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Australian National

Audit Office

Canberra ACT
14 December 2021

Dear Mr President
Dear Mr Speaker

In accordance with the authority contained in the Auditor-General Act 1997, | have undertaken
the audits of the financial statements of Australian Government entities and examinations and
inspections of the accounts and records of those entities. The report is titled Audits of the
Financial Statements of Australian Government Entities for the Period Ended 30 June 2021.
Pursuant to Senate Standing Order 166 relating to the presentation of documents when the
Senate is not sitting, | present the report of this audit to the Parliament.

Following its presentation and receipt, the report will be placed on the Australian National Audit
Office’s website — http://www.anao.gov.au.

Yours sincerely

e

Grant Hehir
Auditor-General

The Honourable the President of the Senate

The Honourable the Speaker of the House of Representatives
Parliament House

Canberra ACT

Auditor-General Report No.14 2021-22
Audits of the Financial Statements of Australian Government Entities for the Period Ended 30 June 2021

3



AUDITING FOR AUSTRALIA

The Auditor-General is head of the
Australian National Audit Office
(ANAQO). The ANAO assists the
Auditor-General to carry out his
duties under the Auditor-General
Act 1997 to undertake
performance audits, financial
statement audits and assurance
reviews of Commonwealth public
sector bodies and to provide
independent reports and advice
for the Parliament, the Australian
Government and the community.
The aim is to improve
Commonwealth public sector
administration and accountability.

For further information contact:
Australian National Audit Office
GPO Box 707

Canberra ACT 2601

Phone:(02) 6203 7300
Email: agl@anao.gov.au

Auditor-General reports and
information about the ANAO are
available on our website:

http://www.anao.gov.au
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Executive summary

1. The ANAO publishes an annual audit work program (AAWP) which reflects the audit
strategy and deliverables for the forward year. The purpose of the AAWP is to inform the
Parliament, the public and government sector entities of the planned audit coverage for the
Australian Government sector by way of financial statements audits, performance audits and
other assurance activities. As set out in the AAWP, the ANAO prepares two reports annually that,
drawing on information collected during financial statements audits, provide insights at a point
in time to the financial statements risks, governance arrangements and internal control
frameworks of Commonwealth entities. These reports provide Parliament with an independent
examination of the financial accounting and reporting of public sector entities.

2. These reports explain how entities’ internal control frameworks are critical to executing
an efficient and effective audit and underpin an entity’s capacity to transparently discharge its
duties and obligations under the Public Governance, Performance and Accountability Act 2013
(PGPA Act). Deficiencies identified during audits that pose either a significant or moderate risk to
an entity’s ability to prepare financial statements free from material misstatement are reported.

3. This report presents the final results of the 2020-21 audits of the Consolidated Financial
Statements (CFS) and 244 Australian Government entities. The Auditor-General Report No.40
2020-21 Interim Report on Key Financial Controls of Major Entities (ANAO Report No.40), focused
on the interim results of the audits of 25 of these major entities.

Consolidated financial statements

Audit results

4, The CFS presents the whole of government and the General Government Sector financial
statements. The 2020-21 CFS was signed by the Minister for Finance on 12 November 2021 and
an unmodified auditor’s report was issued on 15 November 2021.

5. There were no significant or moderate audit issues identified in the audit of the CFS in
2020-21 or 2019-20.

Australian Government financial position

6. The Australian Government’s net worth deficiency increased from $679.9 billion in
2019-20 to $743.2 billion in 2020-21. Over the period 2011-12 to 2020-21, total assets have
increased from $390.6 billion to $1,000.1 billion, total liabilities increased from $647.5 billion to
$1,743.3 billion and net worth has decreased from a deficit of $256.9 billion to a deficit of $743.2
billion.

Financial audit results and other matters

Quality and timeliness of financial statements preparation

7. The ANAO issued 241 unmodified auditor’s reports, including the CFS, and one modified
auditor’s report, as at 19 November 2021. A quality financial statements preparation process will
reduce the risk of untimely, inaccurate or unreliable reporting.
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8. The ANAO noted a decrease in findings relating to processes supporting financial
statements preparation improved delivery of draft financial statements in line with entity
financial statements project plans, a decrease in the number of unadjusted audit differences and
a decrease in overall total value of unadjusted audit differences reported to entities in 2020-21
compared to 2019-20.

Timeliness of financial reporting

9. The financial statements were finalised, and auditor’s reports issued for 89 per cent of
entities within three months of the financial year-end. On average it took entities 41 days after
the auditor’s report was issued to table their annual reports in Parliament. Eighty-four per cent
of entities that are required to table an annual report in Parliament tabled prior to or on the date
that the portfolio’s Senate estimates hearing commenced. Of the remaining entities, eight per
cent had not tabled an annual report as at 19 November 2021.

Key audit matter reporting

10. The ANAO has applied ASA 701 Communicating Key Audit Matters in the Independent
Auditor’s Report for the 25 entities included in Auditor-General Report No.40 Interim Report on
Key Financial Controls of Major Entities and the CFS. In 2020-21 a total of 58 key audit matters
(KAM) were included across the 25 entities and seven KAM were included in the CFS auditor’s
report.

Removal of user access

11. ISM Security Control 0430 specifies that access is removed or suspended on the same day
personnel no longer have a legitimate requirement for access. An assessment of the IT control
environment was performed on 18 interim report entities. The assessment includes a review of
Security Control 0430. The ANAO identified eight of these entities did not adequately implement
Security Control 0430 which resulted in user accounts remaining active after staff no longer
required the access. Five out of the eight entities had user accounts that were accessed after the
date where access was no longer required.

Financial sustainability

12. An assessment of an entity’s financial sustainability can provide an indication of financial
management issues or signal a risk that the entity will require additional or refocused funding.
Our analysis concluded that the financial sustainability of the majority of entities was not at risk.

Summary of audit findings

13. A total of 164 findings were reported to entities as a result of the 2020-21 financial
statements audits. These comprised two significant, 21 moderate, 127 minor findings and 14
legislative findings. The highest number of findings are in the categories of:

° IT security management and user access, in particular the management of privileged
users; and
° accounting and control of non-financial assets.
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Executive summary

14. The total findings included three significant legislative breaches, one of which has
remained open since 2012—13. Eight of the 14 legislative breaches related to remuneration of key
management personnel.

Reporting and auditing frameworks
Changes to the Australian public sector reporting framework

15. There were no significant changes in accounting standards in 2020-21. A revised ASA 540
Auditing Accounting Estimates and Related Disclosures was issued in December 2018 and was
implemented in ANAO audits of financial statements in 2020-21. The ANAO introduced new
methodology templates to address the requirements.

16. The auditing of performance information is an emerging area of interest for both national
and international auditing standard setters. For the ANAQ, this is an area of strategic priority as it
enhances accountability and transparency to the Parliament.

17. Data analytics continues to be a focus for the ANAO, and audits undertaken in 2020-21
have continued to build on previous initiatives to enhance audit quality and efficiency. In 2021,
the ANAO applied four standardised data analytics solutions to audits, at least one of which was
used by more than 35 audit teams.

Cost of this report
18. The cost to the ANAO of producing this report is approximately $430,000.
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1. The Consolidated Financial Statements

Chapter coverage

This chapter outlines the results of the audit of the Consolidated Financial Statements (CFS) of
the Australian Government, which includes the Whole of Government and the General
Government Sector (GGS) financial statements for the year ended 30June 2021, and the
Australian Government’s financial results for 2020-21.

The chapter also includes:
e the key audit matters (KAM) reported for the CFS;
e an analysis of the Australian Government’s financial outcome and financial position; and

e an analysis of the Australian Government loans and equity issued, including investments
made for policy purposes in public corporations and concessional loans.

Audit results
The 2020-21 CFS was signed by the Minister for Finance on 12 November 2021 and the Auditor-
General’s unmodified auditor’s report was issued on 15 November 2021.

There were no significant or moderate audit issues identified in the audit of the CFS in 2020-21
or 2019-20.

In 2020-21 there was one new KAM relating to the valuation of Australian Government securities.
The KAM relating to the occurrence and accuracy of JobKeeper payments and cash flow boost to
support businesses, reported in 2019—-20, was removed.

Expenses of the Australian Government totalling $671.6 billion for the year ended 30 June 2021
were funded by $541.2 billion of revenue and approximately $130.4 billion net borrowings. The
borrowings represent 19.4 per cent of the total expenses for 2020-21 (compared to 16.6 per cent
in 2019-20).

The Australian Government’s net worth deficiency increased from $679.9 billion in
2019-20 to $743.2 billion in 2020-21.

Over the period 2011-12 to 2020-21, total assets increased from $390.6 billion to
$1,000.1 billion, total liabilities increased from $647.5 billion to $1,743.3 billion and net worth
has decreased from a deficit of $256.9 billion to a deficit of $743.2 billion.

Background

11 Government accountability and transparency is supported by the preparation and audit of
the Australian Government’s CFS. The CFS and the associated financial analysis provide information
to assist users in assessing the financial performance and position of the Australian Government.
The CFS is prepared by the Department of Finance (Finance) and issued by the Minister for Finance.

1.2 The CFS presents the consolidated whole of government financial results which includes
the results of all Australian Government controlled entities, as well as the GGS financial
statements. The 2020-21 CFS is prepared in accordance with section 48 of the Public Governance,
Performance and Accountability Act 2013 (PGPA Act) and the requirements of the Australian
Accounting Standards, including AASB 1049 Whole of Government and General Government
Sector Financial Reporting (AASB 1049).
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The Consolidated Financial Statements

1.3 AASB 1049 requires, with limited exceptions, the principles and rules in the Australian
Bureau of Statistics’ Government Finance Statistics (GFS) Manual to be applied where compliance
with the GFS Manual would not conflict with Australian Accounting Standards.

Key audit matters

1.4 The ANAO's 2020-21 audit approach identified seven key areas of financial statements risk
that had the potential to impact the CFS and which were considered key audit matters (KAM). In
2020-21 there is one new KAM relating to the valuation of Australian Government securities. The
KAM relating to the occurrence and accuracy of JobKeeper payments and cash flow boost to
support businesses, reported in 2019-20, was removed. The KAM for 2020-21 are provided below
in Table 1.1.

Table 1.1: CFS key audit matters

Relevant financial Key audit matters = Audit risk  Factors contributing to the risk

statements item? rating assessment

Taxation revenue Accuracy of Higher complex estimation processes, involving

$479.9 billion taxation revenue significant judgement and specialist

Australian Taxation knowledge;

Office completeness, relevance and accuracy of

Department of source data; and

Home Affairs volatility in economic conditions, such as
wage growth, gross domestic product and
historical information increases the
uncertainty of factors underpinning the
estimates.

Personal benefits Accuracy and Higher reliance on the correct self-disclosure of

expense occurrence of personal circumstances by a large number

$160.5 billion personal benefits of diverse recipients;

) . expense . . .

Australian Taxation reliance on complex information

Office technology systems for the processing of a

Department of high volume of payments across

Education. Skills numerous pe_r_sonal benefit ty_pgs with

and Emplo’ ment varying conditions for determining the

y payment amount; and

Department of . . . ,

Social Services implementation of stimulus measures in
response to the COVID-19 pandemic

National Disability where a range of payment eligibility and

Insurance Scheme qualification controls have been varied.

Launch Transition

Agency

Advances paid Valuation of Moderate for advances paid, particularly student

$71.6 billion advances paid and loans through the Higher Education Loan

. receivables Program (HELP), complexity and

other receivables uncertainty in estimating fair value,

and accrued including recoverability and impairment

revenue based on estimates of future income of

$59.3 billion individuals that need to repay, the timing of

Australian Taxation expected repayments and the amounts not

Office expected to be recovered;
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Relevant financial

Key audit matters

Audit risk

Factors contributing to the risk
assessment

statements item®

Department of
Education, Skills
and Employment

Department of
Social Services

rating

for receivables, estimation processes draw
on specialist knowledge of debt provisions
including allowance for credit amendment
and impairment losses for taxation
receivables and involve complexity
associated with negotiations and dispute
resolutions; and

sensitivity of these balances to changes in
assumptions.

equipment (SME)

Numerous entities

specialist military

Collective Valuation of Moderate size of the investments and the inherent

investment collective subjectivity and significant judgements and

vehicles investment estimates required where market data is

(component of vehicles not available to determine the fair value of

investments, loans, these investments.

and placements)

$90.4 billion

Future Fund

Management

Agency (Future

Fund)

Department of

Finance

Australian Valuation and Moderate significant value of the liability and

Government disclosure of significant volume of instruments issued;

Securltle.s. gustrallan ¢ fair value movements have a material

$683.9 billion Sover_?_men impact on the financial statements and are

Australian Office of ecurities impacted by price changes in money

Financial markets and capital markets; and

Management complex financial statements disclosure
requirements for financial liabilities
measured at fair value through profit and
loss.

Specialist military Valuation of Moderate high degree of management judgement

due to the highly specialised nature of the

$74.4 billion equipment and SME, including judgements required to
other plant, determine appropriate useful lives, to

Department of equipment and assess the financial impact of indicators of
Defence infrastructure impairment and to obtain replacement
other plant, assets costs of assets with similar capability in the
equipment and absence of an active market;

infrastructure the management of SME assets under
$69.5 billion construction is dispersed across numerous

projects that have complex multi-year
contractual arrangements and project
management requirements;

the annual impairment and revision of
useful lives are subject to a high degree of
judgement and subjectivity;

Auditor-General Report No.14 2021-22
Audits of the Financial Statements of Australian Government Entities for the Period Ended 30 June 2021

14



The Consolidated Financial Statements

Relevant financial Key audit matters | Audit risk  Factors contributing to the risk

statements item? rating assessment

o differences in accounting policies applied
by Government Business Enterprises,
such as NBN Co Limited and Snowy
Hydro Limited, compared to those applied
in the preparation of the CFS; and

e complex valuation process and judgement
involved in valuing assets such as the nbn
network, Inland Rail and Snowy 2.0.

Superannuation Valuation of Higher « complexity of the calculation, requiring
liabilities® superannuation significant judgement in the selection of
$407.5 billion liabilities long-term assumptions, including the
salary growth, pension indexation, pension
Department of take-up, invalidity retirements and discount
Defence rates to which the valuation of the
Department of superannuation liability is highly sensitive;
Finance and
+ detailed disclosure requirements for the
presentation and disclosure of defined
benefit plans.
Note a: Table 1.1 may differ from the financial statements of individual entities as a result of eliminations and

Note b:

Source:

adjustments at the CFS level or where the entities identified contribute a majority to the balance of the financial
statements line item.

These are the main government entities responsible for administration and reporting of Australian Government
superannuation liabilities. Liabilities also include schemes managed by other entities, such as the Australian
Postal Corporation.

ANAO 2020-21 audit results, and the CFS for the year ended 30 June 2021.

Audit results

1.5

There were no significant or moderate audit findings arising from the 2019-20 or

2020-21 financial statements audits of the CFS.

Australian Government’s financial outcome

Operating result

1.6

1.7

The following key financial measures were reported for 2020-21:

net operating balance was a deficit of $130.5 billion (compared to a deficit of $98.8 billion
in 2019-20);

operating result was a deficit of $97.9 billion (compared to a deficit of $133.7 billion in
2019-20); and

comprehensive result (change in net worth) was a decrease in net worth of $63.4 billion
(compared to a decrease of $135.4 billion in 2019-20).

The decrease in the Australian Government’s net operating balance was due to an

increase in expenses of $72.3 billion (12.1 per cent), partially offset by an increase in revenue of
$40.7 billion (8.1 per cent).
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1.8 The increase in expenses was due to the Australian Government’s ongoing economic
response to the impact of the COVID-19 pandemic. Key movements in expenses include:

° an increase of $16.2 billion for additional benefits to households in goods and services
such as payments relating to the National Disability Insurance Scheme ($5.8 billion) and
medical and pharmaceutical benefits (54.2 billion);

° an increase of current grants expenses of $17.2 billion relating to payments to states and
territories under national partnership arrangements and for goods and services tax (GST)
distribution;

° subsidy expenses increased by $18.0 billion, reflecting an additional $25.5 billion of
JobKeeper payments, partially offset by a decrease in cash flow boost to support business
of $11.3 billion; and

° additional personal benefit expenses of $15.8 billion, including working age payments
such as JobSeeker and support for seniors and students.

1.9 Total revenue increased by $40.7 billion primarily due to higher taxation revenue (mainly
individual income and company taxation) as a result of the improved economic conditions
including a stronger labour market, higher commodity prices and strong household consumption
compared with the 2019-20 which was impacted by the onset of the COVID-19 pandemic.

1.10 The Australian Government remained in deficit for 2020-21. The operating result deficit
improved compared to 2019-20 as a result of fair value gains of $53.7 billion, primarily
attributable to collective investment vehicles and investments administered by the Future Fund
(compared to fair value losses in 2019-20 of $18.8 billion). These gains were partly offset by an
increase in the net write-down of assets. In 2020-21 the net write-down of assets was
$12.0 billion (compared to $9.1 billion in 2019-20), reflecting additional impairment due to the
impacts of the COVID-19 pandemic on small businesses.

1.11 The comprehensive result (total change in net worth) is the sum of the operating result
deficit of $97.9 billion and actuarial gains on the superannuation liability of $33.5 billion. The
actuarial gain reflects an increase in the Australian Government bond rate resulting in a higher
discount rate being applied in the calculation of the superannuation liability.

1.12 The expenses of the Australian Government of $671.6 billion for the year ended
30 June 2021 were funded by $541.2 billion of revenue and approximately $130.4 billion net
borrowings. The additional borrowings, representing 19.4 per cent of total expenses, were
applied to fund expenses resulting from the various stimulus and support packages comprising
payments for personal benefits, subsidy and grants expenses in response to the COVID-19
pandemic. The Australian Government’s borrowings are expected to continue to increase through
the period of the forward estimates.!

Revenue by source

1.13 The Australian Government’s revenue for the year ended 30 June 2021 was $541.2 billion
(compared to $500.5 billion for the year ended 30 June 2020). Figure 1.1 provides an analysis of
revenue by source from 1 July 2016 to 30 June 2021. Each revenue source as a percentage of total

1 2021-22 Budget Paper 1 Budget Strategy and Outlook, Table 10.2 Australian Government general
government sector balance sheet.
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revenue has remained steady with the proportion of taxation revenue decreasing slightly from
91.3 per cent in 2016-17 to 88.7 per cent in 2020-21. Sales of goods and services has increased
from 4.3 per cent to 6.2 per cent during the same period. Taxation revenue including company
tax, individual tax and sales taxes remains the major source of Australian Government revenue.

Figure 1.1:  Australian Government revenue by source from 2016-17 to 2020-21
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Note a: In 2020-21 the main sources of taxation revenue included individual tax (49.1 per cent), company tax (20.6
per cent), sales taxes (16.0 per cent), excise duty (5.1 per cent)), and customs duty
(3.8 per cent).

Note b: Sales of goods and services include revenue received from the provision of regulatory services, rental income,
sale of electricity by Snowy Hydro Limited, postal services and the broadband network.

Source: ANAO analysis of CFS from 2016-17 to 2020-21.

Classification of expenses by the functions of Government

1.14 Figure 1.2 provides an analysis of the Australian Government’s expenses by function from
1 July 2016 to 30 June 2021. As a percentage of total expenses, each function has remained stable
during this period with the exception of ‘Other economic affairs’, which increased from
2.1 per cent in 2016-17 to 12.3 per cent in 2020-21. The ‘Other economic affairs’ function had
higher expenses in 2019-20 and 2020-21 due to the JobKeeper payments and cash flow boost
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measures administered by the Australian Taxation Office to support businesses impacted by the
effects of the COVID-19 pandemic.

Figure 1.2: Proportion of expenses of Government by function from 2016-17 to 2020-21
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Note a: The ‘Other purposes’ function includes payments to: agriculture, forestry and fishing; fuel and energy; housing
and community amenities; mining, manufacturing and construction; public order and safety; and transport and
communications.

Auditor-General Report No.14 2021-22
Audits of the Financial Statements of Australian Government Entities for the Period Ended 30 June 2021

18



The Consolidated Financial Statements

Note b: The ‘Other economic affairs’ function represents non-standard payments including storage, tourism promotion,
labour market assistance to industry and industrial relations.

Source: ANAO analysis of the CFS from 2016-17 to 2020-21.
Australian Government’s financial position

Net worth
Change in net worth from 1 July 2020 to 30 June 2021

1.15 The Australian Government’s net worth deficiency increased from $679.9 billion in
2019-20 to $743.2 billion in 2020-21. Figure 1.3 provides an analysis of the change in net worth
from 1 July 2020 to 30 June 2021.

Figure 1.3: Changes in the Australian Government’s net worth from 1 July 2020 to

30 June 2021
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Source: ANAO analysis of 2020-21 CFS.

1.16 Table 1.2 provides an explanation of the key contributors to the change in net worth of
the Australian Government between 1 July 2020 and 30 June 2021 identified in Figure 1.3.
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Table 1.2: Explanation of key changes in net worth from 1 July 2020 to

30 June 2021
Relevant financial Explanation for key changes in net worth from 1 July 2020 to
statements item 30 June 2021
Investments, loans Investments, loans and placements comprise securities and other non-equity
& placements investments held for liquidity or policy purposes. The increase of $131.6 billion
includes:

e anincrease of $117.2 billion of investments made by the Reserve Bank of
Australia (RBA) to purchase government securities as part of monetary
policy measures to lower interest rate yields on bonds; and the expansion
of the Term Funding Facility for banks. These measures were taken by the
RBA with the expected impact of lowering interest rates and exchange rate
to support the economy in response to the COVID-19 pandemic?; and

e an increase of $14.0 billion in the value of collective investment vehicles
administered by the Future Fund and other Australian Government
Investment Funds (such as the Medical Research Future Fund) due to the
improvement in investment values as the economy recovers from the
impact of the COVID-19 pandemic.

Deposit liabilities Deposit liabilities held represent the exchange liabilities reported by the RBA.
held The RBA operates and maintains the interbank settlement system, the
Reserve Bank Information and Transfer System (RITS). RITS facilitates the
settlement of interbank obligations arising from the range of payments used in
Australia including electronic transfer, card, cheque and high value payments.

The increase of $277.0 billion is primarily the result of additional deposits by
financial institutions to facilitate the expansion of the Term Fund Facility for
banks by the RBA in response to the impact of the COVID-19 pandemic.

Government The Australian Office of Financial Management (AOFM), on behalf of the
securities Australian Government, undertakes debt management activities including the
issuance of Australian Government securities, such as, Treasury Bonds,
Treasury Indexed Bonds and Treasury Notes, to meet the Australian
Government’s financing objectives. The reported value of Government
securities for the Australian Government decreased by $42.0 billion. This is
primarily driven by:

e adecrease in the value of Treasury Bonds due mainly to a $30.2 billion
change in fair value of bond liabilities given an increase in the discount rate
applied in fair value calculations (reflecting an increase in the long-term
interest rate yield); and

e adecrease in the value of Treasury Notes of $31.5 billion due to
repayments of $126.0 billion offset by issuance of new notes of $94.5

billion.
Superannuation There was a decrease in the value of the Australian Government’s defined
liabilities benefit superannuation liability of $23.6 billion due to an increase in the

discount rate that has been applied in the calculation of the liability. The
discount rate applied in the calculation of superannuation liabilities is
consistent with the long-term Australian Government bond rate which
increased during the period.

An increase in the discount rate has the effect of reducing the present value of
the estimated value of future superannuation liabilities.

2 Reserve Bank of Australian Annual Report 2020-21, available from: Reserve Bank of Australia Annual Report 2021
(rba.gov.au) [accessed 28 October 2021].
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Explanation for key changes in net worth from 1 July 2020 to

30 June 2021

Equity investments

Equity investments primarily comprise the Future Fund’s holdings of listed
equities and listed managed investment schemes. There was a $24.3 billion
increase in the value of these investments due to improvement in fair values
as markets recover from the impact of the COVID-19 pandemic.

Changes in other
assets and liabilities

Significant movements in other assets and liabilities include:

an increase of $6.8 billion in advances paid, including the increase in the
value of student loans resulting from the HELP program of $3.0 billion;

an increase in SME of $2.2 billion, as a result of additions and revaluation
adjustments;

a decrease in other provisions of $11.3 billion related to the cessation of the
JobKeeper and cash flow boost payments during 2020-21;

an increase of $5.5 billion in other employee liabilities due to increases in
the provision for military compensation; and

an additional $5.4 billion in Australian banknote currency on issue.

Source: ANAO analysis of 2020-21 CFS.
Changes in the Australian Government’s net worth from 2011-12 to 2020-21

1.17 Figure 1.4 demonstrates the changes in the Australian Government’s total assets, total
liabilities and net worth over the period 2011-12 to 2020-21. Total assets increased from
$390.6 billion to $1,000.1 billion, total liabilities increased from $647.5 billion to $1,743.3 billion
and net worth has decreased from a deficit of $256.9 billion to a deficit of $743.2 billion.

Figure 1.4: Australian Government’s total assets, total liabilities and net worth, from
2011-12 to 2020-21
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Source: ANAO analysis of 2011-12 to 2020-21 CFS.
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1.18 The primary reasons for the increase in total assets include:

. investments, loans and placements and equity investments increased from $167.2 billion
in 2011-12 to in $613.5 billion in 2020-21. A major contributor to this class of assets is the
Australian Government’s holding of investments in the Future Fund ($191.4 billion); and

° advances paid and receivables, such as student loans, which increased from $66.6 billion
in 2011-12 to $130.8 billion in 2020-21.

1.19 The increase in total liabilities is the result of:

° government securities, from $201.3 billion in 2011-12 to $683.9 billion in 2020-21;
o deposit liabilities held, from $3.0 billion in 2011-12 to $356.0 billion in 2020-21; and
. employee liabilities, including superannuation liabilities and military compensation

provision, from $253.1 billion in 2011-12 to $447.5 billion in 2020-21.

1.20 There has continued to be a steady growth in net debt as a per cent of Gross Domestic
Product (GDP) since 2011-12. Figure 1.5 below illustrates the change in the indicators of the net
financial position of the Australian Government since 2011-12 as a per cent of GDP.

Figure 1.5: Australian Government net debt position as a per cent of GDP, from
2011-12 to 2020-21
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Source: ANAO analysis of 2020—21 commentary on the CFS.

1.21 Net interest payments were $12.9 billion in 2020-21, remaining stable compared to
$13.5 billion in 2019-20, reflecting the low interest rates incurred on Government Securities as a
result of global economic conditions and the impact of the COVID-19 pandemic on financial
markets.3

3 Net interest payments are interest paid less interest received by the Australian Government during the
financial year.
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Government securities

1.22 Government securities are primarily issued to meet the financing needs of the Australian
Government. Since 2011-12 there has been continued growth in the value of Government
securities issued in order to fund the operations of the Australian Government because expenses
have been greater than revenue received. Figure 1.6 below illustrates the growth of Australian
Government revenue and expenses over the period 2011-12 to 2020-21.

Figure 1.6: Australian Government revenue and expense for the period 2011-12 to
2020-21
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Source: ANAO analysis of 2011-12 to 2020-21 CFS.

1.23  Government Securities on issue from the AOFM increased by $132.3 billion (GGS) during
the period. However, as a portion of the securities issued are purchased by the RBA for monetary
policy purposes, after eliminations for these related transactions, Government Securities
decreased by $42.0 billion at the Australian Government level in 2020-21.

1.24 The decrease in the fair value reflects the impact of the increase in yields incurred on
Government Securities. For financial reporting purposes the value of Government Securities
liabilities is discounted by the yield on the security over the term of the security to settlement. As
the yield on these securities increases, the present value of the liability decreases.

Superannuation liabilities and the Future Fund

1.25 The Australian Government has superannuation liabilities arising from obligations to
employees for defined benefit superannuation schemes. Note 9C of the CFS provides information
on the nature of these schemes. The total superannuation net liability as at 30 June 2021 for these
schemes was $407.5 billion (compared to $431.1 billion as at 30 June 2020). The significant balances
of the reported net liability relate to the following schemes that are closed to new members:

° Commonwealth Superannuation Scheme ($86.2 billion);
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° Public Sector Superannuation Scheme ($137.4 billion);
o Military Superannuation Benefits Scheme ($131.7 billion); and
° Defence Force Retirement and Death Benefits Scheme (545.8 billion).

1.26 The primary reason for the decrease in the liability is the increase in the discount rate used
in valuing the superannuation liability between 30 June 2020 and 30 June 2021.# The long-term
nature of the superannuation liability means that small changes to the discount rate can have a
large impact on the estimation of the value of the liability.

1.27 The Future Fund was established by the Future Fund Act 2006 to strengthen the Australian
Government’s long-term financial position through the acquisition of financial assets and
investments to assist in the discharge of the Australian Government’s superannuation liabilities.
The Future Fund’s Board of Guardians is responsible for deciding how to invest the assets of the
Future Fund through balancing the risk aspects of each investment mandate to maximise returns.

1.28 Figure 1.7 provides an overview of the balances of the Australian Government
superannuation liabilities, the net investment balance of the Future Fund and the Target Asset
Level (TAL) from 2011-12 to 2020-21.

Figure 1.7: Total value of Australian Government superannuation liabilities and Future
Fund investments, and the Target Asset Level, from 2011-12 to 2020-21
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Source: ANAO analysis of 2020-21 CFS and the Target Asset Level Declaration issued by the designated actuary of
the Future Fund on 25 June 2021.

1.29 The TAL represents the best estimate of the assets required, together with investment
earnings on those assets, which would be sufficient to meet future unfunded superannuation
benefit payments. As such, the discount rate used to calculate the present value of future

4 The discount rate applied in the estimation of the liability was 2.0-2.3% (2020: 1.4-1.7%). The increase in the
discount rate was related to the increase in the market yield on Australian Government securities during
2020-21.
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payments for TAL purposes represents the expected investment return on Future Fund assets.
The Australian Government superannuation liability included in Figure 1.7 reflects the present
value of future unfunded superannuation benefits payments discounted using the
Commonwealth bond rate, in accordance with Australian Accounting Standards.

1.30 Figure 1.7 illustrates that the 2020-21 estimate of the TAL is $207.5 billion, which is above
the current Future Fund net asset balance of $191.4 billion (compared to $158.2 billion in
2019 — 20).> The Future Fund Act 2006 permits drawdowns, to fund superannuation payments, from
1 July 2020 or when the balance of the Future Fund equals or exceeds the TAL. In 2017 the Australian
Government announced it would delay drawdowns from the Future Fund until at least 2026-27.

Non-financial assets

1.31 Non-financial assets comprise the Australian Government's holdings of land, buildings,
plant, equipment and infrastructure, heritage and cultural assets, investment properties and
intangibles. The Australian Government’s non-financial assets for the year ended 30 June 2021
was $248.0 billion ($241.8 billion for the year ended 30 June 2020). Figure 1.8 provides an analysis
of non-financial assets by source from 1 July 2016 to 30 June 2021.

Figure 1.8: Australian Government assets by class from 2016-17 to 2020-21
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Note a: Other comprises inventory, heritage and cultural assets, investment properties and other non-financial assets.
Source: ANAO analysis of CFS from 2016-17 to 2020-21.

5 Designated Actuary’s Report: Target Asset Level Declaration of 25 June 2021, available from
https://www.finance.gov.au/sites/default/files/2021-07/2021%20Future%20Fund%20TAL%20Declaration.pdf
[accessed on 27 October 2021]
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1.32 During the period 2016-17 to 2020-21 there have been changes in the composition of the
balance of non-financial assets, particularly in relation to specialist military equipment, other
plant, equipment and infrastructure and buildings. These changes are:

° specialist military equipment declined from 33.2 per cent in 2016—17 to 30.0 per cent in
2020-21. Whilst the total proportion of the balance of total non-financial assets has
decreased, the balance increased by $15.8 billion over the period reflecting capability
acquisition and development and fair value changes;

° other infrastructure, plant and equipment increased from 24.0 per cent in 2016-17 to
28.0 per cent in 2020-21. The increase mainly relates to the acquisition or construction of
additional infrastructure assets including broadband network infrastructure by NBN Co
Limited, electricity generation assets by Snowy Hydro Limited and infrastructure projects
such as the construction of the Nancy Bird Walton Western Sydney International Airport;
and

° buildings increased from 15.9 per cent in 2016-17 to 19.2 per cent in 2020-21. This
change was due to the implementation of Australian Accounting Standard AASB 16 Leases
on 1 July 2019, for which a right-of-use asset corresponding to the discounted future cash
flows for rented premises was recognised for the first time.

Australian Government loans and equity issued

Investments for policy purposes

1.33 The Australian Government reports fiscal aggregates including net operating balance and
underlying cash. These aggregates exclude cash or accounting movements that are of an
investment or financing nature, such as investments made for policy purposes and the fair value
losses on these investments.

1.34 Investments made for policy purposes have elements of economic and social benefits in
addition to providing commercial returns to the Australian Government. There may be some
benefits in segregating the commercial and non-commercial portions of the investments to better
reflect the implications on key fiscal aggregates.®

1.35 Two key items included in investments made for policy purposes are investments in public
corporations and concessional loans. The accounting treatment of investments in public
corporations and concessional loans is discussed below.

Investment in public corporations (GGS)

1.36 Investments in Australian Government controlled entities has increased. Consistent with
reporting requirements, these investments do not impact net operating balance or underlying cash.

6 The Parliamentary Budget Office Report n0.01/2020 Alternative Financing of Government Policies examined
the trends in the use of alternative financing arrangements and explained how these arrangements relate to
the Australian Government budget and identified possible enhancements to budget reporting to support
public understanding. Parliamentary Budget Office Report no.1/2020, available from
https://www.aph.gov.au/About Parliament/Parliamentary Departments/Parliamentary Budget Office/Publi
cations/Research reports/Alternative financing of government policies [accessed on 27 October 2021].
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1.37 The majority of these investments are in entities that provide a positive real return to the
GGS over the life of the investment and are classified as equity injections. Examples of the
difference between these types of equity injections are demonstrated by:

. WSA Co Limited is constructing and operating the Nancy Bird-Walton Western Sydney
International Airport. The Australian Government is providing up to $5.3 billion in equity
injections to the entity to construct the airport. There is an expectation that the
investment will make a positive return over the long-term following the completion of the
construction and commencement of the airport operations; and

° Australian Rail Track Corporation Limited (ARTC) is undertaking the construction of the
Melbourne to Brisbane Inland Rail line. The Australian Government will provide up to
$14.5 billion in equity injections to the entity to construct the Inland Rail Line which will
be operated in addition to the entity’s existing business units. The Australian Government
makes a return on the entity’s existing operations.

1.38 The impact of the equity injections or operations of these entities is not reflected in the
net operating balance unless dividends are received from the entities. The ongoing valuations of
these entities are reflected in net worth. If the valuation of these entities deteriorates (for
example as a result of accumulating losses or the valuation of future cash flows associated with
assets procured through equity injections being less than their purchase costs), the deterioration
in the position will be reflected in the GGS’ net worth but not impact on the net operating balance
even if the deterioration was a predictable result of a non-commercial policy decision.

1.39 Forinstance, ARTC’s accounting policy for the assets constructed in relation to the Inland
Rail Line is to impair the balance of expenditure to nil value on the construction of Inland Rail.
This impairment is based on the judgement that ARTC does not expect the future cash flows from
the operation of the Inland Rail Line to exceed the cost of construction and operation, and as a
result will not make a real rate of return. At the time of making payments for each equity injection
to the entity the Australian Government is aware that no returns are expected from the
investment being made to fund the construction of Inland Rail. As the injection is made to an
existing entity that achieves a real positive rate of return from existing operations, the injection
of equity is treated as an investment. As a result, changes in value of the entity are reflected as a
change in net worth, but the cost of making an investment that is not expected to maintain a real
positive rate of return is not reflected in the net operating balance or underlying cash balance.

1.40 Table 1.3 shows investments made in Australian Government entities where the equity
contributed is greater than $300.0 million.

Table 1.3: Australian Government entities’ contributed equity, net assets and GGS fair

value
Contributed equity Net assets Fair value (GGS)
$000 $000 $000
Australian Naval 1,395,823 1,425,775 1,425,775
Infrastructure Pty Ltd
Australian Postal 400,000 2,487,900 2,300,000
Corporation
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Contributed equity Net assets Fair value (GGS)
$000 $000 $000
Australian Rail Track 4,291,332 2,719,221 2,728,400
Corporation
Moorebank Intermodal 466,172 321,406 321,406
Company
NBN Co Limited 29,500,000 (1,740,000)? 18,000,000
Snowy Hydro Limited 1,375,100P 2,522,000 11,000,000
WSA Co Limited 1,744,165 612,212¢ 999,248¢

Note a: The net equity deficiency reported by NBN Co Limited is mainly due to an increase in the company’s borrowings
for medium term notes and private debt during 2020-21.

Note b: Snowy Hydro Limited is currently receiving contributed equity from the Australian Government for the delivery
of the Snowy 2.0 hydro-electricity generation project. The balance of contributed equity comprises $816.1
million recognised prior to the Australian Government taking full ownership of the company in July 2018. The
remaining contributed equity relates to contributions by the Australian Government after the purchase date.

Note c: The differential in these values is due to the land transferred held under finance lease by WSA Co Limited at
nil value. The land has a value for GGS purposes.

Source: ANAO analysis of entity 2020—21 financial statements and the CFS for the year ended 30 June 2021.

Concessional loans

1.41 There has been a continual growth in loans provided by the Australian Government, with
a large proportion of these loans being concessional. Concessional loans are loans provided on
favourable terms, for example, the interest rate may be below the current market rate for loans
of similar risk. Figure 1.9 illustrates the growth in loans and advances paid during the period
2011-12 to 2020-21.

Figure 1.9: Australian Government loans and advances paid from 2011-12 to 2020-21
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Source: ANAO analysis of 2011-12 to 2020-21 CFS.
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Higher Education Loan Program

1.42 The Higher Education Loan Program (HELP) is the largest Australian Government
concessional loan program and is administered by the Department of Education, Skills and
Employment (DESE). HELP provides financial assistance to students through income contingent
loans to remove up-front cost barriers to tertiary education.

1.43 These loans are indexed to the Consumer Price Index and repayments are linked to the
ability to pay based on income thresholds. The income contingent conditions associated with
these loans includes not recovering the value of loans outstanding for individuals where income
does not meet an annual threshold. In these circumstances the Australian Government forgoes
repayment of some loans.

1.44 The policy of making HELP and other student loans income contingent has a significant
cost to the Australian Government. The fair value of student loans at 30June 2021 was
$55.5 billion compared to the nominal value of the loans of $70.3 billion. The difference between
the nominal value and the fair value includes a total of $14.8 billion that is made up of amounts
not expected to be repaid and the impact of the yield curve movement based on 2020-21
actuarial assessment.” This reflects the accumulated cost to the Australian Government of making
the loans income contingent.

1.45 Prior to 2020-21, the Australian Government recognised the change in value of debt not
expected to be repaid on HELP loans as a change in fair value. The change in fair value was
recognised as an ‘other economic flow’ in the operating statement. Other economic flows include
revaluations of assets and liabilities. Under AASB 1049, other economic flows are included in
some, but not all, fiscal aggregates reported in the CFS. In particular, they are not included in the
net operating balance.

1.46 In preparing the 2020-21 CFS, the Australian Government amended its accounting policy
in respect of the treatment of HELP and other student loans. The amended accounting policy now
reports the change in value of debt not expected to be repaid as a ‘mutually agreed write down’.
Mutually agreed write-downs represent transactions where both parties agree to write-off an
amount owing. As a result of the change in accounting policy, the movement in the value of debt
not expected to be repaid within a financial year is now recorded in the net operating balance.

Administration of concessional loans

1.47 Five Australian Government entities are established for the purpose of issuing
concessional loans, in addition to the HELP loans administered by DESE. The Commonwealth
entities are as follows:

° Export Finance Australia (EFA) was established in its current form as a corporate
Commonwealth entity in 1991. EFA provides and manages a loan portfolio to support
Australian based companies seeking to grow internationally, and overseas infrastructure
development.

° AOFM was established as a non-corporate Commonwealth entity in 1999 and undertakes
debt management activities including the issuance of Government securities such as

7 Australian Government Actuary Report: Reporting for Help Receivable for 2019-20.
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Treasury Bonds and Treasury Indexed Bonds. AOFM issues, manages and administers
debt.

° National Housing Financing and Investment Corporation (NHFIC) was established as a
corporate Commonwealth entity on 30 June 2018. NHFIC provides finance to the
community housing sector and uses EFA to provide loan management services and other
administrative support. During 2020-21, NHFIC raised $805.0 million through a bond issue
to fund the significant portion of the loans it issued. NHFIC reports the loan transactions
in its financial statements.

° Regional Investment Corporation (RIC) was established as a corporate Commonwealth
entity on 8 March 2018. The RIC administers farm business loans and engages Bendigo
Bank as a third-party provider to provide loan management services. The loan balances
are reported by the Department of Agriculture, Water and the Environment.

. Northern Australia Infrastructure Facility (NAIF) was established as a corporate
Commonwealth entity on 1 July 2016. The primary objective of the entity is to assess
infrastructure projects loans. The NAIF utilises the services of EFA to provide back office
administrative support. Similar to the RIC, NAIF does not report the loan balances in its
financial statements. The infrastructure project loans are reported by the Department of
Industry, Science, Energy and Resources.?

1.48 During the financial year NHFIC, RIC and NAIF have either approved the commitment of
loans, or made loan advances, as set out in Table 1.4 below. The value of loan commitments and
advances made by these entities has increased during 2020-21 compared with 2019-20.

Table 1.4: Loan transactions during 2020-21

Summary of loan transactions during 2020-21

Northern Australia Infrastructure Facility $1.1 billion of commitments approved.

National Housing Finance Investment Commission | $948.4 million in loans were advanced.

) ) $2.1 billion of commitments approved.
Regional Investment Corporation e
$922.0 million in loans were advanced.

Source: ANAO analysis of data provided by entities and 2020-21 annual reports.

Definitions used in this chapter

1.49 Table 1.5 below provides a glossary of the key fiscal aggregates and other terminology
used in this chapter to explain the Australian Government’s net worth and financial performance.

Table 1.5: Definitions of terms used

Name Definition

Net operating balance This is calculated as income from transactions minus expenses from
transactions. It is equivalent to the change in net worth arising from
transactions.

8 The Administrative Arrangement Orders effective 2 July 2021, transferred Northern Australia Infrastructure
Facility (NAIF) from the Industry, Science, Energy and Resources portfolio to the Infrastructure, Transport,
Regional Development and Communications portfolio. From 2021-22, loan balances managed by NAIF will be
reported by the Department of Infrastructure, Transport, Regional Development and Communications.
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Name

Operating result

The Consolidated Financial Statements

Definition ‘

Income less expenses, excluding the components of other comprehensive
income. Also known as ‘profit and loss’. The operating result includes the
net operating balance plus items including net write-down of assets, net
gains/(losses) from the sale of assets, net foreign exchange gains/(losses),
net interest on derivatives gains/(losses), net fair value gains/(losses) and
net other gains/(losses).

Other economic flows

Changes in the volume or value of an asset or liability that do not result from
transactions (e.g. revaluations).

Comprehensive result

Total change in net worth before transactions with owners in their capacity
as owners. Also known as ‘total change in net worth’.

Fiscal balance

The financing requirement of government, calculated as the net operating
balance less the net acquisition of non-financial assets. A positive result
reflects a net lending position and a negative result reflects a net borrowing
position. Also known as net lending/(borrowing).

Net worth Assets less liabilities and shares/contributed capital. The net worth of the
Australian Government is defined as assets less liabilities.
Net debt Net debt is equal to gross debt minus the stock position in financial assets

corresponding to debt instruments.

Net financial worth

Net financial worth is equal to financial assets minus liabilities. It is a
broader measure than net debt in that it incorporates provisions made (such
as superannuation but excluding depreciation and bad debts) as well as
holdings of equity. Net financial worth includes all classes of financial assets
and liabilities, only some of which are included in net debt.

Australian Government
Securities

All securities issued by the Australian Government at tenders conducted by
the AOFM. They comprise Treasury Bonds, Treasury Notes, Treasury
Indexed Bonds.

Investments for policy
purposes

Acquisitions of financial assets for policy purposes are distinguished from
investments by the underlying government motivation for acquiring the
assets. Where assets are acquired for the purpose of implementing or
promoting government policy (e.g. loans to assist industry development),
the acquisition of the assets is treated as being for policy purposes.
Acquisition of financial assets for policy purposes includes government
policies encouraging the development of certain industries or assisting
citizens affected by natural disaster.

Cash surplus/deficit

Net cash flows from operating activities plus net cash flows from acquisition
and disposal of non-financial assets less distributions paid less the value of
assets acquired under finance leases and similar arrangements.

Underlying cash balance

Net cash receipts from operations less net capital investment (including by
finance lease).

Source: Australian Bureau of Statistics (2015). Australian System of Government Finance Statistics: Concepts,
Sources and Methods; AASB 101 Preparation of Financial Statements, paragraph 5 and 7; AASB 1049 Whole
of Government and General Government Sector Financial Reporting, Appendix A; and Reserve Bank of
Australia (2017). Glossary RBA. [online] Available at: https://www.rba.gov.au/glossary/> [Accessed 27 October

2021].
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2. Financial audit results and other matters

Chapter coverage
This chapter provides a summary of the:

e 2020-21 auditor’s reports issued by the ANAO;

e observations regarding entities’ internal control environments;

e asummary of unadjusted audit differences;

e asummary of the reporting of key audit matters (KAM); and

e findings identified during the course of the 2020-21 financial statements audits of entities.
This chapter also provides analysis of the:

e quality and timeliness of financial statements preparation;

e timeliness of entities’ financial reporting;

e removal of user access; and

e financial sustainability of material entities.

Conclusion

The ANAO issued 241 unmodified auditor’s reports, including the Australian Government’s
Consolidated Financial Statements (CFS), and one modified auditor’s report as at
19 November 2021. For the majority of entities, at the completion of the final audits, key
elements of internal control were operating effectively to provide reasonable assurance that the
entities were able to prepare financial statements that were free from material misstatement.
For two entities, significant findings were identified which reduced the level of confidence and
assurance that could be placed on key elements of internal control.

A quality financial statements preparation process will reduce the risk of untimely, inaccurate or
unreliable reporting. Seventy-two per cent of entities delivered financial statements in line with
an agreed timetable. The ANAO noted a decrease in findings relating to processes supporting
financial statements preparation; improved delivery of draft financial statements in line with
entity financial statements project plans; a decrease in the number of unadjusted audit
differences; and a decrease in overall total value of unadjusted audit differences reported to
entities in 2020-21 compared to 2019-20.

The financial statements were finalised and auditor’s reports issued for 89 per cent of entities
within three months of financial year-end. On average it took entities 41 days after the auditor’s
report was issued to table their annual reports in Parliament. Eighty-four per cent of entities
that are required to table an annual report in Parliament tabled prior to or on the date that the
portfolio’s Senate estimates hearing commenced. Of the remaining entities, eight per cent had
not tabled an annual report as at 19 November 2021.

The ANAO has applied ASA 701 Communicating Key Audit Matters in the Independent Auditor’s
Report for the 25 entities included in Auditor-General Report No.40 Interim Report on Key
Financial Controls of Major Entities and the CFS. In 2020-21 a total of 58 key audit matters
(KAM) were included across the 25 entities and seven KAM were included in the CFS auditor’s
report.
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An analysis of the operating results and balance sheet positions for material entities concluded
that the financial sustainability for the majority of those entities was not at risk. Nevertheless,
there would be benefit in the Government developing performance targets or benchmarks. This
would enable an entity to assess its own financial sustainability against agreed parameters over
time, and against like entities.

ISM Security Control 0430 specifies that access is removed or suspended on the same day
personnel no longer have a legitimate requirement for access. An assessment of the IT control
environment was performed on 18 interim report entities. The assessment includes a review of
Security Control 0430. The ANAO identified eight of these entities did not adequately implement
Security Control 0430 which resulted in user accounts remaining active after staff no longer
required the access. Five out of the eight entities had user accounts that were accessed after the
date where access was no longer required.

A total of 164 findings were reported to entities as a result of the 2020-21 financial statements
audits. These comprised two significant, 21 moderate, 127 minor findings and 14 legislative
findings. The highest number of significant and moderate findings are in the categories of:

e [T security management and user access, in particular the management of privileged users;
and

e accounting and control of non-financial assets.

Three significant legislative breaches were reported, one of which has remained open since
2012-13. Eight of the 14 legislative breaches related to remuneration of key management
personnel.

Introduction

2.1 The Auditor-General is required to complete the financial statements audits of all
Australian Government entities and controlled subsidiaries on an annual basis.’ This chapter
summarises the results of the 2020-21 financial statements audits and provides commentary on
specific topics which relate to the governance and administration of entities.

Summary of 2020-21 auditor’s reports

2.2 A comparison of the number and type of auditor’s reports issued by the Auditor-General
and his delegates in 2019-20 and 2020-21 (as at 19 November 2021), including the CFS is
summarised at Table 2.1. Additional detail relating to the financial reporting frameworks
applicable to the Australian Government, and the form and content of auditor’s reports is outlined
in appendices 3 and 4.

9 The Norfolk Island Health and Residential Aged Care Service (NIHRACS) is deemed to be Commonwealth
controlled and is reported by the Department of Infrastructure, Transport, Regional Development and
Communications as an administered investment. NIHRACS is a body corporate with perpetual succession
under the Norfolk Island Health and Residential Aged Care Act 1985, a Norfolk Island continued law under
section 16A of the Norfolk Island Act 1979 (Cth). The Public Governance, Performance and Accountability Act
2013 does not apply to NIHRACS and as a result the Auditor-General is not appointed as the auditor under the
NIHRACS enabling legislation. Norfolk Island legislation also does not require the ANAO to act as the auditor.
The ANAO undertakes the audit as an audit by arrangement under the Auditor-General Act 1997.
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Table 2.1:

Summary of auditor’s reports issued and outstanding as at 19 November

2021
Auditor’s report 2020-21 2019-20
Unmodified 241 232
Included an emphasis of matter 72 5
Included a Report on other legal and regulatory requirements 0 0
Modified 1b 1b
Auditor’s reports issued 242 233
Not yet issued 3¢ 13
Total number of financial statements audits® 245f 246f

Note a:

Note b:

Note c:

Note d:

Note e:

Note f:
Source:

Australian Human Rights Commission, ANSTO Nuclear Medicine Pty Ltd, Department of Veterans’ Affairs,
Gagudju Crocodile Hotel Trust, Indigenous Land and Sea Corporation, Kakadu Tourism (GCH) Pty Ltd,
Voyages Indigenous Tourism Australia Pty Ltd.

National Australia Day Council. For further details of the current year qualification, refer to Chapter 4,
paragraphs 4.12.60 — 4.12.64.

The 2020-21 financial statements audit had not been finalised for the following entities: Anindilyakwa Land
Council, Australian Secret Intelligence Service and Tiwi Land Council.

As at 24 November 2020, the 2019-20 financial statements audit had not been finalised for the following
entities: Darwin Hotel Partnership, Gagudju Crocodile Hotel Trust; Gagudju Lodge Cooinda Trust; Ikara
Wilpena Enterprises Pty Ltd; Ikara Wilpena Holdings Trust; Kakadu Tourism (GCH) Pty Ltd; Kakadu Tourism
(GLC) Pty Ltd; North Australia Aboriginal Corporation; Northern Australian Aboriginal Charitable Trust;
Northern Land Council; Tennant Creek Land Holding Trust; Tjapukai Aboriginal Cultural Park Partnership and
Wilpena Pound Aerodrome Services Pty Ltd.

An additional Commonwealth entity existed at 30 June 2021 that was not included in the total number of
financial statements audits in the table above. The Royal Australian Navy Central Canteens Board registered
a new subsidiary, Win with Navy Ltd, on 13 April 2021. Under section 323D of the Corporations Act 2001, the
directors of this new entity have the option of extending the initial financial year to 30 June 2022 if this extension
is no longer than 18 months from the date of registration. On this basis, no financial statements were produced
by Win with Navy Ltd for the year ended 30 June 2021.

The Consolidated Financial Statements was included in the total number of financial statements audits.
2019-20 and 2020-21 ANAO auditor’s reports.

Internal control environment

2.3

The ANAO uses the framework in ASA 315 Identifying and Assessing the Risks of Material

Misstatement through Understanding the Entity and its Environment to consider the impact of
elements of an entity’s internal controls supporting the preparation of financial statements. This
approach provides a basis for designing and implementing responses to the assessed risk of
material misstatement. Figure 2.1 below outlines these elements.
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Figure 2.1: Elements of entity internal controls

Control
environment

Risk
assessment

Entity

internal
controls

Source: ASA 315 Identifying and assessing the risk of material misstatement through understanding the entity and its
environment, paragraph A59.

2.4 In assessing the effectiveness of an entity’s control environment to support the
preparation of financial statements, the ANAO examines aspects of entities’ governance
structures. The ANAO considers whether management has established frameworks and processes
that promote positive attitudes, awareness and actions concerning the entity’s internal controls
and the importance of these to the entity. The main elements reviewed include: governance
structures relevant to the preparation of the financial statements; audit committee and assurance
arrangements; and systems of authorisation, recording and procedures. For information relating
to the assessment of the removal of user access, refer to paragraphs 2.35 to 2.50.

2.5 An effective internal control framework provides a level of assurance that entities are able
to prepare financial statements that are free from material misstatement. For the majority of
entities, key elements of internal control were operating effectively, providing the ANAO with
reasonable assurance that the prepared financial statements were free from material
misstatement.

2.6 For 11 entities, except for moderate finding/s outlined in Chapter 4, the key elements of
internal control were operating effectively to support the preparation of financial statements free
from material misstatement.®© ANAO identified significant findings for two entities which reduced
the level of confidence and assurance that could be placed on the key elements of internal
control.1!

10 The 11 entities were: Australian Federal Police, Australian Nuclear Science and Technology Organisation,
Australian Taxation Office, Departments of: Defence; Health; Parliamentary Services; Social Services; and
Veterans’ Affairs, National Disability Insurance Scheme Launch Transition Agency, Northern Land Council, and
Services Australia.

11 The two entities were the Australian Human Rights Commission and the Department of Defence.
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Quality and timeliness of financial statements preparation

2.7 The primary purpose of financial statements is to provide relevant and reliable
information to users about a reporting entity’s financial position. Public sector auditors have
additional responsibilities to report on compliance with law, regulation or other authority. As a
result, their review of internal control may be broader and more detailed.*?

2.8 The ANAO applies these objectives in undertaking financial statements audits and
considers areas that may give rise to risks of non-compliance with mandatory reporting
requirements, or risks relating to the effectiveness of internal control when planning and
performing the audit. Financial statements preparation is often a complex task, involving
compliance with a number of requirements established by Australian accounting standards and
the Public Governance, Performance and Accountability (Financial Reporting) Rule 2015 (the FRR).

2.9 In order to provide relevant and reliable financial information to the users, entities should
prepare quality financial statements in a timely manner to support entities to meet legislative
reporting obligations including the tabling of annual reports. The preparation of quality financial
statements will be evidenced by adherence to a well-defined financial statements preparation
timetable with minimal adjustments required to financial statements throughout the audit
process.

2.10 Each year the ANAO reports on the quality of financial statements preparation to entities.
At the completion of the 2020-21 financial statements audit, the ANAO reported 8 minor findings
relating to processes supporting financial statements preparation. This is a decrease from
2019-20 where 3 moderate and 10 minor findings were reported to entities.

2.11 In 2020-21, the ANAO also assessed the timeliness of financial statements preparation.
Timeliness in preparation was assessed by comparing the date of delivery of the financial
statements to agreed timeframes. The timeframe was established by entities and agreed with
audit teams for the delivery of financial statements.

2.12 Timeliness in financial statements preparation improved compared to the prior year, with
delivery of financial statements in line with the agreed timeframes achieved by 72 per cent of
entities (compared with 64 per cent in 2019-20). A further 13 per cent of entities delivered
financial statements within one week of the agreed timeframe (compared to 25 per cent in
2019-20). The remaining 15 per cent of entities provided their financial statements on average
16 working days after the agreed timeframe (compared with 11 days in 2019-20).

2.13 The quality of financial statements preparation was assessed by considering the number
and value of audit differences identified. Throughout the financial statements audit process, audit
differences other than those considered trivial are communicated to entities. Entities are
encouraged to adjust all audit differences.’

12 Australian Auditing Standard ASA315 Identifying and Assessing the Risks of Material Misstatements through
Understanding the Entity and its Environment: paragraph A 73.

13 ANAO Audit Manual, 112 Evaluating Misstatements: section 112.3: A misstatement is clearly trivial if it is
clearly inconsequential, whether taken individually or in aggregate and whether judged by any criteria of size,
nature or circumstances. ANAO Audit Manual — AASG Specific | Australian National Audit Office [accessed 4
November 2021].
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2.14 There was a decrease in the number of unadjusted audit differences in 2020-21, with 91
unadjusted audit differences reported (compared with 98 in 2019-20). Of these unadjusted
differences, 50 related to material entities compared with 61 in 2019-20).1* With the exception
of the National Australia Day Council, the unadjusted differences, both in aggregate and
individually, did not result in a material misstatement to the financial statements of the audited
entities.’

2.15 While there was a decrease in the total number of unadjusted audit differences compared
to 2019-20, Table 2.2 shows that the net value impact has increased in 2020-21 for two of the
five categories.

Table 2.2: Total value of unadjusted audit differences ($ million)

2020-21 2019-20

‘Debit impact‘ Credit impact ‘ Net impact ‘Debit impact Credit impact Net impact

Revenue 577.9 (353.5) 224.5 76.7 (1,014.1) (937.4)
Expenses 526.9 (457.3) 69.6 981.6 (106.2) 875.4
Assets 326.2 (644.9) (318.8) 198.2 (112.2) 86.0
Liabilities 345.9 (276.2) 69.7 135.6 (106.6) 29.0
Equity 514.4 (559.5) (45.0) 31.1 (84.1) (53.0)

Source: ANAO analysis of entity closing reports.

2.16  Of the unadjusted differences identified as a result of the 2020-21 financial statements
audits, a total of five adjustments relating to two entities were made at the CFS level. The two
entities were the Australian Taxation Office and the Department of Defence.

2.17 The ANAO reported a decrease in findings related to processes supporting financial
statements preparation, a decrease in the number of unadjusted audit differences and a decrease
in overall total value of unadjusted audit differences reported to entities in 2020-21 compared
to 2019-20. Noting the reductions indicate some improvements have been made, there still
remains an opportunity to improve quality assurance frameworks over financial statements
processes.

2.18 The ANAO recommends that entities continue to enhance their quality assurance
frameworks, to ensure that significant accounting policies, estimates and adjustments
underpinning financial statements are reviewed as early as possible in the preparation process.
In their assurance role, audit committees are encouraged to actively support management
through the critical evaluation of accounting papers and holding entities to account for delivering
on agreed timetables and taking up all identified audit adjustments.

14  Material entities are those entities and companies that comprise 99 per cent of revenues, expenses, assets
and liabilities of the total General Government Sector. All Departments of State, Public Financial Corporations
and Public Non-financial Corporations are classified material.

15 A material unadjusted difference was identified for the National Australia Day Council in the 2019-20 financial
statements audit. This unadjusted difference also has a material current year impact. For further detail refer
to Chapter 4 paragraph 4.12.60 to 4.12.64.
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Timeliness of financial reporting

2.19 The finalisation of financial statements preparation and audit is marked by the signing of
financial statements and associated auditor's report.

2.20 Figure 2.2 shows that the percentage of entities with financial statements and the associated
auditor’s report signed within three months of the reporting year-end has significantly improved
between 2019-20 and 2020-21. Eighty-nine per cent of financial statements were signed and
associated auditor’s reports issued, within three months of year-end compared to 78 per cent in
2019-20. The ANAO issued 98 per cent of auditor’s reports within two business days of the signing
of the financial statements by the accountable authority, compared with 91 per cent in 2019-20.

Figure 2.2: Timeframes for auditor’s report signing from the end of financial year
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Source: ANAO data.

2.21  Annual reports inform the Parliament, the community and other stakeholders about the
performance of entities. The publication of the annual report containing the audited financial
statements is a key means to meet accountability and legislative obligations. Of the 244 mandated
financial statements audits, 186 are required to present annual reports to the responsible minister
under the Public Governance, Performance and Accountability Act 2013.16

2.22  Annual reports are approved by the entity’s accountable authority before being provided to
the minister and tabled in Parliament. The Resource Management Guides (RMG) 135 Annual report
for non-corporate Commonwealth entities, and 136 Annual report for corporate Commonwealth

16  Under the Public Governance, Performance and Accountability Act 2013, 187 entities are required to present
annual reports to the responsible minister. The analysis for this report excludes the Australian National Audit
Office.
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entities state that annual reports are to be provided to the relevant minister by the 15th day of the
fourth month after the end of the reporting period. The RMG 137 Annual report for Commonwealth
companies states that Commonwealth company directors must give the annual report to the
responsible Minister the earlier of 21 days before the next annual general meeting after the end of
the reporting period for the company or 4 months after the end of the reporting period for the
company.

2.23  Figure 2.3 shows the time in days between the issue of the auditor's report to the:

° approval of the annual report by the accountable authority; and
. tabling of the annual report in Parliament.

Figure 2.3: Timeframe for tabling 2020-21 annual reports from issuance of auditor’s
report
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Source: ANAO analysis.

2.24  The analysis above shows that accountable authorities approved 55 per cent of annual
reports within 10 days of the issue of the auditor’s report (compared to 58 per cent in 2019-20),
with an overall average of 12 days. The average days between the accountable authority’s approval
of the annual report and tabling in Parliament was 29 days (one day more than in 2019-20).

2.25 Twenty-nine per cent of annual reports were tabled within 30 calendar days from the issue
of the auditor’s report (compared to 35 per cent in 2019-20). The tabling of annual reports in
Parliament occurred on average 41 days after the auditor’s report was issued (one day less than
compared with 2019-20). There are 12 entities that are required to table an annual report for
2020-21 which have not done so as at 19 November 2021.

