returns, the trading activity of the investment
managers, and the volatility and weakness of the Australian dollar against other
major currencies. Budget estimates are based on the long term investment
return expectation of CPIl + 5 per cent.

Comparison to 2014-15 Actual
Total expenses of $644.0 million were $19.7 million or 3 per cent higher than the
2014-15 actual result of $624.3 million.

This is due mainly to:

e the increase of $16.2 million or 3 per cent in superannuation expense for the
2015-16 financial year. Superannuation expense for the reporting period is the
projected expense based on the previous year's financial year end AASB 119
superannuation liability valuation which applied a discount rate of 3.66 per cent
to estimate the closing 30 June 2015 superannuation liability (4.08 per cent at
30 June 2014) leading to a higher liability valuation at 30 June 2015 and higher
superannuation expense in 2015-16; and

e the increase of $5.8 million or 7 per cent in investment capital losses of
$83.6 million for the 2015-16 financial year, as compared to $77.7 million in
2014-15.

Future Trends

From 2016-17 expenses are budgeted to be lower as a result of using the long term
average discount rate assumption of 6 per cent in the superannuation liability
valuation estimates.

Total Own Source Revenue

Components of Own Source Revenue
For the financial year ended 30 June 2016, the SPA recognised $185.9 million in own
source revenue.

The components of own source revenue for the 2015-16 financial year are outlined
in Figure 3 and include income such as interest, dividends, and distributions, as well
as investment capital gains.
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Figure 3 — Components of Own Source Revenue
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Comparison to 2015-16 Budget Estimates

Total own source revenue, or gross investment revenue, of $185.9 million was
$75.2 million or 29 per cent lower than the 2015-16 Budget estimate of
$261.1 million due to the portfolio return of 2.7 per cent for the 2015-16 financial
year being below the budget return assumption.

The budget estimates for investment earnings incorporate the long-term portfolio
investment return target objective. The investment portfolio is targeting an average
annual return that is 5 per cent above CPI increases.

Figure 4 outlines the annual real investment returns (the annual returns excluding
the impact of CPI) achieved by the investment portfolio over the last twenty years,
the annualised real return or the average annual return achieved by the investment
portfolio over time, as well as the investment return objective.

The investment portfolio achieved a net of fees return of 2.66 per cent for the
2015-16 financial year, or an equivalent real return of approximately
CPI + 1.2 per cent.

Due to the volatile nature of global investment markets, investment earnings
recognised in any particular year by the SPA will vary from the annual budget
estimates. Over the past twenty years the portfolio has achieved an annualised
investment return of CPI plus 5.0 per cent which is in-line with the long term target
investment return objective.
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Figure 4 — Annual Portfolio Investment Returns (Excluding CPI)
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Comparison to 2014-15 Actual

Total own source revenue of $185.9 million was $203.9 million or 52 per cent lower
than the 2014-15 actual result of $389.8 million. This is mainly due to the
investment portfolio achieving a lower investment return of 2.66 per cent
(CPI + 1.2 percent) in 2015-16 compared with the portfolio’s investment return of
10.18 per cent (CPI + 8.6 per cent) in 2014-15.

Future Trends

Due to budgeting for investment revenue at the long term target return objective,
which is higher than the actual investment return achieved in 2015-16, total own
source revenue over the 2016-17 Budget and forward years is projected to be
higher.

Financial Position
Total Assets

Components of Total Assets
At 30 June 2016 almost 100 per cent of the SPA’s assets are financial investment
assets.

The investment portfolio assets include Australian and international money market
securities (cash) and capital market securities (bonds), Australian and international
listed shares, Australian office and retail property assets, and private equity, or
unlisted company assets.

Figure 5 below provides the actual asset allocation at 30 June 2016 and the actual
asset allocation at 30 June 2015, and compares this against the current long-term
strategic asset allocation (SAA) targets.
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Figure 5 — Investment Portfolio Asset Allocation
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The SAA is designed to provide a reasonable probability of achieving the long-term
investment return target objective of CPI plus 5 per cent within acceptable risk
constraints. Since 1996-97 the investment portfolio has achieved an annualised
return of CPI plus 5.0 per cent.

Comparison to 2015-16 Budget Estimates

The total asset position at 30 June 2016 of $3,446.8 million was $162.5 million or
5 per cent lower than the budget estimate of $3,609.4 million. The lower growth in
the asset base is mainly due to investment earnings of $96.2 million in 2015-16 being
$159.9 million or 62 per cent lower than the 2015-16 Budget estimate of
$256.1 million.

Comparison to 2014-15 Actual

The total asset position at 30 June 2016 of $3,446.8 million is $104.8 million or 3 per
cent higher than the 30 June 2015 closing asset position of $3,342.1 million. The
growth in the asset base is mainly due to investment earnings of $96.2 million for the
2015-16 financial year.

Total Liabilities

Almost 100 per cent of the SPA’s recognised liabilities are associated with the
Territory’s defined benefit employer superannuation liabilities to the
Commonwealth Government.

Comparison to 2015-16 Budget Estimates

The SPA liabilities at 30 June 2016 of $10,719.6 million were $4,623.8 million or
76 per cent higher than the 2015-16 Budget estimate of $6,095.8 million.
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This variance is due to the yield on the Commonwealth Government’s April 2039
bond, which is the reference vyield for the appropriate discount rate, being
2.69 percent (annualised) as at 30 June 2016.

The actual discount rate remains below the long term average budget discount rate
assumption of 6 per cent and materially impacted the CSS/PSS defined benefit
superannuation liability valuation of $10,718.3 million at 30 June 2016 exceeding the
budget estimate of $6,095.8 million.

Comparison to 2014-15 Actual
The SPA’s total liabilities of $10,719.6 million were $2,228.5 million or 26 per cent
higher than the 2014-15 result of $8,491.0 million.

This was due to:

e the financial impacts from the latest actuarial review using salary and
membership data at 30 June 2015 and the projected growth in the
superannuation liability; and

e the AASB 119 CSS/PSS defined benefit superannuation liability valuation at
30 June 2016 applying a discount rate of 2.69 per cent which was lower than the
discount rate used at 30 June 2015 of 3.66 per cent. The lower discount rate
materially increased the liability valuation at 30 June 2016 with the SPA
recognising an actuarial loss on the liability valuation of $1,876.7 million.

Future Trends

The valuation of the Territory’s employer superannuation liability is very sensitive to
the level of domestic interest rates. The forward estimates for the value of the
superannuation liability are lower due to the incorporation of the long term average
discount rate assumption of 6 per cent, as compared to current low discount rate.
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Q?A d Oﬁ— AUDITOR-GENERAL AN OFFICER
‘_ uait ice OF THE ACT LEGISLATIVE ASSEMBLY

INDEPENDENT AUDIT REPORT
SUPERANNUATION PROVISION ACCOUNT

To the Members of the ACT Legislative Assembly

Report on the financial statements

The financial statements of the Superannuation Provision Account for the year ended
30 June 2016 have been audited. These comprise the statement of income and expenses
on behalf of the Territory, statement of assets and liabilities on behalf of the Territory,
statement of changes in equity on behalf of the Territory, cash flow statement on behalf
of the Territory, territorial statement of appropriation and accompanying notes.

Responsibility for the financial statements

The Under Treasurer is responsible for the preparation and fair presentation of the
financial statements in accordance with the Financial Management Act 1996. This
includes responsibility for maintaining adeguate accounting records and internal controls
that are designed to prevent and detect fraud and error, and the accounting policies and
estimates used in the preparation of the financial statements.

The auditor’s responsibility

Under the Financial Management Act 1996, | am responsible for expressing an
independent audit opinion on the financial statements of the Superannuation Provision
Account.

The audit was conducted in accordance with Australian Auditing Standards to provide
reasonable assurance that the financial statements are free of material misstatement.

| formed the audit opinion following the use of audit procedures to obtain evidence about
the amounts and disclosures in the financial statements. As these procedures are
influenced by the use of professional judgement, selective testing of evidence supporting
the amounts and other disclosures in the financial statements, inherent limitations of
internal control and the availability of persuasive rather than conclusive evidence, an
audit cannot guarantee that all material misstatements have been detected.

Although the effectiveness of internal controls is considered when determining the
nature and extent of audit procedures, the audit was not designhed to provide assurance
on internal controls.
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The audit is not designed to provide assurance on the appropriateness of budget
information included in the financial statements or to evaluate the prudence of decisions
made by the Superannuation Provision Account.

Electronic presentation of the audited financial statements

Those viewing an electronic presentation of these financial statements should note that
the audit does not provide assurance on the integrity of information presented
electronically, and does not provide an opinion on any other information which may have
been hyperlinked to or from these financial statements. If users of these financial
statements are concerned with the inherent risks arising from the electronic presentation
of information, then they are advised to refer to the printed copy of the audited financial
statements to confirm the accuracy of this electronically presented information.

Independence

Applicable independence requirements of  Australian professional ethical
pronouncements were followed in conducting the audit.

Audit opinion

In my opinion, the financial statements of the Superannuation Provision Account for the
year ended 30 June 2016:

{i) are presented in accordance with the Financial Management Act 1996,
Australian Accounting Standards and other mandatory financial reporting
requirements in Australia; and

(if} present fairly the financial position of the Superannuation Provision Account at
30June 2016 and results of its operations and cash flows for the year then
ended.

This audit opinion should be read in conjunction with other information disclosed in this
report.

Dr Maxine Coopw
Auditor-General
6’ September 2016

Volume 2.2 13



Superannuation Provision Account
Financial Statements
For the Year Ended 30 June 2016

Statement of Responsibility

In my opinion, the financial statements are in agreement with the Superannuation Provision
Account’s accounts and records and fairly reflect the financial operations of the
Superannuation Provision Account for the year ended 30 June 2016 and the financial
position of the Superannuation Provision Account on that date.

4

id Nicol
Under Treasurer
Chief Minister, Treasury and Economic Development Directorate

j’ August 2016
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Superannuation Provision Account
Financial Statements
For the Year Ended 30 june 2016

Statement by the Chief Finance Officer

in my opinion, the financial statements have been prepared in accordance with generally
accepted accounting principles, and are in agreement with the Superannuation Provision
Account’s accounts and records and fairly reflect the financial operations of the
Superannuation Provision Account for the year ended 30 June 2016 and the financial
position of the Superannuation Provision Account on that date.

Patrick McAuliffe

Chief Finance Officer

Superannuation Provision Account

Chief Minister, Treasury and Economic Development Directorate

August 2016
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Superannuation Provision Account
Statement of Income and Expenses on Behalf of the Territory
For the Year Ended 30 June 2016

Actual Budget Actual
Note 2016 2016 2015
No. $'000 $’000 $'000
Income
Interest 5.1 3,560 7,173 5,579
Dividends 5.2 51,760 50,858 50,356
Distributions 5.3 56,698 70,941 72,458
Gains on Investments 5.4 72,954 121,440 260,251
Other Income 5.5 907 688 1,176
Total Income 185,879 261,100 389,820
Expenses
Losses on Investments 6.1 83,557 0 77,733
Employee Expenses 6.2 474 399 561
Supplies and Services 6.3 4,523 4,055 4,644
Investment Administration Expenses 6.5 6,085 5,000 3,141
Superannuation Expenses 6.6 549,386 493,171 533,235
Total Expenses 644,025 503,525 624,313
Operating (Deficit) {458,146} (242,425} (234,493}
Other Comprehensive Income
Actuarial (Loss) on Territory’s Defined Benefit
Superannuation Liability (1,876,734) 0 {666,808)
Total Other Comprehensive {Loss) (1,876,734) 0 {6686,808)
Total Comprehensive {Loss) {2,334,880) (242,425) (901,302)

The above Statement of Income and Expenses on Behalf of the Territory should be read in conjunction with the accampanying notes,
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Statement of Assets and Liabilities on Behalf of the Territory

Superannuation Provision Account

At 30 June 2016
Actual Budget Actual

Note 2016 2016 2015

No. $'000 $'000 $'000
Current Assets
Cash and Cash Eguivalents 7.1 46,223 25,000 49,565
Receivables 7.2 11,597 3,704 5,725
Total Current Assets 57,820 28,704 55,290
Non Current Assets
Investments 7.3 3,389,024 3,580,656 3,286,767
Total Non Current Assets 3,389,024 3,580,656 3,286,767
Total Assets 3,446,844 3,609,360 3,342,057
Current Liabilities
Payables 8.1 1,107 965 1,211
Employee Benefits 8.2 204 162 168
Estimated Superannuation Liabilities 8.3 230,525 230,915 211,146
Total Current Liabilities 231,836 232,042 212,525
Non-Current Liabilities
Estimated Superannuation Liabilities 8.3 10,487,730 5,863,744 8,278,520
Total Non-Current Liabilities 10,487,730 5,863,744 8,278,520
Total Liabilities 10,719,567 6,095,786 8,491,046
Net Liabilities (7,272,723) (2,486,426) {5,148,988)
Equity
Accumulated Deficits (7,272,723) (2,486,426) {5,148,988)
Total Equity (7,272,723} (2,486,426) {5,148,988}

The above Statement of Assets and Liabilities on Behalf of the Territory should be read in conjunction with the accompanying notes.
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Superannuation Provision Account

Statement of Changes in Equity on Behalf of the Territory
For the Year Ended 30 June 2016

Balance at 1 July 2015

Comprehensive Income
Operating (Deficit)

{Loss) from Actuarial Review
Total Comprehensive (Loss)

Transactions Involving Owners Affecting Accumulated Deficits
Capital Injections

Total Transactions Involving Owners Affecting
Accumulated Deficits

Balance at 30 June 2016

Balance at 1 July 2014

Comprehensive Income
Operating (Deficit)

(Loss} from Actuarial Review
Total Comprehensive (Loss}

Transactions Involving Owners Affecting Accumulated Deficits
Capital Injections

Total Transactions Involving Owners Affecting
Accumulated Deficits

Balance at 30 June 2015

Accumulated Total
Deficits Equity
Actual Actual Budget
2016 2016 2016
5’000 $'000 $'000
(5,148,988) {5,148,988) {(2,455,147)
{458,146) {458,146) (242,425)
{1,876,734) {1,876,734) 0
{2,334,880) (2,334,880) {242,425)
211,146 211,146 211,146
211,146 211,146 211,146
(7,272,723) (7,272,723) (2,486,426)
Accumulated Total
Deficits Equity
Actual Actual
2015 2015
$’000 $'000
{4,445,896) {4,445,896)
(234,493} (234,493)
(666,808) (666,808}
{901,302) {901,302)
198,209 198,209
198,209 198,209
{5,148,988) (5,148,988)

The above Statement of Changes in Equity on Behalf of the Territory should be read in conjunction with the accompanying notes.
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Superannuation Provision Account
Cash Flow Statement on Behalf of the Territory
For the Year Ended 30 June 2016

Cash Flows from Operating Activities
Receipts

Interest Received

Dividends Received

Distributions Received

Other

Total Receipts from Operating Activities

Payments

Employees

Supplies and Services

Defined Benefit Superannuation Emerging Costs
Other

Total Payments from Operating Activities

Net Cash (Outflows) from Operating Activities

Cash Flows froam Investing Activities

Receipts

Proceeds from the Sale/Maturity of Investments
Total Receipts from Investing Activities

Payments
Purchase of Investments
Total Payments from Investing Activities

Net Cash (Qutflows} from Investing Activities
Cash Flows from Financing Activities
Receipts

Capital Injection

Total Recelpts from Financing Activities

Net Cash Inflows from Financing Activities

Net {(Decrease)fIncrease in Cash and Cash Equivalents
Cash and Cash Equivalent at Beginning of Reporting Peried

Cash and Cash Equivalents at End of Reporting Period

Note
No.

71

Actual Budget Actual
2016 2016 2015
$'000 $'000 $’000
3,711 7,173 6,474
54,404 50,858 51,205
39,043 70,240 71,318
1,289 968 1,371
98,458 129,939 130,368
518 463 614
4,526 4,955 4,642
197,452 211,146 185,435
53,297 5,000 41,335
255,792 221,564 232,026
(157,334) (91,625) (101,658)
185,978 0 283,378
185,978 0 283,378
243,131 119,521 343,762
243,131 119,521 343,762
(57,153) (119,521) (60,384)
211,146 211,146 198,209
211,146 211,146 198,209
211,146 211,146 198,209
{3,341) 0 36,167
49,565 25,000 13,398
46,223 25,000 49,565

The above Cash Flow Statement on Behalf of the Territory should be read in conjunction with the accompanying notes.
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Superannuation Provision Account
Territorial Statement of Appropriation
For the Year Ended 30 June 2016

Total Appropriation  Appropriation

Budget Appropriated Drawn Drawn

2016 2016 2016 2015

$°000 $'000 $000 $'000

Capita! Injections 211,146 211,146 211,146 198,209
Total Territorial Appropriation 211,146 211,146 211,146 198,209

The above Territorial Statement of Appropriation should be read in conjunction with the accompanying notes.

Column Heading Explanations

The Budget column shows the amounts that appear in the Cash Flow Statement on Behalf of the Territory in the
Budget Papers. The amount also appears in the Cash Flow Statement on Behalf of the Territory.

The Total Appropriated column is inclusive of all appropriation variations occurring after the original Budget.

The Appropriation Drawn column is the total amount of appropriation received by the Superannuation Provision
Account during the year. This amount appears in the Cash Flow Statement on Behalf of the Territory.

Notes Relating to Territorial Statement of Appropriation

Capital injections

The ACT Government has a policy objective to fully fund the employer defined benefit superannuation liability to
the Commonwealth Government by 30 June 2030. The appropriation is used to extinguish the annual emerging cost
payment (employer-share of Territory employee benefits) to the Commonwealth Government.,

Capital injections of $211.146 million were provided for in the 2015-16 Budget. The full appropriation amount of
5211.146 million was drawn during the 2015-16 financial year.
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Superannuation Provision Account

Notes To and Forming Part of the Financial Statements

For the Year Ended 30 June 2016

Introductory Notes

Note 1
Note 2
Note 3
Note 4

Income Notes
Note 5

Expense Notes
Note 6

Asset Notes
Note 7

Liability Notes
Note 8

Other Notes
Note 9
Note 10
Note 11

Objectives of the Superannuation Provision Account
Significant Accounting Policies

Change in Accounting Policy and Accounting Estimates
Financial Risk Management

Income Administered on Behalf of the Territory
Expenses Adminisiered on Behalf of the Territory
Assets Administered on Behalf of the Territory

Liabilities Administered on Behalf of the Territory

Cash Flow Receonciliation
Commitments on Behalf of the Territory

Budgetary Reporting — Explanations of Major Variances Between Actual and

Original Budget Amounts
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Superannuation Provision Account
Notes To and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 1 OBJECTIVES OF THE SUPERANNUATION PROVISION ACCOUNT
Operations and Principal Activities

The Chief Minister, Treasury and Economic Development Directorate (CMTEDD) assists the ACT Government in
the effective management of the defined benefit employer superannuation liabilities of the Australian Capital
Territory (the Territory’), a body politic established by section 7 of the Australian Capital Territory (Self
Government) Act 1988 (Cwith).

The defined benefit superannuation liabilities are in respect of current and former Territory employees who
are members of Commonwealth Government defined benefit superannuation schemes, including the
Commonwealth Superannuation Scheme {CSS) and the Public Sector Superannuation Scheme (PSS), as well as
eligible Members of the Legislative Assembly (MLA) who are members of the Legislative Assembly Members’
Superannuation Schema.

The Superannuation Provision Account is not a superannuation scheme for Territory employees, nor does it
receive superannuation contributions from Territory employees. The Superannuation Provision Account
receives budget appropriations and makes payments in connection with the Territory's defined benefit
employer superannuation liabilities. The Superannuation Provision Account was established in 1991 to
manage, recognise and account for the investment assets and defined benefit employer superannuation
liabilities of the Territory. The undertakings of the Superannuation Provision Account form a significant
element of the ACT Government's strategy of maintaining an adequate provision for the Territory’s employer
defined benefit superannuation liabilities and associated transactions.

The Territory Superannuation Provision Protection Act 2000 provides for the protection of the funds dedicated
to meeting the superannuation liabilities of the Territory, Territory Authorities and Territory-owned
Corporations and for other purposes.

NOTE 2 SIGNIFICANT ACCOUNTING POLICIES
21 Basis of Preparation

The Superannuation Provision Account is prescribed as a Directorate under the Financial Manogement Act
1996 (FMA) and is an individual reporting entity.

Under the FMA, all Directorates are required to prepare annual financial statements. The Superannuation
Provision Account is a not-for-profit reporting entity as the principat objective is not the generation of profit
but the reporting and accountability of a significant component of the central finances of the Territory as
outlined in Note 1:’Objectives of the Superannuation Provision Account’ above.

The FMA and the Financial Management Guidelines issued under the FMA requires the Superannuation
Provision Account’s financial siatements to include:

(i) A Statement of Income and Expenses on Behalf of the Territory for the year;

{ii) A Statement of Assets and Liabilities on Behalf of the Territory at the end of the year;

{iif} A Statement of Changes in Equity on Behalf of the Territory for the year;

{iv) A Cash Flow Statement on Behalf of the Territory for the year;

{v) A Territoriat Statement of Appropriation for the year;

{vi)  The significant accounting policies adopted by the Superannuation Provision Account for the vear;
and

{vii)  Such other statements as are necessary to fairly reflect the financial operations of the Superannuation
Provision Account during the year and its financial position at the end of the year.
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Superannuation Provision Account
Notes To and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 2 SIGNIFECANT ACCOUNTING POLICIES — CONTINUED
2.1 Basis of Preparation — Continued

These general-purpose financial statements have been prepared to comply with ‘Generally Accepted
Accounting Principles’ (GAAP) as required by the FIMA.

The financial statements have been prepared in accordance with:

{i) Australian Accounting Standards; and
(i) ACT Accounting and Disclosure Policies.

At 30 lJune 2016, Superannuation Provision Account liabilities ($10.720 billion) exceed assets
{53.447 billion) by $7.273 billion ($5.149 billion at 30 June 2015). The Superannuation Provision Account will
continue to be in a net liability position until the defined benefit superannuation liability is fully funded by
investment assets. As the annual superannuation emerging cost payments are significantly less than total
investment assets this is not seen as an immediate risk to the ongoing financial operations of the
Superannuation Provision Account. In the event required benefit payments exceed the available assets
additional appropriation will be provided from the Territory budget.

The financial statements have been prepared using the accrual basis of accounting which recognises the
effects of transactions and events when they occur. The financial statements have also been prepared
according to the historical cost convention and valuation policies applicable to the Superannuation Provision
Account during the reporting period.

These financial statements are presented in Australian dollars, which is the Superannuation Provision
Account’s functional currency.

2.2 Territorial ltems

CMTEDD produces Territorial financial statements for the Superannuation Provision Account. The Territorial
financial statements include income, expenses, assets and liahilities that CMTEDD administers on behalf of the
Territory, but does not control.

2.3 The Reporting Period

These financial statements state the financial performance, changes in equity and cash flows of the
Superannuation Provision Account for the year ending 30 June 2016 and the financial position of the
Superannuation Provision Account at 30 June 2016.

2.4 Comparative Figures

Budget Figures

To facilitate a comparison with the Budget Papers, as required by the FMA, budget information for 2015-16
has been presented in the financial statements. Budget numbers in the financial statements are the original
budget numbers that appear in the Budget Papers.

Prior Year Comparatives

Comparative information has been disclosed in respect of the previous period for amounts reported in the
financial statements, except where an Awustralian Accounting Standard does not reguire comparative
information to be disclosed. Where the presentation or classification of items in the financial statements is
amended, the comparative amounts have been reclassified where practical. Where a reclassification has
occurred, the nature, amount and reason for the reclassification is provided.
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Superannuation Provision Account
Notes To and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 2 SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
2.5 Rounding

All amounts in the financial statements have been rounded to the nearest thousand dollars {(5'000) and may
not add due to rounding.

2.6 Revenue Recognition

Revenue is recognised at the fair value of the consideration received or receivable in the Statement of Income
and Expenses on Behalf of the Territory.

interest
Interest revenue is recognised using the effective interest method.

Dividends and Distribution Income
Dividends and Distribution income are recognised when the Superannuation Provision Account’s right to
receive payment is established.

Gains on Investments at Fair Value through Profit and Loss

Gains or losses on financial assets held at Fair Value through Profit or Loss consist of realised and unrealised
amounts. Gains or losses resulting from changes in the fair value of an investment are included in the
Statement of Income and Expenses on Behalf of the Territory in the period in which they arise.

2.7 Cash and Cash Equivalents

For the purpose of the Cash Flow Statement on Behalf of the Territory and the Statement of Assets and
Liabilities on Behalf of the Territory, cash means deposits held at call with the Territory’s transaction hank,

2.8 Receivables

Accounts receivable are initially recognised at fair value and are subsequently measured at amortised cost,
with any adjustments to the carrying amount being recorded in the Statement of Income and Expenses on
behalf of the Territory.

Receivables may include amounts for dividends, interest and trust distributions. [nterest, dividends and unit
trust distributions are accrued when the right to receive payment is estabiished. Amounts are generally
received within 30 days of being recorded as receivables.

The allowance for impairment losses represenis the amount of trade receivables and other trade receivables
the Superannuation Provision Account estimates will not be repaid. The allowance for impairment losses is
hased on objective evidence and a review of overdue balances. Superannuation Provision Account considers
the following is objective evidence of impairment:

(i} becoming aware of financial difficulties of debtors;
(i} default payments; or
(i}  debts more than 30 days overdue.

The amount of the allowance is recognised in the Statement of Income and Expenses on Behalf of the
Territory. The allowance for impairment losses are written off against the allowance account when the
Superannuation Provision Account ceases action to collect the debt when the cost to recover debt is more
than the debt is worth.
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Superannuation Provision Account
Notes To and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 2 SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
2.9 Taxation

The Superannuation Provision Account is not subject to income tax or income tax equivalents, but is subject to
the Goods and Services Tax and Fringe Benefits Tax.

2.10 Investments

Investments represent the funds set aside in the Superannuation Provision Account to be used to fund the
emerging benefits payable in respect of the Territory's employer-financed component of the Commonwealth
Superannuation Scheme (CSS) and the Public Sector Superannuation Scheme (PSS} defined benefit
superannuation liabilities (refer Note 2.14: ‘Estimated CSS/PSS Defined Benefit Employer Superannuation
Liabilities”) and benefit payments for Members of the Legislative Assembly Defined Benefit Superannuation
Scheme (refer Note 2.15: ‘Estimated Superannuation Liabilities for Members of the Legislative Assembly’).

CMTEDD manages the financial investment assets in accordance with an asset allocation strategy that takes
into account the risk and return objectives of the Territory, as well as the long term nature of the projected
defined benefit employer superannuation liabilities and projected cash flow requirements.

The long term Strategic Asset Allocation (SAA), consistent with this long term investment objective,
approximately equates to 75 per cent of the portfolio invested in growth, or return-seeking assets {such as
shares) and 25 per cent of the portfolio being invested in income producing, or defensive assets (such as
discounted and fixed rate debt). The combination of asset classes is designed to achieve the return objective
of Consumer Price Index (CPI) plus 5 per cent {net of fees) over the long term.

External asset class specific institutional investment managers are appointed to manage the Territory’s
financial investment assets accounted for in the Superannuation Provision Account. These assets are
managed:

{i) directly through an actively-managed strategy using a separate discrete mandate (Territory directly
owns the securities) where the investment manager aims to ouiperform the relevant performance
benchmark index (gross of fees);

(it} directly through a passively-managed index strategy using a separate discrete mandate where the
investrment manager aims to match the relevant performance benchmark index (gross of fees); or

{iiiy  indirectly through an actively-managed or passively-managed index strategy utilising unlisted pooled
unit trusts where the investment manager either aims to outperform the relevant performance
benchmark index or match the relevant performance benchmark index.

The Supergnnuation Management Guidelines 2015, prescribe the allowable investments for the
Superannuation Provision Account in accordance with section 11(1)(c} of the Territory Superannuation
Provision Protection Act 2000. The guidelines also require that investments may only be made in accordance
with an Investment Plan and a Responsible Investment Policy approved by the Treasurer. These legislative
provisions are reflected in the investment management agreements with investment managers as relevant.
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Superannuation Provision Account
Notes To and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 2 SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
2.10 Investments - Continued

The Superannuation Provision Account investments are classified as at Fair Value through Profit or Loss. They
comprise:

(i) Financial instruments designated at Fair Value through Profit or Loss upon initial recognition.
These are managed and their performance evaluated on a fair value basis in accordance with the
Superannuation Provision Account investment strategy.

(i) Financial instruments hetd for trading.
Derivative financial instruments are included under this classification. The Superannuation Provision
Account does not designate any derivatives as hedges in a hedging relationship.

Recognition/De-recognition of Investments

The Superannuation Provision Account recognises financlal assets and financial liabilities at fair value on the
date it becomes party to the contractual agreement (trade date). Subsequent to initial measurement,
investments held through Fair Value through Profit or Loss are re-measured to fair value with changes in their
fair value (gains/loss) recognised in the Statement of Income and Expenses on behalf of the Territory. Interest,
dividends and distributions earned on these investments are recorded separately in Interest, dividend and
distribution revenue. Investmenis are derecognised when the obligation specified in the contract is
discharged or cancelled, transferred, or expired. Transaction costs for such investments are recognised
directly in the Statement of Income and Expenses on behalf of the Territory.

Determination of Fair Value

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. The fair value measurement is based on
the presumption that the transaction to sell the asset or transfer the liability takes place either in the principal
market for the asset or liability or, in the absence of a principal market, in the most advantageous market for
the asset or liability. The principal or the most advantageous market must be accessible to the
Superannuation Provision Account.

The fair value of an asset or a liability is measured using the assumptions that market participants would use
when pricing the asset or liability, assuming that market participants act in their economic best interest. The
fair value for investments traded in active markets at the reporting date is based on the most representative
price within the bid-ask spread, without any deduction for transaction costs. Securities defined in these
accounts as ‘listed” are traded in an active market.

For all other investments not traded in an active market, the fair value is determined by using valuation
techniques deemed to he appropriate in the circumstances. Valuation technigues include the market
approach by using recent arm’s length market transactions adjusted as necessary and referenced to the
current market value of another instrument that is substantially the same and the income approach through
using discounted cash flow analysis and option pricing models making as much use of available and
supportable market data as possible.

For assets and liabilities that are recognised in the financial statements on a recurring basis, it is determined
whether transfers have occurred between levels in the Fair Value Hierarchy by re-assessing the categorisation
{based on the lowest fevel input that is significant to the fair value measurement as a whole} at the beginning
of each reporting period. All assets and liabilities for which fair value is measured or disclosed in the financial
statements are categorised within the Fair Value Hierarchy, described under Note 4.5: ‘Fair Value Hierarchy’,
based on the lowest [evel input that is significant to the fair value measurement as a whole.
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Superannuation Provision Account
Notes To and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 2 SIGNIFICANT ACCOUNTING POLICIES ~ CONTINUED
211 Derivative [nstruments

Derivative Instruments are a prescribed investment within the Superannuation Management Guidelines 2015
and are used for maximising the efficiencies within the investment portfolio in the pursuit of the investment
objectives, optimising transaction flows, as well as the protection of the investments by minimising adverse
effects of a range of financial market risks.

The investments held in discrete mandate strategies and pooled unit trusts include exposure to futures,
options, forward rate agreements and swaps, where the derivatives are held to gain underlying market
exposure or to manage financial risks.

Derivative financial instruments are initially recognised at fair value on trade date, namely when the derivative
contract is entered into, and are subsequently remeasured to fair value. Any gains or losses arising from
changes in the fair value of derivatives are recognised in the Statement of Income and Expenses on Behalf of
the Territory for the year under the classification of gains or {losses} on financial assets at Fair Value through
Profit or Loss.

The fair values of derivative instruments are calculated utilising listed market prices if available. |If listed
market prices are not avaitable for derivative instruments, the price ufilised may be sourced from a vendor, an
investment manager or counterparty.

The fair value of directly held derivative instruments is disclosed in Note 7.3: ‘Investments’.

2.12 Payables

Payables are initially recognised at fair value based on the transaction cost and subsequent to initial
recognition at amortised cost, with any adjustments to the carrying amount being recorded in Statement of
Income and Expenses on Behalf of the Territory. All amounts are normally settled within 30 days after the

invoice date.

Payables include Acerued Expenses.
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Superannuation Provision Account
Notes To and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 2 SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
2.13 Employee Benefits for Superannuation Provision Account Employees
Employee benefits include:

{i) short-term employee benefits such as wages and salaries, annual leave loading, and applicable on-
costs, if expected to be settled wholly before twelve months after the end of the annual reporting
period in which the employees render the related services;

(i} other long-term benefits such as long service leave and annual leave; and

(i}  termination benefits.

On-costs include annual leave, long service leave, superannuation and other costs that are incurred when
employees take annual leave and long service leave.

Wages and Salaries
Accrued wages and salaries are measured at the amount that remalns unpaid to employees at the end of the

reporting period.

Annual and Long Service Leave

Annual and [ong service leave including applicable on-costs that are not expected to be wholly settled before
twelve months after the end of the reporting period when the employees render the related service, are
measured at the present value of estimated future payments to be made in respect of services provided by
employees up to the end of the reporting period. Consideration is given to the future wage and salary levels,
experience of employee departures and periods of service. At the end of each reporting period, the present
value of future annual leave and long service leave payments is estimated using market yields on
Commonwealth Government bonds with terms to maturity that match, as closely as possible, the estimated
future cash flows.

Annual leave liabilities have been estimated on the assumption they will be wholly settled within three years.
At 30 June 2016 the rate used to estimate the present value of future annual leave payments Is 101.4%
(101.0% at 30 June 2015). At 30 June 2016 the rate used to estimate the present value of future payments for
long service leave is 114.7% (104.2% at 30 June 2015).

The long service leave liability is estimated with reference o the minimum period of qualifying service. For
employeas with less than the required minimum period of 7 years of qualifying service, the probability that
employees will reach the required minimum period has been taken into account in estimating the provision for
long service leave and applicable on-costs.

The provision for annual leave and long service leave includes estimated on-costs. As these on-costs only
become payable if the employee takes annual and long service leave while in-service, the probability that
employees will take annual and long service leave while in service has been taken into account in estimating
the liability for on-costs.

Annual leave and long service leave liabilities are classified as current liabilities in the Statement of Assets and
Liahilities on Behalf of the Territory where there are no unconditional rights to defer the settiement of the
liability for at least 12 months. Conditional long service leave liabilities are classified as non-current where
there is an unconditional right to defer the settlement of the liability until the employee has completed the
requisite years of service,
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Superannuation Provision Account
Notes To and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 2 SIGNIFICANT ACCOUNTING POLICIES ~ CONTINUED
2.13 Employee Benefits for Superannuation Provision Account Employees — Continued

Superannuation

The Superannuation Provision Account makes fortnightly payments to the Territory Banking Account to cover
the Superannuation Provision Account's superannuation liability for employees who are members of the
Commonwealth Superannuation Scheme {CSS} and the Public Sector Superannuation Scheme (PSS). This
payment does not include the productivity component which is paid directly to the Commonwealth
Superannuation Corporation (CSC).

Superannuation payments have also been made directly to superannuation funds for those employees who
are members of superannuation accumulation schemes. This includes the Public Sector Superannuation
Scheme Accumulation Plan (PSSap) and schemes of employee choice.

The superannuation liability for the Territary’s relevant share of the employer financed portion of entitlements
of all employees participating in the CSS and PSS who became Territory Employees with effect on or after
1 July 1989 Is recognised at a total Territory level in the Superannuation Provision Account (refer Note 2.14:
‘Estimated CSS/PSS Defined Benefit Employer Superannuation Liahilities’).

2.14 Estimated CSS/PSS Defined Benefit Employer Superannuation Liabilities

The Superannuation Provision Account recognises the Territory’s superannuation liability in respect of current
and former employees who are members of Commonwealth Government defined benefit superannuation
schemes, including the Commonwealth Superannuation Scheme {CSS) and the Public Sector Superannuation
Scheme (PSS). The total superannuation liability represents the estimated financial obligation of the Territory
to make payments to the Commonwealth Government in respect of superannuation arising from Territory
employment.

The €SS and PSS are types of defined benefit superannuation schemes, in which some or all of the benefits
payable to members are defined in advance according to a set of formulas which are linked to factors such as
years of service, final average salary and level of individual member contribution over time.

The employer financed component is the total benefit payable {excluding the productivity component) less the
accumulated member contributions with interest.

The total estimated Territory CSS and PSS defined benefit employer superannuation liability (Territory
superannuation liabilities) is recognised in the Statement of Assets and Liabilities on Behalf of the Territory.

with effect from 1 July 1989, the Territory became a separate body politic and has an ongoing financial
obligation to the Commonwealth Government for the employer-financed portion of superannuation benefits
provided to employee members of the CSS and PSS for their period of employment with the Territory.

Membership of the CSS closed to new Territory employees from 1 July 1990 with new employees assuming
membership of the PSS until 30 June 2005. From 1 july 2005 new employees commencing service with the
Territory assumed membership of the Public Sector Superannuation Accumulation Plan (PSSap).
From 6 October 2006 access to the PSSap for new Territory employees was no longer avaitable and the
Territory introduced full superannuation choice arrangements for all new employees.

The administraticn of the €55 and PSS is undertaken by the Commonwealth Government agency,
Commonwealth Superannuation Corporation (CSC}), with all benefits paid to entitled CSS and PSS members by
CSC. The Superannuation Provision Account reimburses CSC annually, for the Territory’s share of employer
superannuation benefits paid to entitled Territory employees who are members of the CSS or PSS.
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Superannuatioh Provision Account
Notes To and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 2 SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
2.14 Estimated CSS/PSS Defined Benefit Employer Superannuation Liabilities — Continued

Actuarial Assessment of Estimated Superannuation Liabilities

The value of accrued defined benefit employer superannuation liabilities is calculated as the present value of
the future payment of retirement benefits that have actually accrued in respect of service as at the calculation
date. This approach is in accordance with Australian Accounting Standard AASB 119: ‘Employee Benefits’
(AASB 119) and the requirement to use a projected unit credit valuation approach.

The defined benefit liabitity is determined on an annual basis by CMTEDD's appointed consultant actuary,
Russell Investments. The annual liability determination incorporates updates to salary and membership data
as at the reporting date, financial and demographic assumptions, and the relevant discount rate as required. A
more comprehensive triennial actuarial review, which incorporates a full assessment of all the financial and
demographic assumptions, is conducted every three years with the most recent triennial review completed in
2014-15 utilising salary and membership data at 30 June 2014.

At 30 June 2016, the Superannuation Provision Account recorded an unfunded superannuation [ability of
$§7.268 billion. The reconciliation of the superannuation labilities and expenses Is detailed In

Note 8.3: "Estimaied Superannuation Liabilities'.

Historical Analysis of Unfunded Superannuation Liability Obligations

At 30 June Note 2016 2015 2014 2013

No. $’000 §'000 $’000 $'000
Total Assets 7.1-7.3 3,446,844 3,342,057 3,030,349 2,615,990
Estimated Superannuation Liability 8.3 10,714,570 8,485,855 7,471,004 6,777,340
Net Unfunded Liability (7,267,726) {5,143,798) {4,440,655) {4,161,350)

The employer financed component of entitlements is unfunded and is not required to be paid until a member
receives their benefit entitlement. As the employer financial obligations may be settled many years in the
future, the estimated financial obligation is measured on a discounted basis. The ultimate cost of the financial
obligation will be Influenced by many factors and actuarial assumptions of future events are required to
measure the liability and expense.

As required by AASB 119 the actuarial assumptions must be unbiased, being neithar imprudent nor excessively
conservative, and mutually compatible if they reflect the economic relationships between factors. The
financial and demographic assumptions are the best estimates of the vatiables that will determine the
ultimate cost of the defined benefit financial obligations.

Financial Assumptions

The valuation of the accrued liabifity and projection of the estimated annual benefit costs requires financial
assumptions about the future financial experience of the membership of the €SS and PSS. The key financial
assumptions incorporate estimates of future member salary inflation and consumer price inflation, as well as
the discount rate used to calculate the present value of the superannuation liability.

At 30 June 2016 2015 2014 2013
Discount Rate 2.69% 3.66% 4.08% 4.29%
Salary Inflation 3.00% / 3.50%" 3.50% 4.00% 4.00%
Consumer Price Index 2.50% 2.50% 2.50% 2.50%

Yincorporates a short term assumption of 3.00% to 30 June 2020 and 3.50% thereafter.
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NOTE 2 SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
2.14 Estimated CSS/PSS Defined Benefit Employer Superannuation Liabilities — Continued

The Superannuation Provision Account is not a superannuation fund, and therefore has no plan assets. The
actuary does not incorporate an expected return on plan assets when estimating the defined benefit
superannuation liabiiity and expense.

Demographic Assumptions
The valuation of the accrued liability and projection of the estimated annual benefit costs requires
assumptions about the future experience of the membership of the CSS and PSS.

The key demographic assumptions that are incorporated by the actuary and that impact on the estimated
superannuation liability include: increases in salary through promotion; increasing levels of PSS member
contributions over time; death and invalidity; retirement, resignation and retrenchment; pensioner mortality;
improvements in pensioner mortality; benefit retention; benefit stream choice; and spouse assumptions,

Membership Data

The estimate of the superannuation liability incorporates Territory employee C55/P55 membership data at
30 June 2015, CSC supplied at 30 June 2015 those members who are currently employed by the Territory
(Group A) and those members who are not currently employed by the Territory (Group B).

As CSC is unable to provide membership data at 30 June 2016 in time for the valuation of the estimated
superannuation liability at 30 June 2016, the valuation estimate incorporates membership data at
30 June 2015, but projected forward to 30 June 2016. This allows for projected service and salaries at
30 June 2016, expected exits over the 2015-16 financial year, actual crediting rates on member and
productivity accounts to 30 June 2016, as well as actual pension indexation rates.

Group A data includes CSS/PSS contributors, who are current employees of the Territory, and CSS/PSS
pensioners and deferred beneficiaries, who were employees of the Territory on the termination of their active
employment.

Group B data includes CSS/PSS contributors, who are not employees of the Territory but were so previously,
and CSS/PSS pensioners and deferred beneficiaries who were not employees of the Territory on the
termination of their active employment, but were so previously.

Group A Membership Data CSS PSS Total
Number of Contributing Members 652 7,855 8,507
Number of Deferred Members 207 8,506 8,713
Number of Pensioners 5,982 3,901 9,883
Total Group A 6,841 20,262 27,103
Group B Membership Data CSS PSS Total
Number of Contributing Members 295 3,266 3,561
Number of Deferred Members 154 3,231 3,385
Number of Pensioners 996 1,222 2,218
Total Group B 1,445 7,719 9,164
Total ACT Employee Membership 8,286 27,981 36,267
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NOTE 2 SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
2.14 Estimated CS5/PSS Defined Benefit Employer Superannuation Liabilities — Continued

Limitations in Salary and Membership Data
Detailed checks are carried out by CMTEDD's actuary to test the integrity of the salary and membership data,
including a detailed reconciliation of the current data with the data used for the previous valuation.

This process results in some data queries being resolved with CSC. In the smali number of cases where issues
may not be resolved, or in the case of limited data availability, conservative judgements are made by the
actuary to complete the valuation exercise.

Accounting for Changes in the Estimated Superannuation Liability {Superannuation Expense)

The change in the estimated superannuation labifity from the previous reporting period to the current
reporting period comprises four elements: Service Cost; Interest Cost; Emerging Benefits Payments; and
Actuarial Gains or Losses,

All movements in the estimated superannuation liability are expensed through the Statement of Income and
Expenses on Behalf of the Territory in the period to which the movement relates with the exception of
actuarlal gains or losses. The actuarial gains and losses are recognised as Other Comprehensive Income/(Loss)
by applying the Direct to Equity Method as allowed under AASB 119.

In accordance with the requirements of AASB 119, the superannuation expense for the reporting period is the
projected expense based on the previous year's financlal year end AASB 119 superannuation Hability valuation
which applied a discount rate of 3.66 per cent to estimate the closing 30 June 2015 superannuation liability.
The closing 30 June 2016 liability is estimated at the discount rate at 30 June 2016 {2.69 per cent). The
actuarial gain or loss is the difference between the closing 30 June 2016 liability minus the 30 June 2015
liability, adjusted for the projected 2015-16 interest and service cost and actual emerging cost (benefit)
payments,

Payment of Emerging Costs (Benefits) to €5C

The Territory is liable for the reimbursement of the emerging costs of benefits paid each year by CSC to
members of the CSS/PSS for ACT Government Service after 1 July 1989, The liability to the Commonwealth
Government In respect of these benefit payments is discharged annually with payments from the
Superannuation Provision Account to CSC. These payments are represented by the:

(i) estimated annual Emerging Cost Payments of the employer financed component of superannuation
benefit payments; and

(ii) emerging cost surplus/deficit balancing payment/credit which adjusts the accumulated value of the
Emerging Cost Payments with the determined value of the employer financed component of actual
benefit payments for the year.

Annual payments to CSC to reimburse the costs of superannuation benefits paid to retirees, that have some
employment experience with the Territory, are based on preliminary estimates agreed with the
Commonwealth Government following completion of the Territory’s annual actuarial reviews.

At 30 June 2016 2015 2014 2013

$'000 $'000 $'000 $'000
Emerging Cost Payment 211,146 198,209 178,215 161,782
Emerging Cost (Surplus)/Deficii {14,232) (13,681) (12,967} (15,061}
Annual Benefit Payment 196,914 184,528 165,248 146,721
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NOTE 2 SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
2.14 Estimated C$S/P5S Defined Benefit Employer Superannuation Liabilities — Continued

The amount agreed to be paid during 2015-16 was $211.146 million {2014-15 $198.209 million) for emerging
costs.

The actual superannuation payments paid by CSC for the 2014-15 year were reviewed during 2015-16 by the
actuary using CSC data on actual benefit payments. The actuary determined that the emerging cost payments
exceeded the actual benefit payments resulting in a 'surplus'. At 30 June 2015, the surplus amounted to
$14.232 million. The surplus reduced the emerging costs paid to CSC during the 2015-16 financial year from
§211.146 million to $196.914 million {the 30 June 2014 emerging cost surplus of $13.681 million reduced the
2014-15 emerging cost payments to CSC from $198.209 million to $184.528 million). '

Risk Exposure
The ultimate cost of the defined benefit obligation will be influenced by many financial and demographic
variables.

Key financial and demographic variables include salary growth, rate of inflation, employee contributions,
employee turnover, employee benefit election, and changes in life expectancy for pensioners. The present
value valuation of the superannuation liability is also significantly impacted by the discount rate.

Changes in the financial and demographic assumptions will have a significant impact on the carrying amount of
the total estimated superannuation liability. Refer to Note 2.19: ‘Significant Accounting Judgements, Estimates
and Assumptions’.

Effect of the (35/PSS Defined Benefit Plans on Future Cash Flows

The Governmeni maintains as a key financial objective, a funding plan to extinguish the Territory’s unfunded
defined benefit superannuation liability by way of accumulating funds in the Superannuation Provision
Account.

Annual budget appropriation to the Superannuation Provision Account finances the emerging cost benefit
paymenis. This allows the Superannuation Provision Account financial investment assets to grow with
earnings unencumbered by the management of cash flows associated with benefit payments, supporting the
Government’s financial objective of fully funding the defined benefit superannuation liability by June 2030.

The expected benefit payments at balance date are disclosed in Note 4.3: “Liquidity Risk'.
2.15 Estimated Superannuation Liabilities for Members of the Legislative Assembly

The lLegisiative Assembly (Members’ Superannuation) Act 1991 is an Act to provide for superannuation
benefits for Members of the Legislative Assembly (MLAs). Subject to eligibility, MLAs have access to one of
two superannuation arrangements being: a defined benefit scheme for MLAs elected prior to the 2008 general
election; or choice of fund accumulation scheme for MLAs elected at or after the 2008 general election.

The defined benefit plan is wholly unfunded, as there are no member or plan assets in relation to the scheme.
The final benefit paid is in the form of a lump sum upon member discontinuance. The defined benefit plan
closed to new members after the 2008 ACT Government election.

The Superannuation Provision Account recognises the net defined benefit liability in the Statement of Assets
and Liabilities on Behalf of the Territory, as well as recognising the service cost associated with the increase in
benefits over the year of service. The net defined benefit liability recognised at financial year end is the total
annual percentage accrual of each member multiplied by the members’ basic salary as per member
entitiement.
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NOTE 2 SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

2.15 Estimated Superannuation Liabilities for Members of the Legislative Assembly - Continued

This defined benefit plan has only four remaining members, and due to the non-material nature of this defined
benefit obligation, the computational estimate at 30 June 2016 is a reliable approximation of the value of the
defined benefit obligation as required under AASB 119. At 30 June 2016 this liability is estimated at
$3.685 million (53.812 million at 30 June 2015).

Refer to Note 8.3: 'Estimated Superannuation Liabilities' for a reconciliation of this liability.

2016 2015 2014 2013
$’000 $’000 $’'000 $’000
Net Unfunded Liability _ 3,685 3,812 4,134 4,232

2.16 Insurance

Major risks are insured through the ACT Insurance Authority. The excess payable, under this arrangement
varies depending on each class of insurance held.

2.17 Foreign Currency Translation

Functional and Presentation Currency

items included in the Superannuation Provision Account’s financial statements are measured using the
Australian dollar, being the currency of the primary economic environment in which it operates (the
“functional currency’).

Transoctions and Balances

Foreign currency transactions during the period are brought to account using the exchange rate in effect at the
date of the transaction. Holdings of foreign currencies and securities at reporting date are translated at the
closing exchange rate as of the reporting date. Translation differences are reflected as unrealised gains and
tosses in the Statement of Income and Expenses on Behalf of the Territory.

2.18 Budgetary Reporting — Explanations of Major Variances between Actual and Original Budget
Amounts

Explanations of major variances between the 2015-16 original budget and the 30 June 2016 actual results are
discussed in Note 11: ‘Budgetary Reporting - Explanations of Major Varlances Between Actual and Original
Budget Amounts’. The definition of ‘major variances’ is provided in Note 2.19: “Significant Accounting
Judgements and Estimates’.
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NOTE 2 SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
2.19 Significant Accounting Judgements and Estimates

{a) {SS/PSS Defined Benefit Superannuation Liability

Significant judgements have been applied in estimating the CS$/PSS defined benefit employer superannuation
liability. The estimated liability for these benefits requires consideration of both financial assumptions
including salary inflation, CPI and discount rate as well as demographic assumptions including the number of
active contributors, deferred beneficiaries and pensioners, experience of employee resignations, retrenchment
and retirement, experience of employee death and invalidity, longevity, and fina! retirement benefit stream
election (lump sum, pension or both).

The carrying amount of the estimated superannuation liability is based on estimates and assumptions of future
events. The actuarial assumpiions are unbiased, being neither imprudent nor excessively conservative, and
are the best estimates of the variables that will determine the ultimate cost of providing post-employment
benefits.

The key assumptions have a significant risk of causing a material adjustment to the carrying amount of the
Habilities within the next annual reporting period. The superannuation liability is estimated by CMTEDD's
consultant actuary.

The following sensitivity analysis is based off the Hability valuation at 30 June 2016, which incorporated a
discount rate of 2.69 per cent, and the liability valuation at 20 June 2015, which incorporated a discount rate
of 3.66 per cent.

The liability valuation impacts have been estimated by changing each individual assumption while holding all
other assumptions constant. In practice, this is unlikely to occur, and changes in some of the assumptions may
be correlated. When calculating the sensitivity of the superannuation liability to significant actuarial
assumptions the same method (determining the present value of the future payments of benefits actually
accrued to the calculation date) has been applied as when calculating the superannuation liability recognised
in the Statement of Assets and Liabilities on behalf of the Territory.

30 June 2016 Defined Benefit Obligation

Incraase Decrease
Financial Assumptions 5’000 5’000
Discount Rate (+/- 1%) (1,923,000} 2,574,000
Consumer Price Index (+/- 1%} 1,768,000 (1,420,000)
Salary Inflation (+/- 1%) 561,000 (491,000)
Demographic Assumptions
PSS Pansioner Election Rate {+/- 10%} 427,000 (427,000)
30 June 2015 Defined Benefit Obligation
Increase Decrease
Financial Assumptions $°000 5°000
Discount Rate {+/- 1%) (1,344,000) 1,752,000
Consumer Price Index {+/- 1%) 1,288,000 (1,049,000)
Salary Inflation {+/- 1%) 338,000 {296,000)
Demographic Assumptions
PSS Pensioner Election Rate (+/- 10%) 295,000 {295,000}
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NOTE 2 SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
2.19 Significant Accounting Judgements and Estimates - Continued

{b) Employee Benefits

The estimated liability for annual and long service leave requires a consideration of the future wage and salary
levels, experience of employee departures, probability that leave will be taken in service and periods of
service. The estimate also includes an assessment of the probability that employees will meet the minimum
service period required to qualify for long service leave and that on-costs will hecome payable.

The significant judgements and assumptions included in the estimation of annual and long service leave
liabilities include an assessment by an actuary. The Australian Government Actuary performed this
assessment in May 2014. The assessment by an actuary is performed every 5 years. However it may be
performed more frequently if there is a significant contextual change in the parameters underlying the 2014
report. The next actuarial review Is expected to be undertaken by May 2019,

{c) Fair Value of Financial Instruments

When the fair values of financial assets and financial liabilities recorded in the Statement of Assets and
Liabilities on Behalf of the Territory cannot be derived from active markets, their fair value is determined using
a variety of valuation techniques that include the use of valuation models.

The inputs to these models are taken from observable markets where possibie, but where this is not feasible,
estimation is required in establishing fair values. Changes in assumptions could affect the reported fair value
of financial instruments in the Statement of Assets and Liabilities on Behalf of the Territory and the level where
the instruments are disclosed in the Fair Value Hierarchy. The models are tested for validity by calibrating to
prices from any observable current market transactions in the same instrument (without modification) when
availahle.

The Superannuation Provision Account considers the valuation techniques and inputs used in valuing uniisted
unit trust investments to ensure they are reasonable and appropriate prior to investing and therefore the Net
Asset Value of these investments may be used as an input into measuring their falr value. In measuring this
fair value the Net Asset Value of the investments is adjusted, as necessary, to reflect any private equity stock
restrictions on redemptions, future commitments, and other specific factors of the investment and fund
manager.

fd) Budgetary Reporting - Explanation of Major Variances between Actual and Original Budget
Amounts:

Significant judgements have been applied in determining what variances are considered as ‘major variances’

requiring explanations in Note 11: ‘Budgetary Reporting - Explanation of Major Variances between Actual and

Original Budget Amounts’. Variances are considered to be major variances if both of the following criteria are
. met:

(i} The line item is a significant line item: the line item actual amount accounts for more than 10% of the
relevant associated category (Income, Expenses and Equity totals} or sub-element (e.g. Current
Liabilities and Receipts from Operating Activities totals) of the financtal statements; and

(i) The variances (original budget to actual) are greater than plus (+} or minus (-} 10% of the budget for
the financial statement line item.

Further information on this is provided in Note 2.18: ‘Budgetary Reporting — Explanations of Major Variances
between Actual and Original Budget Amounts’.
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NOTE 2 SIGNIFECANT ACCOUNTING POLICIES — CONTINUED

2.20 Impact of Accounting Standards Issued but yet to he Applied

Standards Early Adopted for 2015-16 Reporting

AASB 2015-2 Amendments to Australian Accounting Standards - Disclosure Initiative: Amendments to AASB
101 and AASB 2015-7 Amendments to Australian Accounting Standards — Fair Value Disclosures of Not-For —
Profit Public Sector Entities have been early adopted for the 2015-16 reporting period, even though the
standards are not required to be applied until annual reporting periods beginning on or after 1 July 2016.

AASB 2015-2 amends AASB 101 Presentation of Financial Statements and clarifies that immaterial information
should not be disclosed and the presentation of information in notes should be tailored to provide users with
the clearest view of the financial performance and financial position,

Standards not Early Adopted

The following new and revised accounting standards and interpretations have been issued by the Australian
Accounting Standards Board but do not apply to the current reporting period. These standards and
interpretations are applicable to future reporting periods. Those relevant to the Superannuation Provision
Account as outlined below are necessarily abbreviated and should be viewed in conjunction with the
Australian Accounting Standard Board's website for the full assessment of its impact.

The Superannuation Provision Account does not expect a significant impact on the adoption of these
standards. This assessment is based on an initial assessment at this date, but may change on further review.
The Superannuation Provision Account intends to adopt all of the standards upon their application date.

(i) AASB 2 Financial Instruments (December 2014) {application date 1 January 2018);
This standard supersedes AASB 139 Financial Instruments: Recognition and Measurement. The main
impact of AASB 9 is that it will change the cdassification, measurement and disclosures of
Superannuation Provision Account financial assets.

(i} AASB 15 Revenue from Contracts with Customers {application date 1 January 2018};
AASE 15 is the new standard for revenue recognition. It establishes a comprehensive framework for
determining whether, how much and when revenue is recognised. It replaces AASB 118 Revenue.

{iii})  AASB 2010-7 Amendments to Australian Accounting Standards arising from AASBE 9 (December 2010)
{AASB 1, 3, 4, 5, 7, 101, 102, 108, 112, 118, 120, 121, 127, 128, 131, 132, 136, 137, 139, 1023 and
1028 and Interpretations 2, 5, 10, 12, 19 and 127] (application date 1 Jan 2018);
This standard makes consequential amendments to a number of standards and interpretations as a
result of the issuing of AASB 9 in December 2010.

{iv)  AASB 2014-1 Amendments to Australian Accounting Standards — Part E Financial Instruments [AASB 1,
3,4, 5,7 and 9 (December 2009), 9 (December 2010), 101, 102, 108, 112, 118, 120, 121, 132, 136, 137
and 139, Interpretations 2, 5,10, 12, 16, 19 and 107] {application date 1 January 2018);
Part E of this standard defers the application of AASB 9 to 1 January 2018,

{v) AASB 2014-5 Amendments to Australian Accounting Standards arising from AASB 15 [AASB 1, 3, 4, 9
{December 2009) (December 2010), 101, 102, 112, 116, 132, 134, 137, 138, 139, 140, 1023, 1038,
1039, 1049, 1053 and 1056, Interpretations 12, 127, 132, 1031, 1038 and 1052] {(application date
1 January 2018);
This standard makes consequential amendments to a number of standards and interpretations as a
result of the issuing of AASB 15.
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2.20 Impact of Accounting Standards Issued but yet to be Applied - Continued

(vi)  AASB 2014-7 Amendments to Australian Accounting Standards arising from AASB 9 (December 2014)
{AASB 1, 2, 3, 4, 5,7, 13, 101, 102, 108, 110, 112, 120, 121, 123, 128, 132, 133, 136, 137, 139, 1023,
1038 and 1049, Interpretations 2, 5, 10, 12, 16, 19 and 127] (application date 1 lanuary 2018});
This standard makes consequential amendments to a number of standards and interpretations as a
result the issuing of AASB 9 {December 2014},

(vii)  AASB 2015-5 Amendments to Australian Accounting Standards — Investment Entitles: Applying the
Consolidation Exception [AASB 10, AASB 12 and AASB 1281 (application date 1 January 2016);
This standard makes amendments to confirm that the exemption from preparing consolidated
financial statements set out in AASB 10 is available to a parent entity that is a subsidiary of an
investment entity; clarifies the applicability of AASB 12 to the financial statements of an investment
entity; and introduces relief in AASB 128 to permit a non-investment entity investor in an associate or
joint venture that is an investment entity to retain the fair value through profit or loss measurement
applied by the associate or joint venture to its subsidiaries.

{viii} AASB 2015-6 Amendments o Australian Accounting Standards — Extending Related Party Disclosures
to Not for- Profit Public Sector Entities [AASB 10, 124 and 1049] (application date 1 July 2016);
This standard extends the scope of AASB 124 Related Party Transactions to the not-for-profit sector
and updates AASB 124 to include implementation guidance (including illustrative examples) to assist
not-for-profit entities to apply the new requirements.

(ix}  AASB 2015-8 Amendments to Australian Accounting Standards — Effective date of AASB 15
(application date 1 January 2017);
This standard defers the application date of AASB 15 Revenue from Contracts with Customers to
1 January 2018.

{x) AASB 2016-2 Amendments to Australian Accounting Standards -~ Disclosure Initiative: Amendments to
AASB 107 (application date 1 January 2017); and
This standard amends AASB 107 Statement of Cash Flows to require agencies preparing financial
statements in accordance with Tier 1 reporting requirements to provide disclosures that enable users
of financial statements to evaluate changes in liabilities arising from financing activities, including
both changes arising from cash flows and non-cash changes. This standard relates to disclosure only.

{xi)  AASB 2016-3 Amendments to Australian Accounting Standards — Clarifications to AASB 15 (application

date 1 January 2018).
This standard clarifies the existing requirements of AASB 15.
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NOTE 3 CHANGE IN ACCOUNTING POLICY AND ACCOUNTING ESTIMATES

Change in Accounting Policy
Superannuation Provision Account had no changes in Accounting Policy during the reporting period.

Changes in Accounting Estimates
Superannuation Provision Account had the following changes in accounting estimates during the reporting
period.

Revision of the Defined Benefit Superannuation Liability Discount Rate

In accordance with AASB 119 in order to measure the present value of the defined benefit superannuation
obligations a discount rate shall be used by reference to a Government bond yield consistent with the
estimated term, or duration, of the benefit obligations. Currently CSS and PSS member liabilities have a
combined duration of 20.3 years.

At 30 June 2016, the current longest Commonweaith Government nominal bond on issue is the
21 June 2039, which matures in approximately 23 years and has a modified duration of approximately
16.5 years. Accordingly, the 2039 maturity is considered the most appropriate term proxy for discounting the
superannuation liability at 30 June 2016. The 21 April 2037 Commonwealth Government bond was previously
used as it was the longest benchmark government bond on issue at 30 June 2015,

The annualised yield on the 21 June 2039 Commonwealth Government bond as at 30 June 2016 was 2.69%
and the annualised yield on the 21 Aprit 2037 Commonwealth Government bond was 2.59%, a difference in
yield of 0.10%.

If the Superannuation Provision Account had continued to use the 21 Aprii 2037 Government bond yield as the
discount rate, then the superannuation liability estimate would have been approximately $10.972 hillion as
compared to the current estimate at 30 June 2016 of approximately $10.715 biltion. This small difference in
vield has effectively reduced the liability estimate by $0.3 hillion.
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The Superannuation Provision Account is exposed to financial risks arising from its activities comprising market
risk {interest rate risk, price risk and foreign exchange risk), credit risk and liquidity risk. These risks are
managed within a financial risk management framework that includes strategic directions from the Treasurer
and policies and limits approved by the Under Treasurer and overseen by CMTEDD. The Investment Advisory
Board and asset consultant’s advice is considered along with all other available information by CMTEDD when
formulating investment policy positions and recommendations.

CMTEDD does not undertake investment management in-house. Investments are managed by the
engagement of investment managers under an investment management agreement. The individual
investment management agreements prescribe the allowable investments that may be entered into in
accordance with the Territory Superannuation Provision Protection Act 2000 and Superannuation Management
Guidelines 2015. CMTEDD, in conjunction with the asset consultant, monitors the performance of the
investment managers of their obligations and ensures that investment managers comply with their
obligations. The appointed master custodian performs investment mandate and derivatives usage monitoring
in accordance with these guidelines, with any exceptions reported, investigated and resolved.

CMTEDD's primary financial risk management objective for the Superannuation Provision Account is the
maximisation of return on investments within relevant risk tolerances, whilst minimising cost, for those funds
set aside for the eventual elimination of the Territory's unfunded CSS/PSS defined benefit employer
superannuation liabilities (refer to Note 2.14: ‘Estimated CSS/PSS Defined Benefit Employer Superannuation
Liabilities’).  The strategic asset allocation reflects the accepted level of risk associated with the
Superannuation Provision Account’s investment objective of CPI plus 5 per cent {net of fees) per annum over
the long-term.

The strategic asset allocation comprises investments across domestic and international money market, debt
and equity securities as well as domestic and private equity, indirect unlisted property asset classes and
derivatives. Derlvatives are prescribed investments and an essential part of the Investment and risk
management process and may be used for the following purposes: protecting the value, or limiting changes in
value, of an investment of the invastment portfolio; protecting the return on an investment of the investment
portfolio; and achieving best execution and transactional efficiency in implementing an investment sirategy,
achieving an Investment or market exposure, or In adjusting an investment strategy, investment or market
exposure.

CMTEDD is responsible for the overall setting, identification and control of financial risks undertaken in the
management of the investment portfolio of the Superannuation Provision Account. This is done in part by the
setting of limits for trading in derivatives, hedging cover of foreign currency and interest rate risk, credit
allowances, and future cash flow forecast projections. The investment guidelines, including allowable
investments and any limitations, are represented, as relevant, in the investment management agreements or
trust deeds established with each contracted investment fund manager.

The main financial risks arising from Superannuation Provision Account are discussed in Notes 4.1 to 4.3
below. Details of the significant accounting policies for these financial assets and liabilities are disclosed in
Note 2: ‘Significant Accounting Policies'.

4,1 Market Risk
Market risk is the risk that the fair value or future cash flows of the financial instruments will fluctuate because

of changes in market prices. Market risk comprises three types of risk: interest rate risk; price risk; and
currency risk. Exposure to the individual market risk is detailed below.
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4,1 Market Risk — Continued
{a) Interest Rate Risk
Interest rate risk is the risk that the fair value or future cash flows of a financial market instrument will
fluctuate because of changes in prevailing levels of market interest rates. The Superannuation Provision
Account is exposed to interest rate risk on its variable interest rates and fixed interest rates financial
instruments. Sensitivity analysis is performed on cash at bank and the debt securities of the Australian
inflation-linked debt portfolio at reporting dates. Sensitivity analysis to interest rate instruments (indirectly

held through pooled unit trusts) are considered in Note 4.1(b): ‘Price Risk'.

The table below summarises the main exposure to interest rate risk.

Variable Rate Instruments Fixed Rate Instruments
2016 2015 2016 2015
$'000 5000 5’000 $°000
Financial Assets 385,034 245,801 22,916 97,496
Net Exposure before the effect of Derivatives 385,034 245,801 22,916 97,496

Interest rate risk is measured by the duration of the investment portfolios which approximates the change in
portfolio valuation from a percentage change in market interest rates. As at reporting date, the
Superannuation Provision Account has positions in interest rate derivatives contracts to manage exposure to
interest rate risk. Exposures to interest rate risk is limited to acceptable duration thresholds stipulated within
the investment management agreements and monitored for compliance by the Territory's master custodian
on a weekly basis.

The following table demonstrates the 'reasonably possible’ impact on profit or loss and the impact on equity
over the next 12 months if interest rates change by -/+ 1.0 per cent from the year-end official cash interest
rate of 1.75% {2.00% at 30 June 2015} with all other variables, especially foreign exchange rates, held constant.
The sensitivity calculation is based on the net exposure to interest rates after taking into account the effect of
derivatives, parallel shifts in the yield curve and ignoring the effects on credit risk.

2016 2015
1.0% Decrease 1.0% Increase  1.0% Decrease 1.0% Increase
Profit/(Loss) Profit/{Loss) Profit/(Loss) Profit/(Loss}

and Equity and Equity and Equity and Equity

Impact Impact Impact Impact

$’000 5’000 $'000 5’000

Financial Assets (3,621) 3,621 {1,483) 1,483
Total (Decrease)/Increase (3,621) 3,621 (1,483) 1,483
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NOTE 4 FINANCIAL RISK MANAGEMENT — CONTINUED

11 Market Risk - Continued

{b) Price Risk

Price risk is the risk that the fair value of a financiat investment will change as a result of changes in the market
prices {other than those arising from interest rate risk or currency risk) in the relevant indices levels and the
prices of the individual holdings. The Superannuation Provision Account is exposed to equity price risk on its

equities and other price risk to its pooled unit trusts.

The table below summarises Superannuation Provision Account main exposure to price risk.

2016 2015

$’000 $'000
Investments Directly and Indirectly Held {Designated)
Cash 655,295 507,190
Fixed Income 425,350 392,467
Equities 1,775,682 1,939,667
Property 287,879 243,435
Net Exposure Before the Effect of Derivatives 3,144,205 3,082,759

To manage exposures to price risk, the investment portfolio is diversified in accordance with asset class limits
{in accordance with the strategic asset allocation policy). Whilst equity markets are inherently volatile and not
necessarily suitable for short-term investment, over the long-term, it has proven o he a reasonable source of
growth and inflation protection, through the achievement of positive returns it real terms. Exposure to equity
price risk is mitigated by allowable limits stipulated within the investment management agreements. Equity
derivative contracts are also used to manage exposures to equity price risk.

Exposures to the price risk of pooled unit trusts for cash, fixed interest and property investments are
diversified geographically, across cash, money and capital markets in short-term debt {(maturity less than
twelve months) and fixed interest bonds {maturity greater than twelve months} as well as retail and
commercial assets.

The investment management agreements and the pooled trust product disclosure statement stipulates the
maximum allowable limits by issuer, ratings and duration to ensure sufficient diversification occurs within the
individual investment portfolios.

Thresholds stipulated within the investment management agreements are monitored for compliance by the
Territory's master custodian on a weekly basis.
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{b} Price Risk — Continued

The following table summarises the 'reasonably possible' impact on profit or foss and the impact on equity
over the next 12 months if price risk changes by the volatility factors from the target benchmarks with all other
variables, especially foreign exchange rates, held constant.

30 June 2016

Investment Assets

Cash (+/- 0.5%)

Fixed Income (+/- 4-6%)
Equities (+/- 16-21%)
Property (+/- 11%)

Total Increase/(Decrease}

30 June 2015

Investment Assets

Cash {+/- 0.5%)

Fixed Income {+/~ 4%-5%)}
Equities (+/- 17%-21%)
Property (#/- 11%)

Total Increasef{Decrease)

Note
No.

7.3

Note
No.

7.3

% Increase in Index

% Decrease in Index

Profit/{Loss) Equity  Profit/{Loss) Equity
Impact Impact Impact Impact
$°000 $'000 5’000 $'000

3,276 3,276 (3,276) {(3,276)
22,237 22,237 (22,237) {22,237}
323,721 323,721 (323,721) (323,721}
31,667 31,667 (31,667) {31,667)
380,901 380,901 (380,901) {380,901)

% Increase in Index

% Decrease in Index

Profit/({Loss) Equity Profit/(Loss} Equity
Impact Impact Impact Impact
$'000 $’000 5’000 $'000

2,536 2,536 {2,536) (2,536)
18,140 18,140 {18,140} {18,140)
363,095 363,095 (363,095) (363,095}
26,778 26,778 {26,778) {26,778}
410,549 410,549 (410,549} {410,549)
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4.1 Market Risk — Continued

{c) Currency Risk

The Superannuation Provision Account holds monetary and non-monetary assets that are denominated in

currencies other than the Australian dollar.

As a consequence, the Superannuation Provision Account is

exposed to the risk that the exchange rate of the Australian dollar relative to other foreign currency change in
a manner that has an adverse affect on the fair value or future cash flows of investments denominated in

currencies other than the Australian dollar.

The table below summarises the Superannuation Provision Account main exposures to foreign currency risk.

30 June 2016 Note
No.
Cash
Financia} Assets at
FVTPL
Other Assets

Total Assets

Financial Liabilities at
FVTPL

Other Liabilities

Total Liabilities

Net Assets 7.3
30 June 2015 Note
No.
Cash
Financial Assets at
FVTPL
Other Assats

Total Assets

Financial Liabifities
at FVTPL

Other Liahilities

Total Liabilities

Net Assets 7.3
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AUD usD Y EUR GBP Other Total
7000 47000 $'000 $000 $'000 $°000 §°000
16,134 4,602 1,482 2,081 569 1,343 26,209
2,523,144 590,621 93,720 117,268 62,555 119,509 3,526,816
51,517 625 133 735 418 719 54,148
2,610,795 595,848 95335 120,083 63,542 121,571 3,607,174
30,450 2,121 604 196 70 236 33,678
172,878 0 0 0 0 0 172,878
203,327 2,121 604 196 70 236 206,555
2,407,468 593,727 94731 119,887 63,472 121,334 3,400,619
AUD usp By EUR GBP Other Total
4000 $'000 $°000 000  §000 $'000 $'000
11,802 3,442 1,856 2,867 1,290 1,681 27,938
2,197,218 686,184 112,188 149,148 82,301 143,005 3,370,044
32,576 696 93 645 463 532 35,005
2,241,597 695,322 114,137 152,660 84,054 145219 3,432,987
104,565 0 10 0 0 1 104,577
35,610 26 1 26 11 126 35,920
140,175 86 11 86 11 127 140,497
2,101,421 695,235 114,126 152,573 84,043 145,092 3,292,490
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NOTE 4 FINANCIAL RISK MANAGEMENT — CONTINUED
4.1 Market Risk — Continued
(c} Currency Risk — Continued

A significant affocation of the financial investment portfolio is denominated in foreign currency through the
purchase and holding of international equity and fixed interest securities. Foreign exchange contracts are used
to manage the exposure to foreign exchange to ensure it remains within the approved limits. A large portion
of these investments are fully hedged back to Australian dollars using currency derivatives. The use of
currency hedging mitigates the impact on international asset valuations in Australian dollar terms from the
changes in exchange rates.

In relation to unhedged foreign investments, holding a diversified basket of currency investments also serves
to reduce overall currency risk. The currency hedging is managed through the indexed managed international
equity mandate and investment in an index-managed unlisted pooled unit trust for international fixed interest.
All international fixed interest exposures are fully hedged to Australian dollars. Total international equity
exposures are 50 per cent hedged to Australian dollars.

Currency Risk Sensitivity Disclosure Analysis

The foliowing table summarises the 'reasonably possible' impact of 2016: +/- 10 per cent (2015: +/-10 per
cent) strengthening/weakening of the Australian dollar against foreign currency cash balances on the
Superannuation provision Account’s operating deficit for the year and on equity. Foreign exchange risk
relating to non-monetary investments is considered as a component of price risk in Note 4.1(b): ‘Price Risk’.

30 June 2016 10% Movement
' Profit &Loss Equity
(+/- Impact)  {+/- Impact)
5’000 $’000

Currency

usD 523 523
IPY 161 161
EUR 282 282
GBP 99 99
Other 206 206
Total Increase/(Decrease) 1,271 1,271

30 June 2015 10% Movement
Profit &Loss Equity
(+/- Impact)  (+/- Impact)
$'000 $'000

Currency

UsD 915 915
JPY 194 194
EUR 351 351
GBP 175 175
Other 221 221
Total Increasef(Decrease) 1,856 1,856
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NOTE 4 FINANCIAL RISK MANAGEMENT — CONTINUED

4.2 Credit Risk

Credit risk is the risk that a counterparty to a financial instrument fails to discharge its contractual obligations
or from losses arising from the change in the value of a traded instrument as a result of changes in the credit
risk on that instrument.

The maximum exposure to credit risk is limited to the carrying amount of the cash and cash equivalents,
receivables and fixed income investments of Superannuation Provision Account. The main concentration of
credit risk arises from the investment In fixed income (debt) securities. The following table details the credit
risk exposure of debt investments as at reporting date.

30 June 2016 Credit Quality of Fixed Interest Rated Instruments
AAA AA A BBB Total
$000 $’000 $’000 $'000 $'000
Debt Instruments 637,525 225,448 498,318 47,457 1,408,748
Total 637,525 225,448 498,318 47,457 1,408,748
30 June 2015 Credit Quality of Fixed Interest Rated Instruments
AAA AA A BBB Total
$'000 $’000 5’000 $°000 $°000
Debt Instruments 486,623 137,847 368,582 27,158 1,017,209
Total 486,623 137,847 368,582 27,158 1,017,209

Appointed managers of investments are required to ensure: credit guality within the manager’s portfolio is
within agreed guidelines; the exposure to different tiers of credit are within agreed guidelines; the maximum
permitted exposure to any one Issuer is within agreed guidelines; and the long-term debt of all entities in
which the manager invests is either rated by an approved rating agency or, if it is not rated, is limited to the
maximum permitted exposure to such debt. Exposures are to remain within approved exposure limits based
on the credit ratings of financial instruments and counterparties set out within the strategy, objectives and
constraints permitted by individual investment management agreements or trust deeds as relevant, as agreed
by CMTEDD.

The maximum exposure to credit risk before any credit enhancements at the end of each reporting period is

the carrying amount of the Superannuation Provision Account financial assets. None of these assets are
impaired (nil: 30 June 2015). '
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NOTEA4 FINANCIAL RISK MANAGEMENT — CONTINUED
4.3 Liguidity Risk

Liquidity risk is the risk that the Superannuation Provision Account is unable to meet its financial obligations as
they fall due.

CMTEDD's objective for the Superannuation Provision Account is to minimise liguidity risk by monitoring
financial obligations as they fall due. The Superannuation Provision Account's more immediate liquidity needs
are for funding working capital, meeting the annual emerging cost benefit payments to C5C and for managing
fund flows for investment asset classes in accordance to the strategic asset allocation. Over a longer term
horizon, the annual emerging cost benefit payments to CSC are to be funded through a combination of budget
capital injections and funds held under invesiment.

The exposure to illiguid asset classes is managed through the strategic asset allocation of portfolio assets. To
compensate for liquidity risk, these types of investments require an illiquidity premium, or additional required
return.

Accordingly, the exposure to liquidity risk is not significant based on the assessment of current and future cash
flow requirements.

Analysis of Financial Liahilities based on Management Expectations

Given the significant nature of the liability arising from the CSS/PSS defined benefit schemes, the
Superannuation Provision Account's liquidity risk is managed based on a combination of contractual maturity
dates and expected settlement dates.

The estimated superannuation liability reflects the expected settlement of financial liabilities in relation to the
CSS/P5S defined benefit schemes. The amounts disclosed represent undiscounted cash flows for the
respective obligations in relation to upcoming fiscal years. These estimates are actuarially determined and
represent annual emerging costs payments to CSC. The expected financial liabilities are to be met from annual
budget capital injections and from the assets of the investment portfolio.

The following table provides an analysis of financial fiability cash flow estimates.

30 June 2016 Lessthan 3 Monthsto 1Yearto Greaterthan Total
3 Months Less than Less than 5 Years
1Year 5Years
$'000 $’000 $'000 $’000 $’000

Non Derivatives
Payables 32,199 0 4] : 0 32,199
Employee Benefits 8 23 0 0 31
Superannuation Liabilities 57,631 172,893 1,113,856 25,566,609 26,910,990
Total Non Derivatives 89,838 172,917 1,113,856 25,566,609 26,943,220
Derivatives
Futures 495 0 0 0 495
Net Settled (Swaps} 5,162 2,052 5,516 20,452 33,183
Gross Settled FFX

Inflow ' 1,587,461 0 0 0 1,587,461

(Outflow) {1,570,385} 0 0 0 (1,570,385}
Total Derivatives 22,734 2,052 5,516 20,452 50,754
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NOTE 4 FINANCIAL RISK MANAGEMENT — CONTINUED

4.3 Liquidity Risk - Continued

30 June 2015 Lessthan 3 Months to 1Yearto Greater than Total
3 Months Less than Less than 5 Years
1 Year 5 Years
$’000 $’000 $'000 $000 $’000

Non Derivatives
Payables 15,302 ¢ 0 0 15,302
Employee Benefits : 8 24 0 0 32
Superannuation Liahilities 52,787 158,360 1,042,082 26,293,924 27,547,151
Total Non Derivatives 68,097 158,384 1,042,082 26,293,924 27,562,486
Derivatives
Futures 68 72 0 0 139
Net Settled (Swaps) 12,789 3,651 7,208 12,133 35,781
Gross Settled FFX

Inflow 1,870,987 0 0 0 1,870,987

(Outflow) (1,880,000} 0 0 0 (1,880,000)
Total Derivatives 3,844 3,723 7,208 12,133 26,908
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NOTE 4 FINANCIAL RISK MANAGEMENT — CONTINUED
4.4 Fair Value of Financial Assets and Liabhilities

fhvestments designated as Fair Value through Profit and Loss {financial instruments such as eguities, unit
trusts, fixed income and other interest bearing securities and derivatives) are measured at fair value at each
reporting date.

{a) Fair Value Measurements Recognised in the Statement of Assets and Liabilities on Behalf of the
Territory

The table below provides an analysis of financial instruments that are measured subsequent to initial
recognition at fair value, grouped into Levels 1 to 3 based on the degree io which the fair value is observable
considering the iowest level input that is significant to the fair value measurement as a whole.

{i) Level 1 — Fair Value measurements are those derived from quoted prices (unadjusted) in active
markets for identical assets or liabilities;

(ii) Level 2 — Fair value measurements are those derived from inputs other than quoted prices included
within Level 1 that are observable for the asset or liability, either directly (i.e. as prices) or indirectly
(i.e. derived from prices); or

(i)  Level 3 — Fair value measurement are those derived from valuation techniques that include inputs for
the asset or liability that are not based on observable market data {unobservable inputs).

For the purposes of presenting the Fair Value Hierarchy, analysis is performed on the units and the securities
held by the Superannuation Provision Account as at reporting date.

{b) Recurring Fair Value Measurement of Assets and Liabilities

30 June 2016 Note Level 1 Level 2 Level 3 Total
No. $'000 $'000 $000 5’000

Investments

Asset Class — Investments Directly Held

Fixed Income 140,790 187,052 0 327,843

Equities 1,639,512 0 736 1,640,248

Derivatives 572 20,611 0 21,182

Sub Total 1,780,874 207,663 736 1,989,273

Asset Class — Investments Indirectly Held

Unit Trust — Cash 0] 655,295 0 655,295
Unit Trust — Domestic & International Fixed income 0 425,350 0 425,350
Unit Trust — Domestic Unlisted Property o 287,879 1] 287,879
Unit Trust — Private Equity 135,342 135,342
Sub Total 0 1,368,523 135,342 1,503,865
Total Investments 1,780,874 1,576,186 136,078 3,493,139
Investment Financial Liabilities

Fixed Income 0 141,786 0 141,786
Derivatives 0 0 0 0
Sub Total 0 141,786 0 141,786
Net Investment Financial Assets 7.3(a) 1,780,874 1,434,400 136,078 3,351,353
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NOTE 4 FENANCIAL RISK MANAGEMENT — CONTINUED

4.4 Fair Value of Financial Assets and Liabilities - Continued

{b) Recurring Fair Value Measurement of Assets and Liabilities - Continued

30 June 2015 Note Level 1 Level 2 Level 3 Total
No. - $000 $°000 $°000 $°000

Investments

Asset Class - Investments Directly Held

Fixed Income 80,284 81,138 0 161,423

Equities 1,819,982 0 0 1,819,982

Derivatives 281 0 0 281

Sub Total 1,900,547 81,138 0 1,981,686

Asset Cluss — Investments Indirectly Held .

Unit Trust — Cash 0 507,190 0 507,190

Unit Trust —~ Domestic & International Fixed incoma 0 392,467 ¢ 392,467

Unit Trust ~ Domestic Unlisted Property 0 243,435 0 243,435

Unit Trust — Private Equity 0 0 119,816 119,816

Sub Total 0 1,143,092 119,816 1,262,908

Total Investments 1,900,547 1,224,230 119,816 3,244,594

Investment Financial Liabilities

Derivatives 66 890 0 956

Sub Total 66 890 0 956

Net Investment Financial Assets 7.3(a} 1,900,481 1,223,340 119,816 3,243,638

Transfers between Levels 1 and 2
There were no significant transfer between Level 1 and Level 2 during the year.

{c} Valuation Technigues and Inputs — Listed Equity Investments

Quoted market price represents the fair value determined based on quoted prices on active markets for
identical assels as at the reporting date without any deduction for transaction costs. Listed equity investments
valued based on quoted market prices are included within Level 1 of the hierarchy.

{d) Valuation Techniques and Inputs — Unlisted Investments

The investments in unlisted unit trusts include domestic and international fixed income, property, and private
equity which are not quoted in an active market and which may be subject to restrictions on redemptions.
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NOTE 4 FINANCIAL RISK MANAGEMENT ~ CONTINUED
4.4 Fair Value of Financial Assets and Liabilities — Continued
{d) Valuation Technigues and Inputs — Unlisted Investments - Continued

Fair values of these investments are determined by using valuation technigues such as present value
technigues, comparison to similar instruments for which market observable prices exist and other relevant
models used by market participants. These valuation techniques use both observable and unobservable
market inputs. The investment manager considers the valuation techniques and inputs used in valuing these
units as part of its due diligence prior to investing, to ensure they are reasonable and appropriate and
therefore the Net Asset Value of these units may be used as an input into measuring their fair value. In
measuring this fair value, the Net Asset Value of the funds is adjusted, as necessary, to reflect restrictions on
redemptions, future commitments, and other specific factors of the units trust and fund manager. Depending
on the nature and level of adjustments needed to the Net Asset Value and the level of trading in the unit
trusts, these investments are classified as either Level 2 or Level 3.

Fixed income securities are priced daily with reference to the quoted bid price for the securities in the relevant
active market. Investments in this asset class are made through unlisted unit trusts that are priced daily with
distributions received quarterly. The fair values of fixed interest security units are included within Level 2.
Investments in property are made through unlisted pooled unit trusts that are priced monthly.

The fair value of investment property is determined at least annually or more frequently as required by an
independent property valuer using recognised valuation techniques. These techniques comprise in the main
methods such as Discounted Cash Flow (DCF) and income capitalisation. Where appropriate, the direct
comparison, hypothetical development, or the summation or cost approach method is used. Under the DCF
method, a property’s fair value is estimated using explicit assumgptions regarding the benefits and kabilities of
ownership over the asset’s life including estimated rental income and an exit or terminal value. This involves
the projection of a series of cash flows and to this an appropriate, market-derived discount rate is applied to
establish the present value of the income stream. Under the income capitalisation method, a property’s fair
value is estimated based on the normalised net operating income generated by the property, which is divided
by the capitalisation rate (the investor's rate of return). The adjusted Net Asset Value of these units is used as
an input in measuring their fair value. The fair values of unlisted property units are included within Level 2.

For unlisted private equity unit trusts, the fair value of the underlying equity investments is determined by
each underlying investment manager using a valuation methodology that is most appropriate for each
particular investment. The fair value methodologies adopted include discounted cash flow, price of recent
investment, earnings multiples, net assets, industry valuation benchmarks and available market prices.
Adjusted Net Asset Value of these units is used as an input in measuring their fair value. The fair values of
unlisted private equity units are included within Level 3.

The fair values of derivative instruments are calculated using quoted prices. Where such prices are not
avaitable, a discounted cash fiow analysis is performed using the applicable yield curve for the duration of the
instruments for non optional derivatives, and option pricing models for optional derivatives. Foreigh currency
forward contracts are measured using quoted forward exchange rates and yield curves derived from quoted
interest rates matching maturities of the contracts. Interest rate swaps are measured at the present value of
future cash flows estimated and discounted based on the applicable yield curves derived from quoted interest
rates. Derivatives are classified as either Level 1 or Level 2.
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NOTE 4 FINANCIAL RISK MANAGEMENT — CONTINUED
44 Fair Value of Financial Assets and Liabilities — Continued
{e) Valuation Process for Level 3 Valuations

The investments in unlisted unit trusts deemed as Level 3 are recorded at redemption value per unit as
reported by managers of such investments. In the absence of quoted values, securities are valued using
appropriate valuation techniques as reasonably determined by the Investment Manager. The fund manager
performs monthly and quarterly valuations.

Unresolved discrepancies are escalated to the Investment Manager Valuation Committee. The Valuation
Committee is independent of the front office and is composed of the Finance Director, Chief Finance Officer,
Chief Operating Officer and where necessary a panel of external service providers. The Committee ensures
that the valuation of assets is fair, equitable and reasonable based on the information within each market at
the time.

Quantitative Information of Sighificant Unobservable Inputs — Level 3

Description Fair Value 2016 Valuation Unohservable Input Range
5000 Technigue {Weighted
Average)
Unit Trust - Private Equity 135,342 Adjusted Net Latest Net Asset 0.000-1.768
Asset Value Value from (0.502)

Investment Manager

Contributions since 0.000-1.000
latest Net Asset (0.174)
Value from

ihvestment Manager

Distributions since 0.000-1.050
latest Net Asset {0.086)
Value from

Investment Manager

Sensitivity Analysis to Significant Changes in Unobservable inputs within Level 3 Hierarchy — Level 3

Description Input Sensitivity Used Effect on Fair Value

Unit Trust — Private Equity  Latest Net Asset 0.000-1.768 Fair value increase 1f latest Net
Value from (0.502) Asset  Values from Investment
Investment Manager Manager were higher
Contributions since 0.000-1.000 Fair value increase if there have
fatest Net Asset (0.174) been contributions since latest Net
Value from Asset Value from Investment
Investment Manager Manager
Distributions since 0.000-1.050 Fair value decrease if there have
latest Net Asset (0.086) been distributions since latest Net
Value from Asset  Value from Investment
Investment Manager Manager
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NOTE 4 FINANCIAL RISK MANAGEMENT — CONTINUED
4.4 Fair Value of Financial Assets and Liabilities — Continued
(e) Valuation Process for Level 3 Valuations - Continued

Quontitative Information of Significant Unobservable Inputs — Level 3

Description

Unit Trust — Private Equity

Fair Value 2015
$000

119,456

Valuation
Technique

Adjusted Net
Asset Value

Unobservable Input  Range
(Weighted
Average}

Latest Net Asset 0.000-1.717

Value from {0.447)

Investment Manager

Contributions since 0.000-1.000

latest Net Asset (0.117)

Value from

Investment Manager

Distributions since 0.000-0.441

latest Net Asset (0.076)

Value from
Investment Manager

Sensitivity Analysis to Significant Changes in Unobservable Inputs within Level 3 Hierarchy — Level 3

Description

Unit Trust — Private Equity

Input

Latest Net Asset
Value from
Investment Manager

Contributions since
latest Net Asset
Value from
Investment Manager

Distributions since
latest Net Asset
Value from
Investment Manager

Sensitivity Used
0.000-1.717
(0.447)

0.000-1.000
(0.117)

0.000-0.441
(0.076)

Effect on Fair Value

Fair value increase if latest MNet
Asset  Values from Investment
Manager were higher

Fair value increase if there have
been coniributions since latest Net
Asset Value from Investment
Manager

Fair value decrease if there have
heen distributions since latest Net
Asset  Value from Investment
Manager
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NOTE 4 FINANCIAL RISK MANAGEMENT — CONTINUED
4.5 Fair Value Hierarchy

Ltevel 3 Reconciliation

Unit

30 June 2016 Trusts Total

S'000 $'000
Balance at 1 July 2015 119,496 119,496
Purchases during the Year 0 0
tssues during the Year : 0 0
Sales during the Year 0 ¢
Settlements during the Year 21,085 21,085
Transfers into Level 3 0 0
Transfers out of Level 3 0 0
Total (Losses) on Level 3 Financial Instruments {5,239) (5,239)
Balance at 30 June 2016 135,342 135,342

Unit

30 June 2015 Trusts Total

$000 $'000
Balance at 1 July 2014 119,722 119,722
Purchases during the Year 0 0
Issues during the Year 0 0
Sales during the Year 0 0
Settlements during the Year 11,558 11,558
Transfers into Level 3 0 0
Transfers out of Level 3 ' 0 0
Total {Losses) on Level 3 Financial Instruments (11,784) {11,784)
Balance at 30 lune 2015 119,496 119,496

Gains and losses are disclosed in the line Gains on Investments at Fair Value through Profit or Loss or Lasses on
Investments at Fair Value through Profit or Loss, in the Statement of Income and Expenses on behalf of the
Territory.

Recognised Gains and Losses for Level 3 Financial Instruments
The amount of total gains or losses for the period recognised in the operating deficit that relates to assets and
liahilities held at the end of the reporting period are as follows:

Unit
30 June 2016 Trusts Total
$'000 5'000
Trading Income (5,239) {5,239)
Total (Losses) recognised in Statement of Income and
Expenses on Behalf of the Territory (5,239) (5,239)
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NOTE4 FINANCIAL RISK MANAGEMENT — CONTINUED
4.5 Fair Value Hierarchy — Continued
Unit
30 June 2015 Trusts Total
$’000 5’000

Trading Income (11,784) {11,784)
Total ({Losses) recognised in Statement of Income and

Expenses on Behalf of the Territory (11,784) {11,784)

Total losses for the period relating to the units in the private equity trust held at the end of the reporting
period amounts to $5.239 million. The determination of fair value gains or losses on units as well sensitivities
surrounding price risks for these pooled private equity trust have been described in
Note 2.10: 'Investments’ and Note 4.1(h): ‘Price Rislk".

4.6 Categorisation of Financial Assets and Liabilities

The accounting classification of each category of financial instruments, for the Superannuation Provision
Account, for the years ending 30 June 2016 and 30 June 2015 is as follows:

Financial Financial
Financial Assets at Liabilities
Cash & Assets at FVTPL at Total
30 June 2016 Cash FVTPL Held for  Amortised Carrying
Equivalents Receivables Designated Trading Cost Amount
$'000 $’000 $"000 $’000 $'000 5’000
Financial Assets
Cash and Cash
Equivalents 46,223 0 0 0 0 46,223
Receivables 0 11,597 0 0 0 11,597
Investments at
FVTPL (Directly
Held}
Fixed Income 0 0 191,269 0 0 191,269
Equities 0] 0 1,670,223 0 0 1,670,223
Derivatives 0 0 0 21,182 0 21,182
Investments at
FVTPL (Indirectly
Held)
Cash 0] 0 655,297 0 0 655,297
Fixed Income 0 0 425,353 0 0 425,353
Property 0 0] 290,304 0] o 290,304
Private Equity 0 0 135,394 ] 0] 135,394
Financial Liabilities
Payables 0 0 0 0 {1,107) (1,107)
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NOTE 4 FINANCIAL RISK MANAGEMENT — CONTINUED
4.6 Categorisation of Financial Assets and Liabilities — Continued
Financial Financial
Financial Assets at Liabilities
Cash & Assets at FVTPL at Total
30 June 2015 Cash FVTPL Held for  Amortised Carrying
Equivalents Receivables Designated Trading Cost Amount
$"000 $’000 5’000 $’000 $'000 $'000
Financial Assets
Cash and Cash
Equivaients 49,565 0 0 0 0 49,565
Receivables 0 5,725 0 0 0 5,725
Investments at
FVTPL (Directly
Held)
Fixed Income 0 0 183,838 0 0] 183,838
Equities 0 0 1,849,240 0 0 1,849,240
Derivatives ) 0 1] (9,688} o (9,688)
Investments at
FVTPL {Indirectly
Held)
Cash 0 0] 507,187 0 0 507,187
Fixed Income 0 0 392,468 0 0 392,468
Property 0 0 244,204 0 0 244,204
Private Equity 0 0 119,515 4] 0 119,515
Financial Liabilities
Payables 0} 0 0 0 (1,211) {1,211)
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NOTE 5 INCOME ADMINISTERED ON BEHALF OF THE TERRITORY
51 Interest
2016 2015
$'000 $’000
On Investments Directly and Indirectly
Held {Designated) 3,560 5,579
Total Interest Revenue’ 3,560 5,579

? Investment interest revenue was lower in 2015-16 due mainly to decreased interest revenue earned from the
domestic inflation-linked debi investments as a result of lower inflation and lower interest rates.

5.2 Dividend

On Investments Directly Held (Designated) 51,760 50,356
Total Dividend Revenue? 51,760 50,356

* The marginal increase in dividend revenue recognised in 2015-16 is related to small increases in dividend
revenue received on the Australian and international share investments. The small increase in dividends
received is related to individual company share holdings and the level of dividend declared.

53 Distribution Revenue

On Investments Directly Held {Designated) 2,599 2,369
On Investments Indirectly Held (Designated} 54,099 70,089
Total Distribution Revenue® 56,698 72,458

* Distribution income recognised in 2015-16 was lower due to the lower distribution revenue received from the
private equity investments due to sale of company assets and the divestment of assets from an unlisted unit
trust, offset by increases in distribution revenue received on the cash, debt and property investments.
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NOTE 5 INCOME ADMINISTERED ON BEHALF OF THE TERRITORY — CONTINUED
5.4 Gains on Investments at Fair Value through Profit or Loss
(a) Realised Gains
2016 2015
5’000 5’000
On Investments Directly Held (Designated) 2,711 16,164
On Investments Indirectly Held (Designated) 13,640 1,628
Total Realised Gains® 16,350 17,792

® Realised gains recognised in 2015-16 are due to the sale and divestment of private equity company
investments and property assets from wunlisted unit trusts, offset by the trading {(purchase and sale of
securities) activity of investment managers with lower realised gains on the share and debt investments.

(b} Unrealised Gains

On Investments Directly Held (Designated) 21,542 215,880
On Investments Indirectly Held (Designated) 35,062 26,579
Total Unrealised Gains® 56,604 242,459

®The decrease in recognised unrealised gains is due mainly to the weak performance of the international share
investments over the 2015-16 financial year with a loss of 1.0 per cent, as compared to a gain of 19.4 per cent
for the 2014-15 financial year.

Total Gains on Investments at FVTPL 72,954 260,251
5.5 Other Income

{a) Other Investment Income

On Investments Directly Held (Designated) 131 192
Cn Investments Indirectly Held (Designated) 776 983
Total Other Investment Income’ 907 1,176

7 Other investment income represents other financial income from the investment portfolio and is mainly
related to the receipt of investment management fee rebates from unit trusts in accordance with the terms of
investment management agreements.
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NOTE 6 EXPENSES ADMINISTERED ON BEHALF OF THE TERRITORY
6.1 Losses on Investments at Fair Value through Profit or Loss
{a} Realised Losses
2016 2015
5’000 5’000
On Investments Directly Held {Designated) 46,963 40,735
Total Realised Losses® 46,963 40,735

® The increase in realised losses in 2015-16 is due to investment manager trading {purchase and sale of
securities) activity on the Australian and international share investments with both expertiencing increased
price volatility and low to negative investment returns for the financial year. The international share
investments were also impacted by the trading activity associated with funding the currency hedging
requirements on the international share investments as a result of the fall of the Australian dollar against the
major currencies over the financial year. Currency hedging is utilised to reduce the volatility in the Australian
dollar valuation of overseas foreign currency assets from changes to the exchange rate.

(b) Unrealised Losses

On Investments Directly Held (Designated) 23,966 8,265
On Investmentis Indirectly Held {Designated) 12,628 28,733
Total Unrealised Losses® 36,594 36,998

? Unrealised losses recognised in 2015-16 are due to increased price volatility on the Australian and
international share investments with low to negative investment returns achieved over the financial year,
offset by valuation improvements on the private equity company investments.

Total Losses on Investments at FVTPL 83,557 77,733
6.2 Employee Expenses

Salaries and Wages™ 434 531
Annual Leave Expense 2 (2)
Long Service Leave Expense 38 32
Total Employee Expenses 474 561

® The number of CMTEDD officers paid for from the Superannuation Provision Account represented 4.0 full-
time equivalent (FTE) staff at 30 June 2016 {FTE 4.0 during 2014-15).
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NOTE 6 EXPENSES ADMINISTERED ON BEHALF OF THE TERRITORY — CONTINUED
6.3 Supplies and Services
2016 2015
$'000 $'000
CSC CSS/PSS/PSSap Scheme Administration 3,553 3,624
Consultants and Professional Services 642 615
Actuartal Fees 130 221
Other Supplies and Services™ 138 184
Total Supplies and Services 4,523 4,644

" Other supplies and services expense includes Auditor’s remuneration disclosed in Note 6.4: ‘Auditor’s
Remuneration’.

6.4 Auditor’s Remuneration
Audit Fees Paid or Payable to the ACT Audit Office 47 50
Total Audit Fees™ 47 50

2 Audit fees pald to the ACT Audit Office for the audit of the Superannuation Provision Account’s financial
statements. No other services were provided by the ACT Audit Office.

6.5 Investment Management and Administration Expenses

Investment Management Services 4,480 4,788
Other Investment Management Expenses13 _ 1,029 2,680
Investment Administration 576 673
Total Investment Management and Administration Expenses 6,085 8,141

® Investment management and administration expenses were |lower over 2015-16 due to lower other
investment management expenses. Other investment management expenses for 2014-15 were impacted by
the once-off assignment and novation of an interest rate swap derivative contract with the payment of a
novation fee.

6.6 Superannuation Expenses

{a) Employee Superannuation Expense

Superannuation Contributions to the Territory Banking Account 59 55
Productivity Benefit 8 7
Superannuation to External Providers (SG Choice) 13 17
Total Employee Superannuation Expense 80 79
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NOTE 6 EXPENSES ADMINISTERED ON BEHALF OF THE TERRITORY — CONTINUED
6.6 Superannuation Expenses - Continued

{b) €SS/PSS Defined Benefit Superannuation Expense

2016 2015
$'000 $000
Interest Cost Expense™ 315,401 313,820
Service Cost Expense15 233,494 218,750
Total CSS/PSS Superannuation Expense 548,895 532,571

* Interest cost is the increase in the present value of the defined benefit obligation which arises because the
benefits are one period closer to settlement resulting in an increasing annual cost as the liability increases.

' Service cost is the estimated increase in the present value of the defined benefit obligation resulting from
employee service during the financial year. Service cost is projected to reduce over time as ACT employees,
who are members of the CSS or PSS, resign or retire. Service cost increased due to the use of a lower discount
rate of 3.66 per cent at 30 June 2015 impacting the 2015-16 financial year {4.08 per cent at 30 June 2014). A
lower discount rate increases the present value estimaie of the defined benefit obligation resulting from
employee service during the financial year.

{c) Member Legislative Assembly {MLA) Superannuation Expense

Superannuation Liability Expense 412 585
Total MLA Superannuation Expense 412 585
Total Superannuation Expenses 549,386 533,235
NOTE 7 ASSETS ADMINISTERED ON BEHALF OF THE TERRITORY

7.1 Cash and Cash Equivalents

Cash Held at Bank 46,223 49,565
Total Cash™ 46,223 49,565

160perationa| liquidity was rmaintained during the financial year.

7.2 Receivables

Current
Distribution Receivable — Territory Banking Account 11,593 5,722
Net Goods and Services Tax Receivable 4 3
Total Receivables’ 11,597 5,725

Y The distribution receivable from the Territory Banking Account is higher in 2015-16 due to increasing the
investment portfolio’s allocation to cash investments over the 2015-16 financial year. The increase in cash
invesiments is due to reducing the portfolio’s international shares allocation over the financial year to reduce
portfolio investment risks. Due to the short-term nature of these receivables, their carrying value
approximates their fair value. No receivables are past due or impaired.
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NOTE 7 ASSETS ADMINISTERED ON BEHALF OF THE TERRITORY — CONTINUED
7.3 Investments
{a) investment Summary

The following provides the investment summary of the Superannuation Provision Account as at balance date.
The investment summary comprise a group of financial assets (including restricted cash) and financial liabilities
that is risk managed, and its performance is evaluated on a net basis in accordance with the Superannuation

Provision Account’s investment strategy.

All investments are designated at Fair Value through Profit and Loss. Derivatives are held-for-trading.

Note 2016 2015
Investment Summary No. 5’000 5000
Financial Assets at Fzair Value:
Fixed Income 1,266,701 1,070,091
Equities 1,775,590 1,939,799
Unit Trusts (Property) 287,879 243,435
Derivatives 21,182 215
Financtal Liabllities at Fair Value:
Less Derivatives 0 9,903
4.4({b} 3,351,353 3,243,637
Other Financial instruments at Balance Date
Cash, Receivables and Other Assets 49,641 48,320
Less Payables 11,969 5,190
Net Investments™® 3,389,024 3,286,767

18

Financial asset classes as at 30 June 2015 have been re-classified to facilitate comparisen to 30 June 2016

balances. At 30 June 2016, the increase in net investments is mainly due to the portfolio achieving an

investment return of 2.66 per cent for the 2015-16 financial year.

(b) Directly/Indirectly Held Investments Breakdown
Breakdown of Superannuation Pravision Account’s directly/indirectly held investments.

Financial Assets at Fair Value

Investments Directly Held {Designated) 1,882,675 2,023,390
Investments Indirectly Held {Designated) 1,506,349 1,263,377
Total Financial Asset Investments 3,389,024 3,286,767
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NOTE 7 ASSETS ADMINISTERED ON BEHALF OF THE TERRITORY — CONTINUED
7.3 Investments — Continued
{c] Directly Held Asset Class Investmenis Breakdown

Breakdown, by asset ¢lass, of the Superannuation Provision Account’s directly held investments.

2016 2015
Asset Class — Investments Directly Held {Designated) $'000 $'000
Domestic Fixed Income™ 191,269 133,838
Domestic and International Shares™ 1,670,223 1,849,240
Derivatives’ 21,182 {9,688)
Total Financial Asset Investments 1,882,675 2,023,390

® The increase in domestic fixed income assets is due to the investment return achieved on these assets for
the 2015-16 financial year.

® The decrease in domestic and international share investments is due mainly to a reduction in the
international shares allocation over the financial year to reduce portfolio investment risks.

* The movement in derivatives is mainly attributed to the unrealised gains and losses of forward foreign
exchange contracts. Note 4.1(c): ‘Currency Risk’ provides details of the exposures to foreign currency and
exposure management,

{d) Indirectly Held Asset Class Investments Breakdown
Breakdown, by asset class, of the Superannuation Provision Account’s indirectly held investments.

Asset Class — Investments Indirectly Held {Designated)

Unit Trust — Cash Enhanced™ 655,297 507,190
Unit Trust — Domestic and International Fixed Income™ 425,353 392,468
Unit Trust — Domestic Unlisted Pmperty24 290,304 244,204
Unit Trust — Private Equity” 135,394 119,515
Total Financial Asset Investments 1,506,349 1,263,377
Total Investments by Asset Class 3,389,024 3,286,767

*? Cash investments were increased over the 2015-16 financial year due to reducing the portfolio’s investment
allocation to international shares to reduce portfolio investment risk.

B Domaestic and international fixed income assets increased as a result of the investment return achieved on
these assets over the 2015-16 financial year.

" Domestic unlisted property assets increased due to a combination of new capital contributions and the
investment returns achieved on the assets over the 2015-16 financial year.

* Private equity assets increased over the financial year due to a combination of a net increase in capital
contributions and the investment returns achieved on the assets over the 2015-16 financial year.
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NOTE 8 LIABILITIES ADMINISTERED ON BEHALF OF THE TERRITORY

8.1 Payables

2016 2015
$'000 $’000
Acerued Expenses — External ™ 1,060 1,157
Accrued Expenses — GGS 47 55
Total Payables 1,107 1,211

*® The accrued expenses {external) mainly relate to investment management and administration services
received during the June guarter, but not vet invoiced to the Superannuation Provision Account.