2.26  Annual reports should be tabled in Parliament to allow sufficient time for review before
Senate estimates hearings. The RMGs on annual reports indicate that normally annual reports are
tabled on or before 31 October and it is expected annual reports are tabled prior to the October
estimates hearings.
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Figure 2.4: 2020-21 annual report tabling date in relation to Senate estimates hearing,
as at 19 November 2021
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2.27 Figure 2.4 above shows that 84 per cent of annual reports were tabled on or before the
2020-21 estimates hearing dates compared to 62 per cent in 2019-20. There were eight material
entities across six portfolios which either tabled annual reports after the portfolio’s 2021-22
Senate estimates hearing (consistent with 2019-20) or had not tabled as at 19 November 2021.
Table 2.3 includes further details about those entities that did not provide 2020-21 annual reports
prior to Senate estimate hearings.

Table 2.3: Annual reports tabled after the portfolio’s Senate estimates hearings for
material entities, as at 19 November 2021

Reporting entity Date Approval of Annual Senate
auditor's annual report estimates
report report? tabling date date®

issued

High Court of Australia® 25 Aug 21 8 Nov 21 . 26 Oct 21

Australian War Memorial 30 Aug 21 20 Sept 21 4 Nov 21 27 Oct 21

National Blood Authority 2 Sept 21 12 Oct 21 . 27 Oct 21
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Reporting entity Date Approval of Annual Senate
auditor's annual report estimates

report report? tabling date date®
issued

Infrastructure, Transport, Regional Development and Communications portfolio

Moorebank Intermodal Company 8 Oct 21 30 Sept 21 29 Oct 21 25 Oct 21
Limited

National Capital Authority 31 Aug 21 12 Oct 21 29 Oct 21 25 Oct 21
National Library of Australia 13 Aug 21 13 Aug 21 26 Oct 21 25 Oct 21

Prime Minister and Cabinet portfolio
Indigenous Business Australia 22 Sept 21 28 Sept 21 26 Oct 21 25 Oct 21
Treasury portfolio

Australian Office of Financial 31 Aug 21 12 Oct 21 29 Oct 21 27 Oct 21
Management

¢: annual report not tabled as at 19 November 2021

Note a: The date of the accountable authority’s approval of the annual report is taken as either the date on the
transmittal letter or the date the board approved the annual report.

Note b: This date is the first appearance for the portfolio at the 2021-22 Senate budget estimates hearing.

Note c: The requirements for the tabling of the annual report for the High Court of Australia are outlined in s47(1) of
the High Court of Australia Act 1979 (Cth). The High Court of Australia must, as soon as practicable after 30
June, prepare and submit to the Minister a report relating to the administration of the affairs of the High
Court under section 17 during the year that ended on that 30 June, together with financial statements in respect
of that year in such form as the Minister for Finance approves.

Source: ANAO analysis.

Key audit matters

2.28 ASA 701 Communicating Key Audit Matters in the Independent Auditor’s Report (ASA 701)
has been applicable since 2016—17. While ASA 701 only requires KAM reporting for listed entities,
the Auditor-General considers including KAM to be good practice for financial statements
auditing. The Auditor-General initially adopted inclusion of KAM in 2016—17 and has continued to
include KAM in 2020-21 for the entities included in Auditor-General Report No. 40 Interim Report
on Key Financial Controls of Major Entities (ANAO Report No.40). KAM have also been
communicated for the Consolidated Financial Statements (CFS) from 2017-18.

2.29 In addition to the CFS, KAM have been reported for the following entities'’:

° Australian Office of Financial Management;

° Australian Postal Corporation;

. Australian Taxation Office;

° Departments of: Agriculture, Water and the Environment; Defence; Education, Skills and

Employment; Finance; Foreign Affairs and Trade; Health; Home Affairs; Industry, Science,
Energy and Resources; Infrastructure, Transport, Regional Development and

17  Further details regarding each of these entities’ individual KAM are provided in Chapter 4 of this report. KAM
are reported for 24 of the 25 entities included in the ANAO Report No.40. There was no KAM reported for the
Attorney-General’s Department.
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Communications; Parliamentary Services; Social Services; the Prime Minister and Cabinet;
the Treasury; and Veterans’ Affairs;

. Future Fund Management Agency and the Board of Guardians;

. National Disability Insurance Scheme Launch Transition Agency (National Disability
Insurance Agency);

° National Indigenous Australians Agency;

° NBN Co Limited;

° Reserve Bank of Australia;

° Services Australia; and

. Snowy Hydro Limited.!®

2.30 The purpose of communicating KAM is to provide greater transparency about the audit
that was performed. Communicating KAM helps users of financial statements better understand
those matters that, in the auditor’s professional judgement, were of the most significance in the
audit of the financial statements. The audit opinion is made for the financial statements as a
whole. Accordingly, the description of KAM does not provide a separate conclusion on the matter
being described, nor does it imply that the matter has been appropriately resolved in forming the
overall opinion.

2.31 At the commencement of each financial statements audit, an assessment is made on the
relevance of KAM for that year. In 2020-21, a total of 58 KAM were reported across 24 entities
(compared with 56 KAM reported from 23 entities in 2019-20). The number of KAM per entity
for 2020-21 ranged from one to five (same as for 2019-20). A number of factors were considered
in determining KAM, including reliance on third parties for data and balances that are
underpinned by significant judgements and assumptions.

2.32 The majority of KAM in 2020-21 related to the valuation assertion for assets and liabilities
such as:

° loans and other receivables;

o property, plant and equipment;
° investments;

o intangibles;

. provisions; and

° concessional loans.

2.33  Other KAM included: completeness and accuracy of expenses relating to subsidies and
personal benefits, and other payments; and completeness and accuracy of revenue relating to
taxation, royalty and other revenue.

2.34  Snowy Hydro Limited was included in 2020-21. Three new KAM were reported:

° valuation, existence and completeness of financial instruments - energy derivatives;

. valuation of property, plant and equipment — construction in progress; and

18 Snowy Hydro Limited was included for the first time in Auditor-General Report No. 40 of 2020-21 Interim
Report on Key Financial Controls of Major Entities.
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° valuation of allowance for doubtful debts.®

Removal of user access

2.35 The operating environment has changed significantly since the Australian Government
released the Digital Transformation Strategy in 2018.2° The global COVID-19 pandemic has
resulted in Australians shifting towards digital services and the Australian Government shifting its
workforce to remote working arrangements to support the delivery of services and outcomes.

2.36 The changes in the operating environment have expanded the boundaries of government
entities’ computer networks and have increased the opportunities for malicious actors. The
Australian Cyber Security Centre (ACSC) stated that cyber threats will continue to increase as
technology is further utilised to support Australians, government and business activities.?! The
persistent threats require organisations to control access to their computer networks and to
reduce the risks of unauthorised access to important information.

2.37 The Protective Security Policy Framework (PSPF) and Australian Government Information
Security Manual (ISM) assist organisations to use their risk management framework to protect
information and systems from both internal and external threats. The PSPF governs the security
of government Information Communications Technology (ICT) systems across non-corporate
Commonwealth entities and the ISM provides the guidance to implementing appropriate security
controls.

2.38 PSPF Policy 9 Access to Information, requires entities to control access to supporting ICT
systems, networks, infrastructure, devices and applications.?? Entities must ensure access to
sensitive information or resources is only provided to people with a need-to-know.

2.39 The ISM provides guidance on security controls that can assist with implementing the
Policy 9 requirements, specifically preventing access to sensitive information when it is no longer
required. ISM Security Control 0430 specifies that access is removed or suspended on the same
day personnel no longer have a legitimate requirement for access.?3

2.40 The review of information systems and related controls is an integral part of an entity’s
control environment. An assessment of the IT control environment was performed on 18 interim
report entities. The assessment includes a review of Security Control 0430. The 18 entities were

19  Further details regarding Snowy Hydro Limited KAM are provided in Chapter 4 of this report from paragraph
4.9.67.

20 Digital Transformation Agency, Digital Transformation Strategy 2018 — 2025, available from
https://www.dta.gov.au/node/1084 [accessed 15 October 2021].

21  Australian Cyber Security Centre, ACSC Annual Cyber Threat Report 2020-21, available from
https://www.cyber.gov.au/acsc/view-all-content/reports-and-statistics/acsc-annual-cyber-threat-report-
2020-21 [accessed 19 October 2021].

22 Attorney General’s Department, PSPF policy 9: Access to information 2018, p. 2, available from
https://www.protectivesecurity.gov.au/system/files/2021-06/pspf-policy-9-access-to-information 0.pdf
[accessed on 19 October 2021].

23 Australian Cyber Security Centre, Australian Government Information Security Manual (September 2021), p.
31, available from https://www.cyber.gov.au/sites/default/files/2021-
09/Australian%20Government%20Information%20Security%20Manual%20%28September%202021%29.pdf
[accessed 19 October 2021].
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selected on the basis of their: contribution to the income, expenses, assets and liabilities of the
2020-21 CFS; requirement to annually report against the PSPF; and IT risk and complexity.?*

2.41 The ANAOQ’s analysis identified that eight of the 18 selected entities did not adequately
implement Security Control 0430 which resulted in user accounts of staff who no longer needed
access to systems still being active.

2.42 The majority of the identified eight entities did not remove access in a timely manner from
key financial and business applications. Some entities did not remove access for user accounts
from both their computer networks and applications, which further increases the risk of
unauthorised access in entities that have also implemented a single point of authentication. A
user account that has not had access appropriately removed could be compromised and used to
access sensitive information within the computer network and across business applications. The
user accounts concerned did not have privileged access, which can reduce the impact of external
and internal threats.

2.43  One of the eight entities had over 650 user accounts that were still active. Some of the
650 user accounts still had access 150 days after the date it was required to be removed. The
large number of user accounts retaining access increases the potential points where cyber
adversaries can enter or attack the entities’ systems.?>

2.44  The user accounts identified comprised of government staff and contractors. The poor
management of contractor access increases the risk of security compromise through supply chain
networks. The persistent threats and focus reported by ACSC on supply chain networks gives
further importance to reducing the number of user accounts required on a computer network
and to remove contractor access when it is no longer required.?® These results support ANAO’s
focus on reviewing entities’ arrangements for administering contract obligations.?’

2.45 Five out of the eight entities had user accounts that were accessed after the date where
access was no longer required.?® The five entities did not have adequate mitigating controls to
detect the unauthorised and inappropriate use of those user accounts. Mitigating controls for the

24 The interim report entities that were excluded were: Australian Office of Financial Management, Australian
Postal Corporation, Future Fund Management Agency and the Board of Guardians, National Disability
Insurance Scheme Launch Transition Agency, NBN Co Limited, Reserve Bank of Australia, and Snowy Hydro
Limited.

25 Anindividual or organisation (including state-sponsored) that conducts malicious activity including cyber
espionage, crime or attack, Australian Cyber Security Centre, available from
https://www.cyber.gov.au/acsc/view-all-content/glossary/cyber-adversary [accessed 19 October 2021].

26  Australian Cyber Security Centre, ACSC Annual Cyber Threat Report 2020-21, available from
https://www.cyber.gov.au/acsc/view-all-content/reports-and-statistics/acsc-annual-cyber-threat-report-
2020-21 [accessed 19 October 2021].

27 The ANAO has commenced three performance audits on the effectiveness of the management of contractors
within the Departments of Defence and Veterans’ Affairs and Services Australia. The details of the
performance audits are available from https://www.anao.gov.au/work/performance-audit/effectiveness-the-
management-contractors-department-defence [accessed 16 November 2021],
https://www.anao.gov.au/work/performance-audit/effectiveness-the-management-contractors-department-
veterans-affairs [accessed 19 November 2021] and https://www.anao.gov.au/work/performance-
audit/effectiveness-the-management-contractors-services-australia [accessed 16 November 2021]

28 For further detail regarding these findings, refer to the detailed results in the Chapter 4 for the Australian
Taxation Office and the Departments of: Health, Parliamentary Services, Social Services and Veterans’ Affairs.
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five entities, such as monitoring of user activities and periodic validation of user access, were not
operating effectively during 2020-21, and in some instances had not been established.

2.46 The main contributing factor to failures in removal of access was the delay in notifications
of the requirement to remove the access, such as when personnel change duties, leave the
organisation or a contract is ceased. The lack of clarity around the roles and responsibilities
between IT and business areas has resulted in controls not being consistently performed.

2.47 This was also an issue for Shared Services entities. The lack of clarity around the roles and
responsibilities between IT and business areas has resulted in controls not being consistently
performed. The entities were also not monitoring whether notifications were being actioned by
the Shared Services entities. This has resulted in user accounts having access to systems provided
by Shared Services entities, where that access was no longer required.

2.48 The ANAO noted instances where the business processes implemented allowed user
accounts to remain active and entities accepted the level of associated risk based on mitigating
controls. The instances related to processing of final payroll payments or the removal of access
from multiple systems, with processing delays extending the timeframes for accounts remaining
active. However, the entities did not effectively implement the mitigating controls.

2.49 Entities should establish robust mitigating controls to reduce the risks associated with
failures in the operation of Security Control 0430. This risk-based approach to external and
internal threats can assist in reducing the impact on the application controls relied upon in the
preparation and audit of financial statements.

2.50 The ANAO performed additional audit procedures to gain assurance on the information
being generated by relevant financial and business applications across the eight entities. The
procedures did not identify any additional exceptions that would significantly increase the risk of
material misstatement within each of the eight entities’ financial statements.

Financial sustainability of material entities

2.51 Integral to an audit is an understanding of an entity and its environment, including an
entity’s financial sustainability. Financial sustainability measures the ability of an entity to manage
its financial resources so it can meet present and future spending commitments. This can provide
an indication of financial management issues or can point to an increased risk that an entity’s
resourcing or functions are not sustainable.

2.52 In2018-19, the Department of Finance established a portal for centrally capturing publicly
available corporate information for all Commonwealth entities.?® The portal includes tools that
enable users to compare and contrast financial results across all entities through the use of the
following four ratios:

° total liabilities to total assets ratio which indicates the level of ownership of the entity’s
assets but can also be used to gain an understanding of the net equity of the entity;

° financial assets to total liabilities ratio which indicates the extent to which an entity’s
liabilities can be covered by its financial assets;

29 Australia Government Transparency portal, available from: https://www.transparency.gov.au [accessed
3 November 2021].
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. current ratio which indicates whether an entity’s current assets are greater than its
current liabilities and indicates whether the entity is likely to be able to pay its short-term
liabilities as they fall due; and

° capital turnover ratio which indicates whether an entity is replacing its assets at a
sustainable rate.

2.53 The Department of Finance has not developed and communicated guidance to assist users
in assessing whether the ratios indicate strong or weak financial performance in the context of
the government sector.3° Consistent with prior years, in the absence of government guidance, the
ANAO has developed parameters based on generally accepted concepts of financial sustainability
and applied these to the operating results and balance sheets of the 62 material entities.3! These
parameters are described in Table 2.4 and Table 2.5 below.

Analysis of operating results

2.54 A key measure of an entity’s financial management is its operating result for the year.
Although the operating result is not the sole measure of performance of a public sector entity, a
history of large deficits or surpluses in a not-for-profit Commonwealth entity could suggest the
need for additional or refocused funding, elimination of non-value adding costs, and/or improved
financial management.

2.55 Similarly in the case of for-profit entities and those with quasi-commercial operations,
there is an expectation that financial management focuses on meeting expected returns.3? As a
result, any entity in this category averaging a large deficit should be considered more closely.

2.56 The ANAO analysed the operating results of all material entities over a five-year period
from 2016-17 to 2020-21. The analysis is based on reported surpluses or deficits after adjusting
for unfunded expenses, where relevant, highlighting the full cost of operations.3® Of the 62
material entities, 38 were not-for-profit and 24 were corporate or commonwealth companies or
not-for-profit entities which have quasi-commercial operations or departmental functions
operating on a for-profit basis.

2.57 For the purposes of this analysis, material entities are grouped into three operating result
categories as part of this analysis, outlined in Table 2.4.

30 Consistent with previous ANAO reports. See Auditor General Report No. 25 2020-21 Audits of the Financial
Statements of Australian Government Entities for the Period Ended 30 June 2020, paragraph 2.62.

31 These parameters have been applied to entity operations classified as departmental. It excludes items not
under the control of entities that are classified as administered items.

32 Inthe context of for-profit Commonwealth entities, the equivalent term for a surplus is profit and for a deficit
is loss.

33 The Government provides funding for non-operating costs (for example, replacement and capitalised
maintenance of existing departmental assets) to non-corporate commonwealth entities via departmental
capital budgets, funded through equity. Corporate Commonwealth entities continue to be funded for
depreciation, amortisation and make-good expenses except for entities designated as Collection Institutions
which are not funded for depreciation on their heritage and cultural assets.
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Table 2.4: Operating result category

Category Parameters

Large deficits An entity’s average deficit for the past five years is
greater than one per cent of total expenses.

Small deficits or surpluses An entity’s average deficit or surplus for the past
five years is less than one percent of total
expenses.

Large surpluses An entity’s average surplus for the past five years

is greater than one per cent of total expenses.

2.58 Figure 2.5 illustrates the summary of average operating results for not-for-profit and for
profit/quasi-commercial entities and whether they had large or small average deficits or surpluses
over the five-year period.

Figure 2.5: Operating result analysis
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Source: ANAO analysis of 2020-21 material entities’ operating results.

2.59 In 2020-21 there was a large average deficit recorded by 21 per cent of not-for-profit
entities (compared to 27 percent in 2019-20) and 25 per cent of for-profit/quasi-commercial
entities (compared to 29 percent in 2019-20). Forty-five per cent of not-for-profit entities and
71 per cent of for-profit/quasi-commercial entities recorded a large average surplus (compared
with 42 per cent and 63 per cent respectively in 2019-20). Thirty-four per cent of material not-
for-profit entities were classified as achieving small average deficits or surpluses and managing
within their breakeven mandate (consistent with 2019-20) while four per cent of material for-
profit/quasi-commercial entities were classified as achieving small deficits or surpluses
(compared with 8 per cent in 2019-20).

2.60 The following discussion focuses on the common drivers for these entities’ large average
surpluses and large average deficits.
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Large average deficit

2.61 Six for-profit/quasi-commercial entities recorded a large average deficit during the period:
Australian Naval Infrastructure Pty; Australian Rail Track Corporation; Moorebank Intermodal
Company Limited; National Housing Finance and Investment Corporation; NBN Co. Limited; and
WSA Co Ltd.

° Four recorded large average deficits, consistent with the previous financial years due to
being in the build phase of large infrastructure projects, and/or still in the process of
increasing revenue. They were: Australian Naval Infrastructure Pty Ltd; Moorebank
Intermodal Company Limited; NBN Co Limited; and WSA Co Ltd.3*

. The Australian Rail Track Corporation large average deficit is related to the increase in
impairment expenses recognised for property, plant and equipment (including rail
infrastructure) assets. These expenses increased in 2018-19 and have remained
consistent in 2019-20 and 2020-21 as a result of impairments recognised on the assets
being constructed for the Inland Rail network and on rail infrastructure assets in the
Interstate and Hunter Valley rail networks. The impairment was a result of decreases in
the expected net income for these assets on which the fair value is calculated.

° The National Housing Finance and Investment Corporation large average deficit is a result
of the accounting treatment for the increase in concessional loans to eligible clients to
$2.1 billion in 2020-21.

2.62 The following four not-for-profit entities recorded a large average deficit during the
period, primarily attributable to factors that occurred in a prior year that continue to have an
effect on the five-year average to 2020-21:

. the Australian Broadcasting Corporation’s operating result in 2017-18 was affected by the
initial recognition of a building maintenance provision of $30.7 million as a result of a
Building Code of Australia Fire Safety Review. This large deficit continues to skew the
average results over the five-year period under review;

° the Department of Industry, Science, Energy and Resources transferred the Australian
Astronomical Observatory functions to the Australian National University and Macquarie
University resulting in significant asset write-offs in 2017-18;

° the Department of the Prime Minister and Cabinet is in the large average deficit category
as a result of the prior year impact of AASB 16 Leases; and

. the Department of Veterans’ Affairs incurred an additional $20.8 million in contractor
expenses in 2019-20 to meet the increased demand for processing veteran claims.

2.63 Three not-for-profit entities remain in the large average deficit category due to factors
occurring in current and prior years. Of these entities:

. The Australian Federal Police’s large average deficit is predominantly a result of: increased
operating costs including additional protective equipment and cleaning of facilities in
response to the COVID-19 pandemic; operations targeted at a dedicated encrypted

34  This is consistent with the period 2015—-16 to 2019-20 as reported in the Auditor General Report No.25 of
2020-21 (Audits of the Financial Statements of Government Entities for the Period Ended 30 June 2020),
paragraph 2.69.
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communications platform used exclusively by organised crime; and increased employee
entitlements expenses including additional provisions made for unpaid superannuation
entitlements.

The Australian Prudential Regulation Authority’s (APRA) large average deficit is a result of
increased employee benefits expenses from higher staffing levels for key operational work
to expand and strengthen APRA’s regulatory functions. This work included strengthening
crisis readiness capabilities and oversight of cyber-resilience in APRA-regulated
institutions.

The National Capital Authority remains in the large average deficit category due to works
on the National Police Memorial, where insurance funds were received and accounted for
in 2015-16 but the majority of the work was undertaken in 2017-18. Additional
contributors to the large average deficit are rent relief provided in response to the
COVID-19 pandemic and asset write downs across a number of years.

The National Library of Australia moved from the large average surplus to the large

average deficit category in 2020-21 following a decrease of $165.9 million in the value heritage
and cultural collection assets, as a result of a revised assumption used in the valuation approach
due to changing conditions associated with the COVID-19 pandemic.

Large average surpluses

2.65

As illustrated in Figure 2.5, 45 per cent of material not-for-profit entities reported average

surpluses of more than one per cent of total expenses over the five-year period (compared to 42
per cent in 2019-20). The following discussion focuses on the common drivers for these entities’
large average surpluses.

Consistent with prior years the following cultural institutions are included in the large
average surplus category: Australian War Memorial, National Archives of Australia and
National Gallery of Australia. Factors impacting the average surplus are the receipt of
goods or donations for no or nominal consideration, and bequests of cash. Cultural
institutions frequently receive gifts of heritage and/or cultural items for their collections.
The accounting recognition of these items results in revenue being recorded in the period
they are received without a corresponding expense. The outcome is that the receiving
entity records a significant surplus in those years, affecting the average over the longer
term.

The Commonwealth Scientific and Industrial Research Organisation (CSIRO) continues to
recognise large surpluses due to movements in the valuation of equity investments.

The Australian Research Council’s large average surplus is due to the timing and
recognition of revenue received due to events or project milestones not aligning with the
related expenditure.®®

The Bureau of Meteorology continues to report a large average surplus due to prior
operating results, notably additional funding received in 2019-20 to support the aviation
industry. In 2020-21 the entity reported a small deficit resulting from higher employee

35

As reported in Auditor General Report No. 25 of 2020-21 Audits of the Financial Statements of Australian
Government Entities for the Period Ended 30 June 2020 paragraph 2.74
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expenses due to an increased number of staff and higher supplier costs related to
computer services, technical installation and networking costs for radars.

The primary driver of Services Australia’s large average surplus is the additional funding
of $521.0 million received in 2019-20 to deliver the Government’s COVID-19 pandemic
stimulus initiatives. This funding was not fully expended with the unspent amount of
$175.0 million returned to Government through equity, thus not impacting the operating
results of the agency.

The significant surplus for the National Health and Medical Research Council primarily
relates to decreases in expenditure due to reduced activities during the COVID-19
pandemic in 2019-20 and in 2020-21, the reversal of impairment losses recognised in
prior years.

The Department of Social Services remains in the large average surplus category largely
due to the resources received free of charge in 2018—19 for Aged Care Gateway IT systems
application development services work completed by the Department of Health.

The operating result of the National Disability Insurance Agency has been impacted by
activity in the earlier years of the review period. Prior to 2019-20, the transition of
participants to the National Disability Insurance Scheme was slower than expected and
the utilisation of funds by participants was lower than anticipated which resulted in
expenses incurred being lower than budgeted. Since then, there has been a significant
increase in the number of participants, an increase in their utilisation rates and a reduction
in the length of time it takes for claims to be lodged.

The Australian Nuclear Science and Technology Organisation (ANSTO) remains in the large
average surplus category due to prior years’ results. In 2020-21 ANSTO recognised losses
of approximately $117.7 million attributable to the remeasurement of decommissioning
and nuclear waste provisions compared to gains of approximately $146.1 million in
2019-20.

The Department of Agriculture, Water and the Environment remains in the significant
surplus category in 2020-21 as a result of additional funding received that was not
matched by expenditure due to operational delays.3®

The Australian Office of Financial Management (AOFM) remains in the large average
surplus category in 2020-21. The AOFM has received additional funding over the past two
years for the implementation and management of the Australian Business Securitisation
Fund and the Structured Finance Support Fund.3’ The associated expenditure has been
lower than budgeted.

Geoscience Australia’s operating result places them in the large average surplus category
due to delays in the Satellite-Based Augmentation System program relative to the original
budget for this program.®® The expenses for this program have not been fully realised in

36
37

38

For further details refer to Chapter 4 paragraph 4.1.7.

For further details relating to the Australian Business Securitisation Fund and the Structured Finance Support
Fund refer to the following website: https://aofm.gov.au/securitisation-investments [accessed
3 November 2021].

For further details relating to the Satellite-Based Augmentation system refer to the following website:
https://www.ga.gov.au/scientific-topics/positioning-navigation/positioning-australia/about-the-

program/satellite-based-augmentation-system [accessed 3 November 2021].
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the past two financial years. Geoscience Australia was first assessed as material by the
Department of Finance in 2019-20. The ANAO analysis includes two years of data.

2.66 Three entities have moved from the small average surplus to large average surplus
category in 2020-21.

° The Australian Securities and Investment Commission received $25.0 million more than
anticipated from other Australian government entities to fund the Modernising Business
Registers and Global Switch Unit Exit programs.

. The Department of Education, Skills and Employment received significant revenue from
government to assist in the delivery of the COVID-19 pandemic stimulus packages
including school grants, university funding, increased funding for childcare payments to
families and apprenticeship scheme payments including Jobactive. Funds have not been
fully expended, resulting in a significant surplus for 2020-21 and a corresponding increase
in appropriations receivable on the balance sheet.

° The High Court of Australia is in the large surplus category primarily as a result of assets
transferred from the Law Courts Limited in 2016-17. In 2020-21 asset revaluation
increments related to buildings have also contributed to the entity recording a significant
surplus over the five-year period.

Balance sheet analysis

2.67 All entities are expected to actively manage their underlying financial position,
maintaining asset levels to support their operations and ensuring that sufficient funds will be
available to meet liabilities as they fall due.

2.68 The ANAO analysed the balance sheet positions of material Australian Government
entities as at 30 June 2021. While it is necessary to have regard to the public sector context, the
following two measures are generally accepted indicators of the soundness of entities’ balance
sheets and are consistent with the ratios published by the Department of Finance

. Liquidity: the extent to which an entity’s liabilities are covered by cash or other financial
assets. Where liabilities significantly exceed its financial assets, an entity may need a
future injection of cash from government to meet those liabilities.

° Gearing: the extent to which an entity’s total assets are funded by debt rather than equity.
An entity with high gearing may be running down its asset base that could indicate the
need for a future capital injection from government.

2.69 Based on the measures developed by the Department of Finance, the ANAO has reviewed
an entity’s ability to manage its underlying financial position. As the Department of Finance has
not developed guidance to assist users in assessing whether the ratios indicate strong or weak
financial performance in the context of the government sector, consistent with the prior year the
ANAO has determined these parameters.

2.70 In 2019-20, as a result of the implementation of AASB 16 Leases, the ANAO revised the
parameters previously applied. Whilst the net impact of AASB 16 Leases on the balance sheet was
limited, as the right-of-use asset and lease liability were largely offset, both the liquidity and

Auditor-General Report No.14 2021-22
Audits of the Financial Statements of Australian Government Entities for the Period Ended 30 June 2021

51



gearing ratios of most entities were affected. As entities are required to recognise lease liabilities
on their balance sheet this resulted in entities’ liquidity ratios deteriorating due to the increase in
liabilities compared to financial assets. The revised parameters for determining balance sheet
categories have been applied in 2020-21 and are set out in Table 2.5.

Table 2.5: ANAO parameters for balance sheet categories

Category Parameters

Strong Entities where financial assets were at least 40 per cent of total liabilities and where total
liabilities were less than 85 per cent of total assets. These entities have the strongest
balance sheets.

Less strong Entities where financial assets were less than 40 per cent of total liabilities OR where
total liabilities were more than 85 per cent of total assets. These entities had weaker
balance sheets, either in liquidity or gearing terms.

Weak Entities where financial assets were less than 40 per cent of total liabilities AND where
total liabilities were more than 85 per cent of total assets. These entities are the most
likely to need additional funding in the future.

Source: ANAO balance sheet categories.

Figure 2.6: Balance sheet analysis
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Source: ANAO analysis of entity balance sheets.

2.71 Fifty-eight per cent of material entities had strong balance sheets in 2020-21 with the
amended parameters (compared to 53 per cent in 2019-20), while 34 percent had less strong
balance sheets (compared to 42 per cent in 2019-20). The main driver for the movement to the
strong balance sheet category was improvement in gearing ratios stemming from increased asset
values against relatively constant liabilities balances.

2.72 The entities with weak balance sheets are predominantly those whose operations are
dependent on government policy and continued funding by the Parliament. On this basis, and
provided that appropriate attention is given to liquidity issues in the future, these entities are not
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at high risk of experiencing liquidity problems. Entities with weak balance sheets in 2020-21
include:

2.73

the Australian Taxation Office (ATO) and Department of Social Services (DSS), consistent
with prior years, both continue to have weak balance sheets, largely driven by the impact
of the implementation of AASB 16 Leases. The initial recognition of $1.4 billion and $576.3
million in lease liabilities by the ATO and DSS respectively resulted in a deterioration of
the liquidity ratio; and

NBN Co Limited’s balance sheet continues to be impacted by debt facilities for
constructing the national broadband network.

Two entities have moved from a less strong to weak balance sheet position in

2020-21:

The Australian Bureau of Statistics moved due to non-financial asset values reducing by
$27.3 million as a result of current year depreciation and impairment adjustments.

Geoscience Australia had a reduced appropriation receivable as a result of $40.1 million
being withheld under section 51 of the PGPA Act and no longer available.

Audit findings

2.74

Audit findings are raised in response to the identification of a potential business or

financial risk posed to an entity. Often these risks arise from deficiencies within an entity’s internal
control processes or frameworks. Weaknesses in internal controls increase the possibility that an
entity will not prevent or detect a material misstatement in its financial statements in a timely
manner. The ANAO rates audit findings according to the potential business or financial
management risk posed to the entity. The rating scale is presented in Table 2.6.3°

Table 2.6: Audit findings rating scale

Reting ___________Desoripton |

Significant (A) Issues that pose a significant business or financial management

risk to the entity. These include issues that could result in a
material misstatement of the entity’s financial statements.

Moderate (B) Issues that pose a moderate business or financial management

risk to the entity. These may include prior year issues that have
not been satisfactorily addressed.

Minor (C) Issues that pose a low business or financial management risk to

the entity. These may include accounting issues that, if not
addressed, could pose a moderate risk in the future.

Significant legislative breach (L1) Instances of significant potential or actual breaches of the

Constitution; and instances of significant non-compliance with the
entity’s enabling legislation, legislation that the entity is
responsible for administering, and the PGPA Act.

Other non-compliance with Other instances of non-compliance with legislation the entity is
legislation (L2) required to comply with.
39 Definitions of each category of audit finding is available at https://www.anao.gov.au/financial-statement-

audit-information.
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Description

Non-compliance with subordinate

legislation (L3)

Instances of non-compliance with subordinate legislation, such as
the PGPA Rule.

Source: ANAO reporting policy.

2.75 A summary of findings identified for the period ended 30 June 2021 by category is

presented in Table 2.7.

Table 2.7:

Audit findings by category for the period ended 30 June 2021

Category

Financial statements
preparation

Significant

Moderate ‘ Minor ‘ Main areas of weakness

quality and timeliness of the
preparation underlying
financial statements

IT control environment

14

47

security management,
particularly, user access and
monitoring of privileged
users; and

change management
process.

Compliance and
quality assurance
frameworks

10

appropriate quality
assurance frameworks
supporting financial
reporting; and

compliance frameworks
addressing key business
risks and program
payments.

Accounting and control
of non-financial assets

20

management of inventory
balances;

management and monitoring
of assets including
stocktakes, work in progress
and capitalisation; and

processes supporting the
valuation and assessment of
impairment of assets.

Revenue, receivables
and cash management

recognition of revenue
arising from multi-year
contracts; and

monitoring, management
and review of bank
accounts.

Human resources
financial processes

16

management of leave
entitlements;

documentation and
oversight of activities
supporting payroll functions.
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Category Significant Moderate Main areas of weakness
Purchases and - 1 8 e authorisation and oversight
payables management of expenditure; and

e segregation of duties.

Other audit findings 1 1 9 e governance and compliance
relating to engagement and
termination of staff, staff
remuneration and Board
operations

e processing of journal
transactions;

¢ financial arrangements for
intercompany transactions
and charging costs between
Departmental and
Administered funding;

e management of delegations;
and

e governance arrangements
with third parties.

Legislative breaches 3 9 2 o failure to meet legislative
requirements relating to
payments; and

e remuneration of key
management personnel.

Total 5 30 129

Source: ANAO compilation of findings.

Financial statements preparation

2.76 Financial statements are an important means of demonstrating how Commonwealth
entities, both at an individual and whole-of-government level, meet their financial management
responsibilities. In order to provide relevant and reliable financial information to the users,
entities should prepare quality financial statements in a timely manner to support entities in
meeting legislative reporting obligations including tabling of annual reports. Effective project
management underpins successful financial statements preparation processes.
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Figure 2.7:
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2.77 There are no significant or moderate findings for financial statements preparation for
2020-21. There were eight minor findings reported in this category, six were first reported in
2020-21 and two remain unresolved from prior years. There has been a decrease in financial
statements preparation findings compared to the prior year. The minor findings relate to quality

Financial statements preparation audit findings 2017-18 to 2020-21

14
10
8
1 ‘ 3
i O mm 0 0
2018-19 2019-20 2020-21
m Significant  m Moderate Minor

review processes and preparation of key position papers.

Information Technology control environment

2.78 The information technology (IT) control environment refers to the policies, procedures
and controls that maintain the integrity of information and security of data in an entity. This

includes:

° IT security management, which incorporates user access management, privileged user
activity logging and monitoring as well as security configuration settings such as password

controls; and

o IT change management and data centre and network operations, including management

of backup and recovery processes.

2.79

Auditor-General Report No.14 2021-22

The IT control environment is the environment in which applications run, and so it also
supports the effective functioning of the application controls that may be relied on in the audit.
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Figure 2.8: IT control environment audit findings 2017-18 to 2020-21
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Source: ANAO data.

2.80 Twelve new moderate findings were reported during 2020-21.° Two moderate findings
remain unresolved from 2019-20.4

2.81 User access management includes the processes and procedures to ensure that only
authorised users are granted access to systems and data, and that access is removed when it is
no longer required. Ten of the moderate findings relate to weaknesses in user access
management with six pertaining to management of terminated user access.*?

2.82 Users with administrative privileges, commonly referred to as privileged users, are able to
make significant changes to IT systems’ configuration and operation, bypass critical security
settings and access sensitive information. To reduce the risks associated with this access, the
Information Security Manual requires that privileged user access be appropriately restricted and
when provided, that the access is logged, regularly reviewed and monitored. There were eight
minor findings reported relating to privileged user access.

2.83 Thirty-four of the forty-seven minor findings were raised in 2020-21 and thirteen were
raised in prior years. Ten of the minor findings raised in prior years have been unresolved for two
or more years.

2.84 IT security management continues to remain the most common area of weakness in the
IT control environment, with almost 87 per cent of findings, and 100 per cent of the moderate
findings, relating to this area. Sustained focus is required by entities to ensure that the risks of

40 Further details regarding the moderate findings can be found in the entity results section in Chapter 4 for:
Australian Nuclear Science and Technology Organisation, Australian Taxation Office, Departments of:
Defence, Social Services and Veterans’ Affairs and the National Disability Insurance Agency.

41  For further details relating to the unresolved moderate findings, refer to the Australian Nuclear and
Technology Organisation and Services Australia section in Chapter 4.

42  For further details please refer to the entity results section in Chapter 4 for: Australian Nuclear Science and
Technology Organisation, Australian Taxation Office, Departments of: Parliamentary Services, Social Services,
Veterans’ Affairs and the National Disability Insurance Agency.
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unauthorised changes to systems and data and unauthorised data leakage are being
appropriately managed.

Compliance and quality assurance frameworks

2.85 Entities rely on internal and external systems, parties and information in decision-making
processes. The implementation of effective compliance and quality frameworks and processes
provides assurance over the completeness and accuracy of the information and is integral to the
preparation of financial statements free from material misstatement.

Figure 2.9: Compliance and quality assurance framework audit findings 2017-18 to
2020-21
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Source: ANAO data.

2.86 The only new moderate finding reported during 2020-21 related to assurance over
administered programs.*? Six of the ten minor findings were raised in 2020-21 and four were
raised in prior years. Of the four prior year minor findings, one has been unresolved for two years.

Accounting and control of non-financial assets

2.87 Entities control a diverse range of non-financial assets on behalf of the Australian
Government, including land and buildings, specialist military equipment, leasehold
improvements, infrastructure, plant and equipment, inventories, and internally developed
software.

43  Further details regarding the moderate findings can be found in the entity results section in Chapter 4 for the
Australian Taxation Office.
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Figure 2.10: Accounting and control of non-financial asset audit findings 2017-18 to
2020-21
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Source: ANAO data.
2.88 There was one new significant finding reported in 2020-21. It relates to the valuation of
the Department of Defence’s Specialised Military Equipment (SME) using the cost attribution
model.*

2.89 One new moderate finding was reported in 2020-21. It relates to the valuation
methodology regarding SME. The other moderate finding was first reported in 2019-20 to the
Department of Health and relates to the recording and management of the National Medical
Stockpile.®

2.90 Fourteen of the 20 minor findings were raised in the 2020-21 period. There were six
unresolved findings from prior years. The minor findings relate to:

° valuation adjustments;

° assessments for impairment of assets and restoration obligations;
° data management and integrity;

o inventory management; and

° stocktake procedures.

Revenue, receivables and cash management

2.91 Revenue and receivables include parliamentary appropriations, taxation revenue,
customs and excise duties and administered levies. Commonwealth entities also generate
revenue from the sale of goods and services and a range of other sources. Cash management
involves the collection and receipt of public monies and the management of official bank
accounts.

44  Further details regarding the significant finding can be found in the entity results section in Chapter 4 for the
Department of Defence.

45  Further details regarding the moderate finding can be found in the entity results section in Chapter 4 for the
Departments of: Defence and Health.
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Figure 2.11: Revenue, receivables and cash management findings 2017-18 to 2020-21
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2.92 There were seven new minor findings reported in 2020-21. Two of the nine findings
remain unresolved from the prior year.

2.93 Six of the open minor findings relate to controls over revenue and receivables processes.
Weaknesses in this category include:

° timeliness and completeness of reconciliations; and

o processes supporting completeness and accuracy of revenue reported including
assessment and implementation of AASB 15 Revenue from Contracts with Customers and
AASB 1058 Income of Not-for-Profit Entities.

2.94 Thethree remaining minor findings relate to cash management controls. Cash controls are
core processes expected to be in a mature state at every entity. The weaknesses in this category
include:

° timeliness and completeness of reconciliations; and

° weaknesses relating to the management of credit card acquittals.

Human resource financial processes

2.95 Human resources encompass the day-to-day management and administration of
employee entitlements and payroll functions. Employee benefits represent the most significant
departmental expenditure for most Commonwealth entities, and the associated liability is subject
to estimates and judgements in inputs.

2.96 Human resource transactions are high volume with both automated and manual
processing. As a result, any control weaknesses can result in systematic errors increasing the risk
of material misstatement.
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Figure 2.12: Human resources financial processes audit findings 2017-18 to 2020-21

40
35
30
25 23

26

20 16 16
15

10

No. of Findings

° 0o 2 0 ° 0o 2 0o 2
0 — I _— _—
2017-18 2018-19 2019-20 2020-21

m Significant mModerate ' Minor

Source: ANAO data.

2.97 There was one new moderate audit finding reported to the Australian Federal Police in
2020-21 which related to the underpayment of superannuation on certain allowances. There was
an unresolved moderate finding reported in 2019-20 to the Northern Land Council related to
weaknesses in the management of staff leave and controls in payroll processes.*®

2.98 Nine of the sixteen minor findings were raised in 2020-21. They related to weaknesses in
the management of leave balances, commencements and terminations, payroll variances and
related party reporting. Seven minor findings remain unresolved from prior years and one of
these findings has been unresolved since 2015-16.

Purchases and payables management

2.99 Purchases and payables are payments to, or due to suppliers, including contractor and
consultancy expenses, lease payments and general administrative payments. These expenses
typically comprise the second most significant departmental expenditure item of entities after
employee benefits. These are illustrated below in Figure 2.13.

46  Further details of the audit findings can be found in entity results section in Chapter 4 for the Australian
Federal Police and the Northern Land Council.
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Figure 2.13: Purchases and payables management audit findings 2017-18 to 2020-21
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Source: ANAO data.
2.100 There was one new moderate finding reported in 2020-21 relating to weaknesses in the

governance of Australian Defence Force (ADF) health services at the Department of Defence.*’
There were no unresolved moderate findings from prior years.

2.101 Seven of the eight minor audit findings were raised in 2020-21 and one minor finding
remains unresolved from prior years. Common weaknesses in this category over the four-year
period between 2017-18 and 2020-21 relate to:

o procurement and contract management;

. processes supporting the authorisation of expenditure, including maintaining proper
segregation of duties;

o accrual management; and

° maintenance of vendor records and payment controls.

Other audit findings

2.102 Other audit findings typically include items relating to the: management and
implementation of service level agreements or memoranda of understanding; updating or
maintaining of key governance documentation. These are illustrated below in Figure 2.14.

47  Further details regarding the findings can be found in the entity results section of Chapter 4 for the
Department of Defence.
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Figure 2.14: Other Audit Findings 2017-18 to 2020-21
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2.103 There was one significant finding reported to the Australian Human Rights Commission in
2020-21 relating to budget and financial management processes.*® There was one moderate
audit finding reported in 2020-21 for other audit findings. This related to the review and updating
of existing policy documentation for the Australian Nuclear Science and Technology
Organisation.*®

2.104 Eight of the nine minor findings were raised in 2020-21 and one finding remains
unresolved from the prior year. The findings in this category relate to weaknesses in:

° segregation of duties between processing and approving of manual journals;

. the formalisation of corporate documents including agreements with third parties and
internal policies;

o charging of costs between departmental and administered fund sources; and

° fraud risk assessments and reporting of fraud to those charged with governance.

Legislative compliance

2.105 In accordance with ANAO policy, significant legislative breaches are reported to
Parliament consistent with the reporting of significant and moderate audit findings.>° Significant
legislative breaches include: instances of significant potential or actual breaches of the
Constitution; and instances of significant non-compliance with the entity’s enabling legislation,
legislation that the entity is responsible for administering, and the PGPA Act. Figure 2.15 below
illustrates the significant legislative breaches between 2017-18 to 2020-21.

48  Further details regarding the finding can be found in the entity results section of Chapter 4 for the Australian
Human Rights Commission.

49  Further details regarding the finding can be found in the entity results section of Chapter 4 for the Australian
Nuclear Science and Technology Organisation.

50 Definitions of each category of audit finding is available at https://www.anao.gov.au/financial-statement-
audit-information.
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2.106 There were three significant breaches reported during 2020-21.>2 Two of the breaches
were raised during the current financial year and there was one that remained unresolved from
prior years. The two new significant legislative breaches related to a potential section 83 breach
of the constitution by the Department of the Treasury and a payment made to a related party by
the Royal Australian Navy Relief Trust Fund.

2.107 The unresolved significant breach related to the Northern Land Council’s failure to fulfil
its responsibilities in relation to the requirement for funds in its royalty trust account to be
distributed to traditional owners within agreed timeframes. This unresolved breach was first
raised in 2012-13 and related to the Northern Land Council’s non-compliance with the Aboriginal
Land Rights (Northern Territory) Act 1976. This Act establishes the Council’s responsibilities for
payments in respect of Aboriginal land, requiring payment of an amount equal to amounts
received to, or for the benefit of, the traditional owners of the land, within six months after that
amount is received through the royalty trust account. Instances of non-compliance continue to
occur as not all of the funds in the Council’s royalty trust account had been distributed to
traditional owners, within the agreed timeframe.

2.108 There were nine new moderate legislative breaches reported during 2020-21. Seven of
the nine findings related to remuneration of Key Management Personnel (KMP). The increase in
the number of breaches reported is the outcome of additional focus placed on KMP reporting as
a result of prior year audit findings.

2.109 There was one breach reported relating to section 23 of the PGPA Act relating to entering
arrangements and committing relevant money and one breach reported relating to monies owed
by the entity to the Australian Taxation Office for repayment of JobKeeper overpayments.

51 For the purpose of this analysis L2 and L3 categories have been grouped together as non-significant breaches.

52  For further details please refer to the entity results section in Chapter 4: Department of the Treasury
(paragraphs 4.14.15 to 4.14.16), Northern Land Council (paragraphs 4.12.67 to 4.12.72) and Royal Australian
Navy Relief Trust Fund (paragraphs 4.3.97).

Auditor-General Report No.14 2021-22
Audits of the Financial Statements of Australian Government Entities for the Period Ended 30 June 2021

64



Financial audit results and other matters

2.110 There were two new minor legislative breaches reported during 2020-21. One breach
related to note disclosures surrounding KMP remuneration and the other related to compliance
activities undertaken for administered programs.
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3. Reporting and auditing frameworks

Chapter coverage
This chapter outlines recent and future changes to the public sector reporting framework and the
Australian auditing framework relating to the auditor’s report on financial statements.

Summary of developments

As a result of the COVID-19 pandemic there have been ongoing changes to work arrangements
at the ANAQO, for example, increased use of remote access when conducting audits and changes
to the way audit procedures are performed. In parallel the ANAO is increasing its use of data
analytics solutions to improve the efficiency and quality of its audit work and conducting strategic
data-related projects to continue to respond to the changing IT landscape.

There were no significant changes in accounting standards in 2020-21. A revised ASA 540
Auditing Accounting Estimates and Related Disclosures was issued in December 2018 and was
implemented in ANAO audits of financial statements in 2020-21. The ANAO introduced new
methodology templates to address the requirements. A real-time review identified a number of
improvement opportunities for broader implementation going forward. A summary of future
developments in audit and accounting standards is included in this chapter.

The auditing of performance information is an emerging area of interest for both national and
international auditing standard setters. For the ANAQ, this is an area of strategic priority as it
enhances accountability and transparency to the Parliament. This chapter provides an update on
ANAO’s work in developing a performance audit framework.

This chapter includes a summary of the ANAQO’s quality assurance framework. The quality
assurance framework is designed to provide the Auditor-General with reasonable assurance that
the ANAO complies with its policies and procedures, applicable legal and regulatory
requirements, and that reports issued by the ANAO are appropriate in the circumstances. The
quality assurance framework emphasises that quality audits are reliant on the strength of the
ANAOQ’s independence and quality control processes.

Finally, data analytics continues to be a focus for the ANAO, and audits undertaken in 2020-21
have continued to build on previous initiatives to enhance audit quality and efficiency. In
2020-21, the ANAO applied four standardised data analytics solutions to audits, at least one of
which was used by more than 35 audit teams.

Introduction

3.1 The Australian Government’s financial reporting framework is based, in large part, on
standards made independently by the Australian Accounting Standards Board (AASB). The
framework is designed to support decision-making by, and accountability to, the Parliament.

3.2 The AASB bases its accounting standards on the International Financial Reporting
Standards (IFRS) issued by the International Accounting Standards Board. As IFRS are designed
primarily for use by private sector and for-profit organisations, the AASB amends the IFRS to
reflect significant transactions and events that are particularly prevalent in the public sector and
not-for-profit private sector. In doing so, it takes into account standards issued by the
International Public Sector Accounting Standards Board.
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3.3 The Minister for Finance prescribes additional financial reporting requirements for
Commonwealth entities. These are contained in the Public Governance, Performance and
Accountability (Financial Reporting) Rule 2015 (the FRR). The FRR is made under the Public
Governance, Performance and Accountability Act 2013 (the PGPA Act).

3.4 The audits of the financial statements of Australian Government entities are conducted in
accordance with the ANAO Auditing Standards, which are made by the Auditor-General under
section 24 of the Auditor-General Act 1997. The ANAO Auditing Standards incorporate, by
reference, the auditing standards made by the Australian Auditing and Assurance Standards
Board (AUASB). The Australian Auditing and Assurance Standards Board bases its standards on
those made by the International Auditing and Assurance Standards Board, an independent
standard setting board of the International Federation of Accountants.

3.5 The ANAO Auditing Standards were reissued in February 2021. The main change from the
ANAO Auditing Standards made in February 2018 was allowing for the Auditor-General to elect,
wholly or in part, to conduct a performance audit under Division 2 of Part 4 of the Act as a
compliance engagement under ASAE 3100 Compliance Engagements (ASAE 3100).

3.6 For performance audits under Division 2 of Part 4 or Division 2 of Part 7 of the Act, the
ANAO Auditing Standards incorporate ASAE 3100 for audits designated as performance
engagements, except paragraph 56 relating to the assurance report content. Instead, the ANAO
Auditing Standards have incorporated the reporting requirements specified by the International
Standard of Supreme Audit Institutions ISSAI 4000 Standard for Compliance Auditing (ISSAI 4000).
These reporting requirements are consistent with the practice of the ANAO in reporting
conclusions, findings and recommendations in performance audit reports.

3.7 The financial reporting and auditing frameworks that applied in 2020-21 are illustrated in
Appendices 3 and 4 of this report.

Changes to the Australian public sector reporting framework

The COVID-19 pandemic

3.8 Similar to 2019-20, the ANAQ’s experience with 2020-21 financial statements audits
identified challenges for entities when dealing with material uncertainties arising in asset
valuations and in performing physical compliance activities such as inventory stocktakes. Due to
travel restrictions and lock downs, ANAO staff were restricted in their ability to physically access
entities’ premises leading to the increased use of remote access to entity financial management
and relevant operational systems. Remote access allowed audit teams to undertake their audit
work without the need to be onsite. It is expected that this increased use of remote access will
continue in the 2021-22 audit cycle in support of a more agile and flexible approach to conducting
audits.

3.9 The Government’s increasing utilisation of online services in supporting the response to
major events such as the COVID-19 pandemic necessitates that those charged with governance
understand their information and data risks along with the need to protect critical information
from malicious actors. As the IT control environment remains the category that consistently has
the greatest number of financial audit findings, IT control and Commonwealth entity compliance
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with mandatory Australian Government cybersecurity frameworks will continue to be a particular
focus of ANAQ’s audit work for 2021-22.

Performance framework

3.10 The PGPA Act provides the basis for the Commonwealth performance framework.
Commonwealth entities are required to publish planned financial and non-financial performance
information with the aim of providing more transparent and meaningful information to the
Parliament and the public. From 2016-17 to 2018-19, the ANAO completed three performance
audits covering elements of 10 individual entity performance statements.>3

3.11 The Independent Review into the operation of the Public Governance, Performance and
Accountability Act 2013 and Rule, released September 2018, recommended the Minister for
Finance, in consultation with the Joint Committee of Public Accounts and Audit (JCPAA), should
request that the Auditor-General pilot assurance audits of annual performance statements to trial
an appropriate methodology for these audits.

3.12 Following a request from the Minister for Finance the Auditor-General commenced a
program of pilot assurance audits of annual performance statements of Commonwealth entities
subject to the PGPA Act, in consultation with the JCPAA. The pilot comprised assurance audits of
the 2019-20 performance statements of three entities; the Attorney-General’s Department, the
Department of Social Security and the Department of Veterans’ Affairs.>*

3.13 The ANAO assurance reports for the Attorney-General’s Department and the Department
of Veterans’ Affairs were provided to the Minister for Finance in December 2020 and were tabled
in the Parliament in February 2021. The ANAO withdrew from the Department of Social Services
pilot assurance audit as the performance criteria included in the Department’s 2019-20
Corporate Plan may not have been sufficiently relevant, reliable and complete to measure the
achievement of the Department’s purposes.

3.14 Under the same request from the Minister for Finance, the pilot was continued in
2020-21, with the same three entities being subject to an audit of their performance statements
for the year ended 30 June 2021. The ANAO completed audits for the Attorney-General’s
Department, the Department of Social Services and the Department of Veterans’ Affairs and it is
expected that assurance reports will be provided to the Minister for Finance in late 2021.

Auditing under the performance framework

3.15 Assuring performance information is an emerging area of practice in the Australian and
international audit profession. While assurance standards exist for the audit of non-financial
historical information, more specific guidance from standard-setters is still in development. The
International Auditing and Assurance Standards Board (IAASB) has published non-authoritative
guidance on Extended External Reporting (EER) Assurance in April 2021. This release was

53 See Auditor-General Reports:

e No0.58 2016-17, Implementation of the Annual Performance Statements Requirements 2015-16;

e No0.332017-18, Implementation of the Annual Performance Statements Requirements 2016-17; and
e No0.17 2018-19, Implementation of the Annual Performance Statements Requirements 2017-18.

54  https://www.anao.gov.au/work-program/annual-performance-statements-audits-pilot-program [accessed on
2 November 2020].
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supported in Australia by the release of the AUASB Bulletin Extended External Reporting (EER)
Assurance Guidance in August 2021. EER relates to various forms of reporting such as
performance information, integrated reporting and other reporting by entities about matters
additional to the information addressed in the financial statements.

3.16 Inconducting its pilot audits of performance statements, the ANAO has applied ASAE 3000
Assurance Engagements Other than Audits or Reviews of Historical Financial Information (ASAE
3000). The ANAO continues to refine its methodology for the conduct of these audits and to
develop associated policy and guidance on the application of ASAE 3000 to the Commonwealth’s
performance reporting framework. This work also considers the output from the IAASB EER
assurance project.

3.17 The audit of performance statements is similar to financial statements audits in that the
auditor’s overall objective is to form a view about whether the auditee’s statements accurately
report on the delivery of activities by the entity. However, performance statements reporting is
not based on a detailed prescriptive framework supported by standards equivalent to the
Australian Accounting Standards but rather a set of general principles defined by the PGPA Act
and the Public Governance, Performance and Accountability Rule 2014 (the PGPA Rule). On
25 February 2020 the Minister for Finance amended the PGPA Rule to introduce revised
requirements for Corporate Plans and Performance Statements with effect from the 2020-21
performance year>. The performance framework continues to be designed to allow for a diverse
range of performance objectives, measures, and results, originating from auditee systems and
processes not previously subject to the rigors of audit. This presents audit challenges, including
the need for a methodology suited to supporting a consistent audit approach across entities when
assessing the appropriateness and completeness of performance measures, and when forming
an opinion over whether results are fairly reported.

3.18 Auditing of performance statements is a strategic priority for the ANAO because of the
significant potential benefits it has to the accountability and transparency to the Parliament.

3.19 The first of these key benefits is driving quality improvements in the reporting of non-
financial performance information by Commonwealth entities. As an additional layer of scrutiny
over entities’ processes for developing and reporting performance information, external
assurance by the ANAO would be expected to drive improvements to enhance the maturity of
activities in this area. This may be achieved directly through the identification of findings and
recommendations in individual audits to strengthen performance reporting practices that are
subsequently implemented by auditees. It may also occur through increased auditee interest in
performance reporting matters in anticipation of potential audits and in seeking to match
emergent better practice in this area.

3.20 Secondly, audits of performance statements will help the sector enhance trust and
credibility in the reporting of non-financial performance information. As with financial statements
auditing in the public sector and the broader economy, the independent credibility provided by
quality audit activity and reporting will give users of Australian Government performance
information reasonable assurance of the compliance of performance information with the
requirements of the performance reporting framework.

55 Public Governance, Performance and Accountability Amendment (2020 Measures No. 1) Rules 2020.
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3.21 Finally, ANAO audit activity for performance statements will facilitate increased dialogue
in the sector about performance information. As with financial statements and performance
auditing, increased audit activity is expected to provide increased information to the sector about
key challenges in the preparation and auditing of performance information. This will form the
basis of ongoing dialogue between ANAO and key stakeholders such as the JCPAA, the
Department of Finance, audit committees, Accountable Authorities and other Commonwealth
entity senior executives.

3.22 The ANAOQO’s methodology for performance statements audits is subject to the ANAO’s
overarching quality framework as described later in this chapter.

Auditor Reporting

3.23 Auditors share the results of completed audit work with users through the auditor’s report
which includes the auditor’s opinion on the preparation and fair presentation of the financial
statements. Auditor reports are intended to be broadly consistent and comparable to promote
the credibility of the audit process, the understanding by users of the scope and nature of an audit
and also assist users to identify unusual circumstances when they are reported.

3.24 The ANAO has now embedded its use of key audit matters (KAM) in the auditor’s report
for the Commonwealth Consolidated Financial Statements (CFS) and the significant
Commonwealth entities and companies. KAM includes information about the most significant
matters relevant to the audit and the procedures completed to address them to support the
transparency of our work.

3.25 Where appropriate, the auditor's report on the financial statements may include an
'emphasis of matter,' 'other matter' or 'material uncertainty related to going concern' paragraph.
A report on other legal and regulatory requirements may accompany the auditor's report on the
financial statements. The inclusion of these paragraphs does not modify the auditor's opinion.

3.26  Most commonly, an ‘emphasis of matter’ paragraph is a tool available to auditors to
highlight important information. Such a paragraph is included in the auditor's report when the
auditor considers it necessary to draw to the readers’ attention a matter presented in the financial
statements that, in the auditor's judgement, is of such importance that it is fundamental to the
users' understanding of the financial statements.

3.27 The circumstances in which an emphasis of matter is required by the auditing standards
include:

° when financial statements and the auditor's report have been issued and a fact is
discovered that leads to revised financial statements and a new auditor's report being
prepared; and

° when financial statements have been prepared in accordance with a special purpose
framework, and as a result the financial statements may not be suitable for another
purpose.

3.28 The auditor is also required to exercise their judgement to determine if an emphasis of
matter paragraph is required in other circumstances where a matter is fundamental to the users’
understanding of the financial statements. This may include restatement of comparative
information because of material prior period errors, entities whose financial statements are
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prepared on a non-going concern basis and circumstances where the financial statements have
disclosed significant areas of judgement or uncertainty where the impact is particularly
significant.

3.29 For further information about ‘other matter’ and ‘material uncertainty related to going
concern’ paragraphs, refer to Appendix 2.

Changes to auditing standards

3.30 A revised ASA 540 Auditing Accounting Estimates and Related Disclosures was issued in
December 2018 and applied to ANAO audits of financial statements for first time in 2020-21.

3.31 In 2020-21 the ANAO introduced revised methodology templates to address the standard
requirements. To ensure that audit teams appropriately responded to the new standard
requirements and methodology templates, the ANAO conducted a focused real-time Quality
Assurance review on selected financial statements audits with significant estimates. The real-time
review assessed the compliance with the auditing standards at the planning and final stages of
the audit.

3.32 The real-time review identified a number of opportunities for improvement in relation to
the application of the requirements of the revised standard, including more robust
documentation around the assessment of audit risks and significant assumptions and inputs
underlying the accounting estimates, as well as consideration of the oversight processes for
management and those charged with governance oversight over the estimate.

3.33 A new version of ASA 315 Identifying and Assessing the Risks of Material Misstatement
was issued by the AUASB in February 2020, effective for financial reporting periods commencing
on or after 15 December 2021, this standard will apply to the 2021-22 audit cycle.

3.34 Therevised standard responds to changes in the financial reporting environment including
more complex financial reporting frameworks, technology being used to a greater extent, and
entities and their governance structures becoming more complex. The standard significantly
enhances the auditor’s considerations in relation to an entity’s use of information technology (IT)
and its impact on the audit. This includes new definitions for ‘general IT controls’ and ‘information
processing controls’. Further, the standard now explicitly recognises the use of automated tools
and techniques by auditors.

3.35 In addition to other changes, the revised standard also emphasises and strengthens the
documentation requirements relating to the exercise of professional scepticism by the auditor.

Changes to accounting standards

3.36 There were no significant changes to accounting standards in 2020-21 that impacted on
Commonwealth entities’ financial statements. In 2021-22, a new standard AASB 1060 General
Purpose Financial Statements — Simplified Disclosures for For-Profit and Not-for-Profit Tier 2
entities applied from 1 July 2021. The changes to disclosures are expected to be minimal for Tier
2 Commonwealth entities with the recognition and measurement requirements in other
Australian Accounting Standards retained. Changes to the FRR because of the adoption of AASB
1060 are currently being considered.
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ANAO Quality Assurance Framework

3.37 The quality of ANAO audit work is reliant on the strength of its independence and quality
control processes. The ANAO defines audit quality as the provision of timely, accurate and
relevant audits, performed independently in accordance with the Auditor-General Act, ANAO
auditing standards and methodologies, which are valued by the Parliament. Delivering quality
audits results in improved public sector performance through accountability and transparency.

3.38 The ANAO Quality Assurance Framework and Plan 2021-22 is published on the ANAO
website and articulates the system of quality control that the ANAO has established to support
the delivery of high-quality audit work and enables the Auditor-General to have confidence in the
opinions and conclusions in the reports prepared for the Parliament.

3.39 The ANAO quality assurance framework complies with the requirements of Auditing
Standard ASQC 1 — Quality Control for Firms that Perform Audits and Reviews of Financial Reports
and Other Financial Information, Other Assurance Engagements and Related Services
Engagements. The AUASB has issued three revised Australian Quality Management Standards
that become effective on 15 December 2022:

. ASQM 1 — Quality Management for Firms that Perform Audits or Reviews of Financial
Reports and Other Financial Information, or Other Assurance or Related Services
Engagements;

. ASQM 2 — Engagement Quality Reviews; and

° ASA 220 - Quality Management for an Audit of a Financial Report and Other Historical
Information.

3.40 The revised standards introduce a quality management approach that is focused on
proactively identifying and responding to risks of quality. The standards include enhanced
requirements and focus on governance and leadership, monitoring and remediation. In the key
deliverables set out in the ANAO Quality Assurance Framework and Plan 2021-22, the ANAO will
review the ANAO Quality Assurance Framework against the requirements of ASQM 1 and ASQM
2 by December 2021. The ANAO will then make enhancements to the framework to ensure that
it responds to the quality risks that arise in audits of public sector entities.