8.2 Employee Benefits

Current Employee Benefits

Annual Leave 31 32
Long Service Leave 173 135
Total Current Employee Benefits®’ 204 168
Total Employee Benefits 204 168

* All annual leave and unconditional long service leave is classified as current liabilities.

For Disclosure Purposes Only
Estimate of when Leave is Payable

Estimated Amount Payable within 12 months
Annual Leave 31 32

Total Employee Benefits Payable within 12 months 31 32

Estimated Amount Payable after 12 months

Long Service Leave 173 135
Total Employee Benefits Payable after 12 months 173 135
Total Employee Benefits 204 168
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NOTE 8 LIABILITIES ADMINISTERED ON BEHALF OF THE TERRITORY — CONTINUED
8.3 Estimated Superannuation Liabilities

2016 2015
CSS/PSS Liability Reconciliation $°000 $’000
Opening Estimated Liability at 1 July 8,485,855 7,471,004
Current Service Cost 233,494 218,750
Interest Cost 315,401 313,820
Superannuation Benefits paid to the Commonwealth (196,914) (184,528)
Actuarial Loss from changes in Financial Assumptionszs 2,001,934 441,907
Actuarial Loss from changes in Demographic Assumptions 0 168,384
Actuarial {Gains)/Loss from changes in Experience (125,200} 56,517
Closing Estimated Liability at 30 June 10,714,570 8,485,855
Member Legislative Assembly Liability Reconciliation
Opening Estimated Liabitity at 1 July 3,811 4,134
Current Service Cost 412 585
Superannuation Benefits paid to Members (538) {907}
Closing Estimated Liability at 30 June 3,685 3,311
Total Closing Estimated Liabilities at 30 June 10,718,255 8,489,667
Total Current Liabilities 230,525 211,146
Total Non Current Liabilities 10,487,730 8,278,520
Total Closing Estimated Liabilities at 30 June™ 10,718,255 8,489,667

® The annual valuation of the CSS/PSS defined benefit superannuation liability and the recognition of an
actuarial gain or loss from year to year is materially impacted by the discount rate used to calculate the
present value of the superannuation liability. The discount rate is based cn the yield of a Commonwealth
Government bond where the duration of the bond is in-line with the duration of the liability. An actuarial loss
was recognised in 2015-16 due mainly to the decrease in the discount rate from 3.66 per cent to 2.69 per cent.

Refer to Note 3: ‘Change in Accounting Policies and Estimates’.

*The increase in the closing estimated superannuation liabilities is due to employee and MLA service for the
financial year (service costs), interest costs on past benefits accrued, impacts from changes in membership
profile, impacts from changes to the financial and demographic assumptions, as well as impacts from the
changing annual discount rate used to estimate the CS5/PSS superannuation liability, less actual

superannuation benefit amounts paid during the financial year.
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NOTE 9 CASH FLOW RECONCILIATION
{a) " Reconciliation of Cash at the End of the Reporting Period in the Cash Flow Statement on Behalf of
the Territory to the Equivalent Items in the Statement of Assets and Liabilities on Behalf of the
Territory
2016 2015
$'000 $'000
Total Cash Disclosed on the Statement of Assets and
Liabilities on Behalf of the Territory ‘ 46,223 49,565
Cash at the End of the Reporting Period as Recorded
in the Cash Flow Statement on Behalf of the Territory 46,223 49,565

(b} Reconciliation of the Operating (Deficit) to Net Cash {Outflows) from Operating Activities
Operating (Deficit) (458,146) (234,493)

Add/(Less) Items Classified as Investing or Financing
Galn on Investments (45,103) (213,136)

Cash Before Changes in Operating Assets and Liahilities (503,248) {447,629)

Changes in Operating Assets and Liabilities

{(Pecrease}/Increase in Payables (104) 246
(Increase) in Receivables (5,872} (2,021)
Increase in Superannuation Liabilities™ 351,854 347,720
Increase in Employee Liabilities 37 26
Net Changes in Operating Assets and Liabilities 345,915 345,972
Net Cash (Outflows) from Operating Activities (157,334) (101,658)

® The increases in estimated superannuation liabilities do not include the actuarial loss amount of
51.877 hillion for the 2015-16 financial year or the actuarial loss amount of $0.667 billion for the 2014-15
financial year. Any increase in the superannuation #ability resulting from an actuarial loss fs recognised direct
to equity and therefore has no impact on the Statement of Income and Expenses on Behalf of the Territory or
Cash Flow Statement on Behalf of the Territory.
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NOTE 10 COMMITMENTS ON BEHALF OF THE TERRITORY

Other Commitments
Other commitments contracted at reporting date that have not been recognised as liabilities, are payable as
follows:

2016 2015
$'000 $'000
Within Gne Year 24,400 27,800
Later than One Year but not longer than Five Years 52,500 76,900
Later than Five Years ' 6,000 6,000
Total Other Commitments™ 82,900 110,700

*! Other commitments represent private equity investment capital commitments at financial year end. The
outstanding balance has decreased over the 2015-16 financial year due to the investment capital
commitments being drawn down and invested over the financial year.
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REPORT OF FACTUAL FINDINGS

SUPERANNUATION PROVISION ACCOUNT
To the Members of the ACT Legislative Assembly

Report on the statement of performance

The statement of performance of the Superannuation Provision Account for the year
ended 30 June 2016 has been reviewed.

Responsibility for the statement of performance

The Under Treasurer is responsible for the preparation and fair presentation of the
statement of performance of the Superannuation Provision Account in accordance
with the Financial Management Act 1996. This includes responsibility for maintaining
adequate records and internal controls that are designed to prevent and detect
fraud and error, and the systems and procedures used to measure the results of the
accountability indicators reported in the statement of performance.

The auditor’s responsibility

Under the Financial Management Act 1996 and Financial Management (Statement
of Performance Scrutiny) Guidelines 2016, | am responsible for providing a report of
factual findings on the statement of performance.

The review was conducted in accordance with Australian Auditing Standards
applicable to review engagements, to provide assurance that the results of the
accountability indicators reported in the statement of performance have been fairly
presented in accordance with the Financial Management Act 1996.

A review is primarily limited to making inquiries with representatives of the
Superannuation Provision Account, performing analytical and other review
procedures and examining other available evidence. These review procedures do not
provide all of the evidence that would be required in an audit, therefore, the level of
assurance provided is less than that given in an audit. An audit has not been
performed and no audit opinion is being expressed on the statement of
performance.

The review did not include an assessment of the relevance or appropriateness of the
accountability indicators reported in the statement of performance or the related
performance targets.

. . AUDITOR-GENERAL AN OFFICER
AUdIi’ OH:ICB OF THE ACT LEGISLATIVE ASSEMBLY P
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No opinion is expressed on the accuracy of explanations provided for variations
between actual and targeted performance due to the often subjective nature of such
explanations.

As disclosed in the statement of performance, in accordance with the Financial
Management (Statement of Performance Scrutiny) Guidelines 2016, the Total Cost
information included in the statement of performance has not been reviewed.

Electronic presentation of the statement of performance

Those viewing an electronic presentation of this statement of performance should
note that the review does not provide assurance on the integrity of information
presented electronically, and does not provide an opinion on any other information
which may have been hyperlinked to or from this statement of performance. If users
of this statement of performance are concerned with the inherent risks arising from
the electronic presentation of information, then they are advised to refer to the
printed copy of the reviewed statement of performance to confirm the accuracy of
this electronically presented information.

Independence

Applicable independence requirements of Australian professional ethical
pronouncements were followed in conducting the review.

Review opinion

Based on the review procedures, no matters have come to my attention which
indicate that the results of the accountability indicators, reported in the statement of
performance of the Superannuation Provision Account for the year ended
30 June 2016, are not fairly presented in accordance with the Financial Management
Act 1996.

This review opinion should be read in conjunction with the other information
disclosed in this report.

Dr Maxine Cooper ’
Auditor-General
[ September 2016
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Superannuation Provision Account
Statement of Performance
For the Year Ended 30 June 2016

Statement of Responsibility

In my opinion, the Statement of Performance is in agreement with the Superannuation
Provision Account’s records and fairly reflects the service performance of the
Superannuation Provision Account in providing each class of outputs during the year ended
30 June 2016 and also fairly reflects the judgements exercised in preparing them.

id Nicol
Under Treasurer
Chief Minister, Treasury and Economic Development Directorate

August 2016
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Management Discussion and Analysis
For the Territory Banking Account
Financial Year Ended 30 June 2016

Objectives

The Territory Banking Account is established to recognise and manage the general
government’s investment assets and debt liabilities. Revenues on behalf of the
Territory are transferred to the Territory Banking Account and fortnightly
appropriation disbursements are made to agencies from the Territory Banking
Account.

A key objective of the Chief Minister, Treasury and Economic Development
Directorate (CMTEDD), as reported and accounted for through the Territory Banking
Account, is to effectively manage capital market functions by maximising the return
on investments within relevant risk tolerances, the achievement of competitive
borrowing rates commensurate to the Territory’s credit rating, the development of
effective financial risk management strategies and administration of the Territory
Banking Account, the public account of the Australian Capital Territory.

General Overview

CMTEDD, through the financial operations of the Territory Banking Account, provides
services to the ACT Government including financial asset and liability management
through the establishment of investment and borrowing policies and objectives, and
the coordination and implementation of cash management, investment and
borrowing activities.

During 2015-16, the key objectives and operations of the Territory Banking Account
included:

e facilitating a centralised daily cash management function, including the
investment of cash balances for the Territory Banking Account and agencies as
well as the accounting and management of investment returns;

e managing, monitoring and reviewing, as necessary, the Territory Banking
Account investment portfolio in accordance with the established investment
policies;

e managing the Territory’s borrowing portfolio, including the raising of new
borrowings as required and administering debt servicing requirements;

e administering the payments of budget appropriations to agencies;
e administering the receipt of Territory revenues; and

e completion of financial budget and financial reporting for the transactions
associated with the Territory Banking Account.
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Overview of 2015-16 Financial Outcome

The Territory Banking Account's financial results are an aggregate of the financial
investment and borrowing transactions as well as the receipt of transfers of
territorial related revenues and the payment of budget appropriation
disbursements.

The majority of financial variances are driven by underlying agency activities over
which the Territory Banking Account has no control. Explanations for these
variances are explained in the 2015-16 financial statements of each agency.

The operating result for 2015-16 is a deficit of $598.9 million, being a $476.4 million
(44 per cent) improvement from the budget deficit estimate of $1,075.3 million. This
result is mainly attributed to higher transfer revenue from agencies (5138.4 million),
higher net income from investments and loans ($15.7 million), lower interest
expenses ($10.2 million) and lower payments of appropriation to agencies
($311.1 million).

The net liability position of the Territory Banking Account of $1,919.9 million is a
$895.8 million improvement (32 per cent) from the budget net liability estimate of
$2,815.7 million. This result is due to higher levels of cash, investments and loans
receivable (5937.3 million), offset by higher payables and interest-bearing liabilities
(541.5 million).

Financial Performance

The following financial information is based on the audited financial statements for
2014-15 and 2015-16, the 2015-16 Budget estimates, as well as the forward
estimates from the 2016-17 Budget.

Table 1 — Total Net Cost of Services

$ millions Actual Budget Actual | Estimate | Estimate | Estimate | Estimate
2014-15 | 2015-16 | 2015-16 | 2016-17 | 2017-18 | 2018-19 | 2019-20
$’000 $’000 $’000 $’000 $’000 $’000 $’000

Total Expenditure 4,790.5 4,988.8 4,669.4 4,901.5 4,761.6 5,135.0 4,709.9

Total Revenue 3,932.5 3,913.5 4,070.5 4,334.6 4,366.1 4,546.7 4,718.6

Net Cost 858.0 1,075.3 598.9 566.9 395.5 588.3 (8.7)

Comparison to 2015-16 Budget

The Territory Banking Account’s net cost of services for 2015-16 of $598.9 million
was $476.4 million or 44 per cent improvement to the 2015-16 Budget estimate of
$1,075.3 million.

The main reasons for this result are:
e investment earnings of $64.5 million being $26.8 million or 71 per cent higher

than the budget estimate of $37.6 million due to higher levels of investment
balances and a higher investment return than originally estimated. The total
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investment portfolio achieved an investment return for the 2015-16 financial
year of 3.08 per cent (net of fees) compared with the benchmark return of
2.88 per cent, meeting the investment objective;

e interest from loans to agencies of $73.5 million being $8.9 million or 11 per cent
lower than the budget estimate of $82.4 million is due to the impact of the lower
consumer price index on the inflation-linked loans provided to Icon Water
Limited and a lower amount of loan interest from the University of Canberra
because of the University’s early repayment of all outstanding loans during the
year;

e transfer revenues of $3,793.2 million being $138.4 million or 4 per cent higher
than the budget of $3,654.7 million. The aggregate result and variation is driven
by agency activity; and

e appropriation expenses to agencies of $4,457.5 million being $311.1 million or 7
per cent lower than the budget of $4,768.7 million. The aggregate result and
variation is driven by agency activity.

Comparison to 2014-15 Actual

Total net cost of services for 2015-16 of $598.9 million was $259.1 million or a
30 per cent improvement compared to the 2014-15 actual result of $858.0 million
due primarily to:

o the discontinuance of the payment for expenses on behalf of the Territory.
Historically, the annual Budget has separately recognised an Expense on behalf of
the Territory and Capital Injection budget appropriation in relation to general
government sector borrowings only. Section 46 of the Financial Management
Act 1996 provides for a standing appropriation from the Territory Banking
Account for the payment of interest, principal and borrowing related expenses.
A separate budget appropriation provision is therefore not a legislative
requirement for borrowing interest and principal payments. The total estimated
interest and principal payments for both general government sector and public
trading enterprise sector borrowings continues to be recognised in the Territory
Banking Account annual budget estimates and annual financial statements. The
variance resulting from this is $79.9 million;

e investment earnings of $64.5 million being $4.7 million or 8 per cent higher than
the 2014-15 result of $59.7 million due to higher balances of funds held on
investment over the financial year;

e interest from loans to agencies of $73.5 million being $2.0 million or 3 per cent
lower than the 2014-15 result of $75.5 million due to a lower impact from
changes in the consumer price index on the inflation-linked loans provided to
Icon Water Limited and a lower outstanding balance of loans from the University
of Canberra;

e transfer revenues of $3,793.2 million being $217.0 million or 6 per cent higher
than the 2014-15 result of $3,576.2 million. The aggregate result and variation is
driven by agency activity;
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e appropriation expenses to agencies of $4,457.5 million being $145.7 million or
3 per cent lower than the 2014-15 result of $4,603.2 million. The aggregate
result and variation is driven by agency activity; and

e interest expenses of $208.3 million being $22.5 million or 12 per cent higher than
the 2014-15 interest expenses of $185.8 million mainly as a result of a higher
amount of outstanding borrowings over the year.

Total Expenditure

Components of Expenditure

The major components of total Territory Banking Account’s expenses recognised for
2015-16 of $4,669.3 million relate to the transfer of budget appropriations to
agencies (54,457.5 million) and interest expenses ($208.3 million).

Appropriation  expenses comprise  Government payment for outputs
(52,961.8 million); payments for expenses on behalf of the Territory ($511.7 million);

and capital injections ($984.1 million).

Interest expenses comprise interest on borrowings ($173.8 million); and interest
payments to agencies for investment deposit earnings (534.5 million).

Figure 1 — Components of Expenditure

Agency Investments

Interest on
Interest

Borrowings

4% \ 1%

Budget
Appropriations
95%

Comparison to 2015-16 Budget
Total Territory Banking Account expense of $4,669.4 million was $319.4 million or
6 per cent lower than the 2015-16 Budget estimate of $4,988.8 million due to:

e appropriation expenses to agencies of $4,457.5 million being $311.1 million or
7 per cent lower than the budget estimate of $4,768.7 million. The aggregate
result and variation is driven by agency activity;

e borrowing interest expenses of $173.8 million being $24.1 million or 12 per cent
lower than the budget estimate of $197.9 million reflecting the timing and
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volume of new borrowings as well as a lower than estimated interest rate for
new borrowings raised; and

agency investment interest expenses of $34.5 million being $13.8 million or
67 per cent higher than the budget of $20.7 million due to higher balances of
funds held on investment over the financial year.

Comparison to 2014-15 Actual
Total Territory Banking Account expense of $4,669.4 million was $121.1 million or
3 per cent lower than the 2014-15 result of $4,790.5 million due to:

appropriation expenses to agencies of $4,457.5 million being $145.7 million or
3 per cent lower than the 2014-15 result of $4,603.2 million. The aggregate
result and variation is driven by agency activity;

borrowing interest expenses of $173.8 million being $23.2 million or 15 per cent
higher than the 2014-15 result of $150.6 million due to a higher amount of
outstanding borrowings over the year; and

agency investment interest expenses of $34.5 million being $0.7 million or
2 per cent lower than the 2014-15 result of $35.2 million due to lower
investment returns on investment over the financial year.

Total Revenue

Components of Revenue

The components of total Territory Banking Account’s revenues recognised for
2015-16 of $4,070.5 million are investment earnings ($64.5 million); interest on
loans to agencies ($73.5 million); transfer revenues from agencies ($3,793.2 million);

and other revenue ($139.3 million).

Figure 2 — Components of Revenue

Investment Earnings
2% Interest on Loans to

Agencies
2%

Other Revenue
3%

Transfer Revenues from
Agencies
93%

N\
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Comparison to 2015-16 Budget
Total Territory Banking Account revenue of $4,070.5 million was $157.0 million or
4 per cent higher than the 2015-16 Budget estimate of $3,913.5 million due to:

e investment earnings of $64.5 million being $26.8 million or 71 per cent higher
than the budget of $37.6 million due to higher balances of funds held on
investment and a higher investment return than originally estimated. The
investment portfolio achieved an investment return for the 2015-16 financial
year of 3.08 per cent (net of fees) compared with the benchmark return of
2.88 per cent;

e interest from loans to agencies of $73.5 million being $8.9 million or 11 per cent
lower than the budget of $82.4 million due to a lower impact from changes in the
consumer price index on the inflation-linked loans provided to lcon Water
Limited and a lower University of Canberra outstanding loan balance following
the University’s early repayment of loans during the year;

e transfer revenues of $3,793.2 million being $138.4 million or 4 per cent higher
than the budget of $3,654.7 million. The aggregate result and variation is driven
by agency activity; and

e other revenue of $139.3 million being $0.7 million higher than the budget of
$138.6 million. The aggregate result and variation is driven by agency activity.

Comparison to 2014-15 Actual
Total Territory Banking Account revenue of $4,070.5 million was $138.0 million or
4 per cent higher than the 2014-15 result of $3,932.5 million due to:

e the discontinuance of the payment for expenses on behalf of the Territory.
Historically, the annual Budget has separately recognised an Expense on behalf of
the Territory and Capital Injection budget appropriation in relation to general
government sector borrowings only. Section 46 of the Financial Management
Act 1996 provides for a standing appropriation from the Territory Banking
Account for the payment of interest, principal and borrowing related expenses.
A separate budget appropriation provision is therefore not a legislative
requirement for borrowing interest and principal payments. The variance
resulting from this is $79.9 million;

e investment earnings of $64.5 million being $4.7 million or 8 per cent higher than
the 2014-15 result of $59.7 million due to higher balances of funds held on
investment over the financial year;

e interest from loans to agencies of $73.5 million being $2.0 million or 3 per cent
lower than the 2014-15 result of $75.6 million due impact of lower consumer
price index on the inflation-linked loans provided to Icon Water Limited and a
lower University of Canberra outstanding loan balance following the University’s
early repayment of loans during the year;
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e transfer revenues of $3,793.2 million being $217.0 million or 6 per cent higher
than the 2014-15 result of $3,576,2 million. The aggregate result and variation is
driven by agency activity; and

e other revenue of $139.3 million being $1.8 million or 1 per cent lower than the
2014-15 result of $141.1 million. The aggregate result and variation is driven by
agency activity.

Financial Position
Total Assets

Components of Total Assets
The major components of total Territory Banking Account’s assets are cash and
investments ($1,615.9 million); and loans and other receivables ($2,099.1 million).

Cash and investments comprise actual cash and investment assets of the Territory
Banking Account as well as investments made on behalf of a directorate or territory
authority with approval to earn and retain investment earnings. Investments are
made domestically with exposures to short term money markets and fixed interest
securities, including cash, bank term deposits, bank bill securities, residential
mortgage backed securities and bonds.

Loans and receivables comprise loans made to agencies either from budget
appropriation or supported by a financial market issued security.

Other receivables include transfer revenue and loan interest receivable from
ACT Government agencies and investment interest receivable.

Figure 3 — Components of Assets

Other Receivable
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Cash and Investments
45%
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Comparison to 2015-16 Budget
The total asset position at 30 June 2016 was $3,715.0 million being $937.3 million or
34 per cent higher than the budget of $2,777.7 million. This was due to:

e cash and investments of $1,615.9 million being $805.3 million or 99 per cent
higher than the 2015-16 Budget of $810.6 million reflecting the timing of cash
flows and underlying agency investment activities. Underlying this:

- Territory Banking Account cash and investments of $573.2 million being
$425.6 million or 288 per cent higher than the 2015-16 Budget of
$147.6 million; and

- agency cash and investments of $1,042.8 million being $379.8 million or
57 per cent higher than the 2015-16 Budget of $662.9 million;

e loans of $1,608.3 million being $76.6 million or 5 per cent lower than the
2015-16 Budget of $1,684.8 million. Underlying this:

- Icon Water Limited loans of $1,536.3 million being $46.4 million or 3 per cent
lower than the 2015-16 Budget of $1,582.7; and

- Extinguishment of University of Canberra loans of $30.1 million being
100 per cent lower than the 2015-16 Budget estimate of $30.1 million; and

e Other receivables of $490.8 million being $208.6 million or 74 per cent higher
than the 2015-16 Budget of $282.3 million. The variance is mostly in relation to
agency transfer revenue receivables.

Comparison to 2014-15 Actual
The total asset position at 30 June 2016 was $3,715.0 million being $150.6 million or
4 per cent higher than the 2014-15 result of $3,564.4 million. This was due to:

e cash and investments of $1,615.9 million being $54.3 million or 3 per cent lower
than the 2014-15 result of $1,670.3 million. Underlying this:

- Territory Banking Account cash and investments of $573.2 million being
$66.9 million or 10 per cent lower than the 2014-15 result of $640.2 million;
and

- agency cash and investments of $1,042.8 million being $12.7 million or 1 per
cent higher than the 2014-15 result of $1,030.1 million;

e |oans of $1,608.3 million being $13.6 million higher than the 2014-15 result of
1,594.7 million. Underlying this:

- lcon Water Limited loans of $1,536.3 million being $45.3 million or 3 per cent
higher than the 2014-15 result of $1,490.9; offset by

- The extinguishment of University of Canberra loans of $31.4 million during
2015-16; and

e Other receivables of $490.8 million being $191.4 million or 64 per cent higher
than the 2014-15 result of $299.5 million. The variance is mostly in relation to
agency transfer revenue receivables.
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Total Liabilities

Components of Total Liabilities

The major components of total Territory Banking Account’s liabilities are interest
bearing liabilities comprising borrowings ($4,551.8 million) and agency investment
deposits (51,042.8 million); and payables ($40.4 million).

The funding and management of the ACT Government’s financial market borrowings
is undertaken by the Chief Minister, Treasury and Economic Development
Directorate through the Territory Banking Account. The ACT Government’s funding
requirements are mainly achieved by the issuance of debt securities in the financial
markets.

Figure 4 — Components of Liabilities
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Comparison to 2015-16 Budget
The total liability position at 30 June 2016 was $5,634.9 million being $41.5 million or
1 per cent higher than the budget of $5,593.4 million. This was mainly due to:

e payables of $40.4 million being $16.8 million or 71 per cent higher than the
2015-16 Budget of $23.6 million;

e borrowings of $4,551.8 million being $352.0 million or 7 per cent lower than the
2015-16 Budget of $4,903.8 million reflecting cash flows, underlying this:

- market financed borrowings of $3,479.9 million being $348.2 million or 9 per
cent lower than the 2015-16 Budget estimate of $3,828.2 million; and

- Commonwealth loans of $1,071.8 million being $3.9 million lower than the
2015-16 Budget of $1,075.7 million; and

e agency investment deposits of $1,042.8 million being $376.8 million or
57 per cent higher than the 2015-16 Budget estimate of $665.9 million. This
variation is driven by agency activity.
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Comparison to 2014-15 Actual

The total liability position as at 30 June 2016 was S55,634.9 million being
$610.9 million or 12 per cent higher than the 2014-15 result of $5,024.1 million. This
was mainly due to:

e payables of $40.4 million being $10.5 million or 35 per cent higher than the
2014-15 result of $29.9 million;

e borrowings of $4,551.8 million being $587.7 million or 15 per cent higher than
the 2014-15 result of $3,964.1 million. Underlying this:

- market financed borrowings of $3,479.9 million being $341.6 million or
11 per cent higher than the 2014-15 result of $3,138.4 million; and

- Commonwealth loans of $1,071.8 million being $246.1 million or 30 per cent
higher than the 2014-15 result of $825.7 million; and

e agency investment deposits of $1,042.8 million being $12.7 million or 1 per cent
higher than the 2014-15 result of $1,030.1 million. This variation is driven by
agency activity.
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A d OH; AUDITOR-GENERALANOFFICER
uatt ice OF THE ACT LEGISLATIVE ASSEMBLY

INDEPENDENT AUDIT REPORT
TERRITORY BANKING ACCOUNT

To the Members of the ACT Legislative Assembly

Report on the financial statements

The financial statements of the Territory Banking Account for the year ended
30 June 2016 have been audited. These comprise the statement of income and expenses
on behalf of the Territory, statement of assets and liabilities on behalf of the Territory,
statement of changes in equity on behalf of the Territory, cash flow statement on behalf
of the Territory, territorial statement of appropriation and accompanying notes.

Responsibility for the financial statements

The Under Treasurer is responsible for the preparation and fair presentation of the
financial statements in accordance with the Financial Management Act 1996. This
includes responsibility for maintaining adequate accounting records and internal controls
that are designed to prevent and detect fraud and error, and the accounting policies and
estimates used in the preparation of the financial statements.

The auditor’s responsibility

Under the Financial Management Act 1996, | am responsible for expressing an
independent audit opinion on the financial statements of the Territory Banking Account.

The audit was conducted in accordance with Australian Auditing Standards to provide
reasonable assurance that the financial statements are free of material misstatement.

| formed the audit opinion following the use of audit procedures to obtain evidence about
the amounts and disclosures in the financial statements. As these procedures are
influenced by the use of professional judgement, selective testing of evidence supporting
the amounts and other disclosures in the financial statements, inherent limitations of
internal control and the availability of persuasive rather than conclusive evidence, an
audit cannot guarantee that all material misstatements have been detected.

Although the effectiveness of internal controls is considered when determining the
nature and extent of audit procedures, the audit was not designed to provide assurance
on internal controls.
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The audit is not designed to provide assurance on the appropriateness of budget
information included in the financial statements or to evaluate the prudence of decisions
made by the Territory Banking Account.

Electronic presentation of the audited financial statements

Those viewing an electronic presentation of the financial statements should note that the
audit does not provide assurance on the integrity of information presented electronically,
and does not provide an opinion on any other information which may have been
hyperlinked to or from the financial statements. If users of the financial statements are
concerned with the inherent risks arising from the electronic presentation of information,
then they are advised to refer to the printed copy of the audited financial statements to
confirm the accuracy of this electronically presented information.

Independence

Applicable independence requirements of Australian professional ethical
pronouncements were followed in conducting the audit.

Audit opinion

In my opinion, the financial statements of the Territory Banking Account for the year
ended 30 June 2016:

(i) are presented in accordance with the Financial Management Act 1996,
Accounting Standards and other mandatory financial reporting requirements in
Australia; and

(i) present fairly the financial position of the Territory Banking Account at
30 June 2016 and the results of its operations and cash flows for the year then
ended.

This audit opinion should be read in conjunction with the other information disclosed in
this report.

H

Dr Maxine Cooper
Auditor-General

Mﬂ September 2016
1
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Territory Banking Account
Financial Statements
For the Year Ended 30 June 2016

Statement of Responsibility

In my opinion, the financial statements are in agreement with the Territory Banking
Account’s accounts and records and fairly reflect the financial operations of the
Territory Banking Account for the year ended 30 June 2016 and the financial position of the

Territory Banking Account on that date.

avid Nicol

Under Treasurer
Chief Minister, Treasury and Economic Development Directorate

/é September 2016
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Territory Banking Account
Financial Statements
For the Year Ended 30 June 2016

Statement by the Chief Finance Officer

In my opinion, the financial statements have been prepared in accordance with generally
accepted accounting principles, and are in agreement with the Territory Banking Account’s
accounts and records and fairly reflect the financial operations of the Territory Banking
Account for the year ended 30 June 2016 and the financial position of the Territory Banking

Account on that date.

Patrick McAuliffe

Chief Finance Officer

Territory Banking Account

Chief Minister, Treasury and Economic Development Directorate

o September 2016
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Territory Banking Account
Statement of Income and Expenses on Behalf of the Territory
For the Year Ended 30 June 2016

Original
Actual Budget Actual
Note . 2016 2016 2015
No. $’000 $'000 $’000
Income
Payment for Expenses on Behalf of the Territory 5.1 0 0 79,869
Interest 5.2 115,832 117,381 119,947
Distributions 53 14,632 2,698 9,452
Gains on Investments 5.4 7,535 0 5,884
Transfers from ACT Government Agencies 5.5 3,793,183 3,654,745 3,576,217
Other Income 5.6 139,307 138,635 141,142
Total Income 4,070,490 3,913,459 3,932,511
Expenses
Payments to ACT Government Agencies 6.1 4,457,547 4,768,652 4,603,227
Interest Expenses 6.2 208,322 218,562 185,846
Losses on Investments 6.3 2,240 0 428
Investment Administration Expenses 6.4 829 632 932
Other Expenses 6.5 443 929 79
Total Expenses 4,669,380 4,988,775 4,790,512
Operating Deficit (598,891) (1,075,316) (858,001)
Total Comprehensive (Deficit) (598,891) (1,075,316) (858,001)

The above Statement of Income and Expenses on Behalf of the Territory should be read in conjunction with the accompanying notes.
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Statement of Assets and Liabilities on Behalf of the Territory

Current Assets

Cash

Loans and Receivables
Investments

Total Current Assets

Non Current Assets
Loans and Receivables
Investments

Total Non Current Assets

Total Assets

Current Liabilities

Payables

Interest-Bearing Liabilities
Total Current Liabilities
Non-Current Liabilities
Interest-Bearing Liabilities
Total Non-Current Liabilities
Total Liabilities

Net Liabilities

Equity
Accumulated Deficits

Total Equity

Territory Banking Account

At 30 June 2016

Original
Actual Budget Actual
Note 2016 2016 2015
No. $’000 $’000 $’000
7.1 227,460 0 234,331
7.2 514,496 297,437 392,350
7.3 1,141,603 671,777 1,302,460
1,883,559 969,214 1,929,141
7.2 1,584,598 1,669,676 1,501,808
7.3 246,872 138,826 133,467
1,831,470 1,808,502 1,635,275
3,715,029 2,777,716 3,564,416
8.1 40,384 23,603 29,901
8.2 884,349 802,230 1,150,794
924,733 825,833 1,180,695
8.2 4,710,220 4,767,610 3,843,362
4,710,220 4,767,610 3,843,362
5,634,953 5,593,443 5,024,057
(1,919,924) (2,815,727) (1,459,641)
(1,919,924) (2,815,727) (1,459,641)
(1,919,924) (2,815,727) (1,459,641)

The above Statement of Assets and Liabilities on Behalf of the Territory should be read in conjunction with the accompanying notes.
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Territory Banking Account

Statement of Changes in Equity on Behalf of the Territory

For the Year Ended 30 June 2016

Accumulated Total
Deficits Equity Original
Actual Actual Budget
Note 2016 2016 2016
No. $’000 $'000 $’000
Balance at 1 July 2015 (1,459,641) (1,459,641) (1,862,393)
Comprehensive Income
Operating (Deficit) (598,891} (598,891) (1,075,316)
Total Comprehensive (Deficit) (2,058,532) (2,058,532) (2,937,709)
Capital Distributions 9.1 138,604 138,604 121,982
Total Transactions Involving Owners Affecting
Accumulated Deficits 138,604 138,604 121,982
Balance at 30 June 2016 (1,919,924) (1,919,924) (2,815,727)
Accumulated Total
Deficits Equity
Actual Actual
2015 2015
$'000 $’000
Balance at 1 July 2014 (847,942) (847,942)
Comprehensive Income
Operating (Deficit) (858,001) (858,001)
Total Comprehensive (Deficit) (1,705,943) (1,705,943)
Transactions Involving Owners Affecting Accumulated Deficits
Capital Injections 214 214
Capital Distributions 9.1 209,042 209,042
Increase in Assets from Administrative Restructuring 112,012 112,012
Increase in Liabilities from Administrative Restructuring (74,966) (74,966)
Total Transactions Involving Owners Affecting
Accumulated Deficits 246,302 246,302
Balance at 30 June 2015 (1,459,641)  (1,459,641)
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Territory Banking Account
Cash Flow Statement on Behalf of the Territory
For the Year Ended 30 June 2016

Original
Actual Budget Actual
Note 2016 2016 2015
No. $'000 $’000 $'000
Cash Flows from Operating Activities
Receipts
Expenses on Behalf of the Territory 0 0 79,869
Interest Received 108,178 116,212 112,609
Distributions Received 11,668 2,698 9,452
Transfers from ACT Government Agencies 3,618,106 3,615,034 3,510,155
Goods and Services Tax Input Tax Credits from the ATO 125 57 57
Other Receipts 139,046 139,034 140,889
Total Receipts from Operating Activities 3,877,122 3,873,035 3,853,031
Payments
Borrowing Costs 193,390 216,359 173,927
Payments to General Government Agencies for Outputs 2,906,938 2,923,514 2,907,101
Payments to Public Trading Enterprise Agencies for
Outputs 54,854 54,854 54,482
Payments to Agencies for Expenses on Behalf of the
Territory 511,687 568,887 594,478
Goods and Services Tax paid to Suppliers 119 57 58
Other Payments 550 929 80
Total Payments from Operating Activities 3,667,538 3,764,600 3,730,126
Net Cash Inflows from Operating Activities 10 209,584 108,435 122,905
Cash Flows from Investing Activities
Receipts
Proceeds from Sale/Maturity of Investments 48,495 486,320 0
Loan Repayments from Agencies 239,640 22,745 64,541
Proceeds from ACT Government Agencies' Deposits 130,479 4,837 94,610
Distributions from ACT Government Agencies 133,269 121,981 200,184
Total Receipts from Investing Activities 551,883 635,883 359,335
Payments
Purchase of Investments 0 0 96,000
Loans Provided to Agencies 247,696 112,002 61,541
Capital Payments to ACT Government Agencies 984,068 1,240,003 1,052,463
Repayment of ACT Government Agencies' Deposits 118,214 330,536 0
Total Payments from Investing Activities 1,349,978 1,682,541 1,210,004
Net Cash (Outflows) from Investing Activities (798,095) (1,046,658) (850,669)
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Territory Banking Account
Cash Flow Statement on Behalf of the Territory (Continued)
For the Year Ended 30 June 2016

Original
Actual Budget Actual
Note 2016 2016 2015
Cash Flows from Financing Activities No. $’000 $’000 $’000
Receipts
Capital Injection 0 0 214
Proceeds from Borrowings 585,351 938,223 798,504
Transfer of Cash Balances (Admin Restructure) - GGS 0 0 112,012
Total Receipts from Financing Activities 585,351 938,223 910,730
Payments
Repayment of Borrowings 3,711 0 554
Total Payments from Financing Activities 3,711 0 554
Net Cash Inflows from Financing Activities 581,640 938,223 910,176
Net (Decrease)/Increase in Cash (6,871) 0 182,412
Cash at Beginning of Reporting Period 234,331 0 51,919
Cash at End of Reporting Period 7.1 227,460 0 234,331

The above Cash Flow Statement on Behalf of the Territory should be read in conjunction with the accompanying notes.
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Territory Banking Account
Territorial Statement of Appropriation
For the Year Ended 30 June 2016

Original Total Appropriation Appropriation

Budget Appropriated Drawn Drawn

2016 2016 2016 2015

$’000 $’000 $’000 $’000

Expenses on Behalf of the Territory 0 0 0 79,869
Capital Injections ' 0 0 0 214
Total Territorial Appropriation 0 0 0 80,083

The above Territorial Statement of Appropriation should be read in conjunction with the accompanying notes.

Column Heading Explanations

The Budget column shows the amounts that appear in the Cash Flow Statement on Behalf of the Territory in the
Budget Papers. The amount also appears in the Cash Flow Statement on Behalf of the Territory.

The Total Appropriated column is inclusive of all appropriation variations occurring after the original Budget.

The Appropriation Drawn column is the total amount which was received in Appropriation by the Territory Banking
Account during the year. This amount appears in the Cash Flow Statement on Behalf of the Territory.

Notes Relating to Territorial Statement of Appropriation
Appropriation Discontinued - Expenses on Behalf of the Territory and Capital Injection

As disclosed in 2015-16 Budget Statement B, an allocation of appropriation to the Territory Banking Account has
been discontinued. Historically, the annual Budget has separately recognised an Expense on behalf of the Territory
and Capital Injection budget appropriation in relation to general government sector borrowings only. Section 46 of
the Financial Management Act 1996 provides for a standing appropriation from the Territory Banking Account for
the payment of interest, principal and borrowing related expenses. A separate budget appropriation provision is
therefore not a legislative requirement for borrowing interest and principal payments. The total estimated interest
and principal payments for both general government sector and public trading enterprise sector borrowings
continue to be recognhised in the Territory Banking Account annual budget estimates and annual financial
statements.
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Territory Banking Account
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

Introductory Notes

Note 1 Objectives of the Territory Banking Account

Note 2 Significant Accounting Policies

Note 3 Change in Accounting Policy and Accounting Estimates

Note 4 Financial Risk Management
Income Notes

Note 5 Income Administered on Behalf of the Territory
Expense Notes

Note 6 Expenses Administered on Behalf of the Territory
Asset Notes

Note 7 Assets Administered on Behalf of the Territory
Liability Notes

Note 8 Liabilities Administered on Behalf of the Territory
Other Notes

Note 9 Equity

Note 10 Cash Flow Reconciliation

Note 11 Auditor’s Remuneration

Note 12 Budgetary Reporting — Explanations of Major Variances between Actual and

Original Budget Amounts
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Territory Banking Account
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 1 OBIECTIVES OF THE TERRITORY BANKING ACCOUNT
Operations and Principal Activities

The Territory Banking Account is established to recognise and manage the general government’s investment
assets and debt liabilities. Revenues on behalf of the Territory are transferred to the Territory Banking
Account and fortnightly appropriation disbursements are made to agencies from the Territory Banking
Account.

The Chief Minister, Treasury and Economic Development Directorate (CMTEDD), through the financial
operations of the Territory Banking Account, provides services to the Government including financial asset and
liability management through the establishment of investment and borrowing policies and objectives, and the
coordination and implementation of cash management, investment and borrowing activities.

A key objective of CMTEDD, as reported and accounted for through the Territory Banking Account, is to
effectively manage capital market functions by maximising the return on investments within relevant risk
tolerances, the achievement of competitive borrowing rates commensurate to the Territory’s credit rating, the
development of effective financial risk management strategies and administration of the Territory Banking
Account, the public account of the Territory.

The salary and administrative costs for the management of the Territory Banking Account are met from
CMTEDD.

NOTE 2 SIGNIFICANT ACCOUNTING POLICIES
2.1 Basis of Preparation

The Territory Banking Account is prescribed as a Directorate under the Financial Management Act 1996 (FMA)
and is an individual reporting entity.

Under the FMA, all Directorates are required to prepare annual financial statements. The Territory Banking
Account is a not-for-profit reporting entity as the principal objective is not the generation of profit but the
reporting and accountability of a significant component of the central finances of the Territory as outlined in
Note 1: ’Objectives of the Territory Banking Account’ above.

The FMA and the Financial Management Guidelines issued under the FMA requires the Territory Banking
Account’s financial statements to include:

(i) A Statement of Income and Expenses on Behalf of the Territory for the year;

(i) A Statement of Assets and Liabilities on Behalf of the Territory at the end of the year;

(iii) A Statement of Changes in Equity on Behalf of the Territory for the year;

(iv) A Cash Flow Statement on Behalf of the Territory for the year;

(v) A Territorial Statement of Appropriation for the year;

(vi}  The significant accounting policies adopted by the Territory Banking Account for the year; and

(vii)  Such other statements as are necessary to fairly reflect the financial operations of the Territory
Banking Account during the year and its financial position at the end of the year.
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Territory Banking Account
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 2 SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
2.1 Basis of Preparation - Continued

These general-purpose financial statements have been prepared to comply with ‘Generally Accepted
Accounting Principles’ (GAAP) as required by the FMA.

The financial statements have been prepared in accordance with:

(1) Australian Accounting Standards; and
(ii) ACT Accounting and Disclosure Policies.

At 30 June 2016, Territory Banking Account’s liabilities ($5.635 billion) exceed its assets ($3.715 billion) by
$1.920 billion ($1.460 billion at 30 June 2015). This is due to the Territory Banking Account reporting total
Territory borrowings with the assets backing these liabilities being reported in other Territory agency financial
statements. Accordingly, the net asset position of the Territory Banking Account for any period should be
viewed in combination with the total Territory's consolidated net financial position.

The financial statements have been prepared using the accrual basis of accounting which recognises the
effects of transactions and events when they occur. The financial statements have also been prepared
according to the historical cost convention and valuation policies applicable to the Territory Banking Account
during the reporting period.

These financial statements are presented in Australian dollars, which is the Territory Banking Account’s
functional currency.

2.2 Territorial items

CMTEDD produces Territorial financial statements for the Territory Banking Account. The Territorial financial
statements include income, expenses, assets and liabilities that CMTEDD administers on behalf of the
Territory, but does not control.

2.3 The Reporting Period

These financial statements state the financial performance, changes in equity and cash flows of the Territory
Banking Account for the year ending 30 June 2016 and the financial position of the Territory Banking Account
at 30 June 2016.

2.4 Comparative Figures

Budget Figures

To facilitate a comparison with the Budget Papers, as required by the FMA, budget information for 2015-16
has been presented in the financial statements. Budget numbers in the financial statements are the original
budget numbers that appear in the Budget Papers.

Prior Year Comparatives

Comparative information has been disclosed in respect of the previous period for amounts reported in the
financial statements, except where an Australian Accounting Standard does not require comparative
information to be disclosed. Where the presentation or classification of items in the financial statements is
amended, the comparative amounts have been reclassified where practical. Where a reclassification has
occurred, the nature, amount and reason for the reclassification is provided.
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Territory Banking Account
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 2 SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
2.5 Rounding

All amounts in the financial statements have been rounded to the nearest thousand dollars ($’000) and may
not add due to rounding.

2.6 Revenue Recognition

Revenue is recognised at the fair value of the consideration received or receivable in the Statement of Income
and Expenses on Behalf of the Territory.

Interest
Interest revenue is recognised using the effective interest method.

Dividends and Distribution Income
Dividends and Distribution income are recognised when the Territory Banking Account’s right to receive
payment is established.

Gains on Investments at Fair Value through Profit and Loss

Gains or losses on financial assets held at Fair Value through Profit or Loss consist of realised and unrealised
amounts. Gains or losses resulting from changes in the fair value of an investment are included in the
Statement of Income and Expenses on Behalf of the Territory in the period in which they arise.

Transfer Revenue

Transfers from ACT Government agencies relates to territorial revenue such as grants, rates, taxes, fees and
fines collected initially by other ACT Government agencies on behalf of the Territory prior to being transferred
to the Territory Banking Account. This revenue is recognised when it is probable that the economic benefits
will flow to the Territory Banking Account. This is usually when the collecting agency recognises a transfer
expense,

Other Income

This income mainly relates to employer superannuation contributions paid to the Territory Banking Account.
ACT Government agencies receive funding for superannuation payments as part of the Government Payment
for Outputs. The agency then makes payments on a fortnightly basis to the Territory Banking Account to cover
the agency’s superannuation liability for employees who are members of the Commonwealth Superannuation
Scheme (CSS) and the Public Sector Superannuation Scheme (PSS). It is recognised as it is received for the
period to which it relates.

2.7 Borrowing Costs

Borrowing costs are expensed as incurred.

2.8 Current and Non-Current items

Assets and liabilities are classified as current or non-current in the Statement of Assets and Liabilities on Behalf
of the Territory and in the relevant notes. Assets are classified as current where they are expected to be
realised within 12 months after the reporting date.

Liabilities are classified as current when they are due to be settled within 12 months after the reporting date
or the Territory Banking Account does not have an unconditional right to defer settlement of the liability for at

least 12 months after the reporting date.

Assets or liabilities which do not fall within the current classification are classified as non-current.
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NOTE 2 SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
2.9 Cash and Cash Equivalents

For the purpose of the Cash Flow Statement on Behalf of the Territory and the Statement of Assets and
Liabilities on Behalf of the Territory, cash means deposits held at call with the Territory’s transaction bank.

2.10 Loans and Receivables

Receivables are initially recognised at fair value and are subsequently measured at amortised cost, with any
adjustments to the carrying amount being recorded in the Statement of Income and Expenses on behalf of the
Territory.

Receivables may include interest owing from ACT Government agencies, accrued investment revenue (interest
and unit trust distributions) and other transfer revenues. Interest, dividends and unit trust distributions are
accrued when the right to receive payment is established. Other accrued revenue and receivables comprises
accrued transfer revenue or any residual revenues and receivables owing by any ACT Government agencies.

The allowance for impairment losses represents the amount of trade receivables and other trade receivables
the Territory Banking Account estimates will not be repaid. The allowance for impairment losses is based on
objective evidence and a review of overdue balances. Territory Banking Account considers the following is
objective evidence of impairment:

(i) becoming aware of financial difficulties of debtors;
(i) default payments; or
(iii)  debts more than 30 days overdue.

The amount of the allowance is recognised in the Statement of income and Expenses on Behalf of the
Territory. The allowance for impairment losses are written off against the allowance account when the
Territory Banking Account ceases action to collect the debt or when the cost to recover debt is more than the
debt is worth.

Loans to ACT Government agencies are not quoted in an active market and are not entered into with the
intention of immediate or short-term resale. These classes of assets are held to maturity. Loans to
ACT Government agencies are measured initially at fair value plus transaction costs and subsequently
amortised using the effective interest rate method, less impairment losses if any. The assessment of
impairment for loans and receivables is based around the credit worthiness of the counterparty and their
ability to meet their financial obligations.

When an ACT Government agency is the counterparty to a loan or receivable, a review is performed against
the latest published budget estimates for any indication of impairment or write-offs. When the counterparty
for a particular loan or receivable is a non-ACT Government agency, an assessment is made as to whether
there is objective evidence of impairment, or collectively for financial assets not considered individually
significant. Assessment for impairment on loans and receivables can also be performed on a group of financial
assets with similar credit risk characteristics. If there is objective evidence that an impairment loss has been
incurred, the amount of the loss is measured as the difference between the asset’s carrying amount and the
present value of estimated future cash flows (excluding future expected credit losses that have not yet been
incurred) discounted at the financial asset’s original effective interest rate. The carrying amount of the asset is
reduced through the use of an allowance account and the amount of the loss is recognised in the Statement of
Income and Expenses on Behalf of the Territory. Interest income continues to be accrued based on the
original effective interest rate of that asset.

At 30 June 2016, it has been assessed that there is no objective evidence that the loans and receivables of the
Territory Banking Account are impaired.
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NOTE 2 SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

2.11 Investments

Investment assets of the Territory Banking Account represent the cash and investment holdings of the
Territory Banking Account and ACT Government agency deposits as at reporting date. The level of cash held
and invested, is subject to the combination of the short term daily cash needs and the medium to long term
requirements of the Territory Banking Account and ACT Government agencies.

CMTEDD manages the financial investment assets in accordance with an asset allocation that takes into
account the risk and return objectives of the Territory and the time horizon of the Territory's cash flow
requirements. The investment portfolio is diversified across a cash fund, a cash enhanced fund and fixed
income fund. As a result, the principal financial investment instruments of the Territory Banking Account's
investment portfolio include cash, floating rate notes and fixed income bonds.

The combination of investment classes is designed to achieve the maximum return within the allowable risk
tolerances and liquidity needs of the Territory.

External asset class specific institutional investment managers are appointed to manage the Territory’s
financial investment assets accounted for in the Territory Banking Account. These assets are managed:

(i) directly through an actively-managed strategy using a separate discrete mandate (Territory directly
owns the securities) where the investment manager aims to outperform the relevant performance
benchmark index (gross of fees); or

(ii) indirectly through an actively-managed or passively-managed index strategy using unlisted pooled
unit trusts where the investment manager either aims to outperform the relevant performance
benchmark index or match the relevant performance benchmark index.

The Financial Management Investment Guidelines 2015, prescribe the allowable investments for the Territory
Banking Account in accordance with section 38(1)(e) of the Financial Management Act 1996. The guidelines
also require that investments may only be made in accordance with an Investment Plan and a Responsible
Investment Policy approved by the Treasurer. These legislative provisions are reflected in the investment
management agreements with investment managers as relevant.

The Territory Banking Account investments are classified as at Fair Value through Profit or Loss. They comprise:

(i) Financial instruments designated at Fair Value through Profit or Loss upon initial recognition.
These are managed and their performance evaluated on a fair value basis in accordance with the
Territory Banking Account investment strategy.

(ii) Financial instruments held for trading.
Derivative financial instruments are included under this classification. The Territory Banking Account
does not designate any derivatives as hedges in a hedging relationship.

Recognition/De-recognition of Investments

The Territory Banking Account recognises financial assets and financial liabilities at fair value on the date it
becomes party to the contractual agreement (trade date). Subsequent to initial measurement, investments
held through Fair Value through Profit or Loss are re-measured to fair value with changes in their fair value
(gains/loss) recognised in the Statement of Income and Expenses on behalf of the Territory. Interest,
dividends and distributions earned on these investments are recorded separately in interest, dividend and
distribution revenue. Investments are derecognised when the obligation specified in the contract is
discharged or cancelled, transferred, or expired. Transaction costs for such investments are recognised
directly in the Statement of Income and Expenses on behalf of the Territory.
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NOTE 2 SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
2.11 Investments - Continued

Determination of Fair Value

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. The fair value measurement is based on
the presumption that the transaction to sell the asset or transfer the liability takes place either in the principal
market for the asset or liability or, in the absence of a principal market, in the most advantageous market for
the asset or liability. The principal or the most advantageous market must be accessible to the Territory
Banking Account.

The fair value of an asset or a liability is measured using the assumptions that market participants would use
when pricing the asset or liability, assuming that market participants act in their economic best interest. The
fair value for investments traded in active markets at the reporting date is based on the most representative
price within the bid-ask spread, without any deduction for transaction costs. Securities defined in these
accounts as ‘listed’ are traded in an active market.

For all other investments not traded in an active market, the fair value is determined by using valuation
technigues deemed to be appropriate in the circumstances. Valuation techniques include the market
approach by using recent arm’s length market transactions adjusted as necessary and referenced to the
current market value of another instrument that is substantially the same and the income approach through
using discounted cash flow analysis and option pricing models making as much use of available and
supportable market data as possible.

For assets and liabilities that are recognised in the financial statements on a recurring basis, it is determined
whether transfers have occurred between levels in the Fair Value Hierarchy by re-assessing the categorisation
(based on the lowest level input that is significant to the fair value measurement as a whole) at the beginning
of each reporting period.

All assets and liabilities for which fair value is measured or disclosed in the financial statements are categorised
within the Fair Value Hierarchy, described under Note 4.5: ‘Categorisation of Financial Assets and Liabilities’,
based on the lowest level input that is significant to the fair value measurement as a whole.

2.12 Derivative Instruments

Derivative Instruments are a prescribed investment within the Financial Management Investment
Guidelines 2015 and are used for maximising the efficiencies within the investment portfolio in the pursuit of
the investment objectives, optimising transaction flows, as well as the protection of the investments by
minimising adverse effects of a range of financial market risks.

The investments held in discrete mandate strategies and pooled unit trust include exposure to futures,
options, forward rate agreements and swaps, where the derivatives are held to gain underlying market
exposure or to manage financial risks.

Derivative financial instruments are initially recognised at fair value on trade date, namely when the derivative
contract is entered into, and are subsequently remeasured to fair value. Any gains or losses arising from
changes in the fair value of derivatives are recognised in the Statement of Income and Expenses on Behalf of
the Territory for the year under the classification of gains or (losses) on financial assets at Fair Value through
Profit or Loss. The fair values of derivative instruments are calculated utilising listed market prices if available.
If listed market prices are not available for derivative instruments, the price utilised may be sourced from a
vendor, an investment manager or counterparty.

The fair value of directly held derivative instruments is disclosed in Note 7.3: ‘Investments’.
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NOTE 2 SIGNIFICANT ACCOUNTING POLICIES ~ CONTINUED
2.13 Payables

Payables are initially recognised at fair value based on the transaction cost and subsequent to initial
recognition at amortised cost, with any adjustments to the carrying amount being recorded in Statement of
Income and Expenses on Behalf of the Territory. All amounts are normally settled within 30 days after the
invoice date. Payables include trade payables, investment interest owing to ACT Government agencies and
interest owing on borrowings to external counterparties.

2.14 Interest-Bearing Liabilities

Interest-bearing liabilities accounted through the Territory Banking Account include investments made by
ACT Government agencies and external borrowings of the Territory. External borrowings are held to maturity.
Deposits made by ACT Government agencies into the Territory Banking Account investment portfolio are
initially recognised at fair value of the consideration received and subsequently remeasured to fair value
through profit and loss.

All borrowings are initially recognised at the fair value of the consideration received and at amortised cost
subsequent to initial recognition using the effective interest rate method. The associated interest expense is
recognised in the reporting period in which it occurs.

2.15 Taxation

The Territory Banking Account is not subject to income tax or income tax equivalents, but is subject to the
Goods and Services Tax.

2.16 Budgetary Reporting — Explanations of Major Variances between Actual and Original Budget
Amounts

Explanations of major variances between the 2015-16 original budget and the 30 June 2016 actual results are
discussed in Note 12: ‘Budgetary Reporting — Explanations of Major Variances between Actual and Original
Budget Amounts’. The definition of ‘major variances’ is provided in Note 2.17: ‘Significant Accounting
Judgements and Estimates’.

2.17 Significant Accounting Judgements and Estimates

{a) Fair Value of Financial Instruments

When the fair values of financial assets and financial liabilities recorded in the Statement of Assets and
Liabilities on Behalf of the Territory cannot be derived from active markets, their fair value is determined using
a variety of valuation techniques that include the use of valuation models.

The inputs to these models are taken from observable markets where possible, but where this is not feasible,
estimation is required in establishing fair values. Changes in assumptions could affect the reported fair value
of financial instruments in the Statement of Assets and Liabilities on Behalf of the Territory and the level where
the financial instruments are disclosed in the Fair Value Hierarchy. The models are tested for validity by
calibrating to prices from any observable current market transactions in the same instrument (without
modification) when available.

The Territory Banking Account considers the valuation techniques and inputs used in valuing unlisted unit trust
investments to ensure they are reasonable and appropriate prior to investing and therefore the Net Asset
Value of these investments may be used as an input into measuring their fair value. In measuring this fair
value the Net Asset Value of the investments is adjusted, as necessary, such as reflecting specific factors of the
investment fund manager.
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2.17 Significant Accounting Judgements and Estimates - Continued

Interest-Bearing Liabilities

During the financial year a loan of $250 million was provided by the Commonwealth Government for the Loose
Fill Asbestos Insulation Eradication Scheme. The transaction price reflects the fair value of the loan based on a
level 2 valuation assessment. As there is no identical instrument available at measurement date which is
quoted in an active market (level 1 input) to provide observable evidence of the fair value of the loan, the fair
value of the loan was estimated by discounting future cash flows using rates currently available for a
comparable instrument, making adjustments for factors specific to the Commonwealth loan. On the basis of
this valuation, the fair value of the loan approximates the transaction price. Any difference between the fair
value resulting from the level 2 valuation technique of the loan and the transaction price reflects the differing
risk profile of the two instruments and estimation uncertainty.

This same judgement continues to be applied to the $750 million tranche of the Commonwealth Government
loan for the Loose Fill Asbestos Insulation Eradication Scheme provided in 2014-15.

(a) Budgetary Reporting- Explanation of Major Variances between Actual and Original Budget
Amounts

Significant judgements have been applied in determining what variances are considered as ‘major variances’

requiring explanations in Note 12: ‘Budgetary Reporting - Explanation of Major Variances between Actual and

Original Budget Amounts’. Variances are considered to be major variances if both of the following criteria are

met:

(i) The line item is a significant line item: the line item actual amount accounts for more than 10% of the
relevant associated category (Income, Expenses and Equity totals) or sub-element (e.g. Current
Liabilities and Receipts from Operating Activities totals) of the financial statements; and

(i) The variances (original budget to actual) are greater than plus (+) or minus (-) 10% of the budget for
the financial statement line item.

2.18 Impact of Accounting Standards Issued but yet to be Applied

Standards Early Adopted for 2015-16 Reporting

AASB 2015-2 Amendments to Australian Accounting Standards — Disclosure Initiative: Amendments to AASB
101 and AASB 2015-7 Amendments to Australian Accounting Standards — Fair Value Disclosures of Not-For —
Profit Public Sector Entities have been early adopted for the 2015-16 reporting period, even though the
standards are not required to be applied until annual reporting periods beginning on or after 1 July 2016.

AASB 2015-2 amends AASB 101 Presentation of Financial Statements and clarifies that immaterial information
should not be disclosed and the presentation of information in notes should be tailored to provide users with
the clearest view of the financial performance and financial position.

Standards not Early Adopted

The following new and revised accounting standards and interpretations have been issued by the Australian
Accounting Standards Board but do not apply to the current reporting period. These standards and
interpretations are applicable to future reporting periods. Those relevant to the Territory Banking Account as
outlined below are necessarily abbreviated and should be viewed in conjunction with the Australian
Accounting Standard Board's website for the full assessment of its impact.

The Territory Banking Account does not expect a significant impact on the adoption of these standards. This

assessment is based on an initial assessment at this date, but may change on further review. The Territory
Banking Account intends to adopt all of the standards upon their application date.
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NOTE 2 SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
2.18 Impact of Accounting Standards Issued but yet to be Applied - Continued

(i) AASB 9 Financial Instruments (December 2014) (application date 1 January 2018);
This standard supersedes AASB 139 Financial Instruments: Recognition and Measurement. The main
impact of AASB 9 is that it will change the classification, measurement and disclosures of Territory
Banking Account financial assets.

(i) AASB 15 Revenue from Contracts with Customers (application date 1 January 2018);
AASB 15 is the new standard for revenue recognition. It establishes a comprehensive framework for
determining whether, how much and when revenue is recognised. It replaces AASB 118 Revenue.

(i)  AASB 2010-7 Amendments to Austrafian Accounting Standards arising from AASB 9 (December 2010)
[AASB 1, 3, 4, 5, 7, 101, 102, 108, 112, 118, 120, 121, 127, 128, 131, 132, 136, 137, 139, 1023 and
1038 and Interpretations 2, 5, 10, 12, 19 and 127] (application date 1 Jan 2018);
This standard makes consequential amendments to a number of standards and interpretations as a
result of the issuing of AASB 9 in December 2010.

(iv)  AASB 2014-1 Amendments to Australian Accounting Standards — Part E Financial Instruments [AASB 1,
3,4, 5, 7 and 9 (December 2009), 9 (December 2010}, 101, 102, 108, 112, 118, 120, 121, 132, 136, 137
and 139, Interpretations 2, 5,10, 12, 16, 19 and 107] (application date 1 January 2018);
Part E of this standard defers the application of AASB 9 to 1 January 2018.

(v) AASB 2014-5 Amendments to Australian Accounting Standards arising from AASB 15 [AASB 1, 3, 4, 9
(December 2009) (December 2010), 101, 102, 112, 116, 132, 134, 137, 138, 139, 140, 1023, 1038,
1039, 1049, 1053 and 1056, Interpretations 12, 127, 132, 1031, 1038 and 1052] (application date
1 January 2018);
This standard makes consequential amendments to a number of standards and interpretations as a
result of the issuing of AASB 15.

(vi)  AASB 2014-7 Amendments to Australian Accounting Standards arising from AASB 9 (December 2014)
[AASB 1, 2, 3, 4,5, 7, 13, 101, 102, 108, 110, 112, 120, 121, 123, 128, 132, 133, 136, 137, 139, 1023,
1038 and 1049, Interpretations 2, 5, 10, 12, 16, 19 and 127] (application date 1 January 2018);
This standard makes consequential amendments to a number of standards and interpretations as a
result the issuing of AASB 9 (December 2014).

(vii)  AASB 2015-5 Amendments to Australian Accounting Standards — Investment Entities: Applying the
Consolidation Exception [AASB 10, AASB 12 and AASB 128] (application date 1 January 2016);
This standard makes amendments to confirm that the exemption from preparing consolidated
financial statements set out in AASB 10 is available to a parent entity that is a subsidiary of an
investment entity; clarifies the applicability of AASB 12 to the financial statements of an investment
entity; and introduces relief in AASB 128 to permit a non-investment entity investor in an associate or
joint venture that is an investment entity to retain the fair value through profit or loss measurement
applied by the associate or joint venture to its subsidiaries.

(viii)  AASB 2015-6 Amendments to Australian Accounting Standards — Extending Related Party Disclosures
to Not for- Profit Public Sector Entities [AASB 10, 124 and 1049] (application date 1 July 2016);
This standard extends the scope of AASB 124 Related Party Transactions to the not-for-profit sector
and updates AASB 124 to include implementation guidance (including illustrative examples) to assist
not-for-profit entities to apply the new requirements.
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NOTE 2 SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
2.18 Impact of Accounting Standards Issued but yet to be Applied - Continued

(ix)  AASB 2015-8 Amendments to Australian Accounting Standards - Effective date of AASB 15

(application date 1 January 2017);
This standard defers the application date of AASB 15 Revenue from Contracts with Customers to

1 January 2018.

(x) AASB 2016-2 Amendments to Australian Accounting Standards — Disclosure Initiative: Amendments to
AASB 107 (application date 1 January 2017); and
This standard amends AASB 107 Statement of Cash Flows to require agencies preparing financial
statements in accordance with Tier 1 reporting requirements to provide disclosures that enable users
of financial statements to evaluate changes in liabilities arising from financing activities, including
both changes arising from cash flows and non-cash changes. This standard relates to disclosure only.

(xi)  AASB 2016-3 Amendments to Australian Accounting Standards — Clarifications to AASB 15 (application

date 1 January 2018).
This standard clarifies the existing requirements of AASB 15.

NOTE 3 CHANGE IN ACCOUNTING POLICY AND ACCOUNTING ESTIMATES

There were no changes in accounting policies and estimates for the Territory Banking Account for the year
ended 30 June 2016.
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NOTE 4 FINANCIAL RISK MANAGEMENT

CMTEDD provides services to the Government including financial asset and liability management through the
establishment of investment and borrowing policies and objectives, and the coordination and implementation
of cash management, investment and borrowing activities. CMTEDD, through the Territory Banking Account,
recognises and manages the general government’s investment assets and debt liabilities.

The Territory Banking Account is exposed to financial risks arising from its activities comprising market risk
(interest rate risk, price risk), credit risk and liquidity risk. These risks are managed within a financial risk
management framework that includes strategic directions from the Treasurer and policies and limits approved
by the Under Treasurer and overseen by CMTEDD. The Investment Advisory Board and asset consultant’s
advice is considered along with all other available information by CMTEDD when formulating investment policy
positions and recommendations.

CMTEDD does not undertake investment management in-house. Investments are managed by the
engagement of investment managers under an investment management agreement. The individual
investment management agreements prescribe the allowable investments that may be entered into in
accordance with the Financial Management Act 1996 and Financial Management Investment Guidelines 2015.
CMTEDD, in conjunction with the asset consultant, monitors the performance of the investment managers of
their obligations and ensures that investment managers comply with their obligations. The appointed master
custodian performs investment mandate and derivatives usage monitoring in accordance with these
guidelines, with any exceptions reported, investigated and resolved.

The Territory Banking Account asset allocation comprises investments across domestic money and debt capital
markets and derivatives. Derivatives are prescribed investments and an essential part of the investment and
risk management process and may be used for the following purposes: protecting the value, or limiting
changes in value, of an investment of the investment portfolio; protecting the return on an investment of the
investment portfolio; and achieving best execution and transactional efficiency in implementing an investment
strategy, achieving an investment or market exposure, or in adjusting an investment strategy, investment or
market exposure.

CMTEDD is responsible for the overall setting, identification and control of financial risks undertaken in the
management of the investment portfolio of the Territory Banking Account. This is done in part by the setting
of limits for trading in derivatives, hedging cover of interest rate risk, credit allowances, and future cash flow
forecast projections. The investment guidelines, including allowable investments and any limitations, are
represented, as relevant, in the investment management agreements or trust deeds established with each
contracted investment fund manager.

The Territory Banking Account financial liabilities comprise borrowings funded by promissory notes, fixed rate
nominal bonds, inflation linked bonds, Commonwealth Government loans and ACT Government agency
investment deposits.

The Government's debt funding requirements are mainly achieved by the issuance of debt securities in the
financial capital markets, with debt instruments issued from a domestic debt issuance program. Debt
management objectives include: establishing bond lines of select debt maturity and volume (around
$500 million); maximising investor diversification; minimising refinancing risk; and managing the Government’s
funding and liquidity requirements. The debt funding program is supplemented with some loans from the
Commonwealth Government.

The main risks resulting from the financial instruments used in the management of the Territory Banking
Account’s assets and liabilities are discussed in Notes 4.1 to 4.3 on the following pages.

Details of the significant accounting.policies for these financial assets and liabilities are disclosed in Note 2:
'Significant Accounting Policies'.
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NOTE4 FINANCIAL RISK MANAGEMENT — CONTINUED
4.1 Market Risk
(a) Interest Rate Risk

Interest rate risk is the risk that the fair value or future cash flows of a financial market instrument will
fluctuate because of changes in prevailing levels of market interest rates. The Territory Banking Account is
exposed to interest rate risk on its variable interest rates and fixed interest rates financial instruments which
are remeasured to fair value. Sensitivity analysis as at reporting date is performed on cash at bank, debt
securities held in the Cash Enhanced Portfolio and the corresponding liabilities owing to ACT Government
agencies, variable rate loans provided to other ACT Government agencies and the Territory Banking Account
short term variable rate borrowings. Sensitivity analysis to interest rate instruments (indirectly held through
pooled unit trusts) are considered in Note 4.1(b): 'Price Risk and Infiation Risk'.

The table below summarises the Territory Banking Account’s main exposure to interest rate risk.

30 June 2016 Fixed Rate Instruments Variable Rate Instruments
2016 2015 2016 2015
$'000 $'000 $'000 $’000
Financial Assets 197,579 221,286 1,254,016 1,297,567
Financial Liabilities 148,855 165,840 722,086 859,999
Net Exposure before the effect of Derivatives 48,724 55,446 531,930 437,568

Interest rate risk is measured by the duration of the investment portfolios which approximates the change in
portfolio valuation from a percentage change in market interest rates. As at reporting date, the Territory
Banking Account has positions in interest rate derivatives contracts to manage exposure to interest rate risk.
Exposures to interest rate risk is limited to acceptable duration thresholds stipulated within the investment
management agreements and monitored for compliance by the Territory's master custodian on a weekly basis.

The following table demonstrates the 'reasonably possible' impact on profit or loss and the impact on equity
over the next 12 months if interest rates change by -/+ 1.0 per cent from the year-end official cash interest
rate of 1.75% (2015: 2.00%) with all other variables held constant. The sensitivity calculation is based on the
net exposure to interest rates after taking into account the effect of derivatives, parallel shifts in the yield
curve and ignoring the effects on credit risk.

30 June 2016 Fixed Rate Instruments Variable Rate Instruments
+1.0% -1.0% +1.0% -1.0%
Profit/(Loss) Profit/{Loss) Profit/(Loss) Profit/(Loss)
and Equity and Equity and Equity and Equity
Impact Impact Impact Impact
$’000 $’000 $’000 $’000
Financial Assets (1,976) 1,976 12,540 (12,540}
Financial Liabilities (1,489) 1,489 7,221 (7,221)
Net (Decrease)/Increase (a87) 487 5,319 (5,319)
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NOTE 4 FINANCIAL RISK MANAGEMENT — CONTINUED

4.1 Market Risk - Continued

(a) Interest Rate Risk - Continued

30 June 2015 Fixed Rate Instruments Variable Rate Instruments
+1.0% -1.0% +1.0% -1.0%
Profit/(Loss) Profit/(Loss) Profit/(Loss) Profit/(Loss)
and Equity and Equity and Equity and Equity
Impact Impact Impact Impact
$’000 $’000 $’000 $'000
Financial Assets (2,213) 2,213 12,372 (12,372)
Financial Liabilities (1,658) 1,658 7,006 (7,006)
Net (Decrease)/Increase (555) 555 5,366 (5,366)

(b} Price Risk and Inflation Risk

Price risk is the risk that the fair value of a financial investment will change as a result of changes in the market
prices (other than those arising from interest rate risk) in the relevant indices levels and the prices of the
individual holdings. The Territory Banking Account is exposed to price risk from the exposure to fixed interest
investments (the unitised pooled cash and fixed income trusts) which are exposed to changes in unit prices.

The table below summarises the main exposure to price risk.
Exposure to Unit Prices

Note 2016 2015
No. $’000 $’000
Cash and Fixed Income — Unit Trusts 7.3 247,872 287,967
Total Exposure 247,872 287,967

Inflation risk is the risk that future cash flows on an inflation linked instrument may fluctuate due to changes in
inflation rates. Inflation risk arises from inflation indexed bonds which are exposed to inflation rates. The
exposure to inflation risk has a direct impact on the Statement of Income and Expenses on Behalf of the
Territory.

At 30 June, the exposure to inflation risk was as follows:
Exposure to Inflation

2016 2015
$'000 $'000
Financial Assets (Inflation Linked Bonds) 800,785 819,300
Financial Liabilities (Inflation Linked Bonds) 799,512 817,927
Net Exposure 1,272 1,373
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NOTE 4 FINANCIAL RISK MANAGEMENT — CONTINUED

4.1 Market Risk — Continued

(b) Price Risk and Inflation Risk - Continued

To manage exposures to the price risk of pooled unit trusts for cash and fixed interest, investments are
diversified geographically, across cash, money and capital markets in short-term debt (maturity less than
twelve months) and fixed interest bonds (maturity greater than twelve months).

The investment management agreements and the pooled trust product disclosure statement set out the
maximum allowable limits by issuer, ratings and duration to ensure sufficient diversification occurs within the

individual investment portfolios.

Thresholds included in the investment management agreements are monitored for compliance by the
Territory's master custodian on a weekly basis.

The following table summarises the 'reasonably possible' impact on profit or loss and the impact on equity
over the next 12 months if price risk changes by the volatility factors from the target benchmarks with all other
variables held constant.

30 June 2016 % Increase in Index % Decrease in Index
Profit/(Loss} Equity Profit/(Loss) Equity
Impact Impact Impact Impact
$'000 $'000 $'000 $'000

Investment Assets

Fixed Income (+/- 6%) 14,800 14,800 (14,800) (14,800)
Inflation Rate (+/- 1%) 360 360 57 57
Total Increase/(Decrease) 15,159 15,159 (14,737) (14,737)

30 June 2015 % Increase in Index % Decrease in Index
Profit/(Loss) Equity Profit/(Loss) Equity
Impact Impact Impact Impact
$'000 $’000 $’000 $'000

Investment Assets

Fixed Income (+/- 5%) 6,663 6,663 (6,663) (6,663)
Inflation Rate (+/- 1%) 394 394 0 0
Total Increase/(Decrease) 7,057 7,057 (6,663) (6,663)
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NOTE 4 FINANCIAL RISK MANAGEMENT — CONTINUED
4.2 Credit Risk

Credit risk is the risk that a counterparty to a financial instrument fails to discharge its contractual obligations
or from losses arising from the change in the value of a traded instrument as a result of changes in the credit
risk on that instrument. Financial arrangements in respect of the business conducted through the Territory
Banking Account are such that the more significant credit risk will arise with those financial assets and
liabilities involving external parties (non-ACT Government agencies).

The maximum exposure to credit risk is limited to the carrying amount of the cash and cash equivalents,
receivables and investments of Territory Banking Account. The main concentration of credit risk arises from
the Territory Banking Account investment in the fixed income (debt) securities. For the purposes of sensitivity
analysis, exposure to credit risk is performed on the units and the securities held by the Territory Banking
Account as at reporting date. The following table details the credit risk exposure as at reporting date.

30 June 2016 Credit Quality of Fixed Income Rated Instruments
AAA AA A BBB Total
$’000 $’000 $’000 $’000 $’000
Directly Held
Cash Enhanced Fund 355,809 219,416 492,044 43,242 1,110,511
Indirectly Held
Unit Trust (Debt Instruments) 181,789 49,332 12,346 4,440 247,908
Total 537,598 268,748 504,390 47,682 1,358,419
30 June 2015 Credit Quality of Fixed Income Rated Instruments
AAA AA A BBB Total
$’000 $’000 $’000 $’000 $’000
Directly Held
Cash Enhanced Fund 303,991 103,281 577,545 14,489 999,306
Indirectly Held
Unit Trust (Debt Instruments) 96,230 26,827 162,241 2,669 287,967
Total 400,221 130,108 739,786 17,158 1,287,273

Financial dealings are only undertaken with other ACT Government agencies or appropriately rated
counterparties as detailed within each individual investment management contract established with the
external investment managers in accordance with the Financial Management Guidelines 2015.

Appointed managers of investments are required to ensure: credit quality within the manager’s portfolio is
within agreed guidelines; the exposure to different tiers of credit are within agreed guidelines; the maximum
permitted exposure to any one issuer is within agreed guidelines; and the long-term debt of all entities in
which the manager invests is either rated by an approved rating agency or, if it is not rated, is limited to the
maximum permitted exposure to such debt. Exposures are to remain within approved exposure limits based
on the credit ratings of financial instruments and counterparties set out within the strategy, objectives and
constraints permitted by individual investment management agreements or trust deeds as relevant, as agreed
by CMTEDD.

The maximum exposure to credit risk before any credit enhancements at the end of each reporting period is

the carrying amount of the Territory Banking Account financial investment assets. None of these assets are
impaired (nil: 30 June 2015).
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NOTE 4 FINANCIAL RISK MANAGEMENT — CONTINUED
43 Liquidity Risk

Liquidity risk is the risk that the Territory Banking Account is unable to meet its financial obligations as they fall
due.

CMTEDD's objective for the Territory Banking Account is to maintain sufficient cash and short-term
investments to ensure that the Government can meet its financial obligations as and when they fall due.
CMTEDD, through the Territory Banking Account, manages this risk by only investing in an adequate amount of
high grade securities that fall within the limitations set out in the investment guidelines and transacting with
reputable counterparties. The investments of the Territory Banking Account are made in liguid markets and
are readily redeemable if required. The Territory Banking Account is the end recipient of the majority of all
Territorial revenues such as taxes, fees, fines and Commonwealth Government funding.

CMTEDD is able to access the Territory’s borrowing program for which there is capacity to seek short or long
term funding as required. Forecasts of future cash flows and borrowing maturities are maintained to ensure
that there is sufficient funding available for any required settlements. Accordingly, the Territory Banking
Account will have sufficient cash to meet the expenditure allocations as set out in the Territory Budget.

Analysis of Financial Liabilities based on Management Expectations

The risk implied from the values shown in the table below shows contracted cash outflows from payables and
other financial liabilities and is a reflection of ongoing business operations of the Territory Banking Account.
The table below reflects all contractual repayments of principal and interest resulting from recognised financial
liabilities and expected settlement of financial liabilities. The amounts disclosed represent undiscounted cash
flows for the respective obligations and expectations in respect of upcoming fiscal years.

30 June 2016 Lessthan 3 Months to 1Yearto Greaterthan Total
3 Months Less than Less than 5 Years
1 Year 5 Years

$’000 $’000 $’000 $’000 $’000
Non Derivatives
Payables 66,155 0 0 0 66,155
Interest-Bearing Liabilities 14,435 189,398 2,134,961 3,880,888 6,219,682
Total Non Derivatives 80,590 189,398 2,134,961 3,880,888 6,285,837
Derivatives
Net Settled (Swaps, Futures) 100 0 832 0 932
Total Derivatives 0 0 832 0 932
30 June 2015 Lessthan 3 Months to 1Yearto Greater than Total

3 Months Less than Less than 5 Years
1Year 5 Years

$’000 $’000 $’000 $’000 $’000
Non Derivatives
Payables 35,847 0 0 0 35,847
Interest-Bearing Liabilities 113,288 224,196 1,882,832 2,853,593 5,073,909
Total Non Derivatives 149,135 244,196 1,888,832 2,853,593 5,109,756
Derivatives
Net Settled (Swaps, Futures) 220 662 2,723 0 3,605
Total Derivatives 220 662 2,723 0 3,605
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NOTE 4 FINANCIAL RISK MANAGEMENT — CONTINUED
4.4 Fair Value of Financial Assets and Liabilities

In preparing these financial statements, the carrying amount of financial assets and financial liabilities
recorded in the financial statements are considered to be a fair approximation of their fair values except for
certain items within class of assets and liabilities highlighted in the following tables. Disclosure of the basis of
determination of the fair values has been provided in each accounting policy note where relevant.

As provided in Note 2.10: 'Loans and Receivables' and Note 2.14: 'Interest-Bearing Liabilities' these classes of
assets and liabilities are held to maturity. These classes of assets and liabilities are initially measured at fair
value and subsequently re-measured at amortised cost using the effective interest method. Fair value for
these classes of assets and liabilities has been determined in reference to published price quotations in active
markets (nominal fixed rate notes and indexed annuity bonds) and in non-active markets (fixed rate or
historical Commonwealth loans) using discounted cash flow analysis valuation, applying prevailing discount
rates of issuing entities with similar credit quality and duration profiles.

2016 2015
Note Carrying Fair Carrying Fair
No. Amount Value Amount Value
$’000 $’000 $’000 $'000
Financial Assets
Loans and Receivables 7.2 2,099,094 2,374,434 1,894,158 2,119,799
Financial Liabilities
Interest-Bearing Liabilities 8.2 5,594,569 6,113,387 4,994,156 5,309,728
(a) Fair Value Measurements Recognised in the Statement of Assets and Liabilities on Behalf of the
Territory

The table below provides an analysis of financial instruments that are measured subsequent to initial
recognition at fair value, grouped into Levels 1 to 3 based on the degree to which the fair value is observable
considering the lowest level input that is significant to the fair value measurement as a whole.

(i) Level 1 — Fair Value measurements are those derived from quoted prices (unadjusted) in active
markets for identical assets or liabilities;

(i) Level 2 — Fair value measurements are those derived from inputs other than quoted prices included
within Level 1 that are observable for the asset or liability, either directly (i.e. as prices) or indirectly
(i.e. derived from prices); or

(iii) Level 3 — Fair value measurement are those derived from valuation techniques that include inputs for
the asset or liability that are not based on observable market data (unobservable inputs).

For the purposes of presenting the Fair Value Hierarchy, analysis is performed on the units and the securities
held by the Territory Banking Account as at reporting date.
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4.4 Fair Value of Financial Assets and Liabilities — Continued
(b) Recurring Fair Value Measurement of Assets and Liabilities
30 June 2016 Level 1 Level 2 Level 3 Total
$’000 $’000 $’000 $’000

Financial Assets and Liabilities Measured at

Fair Value
Financial Assets
Investments Directly Held
Cash Enhanced Fund 243,172 867,339 0 1,110,511
Investments Indirectly Held
Unit Trust - Cash 0 1,000 0 1,000
Unit Trust — Fixed Income 0 246,661 0 246,661
Financial Liabilities
Investments Directly Held
Financial Derivatives 100 832 ) 0 932
Financial Assets and Liabilities for which Fair Values

are Disclosed
Financial Assets
Loans and Receivables 0 1,813,980 0 1,813,980
Financial Liabilities
Interest-Bearing Liabilities 0 5,070,625 0 5,070,625
Net Assets 243,072  (2,142,477) 0 (1,899,405)
30 June 2015 Level 1 Level 2 Level 3 Total

$'000 $’000 $’000 $’000

Financial Assets and Liabilities Measured at

Fair Value
Financial Assets
Investments Directly Held
Cash Enhanced Fund 373,661 627,228 0 1,000,889
Investments Indirectly Held
Unit Trust - Cash 0 154,500 0 154,500
Unit Trust — Fixed Income 0 133,257 0 133,257
Financial Liabilities
Investments Directly Held
Financial Derivatives 67 3,538 0 3,605
Financial Assets and Liabilities for which Fair Values

are Disclosed
Financial Assets
Loans and Receivables 0 1,658,951 0 1,658,951
Financial Liabilities
Interest-Bearing Liabilities 0 4,120,200 0 4,120,200
Net Assets 373,594 (1,549,802) 0 (1,176,208)
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4.4 Fair Value of Financial Assets and Liabilities - Continued
(b) Recurring Fair Value Measurement of Assets and Liabilities - Continued

Transfers between Levels 1 and 2
There were no significant transfers between Level 1 and Level 2 during the year.

(c) Valuation Techniques and Inputs

Quoted market price represents the fair value determined based on quoted prices on active markets for
identical assets as at the reporting date without any deduction for transaction costs.

The investments in unlisted unit trusts includes domestic cash and fixed income which are not quoted in an
active market and which may be subject to restrictions on redemptions.

Fair values of these investments are determined by using valuation techniques such as present value
techniques, comparison to similar instruments for which market observable prices exist and other relevant
models used by market participants. These valuation techniques use both observable and unobservable
market inputs. The investment manager considers the valuation techniques and inputs used in valuing these
units as part of its due diligence prior to investing, to ensure they are reasonable and appropriate and
therefore the Net Asset Value of these units may be used as an input into measuring their fair value. In
measuring this fair value, the Net Asset Value of the funds is adjusted, as necessary, to reflect restrictions on
redemptions, future commitments, and other specific factors of the units trust and fund manager. Depending
on the nature and level of adjustments needed to the Net Asset Value and the level of trading in the unit
trusts, these investments are classified as Level 2.

Fixed income securities are priced daily with reference to the quoted bid price for the securities in the relevant
active market. Investments in this asset class are made through unlisted unit trusts that are priced daily with
distributions received quarterly. The fair values of fixed interest security units are classified as Level 2.

The fair values of derivative instruments are calculated using quoted prices. Where such prices are not
available, a discounted cash flow analysis is performed using the applicable yield curve for the duration of the
instruments for non optional derivatives, and option pricing models for optional derivatives. Interest rate
swaps are measured at the present value of future cash flows estimated and discounted based on the
applicable yield curves derived from quoted interest rates. Financial derivatives are classified as either Level 1
or Level 2.

Fair value for loans and receivables and interest bearing liabilities has been determined by reference to
published price quotations in active markets and applying the appropriate valuation technique for the
instrument including observable market pricing and discounted cash flow methodology. The non-performance
risk as at 30 June 2016 was assessed to be insignificant.
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4.5 Categorisation of Financial Assets and Liabilities

The accounting classification of each category of financial instruments, for the Territory Banking Account, for
the years ended 30 June 2016 and 30 June 2015 is as follows:

Financial Financial
30 June 2016 Financial Assets at Liabilities
Assets at FVTPL at Total
Loans and FVTPL Held for  Amortised Carrying
Note Receivables  Designated Trading Cost Amount
No. $'000 $'000 $’000 $'000 $’000
Financial Assets
Loans and Receivable 7.2 2,099,094 0 0 0 2,099,094
Financial Assets at FVTPL
Directly Held
Cash Enhanced Fund 7.3 0 1,139,670 932 0 1,140,602
Indirectly Held
Cash Fund Unit Trust 73 0 1,001 0 0 1,001
Fixed Income Unit Trust 7.3 0 246,872 0 0 246,872
Financial Liabilities
Payables 8.1 0 0 0 40,384 40,384
Interest-Bearing Liabilities 8.2 0 0 0 5,594,569 5,594,569
Financial Financial
30 June 2015 Financial Assets at Liabilities
Assets at FVTPL at Total
Loans and FVTPL Held for  Amortised Carrying
Note Receivables Designated Trading Cost Amount
No. $’000 $’000 $’000 $’000 $’000
Financial Assets
Loans and Receivable 7.2 1,894,158 0 0 0 1,894,158
Financial Assets at FVTPL
Directly Held
Cash Enhanced Fund 7.3 0 1,147,960 0 0] 1,147,960
Indirectly Held
Cash Fund Unit Trust 7.3 0 154,500 0 0 154,500
Fixed Income Unit Trust 7.3 0 133,467 0 0 133,467
Financial Liabilities
Payables 8.1 0 0 0 29,901 29,901
Interest-Bearing Liabilities 8.2 0 0 0 4,994,156 4,994,156
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NOTE 5 INCOME ADMINISTERED ON BEHALF OF THE TERRITORY
5.1 Payment for Expenses on Behalf of the Territory
2016 2015
$’000 $’000
Payment for Expenses on Behalf of the Territory1 0 79,869
Total Payment for Expenses on Behalf of the Territory 0 79,869

! This appropriation has been discontinued from 2015-16. Refer to the Territorial Statement of Appropriation
for details.

5.2 Interest

5.2.1 Interest from Investments

On Investments Directly Held? 28,629 31,746
On Investments Indirectly Held 1 2
Cash at Bank® 13,670 12,644
Total Interest from Investments 42,300 44,392

% Investments directly held represent assets directly owned and held through a discretely managed fund.
Investment interest revenue was lower in 2015-16 due mainly to lower investment returns on lower
investment balances during the financial year.

: Represents interest for ACT Government agencies transactional bank account balances from Westpac
Banking Corporation. The increase in 2016 is due to higher levels of cash being retained in transactional
banking accounts during the year.

5.2.2 Interest from Loans and Advances

ACTION 343 386
Chief Minister, Treasury and Economic Development Directorate 1,524 1,747
Icon Water Limited” 70,846 © 70,592
University of Canberra’ 820 2,830
Total Interest from Loans and Advances 73,533 75,555

* The increase in 2015-16 from 2014-15 is due to higher outstanding loan balance offset by impact from lower
consumer price index on the inflation-linked loans provided to Icon Water Limited.

® The decrease in 2015-16 from 2014-15 is due to a lower outstanding loan balance following the early
repayment of loans.

Total Interest 115,832 119,947

5.3 Distributions

On Investments Indirectly Held 14,632 9,452
Total Distributions® 14,632 9,452

® The amount of distribution revenue received in any financial year is determined by a number of factors
including the levels of investment held in unit trusts and the level of distributable income available for the
period. The increase in 2015-16 reflects higher investment returns on higher levels of investment impacting
the amount of distribution earned.
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NOTE 5 INCOME ADMINISTERED ON BEHALF OF THE TERRITORY - CONTINUED
5.4 Gains on Investments at Fair Value through Profit or Loss

5.4.1 Realised Gains

2016 2015
$’000 $°000
On Investments Directly Held 4,499 1,622
Total Realised Gains’ 4,499 1,622

7 The variance in realised gains from year to year reflects the trading activity of the investment managers and
the individual asset class market returns achieved over the financial year.

5.4.2  Unrealised Gains

On Investments Directly Held 0 2,507
On Investments Indirectly Held 3,036 1,755
Total Unrealised Gains® 3,036 4,262

® The variance in unrealised gains from year to year reflects the trading activity of the investment managers
and the individual asset class market returns achieved over the financial year.

Total Gains on Investments at FVTPL 7,535 5,884
5.5 Transfers from ACT Government Agencies

ACT Gambling and Racing Commission 53,369 58,730
Chief Minister, Treasury and Economic Development Directorate™ 3,551,632 3,077,372
Commerce and Works Directorate™ 0 230,403
Education Directorate 0 3
Environment and Planning Directorate 19,939 44,348
Health Directorate 1,587 1,267
Justice and Community Safety Directorate 9,169 99,686
Territory and Municipal Services Directorate 157,488 64,408
Total Transfers from ACT Government Agencies9 3,793,183 3,576,217

® Transfer revenue represents the revenues collected by agencies on behalf of the Territory and then
transferred to the Territory Banking Account. This revenue includes taxes, fees, fines and Commonwealth
funding. Variations are driven by agency activity and are explained in the 2015-16 financial statements of each
agency.

1% As a result of the Administrative Arrangements 2014 (No.1) of 7 July 2014, Commerce and Works Directorate
was amalgamated with the Chief Minister, Treasury and Economic Development Directorate.

122 Chief Minister, Treasury and Economic Development Directorate: Annual Report 2015-16



Territory Banking Account
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTES INCOME ADMINISTERED ON BEHALF OF THE TERRITORY - CONTINUED
5.6 Other Income

5.6.1 Employer Superannuation Contributions

2016 2015
$’000 $’000
Employer Superannuation Contributions 137,640 137,390
Total Employer Superannuation Contributions™ 137,640 137,390

u Employer Superannuation Contributions represent notional employer contributions made by

ACT Government agencies and ActewAGL for employees with membership of the Commonwealth
Superannuation Scheme and the Public Sector Superannuation Scheme, as well as notional employer and
employee contributions in respect of the Members of the Legislative Assembly separate defined benefit
scheme. Variations are driven by agency activity.

5.6.2 Investment Fee Rebates

On Investments Indirectly Held (Designated) 369 253
Total Investment Fee Rebates” 369 253

1 Represents investment management fee rebates received from the fixed income unit trust in accordance
with the terms of the investment management agreement.

5.6.3 Other
Other Revenue 1,298 3,499
Total Other™ 1,298 3,499

2 Includes money. declared unclaimed in accordance with section 53A of the FMA and unclaimed money
revenue from the Public Trustee and Guardian.

Total Other Income 139,307 141,142

Total Income 4,070,490 3,932,511
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NOTE 6 EXPENSES ADMINISTERED ON BEHALF OF THE TERRITORY
6.1 Payments to ACT Government Agencies

6.1.1 Government Payment for Outputs

2016 2015

$'000 $’000
Auditor-General 2,759 2,701
ACT Gambling and Racing Commission 4,726 4,614
ACT Local Hospital Network 601,790 567,279
Canberra Institute of Technology 69,157 68,520
Capital Metro Agency 7,525 23,535
Chief Minister, Treasury and Economic Development Directorate™ 410,779 481,951
Community Services Directorate 251,972 244,172
Cultural Facilities Corporation 8,378 8,245
Economic Development Directorate™ 0 4,129
Education Directorate 626,616 591,010
Electoral Commissioner 2,872 2,387
Environment and Planning Directorate 49,842 63,218
Exhibition Park Corporation15 0 445
Health Directorate 272,366 252,617
Housing ACT 43,453 43,359
lcon Water Limited 11,401 11,123
Independent Competition and Regulatory Commission 260 534
Justice and Community Safety Directorate 249,458 253,622
Legal Aid Commission (ACT) 10,446 10,732
Office of the Legislative Assembly 8,221 7,641
Public Trustee and Guardian 1,120 1,063
Territory and Municipal Services Directorate 328,651 318,687
Total Government Payment for Outputsl‘1 2,961,792 2,961,583
6.1.2  Payments for Expenses on Behalf of the Territory
ACT Executive 9,120 8,223
Chief Minister, Treasury and Economic Development Directorate™ 71,191 75,705
Commerce and Works Directorate™ 0 272
Community Services Directorate 0 (5,298)
Economic Development Directorate™ 0 3,850
Education Directorate 260,174 250,015
Environment and Planning Directorate 1,989 1,868
Health Directorate 1,213 6,684
Justice and Community Safety Directorate 161,542 162,333
Office of the Legislative Assembly 6,458 5,659
Territory Banking Account 0 79,869
Total Payments for Expenses on Behalf of the Territory™ 511,687 589,180
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NOTE 6 EXPENSES ADMINISTERED ON BEHALF OF THE TERRITORY - CONTINUED

6.1.3  Capital Injections

Auditor-General

ACT Executive

ACT Gambling and Racing Commission
Canberra Institute of Technology
Capital Metro Agency

Chief Minister, Treasury and Economic Development Directorate™

Commerce and Works Directorate®
Community Services Directorate

Cultural Facilities Corporation

Economic Development Directorate™
Education Directorate

Electoral Commissioner

Environment and Planning Directorate
Exhibition Park Corporation*®

Health Directorate

Housing ACT

Justice and Community Safety Directorate
Legal Aid Commission (ACT)

Office of the Legislative Assembly
Superannuation Provision Account
Territory and Municipal Services Directorate
Territory Banking Account

Total Capital Injections14

Total Payments for Expenses to ACT Government Agencies

2016 2015
$7000 $°000

0 67

0 264

0 127

9,397 6,134
13,163 9
351,979 381,184
0 33,845

1,512 4,269
3,377 2,012

0 233
48,315 90,329
331 111
7,768 6,737

0 741
138,299 74,041
13,975 24,480
49,599 53,050
0 234

6,884 926
211,146 198,209
128,324 175,160
0 214
984,068 1,052,463
4,457,547 4,603,227

* Government Payments for outputs, Payments for expenses on Behalf of the Territory and Capital Injections
are the transfer of appropriated monies to ACT Government agencies from the Territory Banking Account.
Variations are driven by agency activity and are explained in the 2015-16 financial statements of each agency.

15 Following the Administrative Arrangements 2014 (No.1) of 7 July 2014 the Economic Development
Directorate and Commerce and Works Directorate was amalgamated with the Chief Minister, Treasury and
Economic Development Directorate. As notified on 3 December 2014, the Exhibition Park Corporation Repeal
Act 2014 resulted in the integration of the functions, staff, assets and liabilities of Exhibition Park Corporation

into Chief Minister, Treasury and Economic Development Directorate.
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6.2 Interest Expense
2016 2015
$’000 $’000
Promissory Notes™ 4,634 3,313
Inflation-Linked Bonds®’ 38,373 39,486
Fixed Rate Nominal Bonds™ 100,095 99,002
ACT Government Agencies Investment Deposit
Earnings™ 34,503 35,228
Commonwealth Loan” 30,717 8,817
Total Interest Expenses 208,322 185,846

®The higher borrowing cost in 2015-16 is due to a higher average amount of borrowings outstanding during
the year compared with the previous year.

7 The lower borrowing cost in 2015-16 is due to a lower impact from changes in the consumer price index on
the inflation-linked bonds as well as a lower amount of borrowings outstanding.

¥ The higher borrowing cost in 2015-16 is due to higher average amount of borrowings outstanding.

¥ The lower payments in 2015-16 is due to lower investment returns on deposits compared with 2014-15.
?The actual outcome in 2015-16 is higher than in 2014-15 due to higher levels of loans outstanding with the
receipt of the second tranche ($250m) of the $1 billion Commonwealth loan for the Loose Fill Asbestos
Insulation Eradication Scheme and a full year’s interest charged on the first tranche of the loan.

6.3 Losses on Investments at Fair Value through Profit or Loss

On Investments Directly Held (Designated) 2,240 0
On Investments Indirectly Held (Designated) 0 428
Total Losses on Investments at FVTPL* 2,240 428

?! The variance in losses from year to year reflects the trading activity of the investment managers and the
individual asset class market returns achieved over the financial year.

6.4 Investment Administration Expenses

Investment Management Services 676 609
Master Custody Investment Administration 152 323
Total Investment Administration Expenses22 829 932

* Investment Manager Fees are fees paid to fund managers for the management of the Territory Banking
Account Investment assets. Master Custody Fees are fees paid to a master custodian for holding assets and
maintaining the portfolio and accounting records for each investment manager.

6.5 Other Expenses

Other Expenses 443 79

Total Other Expenses23 443 79

% The variance from the 2014-15 year is mainly attributéd to dealer fees incurred as a result of a new long-
term market borrowing transactions completed during the year.

Total Expenses 4,669,380 4,790,512
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7.1 Cash
2016 2015
$’000 $’000
Cash Held at Bank 227,460 234,331

Total Cash® 227,460 234,331

 Actual result reflects operational and liguidity needs as well as timing of end-of-year cash flow transactions.

7.2 Loans and Receivables
7.2.1  Current — Transfer Revenue Receivable from ACT Government Agencies

ACT Gambling and Racing Commission 5,191 3,971
Chief Minister, Treasury and Economic Development Directorate 368,745 252,395
Environment and Planning Directorate 3,883 . 2,644
Justice and Community Safety Directorate 2,937 3,047
Land Development Agency 14,193 8,858
Territory and Municipal Services Directorate 59,491 3,112
Total Current Transfers Revenue Receivable® 454,440 274,027

 Variations are driven by agency activity and are explained in the 2015-16 financial statements of agencies.

7.2.2  Current — Loan Interest Receivable from ACT Government Agencies

Chief Minister, Treasury and Economic Development Directorate® 0 372
lcon Water Limited 4,922 5,269
University of Canberra®’ 0 455
Total Current Loan Interest Receivable 4,922 6,096

%% Current year result is nil because CMTEDD paid the interest owed at 30 June 2016 prior to the end of the
financial year.
“The University of Canberra paid its outstanding loans in full during the year.

7.2.3  Current— Investment Interest Receivable

Cash, Cash Enhanced and Fixed Income Funds®® 31,476 19,347
Total Current Investment Interest Receivable 31,476 19,347

% The increase from the previous year reflects higher distributable income as at year end.
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NOTE 7 ASSETS ADMINISTERED ON BEHALF OF THE TERRITORY - CONTINUED

7.2.4  Current — Loans Receivable from ACT Government Agencies

2016 2015
$'000 $’000
ACTION 341 341
Chief Minister, Treasury and Economic Development Directorate 51 0
Icon Water Limited” 23,261 91,280
University of Canberra® 0 1,244
Total Current Loans Receivable 23,653 92,865
*|con Water Limited paid its outstanding short-term loans in full during the year.
®The University of Canberra paid its outstanding loans in full during the year.
7.2.5  Current — Other Receivable
Australian Taxation Office (Goods and Services Tax) 5 15
Total Current Other Receivable 5 15
Total Current Loans and Receivables 514,496 392,350
7.2.6  Non-Current — Loans Receivable from ACT Government Agencies
ACTION 2,045 2,386
Chief Minister, Treasury and Economic Development Directorate® 69,561 69,612
Icon Water™? 1,512,922 1,399,646
University of Canberra® 0 30,164
Total Non-Current Loans Receivable 1,584,598 1,501,308

3 Comprises of loans related to Community Housing Canberra and the former Exhibition Park Corporation.
Refer 2015-16 Budget Paper 3, Appendix N.

*2 | 0ans to lcon Water comprise promissory notes, fixed rate nominal bonds and inflation-linked bonds. The
increase in 2015-16 from 2014-15 reflects a new long term borrowing provided during the financial year.

*The University of Canberra paid its outstanding loans in full during the year.

Total Loans and Receivables® 2,099,094 1,894,158

* The Territory Banking Account does not hold any collateral for the above financial instruments. The risk of
the loans and interest not being received is considered low as the loans are with ACT Government related
agencies,
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Territory Banking Account
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 7 ASSETS ADMINISTERED ON BEHALF OF THE TERRITORY - CONTINUED
7.3 Investments
{a) Investment Summary

The following provides the investment summary of the Territory Banking Account as at the balance date. The
investment summary comprise a group of financial assets (including restricted cash) and financial liabilities
that is risk managed, and its performance is evaluated on a net basis in accordance with the Territory Banking
Account’s investment strategy. All investments are designated at Fair Value through Profit and Loss.
Derivatives are held-for-trading.

2016 2015
Investment Summary®> $’000 $’000
Financial Assets at Fair Value:
Discount Securities 243,172 373,662
Fixed Income Securities 1,115,000 914,984
Unit Trust
Financial Liabilities at Fair Value
Derivatives 932 3,605
1,357,240 1,285,041
Other Financial Instruments at Balance Date
Cash, Receivables and Other Assets 56,646 171,156
Payables 25,412 20,270
31,234 150,886
Net Financial Investments 1,388,475 1,435,927

* The investment assets held by the Territory Banking Account are invested for the purpose of maximising
interest earned within established risk and return tolerances of the Territory by contracted external
professional investment managers.

The following tables provide more details in relation to investments held at balance date.

{b) Directly/indirectly Held Financial Investments Breakdown
Breakdown of Territory Banking Account’s directly/indirectly held investments.

Financial Assets at Fair Value

Investments Directly Held 1,140,602 1,147,960
Investments Indirectly Held 247,872 287,967
Total Financial Asset Investments 1,388,475 1,435,927
(i) Directly Held Asset Class Financial Investments Breakdown

Breakdown, by asset class, of the Territory Banking Account’s directly held investments.

Asset Class — Investments Directly Held
Cash Enhanced Fund™ 1,140,602 1,147,960
Total Investments Directly Held 1,140,602 1,147,960

*For the year ended 30 June 2016, the net investment return was 2.51% (2014-15: 3.10%).
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For the Year Ended 30 June 2016

NOTE 7 ASSETS ADMINISTERED ON BEHALF OF THE TERRITORY - CONTINUED
7.3 Investments — Continued
(i) Indirectly Held Asset Class Financial Investments Breakdown

Breakdown, by asset class, of the Territory Banking Account’s indirectly held investments.

2016 2015
Asset Class — Investments Indirectly Held $’000 $’000
Unit Trust — Cash®’ 1,001 154,500
Unit Trust — Fixed Income™® 246,872 133,467
Total Investments Indirectly Held 247,873 287,967

* For the year ended 30 June 2016, the net investment return was 2.08% (2014-15: 2.70%). Investment levels
are an aggregate of underlying agencies investing activities. ‘
*Eor the year ended 30 June 2016, the net investment return was 6.84% (2014-15: 5.61%).

Total Financial Investments by Asset Class 1,388,475 1,435,927

NOTE 8 LIABILITIES ADMINISTERED ON BEHALF OF THE TERRITORY

8.1 Payables
8.1.1 Current— Accrued Interest Payable to ACT Government Agencies

ACT Government Agencies Investment Interest® ) 25,210 15,139

Total Accrued Interest Payable to Agencies 25,210 15,139

* The actual results reflect the trading activity of the investment managers and the individual asset class
market returns achieved over the financial year and the amount of funds under investment.

8.1.2  Current — Accrued Interest Payable External

Promissory Notes 0 405
Inflation-Linked Bonds 12,023 11,707
Fixed Rate Nominal Bonds ‘ 3,151 2,650
Total Accrued Interest Payable External 15,174 14,762
Total Payables‘w . 40,384 29,901

0
“ All payables are current and not overdue,
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NOTE 8 LIABILITIES ADMINISTERED ON BEHALF OF THE TERRITORY - CONTINUED
8.2 Interest-Bearing Liabilities

8.2.1 Current - ACT Government Agency Investment Deposits

2016 2015
$’000 $’000
General Government Sector Agencies 857,411 838,737
Public Trading Enterprise Sector Agencies 0 118,091
Total ACT Government Agency Investment Deposits41 857,411 956,829
* Actual results reflect underlying agency activity.
8.2.2  Current — External Borrowings
Promissory Notes™ 0 159,434
Inflation-Linked Bonds™ ‘ 23,084 30,820
Commonwealth Borrowings ** 3,853 3,711
Total External Borrowings 26,937 193,965

42Outstanding short-term borrowings were repaid in full during the year.
* Decrease in 2015-16 result reflects scheduled estimated repayments to be made in the next twelve months.

Total Current Interest-Bearing Liabilities 884,349 1,150,794

8.2.3  Non-Current — ACT Government Agency investment Deposits

General Government Sector Agencies 185,351 73,266
Total ACT Government Agency Investment Deposits 185,351 73,266

8.2.4  Non-Current — External Borrowings

Inflation-Linked Bonds™ 776,428 787,107
Fixed Rate Nominal Bonds® 2,676,606 2,157,300
Commonwealth Borrowings45 1,071,835 825,689
Total External Borrowings 4,524,869 3,770,096

*“The decrease in 2015-16 reflects scheduled repayment of inflation-linked bond loans.

** The increase in 2015-16 reflects the higher levels of fixed rate borrowings due to new borrowings raised
during the financial year to meet cash flow requirements and the receipt of the second and final tranche of the
Commonwealth loan provided to finance the Loose Fill Asbestos Insulation Eradication Scheme {$250 million).
This is offset by the scheduled repayment of other non-related Commonwealth loans.

Total Non-Current Interest-Bearing Liabilities 4,710,220 3,843,362

Total Interest-Bearing Liabilities 5,594,569 4,994,156
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NOTE 9 EQUITY
9.1 Distributions from ACT Government Agencies
2016 2015
$’000 $’000
ACT Insurance Authority 60,000 0
ACT Local Hospital Network 0 20,000
Chief Minister, Treasury and Economic Development Directorate 73,269 150,565
Community Services Directorate 0 119
Health Directorate 0 27,000
Home Loan Portfolio 0. 2,500
Land Development Agency 5,335 8,858
Total Distributions from ACT Government Agencies46 138,604 209,042

* Variations are driven by agency activity and are explained in the 2015-16 financial statements of each

agency.
9.2 Movements in Equity during the Financial Year

Accumulated Deficits v (1,919,924) (1,459,641)
Total Equity (1,919,924) (1,459,641)

Reconciliation of Movements in Equity During the Year

Accumulated Funds

Balance at the Beginning of the Reporting Period (1,459,641) (847,942)
Operating (Deficit) (598,891) (858,001)
Capital Distributions 138,604 209,042
Capital Injections 0 214
Increase in Assets from Administrative Restructuring 0 112,012
Increase in Liabilities from Administrative Restructuring 0 (74,966)
Total Balance at the End of the Reporting Period (1,919,924) (1,459,641)
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NOTE 10 CASH FLOW RECONCILIATION
(a) Reconciliation of Cash at the End of the Reporting Period in the Cash Flow Statement on Behalf of
the Territory to the Equivalent items in the Statement of Assets and Liabilities on Behalf of the
Territory
2016 2015
$’000 $’000
Total Cash Disclosed on the Statement of Assets and
Liabilities on Behalf of the Territory 227,460 234,331
Cash at the End of the Reporting Period as Recorded in
the Cash Flow Statement on Behalf of the Territory 227,460 234,331
(b) Reconciliation of the Operating (Deficit) to Net Cash Inflows from Operating Activities
Operating (Deficit) (598,891} (858,001)
Non Cash Items
Capital Payments to ACT Government Agencies 984,068 1,049,633
Net Change in Value of Financial Investments and
Liabilities 5,281 (3,002)
Cash Before Changes in Operating Assets and Liabilities 989,349 1,046,631
Changes in Operating Assets and Liabilities
{Increase) in Income Receivable (191,356) (70,702)
Decrease in Prepayments 0 5,298
Increase/(Decrease) in Interest Payable 10,482 (321)
Net Changes in Operating Assets and Liabilities (180,874) (65,725)
Net Cash Inflow from Operating Activities 209,584 122,905

NOTE 11 AUDITOR’S REMUNERATION

The ACT Audit Office performs the audit for the Territory Banking Account's financial statements. No other
services are provided. Payment for auditors' remuneration is made by Chief Minister, Treasury and Economic

Development Directorate (2015-16: $42,829 and 2014-15: $41,261).
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Statement of Performance
For the Year Ended
30 June 2016

Territory Banking Account
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A d Off AUDITOR-GENERALANOFF!CER
uatt [of <] OF THE ACT LEGISLATIVE ASSEMBLY

REPORT OF FACTUAL FINDINGS
TERRITORY BANKING ACCOUNT

To the Members of the ACT Legislative Assembly

Report on the statement of performance

The statement of performance of the Territory Banking Account for the year ended
30 June 2016 has been reviewed.