3.41 The ANAO engages the Australian Securities and Investments Commission (ASIC) to
conduct an annual review of the ANAO quality assurance framework and financial statements
audit files, in a similar way to the review work conducted by ASIC on external auditors in the
private sector. This review provides additional external oversight and scrutiny over the ANAO
quality assurance framework and ensures that it is in compliance with auditing standards. The
reports from the ASIC annual review are published on the ANAO website. In 2020-21, the scope
of the review completed by ASIC included a review of the policies and approvals in place regarding
other services conducted by contracted firms. ASIC provided the ANAO with one good practice
recommendation to ensure that the documentation regarding approvals of other services
sufficiently captures the evaluation and conclusion reached.
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Ethics, independence and integrity

3.42 Ethical requirements, with a focus on independence are core to the quality framework.
The fundamental principles of professional ethics as set out in APES 110 Code of Ethics for
Professional Accountants are integrity; objectivity; professional competence and due care;
confidentiality; and professional behaviour. The ANAO maintains a continued focus on
independence through the application of the ANAO Independence Policy that manages threats to
independence in the conduct of the ANAO’s work. The ANAO Integrity Framework sets out the
ANAQ’s integrity control system, supporting our organisation’s integrity. The framework
encompasses the ANAO Integrity Statement, which describes five key principles of integrity that
staff at the ANAO uphold — independence, honesty, accountability, openness and courage.

Quality control and consultation processes

3.43 In the conduct of their work ANAO auditors apply a robust methodology to drive
consistent quality and compliance with the ANAO Auditing Standards. The ANAO audit
methodology incorporates policies regarding direction, supervision and review, consultation on
significant technical and ethical issues, engagement quality control review of high-risk audits and
documentation of audit evidence and work performed.

ANAO Quality Reporting

3.44 The Audit Quality Report 2020-21 demonstrates the ANAO assessment of the
implementation and operating effectiveness of the elements of the ANAO Quality Assurance
Framework. The report provides transparency in respect of the processes, policies, and
procedures that support each element of the ANAO Quality Assurance Framework, and reports
audit quality indicators measuring ANAO performance against target benchmarks. The report also
includes the achievement of the quality assurance strategy and deliverables set out in the Quality
Assurance Framework and Plan, including the results of internal and external quality assurance
reviews.

Data Analytics 2020-21

3.45 Data analytics continues to be a focus for the ANAO, and audits undertaken in
2020-21 have continued to build on previous initiatives to enhance audit quality and efficiency.
More than 80 per cent of the audits of major entities conducted in-house use data analytics as
part of their financial statements audits to enhance efficiency, quality and effectiveness.

3.46 In 2021, the ANAO applied four standardised data analytics solutions to audits, at least
one of which was used by more than 35 audit teams. Adopting standard procedures for common
audit processes reduces duplication of effort and improves quality by simplifying review and
ensuring a consistent approach. The solutions have been developed with common tests,
documentation and data requirements and focus on areas that are applicable to many audits.
These include:

° two analytics focused on different elements of employee entitlements;

° a tool for the risk assessment of journal entries, to enhance testing in response to fraud
risk identified by audit teams; and

° a solution for the testing of appropriations, which was piloted in 2020-21.
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3.47 An evaluation of the solutions is being undertaken to assess the realisation of benefits
from the standardisation process. Additionally, the ANAO is undertaking strategic data-related
projects to continue to respond to the changing data landscape and position audit teams for the
needs of the future. These include new technology solutions that will allow:

. audited entities to securely provide the data required by audit teams more efficiently, in
accordance with data quality and governance requirements; and

. audit teams to have easier access to the data and analytic results relevant to their audit.

3.48 Design work for these technology solutions is currently underway.
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4. Results of financial statements audits by
portfolio

Chapter coverage
This chapter outlines the results of the audits of the 2020-21 financial statements of individual
entities by portfolio based on arrangements existing at 30 June 2021.

The chapter also details an overview of the portfolio and each material entity’s primary role in
the portfolio as well as:

e a summary of financial performance that provides a comparison of the 2019-20 and
2020-21 key departmental and administered financial statements items and commentary
regarding significant movements;

e the number of audit differences reported to all entities within the portfolio;

e asummary of the key areas of financial statements risk and the factors contributing to those
risks for all material entities. This includes identification of key audit matters (KAM) for
relevant entities;

e the status of significant and moderate audit findings reported during 2020-21 and previous
years for all entities; and

e the result of a review of the Administrative Appeals Tribunal (AAT) members’ remuneration
focusing on 'sessional members’ in the Migration and Refugee Division.

Audit results

Two significant and 21 moderate audit findings were reported in 2020-21 (compared with two
significant and 22 moderate 2019-20), and three significant legislative breaches (compared with
one in 2019-20).

4.0.1 A central element of the ANAQ’s financial statements audit methodology, and the focus
of the planning phase of the ANAO audits, is a sound understanding of an entity’s environment
and internal controls relevant to assessing the risk of material misstatement in the financial
statements. This understanding informs the ANAO’s audit approach, including the reliance that
may be placed on entity systems to produce financial statements that are free from material
misstatement. The interim phase of the audit assesses the operating effectiveness of controls.
In the final audit phase, the ANAO:

. completes its assessment of the effectiveness of controls for the full year;
° substantively tests material balances and disclosures in the financial statements; and
° finalises its audit opinion on the entity’s financial statements.

4.0.2 In accordance with generally accepted auditing practice, the ANAO accepts a low level of
risk that the audit procedures will fail to detect that the financial statements are materially
misstated. This low level of risk is accepted because it is too costly to perform an audit that is
predicated on no level of risk. Specific audit procedures are performed to ensure that the risk
accepted is low. These procedures include:

. obtaining knowledge of the entity and its environment;
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4.0.3

reviewing the operation of internal controls;
undertaking analytical reviews;

testing a sample of transactions and account balances and/or conducting data analytics
over entire populations; and

confirming significant year end balances with third parties.

Where a performance audit was tabled during 2020-21 that was relevant to the financial

management or administration of an entity, the impact of those observations on the audit
approach will be discussed within the relevant portfolio section. For audits tabled since
1 July 2021 onwards, relevant observations will inform the ANAQ’s 2021-22 financial statements
audit risk identification process.

4.0.4 This chapter reflects portfolio arrangements at 30 June 2021 as established by the
June 2021 Administrative Arrangements Order, and outlines the following information for each
portfolio:>®

4.0.5

an overview including:

- an analysis of income, expenses, assets and liabilities contributed to the 2020-21
CFS; and

- a table of the number of audit differences reported to entities in the portfolio;
for each material entity within the portfolio:
- the primary role of the entity;

- a summary of financial performance that provides a comparison of the 2019-20
and 2020-21 key financial statement items and commentary regarding significant
movements;

- key areas of financial statements risk including those areas identified as key audit
matters (KAM); >’

the status of significant and moderate audit findings reported during 2020-21 and
previous years for all entities; and

the result of a review of the Administrative Appeals Tribunal (AAT) members’
remuneration focusing on 'sessional members’ in the Migration and Refugee Division.>®

Figure 4.0.1 below provides each portfolio’s contribution, as a percentage of the

Australian Government’s 2020-21 Consolidated Financial Statements (CFS).

56 Three subsidiary entities classified by the Department of Finance as material are consolidated into parent
entities and a separate financial statements analysis has not been included in this chapter. These entities are:
ANSTO Nuclear Medicine Pty Ltd (consolidated into Australian Nuclear Science and Technology Organisation;
CSIRO General Partner Pty Ltd (consolidated into Commonwealth Scientific and Industrial Research
Organisation); and Voyages Indigenous Tourism Australia (consolidated into Indigenous Land and Sea
Corporation).

57  For further details on KAM refer to Chapter 2 paragraphs 2.28 to 2.34.

58 Sessional members refer to members that are part time and are paid on output basis, being the finalisation of
a case, which are allocated a particular case weighting.
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Results of financial statements audits by portfolio

Figure 4.0.1: Portfolio’s contribution as a percentage of the Australian Government’s
2020-21 Consolidated Financial Statements
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Source: ANAO analysis of 2020-21 CFS.
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4.0.6 Table 4.0.1 below presents a summary of significant and moderate findings reported at
30 June 2021 and 30 June 2020 by portfolio and entity, including the number carried forward as
unresolved from the previous year. The findings and associated recommendations were agreed
by all entities.

Table 4.0.1: Significant and moderate audit findings by portfolio and entity
Portfolio 30 June 2021 30 June 2020

Agriculture, Water Department of - - - -
and the Agriculture, Water
Environment and the Environment

Bureau of - - - -
Meteorology

Great Barrier Reef - - 1 -
Marine Park
Authority

Attorney-General’'s | Australian Human 1 - - -
Rights Commission

High Court of - - 2 -
Australia

Defence Department of 3 1 1 2
Defence

Australian Signals - - 1 —
Directorate

Department of 6 - - -
Veterans’ Affairs

Education, Skills Australian National - - 2 -
and Employment University

Finance Department of - - 1 -
Finance

Foreign Affairs and | Australian Trade and - - 1 -
Trade Investment
Commission

Health Department of Health - 1 2 -

Home Affairs Department of Home - - 1 1
Affairs

Australian Federal 1 - — _
Police
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Portfolio 30 June 2021 30 June 2020
New Repeat/ New Repeat/
findings? unresolved | findings? unresolved

findings® findings®

Industry, Science, Australian Nuclear 1 2 - 1

Energy and Science and

Resources Technology

Organisation

Infrastructure, Moorebank - - - 1

Transport, Regional | Intermodal Company

Development and Limited

Communications

Parliamentary Department of 1 - - -

Departments Parliamentary

Services
Prime Minister and | Aboriginal Hostels - - 1 -
Cabinet Limited
Kakadu Tourism - - 1 -
(GLC) Pty Ltd
Northern Land - 1 - 1
Council
Social Services Department of Social - 1 - -
Services
National Disability 1 - 1 -
Insurance Scheme
Launch Transition
Agency
Services Australia - 1 2 -
Treasury Australian Securities - - 1 -
and Investments
Commission
Australian Taxation 2 - - —
Office
Total 16 7 18 6

Note a: Minor findings identified previously and reclassified to a moderate or significant finding are considered new for
the purposes of this table.
Note b: Repeat/unresolved findings are categorised as such if unresolved from a prior financial year. Findings
transferred to another entity as a result of machinery of government changes which remain unresolved are
treated as repeat findings for the purposes of this table.

Note:

Legislative breaches are not included in the table above. Three significant legislative breaches were reported

in 2020-21. For further details refer to individual entity contributions in this chapter for the Northern Land
Council paragraphs 4.12.67 to 4.12.72, Royal Australian Navy Relief Trust Fund paragraph 4.3.97, and the
Department of the Treasury paragraphs 4.14.15 to 4.14.16.

Source: ANAO correspondence 2019-20 and 2020-21.
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4.1 Agriculture, Water and the Environment
portfolio

Portfolio overview

4.1.1  The Agriculture, Water and the Environment portfolio is responsible for advising the
government and implementing programs with respect to the environment, meteorological
services, climate change adaption strategy and science, water resources, rural adjustment and
drought issues, plant and animal biosecurity, Antarctica and Australia’s agricultural, fisheries, food
and forestry industries. Table 4.1.1 identifies material and other entities specifically mentioned in
this chapter.

Table 4.1.1: Agriculture, Water and the Environment portfolio material and other entities
discussed in this chapter

Reporting entity Material Type of Date Date Audit
entity auditor’s  financial auditor’'s  findings
report | statements report identified
signed issued
Department of Agriculture, .
Water and the Environment Yes Moderate v 9 Sept21 | 13 Sept 21 Nil
Bureau of Meteorology Yes Low N4 27 Aug 21 27 Aug 21 Nil
Great Barrier Reef Marine
Park Authority No Low v 2 Sept 21 2 Sept 21 O
v': auditor's report not modified [O: significant or moderate findings and/or legislative matters

identified in previous periods, or the 2020-21 interim audit
phase, now downgraded or resolved

4.1.2  Figure 4.1.1 below shows the Agriculture, Water and the Environment portfolio income,
expenses, assets and liabilities.
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Agriculture, Water and the Environment portfolio

Figure 4.1.1: Agriculture, Water and the Environment portfolio income, expenses, assets
and liabilities
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Source: ANAO analysis of 2020-21 CFS.

4.1.3  Aspreviously outlined in Chapter 2, paragraph 2.7, analysis of the quality and timeliness
of financial statements preparation included a summary of the total number of audit differences
reported to entities during the 2020-21 financial statements audit. Table 4.1.2 provides a
summary of those audit differences that relate to entities within the Agriculture, Water and the
Environment portfolio.

Table 4.1.2: The number of audit differences for entities in the Agriculture, Water and
the Environment portfolio

2020-21 \ 2019-20 \

Unadjusted | Adjusted Total | Unadjusted Adjusted | Total

Department of Agriculture,
Water and the 1 3 4 4 2 6
Environment

Australian Pesticides and

Veterinary Medicines - 1 1 - 5 5
Authority

Bureau of Meteorology 2 1 3 2 - 2
Director of National Parks - - - 1 - 1

Fisheries Research and
Development Corporation

Grains Australia Limited - 2 2 — - _
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2020-21 \ 2019-20 \

Unadjusted | Adjusted Total | Unadjusted Adjusted | Total
- 1 4 4

Grains Research and
Development Corporation

Great Barrier Reef Marine 3 3
Park Authority

Regional Investment
. 3 3
Corporation

Rural Industries Research
and Development 1 - 1 - 1 1
Corporation

Sydney Harbour > >
Federation Trust

Wine Australia - - - 1 - 1

Source: ANAO analysis of audit differences reported to entities in the DAWE Portfolio.

4.14  The following section provides a summary of the 2020-21 financial statements audit
results for the Department of Agriculture, Water and the Environment, and findings for other
material entities and non-material entities in the portfolio.

Department of Agriculture, Water and the Environment

4.1.5 The Department of Agriculture, Water and the Environment (DAWE) is responsible for
conserving, protecting and sustainably managing Australia’s biodiversity, ecosystems,
environment and heritage; advancing Australia’s interests in the Antarctic region; developing and
implementing policies and programs to promote more sustainable, productive, internationally
competitive and profitable Australian agricultural, food and fibre industries; safeguarding
Australia’s animal and plant health status; and implementing water reforms to improve the health
of rivers and freshwater ecosystems and water use efficiency.

Summary of financial performance

4.1.6  The following section provides a comparison of the 2019-20 and 2020-21 key
departmental and administered financial statements items reported by DAWE (as outlined in
Table 4.1.3 and Table 4.1.4) and includes commentary regarding significant movements between
years contributing to overall performance.
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Agriculture, Water and the Environment portfolio

Table 4.1.3: Key departmental financial statements items

Key financial statements items 2020-21

DAWE

($m)
Net (cost of)/contribution by services (914.0) (950.2)
Revenue from government 966.1 818.5
Surplus/(deficit) attributable to the Australian Government 52.1 (131.7)
Total other comprehensive income/(loss) 139.1 (17.9)
'(I';otal comprehensive income/(loss) attributable to the Australian 1911 (149.7)

overnment

Total assets 2,058.7 1,846.1
Total liabilities 1,381.2 1,493.2
Total equity 677.5 352.9

Source: DAWE'’s audited financial statements for the year ended 30 June 2021.

4.1.7 In 2020-21 there was an increase in total comprehensive income attributable to the
Australian Government. The main drivers for the increase included:

. an increase of $147.6 million in Revenue from Government with a portion remaining
unspent at year-end;

° the remeasurement of the Antarctic restoration provision due to changes in economic
assumptions, resulting in a gain of $43.1 million compared to the prior year expense of
$18.7 million and other comprehensive income of $66.2 million compared to a
comprehensive loss of $17.9 million in the prior year; and

° other comprehensive income of $72.9 million, attributable to the current year valuation
of assets primarily in the Antarctic.
4.1.8 Total assets increased by $212.6 million primarily due to an increase in appropriation
receivables. During 2020-21 DAWE received additional appropriation funding due to budget
measures and part of this additional funding remained unspent as at 30 June 2021. The
underspend was due to a combination of operational delays in the Antarctic program and delays
in engaging external service providers to support activities for other departmental outcomes and
capital projects.

4.1.9 Total liabilities decreased by $112.0 million primarily due to a reduction in the Antarctic
restoration provision. The decrease in the provision reflects updated economic assumptions
compared to the prior year including more favourable interest rates, lower assumptions about
cost escalation factors such as Consumer Price Index and Wage Price Index and an increase in the
assumptions relating to long-term discount rate. The decrease in the provision is recognised as
other gains and as a change in the asset revaluation reserve.
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Table 4.1.4: Key administered financial statements items

Key financial statements items 2020-21 2019-20
DAWE DAWE

($m) ($m)

Total expenses 24771 2,035.1
Total income 719.5 758.7
Net (cost of)/contribution by services (1,757.6) (1,276.4)
Total other comprehensive income/(loss) 108.8 52.5
Total comprehensive income/(loss) (1,648.8) (1,223.9)
Total assets administered on behalf of Government 9,755.7 8,677.8
Total liabilities administered on behalf of Government 600.9 275.4
Net assets 9,154.8 8,402.4

Source: DAWE'’s audited financial statements for the year ended 30 June 2021.

4.1.10 The increase in total expenses is primarily due to a higher concessional loan discount
expense as a result of increased loan advances at below-market interest rates to Farm Businesses
and Farm-Related Small Businesses. The average concessional discount applied to each loan also
increased, due to the two-year interest free period offered on a significant number of new loans
settled during 2020-21.

4.1.11 Total income has reduced overall as a result of the following offsetting movements:

. an increase in levies and charges revenue of $66.7 million, reflecting strong agricultural
production and environmental factors such as increased rainfall, particularly for wheat,
grains and seeds;

° new revenue of $100.0 million for the Agriculture Future Drought Resilience Special
Account;
. a reduction in dividend revenue of $108.5 million. The prior year dividends were

attributable to the Australian Government’s interest in Snowy Hydro Limited and were
received prior to the Administrative Arrangements Order effective 1 February 2020, when
the energy functions were transferred to the Department of Industry, Science, Energy and
Resources; and

) a reduction in other gains of $75.0 million due to fewer water assets received for no cost
compared to the prior year.

4.1.12 Total assets administered on behalf of the Government increased due to an additional
$580.1 million in loan receivables and an increase of $326.5 million in cash and cash equivalents.
The increase in loan receivables is in line with the higher concessional loans settled in 2020-21
compared to 2019-20. The increase in cash held in special accounts was due to:

° an increase in the balance of the Agriculture Future Drought Resilience Special Account of
$100.0 million, with $58.2 million of expenditure under Future Drought Resilience
programs. The delay in expenditure is driven by the Government’s decision to open the
Future Drought Fund Innovation program in 2021-22 instead of 2020-21; and
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. a statutory increase of $315.0 million to the Water for the Environment Special Account,
with lower than budgeted expenditure of $44.2 million. The lower expenditure was
attributable to the Government’s decision to end water buy backs though the Sustainable
Rural Water Use and Infrastructure Program and delays by Basin states in bringing forward
efficiency measures including the establishment of the off-farm efficiency programs.

Key areas of financial statements risk

4.1.13 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
DAWE’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided below in Table 4.1.5, including areas which were considered key audit
matters (KAM) by the ANAO. No significant or moderate audit findings were identified relating to
these key areas of risk.

Table 4.1.5: Key areas of financial statements risk

Audit risk
rating

Factors contributing to the risk
assessment

Relevant
financial
statement item

Key area of risk

Departmental

revenue from
contracts with

Accuracy and
completeness of own-
source revenue
relating to import and

Higher ¢ large range of revenue streams,
collected across the country through

multiple systems; and

loan receivables
$1.5 billion

the State and
Territory
Governments and
farm businesses

KAM

customers . e complex cost recovery arrangements.
. export functions
$418.4 million
KAM
Administered Accuracy and Higher o self-assessment nature of collections;
levies fees and completeness of and
charges gmzz,;gdsﬁ;:—y es e complexities involved in estimating the
$541.0 million Vi 9 level of agricultural production on which
. revenue ;
revenue is based.
KAM
Departmental Valuation of the Higher ¢ the balance is subject to judgement and
other provisions Anta.rgtic restoration e_stimation, particularly.relating to
o provision discount rates, escalation factors, asset
$650.3 million KAM replacement costs and useful lives.
Administered Valuation of loans to Higher e variation in loan terms across

jurisdictions;
potential changes in the accounting

treatment for loans should they be
deemed concessional in nature;

the level of estimation involved in
determining any potential impairment of
loans; and

subsequent management of loans to
farm businesses is undertaken by a
third party (the State or Territory
Government, or the Regional
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Relevant Key area of risk Audit risk | Factors contributing to the risk

financial rating assessment
statement item

Investment Corporation), under a
service level agreement with DAWE.
The third party is responsible for
entering into loan agreements with
eligible farm businesses, the approval
of recipients, and the ongoing
monitoring and maintenance of the

loans.
Administered Valuation of water Moderate | ¢ the balance and impairment process is
water entitlements | €ntitlements assets subject to estimation and judgement,
. KAM and impacted by factors including the
$4.0 billion maturity and assessment of the water
market; and

¢ information to support the valuation is
provided by third parties.

Source: ANAO 2020-21 audit results, and DAWE'’s audited financial statements for the year ended 30 June 2021.

Audit results

4.1.14 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Bureau of Meteorology

4.1.15 The Bureau of Meteorology is responsible for gathering weather, water and atmospheric
observations in order to provide forecasts, warnings and long-term weather and climatic outlooks.

Summary of financial performance

4.1.16 The following section provides a comparison of the 2019-20 and 2020-21 key
departmental and administered financial statements items reported by the Bureau of
Meteorology (as outlined in Table 4.1.6 and Table 4.1.7) and includes commentary regarding
significant movements between years contributing to overall performance.
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Table 4.1.6: Key departmental financial statements items

Key financial statement items 2020-21 2019-20
($m) ($m)

Revenue from government 269.9 263.3
Net (cost of)/contribution by services (422.5) (348.2)
Surplus/(deficit) attributable to the Australian Government (152.6) (84.9)
Total other comprehensive income/(loss) - 58.9

Total comprehensive income/(loss) attributable to the

Australian Government (152.6) (26.0)
Total assets 1031.4 1033.6
Total liabilities 294 .4 307.0
Total equity 737.0 726.6

Source: Bureau of Meteorology’s audited financial statements for the year ended 30 June 2021.

4.1.17 Net cost of services increased as a result of additional depreciation expenses following
the capitalisation of new work in progress assets, an increase in employee costs due to employee
separations and the cost of new staff, and an increase in the costs of information and
communications technology (ICT) services.

4.1.18 Movements in other departmental balances were not significant.

Table 4.1.7: Key administered financial statements items

Key financial statements items 2020-21

($m)

Total expenses - -

Total revenue - -

Surplus/(deficit) attributable to the Australian Government - -

Total other comprehensive income - -

Total comprehensive income/(loss) attributable to the
Australian Government

Total assets - -
Total liabilities 0.4 0.4
Net assets/(liabilities) (0.4) (0.4)

Source: Bureau of Meteorology’s audited financial statements for the year ended 30 June 2021.

4.1.19 In 2018-19 the Bureau of Meteorology ceased activities in relation to the sale of third-
party advertising which was reported as administered activities. There has been no further
administered activity since 2018—-19 however the Bureau of Meteorology is still to resolve
administered accounts payable of $366,000 relating to advertising related activities.
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Key areas of financial statements risk

4.1.20 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
Bureau of Meteorology’s financial statements. The ANAO focused audit effort on those areas that
are assessed as having a higher risk of material misstatement. Areas highlighted for specific audit
coverage in 2020-21 are provided in Table 4.1.8. No significant or moderate audit findings were
identified relating to these key areas of risk.

Table 4.1.8: Key areas of financial statements risk

Relevant financial @ Key area of risk Audit risk | Factors contributing to the risk
statement item rating assessment
Departmental Valuation of specialised Moderate | e involves complex valuation
plant and weather equipment processes that involves significant
equipment judgement and estimation by
$616.2 million valuation experts; and
¢ includes diverse types of assets
such as radar, weather stations and
super computers located across
Australia.
Departmental Valuation of computer Moderate | ¢ significant investment in software
computer software software incluldin:q meteorological
$239.5 million applications and data management;
¢ high level of complexity involved in
capturing costs and ensuring these
are capitalised in accordance with
Australian accounting standards;
and
¢ significant reliance on
management’s judgements in
relation to useful lives and
impairment of these assets.
Departmental Accounting for leases Moderate | ¢ considerable number of leases with
right-of-use assets varying terms and conditions, and a
o high level of manual input and
$97.1 million judgement required to estimate the
lease liabilities value of lease liabilities and right-of-
$103.8 million use assets at year-end.

Source: ANAO 2020-21 audit results, and Bureau of Meteorology’s audited financial statements for the year ended
30 June 2021.

Audit results

4.1.21 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Auditor-General Report No.14 2021-22
Audits of the Financial Statements of Australian Government Entities for the Period Ended 30 June 2021

88



Agriculture, Water and the Environment portfolio

Comments on non-material entities

Great Barrier Reef Marine Park Authority

4.1.22 The Great Barrier Reef Marine Park Authority (the Authority) is a non-corporate
Commonwealth entity and operates as a statutory agency under the Great Barrier Reef Marine
Park Act 1975. The Authority is responsible for the long-term protection of the Great Barrier Reef
for all Australians and the international community through the care and development of the
Marine Park.

Audit results

4.1.23 Table 4.1.9 below summarises the status of the audit findings reported by the ANAO in
2019-20 and 2020-21.

Table 4.1.9: Status of audit findings

Category Closing position New findings Findings resolved| Closing position
(2019-20) (2020-21) (2020-21) (2020-21)

Moderate (B) 1 - (1) -

Total 1 - (1) -
Source: ANAO 2020-21 audit results.

Resolved moderate audit finding

Expenditure control environment

4.1.24 As part of the 2019-20 financial statements audit, the ANAO tested the operational
effectiveness of controls related to procurement processes and IT access. The following
weaknesses were identified:

° purchase requisitions to confirm the approval of the commitment of public money did not
exist in several instances;

° evidence did not exist to confirm that expenditure incurred for employment agency
suppliers had been reviewed or approved by a financial delegate confirming that the
services had been rendered prior to payment;

° documentation did not exist to confirm that changes to employee and supplier masterfile
data are reviewed on a regular basis by an independent reviewer; and

° access rights associated with the financial institution online platform were not reviewed
and the vendor payment file was not securely stored prior to uploading to the financial
institution online platform.

4.1.25 In 2019-20, the Authority agreed to the ANAQO’s recommendation and advised during the

final phase of the audit that it had commenced remedial action to strengthen the control

framework. In 2020-21, the audit team completed testing over the controls and concluded that
the Authority had remediated the issues and this finding has been resolved.
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4.2 Attorney-General’s portfolio

Portfolio overview

4.2.1 The Attorney-General’s portfolio covers a range of functions and policy areas, including

legal services; national security and criminal law; industrial relations; work health and safety;
rehabilitation and compensation; integrity and anti-corruption matters; the Commonwealth
justice system, including courts, tribunals, justice policy, and legal assistance, regulation and
reform; protecting and promoting human rights; government records management; and support
for Commonwealth royal commissions. Table 4.2.1 identifies material and other entities
specifically mentioned in this chapter.

Table 4.2.1: Attorney-General’s portfolio material and other entities discussed in this
chapter
Reporting entity Material Type of Date Date Audit
entity auditor’s  financial auditor’s | findings
report statements report identified
signed issued
Attorney-General’s .
Department Yes Moderate v 23 Sept 21 | 23 Sept 21 Nil
Coal Mining Industry (Long
Service Leave Funding) Yes Moderate v 10 Sept 21 | 10 sept 21 Nil
Corporation
Comcare Yes Moderate v 16 Sept 21 | 16 Sept 21 Nil
High Court of Australia Yes Low v 25 Aug 21 | 25 Aug 21 O
National Archives of Australia Yes Low v 31 Aug 21 2 Sept 21 Nil
fustratian Human Rights No Low E 190ct21| 190ct21 |  #
ommission

v': auditor's report not modified
E: auditor’s report contains an emphasis of matter

O: significant or moderate findings and/or legislative

matters identified in previous periods, or the 2020-21

interim audit phase, now downgraded or resolved

€ : new significant or moderate findings and/or legislative
matters noted

4.2.2  The Attorney-General’s Department (AGD) is the lead entity in the portfolio and is
responsible for Australia’s law and justice framework and providing legal services to the
Commonwealth. The department is also responsible for workplace relations and work health and
safety, rehabilitation and compensation. Figure 4.2.1 below shows the Attorney-General’s
portfolio income, expenses, assets and liabilities.
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Figure 4.2.1: Attorney-General’s portfolio income, expenses, assets and liabilities
.
Attorney-General's
Department F s —

Coal Mining Industry
(LSL Funding) Corporation

O A |

High Court of
Australia T

National Archives
Of Australia
N
Non-material entities o —

0 500 1,000 1,500 2,000 2,500 3,000 3,500
$million
= Income Expenses m Assets Liabilities

Source: ANAO analysis of 2020-21 CFS.

4.2.3  Aspreviously outlined in Chapter 2, paragraph 2.7, analysis of the quality and timeliness
of financial statements preparation included a summary of the total number of audit differences
reported to entities during the 2020-21 financial statements audit. Table 4.2.2 provides a
summary of those audit differences that relate to entities within the Attorney-General’s portfolio.

Table 4.2.2: The number of audit differences for entities in the Attorney-General’s
portfolio

2020-21 \ 2019-20

Unadjusted | Adjusted \ Total \ Unadjusted | Adjusted ‘Total

Asbestos Safety and
Eradication Agency

Administrative Appeals
Tribunal

Australian Building and
Construction Commission

Australian Financial Security
Authority

Australian Human Rights
Commission

Australian Law Reform
Commission
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2020-21 \ 2019-20 \

Unadjusted | Adjusted Total | Unadjusted | Adjusted Total

Coal Mining Industry (Long

Service Leave Funding) 1 - 1 - - -
Corporation

Federal Court of Australia - 1 1 - 1 1
Fair Work Commission - 1 1 - — _

Fair Work Ombudsman and
Registered Organisations - 1 1 1 1 2
Commission Entity

National Archives of Australia - 1 1 - 1 1

Office of the Australian
Information Commissioner

Office of the Commonwealth
Ombudsman

Office of the Inspector-
General of Intelligence and - - - - 2 2
Security

Source: Audit differences reported to entities in the Attorney General’s Portfolio.

4.2.4  The following sections provide a summary of the 2020-21 financial statements audit
results for the AGD, other material entities and findings related to non-material entities in the
portfolio.

Attorney-General’s Department

4.2.,5 The Attorney-General’s Department supports the Attorney-General and Minister for
Industrial Relations and the Assistant Minister to the Attorney-General and Assistant Minister for
Industrial Relations. The roles of the department are to contribute towards a just and secure
society by maintaining and improving Australia’s law, justice, security and integrity frameworks,
and to facilitate jobs growth through policies and programs that promote fair, productive and safe
workplaces.

Summary of financial performance

4.2.6  The following section provides a comparison of the 2019-20 and 2020-21 key
departmental and administered financial statements items reported by AGD and includes
commentary regarding significant movements between years contributing to overall performance
as outlined in Table 4.2.3 and 4.2.4.
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Table 4.2.3: Key departmental financial statements items

Key financial statement items 2020-21 2019-20

($m) ($m)
Net (cost of)/contribution by services (220.2) (221.0)
Revenue from government 227.5 213.0
Income tax expense/(benefit) - 0.2
Surplus/(deficit) attributable to the Australian Government 7.4 (7.6)
Total other comprehensive income/(loss) (2.0) -

Total comprehensive income/(loss) attributable to the

Australian Government 5.4 (7.6)
Total assets 585.4 593.8
Total liabilities 427.7 459.4
Total equity 157.6 134.4

Source: AGD’s audited financial statements for the year ended 30 June 2021.

4.2.7 Theincrease in revenue from government of $14.4 million is largely due to the provision
of new measures relating to the COVID-19 pandemic Response Package of $14.5 million.

4.2.8  Total assets decreased mainly due to a reduction in land and building assets of $45.5
million. The major transaction was the transfer of fitout and right-of-use totalling $17.0 million to
the Department of Home Affairs for the National Operations Centre (NOC) located in Symonston,
ACT. The remaining reduction in assets related to the depreciation expense for right-of-use assets
of $27.9 million and other assets of $9.8 million. These reductions have been offset by fitout
acquisitions totalling $6.9 million.

4.2.9 The decrease in total liabilities of $31.7 million is principally due to the transfer of the
right-of-use lease liabilities of $16.4 million relating to the transfer of the NOC to the Department
of Home Affairs and the expiration of all other lease liabilities during 2020-21.
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Table 4.2.4: Key administered financial statements items

Key financial statement items 2020-21 2019-20
($m) ($m)

Total expenses 713.5 897.9
Total income 187.5 293.1
Surplus/(deficit) (526.0) (604.8)
Total other comprehensive income/(loss) 2442 (79.4)

Total comprehensive income/(loss) attributable to the

Australian Government (281.8) (684.3)
Total assets administered on behalf of Government 811.0 626.0
Total liabilities administered on behalf of Government 2,088.3 2,136.3
Net assets/(liabilities) (1,277.3) (1,510.3)

Source: AGD’s audited financial statements for the year ended 30 June 2021.

4.2.10 Total expenses decreased by $184.4 million which is largely the result of the following:

o a decrease of $70.1 million in personal benefit expenses relating to payments under the
Fair Entitlements Guarantee special appropriation to provide financial assistance to
certain unpaid employment entitlements and is a demand driven program; and

° a decrease of $96.2 million for administered grant expenses primarily due to the
Indigenous Legal Assistance Program moving to the National Legal Assistance Partnership
Agreement in 2020-21.

4.2.11 Total income decreased by $105.6 million which is largely due to a $90.4 million

reduction in personal benefit recoveries compared to the prior year in which a single recovery of

$67.9 million occurred.

4.2.12 Total other comprehensive income increased by $323.6 million largely as the result of the
gains on financial assets through comprehensive income due to an overall increase in the
Commonwealth’s administered investments in associate and jointly controlled entities of $378.2
million. This was offset by a reduction in the gains on financial liabilities through comprehensive
income relating to a decrease in the Commonwealth’s Comcare payables of $53.7 million.

4.2.13 The total assets increase of $185.0 million is primarily due to an increase in the
Commonwealth’s investment in associate and jointly controlled entities of $199.6 million that was
offset by a reduction in land and buildings of $8.8 million. Total liabilities decreased as a result of a
reduction in the value of payables by the Commonwealth to Comcare for workers’ compensation
claims and management of asbestos related personal injury common law claims against the
Commonwealth of $44.3 million.

Key areas of financial statements risk

4.2.14 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
AGD'’s financial statements. The ANAO focused audit effort on those areas that are assessed as
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having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.2.5. No significant or moderate audit findings were identified
relating to these key areas of risk.

Table 4.2.5: Key areas of financial statements risk

Relevant financial @ Key area of risk Audit risk | Factors contributing to the risk
statement item rating assessment
Administered Accuracy and Moderate | e risks relating to claims eligibility,
Fair Entitlements occurrence of calculation of benefit amounts and
Guarantee (FEG) administered personal subsequent payments; and
Scheme benefits expenses « the value of debts and liabilities that
personal benefits are recognised relating to the FEG
$106.4 million Scheme.
FEG liabilities are a
component of
personal benefits
liabilities
$0.8 million
Departmental Accuracy of revenue, Moderate | ¢ Australian Government Solicitor
rendering of and the accuracy and (AGS) revenue from rendering of
services completeness of trade services is a significant component
$154.9 million receivables, from of the AGD’s revenue; and

d. d . rendering of services e the value and timing of revenue
goods T)T services recognition is determined with
recevables reference to time recorded on

t of trad

g%%moaﬁgfn ottrade various AGS matters, the

completion and recovery of matters

receivables) and the valuation of work-in-

$41.8 million progress at year-end is subject to
management judgement.
Administered Accuracy and Lower ¢ a significant component of the
grant expenses occurrence of department’s financial statements;
. administered grant and
$289.3 million expenses

e some grant programs are
administered through the

$0.3 million Department of Social Services’

Community Grants Hub.

grant payables

Source: ANAO 2020-21 audit results, and AGD’s audited financial statements for the year ended 30 June 2021.

Audit results

4.2.15 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Coal Mining Industry (Long Service Leave Funding) Corporation

4.2.16 The Coal Mining Industry (Long Service Leave Funding) Corporation (Coal LSL) collects
levies from employers to fund long service leave payments made to employees in the Australian
black coal mining industry. The levies collected are invested until the employee takes long service
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leave, at which point the employer makes a payment to the employee and seeks reimbursement
from Coal LSL in accordance with legislative arrangements.

Summary of financial performance

4.2.17 The following section provides a comparison of the 2019-20 and 2020-21 key financial
statements items reported by Coal LSL and includes commentary regarding significant movements
between years contributing to overall performance. Table 4.2.6 outlines the key financial
statements items.

Table 4.2.6: Key financial statements items

Key financial statement items 2020-21 2019-20
($m) ($m)

Net (cost of)/contribution by services 77.5 (324.5)
Revenue from government 139.6 147.3
Surplus/(deficit) attributable to the Australian Government 2171 (177.1)

Total other comprehensive income/(loss) - -

Total comprehensive income/(loss) attributable to the

Australian Government 217.1 (177.1)
Total assets 2,128.9 1,862.7
Total liabilities 1,769.2 1,720.2
Total equity 359.7 142.6

Source: Coal LSL'’s audited financial statements for the year ended 30 June 2021.

4.2.18 The improved net cost of services is mainly due to an increase in the fair value of
investments in unit trust arrangements. Total expenses also decreased as a result of a lower
estimated long service leave provision compared to 2019-20.

4.2.19 Total assets increased primarily due to a $194.5 million increase in the fair value of unit
trusts investment as global investment markets have performed strongly over the 2020-21
financial year leading to increased asset valuations.

Key areas of financial statements risk

4.2.20 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
Coal LSU's financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.2.7. No significant or moderate audit findings were identified
relating to these key areas of risk.

Auditor-General Report No.14 2021-22
Audits of the Financial Statements of Australian Government Entities for the Period Ended 30 June 2021

96



Attorney-General’s portfolio

Table 4.2.7: Key areas of financial statements risk

Relevant financial Key area of Factors contributing to the risk

statement item risk assessment

Unit trusts Valuation of Higher | e Coal LSL is continuing to increase its
$2.0 billion investments holdings of unlisted assets; and

e complexity surrounding the valuation of
unlisted unit trusts warrant a higher
degree of focus than listed equities and
fixed interest investments.

Provisions Valuation of Higher | e Coal LSL makes a provision for the
$1.8 billion provision for expected reimbursement of employer’s
reimbursements long service leave obligations, based on
a complex methodology and estimation
process.

Source: ANAO 2020-21 audit results, and Coal LSL'’s audited financial statements for the year ended 30 June 2021.

Audit results

4.2.21 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Comcare

4.2.22 Comcare is the Commonwealth’s work health and safety regulator, whose stated
purpose is to ‘promote and enable safe and healthy work’. It also administers the
Commonwealth’s workers compensation scheme and acts as an insurer and claims manager.
Comcare’s enabling role is focused on supporting engagement and better practice approaches to
health and safety across its scheme.

Summary of financial performance

4.2.23 The following section provides a comparison of the 2019-20 and 2020-21 key financial
statements items reported by Comcare and includes commentary regarding significant
movements between years contributing to overall performance as outlined in Table 4.2.8.

Table 4.2.8: Key financial statements items

Key financial statement items 2020-21
($m)

Net (cost of)/contribution by services (21.6) 22.7
Revenue from government 51.2 61.2
Available funding from movement in claims provision (37.6) (92.9)
Deficit attributable to the Australian Government (8.0) (9.0)
Total other comprehensive income (0.1) (0.1)
Total comprehensive income/(loss) attributable to the Australian 8.1 92
Government (81) ©2)
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Key financial statement items 2020-21

($m)
Total assets 3,168.5 3,260.3
Total liabilities 3,159.4 3,243.1
Total equity 9.1 17.2

Source: Comcare’s audited financial statements for the year ended 30 June 2021.

4.2.24 The decrease in the net contribution by services was largely due to a decrease of $109.5
million attributable to changes in gains arising from the movements of workers’ compensation
claims offset by an increase of $74.1 million attributable to changes in gains from the movement
of asbestos-related disease claims provisions. These gains reflect changes in economic
assumptions including inflation and discount rates impacting on the actuarial valuation.

4.2.25 Comcare has arrangements for special appropriations funding for claims to be returned
to the Commonwealth when it is surplus to Comcare’s requirements, after third party recoveries.
This is reflected in the increase in the available funding from movement in claims provision.

4.2.26 Total assets decreased due to a reduction of $44.3 million in appropriations receivable,
and a reduction in Comcare’s cash position of $42.8 million as a result of increased expenses and
reduced interest income.

4.2.27 The reduction in total liabilities was mainly due to a decrease of $90.3 million in the
workers’ compensation claims provision as a result of the current year actuarial valuation.

Key areas of financial statements risk

4.2.28 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
Comcare’s financial statements. The ANAO focused audit effort on those areas that are assessed
as having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.2.9. No significant or moderate audit findings were identified
relating to these key areas of risk.

Table 4.2.9: Key areas of financial statements risk

Relevant financial @ Key area of risk Audit risk | Factors contributing to the risk

statement item rating assessment

Workers’ Valuation of workers’ Higher e complex nature of the valuation of

compensation compensation and the provisions, including: the use of

claims provision asbestos related actuarial valuation models; the

$1.938.9 million disease claims reliance on the accuracy of
provisions underlying assumptions including

common law
asbestos related
disease claims
provision

claims frequency and size, discount
factors and establishment of
procedure through case law,
judgements and data; and the
$830.2 million inherent difficulties in reflecting
macro-economic trends in the
valuation model.

Auditor-General Report No.14 2021-22
Audits of the Financial Statements of Australian Government Entities for the Period Ended 30 June 2021

98



Attorney-General’s portfolio

statement item rating assessment

Relevant financial @ Key area of risk Audit risk | Factors contributing to the risk

workers’
compensation
claims expense

$185.7 million

common law
asbestos related
disease claims

expense.

$22.2 million

Revenue from Accuracy of revenue Moderate | ¢ complex nature of the legislative
contracts with collection and requirements due to the variety of
customers recognition criteria underpinning premium
$2066 million calculations.

Source: ANAO 2020-21 audit results, and Comcare’s audited financial statements for the year ended 30 June 2021.

Audit results

4.2.29 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

High Court of Australia

4.2.30 The High Court of Australia (the Court) is responsible for interpreting and applying the
law of Australia; deciding on cases of special federal significance, including challenges to the
constitutional validity of laws; and hearing appeals, by special leave, from federal, state and
territory courts.

Summary of financial performance

4.2.31 The following section provides a comparison of the 2019-20 and 2020-21 key
departmental and administered financial statements items reported by the Court (as outlined in
Table 4.2.10. and Table 4.2.11) and includes commentary regarding significant movements
between years contributing to overall performance.

Table 4.2.10: Key financial statements items

Key departmental financial statement items

Net (cost of)/contribution by services (22.4) (23.9)
Revenue from government 16.1 15.6
Surplus/(deficit) attributable to the Australian Government (6.3) (8.3)
Total other comprehensive income 5.8 3.8
Total comprehensive income/(loss) attributable to the Australian

(0.5) (4.5)
Government
Total assets 249.1 245.0
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Key departmental financial statement items 2020-21 2019-20

($m) ($m)
Total liabilities 41 41
Total equity 245.0 241.0

Source: The High Court's audited financial statements for the year ended 30 June 2021.
4.2.32 The deficit attributed to the Australian Government in 2019-20 was partly due to the
decrement recorded as a result of the completion of the three-yearly comprehensive valuation of
the Court’s library collection. A comprehensive valuation was not commissioned in 2020-21 for

the library collection.

4.2.33 The increase in other comprehensive income and total assets was a result of the annual

valuation of the Court’s building.

Table 4.2.11: Key administered financial statements items

Key administered financial statement items

Total expenses - -
Total income 25 1.7
Surplus/(deficit) after income tax 25 1.7
Total other comprehensive income after income tax - -
Total comprehensive income/(loss) 2.5 1.7
Total assets administered on behalf of Government 0.2 -
Total liabilities administered on behalf of Government - 0.2
Net assets/(liabilities) 0.2 (0.2)

Source: The High Court's audited financial statements for the year ended 30 June 2021.

4.2.34 The Court’s administered income relates to its hearing and filing fees. The increase in

administered income is due in part to an increase in hearings and an increase in hearings

attracting higher fees in 2020-21.

Key areas of financial statements risk

4.2.35 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
the Court’s financial statements. The ANAO focused audit effort on those areas that are assessed
as having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.2.12. No significant or moderate audit findings were identified

relating to the key area of risk.

Auditor-General Report No.14 2021-22

Audits of the Financial Statements of Australian Government Entities for the Period Ended 30 June 2021

100



Attorney-General’s portfolio

Table 4.2.12: Key area of financial statements risk

Relevant financial | Key area of risk Audit risk = Factors contributing to the risk
statement item rating assessment

Departmental Valuation of land & Moderate | ¢ the valuation of land involves the
land and buildings | Puildings exercise of judgement due to the

restricted nature and unique

$215.2 million characteristic of the land; and

e the valuation of buildings is subject to
judgement due to the limited
availability of observable inputs for
the valuation due to the building’s
special purpose and heritage listing
and the volume of individually
significant components of the building
which have different replacement
costs and remaining useful lives.

Source: ANAO 2020-21 audit results, and the High Court’'s audited financial statements for the year ended
30 June 2021.

Audit results

4.2.36 Table 4.2.13 below summarises the status of the audit findings reported by the ANAO in
2019-20 and 2020-21.

Table 4.2.13: Status of audit findings

Category Closing position New findings Findings resolved| Closing position
(2019-20) (2020-21) (2020-21) (2020-21)

Moderate (B) 2 - (2) -

Total 2 - (2) -
Source: ANAO 2020-21 audit results.

Resolved moderate audit findings

Security management

4.2.37 Maintaining and supporting IT systems requires some user accounts, both at the network
and the application level, to have extensive access rights (privileged access). During 2019-20 the
ANAO identified a number of weaknesses in the effectiveness of the Court’s management of
privileged users and access controls, including:

. a review of activities performed by privileged users was not performed;
. privileged accounts had internet access;
. processes were not implemented to revalidate that standard access to systems remained

appropriate;

° instances where individuals were provided with privileged user access to the financial
management information system (FMIS) to perform routine operations; and

. non-compliance with the Court’s password policy.
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4.2.38 The Court established separate user accounts for the users of the FMIS, implemented
monitoring controls in relation to the activities performed by the privileged users in the FMIS and
implemented a network change to ensure compliance with the Court’s password policy.

4.2.39 At the conclusion of the 2019-20 audit, the Court advised that they would investigate the
implementation of security changes that will negate the need for administrators accounts to have
access to the internet. The Court also advised that management would consider the
implementation of a review for activities performed by privileged users and the implementation
of processes to confirm that users continue to have appropriate access to systems, applications
and data in line with business requirements. This audit finding remained unresolved at the
conclusion of the 2019-20 financial year.

4.2.40 In 2020-21, the Court disabled administrator’s access to the internet. The Court also
implemented a detective control associated with privileged users’ activities. Monitoring activities
have been implemented to confirm that users have appropriate access to system, applications
and data in line with business requirements. The finding is now resolved.

Change management

4.2.41 Change management is a critical component of the information technology (IT) control
environment, supporting the controlled progression of changes to IT systems. The
implementation of a change management process provides management with assurance that
data and calculations within systems that support decision-making and financial reporting can be
relied upon. During 2019-20, the ANAO identified that processes to formally review the change
management register were not implemented. The ANAO also noted that the activities of two
generic user accounts to implement changes were not logged and monitored.

4.2.42 As part of the 2019-20 final audit, the Court disabled the generic user accounts. The
Court advised that the change register would be reviewed on a monthly basis for appropriateness
and completeness. This audit finding remained unresolved at the conclusion of 2019-20. In
2020-21, the Court implemented a review process to confirm the appropriateness and
completeness of changes. The finding is now resolved.

National Archives of Australia

4.2.43 The National Archives of Australia (National Archives) is an Australian Government entity
established under the Archives Act 1983. It sets information and data management policy and
standards for Australian Government entities to meet in creating, retaining, maintaining, securing,
preserving, appropriately disposing of, and providing appropriate access to trusted government
information and data. The National Archives collects records of government decisions and actions.

Summary of financial performance

4.2.44 The following section provides a comparison of the 2019—-20 and 2020-21 key financial
statements items reported by the National Archives (outlined in Table 4.2.14) and includes
commentary regarding significant movements between years contributing to overall
performance.
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Table 4.2.14: Key financial statements items

Attorney-General’s portfolio

Key financial statement items 2020-21 2019-20
($m) ($m)
Net (cost of)/contribution by services (74.3) (84.6)
Revenue from government 67.3 67.6
Surplus/(deficit) attributable to the Australian Government (7.0) (17.0)
Total other comprehensive income/(loss) 46.9 -
Total comprehensive income/(loss) attributable to the 39.9 (17.0)
Australian Government ' ’
Total assets 2,067.4 2,033.9
Total liabilities 498.2 512.7
Total equity 1,569.2 1,521.2

Source: The National Archive’s audited financial statements for the year ended 30 June 2021.

4.2.45 Net cost of services decreased due to the recognition of the intake of records increasing
from $7.6 million to $13.3 million. The intake is recorded as an asset received free of charge
(revenue).

4.2.46 The movement in assets and other comprehensive income is largely due to the
revaluation of the heritage and cultural assets and an increase of $46.9 million in value.
Movements in other balances reflect normal business activities.

Key areas of financial statements risk

4.2.47 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
the National Archives’ financial statements. The ANAO focused audit effort on those areas that
are assessed as having a higher risk of material misstatement. The area highlighted for specific
audit coverage in 2020-21 is provided in Table 4.2.15. No significant or moderate audit findings
were identified relating to the key area of risk.

Table 4.2.15: Key areas of financial statements risk

Key area of risk Audit risk = Factors contributing to the risk
rating assessment

Valuation of the archival Higher e the complex and unique nature of
collection the archival collection.

Relevant financial

statement item

Heritage and
cultural

$1.54 billion

Accounting for Implementation of Moderate | ¢ represented a significant change in
leases AASB 16 Leases accounting for operating leases;
$0.48 billion and

¢ number of significant property
leases across Australia.

Source: ANAO 2020-21 audit results, and the National Archive’s audited financial statements for the year ended
30 June 2021.
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Audit results

4.2.48 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Comments on non-material entities

Australian Human Rights Commission

4.2.49 The Australian Human Rights Commission (the Commission) is Australia’s national human
rights institution. Its purpose is to ensure that Australians have access to effective, independent
complaint handling and public inquiry processes on human rights and discrimination matters, and
benefit from human rights education, advocacy, monitoring and compliance activities.

Audit results

4.2.50 Table 4.2.16 below summarises the status of the audit findings reported by the ANAO in
2019-20 and 2020-21.

Table 4.2.16: Status of audit findings

Category Closing position New findings Findings resolved| Closing position
(2019-20) (2020-21) (2020-21) (2020-21)

Significant (A) - 1 - 1

Total - 1 - ‘ 1 ‘

Source: ANAO 2020-21 audit results.
New significant finding

Weaknesses relating to financial management

4.2.51 The Commission has a history of operating deficits dating back to 2017-18. The
continued operating deficits have resulted in the Commission’s net liability position at year-end
for the last two successive years. The Commission’s net liability position as at 30 June 2021 was
S5.4 million.

4.2.52 In September 2021, the Attorney-General’s Department committed to establishing a
steering committee, in conjunction with the Commission and the Department of Finance, to
support the development of options and implementation of strategies to transition the
Commission to a sustainable financial footing by the end of 2021-22.

4.2.53 The ANAO has recommended that the Commission review the design and effectiveness
of its key financial management and budgetary controls, including:

° clarifying the roles, responsibilities and accountabilities of the key personnel involved in
the Commission’s budget management process;

° improving the effectiveness of the Commission’s budget management process including
establishing budget reporting standards and thresholds for budget variances and
commentary; and
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. strengthening budget monitoring mechanisms including scheduling regular discussions on
budget management variance reports, reviewing for overspending and taking appropriate
corrective action where required.

Emphasis of Matter

4.2.54 The auditor’s report on the 2020-21 financial statements of the Commission includes an
emphasis of matter paragraph drawing attention to the Going Concern note in the Overview
section of the financial statements. The note identifies that there is material uncertainty as to
whether the Commission will be able to establish a sustainable funding model and therefore
whether it will be able to realise its assets and settle its liabilities in the ordinary course of
business and at the amounts stated in the financial statements.

Administrative Appeals Tribunal

4.2.55 The Administrative Appeals Tribunal (AAT) conducts independent merits review of
administrative decisions made by Australian Government ministers, departments and agencies
and, in limited circumstances, state and territory government and non-government bodies.

Audit results

4.2.56 ANAO performed a review of AAT members’ remuneration, focusing on ‘sessional
members’ in the Migration and Refugee Division (MRD) as part of the 2020-21 financial
statements audit. >°

Members’ Remuneration Review

4.2.57 The ANAO found that a small number of members were paid more than the equivalent
full-time salary.®® However, the payments were within the AAT’s guidelines and procedures. The
ANAO reviewed six of the highly paid members by comparing cases finalised in the Case
Management System to that paid in the payroll system. In all instances, the payments were
consistent with the number of cases finalised by the member.

4.2.58 The review focused on the observation that the amounts paid to sessional members
could only be justified if those members had completed at least seven hours of Tribunal work a
day for more than five days per week despite the fact that these members are part-time members
and may have other forms of employment. The ANAO made two observations as part of the
review.

59 The Hon Mark Dreyfus QC, MP (Shadow Attorney-General and Shadow Minister for Constitutional Reform),
wrote to the Auditor-General in relation to this issue. The letter highlighted the potential of over-payment of
fees to part-time members in the Social Services and Child Support Division and ‘sessional members’ of the
Migration and Refugee Division (MRD). It is important to note that the Administrative Appeals Tribunal (AAT) is
the amalgamation of Tribunals which had various remuneration models. Some of these models and related
practices still exist and as such the ANAO focused its review on the MRD. The sessional members in the MRD
represent 27 of the 324 members at 30 June 2021 and remuneration for MRD sessional members was $2.4
million (2020: $3.3 million). The overall figure for all part-time members was $23.4 million.

60 There are no clauses in the Determination preventing part-time members from earning more than full-time
equivalent remuneration.
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Observation one: Confirmation that AAT’s guidelines and procedures align with the requirements of the
Remuneration Tribunal Determination

4.2.59 The AAT advised it is currently seeking legal advice on the appropriateness of the
guidelines and procedures employed by the AAT to remunerate members. The ANAO has limited
its review to the AAT’s current practices and guidelines to meet the Remuneration Tribunal
Determination.

4.2.60 The ANAQ’s review identified some instances where members’ fortnightly paid
remuneration was for more than 14 days. There was limited documentation to evidence
compliance with the requirements of the Remuneration Tribunal Determination (payment for no
more than seven hours per day) given that cases may be finalised over an extended period in an
output based remuneration model.

4.2.61 The legal advice being sought by AAT on the interpretation of the Remuneration Tribunal
Determination will give better clarity to the matter identified above.

Observation two: Weighting used in remuneration model

4.2.62 The amount paid to sessional members on case finalisation, which is based on the case
weighting, may not be consistent with actual time spent. The number of case weighting days paid
for the members reviewed were above those of full-time staff days available. As MRD sessional
members do not keep time records the ANAO could not readily verify the validity of weightings
applied. AAT advised that it would move to time spent (timesheets) rather than case finalisation
basis for all divisions in December 2021 for all part-time members.
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4.3 Defence portfolio

Portfolio overview

4.3.1 The Defence portfolio includes a number of entities that together are responsible for the

defence of Australia and its national interests. The principal entities within the portfolio are the
Department of Defence (Defence), the Department of Veterans’ Affairs (DVA), the Australian
Signals Directorate and Defence Housing Australia (DHA). DVA and its associated bodies, including
the Australian War Memorial (AWM), is administered separately to Defence. DVA is the primary
service delivery entity with responsibility for implementing programs to assist the veteran and ex-
service communities, including repatriation, rehabilitation and compensation, and war graves.
Table 4.3.1 identifies material and other entities specifically mentioned in this chapter.

Table 4.3.1: Defence portfolio material and other entities discussed in this chapter
Reporting entity Material  Audit Type of Date Date Audit
entity risk auditor’s  financial auditor’s | findings
rating report statements report identified
signed issued
Department of Defence Yes High N 30 Sept 21 30281ept oAl
Australian Signals 23 Sept
Directorate Yes Moderate N 23 Sept 21 21 O
Australian War Memorial Yes Low 27 Aug 21 | 30 Aug 21 Nil
Defence Housing Australia Yes Moderate 2 Sept 21 2 Sept 21 Nil
Department of Veterans Yes Moderate E 6 Oct 21 8 Oct 21 2
Affairs
Royal Australian Navy Relief No Low v 30 Jul 21 30 Jul 21 *
Trust Fund

v auditor's report not modified

E: auditor’s report contains an emphasis of matter

A significant or moderate findings and/or legislative
matters reported previously not yet resolved

€ : new significant or moderate findings and/or legislative
matters noted

O: significant or moderate findings and/or legislative
matters identified in previous periods, or the 2020-21
interim audit phase, now downgraded or resolved

4.3.2 Defence, including the Australian Defence Force (ADF), is responsible for protecting and
advancing Australia’s strategic interests through the promotion of security and stability, the
provision of military capabilities to defend Australia and its national interests, and the provision of
support for the Australian community and civilian authorities as directed by the Australian
Government. In 2020-21, support for the community and civilian authorities included support to
state and territory authorities during Operation COVID-19 Assist, as well as related support
provided by Defence to other parts of the Australian Public Service.

433 Figure 4.3.1 shows the Defence Portfolio’s income, expenses, assets and liabilities.
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Figure 4.3.1: Defence portfolio income, expenses, assets and liabilities

]
Department of
Defence

Australian Signals I
Directorate |

Australian War
Memorial !

Defence Housing !
Australia ™

Department of '
Veterans' Affairs

Non-material
entities
0 50,000 100,000 150,000 200,000
$million
® Income Expenses = Assets Liabilities

Source: 2020-21 CFS

4.3.4  Aspreviously outlined in Chapter 2, paragraph 2.7, analysis of the quality and timeliness
of financial statements preparation included a summary of the total number of audit differences
reported to entities during the 2020-21 financial statements audit. Table 4.3.2 provides a
summary of those audit differences that relate to entities within the Defence portfolio.

Table 4.3.2: The number of audit differences for entities in the Defence portfolio

2020-21 | 2019-20
Unadjusted | Adjusted \ Total \ Unadjusted  Adjusted \ Total

Department of Defence 122 52 172 16 6 22
Agstrallan Signals 2 _ > 2 B 2
Directorate
Australian Strategic Policy
Institute Limited - 2 2 - 3 3
Defence Housing Australia - 1 1 1 - 1
Department of Veterans’ 1 _ 1 _ _ _
Affairs
Defence Service Homes

- - - - 2 2
Insurance Scheme
Royal Australian Air Force
Veterans’ Residences Trust - 1 1 - - -
Fund
Royal Australian Navy _ 2 5 _ _ _
Central Canteens Board

Note a: The current year adjustments include adjustments identified in 2020-21 that relate to the prior year.
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Source: Audit differences reported to entities in the Defence Portfolio.
4.3.5 The following sections provide a summary of the 2020-21 financial statements audit
results for Defence and other material entities.

Department of Defence

4.3.6 Defence is responsible for protecting and advancing Australia’s strategic interests
through the promotion of security and stability; the provision of military capabilities to defend
Australia and its national interests; and the provision of support for the Australian community and
civilian authorities as directed by the Australian Government.

Summary of financial performance

4.3.7  The following section provides a comparison of the 2019-20 and 2020-21 key
departmental and administered financial statements items reported by Defence (as outlined in
Table 4.3.3 and 4.3.4) and includes commentary regarding significant movements between years
contributing to overall performance.

Table 4.3.3: Key departmental financial statements items

Key financial statements items

Net (cost of)/contribution by services (35,234.5) (33,826.7)
Revenue from government 27,365.6 34,290.2
Surplus/(deficit) attributable to the Australian Government (7,868.9) 463.5
Total other comprehensive income/(loss) (793.1) 105.8

Total comprehensive income/(loss) attributable to the

Australian Government (8,662.0) 569.3
Total assets 118,907.2 112,275.0
Total liabilities 12,924.3 11,468.6
Total equity 105,982.9 100,806.4

Note a: Defence has restated prior year figures in the 2020-21 financial statements and Table 4.3.3 has been adjusted
to reflect these changes.

Source: Defence’s audited financial statements for the year ended 30 June 2021.

4.3.8 Revenue from government decreased due to changes in Defence’s funding. Revenue
from government no longer includes the cost of depreciation, inventory consumption and
associated net write-downs and impairment of assets. The acquisition of new assets and inventory
is fully funded via capital appropriations that are recognised in equity.

43,9 Total assets increased mainly due to increases in the operational and capital
appropriation receivable. The capital funding receivable has increased due to the impact of the
COVID-19 pandemic on international supply chains. Restrictions on the movement of workers and
shutdowns in jurisdictions slowed a number of Defence projects. The operational funding
receivable increased as a result of an increase in unpaid creditors as at 30 June 2021.
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Table 4.3.4: Key administered financial statements items

Key financial statements items 2020-21 2019-20
($m) ($m)?

Total expenses 9,900.1 10,062.5
Total income 1,532.8 1,604.0
Surplus/(deficit) (8,367.3) (8,458.5)
Total other comprehensive income/(loss) 14,451.0 625.0
Total comprehensive income/(loss) 6,083.7 (7,833.5)
Total assets administered on behalf of Government 3,276.8 3,678.7
Total liabilities administered on behalf of Government 180,497 .4 188,305.8
Net assets/(liabilities) (177,220.6) (184,627.1)

Note a: Defence has had a prior year adjustment and Table 4.3.4 has been adjusted to reflect the changes.
Source: Defence’s audited financial statements for the year ended 30 June 2021.

4.3.10 Total liabilities administered on behalf of government represent the present value of the
Australian Government’s expected future payments arising from four defined benefit
superannuation plans. The liability is sensitive to movements in financial assumptions, including
the interest rate and future salary and pension increases, and demographic assumptions. The
demographic assumptions applied were assessed by the Australian Government Actuary as at 30
June 2020 and formed the basis of the valuation as at 30 June 2021.

4.3.11 The movement in other comprehensive income and liabilities is largely attributed to
movements in the interest rate.

4.3.12 Assets administered on behalf of Government decreased as a result of the transfer of
loans made to Defence Housing Australia to the Department of Finance as part of the
determination made under subsection 78(1) of the Public Governance, Performance and
Accountability Act 2013 (PGPA Act) to establish the DHA Borrowings Special Account 2020.

Key areas of financial statements risk.

4.3.13 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
Defence’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.3.5, including areas which were considered key audit matters
(KAM) by the ANAO.

Table 4.3.5: Key areas of financial statements risk

Relevant Key area of risk Audit Factors contributing to the risk assessment

financial risk

statement item rating

Departmental Accuracy and Higher | ¢ the high degree of judgement applied by
valuation of the management to measure SME at fair value
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Relevant
financial
statement item

Key area of risk

Defence portfolio

Factors contributing to the risk assessment

specialist military
equipment (SME)

SME balance
which includes

due to the highly specialised nature of these
assets;

$74.5 billion platform assets in the subjectivity in the valuation assessment
use and gnder due to the difficulty in obtaining the
construction and replacement costs of assets with a similar
spare parts for capability in the absence of an active market,
these assets the selection and application of appropriate
KAM (valuation) indices, the determination and assessment of
appropriate useful lives, and the identification
of indicators of impairment;
management of assets under construction is
dispersed across numerous projects that have
complex multi-year contractual arrangements
and project management requirements;
the complexity and high degree of judgement
in the cost attribution model that allocates
accumulated capitalised costs on large scale
acquisition projects between individual
platform assets, associated spares and
inventory;? and
large prepayments are often made in relation
to the acquisition and sustainment of SME.
Administered Accuracy, valuation Higher the measurement of the provision being
employee and Fli_sclosure of complex, requiring significant professional
provisions administered judgement in the selection of key long-term
o employee assumptions (including such matters as salary
$180.2 billion provisions growth and discount rates, pension indexation
KAM (valuation) rate, pension take-up rate and invalidity
retirements) to which the valuation of these
plans is highly sensitive; and
detailed disclosure requirements for the
presentation and disclosure of defined benefit
plans.
Departmental Existence and Moderate variety and number of inventory items which
inventory completeness of are managed differently across a large
$7.8 billion inventory balances number of geographically dispersed locations;
o KAM (existence and
including and completeness) complexity and management expertise
g:fg:;sr:\ég (EO) required to assess and identify obsolete stock.
fuel and general
stores inventory
(GSI)
Departmental Accuracy and Moderate high degree of management judgement
general assets valuation of required in respect of classifying project costs
$31.4 billion general assets as capital or expense and the selection of

KAM (valuation)

valuation methods to measure fair value;

the valuation of Defence’s land, buildings,
infrastructure, plant and equipment and
heritage and cultural assets being dependent
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Relevant Key area of risk Audit Factors contributing to the risk assessment

financial risk
statement item rating

on assumptions that require significant
management judgement. Significant
judgements include capitalisation rates,
current replacement costs, discount rates, and
conditions of the assets. Where observable
market data is not available, the valuation is
subject to a higher level of judgement; and

¢ the subjectivity in determining appropriate
useful lives and the assessment of the
financial impact of indicators of impairment.

Departmental Accuracy and Moderate | ¢ a number of complex IT systems which hold
and Administered | completeness of and generate information critical to the
all financial information financial statements;

processed by

statements items e [T systems which are bespoke or heavily

complex IT . customised for Defence; and

systems which are

critical to key e ongoing major IT reform projects which
elements of include Enterprise Resource Planning
financial increasing Defence’s IT risk profile.
statements

Note a: A significant audit finding has been reported in respect of the cost attribution model that allocates accumulated
capital costs between individual platforms assets, associated spares and inventory.

Source: ANAO 2020-21 audit results, and Defence’s audited financial statements for the year ended 30 June 2021.
4.3.14 The following performance audits reports were tabled during 2020-21 and were relevant
to the financial management or administration of Defence:

. Auditor-General Report No.6 of 2020-21 Design and Implementation of the Defence
Export Strategy;

° Auditor-General Report No.12 of 2020-21 Defence’s Procurement of Offshore Patrol
Vessels — SEA 1190 Phase 1;

. Auditor-General Report No.18 of 2020-21 Defence’s Procurement of Combat
Reconnaissance Vehicles (LAND 400 Phase 2),

° Auditor-General Report No.19 of 2020-21 2019-20 Major Projects Report;

° Auditor-General Report No.21 2020-21 Delivery of Security Vetting Services Follow-up;

. Auditor-General Report No.34 2020-21 Implementation of ANAO and Parliamentary

Committee Recommendations — Department of Defence; and
. Auditor-General Report No.38 2020-21 Defence’s Implementation of Cultural Reform.

4.3.15 These reports identified issues around the procurement, governance, risk management
and quality assurance practices of Defence. Similar issues were noted in the financial statements
audit and have been raised as findings involving a number of key accounting and business
processes.
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Audit results

4.3.16 Table 4.3.6 summarises the status of audit findings reported by the ANAO in
2019-20 and 2020-21.

Table 4.3.6: Status of audit findings

Category Closing position New findings Findings resolved Closing position

(2019-20) (2020-21) (2020-21) (2020-21)
Significant (A) - 1 - 1
Moderate (B) 3 32 (3)p 3
Total 3 4 (3) 4

Note a: A moderate audit finding related to the governance of Australian Defence Force (ADF) health services was
identified during the 2020-21 interim audit. A discussion of this finding can be found in the Auditor-General
Report No.40 2020-21 Interim Report on Key Financial Controls of Major Entities. This finding remains
unresolved.

Note b: Two moderate audit findings related to the management and monitoring of SME balances in ROMAN and
MILIS and the monitoring and management of accounts with privileged access were resolved during the
2020-21 interim audit phase. A discussion of this finding can be found in the Auditor-General Report No.40
2020-21 Interim Report on Key Financial Controls of Major Entities.

Source: ANAO 2020-21 audit results.
4.3.17 For each of the findings listed below, the ANAO undertook additional audit procedures to
gain assurance that Defence’s 2020-21 financial statements were not materially misstated.

New significant audit finding

Valuation of Specialist Military Equipment using the cost attribution model

4.3.18 To support its primary outcomes, Defence undertakes a number of high value equipment
acquisition projects. These projects are complex and span multiple financial years. Judgement is
applied to allocate capitalised costs between individual platform assets, associated spares and
inventory. As at 30 June 2021, the balance of SME assets under construction reported in the
financial statements was $18.2 billion.

4.3.19 Defence uses a cost attribution model (referred to by Defence as the Asset Valuation
Model) to capture costs against applicable projects for SME assets under construction. The model
uses a methodology to allocate project costs across the deliverables associated with the project.
The Asset Valuation Model (AVM) captures both budget and actual costs.

4.3.20 As each project is unique, the methodology and content of the AVM is specific to the
individual needs of each project and varies from project to project. Decentralised project
managers within Defence are responsible for determining the appropriate methodology and the
allocation basis of costs within the AVM.

4.3.21 The ANAO evaluated the cost attribution model and approval of cost allocations related
to SME assets under construction. The ANAO identified internal control weaknesses in the
methodology used by Defence to allocate costs relating to assets under construction. These
included:
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. limited policies and procedures outlining the approach to developing, maintaining, and
recording transactions against the cost attribution model;

° the use of excel spreadsheets to record the AVM transactions, which have no evidenced
controls or protection to prevent the accidental editing or deletion of data; and

° limited quality assurance mechanisms that could be relied upon to provide assurance over
the asset allocations derived from the AVMs.

4.3.22 In addition, the ANAO noted that Defence does not capture employee-related costs as

part of its asset under construction projects. There are currently no systems or processes to

identify the time spent by officers on specific projects.®! Analysis of project employee costs

estimate this to understate asset capitalisations by $67.5 million in 2020-21.

4.3.23 Assets under construction are recorded at cost. The weaknesses noted increase the risk
that the valuation of SME and the associated depreciation expense is misstated in the financial
statements.

4.3.24 Additional audit procedures were performed by the ANAO to gain assurance that the
SME balance and associated depreciation expense were not materially misstated.

4.3.25 The ANAO recommended that Defence:

° consider the development of an IT solution to transition project management from excel
spreadsheets or consider ways to implement controls to reduce the risks associated with
unintended or unauthorised changes to the spreadsheets; ¢2

o develop guidelines, policies and procedures to assist project managers with the
development, maintenance and recording of transactions associated with the cost
attribution model. The guidelines should also aim to increase consistency across projects,
where appropriate;

° implement quality assurance processes to provide assurance for financial reporting
purposes;
o develop and implement a year-end close process to ensure that projects are up to date

and complete for reporting as at 30 June. This should include examining the
appropriateness of using budget figures to adjust asset roll-out costs; and

. consider implementing a time recording system to capture employee costs associated
with each project. Costs should be capitalised to projects in accordance with AASB 116
Property, Plant and Equipment.

61 Weakness associated with Defence’s processes to attribute staff costs to projects have previously been
reported to Defence in the Auditor-General’s 2019-20 Major Projects Review, paragraphs 1.53 to 1.56;
2018-19 Major Projects Review, paragraph 1.53 to 1.55; and 2017—18 Major Projects Review, paragraph 1.45
to 1.49.

62 Risks around the use of excel spreadsheets have previously been reported to Defence in the Auditor-General’s
2019-20 Major Projects Review, paragraphs 1.65 to 1.68; 2018—19 Major Projects Review, paragraph 1.61;
2017-18 Major Projects Review, paragraph 1.55; 2016—17 Major Projects Report, paragraph 1.49; and
2015-16 Major Projects Review, paragraph 1.43.
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Defence portfolio

4.3.26 Defence has agreed to the recommendations made by the ANAO and has commenced a
review and update of policies, processes and guidelines to improve the consistency of judgements
across SME projects. The ANAO will review these processes as part of the 2021-22 audit cycle.

New moderate audit findings
SME Valuation Methodology

4.3.27 Defence holds a SME asset base to maintain its defence capability requirements and
undertakes a fair value assessment of these assets in accordance with Australian Accounting
Standard AASB 13 Fair Value Measurement. The SME balance at 30 June 2021 was $74.5 billion.

4.3.28 SME is valued internally by Defence. Valuation techniques are either market approach or
cost approach, with varying inputs, including but not limited to adjusted market transactions,
replacement cost of new assets, comparable assets and indexation. Defence uses judgement
when selecting inputs to estimate the fair value due to the limited availability of observable
market inputs such as reliable market prices from orderly transactions between market
participants.

4.3.29 The ANAO assessed whether the selection of the method for determining fair value was
appropriate for each class of SME and whether the key assumptions used in the valuation
methodology were reasonable and appropriately supported.

4.3.30 The ANAO identified instances where the judgements supporting the valuation estimates
were inconsistently applied or were not supported by a documented rationale. The ANAO also
identified instances where the indexes used in valuations were not as at 30 June.

4.3.31 The ANAO also identified the following:

o Defence had not considered whether capabilities of similar assets could be adjusted to
arrive at the asset’s current replacement cost when applying the comparator approach;

o Defence had not assessed the appropriateness of using adjusted market inputs when an
asset had been constructed over an extended period of time;

° an assessment of the continued appropriateness of the application of indices for a
particular asset had not been performed; and

o procedures to retrospectively assess whether estimates made in prior years were
appropriate had not been implemented.

4.3.32 Weaknesses in the valuation methodology increase the risk of a material misstatement in
the financial statements.

4.3.33 The ANAO recommended Defence:

o ensure documentation to support the valuation is comprehensive and demonstrates
management’s assessment of estimation uncertainty; the consideration of alternative
methodologies and assumptions;

° undertake a retrospective review to confirm the reliability of estimates made in prior
years;
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consider engaging an external expert to review the valuation methodology and key
assumptions designed to support the judgement that assets are held at fair value;

assess the continued appropriateness of cost as an input of fair value where assets are
capitalised across multiple financial years; and

documentation of assessment performed to confirm the carrying amount of assets not
subject to the current year comparator valuation approach are not materially different to
fair value.

4.3.34 Defence agreed with the recommendation and will review the appropriateness of
judgements and indices applied in the annual fair value assessment process and assess the
viability of engaging external experts to assist with SME valuation. The ANAO will review the

progress made as part of the 2021-22 audit.

Management of privacy data

4.3.35

Management of personally identifiable data is a responsibility of all Australian

Government entities subject to the Privacy Act 1988. Under the Act, various supplementary
directions such as the Australian Government Agencies Privacy Code (the Code) and the Australian
Privacy Principles (APP) define an entity’s responsibility around the collection, use, storage and
disclosure of personal information.

4.3.36

Defence has implemented a privacy policy which has been designed to inform individuals

about the way Defence collects, stores, uses and discloses personal information. This policy also
provides guidance to access, or seek correction of, personal information held by Defence.

4.3.37

4.3.38

In reviewing the privacy framework at Defence, the ANAO observed that:

significant programs related to the management of personally identifiable information are
outdated or scheduled for reviews that have not yet occurred;

privacy impact assessments are not stored in an accessible format and are not searchable
to discover known risks and impacts;

there is no consistent data dictionary or data governance applied to allow for the discovery
of specific data types across disparate applications and networks;

information on historical data breaches is inconsistent across Defence, with no central
repository or register to report against strategic risks; and

compliance activities to ensure Defence is meeting the requirements are either not able
to be performed or are not performed in a timely manner.

Defence was unable to provide evidence and assurance that personally identifiable

information was being managed appropriately. The ANAO also identified that Defence has limited
ability to discover systems that contain information that would be classified as personally
identifiable information, as well as no systematic method for tracking changes, access or
distribution of personally identifiable information.

4.3.39

The weaknesses observed increase the risk that privacy data may be accessed or

modified by those without authorisation to do so, and discovery of this inappropriate activity may
not be timely or accurate.
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Defence portfolio

4.3.40 The ANAO has recommended that Defence:

° review its data governance framework and address control weaknesses surrounding the
collection, use, storage and disclosure of personal information;

° establish a digital repository to index or record the locations, types of data, systems and
other critical information relating to the management of personally identifiable
information; and

. report regularly against compliance and application of the Privacy Policy as well as key
indicators from the Code and APPs.

4.3.41 Defence advised that they will be instituting a number of remediation actions as part of

the inaugural Defence Data Strategy 2021-23. The ANAO will review the implementation of the

actions related to privacy data as part of the 2021-22 audit.

Resolved moderate audit finding

Segregation of duties’ deficiencies within the purchase and payable function

4.3.42 During 2019-20, the ANAO identified a lack of segregation between the critical
procurement functions involving the creation/modification of vendor data, the raising and
approval of a purchase order, the goods receipting function, and the payment authorisation
process. The segregation of duties weaknesses related to procurements which were not subject to
panel arrangements. The lack of segregation of duties increases the risk of fraud and/or financial
loss.

4.3.43 In 2020-21 Defence implemented automated and manual controls to prevent officers
from performing incompatible procurement functions. The ANAO has confirmed the
implementation and tested the operation of these controls. Based on testing performed, sufficient
evidence of the operating effectiveness was obtained to confirm that the identified issues had
been resolved.

Unresolved moderate audit finding

Weaknesses around the governance of ADF health services

4.3.44 The provision of health services to ADF members is managed under a contract with an
external service provider. The contract commenced on 1 July 2019 and includes two broad
categories of charges covering off-base and on-base services. Defence undertakes a review of the

fees and charges associated with off-base services to provide assurance that the invoiced amounts
are accurate and valid.

4.3.45 As part of the interim audit, the ANAO identified weaknesses associated with the
processes implemented by Defence to confirm the accuracy and validity of the service provider’s
monthly invoices. The ANAO recommended Defence:

o examine and strengthen the design of processes to provide assurance over the accuracy
and validity of the health service payments;

° extend assurance activities to include on-base services; and
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. complete assurance activities in a timely manner and escalate issue to an appropriate level
of management to ensure that issues can be dealt with promptly and recoveries initiated
where required.

4.3.46 Defence has advised the ANAO that progress has been made to address the audit finding.

The ANAO will examine the remediation activities undertaken as part of the 2021-22 audit.

Australian Signals Directorate

4.3.47 The purpose of the Australian Signals Directorate (ASD) is to defend Australia from global
threats and advance Australia’s national interest through the provision of foreign signals
intelligence, cybersecurity and offensive cyber operations, as directed by government. The
Australian Cyber Security Centre, which is a part of ASD, provides support to government and the
Australian community to improve Australia’s cyber resilience.

Summary of financial performance

4.3.48 The following section provides a comparison of the 2019—-20 and 2020-21 key financial
statements items (as outlined in Table 4.3.7) reported by ASD and includes commentary regarding
significant movements between years contributing to overall performance.

Table 4.3.7: Key financial statements items

Key financial statement items 2020-21 2019-20

($m) ($m)
Net (cost of)/contribution by services (1,023.3) (863.1)
Revenue from government 805.7 763.9
Surplus/(deficit) attributable to the Australian Government (217.6) (99.2)
Total other comprehensive income/(loss) (5.7) 18.1

Total comprehensive income/(loss) attributable to the

Australian Government (223.3) (81.1)
Total assets 992.3 994.3
Total liabilities 636.5 574.3
Total equity 355.8 420.0

Source: ASD’s audited financial statements for the year ended 30 June 2021.

4.3.49 Net cost of services has increased mainly due to growth in employee benefits expenses
of $24.9 million; an increase in depreciation expenses of $33.3 million reflecting the roll out of
assets under construction during the period; and an additional $95.8 million in supplier expenses
incurred due to further procurement undertaken in 2020-21 compared with 2019-20 which was
impacted by the COVID-19 pandemic.

4.3.50 Revenue from government increased as a result of new policy proposals being funded
and indexation from the previous period. Total liabilities increased mainly due to growth in
supplier payables of $45.5 million reflecting the additional supplier expenses incurred during
2020-21 as noted above. Fluctuations in other balances reflect normal business activities.
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Key areas of financial statements risk

Defence portfolio

4.3.51 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
ASD’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage are
outlined in Table 4.3.8.

Table 4.3.8: Key areas of financial statements risk

Relevant financial

statement item

Key areas of
risk

Audit
risk

Factors contribution to the risk assessment

rating

statement line items

and accuracy of
transactions
made by ASD’s
shared service
provider
(Department of
Defence)

Departmental Measurement Moderate | ¢ judgement applied by ASD in determining
plant and and recognition whether expenditure on assets, particularly
equipment of non-financial those under construction, should be

. assets, capitalised or expensed;
$277.5 million particularly . _ _ _ _

- ¢ valuation and impairment considerations for
_bundmgs and assets un.der assets, particularly complex assets under
infrastructure construction construction, is subject to judgement by
$402.7 million ASD; and
intangibles e moderate audit finding identified during the
$64.8 million 2019-20 financial statements audit relating
depreciation and to weaknesses in the asset capitalisation

o and monitoring process.
amortisation
expenses
$164.8 million
All financial Completeness Moderate | « significance of the reliance on the internal

controls and IT processes that have been
established by the shared service provider.

Source: ANAO 2020-21 audit results, and ASD’s audited financial statements for the year ended 30 June 2021.

Audit results

4.3.52 Table 4.3.9 summarises the status of audit findings reported by the ANAO in
2019-20 and 2020-21.

Table 4.3.9: Status of audit findings

Category

Closing position

(2019-20)

Moderate (B)

New findings Findings resolved Closing position
(2020-21) (2020-21) (2020-21)

— (1) —

Total

Source: ANAO 2020-21 audit results.
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4.3.53 For the finding listed below, the ANAO undertook additional audit procedures to gain
assurance that ASD’s 2020-21 financial statements were not materially misstated.

Resolved audit finding

Asset Capitalisation and Monitoring Process

4.3.54 The ANAQ’s 2019-20 financial statements audit identified weaknesses in ASD’s asset
management and accounting framework relating to assets under construction. At 30 June 2020 a
material proportion of the asset under construction balance was identified as being completed
and in service, however, the necessary accounting process to transfer these assets to the asset
register had not occurred. As a result, a manual process to estimate the impact of depreciation of
these assets was required to correctly account for these assets in the financial statements. The
ANAO considers the timely transfer of assets under construction to the asset register a key control
that supports: the accuracy of the financial statements, internal and external budget processes
and is an important element of the internal control framework supporting the custody of assets
managed by ASD.

4.3.55 In addressing the audit finding and the ANAO’s recommendations, ASD has:

° updated policies and procedures for project managers and asset custodians that explain
accounting responsibilities and supported these procedures through the provision of
training;

. reviewed the balance of assets under construction, identified completed and in service
assets to be transferred to the asset register and updated the asset register with these
details; and

° implemented revised monthly accounting processes to review and confirm with project
managers that the assets under construction balance does not contain completed assets
that otherwise require addition to the asset register.

4.3.56 As ASD has addressed the ANAQO’s recommendations this audit finding has been resolved.

Australian War Memorial

4.3.57 The Australian War Memorial (AWM) has responsibility for commemorating, interpreting
and understanding the Australian experience of war and its enduring impact through maintaining
and developing the national memorial and its collection, and exhibiting historical material, and
undertaking commemorative ceremonies and research.

Summary of financial performance

4.3.58 The following section provides a comparison of the 2019-20 and 2020-21 key financial
statements items reported by the AWM (as outlined in Table 4.3.10) and includes commentary
regarding significant movements between years contributing to overall performance.
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Table 4.3.10: Key financial statements items

Defence portfolio

Key financial statement items 2020-21 2019-20
($m) ($m)
Net (cost of)/contribution by services (46.5) (43.7)
Revenue from government 44 .2 46.4
Surplus/(deficit) attributable to the Australian Government (2.3) 2.7
Total other comprehensive income/(loss) 111 0.1
Total comprehensive income/(loss) attributable to the Australian 88 28
Government
Total assets 1,559.2 1,491.4
Total liabilities 16.8 13.0
Total equity 1,542.4 1,478.4

Source: AWM’s audited financial statements for the year ended 30 June 2021.

4.3.59 The increase in net cost of services was due to a reduction in revenue of $6.1 million
during the year with the AWM closed for portions of 2020-21 and a large a decrease in collection
donations of $2.6 million. This was partially offset with lower staff and operating costs with the
AWM'’s closure and reduced attendances due to the COVID-19 pandemic restrictions.

Key areas of financial statements risk

4.3.60 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
AWM’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.3.11. No significant or moderate audit findings were identified
relating to these key areas of risk.

Table 4.3.11: Key areas of financial statements risk

Audit risk | Factors contributing to the risk
rating assessment

Relevant financial
statement item

Key area of risk

Heritage and
cultural assets

$1,175.4 million

Valuation of the
collection

Higher

valuation is subject to judgement and
assumptions, including assessments
for impairment and the unique nature
of the collection having no active

market; and

judgement is involved in determining
what costs should be capitalised.

Source: ANAO 2020-21 audit results, and AWM’s audited financial statements for the year ended 30 June 2021.

Audit results

4.3.61 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.
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Defence Housing Australia

4.3.62 Defence Housing Australia (DHA) is responsible for providing housing and related services
to members of the Australian Defence Force and their families, consistent with Defence’s
operational requirements. To meet these requirements, DHA is responsible for constructing,
purchasing and leasing houses for Australian Defence Force personnel. Each year, DHA sells a
portion of its properties through a sale and leaseback program, and those revenues are DHA’s
primary source of capital funding to acquire new properties.

Summary of financial performance

4.3.63 The following section provides a comparison of the 2019—-20 and 2020-21 key financial
statement items reported by the DHA (as outlined in Table 4.3.12) and includes commentary
regarding significant movements between years contributing to overall performance.

Table 4.3.12: Key financial statements items

Key financial statement items 2020-21 2019-20
($m) ($m)

Total income 867.5 922.8
Total expenses 758.9 863.1
Profit before tax 108.6 59.7
Income tax expense 30.0 171
Net profit after income tax 78.6 42.7
Other comprehensive income - -
Total comprehensive income 78.6 42.7
Total assets 3,460.1 3,899.3
Total liabilities 1,956.9 2,427.5
Total equity 1,503.2 1,471.8

Source: DHA'’s audited financial statements for the year ended 30 June 2021.
4.3.64 The decrease in income was mainly attributable to the decrease in sale of inventories as
a result of holding back of inventory stock for investment purposes.

4.3.65 The decrease in total expenses related to a decrease in repairs and maintenance expense
with the COVID-19 pandemic limiting the repairs and maintenance work undertaken during
2020-21, and the write-back of impairment of properties in the current year compared to write-
down in last year due to uncertain market conditions. In addition, there has been a decrease in
the cost of inventories sold which correlates to the decrease in sales.

4.3.66 The decrease in total assets is due to the repayment of loans, which also resulted in a
corresponding decrease in total liabilities.
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Defence portfolio

Key areas of financial statements risk

4.3.67 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
DHA’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.3.13.

Table 4.3.13: Key areas of financial statements risk

Relevant Key area of risk Audit Factors contributing to the risk assessment
financial risk

statement item rating

Inventories Valuation of Higher | ¢ the high volume of properties and the
$563.1 million inventories complexity and detail of the model used to

determine the correct valuation basis for
inventory as either cost or net realisable value;

¢ the uncertainty associated with the market
data, including the impact of the COVID-19
pandemic, which is a key input into the
valuation model used to calculate the net
realisable value;

e management judgement applied in
determining key inputs into the valuation
model used to determine net realisable value;

e the accuracy and completeness of the
inventory data held in the systems supporting
the financial statements due to the volume of
properties; and

e depth of detailed judgement in applying the
complex technical requirements of the financial
framework for presentation and disclosure.

Investment Impairment of Higher | ¢ complex valuation method, multiple data

properties investment sources and assumptions subject to

$2.580.9 million properties management judgement, including determining
impairment;

e judgement to determine the correct
classification of investment properties as either
held for sale or non-current assets;

e the impact of the COVID-19 pandemic on the
market which impacts the valuation; and

e complex calculations and judgements are
involved to determine the right-of-use asset
value and the corresponding lease liability
balance.
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Relevant Key area of risk Audit Factors contributing to the risk assessment

financial risk

statement item rating

Revenue Revenue Higher ¢ the nature and number of the revenue streams

$830.0 million recognition and complexity of transactions and systems
used to capture and record the financial
information;

e the number of revenue streams and volume
and complexity of transactions increases the
risk around the appropriateness of the
recognition of revenue; and

¢ the splitting of income between revenue under
AASB 15 Revenue from Contracts with
Customers and leasing income under AASB
16 Leases involves judgements and
assumptions.

Source: ANAO 2020-21 audit results, and DHA’s audited financial statements for the year ended 30 June 2021.

Audit results

4.3.68 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Department of Veterans’ Affairs

4.3.69 The Department of Veterans’ Affairs (DVA) is responsible for developing and
implementing programs to assist the veteran and ex-service communities. This includes: granting
pensions, allowances and other benefits, and providing treatment under the Veterans’
Entitlements Act 1986; the administration of benefits and arrangements under the Military
Rehabilitation and Compensation legislation and the Safety, Rehabilitation and Compensation
(Defence-related Claims) legislation; administering the Defence Service Homes Act 1918 and the
War Graves Act 1980; and conducting commemorative programs to acknowledge the service and
sacrifice of Australian servicemen and women.

Summary of financial performance

4.3.70 The following section provides a comparison of the 2019-20 and 2020-21 key
departmental and administered financial statements items reported by the DVA (as outlined in
Table 4.3.14 and Table 4.3.15) and includes commentary regarding significant movements
between years contributing to overall performance.
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Table 4.3.14: Key departmental financial statements items

Defence portfolio

Key financial statement items 2020-21 2019-20
($m) ($m)
Net (cost of)/contribution by services (393.7) (422.3)
Revenue from government 384.3 360.4
Surplus/(deficit) attributable to the Australian Government (9.4) (62.0)
Total other comprehensive income 1.1 2.9
Total comprehensive income/(loss) attributable to the
Australian Government (8.3) (59.1)
Total assets 356.9 368.3
Total liabilities 287.0 310.5
Total equity 69.9 57.9

Source: DVA’s audited financial statements for the year ended 30 June 2021.

4.3.71 The reduction in assets is due to the current year depreciation and amortisation of non-
financial assets of $47.4 million offset by the addition of $12.4 million of assets. The reduction is
offset by the increase in unspent appropriation of $20.8 million in 2020-21.

4.3.72 The reduction in liabilities is due to the principal repayment for lease liabilities of $18.7
million as well as a decrease in supplier payables of $7.6 million due to timing of payments runs at

year-end.

Table 4.3.15: Key administered financial statements items

Key financial statements items 2020-21 2019-20

($m) ($m)
Total expenses 22,562.0 21,520.0
Total income 16.0 19.0
Surplus/(deficit) (22,546.0) (21,501.0)
Total other comprehensive income 10.0 6.0
Total comprehensive income/(loss) (22,536.0) (21,495.0)
Total assets administered on behalf of Government 1,726.0 1,664.0
Total liabilities administered on behalf of Government 46,380.0 34,638.0
Net assets/(liabilities) (44,654.0) (32,974.0)

Source: DVA’s audited financial statements for the year ended 30 June 2021.

4.3.73 The increase in total expenses of $1,042.0 million is mainly attributed to the increase in
the military compensation provision following an actuarial review offset by a reduction in personal
benefit and health care payments as a result of a decline in client population.

4.3.74 Total liabilities increased due to the current year actuarial review of personal benefit and
health care provisions of $11,742.0 million as a result of changes in the discount rate and claims

experience.
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Key areas of financial statements risk

4.3.75 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of

DVA’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in

2020-21 are provided in Table 4.3.16, including the area which was considered to be key audit
matters (KAM) by the ANAO.

Table 4.3.16: Key areas of financial statements risk

Relevant
financial
statement item

Key area of risk

Factors contributing to the risk assessment

personal benefits
expense

personal benefits
and health care

Administered Valuation of Higher judgements involved in determining the
personal benefit military assumptions and calculations underpinning
and healthcare compensation the actuarial assessment of the military
provisions provision compensation provision, including
- KAM assumptions relating to future trends in
$46.3 billion medical costs, permanent incapacity, and
inflation rates;
increasing value of the provision as an
unfunded liability; and
completeness of data used to derive the
valuation.
Administered Accuracy of Higher complexity of overseeing and maintaining a

large number of IT business systems which
are supported by the shared services

o payments provider, Services Australia;
$11.9 billion . C _
health care complexity of legislation applicable to
expenses individual claims;
$10.5 billion reliance on accurate and complete veteran-

provided information; and

reliance on a risk-based quality assurance
program to identify errors and initiate debt
recovery arrangements in individual claims.

Source: ANAO 2020-21 audit results, and DVA'’s audited financial statements for the year ended 30 June 2021.

Audit results

4.3.76 The following table summarises the status of audit findings reported by the ANAO in
2019-20 and 2020-21.

Table 4.3.17: Status of audit findings

Category Closing position New findings Findings resolved| Closing position
(2019-20) (2020-21) (2020-21) (2020-21)

Moderate (B) - 6 - 6

Total - 6 - 6

Source: ANAO 2020-21 audit results
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4.3.77 For each of the findings listed below, the ANAO undertook additional audit procedures to
gain assurance that DVA’s 2020-21 financial statements were not materially misstated.

New moderate audit findings
Process direct implementation

4.3.78 In November 2020, income and student support payment processing functions were
transferred to the Process Direct system from old systems. The move to Process Direct was a
component of the Veteran Centric Reform (VCR) program.

4.3.79 ANAO identified weaknesses relating to security and data migration processes associated
with the implementation of the upgrade. There was no authorisation to operate the system as
required by the Protective Security Policy Framework and no system encryption. An authorisation
to operate is important as it means that there is appropriate level of security over the system and
that any residual risk has been accepted. The ANAO also noted that underlying activity to support
an authorisation to operate, including approving of security documentation, testing for security
vulnerabilities, documented security assessment, had not been performed.

4.3.80 DVA has advised that Process Direct was appropriately certified with all required security
documentation in August 2021 and that a review of cybersecurity governance, including the
development and strengthening of appropriate security policies will occur within 2021-22. The
ANAO will review the work undertaken by DVA in relation to this issue during the 2021-22 audit.

Monitoring of high-risk activity in IT systems

4.3.81 DVAreviews all activities in IT systems that it classifies as high risk or a potential indicator
of fraud. A software tool identifies this activity for review. As part of audit work undertaken, the
ANAO identified that the software tool was no longer able to correctly identify high risk activity for
review after a major IT change was implemented in November 2020.

4.3.82 DVA subsequently made changes to ensure that the software tool could correctly identify
high risk activity and retrospectively reviewed all activity that had occurred from November 2020
to July 2021. The ANAO has recommended that DVA implement procedures to ensure that any
future IT system changes do not compromise the software tool used to identify high risk activity
for monitoring.

User terminations

4.3.83 The ANAO identified weaknesses in DVA’s controls relating to terminated users. There
were no processes in place to identify users who had access to systems, applications and/or data
repositories after cessation of employment or contract. Consequently, there was also no process
to monitor activities undertaken by any users after access should have been removed.

4.3.84 After the ANAO identified this issue, DVA investigated activity of users after they had
terminated and concluded that neither its data nor IT systems had been comprised. DVA has
advised that it has introduced technology that enables DVA staff to action terminations in a
timelier manner and that a new process to identify and assess access after termination has been
implemented.
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4.3.85 The ANAO will review the implementation and effective operation of the new processes
as part of the 2021-22 financial statements audit.

User revalidations

4.3.86 A key aspect of system user management that protects systems and applications from
exploitation is a regular user revalidation process that confirms only legitimate users have access
to DVA systems and applications. ANAO noted that DVA does not have a user revalidation process
in place for seven systems that support the financial statements.

4.3.87 DVA has advised that it will review cybersecurity governance and security policies to
ensure they provide clear guidance regarding user revalidation and prescribe specific roles and
responsibilities.

4.3.88 The ANAO will confirm the implementation and effective operation of the new processes
as part of the 2021-22 financial statements audit.

QUASARS Claim Populations

4.3.89 AQUASARS is a system used by DVA to select and perform quality assurance testing of
decisions and payments made in relation to Income Support and Rehabilitation and
Compensation. The results of quality assurance testing are used as a basis for DVA to quantify the
potential error rate in personal benefit and health care payments that are made.

4.3.90 The ANAO identified that there were no processes in place to ensure the completeness
and accuracy of data extracted from business systems and uploaded into QUASARS. In addition,
there were no documented instructions that outline the information required in each report
extracted. The ANAO performed additional audit procedures to obtain assurance over the
completeness and accuracy of data uploaded in the QUASARS system.

4.3.91 DVA has advised the ANAO that it will undertake a review to document processes
undertaken to extract and upload data and develop stronger protocols to ensure uploaded data is
complete and accurate. DVA conducted a review of the data subsequent to the ANAO identifying
this matter and no issues with completeness and accuracy were identified in the 2020-21 data.
The ANAO will review this work as part of the 2021-22 audit.

Financial delegations

4.3.92 Financial delegations are a key part of DVA's internal control framework and ensure
appropriately skilled personnel perform key functions. In February 2021 changes were approved
by the Secretary to financial delegations affecting spending limits. These approved changes were
not updated in DVA’s financial management information system (FMIS) until July 2021. The ANAO
performed additional testing to gain sufficient and appropriate audit evidence that DVA’s
payments made through the FMIS were approved within the delegation limits set by the
Secretary.

4.3.93 The department has advised the ANAO that it has subsequently performed a review of
financial transactions between February 2021 and July 2021 and did not identify any approvals
made that were above the delegation level. In addition, it has developed a process to ensure
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future changes to delegation limits are reflected in the FMIS in a timely manner. The ANAO will
confirm the implementation and effective operation of the new processes as part of the 2021-22
audit.

Emphasis of Matter

4.3.94 The auditor’s report on the 2020-21 financial statements of DVA includes an emphasis of
matter paragraph drawing attention to the significant uncertainty associated with a number of the
assumptions used in the calculation of the personal benefit and health care provisions and to the
sensitivity of the valuation of the provision to changes in these assumptions.

Comments on non-material entities

Royal Australian Navy Relief Trust Fund

4.3.95 The Royal Australian Navy Relief Trust Fund (the Fund) was established to provide
interest free loans to current and ex-navy personnel to assist with small expenditure items.
Interest free loans of up to $7,000 may be approved where eligibility criteria have been met. In
accordance with the Services Trust Fund’s Act 1947, a person who is a Trustee or a dependant of a
Trustee of any fund shall not receive benefits from the Fund.

Audit results

4.3.96 Table 4.3.18 below summarises the status of the audit findings reported by the ANAO in
2019-20 and 2020-21.

Table 4.3.18: Status of audit findings

Category Closing position New findings Findings resolved| Closing position

(2019-20) (2020-21) (2020-21) (2020-21)
Significant legislative
breach (L1)

Total - 1 - 1
Source: ANAO 2020-21 audit results.

New significant legislative breach

Related party transaction

4.3.97 During the audit, the ANAO identified that a loan including an administration fee had
been made to a related party in contravention of paragraph 14 of the Services Trust Fund’s Act

1947. The ANAO recommended that the Fund strengthens its policies and procedures to prevent
any payments being made in contravention of legislative obligations.
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4.4 Education, Skills and Employment portfolio

Portfolio overview
441

The Education, Skills and Employment portfolio’s purpose is to contribute to Australia’s

economic prosperity and social wellbeing by creating opportunities and driving better outcomes
for people through education, skills and employment pathways. Table 4.4.1 identifies material and
other entities specifically mentioned in this chapter.

Table 4.4.1:

Education, Skills and Employment portfolio material and other entities
discussed in this chapter

Reporting entity Material Audit Type of Date Date Audit
entity risk auditor’s | financial | auditor’s | findings
rating report |statements report |identified
signed issued
Department of Education, Yes Moderate .
Skills and Employment v 7 Sept21 | 9 Sept 21 Nil
Australian Research Council Yes Low N4 6 Sept21 | 6 Sept 21 Nil
Australian National University No Moderate V& 9 Apr21 | 12 Apr 21 O

v': auditor's report not modified [O: significant or moderate findings and/or legislative

matters identified in previous periods, or the 2020-21
interim audit phase, now downgraded or resolved
< : financial year end date other than 30 June 2021

4.4.2  The Department of Education, Skills and Employment (DESE) is the lead entity in the
portfolio and is responsible for ensuring Australians can experience the social wellbeing and
economic benefits that quality education, training and employment provide.

4.4.3 In addition to DESE, there are six entities in the portfolio that have responsibility for
working with state and territory governments, other Australian Government entities and service
providers to provide policy advice and services to benefit Australians.

4.4.4  Figure 4.4.1 shows the Education, Skills and Employment portfolio’s income, expenses,
assets and liabilities.
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Figure 4.4.1: Education, Skills and Employment portfolio income, expenses, assets and

liabilities

Department of

Education, Skills
and Employment I —

Australian
Research
Council
Non-material
entities
0 10,000 20,000 30,000 40,000 50,000 60,000
$million
m Income Expenses m Assets Liabilities

Source: 2020-21 CFS.

445  Aspreviously outlined in Chapter 2, paragraph 2.7, analysis of the quality and timeliness
of financial statements preparation included a summary of the total number of audit differences
reported to entities during the 2020-21 financial statements audit. Table 4.4.2 provides a
summary of those audit differences that relate to entities within the DESE portfolio.

Table 4.4.2: The number of audit differences for entities in the Education, Skills and
Employment portfolio

2020-21 | 2019-20 |

Unadjusted | Adjusted | Total | Unadjusted Adjusted Total
Department of Education, _ _ _ _ 5 5
Skills and Employment
Australian Skills Quality _ _ _ _ 1 1
Authority
Australian Curriculum,
Assessment and Reporting - 1 1 - 2 2
Authority
Au§trallgn National 5 _ > _ 2 >
University
— ANU Enterprise Pty
Limited 1 4 8 1 2 3
— Australian Scientific 1 _ 1 _ 1 1

Instruments Pty Ltd
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2020-21 \ 2019-20

Unadjusted | Adjusted | Total | Unadjusted Adjusted Total
3 —

—Social Research Centre 1 2

Tertiary Education Quality

Standards Agency a 1 1 B a B

Australian Institute for
Teaching and School 1 1 2 1 - 1
Leadership Limited

Source: Audit differences reported to entities in the DESE Portfolio.

4.4.6  The following sections provide a summary of the 2020-21 financial statements audit
results for all material entities within the DESE portfolio and significant or moderate findings
relating to non-material entities.

Department of Education Skills and Employment

4.4.7  The Department of Education, Skills and Employment (DESE) works with state and
territory governments, other government entities and a range of stakeholders to ensure
Australians can experience the social wellbeing and economic benefits that quality education,
skills and employment provide.

4.4.8  DESE continues to support the formulation and delivery of initiatives including the
ongoing response to the COVID-19 pandemic. The department is delivering key elements of the
Government’s five-year JobMaker Plan, including supporting Australians back into jobs by
investing in skills and higher education and helping job seekers reconnect with employment. The
department also continues to support the provision of essential services on which Australians rely
including childcare, schooling, training, higher education, and employment services.

4.49  The Administered Arrangement Order (AAO) of 18 March 2021, transferred responsibility
for the coordination of youth affairs from the Health portfolio to the Education Skills and
Employment portfolio.

Summary of financial performance

4.4.10 The following section provides a comparison of the 2019-20 and 2020-21 key
departmental and administered financial statements items reported by DESE (as outlined in Table
4.4.3 and Table 4.4.4) and includes commentary regarding significant movements between years
contributing to overall performance.
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Table 4.4.3: Key departmental financial statements items

Key financial statements items 2020-21 2019-20
DESE Education

($m) ($m)

Net (cost of)/ contribution by services (815.5) (757.3)
Revenue from government 858.1 673.0
Surplus/ (deficit) attributable to the Australian Government 42.6 (84.4)
Total other comprehensive income (0.5) -
'(I';otal comprehensive income (loss) attributable to the Australian 49 1 (84.4)

overnment

Total assets 1149.8 899.6
Total liabilities 600.1 592.5
Total equity 549.7 3071

Source: DESE’s audited financial statements for the year ended 30 June 2021.

4.4.11 The $58.2 million increase in the net cost of services was mainly the result of increased
consultants’ costs for the upgrade to the National Employer Service Management IT system.

4.4.12 Revenue from government increased by $185.1 million due to additional funding for the
JobMaker packages for higher education, skills, apprenticeships and employment services, and
continuation of the COVID-19 pandemic response.

4.4.13 The increase in assets is primarily due to an increase in appropriation receivable,
consistent with an underspend in departmental operations, and increased investment in IT
systems such as: the new employment services model; and internally developed software in
respect of the Employment Services System, Higher Education Integration Management System,
and Schools Data Collections Migration System; and other asset replacements.

Table 4.4.4: Key administered financial statements items

Key financial statements items 2020-21 2019-20
DESE Education

($m) ($m)?

Total expenses 48,687.0 47,251.9
Total income 1,473.4 950.9
Surplus/(deficit) (47,213.6) (46,301.1)
Total other comprehensive income/(loss) 104.8 (112.1)
Total comprehensive income/(loss) (47,108.3) (46,413.2)
Total assets administered on behalf of Government 58,268.2 55,299.5
Total liabilities administered on behalf of Government 7,256.1 7,765.9
Net assets 51,0121 47,533.6

Note a: DESE has restated prior year figures in the 2020-21 financial statements and Table 4.4.4 has been adjusted
to reflect these changes.
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Source: DESE’s audited financial statements for the year ended 30 June 2021.

4.4.14 The increase in total expenses related to $1.0 billion increased support to universities for
higher education research, increased childcare funding, and increased emergency assistance as
part of the COVID-19 response initiatives.

4.4.15 The increase in administered income primarily relates to a $589.6 million fair value gain
that was recognised in 2020-21 for the estimated Higher Education Loan Program (HELP)
receivables at year-end. This was partially offset by a decrease in interest income associated with
HELP debt, due to a drop in interest rates compared to the prior year.

4.4.16 The increase in administered assets was primarily due to a $3.1 billion increase in
receivables, including advances and loans, for higher education and vocational students and trade
support loans. The value of these receivables at year-end was based on actuarial assessments
which relied on assumptions regarding the collectability of repayments and future employment
and salary rates, and discount factors, that contain a significant degree of uncertainty and are
influenced by the wider economic environment.

4.4.17 The reduction in administered liabilities was due to a decrease of $372.8 million in the
present value of the Commonwealth’s total superannuation liabilities in respect of current and
former university employees who are members of state superannuation schemes. The remaining
movements related mainly to personal benefit provisions at year-end.

Key areas of financial statements risk

4.4.18 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
DESE’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.4.5, including areas which were considered key audit matters
(KAM) by the ANAO. No significant or moderate audit findings were identified relating to these
key areas of risk.

Table 4.4.5: Key area of financial statements risk

Relevant financial = Key area of risk Audit risk = Factors contributing to the risk
statement item rating assessment

Administered The valuation of the Higher ¢ the balances of outstanding loans
other financial outstanding HELP loan and impairment are derived from
assets: HELP receivable complex actuarial estimates and
receivable KAM the estimate contains a degree of
$54.3 billion estimation uncertainty;
write—down and ¢ the complexity involved in
impairment of assets estimating future income of

$51.3 million individuals that need to repay HELP
HELP loans fair debts, the timing of expected
value losses repayments and the amount of the
$866.8 million Lor?dn not expected to be recovered;
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Relevant financial
statement item

Key area of risk

Audit risk
rating

Education, Skills and Employment portfolio

Factors contributing to the risk
assessment

e payment data is reliant on sources
external to DESE such as: the
Australian Taxation Office;
universities; and other third parties.

Administered The valuation of the Higher e the valuation of the HESP liability is
other receivables - HESP provision and subject to an actuarial estimation
Higher Education receivable process and is highly sensitive to
Superannuation KAM movements in discount factors and
Program (HESP) bond rates; and
$342.0 million e the valuation is complex and
provisions - Higher depends on the accurate provision
Education of source data by universities.
Superannuation
Program (HESP)
$6.4 billion
Administered Accuracy and valuation Higher e complex legislation and
personal benefit of assistance to families administration arrangements that
expenses with children apply to childcare personal
$8.7 billion benefits:

KAM enertits,
other financial e accounting and disclosure of year-
assets: personal end balances which are contingent
benefits receivable on the lodgment of recipient’s
$469.6 million income tax returns;

. e payments are reliant on self-
personal benefits assessed information provided by
payable childcare service providers and
$87.6 million claimants; and
personal benefits ¢ the IT environment is hl_ghly _

o dependent on external information
provision X L
$469.5 million systems which are administered by
' the Department of Social Services
and Services Australia.
Administered Completeness and Moderate | ¢ large and complex IT environment

all financial
statement items

accuracy of financial
statement balances
impacted by the
complexity and range of
IT systems used to
maintain information
and process payments

with business applications
processing a high volume of
transactions;

e many IT systems are bespoke or
heavily customised to DESE; and

e reliance on customised reports to
prepare financial statements
balances.

Source: ANAO 2020-21 audit results, and DESE’s audited financial statements for the year ended 30 June 2021.
4419 The following Auditor-General Reports were tabled during 2020-21:

Auditor-General Report No.32 of 2020-21 Cyber Security Strategies of Non-Corporate
Commonwealth Entities (across entities);

Auditor-General Report No.37 of 2020-21 Monitoring the Impact of Government School
Funding — follow up; and
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. Auditor-General Report No.48 of 2020-21 Effectiveness of Planning and Implementation
of Reform by the Australian Skills Quality Authority.

4.4.20 While these reports did not include recommendations regarding risks to DESE’s financial

administration as it relates to the financial statements, the observations of these reports were

considered in designing audit procedures.

Audit results

4.4.21 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Australian Research Council

4.4.22 The Australian Research Council’s (ARC’s) purpose is to grow knowledge and innovation
for the benefit of the Australian community through funding the highest quality research,
assessing the quality, engagement and impact of research, and providing advice on research
matters.

Summary of financial performance

4.4.23 The following section provides a comparison of the 2019-20 and 2020-21 key
departmental and administered financial statements items reported by ARC (as outlined below in
Table 4.4.6 and Table 4.4.7) and includes commentary regarding significant movements between
years contributing to overall performance.

Table 4.4.6: Key departmental financial statements items

Key financial statement items 2020-21 2019-20

($m) ($m)
Net (cost of)/contribution by services (24.5) (24.7)
Revenue from government 21.3 21.2
Surplus/(deficit) attributable to the Australian Government (3.2) (3.5)

Total other comprehensive income - -

Total comprehensive income/(loss) attributable to the

Australian Government (3.1) (3:9)
Total assets 37.6 41.5
Total liabilities 16.1 18.1
Total equity 21.5 23.5

Source: ARC'’s audited financial statements for the year ended 30 June 2021.

4.4.24 The movement in balances reflect normal business activity.
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Table 4.4.7: Key administered financial statements items

Key financial statements items 2020-21 2019-20

($m) ($m)
Total expenses 774.7 782.9
Total income 9.4 101
Surplus/(Deficit) (765.3) (772.8)
Total other comprehensive income/(loss) - -
Total comprehensive income/(loss) (765.3) (772.8)
Total assets administered on behalf of Government 28 1.4
Total liabilities administered on behalf of Government 247.8 194.2
Net assets/(liabilities) 245.0 (192.8)

Source: ARC'’s audited financial statements for the year ended 30 June 2021.

4.4.25 The increase in total liabilities is due to updated funding caps under the Australian
Research Council Act 2001 in May 2021, and delays in the grant programs due to the COVID-19
pandemic. Fluctuations in other balances reflect normal business activities.

Key areas of financial statements risk

4.4.26 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
ARC's financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. The areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.4.8. No significant or moderate audit findings were identified
relating to the key areas of risk.

Table 4.4.8: Key areas of financial statements risk

Relevant Key area of risk Audit risk | Factors contributing to the risk assessment

financial
statement item

Administered Completeness and | Moderate | e the significance of the grant expenses
grants expense accuracy of grants balance and the high volume of grant
$771.2 million payments payments and variations throughout the year;

e complex systems, processes and regulations
exist for approval, payment and acquittal of
grants;

¢ the disconnect between the financial
statements reporting period and the grants
program reporting period, with the latter
being on a calendar year basis, resulting in a
significant grant liability as at 30 June 2021;
and

¢ the self-assessment nature of grants
management by recipients.
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Relevant Key area of risk Audit risk | Factors contributing to the risk assessment

financial rating
statement item

Departmental Valuation of Moderate | o the determination of useful lives and
computer intangible assets assessment for impairment of intangible
software at assets require consideration of various
$8.8 million factors and application of judgement.

Source: ANAO 2020-21 audit results, and ARC’s audited financial statements for the year ended 30 June 2021.

Audit results

4.4.27 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Comments on non-material entities

Australian National University

4.4.28 The Australian National University (ANU) was set up in 1946 with a special charter to give
the nation a university that would ‘advance the cause of learning and research in general, and
take its rightful place among the great universities of the world’. The ANU has a 31 December
reporting date.

Audit results

4.4.29 Table 4.4.9 below summarises the status of the audit findings reported by the ANAO as a
result of the audits for the years ending 31 December 2019 and 31 December 2020.

Table 4.4.9: Status of audit findings

Category Closing position New findings Findings resolved| Closing position
(2019) (2020) (2020) (2020)

Moderate (B) 2 - (2) -

Total 2 - (2) -

Source: ANAO 2020 audit results.

Resolved moderate audit findings
Data integrity post the ANU data breach

4.4.30 InJune 2019, it became public that there were cyber intrusions to the ANU’s systems and
data. It was revealed that this access included a presence in the Enterprise System Domain (ESD)
where data was held for the financial system and the human resources/payroll system
(PeopleSoft).

4.4.31 During 2020 the ANU has undertaken work to uplift ANU’s capability to prevent, detect
and respond to security incidents. This includes finalising operating procedures which establishes
processes for how the ANU will respond to any future data breaches. The ANAO has confirmed
that these processes have been implemented and as a result the issue is resolved.
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Completeness of bank accounts in the general ledger

4.4.32 During the 2019 audit process of verifying bank accounts to external confirmations, it
was noted that there was a bank account in existence which had been opened during July 2019
and had a balance of 15,000 Euro. This had not been reflected in the general ledger. On further
investigation it was discovered that the bank account had been opened without following the due
process which the ANAO understands, included the completion of a specific form which
authorises the creation of the relevant ledger account. This represented a significant control
breakdown.

4.4.33 In 2020 ANU strengthened controls around cash management for the opening and
closing and reporting of ANU bank accounts. The ANAO has confirmed that these processes have
been implemented and as a result the issue is resolved.
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4.5 Finance portfolio

Portfolio overview

4.5.1 The Finance portfolio is responsible for a range of finance-related functions, including
providing the Australian Government with budget policy advice, superannuation arrangements for
government employees, and asset sales. Table 4.5.1 identifies material entities specifically
mentioned in this chapter.

Table 4.5.1: Finance portfolio material entities discussed in this chapter

Reporting entity Material Type of Date Date Audit

entity auditor’s  financial auditor’s | findings
report = statements report identified
signed issued

Department of Finance Yes Moderate v 31 Aug 21 31 Aug 21 Nil

ASC Pty Ltd Yes Moderate N4 31 Aug 21 31 Aug 21 Nil

Australian Naval Infrastructure Yes Moderate v 17 Sept 21 17 Sept 21 Nil

Pty Ltd

Future Fund Management

Agency and the Board of Yes Moderate N4 28 Sept 21 | 29 Sept 21 Nil

Guardians

v': auditor's report not modified

4.5.2  The Department of Finance (Finance) is the lead entity in the portfolio and is responsible
for supporting the government’s budget process and the development and implementation of the
government’s regulatory frameworks for public sector resource management, governance and
accountability. Finance is also responsible for the preparation of the consolidated financial
statements of the Australian Government, which includes the whole-of-government and the
general government sector financial statements and the Australian Government’s financial
outcome. Finance also provides shared services through the Service Delivery Office.

45.3 Figure 4.5.1 shows the Finance portfolio’s income, expenses, assets and liabilities.
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Figure 4.5.1: Finance portfolio income, expenses, assets and liabilities

Department of .
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Non-material entities |
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Source: 2020-21 CFS.
454  Aspreviously outlined in Chapter 2, paragraph 2.7, analysis of the quality and timeliness
of financial statements preparation included a summary of the total number of audit differences
reported to entities during the 2020-21 financial statements audit. Table 4.5.2 provides a
summary of those audit differences that relate to entities within the Finance portfolio.

Table 4.5.2: The number of audit differences for entities in the Finance portfolio

2020-21 2019-20

Unadjusted | Adjusted Total Unadjusted | Adjusted | Total

ASC Pty Ltd - 3 3 - 1 1

— ASC AWD Shipbuilder
Pty Ltd

Australian Electoral
Commission

Commonwealth
Superannuation 1 1 2 — — _
Corporation

Future Fund
Management Agency
and the Board of
Guardians

Independent
Parliamentary Expenses - 1 1 - - -
Authority

Source: Audit differences reported to entities in the Finance Portfolio.
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455 The following sections provide a summary of the 2020-21 financial statements audit
results for the Department of Finance, and other material entities.

Department of Finance

45.6  Finance is responsible for supporting the government’s budget process and oversight of
public sector resource management, and for governance and accountability frameworks, as well
as the production of the Australian Government’s consolidated financial statements.

Summary of financial performance

457 The following section provides a comparison of the 2019—-20 and 2020-21 key
departmental and administered financial statements items reported by Finance (as outlined in
Table 4.5.3 and Table 4.5.4) and includes commentary regarding significant movements between
years contributing to overall performance.

Table 4.5.3: Key departmental financial statements items

Key financial statements items 2020-21 2019-20
($m) ($m)

Net (cost of)/contribution by services (805.3) (345.8)
Revenue from government 709.8 283.8
Income tax equivalent (3.4) (3.7)
Surplus/(deficit) attributable to the Australian Government (98.9) (65.7)
Total other comprehensive income/(loss) 5.5 (4.5)
'g;t\?é ::nor;nepnrtehenswe income/(loss) attributable to the Australian (93.3) (70.3)
Total assets 3,867.0 3,653.7
Total liabilities 1,752.8 1,304.7
Total equity 2,114.3 2,349.0

Source: Finance’s audited financial statements for the year ended 30 June 2021.

45.8  Finance is the Australian Government’s general insurer through the Comcover scheme.
For 2020-21, Finance’s net cost of services increased due to higher insurance claims experience of
$402.8 million and investment property write-downs of $33.5 million.

459 Theincrease in revenue from government is primarily due to additional budget measures
including funding of $418.0 million for Comcover general insurance activities for prior year liability
claims.

4510 Assetsincreased due to an increase in special account cash held relating to the additional
funding for Comcover claims of $418.0 million, offset by a reduction in the value of property
holdings of $49.6 million mainly attributable to the transfer of property to other Commonwealth
entities and undrawn operating funding of $47.4 million.
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4511 Liabilities increased due to an increase in outstanding Comcover insurance claims of
$504.1 million offset by a reduction in the return of funds in special accounts of $42.7 million.

Table 4.5.4: Key administered financial statements items

Key financial statements items

Total expenses 10,854.8 11,415.4
Total income 4,984.8 2,377.3
Surplus/(deficit) (5,870.0) (9,038.1)
Total other comprehensive income/(loss) 17,978.8 (5,346.8)
Total comprehensive income/(loss) 12,108.8 (14,384.9)
Total assets administered on behalf of Government 53,549.4 49,913.7
Total liabilities administered on behalf of Government 230,252.5 244,760.7
Net assets/(liabilities) (176,703.1) (194,847.0)

Source: Finance’s audited financial statements for the year ended 30 June 2021.

4.5.12 Total expenses decreased overall due to a reduction in superannuation expense of
$593.1 million, reduced fees charged by the Future Fund Management Agency to manage the
investment funds and foreign exchange losses of $424.1 million. This was offset by an increase in
investment fund distributions of $469.0 million.

4513 Total income increased mainly due to higher investment fund distributions of
$127.9 million and an increase in the gains from the investment funds of $2.5 billion.

4.5.14 The increase in total assets is predominately associated with the growth in the
investment funds to $49.5 billion from $44.2 billion, partially offset by a reduction in cash held in
the Official Public Account of $2.1 billion.

4.5.15 Total liabilities decreased by $14.5 billion primarily as a result of a decrease of
$15.3 billion in superannuation provisions driven by an increase in the discount rates applied to
the provision balance calculations.

Key areas of financial statements risk

4.5.16 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
Finance’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.5.5, including areas which were considered key audit matters
(KAM) by the ANAO.
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Table 4.5.5: Key area of financial statements risk

Key area of risk Audit risk
rating

Relevant financial
statement item

Factors contributing to the risk
assessment

insurance provision

outstanding claims
liability under the

Administered Valuation of the non- Higher o the measurement of the provision

superannuation defence . being cgmplgx, requiring significant

provision superannuation professional judgement in the

- provision selection of long-term assumptions

$226.4 billion KAM (including economic assumptions
relating to the general economic
environment and demographics of
the schemes’ members), to which
the valuation of the schemes is
highly sensitive.

Departmental Valuation of the Higher ¢ the complex calculation of the

liability that involves significant
judgement over key assumptions

land and buildings

KAM

$1.1 billion Australian including claim ratios, expected
Government’s self- frequency of claims, severity of
managed general claims and discount rates.
insurance fund
KAM

Departmental Valuation of properties Moderate | ¢ the valuations being dependent on

(including judgement about fair market rents,

investment discount rates, condition and use of

properties) the properties, and comparable
roperties;

$1.9 billion prop

assumptions that require significant

where observable market data is
not available, the valuation is
subject to a higher level of
judgement; and

the impact of the COVID-19
pandemic increases the level of
uncertainty over these assumptions
and the associated disclosures.

Source: ANAO 2020-21 audit results, and Finance’s audited financial statements for the year ended 30 June 2021.

Audit results

4.5.17 Table 4.5.6 summarises the status of the audit finding reported by the ANAO in 2020-21.

Table 4.5.6: Status of audit findings

Category Closing position New findings Findings resolved Closing position

(2019-20) (2020-21) (2020-21) (2020-21)
Moderate (B) 1 - (12 -
Total 1 - (1) -

Note a: The moderate audit finding was resolved during the 2020-21 interim audit phase. A discussion of this finding
can be found in the Auditor-General Report No. 40 of 2020-21 Interim Report on Key Financial Controls of
Major Entities.

Source: ANAO 2020-21 audit results.
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4518 There were no significant or moderate audit findings arising from the 2020-21 financial
statements audit.

ASC Pty Ltd

4519 ASC Pty Ltd (ASC) supports Australia’s naval capabilities. ASC built Australia’s Collins Class
submarines and Air Warfare Destroyers (AWD) for the Royal Australian Navy (RAN) and is
responsible for the ongoing design enhancements, maintenance and support of the Collins Class
submarines through the in-service support contract.

4.5.20 ASCis also part of the alliance-based contract arrangement to deliver three AWDs for the
RAN. This alliance is made up of the Department of Defence, representing the Australian
Government, ASC as the lead shipbuilder, and Raytheon Australia as the mission systems
integrator. This program is winding down as the final destroyer was delivered to the RAN on 28
February 2020.

4521 On 10 August 2018, ASC established a new subsidiary, ASC OPV Shipbuilder Pty Ltd. This
company is constructing the first two ships in Australia’s new fleet of modern offshore patrol
vessels.

Summary of financial performance

4.5.22 The following section provides a comparison of the 2019-20 and 2020-21 key financial
statements items reported by ASC (as outlined in Table 4.5.7) and includes commentary regarding
significant movements between years contributing to overall performance.

Table 4.5.7: Key financial statements items

Key financial statement items 2020-21

($m)
Total expenses 536.2 643.6
Total income 588.5 675.9
Income tax expense 15.6 9.7
Profit/(loss) after income tax 36.7 22.6
Total other comprehensive income/(loss) after income tax 0.1 (0.4)
Total comprehensive income/(loss) after income tax 36.8 22.2
Total assets 525.7 5321
Total liabilities 3491 385.9
Net assets/(liabilities) 176.6 146.3

Source: ASC’s audited financial statements for the year ended 30 June 2021.