Responsibility for the statement of performance

The Under Treasurer is responsible for the preparation and fair presentation of the
statement of performance of the Territory Banking Account in accordance with the
Financial Management Act 1996. This includes responsibility for maintaining
adequate records and internal controls that are designed to prevent and detect
fraud and error, and the systems and procedures to measure the results of the
accountability indicators reported in the statement of performance.

The auditor’s responsibility

Under the Financial Management Act 1996 and Financial Management (Statement
of Performance Scrutiny) Guidelines 2016, | am responsible for providing a report of
factual findings on the statement of performance.

The review was conducted in accordance with Australian Auditing Standards
applicable to review engagements, to provide assurance that the results of the
accountability indicators reported in the statement of performance have been fairly
presented in accordance with the Financial Management Act 1996.

A review is primarily limited to making inquiries with representatives of the Territory
Banking Account, performing analytical and other review procedures and examining
other available evidence. These review procedures do not provide all of the evidence
that would be required in an audit, therefore, the level of assurance provided is less
than that given in an audit. An audit has not been performed and no audit opinion is
being expressed on the statement of performance.

The review did not include an assessment of the relevance or appropriateness of the
accountability indicators reported in the statement of performance or the related
performance targets. '

Volume 2.2 139



No opinion is expressed on the accuracy of explanations provided for variations
between actual and targeted performance due to the often subjective nature of such
explanations.

As disclosed in the statement of performance, in accordance with the Financial
Management (Statement of Performance Scrutiny) Guidelines 2016, the Total Cost
information included in the statement of performance has not been reviewed.

Electronic presentation of the statement of performance

Those viewing an electronic presentation of this statement of performance should
note that the review does not provide assurance on the integrity of information
presented electronically, and does not provide an opinion on any other information
which may have been hyperlinked to or from this statement of performance. If users
of this statement of performance are concerned with the inherent risks arising from
the electronic presentation of information, they are advised to refer to the printed
copy of the reviewed statement of performance to confirm the accuracy of this
electronically presented information.

Independence

Applicable independence requirements of Australian professional ethical
pronouncements were followed in conducting the review.

Review opinion

Based on the review procedures, no matters have come to my attention which
indicate that the results of the accountability indicators, reported in the statement of
performance of the Territory Banking Account for the year ended 30 June 2016, are
not fairly presented in accordance with the Financial Management Act 1996.

This review opinion should be read in conjunction with the other information
disclosed in this report.

Dr Maxine Coope |
Auditor-General
[ éSeptember 2016
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Territory Banking Account
Statement of Performance
For the Year Ended 30 June 2016

Statement of Responsibility

In my opinion, the Statement of Performance is in agreement with the Territory Banking
Account’s records and fairly reflects the service performance of the Territory Banking
Account in providing each class of outputs during the year ended 30 June 2016 and also
fairly reflects the judgements exercised in preparing them.

7
a{;\licol

Under Treasurer
Chief Minister, Treasury and Economic Development Directorate

/,g September 2016
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Section C - Financial Management Reporting

C.1 FINANCIAL MANAGEMENT ANALYSIS

General Overview
Objectives

The role of the Australian Capital Territory Compulsory Third-Party Insurance regulator
(CTP regulator) is to regulate the compulsory third-party (CTP) insurance scheme in the ACT under
the CTP Act. The CTP regulator’s functions are to be carried out in accordance with the objectives of
the CTP Act under section 5A, which are to:

= continue improving the system of CTP insurance, and the scheme of statutory insurance for
uninsured and unidentified vehicles operating in the ACT;

= promote competition in setting premiums for CTP policies;

= keep the costs of insurance at an affordable level;

= provide for the licensing and supervision of insurers providing insurance under CTP insurance
policies;

= encourage the speedy resolution of personal injury claims resulting from motor accidents;

= promote and encourage, as far as practicable, the rehabilitation of people injured in motor
accidents;

®* maintain a register of motor accident claims to help the administration of the statutory
insurance scheme and the detection of fraud; and

= promote measures directed at eliminating or reducing causes of motor accidents and mitigating
their results.

In accordance with section 163C(1) of the CTP Act, the CTP regulator collects an amount for the

Nominal Defendant Fund from each licensed CTP insurer in the Territory, as well as the

Commonwealth and ACT Governments, that appropriately covers the claims against uninsured or

unidentified motor vehicles for which the Nominal Defendant has responsibility. The amount

collected by the CTP regulator is transferred to the Office of the Nominal Defendant.

Risk Management

The CTP regulator developed and implemented a risk management plan in accordance with the
Australian/New Zealand risk management AS/NZS 1SO 31000:2009 and the ACT Government’s
“Enterprise Wide Risk Management Framework”. The CTP regulator has overall responsibility for
risk management, and for ensuring compliance with the risk management plan.

The key risks identified are financial, operational, legal and reputational. The key operational risk is
related to whether the CTP regulator has sufficient resources, both in terms of financial and staffing
capacity (including the number of staff as well as staff experience and expertise), to fulfil its
obligations and operate effectively.

The risks are mitigated through the use of appropriate governance structures, application of risk
based management strategies and financial reporting processes.
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Financial Performance

The following financial information is based on the audited Financial Statements for 2015-16 and
2014-15, and the forward estimates contained in the 2016-17 Budget Statements.

Total Expenses

1. Components of Expenses

For the financial year ended 30 June 2016, the CTP regulator recorded total expenses of
$0.409 million. The largest component was administrative support expenses within supplies and
services, which represents 44 per cent of the total expenditure or $0.180 million. Administrative
support expenses were associated with the reimbursement of salary and superannuation expenses
for Chief Minister, Treasury and Economic Development Directorate (CMTEDD) staff to undertake
the CTP regulator's functions in 2015-16. The CTP regulator did not employ any staff during 2015-16.

Figure 1 indicates the components of the CTP regulator’s expenses for 2015-16,

Figure 1 — Components of Expenses
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2. Comparison to Budget

Total expenses of $0.409 million were $0.089 million, or 18 per cent lower than the 2015-16 Budget
of $0.498 million. This was mainly due to lower than anticipated expenses on actuarial costs ($0.048
million), information technology ($0.034 million), arbitration costs ($0.020 million) and depreciation
(50.038 million). This was partly offset by an increase in expenses relating to road safety initiatives
(50.059 million).

3. Comparison to 2014-15 Actual Expenses

Total expenses of $0.409 million in 2015-16 were $0.088 million, or 27 per cent higher than the
2014-15 actual result of $0.321 million. This was mainly due to an increase in administrative support
costs ($0.075 million) associated with the reimbursement of salary and superannuation expenses for
CMTEDD staff to undertake the CTP regulator's functions in 2015-16 and an increase in actuarial
costs ($0.023 million) associated with increased premium filings and scheme work. The
administrative support costs were lower in 2014-15 due to periods of staff vacancies.
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A premium filing is a report provided by a CTP insurer to the CTP regulator containing a range of
information in support of its annual CTP premium. The filing is assessed by the scheme actuary to
ensure the CTP insurance scheme remains fully funded and that the premium is not excessive.

4. Future Trends

Expenses are budgeted to increase by $0.097 million (23.7 per cent) in 2016-17 mainly due to:

e higher ICT costs associated with the ACT transitioning away from the Queensland Personal
Injury Register (PIR) hosted system and the CTP regulator implementing its own claims
register on the ACT Government’s ICT platform;

e depreciation costs relating to the ACT PIR system; and
e higher actuarial costs due to more scheme actuarial work.
Expenses are expected to remain steady in 2017-18.

Total Income

1. Components of Income

For the year ended 30 June 2016, the CTP regulator recorded a total income of $0.511 million. The
CTP regulator’s income was derived from the levy on ACT CTP vehicle registrations ($0.489 million)
and interest from cash at bank ($0.022 million).

Figure 2 indicates the components of the CTP regulator’s income for 2015-16.

Figure 2 — Components of Income
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2. Comparison to Budget

Revenue for the year ended 30 June 2016 was $0.013 million (2.5 per cent) higher than the 2015-16
Budget of $0.498 million. This was mainly due to higher than expected interest revenue.
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3. Comparison to 2014-15 Actual Income

Total revenue of $0.511 million for 2015-16 was slightly higher $0.007 million (1 per cent) than the
2014-15 actual revenue of $0.504 million. Actual income remains consistent with the prior year.

4. Future Trends

Income is budgeted to decrease slightly by $0.005 (0.2 per cent) million in 2016-17 due to an
anticipated reduction in interest revenue in 2016-17, resulting from an expected reduction in the
bank balance from funding software improvements. Income is then expected to increase in 2017-18
and the forward years due to an increase in income from the CTP regulator insurance levy in line
with the projected population growth (the indicator used for vehicle registration growth).

Financial Position
Total Assets

1. Components of Total Assets

The total asset position at 30 June 2016 was $0.701 million and shows the CTP regulator held 69 per
cent of its assets in cash.

Figure 3 indicates the components of the CTP regulator’s total assets as at 30 June 2016

Figure 3 — Total Assets at 30 June 2016
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2. Comparison to Budget

Total assets of $0.701 million at 30 June 2016 were $0.153 million or 28 per cent higher than the
Budget of $0.548 million mainly due to cash held at the bank associated with:

e higher than budgeted cash at the beginning of the financial year;

e lower than anticipated cash outflows on areas in actuarial, information technology and
arbitration;

e higher than budgeted interest revenue; and

e which was partly offset by a reduction in non-current assets due to a slower than
anticipated transition of the ACT Personal Injury Register database onto the ACT
Government ICT Platform.

3. Comparison to 2014-15 Actuals

Total assets at 30 June 2016 of $0.701 million were $0.174 million, or 33 per cent higher than the 30
June 2015 actual result of $0.527 million. The increase was mainly due to the capital works in
progress related to software.

4. Liquidity

‘Liquidity’ is the ability of the CTP regulator to satisfy its short-term debts as they fall due. A common
indicator for liquidity is the current ratio, which compares the ability to fund short-term liabilities
from short-term assets. A ratio of less than 1-to-1 may indicate a reliance on the next financial
year’s CTP regulator insurance levy to meet short-term debts.

Table 1 indicates the liquidity position of the CTP regulator.

Table 1 — Current Ratio

Description Prior Year Current Year Current Year Forward Year Forward Forward Year
Actual Budget Actual Budget Year Budget Budget
2014-15 2015-16 2015-16 2016-17 2017-18 2018-19
$’000 $’000 $’000 $’000s $’000s $’000s
Current Assets 527 299 540 372 429 486
Current Liabilities 21 57 93 20 20 20
Current Ratio 25.10:1 5.25:1 5.81:1 18.60:1 21.45:1 24.30:1

The CTP regulator’s current ratio at 30 June 2016 was 5.81:1, which is higher than the budgeted
current ratio of 5.25:1. The high current ratio resulted from a higher than anticipated cash at bank
balance.

The CTP regulator has budgeted to maintain a strong level of liquidity for future years. The
maintenance of the cash levels provide a buffer if the number of short term vehicle registrations
decrease in the future which will reduce revenue.
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Total Liabilities

1. Components of Total Liabilities

The CTP regulator’s total liabilities of $0.093 million at 30 June 2016 relate to accrued expenses
associated with audit fees, actuarial expenses, ICT expenses and Capital Works in Progress.

2. Comparison to Budget

Total liabilities of $0.093 million, at 30 June 2016 were $0.036 million or 63 per cent higher than the
Budget of $0.057 million. This was mainly due to the receipt of invoices relating to the capital works
in progress after the end of the reporting period.

3. Comparison to 2014-15 Actuals

The actual liabilities of $0.093 million at 30 June 2016 were $0.072 million or 343 per cent higher
than the 30 June 2015 actual amount of $0.021 million. This was mainly due to the receipt of
invoices after the end of the financial year which were paid after 30 June 2016.
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| ACT Audit Office OF THEAC EGISUATE AsSevi

INDEPENDENT AUDIT REPORT
ACT COMPULSORY THIRD-PARTY INSURANCE REGULATOR

To the Members of the ACT Legislative Assembly

Report on the financial statements

The financial statements of the ACT Compulsory Third-Party Insurance Regulator (the
Regulator) for the year ended 30June 2016 have been audited. These comprise the
operating statement, balance sheet, statement of changes in equity, cash flow statement
and accompanying notes.

Responsibility for the financial statements

The ACT Compulsory Third-Party Insurance Regulator is responsible for the preparation and
fair presentation of the financial statements in accordance with the Financial Management
Act 1996. This includes responsibility for maintaining adequate accounting records and
internal controls that are designed to prevent and detect fraud and error, and the
accounting policies and estimates used in the preparation of the financial statements.

The auditor’s responsibility

Under the Financial Management Act 1996, | am responsible for expressing an independent
audit opinion on the financial statements of the Regulator.

The audit was conducted in accordance with Australian Auditing Standards to provide
reasonable assurance that the financial statements are free of material misstatement.

| formed the audit opinion following the use of audit procedures to obtain evidence about
the amounts and disclosures in the financial statements. As these procedures are influenced
by the use of professional judgement, selective testing of evidence supporting the amounts
and other disclosures in the financial statements, inherent limitations of internal control and
the availability of persuasive rather than conclusive evidence, an audit cannot guarantee
that all material misstatements have been detected.

Although the effectiveness of internal controls is considered when determining the nature
and extent of audit procedures, the audit was not designed to provide assurance on internal
controls.

The audit is not designed to provide assurance on the appropriateness of budget
information included in the financial statements or to evaluate the prudence of decisions
made by the Regulator.
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Electronic presentation of the audited financial statements

Those viewing an electronic presentation of these financial statements should note that the
audit does not provide assurance on the integrity of information presented electronically,
and does not provide an opinion on any other information which may have been hyperlinked
to or from these financial statements. If users of these statements are concerned with the
inherent risks arising from the electronic presentation of information, then they are advised
to refer to the printed copy of the audited financial statements to confirm the accuracy of
this electronically presented information.

Independence

Applicable independence requirements of Australian professional ethical pronouncements
were followed in conducting the audit. '

Audit opinion
In my opinion, the financial statements of the Regulator for the year ended 30 June 2016:

(i) are presented in accordance with the Financial Management Act 1996, Australian
Accounting Standards and other mandatory financial reporting requirements in
Australia; and

(ii) present fairly the financial position of the Regulator at 30 June 2016 and the results
of its operations and cash flows for the year then ended.

The audit opinion should be read in conjunction with other information disclosed in this
report.

Bernie Sheville
Director, Financial Audits
15 August 2016
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ACT Compulsory Third-Party Insurance Regulator
Financial Statements
For the Year Ended 30 June 2016

Statement of Responsibility

In my opinion, the financial statements have been prepared in accordance with generally
accepted accounting principles, are in agreement with the Australian Capital Territory (ACT)
Compulsory Third-Party (CTP) Insurance regulator’s accounts and records and fairly reflect
the financial operations of the ACT CTP Insurance regulator for the year ended 30 June 2016
and the financial position of the ACT CTP Insurance regulator on that date.

Lisa Holmes
Acting ACT Compulsory Third-Party Insurance Regulator
Chief Finance Officer

<. August 2016
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ACT Compulsory Third-Party Insurance Regulator
Operating Statement
For the Year Ended 30 June 2016

Original
Note Actual Budget Actual
No. 2016 2016 2015
$’000 $’000 $’000
Income
Revenue
CTP Insurance Levy 3 489 481 471
Interest 4 22 17 33
Total Revenue 511 498 504
Total Income 511 498 504
Expenses
Supplies and Services 5 409 443 321
Depreciation and Amortisation - 38 -
Other Expenses - 17 -
Total Expenses 409 498 321
Operating Surplus 102 - 183
Total Comprehensive Income 102 - 183

The above Operating Statement should be read in conjunction with the accompanying notes.

These statements may not add due to rounding.

Budget numbers appearing in the Operating Statement are based on the CTP regulator's Statement of
Intent.
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ACT Compulsory Third-Party Insurance Regulator
Balance Sheet
As at 30 June 2016

Current Assets

Cash and Cash Equivalents
Receivables

Total Current Assets
Non Current Assets

Capital Works in Progress
Intangible Assets

Total Non Current Assets
Total Assets

Current Liabilities
Payables

Total Current Liabilities
Total Liabilities

Net Assets

Equity

Accumulated Funds

Total Equity

The above Balance Sheet should be read in conjunction with the accompanying notes.

Note Actual
No. 2016

$'000

7 483

540

9 161

161

701

10 93
93

93

608

608

608

These statements may not add due to rounding.

Original
Budget
2016
$’000

253
46

299

249

249

548

57

57

57

491

491

491

Actual
2015
$'000

485
42

527

527

21

21

21

506

506

506

Budget numbers appearing in the Balance Sheet are based on the CTP regulator's Statement of Intent.
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ACT Compulsory Third-Party Insurance Regulator
Statement of Changes in Equity
For the Year Ended 30 June 2016

For the Year Ended 30 June 2016 Accumulated Total
Funds Equity Original
Actual Actual Budget
2016 2016 2016
$’000 $’000 $’000
Balance at 1July 2015 506 506 491
Comprehensive Income
Operating Surplus 102 102 -
Total Comprehensive Income 102 102 -
Balance at 30 June 2016 608 608 491
For the Year Ended 30 June 2015 Accumulated Total
Funds Equity
Actual Actual
2015 2015
$’000 $'000
Balance at 1July 2014 323 323
Comprehensive Income
Operating Surplus 183 183
Total Comprehensive Income 183 183
Balance at 30 June 2015 506 506

The above Statement of Changes in Equity should be read in conjunction with the accompanying notes.

These statements may not add due to rounding.

Budget numbers appearing in the Statement of Changes in Equity are based on the CTP regulator's Statement

of Intent.
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ACT Compulsory Third-Party Insurance Regulator
Cash Flow Statement
For the Year Ended 30 June 2016

Original
Note Actual Budget Actual
No. 2016 2016 2015
$’000 $’000 $'000
Cash Flows from Operating Activities
Receipts
CTP Insurance Levy 485 481 470
Interest Received 22 17 33
Goods and Services Tax Input Tax Credits From
the Australian Taxation Office 20 - 20
Total Receipts from Operating Activities 527 498 523
Payments
Supplies and Services 338 443 357
Goods and Services Tax Paid to Suppliers 30 - 15
Other - 17 -
Total Payments for Operating Activities 368 460 372
Net Cash Inflows from Operating Activities 12 159 38 151
Cash Flows from Investing Activities
Payments
Capital Works in Progress 161 - -
Intangible Assets - 287 -
Total Payments from Investing Activities 161 287 -
Net Cash (Outflows) from Investing Activities (161) (287) -
Net (Decrease)/Increase in Cash and Cash Equivalents
Held (2) (249) 151
Cash and Cash Equivalents at the Beginning of the
Reporting Period 485 502 334
Cash and Cash Equivalents at the End of the Reporting
Period 7 483 - 253 485

The above Cash Flow Statement should be read in conjunction with the accompanying notes.
These statements may not add due to rounding.
Budget numbers appearing in the Statement of Cash Flows are based on the CTP regulator's Statement of I ntent.
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ACT Compulsory Third-Party Insurance Regulator
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

Note Note Index List
Note 1 Objectives of ACT Compulsory Third-Party Insurance Regulator
Note 2 Significant Accounting Policies

Income Notes
Note 3 Compulsory Third-Party Insurance Levy
Note 4 Interest

Expense Notes
Note 5 Supplies and Services

Note 6 Auditor's Remuneration

Asset Notes

Note 7 Cash and Cash Equivalents
Note 8 Receivables
Note 9 Capital Works in Progress

Liability Notes

Note 10 Payables
Other Notes
Note 11 Financial Instruments
Note 12 Cash Flow Reconciliation
Note 13 Third Party Monies Collected on Behalf of the Nominal Defendant Fund
Note 14 Budgetary Reporting - Explanation of Major Variances between

Actual Amounts and Original Budget Amounts
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ACT Compulsory Third-Party Insurance Regulator
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE1. OBJECTIVES OF THE ACT COMPULSORY THIRD-PARTY INSURANCE
REGULATOR
The ACT Compulsory Third-Party Insurance Regulator’s (CTP regulator) functions are to be carried

out consistent with the objectives of the Road Transport (Third-Party Insurance) Act 2008 (the
CTP Act). The objectives of the CTP Act, under section 5A are to:

a) continue and improve the system of compulsory third-party insurance (and the scheme of
statutory insurance for uninsured and unidentified vehicles) operating in the ACT;

b) promote competition in setting premiums for CTP policies;

c) keep the costs of insurance at an affordable level;

d) provide for the licensing and supervision of insurers providing insurance under CTP
insurance policies;

e) encourage the speedy resolution of personal injury claims resulting from motor accidents;

f) promote and encourage, as far as practicable, the rehabilitation of people injured in
motor accidents;

g) maintain a register of motor accident claims to help the administration of the statutory
insurance scheme and the detection of fraud; and

h) promote measures directed at eliminating or reducing causes of motor accidents and

mitigating their results.

In accordance with section 163C(1) of the CTP Act, the CTP regulator collects an amount for the
Nominal Defendant Fund from each licensed CTP insurer in the Territory, as well as the
Commonwealth and ACT Governments, that covers the claims against uninsured or unidentified
motor vehicles for which the Nominal Defendant has responsibility. The amount collected by the
CTP regulator is transferred to the Office of the Nominal Defendant.

NOTE2. SIGNIFICANT ACCOUNTING POLICIES

(a) Basis of Preparation
The Financial Management Act 1996 (FMA) requires the preparation of annual financial
statements for ACT Territory Authorities.

The FMA and the Financial Management Guidelines issued under the Act, requires that a Territory
Authority’s financial statements include:

(i) an Operating Statement for the reporting period;

(i) aBalance Sheet at the end of the reporting period;

(iii)  aStatement of Changes in Equity for the reporting period;

(iv) aCash Flow Statement for the reporting period;

(v)  the significant accounting policies adopted for the reporting period; and

(vi)  such other statements as are necessary to fairly reflect the financial operations of the
Territory Authority during the reporting period and its financial position at the end of
the year.

These general-purpose financial statements have been prepared to comply with ‘Generally
Accepted Accounting Principles’ (GAAP) as required under the FMA. The financial statements
have been prepared in accordance with:

(i) Australian Accounting Standards; and
(ii)  ACT Accounting and Disclosure Policies.

The financial statements have been prepared using the accrual basis of accounting, which
recognises the effects of transactions and events when they occur. The financial statements have
also been prepared according to the historical cost convention.
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ACT Compulsory Third-Party Insurance Regulator
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 2. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

These financial statements are presented in Australian dollars, which is the CTP regulator’s
functional currency.

The CTP regulator is an individual reporting entity.

(b) The Reporting Period

These financial statements state the financial performance, changes in equity and cash flows of
the CTP regulator for the year ended 30 June 2016, and the financial position of the CTP regulator
at 30 June 2016.

(c) Comparative Figures

Budget Figures

The Financial Management Act 1996 requires the statements to facilitate a comparison with the
Statement of Intent. Budget numbers are as per the Statement of Intent.

Prior Year Comparatives

Comparative information has been disclosed in respect of the previous period for amounts
reported in the financial statements, except where an Australian Accounting Standard does not
require comparative information to be disclosed.

Where the presentation or classification of items in the financial statements is amended, the
comparative amounts have been reclassified where practical. Where a reclassification has
occurred, the nature, amount and reason for the reclassification is provided.

(d) Rounding
All amounts in the financial statements have been rounded to the nearest thousand dollars
($000). Use of “-“represents zero amounts or amounts rounded down to zero.

(e) Revenue Recoghnition

Revenue is recognised at the fair value of the consideration received or receivable in the
Operating Statement. All revenue is recognised to the extent that it is probable that the
economic benefits will flow to the regulator and the revenue can be reliably measured. In
addition, the following specific recognition criteria must also be met before revenue is
recognised.

CTP Insurance Levy

The CTP Insurance Levy is recognised as revenue at the time the CTP regulator obtains control
over the economic benefits embodied in the levy. The CTP regulator has assessed that control is
established when a taxpayer registers a motor vehicle and pays the CTP insurance premium. The
levy is payable upfront on any CTP insurance policy taken out during the reporting period.

Interest
Interest revenue is recognised using the effective interest method.

(f) Waivers of Debt

Debts that are waived under section 131 of the FMA are expensed during the reporting period in
which the right to payment was waived. No debts were waived in the 2015-16 reporting period
(2014-15: Nil).
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ACT Compulsory Third-Party Insurance Regulator
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 2. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(g) Current and Non-Current Iltems

Assets and liabilities are classified as current or non-current in the Balance Sheet and in the
relevant notes. Assets are classified as current where they are expected to be realised within

12 months after the reporting date. Liabilities are classified as current when they are due to be
settled within 12 months after the reporting date, or the CTP regulator does not have an
unconditional right to defer settiement for at least 12 months after the reporting date.

Assets and liabilities which do not fall within the current classification are classified as non-
current.

(h) Cash and Cash Equivalents

For the purposes of the Cash Flow Statement and the Balance Sheet, cash includes cash at bank
and cash on hand. Cash equivalents are short-term, highly liquid investments that are readily
convertible to known amounts of cash and which are subject to an insignificant risk of changes in
value,

(i) Receivables

Accounts receivable are initially recognised at fair value and are subsequently measured at
amortised cost, with any adjustments to the carrying amount being recorded in the Operating
Statement.

An allowance for impairment losses represents the amount of receivables the CTP regulator
estimates will not be repaid. The allowance for impairment losses is based on objective evidence
and a review of overdue balances.

The receivable at 30 June 2016 is mainly associated with the CTP Levy for June 2016 which was
collected by Access Canberra entity on behalf of the CTP regulator and only needs to be remitted
to the CTP regulator.

No bad debts were written off during the year ended 30 June 2016 (2014-15: Nil).

(i) Payables

Payables are initially recognised at fair value based on the transaction cost and subsequent to
initial recognition at amortised cost, with any adjustments to the carrying amount being recorded
in the Operating Statement. All amounts are normally settled within 7 days after the invoice is
received.

Payables include Trade Payables, Accrued Expenses and Other Payables.

(k) Employee Benefits

The CTP regulator does not employ any staff. The CTP regulator’s functions are undertaken by
officers from the Chief Minister Treasury and Economic Development Directorate (CMTEDD). The
Financial Framework Management and Insurance (FFMI) Branch of the Economic and Financial
Group provides support to the CTP regulator by providing staff to carry out the CTP regulator’s
functions. In 2015-16, the CTP regulator reimbursed CMTEDD for the employee expenses
associated with the staff allocated to carrying out the CTP regulator’s functions. These expenses
are classified as ‘Supplies and Services’.
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ACT Compulsory Third-Party Insurance Regulator
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 2. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(1) Budgetary Reporting

Explanations of major variances between the 2015-16 original budget and the 2015-16 actual
results are discussed in Note 14: Budgetary Reporting — Explanation of Major Variances between
Actual Amounts and Original Budget Amounts.

The definition of ‘major variances’ is provided in Note 2(m) Significant Accounting Judgements
and Estimates — Budgetary Reporting — Explanation of Major Variances between Actual Amounts
and Original Budget Amounts.

(m)  Significant Accounting Judgements and Estimates

Budgetary Reporting — Explanation of Major Variances between Actual Amounts and Original
Budget Amounts: Significant judgements have been applied in determining what variances are
considered as ‘major variances’ requiring explanations in Note 14: Budgetary Reporting —
Explanation of Major Variances between Actual Amounts and Original Budget Amounts.

Variances are considered to be major variances if both of the following criteria are met:

e The line item is a significant line item: the line item actual amount accounts for more
than 10% of the relevant associated category (Income, Expenses and Equity totals) or
sub-element (e.g. Current Liabilities and Receipts from Operating Activities totals) of the
financial statements; and

* The variances (original budget to actual) are greater than plus (+) or minus (-) 10% for the
budget for the financial statement line item.

Further information on this is provided in Note 2(l): Budgetary Reporting — Explanation of Major
Variances between Actual Amounts and Original Budget Amounts.

(n) Impact of Accounting Standard Issued but yet to be Applied

The following accounting standard has been issued by the Australian Accounting Standards Board
but does not apply to the current reporting period. This standard is applicable to a future
reporting period. The CTP regulator does not intend to adopt this standard early. This Australian
Accounting Standard will be adopted from its application date:

® AASB 2015-6 Amendments to Australian Accounting Standards — Extending Related Party
Disclosures to Not-for-Profit Public Sector Entities [AASB 10, 124 & 1049] (application date
1 July 2016).

This standard extends the scope of AASB 124 Related Party Transactions to the not-for-profit
sector and updates AASB 124 to include implementation guidance (including illustrative
examples) to assist not-for-profit entities to apply the new requirements. While there is no
material financial impact in implementing this standard there will be increased disclosure
required by the CTP regulator.

(o) Accounting Standard adopted early for the 2015-16 reporting period

AASB 2015-2 Amendments to Australian Accounting Standards — Disclosure Initigtive:
Amendments to AASB 101 has been early adopted for the 2015-16 reporting period, even though
the standard is not required to be applied until annual reporting periods beginning on or after
1 July 2016.
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ACT Compulsory Third-Party Insurance Regulator
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 2. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

AASB 2015-2 amends AASB 101 Presentation of Financial Statements including clarifying that
reporting agencies should not be disclosing immaterial information and that the presentation of
information in notes can and should be tailored to provide users with the clearest view of a
reporting agency'’s financial performance and financial position.

NOTE 3. COMPULSORY THIRD-PARTY INSURANCE LEVY

The CTP insurance levy is determined by the Treasurer, as the Minister is responsible for
administering the Road Transport (Third -Party Insurance) Act 2008 (CTP Act). The levy is applied
to compulsory third-party policies issued under CTP Act and is paid when a person purchases a
CTP insurance policy as part of a vehicle registration. This revenue is dependent upon the
number of vehicle registrations per year and is statutory in nature.

2016 2015
$'000 $'000
Compulsory Third-Party Insurance Levy ! 489 471
Total Compulsory Third-Party Insurance Levy 489 471

 Theincreaseis mainly associated with a growth in vehicle registrations.

NOTE 4. INTEREST
Interest (Westpac Banking Corporation) ! 22 33
Total Interest 22 33

 The decrease is mainly due to the decrease in the amount of cash at bank held throughout 2015-16.
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ACT Compulsory Third-Party Insurance Regulator
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 5. SUPPLIES AND SERVICES

2016 2015

$’000 $’000
Actuarial Expenses ! 96 73
Administration Expenses 6 9
Administrative Support Expenses2 180 105
Audit Fees > 17 16
Road Safety Initiatives 76 72
Information Technology Costs 4 34 42

 The increase is primarily due to an increase in premium filings arising from
competition in 2015-16 and additional actuarial work relating to a three-year
review of the CTP Scheme.

A premium filing is a report provided by a CTP insurer to the CTP regulator
containing a range of information in support of its CTP premium submissions.
Consistent with the CTP Act, each filing is assessed by the scheme actuary to
ensure the CTP insurance scheme remains fully funded and that the premium is
not excessive. The CTP regulator must then approve or reject the premium, and
no later than 6 weeks after the day of receiving the premium application from the
licensed insurer, advise the insurer about the decision and the reasons for the
decision. Premiums can be rejected if they will not fully fund the present and
likely future liabilities of the insurer; or the premiums are excessive; or the
premium does not comply with the CTP premium guidelines. Premium filings are
usually submitted on an annual basis. If an insurer does not submit an annual
premium filing, the CTP regulator is required to conduct a review of the insurer’s
current premium to assess that it continues to meet all requirements under the
CTP Act.

* Administrative support expenses are associated with the reimbursement of
salary and supperannuation expenses for the CMTEDD staff allocated to
undertake the CTP regulator's functions. The CTP regulator does not employ any
staff. The increase is due to positions being fully staffed during 2015-16
compared to 2014-15 which had some vacancy periods.

% Refer to Note 6: Auditor’s Remuneration.

* The costs are mainly associated with the Personal Injury Register (the motor
accident claims reporting and analysis system) and the reimbursement of IT costs
incurred by CMTEDD to carry out the day to day activities of the CTP regulator.

NOTE 6. AUDITOR’S REMUNERATION
Auditor’s remuneration consists of financial audit services provided to the CTP regulator by the
ACT Audit Office.

Audit Services
Audit fees paid or payable to the

ACT Audit Office 17 16
Total Audit Fees 17 16

No other services were provided by the ACT Audit Office.
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ACT Compulsory Third-Party Insurance Regulator
Notes to and Forming Part of the Financial Statements

For the Year Ended 30 June 2016

NOTE 7. CASH AND CASH EQUIVALENTS

The CTP regulator holds one bank account with Westpac Bank as part of the
whole-of-government banking arrangements.

2016
$’000
Cash at Bank 483
Total Cash and Cash Equivalents 483
The CTP regulator does not have any credit facilities.
NOTE 8. RECEIVABLES
Current Receivables
Receivables Relating to the Levy 43
Net GST Receivable from the Australian Taxation Office 14
Total Receivables 57

No receivables are overdue or impaired at 30 June 2016.

Classification of ACT Government/Non-ACT Government Receivables

Receivables with Non-ACT Government Entities

Receivables Relating to the Levy 43
Net GST Receivable from the Australian

Taxation Office 14
Total Receivables with Non-ACT Government Entities 57
Total Receivables 57

No receivables are past due or impaired.

NOTE 9. CAPITAL WORKS IN PROGRESS

2015
$’000
485

39

42

39

42
42

Capital Works in Progress are assets being constructed over periods of time in excess of the
present reporting period. These assets often require extensive installation work or integration
with other assets, and contrast with simpler assets that are ready for use when acquired, such as
motor vehicles and equipment. Capital Works in Progress are not depreciated as the CTP

regulator is not currently deriving any economic benefits from them.

Assets which are under construction relate to software.
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ACT Compulsory Third-Party Insurance Regulator
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 9. CAPITAL WORKS IN PROGRESS (CONTINUED)
2016 2015
$7000 $'000
Software Works in Progress 161 -
Total Capital Works in Progress 161 -

The software being constructed relates to the ACT CTP regulator’s Personal Injury Register (PIR) of
all motor vehicle accident claims and payments. The new software will allow CTP insurers to
regularly update their claims and payment data without a number of past restrictive practices;
streamline the PIR reporting process; and allow the CTP regulator to undertake more targeted
and effective CTP scheme analysis.

Reconciliation of Capital Works in Progress

The following table shows the movement of Capital Works in Progress during 2015-16.

Software

Works in

Progress Total

$’000 $’000

Carrying Amount at the Beginning of the
Reporting Period - -
Additions 161 -
Carrying Amount at the End of the Reporting
Period 161 -
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ACT Compulsory Third-Party Insurance Regulator
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 10. PAYABLES

Current Payables 2016 2015

$’000 $’000
Accrued Expenses 1 93 21
Total Payables ) 21

“Theincrease is mainly due to the receipt of invoices relating to Capital Works in Progress after
the end of the reporting period.

Classification of ACT Government/Non-ACT Government Payables

Payables with ACT Government Entities
Accrued Expenses 79 18

Total Payables with ACT Government Entities 79 18

Payables with Non-ACT Government Entities

Accrued Expenses 14 3
Total Payables with Non-ACT Government Entities 14 3
Total Payables 93 21

No payables are overdue for payment.

NOTE 11. FINANCIAL INSTRUMENTS

Details of the significant policies and methods adopted, including the criteria for recognition, the
basis of measurement, and the basis on which income and expenses are recognised, with respect
to each class of financial asset and financial liability are disclosed in Note 2: Significant Accounting
Policies.

Interest Rate Risk

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will
fluctuate because of a change in market interest rates. The CTP regulator’s exposure to market
interest rates relates only to cash at bank and is insignificant.

A sensitivity analysis has not been undertaken for the interest rate risk of the CTP regulator, as it
has been determined that the possible impact on income and expenses or total equity from
interest rate fluctuations is immaterial.

Credit Risk
Credit risk arises from the financial assets of the CTP regulator. Credit risk represents the loss
that would be recognised if counterparties fail to perform as contracted.

The CTP regulator’s maximum exposure to credit risk at reporting date relates to the carrying
amount of receivables as indicated in the Balance Sheet. The receivable at 30 June 2016 is mainly
associated with the CTP Levy for June 2016 which has been collected by Access Canberra on
behalf of the CTP regulator and only needs to be remitted to the CTP regulator. As a result, the
CTP regulator's exposure to bad debts is not significant.
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ACT Compulsory Third-Party Insurance Regulator
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 11. FINANCIAL INSTRUMENTS (CONTINUED)

Liquidity Risk

Liquidity risk is the risk that the CTP regulator will encounter difficulties in meeting obligations
associated with financial liabilities that are settled by delivering cash or another financial asset.
The CTP regulator manages this risk by maintaining a cash balance which will allow payment of all
current financial liabilities when they fall due. The CTP regulator’s exposure to liquidity risk and
the management of this risk has not changed since the previous reporting period.

Price Risk

Price risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in market prices (other than those arising from interest rate risk), whether
these changes are caused by factors specific to the individual financial instrument or its issuer, or
by factors affecting all similar financial instruments traded in the market.

The CTP regulator is not exposed to price risk.

Fair Value of Financial Assets and Liabilities
The carrying amounts and fair value of financial assets and liabilities at balance date are:

Carrying Carrying
Amount Fair Value Amount Fair Value
Note 2016 2016 2015 2015
No. $'000 $'000 $'000 $'000
Financial Assets
Cash and Cash Equivalents 7 483 483 485 485
Total Financial Assets 483 483 485 485
Financial Liabilities
Payables 10 93 93 21 21
Total Financial Liabilities 93 93 21 21

Maturity Analysis
The CTP regulator does not have any financial assets or liabilities which mature outside the
following financial year and the interest rate risk on assets and liabilities is not significant.

2016 2015
$’000 $’000
Carrying Amount of each Category of Financial Asset and Financial Liability
Financial Liabilities
Financial Liabilities Measured at Amortised Cost 93 21
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ACT Compulsory Third-Party Insurance Regulator
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 12. CASH FLOW RECONCILIATION

a) Reconciliation of Cash and Cash Equivalents at the End of the Reporting Period in the Cash
Flow Statement to the Equivalent Items in the Balance Sheet.

2016 2015
$'000 $'000
Total Cash and Cash Equivalents recorded in the Balance Sheet 483 485
Cash and Cash Equivalents at the End of the Reporting Period as
recorded in the Cash Flow Statement 483 485

b) Reconciliation of the Operating Surplus to Net Cash Inflows from Operating Activities.
Operating Surplus 102 183

Change in Assets and Liabilities

(Increase)/Decrease in Receivables (15) 4
Increase/(Decrease) in Payables 72 (36)
Net Cash Inflows from Operating Activities 159 151

NOTE 13. THIRD PARTY MONIES COLLECTED ON BEHALF OF THE NOMINAL
DEFENDANT FUND

Claims and administrative costs of the Nominal Defendant Fund are paid by raising a levy on all
licensed CTP insurers in the ACT as well as the Commonwealth and Territory Governments.

The Nominal Defendant Levy was set at 3.3% for 2015-16 for all CTP Insurance policies collected.

All cash is paid directly to the Office of the Nominal Defendant.
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Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

13. THIRD PARTY MONIES COLLECTED ON BEHALF OF THE NOMINAL DEFENDANT

FUND (CONTINUED)
2016 2015
$’000 $’000
Levy Collected
Levies from insurers 4,662 6,929
Levies from the Commonwealth Government 15 23
Levies from the ACT Government 42 63
Total Levy Collected * 4,719 7,015

“ The decrease is due to the timing of when the Nominal Defendant Levy invoices are paid. The CTP
regulator issues invoices for the Nominal Defendant Levy on a quarterly basis. Once the invoices are
paid by the various parties, the money collected is then forwarded to the Office of the Nominal Defendant.

Cash Disclosure

Balance at the Beginning of the Reporting Period - -
Cash Receipts 4,719 7,015
Cash Payments 4,719 7,015

Balance at the End of the Reporting Period - -

Financial Position

Balance at the Beginning of the Reporting Period - -
Receivables outstanding 1,230 1,256
Payables outstanding 1,230 1,256

Balance at the End of the Reporting Period - -
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—— . . AUDITOR-GENERAL AN OFFICER
f—\fﬁj I AUdl" OFFICG OF THE ACT LEGISLATIVE ASSEMBLY DS

REPORT OF FACTUAL FINDINGS

ACT COMPULSORY THIRD-PARTY INSURANCE REGULATOR
To the Members of the ACT Legislative Assembly

Report on the statement of performance

The statement of performance of the ACT Compulsory Third-Party Insurance Regulator
(the Regulator) for the year ended 30 June 2016 has been reviewed.

Responsibility for the statement of performance

The Regulator is responsible for the preparation and fair presentation of the statement of
performance in accordance with the Financial Management Act 1996. This includes
responsibility for maintaining adequate records and internal controls that are designed to
prevent and detect fraud and error, and the systems and procedures to measure the
results of the accountability indicators reported in the statement of performance.

The auditor’s responsibility

Under the Financial Management Act 1996 and Financial Management (Statement of
Performance Scrutiny) Guidelines 2016, | am responsible for providing a report of factual
findings on the statement of performance.

The review was conducted in accordance with Australian Auditing Standards applicable to
review engagements, to provide assurance that the results of the accountability
indicators reported in statement of performance have been fairly presented in
accordance with the Financial Management Act 1996.

A review is primarily limited to making inquiries with representatives of the Regulator,
performing analytical and other review procedures and examining other available
evidence. These review procedures do not provide all of the evidence that would be
required in an audit, therefore, the level of assurance provided is less than that given in
an audit. An audit has not been performed and no audit opinion is being expressed on the
statement of performance.

The review did not include an assessment of the relevance or appropriateness of the
accountability indicators reported in the statement of performance or the related
performance targets.
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No opinion is expressed on the accuracy of explanations provided for variations between
actual and targeted performance due to the often subjective nature of such explanations.

As disclosed in the statement of performance, in accordance with the Financial
Management (Statement of Performance Scrutiny) Guidelines 2016, the Total Cost
information included in the statement of performance has not been reviewed.

Electronic presentation of the statement of performance

Those viewing an electronic presentation of this statement of performance should note
that the review does not provide assurance on the integrity of information presented
electronically, and does not provide an opinion on any other information which may have
been hyperlinked to or from the statement of performance. If users of the statement of
performance are concerned with the inherent risks arising from the electronic
presentation of information, they are advised to refer to the printed copy of the reviewed
statement of performance to confirm the accuracy of this electronically presented
information.

Independence

Applicable  independence  requirements of Australian professional ethical
pronouncements were followed in conducting the review.

Review opinion

Based on the review procedures, no matters have come to my attention which indicate
that the results of the accountability indicators, reported in the statement of
performance of the Regulator for the year ended 30 June 2016, are not fairly presented in
accordance with the Financial Management Act 1996.

This review opinion should be read in conjunction with the other information disclosed in
this report.

Bernie Sheville
Director, Financial Audits
15 August 2016
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ACT Compulsory Third-Party Insurance Regulator
Statement of Performance
For the Year Ended 30 June 2016

Statement of Responsibility

In my opinion, the Statement of Performance is in agreement with the Australian Capital Territory
Compulsory Third-Party Insurance Regulator's records, and fairly reflects the service performance of
the Australian Capital Territory Compulsory Third-Party Insurance Regulator for the year ended
30 June 2016, and also fairly reflects the judgements exercised in preparing it.

L
Lisa Holmes

Acting ACT Compulsory Third Party Insurance Regulator

Z August 2016
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ACT Compulsory Third-Party Insurance Regulator

Statement of Performance

For the Year Ended 30 June 2016

Original Target Actual Result Variance Explanation of Material Variances
2015-16 2015-16 from
Original
Target
TOTAL COST ($’000) 498 409 (18%) The lower than expected cost is

largely due to lower actuarial costs
and a delay in the finalisation of a
software project that resulted in no
amortisation being recognised in
2015-16.

Accountability Indicators

a. CTP premiums are
approved in
accordance with the
Road Transport
(Third-Party
Insurance) Act 2008. .

Review annual CTP
premium filings. 2

Premium filings were received
from GIO and AAMI in July 2015.
Additional premium filings were
also received by GIO, AAMI and
APIA in November 2015. NRMA
premium filings were received in
November 2015, and again in
April 2016. All of these premium
filings were assessed and
approved in accordance with the
Act.

b. The scheme is fully
funded.

Actuarial review of
premium filing
applications by
30/06/2016.

An actuarial assessment was
conducted in respect of each
premium filing to ensure each
met the fully funded test, that is,
the premium met the present
and likely future liabilities of the
insurer under the CTP insurance
scheme.

c.  Make guidelines
under the Act.

Monitor and revise
Premium guidelines and
early payment
guidelines by
30/6/2016 as
necessary.

The guidelines under the Act
were discussed as a standing
item at the 2015-16 Industry
Council of Australia meeting, as
well as out-of-session with
insurers. The premium
guidelines were revised, after
discussion with CTP insurers, to
incorporate a new CTP premium
class for rideshare vehicles (25A).
No revisions to the early payment
guidelines have been required to
date.
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ACT Compulsory Third-Party Insurance Regulator
Statement of Performance (continued)
For the Year Ended 30 June 2016

Original Target Actual Result Variance Explanation of Material Variances
2015-16 2015-16 from
Original
Target
d.  Tocontinuetorefine | Participation at Industry | The CTP regulator and insurers -

the system of CTP Council of Australia met once during 2015-16 ata

insurance for vehicles (ICA) meetings. meeting facilitated by the ICA

in the ACT in (out-of-session teleconferences

conjunction with were also conducted with

insurers. insurers on important issues).

The meeting and teleconferences
included discussion on matters
relating to improving the
operation of the CTP scheme.
This included: developing Sharing
Guidelines for the Industry Deed;
reviewing the data,
circumstances and approach to
ridesharing; revising claims forms
to reduce duplication and
address issues with doctors not
filling out two medical forms;
reviewing the premium filing
process to improve efficiency;
and progressing implementation
of the Personal injury Register.

e. Promote public Contributing to road The CTP regulator is contributing -
awareness of the safety strategies $75,500 to various road safety
causes of motor consistent with the CTP | strategies aimed at mitigating
accidents through regulator’s functionto | third-party motor vehicle injuries
funding measures promote public in 2015-16. This comprised of:
directed at reducing awareness of the $16,300 for a speeding campaign;
causes of motor causes of motor $6,000 for a texting while driving
vehicle accidents. accidents. initiative; $26,600 for a safer

cycling initiative; and $26,600 for
a driver distraction campaign.

f.  Complaints handling | 85% compliance. For the period July 2015 to June (5.9%) | The one matter that was not
within 10 working 2016, there has been 80% finalised within the 10 working day
days of receipt of the compliance with this timeframe was a complex matter
complaint, 3 accountability indicator, in cases that involved discussions with two

where no further information CTP insurers.

was required from another
directorate.

The above Accountability Indicators were examined by the ACT Audit Office in accordance with the Financial Management Act 1996. The Total Cost indicator
was not examined by the ACT Audit Office in accordance with the Financial Management (Statement of Performance Scrutiny) Guidelines 2016.

! Approval is taken to mean the time that revised CTP premiums are released to the public, following the approval of the premiums made by the CTP Regulator.
This may not align with the effective date adopted previously.

* A premium filing is a report provided by a CTP insurer to the CTP regulator containing a range of information in support of its CTP premium
submissions. Consistent with the CTP Act, each filing is assessed by the scheme actuary to ensure the CTP insurance scheme remains fully funded and that the
premium is not excessive. The CTP regulator must then approve or reject the premium, and no later than 6 weeks after the day of receiving the premium
application from the licensed insurer, advise the insurer about the decision and the reasons for the decision. Premiums can be rejected if they will not fully fund
the present and likely future liabilities of the insurer; or the premiums are excessive; or the premium does not comply with the CTP premium guidelines.
Premium filings are usually submitted on an annual basis. If an insurer does not submit an annual premium filing, the CTP regulator is required to conduct a
review of the insurer’s current premium to assess that it continues to meet all requirements under the CTP Act.

R Responses to complaints within 10 working days of receipt of the complaint apply in cases where no other directorate is involved. Also refers to written
correspondence only, not phone calls.
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Lifetime Care and Support Fund
Management Discussion and Analysis
For the Year Ended 30 June 2016

General Overview
Objectives

The Lifetime Care and Support Fund (LTCS fund) was established under the Lifetime Care and Support
(Catastrophic Injuries) Act 2014 (LTCS Act) and commenced operation on 1 July 2014. The LTCS fund
reflects the financial operations of the Lifetime Care and Support Scheme (LTCS Scheme). The LTCS
Scheme provides on-going reasonable and necessary treatment and care to people who have been
catastrophically injured as a result of a motor accident in the Australian Capital Territory, on or after
1 July 2014, on a no-fault basis. The LTCS Scheme is funded by a levy on Compulsory Third-Party
Insurance (CTP) policies that commenced on or after 1 July 2014.

As part of the ACT Government’s decision to implement a National Injury Insurance Scheme, recent
amendments to the LTCS Act extend the LTCS Scheme to also cover catastrophically injured ACT
private sector workers from 1 July 2016. A new LTCS Levy on workers insurers and self insurers will
apply to fund the extension of the LTCS Scheme.

Overview of the 2015-16 Financial Outcome

The LTCS fund is Territorial in nature as it is administered on behalf of the ACT Government in
accordance with the LTCS Act.

The LTCS fund’s operating result for 2015-16 is a surplus of $8.356 million, compared to the budgeted
break even position (a budgeted surplus of $0.046 million). This operating surplus is mainly due to
the impact of no new participants entering the LTCS Scheme during 2015-16.

At 30 June 2016, the LTCS fund’s current assets (518.458 million) exceed its current liabilities (50.784
million). Its total assets ($18.458 million) also exceed total liabilities (517.587 million). This means
that the LTCS fund has sufficient funds to meet both its short-term and long-term liabilities.
Sufficiency of the LTCS Levy to fund the Scheme is reassessed every year by the LTCS Commissioner
of the ACT and it is supported by an independent actuary report. The LTCS fund expects variability
each year (unders and overs) compared with the average estimated costs used when setting the LTCS
Levy each year.

Risk Management

Although the LTCS fund is a separate reporting entity for the purposes of the Financial Management
Act 1996 and has an independent statutorily appointed Commissioner, the LTCS fund is part of the
Chief Minister, Treasury and Economic Development Directorate (CMTEDD). As such, the LTCS fund’s
risk management plan is incorporated within the risk management plan of the CMTEDD prepared in
accordance with the Australian/New Zealand risk management AS/NZS ISO 31000:2009 and the ACT
Government’s “Enterprise Wide Risk Management Framework”.

The LTCS fund has overall responsibility for risk management, and for ensuring compliance with the
risk management plan.

The key risk for the LTCS fund is associated with the sufficiency of the LTCS Levy in relation to the
anticipated lifetime treatment and care costs of participants in the LTCS Scheme. The LTCS fund
expects variability in the actual costs compared with the average costs anticipated in the budget. It
is envisaged that the LTCS Levy reassessed every year together with the anticipated investment
income will be sufficient to meet the expected LTCS fund’s liabilities when they become payable.
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Lifetime Care and Support Fund
Management Discussion and Analysis
For the Year Ended 30 June 2016

Directorate’s Territorial Statement of Income and Expenses

The following financial information is based on the audited Financial Statements for 2015-16 and the
forward estimates contained in the 2015-16 Budget Statements.

Total Expenses
1. Components of Expenses

For the financial year ended 30 June 2016, the LTCS fund recorded total expenses of $1.531 million.
The largest component was the finance cost associated with the unwinding of the discount rate on
the provision for future treatment and care costs of the LTCS Scheme participants. The finance costs
represent 67 per cent of the total expenses or $1.027 million and reflect the increase in the provision
for future treatment and care costs of the LTCS Scheme participants, from the end of the previous
financial year to the end of the current financial year due to discounted claims not settled, becoming
effectively one year closer to settlement.

The supplies and services expenses mainly include administrative support expenses ($0.155 million)
associated with the reimbursement of salary and superannuation expenses for the CMTEDD staff
allocated to carry out the LTCS Scheme’s functions. The LTCS fund does not employ any staff.

Figure 1 indicates the components of the LTCS fund’s expenses for 2015-16.

Figure 1 — Components of Expenses

Participants' Supplies and
Treatment and Services - 24%
Care Expenses -

9%

-

Finance Costs -
67%

2. Comparison to Original Budget

Total expenses of $1.531 million for the financial year were $9.018 million (or 86%) lower than the
2015-16 Budget of $10.549 million. This was mainly due to the impact of no new participants
entering the LTCS Scheme during 2015-16 and hence no provision being required for the future
treatment and care costs of new participants.