4.5.23 The decrease in income and expenses is mainly due to lower activity on the AWD
program. The decrease in total assets is mainly due to depreciation and amortisation on fixed
assets being significantly greater than asset acquisitions.
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4.5.24 The decrease in total liabilities is due to the repayment of lease liabilities.

Key areas of financial statements risk

4.5.25 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
ASC'’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.5.8. No significant or moderate audit findings were identified
relating to these key areas of risk.

Table 4.5.8: Key areas of financial statements risk

Relevant Key area of risk Audit risk | Factors contributing to the risk assessment
financial rating
statement item
Revenue from Revenue and profit Higher e accounting for revenue, profit recognition,
continuing recognition in and claims in relation to these projects and
operations relation to the Air contracts is complex due to the need to
$588.5 million Warfare Destroyer estimate and calculate many variables,
and Offshore Patrol including performance against targets. The
Vessel projects and amounts are subject to significant
the Collins Class estimation and judgement.
submarine in-
service support
contract

Source: ANAO 2020-21 audit results, and ASC’s audited financial statements for the year ended 30 June 2021.
4.5.26 The performance audit report Auditor-General Report No.1 2020-21 Cyber Resilience of
Government Business Enterprises and Corporate Commonwealth Entities was tabled during
2020-21 and was relevant to the financial management or administration of ASC. The results of
the performance audit did not have significant implications for the financial statements audit.

Audit results

4.5.27 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Australian Naval Infrastructure Pty Ltd

4.5.28 Australian Naval Infrastructure Pty Ltd (ANI) was established to acquire, hold, manage
and develop the infrastructure and related facilities used in connection with the Commonwealth’s
continuous Naval Shipbuilding Plan. The infrastructure held by ANI at Osborne in South Australia is
used by Luerssen Australia Pty Ltd for the construction of two offshore patrol vessels; ASC
Shipbuilding Pty Ltd for the Hunter Class Frigate Program and by ASC Pty Ltd for maintenance of
the Collins class submarines under contract arrangements with the Commonwealth, represented
by the Department of Defence.
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4.5.29 ANl is a proprietary company limited by shares registered under the Corporations Act
2001. The Commonwealth represented by the Minister for Finance and Minister for Defence
jointly owns shares in ANI.

4.5.30 ANI has recently completed a $535.0 million project to expand the surface shipyard at
Osborne in support of the Hunter Class Frigate Program and is also modernising existing facilities.
ANI had been developing a new submarine yard, but work on this project has been largely
suspended, pending an assessment of the implications of the Government’s announcement to
acquire nuclear submarines.

Summary of financial performance

4531 The following section provides a comparison of the 2019—-20 and 2020-21 key financial
statements items reported by the ANI (as outlined in Table 4.5.9) and includes commentary
regarding significant movements between years contributing to overall performance.

Table 4.5.9: Key financial statements items

Key financial statement items 2020-21
($m)

Total expenses 55.9 449
Total income 45.7 214
Income tax benefit/(expense) 5.0 54
Profit/(loss) after income tax (5.2) (18.1)
Total other comprehensive income after income tax 414 34.9
Total comprehensive income after income tax 36.2 16.8
Total assets 1,518.6 1,252.4
Total liabilities 92.8 70.3
Net assets/(liabilities) 1,425.8 1,182.2

Source: ANI's audited financial statements for the year ended 30 June 2021.

4.5.32 The increase in expenses of $9.6 million is mainly due to higher depreciation expense
resulting from the increased asset base as construction work advances.

4.5.33 The increase in income is primarily due to increased rental income from ANI properties
and the forgiveness of debt by the Government.

4.5.34 Total assets increased in 2020-21 as a result of capital expenditure of $225.4 million on
building shipyards and an upwards revaluation of buildings and infrastructure of $41.4 million.

4.5.35 Total liabilities increased due to the higher trade payables, higher deferred tax liabilities
and the deferral of revenue recognition for assets transferred by the Government, partly offset by
the forgiveness of debt.
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Key areas of financial statements risk

4536 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
ANI’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.5.10.

Table 4.5.10: Key areas of financial statements risk

Relevant Key area of risk Factors contributing to the risk

financial assessment

statement item

Property, plant Valuation of PPE Higher | ¢ valuation requires significant judgements
and equipment and estimates particularly in relation to
(PPE) assessing the highest and best use for the
$1,411.3 million assets; and

¢ significant expansion of PPE holdings,
including work-in-progress

Source: ANAO 2020-21 audit results, and ANI's audited financial statements for the year ended 30 June 2021.

Audit results

4.5.37 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Future Fund Management Agency and the Board of Guardians

4.5.38 The Future Fund Board of Guardians, supported by the Future Fund Management Agency
(together the Future Fund), is responsible for investing the assets of the Future Fund under the
Future Fund Act 2006, and other investment funds, managed on behalf of the Department of
Finance, under the following legislation for the benefit of future generations of Australians:

° DisabilityCare Australia Fund Act 2013;

. Medical Research Future Fund Act 2015;

. Aboriginal and Torres Strait Islander Land and Sea Future Fund Act 2018;
. Emergency Response Fund Act 2019; and

. Future Drought Fund Act 2019.

Summary of financial performance

4.5.39 The following section provides a comparison of the 2019-20 and 2020-21 key financial
statements items reported by the Future Fund (as outlined in Table 4.5.11) and includes
commentary regarding significant movements between years contributing to overall
performance.
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Table 4.5.11: Key financial statements items

Key financial statement items 2020-21 2019-20°
($m) ($m)

Total expenses 353.6 271.6
Total income 36,175.6 (1,102.3)
Income tax expense 108.7 54.5
Surplus/(deficit) 35,713.3 (1,428.5)
Total other comprehensive income - -
Total comprehensive income 35,713.3 (1,428.5)
Total assets 198,828.8 162,564.6
Total liabilities 2,069.3 1,518.4
Net assets/(liabilities) 196,759.5 161,046.2

Note a: The Future Fund has restated prior year figures in the 2020-21 financial statements and Table 4.5.11 has
been adjusted to reflect these changes.

Source: The Future Fund’s audited financial statements for the year ended 30 June 2021.

4540 Expenses have increased in 2020-21, driven by increases in investment management
performance fees of $35.5 million and other expenses of $28.4 million. Investment manager
performance fees increased due to external investment managers meeting certain performance
targets. Other expenses were higher due to an increase in information technology costs including
projects and depreciation on the agency’s premises.

4.5.41 Total income increased by $37.3 billion, primarily due to net gains on financial
instruments held at fair value. This was due to the increase in net realised and unrealised gains on
public and private market investments during the financial year.

4.5.42 Assets increased by $36.3 billion when compared to the prior year, primarily due to an
increase in investments of $33.1 billion attributed to improvement in fair value. The private and
public market portfolio recovered from the impacts of the COVID-19 pandemic priced into the
prior year valuations. Other drivers include an increase to cash and cash equivalents of $1.2 billion
and an increase to receivables of $1.9 billion when compared to the prior year.

4.5.43 Liabilities increased due to an increase in derivative liabilities of $445.4 million. Further
drivers include deferred tax liabilities increasing by $52.1 million and lease liabilities increasing by
$42.7 million compared to the prior year.

Key areas of financial statements risk

4.5.44 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
the Future Fund’s financial statements. The ANAO focused audit effort on those areas that are
assessed as having a higher risk of material misstatement. Areas highlighted for specific audit
coverage in 2020-21 are provided in Table 4.5.12, including the area which was considered a key
audit matter (KAM) by the ANAO.
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Table 4.5.12: Key areas of financial statements risk

Relevant financial | Key area of risk Audit risk | Factors contributing to the risk
statement item rating assessment

Administered Valuation of private Higher e the size of the investments and the

investments - market investments inherent subjectivity and significant

collective KAM judgements and estimates required

investments where market data is not available
. to determine the fair value of these

$83.6 billion investments.

Administered Valuation of public Moderate | e the size of the investments and the

investments market investments reliance on the valuation undertaken

by the custodian.
$106.1 billion y

Source: ANAO 2020-21 audit results, and the Future Fund’'s audited financial statements for the year ended
30 June 2021.

Audit results

4.5.45 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audit.

Auditor-General Report No.14 2021-22
Audits of the Financial Statements of Australian Government Entities for the Period Ended 30 June 2021

150



4.6 Foreign Affairs and Trade portfolio

Portfolio overview

4.6.1 The objective of the Foreign Affairs and Trade portfolio is to advance Australia’s security
and prosperity in a contested and competitive world, as supported by the implementation of the
2017 Foreign Policy White Paper. Table 4.6.1 identifies material and other entities specifically
mentioned in this chapter.

Table 4.6.1: Foreign Affairs and Trade portfolio material and other entities discussed in

this chapter

Material Date Date Audit

Reporting entity

entity

Type of
auditor’s
report

financial
statements
signed

auditor’s
report
issued

findings
identified

Department of Foreign .
Affairs and Trade Yes Moderate v 2 Sept 21 2 Sept 21 Nil
Export Finance Australia Yes Moderate v 26 Aug 21 27 Aug 21 Nil
Australian Trade and No Low v 28 Aug 21 | 30 Aug 21 O
Investment Commission

v auditor's report not modified

4.6.2

[O: significant or moderate findings and/or legislative

matters identified in previous periods, or the 2020-21
interim audit phase, now downgraded or resolved

The Department of Foreign Affairs and Trade (DFAT) is the lead entity in the portfolio and

is responsible for providing foreign, trade and development policy advice, leading the Australian
Government’s international efforts to shape the regional and international environment, and
supporting the welfare of Australians overseas.

4.6.3
liabilities.

Figure 4.6.1 shows the Foreign Affairs and Trade’s income, expenses, assets and
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Figure 4.6.1: Foreign Affairs and Trade portfolio income, expenses, assets and liabilities

Department of Foreign

Affairs and Trade | —

|
EXpOI’t Finance Australia _

I
Non-material entities e

0 1,000 2,000 3,000 4,000 5,000 6,000 7,000 8,000 9,000 10,000
$million
® [ncome Expenses ® Assets Liabilities

Source: 2020-21 CFS.

4.6.4  Aspreviously outlined in Chapter 2, paragraph 2.7, analysis of the quality and timeliness
of financial statements preparation included a summary of the total number of audit differences
reported to entities during the 2020-21 financial statements audit. Table 4.6.2 provides a
summary of those audit differences that relate to entities within the Foreign Affairs portfolio.

Table 4.6.2: The number of audit differences for entities in the Foreign Affairs portfolio

2020-21 2019-20

Unadjusted \ Adjusted \ Total \ Unadjusted  Adjusted  Total

Department of Foreign 3 _ 3 1 B 1
Affairs and Trade

Australian Centre for

International Agricultural - 1 1 - 2 2
Research

Australian Trade a_nd_ 5 3 8 _ 1 1
Investment Commission

Tourism Australia - 2 2 - 2 2

Source: Audit differences reported to entities in the Foreign Affairs Portfolio.
4.6.5 The following sections provide a summary of the 2020-21 financial statements audit
results for DFAT, and other material entities.

Department of Foreign Affairs and Trade

4.6.6 The Department of Foreign Affairs and Trade (DFAT) supports Australia’s foreign, trade
and investment, development and international security policy priorities. DFAT is the lead agency
managing Australia’s international presence and will lead efforts to maximise Australia’s security
and prosperity through implementation of the Foreign Policy White Paper.
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Summary of financial performance

4.6.7  The following section provides a comparison of the 2019-20 and 2020-21 key
departmental and administered financial statements items reported by DFAT (as outlined in Table
4.6.3 and Table 4.6.4) and includes commentary regarding significant movements between years
contributing to overall performance.

Table 4.6.3: Key departmental financial statements items

Key financial statements items

Net (cost of)/contribution by services (1,644.8) (1,668.5)
Revenue from government 1,581.8 1,473.2
Surplus/(deficit) attributable to the Australian Government (63.0) (195.3)
Total other comprehensive income (189.8) 131.3
Xﬁt;lr :Ici)a?p(r;%k\lleer:ﬁir\rl]z ri::come/(loss) attributable to the (252.8) (64.0)
Total assets 6,052.2 6,192.1
Total liabilities 1,583.3 1,626.6
Total equity 4,468.9 4,565.5

Source: DFAT’s audited financial statements for the year ended 30 June 2021.

4.6.8 Net cost of contribution by services remained relatively consistent year-on-year, with a
small decrease due to reduced travel and activity at DFAT’s international posts as a result of the
COVID-19 pandemic.

4.6.9 Revenue from government increased due to an increase in funding received in order to
fund rising departmental costs attributed to COVID 19 support and structural funding for property
costs.

4.6.10 Total assets decreased due to the revaluation of the asset portfolio, which saw a decline
in value of $189.8 million. This was largely due to the strengthening Australian currency against
various international currencies in economies where the land and building assets are located.

4.6.11 Total liabilities decreased due to a $79.6 million reduction in lease liabilities due to
repayments on existing leases.
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Table 4.6.4: Key administered financial statements items

Key financial statements items 2020-21 2019-20
($m) ($m)

Total expenses 4,709.9 4,404.7
Total income 323.7 583.7
Net cost of services (4,386.2) (3,820.9)
Total other comprehensive income 5.9 140.6
Total comprehensive income/(loss) (4,380.3) (3,680.3)
Total assets administered on behalf of Government 3,425.9 3,385.5
Total liabilities administered on behalf of Government 2,163.5 1,960.6
Net assets 1,262.4 1,424.9

Source: DFAT’s audited financial statements for the year ended 30 June 2021.

4.6.12 Total income decreased primarily as a result of the decrease in passport revenues due to
the limitations on overseas travel, and as a consequence, demand for passports.

4.6.13 The increase in expenses is due to increased international development assistance,
largely due to international assistance in responding to the COVID-19 pandemic.

Key areas of financial statements risk

4.6.14 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
DFAT’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.6.5, including areas which were considered key audit matters
(KAM) by the ANAO. No significant or moderate audit findings were identified relating to these
key areas of risk.

Table 4.6.5: Key area of financial statements risk

Relevant financial Key area of risk Audit risk Factors contributing to the risk
statement item rating assessment

Departmental Valuation of the Higher e subject to complex estimation
land and buildings department’'s overseas and judgements affected by
. property portfolio market conditions at overseas
$4.5 billion ) .
KAM locations and foreign exchange
adjustments;

e variety of valuation
methodologies applied; and

¢ the management of overseas
property is undertaken by a third
party through contract
arrangements.

Departmental Accuracy of revenue Higher e multiple sources of revenue;
for rental
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Relevant financial
statement item

Key area of risk

Audit risk
rating

Foreign Affairs and Trade portfolio

Factors contributing to the risk
assessment

revenue from sale of
goods and rendering
of services

accommodation and
other services
provided to other

e multiple memorandums of
understanding with the
respective departments, each of

Government entities at
overseas posts

which may contain unique

$152.9 million
clauses; and

e revenue is assessed based on
attached agencies’ staffing
profiles at post, agreed floor
space and other factors, creating
a degree of complexity in
determining the correct revenue
figure.

Administered and Completeness and Moderate °

financial information is collected

Departmental accuracy of financial through decentralised operations
all financial statement m_ft?wrmanon assomfted at over 100 locations; and

o with overseas posts

line items P e locally engaged staff payments

KAM are subject to various employee

conditions and benefits based on
local laws and regulations.

Source: ANAO 2020-21 audit results, and DFAT’s audited financial statements for the year ended 30 June 2021.

Audit results

4.6.15 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Export Finance Australia

4.6.16 Through loans, guarantees, bonds and insurance options, Export Finance Australia
enables small to medium-sized enterprises, large corporate entities and governments to take on
export-related opportunities, win business, grow internationally and achieve export success. From
1 July 2019, the Export Finance and Insurance Corporation (the government’s export credit
agency) began trading under the name of Export Finance Australia. Export Finance Australia
provides financial expertise and solutions to drive sustainable growth that benefits Australia and
its partners.

4.6.17 In April 2019, changes to the Export Finance and Insurance Corporation Act

1991 provided a $1.0 billion increase in callable capital and a new overseas infrastructure
financing power. This enabled Export Finance Australia to both finance more and larger projects,
and expand its capabilities to regional infrastructure projects that have a broad national benefit
for Australia, including for Australian businesses.

Summary of financial performance

4.6.18 The following section provides a comparison of the 2019-20 and 2020-21 key
departmental financial statements items reported by Export Finance Australia. These have been
split to provide detail on the commercial account (see Table 4.6.6) and the national interest
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account (see Table 4.6.7) and includes commentary regarding significant movements between
years contributing to overall performance.

Table 4.6.6: Commercial account financial statements items

Key financial statement items

Total expenses 78.4 163.7
Total income 94.6 179.7
Net profit/(loss) before tax equivalent 16.2 16.0
Income tax equivalent charge 4.9 4.8
Net profit/(loss) available to the Commonwealth 11.3 11.2

Total other comprehensive income/(loss) - -

Total comprehensive income/(loss) for the period available to

the Commonwealth 13 "2
Total assets 2,816.8 3,340.4
Total liabilities 2,274.0 2,803.3
Total equity 542.8 537.1

Source: Export Finance Australia’s audited financial statements for the year ended 30 June 2021.

4.6.19 The decrease in income and expenses is reflective of normal business activity and
attributable to decrease in average interest rates on investments and borrowings over the period.
This is consistent with the movement in interest rates seen in the wider market.

4.6.20 The decrease in total assets is a result of lower balances in deposits held as well as a
lower loan to the National Interest Account within Export Finance Australia.

Table 4.6.7: National interest account financial statements items

Key financial statements items 2020-21 2019-20
($m) ($m)

Total expenses 22.2 19.2
Total income 52.7 51.7
National Interest Account attributable to the Australian

30.5 325
Government
Total assets administered on behalf of Government 404.9 851.0
Total liabilities administered on behalf of Government 404.9 851.0
Net assets - -

Source: Export Finance Australia’s audited financial statements for the year ended 30 June 2021.

4.6.21 The increase in expenses is due to a $12.0 million expected credit loss expense
recognised in relation to loans receivable. This was partially offset by a $9.8 million decrease in
interest expenses as a result of lower interest rates on borrowings.
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4.6.22 The offsetting decreases in total assets and total liabilities is due to repayment of loans
during the period. Loans from the commercial account represent $389.2 million of the national
interest account liabilities as at 30 June 2021.

Key areas of financial statements risk

4.6.23 The ANAO completed appropriate audit procedures on all material items as part of the
2020-21 audit. The ANAO also assessed the IT general and application controls for key systems
that support the preparation of Export Finance Australia’s financial statements. The ANAO
focused audit effort on those areas that are assessed as having a higher risk of material
misstatement. Areas highlighted for specific audit coverage in 2020-21 are provided Table 4.6.8.
No significant or moderate audit findings were identified relating to these key areas of risk.

Table 4.6.8: Key area of financial statements risk

Relevant financial Key area of risk Audit risk | Factors contributing to the risk
statement item rating assessment

Commercial Impairment of loans Moderate | e complex measurement,

account and receivables classification and disclosure

loans and requirements; and

receivables ¢ subject to estimation and

$1.2 billion judgement including the credit risk

exposure for key loans which has
increased due to the COVID-19

pandemic.
Commercial Valuation and Moderate | ¢ complex measurement which
account classification of involves derivatives, financial
financial assets financial instruments instruments, borrowings and loans

$1.1 billion and receivables; and

' e e subject to estimation and
financial liabilities

judgement in assessing the
$2.1 billion reasonableness of the valuation
assumptions and inputs to
independent sources.

Commercial and Completeness and Moderate | ¢ multiple loans with different terms,
National Interest accuracy of interest conditions and counterparties;
Account. income recognised e reliance on the loan management
total net interest system (Reval) to correctly
income calculate interest due;

$16.3 million e accuracy of inputs recorded in the

Reval system for new loans; and

e completeness and accuracy of data
transfer from Reval to the Financial
Management System.

Source: ANAO 2020-21 audit results, and EFA’s audited financial statements for the year ended 30 June 2021.

Audit results
4.6.24 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.
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Comments on non-material entities

Australian Trade and Investment Commission

4.6.25 The Australian Trade and Investment Commission (Austrade) is responsible for promoting
Australian trade, investment and education to the world, as well as helping secure Australia’s
tourism industry. It undertakes this responsibility by promoting Australian exports and
international education, strengthen the Australia’s tourism sector, and attract investment into
Australia.

Audit results

4.6.26 Table 4.6.9 below summarises the status of the audit findings reported by the ANAO in
2019-20 and 2020-21.

Table 4.6.9: Status of audit findings

Category Closing position New findings Findings resolved| Closing position
(2019-20) (2020-21) (2020-21) (2020-21)

Moderate (B) 1 - (1) -
Total 1 - (1) -
Source: ANAO 2020-21 audit results.

Resolved moderate audit finding

Timeliness of financial statement preparation

4.6.27 During the 2019-20 final phase of the audit, the ANAO identified that there were
inadequate resources to provide completed financial statements and associated supporting
workpapers. This led to significant changes in the financial statement disclosures and late
adjustments, but also a deficiency in the timely preparation of workpapers to support the financial
statements and associated notes.

4.6.28 In 2020-21 Austrade provided additional resourcing to financial statements preparation
process which included significant effort into the development and execution of a detailed
financial statements preparation program. As a result, the process has dramatically improved and
the matter has been resolved.
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4.7 Health portfolio

Portfolio overview
47.1

The Health portfolio works towards achieving better health and wellbeing for all

Australians, now and for future generations. Table 4.7.1 identifies material entities specifically
mentioned in this chapter.

Table 4.7.1: Health portfolio material entities discussed in this chapter

Reporting entity Material| Audit risk Type of Date Date Audit

rating auditor’s  financial auditor’s | findings
report statements report identified
signed issued

Department of Health Yes Moderate v 9 Sept 21 10 Sept 21 Al

National Blood Authority Yes Low v 2 Sept 21 2 Sept 21 Nil

National Health and Medical .

Research Council Yes Low v 31 Aug 21 1 Sept 21 Nil

v': auditor's report not modified

O: significant or moderate findings and/or legislative

A significant or moderate findings and/or legislative
matters reported previously not yet resolved

matters identified in previous periods, or the 2020-21
interim audit phase, now downgraded or resolved

4.7.2  The Department of Health (Health) is the lead entity in the portfolio. It is responsible for
achieving the Australian Government’s health outcomes in the areas of health system policy,
design and innovation; health access and support services; sport and recreation; individual health
benefits; regulation, safety and protection; and ageing and aged care. This includes administering
programs and services, such as Medicare and the Pharmaceutical Benefits Scheme, and forming
partnerships with the states and territories as well as other stakeholders.

4.7.3  Figure 4.7.1 shows the Health portfolio’s income, expenses, assets and liabilities.
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Figure 4.7.1: Health portfolio income, expenses, assets and liabilities
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4.7.4  Aspreviously outlined in Chapter 2, paragraph 2.7, analysis of the quality and timeliness
of financial statements preparation included a summary of the total number of audit differences
reported to entities during the 2020-21 financial statements audit. Table 4.7.2 provides a
summary of those audit differences that relate to entities within the Health portfolio.

Table 4.7.2: The number of audit differences for entities in the Health portfolio

2020-21 2019-20

Unadjusted \ Adjusted  Total \ Unadjusted \ Adjusted ‘Total‘

Department of Health 4, 2a 6a 4 - 4
Aged Care Quality and 1 1 _ > >
Safety Commission -

Australian Institute of _ _ _ _ 1 1
Health and Welfare

Cancer Australia - - - - 1 1
Independent Hospital _ _ _ 2 _ 5
Pricing Authority

National Blood Authority - - - - 9 9
National Health Funding

Body - 5a 5a - 3 3
National Mental Health _ _ _ _ 1 1
Commission
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2020-21 \ 2019-20 \

Unadjusted Adjusted Total Unadjusted Adjusted @ Total

Tissue Donation and
_ _ - - - 1 1
Transplantation
Authority
Professional Services _ _ _ _ 1 1

Australian Organ and

Review Scheme

Australian Sports 1 B 1
Foundation Limited

Note a: The current year adjustments include adjustments identified in 2020-21 that relate to the prior year.
Source: Audit differences reported to entities in the Health Portfolio.

4.7.5  The following sections provide a summary of the 2020-21 financial statements audit
results for Health, other material entities and findings related to non-material entities in the
portfolio.

Department of Health

4.7.6  The Department of Health (Health) is responsible for achieving the Australian
Government’s health and ageing priorities through evidence-based policy, program
administration, research, regulatory activities, and partnerships with other government entities,
consumers and stakeholders.

Summary of financial performance

4.7.7  The following section provides a comparison of the 2019-20 and 2020-21 key
departmental and administered financial statements items reported by Health (as outlined in
Table 4.7.3 and Table 4.7.4) and includes commentary regarding significant movements between
years contributing to overall performance.

Table 4.7.3: Key departmental financial statements items

Key financial statements items

Net (cost of)/contribution by services (836.7) (714.9)
Revenue from government 802.9 674.0
Surplus/(deficit) attributable to the Australian Government (33.8) (40.9)
Total other comprehensive income/(loss) (8.4) (0.4)
Xﬁtsatlr :I?ar?]péeor:leer:ixi ri:'tlcome/(loss) attributable to the (42.2) (41.3)
Total assets 1,047.9 1,051.6
Total liabilities 856.9 870.9
Total equity 191.0 180.7

Source: Health’s audited financial statements for the year ended 30 June 2021.
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4.7.8 Theincrease in the net cost of services from the prior year is primarily due to the
continued work in supporting the national response to the COVID-19 pandemic. This work
resulted in a $49.3 million increase in employee benefit costs due to the growth in staffing, as well
as a $64.2 million increase in supplier costs primarily related to additional contractor and
consultant expenditure to assist with the COVID-19 vaccine rollout and logistical support.

4.7.9 Revenue from government increased by $128.9 million as a result of additional funding
provided in response to the COVID-19 pandemic, the COVID-19 vaccine rollout and additional
support for Aged Care programs.

4.7.10 The decrease in assets was primarily due to a decrease of $67.3 million in land and
buildings from a full year of depreciation on the right-of-use assets offset primarily by
$21.9 million asset additions in computer software and a $17.4 million higher cash balance.

4.7.11 The decrease in liabilities is due to the reduction in lease liabilities of $41.7 million from a
number being paid off, offset by increases in employee provisions of $9.5 million due to increased
staffing level and fewer people taking leave during the financial year, supplier payables of

$9.5 million primarily due to an adjustment in the placement of contract liabilities within the
financial statements and timing differences and $5.5 million increase in employee payables due to
higher employee numbers and associated superannuation.

Table 4.7.4: Key administered financial statements items

Key financial statements items

Total expenses 82,898.2 73,387.1
Total income 46,320.2 41,803.1
Surplus/(deficit) (36,578.0) (31,584.0)
Total other comprehensive income/(loss) (2.5) 33.2
Total comprehensive income/(loss) (36,580.5) (31,550.8)
Total assets administered on behalf of Government 6,005.8 6,427.1
Total liabilities administered on behalf of Government 3,661.0 3,039.1
Net assets/(liabilities) 2,344.8 3,388.0

Source: Health’s audited financial statements for the year ended 30 June 2021.

4.7.12 The increase in expenses was primarily due to a $5.3 billion increase in personal benefits
primarily reflecting increases in Medicare funding of $2.9 billion to strengthen the system with
lower out of pocket expenses and protect the community from COVID-19, a $1.4 billion increase
in the Pharmaceutical Benefits Scheme (PBS) due to investment in new medicine listings and
$845.0 million additional investment in aged care funding. In addition, there was a $1.5 billion
increase in grants expenses primarily due to additional grants offered as part of the COVID-19
pandemic response and a $1.4 billion increase in the impairment of inventories primarily
associated with the requirement within the Australian Accounting Standard AASB 102 Inventories
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to measure the value of inventory at 30 June 2021 at the lower of cost or current replacement
value relating to personal protective equipment for the National Medical Stockpile (NMS).

4.7.13 The personal benefit expenses were partially matched by higher revenue for Medicare

and PBS funding.

4.7.14 The decrease in assets is primarily due to the $1.2 billion decrease in accrued recoveries
revenue associated with PBS drug recoveries resulting from the introduction of more regular
invoicing. This is offset by the $413.0 million increase in inventories and prepayments associated
with the NMS as part of the Government’s continued response to the COVID-19 pandemic and
COVID-19 vaccine procurement processes.

Key areas of financial statements risk

4.7.15 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
Health’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.7.5, including areas which were considered key audit matters

(KAM) by the ANAO.

Table 4.7.5: Key area of financial statements risk

Relevant financial = Key area of risk Audit risk = Factors contributing to the risk
statement item rating assessment

Administered Accuracy of Residential Higher payment of aged care subsidies to
subsidies Care subsidies nursing home providers are based
o KAM on Aged Care Funding Instrument
$14.1 billion assessments prepared by the same
providers and involve judgements
regarding the level of patient care.
Administered Accuracy of personal Higher volume and complexity of health
personal benefits benefit payments care payments with varying
. including medical eligibility requirements; and
$53.9 billion benefits and 4 by Services Australi
harmaceutical benefit processed by Services Australia on
P complex IT systems.
payments
KAM
Administered Accuracy, existence Higher significant increase in the value
inventory and completeness of related to purchases of COVID-19
$1.4 billion inventory and vaccines; and
i i Prepayment balances significant complexities and
other non-financial 9 1S _
assets KAM management expertise involved in
- recording, managing and
$1.1 billion accounting for the balances.
Administered Completeness and Moderate manual calculation of complex
recoveries accuracy of information in spreadsheets; and
Pharmaceutical .
$3.9 billion ) reliance on data sourced from the
Benefits Scheme Services Australia and complex
recovery revenue
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Relevant financial
statement item

Key area of risk

Audit risk
rating

Factors contributing to the risk
assessment

arrangements in place with
pharmaceutical companies for
recovery of expenditure.

revenue from
contracts with
customers

$200.9 million

related to the
Therapeutic Goods
Administration

Administered Valuation of the Medical | Moderate | ¢ judgements over future claims and
personal benefits Indemnity and Medicare economic assumptions including
provisions and Pharmaceuticals discount rate and future claims that

o Outstanding Claims underpin the estimation indemnity
$1.1 billion provisions provisions and rely on the quality of
subsidies provision | kam underlying data.
$508.0 million
Administered Accuracy and Moderate | e significant number of grant
grants expense occurrence of grant programs are administered by

o payments. Health with different eligibility

$10.8 billion criteria.
Departmental Estimation of Revenue Moderate | ¢ the estimation of revenue under the

Therapeutic Goods Act (TGA) 1989
involves judgements and
assumptions related to the
assessment of registration and
conformity fees.

Source: ANAO 2020-21 audit results, and Health’s audited financial statements for the year ended 30 June 2021.

Audit results

4.7.16 The following table summarises the status of the audit finding reported by the ANAO in
2019-20 and 2020-21.

Table 4.7.6: Status of audit findings

Category Closing position New findings Findings resolved Closing position

(2019-20) (2020-21) (2020-21) (2020-21)
Moderate (B) 2 - (1)2 1
Total 2 - (1) 1

Note a: The moderate audit finding was resolved during the 2020-21 interim audit phase. A discussion of this finding
can be found in the Auditor-General Report No.40 2020-21 Interim Report on Key Financial Controls of Major

Entities.

Source: ANAO 2020-21 audit results.

4.7.17

For the findings listed below, the ANAO undertook additional audit procedures to gain

assurance that the department’s 2020-21 financial statements were not materially misstated.

Unresolved moderate audit finding

National Medical Stockpile—recording and management

4.7.18 During the 2019-20 audit, the ANAQ’s testing identified weaknesses in Health’s
recording and management of the NMS. These included:

. the inventory management system supporting the NMS not being fit for purpose;
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° the absence of reconciliations between the Health FMIS and inventory records and
financial reporting by product and location for the last quarter of the financial year;

° a number of errors in the manually entered excel inventory register; and

° lack of frequency in stock taking processes, delays in provisions of stock take methodology

and timely resolution of stock take variation.

4.7.19 During 2020-21, there were delays in implementing a fit for purpose inventory
management system, resulting in the continued reliance on the manual inventory register. This
resulted in continued weaknesses associated with regular reconciliation between key source
reports, stock take validation reporting and the extent of quality assurance processes over the
excel solution.

4.7.20 Health intends to address these issues as part of system solution, anticipated to be
introduced in 2021-22 financial year.

Resolved moderate audit finding
User Access Controls—Terminated Users

4.7.21 During the 2019-20 interim audit, the ANAQ’s testing identified weaknesses in the
Health’s security controls relating to terminated users being removed or suspended on the same
day as they no longer have legitimate requirement for access. During the final phase the ANAO
identified that there were a number of users who retained access to the financial management
information system post termination and a small number of these had accessed the system to
print, email and access human resource self-service post termination.

4.7.22 During 2020-21, Health has implemented significant control improvements, which
included educating the departmental staff of the importance of timely removal of terminated
users and implementation of processes which highlights departmental staff who has accessed the
systems subsequent to their termination. However, the ANAO did identity minor weakness in the
processes underpinning the timely communication of a terminated staff to the IT division.
Recognising the improvement in processes, the finding has been downgraded to a minor issue.

National Blood Authority

4.7.23 The National Blood Authority (NBA) is responsible for securing the supply of safe and
affordable blood products, including through national supply arrangements and coordination of
best practice standards within agreed funding policies under the national blood arrangements.

Summary of financial performance

4.7.24 The following section provides a comparison of the 2019—-20 and 2020-21 key
departmental and administered financial statements items reported by the NBA (as outlined in
Table 4.7.7 and Table 4.7.8) and includes commentary regarding significant movements between
years contributing to overall performance.
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Table 4.7.7: Key departmental financial statements items

Key financial statement items 2020-21 2019-20
($m) ($m)

Net (cost of)/contribution by services (6.0) (6.0)
Revenue from government 55 5.7
Surplus/(deficit) attributable to the Australian Government (0.5) (0.3)
Total other comprehensive income - 0.1

Total comprehensive income/(loss) attributable to the

Australian Government (0.5) 02)
Total assets 12.4 13.3
Total liabilities 4.0 5.1
Total equity 8.4 8.2

Source: NBA’s audited financial statements for the year ended 30 June 2021.

4.7.25 Total assets and liabilities decreased as a result of the depreciation of right-of-use assets
and payments on lease liabilities.

Table 4.7.8: Key administered financial statements items

Key financial statements items

Total expenses 1,368.3 1,177.6
Total income 1,306.4 1,214.4
Surplus/(deficit) (61.9) 36.8
Total other comprehensive income/(loss) - -
Total comprehensive income/(loss) (61.9) 36.8
Total assets administered on behalf of Government 463.8 549.9
Total liabilities administered on behalf of Government 133.5 159.7
Net assets/(liabilities) 330.3 390.2

Source: NBA’s audited financial statements for the year ended 30 June 2021.

4.7.26 Expenses increased due to an increase in demand for blood products and increases in
costs to produce blood products. The increase in demand for blood products has resulted in lower
inventory levels contributing to the decrease in assets. Total assets have also decreased due to
lower cash holdings as a result of the operating loss in the current year.

Key areas of financial statements risk

4.7.27 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
NBA'’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. The area highlighted for specific audit coverage in
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2020-21 is provided in Table 4.7.9. No significant or moderate audit findings were identified
relating to the key area of risk.

Table 4.7.9: Key areas of financial statements risk

Relevant financial @ Key area of risk Audit risk | Factors contributing to the risk
statement item rating assessment

Administered Existence and Moderate | ¢ judgements and assumptions
inventories Valuation of Inventory involved in the valuation of blood

$96.0 million and blood products; and

o the geographical spread of
inventory and reliance on service
providers to manage the inventory
holdings.

Source: ANAO 2020-21 audit results, and NBA'’s audited financial statements for the year ended 30 June 2021.

Audit results

4.7.28 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

National Health and Medical Research Council

4.7.29 The National Health and Medical Research Council (NHMRC) is the Australian
Government’s key entity for managing investment in, and integrity of, health and medical
research. NHMRC is also responsible for developing health advice for the Australian community,
health professionals and governments, and for providing advice on ethical practice in health care
and in the conduct of health and medical research.

Summary of financial performance

4.7.30 The following section provides a comparison of the 2019-20 and 2020-21 key
departmental and administered financial statements items reported by the NHMRC (as outlined in
Table 4.7.10 and Table 4.7.11) and includes commentary regarding significant movements
between years contributing to overall performance.
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Table 4.7.10: Key departmental financial statements items

Key financial statement items 2020-21 2019-20
($m) ($m)

Net (cost of)/contribution by services (35.4) (32.3)
Revenue from government 36.6 37.5
Surplus/(deficit) attributable to the Australian Government 1.2 5.2
Total other comprehensive income 14 -

Total comprehensive income/(loss) attributable to the

Australian Government 26 52
Total assets 58.1 56.4
Total liabilities 34.2 35.3
Total equity 23.9 211

Source: NHMRC'’s audited financial statements for the year ended 30 June 2021.

4.7.31 The increase in net cost of services is mainly due to an increase in suppliers’ expenses of
$1.7 million and an increase in depreciation and amortisation expenses of $1.5 million.

4.7.32 Total assets have increased as a result of expenditure on internally developed intangible
assets for a new grants management solution which totalled $8.9 million during 2020-21. After
depreciation and amortisation and other movements, this corresponded to a net increase in the
property, plant and equipment and intangibles balance of $3.8 million. This increase was partially
offset by a decrease in trade and other receivables of $2.1 million.

4.7.33 The decrease in total liabilities predominately relates to a decrease in lease liabilities of
$2.3 million due to principal repayments made during the year, which is partially offset by a
$1.0 million increase in trade creditors and accruals.

Table 4.7.11: Key administered financial statements items

Key financial statements items 2020-21

($m)
Total expenses 858.2 909.9
Total income 5.5 5.7
Deficit (852.7) (904.1)
Total other comprehensive income/(loss) - -
Total comprehensive income/(loss) (852.7) (904.1)
Total assets administered on behalf of Government 2201 198.9
Total liabilities administered on behalf of Government 16.5 111
Net assets/(liabilities) 203.6 187.8

Source: NHMRC'’s audited financial statements for the year ended 30 June 2021.
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4.7.34 Total expenses decreased by $51.7 million predominantly due to lower grant
commitments due to the impact of the COVID-19 pandemic. This in turn contributed to an
increase in cash of $19.2 million.

4.7.35 Total liabilities increased largely due to an increase in unearned revenue of $6.2 million
associated with funds received for certain grants programs.

Key areas of financial statements risk

4736 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
NHMRC's financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.7.12.

Table 4.7.12: Key areas of financial statements risk

Relevant financial @ Key area of risk Audit risk | Factors contributing to the risk

statement item rating assessment

Administered Management and Moderate | ¢ management of, and accounting

grant expenses accounting of grant for, a range of grants payments that
o expenditure constitute a significant expense

$858.2 million reported in the NHMRC's financial

statements; and

e complexities associated with the
indexing of grant payments.

Departmental Management and Moderate | e significant judgements involved in
intangibles valuation of intangible considering the indicators of

. assets impairment to estimate the value of
$25.5 million

intangible assets; and

¢ judgements involved in estimating
the capitalisation of the staff and
other costs attributed to developing
the software applications.

Source: ANAO 2020-21 audit results, and NHMRC’s audited financial statements for the year ended 30 June 2021.

Audit results

4.7.37 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.
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4.8 Home Affairs portfolio

Portfolio overview
4.8.1

and transport security, criminal justice, cybersecurity, border protection, immigration and
citizenship, emergency management, multicultural affairs, and settlement services. Table 4.8.1
identifies material entities specifically mentioned in this chapter.

The Home Affairs portfolio brings together Australia’s federal law enforcement, national

Table 4.8.1: Home Affairs portfolio material entities discussed in this chapter
Reporting entity Material| Audit risk | Type of Date Date Audit
auditor’s  financial auditor’s | findings
report statements report identified
signed issued
Department of Home Affairs Yes High N4 8 Sept 21 8 Sept 21 Nil
Australian Federal Police Yes Moderate v 9 Sept 21 9 Sept 21 2
g“s”a."a”. Security Intelligence | yoo | Moderate | v 25Aug21 | 25Aug21 | Ni
rganisation

v': auditor's report not modified € : new significant or moderate findings and/or legislative

matters noted

4.8.2 The Department of Home Affairs is the lead entity in the portfolio and is responsible for
managing the movement of non-citizens, implementing visa, citizenship, multicultural affairs, and
refugee and humanitarian assistance programs; facilitating international trade; and collecting
border revenue. It also deals with national security and law enforcement policy and operations,
transport security, coordination of critical infrastructure protection, protective services at
Commonwealth establishments and diplomatic and consular premises in Australia, and cyber
policy coordination, as well as emergency management and natural disaster assistance.

4.8.3 The department also includes the Australian Border Force, which is responsible for
border, investigatory, compliance, detention (facilities and centres) and enforcement functions, as
well as Australia’s customs functions. In light of the portfolio’s focus on law enforcement and
security, maintaining a high integrity culture, including compliance, is critical.

4.8.4 In addition to the Department of Home Affairs, there are six entities in the portfolio: the
Australian Federal Police, the Australian Criminal Intelligence Commission, the Australian Institute
of Criminology, the Australian Security Intelligence Commission, the Australian Transaction
Reports and Analysis Centre, and the Office of the Special Investigator.

4.8.5  Figure 4.8.1 shows the Home Affairs portfolio’s income, expenses, assets and liabilities.
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Figure 4.8.1: Home Affairs portfolio income, expenses, assets and liabilities
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4.8.6  As previously outlined in Chapter 2, paragraph 2.7, analysis of the quality and timeliness
of financial statements preparation included a summary of the total number of audit differences
reported to entities during the 2020-21 financial statements audit. Table 4.8.2 provides a
summary of those audit differences that relate to entities within the Home Affairs portfolio.

Table 4.8.2: The number of audit differences for entities in the Home Affairs portfolio

2020-21 \ 2019-20

Unadjusted | Adjusted \ Total \ Unadjusted Adjusted‘ Total

Department of Home
Affairs

Australian Criminal
Intelligence Commission

Australian Federal Police 1 - 1 - 2 2

Australian Institute of
Criminology

Australian Security and
Intelligence Organisation

Australian Transaction
Reports and Analysis 23 1 32 1 3 4
Centre

Note a: The current year adjustments include adjustments identified in 2020-21 that relate to the prior year.
Source: Audit differences reported to entities in the Home Affairs Portfolio.

4.8.7  The following sections provide a summary of the 2020-21 financial statements audit
results for Home Affairs, and other material entities.
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Department of Home Affairs

4.8.8 The Department of Home Affairs (Home Affairs) coordinates policy and operations for
Australia’s national and transport security, federal law enforcement, criminal justice, cyber
security, border, immigration, multicultural affairs, emergency management and trade-related
functions.

Summary of financial performance

4.8.9 The following section provides a comparison of the 2019—-20 and 2020-21 key
departmental and administered financial statements items reported by Home Affairs (as outlined
in Table 4.8.3 and Table 4.8.4) and includes commentary regarding significant movements
between years contributing to overall performance.

Table 4.8.3: Key departmental financial statements items

Key departmental financial statement items 2020-21 2019-20
($m) ($m)

Net (cost of)/contribution by services (3,076.5) (3,148.4)
Revenue from government 2,753.6 2,723.9
Surplus/(deficit) attributable to the Australian Government (322.9) (424.5)
Total other comprehensive income 56.9 32.9
'(I';otal comprehensive income/(loss) attributable to the Australian (266.0) (391.6)
overnment
Total assets 4,313.7 3,669.3
Total liabilities 3,136.5 2,500.7
Total equity 1,177.2 1,168.6

Source: Home Affairs audited financial statements for the year ended 30 June 2021.

4.8.10 The movement in net cost of services predominantly relates to a decrease in
depreciation and amortisation of $44.2 million. The decrease is the result of Home Affairs
extending the assessment of the useful life of a number of assets. The assessment of useful lives is
based on the outcome of an independent valuation of property, plant and equipment in 2020-21,
supported by management’s assessment. The movement is further impacted by a decrease in
supplier expenses of $16.5 million and employee benefits of $14.0 million. The reduction in these
expenses is largely the result of the COVID-19 pandemic resulting in lower travel expenses and
living away from home allowances.

4.8.11 The movement in total other comprehensive income is attributable to the movement in
the asset revaluation reserve, resulting from an independent valuation of property, plant and
equipment and associated makegood provisions in 2020-21. The independent valuation resulted
in a net increment of $56.9 million recognised through total other comprehensive income and the
asset revaluation reserve.

Auditor-General Report No.14 2021-22
Audits of the Financial Statements of Australian Government Entities for the Period Ended 30 June 2021

172



Home Affairs portfolio

4.8.12 Theincrease in total assets and liabilities is predominantly the result of Home Affairs
entering into new lease agreements for office premises in Canberra. The new agreements resulted
in an increase in lease liabilities of $720.2 million and the associated right-of-use assets of $625.0
million, with the difference relating to the treatment of lease incentives for office fit outs.

Table 4.8.4: Key administered financial statements items

Key administered financial statement items 2020-21 2019-20

($m) ($m)
Total expenses 2,595.4 2,582.9
Total income 20,376.2 23,030.3
Surplus/(deficit) 17,780.8 20,447.3
Total other comprehensive income 117.0 (42.6)
Total comprehensive income/(loss) 17,897.8 20,404.7
Total assets administered on behalf of Government 1,278.8 1,286.1
Total liabilities administered on behalf of Government 451.6 438.4
Net assets/(liabilities) 827.2 847.7

Source: Home Affairs’ audited financial statements for the year ended 30 June 2021.

4.8.13 Total income decreased as a result of:

° a reduction in customs duty revenue of $1.4 billion, reflecting the national year-on-year
decline in tobacco consumption. Additionally, from 1 July2019 changes were
implemented relating to duty collected on tobacco as a result of the Black Economy
Package—combating illicit tobacco. This resulted in a one-off increase in customs duty
revenue for the year ended 30 June 2020, which has not occurred in 2020-21; and

° a decrease in visa application charges of $524.2 million and passenger movement charges
of $824.1 million. The reduction in these revenue streams is the result of international
travel restrictions in response to the COVID-19 pandemic.

4.8.14 The movement in total other comprehensive income is the result of an independent

valuation of property, plant and equipment in 2020-21. The independent valuation resulted in a

total increment of $164.6 million comprising $47.6 million recognised as a gain to offset a

previous valuation decrement and $117.0 million recognised through total other comprehensive

income and the asset revaluation reserve.

4.8.15 The movement in total liabilities reflects an increase in suppliers payable of $51.1 million,
consistent with an increase in operating costs associated with the management of onshore
detention centres. The increase was partially offset by a decrease in other payables of

$30.8 million, largely reflecting a prior year refund associated with the implementation of changes
relating to duty collected on tobacco as a result of the Black Economy Package—combating illicit
tobacco.
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Key areas of financial statements risk

4.8.16 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
Home Affairs’ financial statements. The ANAO focused audit effort on those areas that are
assessed as having a higher risk of material misstatement. Areas highlighted for specific audit
coverage in 2020-21 are provided in Table 4.8.5, including areas which were considered key audit
matters (KAM) by the ANAO.

Table 4.8.5: Key areas of financial statements risk

Relevant financial | Key area of Audit risk | Factors contributing to the risk
statement item risk rating assessment
Administered Completeness Higher the significant value of customs duty
customs duty and accuracy of revenue;
revenue customs duty the self-assessment nature of the import
$18.1 billion collections and declaration process;
. refunds ’
taxation KAM reliance on compliance risk management
receivable— processes over the completeness of
customs duty revenue; and
$130.1 million the complexity of the information
technology (IT) environment used to
manage customs duty.
Administered Completeness Higher the significant value of visa application
visa application and accuracy of charges;
charges the collection of the decentralised approach to the
$1.6 billion visa revenue collection of visa revenue which occurs in
KAM a number of locations domestically and
internationally, using a number of payment
mechanisms; and
the complexity of the IT environment used
to collect and process visa application
charges.
Administered Accuracy of Higher the significance of expenses and
services rendered - | detention and complexity of contracts associated with
detention regional managing the detention and regional
(component of processing processing centres; and
supplier expenses) centres the variability of the costs associated with
$1.6 billion expenses administering the detention and regional
KAM processing network, as the level of
expenses is dependent on the rate of
arrival and detention of these people.
Administered Completeness Moderate complex eligibility criteria for the
SRSS personal and accuracy of categories of allowable personal benefits;
benefits expenses payments of payments are made under
(a component of persopal third-party arrangements with Services
personal benefits benefits under Australia and other providers; and
expenses) the Stat_us
$556.9 million Resolution o the sglf—assessment nature of the personal
Support benefits process.
Services
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Relevant financial | Key area of Audit risk | Factors contributing to the risk
statement item risk rating assessment
(SRSS)
program
Administered Valuation of Moderate the complexity of performing valuations in
non-financial assets | detention and a range of markets given the
relating to detention regional geographically dispersed land, buildings
and regional processing and equipment including assets located
processing centres centres overseas; and
(i.e. excluding the financial implications of the closure of
computer software regional processing centres.
and prepayments)
$897.7 million
Administered and Completeness Moderate decentralised nature of operations and
Departmental and accuracy of controls; and
multiple financial if:gpn?:tlion managed under third party arrangements
statement line associated with through service level agreements with the
items ver ¢ Department of Foreign Affairs and Trade,
overseas posts and the Australian Trade and Investment
Commission (Austrade).
Departmental Completeness Moderate selected Home Affairs staff are entitled to
employee benefits and accuracy of a range of allowances, subject to a
expense employee number of conditions; and
$1.5 billion entitisments staff are located both in Australia and
employee overseas, including locally engaged staff
provisions who may be entitled to varying
$525.4 million employment conditions and benefits

based on local laws and regulations.

Source: ANAO 2020-21 audit results, and Home Affairs’ audited financial statements for the year ended 30 June 2021.

Audit results

4.8.17 The following table summarises the status of audit findings reported by the ANAO in
2019-20 and 2020-21.

Table 4.8.6: Status of audit findings

Category Closing position New findings Findings resolved Closing position

(2019-20) (2020-21) (2020-21) (2020-21)
Moderate (B) 2 - (2)2 _
Total 2 - (2) -

Note a: The moderate audit findings were resolved during the 2020-21 interim audit phase. A discussion of these
findings can be found in the Auditor-General Report No.40 of 2020-21 Interim Report on Key Financial Controls

of Major Entities.

Source: ANAO 2020-21 audit results.

4.8.18 There are no significant or moderate findings at the completion of the 2020-21 audit.
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Australian Federal Police

4.8.19 The Australian Federal Police (AFP) is responsible for the provision of police services in
relation to laws of the Commonwealth, the provision of policing services to the Australian Capital
Territory and external territories, combatting transnational serious organised crime and terrorism,
disrupting crime offshore, supporting regional security, and protecting Australian interests and
assets.

Summary of financial performance

4.8.20 The following section provides a comparison of the 2019—-20 and 2020-21 key
departmental and administered financial statements items reported by the AFP (outlined in Table
4.8.7 and Table 4.8.8) and includes commentary regarding significant movements between years
contributing to overall performance.

Table 4.8.7: Key departmental financial statements items

Key financial statement items 2019-20
($m)

Net (cost of)/contribution by services (1,294.1) (1,264.8)
Revenue from government 1,157.9 1,128.3
Surplus/(deficit) attributable to the Australian Government (136.2) (136.5)
Total other comprehensive income (0.2) 22.9
Xﬁtsatlr :Ici)ar?]pcr;eorleer:z:‘ee ri:'tlcome/(loss) attributable to the (136.4) (113.6)
Total assets 2,053.4 2,055.2
Total liabilities 1,639.9 1,602.5
Total equity 413.5 452.7

Source: AFP’s audited financial statements for the year ended 30 June 2021.

4.8.21 The increase in revenue from government is mainly due to new funding for national
security measures.

4.8.22 Theincrease in liabilities is predominantly due to an increase in employee provisions of
$12.2 million and an increase in lease liabilities of $22.9 million, primarily due to new leases for
office space.
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Table 4.8.8: Key administered financial statements items

Key administered financial statement items

Total expenses 9.4 8.1
Total income 04 0.9
Surplus/(deficit) after income tax (9.0) (7.2)
Total other comprehensive income after income tax - -
Total comprehensive income/(loss) (9.0) (7.2)
Total assets administered on behalf of Government 0.1 0.1
Total liabilities administered on behalf of Government 1.0 1.0
Net assets/(liabilities) (0.9) (0.9)

Source: AFP’s audited financial statements for the year ended 30 June 2021.

4.8.23 The increase in total administered expenses is primarily due to a $3.4 million increase in
police equipment gifted to international police jurisdictions which was partially offset by a
decrease of $1.4 million in training expenses.

Key areas of financial statements risk

4.8.24 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
AFP’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.8.9.

Table 4.8.9: Key areas of financial statements risk

Relevant Key area of risk Factors contributing to the risk assessment

financial
statement item

Departmental Recognition and Moderate | ¢ size and complex nature of the payroll

employee measurement of function. Payroll expenses include a large

benefits payroll. number of sworn personnel, variable and
. extended work hours (i.e. penalty rates) and a

$974.3 million wide variety of allowances; and

emp!oyee ¢ the identification of an underpayment of

provisions superannuation on certain allowances.

$429.4 million

All financial Operating Moderate | ¢ previous audit findings.

statement line effectiveness of IT

items general controls

(ITGCs).
Source: ANAO 2020-21 audit results, and AFP’s audited financial statements for the year ended 30 June 2021.
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Audit results

4.8.25 Table 4.8.10 summarises the status of audit findings reported by the ANAO in
2019-20 and 2020-21.

Table 4.8.10: Status of audit findings

Category Closing position New findings Findings resolved Closing position
(2019-20) (2020-21) (2020-21) (2020-21)

Moderate (B) - 1 - 1

Total - 1 - 1
Source: ANAO 2020-21 audit results.

4.8.26 For each of the findings listed below, the ANAO undertook additional audit procedures to
gain assurance that the AFP’s 2020-21 financial statements were not materially misstated.

New moderate audit finding
Underpayment of superannuation on certain allowances

4.8.27 During 2017-18, the AFP identified an underpayment of superannuation expenses dating
back to 2007, which resulted in the understatement of employee expenses and liabilities. The
underpayment primarily related to obligations to pay superannuation on certain allowances which
arose as a result of lack of clarity of obligations in enterprise agreements. An estimate of the
resulting liability for specific allowances was reported in 2017-18. Updates to the estimate were
made in 2018-19 and 2019-20.

4.8.28 This issue was reported as a moderate audit finding in both 2017-18 and 2018-19. The
issue was downgraded to a minor audit finding in 2019-20 on the basis that the AFP was expected
to advance the project during 2020-21 to quantify the actual liability and commence settlement
of the liabilities ahead of 30 June 2021.

4.8.29 At 30June 2021, the AFP had not yet quantified the actual liabilities for impacted
members and had not commenced settlement of the liabilities to fully remediate the known

underpayment of superannuation. Consequently, the issue has been escalated to a moderate
audit finding in 2020-21.

4.8.30 The ANAO understands that the AFP is expected to continue to progress the
superannuation project during 2021-22. The ANAO will review the progress of this work as part of
the 2021-22 financial statements audit.

Australian Security Intelligence Organisation

4.8.31 The Australian Security Intelligence Organisation (ASIO) is responsible for protecting
Australia, its people and its interests from threats to security through intelligence collection,
assessment and advice to the government.
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Summary of financial performance

Home Affairs portfolio

4.8.32 The following section provides a comparison of the 2019-20 and 2020-21 key financial
statements items reported by the ASIO (as outlined in Table 4.8.11) and includes commentary

regarding significant movements between years contributing to overall performance.

Table 4.8.11: Key financial statements items

Key financial statement items

2020-21

($m)

Net cost of/(contribution by) services 537.4 563.1
Revenue from government 455.2 473.0
Surplus/(deficit) attributable to the Australian Government (82.2) (90.1)
Total other comprehensive income/(loss) - 20.5
Xﬁtsatlr glci)aT\pcr;eoT/ee?z:\ee ri:'t1come/(loss) attributable to the (82.2) (69.6)
Total assets 1,081.9 1,113.0
Total liabilities 703.0 744.7
Total equity 378.9 368.3

Source: ASIO’s audited financial statements for the year ended 30 June 2021.

4.8.33 The decrease in net cost of services is due to a: lower level of staffing compared with the
previous period; a reduction in the impact of discounting on employee leave provisions due to
changes in actuarial factors (discount rate) applied in the calculation of leave liabilities; and a
decrease in supplier expenses arising from the impact of the COVID-19 pandemic on planned
expenditure.

4.8.34 The decrease in total liabilities relates mainly to lease liabilities, as lease contracts had
one less year remaining in their term and there were no major new lease contracts signed during
2020-21. Movements in other balances reflect the normal course of operations for ASIO.

Key areas of financial statements risk

4.8.35 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
ASIO’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. The area highlighted for specific audit coverage in
2020-21 is provided in Table 4.8.12. No significant or moderate audit findings were identified
relating to the key areas of risk.
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Table 4.8.12: Key areas of financial statements risk

Relevant financial | Key area of risk Audit risk | Factors contributing to the risk
statement item rating assessment

Employee benefits Accuracy and Moderate | ¢ limitations in the payroll system
expenditure completeness of mean that some entitlements
$265.3 million employee benefits require manual calculation.
employee leave

provisions

$93.0 million

Source: ANAO 2020-21 audit results, and ASIO audited financial statements for the year ended 30 June 2021.

Audit results

4.8.36 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.
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4.9 Industry, Science, Energy and Resources
portfolio

Portfolio overview

49.1 The Industry, Science, Energy and Resources portfolio is responsible for supporting
science and its commercialisation; growing business investment and improving business
capability; developing Northern Australia; streamlining regulation; developing and implementing a
national response to climate change; improving Australia’s energy supply, efficiency, quality,
performance and productivity; and facilitating the growth of small and family business. Table 4.9.1
identifies material entities specifically mentioned in this chapter.

Table 4.9.1: Industry, Science, Energy and Resources portfolio material entities
discussed in this chapter

Reporting entity Material Audit Type of Date Date Audit
entity risk auditor’s | financial auditor’s | findings

rating report statements report identified
signed issued

Department of Industry,
Science, Energy and Yes Moderate v 31 Aug 21 31 Aug 21 Nil
Resources

Australian Nuclear Science

and Technology Organisation Yes Moderate v 16 Sept 21 | 17 Sept 21 L Ju|

Australian Nuclear Science
and Technology Organisation Yes Moderate E 14 Sept 21 | 17 Sept 21 Nil
Nuclear Medicine Pty Ltd

Clean Energy Finance

Corporation Yes Moderate N 27 Aug 21 27 Aug 21 Nil

Commonwealth Scientific and
Industrial Research Yes Moderate N 31 Aug 21 | 01 Sept 21 Nil
Organisation

Geoscience Australia Yes Low v 27 Aug 21 27 Aug 21 Nil
Snowy Hydro Limited Yes Moderate N 3 Sept 21 3 Sept 21 Nil
v auditor's report not modified @ : new significant or moderate findings and/or legislative

E: auditor’s report contains an emphasis of matter matters noted

O: significant or moderate findings and/or legislative
matters identified in previous periods, or the 2020-21
interim audit phase, now downgraded or resolved

4.9.2 The Department of Industry, Science, Energy and Resources (Industry) is responsible for
supporting economic recovery, productivity and growth, and job creation by supporting
manufacturing, business capability, technology, science and innovation; the operation of energy
markets and transition to lower emissions technologies; and the development of mineral and
energy resources.
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4.9.3  Figure 4.9.1 shows the Industry, Science, Energy and Resources Portfolio’s income,
expenses, assets and liabilities.

Figure 4.9.1: Industry, Science, Energy and Resources portfolio income, expenses,
assets and liabilities

Department of Industry, Science, ™.
Energy and ResourCe:s o —

Australian Nuclear Science and &
Technology Organisation ==

1
Clean Energy Finance Corporation  j—

Commonwealth Scientific and ™=
Industrial Research Organisation /=

1
Geoscience Australia

I
Snowy HydI'O Limited I

.
Non-material entities g

0 5,000 10,000 15,000 20,000 25,000 30,000
$million
®m Income Expenses m Assets Liabilities

Note: In the figure above, the Australian Nuclear Science and Technology Organisation Nuclear Medicine Pty Ltd is
consolidated into the Australian Nuclear Science and Technology Organisation.

Source: 2020-21 CFS.

4.9.4  Aspreviously outlined in Chapter 2, paragraph 2.7, analysis of the quality and timeliness
of financial statements preparation included a summary of the total number of audit differences
reported to entities during the 2020-21 financial statements audit. Table 4.9.2 provides a
summary of those audit differences that relate to entities within the Industry, Science, Energy and
Resources portfolio.

Table 4.9.2: The number of audit differences for entities in the Industry portfolio

2020-21 2019-20

Unadjusted ‘Adjusted \ Total \ Unadjusted Adjusted  Total

Department of Industry,
Science, Energy and - 3 3 - 3 3
Resources

Australian Nuclear Science
and Technology - - - 3 6 9
Organisation
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Industry, Science, Energy and Resources portfolio

2020-21 2019-20 |
Unadjusted | Adjusted Total | Unadjusted Adjusted Total
— ANSTO Nuclear
Medicine Pty Ltd - 1 1 - 3 3
Clean Energy Finance
. - - - 4 - 4

Corporation
Commonwealth Scientific
and Industrial Research 22 - 2 - - -
Organisation
—.Ngtional ICT Australia _ 2 5 _ 1 1
Limited
Clean Energy Regulator - - - 1 - 1
National Offshore
Petroleum Safety and

: - 1 1 - 3 3
Environmental
Management Authority
Snowy Hydro Limited 1 1 2 - - -

Note a: The current year adjustments include adjustments identified in 2020—21 that relate to the prior year.
Source: Audit differences reported to entities in the Industry Portfolio.

49.5 The following sections provide a summary of the 2020-21 financial statements audit
results for Industry and other material entities.

Department of Industry, Science, Energy and Resources

49.6 The Department of Industry, Science, Energy and Resources (Industry) is responsible for
supporting economic recovery, productivity and growth, and job creation by supporting
manufacturing, business capability, technology, science and innovation; the operation of energy
markets and transition to lower emission technologies; and the development of mineral and
energy resources.