3. Comparison to 2014-15 Actual

Total expenses of $1.531 million for the financial year were $16.534 million (or 92%) lower than last
year’s actual expenses of $18.065 million. This was mainly due to the impact of no new participants
entering the LTCS Scheme during 2015-16 compared to five participants entering the Scheme in 2014-
15.
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Management Discussion and Analysis
For the Year Ended 30 June 2016

4. Future Trends

In the 2015-16 Budget, expenses were estimated at similar levels in the forward years. The treatment
and care costs of the LTCS Scheme’s future participants and the associated timing of payments was
reassessed at the time of the 2015-16 Budget based on independent actuarial projections. It must
be recognised that the number of new participants and their associated treatment and care expense
profiles will be volatile, particularly in the early years of the Scheme.

Although not anticipated in the 2015-16 Budget, recent amendments to the LTCS Act extend the LTCS
Scheme to also cover catastrophically injured ACT private sector workers from 1 July 2016. The total
expenses of the LTCS fund will increase going forward as a result of this extension of the LTCS Scheme.

Total Income
1. Components of Income

For the financial year ended 30 June 2016, the LTCS fund recorded a total income of $9.887 million.
The LTCS fund’s income was derived from the LTCS Levy ($9.522 million) and interest from cash at
bank ($0.365 million).

Figure 2 indicates the components of the LTCS fund’s income for 2015-16.

Figure 2 — Components of Income

Interest - 4%

Lifetime Care
and Support
Levy - 96%

2. Comparison to Original Budget

Income for the financial year was $0.708 million, or 7 per cent lower than the 2015-16 Budget of
$10.595 million. This is mainly associated with the other revenue which was budgeted in anticipation
of the investment of funds not required in the short-term. The investment of funds has been delayed
due to the uncertainties in the investment markets. This decrease was partially offset by the higher
than anticipated interest from cash at bank pending the investment of funds. The revenue from the
LTCS Levy was also lower than last year by $0.328 million due to lower than anticipated number of
vehicles being registered.
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3. Comparison to 2014-15 Actual
Total income was $0.091 million or 1% higher than last year’s actual income of $9.796 million.
4. Future Trends

Income is budgeted to increase in the future mainly due to the increase in income from LTCS Levy
associated with the expected growth in population. In accordance with the LTCS Act, the LTCS Levy
will be reassessed each year. Income is also expected to increase due to returns associated with the
investment of funds not required in the short-term. The long-term investment plan for the LTCS fund
was finalised during 2015-16. However, the investment of funds was delayed due to uncertainties in
the investment markets.

As mentioned previously, although not anticipated in the 2015-16 Budget, recent amendments to
the LTCS Act extend the LTCS Scheme to also cover catastrophically injured ACT private sector
workers. A new LTCS Levy on workers insurers and self insurers will apply to fund the extension of
the LTCS Scheme to catastrophically injured ACT private sector workers from 1 July 2016.

Directorate’s Territorial Statement of Assets and Liabilities
Total Assets
1. Components of Total Assets

The total asset position at 30 June 2016 was $18.458 million and shows the LTCS fund held 93 percent
of its assets in Cash.

Figure 3 indicates the components of the LTCS fund’s total assets as at 30 June 2016.
Figure 3 — Total Assets at 30 June 2016

Other Assets - Receivables -
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Cash and Cash
Equivalents -
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2. Comparison to Budget

Total assets at 30 June 2016 of $18.458 million were largely in line with the Budget of $18.556 million.
The cash reflects the accumulation of funds to provide for the LTCS Scheme participants, the number
of which is budgeted to increase each year. Funds are collected to provide for the estimated whole
of life costs of participants in the year they are accepted into the Scheme. The long-term investment
plan for the LTCS fund was finalised during 2015-16. It provides options for investing funds not
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required in the short term. However, the investment of funds has been delayed due to uncertainties
in the investment markets.

3. Comparison to 30 June 2015 Actual

Total assets were $9.189 million or 99% higher than assets at 30 June 2015 of $9.269 million. This
was mainly due to the increase in cash held in the bank from an additional year’s worth of LTCS levy
collections.

Total Liabilities
1. Components of Total Liabilities

The LTCS fund’s total liabilities of $18.371 million at 30 June 2016 largely relate to the provision for
future treatment and care costs of participants in the LTCS Scheme, of which the current component
is $0.505 million and the non-current component is $17.587 million.

Figure 4 below shows the components of the LTCS fund’s total liabilities as at 30 June 2016.

Figure 4 — Total Liabilities at 30 June 2016
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2. Comparison to Budget

Liabilities at 30 June 2016 were only $0.132 million lower than the Budget of $18.503 million. These
were largely in line with the Budget.

3. Comparison to 30 June 2015 Actual

Total liabilities at 30 June 2016 were $0.833 million or 5% higher than the liabilities at 30 June 2015
of $17.538 million. This increase is mainly associated with the movement in the provision for the
future treatment and care costs of LTCS Scheme participants from the unwinding of the discount rate,
based on an independent actuarial assessment.
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AUDITOR-GENERAL AN OFFICER §
OF THE ACT LEGISLATIVE ASSEMBLY [

INDEPENDENT AUDIT REPORT
LIFETIME CARE AND SUPPORT FUND

To the Members of the ACT Legislative Assembly

Report on the financial statements

The financial statements of the Lifetime Care and Support Fund (the Fund) for the year
ended 30 June 2016 have been audited. These comprise the statement of income and
expenses on behalf of the Territory, statement of assets and liabilities on behalf of the
Territory, statement of changes in equity on behalf of the Territory, cash flow statement
on behalf of the Territory and accompanying notes.

Responsibility for the financial statements

The Under Treasurer is responsible for the preparation and fair presentation of the
financial statements in accordance with the Financial Management Act 1996. This
includes responsibility for maintaining adequate accounting records and internal controls
that are designed to prevent and detect fraud and error, and the accounting policies and
estimates used in the preparation of the financial statements.

The auditor’s responsibility

Under the Financial Management Act 1996, | am responsible for expressing an
independent audit opinion on the financial statements of the Fund.

The audit was conducted in accordance with Australian Auditing Standards to obtain
reasonable assurance that the financial statements are free of material misstatement.

| formed the audit opinion following the use of audit procedures to obtain evidence about
the amounts and disclosures in the financial statements. As these procedures are
influenced by the use of professional judgement, selective testing of evidence supporting
the amounts and other disclosures in the financial statements, inherent limitations of
internal control and the availability of persuasive rather than conclusive evidence, an
audit cannot guarantee that all material misstatements have been detected.

Although the effectiveness of internal controls is considered when determining the
nature and extent of audit procedures, the audit was not designed to provide assurance
on internal controls.

The audit is not designed to provide assurance on the appropriateness of budget
information included in the financial statements or to evaluate the prudence of decisions
made by the Fund.
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Electronic presentation of the audited financial statements

Those viewing an electronic presentation of these financial statements should note that
the audit does not provide assurance on the integrity of information presented
electronically, and does not provide an opinion on any other information which may have
been hyperlinked to or from these financial statements. If users of these statements are
concerned with the inherent risks arising from the electronic presentation of information,
then they are advised to refer to the printed copy of the audited financial statements to
confirm the accuracy of this electronically presented information.

Independence

Applicable independence requirements of Australian professional ethical
pronouncements were followed in conducting the audit.

Audit opinion
In my opinion, the financial statements of the Fund for the year ended 30 June 2016:

(i) are presented in accordance with the Financial Management Act 1996,
Australian Accounting Standards and other mandatory financial reporting
requirements in Australia; and )

(ii) present fairly the financial position of the Fund at 30 June 2016 and the results of
its operations and cash flows for the year then ended.

Emphasis of matter

Note 2(0): ‘Significant Accounting Judgements and Estimates’ and Note 13: ‘Provision for
Participants’ Treatment and Care Expenses’ of the financial statements disclose the
significant uncertainty associated with the estimating the provision for future treatment
and care costs of participants in the Fund and the related expenses.

As disclosed in these notes, this significant uncertainty is due to the long term nature of
the provision, small number of participants in the Fund and the relatively short period of
time that the Fund has been operating.

The audit opinion is not qualified in respect of this matter.

This audit opinion should be read in conjunction with the other information disclosed in
this report.

Bernie Sheville
Director, Financial Audits
2 September 2016

Volume 2.2 193



LIFETIVIE CARE AND SUPPORT FUND
FINANCIAL STATEMENTS
For the Year Ended 30 June 2016

STATEMENT OF RESPONSIBILITY

In my opinion, the financial statements are in agreement with the Lifetime Care and Support
Fund's accounts and records and fairly reflect the financial operations of the Fund for the year
ended 30 June 2016 and the financial position of the Fund on that date.

/.
4

David Nicol

Under Treasurer

Delegate for the Director-General

Chief Minister, Treasury and

. Economic Development Directorate
ﬂAugust 2016

JE De —

Karen Doran
Lifetime Care and Support Commissioner
of the ACT

25August 2016
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STATEMENT BY THE CHIEF FINANCE OFFICER

In my opinion, the financial statements have been prepared in accordance with generally
accepted accounting principles, and are in agreement with the Lifetime Care and Support Fund's
accounts and records and fairly reflect the financial operations of the Fund for the year ended
30 June 2016 and the financial position of the Fund on that date.

Lisa Holmes

Chief Finance Officer

Director, Financial Framework Management and Insurance
Chief Minister, Treasury and Economic Development Directorate

.,;"Z/August 2016
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Lifetime Care and Support Fund

Statement of Income and Expenses on Behalf of the Territory

For the Year Ended 30 June 2016

Note
No.

Income
Revenue
Lifetime Care and Support Levy 3
Interest 4
Other Revenue 17
Total Revenue
Total Income
Expenses
Supplies and Services 5
Finance Costs 7
Participants' Treatment and Care Expenses 8

Total Expenses

Operating Surplus/ (Deficit)

Total Comprehensive income/ {Deficit)

Original

Actual Budget Actual
2016 2016 2015
$’000 $’000 $’000
9,522 9,850 9,666
365 41 130

- 704 -
9,887 10,595 9,796
9,887 10,595 9,796
367 419 329

1,027 408 -
137 9,722 17,736
1,531 10,549 18,065
8,356 46 (8,269)
8,356 46 (8,269)

The above Statement of Income and Expenses on Behalf of the Territory should be read in conjunction with the accompanying

notes.
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Lifetime Care and Support Fund

Statement of Assets and Liabilities on Behalf of the Territory

As at 30 June 2016
Original
Note Actual Budget Actual
No. 2016 2016 2015
$’000 $’000 $’000
Current Assets
Cash and Cash Equivalents 9 17,265 2,000 8,443
Receivables 10 897 - 826
Other Assets 11 296 - -
Total Current Assets 18,458 2,000 9,269
Non-Current Assets
Investments 17 - 16,556 -
Total Non-Current Assets - 16,556 -
Total Assets 18,458 18,556 9,269
Current Liabilities
Payables 12 279 - 155
Provision for Participants' Treatment and Care
Expenses 13 505 737 574
Total Current Liabilities 784 737 729
Non-Current Liabilities
Provision for Participants' Treatment and Care
Expenses 13 17,587 17,766 16,809
Total Non-Current Liabilities 17,587 17,766 16,809
Total Liabilities 18,371 18,503 17,538
Net Assets/ (Liabilities) 87 53 (8,269)
Equity
Accumulated Funds/ (Deficit) 87 53 (8,269)
Total Equity 87 53 (8,269)

The above Statement of Assets and Liabilities on Behalf of the Territory should be read in conjunction with the

accompanying notes.
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Lifetime Care and Support Fund

Statement of Changes in Equity on Behalf of the Territory

Balance at 1 July 2015
Comprehensive Income

Operating Surplus

Total Comprehensive Income

Balance at 30 June 2016

Balance at 1 July 2014
Comprehensive Income
Operating (Deficit)

Total Comprehensive (Deficit)

Balance at 30 June 2015

For the Year Ended 30 June 2016

Accumulated Funds/ Total
(Deficit) Equity Original
Actual Actual Budget
2016 2016 2016
$’000 $’000 $’000
(8,269) (8,269) 7
8,356 8,356 46
8,356 8,356 46
87 87 53
Accumulated Total
(Deficit) Equity
Actual Actual
2015 2015
$'000 $'000
(8,269) (8,269)
(8,269) (8,269)
(8,269) (8,269)

The above Statement of Changes in Equity on Behalf of the Territory should be read in conjunction with the

accompanying notes.
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Lifetime Care and Support Fund
Cash Flow Statement on Behalf of the Territory
For the Year Ended 30 June 2016

Original
Note Actual Budget Actual
No. 2016 2016 2015
Cash Flows from Operating Activities $’000 $’000 $'000
Receipts
Lifetime Care and Support Levy 9,442 9,850 8,859
Interest Received 365 41 130
Distribution from Investments with the Territory
Banking Account - 211 -
Goods and Services Tax Input Tax Credits from the
Australian Taxation Office 75 - 2
Total Receipts from Operating Activities 9,882 10,102 8,991
Payments
Supplies and Services 358 419 262
Goods and Services Tax Paid to Suppliers 67 - 21
Participants’ Treatment and Care 635 329 265
Total Payments for Operating Activities 1,060 748 548
Net Cash Inflows from Operating Activities 15 8,822 9,354 8,443
Cash Flows from Investing Activities
Payments
Purchase of Investments - 8,654 -
Total Payments for Investing Activities - 8,654 -
Net Cash (Outflows) from Investing Activities - {8,654) -
Net Cash Inflows/(Outflows) from Financing
Activities - - .
Net Increase in Cash and Cash Equivalents 8,822 700 8,443
Cash and Cash Equivalents at the Beginning of the
Reporting Period 8,443 1,300 -
Cash and Cash Equivalents at the End of the
Reporting Period 15 17,265 2,000 8,443

The above Cash Flow Statement on Behalf of the Territory should be read in conjunction with the accompanying
notes.
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Note 1
Note 2

Note 3
Note 4

Note 5
Note 6
Note 7
Note 8

Note 9
Note 10
Note 11

Note 12
Note 13

Note 14
Note 15
Note 16
Note 17

Lifetime Care and Support Fund
Financial Statements
For the Year Ended 30 June 2016

Note Index

Objectives of the Lifetime Care and Support Fund
Significant Accounting Policies

Income Notes
Lifetime Care and Support Levy
Interest

Expenses Notes

Supplies and Services

Auditor's Remuneration

Finance Costs

Participants' Treatment and Care Expenses

Assets Notes

Cash and Cash Equivalents
Receivables

Other Assets

Liabilities Notes
Payables
Provision for Participants' Treatment and Care Expenses

Other Notes

Financial Instruments

Cash Flow Reconciliation

Events Occurring After Balance Date

Budgetary Reporting - Explanation of Major Variances between Actual
Amounts and Original Budget Amounts
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Lifetime Care and Support Fund
Notes to and Forming Part of the Financial Statements
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NOTE 1. OBJECTIVES OF THE LIFETIME CARE AND SUPPORT FUND

The Lifetime Care and Support Fund {LTCS fund) was established under the Lifetime Care and Support
(Catastrophic Injuries) Act 2014 (LTCS Act) and commenced operation on 1 July 2014.

Operations and Principal Activities

The LTCS fund reflects the financial operations of the Lifetime Care and Support Scheme (LTCS Scheme).
The LTCS Scheme provides on-going treatment and care to people who have been catastrophically injured
as a result of a motor accident in the Australian Capital Territory, on or after 1 July 2014, on a no-fault
basis. The LTCS Scheme is funded by a levy on Compulsory Third-Party Insurance (CTP) policies that
commenced on or after 1 July 2014,

NOTE 2. SIGNIFICANT ACCOUNTING POLICIES

(a) Basis of Preparation

The LTCS fund has been established as a separate directorate under the Financial Management Act 1996
(FMA), in accordance with section 75 of the LTCS Act and the Financial Management (Directorates)

Guidelines 2015 (No 1).

The FMA requires the preparation of annual financial statements for ACT Government agencies.

The FMA and the Financial Management Guidelines issued under the Act, requires the LTCS fund financial
statements to include:

iy - aStatement of Income and Expenses on Behalf of the Territory for the year;

(i)  aStatement of Assets and Liabilities on Behalf of the Territory at the of the year;
(iiiy  a Statement of Changes in Equity on Behalf of the Territory for the year;

{iv)  a Cash Flow Statement on Behalf of the Territory for the year;

{v)  the significant accounting policies adopied for the year; and

{(vi) such other statements as are necessary to fairly reflect the financial operations of the LTCS fund
during the year and its financial position at the end of the year.

These general-purpose financial statements have been prepared to comply with ’Géneral!y Accepted
Accounting Principles’ (GAAP) as required by the FMA. The financial statements have been prepared in

accordance with:
(iy  Australian Accounting Standards; and
(ii)  ACT Accounting and Disclosure Policies.

The financial statements have been prepared using the accrual basis of accounting, which recognises the
effects of transactions and events when they occur. The financial statements have also been prepared
according to the historical cost convention.

These financial statements are presented in Australian dollars, which is the LTCS fund’s functional currency.
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NOTE 2, SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

(a) Basis of Preparation - Continued

At 30 June 2016, the LTCS fund’s current assets ($18.458 million) are sufficient to meet its current liabilities
(50.784 million). lts total assets ($18.458 million) exceed its total liabilities ($18.371 million).

Sufficiency of the LTCS Levy in relation to the anticipated lifetime treatment and care costs of participants
in the LTCS Scheme is reassessed every year, based on an independent actuary’s report. The LTCS fund
expects variability each year (unders and overs) compared with the average estimated costs used when
setting the LTCS Levy each year. Notwithstanding the year to year volatility in outcome, it is envisaged that
the LTCS Levy, which is reassessed every year, together with the anticipated investment income, will be
sufficient to meet the expected LTCS fund’s liabilities as they become payable.

(b) Territorial Items

The LTCS fund only produces Territorial financial statements. The Territorial financial statements include
income, expenses, assets, and liabilities that the LTCS fund administers on behalf of the ACT Government
but does not control. LTCS levies are ‘taxes, fees and fines’ in nature. Section 78 of the LTCS Act deems the
fund levies, interest and all other money paid into the LTCS fund to be appropriated for the purposes of the
LTCS fund. Payments from the LTCS fund are made in accordance with the LTCS Act.

{c) The Reporting Period

These financial statements state the financial performance, changes in equity and cash flows of the LTCS
fund for the year ended 30 June 2016, together with the financial position of the LTCS fund as at
30 June 2016.

{d) Comparative Figures
Budget Figures

To facilitate a comparison with the Budget Papers, as required by the FMA, budget Information for 2015-16
has been presented in the financial statements. Budget numbers in the financial statements are the
original budget numbers that appear in the Budget Papers.

Prior Year Compaoratives

Comparative information has been disclosed in respect of the previous period for amounts reported in the
financial statements, except where an Australian Accounting Standard does not require comparative
information to be disclosed.

Where the presentation or classification of items in the financial statements is amended, the comparative
amounts have been reclassified where practical. Where a reclassification has occurred, the nature, amount
and reason for the reclassification is provided.

(e) Rounding

All amounts in the financial statements have been rounded to the nearest thousand dollars ($'000). Use of
“- represents zero amounts or amounts rounded down to zero.
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NOTE 2. SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

{f) Revenue Recognition

Revenue is recognised at the fair value of the consideration received or receivable in the Statement of
Income and Expenses on Behalf of the Territory. In addition, the following criteria must be met before
revenue is recognised.

Lifetime Care and Support Levy

Section 84 of the LTCS Act requires the Lifetime Care and Support Commissioner of the Australian Capital
Territory (LTCS Commissioner) to determine the Lifetime Care and Support Levy (LTCS Levy) for a
contribution period. The LTCS Levy applies to all CTP insurance policies issued under the Road Transport
(Third-Party Insurance) Act 2008 that commence during the reporting period and payable upfront on any
CTP insurance policy taken out during the reporting period.

The LTCS Levy is recognised as revenue at the time the LTCS fund gains control over the economic benefits
embodied in the LTCS Levy. The LTCS fund has assessed that control is established when a taxpayer
registers a motor vehicle and pays the LTCS Levy.

Interest

[nterest revenue is recognised using the effective interest method.

(g) Finance Costs

Finance costs are expensed in the reporting period in which they are incurred.
(h) Current and Non-Current ltems

Assets and liabilities are classified as current or non-current in the Statement of Assets and Liabilities on
Behalf of the Territory and in the relevant notes. Assets are classified as current where they are expected
1o be realised within 12 months after the reporting date. Liabilities are classified as current when they are
due to be settled within 12 months after the reporting date or the LTCS fund does not have an
unconditional right to defer settlement of the liability for at least 12 months after the reporting date.

Assets or liabilities which do not fall within the current classification are classified as non-current.
(i) Cash and Cash Equivalents

Cash and cash equivalents include cash at bank.

)] Receivables

Accounts receivable are initially recognised at fair value and are subsequently measured at amortised cost,
with any adjustments to the carrying amount being recorded in the Statement of Income and Expenses on

Behalf of the Territory.

An allowance for impairment losses represents the amount of receivables the LTCS fund estimates will not
be repaid. The allowance for impairment losses is based on objective evidence and a review of overdue
balances.
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NOTE 2. SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

(i Receivables - Continued

The receivable at 30 June 2016 is mainly associated with the LTCS Levy for June 2016 which was collected
by Access Canberra on behalf of the LTCS fund and only needs to be remitted to the LTCS fund.

No bad debts were written off during the year ended 30 June 2016 (30 June 2015: Nil),
(k) Payables

Payables are initially recognised at fair value based on the transaction cost and subsequent to initial
recognition at amortised cost, with any adjustments to the carrying amount being recorded in the
Statement of Income and Expenses on Behalf of the Territory. All amounts are normally settled within
30 days after the invoice is received.

Payables include Trade Payables and Accrued Expenses.
(1)) Provision for Participants’ Treatment and Care Expenses

The provision relates to the estimated future treatment and care costs of LTCS Scheme participants in the
ACT. The LTCS Scheme provides on-going treatment and care to people who have been catastrophically
injured as a result of a motor accident in the ACT, on or after 1 July 2014, on a no-fault basis. The liability
for the participant treatment and care costs is measured as the present value of the expected future
payments for all claims incurred to the valuation date and based on independent actuarial projections. The
valuation uses a long-term fixed gap assumption of 2% per annum based on the difference between an
inflation rate of 4% per annum and a discount rate of 6% per annum.

The LTCS fund does not fall within the scope of Australian Accounting Standard AASB 1023: General
Insurance Contracts as its operations are not underpinned by contracts of insurance with its participants.
Accordingly, the provision for estimated future treatment and care costs of LTCS Scheme participants is
based on AASB 137: Provisions, Contingent Liabilities and Contingent Assets.

(m) Employee Benefits

The LTCS fund does not employ any staff. The Financial Framework Management and Insurance Branch of
the Economic and Financial Group within the Chief Minister, Treasury and Economic Development
Directorate (CMTEDD) provides support to the LTCS fund by providing staff to perform the functions of the
LTCS fund. In 2015-16 the LTCS fund reimbursed CMTEDD for employee expenses associated with the staff
allocated to supporting the LTCS fund. These expenses are reflected under ‘supplies and services’ (Note 5:
Supplies and Services). Accrued employee benefits that remain unpaid at the end of the reporting period
for these staff are reflected in CMTEDD’s financial statements.

{n) Budgetary Reporting — Explanations of Major Variances between Actual Amounts and Original
Budget Amounts

Explanations of major variances between the 2015-16 original budget and the 2015-16 actual results are
discussed in Note 17: Budgetary Reporting — Territorial — Explanation of Major Variances Between Actual
Amounts and Original Budget.

The definition of ‘major variances’ is provided in Note 2(o): Significant Accounting Judgements and
Estimates - Budgetary Reporting- Explanation of Major Variances between Actual Amounts and Original
Budget Amounts.
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NOTE 2. SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

(o) Significant Accounting Judgements and Estimates
(i)  Provision for Participants’ Treatment and Care Expenses:

The LTCS fund has made a significant estimate in determining its liability for future treatment and care
costs of LTCS Scheme participants in the ACT.

At 30 June 2016, the liabilities for all claims incurred up to this date under the LTCS Scheme were
estimated by actuaries at Cumpston Sarjeant Pty Ltd.

The liability for the participants’ treatment and care expenses is measured as the present value of the -
expected future payments for all claims incurred to the valuation date. Claims incurred include
accepted participants as well as an estimate for claims incurred but not reported. The estimate is
based on a number of assumptions including the underlying cost of the claim, payment pattern, term
of the claim, and inflation and discount rates. Uncertainty exists due to the long-term nature of
liabilities and volatility in the number of Scheme participants and their injury severity. Further, given
that the LTCS Scheme has only been in operation for two years, there is little experience of claim
payments to date upon which to base the estimate. This provision represents the best estimate of the
Scheme’s future payments, taking into consideration the considerable uncertainties that will exist
during the early years of the Scheme’s operation until more data becomes available.

Details of the amount of provision for future treatment and care costs are provided at Note 13:
Provision for Participants’ Treatment and Care Expenses.

(i) Budgetary Reporting - Explanation of Major Variances between Actual Amounts and Original Budget
Amounts:

Significant judgements have been applied in determining what variances are considered as ‘major
variances’ requiring explanations in Note 17: Budgetary Reporting — Territorial — Explanation of Major
Variances Between Actual Amounts and Original Budget. Variances are considered to be major
variances if both of the following criteria are met:

e The line item is a significant line item: the line item actual amount accounts for more than 10% of
the relevant associated category (Income, Expenses and Equity totals) or sub-element
(e.g. Current Liabilities and Receipts from Operating Activities totals) of the financial statements;
and

e The variances (original budget to actual) are greater than plus (+) or minus (-) 10% of the budget
for the financial statement line item.

Further information on this is provided in Note 2(n): Budgetary Reporting - Explanation of Major
Variances between Actual Amounts and Original Budget Amounts.
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NOTE 2. SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

(p) Impact of Accounting Standards Issued but yet to be Applied

The following revised accounting standard has been issued by the Australian Accounting Standards Board
but does not apply to the current reporting period. This standard is applicable to future reporting periods.
The LTCS fund does not intend to adopt this standard early. Where applicable, this Australian Accounting
standard will be adopted from its application date.

e AASB 2015-6 Amendments to Australian Accounting Standards — Extending Related Party Disclosures to
Not-for-Profit Public Sector Entities [AASB 10, 124 and 1049] (application date 1 July 2016)

This standard extends the scope of AASB 124 Related Party Transactions to the not-for-profit sector
and updates AASB 124 to include implementation guidance to assist not-for-profit entities to apply the
new requirements. While there is no material financial impact in implementing this standard there
will be increased disclosure required by the LTCS fund.

(a) Accounting Standards adopted early for the 2015-16 reporting period

AASB 2015-2 Amendments to Australian Accounting Standards — Disclosure Initiative: Amendments to
AASB 101 has been early adopted for the 2015-16 reporting period, even though the standard is not
required to be applied until annual reporting periods beginning on or after 1 July 2016.

AASB  2015-2 amends AASB 101 Presentation of Financial Statements including clarifying that agencies
should not be disclosing immaterial information and that the presentation of information in notes can and
should be tailored to provide users with the clearest view of an agency’s financial performance and
financial position.
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NOTE 3. LIFETIME CARE AND SUPPORT LEVY

Under the LTCS Act, the LTCS Commissioner is required to assess the amount needed to be

contributed to the LTCS fund in each contribution period that will:

- fully fund the present and likely future liabilities of the LTCS Commissioner under part 6 (relating
to payments under LTCS scheme) in relation to people who become participants in the scheme
because of motor accident injuries suffered during the contribution period; and

- meet the payments needed to be made from the LTCS fund (other than payments under part 6)
during the contribution period; and

- provide for any other matters the LTCS Commissioner should, in all the circumstances, prudently
make provision for in relation to liabilities under part 6.

The amount needed to fully fund the present and likely future liability of the LTCS Commissioner
under part 6 is an amount sufficient to provide an amount of money that together with anticipated
investment income is equal to the best estimate of the cost of meeting the liability {in inflated dollars)
when the liability becomes payable.

The LTCS Levy is the amount that the LTCS Commissioner considers will result in the required fund
contribution for the contribution period and has been determined in accordance with the report of an
independent actuary.

The LTCS Commissioner determined the LTCS Levy for the 2015-16 contribution period to be $34.00
for a 12-month Compulsory Third Party (CTP) insurance policy, $17.00 for a 6-month CTP policy and
$8.50 for a 3-month CTP policy {charged proportionately based on the number of months a vehicle is
registered). The LTCS Commissioner also determined that the LTCS Levy for vehicles registered under
the ACT’s Veteran, Vintage and Historic Registration Scheme that are subject to distance restrictions,
be reduced to 20% of the unrestricted LTCS levy. This equates to $7.00 for a 12-month CTP policy,
$3.50 for a 6-month CTP policy, and $1.70 for a 3-month CTP policy, on these vehicles.

The LTCS Levy applies to all Compulsory Third Party Insurance (CTP) policies issued under the Road
Transport (Third-Party Insurance) Act 2008 that commence during the contribution period. The LTCS
Levy is collected by the Road Transport Authority (Chief Minister, Treasury and Economic
Development Directorate) on behalf of the LTCS Commissioner and remitted to the LTCS fund.

2016 2015
$'000 $’000
Lifetime Care and Support Levy * 9,522 9,666
Total Lifetime Care and Support Fund Levy 9,522 9,666

 The decrease in the LTCS Levy from the previous year is mainly due to lower number of vehicles registered.
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2016 2015
NOTE 4. INTEREST $’000 $’000
Revenue from Non-ACT Government Entities
Interest Revenue® 365 130
Total Interest Revenue from Non-ACT Government Entities 365 130
Total Interest Revenue 365 130
Total interest revenue from financial assets not at fair value
through profit and loss 365 130

™ Interest revenue is associated with the cash balance held in the bank during the reporting period. The increase
is mainly due to the increased balance held in the bank associated with the decision to postpone the investment
of funds not required in the short-term. The investment of funds was delayed due to uncertainties in the
investment markets.

NOTE 5. SUPPLIES AND SERVICES

Actuarial Expenses 49 31
Administration Expenses 3 2
Administrative Support Expenses ! 155 96
Advertising - 8
Audit Fees 43 41
Consultants 12 22
Information and Technology Costs 10 5
LTCS Scheme Claims Handling Governance and Advisory Costs 3 95 124
Total Supplies and Services 367 329

L Administrative support expenses are associated with the reimbursement of salary and superannuation

expenses for the CMTEDD staff allocated to carry out the LTCS Scheme’s functions. The increase is mainly due to
a full year's salaries being reflected in 2015-16 compared to 2014-15 wheh some vacancies occurred.

% Refer Note 6: Auditor’s Remuneration.

* | TCS Scheme Claim Handling Advisory costs in 2014-15 were associated with the charge from the New South
Wales Lifetime Care and Support Authority (NSW LTCSA) in relation to advisory and support services provided to
the LTCS fund in its first year of operation. During 2015-16, certain administrative functions associated with the
ACT LTCS Scheme participants, were transferred to the NSW LTCSA. The related cost of services $0.127 million is
split between corporate and set up services (reflected here) and claims handiing costs (reflected in ‘Claims
Handling Costs' under Note 8: Participants' Treatment and Care Expenses),

Volume 2.2 211



Lifetime Care and Support Fund
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

2016 2015
NOTE 6. AUDITOR’S REMUNERATION $'000 $’000

Auditor’s remuneration consists of financial audit services provided to the LTCS fund by the ACT Audit
Office to conduct the financial audit,

Audit Services
Audit fees paid or payable to the ACT Audit Office 43 41

Total Audit Fees 43 41

No other services were provided by the ACT Audit Office.

NOTE 7. FINANCE COSTS

Unwinding of Discount Rate * 1,027 -

1,027 -

» Finance costs represent the increase in the provision for participants' treatment and care costs from the end of
the previous reporting period to the end of the current reporting period which is due to discounted claims not
settled, becoming effectively one year closer to settlement. There was no unwinding of discount rate for the last
reporting period as it was the first year of operation for the LTCS Scheme,

The amount of unwinding of discount expensed was assessed by the independent actuary.

Also, refer Note 13: Provision for Participants' Treatment and Care Expenses.
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NOTE 8. PARTICIPANTS' TREATIMENT AND CARE EXPENSES

2016 2015
$’000 $'000
LTCS Fund Participants' Treatment and Care Expenses
Attendant Care ' 12 4
Education and Vocational Support Services 15 11
Equipment 53 1
Home Modifications - 2
Hospital ! 6 252
International Exchange Rate and Transfer Fees z 10 -
Medical 81 1
Rehabilitation * 140 25
Support Services ! 94 52
Other 12 5
423 353
Claims Handling Costs 3 32 -
Movement in Provision for Future Participants' Treatment
and Care Costs * (318) 17,383
Total Other Expenses 137 17,736

L Hospital costs are mainly associated with the cost of procedures and inpatient services for the LTCS Scheme
participants.

Support services include the cost of travel and accommodation for the LTCS Scheme participants, their relatives
and providers as required and case management.

All the participants in the LTCS Scheme during 2015-16 were accepted into the Scheme in 2014-15. Accordingly,
the costs associated with most participants have shifted from inpatient hospital care {required more in the earlier
stages after the accident), to rehabilitation and support which will be ongoing.

% Relates to payments associated with the one international LTCS Scheme participant.

3 Claims handling costs are associated with the administration of the ACT LTCS Scheme by the New South Wales
Lifetime Care and Support Authority (NSW LTCSA). During 2015-16, certain administrative functions associated
with the ACT LTCS Scheme participants, were transferred to the NSW LTCSA. The related cost of services
$0.127 million is split between claims handling costs {reflected here) and corporate and set up services (reflected
in 'LTCS Scheme Claims Handling Governance and Advisory Costs’ under Note 5: Supplies and Services ).

4 Refer Note 13: Provision for Participants’ Treatment and Care Expenses.
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2016 2015
NOTE 9. CASH AND CASH EQUIVALENTS $’000 $’000

The LTCS fund holds one bank account with the Westpac Banking Corporation. As part of this
arrangement, the LTCS fund receives interest at floating rates based on daily bank deposit rates.

Cash at Bank * 17,265 8,443

Total Cash and Cash Equivalents 17,265 8,443

 The increase is largely due to the LTCS Levy collected during 2015-16.

NOTE 10. RECEIVABLES

Current Receivables

LTCS Levy Receivable * 886 807
Net Goods and Services Tax Receivable 11 19
Total Current Receivables 897 826
Total Receivables ’ 897 826

 The LTCS Levy Receivable is associated with the LTCS Levy for June remitted to the LTCS fund in July.

No receivables are past due or impaired.
There were no impaired receivables during the reporting period.
Classification of ACT Government/Non-ACT Government Receivables

Receivables with Non-ACT Government Entities

LTCS Levy Receivable 886 807
Net Goods and Services Tax Receivable 11 19
Total Receivables with Non-ACT Government Entities 897 826
Total Receivables 897 826
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2016 2015
NOTE 11. OTHER ASSETS 5’000 $'000
Current Other Assets
Prepayments * 296 -
Total Current Other Assets 296 -
Total Other Assets 296 -

! Prepayments are associated with the cash reserve held by the New South Wales Lifetime Care and Support
Authority (NSW LTCSA) to fund future ACT LTCS Scheme participants' treatment and care costs. The reserve
amount reflects the estimated costs for the next quarter's payments. This is under the arrangement for NSW
LTCSA to administer the ACT LTCS Scheme that commenced during 2015-16.

NOTE 12. PAYABLES

Current Payables

Accrued Expenses ! 279 155
Total Current Payables 279 155
Total Payables 279 155

 Accrued expenses are mainly associated with the actuary's fees, audit fees and treatment and care costs of the
LTCS Scheme participants during the reporting period for which invoices were received after the end of the
reporting period. The increase is mainly due to the arrangements entered into during 2015-16 involving the
receipt of quarterly invoices from NSW LTCSA for the reimbursement of payments made to the ACT participants.
The April-June 2016 invoice was received in July 2016.

No payables are overdue for payment.
Classification of ACT Government/Non-ACT Government Payables

Payables with ACT Government Entities
Accrued Expenses 43 41

Total Payables with ACT Government Entities 43 41

Payables with Non-ACT Government Entities

Accrued Expenses 236 114
Total Payables with Non-ACT Government Entities 236 114
Total Payables 279 155
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NOTE 13. PROVISION FOR PARTICIPANTS' TREATMENT AND CARE EXPENSES

This is the provision for estimated future treatment and care costs of LTCS Scheme participants in the
ACT.

2016 2015

Current Provision for Participants' Treatment and Care Expenses $’000 $’000
Provision for the Participants' Treatment and Care Expenses 505 574
Total Current Provision for Participants' Treatment and Care

Expenses 505 574
Non-Current Provision for Participants’ Treatment and Care

Expenses
Provision for the Participants' Treatment and Care Expenses 17,587 16,809
Total Non-Current Provision for Participants' Treatment and

Care Expenses 17,587 16,809
Total Provision for Participants' Treatment and Care Expenses1 18,092 17,383
Reconciliation of the Provision for Treatment and Care Expenses:
Provision at the Beginning of the Reporting Period 17,383 -
Additional Provision Recognised for New Participants 2 - 17,648
Unwinding of Discount Rate 3 1,027 -
Treatment and Care Payments (339) (265)
Other Movements in the Provision for Existing Participants 4 21 -
Provision at the End of the Reporting Period 18,092 17,383

. No new participants entered the LTCS Scheme during 2015-16, At 30 June 2016 there were four interim

participants and one lifetime participant who had been accepted into the LTCS Scheme (30 June 2015: five
interim participants).

% The decrease is due to no new participants entering the LTCS Scheme during 2015-16 (2014-15: five new
participants). :

% Refer Note 7: Finance Costs.

* Other movements include adjustments associated with the changes in the participants' injury severity scores,
participant specific changes etc. It also includes adjustment to the allowance for 'Incurred But Not Yet
Reported’ (IBNR) claims {included in the opening provision) for changes In the average cost for different types of
injuries.

Also, refer to Note 2(l): Significant Accounting Policies - Provision for Participants' Treatment and Care
Expenses and Note 2(o): Significant Accounting Judgements and Estimates - Provision for Participants'
Treatment and Care Expenses.
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NOTE 13. PROVISION FOR PARTICIPANTS' TREATMENT AND CARE EXPENSES - CONTINUED

At 30 June 2016, the liabilities for all claims incurred up to this date under the LTCS Scheme were
estimated by actuaries at Cumpston Sarjeant Pty Ltd. The liability for the participants’ treatment and
care costs are measured as the present value of the expected future payments. The present value of
the minimum payments after discounting are as follows:

2016 2015

$’000 . $’000

Within one year 505 574
Later than one year but not later than five years 1,418 1,725
Later than five years 16,169 15,084
Total Provision for Participants' Treatment and Care Expenses 18,092 17,383

For the economic parameters, a gap approach, whereby the gap between the discount rate (of 6%)
and regular inflation rate (of 4%) is 2%, has been applied by the actuary.

The weighted mean term of the liabilities is as follows:

Uninflated, undiscounted 349  vyears
Inflated, discounted 26.4  years

Sensitivity Analysis for the Estimate of the Provision for Participants' Treatment and Care Expenses

Uncertainty exists due to the long-term nature of liabilities and volatility in the number of Scheme
participants and their injury severity. Further, given that the LTCS Scheme has only been in operation
for two years, there is little experience of claim payments to date upon which to base the estimate.

While uncertainty has been taken into account in estimating the provision (based on standard
actuarial assessment), the following analysis is provided to show the impact of the sensitivities on the

provision.

Scenario Provision Difference
$’000 %

Base Provision 18,092

Change in economic 'gap' to 2.5% per annum 15,912 -12.0%

Change in economic 'gap’ to 1.5% per annum 20,764 14.8%

Additional 0.75 IBNR claims * 19,903 10.0%

Zero superimposed inflation 17,476 -3.4%

Death of a participant within the next five years 14,966 -17.3%

Lack of improvement for CANS 7 participant * 23,025 27.3%

" IBNR claims represent ‘Incurred But Not yet Reported' claims associated with potential claimants reported
late.
% CANS represents the 'Care and Needs Scale' score reflecting the severity of injury of a participant.
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NOTE 14. FINANCIAL INSTRUMENTS

Details of the significant policies and methods adopted, including the criteria for recognition, the basis of
measurement, and the basis on which income and expenses are recognised, with respect to each class of
financial asset and financial liability are disclosed in Note 2: Significant Accounting Policies.

interest Rate Risk

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of a change in market interest rates. The LTCS fund's exposure to market interest rates relates
only to cash at bank. The cash at bank earns interest at floating rates based on daily bank deposit rates.

A sensitivity analysis has not been undertaken for the interest rate risk of the LTCS fund, as it has been
determined that the possible impact on income and expenses or total equity from interest rate
fluctuations is immaterial.

Currency Risk

Currency risk is the risk that the fair value or future cashflows associated with a transaction that is
denominated in a foreign currency will fluctuate as a result of movements in international exchange rates.
The LTCS fund's currency risk is in relation to participants to the LTCS Scheme that are living overseas and
receiving treatment and care in the country of their residence.

Part 11 of the LTCS Guidelines governing the treatment and care of participants living overseas, allow the
LTCS Commissioner to reimburse reasonable costs of care incurred by overseas participants. The
reasonable maximum cost which can be reimbursed for overseas care will be determined by reference to
the amount of care not exceeding that amount that the LTCS Commissioner has assessed as reasonable
and necessary, and the cost of care the participant would have required had the care been provided in the
Australlan Capital Tetritory, Australia. At the reporting date, there was only one overseas participant to
the LTCS scheme. As a result, the LTCS fund's exposure to currency risk is not significant.

Credit Risk

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause
the other party to incur a financial loss. The LTCS fund's credit risk is limited to the amount of the financial
assets held less any allowance for impairment losses. The receivable at 30 June 2016 is mainly associated
with the LTCS Levy for June 2016 which has already been collected by Access Canberra (another ACT
Government entity) on behalf of the LTCS fund and was remitted to the LTCS fund after the end of the
financial year. As a result, the LTCS fund’s exposure to bad debts is not significant.
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NOTE 14. FINANCIAL INSTRUMENTS - CONTINUED
Liquidity Risk

Liquidity risk is the risk that the LTCS fund will encounter difficulties in meeting obligations associated with
financial liabilities that are settled by delivering cash or another financial asset, To limit its exposure to
liquidity risk, the LTCS fund ensures that, at any particular point in time, it has a sufficient amount of
current financial assets to meet its current financial liabilities. The LTCS fund manages this risk by
maintaining a cash balance which will allow payment of all current financial liabilities when they fall due.

It is expected that the LTCS Levy, which is reassessed every year, together with the anticipated investment
income will be sufficient to meet the expected LTCS fund’s liabilities when they become payable.

At the reporting date, the LTCS fund has enough liquidity to meet its emerging financial liabilities.

Price Risk

Price risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because
of changes in market prices, whether these changes are caused by factors specific to the individual
financial instrument or its issuer, or factors affecting all similar financial instruments traded in the market,
The LTCS fund is not exposed to any price risk.
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NOTE 14. FINANCIAL INSTRUMENTS - CONTINUED
Fair Value of Financial Assets and Liabilities

The carrying amounts and fair value of financial assets and liabilities at balance date are:

Note Carrying Carrying
No. Amount Fair Value Amount Fair Value
2016 2016 2015 2015
$'000 $'000 $'000 $'000
Financial Assets
Cash and Cash Equivalents 9 17,265 17,265 8,443 8,443
Total Financial Assets 17,265 17,265 8,443 8,443
Financial Liabilities
Payables 12 279 279 155 155
Total Financial Liabilities , 279 279 155 155

Maturity Analysis
The LTCS fund does not have any financial assets or liabilities which mature outside the following financial
year. The interest rate risk on the assets and liabilities is not significant.

Carrying Amount of Each Category of Financial Asset and Financial Liability

2016 2015
$’000 $’000
Financial Liabilities Measured at Amortised Cost 279 155

The LTCS fund does not have any financial assets in the 'Available for Sale' category, the ‘Financial Assets
at Fair Value through Profit and Loss' category, the 'Held to Maturity' category or the 'Measured at
Amortised Cost' category and, as such, these categories are not included above. Also, the LTCS fund does
not have any financial liabilities in the 'Financial Liabilities at Fair Value through Profit and Loss' category
and as such this category is not included above.

Fair Value Hierarchy

The LTCS fund does not have any financial assets or financial liabilities at fair value. As such no fair value
hierarchy disclosures have been made.
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NOTE 15. CASH FLOW RECONCILIATION

(a) Reconciliation of Cash and Cash Equivalents at the End of the Reporting Period in the Cash Flow
Statement to the Equivalent Items in the Statement of Assets and Liabilities on Behalf of the

Territory

Total Cash and Cash Equivalents Disclosed in the Statement
of Assets and Liabilities on Behalf of the Territory

Cash and Cash Equivalents at the End of the Reporting Period
as Recorded in the Cash Flow Statement on Behalf of the
Territory

(b} Reconciliation of the Operating Surplus/ (Deficit) to Net
Cash Inflows from Operating Activities

Operating Surplus/ (Deficit)
Add/(Less) Non-Cash Items

Cash Before Changes in Operating Assets and Liabilities

Changes in Operating Assets and Liabilities

{Increase) in Receivables

{Increase) in Other Assets

Increase in Payables

Increase in Provision for Participants' Treatment and Care Expenses

Net Changes in Operating Assets and Liabilities

Net Cash Inflows from Operating Activities

NOTE 16. EVENTS OCCURRING AFTER BALANCE DATE

2016 2015
$’000 $’000
17,265 8,443
17,265 8,443
8,356 (8,269)
8,356 (8,269)
(71) (826)
(296) -
124 155
709 17,383
466 16,712
8,822 8,443

As part of the ACT Government’s decision to implement a National Injury Insurance Scheme (NIIS}, the
LTCS Act has been amended to extend the LTCS Scheme to also cover catastrophically injured ACT private
sector workers where an injury occurring on or after 1 July 2016 is suffered arising out of, or in the course

of, the worker’s employment and the ACT is the state of connection.

Accordingly, the LTCS Scheme will be funded by two levies: a levy on compulsory third-party insurance
policies that commenced on or after 1 July 2014 and effective 1 July 2016, a new levy on workers’

compensation insurers and self-insurers.

Volume 2.2 221



193png 9T~6T0Z) powsd Suruodal Y1 jo 103dsas Ul sjus

"9T-§T0Z Suunp awsyog

SO1T 9y3 Supsius sjuedpiied masu ou o3 anp Ajurepny
"$3500 syuedioned jo Juswssasse [elenIoe

31 J0 juswisuyss Bulinuuod e jo ed s) pue 195 sem
133png 91-GTOT BY3 JOYe STOZ dUNF OE 38 Spew Jusunsnipe
lelenioe  a8ie] Byl speyas siyL  aesh [eIOUBUY  BYL
404 JUNOWE JUNOSIP JO SUIPUIMUN PR1BWNISD Byl Pasinsl
18Ul 9T0Z Sunf Og e suoposfoid jeuenioe 3yl o1 ang
"SVINIBS pue saljddns Jepun 198png ay;

Ul pa1ds(fsl Inq ‘sesuadxd sJeD pue jusiulesl) Swuedpiued
01 51500 SuljpueY SWIEPD [BNIDE JO J8JSURLY DU} O} anp Ajuiey
"SI JUDWISOAUL B3 L)

Sefilenssoun o1 snp paAejap Usaq SBY SPUNY JO IUSWIISIAU]
SUL "WIerHOoYs ay3 Ul pasnbas 10U spuny Jo jusunsaAul
3yl jo uopedppue ul - peleSpng Sem SnusAal 12y10

uoijeuejdxg saueuep

“ssuswnasu) uogepdosdde 1o uorendosdde Ateyuawaiddns 31504 03 paisnipe Us3q 10U SABY SJUNOWE 3say [ (SIUBWIDIELS
Wsels |eloueuy pe3edpng [euifuo syl ul Alquessy sape|si8e] syi 03 peaussald spunowe B3 01 s13424 198png [2UIBLQ .

%66~ {585°6) 7zl LET sasuadxg a.1e) pue juswieal] syuedpiied
%CST 619 807 L20T 51500 @2URUl4
%TT- (zs) 6TY £9€ sa1AJ8$ pue sayddng
%00T- {v0z) voL - BNUIATY L3Y10
% 000.$ 000.$ 000.$
91-S10T 9T-ST10¢C
suenep SoUBLIBA 93png [enoy sway auly A1ous] sy Jo jieysg
[euisuo uo sasuadx3 pue swWodU] J0 JUDWBILRLS

"WiRll sulj uswies [elouey SY1 104 198phg a3 4o %0T (-) shuiw uo (+) snid UBUT 1978315 aJe (jenjoe 03388png [eui3Lio) seouelen syl ()

pue sjuswialels [elzuBUl) SY1 JO (S[B101 SANIANDY Buneledg wouy sidwoay pue sspijIqer] USLIND *8-9) Juswiale-gns 4o (sjeyo1 Aunbg

pue sesuadxy ‘ewodu)) AtoSs1es pajeposse 1uBAB[RL B3Y] JO %0T

Byl 5I0W 10} S]UNOIE JUNOWE [BNDR WYl dUIj 3yl WS}l dul| Juedyiusis & s way suy ay] (e)

“18W 4B BLS1LID SUIMOI0] 31 JO Yyioq JI

S3JUBLIBA 10[RLI 3¢ 0] PRISPISUOD BB SIVUBLIE, "SSUIOING [Bnjoe pue sa1ewWs? 393pNng USSMIaq SsouBLEA WRY U] Jofew Jo suoneue|dxs Jaliq a1 SUIMO|[o) UL

135dNg TYNISIYMO ANV SINNOY TVNLOV NIIM13g

SLNNOWY
SAONVIMVA HOMYINI 30 NOILVNYIdX3 - TVIYOLINYIL - ONILYOdIY AYNVIIDANG °ZT ILON

910¢ aunr gg pspuj 1ea ) ay] 1o4
sjuswde]s [eDUBULY BU) JO JJed Sunwlod pue 03 $910)N

pung 1oddng pue aie) swpayr

222 Chief Minister, Treasury and Economic Development Directorate: Annual Report 2015-16



“1u32 J3d 666- UBYL $59] J0 1UDD J3d 666 UBLL J5183JF S11BY3 SDURLIEA B S1USs3Jdal UWLIN{0D % SIUBLIEA WRY| SULT BUI Ul # 1DI0N

*syuaWwinJsul uoneudosdde Jo uopeudosdde Arejuswaiddns 108)ja4 01 paisnipe Ua90 10U SARY SRUNOWE 3S3Y ] *(suswale1s
198png 9T-5T07) Pouad Suiodas Byl 4O 102054 Uj SIUBWIBLE)S [BPURLY Pa3eSpng (eulBUO SUL Ul AjqSSSY SARE[SIZST Bl 03 pejuasaid sjunowe 2yl o} i3l 1e8png [BUIBLIO .,

SIUDWIDIR]S [BIDUBUYY J3UI0 Ul Pa42N03 S4B SWAY Suj| 3sayL

*5}500 9JED PUEB JUSWIL3J] JO SUlLll PUE SpasuU 9y}

JO Juswaulal Suinuiuos e S) siyl ~JesA [epueul] Sulwod
3U3 Ul SIS00 218D PUB JUSWIESI] PIILWIISD SY) UMOP PasIAdl
18U} 9T0Z 2uni Qg e suonpoefoud |euwenioe syl o1 ang
"E1EP S|ENJIJE OU PEY 92UdY pue Jeak

[eloueUy [N} & J0J pelelado 1A J0U pey dwayds syl 193png
9T-S107 241 j0 uonesedsud ayj jo awn ayl 1y -198png syl
Ul P31BWIAS? 30U 9TOZ dunf Q€ 1k pansase sasuadxs 01 ang
*sjusjeainb3 ysed pue ysey Joy uoijeue|dxa anoge 4ad sy
"S1ovEW

JUBWISIAUL BYJ U} SOIIUIBLIBOUN 0] 8NP WIS1-LIOYS 3yl ui
paainbat J0U SpUny JO JUSWIISIAUS JO AR|3pP 3U3 01 anp Ajuleln

uoneue|dxg sduelep

%TE- (zeD)

# 6T
%00T- (9559T)
%E9L §9Z‘sT
% 000.$
Q2UBLIEA UBLIEA

LEL

955°9T

000

000.$

9T-9102
,ﬁu.mm_u:m_
{euiduo

Aiopiial ayz fo
Jjpyag uo Aynb3 ur sabupyy fo Juawialpls

sasuadxg aie) pue uswuiesl]

Q0S8 Swedidned J0) UOISIAOL] 3Ua1InD
6.2 so|qeied
- SlU”UIlS8AU]
S9CLT syusjeamnb3 yseD pue ysed

000.$

9T1-ST0T

|en1dy swiay| sury AlollLa] 3yl Jo jjeysg

U S2IM[IGEI] PUR SIISSY JO 1UDLIBIRIS

GINNILNOD - SINNOWY

139aNng TYNIDIHO ANV SINNOY TYNLOY NIIMLIE STIONVIYVA HOMVIN 40 NOILYNYIAXI - TYIIOLIHYIL - DNILYO4IY AdvV1IDANg L1 310N

9T0T 2unf Q€ papui iea) 9yl 1og

S]USLLID1E]S [BIDUBULS Y] JO HEed Sujwiod pue 0} S310N

pun4 uoddns pue aje) awnajil

Volume 2.2 223



‘sjuswiniisul uogendoldde Jo uoneudoldde Arjuswiaiddns 199584 01 paisn(pe ussq J0u SABY SJUNOWE 353y [ *{SIUBWIBIEIS
198png 91-ST0Z) pouad Bujtiodas ay3 jo 1adsal Ul SJUBWISLEIS [eloueUl pa3espng jeulSuo syl Ul Ajquiassy aAne|sISaT Syl 0} Paluasald SUNoWe 3yl o1 sIayas 198png [eUISUO -

"s1os5R
usjeamby yseD pue ysed 10} 210U sty uj uoneue)dxs 1ad sy

"VSOLT MSN 9Y1 03 SWBYdS SO17 10V Y3 WoJy suorouny
SAllBlISIUfUPE SuLajsuel] J0) JUSWaSueLIE 3] J3pun 51500
248D pue juswieal; swedpiled awsyss sHLT 1OV 8yl o1
uogepal Ul wayy Aq spew syuswiAed 1o} y$O1T MSN 24l Aq
BAIBSaI SB p|3y lunowe jo juswAedsid syl o1 anp Ajuiein

HECRISEN
pue sa}|ddns Japun pa3es|jas) seowsas dn 185 pue s1ei0dion
pue (s1500 ®ied pue juswiess siuedppied-1syio Jepun
Pa133|Ja.) 51500 Bulpuey SWie USIMIS] V$I1T MSN 341 01
pied s3s05 3uipuey swiep ayp 40 Sunyyds ay3 01 anp Ajuieinl

uoneue[dxy ssusLiep

%00T- {r59°8) ¥59°8

%E6 90¢ 62¢

%S1- (T9) 61Y

% 000,$ 0005
9T-ST0T

aoueLIRp @ouBLIEA A98png
leutsuQ

S€9

8SE

000.5
91-510¢

Jen1oy

STuBWisaAU] JO 9seyaund

ale) pue juswieal] siuedpiued

s901A136 pue sayddng

swsy
aur] Ao sy Jo Jeysg
uo JUSWBELS MO YSED

CGINNILNOD - SLNNONV

1350N4 TYNIDHO ANV SINNOWY VNIV NIIMLIE STINVIYVA HOIVIAl 30 NOILYNYIdX3 - TYIHOLIYYIL - DNILYOIY A¥V.IIDANG T 1LON

SIUBWa)e1S [eRURULY 3Y] JO Jed SuluIo4 pue 01 S910N

9T0¢ 3unf o€ papu3 1ea) 3y} 104

pun4 11oddns pue aJe) swnayi

224  Chief Minister, Treasury and Economic Development Directorate: Annual Report 2015-16



Statement of Performance
For the Year Ended
30 June 2016

Lifetime Care and Support Fund
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. CTA d OFF AUDITOR-GENERAL AN OFFICER [
AT udit [of <] OF THE ACT LEGISIATIVE ASSEMBLY W2

REPORT OF FACTUAL FINDINGS
LIFETIME CARE AND SUPPORT FUND

To the Members of the ACT Legislative Assembly

Report on the statement of performance

The statement of performance of the Lifetime Care and Support Fund (the Fund) for the
year ended 30 June 2016 has been reviewed.