Summary of financial performance

4.9.7  The following section provides a comparison of the 2019-20 and 2020-21 key
departmental and administered financial statements items reported by Industry (as outlined in
Table 4.9.3 and Table 4.9.4) and includes commentary regarding significant movements between
years contributing to overall performance.
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Table 4.9.3: Key departmental financial statements items

Key financial statements items 2020-21 2019-20
($m) ($m)

Net (cost of)/contribution by services (635.1) (519.7)
Revenue from government 603.0 474.0
Surplus/(deficit) attributable to the Australian Government (32.1) (45.7)
Total other comprehensive income 0.6 8.6

Total comprehensive income/(loss) attributable to the

Australian Government (31.5) (37.1)
Total assets 695.5 706.9
Total liabilities 483.5 504.8
Total equity 212.0 2021

Source: Industry’s audited financial statements for the year ended 30 June 2021.

49.8 Net cost of services increased predominately due to an increase in employee benefits of
$51.5 million and supplier expenses of $47.5 million due to the full year effect of the
Administrative Arrangements Orders (AAOs) of 5 December 2019. The increase in supplier
expenses can also be partially attributed to an increase in the use of contractors and consultants
to deliver a range of programs and management driven initiatives.

499 Revenue from government increased by $129.0 million mostly due to the gain of
functions as a result of the AAOs.

4.9.10 Total assets are relatively stable decreasing by $11.4 million following a decrease in the
carrying amount of land and buildings of $36.9 million as a result of unwinding leases in
accordance with AASB 16 Leases, which has been partially offset by an increase in debtors of
$23.0 million.

4.9.11 The decrease in liabilities is primarily due to the unwinding of lease liabilities in
accordance with AASB 16 Leases.
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Industry, Science, Energy and Resources portfolio

Table 4.9.4: Key administered financial statements items

Key financial statements items 2020-21 2019-20
($m) ($m)

Total expenses 2,720.9 1,923.3
Total income 853.1 1,604.7
Surplus/(deficit) (1,867.8) (318.6)
Total other comprehensive income (loss) 624.0 (219.2)
Total comprehensive income/(loss) (1,243.8) (537.8)
Total assets administered on behalf of Government 26,701.8 25,246.9
Total liabilities administered on behalf of Government 1,007.4 226.5
Net assets/(liabilities) 25,694 .4 25,020.4

Source: Industry’s audited financial statements for the year ended 30 June 2021.

4.9.12 Total expenses increased by $797.6 million partially as a result of the full year effect of
the AAOs. Grant expenditure increased by $251.5 million due to new measures valued at $130.0
million and the Cooperative Research Centres program valued at $45.0 million. There was also an
increase in funding to the Commonwealth Scientific and Industrial Research Organisation (CSIRO)
of $133.0 million. Expenses also increased $182.0 million to recognise increases in the loan
commitment provision for the new Kidston Hydro project and $97.2 million as a result of
expenditure associated with the Northern Endeavour Program.

4.9.13 Total income decreased by $336.5 million due to the continued reduction in Royalty
revenue of as a result of lower petroleum commodity prices and volumes attributable to

the COVID-19 pandemic. A further decrease in total income of $454.0 million was due to the
recognition in 2019-20 of the Ranger Security Funds paid to fund the rehabilitation works
following the mine’s closure in January 2021.

4.9.14 Assets increased by $1,454.9 million predominately due to an increase in the value of
other investments, including Showy Hydro Limited which increased by $750.0 million, Clean
Energy Finance Corporation which increased by $389.8 million, and the CSIRO which increased by
$315.0 million. Liabilities increased by $780.9 million predominately as a result of an increase in
the loan commitment provision under the NAIF loan program for the new Kidston Hydro project,
and the recognition of a provision for the rehabilitation of the Ranger Uranium Mine.

Key areas of financial statements risk

49.15 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
Industry’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.9.5, including areas which were considered key audit matters
(KAM) by the ANAO. No significant or moderate audit findings were identified relating to these
key areas of risk.
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Table 4.9.5: Key areas of financial statements risk

Key area of risk Audit risk
rating

Relevant financial

Factors contributing to the risk

statement item assessment
Administered Valuation of the Higher e aunique asset that is not readily traded
other investments Australian in the open market, subject to complex
o Government’s estimation and significant judgement
$20.3 billion investment in relating to forecasts of future cash flows.
Snowy Hydro Ltd
KAM
Administered Completeness and Higher ¢ reliance on data reporting and
royalties revenue accuracy of administrative functions performed by
o offshore petroleum third parties, including state and foreign
$633.2 million and uranium governments and other federal
accrued revenue royalties government agencies; and
KAM ¢ calculations are dependent on
information provided by taxpayers in a
self-assessment regime.
Departmental Completeness and Higher e diversity of revenue streams;
own-source income ?nccT:srﬁ-;}lsocfther e reliance on manual calculations to
$92.3 million revenue streams quantify some revenue amounts; and
e cash based transactions.
Administered Accuracy, Moderate | ¢ significant number of individual grant
grants expense occurrence and programs which operate under separate
o completeness of grant agreements and are subject to
$592.0 million grant payments different eligibility criteria; and
grants payable e reliance on third party acquittals to
$90.8 million confirm validity of grant payments.
Administered Valuation of the Moderate | « complexity of the valuation;
rehabilitation Range.rl . e judgement involved in the valuation; and
provision Rehabilitation _ . _
$591.6 million Security and . rella_nce on data provided by third
. accuracy of cost of parties.
rehabilitation works

Source: ANAO 2020-21 audit results, and Industry’s audited financial statements for the year ended 30 June 2021.

Audit results

4.9.16 There were no significant or moderate unresolved audit findings at the conclusion of the
2020-21 financial statements audit.

Australia Nuclear Science and Technology Organisation

4.9.17 The Australian Nuclear Science and Technology Organisation (ANSTO) is Australia’s
national nuclear research and development organisation. ANSTO operates Australia’s only nuclear
research reactor and the Australian Synchrotron, contributes to radiopharmaceutical production
and supply, and conducts research into areas of national priority, including human health, the
environment and the nuclear fuel cycle. ANSTO also provides advice to government and other
stakeholders on matters relating to nuclear science, technology and engineering.
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Industry, Science, Energy and Resources portfolio

Summary of financial performance

4.9.18 The following section provides a comparison of the 2019-20 and 2020-21 key financial
statements items reported by ANSTO (as outlined in Table 4.9.6) and includes commentary
regarding significant movements between years contributing to overall performance.

Table 4.9.6: Key departmental financial statements items

Key financial statement items 2020-21

($m)
Net (cost of)/contribution by services (439.5) (157.5)
Revenue from Government 278.8 281.9
Income tax benefit/(expense) - (0.2)
Surplus/(deficit) attributable to the Government (160.7) 124.2
Total other comprehensive income/(loss) 116.9 (2.7)
thsatlr eclzlci)ar?]pcr;eorleergzxee ri:'t1come/(loss) attributable to the (43.8) 1215
Total assets 1,579.7 1,473.7
Total liabilities 1,029.7 900.2
Total equity 550.0 573.4

Source: ANSTO’s audited financial statements for the year ended 30 June 2021.

4.9.19 Net cost of services increased by $282.0 million. In 2020-21 there were losses of
approximately $117.7 million attributable to the remeasurement of decommissioning and nuclear
waste management provisions, compared to gains of approximately $146.1 million in 2019-20.

4.9.20 Assets have increased by $106.0 million, primarily due to completion of assets under
construction and the full revaluation undertaken in 2020-21:

o ANSTO reported $121.6 million of asset additions relating to assets under construction
across buildings, plant and equipment and software asset classes. The asset additions
were offset by depreciation and amortisation expense of $83.7 million and impairment
loss of $54.5 million; and

° the result of the full valuation included an increase in the fair value of land of $85.8 million
and an increase in the fair value of property plant and equipment of $31.1 million.

49.21 Liabilities have increased due to the updated assumptions applied in the calculation of

the decommissioning and nuclear waste management provisions in 2020-21, in particular a higher

inflation of the nominal costs compared to 2019-20, reflecting updated forward looking economic
assumptions.

Key areas of financial statements risk

4.9.22 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
ANSTO’s financial statements. The ANAO focused audit effort on those areas that are assessed as
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having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.9.7.

Table 4.9.7: Key areas of financial statements risk

Relevant financial Key area of risk  Audit risk | Factors contributing to the risk assessment

statement item rating

Decommissioning Valuation of the Higher complexity of the calculation and reliance

and waste decommissioning upon the exercise of significant judgement

management provision relating to the decommission of unique

provisions including assets and materials.

$872.0 million radioactive waste

Property, plant and | Valuation and Moderate the valuation of non-financial assets is

equipment subsequent subjective and requires significant

$1.,208.8 million depreciation of judgement particularly given the unique

. i non-financial nature of assets held; and

intangible assets assets ) ] o

$67.2 million judgement in determining va_IL_Je of _the

) Molybdenum 99 (Mo-99) facility, with

parent entity potential reduction in domestic and

disclosures - international demand as a result of the local

investment in COVID-19 pandemic safety measures

subsidiaries implemented in these jurisdictions, which

$3.0 million may limit the need for Mo-99 if nuclear
medicine procedures are considered to be
non-essential.

Financial statement | Cash flow and Moderate cash flow issues were identified in the

disclosures going concern ANSTO Nuclear Medicine subsidiary
casting doubt on the ability of this entity to
continue as a going concern with reliance
on ANSTO to provide financial support.

Total own-source Completeness Moderate the number of revenue streams from both

revenue and accuracy of commercial and government sources and

$111.4 million material stre_ams complexity of funding arrangements; and

:);‘::r:\;r;ermal ongoing judgement in the application of

AASB 15 Revenue from Contracts with
Customers for ANSTQO'’s subsidiaries.

Source: ANAO 2020-21 audit results, and ANSTO’s audited financial statements for the year ended 30 June 2021.

Audit results

4.9.23 Table 4.9.8 summarises the status of audit findings reported by the ANAO in 2019-20

and 2020-21.

Table 4.9.8: Status of audit findings

Category

Closing position

New findings Findings resolved Closing position
(2020-21) (2020-21) (2020-21)

Moderate (B)

(2019-20)

1

3 (1)2 3

Total

1

3 (1) 3

Note a: This finding was resolved during the interim audit phase of the 2020—21 audit.
Source: ANAO 2020-21 audit results
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New moderate audit findings

Formal documented approval process for granting privileged user access

4.9.24 Maintaining and supporting IT systems requires some user accounts, both at the network
and application level, to have extensive access rights (privileged access). Privileged user accounts
can be used to circumvent security controls to make direct changes, either to system settings or
systems data, or to access files and accounts used by others.

4.9.25 The ANAO identified privileged user access was granted to the financial management
information system (FMIS) for one user with no approved access forms indicating the required
business needs and dates for the privileged access. The user retained privileged user access for
four months during 2020-21, increasing the risk that inappropriate activities were performed. In
addition, no audit logs were retained to demonstrate and retrospectively review or monitor the
activities performed by the privileged user.

49.26 ANSTO management advised that it would update the process to provide privileged user
access via a dedicated role for the privileged user profile, with a nominated start and expiry date
for each use. The ANAO will confirm the implementation and effective operation of the new
process as part of the 2021-22 financial statements audit.

Unresolved moderate audit findings

Terminated users and audit logging

4.9.27 During the 2020-21 audit the ANAO identified weaknesses in ANSTO’s controls relating
to terminated users being removed. One employee’s user account was accessed after the
termination date due to delays with the off-boarding process as a result of the year-end shut
down and the COVID-19 related lockdowns.

49.28 ANSTO management advised that the user was deactivated in a timely manner once
advice was received from the business and human resources teams. ANSTO management has
implemented a cessation process to track deactivation cases, particularly around year-end shut
down or other periods of extended leave. The ANAO will confirm the implementation and
effective operation of the new process as part of the 2021-22 financial statements audit.

IT security, change management and computer operations documentation

4.9.29 To support the effective operation of IT general controls, it is important to undertake
periodic reviews of policy documentation outlining IT security, change management and
computer operations processes. As part of the review process, management should communicate
responsibilities for performing key internal controls to employees.

4.9.30 During the 2019-20 audit the ANAO reported a minor audit finding to ANSTO
management regarding a number of outdated IT documents. During the 2020-21 audit, the ANAO
upgraded the audit finding to a moderate risk rating on the basis of further critical IT policy and
procedure documents that require review and updating, including:
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. the FMIS user account and security manual had not been updated since 2012 and was not
reviewed periodically. In addition, the FMIS user account and security manual referred to
five procedural documents that did not exist; and

o a process document supporting the IT computer operations and change management had
not been updated for three years.

4.9.31 ANSTO management has developed a program to review all controlled IT documents by

March 2022.

Resolved moderate audit finding

Financial statement process and position papers preparation process

4.9.32 As part of the 2017-18 financial statements audit, the ANAO identified weaknesses in
ANSTO's financial statements preparation process. There were issues in relation to the
preparation of accounting position papers for key accounting and disclosure issues. While
improvements were noted during the 2019-20 financial statements audit, there continued to be
significant audit differences particularly in relation to the measurement of ANSTO’s
decommissioning and waste management provisions. In addition, accounting position papers
from management did not always appropriately support assumptions used for significant areas of
estimation and judgement, and accounting position papers were not provided to audit committee
or the ANAO in a timely manner.

4.9.33 The ANAO noted improvements in ANSTQO’s financial statements preparation process
during 2020-21. As a result, this finding has been downgraded. ANSTO’s management plans
further improvements in relation to the timeliness of position papers for 2021-22.

ANSTO Nuclear Medicine Pty Ltd

4.9.34 ANSTO Nuclear Medicine Pty Ltd (ANM) is a subsidiary of the Australian Nuclear Science
and Technology Organisation (ANSTO). ANM was established to own and operate the new
Molybdenum 99 (Mo-99) production facility at ANSTO’s Lucas Heights campus.

Audit results

4.9.35 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Emphasis of matter

49.36 The auditor’s report for ANM’s 2020-21 financial statements included an emphasis of
matter paragraph to draw the attention of users to the notes of the financial statements which
indicate that a material uncertainty exists that may cast significant doubt on ANM'’s ability to
continue as a going concern.

Clean Energy Finance Corporation

4.9.37 The Clean Energy Finance Corporation (CEFC) is a corporate Commonwealth entity
established under the Clean Energy Finance Corporation Act 2012. The CEFC is responsible for the
facilitation of increased flows of finance into the clean energy sector. The CEFC’s role is to invest
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with commercial rigour in a diverse portfolio across the spectrum of clean energy technologies,
that are solely or mainly Australian based - either directly or indirectly through industry and the
banking sector that, in aggregate, have an acceptable but not excessive level of risk relative to the
sector.

4.9.38 The CEFC seeks to mobilise capital investment in renewable energy, low-emissions
technologies and energy efficiency in Australia through commercial loans, concessional loans,
equity investments and loan guarantees.

49.39 The CEFCis required to liaise with relevant persons and bodies, including the Australian
Renewable Energy Agency, the Clean Energy Regulator, other Australian Government entities and
state and territory governments, for the purposes of facilitating its investment function. In the
Investment Mandate Direction 2020, the responsible ministers have also strongly encouraged the
CEFC Board to prioritise investments that support reliability and security of electricity supply and
make available from its original $10.0 billion of funding, up to:

° $1.0 billion of investment finance over 10 years for the Reef Funding Program;

) $1.0 billion of investment finance over 10 years for a Sustainable Cities Investment
Program;

° $200.0 million for debt and equity investment through the Clean Energy Innovation Fund;

° $100.0 million for an Australian Recycling Investment Fund; and

° $300.0 million in concessional finance through the Advancing Hydrogen Fund.

Summary of financial performance

4.9.40 The following section provides a comparison of the 2019-20 and 2020-21 key financial
statements items reported by the CEFC (as outlined in Table 4.9.9) and includes commentary
regarding significant movements between years contributing to overall performance.

Table 4.9.9: Key financial statements items

Key financial statements items 2020-21

($m)
Net (cost of)/contribution by services 143.9 149.6
Revenue from government 4.3 1.9
Shares in associates and joint ventures (3.7) 23
Surplus/(deficit) attributable to the Australian Government 144.5 153.8
Total other comprehensive income/ (loss) 5.5 (7.0)

Total comprehensive income/(loss) attributable to the

Australian Government 150.0 146.8
Total assets 5,696.4 5,291.6
Total liabilities 74.5 64.7
Total equity 5,621.9 5,226.9

Source: CEFC'’s audited financial statements for the year ended 30 June 2021.
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49.41 The decrease in the net contribution by services is due to lower interest and fee revenue
as a result of the decrease in the market interest rate environment and higher concessional and
loan modification charges. This was partially offset by increased distributions from equity
investments, and lower impairment provision charges on loans and receivables given the large
charges in 2019-20, primarily as a result of changes in industry specific factors, including the
impacts of lower electricity prices on electricity related investments and the COVID-19 pandemic
on property investments.

4.9.42 Revenue from government increased due to funding received towards the Grid Reliability
Fund. The shares in associates and joint ventures fluctuate from year to year as a result of
movements in the underlying net assets of the associates.

49.43 Total assets increased due to net increases in loan and advances investment activity by
$499.0 million which was partially offset by sales of debt securities exceeding new purchases by
$328.0 million, a $60.0 million decrease in the cumulative fair value of debt securities and a $74.0
million decrease in cash and cash equivalents. In addition, there were over $295.0 million of
additional equity investments in 2020-21 and a $52.0 million increase in the cumulative fair value
of equity investments.

Key areas of financial statements risk

49.44 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
CEFC's financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.9.10. No significant or moderate audit findings were identified
relating to these key areas of risk.

Table 4.9.10: Key area of financial statements risk

Relevant financial Key area of risk Audit Factors contributing to the risk
statement item risk assessment

rating
Revenue from interest | Revenue Higher | ¢ calculation of revenue from a diverse set
and loan fees and recognition of financial assets, some of which are
distributions from complex in nature and some of which are
trusts and equity concessional; and
investments

e amounts received for establishment and
$194.0 million other fees may be in a form other that
cash (for example, shares), raising
valuation issues.
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Relevant financial Key area of risk Factors contributing to the risk

statement item assessment

Loans and advances Accounting for Higher | ¢ complex lending scenarios to entities

$2.8 billion complex finance undertaking new or emerging technologies
. agreements in the clean energy sector where a mature

other debt securities including the track record of results is still to be

$1.1 billion adequacy of established and where access to other

other financial assets impairment finance has been challenging;
provisions and

i . e complicated agreements with borrowers
$788.2 million concessional . Pk ar
impacting on fair value assessment, loan

provision for loan modification and concessional loan
concessional loans adjustments accounting calculations;

$19.8 million e obtaining relevant benchmark information
unamortised loan for related market data from which
modification charge concessional loan charges are determined
$21.8 million requires significant judgement; and

e complexity of impairment assessments in
relation to forecast future cash flows,
security valuation and relevant discount
factors, given the nature of the borrowers
and their underlying business.

Source: ANAO 2020-21 audit results, and CEFC’s audited financial statements for the year ended 30 June 2021.

Audit results

4.9.45 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Commonwealth Scientific and Industrial Research Organisation

4.9.46 The primary functions of the Commonwealth Scientific and Industrial Research
Organisation (CSIRO), as set out in the Science and Industry Research Act 1949, are to carry out
scientific research and facilitate the application or utilisation of the results of such research. CSIRO
is responsible for delivering science and innovative solutions for industry, society and the
environment.

Summary of financial performance

4.9.47 The following section provides a comparison of the 2019-20 and 2020-21 key financial
statements items reported by CSIRO (as outlined in Table 4.9.11) and includes commentary on
significant movements between years contributing to overall performance.

Table 4.9.11: Key financial statements items

Key financial statement items

Net (cost of)/contribution by services (774.7) (797.1)

Revenue from government 960.5 837.9
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Surplus/(deficit) 185.8 40.8
Total other comprehensive income 49.4 (176)
Total comprehensive income/(loss) 235.2 40.6
Total assets 3,361.1 3,057.2
Total liabilities 664.3 675.4
Total equity 2,696.8 2,381.8

Source: CSIRO’s audited financial statements for the year ended 30 June 2021.

4.9.48 The decrease in the net cost of services was primarily related to a reduction in employee
benefit expenses of $45.8 million compared to the prior year, which was partially offset by an
increase in gains from the valuation of the Innovation Funds and other unlisted equity
investments of $18.5 million compared to the prior year.

49.49 The movement in assets was mainly due to an increase in cash and cash equivalents of
$134.1 million as a result of the increase in receipts from Government. The increase in the fair
value of the Innovation Funds and other unlisted equity investments of $173.4 million flows from
the performance and continued investment by CSIRO in key early-stage companies.

Key areas of financial statements risk

49.50 The ANAO completed appropriate audit procedures on all material items. The ANAO also

assessed the IT general and application controls for key systems that support the preparation of
CSIRO’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.9.12. No significant or moderate audit findings were identified
relating to these key areas of risk.

Table 4.9.12: Key areas of financial statements risk

Relevant financial
statement item

Audit risk
rating

Key area of risk

Factors contributing to the risk
assessment

Revenue from Completeness and Higher revenue is recorded with reference to
contracts with accuracy of research contracted milestones or elapsed time
customers project revenue and for research projects; and
$431.1 million ;S::;L?;ergem of significant judgement is required to
trade and other workdin-progress and determine the appropriate revenue
ivables— recognition method in accordance with
receivables unearned revenue : ;
contract assets Australian Accounting Standards for
$25.9 mil CSIRO’s many contracts, revenue
-2 miffion streams and the variety of sources and
suppliers—contract funding models.
liabilities
$168.1 million
Unlisted companies | Valuation and Higher fair value of early-stage entities
(a component of disclosu_re of unlisted !”equires significant e_stimation and
other investments) companies JUdt'quent as tby trtw)leyrl n?ﬂ:rz thed
entities are not publicly listed an
$123.4 million publicly
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Relevant financial
statement item

Key area of risk

Industry, Science, Energy and Resources portfolio

Audit risk Factors contributing to the risk

rating

assessment

require alternate valuation techniques;
and

CSIRO applies the International
Private Equity Valuation and Venture
Capital (IPEV) guidelines to value
these entities in accordance with
AASB 13 Fair Value Measurement.

remediation
$62.8 million

provision for
remediation

Land and buildings Valuation of land and | Moderate investment property and plant and
$1,618.4 million buildings, investment equipment valuations require
. properties, and plant estimates and judgments and are
plant and equipment | 54 equipment supported by external experts due to
$540.6 million the following complexities:
investment o determination of the most
properties appropriate valuation technique;
$49.0 million o adjustments to market evidence to
account for the specialised or
restricted nature of use for some
property assets; and
o identifying the principal market
and assessing the applicability of
recent market transactions and
ensuring the appropriate selection
of observable inputs (where
available) to support the valuation.
Provision for Valuation of the Moderate inherent uncertainty associated with

remediation works to be undertaken on
waste material; and

significant judgement required in the
selection of the valuation model
assumptions.

Source: ANAO 2020-21 audit results, and CSIRO’s audited financial statements for the year ended 30 June 2021.

Audit results

4.9.51 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Geoscience Australia

4.9.52 Geoscience Australia delivers information and advice on Australia’s geology and
geography to support faster and smarter decision-making. Geoscience Australia develops
applications and solutions in response to Australia’s challenges by bringing together observations,

data and knowledge from across geoscience disciplines.

Summary of financial performance

4.9.53 The following section provides a comparison of the 2019-20 and 2020-21 key
departmental and administered financial statements items reported by Geoscience Australia (as
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outlined in Table 4.9.13) and includes commentary regarding significant movements between
years contributing to overall performance.

Table 4.9.13: Key departmental financial statements items

Key financial statements items 2020-21 2019-20
($m) ($m)
Net (cost of)/contribution by services (182.1) (181.5)
Revenue from government 171.2 191.3
Surplus/(deficit) attributable to the Australian Government (10.9) 9.9
Total other comprehensive income 0.3 24
Total comprehensive income/(loss) attributable to the
Australian Government (10.5) 123
Total assets 445.1 507.5
Total liabilities 381.6 395.9
Total equity 63.5 111.6

Source: Geoscience Australia’s audited financial statements for the year ended 30 June 2021.

4.9.54 Revenue from government decreased as a result of the delay in the timing of the
Satellite-Based Augmentation System program which resulted in the funding moving to future
years.

4.9.55 Total assets decreased primarily as a result of lower trade and other receivables due to a
reduction in the prior year appropriation for the Satellite Based Augmentation System program
resulting from reprofiling of the program.

49.56 Total assets and liabilities decreased as result of a decrease in right-of-use assets of
$27.5 million due to depreciation and a decrease in lease liabilities of $21.4 million due to
principal repayment during the year. The decrease in liabilities was slightly offset by an increase of
$2.0 million in supplier payables and an increase of $5.3 million in unearned income from
contracts with customers.

Key areas of financial statements risk

4.9.57 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
Geoscience Australia’s financial statements. The ANAO focused audit effort on those areas that
are assessed as having a higher risk of material misstatement. Areas highlighted for specific audit
coverage in 2020-21 are provided in Table 4.9.14. No significant or moderate audit findings were
identified relating to these key areas of risk.

Auditor-General Report No.14 2021-22
Audits of the Financial Statements of Australian Government Entities for the Period Ended 30 June 2021

196



Industry, Science, Energy and Resources portfolio

Table 4.9.14: Key area of financial statements risk

Relevant financial Key area of risk  Audit risk = Factors contributing to the risk
statement item rating assessment
Heritage and cultural Valuation of Moderate | ¢ valuation of non-financial assets
assets collections / requires judgement and accounting
$3.2 million plant and estimation.

equipment
plant and equipment
$39.4 million
Unearned income from | Deferred Moderate | ¢ recognition of revenue related to long-
contracts with revenue and term contracts and the relevant deferred
customers related income revenue balances at 30 June 2021 is a
$32.1 million relatively complex process and requires

judgement.

Source: ANAO 2020-21 audit results, and Geoscience Australia’s audited financial statements for the year ended
30 June 2021.

Audit results

4.9.58 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Snowy Hydro Limited

4.9.59 Snowy Hydro Limited (Snowy Hydro) is a government business enterprise whose primary
business includes energy generation activities to supply the National Electricity Market and
operating as a retail energy provider to over one million customers through the Red Energy and
Lumo Energy brands. Snowy Hydro’s energy generation capacity of 5,500 megawatts supplies New
South Wales, Victoria and South Australia, primarily through the generating capacity of the Snowy
Mountains hydroelectric scheme.

4.9.60 Snowy Hydro is currently progressing Snowy 2.0, a pumped hydro project that will add
2,000 megawatts of on-demand generation and approximately 350,000 megawatt hours of large-
scale storage to the National Electricity Market.

4.9.61 Inthe 2021-22 Budget the Australian Government announced that Snowy Hydro will
construct and operate a 660 megawatt open cycle gas turbine power station at Kurri Kurri, New
South Wales. There was no material impact arising from this decision on Snowy Hydro’s financial
report in 2020-21. The ANAO will consider the financial impacts and identification of any risks of
material misstatement related to the Hunter Power Project as part of the 2021-22 financial
statements audit.

Summary of financial performance

49.62 The following section provides a comparison of the 2019-20 and 2020-21 key financial
statements items reported by Snowy Hydro (as outlined in Table 4.9.15) and includes commentary
regarding significant movements between years contributing to overall performance.
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Table 4.9.15: Key financial statements items

Key financial statements items

Total expenses 2,312.4 2,600.3
Total revenue 2,690.0 2,710.3
Income tax expense 112.5 33.0
Profit for the period 265.1 77.0
Other comprehensive income 84.9 (140.9)
'(I';otal other comprehensive income attributable to the Australian 350.0 (63.3)
overnment
Total assets 5,927.2 4,898.6
Total liabilities 3,405.2 3,162.9
Total equity 2,522.0 1,735.7

Note a: Snowy Hydro has restated prior year figures in the 2020-21 financial statements and Table 4.9.15 has been
adjusted to reflect these changes.

Source: Snowy Hydro’s audited financial report for the year ended 30 June 2021.

4.9.63 Total profit increased mainly due to the impact of a reduction in expenses associated
with the change in fair value of financial instruments of $202.9 million. The change in the value of
financial instruments reflected changes in the key valuation inputs relating to economic and
electricity market price forecasts at 30 June 2021. The impact of the change in these assumptions
was to reduce the overall liability position of certain derivative accounted contracts compared
with the previous period. Income tax expense increased in line with the total profit for the period.

4.9.64 Total other comprehensive income increased due to the impact of fluctuating market
changes on exchange and interest rate hedges recorded through other comprehensive income.
Compared with the previous period the overall liability position for derivative accounted interest
rate swaps held by Snowy Hydro (to hedge risks associated with Snowy Hydro’s loan facilities)
reduced given the increase in the forward interest rate market curve which was suppressed at
30 June 2020 as a result of the impact of the COVID-19 pandemic.

49.65 The increase in total assets is due mainly to:

° $1,007.6 million in assets under construction capitalised during the period. These
capitalised costs predominantly related to the construction of the Snowy 2.0 project; and

° an increase of $173.5 million in prepayments and other assets. These costs were mainly
associated with Snowy 2.0 (such as insurance and contractual payments).

4.9.66 The increase in total liabilities is primarily due to the drawdown of the $437.0 million

loan facilities to fund construction of Snowy 2.0. This increase was partially offset by a

$245.8 million decrease in the liability position mainly associated with energy derivatives and

interest rate hedges. The change in the value of energy derivatives relates mainly to increases in

the forecast of electricity market prices across the term of the electricity contract. The change in

the value of interest rate hedges relates to the impact of increased forecast interest rate curves
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applied in the valuation of these contracts. The resulting impact was to reduce the overall liability
position of these derivatives compared with the previous period.

Key areas of financial statements risk

4.9.67 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
Snowy Hydro's financial statements. The ANAO focused audit effort on those areas that are
assessed as having a higher risk of material misstatement. Areas highlighted for specific audit
coverage in 2020-21 are provided in Table 4.9.16, including areas which were considered key
audit matters (KAM). No significant or moderate audit findings were identified relating to these

key areas of risk.

Table 4.9.16: Key area of financial statements risk

Relevant financial Key area of Audit risk Factors contributing to the risk assessment
statement item risk rating
Other financial Valuation of Higher ¢ increased level of management judgement
assets financial required to determine fair value of derivative
$128.9 million instruments contracts which are underpinned by complex
) ) KAM data models to calculate financial instrument
other financial values:
tabilties I ti;)n process requires the use of
. e valua
$535.3 miliion observable and unobservable inputs to
decrease in the fair calculate fair value. The nature and uniqueness
value of financial of some energy market derivatives recognised
instruments by Snowy Hydro requires an increased level of
$1.5 million judgement to determine unobservable valuation
, , model inputs; and
increase in other
comprehensive ¢ the valuation of financial instruments is
income sensitive to inputs such as electricity prices,
. electricity supply volumes and market data such
$119.6 million as interest and exchange rates. Some of the
inputs were impacted by the economic effects
of the COVID-19 pandemic.
Part of balance of | Capitalisation Higher e Snowy 2.0 is a complex infrastructure project
construction in of work in delivered over a number of financial periods;
progress progress for and
$2.0 billion Snowy 2.0 e judgement applied by Snowy Hydro in
KAM determining which costs associated with project
establishment and delivery, meet the relevant
technical requirements for capitalisation.
Trade receivables | Completeness Higher ¢ level of judgement applied by management in
$529.9 million and accuracy determining the estimate of expected life time
(includes unbilled of the credit loss on trade and other receivables.
receivable of impairment of Management was required to consider the
$260.0 million) retail debtors economic impact of events such as natural
KAM disasters and the COVID-19 pandemic in
allowance for making these judgements which increased
doubtful debts estimation uncertainty.
$68.0 million
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Relevant financial Key area of Audit risk Factors contributing to the risk assessment
statement item risk rating
Environmental Valuation of Higher ¢ increased level of judgement applied by Snowy
certificate assets renewable Hydro in determining the appropriate
$85.4 million energy accounting treatment for renewable energy
certificates certificates and their valuation at balance date.
Unbilled revenue Valuation and Higher ¢ estimation required due to services provided
receivable existence of not yet billed arising from timing of electricity
$260.0 million unbilled retail meter reads for customers and the date of
revenue preparing the financial statements; and
e estimation process involves increased
management judgement underpinned by a
complex data model with a number of inputs,
significant number of customers and data
sources.
Capitalised Valuation of Moderate | ¢ level of management judgement applied in
customer customer determining which costs outlaid to acquire retail
acquisition costs acquisition customers meet relevant technical
$88.1 million costs requirements for capitalisation; and
amortisation e complexity of estimation process and
- judgement applied to determine an appropriate
$38.8 miliion amortisation rate reflective of the expected time
a customer will continue to procure services
from Snowy Hydro.
Intangible assets - | Valuation and | Moderate | ¢ the impairment estimation process is complex
goodwill impairment of and judgemental due to the nature of the
$383.2 million non-financial impairment model which requires assumptions
assets to be made related to future cash flows and
discount rates.

Source: ANAO 2020-21 audit results, and Snowy Hydro’s audited financial report for the year ended 30 June 2021.

Audit results

4.9.68 There were no significant or moderate audit findings arising from the 2019-20 and
2020-21 financial statements audits.
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4.10 Infrastructure, Transport, Regional
Development and Communications portfolio

Portfolio overview

4.10.1 The Infrastructure, Transport, Regional Development and Communications portfolio
covers a number of policy areas, including safety across the civil aviation, maritime and transport
sectors; air navigation services; developing and administering the national capital; road, rail and
freight transport systems; communication services; digital technologies; and public access to the
arts and culture. Table 4.10.1 identifies material entities specifically mentioned in this chapter.

Table 4.10.1: Infrastructure, Transport, Regional Development and Communications
portfolio material entities discussed in this chapter

Reporting entity Material| Audit Type of Date Date Audit
entity risk auditor’s  financial auditor’s | findings

rating report statements report identified
signed issued

Department of Infrastructure,
Transport, Regional

Development and Yes Moderate v 16 Sept21 | 16 Sept 21 Nil
Communications

Airservices Australia Yes Moderate v 15 Sept 21 | 15 Sept 21 Nil
Australian Broadcasting Yes | Moderate | v 25Aug21 | 25Aug21|  Nil
Corporation

Australian Communications .
and Media Authority Yes Low v 17 Sept 21 | 20 Sept 21 Nil
Australian Postal Corporation Yes Moderate v 26 Aug 21 27 Aug 21 Nil
Australian Rail Track Yes High v 24Aug21 | 24Aug21 | Nil

Corporation Limited

Moorebank Intermodal

Company Limited Yes High v 6 Oct 21 8 Oct 21 O
National Capital Authority Yes Low v 30 Aug 21 31 Aug 21 Nil
National Gallery of Australia Yes Moderate v 23 Aug 21 23 Aug 21 Nil
National Library of Australia Yes Low v 13 Aug 21 13 Aug 21 Nil
NBN Co Limited Yes High v 5 Aug 21 5 Aug 21 Nil
WSA Co Limited Yes Moderate N4 26 Aug 21 26 Aug 21 Nil
v': auditor's report not modified O: significant or moderate findings and/or legislative

matters identified in previous periods, or the 2020-21
interim audit phase, now downgraded or resolved

4.10.2 The Department of Infrastructure, Transport, Regional Development and
Communications is the lead entity in the portfolio and supports the Australian Government’s
policies on cities, regions and connecting Australians, and also supports an environment in which
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all Australians can access and benefit from communication services, creative experiences and
culture. Further information is available from the department’s website at infrastructure.gov.au.

4.10.3 In addition to the department, there are 28 entities within the portfolio with
responsibility for matters such as: maritime, transport and civil aviation safety; infrastructure
planning and delivery, including development of the Western Sydney Airport, national broadband
network infrastructure and Inland Rail project; postal services; public broadcasting; access to
cultural activities and the arts; and strategic planning for the national capital.

4.10.4 Figure 4.10.1 shows the Infrastructure, Transport, Regional Development and
Communications portfolio income, expenses, assets and liabilities.
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Infrastructure, Transport, Regional Development and Communications portfolio

Figure 4.10.1:Infrastructure, Transport, Regional Development and Communications
portfolio income, expenses, assets and liabilities
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|
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Corporation =
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|
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Source: 2020-21 CFS.

4.10.5 As previously outlined in Chapter 2, paragraph 2.7, analysis of the quality and timeliness
of financial statements preparation included a summary of the total number of audit differences
reported to entities during the 2020-21 financial statements audit. Table 4.10.2 provides a
summary of those audit differences that relate to entities within the Infrastructure portfolio.
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Table 4.10.2: The number of audit differences for entities in the Infrastructure portfolio

2020-21 \ 2019-20
Unadjusted Adjusted Total ‘ Unadjusted Adjusted Total

Australian Broadcasting

. - - - - 5 5
Corporation
Australian Communications _ 2 2 _ 1 1
and Media Authority
Australian Film and _ 1 1 1 _ 1
Television Radio School
Australian Maritime Safety B _ _ _ 1 1
Authority
Australian National Maritime 1 _ 1 _ _ _
Museum
Australian Postal

. 1 - 1 1 - 1
Corporation
Australian Rail Track

. - - - 1 2 3
Corporation
Australian Transport Safety 1 _ 1 _ 3 3
Bureau
Bundanon Trust - 2 2 2 4 6
Creative Partnerships B B _ _ 3 3
Australia Limited
Moorebank Intermodal _ _ _ 2 2 4
Company Limited
National Capital Authority - - - 1 - 1
National Film and Sound
Archive of Australia 1 a 1 1 2 3
National Galley of Australia 1 1 2 - - -
National Library of Australia - 1 1 - 1 1
National Museum of _ 5 5 _ 1 1
Australia
National Portrait Gallery of 1 5 3 1 _ 1
Australia
National Transport 5 _ 2 2 1 3
Commission
NBN Co Limited - - - - 1 1
WSA Co Ltd - - - - 2 2

Source: Audit differences reported to entities in the Infrastructure Portfolio.

4.10.6 The following sections provide a summary of the 2020-21 financial statements audit
results for the Department of Infrastructure, Transport, Regional Development and
Communications and other material entities.
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Infrastructure, Transport, Regional Development and Communications portfolio

Department of Infrastructure, Transport, Regional Development and
Communications

4.10.7 The Department of Infrastructure, Transport, Regional Development and
Communications (Infrastructure) is responsible for improving infrastructure across Australia
through funding coordination of transport and other infrastructure; providing an efficient,
sustainable, competitive and safe transport system for all transport users; strengthening the
sustainability, capacity and diversity of regional economies; providing advice on population policy;
implementing the national policy on cities; and promoting an innovative and competitive
communications sector. The department also promotes participation in and access to Australia’s
arts and culture through developing and supporting cultural expression and supports governance
arrangements in the Australian territories.

4.10.8 In addition to these ongoing responsibilities, in 202021 Infrastructure continued to
deliver economic stimulus to the aviation and creative arts sectors and to regional Australian
communities as a result of the COVID-19 pandemic. This support is through the provision of direct
financial assistance in the form of subsidy and grant payments.

4.10.9 The following section provides a comparison of the 2019—-20 and 2020-21 key
departmental and administered financial statements items reported by Infrastructure (as outlined
in Table 4.10.3 and Table 4.10.4) and includes commentary regarding significant movements
between years contributing to overall performance.

Table 4.10.3: Key departmental financial statements items

Key financial statements items 2020-21
($m)

Net (cost of)/contribution by services (360.4) (395.6)
Revenue from government 366.8 364.6
Surplus/(deficit) attributable to the Australian Government 6.4 (31.0)
Total other comprehensive income - 1.3
'(I';otal comprehensive loss attributable to the Australian 6.4 (29.7)
overnment
Total assets 4041 396.4
Total liabilities 226.2 246.0
Total equity 177.9 150.4

Source: Infrastructure’s audited financial statements for the year ended 30 June 2021.

4.10.10 The decrease in the value of net cost of service is mainly related to the one-off impact of
$33.5 million of emergency drought funding for the Drought Community Support Initiative paid in
2019-20. Fluctuations in other balances are considered to be a result of normal activities.
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Table 4.10.4: Key administered financial statements items

Key financial statements items 2020-21 2019-20
($m) ($m)

Total expenses 10,830.7 8,272.6
Total income 1,218.5 1,145.9
Surplus/(deficit) (9,612.2) (7,126.7)
Total other comprehensive income/(loss) 2,731.5 4,297.7
Total comprehensive income/(loss) (6,880.7) (2,829.0)
Total assets administered on behalf of Government 52,362.4 54,343.2
Total liabilities administered on behalf of Government 976.0 541.4
Net assets 51,386.4 53,801.8

Source: Infrastructure’s audited financial statements for the year ended 30 June 2021.

4.10.11 Total administered expenses increased by $2,558.1 million mainly due to:

o subsidy payments of $1,067.8 million to support the aviation industry through the
COVID-19 pandemic;
° subsidy payments of $334.5 million for the Regional Broadband Scheme which

commenced on 1 January 2021; and

° a $865.8 million increase in grants expenses mainly due to additional grant funding rounds
as a result of announced additional budget measures, including for the Local Roads and
Community Infrastructure program.

4.10.12 Total assets decreased by $1,980.8 million due mainly to the impact of a reduction in the
balance of loans and advances, offset by increases in the value of investments in portfolio entities
and companies administered on behalf of the Australian Government, as follows:

. during 2020-21 NBN Co repaid $6,300.0 million of principal of the loan facility
administered by Infrastructure. At 30 June 2021 the outstanding principal to be repaid no
later than 30 June 2024 is $13,200.0 million;

° a $4,200.0 million increase in the value of NBN Co Limited. Infrastructure’s investment in
NBN Co is recognised using an income-based valuation model that considers discounted
future cash flows attributable to the company which were updated in line with NBN’s
corporate plan (refer to paragraph 4.10.13);

° a $293.0 million decrease in the value of the Australian Postal Corporation due to changes
in cash flow forecasts for required capital investment to service continued growth in parcel
volumes arising due to changing consumer behaviour as a result of the COVID-19
pandemic;

o a $101.6 million decrease in the value of Airservices Australia due to the continued impact
of the COVID-19 pandemic in the short-term forecast revenue for the entity; and

. a $192.3 million decrease in the value of the Australian Rail Track Corporation due to
continued challenging market conditions and changes in long-term cash flows to reflect
decreases in the longevity of certain revenue streams and an increase in operational costs.
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Infrastructure, Transport, Regional Development and Communications portfolio

4.10.13 The valuation of NBN Co Limited is undertaken in accordance with an income based
approach (discounted cash flow methodology) prescribed by AASB 13 Fair Value Measurement.
The increase in the fair value of the investment at 30 June 2021 related to updated valuation
assumptions impacting future cash flows, as follows: a revision to the estimate of the future
gearing and financing structure of NBN Co to reflect a ratio of debt to earnings before interest,
tax, depreciation and amortisation (EBIDTA) of 7.0x (2020: 5.0x); changes to the discount rate
applied in the valuation following an assessment of risk and other market factors that require
consideration in determining an appropriate rate; and the impact of the modelled period
commencement date moving to 1 July 2021, thus no longer including the lower margin 2020-21
cash flow forecasts.

4.10.14 The increase in liabilities of $434.6 million reflects the impact of:

° additional expenditure incurred during 2020-21, particularly an increase in payables for
subsidies to the aviation industry and recipients of grants (591.9 million); and

° recognition of a provision for payments to be made under the Regional Broadband
Scheme, which commenced on 1 January 2021 ($334.5 million).

Key areas of financial statements risk

4.10.15 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
Infrastructure’s financial statements. The ANAO focused audit effort on those areas that are
assessed as having a higher risk of material misstatement. Areas highlighted for specific audit
coverage in 2020-21 are provided in Table 4.10.5, including areas considered key audit matters
(KAM) by the ANAO.

Table 4.10.5: Key area of financial statements risk

Relevant financial | Key area of Audit risk | Factors contributing to the risk assessment

statement item risk rating

Administered Valuation of Higher | ¢ valuations are subject to a complex and

investments — NBN | the Australian specialised estimation process using a

Co Limited Govetl'nmetnj s discounted cash flow model which was

- Investment in implemented for the first time at

$18.0 billion NBN Co 30 June 2020. Governance arrangements
Limited supporting the valuation were maturing during
KAM 2020-21;

o the valuation model is characterised by
increased complexity and application of
management judgement. The use of this
model requires Infrastructure to make
significant judgements in the selection of
assumptions and inputs, such as projected
future cash flows, revenue and expenditure
growth, technological developments, future
consumer behaviour and market competition,
financing and debt assumptions, weighted
average cost of capital, terminal values and
discount rates that are based on primarily
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Relevant financial
statement item

Key area of
risk

Audit risk

Factors contributing to the risk assessment

rating

unobservable data. The resultant outcome is
that the valuation is sensitive to incremental

changes in these assumptions and results in
a larger valuation range; and

the significance of the balance of the
investment in NBN Co Limited to the
Australian Government’s financial statements.

Administered

investments —
Australian Postal
Corporation

$2.3 billion

investments —
Australian Rail
Track Corporation
$2.7 billion

investments —
Airservices Australia

$246.7 million

Valuation of
the Australian
Government’s
investment in
the Australian
Postal
Corporation,
Australian Rail
Track
Corporation
and
Airservices
Australia

KAM

Higher

valuations are subject to complex estimation
processes using a discounted cash flow
valuation model. The use of this model
requires Infrastructure to make significant
judgements in the selection of assumptions
and inputs, such as estimated future cash
flows, weighted average cost of capital,
terminal values and discount rates that are
based on primarily unobservable data. Small
changes in some key inputs can have a
material impact on the valuation outcome;

level of estimation uncertainty created in the
estimation of future cash flows, as noted
above, due to the economic impacts of the
COVID-19 pandemic, particularly on the
revenue generating activities of each entity,
specifically Airservices Australia given the
exposure of revenues to international travel
and Australia Post due to the exposure to
increased parcel volumes and e-commerce
activity; and

judgement applied in determining the
appropriate valuation approach for the
Australian Rail Track Corporation due to the
construction and delivery of the significant
$14.1 billion Inland Rail project being
undertaken by the company.

Administered
advances and loans
$15.3 billion

loan interest
revenue

$790.8 million

Recognition
and
measurement
of loans and
advances

KAM

Moderate

the significance of the balance of the loans
administered by Infrastructure, mainly the
$19.5 billion facility available to NBN Co
Limited, and the $2.0 billion facility available
to the proponents of the Westconnex
Motorway project;

level of management judgement involved in
calculating expected credit losses including
the recoverability of the loans at balance date
(particularly determining whether any
deterioration in credit quality of loan recipients
has occurred); and

complexity of the valuation and required
calculations for loan balances which attract
concessional terms, including the level of
estimation required to determine the
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Relevant financial
statement item

Infrastructure, Transport, Regional Development and Communications portfolio

Key area of
risk

Audit risk

Factors contributing to the risk assessment

rating

appropriate market rate for the concessional
component of new loans.

data

Administered Occurrence of | Moderate complex, significant and diverse range of
grants expense grant programs that include a ngmber of different
o expenses administrative and legislative arrangements
$5.7 billion and conditions which impact payments; and
grants payable level of subjectivity and judgement applied in
$94.7 million determining whether a recipient meets
eligibility and funding milestone requirements.
National Partnership | Occurrence of | Moderate complex and financially significant programs
Payments National subject to detailed legislative conditions; and
$8.4 billion as Eartnersthlp level of subjectivity and judgement applied in
reported as grants aymen determining whether a recipient meets
expenses by the expenses eligibility and funding milestone requirements.
Department of the
Treasury
All financial Accuracy, Moderate process to transfer complete and accurate
statements line completeness data to the Infrastructure FMIS for non-
items and validity of financial assets, accounts payable and

accounts receivable increases the complexity

transferred of the financial statements preparation
from the process; and
former

Department of
Communicatio
ns and Arts
(Communicati
ons) Financial
Management
Information
System
(FMIS) and
Human
Resources
Management
Information
System
(HRMIS) on

1 July 2020

complexity of the process to transfer
employee payroll, service and leave
entittement data to the Infrastructure HRMIS
in order to record complete and accurate
employee benefits expenses and leave
provisions.

Source: ANAO 2020-21 audit results, and Infrastructure’s audited financial statements for the year ended

30 June 2021.

Audit results

4.10.16 There were no significant or moderate audit findings arising from the 2019-20 or

2020-21 financial statements audits.

Airservices Australia

4.10.17 Airservices Australia is responsible for the provision of air navigation services across

Australian and oceanic airspace, and the provision of aviation rescue firefighting services at major
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Australian airports. Supported by a national network of communications, surveillance and
navigation facilities and infrastructure, Airservices Australia is funded through domestic charges
levied on its customers and borrowings from debt markets. Due to the COVID-19 pandemic
related downturn in aviation traffic, Airservices Australia has received funding from government
and revenue substitution in lieu of charges from external customers to cover the reduction in
revenues for 2020-21.

Summary of financial performance

4.10.18 The following section provides a comparison of the 2019—-20 and 2020-21 key financial
statements items reported by Airservices (as outlined in Table 4.10.6) and includes commentary
regarding significant movements between years contributing to overall performance.

Table 4.10.6: Key financial statements items

Key financial statement items 2020-21
($m)

Total expenses 1,023.3 1,058.0
Total income 1,482.1 1,021.5
Income tax expense 137.7 (11.5)
Profit/(loss) after income tax 321.1 (25.0)
Total other comprehensive income/(loss) after tax 42.2 (30.2)
Total comprehensive income/(loss) 363.4 (55.2)
Total assets 2,686.4 2,312.3
Total liabilities 1,826.1 1,815.5
Total equity 860.3 496.7

Source: Airservices’ audited financial statements for the year ended 30 June 2021.

4.10.19 Total income has been significantly impacted by the COVID-19 pandemic with a reduction
of approximately $418.8 million of revenue from the charges to external customers offset by
receipt of $1,131.8 million from government to provide urgent support during their next stages of
recovery from the pandemic.

4.10.20 Total expenses decreased due to a $30.7 million reduction in supplier costs and lower
impairment loss on financial investments of $14.4 million compared to the prior year that had
been slightly offset by higher finance costs of $9.8 million.

4.10.21 Total assets increased primarily as a result of increases in cash and cash equivalents of
$273.7 million and in trade and other receivables of $34.0 million, and an increase in the value of
the defined benefit superannuation scheme assets of $42.1 million. Additions to assets under
construction of $127.7 million was partially offset by $124.0 million in depreciation and
amortisation expenses on other non-current assets.

4.10.22 Total liabilities have decreased due to reductions in borrowings of $94.1 million, trade
and other payables of $14.5 million and other non-current liabilities of $35.9 million. This was
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Infrastructure, Transport, Regional Development and Communications portfolio

offset by an increase in income tax payable on the government’s pandemic assistance funding of

$155.1 million.

Key areas of financial statements risk

4.10.23 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
Airservices’ financial statements. The ANAO focused audit effort on those areas that are assessed
as having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.10.7. No significant or moderate audit findings were identified
relating to these key areas of risk.

Table 4.10.7: Key areas of financial statements risk

Relevant financial | Key area of risk Audit risk = Factors contributing to the risk
statement item rating assessment

defined benefit plan
assets

$865.3 million

present value of the
defined benefit
obligation

$679.7 million

benefit superannuation
obligations

Various line items Impact of the COVID-19 Higher in response to the pandemic and

and disclosures pandemic the impact on the aviation industry,
the Australian Government has
provided financial assistance for
2019-20 and 2020-21 and
Airservices has undertaken a
number of steps in response to the
new operating environment.

Airways revenue Completeness and Higher complexity of the flight traffic data

$327.0 million accuracy of airways captured that is used as the basis

revenue for customer billings; and

dependence on multiple integrated
IT systems.

Property, plantand | Management, Higher sensitivity of the valuation of

equipment recognition and completed asset infrastructure,

$882.8 million valuation of assets which is a material balance for

under construction, and Airservices, to changes in the

assets under existing, completed assumptions used in valuation

construction property, plant and models including technical

$624.2 million equipment and obsolescence; and

intangibles intangibles complexity of capturing of costs

$76.1 million related to assets under construction
due to the technical nature of
assets and the judgements involved
in assessing whether costs can be
capitalised and the appropriate
point of recognition.

Fair value of Valuation of defined Moderate complexities associated with the

valuation of the defined benefit
asset requiring the use of an
actuary; and

judgement required in estimating
future liabilities and the sensitivities
of the fund to economic and
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Relevant financial @ Key area of risk Audit risk | Factors contributing to the risk

statement item rating assessment

demographic assumptions
supporting the estimate.

Aviation Rescue Calculation of Moderate | ¢ complexity of the underlying event
and Fire Firefighting | provisions for legal that gave rise to a potential legal
Services (ARFFS) obligations and related obligation associated with ARFFS
decontamination contingencies decontamination; and

provision

¢ significant judgement required in
$58.5 million valuing the ARFFS
decontamination provision and
contingent liability.

Other financial Management of and Moderate | ¢ complex nature of financial
assets accounting for, a range instruments held by Airservices,
$8.8 million of financial instruments including interest rate swaps and
) forward exchange contracts; and

borrowings ]
$1.1 billion o extensive and complex

: presentation and disclosure
unused credit requirements, including foreign
facilities currency and interest rate
$1.0 billion exposures and the fair value of

complex financial instruments.

Source: ANAO 2020-21 audit results, and Airservices’ audited financial statements for the year ended 30 June 2021.

Audit results

4.10.24 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Australian Broadcasting Corporation

4.10.25 The Australian Broadcasting Corporation (ABC) is responsible for informing and
educating, facilitating public debate and fostering the performing arts by providing innovative and
comprehensive broadcasting services of a high standard to the nation.

Summary of financial performance

4.10.26 The following section provides a comparison of the 2019-20 and 2020-21 key financial
statements items reported by the ABC (as outlined in Table 4.10.8) and includes commentary
regarding significant movements between years contributing to overall performance.
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Table 4.10.8: Key financial statements items

Key financial statement items 2020-21 2019-20
($m) ($m)

Total expenses 1,114.5 1,135.6
Net cost of services 1,061.2 1,070.7
Revenue from government 1,065.3 1,062.2
Surplus/(deficit) attributable to the Australian Government after 4.1 (8.5)
income tax ' '
Total other comprehensive income/(loss) (1.7) (10.0)
Total comprehensive income/(loss) attributable to the

: 2.3 (18.4)
Australian Government
Total assets 1,944.6 2,017.5
Total liabilities 889.0 964.2
Total equity 1,055.6 1,053.3

Source: ABC’s audited financial statements for the year ended 30 June 2021.

4.10.27 The reduction in total assets and liabilities is largely attributed to the amortisation of
right-of-use plant and equipment and repayments of the ABC's lease liabilities.

Key areas of financial statements risk

4.10.28 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
the ABC's financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.10.9. No significant or moderate audit findings were identified
relating to this key area of risk.

Table 4.10.9: Key area of financial statements risk

Relevant financial | Key area of risk Audit risk | Factors contributing to the risk
statement item rating assessment

Total ABC owned Valuation and accuracy Moderate | ¢ valuations are sensitive to changes
assets of land and buildings in the assumptions used in the
land and buildings and assets held for sale valuation models and contain highly

$669.4 million specialised components.

Source: ANAO 2020-21 audit results and ABC’s audited financial statements for the year ended 30 June 2021.

Audit results

4.10.29 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.
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Australian Communications and Media Authority

4.10.30 The Australian Communications and Media Authority (ACMA) is responsible for the
regulation of broadcasting, radio communications (spectrum management), telecommunications
and online content.

Summary of financial performance

4.10.31 The following section provides a comparison of the 2019-20 and 2020-21 key
departmental and administered financial statements items reported by the ACMA (as outlined in
Tables 4.10.10 and 4.10.11) and includes commentary regarding significant movements between

years contributing to overall performance.

Table 4.10.10: Key departmental financial statements items

Key financial statements items 2019-20

($m)
Net (cost of)/contribution by services (111.4) (107.2)
Revenue from government 101.0 96.0
Surplus/(deficit) attributable to the Australian Government (10.4) (11.2)
Total other comprehensive income/(loss) - 0.6
"l"ztsatlr aclci)ar?]pcr;eorleer::xee ri:'t1come/(loss) attributable to the (10.4) (10.6)
Total assets 139.3 118.6
Total liabilities 100.1 82.1
Total equity 39.2 36.6

Source: ACMA’s audited financial statements for the year ended 30 June 2021.

4.10.32 The increase in the net cost of services relates to a $3.3 million increase in employee
benefits due to a two percent pay rise, payments for redundancies, and additional employer
superannuation contributions. In addition, there was an increase in contractors expense relating
to the eSafety program. This has also been offset by a $0.9 million reduction in travel costs due to
the COVID-19 pandemic travel restrictions.

4.10.33 The movement in asset and liabilities is primarily due to the new Sydney lease,
recognising a $19.5 million right-of-use asset and lease liability, associated with AASB 16 Leases.
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Table 4.10.11: Key administered financial statements items

Key financial statements items 2020-21 2019-20

($m) ($m)
Total expenses 13.8 10.7
Total income 957.8 1,415.3
Surplus/(deficit) after income tax 944.0 1,404.6
Total comprehensive income/(loss) 944.0 1,404.6
Total assets administered on behalf of Government 454.3 57.5
Total liabilities administered on behalf of Government 256.6 131.2
Net assets/(liabilities) 197.7 (73.7)

Source: ACMA’s audited financial statements for the year ended 30 June 2021.

4.10.34 The decrease in total income in 2020-21 is due to no sale activity of spectrum access
licences compared to $852.9 million received in 2019-20. On 1 January 2021 the Regional
Broadband Scheme (RBS) tax levy charge was introduced and $324.8 million of accrued revenue
was recognised at 30 June 2021 for the first time. This also led to the increase in total assets
administered on behalf of government.

4.10.35 Total expenses increased as a result of $4.8 million more in grants expenditure relating to
the Online Safety Grants Program. The increase was also offset by a $1.7 million decrease in
expenditure payments relating to the Digital Literacy Program for Seniors.

4.10.36 The increase in total liabilities administered on behalf of the government was due to the
$126.0 million increase in unearned revenue balances relating to radio communication licence
fees paid up front which is primarily due to industry demand and timing of payments.

Key areas of financial statements risk

4.10.37 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
ACMA'’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. The area highlighted for specific audit coverage in
2020-21 is provided in Table 4.10.12. No significant or moderate audit findings were identified
relating to this key area of risk.
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Table 4.10.12:

Key area of financial statements risk

Relevant financial | Key area of risk Audit risk | Factors contributing to the risk
statement item rating assessment

Administered
income

$957.8 million

receivables and
accrued revenue

$454 .3 million

payables —
unearned income

$256.6 million

Recognition and
measurement of
administered
income,
receivables and
unearned income

Higher

the significance of the balance; and

application of professional judgement is
required in determining when to
recognise revenue, as spectrum
management is technically complex and
involves licensing, auctions and trading.

Source: ANAO 2020-21 audit results, and ACMA’s audited financial statements for the year ended 30 June 2021.

Audit results

4.10.38 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Australian Postal Corporation

4.10.39 The Australian Postal Corporation (Australia Post) is a government business enterprise
responsible for operating post offices and distributing mail and parcels in Australia and

internationally.

Summary of financial performance

4.10.40 The following section provides a comparison of the 2019-20 and 2020-21 key financial
statements items reported by Australia Post (as outlined Table 4.10.13) and includes commentary
regarding significant movements between years contributing to overall performance.
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Table 4.10.13: Key financial statements items

Key financial statements items 2020-21 2019-20

($m) ($m)
Total revenue and income 8,273.7 7,499.2
Total expenses 8,129.1 7,393.3
Profit/(loss) before income tax 100.7 53.6
Income tax benefits/(expenses) (31.1) (10.7)
Net profit/(loss) for the year 69.6 42.9
Total other comprehensive income/(loss) 261.4 (110.6)
Total comprehensive profit/(loss) for the year 331.0 (67.7)
Total assets 7,064.9 6,785.3
Total liabilities 4,577.0 4,582.2
Total equity 2,487.9 2,203.1

Source: Australia Post’s audited financial statements for the year ended 30 June 2021.

4.10.41 Australia Post reported an increase in total comprehensive income during 2020-21 as a
result of strong growth in parcels, express post, eCommerce and global revenue all of which
increased from the previous year. Despite the decline in mail products (letters) and revenue from
sectors affected by the COVID-19 pandemic such as passports and the increase in delivery costs,
being primarily employees and supplier expenses, Australia Post’s profit before tax increased by
88 per cent from year-end 2019-20.

4.10.42 The increase in assets in 2020-21 reflects the result of the performance of the assets
held by the Australia Post Superannuation Scheme amounting to a gain of $304.3 million and
largely due to acquisitions as part of the motor vehicle replacement program and acquisitions
related to telecommunication, transformation and parcel automation.

4.10.43 The overall movement in liabilities has decreased nominally $5.2 million across current
and non-current classes reflecting business as usual activities.

Key areas of financial statements risk

4.10.44 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
Australia Post’s financial statements. The ANAO focused audit effort on those areas that are
assessed as having a higher risk of material misstatement. Areas highlighted for specific audit
coverage in 2020-21 are provided in Table 4.10.14, including areas which were considered key
audit matters (KAM) by the ANAO. No significant or moderate audit findings were identified
relating to these key areas of risk.
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Table 4.10.14: Key area of financial statements risk

Audit risk
rating

Relevant
financial

Key area of risk

Factors contributing to the risk
assessment

statement item

Goods and Recognition of Revenue Higher the judgement and assumptions

services income cut off and accuracy of used to etstil;na(tje fthe adrr}oun’: of

unearned goods and services revenue fo be de errg or stamps

: sold but not yet used;
postage revenue | revenue and the valuation _ _ _
. of unearned postage the judgement requlred in the

$127.1 million revenue selection and application of

accounting policies for new and
KAM diverse revenue stream; and

the complexity of contracts and
arrangements entered into where
they include multiple performance
obligations and volume targets
which affects the contracted price.

Intangible assets | Valuation and impairment Higher the estimation process is complex

goodwill of goodwill and indefinite and judgemental and includes

. life intangible assets assumptions related to future cash
$507.8 million flows and discount rates.
KAM

Net Valuation of the Australia Higher the complexity of the valuation

superannuation Post Superannuation including the sensitivity of the

asset Scheme economic and demographic

$931.2 million KAM assumptions supporting the

calculation.

Source: ANAO 2020-21 audit results, and Australia Post’'s audited financial statements for the year ended
30 June 2021.

4.10.45 The were no performance audit reports tabled during 2020-21 relevant to the financial
management or administration of Australia Post.