Responsibility for the statement of performance

The Under Treasurer is responsible for the preparation and fair presentation of the
statement of performance in accordance with the Financial Management Act 1996. This
includes responsibility for maintaining adequate records and internal controls that are
designed to prevent and detect fraud and error, and the systems and procedures to
measure the results of the accountability indicators reported in the statement of
performance.

The auditor’s responsibility

Under the Financial Management Act 1996 and Financial Management (Statement of
Performance Scrutiny) Guidelines 2016, | am responsible for providing a report of factual
findings on the statement of performance.

The review was conducted in accordance with Australian Auditing Standards applicable to
review engagements, to provide assurance that the results of the accountability
indicators reported in the statement of performance have been fairly presented in
accordance with the Financial Management Act 1996.

A review is primarily limited to making inquiries with representatives of the Fund,
performing analytical and other review procedures and examining other available
evidence. These review procedures do not provide all of the evidence that would be
required in an audit, therefore, the level of assurance provided is less than that given in
an audit. An audit has not been performed and no audit opinion is being expressed on the
statement of performance.

The review did not include an assessment of the relevance or appropriateness of the
accountability indicators reported in the statement of performance or the related
performance targets.
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No opinion is expressed on the accuracy of explanations provided for variations between
actual and targeted performance due to the often subjective nature of such explanations.

As disclosed in the statement of performance, in accordance with the Financial
Management (Statement of Performance Scrutiny) Guidelines 2016, the Total Cost and
Payment for Expenses on Behalf of the Territory information included in the statement of
performance has not been reviewed.

Electronic presentation of the statement of performance

Those viewing an electronic presentation of this statement of performance should note
that the review does not provide assurance on the integrity of information presented
electronically, and does not provide an opinion on any other information which may have
been hyperlinked to or from the statement of performance. If users of the statement of
performance are concerned with the inherent risks arising from the electronic
presentation of information, then they are advised to refer to the printed copy of the
reviewed statement of performance to confirm the accuracy of this electronically
presented information.

Independence

Applicable independence requirements of Australian professional ethical
pronouncements were followed in conducting the review.

Review opinion

Based on the review procedures, no matters have come to my attention which indicate
that the results of the accountability indicators, reported in the statement of
performance of the Fund for the year ended 30 June 2016, are not fairly presented in
accordance with the Financial Management Act 1996.

This review opinion should be read in conjunction with the other information disclosed in
this report.

Bernie Sheville
Director, Financial Audits
2 September 2016
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LIFETIME CARE AND SUPPORT FUND
STATEMENT OF PERFORMANCE
For the Year Ended 30 June 2016

STATEMENT OF RESPONSIBILITY

In my opinion, the Statement of Performance is in agreement with the Lifetime Care and
Support Fund's records and fairly reflects the service performance of the Fund in providing each
class of outputs during the financial year ended 30June 2016 and also fairly reflects the
judgements exercised in preparing them.

/J o Da —

/4
DAvid Nicol Karen Doran

Under Treasurer : Lifetime Care and Support Commissioner
Delegate for the Director-General of the ACT

Chief Minister, Treasury and
Economic Development Directorate
;?( August 2016 25 August 2016
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Financial Statements
For the Year Ended
30 June 2016

Office of the Nominal Defendant

of the ACT
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/I ACT Audit Office OF THEACT (EGISUATIE ASSEv D

INDEPENDENT AUDIT REPORT
OFFICE OF THE NOMINAL DEFENDANT OF THE ACT

To the Members of the ACT Legislative Assem bly

Report on the financial statements

The financial statements of the Office of the Nominal Defendant of the ACT (the Nominal
Defendant) for the year ended 30 June 2016 have been audited. These comprise the
operating statement, balance sheet, statement of changes in equity, cash flow statement
and accompanying notes.

Responsibility for the financial statements

The Under Treasurer is responsible for the preparation and fair presentation of the
financial statements of the Nominal Defendant. This includes responsibility for
maintaining adequate accounting records and internal controls that are designed to
prevent and detect fraud and error, and the accounting policies and estimates used in the
preparation of the financial statements.

The auditor’s responsibility

| am responsible for expressing an independent audit opinion on the financial statements
of the Nominal Defendant.

The audit was conducted in accordance with Australian Auditing Standards to provide
reasonable assurance that the financial statements are free of material misstatement.

| formed the audit opinion following the use of audit procedures to obtain evidence about
the amounts and disclosures in the financial statements. As these procedures are
influenced by the use of professional judgement, selective testing of evidence supporting
the amounts and other disclosures in the financial statements, inherent limitations of
internal control and the availability of persuasive rather than conclusive evidence, an
audit cannot guarantee that all material misstatements have been detected.

Although the effectiveness of internal controls is considered when determining the
nature and extent of audit procedures, the audit was not designed to provide assurance
on internal controls.

The audit is not designed to evaluate the prudence of decisions made by the Nominal
Defendant.
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Electronic presentation of the audited financial statements

Those viewing an electronic presentation of these financial statements should note that
the audit does not provide assurance on the integrity of information presented
electronically, and does not provide an opinion on any other information which may have
been hyperlinked to or from this report. If users of these financial statements are
concerned with the inherent risks arising from the electronic presentation of information,
then they are advised to refer to the printed copy of the audited financial statements to
confirm the accuracy of this electronically presented information.

Independence

Applicable independence requirements of Australian professional ethical
pronouncements were followed in conducting the audit.

Audit opinion

In my opinion, the financial statements of the Nominal Defendant for the year ended
30 June 2016:

(i) are presented in accordance with the Australian Accounting Standards and other
mandatory financial reporting requirements in Australia; and

(i) present fairly the financial position of the Nominal Defendant at 30 June 2016
and results of its operations and cash flows for the year then ended.

This audit opinion should be read in conjunction with other information disclosed in this
report.

Bernie Sheville
Director, Financial Audits
14 September 2016
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Office of the Nominal Defendant of the ACT
Financial Statements
For the Year Ended 30 June 2016

Statement of Responsibility

In my opinion, the financial statements are in agreement with the Office of the Nominal Defendant of
the ACT (the Fund) accounts and records and fairly reflect the financial operations of the Fund for the
year ended 30 June 2016 and the financial position of the Fund on that date.

“Under Treasurer,
Chief Minister, Treasury and Economic Development Directorate

Delegate for the Chief Executive Officer,
ACT Insurance Authority
/2 September 2016
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Office of the Nominal Defendant of the ACT
Financial Statements
For the Year Ended 30 June 2016

Statement by the General Manager

In my opinion, the financial statements have been prepared in accordance with generally accepted
accounting principles and are in agreement with the Office of the Nominal Defendant of the ACT (the
Fund) accounts and records and fairly reflect the financial operations of the Fund for the year ended
30 June 2016 and the financial position of the Fund on that date.

era JManager,
Insurance Authority
September 2016
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Office of the Nominal Defendant of the ACT
Operating Statement
For the Year Ended 30 June 2016

Note Actual Actual
No. 2016 2015
$’000 $’000
Income
Interest and Distributions 5 845 832
Levies 6 4,751 4,815
Other Revenue 7 1,026 1,041
Unrealised Gain on Investments 8 294 74
Total Income 6,916 6,762
Expenses
Claims Expenses 9 7,550 6,734
Supplies and Services 10 411 358
Total Expenses 7,961 7,092
Operating (Deficit) (1,045) (330)
Other Comprehensive Income - -
Total Comprehensive (Deficit) (1,045) (330)

The above Operating Statement should be read in conjunction with the accompanying notes.
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Office of the Nominal Defendant of the ACT
Balance Sheet

at 30 June 2016
Note Actual Actual
No. 2016 2015
$’000 $’000

Current Assets
Cash and Cash Equivalents 12 20,902 18,450
Receivables 13 1,501 1,471
Total Current Assets 22,403 19,921
Non-Current Assets
Investments 14 6,336 6,042
Total Non-Current Assets 6,336 6,042
Total Assets 28,739 25,963
Current Liabilities
Payables 15 284 96
Provision for Claims Payable 16 6,219 5,304
Total Current Liabilities 6,503 5,400
Non-Current Liabilities
Provision for Claims Payable 16 22,692 19,974
Total Non-Current Liabilities 22,692 19,974
Total Liabilities 29,195 25,374
Net (Liabilities)/Assets (456) 589
Equity
Accumulated (Deficit)/Funds (456) 589
Total Equity (456) 589

The above Balance Sheet should be read in conjunction with the accompanying notes.
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Office of the Nominal Defendant of the ACT
Statement of Changes in Equity
For the Year Ended 30 June 2016

Balance at 1 July 2015
Comprehensive Income
Operating (Deficit)

Total Comprehensive (Deficit)

Balance at 30 June 2016

Balance at 1 July 2014
Comprehensive Income
Operating (Deficit)

Total Comprehensive (Deficit)

Balance at 30 June 2015

Accumulated Total
Funds Equity

Actual Actual

2016 2016

$’000 $’000

589 589

(1,045) (1,045)

(456) (456)

(456) (456)
Accumulated Total
Funds Equity

Actual Actual

2015 2015

$’000 $’000

919 919

(330) (330)

(330) (330)

589 589

The above Statement of Changes in Equity should be read in conjunction with the accompanying notes.
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Office of the Nominal Defendant of the ACT
Cash Flow Statement
For the Year Ended 30 June 2016

Note Actual Actual
No. 2016 2015
$’000 $’000
Cash Flows from Operating Activities
Receipts
Interest and Distributions 776 833
Recoveries 41 31
Fees, Fines and Other Receipts 1,034 1,017
Levies 4,719 7,015
Goods and Services Input Tax Credits from the
Australian Taxation Office 352 378
Total Receipts from Operating Activities 6,922 9,274
Payments
Supplies and Services 260 453
Payment of Claims 3,921 5,523
Goods and Services Tax Paid to Suppliers 289 442
Total Payments for Operating Activities 4,470 6,418
Net Cash Inflows from Operating Activities 18(b) 2,452 2,856
Net Increase in Cash and Equivalents 2,452 2,856
Cash and Cash Equivalents at the Beginning of the
Reporting Perigd ¢ ¢ 18,450 15,594
Cash and Cash Equivalents at the end of the 18(a) 20,902 18,450

Reporting Period

The above Cash Flow Statement should be read in conjunction with the accompanying notes.
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Note 1
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Note 3
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Note 11

Note 12
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Note 16
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Note 18

For the Year Ended 30 June 2016

NOTE INDEX
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Objectives of the Office of the Nominal Defendant of the ACT
Significant Accounting Policies
Change in Accounting Policy and Accounting Estimates

Significant Accounting Judgements and Estimates

Income Notes
Interest and Distributions
Levies
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Unrealised Gain on Investments
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Claims Expenses
Supplies and Services

Auditor’s Remuneration

Asset Notes
Cash and Cash Equivalents
Receivables

Investments
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Payables

Provision for Claims Payable

Other Notes
Financial Instruments

Cash Flow Reconciliation
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Office of the Nominal Defendant of the ACT
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 1 OBJECTIVES OF THE OFFICE OF THE NOMINAL DEFENDANT OF THE ACT

Operations and Principal Activities of the Office of the Nominal Defendant of the ACT
The ACT Insurance Authority is the Nominal Defendant of the ACT (the Fund) as defined under Section 13 of the
Road Transport (Third Party Insurance) Act 2008. The objectives of the Fund are to:

e provide a safety net mechanism to meet the costs of third party personal injury claims made by injured parties

where:

(i) the vehicle involved does not have a compulsory third party insurance policy; or
(i) the injured person is unable to identify the driver and vehicle at fault;

e ensure that persons who are injured in the circumstances listed above, receive the same entitlements as an
injured person would receive where the vehicle did have Compulsory Third Party insurance;

e collect recoveries from uninsured drivers at fault to the sum paid out by the Fund; and

e raise levies on each licensed Compulsory Third Party insurer in the Territory as well as the Commonwealth and
ACT Governments.

NOTE 2 SIGNIFICANT ACCOUNTING POLICIES

(a) Basis of Preparation

These general purpose financial statements have been prepared to comply with ‘Generally Accepted Accounting
Principles’ (GAAP). The financial statements have been prepared in accordance with:

(i) Australian Accounting Standards; and

(i) ACT Accounting and Disclosure Policies.

The financial statements have been prepared using the accrual basis of accounting, which recognises the effects of
transactions and events when they occur. The financial statements have also been prepared according to the
historical cost convention, except for assets such as those included in financial instruments which were measured
at fair value in accordance with the valuation policies applicable to the Fund during the reporting period.

These financial statements are presented in Australian dollars, which is the Fund’s functional currency.
The Fund is an individual reporting entity.
(b) Reporting Period

These financial statements state the financial performance, change in equity and cash flows of the Fund for the
year ended 30 June 2016 and with the financial position of the Fund at 30 June 2016.

(c) Comparative Figures
Prior Year Comparatives

Comparative information has been disclosed in respect of the previous period for amounts reported in the
financial statements, except where an Australian Accounting Standard does not require comparative information

to be disclosed.

Where the presentation or classification of items in the financial statements is amended, the comparative amounts
have been reclassified where practical. Where a reclassification has occurred, the nature, amount and reason for

the reclassification is provided.
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NOTE 2 SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

(d) Rounding

All amounts in the financial statements have been rounded to the nearest thousand dollars ($’000). Use of “-“
represents zero amounts or amounts rounded down to zero.

(e) Revenue Recognition

Revenue is recognised at the fair value of the consideration received or receivable in the Operating Statement. All
revenue is recognised to the extent that it is probable that the economic benefits will flow to the Fund and the
revenue can be reliably measured. In addition, the following specific criteria must also be met before revenue is

recognised:

Interest

Interest revenue is recognised using the effective interest method.
Distributions

Distribution revenue is received from investments with the Public Trustee and Guardian ACT Fixed Interest

Portfolio. This is recognised on an accrual basis.
Levies

Levies are placed on Comprehensive Third Party Insurers and Self-Insurers in the ACT to ensure that the Fund has
sufficient monies to satisfy claims. Levies are recognised in the Operating Statement when they have been levied.

Other Revenue

Other Revenue includes unregistered vehicle permits and fines as well as recoveries received from uninsured

owners or drivers. This revenue is recognised as revenue at the time of receipt.

(f) Current and Non-Current Items

Assets and liabilities are classified as current or non-current in the Balance Sheet and in the relevant notes. Assets
are classified as current where they are expected to be realised within twelve months after the reporting date.
Liabilities are classified as current when they are due to be settled within twelve months after the reporting date
or the Fund does not have an unconditional right to defer settlement of the liability for at least twelve months

after the reporting date.
Assets or liabilities which do not fall within the current classification are classified as non-current.

(g) Cash and Cash Equivalents

For the purposes of the Cash Flow Statement and the Balance Sheet, cash includes cash at bank, cash equivalents
are short-term, highly liquid investments that are readily convertible to known amounts of cash and which are
subject to an insignificant risk of changes in value. Cash equivalents include short-term investments held in a Cash

Trust Account managed by an external fund manager on behalf of the Public Trustee and Guardian.
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NOTE 2 SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

(h) Receivables

Accounts receivable are initially recognised at fair value and subsequently measured at amortised cost, with any

adjustments to the carrying amount being recorded in the Operating Statement.
Receivables include interest, goods and services taxation (GST) and accrued fines and levies.

The collectability of receivables is reviewed on an ongoing basis. Debts which are known to be uncollectable are
written off. An allowance for impairment is raised when some doubt as to collection exists. The allowance for
impairment is based on objective evidence and review of overdue balances. The Fund considers the following is

objective evidence of impairment:

(i) becoming aware of financial difficulties of debtors;
(i) default payments; or
(iii) debts more than 90 days overdue.

(i) Investments

Long-term investments are held with the Public Trustee and Guardian in a unit trust called the Fixed Interest
Portfolio. The prices of units in the Fixed Interest Portfolio fluctuate in value. The net gain or loss on investments
consists of the fluctuation in price of the units in the trust between the end of the last reporting period and the
end of this reporting period as well as any profit on the sale of units in the unit trust (the profit being the
difference between the price at the end of the last reporting period and the sale price). The net gains or losses do
not include interest or dividend income.

Long-term investments are measured at fair value with any adjustments to the carrying amount being recorded in
the Operating Statement. Fair value is based on an underlying pool of investments which have quoted market
prices at reporting date.

() Payables

Payables are a financial liability and are initially recognised at fair value based on the transaction cost and
subsequent to initial recognition at amortised cost, with any adjustments to the carrying amount being recorded in
the Operating Statement. All amounts are normally settled within 30 days after the invoice date.

Payables include trade creditors and accrued expenses.

Trade creditors represent the amounts owing for goods and services received prior to the end of the reporting

period and unpaid at the end of the reporting period relating to the normal operations of the Fund.

Accrued expenses represent goods and services provided by other parties during the period that are unpaid at the

end of the reporting period and where an invoice has not been received by period end.
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NOTE 2 SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

(k) Provision for Claims Payable

The Provision for Claims Payable covers claims reported but not yet paid, incurred but not yet reported claims
(IBNR), incurred but not enough reported (IBNER) and the anticipated direct and indirect costs of settling those
claims. Claims payable are assessed by review of individual claim files and estimating changes in the ultimate cost

of settling claims, IBNRs and settlement costs using statistics based on past experience and trends.

An estimate of provision for claims payable is done annually by an independent actuary. The Fund has used the
services of an independent actuary, KPMG Actuaries Pty Ltd, to provide a full assessment of outstanding claims at
30 June 2016.

The expected future payments are estimated on the basis of the ultimate cost of settling claims, which is affected
by factors arising during the period to settlement such as normal inflation and ‘superimposed inflation’.
Superimposed inflation refers to factors such as trends in court awards, for example increases in the level and
period of compensation for injury. The expected future payments are then discounted to present value using the
Commonwealth Government Bond risk free rate.

The provision for claims payable estimated to fall due within a twelve month period are classified as a current
liability and all other claims payable are classified as a non-current liability.

(n Recoveries

The Fund may receive recoveries from the uninsured drivers, claimant third parties, and court associated
recoveries. The recoveries are included in the actuarial calculations and are netted off from the value of
outstanding claims.

(m)  Accounting Standards Accepted for Early Adoption

AASB 2015-2: ‘Amendments to Australian Accounting Standards — Disclosure Initiative: Amendments to AASB 101’
has been early adopted for the 2015-16 reporting period, even though the standard is not required to be applied
until annual reporting periods beginning on or after 1 July 2016.

AASB 2015-2 amends AASB 101:’ Presentation of Financial Statements’ to clarify that immaterial information
should not be disclosed and the presentation of information in notes should be tailored to provide users with the
clearest view of financial performance and financial position.

(n) Impact of Accounting Standards Issued but yet to be Applied

The following revised accounting standard has been issued by the Australian Accounting Standards Board but does
not apply to the current reporting period. This standard is applicable to future reporting periods. The Fund does
not intend to adopt this standard early. Where applicable, this Australian Accounting Standards will be adopted
from its application date.

e AASB 2015-6: ‘Amendments to Australian Accounting Standards — Extending Related Party Disclosures to Not-
for-Profit Public Sector Entities’ [AASB 10, 124 and 1049](application date 1 July 2016);

This standard extends the scope of AASB 124: ‘Related Party Disclosures’ to include the not-for-profit sector
and updates AASB 124 to include implementation guidance (including illustrative examples) to assist not-for-
profit entities to apply the new requirements. The impact has been assessed and while there is no material
financial impact in implementing this standard there will be increased disclosure required by the Fund
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NOTE 3 CHANGE IN ACCOUNTING POLICY AND ACCOUNTING ESTIMATES

(a) Change in Accounting Policy

The Fund had no changes in Accounting Policy during the reporting period.
(b) Changes in Accounting Estimate
Changes in Actuarial Assumptions

The Fund uses actuaries (refer to Note 4: ‘Significant Accounting Judgements and Estimates’) to estimate the
provision for claims payable. Assumptions are based on past claims experience, risk exposure and projections of
economic variables. As such, the estimate of the provision for claims payable will change each time the provision is
assessed by the actuaries (refer to Note 16: ‘Provision for Claims Payable’). This change has resulted in an increase
to the estimate of the provision for claims payable and expense in the current reporting period of $3.633 million.

NOTE 4 SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES

(a) Measurement of the Provision for Outstanding Claims

The Fund is not required to comply with Australian Accounting Standard AASB 1023: ‘General Insurance Contracts’
as its operations are not underpinned by contracts of insurance with its customers. Contracts of insurance need to
be in existence in order for a reporting entity to apply AASB 1023. Instead, liabilities are reported under AASB 137:
‘Provisions, Contingent Liabilities and Contingent Assets’. The measurement of liabilities under AASB 137 is based

on an actuarial assessment, in the context of the Fund’s claims, equating to the central estimate of claim liabilities

(i.e. without an explicit risk margin) (refer to Note 4(b): ‘Actuarial Assumptions’).

(b) Actuarial Assumptions

The Fund uses actuaries to estimate the provision for claims payable. Actuarial assumptions are based on past
claims experience, risk exposure and projections of economic variables.

The actuarial estimate of provision for claims payable comprises:

e future compensation payments on open reported claims;

e future compensation payments for claims that have been incurred but not reported (i.e. IBNR) and for claims
that have been incurred where not enough is reported (i.e. IBNER);

e any recoveries, including input tax credits, recoveries from owners of unregistered vehicles and sharing
recoveries, where relevant;

e an estimate of the costs associated with managing the claims, such as the staff costs for employees managing
the claims; and

e claimsinflated and discounted to a ‘present value’ basis.

Analysis and estimates are considered in aggregate, without being subdivided by claim types.
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NOTE 4 SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES - CONTINUED

(b) Actuarial Assumptions - Continued
The approaches used to estimate the liability for all claims were as follows:
Method 1 Projected Case Estimates

e historical claim payments of the previous and current Nominal Defendant and case estimates were
summarised by accident and payment year;

e adequacy of case estimates was assessed by comparing the case estimates for a given accident year at each
year end, with payments in the following year added to case estimates at the following year end.
Consideration was given to the need to assume future increases in case estimates; and

e arate of payout was assumed, with the projected payments then discounted to a present value, to allow for

the expected timing of those payments.

Method 2 Payment per Claims Incurred

e the number of IBNR claims was projected by selecting a reporting pattern based on analysis of the ratio of the
cumulative numbers of claims reported for each accident year at successive year ends;

e claim payments were inflated to a common year (the 2015-16 year) using historical inflation indices;

e the payment pattern per number of claims incurred was analysed for each accident year, and an assumption
made regarding a base average claim size (implicitly incorporating reported to date, IBNR and IBNER) and
payment pattern for the run off of claims incurred to 30 June 2016; and

e the average claim size and pattern was applied to the reported and projected future reported claim numbers
to derive projected payments. These were adjusted for future claims inflation and discounted to present

value, allowing for the expected timing of those payments.

Method 3 Incurred Chain Ladder

e historical claim payments of the previous and current Nominal Defendant and case estimates were
summarised by accident and payment year;

e case estimates for each accident year were added to payments for each accident year at each year end. The
ratio of these numbers for a given accident year at successive year ends was considered, to select a
prospective ratio for future claims development; and

e a payment pattern for the run off of claims incurred to 30 June 2016 was estimated, with the timing of future

payments allowed for via adjustments for future claims inflation and discounting.

A blend of methods is adopted reflecting the relative strengths of each method in projecting liabilities at different
stages of development. A similar blend was used in the prior reporting period, however Method 2 has been

modified slightly and Method 3 has been introduced.
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NOTE 4

(b) Actuarial Assumptions - Continued

SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES - CONTINUED

Table 1 - Selected Actuarial Assumptions - outlines the main assumptions which were made in estimating the

provision for claims payable

Assumption

2016

2015

Case estimate development factors (Method 1)

Peak of 1.42
reducing to 1

Peak of 1.42
reducing to 1

Gross average claim size current year values (Method 2)

$145,531

$136,329

Incurred development factors (Method 3)

Peak of 1.40
reducingto 1

Not Applicable

Claims inflation — wage inflation 3.75% p.a. 3.75% p.a.
Claims inflation — superimposed inflation 3.0% p.a. 3.0% p.a.
Discount rate 1.75% 2.44%
Discounted average term to settlement 3.1 years 3.0 years
Claims handling expenses 7.5% 7.5%

Case Estimate Development Factors

For those years with reliance on Method 1, the stated case estimate is projected to change by a factor of up to
1.42 (i.e. an increase of 42%) in any particular development year. Based on historical analysis, no further increase

in estimates is projected to occur after eight years.
Gross Average Claim Size

For those years with reliance on Method 2, the average claim size has been determined based on analysis of the
guantum of payments at each stage of development relative to the number of claims ultimately incurred. The
current values are then inflated to the estimated date of payments and discounted for the time value of money.

Incurred Development Factors

For those years with reliance on Method 3, the incurred (sum of payments plus outstanding case estimates) is
projected to change by a factor of up to 1.4 (i.e. an increase of 40%) in any particular development year.

Claims Inflation Rate

A base wage inflation rate of 3.75% per annum has been selected. However, claims costs have a tendency to
increase above the rate of wage inflation over time. A rate of 3.00% per annum for additional (i.e. superimposed)
inflation has been adopted. Method 2 uses these assumptions, while inflation is implicit in Method 1 and
Method 3.
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NOTE 4 SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES - CONTINUED

(b) Actuarial Assumptions - Continued
Discount Rate
The estimate of the Fund’s liability is provided on both a discounted (i.e. allowing for future investment income)

and undiscounted basis. To discount the liability, the Fund has used the market yield at 30 June 2016 on

Commonwealth bonds, which gives a weighted average discount rate of 1.75%.

Discounted Average Term to Settlement

The discounted average term to settlement has been determined based on weighted average historic settlement
patterns.

Claims Handling Expenses

Based on a review of the Fund’s expenses in recent years, the Fund has adopted a claims handling expenses rate of
7.5% of the gross provision for claims payable.

Sensitivity Analysis

The provision for claims payable valuation relies on three key methods, each of which relies on certain
assumptions about the experience of claims which are already incurred, but not yet fully paid. To understand the
impact of variations in these assumptions, the Fund made changes to each assumption and quantified the impact

on the outstanding claims result for the Fund.

Table 2 — Selected Assumption Sensitivity

Scenario net Difference from
. e provision for net provision for
Assumption Sensitivity Change claims payable claims payable  Difference
($) (s) %
Net provision for claims payable 28,910,689
Projected case estimate development -
until year 8 +5% 30,216,548 1,305,858 4.5
CP;yi/giir;teper claim incurred — average +5% 29,594,742 684,053 24
:czz:(::ed chain ladder first development +10% 29,264,084 353,394 19
Claims inflation rate +1% 29,352,860 442,171 1.5
Discount rate -1% 29,819,086 908,397 3.1
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NOTE 4 SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES - CONTINUED

(b) Actuarial Assumptions - Continued

Explanation of Scenario Assumptions:

e The net provision for claims payable is net of any recoveries, inclusive of claims handling expenses and
‘central’ in the sense that it is not intentionally over or underestimated (i.e. the estimate does not include a

margin for uncertainty).

e The projected case estimate method relies on assumptions regarding the adequacy of case estimates at any
given period to cover the remaining run off cost of those claims. Therefore, ‘development factors’ are
assumed that are intended to reflect the natural rate of increase (or decrease) of estimates as additional
information or other factors come to light.

e The payment per claim incurred method relies on an assumption regarding the average payment made in each
period for each claim that was incurred. An increase in assumption implies a higher average claim cost and

therefore a higher estimate of liabilities.

e Theincurred chain ladder method relies on stability in the development of the reported claim costs (sum of
payments plus outstanding case estimates) over time. ‘Development factors’ are assumed to reflect the
expected development in the reported claim costs in each future year.

Impact of Movement in Variables

Case estimate development
The provision for claims payable relies in part on the case estimates held by the Fund. Case estimates are assumed
to develop overtime and higher case estimate development assumptions would result in an increase in the claims

provision for those periods relying on this method.

Average claim size

The provision for claims payable relies on the average claim size assumptions. An increase in the base average
claim size from which future payments are derived would have a proportionate impact on those periods relying on
this method.

Incurred chain ladder

The provision for claims payable relies in part on the assumed development of the reported claim costs. An
increase in assumed development factors would result in an increase in the claims provision for those periods
relying on this method.

Inflation and superimposed inflation rates

Expected future payments are inflated to take account of inflationary increases. In addition to the general
economic inflation rate, an amount is superimposed to account for non-economic inflationary factors, such as
increases in court awards. Such rates of superimposed inflation are specific to the model adopted. An increase in
the assumed levels of either economic or superimposed inflation would have a corresponding and magnified

impact on claims expense, given the long-tail nature of these liabilities.

Discount rate
The provision for claims payable is calculated by reference to expected future payments. These payments are
discounted to adjust for the time value of money. A decrease in the assumed discount rate will increase the total

claims expense.
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NOTE 4 SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES — CONTINUED
(b) Actuarial Assumptions - Continued

As a result of experience during the year and changes in valuation assumptions the provision of claims payable has
increased by $3.633 million ($1.214 million increase in 2014-15) (refer to Note 9: ‘Claims Expense’ and Note 16:
‘Provision for Claims Payable’).

Uncertainty

General sources of uncertainty
General areas of uncertainty include:

e data error — the base data can contain material errors or may not be representative of the current portfolio of
claims;

e model error —incorrect or inappropriate models may be used to project the future claims;

e parameter error —the selected values for various assumptions within the valuation are in some cases based on
judgement and may not accurately represent the future values for the parameters;

e random error — claims development is, by its nature, subject to random variation; and

e unforeseen developments due to events including jury decisions, court interpretations, legislative changes,
public attitudes, potential sources of ‘latent claims’ (e.g. child claims in the context of compulsory third party),
and social/economic conditions such as inflation.

Fund specific sources of uncertainty
Specific sources of uncertainty of note include:

e the number of claims reported has been increasing in recent years, beyond that which might be expected as a
result of a greater number of vehicles on the roads. The number of claims relating to unidentified vehicles may
be a contributory factor as awareness of entitlement to claim increases. A greater proportion of claims may
settle for nil cost in the future, but this is not yet evident in the data;

e the small number of claims in each year leads to significant volatility. Separating trends from variation can be
challenging. The size of the portfolio also means that having more or fewer large claims will lead to significant
variations in incurred cost between injury years. Models based on continuation of past averages will not

necessarily reflect this variability;

e the change in administration of the portfolio of claims. Although there are now a number of years of data,
payments can continue for many years after the initial accident. Therefore, the impact of any changes in

claims management on the experience in the ‘tail’ (i.e. later durations) remains subject to some uncertainty;

e input errors and the currency of the data. Delays or errors in entering data into the database will affect how
reliable the data is. The need for manual adjustments introduces additional risk to the process; however, the

number of amendments has reduced over time; and

e theintroduction of the Lifetime Care and Support Scheme from 1 July 2014 leads to uncertainty regarding the
impact of this scheme on the Nominal Defendant fund. In theory, the introduction of the scheme should
provide the potential for the claim costs within the Nominal Defendant fund to reduce. However, as such

claims are expected to be infrequent, the exact impact on any given year is unknown.
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NOTE 5 INTEREST AND DISTRIBUTIONS
2016 2015
$’000 $’000
Interest from Short-term Investments 2 501 521
Distributions from Long-term Investments ° 284 239
Interest from Banks 60 72
Total Interest and Distribution Revenue 845 832

2|n 2015-16 the investment performance on short-term investments was 2.91% (3.38% in 2014-15). This decrease
resulted in less interest being received.

The rate of return increased during 2015-16 for long-term investments, 4.6% in 2015-16 (3.93% in 2014-15), this
increase in rate resulted in higher distribution revenue being received by the Fund.

NOTE 6 LEVIES

The ACT Compulsory Third Party Regulator collects levies to meet the costs of the fund under Section 163(1) of the
Road Transport (Third Party Insurance) Act 2008 from all licensed Compulsory Third Party insurers in the ACT, the
Commonwealth and Territory Governments.

2016 2015

$’000 $’00
0
Levies from Insurers 4,694 4,757
Levies from the Commonwealth Government 15 15
Levies from the ACT Government 42 43
Total Levies 4,751 4,815
NOTE 7 OTHER REVENUE

2016 2015

$’000 $’00
0
Unregistered Vehicle Permits 2 574 576
Unregistered Vehicle Fines 411 434
Insured Recoveries ® 21 -
Uninsured Owner/Driver Recoveries 20 31
Total Other Revenue 1,026 1,041

2Unregistered vehicle permits refer to payments made by a vehicle owner to allow an unregistered vehicle to be
driven by providing a short term registration period and compulsory third party insurance cover.

b Insured recoveries relates to funds received from NRMA for the contribution of 50% to a claim settled during
2015-16.
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NOTE 8 UNREALISED GAIN ON INVESTMENTS
2016 2015
$’000 $’00
0
Unrealised Gain on Investments 294 74
Total Unrealised Gain on Investments 294 74

Unrealised gains on investments are the difference between the carrying amount at market value and the value of
the investments held with the Public Trustee and Guardian. The unit price of the Fixed Interest Trust Fund was
$1.0721 at 30 June 2016 ($1.0224 at 30 June 2015). The increase in unit value in the fixed interest investment
resulted in an increase in unrealised gain from the previous year.

NOTE 9 CLAIMS EXPENSES
2016 2015
$’000 $’00
0
Settlements ® 1,983 3,708
Medical Costs ® 601 258
Investigation Costs 10 28
Legal Costs © 1,324 1,523
Other Claim Costs - 4
Provision for Claims Payable ¢ 3,632 1,213
Total Claims Expenses 7,550 6,734

2 Settlements decreased due to fewer claims being settled in 2015-16.

bThe increase in medical costs is the result of increases in surgery and hospital accommodation costs due to a
large claim with three claimants occurring during 2015-16.

¢ Legal costs were higher in 2014-15 due to the pursuing of a third party contribution for a high value claim
settled in 2014-15 which did not occur in 2015-16.

dRepresents the increase in the provision for claims payable resulting from the 2015-16 actuarial estimate
(refer to Note 16: 'Provision for Claims Payable’).

NOTE 10 SUPPLIES AND SERVICES

2016 2015
$’000 $’00
0
Administration Expenses 63 62
Audit Fees 26 26
Purchased Administrative Services from the ACT Insurance Authority
and Default Insurance Fund 322 270
Total Supplies and Services 411 358
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NOTE 11 AUDITOR’S REMUNERATION

Auditor’s remuneration consists of financial audit services provided to the Fund by the ACT Audit Office.

2016 2015
$’000 $’000
Audit Services
Audit fees paid or payable to the ACT Audit Office 26 26
Total Audit Fees 26 26

No other services were provided by the ACT Audit Office.

NOTE 12 CASH AND CASH EQUIVALENTS

The Fund holds bank accounts with the Westpac Banking Corporation as part of the whole-of-government banking
arrangements. The Fund also held short-term investments with the Public Trustee and Guardian in the Justice and
Community Safety Directorate’s Cash Trust Account throughout the year. The investment earned a floating
interest rate of 2.91% (3.38% in 2014-15). These funds are able to be withdrawn upon request and are not subject
to movement in market value.

2016 2015
$’000 $’00
0
Cash at Bank® 3,575 1,337
Short Term Investments @ 17,327 17,113
Total Cash and Cash Equivalents 20,902 18,450

3 The increase in cash and cash equivalents is due to the net inflows from operating activities of $2.5 million
(2.8 million in 2014-15).

NOTE 13 RECEIVABLES

2016 2015
$’000 $’00
0
Current Receivables
Accrued
Interest 2 114 57
Goods and Services Tax Receivable 84 143
Accrued Fees and Fines for Unregistered Vehicles and Unregistered Vehicle Permits 72 72
Accrued Levies 1,231 1,199
Total Receivables 1,501 1,471

2The increase of accrued interest is the result of an increase in the cents per unit rate applied to the Fixed Interest
Trust Fund of 1.93 cents per unit at 30 June 2016 (0.97 cents per unit at 30 June 2015).

None of the receivables have been assessed as impaired and all receivables are less than 30 days overdue.
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NOTE 14 INVESTMENTS

The fixed interest investment is measured at fair value with any adjustments to the carrying amount being
recorded in the Operating Statement. Fair value is based on an underlying pool of investments which have a

quoted market price at the reporting date.

0

Non-Current Investments
Investment with the Public Trustee and Guardian

Total Investments

NOTE 15 PAYABLES

0

Current Payables
Trade Creditors @
Accrued Expenses

Total Payables

2016 2015
$’000 $’00
6,336 6,042
6,336 6,042

2016 2015
$’000 $’00

276 91
8 5
284 96

2The increase in trade creditors is due to the timing of support service invoices being raised, and a recovery for the
Default Insurance Fund being received in the Nominal Defendant bank account on 30 June, this amount is payable

to the Default Insurance Fund at year end.

Payables are Aged as follows:
Not Overdue

Total Payables

NOTE 16 PROVISION FOR CLAIMS PAYABLE

0

Inflated and Discounted Liability
Gross Central Estimate
Recoveries

Claims Handling Expense

Net Central Estimate

Current Provision for Claims Payable
Provision for Claims Payable

Non-Current Provision for Claims Payable
Provision for Claims Payable

Total Provision for Claims Payable

284 96
284 96
2016 2015
$’000 $’00
29,035 25,416
(2,302) (2,044)
2,178 1,906
28,911 25,278
6,219 5,304
22,692 19,974
28,911 25,278

Volume 2.2 255



Office of the Nominal Defendant of the ACT
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

The provision for claims payable is an actuarial assessment based on assumptions outlined in Note 4 (b) ‘Significant
Accounting Judgements and Estimates’ — Actuarial Assumptions. The key factors impacting the increase of

$3.633 million in the gross central estimate since 30 June 2015 are as a result of growth and risk exposure

(i.e. increases in the number of registered vehicles) and changes in actuarial assumptions.
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NOTE 16 PROVISION FOR CLAIMS PAYABLE - CONTINUED

Reconciliation to 30 June 2016 Gross Outstanding Claims

Total ($'000)

Net central estimate including claims handling expenses at 30 June 2015
Adjustment to gross excluding claims handing expenses

Gross central estimate at 30 June 2015

Less expected payments (1 July 2015 to 30 June 2016)
Plus unwind of discount

Expected gross central estimate at 30 June 2016

Add/(Less) impact of:

- Actual vs expected claim payments

- Other experience impacts

- Roll forward blending

- Change in projected case estimate assumptions
- Change in economic assumptions

Revised gross central estimate at 30 June 2016 (prior periods)

Gross central estimate at 30 June 2016

Adjustment to net including claims handling expenses

Net central estimate including claims handling expenses at 30 June 2016

Outstanding amounts arising from accident periods 1 July 2015 to 30 June 2016

25,278
138
25,417

(5,375)
243
20,285

1,719
207
(1,037)

445
21,626

7,409
29,035

(124)
28,911
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NOTE 17 FINANCIAL INSTRUMENTS

Details of the significant policies and methods adopted, including the criteria for recognition, the basis of
measurement, and the basis on which income and expenses are recognised, with respect to each class of financial
asset and financial liability are disclosed in Note 2 ‘Significant Accounting Policies’.

(a) Interest Rate Risk

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because
of changes in market interest rates.

Most of the Fund’s financial assets are held in floating interest rate arrangements and all of its financial liabilities
are non-interest bearing. This means that the Fund is not exposed to movements in interest payable, however, it is
exposed to movements in interest receivable.

Interest rate risk for financial assets is managed by the Fund by only investing in floating interest rate investments
that are low risk. Interest rate risk for financial liabilities is not actively managed by the Fund as these liabilities are
held in non-interest bearing arrangements.

There have been no changes in risk exposure or processes for managing risk since the last reporting period.

Sensitivity Analysis

Taking into account past performance, future expectations and economic forecasts, the impact on profit or loss
and the impact on equity in the table below are ‘reasonably possible’ over the next twelve months if interest rates
change by -/+ 1.0% per annum.

(1.0%) 1.0%
Carrying Amount Profit/(Loss) Profit/(Loss)
$’000 $’000 $’000
Financial Assets:
Cash and Cash Equivalents 20,902 (209) 209

(b) Credit Risk

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause the other
party to incur a financial loss. The Fund’s credit risk is limited to the amount of the financial assets it holds net any
allowance for impairment.

Credit risk for cash and investments is managed by the Fund by only investing surplus funds with the Public Trustee
and Guardian. The Public Trustee and Guardian has set appropriate investment criteria for the external fund
manager it has engaged to manage the funds of agencies, resulting in an insignificant credit risk. No collateral is
held by the Fund.

The Fund also manages the credit risk for receivables by undertaking an assessment of the credit worthiness of
debtors. A large proportion of the Fund’s receivables are from major Australian insurers, the ACT and
Commonwealth Governments which means that the credit risk of these receivables going into default is low.

There have been no changes in credit risk exposure since the last reporting period.
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NOTE 17 FINANCIAL INSTRUMENTS - CONTINUED

(c) Liquidity Risk

Liquidity risk is the risk that the Fund will encounter difficulties in meeting obligations associated with financial

liabilities that are settled by delivering cash or another financial asset. To limit its exposure to liquidity risk, the
Fund ensures that it has sufficient cash and cash equivalents to meet its estimated financial liabilities. The fund
may raise additional levies at any time to meet the cost of any unexpected increase in financial liabilities that may

arise.

The Fund’s exposure to liquidity risk in relation to its financial instruments and the management of this risk has not

changed since the previous reporting period.

The following table sets out the Fund’s maturity analysis for financial assets and liabilities as well as the exposure
to interest rates, including the weighted average interest rates by maturity period at 30 June 2016. All financial

assets and liabilities which have a floating interest rate or are non-interest bearing will mature in one year or less.
All amounts appearing in the following maturity analysis are shown on an undiscounted cash flow basis.

Weighted Floating 1Year Over 1 More Non-
Average Interest or Less to5 than Interest
Interest Rate Years 5Years Bearing Total
2016 Rate
Note $'000 $'000 $'000 $'000 $'000 $'000
No.
Financial Instruments
Financial Assets
Cash at Bank 12 2.81% 3,575 - - - - 3,575
Short Term Investments 12 2.91% 17,327 - - - - 17,327
Accrued Interest 13 - - - - 114 114
Investments 14 - - - - 6,336 6,336
Total Financial Assets 20,902 - - - 6,450 27,352
Financial Liabilities
Payables 15 - - - - (276) (276)
Total Financial Liabilities - - - - (276) (276)
Net Financial Assets 20,902 - - - 6,174 27,076
Reconciliation of Net Financial Assets to Net Assets as per the Note 2016
Balance Sheet No. $’000
Net Financial Assets (as above) 27,076
Goods and Services Tax Receivable 13 84
Accrued Revenue 13 1,303
Accrued Expenses 15 (8)
Provision for Claims Payable 16 (28,911)
Net Liabilities as per the Balance Sheet (456)
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NOTE 17 FINANCIAL INSTRUMENTS - CONTINUED
(c) Liquidity Risk - Continued

The following table sets out the Fund’s maturity analysis for financial assets and liabilities as well as the exposure
to interest rates, including the weighted average interest rates by maturity period at 30 June 2015. All financial
assets and liabilities which have a floating interest rate or are non-interest bearing will mature in one year or less.
All amounts appearing in the following maturity analysis are shown on an undiscounted cash flow basis.

Weighted Floating 1Year Over 1 More Non-
Average Interest or Less to5 than Interest
Interest Rate Years 5 Years Bearing Total
2015 Rate
Note $'000 $'000 $'000 $'000 $'000 $'000
No.
Financial Instruments
Financial Assets
Cash at Bank 12 2.82% 1,337 - - - - 1,337
Short Term Investments 12 3.38% 17,113 - - - - 17,113
Accrued Interest 13 - - - - 57 57
Investments 14 - - - - 6,042 6,042
Total Financial Assets 18,450 - - - 6,099 24,549
Financial Liabilities
Payables 15 - - - - (91) (91)
Total Financial Liabilities - - - - (91) (91)
Net Financial Assets 18,450 - - - 6,008 24,458
Reconciliation of Net Financial Assets to Net Assets as per the No. 2015
Balance Sheet $’000
Net Financial Assets (as above) 24,458
Goods and Services Tax Receivable 13 143
Accrued Revenue 13 1,271
Accrued Expenses 15 (5)
Provision for Claims Payable 16 (25,278)
Net Assets as per the Balance Sheet 589
2016 2015
Carrying Amount of Each Category of Financial Assets $’000 $’000

Financial Assets

Financial Assets at Fair Value through the Profit and Loss Designated upon Initial
Recognition 6,336 6,042
Loans and Receivables Measured at Amortised Cost 114 57

Gains on Each Category of Financial Asset
Financial Assets at Fair Value through the Profit and Loss Designated upon Initial

Recognition 294 74
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NOTE 17 FINANCIAL INSTRUMENTS - CONTINUED
(d) Price Risk

Price risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of
changes in market prices (other than those arising from interest rate risk or currency risk), whether these changes
are caused by factors specific to individual financial instruments or its issuer, or factors affecting all similar financial
instruments traded in the market.

The price risk to which the Fund is exposed results from its investment with the Public Trustee and Guardian. The
Fund has units in the Fixed Interest Portfolio which fluctuate in value. The price fluctuations in the units of the
Fixed Interest Trust portfolio are caused by movements in the underlying investments of the portfolio. The
underlying investments are managed by an external fund manager who invests in a variety of different bonds,
including bonds issued by the Commonwealth Government, the State Government guaranteed Treasury
corporations and semi-government authorities, as well as investment-grade corporate issues. To limit price risk, all
the bonds that make up the underlying investments of the Fixed Interest Portfolio must have a long term credit
rating of BBB- or greater. Anything rated BBB- or greater is considered investment grade.

The aim of the fund manager is to match the total return of the UBS Australian Composite Board Index before
taking into account fund fees and expenses. The Fund’s exposure to price risk and the management of this risk has
not changed since the last reporting period.

Sensitivity Analysis

Taking into account past performance, future expectations and economic forecasts, the impact on profit or loss
and the impact on equity in the table below are ‘reasonably possible’ over the next twelve months if unit values
change by -/+ 1.89%.

Units Held Unit Value Carrying (1.89%) +1.89%
30 June 2016 30 June 2016 Amount  Profit/(Loss)  Profit/(Loss)
Number of S $ 000 $ 000 $ 000
Units
Financial Assets:
Investments with the
Public Trustee
and Guardian 5,909,583.37 1.0721 6,336 (120) 120
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NOTE 17 FINANCIAL INSTRUMENTS - CONTINUED
(e) Fair Values of Financial Assets and Liabilities

Details of the significant policies and methods adopted, including the criteria for recognition, the basis of
measurement, and the basis on which income and expenses are recognised, with respect to each class of financial
asset and financial liability are disclosed in Note 2 ‘Significant Accounting Policies’.

The carrying amounts and fair values of financial assets and liabilities at the end of the reporting period are:

Carrying Carrying
Note Amount Fair Value Amount Fair Value
No. 2016 2016 2015 2015
$’000 $’000 $’000 $’000
Financial Assets
Cash and Cash Equivalents 12 20,902 20,902 18,450 18,450
Receivables 13 114 114 57 57
Investments 14 6,336 6,336 6,042 6,042
Total Financial Assets 27,352 27,352 24,549 24,549
Financial Liabilities
Payables 15 276 276 91 91
Total Financial Liabilities 276 276 91 91
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NOTE 17 FINANCIAL INSTRUMENTS - CONTINUED
(f) Fair Value Hierarchy

The carrying amount of financial assets measured at fair value, as well as the methods used to estimate the fair
value are summarised in the table below. All other financial assets and liabilities are measured, subsequent to
initial recognition, at amortised cost and as such are not included in the following table.

Classification According to the Fair Value Hierarchy

Level 1 Level 2 Level 3 Total
$’000 $’000 $’000 $’000
2016
Financial Assets
Investment with the
Public Trustee and Guardian - 6,336 - 6,336

Transfer Between Categories
There have been no transfers of financial assets or financial liabilities between Level 1 and Level 2 during the
reporting period.

Classification According to the Fair Value Hierarchy

Level 1 Level 2 Level 3 Total
$’000 $’000 $’000 $’000
2015
Financial Assets
Investment with the
Public Trustee and Guardian - 6,042 - 6,042

Transfer Between Categories
There have been no transfers of financial assets or financial liabilities between Level 1 and Level 2 during the
reporting period.
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NOTE 18 CASH FLOW RECONCILIATION

0
(a) Reconciliation of Cash and Cash Equivalents at the End of the Reporting Period
in the Cash Flow Statement to the Equivalent Items in the Balance Sheet

Total Cash and Cash Equivalents Recorded in the Balance Sheet

Cash and Cash Equivalents at the End of the Reporting Period as Recorded in the
Cash Flow Statement

(b) Reconciliation of the Operating (Deficit) to theNet Cash Inflows from
Operating Activities

Operating (Deficit)
(Less) Items Classified as Investing or Financing

Unrealised Gain on Investments

Cash before Operating Assets and Liabilities

Changes in Operating Assets and Liabilities

(Increase)/ Decrease in Receivables
Increase/ (Decrease) in Payables
Increase in the Provision for Claims Payable

Net Changes in Operating Assets and Liabilities

Net Cash Inflows from Operating Activities

2016 2015
$’000 $’00
20,902 18,450
20,902 18,450
(1,045) (330)
(294) (74)
(1,339) (404)
(30) 2,160
188 (112)
3,633 1,213
3,791 3,261
2,452 2,857
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INDEPENDENT AUDIT REPORT
DEFAULT INSURANCE FUND

To the Members of the ACT Legislative Assembly

Report on the financial statements

The financial statements of the Default Insurance Fund (the Fund) for the year ended
30 June 2016 have been audited. These comprise the operating statement, balance sheet,
statement of changes in equity, cash flow statement and accompanying notes.

Responsibility for the financial statements

The Fund Manager is responsible for the preparation and fair presentation of the financial
statements of the Fund. This includes responsibility for maintaining adequate accounting
records and internal controls that are designed to prevent and detect fraud and error,
and the accounting policies and estimates used in the preparation of the financial
statements.

The auditor’s responsibility

| am responsible for expressing an independent audit opinion on the financial statements
of the Fund.