Audit results

4.10.46 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Australian Rail Track Corporation

4.10.47 The Australian Rail Track Corporation (ARTC) is responsible for the development,
maintenance, management and delivery of some of Australia’s major rail networks, including the
national interstate rail network, the Hunter Valley coal rail network, and the construction of the
Inland Rail network. The Australian Government has announced it will invest up to $14.5 billion in
equity funding into ARTC in order for the company to deliver the Inland Rail network. Inland Rail is
a 1,700-kilometre rail line that will link Brisbane and Melbourne through regional Australia. Inland
Rail is the largest rail freight infrastructure project ever undertaken in Australia.
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Summary of financial performance

4.10.48 The following section provides a comparison of the 2019-20 and 2020-21 key financial
statements items reported by ARTC (as outlined Table 4.10.15) and includes commentary
regarding significant movements between years contributing to overall performance.

Table 4.10.15: Key financial statements items

Key financial statement items 2020-21

($m)
Total expenses 1,595.4 1,628.9
Total revenue and other income 888.7 852.3
Income tax expense/(benefit) 29.4 (83.7)
Profit/(loss) attributable to the Australian Government (677.3) (860.3)
Total other comprehensive income/(loss) (97.0) (29.5)
Xﬁt:;lr ;?a?pé%tﬁm ri:'t1come/(loss) attributable to the (774.3) (889.9)
Total assets 4,354.6 4,405.2
Total liabilities 1,635.5 1,578.7
Total equity 2,7191 2,826.5

Source: ARTC'’s audited financial statements for the year ended 30 June 2021.

4.10.49 Total expenses and revenue fluctuated in the normal course of operations.

4.10.50 The decrease in total assets is mainly due to the valuation of property, plant and
equipment, with ARTC recognising $729.3 million of impairment charges during 2020-21. ARTC
recognises non-financial assets on a fair value basis determined using an income based discounted
cash flow analysis with impairments recognised where the carrying value of assets exceeds the
calculated fair value. The impairment was impacted in 2020-21 by:

° changes in key inputs to the discounted cash flow analysis for the Interstate and Hunter
Valley network mainly relating to: challenging market conditions; reconsideration of the
expected longevity of future revenue streams; and expectations of increased future costs
of services; and

o the increased expenditure on Inland Rail assets and reflecting the future cash flows and
forecast level of return to ARTC in relation to this construction and operation of this asset.

4.10.51 Total liabilities have increased by $56.8 million mainly due to government grants
increasing by $165.6 million offset by partial repayment of ARTC's debt facilities of $97.8 million.

Key areas of financial statements risk

4.10.52 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
ARTC’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
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2020-21 are provided in Table 4.10.16. No significant or moderate audit findings were identified
relating to these key areas of risk.

Table 4.10.16: Key areas of financial statements risk
Relevant financial @ Key area of risk Audit risk | Factors contributing to the risk
statement item rating assessment
Property, plantand | Valuation of Higher o the fair value of infrastructure
equipment infrastructure assets assets is estimated using a
$3.8 billion complex discounted cash flow
. . model; and
impairment ) . )
expenses o the fair value model is subject to

increased judgement and is
sensitive to changes in
assumptions, including forecasts of
business performance, cash flows
in future years and discount rates.

$314.0 million

Impairment Recognition and Higher e judgement and estimation required
expenses valuation of assets by ARTC in apportioning capital
$415.3 million under construction for and operating costs across the

the Inland Rail network whole of term construction of the
Inland Rail given the nature of the
project, significance of the
investment value and expected
future returns on investment; and

e judgement and estimation applied
in determining whether assets for
Inland Rail are impaired. ARTC
estimates impairment on these
assets using several methods, most
significantly a complex discounted
cash flow model which incorporates
management’s judgements on
future cash flows, revenue and
discount rates.

Access Revenue Completeness of Higher ¢ subject to management estimates
$766.0 million access revenue and judgement to determine the
amount of revenue recognised due
to impact of regulatory access
$55.8 million undertakings; and

trade receivables

e complexity of underlying process
for recognition of access revenue
from rail operators.

Deferred tax assets | Recognition and Moderate | e tax liabilities and deferred tax

(net) measurement of assets (DTAs) arise predominantly

$156.2 million taxation related from asset revaluations, which are
balances subject to judgement and

income tax expense
$29.4 million

uncertainty; and

e increased judgement applied in
recognising the amount of the
DTAs that ARTC will be able to
utilise to offset future taxation
expense.
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Relevant financial @ Key area of risk Audit risk | Factors contributing to the risk
statement item rating assessment

Deferred income— | Occurrence and Moderate | o judgement is involved in
government grants | classification of grants determining the appropriate
$823.4 million in the income statement recognition point for grant

contributions in accordance with the
relevant requirements of the
$62.6 million accounting standards and nature of
the grant funded assets; and

grant income

e the nature of some grants from
government means that ARTC
recognise revenue (in accordance
with the accounting standards) over
a significant period of the operating
life of an asset constructed.

Impacts multiple Complexity of IT Moderate | ¢ complexity and number of IT
financial statements | environment systems that support the
line items recognition and processing of

transactions and balances which
have significant impact on the
preparation of the financial
statements.

Source: ANAO 2020-21 audit results, and ARTC'’s audited financial report for the year ended 30 June 2021.

Audit results

4.10.53 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Moorebank Intermodal Company Limited

4.10.54 The Moorebank Intermodal Company Limited (MIC) was established to oversee the
development and future operation of the Moorebank intermodal terminal in Sydney’s south-west.
It is designed to enable more freight to be moved by rail both locally and nationally. The
Moorebank terminal will have an import and export facility with a direct link to Port Botany, and
also an interstate and regional facility to connect to the national rail freight network. The terminal
will be developed and operated by co-investor Sydney Intermodal Terminal Alliance.

Summary of financial performance

4.10.55 The following section provides a comparison of the 2019-20 and 2020-21 key financial
statements items reported by MIC (as outlined Table 4.10.17) and includes commentary regarding
significant movements between years contributing to overall performance.
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Table 4.10.17: Key financial statements items

Key financial statement items 2020-21 2019-20
($m) ($m)

Total expenses 56.1 52.9
Total revenue 13.7 17.9
Income tax benefit 3.3 8.2
Income/(loss) for the year 9.1 (26.8)
Total other comprehensive income/(loss) 3.3 8.2
Total income/(loss) for the year 12.4 (18.6)
Total assets 553.3 515.3
Total liabilities 231.8 220.2
Total equity 321.4 295.2

Source: MIC’s audited financial statements for the year ended 30 June 2021.

4.10.56 The decrease in total revenue is due to a one-off effect of a $7.5 million gain on the
recognition of finance leases in the prior year. This was partially offset by a $3.5 million gain from
a reimbursement awarded by arbitration to recover legal fees incurred in prior years during the
2020-21 financial year.

4.10.57 Total liabilities have increased due to an increase in the provisions for land and site costs
relating to preparing land for use, upgrades to Moorebank Avenue and voluntary planning
contributions. Total expenses increased from the prior year as a result of the increase in
provisions for land and site costs.

4.10.58 Total assets have increased due to a valuation increase in the Precinct Land Trust of
$54.2 million that was offset by a reduction in the cash and cash equivalent balance of $29.7
million as a result of funding enabling works at the Moorebank Logistics Park.

Key areas of financial statements risk

4.10.59 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
MIC'’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.10.18. MIC had an unresolved moderate risk finding relating to
the support and quality assurance over the financial statement close process.
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Table 4.10.18: Key areas of financial statements risk

Relevant
financial

Key area of risk

Factors contributing to the risk
assessment

statements item

Non-financial Valuation of the land Higher judgements and estimates involved in
liabilities — preparation; Moorebank capturing land preparation costs,
provisions Avenue works and including assessing the level of work
$205.1 million voluntary planning required for the completion of these
contribution provisions projects.
Non-financial Recognition and Moderate complexity of the investment structure;
assets — equity disclosure of the value and
_accm:ntedt ?f thf Precinct Land valuation of the land is subject to
investments rus judgements and estimates associated
$234.3 million with a discounted cash flow
methodology, including future cash
flows, rates of return and discounting.
Non-financial Valuation and Moderate complexities in capturing costs
assets — assets recoverability of assets associated with the development of
under under construction capital projects; and
construction judgements in respect to the
$1.4 million recoverability of capital costs.
Deferred tax Valuation of deferred Moderate judgements involved the assessment of
assets tax assets recoverability of deferred tax assets
$76.0 million against future forecast profits; and
judgements involved in the
apportionment of deductible costs for
the derivation of the deferred tax asset.
Non-financial Valuation of the finance | Moderate valuation of the rail access lease is
assets — finance lease receivable for rail subject to judgements and estimates
lease access charges associated with a discounted cash flow
$179.6 million methodology, including futgre cash
flows, rates of return and discounting.
All financial Going concern — Moderate judgements involved in the identification
statement items available funding is of going concern indicators; and
mSUff.'C.'ent to .CO\;er t judgements involved in going concern
remaining project costs assessments including the impact of
any project changes

Source: ANAO 2020-21 audit results, and MIC’s audited financial statements for the year ended 30 June 2021.

Audit results

4.10.60 Table 4.10.19 summarises the status of audit findings reported by the ANAO in
2019-20 and 2020-21.
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Table 4.10.19: Status of audit findings

Category Closing position New findings Findings resolved Closing position
(2019-20) (2020-21) (2020-21) (2020-21)

Moderate (B) 1 - (1 -

Total 1 - (1) -

Source: ANAO 2020-21 audit results.

4.10.61 For the finding listed below, the ANAO undertook additional audit procedures to gain
assurance that the MIC’s 2020-21 financial statements were not materially misstated.

Resolved moderate audit finding

Support and Quality Assurance over the financial statement close process

4.10.62 During the 2017-18 final audit, the ANAO identified weaknesses in the financial
statements processes that involved judgements, and the presentation of MIC’s consolidated
financial statements. Key determinations and decisions associated with financial statements
preparation, including valuations, which were finalised late or with weaknesses in appropriate
guality assurance.

4.10.63 These weaknesses highlighted opportunities for improvements regarding management’s
guality assurance and support processes to enhance the quality of its financial reporting and
reduce the risk of error and the potential for material misstatement to the Group’s consolidated
financial statements. This audit finding remained unresolved at the conclusion of the 2019-20
financial year.

4.10.64 In 2020-21 the ANAO observed that MIC had prepared detailed accounting position
papers on material transactions and any areas that required significant judgements. All relevant
supporting documentation for the financial statement preparation process, including the draft
financial statements were provided in a timely manner. This assisted the overall timeliness of the
audit process. The finding is now resolved.

4.10.65 There were no significant or moderate audit findings arising from the 2020-21 financial
statements audit.

National Capital Authority

4.10.66 The National Capital Authority (NCA) is responsible for managing the strategic planning,
promotion and enhancement of Canberra as the national capital for all Australians through the
development and administration of the National Capital Plan, the operation of the National
Capital Exhibition, delivery of education and awareness programs, and works to enhance the
character of the national capital.

Summary of financial performance

4.10.67 The following section provides a comparison of the 2019-20 and 2020-21 key
departmental and administered financial statements items reported by the NCA (as outlined in
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Table 4.10.20 and Table 4.10.21) and includes commentary regarding significant movements

between years contributing to overall performance.

Table 4.10.20:

Key financial statement items

Key departmental financial statements items

Net (cost of)/contribution by services (12.9) (12.2)
Revenue from government 10.9 10.4
Surplus/(deficit) attributable to the Australian Government (1.9) (1.8)
Total other comprehensive income (0.4) (0.1)
Total comprehensive income/(loss) attributable to the

Australian Government (2:3) (1.9)
Total assets 23.0 24.0
Total liabilities 74 6.6
Total equity 15.6 17.4

Source: NCA'’s audited financial statements for the year ended 30 June 2021.

4.10.68 The increase in the net cost of services in 2020-21 is due to an increase in supplier
expenses of $1.9 million offset by an increase in own source revenue of $1.0 million. The increase
in supplier expenses was mainly due to the appointment of a new information and
communication technology (ICT) provider that resulted in additional expenses being incurred
during the transition period and increased data storage costs.

Table 4.10.21: Key administered financial statements items

Key financial statements items 2020-21 2019-20
($m) ($m)

Total expenses 417 42.4
Total income 22.8 22.8
Surplus/(deficit) (18.9) (19.6)
Total other comprehensive income 39.6 129.2
Total comprehensive income/(loss) 20.7 109.6
Total assets administered on behalf of Government 1,001.3 969.5
Total liabilities administered on behalf of Government 27.2 30.0
Net assets/(liabilities) 974.1 939.5

Source: NCA'’s audited financial statements for the year ended 30 June 2021.

4.10.69 The movement in the total other comprehensive income in 2020-21 of $88.9 million is a
result of a lower asset revaluation movement in 2020-21 following a high movement in the
comprehensive revaluation undertaken in 2019-20. The NCA engaged Preston Rowe Paterson
Sydney Pty Ltd to undertake an independent valuation in both years.
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4.10.70 Total assets have increased by $31.8 million, largely due to the increase in non-financial

assets.

Key areas of financial statements risk

4.10.71 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
NCA'’s financial statements. The ANAO focuses audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.10.22. No significant or moderate audit findings were identified
relating to these key areas of risk.

Table 4.10.22:

Relevant financial

Key areas of financial statements risk

Key area of risk Audit risk
rating

Factors contributing to the risk

statement item

assessment

non-financial assets
$998.7 million

buildings and
infrastructure
located within the
National Capital
Estate.

Administered Classification and Moderate | ¢ complexities in determining the value
other payables valuation of the of work in progress at balance date
. construction as works are often between defined

$21.4 million activities relating to construction milestones and

non-financial assets | NCA’s responsibility professional judgement is required.
' enhance and

Departmental replace assets on

revenue from national land.

contracts with

customers

(construction works)

$0.3 million

other payables

$1.8 million

Administered Valuation of land, Moderate | ¢ complexities in determining the fair

value of land, buildings, infrastructure
and related capital works deemed for
the special purposes of Canberra as
the national capital.

Source: ANAO 2020-21 audit results, and NCA'’s audited financial statements for the year ended 30 June 2021.

Audit results

4.10.72 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

National Gallery of Australia

4.10.73 The National Gallery of Australia (the Gallery) is responsible for developing and
maintaining a national collection of works of art to exhibit or to make available for others to
exhibit; and making the most advantageous use of the national collection in the national interest.
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Summary of financial performance

4.10.74 The following section provides a comparison of the 2019-20 and 2020-21 key financial
statements items reported by the Gallery (as outlined in Table 4.10.23) and includes commentary
regarding significant movements between years contributing to overall performance.

Table 4.10.23: Key financial statements items

Key financial statements items 2020-21

($m)
Net (cost of)/contribution by services (77.3) (61.8)
Revenue from government 497 59.2
Surplus/(deficit) attributable to the Australian Government (27.5) (2.6)
Total other comprehensive income/(loss) 0.6 299.3
Xﬁtsatlr glci)ar?]pcr;eorleergzxee ri:'t1come/(loss) attributable to the (27.0) 296.7
Total assets 6,667.0 6,665.1
Total liabilities 14.2 13.5
Total equity 6,652.8 6,651.6

Source: The Gallery’s audited financial statements for the year ended 30 June 2021.

4.10.75 The increase in net cost of services is largely due to a $17.3 million increase in the write
down and impairment of assets. In 2020-21, assets with a net book value of $17.6 million were
identified through the Gallery’s provenance governance framework as having no future economic
benefit and were derecognised and written off.

4.10.76 Revenue from government decreased by $9.5 million. Additional government revenue of
$12.7 million was received in 2019-20 by the Gallery for support whilst there was a decline in
commercial revenue due to the COVID-19 pandemic.

4.10.77 Total assets increased predominantly as a result of an increase in cash offsetting the
decrease in heritage and cultural assets due to write down and impairment. Total liabilities
increased due to an increase in supplier payables offsetting a decrease in the provision for
redundancies.

Key areas of financial statements risk

4.10.78 The ANAO completed appropriate audit procedures on all material items. The ANAO
focused audit effort on those areas that are assessed as having a higher risk of material
misstatement. Areas highlighted for specific audit coverage in 2020-21 are provided in Table
4.10.24. No significant or moderate audit findings were identified relating to these key areas of
risk.
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Table 4.10.24: Key area of financial statements risk

Relevant financial = Key area of risk Audit risk | Factors contributing to the risk
statement item rating assessment

Heritage and Valuation of items in the Higher e judgement required in valuing
cultural assets heritage and cultural iconic artwork through the use of
$6.134.2 million collection observable market inputs; and

e the complexity of the valuation
model applied to the general

collection.
Buildings Valuation of buildings Higher ¢ judgement required in selecting the
$402.6 million assumptions used in determining

the fair value including assessing
the impact of the building condition
and specialised use.

Source: ANAO 2020-21 audit results, and the Gallery’s audited financial statements for the year ended 30 June 2021.

Audit results

4.10.79 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

National Library of Australia

4.10.80 The National Library of Australia (the Library) is responsible for developing and
maintaining a national collection of library material, including a comprehensive collection of
material relating to Australia and the Australian people, and to make this material available to the
public.

Summary of financial performance

4.10.81 The following section provides a comparison of the 2019-20 and 2020-21 key financial
statements items reported by the Library (as outlined in Table 4.10.25) and includes commentary
regarding significant movements between years contributing to overall performance.
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Table 4.10.25: Key financial statements items
Key financial statements items 2020-21 2019-20
($m) ($m)
Net (cost of)/contribution by services (231.0) (63.4)
Revenue from government 58.8 54.5
Surplus/(deficit) attributable to the Australian Government (172.2) (8.8)
Total other comprehensive income/(loss) (12.0) (7.5)

Total comprehensive income/(loss) attributable to the

Australian Government (184.2) (16.4)
Total assets 1,537.2 1,705.0
Total liabilities 24.7 18.1
Total equity 1,512.5 1,687.0

Source: The Library’s audited financial statements for the year ended 30 June 2021.

4.10.82 The increase in net cost of services is mainly due to a $165.9 million increase in the write
down and impairment of assets due to a significant decline in the estimated fair value of heritage
and collection assets.

4.10.83 The decrease in total assets reflects decline in value of the heritage and collection assets.
In 2020-21, valuers were able to perform asset inspections unable to be performed in the prior
year due to the COVID-19 pandemic restrictions. The 2020-21 valuation relied on an updated
methodology that included adoption of a mid-range estimate, rather than the higher range
estimate adopted in the previous year.

Key areas of financial statements risk

4.10.84 The ANAO completed appropriate audit procedures on all material items. The ANAO
focused audit effort on those areas that are assessed as having a higher risk of material
misstatement. The area highlighted for specific audit coverage in 2020-21 is provided in Table
4.10.26.

Table 4.10.26: Key area of financial statements risk
Relevant financial Key area of risk Audit risk | Factors contributing to the risk
statement item rating assessment
Heritage and cultural Valuation of the Higher ¢ significant judgement and
assets national collection expertise required to assess the
$1.1 billion value of items in the collection,

due to the unique nature of the
collection assets and lack of a
market of comparable assets.

Source: ANAO 2020-21 audit results, and the Library’s audited financial statements for the year ended 30 June 2021.
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Audit results

4.10.85 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

NBN Co Limited

4.10.86 The primary objective of NBN Co Limited (NBN Co) is to provide wholesale services to
internet service providers. NBN Co is a government business enterprise incorporated under the
Corporations Act 2001.

Summary of financial performance

4.10.87 The following section provides a comparison of the 2019-20 and 2020-21 key
departmental and administered financial statements items reported by the NBN Co (as outlined in
Table 4.10.27) and includes commentary regarding significant movements between years
contributing to overall performance.

Table 4.10.27: Key departmental financial statements items

Key financial statements items

Total income 4,666.0 3,881.0
Total expenses 8,504.0 9,119.0
Profit/(Loss) before income tax (3,838.0) (5,238.0)
Income tax benefit/(expense) 1.0 (1.0)
Net Profit/(loss) for the year (3,837.0) (5,239.0)
Total other comprehensive gain/(loss) (3.0) 2.0
Total comprehensive loss for the year (3,840.0) (5,237.0)
Total assets 35,738.0 36,850.0
Total liabilities 37,478.0 34,750.0
Total equity (1,740.0) 2,100.0

Source: NBN Co’s audited financial statements for the year ended 30 June 2021.

4.10.88 In 2020-21 NBN Co generated revenue and income of $4.7 billion and reported a net loss
of $3.8 billion after taxation. Revenue increased by $0.8 billion primarily driven by higher
activations during the year (0.9 million premises) and movements by users to higher speed tiers.
The net loss after taxation decreased due to higher revenue and reduced subscriber costs
resulting from a decrease in brownfield activations.

4.10.89 Asat 30 June 2021, NBN Co reported total assets of $35.7 billion, a decrease of $1.1
billion across a number of balances, the largest decrease being in property, plant and equipment
of $0.6 billion due to depreciation being greater than additions.

4.10.90 Asat 30 June 2021, NBN Co reported total liabilities of $37.5 billion, an increase of $2.7
billion primarily due to increased borrowings through private debt and the issuance of medium-
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Infrastructure, Transport, Regional Development and Communications portfolio

term notes. This is offset by a decrease in the Government loan as a result of repayments during
the year, funded by the external borrowings.

4.10.91 Asat 30 June 2021, the contributed equity of $29.5 billion has been offset by
accumulated losses of $31.2 billion.

Key areas of financial statements risk

4.10.92 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
NBN Co’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. During the year, developments in the business,
including those pertaining to external borrowings, required us to update our risk assessment and
those areas considered as key audit matters (KAM). Areas highlighted for specific audit coverage
in 2020-21 are provided in Table 4.10.28, including which areas were considered KAM by the
ANAO. No significant or moderate audit findings were identified relating to these key areas of risk.

Table 4.10.28:

Key areas of financial statements risk

Relevant financial Key area of risk
statement item

Audit risk | Factors contributing to therisk
ratin assessment

asset

$136.0 million
derivative financial
liability

$16.0 million
borrowings

$10.6 billion

financial instruments

KAM (valuation;
presentation and
disclosure of borrowings,
related party borrowings
and derivatives)

Telecommunications Accounting for and Higher revenue has increased
revenue reporting significantly as the network
$4.4 billion telecommunications continues to roll out with IT
revenue systems and controls
KAM (accuracy and continuing to evolve with
occurrence of scale.
telecommunications
revenue)
Property, plant and Accounting for network Higher estimation of useful lives and
equipment assets including accuracy cost allocations in the
$33.1 billion and completeness of depreciation and amortisation
) ] depreciation. calculations, involves
intangibles KAM (accuracy and significant judgement and the
$1.9 billion completeness of use of gomplex manual
depreciation and depreciation and depreciation models; and
amortisation expense amortisation expense) accounting for the valuation
$3.6 billion ofnetwork assets is subject to
a high degree of judgement
andcomplexity.
Derivative financial Valuation and disclosure of Higher the volume, quantum and

complexity of the derivative
arrangements entered into;
and

the inherent judgements
involved in the fair valuation
and accounting of the
financial instruments and
borrowings.
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Relevant financial Key area of risk Audit risk | Factors contributing to therisk
statement item ratin assessment

related party

borrowings

$13.2 billion

Network assets Accounting treatment of Higher ¢ the agreements include

$32.8 billion rights and obligations arrangements for the lease of

lease liabilities undersignificant contractual infrastructure; and
arrangements.

$10.8 billion ¢ these contracts are
significant and complex in
nature and represent a
significant portion of the
associated financial
statements items

Source: ANAO 2020-21 audit results, and NBN Co’s audited financial statements for the year ended 30 June 2021.

Audit results

4.10.93 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

WSA Co Limited

4.10.94 WSA Co Limited (WSA) was established to construct and operate Western Sydney
International (Nancy-Bird Walton) Airport in Badgerys Creek, in south-western Sydney, to the
functional specifications determined by the Australian Government. WSA is a government
business enterprise wholly owned by the Australian Government, represented by the Minister for
Finance and the Minister for Communications, Urban Infrastructure, Cities and the Arts as
shareholder ministers.

4.10.95 The Australian Government currently plans to invest up to $5.3 billion of equity funding
into WSA to build the Western Sydney International Airport. This investment covers WSA’s work
on the earthworks and construction of the airport (runway and terminal infrastructure) in
accordance with the conditions of the project deed agreed by the Australian Government and
WSA. Bulk earthworks to prepare the airport commenced in early 2020 and continued through
2020-21. Construction of the airport terminal and runway is expected to commence in 2021-22.

Summary of financial performance

4.10.96 The following section provides a comparison of the 2019-20 and 2020-21 key financial
statements items reported by WSA (as outlined in Table 4.10.29) and includes commentary
regarding significant movements between years contributing to overall performance.
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Table 4.10.29: Key financial statements items
Key financial statement items 2020-21 2019-20
($m) ($m)
Total expenses 3241 364.3
Total income 14.6 0.9

Income tax benefit - -

Income/(loss) for the year/period (309.5) (363.5)
Total other comprehensive income - -
Total comprehensive income/(loss) (309.5) (363.5)
Total assets 612.2 295.5
Total liabilities 73.0 91.7
Total equity 539.2 203.8

Source: WSA'’s audited financial statements for the year ended 30 June 2021.

4.10.97 Total expenses decreased mainly due to the stage of construction of the airport. During
2019-20 WSA recognised an increase to the provision for decontamination of $37.0 million.
During 2020-21 decontamination activities were substantially completed and no additional
contamination that necessitated the recognition of further expenses was identified.

4.10.98 Total income increased due to the reversal of previously recognised provision for
decontamination of $14.2 million for the airport site following the substantial completion of
decontamination activities on the airport site during 2020-21. The cost of decontamination
incurred was less than originally estimated.

4.10.99 The total comprehensive loss reflects the nature of funding available to WSA. WSA has
entered into an equity subscription agreement with the Commonwealth to fund the development
and construction of the airport to meet the Commonwealth’s functional specifications. During
2020-21 WSA received $645.0 million of this funding from the Commonwealth. These funds are
recorded as share capital and were not recognised in the statement of comprehensive income.

4.10.100 The increase in total assets of $316.7 million is mainly due to increases in:

° the capitalisation of assets under construction in accordance with WSA's capitalisation
policy. During 2020-21 significant construction and earthworks was undertaken at the
airport site resulting in higher levels of expenditure and capitalisation of work in progress
(5227.5 million); and

o an equivalent increase in the balance of cash drawn and held in the WSA bank account
(funded by the equity subscription agreement) to allow for additional working capital for
the payment of larger invoices associated with increased activity and volume of
earthworks and other construction activities (592.2 million).

4.10.101 The decrease in total liabilities mainly relates to the provision for decontamination of

the airport site. During the period WSA undertook decontamination activities while undertaking

site earthworks with costs incurred deducted from the provision.
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Key areas of financial statements risk

4.10.102 The ANAO completed appropriate audit procedures on all material items. The ANAO
focuses audit effort on those areas that are assessed as having a higher risk of material
misstatement. Areas highlighted for specific audit coverage in 2020-21 are provided in Table
4.10.30. No significant or moderate audit findings were identified relating to these key areas of
risk.

Table 4.10.30: Key areas of financial statements risk

Relevant financial Key area of risk Audit risk | Factors contributing to the risk

statement item rating assessment

Assets under Recognition of capital Higher ¢ judgement and estimation required

construction work in progress for by WSA in apportioning capital and

$370.9 million airport construction operating costs across the whole of
. activities term construction of the airport

supplier expenses given the nature of the project and

$296.5 million method of project delivery; and

e quantum of expenditure and
attribution of expenditure that will
be incurred in the construction of

the airport.
Multiple financial Procurement policies Moderate | e weaknesses in procurement and
statement line items. | and processes contract management processes

can increase the risk of unapproved
expenditure or budgeted cost
overruns being incurred by WSA.

Source: ANAO 2020-21 audit results, and WSA'’s audited financial report for the year ended 30 June 2021.

Audit results

4.10.103 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.
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4.11 Parliamentary Departments

Portfolio overview

4.11.1 The Parliamentary Departments support the operation of the Parliament of Australia, its
committees and members. There are four parliamentary entities: the Department of
Parliamentary Services; the Department of the Senate; the Department of the House of
Representatives; and the Parliamentary Budget Office. Table 4.11.1 identifies the material entity
specifically mentioned in this chapter.

Table 4.11.1: Department of Parliamentary Services

Reporting entity Material Type of Date Date Audit
entity auditor’s financial auditor’s findings
report statements report identified
signed issued
Department of Yes Low v 9Sept21| 9 Sept21 .
Parliamentary Services
v': auditor's report not modified € : new significant or moderate findings and/or legislative

matters noted

4.11.2 Figure 4.11.1 shows the Parliamentary Departments’ income, expenses, assets and
liabilities.

Figure 4.11.1:Parliamentary Departments’ income, expenses, assets and liabilities

Department of

P e, I
Services

Non-material
entities I
0 500 1,000 1,500 2,000 2,500 3,000
$million
® [ncome Expenses m Assets Liabilities

Source: 2020-21 CFS.

4.11.3 As previously outlined in Chapter 2, paragraph 2.7, analysis of the quality and timeliness
of financial statements preparation included a summary of the total number of audit differences
reported to entities during the 2020-21 financial statements audit. Table 4.11.2 provides a
summary of those audit differences that relate to entities within the Parliamentary Departments.
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Table 4.11.2: The number of audit differences for entities in the Parliamentary
Departments

2020-21 2019-20

Unadjusted‘ Adjusted ‘ Total ‘ Unadjusted Adjusted‘ Total

Department of B 1 1 _ B B
Parliamentary Services

Parliamentary Budget 1 _ 1 _ 1 1
Office

Source: Audit differences reported to entities in the Parliamentary Departments.

4.11.4 The following sections provide a summary of the 2020-21 financial statements audit
results for the Department of Parliamentary Services, and findings related to non-material entities
in the portfolio.

Department of Parliamentary Services

4.11.5 The Department of Parliamentary Services (DPS) is responsible for supporting the
Parliament through the provision of a range of services, including library, Hansard, broadcasting,
telecommunications, building security and maintenance.

Summary of financial performance

4.11.6 The following section provides a comparison of the 2019-20 and 2020-21 key
departmental and administered financial statements items reported by DPS (as outlined in Table
4.11.3 and Table 4.11.4) and includes commentary regarding significant movements between
years contributing to overall performance.

Table 4.11.3: Key departmental financial statements items

Key financial statement items

2020-21
($m)

2019-20
($m)

Net (cost of)/contribution by services (164.9) (155.3)
Revenue from government 151.2 124.6
Surplus/(deficit) attributable to the Australian Government (13.7) (30.7)
Total other comprehensive income/(loss) (1.7) (0.2)
Xﬁ’fsatlr :I?ar?]péeorleer:zxee ri:'tlcome/(loss) attributable to the (15.4) (30.9)
Total assets 132.2 123.0
Total liabilities 38.6 36.8
Total equity 93.6 86.2

Source: DPS's audited financial statements for the year ended 30 June 2021.

4.11.7 Net cost of services has increased due to reduced revenue as a result of the closure of
Australian Parliament House (APH) resulting in lower than anticipated revenues, largely from

lower catering revenues and function events.
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Parliamentary Departments

4.11.8 The increase in appropriation revenue is due additional funding provided to the DPS to
support its operations, further improve security, enhance video conferencing capabilities and
maintain service levels while the COVID-19 pandemic health restrictions and precautions impact
external revenue. The additional funding was $32.0 million for 2020-21.

Table 4.11.4: Key administered financial statements items

Key financial statement items 2020-21 2019-20
($m) ($m)

Total expenses 55.5 53.1
Total income 1.5 5.5
Surplus/(deficit) (54.0) (47.6)
Total other comprehensive income/(loss) 84.7 25.2
Total comprehensive income/(loss) 30.7 (22.4)
Total assets administered on behalf of Government 2,758.7 2,668.0
Total liabilities administered on behalf of Government 3.8 19.6
Net assets/(liabilities) 2,754.9 2,648.4

Source: DPS's audited financial statements for the year ended 30 June 2021.

4.11.9 The increase in assets and other comprehensive income is due the revaluation
adjustment for APH. DPS undertook an asset valuation during 2020-21 that resulted in an
increment for land of $28.0 million, buildings of $52.0 million and heritage and cultural assets of
$4.8 million.

Key areas of financial statements risk

4.11.10 The ANAO undertakes appropriate audit procedures on all material items and focusses
audit effort on those areas that are assessed as having a higher risk of material misstatement. The
area highlighted for specific audit coverage in 2020-21 is provided in Table 4.11.5 and is
considered a key audit matter (KAM) by the ANAO.

Table 4.11.5: Key area of financial statements risk

Relevant financial Key area of risk Audit Factors contributing to the risk
statement item risk assessment
rating
Administered Valuation of non- Higher | ¢ the valuation is complex due to the
buildings financial assets unique nature of each building
. KAM component that comprises Parliament
$25 billion House; and

¢ significant judgement is exercised in
making the estimation, which is based on
current replacement cost and useful life.

Source: ANAO 2020-21 audit results, and DPS’s audited financial statements for the year ended 30 June 2021.
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Audit results

4.11.11 Table 4.11.6 summarises the status of audit findings reported by the ANAO in 2019-20
and 2020-21. There were no significant or moderate audit findings arising from the
2019-20 audit.

Table 4.11.6: Status of audit findings

Category Closing position New findings Findings resolved| Closing position
(2019-20) (2020-21) (2020-21) (2020-21)

Moderate (B) - 1 - 1

Total - 1 - 1
Source: ANAO 2020-21 audit results

New moderate audit finding

Removal of IT access for former employees

4.11.12 During 2020-21, the ANAO identified a number of users were not terminated after their
employment ceased. In eight cases the users attempted to access the FMIS system in order to
complete timesheets after they had left the organisation. Access had been removed from the SAP
system at the date of termination but access to the active directory, which manages access to all
DPS systems, remained post-termination.

4.11.13 Removing access when the user no longer has a requirement, such as upon departure
from an entity, can prevent unauthorised access. Unauthorised access to networks or systems
increases the risk of inappropriate access to data, programs, and business and financial
transactions.

4.11.14 DPS has commenced changing its control framework to strengthen the offboarding
process including automation of some processes. In addition, a review of all instances identified
by ANAO has been completed by DPS to ensure there is no evidence of misuse of the access or
malicious acts. The ANAO will review the change in the framework for the 2021-22 audit.
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4.12 Prime Minister and Cabinet portfolio

Portfolio overview

4.12.1 The Prime Minister and Cabinet portfolio is responsible for providing support and policy
advice to the Prime Minister, the Cabinet and ministers on public and government administration
matters, including policy development and whole-of-government coordination, and providing
services to Indigenous Australians. Table 4.12.1 identifies material and other entities specifically
mentioned in this chapter.

Table 4.12.1: Prime Minister and Cabinet portfolio material and other entities discussed in
this chapter

Reporting entity Material Type of Date Date Audit
entity auditor’s | financial auditor’s | findings

report statements report identified
signed issued

Department of the Prime .
Minister and Cabinet Yes Moderate v 17 Sept 21 | 20 Sept 21 Nil
Indigenous Business Yes | Moderate | v 22Sept21 | 22Sept21 | Nil
Australia

Indigenous Land and Sea Yes | Moderate E 20 Sept21 | 21Sept21 | Nil
Corporation

National Indigenous .
Australians Agency Yes Moderate v 28 Sept 21 | 28 Sept 21 Nil
Voyages Indigenous Tourism . .
Australia Pty Ltd Yes High E 20 Sept 21 | 21 Sept 21 Nil
Aboriginal Hostels Limited No Moderate v 28 Sept 21 | 29 Sept 21 O
Gagudju Crocodile Hotel No Low E 23Sept21 | 23Sept21 | Nil
Trust

raxaduTourism (SCHYPY 1 No | Moderate | E 29 Sept21 | 30Sept21|  Ni
axadu Tourism (GLC) Pty No | Moderate = v 29Sept21 | 30Sept21 | O
National Australia Day ;
Council Ltd No Low Q 28 Sept 21 | 28 Sept 21 Nil
Northern Land Council No Moderate v 15 Oct 21 16 Oct 21 A
v: auditor's report not modified A : significant or moderate findings and/or legislative
Q: audit report contains qualification matters reported previously not yet resolved

E: auditor’s report contains an emphasis of matter [: significant or moderate findings and/or legislative

matters identified in previous periods, or the 2020—
21 interim audit phase, now downgraded or resolved

4.12.2 Figure 4.12.1 shows the Prime Minister and Cabinet portfolio’s income, expenses, assets
and liabilities.
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Figure 4.12.1:Prime Minister and Cabinet portfolio income, expenses, assets and
liabilities

Department of the

Prime Minister and Cabinet [ —

INdigenOUS BUSINeS S AU alia

Indigenous Land and

Sea Corporation [RIEEG

National Indigenous

Australians Agency EEEEEEE———.

I
ML)

0 500 1,000 1,500 2,000 2,500 3,000 3,500

$million

®m Income Expenses m Assets Liabilities

Note: In the figure above, Voyages Indigenous Tourism Australia Pty Ltd is consolidated into the Indigenous Land
and Sea Corporation.

Source: 2020-21 CFS.

4.12.3 As previously outlined in Chapter 2, paragraph 2.7, analysis of the quality and timeliness
of financial statements preparation included a summary of the total number of audit differences
reported to entities during the 2020-21 financial statements audit. Table 4.12.2 provides a
summary of those audit differences that relate to entities within the Prime Minister and Cabinet
portfolio.

Table 4.12.2: The number of audit differences for entities in the Prime Minister and
Cabinet portfolio

2020-21 | 2019-20
Unadjusted Adjusted M Unadjusted Adjusted Total
D(_—:partment of thg Prime _ 1 1 1 1 5
Minister and Cabinet
Aboriginals Benefit Account 1 - 1 - - -
Aboriginal Hostels Limited - - - 1 1 2
Anindilyakwa Land Council - - - - 1 1
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2020-21 \ 2019-20
Unadjusted Adjusted Total Unadjusted Adjusted Total
Australian Institute of
Aboriginal and Torres Strait - - - 1 - 1
Islander Studies
Australian Public Service
. - - - 1 2 3
Commission
Central Land Council 1 1 2 1 1 2
Indigenous Land and Sea
. - - - 1 8 9
Corporation
Indigenous Business 5 _ 5 _ _ _
Australia
- Bookitja Pty Ltd &
IBA Northam Solar Pty Ltd 4 1 5 _ _ _
(Northam Solar Project
Partnership)
- Gagudju Crocodile Hotel
_ 1 1 _ _ _
Trust
- lkara Wilpena Holdings
1 - 1 - - -
Trust
- Indigenous Economic _ 1 1 _ _ _
Development Trust
- Kakadu Tourism (GCH)
Pty Ltd 1 2 3 6 2 8
- Kakadu Tourism (GLC)
Pty Ltd 1 2 3 1 - 1
- Tennant Creek Land B 1 1 _ B _
Holding Trust
- Tennant Food Barn - 3 3 - - -
National Australia Day 1 _ 1 1 _ 1
Council Ltd
National Centre of _ _ _ _ 1 1
Indigenous Excellence Ltd
National Indigenous _ _ _ 1 5 3
Australians Agency
Northern Land Council 2 2 4 - 3 3
- North Australia
Aboriginal Corporation B 2 2 1 4 5
- Northern Australian _ 1 1 1 1 2
Aboriginal Charitable Trust
Old Parliament House - - - - 1 1
Outback Stores Pty Ltd 2 1 3 - 2 2

Auditor-General Report No.14 2021-22

Audits of the Financial Statements of Australian Government Entities for the Period Ended 30 June 2021

241



2020-21 \ 2019-20

Unadjusted Adjusted Total Unadjusted Adjusted Total
2 2

Torres Strait Regional
Authority

Voyages Indigenous 1 1 _ > >
Tourism Australia Pty Ltd

Wreck Bay Aboriginal 1
Community Council

Note: == Financial statements not signed as at 19 November 2021.
Source: Audit differences reported to entities in the Prime Minister and Cabinet portfolio.

4.12.4 The following sections provide a summary of the 2020-21 financial statements audit
results for the Department of the Prime Minister and Cabinet, other material entities and findings
related to non-material entities in the portfolio.

Department of the Prime Minister and Cabinet

4.12.5 The Department of the Prime Minister and Cabinet (PM&C) is responsible for
coordinating policy development across government in economic, domestic and international
affairs, and for public service stewardship.

4.12.6 Consistent with the Australian Government’s response to the COVID-19 pandemic, the
Department of the Prime Minister and Cabinet has hosted the National COVID-19 Commission
Advisory Board (formerly the National COVID-19 Co-ordination Commission) since its
announcement on 25 March 2020. The Board coordinates advice to the Australian Government
on actions to anticipate and mitigate the economic and social impacts of the COVID-19 pandemic.
The activities of the Board are funded from the appropriations to the department.

Summary of financial performance

4.12.7 The following section provides a comparison of the 2019-20 and 2020-21 key
departmental and administered financial statements items reported by PM&C (as outlined in
Table 4.12.3 and Table 4.12.4) and includes commentary regarding significant movements
between years contributing to overall performance.
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Prime Minister and Cabinet portfolio

Table 4.12.3: Key departmental financial statements items

Key departmental financial statement items 2020-21 2019-20
(m) ($m)

Net (cost of)/contribution by services (210.1) (178.3)
Revenue from government 191.6 165.4
Surplus/(deficit) attributable to the Australian Government (18.5) (13.0)
Total other comprehensive income 0.3 0.5
'(I'Botal comprehensive income/(loss) attributable to the Australian (18.2) (12.4)
overnment
Total assets 218.9 235.8
Total liabilities 167.8 174.4
Total equity 511 61.4

Source: PM&C’s audited financial statements for the year ended 30 June 2021.

4.12.8 The increase in the net cost of services and in revenue from government reflects
additional resourcing being provided by the Government to PM&C in the 2020-21 Budget.

4.12.9 The decrease in total assets results from depreciation and amortisation expense being
significantly greater than the purchase of new assets.

4.12.10 The decrease in total liabilities reflects the repayment of lease liabilities.

Table 4.12.4: Key administered financial statements items

Key administered financial statement items 2020-21

(m)
Total expenses 187.2 146.4
Total income - 0.7
Surplus/(deficit) (187.2) (145.7)
Total other comprehensive income/(loss) 179.7 26.0
Total comprehensive income/(loss) (7.5) (119.7)
Total assets administered on behalf of Government 2,926.1 2,650.3
Total liabilities administered on behalf of Government 17.4 20.7
Net assets/(liabilities) 2,908.7 2,629.6

Source: PM&C’s audited financial statements for the year ended 30 June 2021.

4.12.11 The main reason for the increase in total expense is the payment of additional grants,
including an additional $14.6 million for the National Australia Day Council’s Strategic
Communication campaign as part of the Coronavirus Economic Response Package.

4.12.12 The increase in total assets is mainly due to the upwards revaluation of the investment in
Corporate Commonwealth entities, which reflects the increase in the net assets of these entities,
particularly Indigenous Business Australia which increased by $187.2 million.
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4.12.13 The decrease in total liabilities is mainly due to the reduction in the net present value of
the provision for non-cash benefits of former Governors-General, resulting from the death of
Major-General Jeffrey in December 2020, and to an increase in the interest rate used to discount
future payments.

Key areas of financial statements risk

4.12.14 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
PM&C’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.12.5, including the areas which were considered a key audit
matter (KAM) by the ANAO. No significant or moderate audit findings were identified relating to
these key areas of risk.

Table 4.12.5: Key area of financial statements risk

Relevant Key area of Audit risk Factors contributing to the risk assessment
HOEDTE] risk rating

statement item

Departmental Shared Moderate e PM&C provides services to a number of
revenue for Services Commonwealth entities. The revenue from
contracts with these services is a significant component of
customers departmental revenue; and

$51.0 million e revenue recognition requires judgements

under AASB 15 on when services are
provided and the timing and amount of
revenue recognition.

Administered Valuation of Moderate e judgment is required in the selection of

investments in investments valuation techniques and underlying

Commonwealth KAM assumptions applied by PM&C to determine

entities fair value for investments in Commonwealth
entities.

$2.6 billion

Source: ANAO 2020-21 audit results, and PM&C’s audited financial statements for the year ended 30 June 2021.

Audit results

4.12.15 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Indigenous Business Australia

4.12.16 Under its enabling legislation, the Aboriginal and Torres Strait Islander Act 2005,
Indigenous Business Australia’s (IBA’s) purposes are to assist and enhance Aboriginal and Torres
Strait Islander self-management and economic self-sufficiency; and to advance the commercial
and economic interests of Aboriginal and Torres Strait Islander peoples by accumulating and using
a substantial capital base for their benefit. IBA has 18 actively trading subsidiaries, which are
audited by the ANAO.
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Summary of financial performance

4.12.17 The following section provides a comparison of the 2019-20 and 2020-21 key financial
statements items reported by the IBA (as outlined in Table 4.12.6) and includes commentary
regarding significant movements between years contributing to overall performance.

Table 4.12.6: Key financial statements items

Key financial statement items 2020-21

($m)
Net (cost of)/contribution by services 95.7 20.8
Revenue from government 9.5 9.5
Surplus/(deficit) before income tax on continuing operations 105.3 30.3
Surplus/(deficit) attributable to non-controlling interest 24.5 0.3
Surplus/(deficit) attributable to the Australian Government 80.6 30.0
Total other comprehensive income/(loss) (0.7) (1.0)
Total comprehensive income/(loss) attributable to the 79.9 29.0
Australian Government ' ’
Total assets 1,860.2 1,684.5
Total liabilities 120.5 132.0
Total equity 1,739.7 1,5652.5

Source: IBA’s audited financial statements for the year ended 30 June 2021.

4.12.18 Net contribution by services primarily increased as a result of: a decrease in finance costs
of $22.3 million relating to discount expenses on lower than expected home and business loans
advanced; an increase in the unwinding of concessional discount of $16.3 million relating to
higher level of repayments and discharges; an increase in other revenue of $20.0 million relating
to recognition of grant revenue and insurance recoveries; and an increase in other gains of

$23.8 million relating fair value increments of financial assets and investment properties.

4.12.19 Total assets increased by $175.7 million primarily due to an increase in other
investments of $202.8 million relating to increased holdings of short-term deposits and managed
funds to maximise return on funds for amounts in excess of demand for loans, partially offset by a
$21.7 million reduction in cash and cash equivalents that contributed to the increase in other
investments.

4.12.20 Total liabilities decreased primarily due to a decrease in other payables of $11.6 million
due to grant revenue recognised.

Key areas of financial statements risk

4.12.21 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
IBA’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
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2020-21 are provided in Table 4.12.7. No significant or moderate audit findings were identified
relating to these key areas of risk.

Table 4.12.7: Key areas of financial statements risk

Relevant financial
statement item

Key area of risk

Audit risk

Factors contributing to the risk
assessment

rating

Loans — Home Valuation of loan Moderate | ¢ fair value calculations are based on a

Ownership portfolio combination of variable market inputs and

program internally generated estimates and

$948.7 million judgements;

loans — Business o the fair value methodology is complex and

Development and requires regular review to ensure

Assistance continued reliability; and

program e application of an amortised cost basis

$34.7 million after initial recognition involves manual
processes that are subject to the risk of
compilation and calculation error.

Loans — Home Valuation of Moderate | e the estimate for expected credit losses is

Ownership expected credit subject to judgement; and

program - Itﬁssles relat;{]fgl_to o credit risk margin is subject to significant

$948.7 million € loanh portiolio estimation sensitivity as small variations in

loans — Business key inputs can have a material impact on

Development and the carrying value of loans receivable.

Assistance

program

$34.7 million

Investment Valuation of Moderate | ¢ fair value calculation includes forecast

property investments earnings and capitalisation rates derived

$174.2 million for regional areas, which are subject to
judgement;

property, plant and ] .

equipment e complex accounting requirements

- associated with investments in associate
$20.0 million

entities and assessment of impairment
and gains on revaluation; and

unaudited management accounts are
used for valuation of unlisted investments
in associated entities.

Source: ANAO 2020-21 audit results, and IBA’s audited financial statements for the year ended 30 June 2021.

Audit results

4.12.22 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Indigenous Land and Sea Corporation

4.12.23 The Indigenous Land and Sea Corporation’s (ILSC’s) purpose is to assist Aboriginal and
Torres Strait Islander people to acquire and manage land so as to provide economic,
environmental, social and cultural benefits; and to provide land management assistance to
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support the delivery of sustainable benefits from land acquisition. The ILSC’s purpose also includes
investing in water-based projects to generate social, cultural, environmental and economic
opportunities that land and water ownership can bring to Indigenous Australians.

Summary of financial performance

4.12.24 The following section provides a comparison of the 2019—-20 and 2020-21 key financial
statements items reported by ILSC (as outlined in Table 4.12.8) and includes commentary
regarding significant movements between years contributing to overall performance.

Table 4.12.8: Key financial statement items

Key financial statement items 2020-21 2019-20
($m) ($m)

Net (cost of)/contribution by services (61.4) (56.3)
Revenue from government 63.2 62.7
Surplus/(deficit) before income tax attributable to the
1.9 6.4

Government
Income tax expenses/(benefit) (3.5) 1.4
Surplus/(deficit) attributed to the Government 5.3 5.0
Total other comprehensive income/(loss) 5.9 (35.8)
Total comprehensive income/(loss) attributable to the Australian

11.2 (30.8)
Government
Total assets 828.4 809.8
Total liabilities 368.7 361.3
Total equity 459.7 448.5

Source: ILSC’s audited financial statements for the year ended 30 June 2021.

4.12.25 The COVID-19 pandemic has impacted on ILSC’s operations and underlying result for
2020-21. Areas that were particularly affected were the operations of subsidiaries, Voyages
Indigenous Tourism Australia Pty Ltd and the National Centre of Indigenous Excellence Ltd, which
reported reductions in revenue with corresponding decreases in expenditure throughout the
period. The impact is expected to be temporary, however the recovery period remains uncertain.

4.12.26 The increase in net cost of services and decrease in surplus before income tax is largely
attributable to a decrease in revenue of the subsidiary, Voyages Indigenous Tourism Australia Pty
Ltd (Voyages), and an increase in the provision of grant funding to indigenous groups, in line with
the objectives of ILSC. This is partially offset by a decrease in expenditure related to operations
across the ILSC group, as a result of the COVID-19 pandemic. The movement in revenue is the
result of significantly lower tourist numbers to Ayers Rock Resort (the Resort) throughout
2020-21 due to travel restrictions and the temporary closure of the Resort due to the COVID-19
pandemic.

Auditor-General Report No.14 2021-22
Audits of the Financial Statements of Australian Government Entities for the Period Ended 30 June 2021

247



4.12.27 The income tax benefit arising in 2020-21 reflected operating losses at Voyages resulting
from the COVID-19 pandemic. In addition, a decrease in deferred tax liabilities during 2020-21
resulted from lower financial liabilities partially offset by the impact of a higher valuation of the

Resort.

Key areas of financial statements risk

4.12.28 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
ILSC’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.12.9. No significant or moderate audit findings were identified
relating to these key areas of risk.

Table 4.12.9: Key areas of financial statements risk

Relevant financial = Key area of risk Audit risk = Factors contributing to the risk
statement item rating assessment

$202.9 million

total expenses

expenditure

Property, plant and | Valuation of Ayers Rock Higher e complexities in valuing Ayers Rock

equipment Resort Resort due to the judgements and

$416.4 million assumptions involved in
determining future cash inflows

land driven by occupancy, room rates

$77.2 million and uncertainties due to the travel
restrictions as a result of the
COVID-19 pandemic.

Interest bearing Financing of Ayers Moderate | e significant value of loans;

loans Rock Resort e aconcessional loan which is a

$125.0 million variable rate loan based on the
weighted average cost of borrowing
for future issuance of Treasury
bonds and needs to be reassessed
each year; and

e exposure to movements in the

interest rate potentially impact the
value of the refinanced loan and
concessional loan.

Property, plantand | Valuation of property, Moderate | ¢ complexities in valuing property,

equipment plant, equipment and plant and equipment due to the

$416.4 million livestock judgements and assumptions
involved, including the complexities
associated in valuing the

biological assets agribusiness assets; and

$35.0 million e impact of market conditions for
valuing livestock.

Total revenue Revenue and Moderate | ¢ varying revenue and purchasing

streams with differing processes
and controls due to the separation
between the front and back office
which are in different locations; and
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Relevant financial @ Key area of risk Audit risk | Factors contributing to the risk

statement item rating assessment

$201.0 million e impact of the COVID-19 pandemic
on the operations of the ILSC
Group.

Income tax benefit Tax effect accounting Moderate | ¢ complexities in the calculation of

$3.5 million and tax loss recognition tax balances.

deferred tax liability

$3.6 million

Biological assets Existence of livestock Moderate | ¢ the remoteness and size of cattle

$35.0 million stations make the mustering of

cattle inherently difficult.

Source: ANAO 2020-21 audit results, and ILSC’s audited financial statements for the year ended 30 June 2021.

Audit results

4.12.29 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Emphasis of Matter

4.12.30 The auditor’s report on the 2020-21 financial report of the Indigenous Land and Sea
Corporation (ILSC) includes an emphasis of matter paragraph drawing attention to the entity’s
disclosures in respect of valuation uncertainties affecting its wholly owned subsidiary, Voyages
Indigenous Tourism Australia Pty Ltd (Voyages). The financial statements disclosure describes the
significant uncertainty surrounding the assumptions used in the valuation of the Resort and the
subsequent impact on the ILSC Group’s financial statement balances resulting from this
uncertainty.

Voyages Indigenous Tourism Australia Pty Ltd

4.12.31 Voyages is a wholly owned subsidiary of Indigenous Land and Sea Corporation. Voyages
owns and operates the Ayers Rock Resort (the Resort) in the Northern Territory. It also operates
Mossman Gorge Centre located in Northern Queensland. These businesses operate tourism and
hospitality training and employment initiatives to benefit Indigenous people.

Audit results

4.12.32 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Emphasis of matter

4.12.33 For the year ended 30 June 2021, as a result of the COVID-19 pandemic, there was
continued uncertainty in the assumptions used in relation to the future forecasts assumed in the
models used to value the Resort. As a result, an emphasis of matter paragraph has been included
in the 2020-21 auditor’s report, drawing attention to the disclosure within the financial
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statements. The financial statements disclosure describes the significant uncertainty surrounding
the assumptions used in the valuation of the Resort.

National Indigenous Australians Agency

4.12.34 The National Indigenous Australians Agency (NIAA) was established on 29 May 2019 by
an executive order of the Governor-General. The primary functions of NIAA, which were
previously performed by the Department of the Prime Minister and Cabinet (PM&C), are to:

. lead and coordinate Commonwealth policy development, program design and
implementation and service delivery for Aboriginal and Torres Strait Islander peoples;

. provide advice to the Prime Minister and the Minister for Indigenous Australians on
whole-of-government priorities for Aboriginal and Torres Strait Islander peoples;

° lead and coordinate the development and implementation of Australia’s Closing the Gap
targets in partnership with Indigenous Australians; and

. lead Commonwealth activities to promote reconciliation.

4.12.35 NIAA relies on several Australian Government agencies for the IT infrastructure to make
payments under its programs, and for a range of corporate services. The majority of NIAA’s assets
and liabilities were transferred from the Department of the Prime Minister and Cabinet.

Summary of financial performance

4.12.36 The following section provides a comparison of the 2019—20 and 2020-21 key
departmental and administered financial statements items reported by PM&C (as outlined in
Table 4.12.10 and Table 4.12.11) and includes commentary regarding significant movements
between years contributing to overall performance.

Table 4.12.10: Key departmental financial statements items

Key departmental financial statement items 2020-21

($m)
Net (cost of)/contribution by services (262.8) (261.3)
Revenue from government 256.8 243.3
Surplus/(deficit) attributable to the Australian Government (6.0) (17.9)
Total other comprehensive income 13.4 (1.5)
Total comprehensive income/(loss) attributable to the 74 (19.4)
Australian Government ’ '
Total assets 299.0 287.0
Total liabilities 195.0 205.2
Total equity 104.0 81.8

Source: NIAA’s audited financial statements for the year ended 30 June 2021.

4.12.37 The increase in revenue from government and total assets is a result of reprofiling of
departmental appropriation funding and of supplementation for legal costs.
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4.12.38 The decrease in liabilities reflects repayments of lease liabilities.

Table 4.12.11: Key administered financial statements items

Key administered financial statement items

Total expenses 1,7421 1,655.9
Total income 82.0 97.7
Surplus/(deficit) after income tax (1,660.1) (1,558.2)

Total other comprehensive income after income tax - -

Total comprehensive income/(loss) (1,660.1) (1,558.2)
Total assets administered on behalf of Government 1,431.2 1,297.5
Total liabilities administered on behalf of Government 39.2 251
Net assets/(liabilities) 1,392.0 1,272.4

Source: NIAA’s audited financial statements for the year ended 30 June 2021.

4.12.39 The increase in total expenditure results from an economic stimulus package worth
$60.0 million provided to the four Aboriginal Land Councils and a general increase in activities
relating to Indigenous Advancement Strategy (IAS) grant programs.

4.12.40 The increase in total assets reflects the increase in term deposits funded from royalty
payments to the Aboriginals Benefit Account. The increase in total liabilities reflects a higher level
of grant payables at 30 June 2021 as a result of timing of year-end payment runs.

Key areas of financial statements risk

4.12.41 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
NIAA’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.12.12, including the areas which were considered a key audit
matter (KAM) by the ANAO. No significant or moderate audit findings were identified relating to
these key areas of risk.

Table 4.12.12: Key area of financial statements risk

Relevant Key area of risk Audit risk Factors contributing to the risk assessment

financial rating

statement item

Administered Performance of Higher ¢ significant number and value of grants paid;

grants expense gzgfﬁmzsg;pant « performance by grantees is delivered

$1,380.8 million conditions around Australia, often in remote areas; and
KAM e payments rely on several IT systems

operated by different Australian
Government entities.
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Relevant Key area of risk Audit risk Factors contributing to the risk assessment

financial rating
statement item

Administered Compliance by Moderate ¢ reliance on data submitted by providers;

included in grants | CDP providers and

expense (above) e instances in 2019-20 of incorrect claims.

Departmental Valuation of Moderate e substantial holding of land, buildings, plant

property, plant non-financial and equipment; and

and equipment assets e assets are dispersed around Australia, often

$195.7 million in regional areas where information on fair
value is less accessible.

Source: ANAO 2020-21 audit results, and NIAA’s audited financial statements for the year ended 30 June 2021.

Audit results

4.12.42 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Comments on non-material entities

Aboriginal Hostels Limited

4.12.43 Aboriginal Hostels Limited (AHL) provides safe, culturally appropriate and affordable
accommodation for Indigenous Australians who need to be away from home to access services
and economic opportunities.

Audit results

4.12.44 Table 4.12.13 below summarises the status of the audit findings reported by the ANAO in
2019-20 and 2020-21.

Table 4.12.13: Status of audit findings
Category Closing position New findings Findings resolved| Closing position
(2019-20) (2020-21) (2020-21) (2020-21)
Significant (A) 1 - (1 -
Total 1 - (1) -

Source: ANAO 2020-21 audit results.
Resolved significant audit finding

Corporate governance arrangements

4.12.45 In 2019-20, the ANAO identified that the key processes required by the AHL Constitution
were not followed in regards to the termination of the previous Chief Executive Officer (CEO) and
the appointment of a new CEO. The ANAO also identified an absence of appropriate controls
surrounding a number of procurements and a lack of evidence of conflict-of-interest declarations.
Issues were also identified in relation to the engagement of non-ongoing staff through processes
that did not involve bringing the vacancies to the attention of the community in circumstances
where there appeared to be an ongoing need for particular roles.
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4.12.46 The ANAO recommended that AHL implement an improved governance framework,
human resource policies and procurement policies to address the issues identified.

4.12.47 During 2020-21, AHL has enhanced its governance processes by revising its Constitution.
Further, AHL has also developed a new legislative compliance register, improved its record-
keeping practices and issued new procurement and human resources manuals. This has resulted
in a shift towards a greater proportion of staff being engaged on an on-going basis. As a result, this
finding is considered resolved.

Gagudju Crocodile Hotel Trust

4.12.48 Gagudju Crocodile Hotel Trust (the Trust) is a subsidiary of IBA. The Trust’s primary
source of revenue is sub-lease income from leasing the land underlying the Kakadu Crocodile
Hotel to Kakadu Tourism (GCH) Pty Ltd. As a result of legislative change, the Trust’s sub-lease to
Kakadu Tourism (GCH) Pty Ltd for the operation of the Kakadu Crocodile Hotel expired. The Trust
is currently sub-leasing a transitional occupancy license to Kakadu Tourism (GCH) Pty Ltd and
negotiations for the finalisation of a long-term lease are ongoing.

Audit results

4.12.49 There were no significant or moderate audit findings arising from the 2019-20 or 2020-
21 financial statements audits.

Emphasis of matter

4.12.50 An emphasis of matter paragraph has been included in the 2020-21 auditor’s report to
draw users’ attention to the material uncertainty that exists that may cast significant doubt over
the Trust’s ability to continue as a going concern. The ability of the Trust to continue to operate
depends upon the granting of a new lease which has not yet occurred.

Kakadu Tourism (GCH) Pty Ltd

4.12.51 Kakadu Tourism (GCH) Pty Ltd is a subsidiary of IBA. The Gagudju Crocodile Hotel Trust
(the Trust) sub-leases the land underlying the Kakadu Crocodile Hotel to Kakadu Tourism (GCH)
Pty Ltd. As a result of legislative change, Kakadu Tourism (GCH) Pty Ltd’s lease of land from the
Trust for the Kakadu Crocodile Hotel expired. Kakadu Tourism (GCH) Pty Ltd is currently sub-
leasing a transitional occupancy license from the Trust and negotiations for the finalisation of a
long-term lease are ongoing.

Audit results

4.12.52 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Emphasis of matter

4.12.53 An emphasis of matter paragraph has been included in the 2020-21 auditor’s report to
draw users’ attention to the material uncertainty that exists that may cast significant doubt over
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Kakadu Tourism (GCH) Pty Ltd’s ability to continue as a going concern. The ability of the entity to
continue to operate depends upon entering into a new lease which has not yet occurred.

Kakadu Tourism (GLC) Pty Ltd

4.12.54 Kakadu Tourism (GLC) Pty Ltd is a for profit Company limited by shares. The shareholders
of the company are IBA and Gagudiju Association Incorporated. The principal activities are the
operation of water and land based tours, accompanied by accommodation and hospitality
services.