The audit was conducted in accordance with Australian Auditing Standards to provide
reasonable assurance that the financial statements are free of material misstatement.

| formed the audit opinion following the use of audit procedures to obtain evidence about
the amounts and disclosures in the financial statements. As these procedures are
influenced by the use of professional judgement, selective testing of evidence supporting
the amounts and other disclosures in the financial statements, inherent limitations of
internal control and the availability of persuasive rather than conclusive evidence, an
audit cannot guarantee that all material misstatements have been detected.

Although the effectiveness of internal controls is considered when determining the
nature and extent of audit procedures, the audit was not designed to provide assurance
on internal controls.

The audit is not designed to evaluate the prudence of decisions made by the Fund.
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Electronic presentation of the audited financial statements

Those viewing an electronic presentation of these financial statements should note that
the audit does not provide assurance on the integrity of information presented
electronically, and does not provide an opinion on any other information which may have
been hyperlinked to or from this report. If users of these financial statements are
concerned with the inherent risks arising from the electronic presentation of information,
then they are advised to refer to the printed copy of the audited financial statements to
confirm the accuracy of this electronically presented information.

Independence

Applicable independence requirements of Australian professional ethical
pronouncements were followed in conducting the audit.

Audit opinion
In my opinion, the financial statements of the Fund for the year ended 30 June 2016:

(i) are presented in accordance with the Australian Accounting Standards and other
mandatory financial reporting requirements in Australia; and

(ii) present fairly the financial position of the Fund at 30 June 2016 and results of its
operations and cash flows for the year then ended.

This audit opinion should be read in conjunction with other information disclosed in this
report.

e

Bernie Sheville
Director, Financial Audits
14 September 2016
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hn Fletcher
nd Manager
Default'Insurance Fund

Default Insurance Fund
Financial Statements
For the Year Ended 30 June 2016

Statement by the Fund Manager

In my opinion, the Financial Statements have been prepared in accordance with generally accepted accounting
principles, and are in agreement with the Fund’s accounts and records and fairly reflect the financial operations of
the Fund for the year ended 30 June 2016 and the financial position of the Fund on that date.

September 2016
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DEFAULT INSURANCE FUND (DIF)

Comprised of the
Collapsed Insurer Fund (CIF) and
Uninsured Employer Fund (UEF)

FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2016
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Income

Interest and Distributions
Levies

Recoveries

Other Revenue

Total Income

Expenses

Employee Expenses
Superannuation Expenses
Claims Expense/(Credit)
Supplies and Services
Total Expenses

Operating Surplus

Other Comprehensive Income

Total Comprehensive
Income

The above Operating Statement should be read in conjunction with the accompanying notes.

Default Insurance Fund
Operating Statement

For the Year Ended 30 June 2016

Note CIF UEF DIF CIF UEF DIF
No. Actual Actual Actual Actual Actual Actual
2016 2016 2016 2015 2015 2015

$’000 $’000 $’000 $’000 $’000 $’000

5 508 224 732 524 240 764
6 - 817 817 - 734 734
7 653 134 787 2,777 157 2,934
8 - 158 158 - 201 201
1,161 1,333 2,494 3,301 1,332 4,633

9 - 75 75 - 209 209
9 - 24 24 - 39 39
10 72 536 608 (203) 983 780
11 46 157 203 60 101 161
118 792 910 (143) 1,332 1,189

1,043 541 1,584 3,444 - 3,444

1,043 541 1,584 3,444 - 3,444
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Default Insurance Fund
Balance Sheet

At 30 June 2016
Note CIF UEF DIF CIF UEF DIF
No. Actual Actual Actual Actual Actual Actual
2016 2016 2016 2015 2015 2015
$’000 $7000 $’000 $7000 $’000 $’000

Current Assets
Cash and Cash Equivalents 13 17,908 8,218 26,126 16,815 7,232 24,047
Receivables 14 - 747 747 - 466 466
Total Current Assets 17,908 8,965 26,873 16,815 7,698 24,513
Non-Current Assets
Receivables 14 - 666 666 - 2,361 2,361
Total Non-Current Assets - 666 666 - 2,361 2,361
Total Assets 17,908 9,631 27,539 16,815 10,059 26,874
Current Liabilities
Payables 15 2 62 64 2 38 40
Employee Benefits 16 - 13 13 - 36 36
Provision for Claims Payable 17 83 817 900 79 789 868
Total Current Liabilities 85 892 977 81 863 944
Non-Current Liabilities
Provision for Claims Payable 17 963 8,198 9,161 917 9,196 10,113
Total Non-Current Liabilities 963 8,198 9,161 917 9,196 10,113
Total Liabilities 1,048 9,090 10,138 998 10,059 11,057
Net Assets 16,860 541 17,401 15,817 - 15,817
Equity
Accumulated Funds 16,860 541 17,401 15,817 - 15,817
Total Equity 16,860 541 17,401 15,817 - 15,817

The above Balance Sheet should be read in conjunction with the accompanying notes.
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Balance at 1 July 2015
Comprehensive Income
Operating Surplus

Total Comprehensive Surplus

Balance at 30 June 2016

Balance at 1 July 2014
Comprehensive Income
Operating Surplus

Total Comprehensive Surplus

Balance at 30 June 2015

Default Insurance Fund

Statement of Changes in Equity
For the Year Ended 30 June 2016

CIF UEF DIF
Accumulated Accumulated Accumulated
Funds Funds Funds
Actual Actual Actual

2016 2016 2016

$’000 $’000 $’000

15,817 - 15,817

1,043 541 1,584

16,860 541 17,401
16,860 541 17,401

CIF UEF DIF
Accumulated Accumulated Accumulated
Funds Funds Funds
Actual Actual Actual

2015 2015 2015

$’000 $’000 $’000

12,373 - 12,373

3,444 - 3,444

15,817 - 15,817
15,817 - 15,817

The above Statement of Changes in Equity should be read in conjunction with the accompanying notes.
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Default Insurance Fund
Cash Flow Statement
For the Year Ended 30 June 2016

Note CIF UEF DIF CIF UEF DIF
No. Actual Actual Actual Actual Actual Actual
2016 2016 2016 2015 2015 2015
$’000 $’000 $’000 $’000 $’000 $’000
Cash Flow From Operating Activities
Receipts
Interest and Distributions Received 508 224 732 524 240 764
Levies - 2,266 2,266 - 2,425 2,425
Recoveries 654 138 792 2,777 171 2,947
Goods and Services Input Tax Credits
from the Australian Taxation Office - 59 59 - 67 67
Other Revenue - 118 118 24 293 317
Total Receipts from Operating
Activities 1,162 2,805 3,967 3,325 3,196 6,521
Payments
Employee - 122 122 - 258 258
Supplies and Services 47 126 173 60 88 148
Payment of Claims 22 1,512 1,534 22 3,583 3,605
Goods and Services Tax Paid to
Suppliers - 59 59 - 58 58
Total Payments for Operating
Activities 69 1,819 1,888 82 3,987 4,069
Net Cash Inflows/(Outflows) from
Operating Activities 19(b) 1,093 986 2,079 3,243 (791) 2,452
Net Increase/(Decrease) in Cash and
Cash Equivalents 1,093 986 2,079 3,243 (791) 2,452
Cash and Cash Equivalents at the
Beginning of the Reporting Period 16,815 7,232 24,047 13,572 8,023 21,595
Cash and Cash Equivalents at the
End of the Reporting Period 19(a) 17,908 8,218 26,126 16,815 7,232 24,047

The above Cash Flow Statement should be read in conjunction with the accompanying notes.
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Default Insurance Fund

Notes to and Forming Part of the Financial Statements

Note 1
Note 2
Note 3
Note 4

Note 5
Note 6
Note 7
Note 8

Note 9

Note 10
Note 11
Note 12

Note 13
Note 14

Note 15
Note 16
Note 17

Note 18
Note 19

For the Year Ended 30 June 2016

NOTE INDEX

Objectives and Principles
Objectives of the Default Insurance Fund
Significant Accounting Policies
Change in Accounting Policy and Accounting Estimates

Significant Accounting Judgements and Estimates

Income Notes
Interest and Distributions
Levies
Recoveries

Other Revenue

Expense Notes
Employee and Superannuation Expenses
Claims Expenses
Supplies and Services

Auditor’s Remuneration

Asset Notes
Cash and Cash Equivalents

Receivables

Liabilities Notes
Payables
Employee Benefits

Provision for Claims Payable

Other Notes
Financial Instruments

Cash Flow Reconciliation
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Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 1 OBJECTIVES OF THE DEFAULT INSURANCE FUND

Operations and Principal Activities of the Default Insurance Fund

The Default Insurance Fund (the Fund) was established on 1 July 2006 and operates under the Workers’

Compensation Act 1951. The objectives of the Fund are to:
e provide a safety net mechanism to meet the costs of workers’ compensation claims made by workers where:

(i) an employer does not have a compulsory insurance policy; or
(i) an approved insurer is wound up under the Corporations Act 2001 or cannot provide the indemnity

required under a compulsory insurance policy;

e ensure that workers who are injured in the circumstances listed above, receive the same entitlements as an
injured worker would receive where the employer did have insurance, and the employer is able to provide

indemnity;
e make payment of statutory entitlements under the Workers Compensation Act 1951; and
e satisfy or settle claims.
NOTE 2 SIGNIFICANT ACCOUNTING POLICIES
(a) Basis of Preparation

These general purpose financial statements have been prepared to comply with ‘Generally Accepted Accounting

Principles’ (GAAP). The financial statements have been prepared in accordance with:

(i) Australian Accounting Standards; and

(ii) ACT Accounting and Disclosure Policies.

The financial statements have been presented by aggregate and by the Collapsed Insurer Fund (CIF) and the
Uninsured Employer Fund (UEF), the financial performance and financial position are allocated between each Fund
to be transparent about amounts and balances relating to each Fund. The financial statements have been
prepared using the accrual basis of accounting, which recognises the effects of transactions and events when they
occur. The financial statements have also been prepared according to the historical cost convention, except for
assets such as those included in financial instruments which were measured at fair value in accordance with the
valuation policies applicable to the Fund during the reporting period.

These financial statements are presented in Australian dollars, which is the Fund’s functional currency.
The Fund is an individual reporting entity.
(b) Reporting Period

These financial statements state the financial performance, change in equity and cash flows of the Fund for the
year ended 30 June 2016 and the financial position of the Fund at 30 June 2016.
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NOTE 2 SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
(c) Comparative Figures
Prior Year Comparatives

Comparative information has been disclosed in respect of the previous period for amounts reported in the
financial statements, except where an Australian Accounting Standard does not require comparative information

to be disclosed.

Where the presentation or classification of items in the financial statements is amended, the comparative amounts
have been reclassified where practical. Where a reclassification has occurred, the nature, amount and reason for

the reclassification is provided.
(d) Rounding

All amounts in the financial statements have been rounded to the nearest thousand dollars ($’000). Use of “-”
represents zero amounts or amounts rounded down to zero.

(e) Revenue Recognition

Revenue is recognised at the fair value of the consideration received or receivable in the Operating Statement. All
revenue is recognised to the extent that it is probable that the economic benefits will flow to the Fund and the
revenue can be reliably measured. In addition, the following specific recognition criteria must also be met before

revenue is recognised:

Interest

Interest revenue is recognised using the effective interest method.
Distributions

Distribution revenue is received from investments with the Public Trustee and Guardian Fixed Interest Portfolio.

This is recognised on an accrual basis.
Levies

Monies required to satisfy Uninsured Employer Fund claims are funded by way of levies placed on ACT Workers’
Compensation Insurers and Self-Insurers. The Workers Compensation Act 1951 provides the framework for the
calculation of levies. In 2015-16, the Fund Manager imposed contributions from insurers and self-insurers equal to
1.4% of gross written premiums (1.4% in 2014-15). Levies are recognised in the Operating Statement when they
have been levied (refer to Note 6: ‘Levies’).

Recoveries

The Collapsed Insurer Fund may receive recoveries from the administrators of failed insurance companies. The
Uninsured Employer Fund may receive recoveries from other insurers due to third party arrangements. Both funds
may receive repayments by claimant third parties and court associated recoveries. All recoveries are recognised

upon receipt.
Other Revenue

Other revenue includes support services provided to the Nominal Defendant and fines from non-complying
employers. Fines are recognised as revenue at the time of receipt.
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NOTE 2 SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
(f) Current and Non-Current Items

Assets and liabilities are classified as current or non-current in the Balance Sheet and in the relevant notes. Assets
are classified as current where they are expected to be realised within twelve months after the reporting date.
Liabilities are classified as current when they are due to be settled within twelve months after the reporting date
or the Fund does not have an unconditional right to defer settlement of the liability for at least twelve months

after the reporting date.
Assets or liabilities which do not fall within the current classification are classified as non-current.
(g) Cash and Cash Equivalents

For the purposes of the Cash Flow Statement and the Balance Sheet, cash includes cash at bank, cash equivalents
are short-term, highly liquid investments that are readily convertible to known amounts of cash and which are
subject to an insignificant risk of changes in value. Cash equivalents include short-term investments held in a Cash
Trust Account managed by an external fund manager on behalf of the Public Trustee and Guardian.

(h) Receivables

Accounts receivable, including other receivables, are initially recognised at fair value and subsequently measured
at amortised cost, with any adjustments to the carrying amount being recorded in the Operating Statement.

Receivables include levies receivable, trade debtors, Goods and Services Taxation (GST), Fringe Benefits Taxation

(FBT) and claims related recoveries.

The allowance for impairment represents the amount of receivables the Fund estimates will not be repaid. The
allowance for impairment is based on objective evidence and a review of overdue balances. The Fund considers

the following is objective evidence of impairment:

(i) becoming aware of financial difficulties of debtors;
(ii) defaulting payments; or
(iii) debts more than 90 days overdue.

The value of unfunded claims is accounted for as receivables. Levies required to meet the cost of future claims is
the amount that needs to be raised to enable the outstanding claims liability of UEF to be fully funded over time
(refer to Note 17: ‘Provision for Claims Payable’). These amounts can be recognised as revenue and receivables as
the Workers Compensation Act 1951 provides the framework for contributions to be collected from approved
insurers and self-insurers annually as well as any supplementary contribution determined by the Fund manager.
The Fund manager has the ability to raise the levies to meet expenses should there be a cash shortfall before full

funding is reached.
(i) Payables

Payables are a financial liability and are initially recognised at fair value based on the transaction cost and
subsequent to initial recognition at amortised cost, with any adjustments to the carrying amount being recorded in
the Operating Statement. All amounts are normally settled within 30 days after the invoice date.

Payables include trade creditors, Goods and Services Taxation (GST), Pay As You Go (PAYG) and accrued expenses.
Trade creditors represent the amounts owing for goods and services received prior to the end of the reporting

period and unpaid at the end of the reporting period and relating to the normal operations of the Fund.
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NOTE 2 SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

(i) Payables - Continued

Accrued expenses represent goods and services provided by other parties during the period that are unpaid at the

end of the reporting period and where an invoice has not been received by period end.
(i) Employee Benefits
Employee benefits include:

e short-term employee benefits such as wages and salaries, annual leave loading and applicable on-costs, if
expected to be settled wholly before twelve months after the end of the annual reporting period in which the

employees render the related services;
e other long-term benefits, such as long service leave and annual leave; and
e termination benefits.

On-costs include annual leave, long service leave, superannuation and other costs that are incurred when

employees take annual leave and long service leave.
Wages and Salaries

Accrued wages and salaries are measured at the amount that remains unpaid to employees at the end of the

reporting period.
Annual and Long Service Leave

Annual and long service leave, including applicable on-costs, that are not expected to be wholly settled before
twelve months after the end of the reporting period when the employees render the related service are measured
at the present value of estimated future payments to be made in respect of services provided by employees up to
the end of the reporting period. Consideration is given to the future wage and salary levels, experience of
employee departures and periods of service. At the end of each reporting period, the present value of future
annual leave and long service leave payments is estimated using market yields on Commonwealth Government
bonds with terms to maturity that match, as closely as possible, the estimated future cash flows.

Annual leave liabilities have been estimated on the assumption that they will be wholly settled within three years.
In 2015-16, the rate used to estimate the present value of future annual leave payments is 101.4% at 30 June 2016
(101.0% at 30 June 2015).

In 2015-16, the rate used to estimate the present value of future payments for long service leave is 114.7% at
30 June 2016 (104.2% at 30 June 2015).

The long service leave liability is estimated with reference to the minimum period of qualifying service. For
employees with less than the required minimum period of 7 years qualifying service, the probability that
employees will reach the required minimum period has been taken into account in estimating the provision for

long service leave and applicable on-costs.

The provision for annual leave and long service leave includes estimated on-costs. As these on-costs only become
payable if the employee takes annual and long service leave while in-service, the probability that employees will
take annual and long service leave while in service has been taken into account in estimating the liability for on-

costs.
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(i) Employee Benefits - Continued

Annual leave and long service leave liabilities are classified as current liabilities in the Balance Sheet where there
are no unconditional rights to defer the settlement of the liability for at least twelve months. Conditional long
service leave liabilities are classified as non-current because the Authority has an unconditional right to defer the

settlement of the liability until the employee has completed the requisite years of service.
(k) Superannuation

The Fund makes payments on a fortnightly basis to the Territory Banking Account to cover the Fund'’s
superannuation liability for the Public Sector Superannuation Scheme (PSS). This payment covers the PSS employer
contribution but does not include the productivity component. The productivity component is paid directly to
Commonwealth Superannuation Corporation (CSC) by the Fund. The PSS is a defined benefit superannuation plan
meaning that the defined benefits received by employees are based on the employee’s years of service and

average final salary.

The total Territory superannuation liability for the CSS, PSS, and CSC is recognised in the Chief Minister, Treasury
and Economic Development Directorate’s Superannuation Provision Account. This superannuation liability is not

recognised at individual agency level.

The ACT Government is liable for the reimbursement of the emerging costs of benefits paid each year to members
of the PSS in respect of the ACT Government service provided after 1 July 1989. These reimbursement payments

are made from the Superannuation Provision Account.
(1) Provision for Claims Payable

The Fund is not required to comply with Australian Accounting Standard AASB 1023:’ General Insurance Contracts’
as its operations are not underpinned by contracts of insurance with its customers. Contracts of insurance need to
be in existence for a reporting entity to apply AASB 1023. Instead, the liabilities are reported under AASB 137:
‘Provisions, Contingent Liabilities and Contingent Assets’. The measurement of liabilities under AASB 137 is based
on a best estimate which the Fund manager believes, in the context of the Fund’s business, equates to the central
estimate of claim liabilities (i.e. the value of the liability without an explicit risk margin).

The provision for claims payable covers claims reported but not yet paid, incurred but not yet reported claims
(IBNR), incurred but not enough reported (IBNER) and the anticipated direct and indirect costs of settling those
claims. Claims payable are assessed by estimating changes in the ultimate cost of settling claims, IBNRs and
settlement costs using statistics based on past experience and trends. In limited instances, this is supplemented or

replaced by a review of individual claims information.

The Fund appointed an independent actuary, KPMG Actuarial Pty Limited, to provide a full assessment of the
provision for claims payable. The valuation of this provision was completed in July 2016, based on data at
30 June 2016.

The expected future payments are estimated on the basis of the ultimate cost of settling claims, which is affected
by factors arising during the period to settlement such as normal inflation and ‘superimposed inflation’.
Superimposed inflation refers to factors such as trends in court awards. The expected future payments are then
discounted to present value using the Commonwealth Government Bond risk free rate.

Claims estimated to fall due within a twelve-month period are classified as a current liability and all other claims as

a non-current liability.
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NOTE 2 SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
(m) Accounting Standards Accepted for Early Adoption

AASB 2015-2: ‘Amendments to Australian Accounting Standards — Disclosure Initiative: Amendments to AASB 101’
has been early adopted for the 2015-16 reporting period, even though the standard is not required to be applied
until annual reporting periods beginning on or after 1 July 2016.

AASB 2015-2 amends AASB 101: ‘Presentation of Financial Statements’ to clarify that immaterial information
should not be disclosed and the presentation of information in notes should be tailored to provide users with the

clearest view of financial performance and financial position.
(n) Impact of Accounting Standards Issued but yet to be Applied

The following revised accounting standard has been issued by the Australian Accounting Standards Board but does
not apply to the current reporting period. This standard is applicable to future reporting periods. The Fund does
not intend to adopt this standard early. Where applicable, this Australian Accounting Standards will be adopted

from its application date.

e AASB 2015-6: ‘Amendments to Australian Accounting Standards — Extending Related Party Disclosures to
Not-for-Profit Public Sector Entities’ [AASB 10, 124 and 1049](application date 1 July 2016);

This standard extends the scope of AASB 124: ‘Related Party Disclosures’ to include the not-for-profit sector
and updates AASB 124 to include implementation guidance (including illustrative examples) to assist not-for-
profit entities to apply the new requirements. The impact has been assessed and while there is no material

financial impact in implementing this standard there will be increased disclosure required by the Fund.
NOTE 3 CHANGE IN ACCOUNTING POLICY AND ACCOUNTING ESTIMATES
(a) Change in Accounting Policy
The Fund had no changes in Accounting Policy during the reporting period.
(b) Changes in Accounting Estimates
Changes in Actuarial Assumptions

The Fund uses KPMG Actuarial Pty Limited (refer to Note 4: ‘Significant Accounting Judgements and Estimates’) to
estimate the provision for claims payable (liability) and related claims expenses. Actuarial assumptions are based
on past claims experience, risk exposure and projections of economic variables. As such, the estimate of the
provision for claims payable will change each time the provision is assessed by the actuaries (refer to Note 17:
‘Provision for Claims Payable’). This change has resulted in a decrease of $920,000 at 30 June 2016 to the estimate
of the provision for claims payable ($2,899,000 decrease at 30 June 2015). This decrease has been largely driven by

a reduction in case estimates for the Uninsured Employers Fund.
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NOTE 4 SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES

The Fund makes estimates and assumptions in respect of certain key amounts recorded in the financial
statements. Estimates and judgements are regularly evaluated and are based on historical experience and other
factors, including expectations of future events that are believed to be reasonable under the circumstances. The
key areas in which critical estimates are applied are described below.

(a) Actuarial Assumptions

The Fund uses actuaries to estimate the provision for claims payable. Actuarial assumptions are based on past

claims experience, risk exposure and projections of economic variables.
The actuarial estimate of the provision for claims payable comprises:

e future compensation payments on open reported claims including, where appropriate, an incurred but not
enough reported (IBNER) allowance for development in the case estimate prior to the settlement of those
claims;

future compensation payments for claims that have been incurred but not reported (IBNR);
e netapportionment and cross-claims (i.e. ‘sharing’) with other defendants, where identified;

e an estimate of the costs associated with managing the claims, such as the staff costs for employees managing
the claims; and

e claims inflated and discounted to a ‘present value’ basis.
Analysis and estimates are subdivided by:

e latent claims, where the risk is not anticipated by the Fund and include asbestos related and hearing claims,
which are reported four or more years after the accident giving rise to the claim occurred; and

e all otherinjury types.
The approach used in calculating the provision for claims payable in the Uninsured Employers Fund was as follows:

e development of open claims (current value payments to date plus current case estimates) was analysed; and
consideration was then given to the need to include an allowance for IBNER;

a further allowance was made for incurred but not yet reported (IBNR) claims, based on a projection of future
claim reports and an adopted average claim size;

e a pattern of future payments was applied to apportion the current value of the liability over future payment
periods;

e an allowance was made for the effect of future recoveries, based on historic experience; and

e an allowance was made for the timing of benefit payments by adjusting for future claims inflation and

discounting these payments to a present value.
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SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES — CONTINUED

Actuarial Assumptions - Continued

The approach used to estimate the provision for claims payable in the Collapsed Insurers Fund was as follows:

historical claim payments gross of recoveries have been inflated to 30 June 2016 values;

future claims payments were projected, based on payment experience to date;

development of open claims (current value payments to date plus current case estimates) was analysed and

consideration was then given to the need to adjust the case estimates on the open claims for future case

estimate developments;

a pattern of future payments was applied to apportion the current value of the liability over future payment

periods; and

an allowance was made for the timing of benefit payments by adjusting for future claims inflation and

discounting these payments to a present value.

Table 1 — Main assumptions in determining the provision for claims payable

Assumption Collapsed Insurer Fund Uninsured Employer Fund

2016 2015 2016 2015
Projected claim numbers Not Applicable  Not Applicable 30.4 325
Gross average claim size Not Applicable  Not Applicable $163,678 $146,315
Claims Inflation rate per annum —

Wage Inflation 3.75% 3.75% 3.75% 3.75%
Claims Inflation rate per annum —

Superimposed inflation 1.75% 1.75% 1.75% 1.75%
Discount rate per annum 1.6% 2.2% 1.8% 2.6%
Average weighted term to settlement 3.8 years 4.1 years 4.5 years 4.7 years
Claims handling expenses 15% 15% 15% 15%
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NOTE 4 SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES - CONTINUED

(a) Actuarial Assumptions — Continued
Process Used to Determine Assumptions

A description of the processes used to determine these assumptions is provided below:
Projected claim numbers

The projected claim numbers have been determined based on an assumed pattern of claim emergence using chain
ladder projections which uses ratios to project number of claims. This projection gives the average number of IBNR
claims expected in the future from a notional distribution of possible outcomes. Because it is the result of an

estimation process, the result is not an integral number.
For the Uninsured Employer Fund, 29% of new claims are projected to be reported in 2016-17.
Gross average claim size

The gross average claims size assumption has been determined based on an analysis of past average claim size
experience of latent claims, where the risk has not been anticipated by the Fund, and non-latent claims separately.
The average claims size assumptions for the Uninsured Employer Fund are $189,738 for latent claims (reported
four or more years after the claim accident date) and $125,000 for non-latent claims (reported within three years

of the claim accident date).
Claims inflation rate

A base wage inflation rate of 3.75% per annum has been selected. However, claim costs have a tendency to
increase above the rate of wage inflation over time. A rate of 1.75% per annum for additional (i.e. superimposed)

inflation has been adopted.

Discount rate

The estimate of the Default Insurance Fund’s provision for claims payable is provided on both a discounted (i.e.
allowing for future investment income) and undiscounted basis. To discount the liability, the Fund has used the
market yield at 30 June 2016 on long-duration Commonwealth Government bonds, which gives weighted average
discount rates of 1.6% and 1.8% per annum for the Collapsed Insurer Fund and Uninsured Employer Fund

respectively. The two Funds have different projected payment patterns based on the nature of their claims. As the

market yield of bonds varies by duration, this gives rise to the different average discount rates for the two Funds.
Average weighted term

The average weighted term to settlement is based on historic settlement patterns. A decrease in the average
weighted term to settlement would lead to more claims being paid sooner than anticipated.

Claims handling expenses

An assumption of 15% loading for expenses has been applied to the gross central estimate for the Fund at

30 June 2016, which is unchanged from the previous valuation at 30 June 2015.
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(a) Actuarial Assumptions — Continued

Sensitivity Analysis

SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES - CONTINUED

The Fund’s provision for claims payable is calculated using methods which rely on certain assumptions about the

experience of claims which are already incurred but not yet fully paid. To understand the impact of variations in

these assumptions, the Fund made changes to key assumptions and quantified the impact on the outstanding

claims result for the Fund. This is referred to as a sensitivity analysis.

Collapsed Insurance Fund

Scenario net
provision for

Difference from
net provision for

Assumption Sensitivity Change claims payable claims payable Difference

$ $ %
Net provision for claims payable 1,045,927
Increase development factors +10% 1,054,593 8,667 0.8
Additional latent IBNR claim +1 1,448,427 402,500 38.5
Increase average wage earning inflation +1% 1,092,430 46,503 4.4
Movement in discount rate -1% 1,093,615 47,689 4.6
Uninsured Employer Fund

Scenario net Difference from
provision for  net provision for

Assumption Sensitivity Change claims payable claims payable Difference

$ $ %
Net provision for claims payable 8,338,795
Additional latent IBNR claim +1 8,584,841 246,046 3.0
Additional non-latent IBNR claim +1 8,510,669 171,874 2.1
Increase non-latent average claim size +$20,000 8,671,335 332,539 4.0
Increase latent average claim size +$20,000 8,802,221 463,426 5.6
Case estimate development -10% 8,155,601 -183,195 -2.0
Increase average wage earning inflation +1% 8,812,320 473,525 5.7
Movement in discount rate -1% 8,733,241 394,445 4.7

* The net provision for claims payable for Collapsed Insurance Fund includes an allowance for one large claim (asbestos-related

claim) of $350,000.

The sensitivity above examines the impact of one additional claim on the Fund’s net provision for claims payable.

The net provision for claims payable refers to the provision for outstanding claims liability, which is net of any recoveries,

inclusive of claims handling expenses and is not intentionally over or underestimated (i.e. does not include a margin for

uncertainty).
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NOTE 4 SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES - CONTINUED

(a) Actuarial Assumptions — Continued
Sensitivity Analysis - Continued
Claims frequency

The provision for claims payable is calculated by reference to expected claim frequency and average claim sizes. An

increase in the claim frequency would increase the claims liability.

Average claim size

The provision for claims payable is calculated by reference to expected claim frequency and average claim sizes. An

increase in the average claim size would increase the claims liability.
Case estimate development

The provision for claims payable relies in part on the case estimates held by the Fund. The impact on reported
claim expense will reflect the extent that the development of case estimates differ from expected.

Discount rate

The provision for claims payable is calculated by reference to expected future payments. These payments are
discounted to adjust for the time value of money. A decrease in the assumed discount rate will increase the total
claims liability.

Inflation and superimposed inflation rates

Expected future payments are inflated to take account of inflationary increases. In addition to the general
economic inflation rate, an amount is superimposed to take account of non-economic inflationary factors, such as
increases in court awards. Such rates of superimposed inflation are specific to the model adopted. An increase or
decrease in the assumed levels of either economic or superimposed inflation would have a corresponding and
magnified impact on the claims expense.

Uncertainty
General sources of uncertainty

e Data error — the base data can contain material errors or may not be representative of the current portfolio of

claims.
e Model error —incorrect or inappropriate models may be used to project the future claims.

e Parameter error —the selected values for various assumptions within the valuation are in some cases based on

judgement and may not accurately represent the future values for the parameters.
e Random error — claims development is, by its nature, subject to random variation.

e Unforeseen developments due to events including jury decisions, court interpretations, legislative changes,
public attitudes, potential sources of ‘latent claims’ (e.g. child claims in the context of compulsory third party),

and social/economic conditions such as inflation.
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NOTE 4 SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES - CONTINUED
(a) Actuarial Assumptions — Continued

Fund specific sources of uncertainty

e The Fund’s data is sparse and an actuary could reasonably select a wide range of assumptions when assessing
the liabilities.

e The provision for claims payable of the Collapsed Insurance Fund are expected to reduce over time (unless
another insurer collapses). As such, the ‘tail’ liabilities (i.e. liabilities from earlier accident periods) are likely to

become increasingly uncertain in percentage terms as the liabilities reduce.

e The experience of the Uninsured Employer Fund, in particular, is influenced by social and economic factors.

These factors have had an impact on the claims experience of the Fund.

e For both Funds, there are specific uncertainties relating to latent claims, including very long tailed latent
exposures such as asbestos-related diseases. No specific allowance has been made for the existence of latent
claim types that are not already evident within the claims data. It is possible that these claims could be

significant.

e The Fund has relied upon the case estimates when setting reserves for open claims. It is likely that when open
claims are settled they will be settled at a different value to the case estimate held, and this value may be
significantly higher or lower than the case estimate.

e From 1July 2016, the Lifetime Care and Support Scheme will cover private sector workers who are
catastrophically injured in a workplace accident. This leads to uncertainty regarding the impact of the Scheme
on the Fund. In theory, the introduction of the Scheme should provide the potential for the claim costs within
the Fund to reduce. However, as such claims are expected to be infrequent, the exact impact on any given

year is unknown.

NOTE 5 INTEREST AND DISTRIBUTIONS
2016 2015
$’000 $’000
Interest and Distributions
Distributions from the Cash Trust Account @ 471 505
Interest from Bank 37 19
Collapsed Insurer Fund 508 524
Distributions from the Cash Trust Account ? 163 199
Interest from Bank 61 41
Uninsured Employer Fund 224 240
Total Interest and Distributions 732 764

2The decrease in distributions for both the Collapsed Insurer and the Uninsured Employer Fund’s was mainly
due to the average rate of return decreasing from 3.38% in 2014-15 to 2.91% in 2015-16.
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NOTE 6 LEVIES

Each year a review of the Uninsured Employer Fund is undertaken by the Fund Manager to determine an
appropriate levy to impose on all approved workers’ compensation insurers and self-insurers who are currently
operating in the Territory. On 1 July 2010 a funding model was introduced with the aim to address the
unfunded component of the provision for claims payable and to build on reserves to cover the cost of claims
and administrative expenses of the fund. As of 30 June 2016 the Fund reached a fully funded position, this
position will continue to be monitored over the next financial year. In 2015-16, the Fund Manager imposed

contributions from insurers and self-insurers equal to 1.4% of gross written premiums (1.4% in 2014-15).

2016 2015

$’000 $’000
Uninsured Employer Fund
Levies Received 2,457 2,447
Levies Attributed to Unfunded Component (1,640) (1,713)
Total Levies 817 734
NOTE 7 RECOVERIES

2016 2015

$’000 $’000
Insurer — Collapsed Insurer Fund ® 653 2,777
Other — Uninsured Employer Fund 134 157
Total Recoveries 787 2,934

@ Recoveries for the Insurer - Collapsed Insurer Fund were payments received from the HIH Liquidator, the Fund
relies on the administrators of the failed insurance companies to determine the amounts received, no further

recoveries are expected in the future.
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NOTE 8 OTHER REVENUE
2016 2015
$’000 $’000
Uninsured Employer Fund
Fines? 66 10
Services Provided to the Nominal Defendant ® 92 191
Total Other Revenue 158 201

2 The increase in fines is due to more monies being received from the Chief Minister, Treasury and Economic

Development Directorate ( Access Canberra) for fines imposed on employers for non-compliance.

b The decrease in services provided to the Nominal Defendant is due to staff from the Default Insurance Fund

being on secondment and leave. This resulted in a reduction in revenue from providing these services to the

Nominal Defendant. These services were provided by the ACT Insurance Authority during 2015-16.

NOTE 9 EMPLOYEE AND SUPERANNUATION EXPENSES
2016 2015
$’000 $’000
Uninsured Employer Fund
Employee Expenses
Salaries 94 210
(Decrease)/Increase in the Provision for Annual Leave (2) 5
(Decrease) in the Provision for Long Service Leave (17) (6)
Total Employee Expenses ? 75 209
Superannuation Expenses
Superannuation Contribution to the Territory Banking Account 21 36
Productivity Benefit 3 6
Total Superannuation Expenses ? 24 39

2Employee and Superannuation expenses decreased due to staff being on secondment and leave. These

expenses are reflected in the increase in Support Services supplied to the Fund by the ACT Insurance Authority

(refer to Note 11: ‘Supplies and Services’). Based on the level of workload of each of the Funds, employee

expenses have been allocated to the Uninsured Employer Fund.
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NOTE 10 CLAIMS EXPENSES/(CREDIT)

2016 2015

$’000 $’000
Weekly Compensation 22 22
Provision for Claims Payable @ 50 (225)
Collapsed Insurer Fund 72 (203)
Settlements® 566 2,161
Medical and Rehabilitation Costs 133 134
Weekly Compensation 95 109
Legal and Disbursements Costs ® 712 1,152
Other Claim Costs - 101
Provision for Claims Payable © (970) (2,674)
Uninsured Employer Fund 536 983
Total Claims Expenses 608 780

aRepresents the movement in the CIF’s provision for claims payable resulting from the 2015-16 actuarial

estimate (refer to Note 17: ‘Provision for Claims Payable’).

b Settlements and legal and disbursement costs for the UEF decreased in 2015-16 due to a number of large

claims which included higher claim related costs settling in 2014-15.

¢ Represents the movement in the UEF provision for claims payable resulting from the 2015-16 actuarial
estimate, the decrease has been largely driven by a reduction in case estimates (refer to Note 17: ‘Provision for
Claims Payable’).
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NOTE 11 SUPPLIES AND SERVICES

Note 2016 2015

No. $’000 $’000
Actuarial Costs 10 10
Audit Fees 12 13 13
Contractors and Consultants ? - 13
Investment Commission 23 25
Collapsed Insurer Fund 46 60
Actuarial Costs 15 18
Audit Fees 12 13 13
Investment Commission 8 10
Support Services ® 119 58
Other 2 2
Uninsured Employer Fund 157 101
Total Supplies and Services 203 161

2 Contractors and Consultants expenses in 2014-15 related to services provided by the HIH Liquidator. This

expense did not occur in 2015-16.

bSupport services costs have increased due to additional support services supplied by the ACT Insurance Authority

to fill the shortfall of staff on secondment and leave.

NOTE 12 AUDITOR’S REMUNERATION

Auditor’s remuneration consists of financial audit services provided to the Fund by the ACT Audit Office.

2016 2015
$’000 $’000
Audit Services
Audit fees paid or payable to the ACT Audit Office 26 26
Total Audit Fees 26 26

No other services were provided by the ACT Audit Office.
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NOTE 13 CASH AND CASH EQUIVALENTS

The Fund holds bank accounts with the Westpac Banking Corporation as part of the whole-of-government

banking arrangements. The Fund also held short-term investments with the Public Trustee and Guardian in a

Cash Trust Account. The investment earned an average floating interest rate of 2.91% in 2015-16 (3.38% in

2014-15). These funds are able to be withdrawn upon request and are not subject to movements in their market

value.
2016 2015
$7000 $’000
Cash and Cash Equivalents
Cash at Bank 294 703
Investments ? 17,614 16,112
Collapsed Insurer Fund 17,908 16,815
Cash at Bank ® 2,613 1,627
Investments 5,605 5,605
Uninsured Employer Fund 8,218 7,232
Total Cash and Cash Equivalents 26,126 24,047

@ The Collapsed Insurer Fund investments increased due to recoveries received from the HIH Liquidator and

additional cash funds invested.

b The Uninsured Employer Fund Cash at Bank increased due mainly to a decrease in the payments of claims in

2015-16 compared with 2014-15.
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Notes to and Forming Part of the Financial Statements

Default Insurance Fund

For the Year Ended 30 June 2016

NOTE 14 RECEIVABLES

Uninsured Employer Fund

Current Receivables
Levies Receivable

Note
No.

Services Supplied to the Nominal Defendant 2

Other

Goods and Services Tax Receivable

Other Receivables
Claims Related
Total Current Receivables

Non-Current Receivables
Claims Related

Levies Required to Meet the Cost of Future Claims ® 17(a)

Total Non-Current Receivables

2016 2015
$’000 $’000
580 390
92 52
50 -
15 15
737 457
10 9
747 466
666 721
- 1,640

666 2,361

2The increase to services supplied to the Nominal Defendant is due to the invoice only being raised on

30 June 2016 where during 2014-15 these invoices were raised bi-annually.

b Levies required to meet the cost of future claims is the amount that needs to be raised to enable the provision

for claims payable of Uninsured Employer Fund to be fully funded (refer to Note 17: ‘Provision for Claims

Payable’). The decrease of $1,640,000 for the amount of levies required is due to the Uninsured Employer Fund

being fully funded during 2016 (The Fund’s assets exceed the provision for claims payable).

Ageing of Receivables

2016

Current Receivables

Not Impaired! Receivables
Impaired Receivables

Non-Current Receivables
Not Impaired® Receivables
Impaired Receivables

Not Overdue
Overdue
Lessthan 30 to 60 Days
30 Days
$’000 $’000 $’000
677 70 -

666 - -

Greater than
60 Days
$’000

Total

$’000

747

666
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Default Insurance Fund
Notes to and Forming Part of the Financial Statements

NOTE 14 RECEIVABLES - CONTINUED

Ageing of Receivables

2015

Current Receivables

Not Impaired! Receivables
Impaired Receivables

2015

Non-Current Receivables
Not Impaired® Receivables
Impaired Receivables

For the Year Ended 30 June 2016

Not Overdue
Overdue
Lessthan 30 to 60 Days Greater than
30 Days 60 Days
$’000 $’000 $’000 $’000
466 - - -
2,361 - - -

“Not Impaired’ refers to Net Receivables (Gross Receivables less Impaired Receivables).

The Fund does not hold any collateral for receivables that are overdue or determined to be impaired.

296 Chief Minister, Treasury and Economic Development Directorate: Annual Report 2015-16

Total

$’000

466

2,361



Default Insurance Fund
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 15 PAYABLES

Current Payables
Accrued Expenses
Collapsed Insurer Fund

Trade Creditors

Pay As You Go (PAYG) withholding payable
Accrued Expenses

Uninsured Employer Fund

Total Current Payables

Ageing of Current Payables
Payables are Aged as follows:
Not Overdue

Total Current Payables

NOTE 16 EMPLOYEE BENEFITS

Uninsured Employer Fund

Current Employee Benefits
Accrued Salaries

Annual Leave

Long Service Leave

Total Current Employee Benefits

Employee Numbers

Full-Time Equivalents at the End of the Reporting Period

2016 2015
$’000 $’000
58 20

3 6

1 12

62 38

64 40

64 40

64 40
2016 2015
$’000 $’000
1 5

10 12

2 19

13 36
2016 2015
Number Number
0.8 2

Employee numbers have decreased due to staff being on secondment and on leave. Based on the level of

workload of each of the Funds, employee benefits have been allocated to the Uninsured Employer Fund.
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Default Insurance Fund
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 17 PROVISION FOR CLAIMS PAYABLE

(a) Funding of Provision for Claims Payable
Note 2016 2015
No. $’000 $’000
Total Provision for Claims Payable — Collapsed Insurer Fund 1,046 996
Funded Proportion of Provision for Claims Payable 9,015 8,345
Unfunded Proportion of Provision for Claims Payable 14 - 1,640
Total Provision for Claims Payable — Uninsured Employer Fund 9,015 9,985
(b) Total Provision for Claims Payable by Fund
2016 2015
$’000 $’000
Current Provision for Claims Payable 83 79
Non-Current Provision for Claims Payable 963 917
Collapsed Insurer Fund 1,046 996
Current Provision for Claims Payable 817 789
Non-Current Provision for Claims Payable 8,198 9,196
Uninsured Employer Fund 9,015 9,985
Total Provision for Claims Payable 10,061 10,981
(c) Change in Basis - In the 12 months from 30 June 2015 to 30 June 2016
Inflated and Discounted Liability at 30 June 2016 (Gross of Recoveries)
CIF UEF Total
Component Component DIF
$’000 $’000 $’000
Reported 483 1,752 2,235
Incurred But Not Reported (IBNR) 427 6,087 6,514
Claims Handling Expense 136 1,176 1,312
Total Provision for Claims Payable 1,046 9,015 10,061
Inflated and Discounted Liability at 30 June 2015 (Gross of Recoveries)
CIF UEF Total
Component Component DIF
$’000 $’000 $’000
Reported 402 3,081 3,484
Incurred But Not Reported (IBNR) 464 5,601 6,065
Claims Handling Expense 282 1,302 1,432
Total Provision for Claims Payable 996 9,985 10,981
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Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 17 PROVISION FOR CLAIMS PAYABLE - CONTINUED

(d) Reconciliation of movement in provision for claims payable
UEF CIF Total
($7000) ($’000) ($’000)
Gross inflated, discounted liability at 30 June 2015 (including claims handling
expenses) 9,985 996 10,981
Remove the impact of claims handling expenses (1,302) (130) (1,432)
Gross inflated, discounted liability at 30 June 2015 (excluding claims handling
expenses) 8,682 866 9,548
Remove the impact of inflation and discounting (1,241) (27) (1,269)
Gross uninflated, undiscounted liability at 30 June 2015 7,441 839 8,280
Expected gross payments during 2015-16 (664) (66) (730)
Expected gross uninflated, undiscounted liability of outstanding claims
at 30 June 2016 6,778 772 7,550
Change due to difference in average payments (771) 44 (727)
Change due to difference in reported incurred (paid + case) 154 55 209
New IBNER loading (128) n/a (128)
Impact of higher initial payment and application of expectation of life
(National Employers Mutual — collapsed in 1990) n/a 8 8
Change in IBNR (1,133) (35) (1,168)
Factors driving IBNR movements (prior years) UEF CIF
Change in non-latent IBNR claim numbers (10.1) -
Change in latent IBNR claim numbers (1.9) -
Change in IBNR non-latent average claim size 25.11% -
Change in IBNR latent average claim size 3.75% -
Total movement for prior years (1,878) 72 (1,806)
Gross uninflated, undiscounted liability of outstanding claims at
30 June 2016 for prior accident years 4,899 844 5,744
Gross uninflated, undiscounted central estimate at
30 June 2016 for 2015-16 accident year 1,568 - 1,568
Gross uninflated, undiscounted liability of outstanding claims at
30 June 2016 for all accident years 6,467 844 7,312
Impact of inflating and discounting 1,372 65 1,432
Gross inflated, discounted liability of outstanding claims at
30 June 2016 for all accident years (excluding claims handling expenses) 7,839 910 8,749
Add in claims handling expenses 1,176 136 1,312
Gross inflated, discounted liability of outstanding claims at
30 June 2016 for all accident years (including claims handling expenses) 9,015 1,046 10,061
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Default Insurance Fund
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 18 FINANCIAL INSTRUMENTS

Details of the significant policies and methods adopted, including the criteria for recognition, the basis of
measurement, and the basis on which income and expenses are recognised, with respect to each class of financial

asset and financial liability are disclosed in Note 2 ‘Significant Accounting Policies’.
(a) Interest Rate Risk

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because

of changes in market interest rates.

Most of the Fund’s financial assets are held in floating interest rate arrangements, whereas the Fund’s financial
liabilities are not subject to floating interest rates. This means that the Fund is not exposed to movements in

interest payable, however, it is exposed to movements in interest receivable.

Interest rate risk for financial assets is managed by the Fund by only investing in floating interest rate investments
that are low risk. Interest rate risk for financial liabilities is not actively managed by the Fund as these liabilities are
held in non-interest bearing arrangements. There have been no changes in risk exposure or processes for

managing risk since the last reporting period.

Sensitivity Analysis

Taking into account past performance, future expectations and economic forecasts, the impact on profit or loss
and the impact on equity in the table below are ‘reasonably possible’ over the next twelve months if interest rates
change by -/+ 1.0% per annum.

Carrying Amount (1.0%) 1.0%
2016 Profit/(Loss) Profit/(Loss)
$‘000 $‘000 $‘000
Financial Assets:
Cash and Cash Equivalents 26,126 (261) 261

(b) Credit Risk

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause the other
party to incur a financial loss. The Fund’s credit risk is limited to the amount of the financial assets it holds net of

any allowance for impairment.

Credit risk is managed by the Fund for investments by only investing surplus funds with the Public Trustee and
Guardian. The Public Trustee and Guardian has set appropriate investment criteria for the external fund manager it
has engaged to manage the surplus funds of agencies, resulting in an insignificant credit risk. No collateral is held
by the Fund.

A large proportion of the Fund’s receivables are from major Australian insurers or self-insurers of major Australian

companies which means that the credit risk of these receivables going into default is low.

There have been no changes in credit risk exposure since the last reporting period.
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Default Insurance Fund
Notes to and Forming Part of the Financial Statements
For the Year Ended 30 June 2016

NOTE 18 FINANCIAL INSTRUMENTS - CONTINUED
(c) Liquidity Risk

Liquidity risk is the risk that the Fund will encounter difficulties in meeting obligations associated with financial
liabilities that are settled by delivering cash or another financial asset. To limit its exposure to liquidity risk, the
Fund ensures that it has sufficient cash and cash equivalents to meet its estimated financial liabilities. The fund may

raise additional levies at any time to meet the cost of any unexpected increase in financial liabilities that may arise.

The Fund’s exposure to liquidity risk in relation to its financial instruments and the management of this risk has not

changed since the previous reporting period.

The following table sets out the Fund’s maturity analysis for financial assets and liabilities as well as the exposure to

interest rates, including the weighted average interest rates by maturity period at 30 June 2016. Except for non-

current payables, financial assets and liabilities which have a floating interest rate or are non-interest bearing will

mature in one year or less. All amounts appearing in the following maturity analysis are shown on an undiscounted

cash flow basis.

Weighted
Average Floating Over1 More Non-
Note Interest Interest 1 year to5 than interest
2016 No. Rate Rate or less years 5 years bearing Total
% $'000 $'000 $'000 $'000 $'000 $'000
Financial Instruments
Financial Assets
Collapsed Insurer Fund
Cash at Bank 13 2.81 294 - - - - 294
Investments 13 291 17,614 - - - - 17,614
Uninsured Employer Fund
Cash at Bank 13 2.81 2,613 - - - - 2,613
Investments 13 291 5,605 - - - - 5,605
Receivables 14 - - - - 722 722
Total Financial Assets 26,126 - - - 722 26,848
Financial Liabilities
Collapsed Insurer Fund
Payables 15 - - - (2) (2)
Uninsured Employer Fund
Payables 15 - - - - (59) (59)
Total Financial Liabilities - - - - (61) (61)
Net Financial Assets 26,126 - - - 661 26,787
Note 2016
Reconciliation of Net Financial Assets to Net Assets as per the Balance Sheet No. $’000
Net Financial Assets (as above) 26,787
Claims Receivable 14 676
Goods and Services Tax Receivable 14 15
Taxation Payable 15 (3)
Employee Benefits 16 (13)
Provision for Claims Payable 17 (10,061)
Net Assets as per the Balance Sheet 17,401
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NOTE 18 FINANCIAL INSTRUMENTS — CONTINUED
(c) Liquidity Risk - continued

The following table sets out the Fund’s maturity analysis for financial assets and liabilities as well as the exposure
to interest rates, including the weighted average interest rates by maturity period at 30 June 2015. Except for non-
current payables, financial assets and liabilities which have a floating interest rate or are non-interest bearing will
mature in one year or less. All amounts appearing in the following maturity analysis are shown on an undiscounted
cash flow basis.

Weighted
Average Floating Over1 More Non-
Note Interest Interest 1 year to5 than interest
2015 No. Rate Rate or less years 5years bearing Total

% $'000 $'000 $'000 $'000 $'000 $'000
Financial Instruments

Financial Assets

Collapsed Insurer Fund

Cash at Bank 13 2.82 703 - - - - 703
Investments 13 3.38 16,112 - - - - 16,112

Uninsured Employer Fund

Cash at Bank 13 2.82 1,627 - - - - 1,627
Investments 13 3.38 5,605 - - - - 5,605
Receivables 14 - - - - 442 442
Total Financial Assets 24,047 - - - 442 24,489

Financial Liabilities
Collapsed Insurer Fund

Payables 15 - - - - (2) (2)
Uninsured Employer Fund
Payables 15 - - - - (32) (32)
Total Financial Liabilities - - - - (34) (34)
Net Financial Assets 24,047 - - - 408 24,455
Note 2015
Reconciliation of Net Financial Assets to Net Assets as per the Balance Sheet No. $’000
Net Financial Assets (as above) 24,455
Claims Receivable 14 2,370
Taxation Receivable 14 15
Taxation Payable 15 (6)
Employee Benefits 16 (36)
Provision for Claims Payable 17 (10,981)
Net Assets as per the Balance Sheet 15,817
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NOTE 18 FINANCIAL INSTRUMENTS - CONTINUED

(c) Liquidity Risk - Continued
2016
$’000
Carrying Amount of Each Category of Financial Asset and Financial
Liability
Financial Assets
Loans and Receivables Measured at Amortised Cost 722
Financial Liabilities
Financial Liabilities Measured at Amortised Cost 61

(d) Price Risk

2015
$’000

442

34

Price risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of

changes in market prices (other than those arising from interest rate risk or currency risk), whether these changes

are caused by factors specific to individual financial instruments or its issuer, or factors affecting all similar financial

instruments traded in the market.

The Fund has units in the Cash Trust Account which do not fluctuate in value. The Fund’s exposure to price risk and

the management of this risk has not changed since the last reporting period.

Sensitivity Analysis

A sensitivity analysis has not been undertaken for the Fund as it does not have any exposure to price risk.

(e) Fair Values of Financial Assets and Liabilities

The carrying amounts and fair values of financial assets and liabilities at the end of the reporting period are:

Carrying Carrying
Amount Fair Value Amount Fair Value
2016 2016 2015 2015
$’000 $’000 $’000 $’000
Financial Assets
Cash and Cash Equivalents 26,126 26,126 24,047 24,047
Receivables 722 722 442 442
Total Financial Assets 26,848 26,848 24,489 24,489
Financial Liabilities
Payables 61 61 34 34
Total Financial Liabilities 61 61 34 34
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NOTE 19 CASH FLOW RECONCILIATION

(a) Reconciliation of Cash and Cash Equivalents at the End of the Reporting Period in the Cash Flow Statement
to the Equivalent Items in the Balance Sheet

2016 2015
$’000 $’000
Total Cash and Cash Equivalents Recorded in the Balance Sheet 26,126 24,047
Cash and Cash Equivalents at the End of the Reporting Period as
Recorded in the Cash Flow Statement 26,126 24,047
(b) Reconciliation of the Operating Surplus to the Net Cash Inflows from
Operating Activities
2016 2015
$’000 $’000
Operating Surplus 1,584 3,444
Cash before Changes in Operating Assets and Liabilities 1,584 3,444
Changes in Operating Assets and Liabilities
Decrease in Receivables 1,414 1,898
(Decrease) in Outstanding Claims Payable (920) (2,899)
Increase in Payables 24 18
(Decrease) in Employee Benefits (23) (9)
Net Changes in Operating Assets and Liabilities 495 (992)
Net Cash Inflows from Operating Activities 2,079 2,452
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