4.12.55 The 2019-20 audit of Kakadu Tourism (GLC) Pty Ltd was completed after the 2019-20
End of Year Report to Parliament was finalised, therefore the details relating to the resolution of
the prior year moderate finding have been included below.

Audit results

4.12.56 Table 4.12.14 below summarises the status of the audit findings reported by the ANAO in
2019-20 and 2020-21.

Table 4.12.14: Status of audit findings
Category Closing position New findings Findings resolved| Closing position
(2019-20) (2020-21) (2020-21) (2020-21)
Moderate (B) 1 - (1) -
Total 1 - (1) -

Source: ANAO 2020-21 audit results.
Resolved moderate audit finding

Financial statements preparation

4.12.57 During the audit of the 2018—-19 financial statements, the ANAO identified a number of
weaknesses in the systems and controls used to produce information used to support the financial
statements. The ANAO recommended that Kakadu Tourism (GLC) Pty Ltd implement quality
control policies and assurance procedures to ensure the quality and validity of financial
statements presented for audit. This finding was closed in the 2019-20 Closing Letter following an
assessment by ANAO that the matter was satisfactorily resolved.

National Australia Day Council

4.12.58 The core mission of the National Australia Day Council (NADC) is to help build national
pride and unity through key annual programs - Australia Day and the Australian of the Year
Awards. The NADC also actively supports citizenship through promotion of the Australian
Citizenship Affirmation.

Audit results

4.12.59 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.
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Qualification

4.12.60 In 2019-20 the NADC recognised $2.66 million of revenue as deferred revenue under
AASB 15 Revenue from Contracts with Customers (AASB 15) based on advice received from an
external consultant. AASB 15 establishes criteria that must be met for revenue to be included

within the scope of this standard.

4.12.61 The ANAO assessed that the terms and conditions of the underlying contract did not
meet the criteria to be included within the scope of AASB 15, and as such Australian Accounting
Standards required that the NADC recognise revenue for this contract when it received cash under
AASB 1058 Income of Not-for-Profit Entities (AASB 1058).

4.12.62 The ANAO considered the impact of the misstatement on the 2019-20 financial report
and determined that the amount was material. As the amount was considered material, but not
pervasive to the financial report, the ANAO issued a qualified audit report in 2019-20.

4.12.63 In 2020-21, the NADC did not correct the misstatement, resulting in the 2019-20
comparative figures being materially misstated in 2020-21. The accounting treatment applied by
the NADC for the year ended 30 June 2020 also had consequential impacts for the year ended

30 June 2021. Had the NADC recognised the revenue at the time it received the cash, an
additional amount of $2.66 million would have been recognised as revenue for the year ended 30
June 2020. The NADC has recognised the $2.66 million as revenue for the year ended 30 June
2021 resulting in an overstatement of revenue and comprehensive income of $2.66 million.
Additionally, the NADC has recognised a profit of $0.17 million in comparison to a loss of $2.49
million had the revenue been recognised in the correct year.

4.12.64 The ANAO considered the impact of the misstatement on the 2020-21 financial report
and determined that the amount was material. As the amount was considered material, but not
pervasive to the financial report, the ANAO issued a qualified audit report in 2020-21.

Northern Land Council

4.12.65 The Northern Land Council (NLC) is a corporate Commonwealth entity formed under
section 21 of the Aboriginal Land Rights (Northern Territory) Act 1976 (ALRA). The NLC is
responsible for assisting Aboriginal people in the top end of the Northern Territory to acquire and
manage their traditional lands and seas.

Audit results

4.12.66 Table 4.12.15 below summarises the status of the audit findings reported by the ANAO in
2019-20 and 2020-21.
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Table 4.12.15: Status of audit findings

Category Closing position New findings Findings resolved| Closing position
(2019-20) (2020-21) (2020-21) (2020-21)

Significant legislative 1 _ _ 1
breach (L1)

Moderate (B) 1 - - 1
Total 2 - B 2

Source: ANAO 2020-21 audit results.

Unresolved significant legislative breach
Royalty Trust Account

4.12.67 Previous audits have identified non-compliance with the ALRA. This Act establishes the
Council's responsibilities for payments in respect of Aboriginal land, requiring payment of an
amount equal to amounts received to, or for the benefit of, the traditional owners of the land,
within six months after that amount is received through the royalty trust account.

4.12.68 Consistent with prior years, based on the sample testing performed in 2020-21 the
ANAO identified instances of non-compliance with the requirement for funds in NLC's royalty trust
account to be distributed to traditional owners within the agreed timeframes.

4.12.69 NLC commenced a royalty reform project in 2016—17 to address the legislative
requirements. The project was aimed at reducing incidents of non-compliance with the ALRA and
reconciling outstanding balances in the royalty trust account to identify the appropriate owners
for distribution.

4.12.70 The unreconciled balance of $1.73 million in the royalty trust account as at 30 June 2020
has remain unchanged at 30 June 2021. The ANAO reviewed the royalty trust account
reconciliation in the current year and on a sample basis, testing was performed over the
reconciliation and interest allocation process. Based on the samples tested, no issues were noted
for the interest allocation process as at 30 June 2021.

4.12.71 In November 2020, the NLC received an independent business case report on the
establishment of a restructured and reformed Royalty Unit, the Benefits Distribution Unit. Post
the receipt of budgetary approval in July 2021, recruitment for two key positions was finalised by
August 2021 and additional recruitment is currently in progress. NLC management will be
implementing additional strategies from October to December 2021 to ensure that procedures
are in place to support distributions being made within the six months in accordance with the Act.

4.12.72 In October 2021, NLC management advised that the legal process was in progress to seek
direction from the court on how to allocate the unallocated funds. The ANAO will review the NLC's
progress as part of the 2021-22 audit.
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Unresolved moderate audit finding

Payroll exceptions

4.12.73 Since 2014-15, the ANAO has identified and reported to the NLC management a number
of minor findings and weaknesses in relation to the internal controls and processes within the NLC
for payroll. In 2018-19, the ANAO continued to identify a number of internal control weaknesses
and identified a number of non-material errors in payments to staff. The identified control
weakness, together with a lack of implementation of recommendations from prior years to
improve the internal control processes for payroll, increases the likelihood that inaccurate or
inappropriate payments are made and not detected. The finding was upgraded to a moderate
finding in 2018-19. In 2020-21, the ANAO continued to identify internal control weaknesses.

4.12.74 The NLC management advised that NLC is developing a formal plan to improve the
deficiencies in internal controls. A new recruitment system and payroll processes have been
implemented towards the end of 2020-21. The formal plan, new recruitment system and payroll
processes will be tested by the ANAO in 2021-22 to determine operating effectiveness. Progress
in addressing this finding will be reviewed as part of the 2021-22 audit.
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4.13 Social Services portfolio

Portfolio overview

4.13.1 The Social Services portfolio is responsible for achieving the Australian Government’s
social policy outcomes and delivering social security priorities through policy advice, program
administration and research. Table 4.13.1 identifies material entities specifically mentioned in this
chapter.

Table 4.13.1: Social Services portfolio material entities discussed in this chapter

Reporting entity Material Type of Date Date Audit
entity auditor’s financial auditor’s | findings
report statements report identified
signed issued
Department of Social Services Yes Moderate v 3 Sept 21 3 Sept 21 Al
Australian Hearing Services Yes Low v 17 Aug 21 17 Aug 21 Nil
National Disability Insurance
Scheme Launch Transition Yes Moderate N 10 Sept 21 | 14 Sept 21  JN|
Agency
Services Australia Yes Moderate N 31 Aug 21 31 Aug 21 A
v': auditor's report not modified O: significant or moderate findings and/or
A significant or moderate findings and/or legislative legislative matters identified in previous
matters reported previously not yet resolved periods, or the 2020-21 interim audit
€ : new significant or moderate findings and/or phase, now downgraded or resolved

legislative matters noted

4.13.2 The Department of Social Services (DSS) is the lead entity in the portfolio and has four
core areas of responsibility — social security, families and communities, disability and carers, and
housing. In addition to DSS, the portfolio includes Services Australia, Australian Hearing Services,
National Disability Insurance Scheme (NDIS) Launch Transition Agency (the National Disability
Insurance Agency), the Australian Institute of Family Studies and the NDIS Quality and Safeguards
Commission. The entities within the Social Services portfolio administer services and programs
with other government entities, non-government organisations, program participants and other
stakeholders.

4.13.3 Figure 4.13.1 shows the Social Services portfolio’s income, expenses, assets and liabilities.
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Social Services portfolio

Figure 4.13.1:Social Services portfolio income, expenses, assets and liabilities

Department of |
Social Services ¥l

. .
Australian Hearing
Services |

National Disability —
Insurance Scheme

Launch Transition ™
Agency

|
Services Australia m

Non-material |
entities

0 20,000 40,000 60,000 80,000 100,000 120,000 140,000 160,000 180,000
$million
m Income Expenses m Assets Liabilities

Source: 2020-21 CFS.

4.13.4 As previously outlined in Chapter 2, paragraph 2.7, analysis of the quality and timeliness
of financial statements preparation included a summary of the total number of audit differences
reported to entities during the 2020-21 financial statements audit. Table 4.13.2 provides a
summary of those audit differences that relate to entities within the Social Services portfolio.

Table 4.13.2: The number of audit differences for entities in the Social Services portfolio

2020-21 \ 2019-20

Unadjusted Adjusted‘ Total ‘Unadjusted Adjusted  Total

Department of Social 5 1 6 6 3 9
Services
Australian Hearing

_ _ - - - 1 1
Services
Australian Institute of _ _ _ - 1 1
Family Studies
National Disability
Insurance Scheme _ _ _ 3 3 6
Launch Transition
Agency
NDIS Quality and
Safeguard Commission - B - ! 10 1
Services Australia - - - - 1 1

Source: Audit differences reported to entities in the Social Services Portfolio.
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4.13.5 The following sections provide a summary of the 2020-21 financial statements audit
results for the Department of Social Services, and other material entities.

Department of Social Services

4.13.6 The Department of Social Services (DSS) is responsible for social security, families and
communities, disability and carers, and housing. DSS works in partnership with other
government and non-government organisations on a range of payments, policies, programs and
services focused on improving the wellbeing of people and families in Australia.

4.13.7 Consistent with the Australian Government’s response to the COVID-19 pandemic,
Services Australia, on behalf of DSS, continued to implement a range of measures aimed at
supporting members of the Australian public who were likely to be impacted.

4.13.8 There were no new significant COVID-19 stimulus measures in 2020-21. The Economic
Support Payment paid as part of the coronavirus (COVID-19) stimulus ended in March 2021.%3 The
changes noted during 2020-21 required no significant changes to internal control and key
governance arrangements including IT system changes at Services Australia to enable the
payment for these measures.

Summary of financial performance

4.13.9 The following section provides a comparison of the 2019-20 and 2020-21 key
departmental and administered financial statements items reported by DSS (as outlined in
Table 4.13.3 and Table 4.13.4) and includes commentary regarding significant movements
between years contributing to overall performance.

63 Eligible Australians were paid one-off payments of: $750 from March 2020 and July 2020; and $250 from
December 2020 and March 2021. In addition, there were ongoing COVID-19 supplement payments at the
start of the 2020-21, which progressively reduced during the year.
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Table 4.13.3: Key departmental financial statements items

Key financial statements items 2020-21 2019-20
($m) ($m)

Net (cost of)/contribution by services (394.9) (468.7)
Revenue from government 385.0 411.9
Surplus/(deficit) attributable to the Australian Government (9.9) (56.7)
Total other comprehensive income/(loss) 5.3 -
Xﬂtsatlr aclci)ar?]pcr;eorleer:z:‘ee ri:'t\come/(loss) attributable to the (4.6) (56.7)
Total assets 635.6 674.9
Total liabilities 630.2 668.5
Total equity 54 6.4

Source: DSS’ audited financial statements for the year ended 30 June 2021.

4.13.10 The net cost of services decreased mainly due to lower depreciation and amortisation
expenses as a result of the transfer of IT assets to Services Australia in February 2020, and a
reduction in IT and grants services being provided by DSS.

4.13.11 Revenue from Government decreased mainly due to the transfer of appropriation
funding associated with the IT services transferred to Services Australia as a result of the
Machinery of Government change in February 2020. The movement in assets and liabilities are
considered to be a result of normal activities.

Table 4.13.4: Key administered financial statements items

Key financial statements items

Total expenses 162,142.6 140,969.5
Total income 431.4 576.5
Surplus/(deficit) (161,711.2) (140,393.0)
Total other comprehensive income/(loss) (79.6) (1,437.9)
Total comprehensive income/(loss) (161,790.8) (141,830.9)
Total assets administered on behalf of Government 6,275.8 6,398.4
Total liabilities administered on behalf of Government 6,889.9 8,866.1
Net liabilities (614.1) (2,467.7)

Source: DSS’ audited financial statements for the year ended 30 June 2021.

4.13.12 Administered expenses increased primarily due to an increase of $15.6 billion in personal
benefit payments and an increase of $5.6 billion in payments to the National Disability Insurance
Agency. Personal benefit payments were driven by increased demand for unemployment benefit
and age pensions, combined with the impact of the economic stimulus payments and the
coronavirus supplement. Payments to the National Disability Insurance Agency increased as a
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result of a combination of higher average costs per participant as well as higher participant
numbers.

4.13.13 Administered income decreased mainly due to a $122.7 million decrease in fair value
gains related to the valuation of receivables for Student Start-Up Loans, the Student Financial
Supplement Scheme, and the Pension Loan Scheme. Interest on personal benefits balances also
decreased by $45.8 million as a result of the Government’s decision to temporarily pause debt
raising and recovery activities.

4.13.14 Administered assets decreased by $122.6 million as a result of a return of cash to the
consolidated revenue fund following the closure of two special accounts, offset by an overall
increase in receivables. The receivables increase relates to increases in the recoverable amount of
unprocessed personal benefit payments, personal benefit advances, and new student loans.

4.13.15 Administered liabilities decreased by $2.0 billion mainly due to a $1.5 billion decrease in
personal benefit payables relating to the payment timings and payments made to the Income
Compliance Program. Personal benefit provisions also decreased as a result of lower claim rates
for Family Tax Benefits and the Pension Bonus Scheme.

Key areas of financial statements risk

4.13.16 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
DSS’ financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.13.5, including areas which were considered key audit matters
(KAM) by the ANAO. No significant or moderate audit findings were identified relating to these
key areas of risk.

Table 4.13.5: Key area of financial statements risk

Relevant Key area of risk Audit Factors contributing to the risk assessment
financial risk
statements item rating
Administered Accuracy and Higher e reliance on the correct self-disclosure of
personal benefits | occurrence of personal circumstances by a large number of
expenses personal benefits diverse recipients;
. expenses . ; -~
$144.9 billion e reliance on the Services Australia’s complex
KAM information technology system for the
processing of a high volume of payments
across numerous personal benefit types with
varying conditions for determining payment
amount; and
e implementation of stimulus measures in
response to the COVID-19 pandemic where a
range of payment eligibility and qualification
controls have been varied.
Administered Valuation of Higher | ¢ provisions and receivables involve estimation
personal benefits models which require significant judgements
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Relevant
financial
statements item

Key area of risk

Audit
risk
rating

Social Services portfolio

Factors contributing to the risk assessment

personal benefits

provisions,

and assumptions, and are dependent on a

grant expenses
$2.8 billion

expenses
KAM

provisions personal benefits number of factors. These factors include, but
$4.4 billion receivables and are not limited to, new budget measures
contingent affecting benefit programs, timing of
liabilities payments, personal circumstances of
personal benefits | kKam recipients and the economic environment;
receivables the accuracy and completeness of the source
(component of data used by the actuary in developing the
receivables estimation of the provisions and receivables is
$5.2 billion) also a key component of the valuation
process; and
uncertainty associated with the impact of the
COVID-19 pandemic and cessation of the
debt pause on current and future cash flow
estimates used in the valuation models.
Administered Validity of grant Moderate a large number of grants programs with

differing legislative and policy requirements
which make the management of grant
processes complex and this has the potential
to impact the validity of grant expenses.

Source: ANAO 2020-21 audit results, and DSS’ audited financial statements for the year ended 30 June 2021.

Audit results

4.13.17 Table 4.13.6 summarises the status of audit findings reported by the ANAO in
2019-20 and 2020-21.

Table 4.13.6: Status of audit findings

Category

Closing position

(2019-20)

New findings Findings resolved Closing position
(2020-21) (2020-21) (2020-21)

Moderate (B)

2 (1) 1

Total

2 (1) 1

Source: ANAO 2020-21 audit results.

4.13.18 For each of the findings below, the ANAO undertook additional audit procedures to gain
assurance that the DSS’s 2020-21 financial statements were not materially misstated.

Unresolved moderate audit finding

SAP Terminations

4.13.19 The ANAO’s interim testing of user access found weaknesses with SAP HR in user access
terminations processes. User accounts should be removed on their termination date as they no
longer have a legitimate requirement to access the DSS network. The ANAO identified a number
of instances where users continued to access systems for up to five days following separation

from DSS.
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4.13.20 DSS was not able to provide the ANAO with details of the user’s level of access to other
information contained within DSS’ network.

4.13.21 The ANAO recommended that DSS implement processes to ensure user access is
terminated on a timely basis and undertake a detailed review of all logs related to the
unauthorised access confirming that no inappropriate transactions or data has been accessed.

4.13.22 DSS has implemented a new guideline for managing non-ongoing employees and
contractors. The DSS ICT Security Policy is being updated and is pending Executive sign off. DSS has
advised that the department is working with Services Australia to implement an integrated report
for monitoring of terminations. The ANAO will review DSS’ progress in addressing this issue during
the 2021-22 financial statements audit.

Resolved moderate audit finding

IT Shared Services Governance

4.13.23 In February 2020 DSS’ IT services transferred to Services Australia through a Machinery of
Government change. As at 7 April 2021, there was no Memorandum of Understanding (MoU) in
place between DSS and Services Australia, formally assigning roles, responsibilities and duties that
Services Australia must perform. The MoU would provide a framework for DSS to prioritise
deliverables with Services Australia and to clarify tolerances for ICT related risks.

4.13.24 DSS at interim audit phase had not appointed a key accountable officer undertaking the
role of Chief Information Security Officer (CISO) to monitor and manage departmental related IT
risks and ensure that the department’s day to day requirements are met. The Australian
Government Information Security Manual (ISM) sets out the role of a Chief Information Officer
(ClO) and recommends the appointment of a CISO at the Senior Executive Service level.

4.13.25 DSS at final audit phase finalised the MoU arrangements with Services Australia and is
monitoring performance against the MoU through appropriate standing committees and by
allocating a CISO to undertake responsibilities as a key accountable officer. The relationship and
performance under the MoU will continue to be monitored by ANAO during the 2021-22 financial
statements audit.

Australian Hearing Services

4.13.26 Australian Hearing Services (Hearing Australia) is responsible for the provision of
government-funded hearing services through a national network to eligible clients under the
Australian Government’s Hearing Services Program. Hearing Australia also provides services to
self-funded clients, supports research into hearing loss and is expanding services in indigenous
communities. Hearing Australia is managed by a board of directors appointed by the Minister for
Government Services and is constituted under the Australian Hearing Services Act 1991.

Summary of financial performance

4.13.27 The following section provides a comparison of the 2019-20 and 2020-21 key financial
statements items reported by Hearing Australia (as outlined in Table 4.13.7) and includes
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Social Services portfolio

commentary regarding significant movements between years contributing to overall
performance.

Table 4.13.7: Key financial statements items

Key financial statements items 2020-21 2019-20

($m) ($m)
Total revenue 274.5 256.7
Total expenses (265.7) (247.2)
Surplus/(deficit) after income tax equivalent expense 8.8 9.5

Total other comprehensive income - -

Total comprehensive income/(loss) attributable to the 8.8 9.5
Australian Government

Total assets 242.0 217.2
Total liabilities 151.7 133.5
Total equity 90.3 83.7

Source: Hearing Australia's audited financial statements for the year ended 30 June 2021.

4.13.28 Total revenue has increased by 6.9 per cent as demand for commercial services has
grown and there was extra Government funded services supporting indigenous Australians. The
expenses have increased mainly due to the costs associated with higher staff numbers to support
new and expanding programs and the implementation of new cloud-based software.

4.13.29 The increase in assets is partially due to the increase in liabilities as some large
expenditure occurred near the end of the financial year that did not occur in the prior period. For
example, there were new research grants awarded in 2020-21 that had not been paid by 30 June
for the Cochlear Processor Upgrade Program, Longitudinal Outcomes of Children with Hearing
Impairment Project and the Listen to Learn Program. The remainder of the increase in assets is
due to the effect of high demand for services resulting in a surplus.

Key areas of financial statements risk

4.13.30 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
Hearing Australia’s financial statements. The ANAO focused audit effort on those areas that are
assessed as having a higher risk of material misstatement. Areas highlighted for specific audit
coverage in 2020-21 are provided in Table 4.13.8. No significant or moderate audit findings were
identified relating to these key areas of risk.
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Table 4.13.8: Key areas of financial statements risk

Relevant financial Key area of risk Factors contributing to the risk

statements item assessment

Total revenue Completeness and Higher | ¢ complexity around the timing and
$274.5 million accuracy of revenue recognition of numerous revenue streams;
and

o application of significant judgement by
management in determining revenue
balances.

Source: ANAO 2020-21 audit results, and Hearing Australia’s audited financial statements for the year ended
30 June 2021.

Audit results

4.13.31 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

National Disability Insurance Scheme Launch Transition Agency

4.13.32 The National Disability Insurance Scheme Launch Transition Agency (National Disability
Insurance Agency) was established under the National Disability Insurance Scheme Act 2013 (NDIA
Act). The National Disability Insurance Agency is responsible for delivering the National Disability
Insurance Scheme (the Scheme). The Scheme is designed to provide individual control and choice
in the delivery of reasonable and necessary care and support; to improve the independence, and
social and economic participation, of eligible people with disability, their families and carers; and
to provide associated referral services and activities.

Summary of financial performance

4.13.33 The following section provides a comparison of the 2019-20 and 2020-21 key financial
statements items reported by the National Disability Insurance Agency (as outlined in Table
4.13.9) and includes commentary regarding significant movements between years contributing to
overall performance.

Table 4.13.9: Key financial statements items

Key financial statements items

Net (cost of)/contribution by services (1,401.6) (2,789.1)
Revenue from government 1,208.9 1,413.3
Total expenses 24,920.7 19,265.9
Surplus/(deficit) attributable to the Australian Government (192.7) (1,375.8)

Total other comprehensive income - -

Total comprehensive income/(loss) attributable to the Australian

Government (192.7) (1,375.8)
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Key financial statements items 2020-21 2019-20

($m) ($m)
Total assets 3,630.7 3,952.4
Total liabilities 2,658.7 2,787.8
Total equity 972.0 1,164.7

Source: National Disability Insurance Agency's audited financial statements for the year ended 30 June 2021.
4.13.34 Net cost of services decreased due to a $7.2 billion increase in contributions from the
Department of Social Services and state and territory governments, offsetting the increase in
participant expenses of $5.8 billion. As at 30 June 2021, the Scheme had 466,619 active
participants with approved plans compared to 391,999 at 30 June 2020, representing a 19.0 per
cent increase in participant numbers since 30 June 2020.

4.13.35 The reduction in total assets is driven by a fall in receivables of $953.6 million.
Receivables decreased primarily as a result of a decrease in pandemic plan advances of

$647.5 million. Advances were made to eligible registered providers to assist with cash flow and
continuity of supports during the COVID-19 pandemic. Other receivables also decreased due to
Queensland’s transition to a Full Scheme jurisdiction. Full Scheme jurisdictions are billed quarterly
in advance rather than monthly in arrears. The reduction of receivables was offset by an increase
in cash and term deposits of $676.8 million due to cash contributions received near the end of the
year that were invested as term deposits.

4.13.36 The decrease in total liabilities relates primarily to a reduction in unearned revenue of
$113.0 million due to the phasing out of in-kind programs at the Commonwealth and jurisdictional
levels in line with the Full Scheme transaction bilateral agreements. Other significant movements
include a decrease of $82.3 million in supplier payables, offset by increase in participant plan
provisions of $83.9 million for participant supports incurred prior 30 June but not yet paid.

Key areas of financial statements risk

4.13.37 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assesses the IT general and application controls for key systems that support the preparation of
National Disability Insurance Agency’s financial statements. The ANAO focuses audit effort on
those areas that are assessed as having a higher risk of material misstatement. Areas highlighted
for specific audit coverage in 2020-21 are provided in Table 4.13.10. including areas which were
considered key audit matters (KAM) by the ANAO.
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Table 4.13.10:

Relevant financial
statements item

Key areas of financial statements risk

Factors contributing to the risk
assessment

Key area of risk

Audit risk
rating

from
Commonwealth,
state and territory
governments
revenue

$1.4 billion
in kind expenses
(component of

participant expenses
$23.3 billion)

occurrence and
accuracy of
contributions of
in-kind services
from
Commonwealth
and state and
territory
governments

KAM

Participant plan Accuracy and Higher e ongoing growth in the Scheme

expenses occurrence of participant numbers and the need to

$23.3 billion participant plan cater for a diverse group of participants
expenses with varying and changing needs;

KAM e reliance on third parties to provide
information to support payments,
making these payments more
susceptible to fraud; and

e no supporting documentation required
as part of the claiming process.
Participant plan Valuation of Higher e reliance on accounting estimates based
provision participant plan on relatively immature longitudinal data
$1.7 billion provisions given the maturity of the Scheme; and

KAM e complexity of calculations due to the
significant number of participant plans
and the diverse nature of goods and
services provided.

Contributions in-kind | Completeness, Higher ¢ reliance on state and territory

governments reporting services
provided directly to participants;

complexities related to the valuation
and accounting for in-kind contributions
provided by state and territory
governments; and

prior to the commencement of the
National Disability Insurance Scheme,
state and territory governments had
committed to provide (directly or by
engaging service providers) items such
as disability services, health, family
support, education, employment,
transport and/or housing to people with
a disability. The on-going provision of
these agreed services on behalf of the
National Disability Insurance Agency is
regarded as an in-kind contribution.

Source: ANAO 2020-21 audit results, and NDIA’s audited financial statements for the year ended 30 June 2021.

Audit results

4.13.38 Table 4.13.11 summarises the status of audit findings reported by the ANAO in
2019-20 and 2020-21.

Table 4.13.11:

Status of audit findings

Findings resolved

Category Closing position New findings
(2019-20) (2020-21)

Moderate (B)

Closing position
(2020—21) (2020-21)

(1) 1
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Social Services portfolio

Category Closing position New findings Findings resolved Closing position
(2019-20) (2020-21) (2020-21) (2020-21)

Source: ANAO 2020-21 audit results.

4.13.39 For each of the findings listed below, the ANAO undertook additional audit procedures to
gain assurance that the National Disability Insurance Agency’s 2020-21 financial statements were
not materially misstated.

New moderate audit finding

Timeliness of user access terminations

4.13.40 The ANAOQO’s interim testing of user access found weaknesses in user access terminations
processes. User accounts should be removed upon termination date as they no longer have a
legitimate requirement to access National Disability Insurance Agency’s network. The ANAO
identified a number of instances where users continued to have access to systems following
separation from the National Disability Insurance Agency.

4.13.41 The National Disability Insurance Agency has advised that it has undertaken further
investigations over the user accounts identified through ANAQ’s interim testing outlined above
and confirmed that the information accessed presented a low business risk and did not result in
any privacy breaches. In addition, the National Disability Insurance Agency has advised that new
procedures were implemented from mid-June 2021. The ANAO will test the design and
implementation of the new processes during the 2021-22 financial statements audit.

Resolved moderate audit finding

Business Assurance — Plan Approvals

4.13.42 During 2019-20, the ANAO reviewed National Disability Insurance Agency’s business
assurance program relating to participant plans. The assurance program consistently reported
high levels of non-conformance with a critical test, in excess of National Disability Insurance
Agency’s nominal conformance target of 80 per cent. The critical test for the plan approvals,
sought to confirm that plans approved with supports greater than 10 per cent of the typical
support package are justified and evidenced.

4.13.43 National Disability Insurance Agency’s continuous improvement register and action plans
did not provide evidence of a detailed root cause analysis performed consistently across all states
and territories with an aim of understanding the drivers for the exceptions identified.
Furthermore, there was no evidence that National Disability Insurance Agency had performed
further analysis to determine whether the instances of non-conformance resulted in participants
having access to a level of support inconsistent with the support considered to meet the legislated
requirement of reasonable and necessary. Consequently, participants may have access to support
in excess of what would be deemed to be reasonable and necessary increasing the cost of the
scheme and its long-term financial sustainability.

4.13.44 The National Disability Insurance Agency has redesigned the assurance framework
relating to participant plans with progressive changes implemented from November 2020. The
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revised framework includes testing and reporting against each criteria outlined in the NDIA Act
and associated NDIS Rules, a prioritisation matrix to assist in assessing the risk and impact of non-
compliance to the business and revised the continuous improvement registers. The redesigned
program provides greater granularity on the source of the non-compliance with requirements
when establishing plans.

4.13.45 The reporting framework implemented by the National Disability Insurance Agency
allows the identification of non-compliance of both whether supports provided are reasonable
and necessary and whether these supports have been justified in participant’s plans. The National
Disability Insurance Agency has implemented a root cause analysis process to identify and
understand drivers of non-compliance in testing, training in relevant areas to increase staff
capability as well as a continuous improvement process to assess monitor and address identified
non-compliance.

4.13.46 The finding has been resolved based on the processes undertaken by the National
Disability Insurance Agency to address the risks identified. The ANAO will continue to monitor the
results of the National Disability Insurance Agency’s compliance programs relating to plan
approvals.

Services Australia

4.13.47 Services Australia has responsibility for delivering a range of payments and services to
support individuals, families and communities, as well as providers and businesses. These include
income support payments and services, aged care payments, Medicare payments and services,
and child support services. Social and health-related payments and services delivered by Services
Australia on behalf of other entities in 2020-21 was $228.4 billion. These expenses are recognised
within each of the individual policy agencies’ financial statements.

4.13.48 Services Australia implemented a range of measures in 2019-20 that continued to be
applied during 2020-21, which aimed at supporting members of the Australian public who were
impacted by the COVID-19 pandemic. These measures included the new jobseeker and social
security and welfare payments, which included the Economic and Coronavirus supplement and
COVID-19 Disaster payments, and expansion of the Telehealth function of the Medicare Benefits
Scheme.

Summary of financial performance

4.13.49 The following section provides a comparison of the 2019—-20 and 2020-21 key
departmental and administered financial statements items reported by Services Australia (as
outlined in Table 4.13.12 and Table 4.13.13) and includes commentary regarding significant
movements between years contributing to overall performance.
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Table 4.13.12:

Social Services portfolio

Key departmental financial statements items

Key financial statements items 2020-21 2019-20

($m) ($m)
Net (cost of)/contribution by services (5,354.3) (5,134.2)
Revenue from government 5,088.6 5,063.5
Surplus/(deficit) attributable to the Australian Government (265.7) (70.7)
Total other comprehensive income 25.2 16.3
Xﬁ’fsatlr aclci)ar?]pcr;eorleer:z:‘ee ri:'t\come/(loss) attributable to the (240.5) (54.4)
Total assets 5,056.3 5,292.5
Total liabilities 3,364.5 3,599.0
Total equity 1,691.8 1,693.5

Source: Services Australia’s audited financial statements for the year ended 30 June 2021.

4.13.50 The increase in net cost of services is primarily due to the recognition of the $112.0

million income compliance legal settlement.

4.13.51 Total assets have decreased by $236.2 million mainly due to a $334.6 million decrease in
plant and equipment and land and building, including right-of-use leases as result of depreciation
charges for these assets which have been partially offset $130.0 million increase in software
assets attributed to the delivery of a number of IT reform projects that Services Australia is

delivering to enhance or replace current IT systems.

4.13.52 The decrease in total liabilities predominately relates a decrease in lease liabilities of
$277.6 million reflecting lease payments made during the year and supplier payables of $59.8
million due to Services Australia’s focus on ensuring goods and services received are invoiced and

paid for in a timely manner.

Table 4.13.13:

Key financial statements items

Key administered financial statements items

2020-21

($m)

Total expenses 1,740.4 1,967.1
Total income 1,790.1 2,033.5
Surplus 49.7 66.4
Total other comprehensive income - -
Total comprehensive income 497 66.4
Total assets administered on behalf of Government 1,451.3 1,386.9
Total liabilities administered on behalf of Government 1,432.4 1,363.5
Net assets 18.9 234

Source: Services Australia’s audited financial statements for the year ended 30 June 2021.
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4.13.53 The key activity within Services Australia’s administered functions relates to child
support. Child support maintenance expenses and income decreased by approximately

$245.0 million. These decreases were due to a large impairment rate decrease in the prior year to
reflect improved payment rates with the recoverability of outstanding child support, which
resulted in a reversal of the prior year impairment of child support maintenance receivables and a
gain of $252.0 million in the prior year. In 2020-21 payment rates for recoverability of
outstanding child support continued to align with the prior year assessment. Fluctuations in other
balances reflect normal business activities.

Key areas of financial statements risk

4.13.54 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
Service Australia’s financial statements. Services Australia has a highly complex IT environment
made up of numerous systems hosted across different IT platforms. Areas highlighted for specific
audit coverage in 2020-21 are provided in Table 4.13.14, including areas which were considered
key audit matters (KAM) by the ANAO.

4.13.55 The ANAO continues to identify findings in the prior and current year audits relating to IT
general controls, in particular IT access and privileged user management, which represent
weaknesses in Services Australia’s IT control environment. These issues, individually when raised
and reported to Services Australia are actioned and remediated, but the continuing theme
highlights an ongoing risk to the agency in maintaining cyber resilience. One moderate audit
finding that was raised during the 2019-20 financial year relating to IT security continues to
remain unresolved.

Table 4.13.14: Key areas of financial statements risk
Relevant financial | Key area of risk Audit risk Factors contributing to the risk
statements item rating assessment
Administered Valuation of child Moderate ¢ significant judgements and
child support support receivables assumptions around the collection
maintenance that are yet to be rates of child support obligations
receivables paid by non-custodial are applied in determining the
o parents at the end of valuation of child support
$1.2 billion the financial year. receivables and require the
KAM involvement of an actuary. These

judgements rely on the quality of
the underlying data used in the
estimation process; and

¢ alarge volume of child support
financial transactions are
processed using bespoke IT
application under the complex
Child Support Act 1988. This
complexity increases the
judgements and estimates
associated with the child support
receivable valuation.
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Relevant financial Key area of risk Audit risk Factors contributing to the risk

statements item rating assessment

Departmental Valuation of Moderate ¢ significant judgements involved in

intangible assets intangible assets considering the indicators of
impairment to estimate the value

$753.1 million KAM b

of intangible assets; and

e judgements involved in estimating
the capitalisation of the staff and
other costs attributed to
developing the software

applications.
Departmental Valuation of right-of- Moderate ¢ judgements associated with right-
right-of-use assets use assets of-use valuations, particularly the
. treatment of lease options as well
$2.1 billion as the assurance processes for
lease liabilities identifying and recognising
$2.1 billion changes in individual lease

contacts, particularly
modifications, new or terminated
leases; and

e completeness of leases as not all
leases managed by the agency
are captured and recognised
under the requirements of AASB
16 Leases.

Source: ANAO 2020-21 audit results, and Service Australia’s audited financial statements for the year ended
30 June 2021.

4.13.56 The following performance audit report was tabled during 2020-21 relevant to the
financial management or administration of Services Australia:

. Auditor-General Report No.23 2020-21 Services Australia COVID-19 Measures and
Enterprise Risk Management.

4.13.57 While the report did not include recommendations regarding risks to Services Australia’s
financial administration as it relates to the financial statements, the observations of these report
were considered in designing audit procedures.

Audit results

4.13.58 Table 4.13.15 summarises the status of audit findings reported by the ANAO in 2019-20
and 2020-21.
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Table 4.13.15: Status of audit findings

Category Closing Position New Findings Findings Resolved | Closing position
(2019-20) (2020-21) (2020-21) (2020-21)

Moderate (B) 2 - (1)2 1

TOTAL 2 - (1) 1

Note a: A moderate audit finding related to welfare payments system access management was resolved during the
2020-21 interim audit. A discussion of this finding can be found in the Auditor-General Report No.40 2020-21
Interim Report on Key Financial Controls of Major Entities.

Source: ANAO 2020-21 audit results.

4.13.59 For the finding listed below, the ANAO undertook additional audit procedures to gain
assurance that Services Australia’s 2020-21 financial statements were not materially misstated.
The IT Security Governance finding was first raised during the 2019-20 interim audit phase.

Unresolved moderate audit finding

IT Security Governance

4.13.60 Services Australia has a complex IT environment made up of a suite of systems hosted
across different IT platforms such as mid-range and mainframe to support business objectives.
The overall effectiveness of the IT control environment forms a significant component of the
overall integrity and reliability of financial transactions, which links closely with Services Australia’s
strategic risks. In the 2019-20 audit, the ANAO identified weaknesses in the implementation and
operation of the governance and monitoring processes that support Services Australia’s
information security framework.

4.13.61 The ANAO recommended that governance and monitoring processes are strengthened to
include the review and reporting of adherence to Services Australia’s Cyber Security Information
Services Manual. The ANAO’s view is that broader governance and management processes that
support Services Australia’s IT general control framework highlight an ongoing risk to the agency
in maintaining security governance. At the conclusion of the 2020-21 audit Services Australia’s
response to this recommendation remains in-progress, with the ANAO to review and assess
Services Australia’s progress against their plan during the 2021-22 interim audit phase.
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4.14 Treasury portfolio

Portfolio overview

4.14.1 The Department of the Treasury is responsible for the development, delivery and
implementation of economic analysis and authoritative policy advice on issues such as the
economy, the budget, taxation, financial systems, foreign investment, retirement income,
superannuation, small business and international economic policy. The Treasury also works with
state and territory governments on key policy areas, and manages federal financial relations.
Table 4.14.1 identifies material entities specifically mentioned in this chapter.

Table 4.14.1: Treasury portfolio material entities discussed in this chapter

Reporting entity Material  Audit Type of Date Date Audit
entity risk auditor’s  financial auditor’s | findings
rating report statements report identified
signed issued

Department of the Treasury Yes Moderate v 16 Sept 21 | 16 Sept 21 L 2

Australian Bureau of Statistics Yes Low 4 24 Aug 21 26 Aug 21 Nil

Australian Office of Financial | yeq | \oderate | ¥ 31Aug21 | 31Aug21 | Nil

Management

Australian Prudential V4 .

Regulation Authority Yes Low 17 Aug 21 19 Aug 21 Nil

Australian Reinsurance Pool Yes | Moderate v 21 Sept21 | 22 Sept 21 Nil

Corporation

Australian Securities and Yes | Moderate v 1Sept21 | 1 Sept 21 u

Investments Commission

Australian Taxation Office Yes High v 22 Sept 21 | 22 Sept 21 2

National Housing Finance and |y \oderate v 26Aug21 | 26Aug21 | Nil

Investment Corporation

Reserve Bank of Australia Yes Moderate 4 10 Sept21 | 10 Sept 21 Nil
v': auditor's report not modified [O: significant or moderate findings and/or legislative
€ : new significant or moderate findings and/or legislative matters identified in previous periods, or the 2020-21

matters noted interim audit phase, now downgraded or resolved

4.14.2 Figure 4.14.1 shows Treasury portfolio income, expenses, assets and liabilities.
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Figure 4.14.1: Treasury portfolio income, expenses, assets and liabilities
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4.14.3 As previously outlined in Chapter 2, paragraph 2.7, analysis of the quality and timeliness
of financial statements preparation included a summary of the total number of audit differences

reported to entities during the 2020-21 financial statements audit. Table 4.14.2 provides a
summary of those audit differences that relate to entities within the Treasury portfolio.

Table 4.14.2: The number of audit differences for entities in the Treasury portfolio

2020-21 2019-20

Unadjusted | Adjusted Total | Unadjusted Adjusted Total

Department of the Treasury - - - - 4 4

Australian Bureau of
Statistics
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2020-21 ‘ 2019-20 ‘
Unadjusted ‘ Adjusted ‘ Total ‘ Unadjusted Adjusted  Total

Australian Competition and B B B 1 B 1
Consumer Commission
Australian Office of

\ ) - - - 1 - 1
Financial Management
Australian Securltle§ a.nd 1 1 5 5 _ 5
Investments Commission
Australian Taxation Office 5 - 5 4 1 5
Commonwealth Grants

. 1 1 2 - - -

Commission
Financial Adviser
Standards and Ethics - 2 2 - - -
Authority Ltd
Office of the Auditing and
Assurance Standards - - - - 2 2
Board
Office of the Australian
Accounting Standards - - - - 4 4
Board
Productivity Commission - 4 4 - 2 2
Reserve Bank of Australia - - - 1 1 2
Royal Australian Mint 2 - 2 - 1 1

Source: Audit differences reported to entities in Treasury Portfolio.

4.14.4 There were no audit differences in the current and prior year for Australian Prudential
Regulation Authority, Australian Reinsurance Pool Corporation, Infrastructure and Project
Financing Agency, Inspector-General of Taxation, National Competition Council, National Housing
Finance Investment Corporation and Note Printing Australia Ltd.

4.14.5 The following sections provide a summary of the 2020-21 financial statements audit
results for the Department of the Treasury, other material entities and findings related to
non-material entities in the portfolio.

Department of the Treasury

4.14.6 The Department of the Treasury (Treasury) is responsible for the development, delivery
and implementation of economic analysis and authoritative policy advice issues such as: the
economy; budget; taxation; financial; foreign investment; structural policy; superannuation; small
business; housing affordability and international economic policy. The Treasury also works with
State and Territory governments on key policy areas, as well as managing federal financial
relations.
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Summary of financial performance

4.14.7 The following section provides a comparison of the 2019-20 and 2020-21 key
departmental and administered financial statements items reported by Treasury (as outlined in
Table 4.14.3 and Table 4.14.4) and includes commentary regarding significant movements

between years contributing to overall performance.

Table 4.14.3: Key departmental financial statements items

Key financial statements items 2020-21

($m)
Net (cost of)/contribution by services (265.4) (214.1)
Revenue from government 259.1 206.3
Surplus/(deficit) attributable to the Australian Government (6.3) (7.8)
Total other comprehensive income 1.7 -
Total comprehensive income/(loss) attributable to the
Australian Government (4.6) (7.8)
Total assets 276.3 248.2
Total liabilities 225.0 203.9
Total equity 51.3 44.3

Source: Treasury’s audited financial statements for the year ended 30 June 2021.

4.14.8 The increase in net cost of services and revenue from government is due to additional
funding received and higher employee numbers as a result of Machinery of Government changes,
with the functions of the Infrastructure and Project Financing Agency, Consumer Data Rights, Data
Standards Body and Small Business and Australian Small Business and Family Enterprise

Ombudsman being absorbed into Treasury.

4.14.9 Total assets and liabilities increased due to the recognition of new right-of-use assets and
liabilities for two new property leases entered into during the year. There was also an increase in
employee-related provisions as a result of increased employee numbers after the Machinery of

Government changes.

Table 4.14.4: Key administered financial statements items

Key financial statements items

Total expenses 160,388.8 139,225.7
Total income 5,840.6 5,440.9
Surplus/(deficit) (154,548.2) (133,784.7)
Total other comprehensive income/(loss) (7,120.7) 1,297.7
Total comprehensive income/(loss) (161,668.9) (132,487.0)
Total assets administered on behalf of Government 45,183.4 54,881.6
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Key financial statements items 2020-21 2019-20

($m) ($m)
Total liabilities administered on behalf of Government 21,9444 19,024.9
Net assets/(liabilities) 23,239.0 35,856.7

Source: Treasury’s audited financial statements for the year ended 30 June 2021.

4.14.10 Total expenses have increased due to increased grant funding to States and Territories in
relation to the COVID-19 pandemic response measures. In addition, there were increased costs
associated with the Medical Benefits Schedule and the Pharmaceutical Benefits Scheme.

4.14.11 Total assets have decreased due to the recognition of a GST revenue allocation
receivable of $5,174.9 million in 2019-20, in addition to a reduction in the value of the
department’s investment in the Reserve Bank of Australia (RBA) as a result of foreign exchange
fluctuations and unrealised losses within the RBA.

4.14.12 Total liabilities have increased due to a $3,783.9 million increase in grants liability in line
with the increased grant expenditure incurred during the year.

Key areas of financial statements risk

4.14.13 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
Treasury’s financial statements. The ANAO focused audit effort on those areas that are assessed
as having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020 - 21 are provided in Table 4.14.5, including areas which were considered key audit matters
(KAM) by the ANAO. No significant or moderate audit findings were identified relating to these
key areas of risk.

Table 4.14.5: Key area of financial statements risk

Relevant financial @ Key area of risk Audit risk | Factors contributing to the risk
statements item rating assessment
Administered Completeness and Higher ¢ reliance on information provided by
other provisions valuation of the state and territory governments to
$1.7 billion Disaster Recovery estimate the provision; and
' (FSQ(;'R? ;réir;%eﬁaizgl e complexities in judgements relating
Disaster Relief and to the timing of future payments
R:c?c?v(Zr eliet a and the estimation of future costs to
Arranger¥1ents Provision restore infrastructure to its condition
(NDRRA) at the time of the natural disaster.
KAM
Administered Accuracy and Moderate | ¢ the significance of the value of
grants expense completeness of grants paid and the complex
o payments to states and eligibility criteria for a number of
$117.8 billion territories under the grants; and
grants payable Feder'al Financial e reliance on other government
$3.9 billion Relations Act 2009 entities to provide information to
KAM
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Relevant financial @ Key area of risk
statements item

Audit risk | Factors contributing to the risk
rating assessment

support payments and confirm the
eligibility criteria have been met.

Source: ANAO 2020-21 audit results and Treasury’s audited financial statements for the year ended 30 June 2021.

Audit results

4.14.14 Table 4.14.6 summarises the status of the audit findings reported by the ANAO in
2019- 20 and 2020-21.

Table 4.14.6: Status of audit findings

Category Closing position = New findings | Findings resolved Closing position

(2019-20) (2020-21) (2020-21) (2020-21)

Significant legislative
breach (L1)

Total - 1 - 1
Source: ANAO 2020-21 audit results.

New significant legislative breach

Potential section 83 breaches

4.14.15 During the financial year, there were several instances of potential non-compliance with
section 83 of the Constitution for National Partnership Payments issued in accordance with the
Financial Federal Relations Act 2009. National Partnership Payments include a number of
programs where the underlying management is within the relevant agency responsible for policy
and program administration, with all payments processed by Treasury. It was identified that there
were a number of payments processed in 2019-20 and 2020-21 which did not have appropriate
ministerial authorisation, totalling $85.5 million.

4.14.16 These payments were made on the basis that the administering entity made
representation to Treasury that the payment was appropriately authorised. Subsequent
investigations noted the appropriate authorisation was not held, as the administering entity had
not received ministerial authorisation to approve the payment as required by the Financial
Federal Relations Act 2009. ANAO recommended that the department should undertake steps to
ensure appropriate authorisation is held at the time of the payments being made, including
retention of authorisations as part of the payment process in order to prevent future section 83
breaches for similar transactions.

Australian Bureau of Statistics

4.14.17 The Australian Bureau of Statistics (ABS) is responsible for partnering and innovating to
deliver relevant, trusted and objective data, statistics and insights to inform Australia’s important
decisions.
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Summary of financial performance

4.14.18 The following section provides a comparison of the 2019-20 and 2020-21 key financial
statements items reported by the ABS (as outlined in Table 4.14.7) and includes commentary
regarding significant movements between years contributing to overall performance.

Table 4.14.7: Key financial statements items

Key financial statements items 2020-21

($m)
Net (cost of)/contribution by services (467.4) (432.1)
Revenue from government 414 .4 378.5
Surplus/(deficit) attributable to the Australian Government (53.1) (53.6)
Total other comprehensive income/(loss) 3.2 0.8
'(I'Botal comprehensive income/(loss) attributable to the Australian (49.9) (52.8)

overnment

Total assets 381.7 393.8
Total liabilities 327.2 327.4
Total equity 54.5 66.4

Source: ABS’ audited financial statements for the year ended 30 June 2021.

4.14.19 The movement in the net cost of services is primarily due to an increase in employee
benefits and supplier expenses due to preparations for the 2021 Census. This was offset by an
increase in own-source income due to greater demand for services from customers. The decrease
in total assets is the result of depreciation costs incurred for buildings in the current financial year.

Key areas of financial statements risk

4.14.20 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
ABS’ financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. The area highlighted for specific audit coverage in
2020-21 is provided in Table 4.14.8. No significant or moderate audit findings were identified
relating to the key areas of risk.

Table 4.14.8: Key areas of financial statements risk

Relevant Key area of risk Audit risk Factors contributing to the risk
financial rating assessment
statements item
Intangible assets | Valuation and Higher ¢ indicators of impairment may not be
$84.0 million impairment of non- adequately identified as a result of
financial assets business reorganisation or restructuring;
and

¢ with a system or technology upgrade,
there is a risk that the carrying value of
assets may be materially misstated by
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Relevant Key area of risk Audit risk Factors contributing to the risk

financial rating assessment
statements item

incorrectly capitalising new expenditure
and incorrectly assessing the existing
asset’s useful lives.

Revenue from Recognition of Higher e arisk that revenue is recorded at a point
contracts with revenue from in time when it should have been
customers rendering of services recorded over time;

$43.2 million e arisk that revenue is not recognised

accurately across the period of the
contract/service; and

e arisk in relation to the maintenance of
appropriate documentation to support
the recognition of revenue on the basis

concluded.

Leasehold Valuation and Moderate | o the fair valuation of assets is inherently
improvement and | impairment of non- judgemental and requires specialist
plant and financial assets expertise; and
equipment ¢ indicators of impairment may not be
$46.5 million adequately identified.
Census field staff | Accuracy of census Moderate | ¢ ABS conducted a census in August
expenses contractor expenses 2021.. The workforce will increase

- considerably for a short period of time
$32.7 million

with contractors being engaged to help
perform the Census. Contractors will be
employed during the majority of
2020- 21; and

o there is a risk contractor expenses

incurred outside of regular operations
will not be recorded accurately.

Source: ANAO 2020-21 audit results, and ABS’ audited financial statements for the year ended 30 June 2021.

Audit results

4.14.21 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits

Australian Office of Financial Management

4.14.22 The Australian Office of Financial Management (AOFM) is responsible for managing
Australian Government debt and financial assets and the issuing of Treasury bonds, Treasury
indexed bonds and Treasury notes into the financial markets.

Summary of financial performance

4.14.23 The following section provides a comparison of the 2019-20 and 2020-21 key
departmental and administered financial statements items reported by the AOFM (as outlined in
Table 4.14.9 and Table 4.14.10) and includes commentary regarding significant movements
between years contributing to overall performance.
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Table 4.14.9: Key departmental financial statements items

Key financial statements items 2020-21 2019-20
($m) ($m)

Source: AOFM's audited financial statements for the year ended 30 June 2021.

4.14.24 The increase in the net cost of services and in revenue from government reflects the
additional costs of administering the Australian Business Securitisation Fund and the Structured
Finance Support Fund.

Table 4.14.10: Key administered financial statements line items

Key financial statements items 2019-20

($m)

17,124.0 16,919.0
249.0 260.0

- (399.0)

28,873.0 (9,193.0)
11,998.0 (26,251.0)
11,998.0 (26,251.0)
59,821.0 73,260.0
888,421.0 785,095.0
(828,600.0) (711,835.0)

Source: AOFM's audited financial statements for the year ended 30 June 2021.

4.14.25 The AOFM increased its debt issuance during the year to fund Government activity
during the COVID-19 pandemic. This resulted in increased liabilities and interest expense.

4.14.26 The gains on re-measurement are a result of the increase in interest rates, and thus a
decrease in the discounted value of the liability. The prior year was as a result of decreasing
interest rates.

Auditor-General Report No.14 2021-22
Audits of the Financial Statements of Australian Government Entities for the Period Ended 30 June 2021

283



Key areas of financial statements risk

4.14.27 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
AOFM'’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. The areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.14.11. The valuation and disclosure of Australian Government
Securities was considered a key audit matter (KAM) by the ANAO. No significant or moderate
audit findings were identified relating to the key areas of risk.

Table 4.14.11:

Relevant
financial

statements item

Key areas of financial statements risk

Key area of risk

Audit
risk
rating

Factors contributing to the risk assessment

Administered Valuation and Moderate significant value of the liability and significant
Australian disclosure of volume of instruments issued;
Gove.rr)ment 'élé‘?’/té?rl]';r;nt fair value movements have a material impact
securities securities on the financial statements and are impacted
$888.4 billion by price changes in money markets and
KAM capital markets; and
complex financial statements disclosure
requirements for financial liabilities measured
at fair value through profit and loss.
Administered Valuation and Moderate new type of asset holding for the entity,
Structured disclosure of arising from the Government’s response to
Finance Structured Finance the COVID-19 pandemic;
securities securities assumptions required for calculation of fair
$1.9 billion value of assets and or expected credit losses;
and
complex financial disclosure requirements for
financial assets measured at fair value
through profit and loss.

Source: ANAO 2020-21 audit results, and the AOFM’s audited financial statements for the year ended 30 June 2021.

Audit results

4.14.28 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Australian Prudential Regulation Authority

4.14.29 The Australian Prudential Regulation Authority (APRA) is responsible for the prudential
regulation of the Australian financial services industry through the oversight of banks, credit
unions, building societies, friendly societies, general insurers, life insurers, private health insurers,
reinsurance companies and most of the superannuation industry. APRA is funded largely by the
industries that it regulates.
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4.14.30 The following section provides a comparison of the 2020-21 and 2019-20 key

departmental and administered financial statements items reported by APRA (as outlined in
Table 4.14.12 and Table 4.14.13) and includes commentary regarding significant movements
between years contributing to overall performance.

Treasury portfolio

Table 4.14.12: Key departmental financial statements items

Key financial statements items 2020-21

($m)
Net (cost of)/contribution by services (193.2) (191.9)
Revenue from government 185.7 188.1
Surplus/(deficit) attributable to the Australian Government (7.4) (3.8)
Total other comprehensive income (0.1) -
Total comprehensive income/(loss) attributable to the (7.5) (3.8)
Australian Government
Total assets 173.8 185.9
Total liabilities 119.6 124.2
Total equity 54.2 61.8

Source: APRA's audited financial statements for the year ended 30 June 2021.

4.14.31 The movement in net cost of services relates to an increase in employee expenses of
$9.9 million primarily due to an increase in the average staffing level over 2020-21 and a

1.5 per cent wage increase from 1 July 2020 per the enterprise agreement. Offsetting this increase
is a $10.3 million decrease in supplier expenses due to a one-off legal cost of $9.0 million in
2019-20 not repeating in 2020-21 and lower project and ongoing operational expenditure in
2020-21 resulting from the COVID-19 pandemic.

4.14.32 Revenue from government decreased due to slightly lower government-approved
Financial Institutions Supervisory Levies collected in 2020-21 compared to 2019-20 and a small
levy under-collection in 2020-21.

4.14.33 The decrease in total assets relates to a fall in financial assets of $8.4 million resulting
from lower revenue in 2020-21 and a decrease of $4.8 million in non-financial assets from
depreciation and amortisation of these assets outstripping new additions.

4.14.34 The decrease in total liabilities predominately relates to a decrease in lease liabilities of
$7.9 million due to principal repayments made during the year, which is partially offset by a

$2.7 million increase in employee provisions reflecting salary, staff number increases and reduced
staff leave utilisation.
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Table 4.14.13: Key administered financial statements items

Key financial statements items 2020-21 2019-20

($m) ($m)
Total expenses 423.7 472.7
Total revenue 646.5 712.2
Surplus/(deficit) 222.9 239.5
Total other comprehensive income/(loss) - -
Total comprehensive income/(loss) 2229 239:5
Total assets administered on behalf of Government 3.0 3.0
Total liabilities administered on behalf of Government 2.0 2.0
Total equity 1.0 1.0

Source: APRA's audited financial statements for the year ended 30 June 2021.

4.14.35 Total expenses and revenue decreased due to a decrease in the collection and
subsequent remittance of the Risk Equalisation Levy of $49.1 million. The decrease is due to lower
industry activity primarily due to the COVID-19 pandemic. The Risk Equalisation Levy receipts are
set to equalise risk across the private health insurance industry and are determined quarterly
under section seven of the Private Health Insurance (Risk equalisation Levy) Act 2003 by APRA.
The increase impacted both total expenses and total revenue.

4.14.36 Total revenue was also impacted by a decrease in collections of the Financial Institutions
Supervisory levy of $15.0 million. The Financial Institutions Supervisory levy is determined by the
Treasurer, in conjunction with APRA, to recover operational costs of APRA and other specific costs
incurred by certain Commonwealth agencies and departments.

Key areas of financial statements risk

4.14.37 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
APRA’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. The area highlighted for specific audit coverage in
2020-21 is provided in Table 4.14.14. No significant or moderate audit findings were identified
relating to the key area of risk.

Table 4.14.14: Key areas of financial statements risk
Relevant financial = Key area of risk Audit risk = Factors contributing to the risk
statements item rating assessment
Administered Accuracy of Moderate | ¢ complex calculations that are
levy revenue administered levy prescribed in a number of Acts and
. revenue rules.
$646.5 million
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Relevant financial @ Key area of risk Audit risk | Factors contributing to the risk
statements item rating assessment

Internally developed | Recognition and Moderate | ¢ complexities in assessing the
software valuation of internally nature and extent of costs that can
$41.6 million developed software be capitalised under Australian

accounting standards and subject
to management judgement.

Source: ANAO 2020-21 audit results, and APRA’s audited financial statements for the year ended 30 June 2021.

Audit results

4.14.38 There were no reportable audit findings arising from the 2019-20 or 2020-21 financial
statements audits.

Australian Reinsurance Pool Corporation

4.14.39 The Australian Reinsurance Pool Corporation (ARPC), established by the Terrorism
Insurance Act 2003, is responsible for administering the Terrorism Reinsurance Scheme, providing
primary insurers with reinsurance for commercial property and associated business interruption
losses arising from a declared terrorist incident.

Summary of financial performance

4.14.40 The following section provides a comparison of the 2019-20 and 2020-21 key financial
statements items reported by ARPC (as outlined in Table 4.14.15) and includes commentary
regarding significant movements between years contributing to overall performance.

Table 4.14.15: Key financial statements items

Key financial statements items 2020-21

($m)
Total expenses 165.6 164.5
Own-source income 250.5 233.6
Surplus/(deficit) attributable to the Australian Government 84.9 69.1
Total assets 757.3 669.5
Total liabilities 161.9 149.0
Total equity 595.4 520.5

Source: APRC'’s audited financial statements for the year ended 30 June 2021.

4.14.41 The increase in own-source income is driven by changes in premium rates in commercial
property. Total assets increased due to an increase in term deposit investments. Total liabilities
increased due to increase in unearned premium liability, in-line with increase in gross premium
revenue.

Key areas of financial statements risk
4.14.42 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
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APRC’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.14.16. No significant or moderate audit findings were identified
relating to these key areas of risk.

Table 4.14.16: Key areas of financial statements risk

Relevant financial Key area of risk Audit risk Factors contributing to the risk

statements item rating assessment

Premium revenue Accuracy of Moderate | ¢ inaccurate recognition of premium;

$245.7 million mrSeLrj;?unrze e insurers may calculate and remit

unearned premium P incorrect premium reviews; and

$124.7 million ¢ incorrect calculation of unearned
premium.

Outward Accuracy of Moderate | ¢ inaccurate calculations and payments of

retrocession retrocession cost retrocession premium; and

premmm (Iaxpense and deferral e deterioration in credit worthiness of

$65.9 million reinsurance counterparties may affect the
recoverability of reinsurance receivables.

Source: ANAO 2020-21 audit results, and APRC’s audited financial statements for the year ended 30 June 2021.

Audit results

4.14.43 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

Australian Securities and Investments Commission

4.14.44 The Australian Securities and Investments Commission (ASIC) is Australia’s integrated
corporate, financial services, markets and consumer credit regulator, supporting a fair, strong and
efficient financial system for all Australians. ASIC’s core responsibility is to maintain and facilitate
the performance of Australia’s financial system and promote confident and informed participation
by investors and consumers.

Summary of financial performance

4.14.45 The following section provides a comparison of the 2019-20 and 2020-21 key
departmental and administered financial statements items reported by ASIC (as outlined in
Table 4.14.17 and Table 4.14.18) and includes commentary regarding significant movements
between years contributing to overall performance.
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Table 4.14.17: Key departmental financial statements items
Key financial statements items 2020-21 2019-20
($m) ($m)
Net (cost of)/contribution by services (451.5) (471.4)
Revenue from government 437.1 403.2
Surplus/(deficit) attributable to the Australian Government (14.4) (68.2)

Total other comprehensive income - -

Total comprehensive income/(loss) attributable to the

Australian Government (14.4) (68.2)
Total assets 541.4 559.3
Total liabilities 377.3 406.8
Total equity 164.1 152.5

Source: ASIC’s audited financial statements for the year ended 30 June 2021.

4.14.46 The decrease in net cost of services and ASIC’s deficit is largely attributable to revenue
received from other Australian Government entities for funding of the Modernising Business
Registers program and the Global Switch Unit Exit program.

4.14.47 The movement in assets and liabilities is primarily due to the principal payment of lease
liabilities and recognition of right-of-use asset depreciation.

Table 4.14.18: Key administered financial statements items

Key financial statements items

Total expenses 227.7 203.1
Total income 1,807.9 1,560.4
Surplus/(deficit) 1,580.2 1,357.3
Total assets administered on behalf of Government 467.5 478.7
Total liabilities administered on behalf of Government 535.7 457.6
Net assets/(liabilities) (68.2) 211

Source: ASIC’s audited financial statements for the year ended 30 June 2021.

4.14.48 Total income increased due to an increase in compliance activity, company extracts
search activity and increased demand for current information for Government financial relief due
to the COVID-19 pandemic. There has also been an increase in the volume of unclaimed monies
lodgements.

4.14.49 The increase in total liabilities was driven by higher than expected lodgements and lower
than expected claims for unclaimed monies during 2020-21. These movements also resulted in
increases to the unclaimed monies provision.
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Key areas of financial statements risk

4.14.50 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
ASIC’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.14.19. No significant or moderate audit findings were identified
relating to these key areas of risk.

Table 4.14.19: Key areas of financial statements risk

Audit risk
rating

Relevant financial
statements item

Key area of risk

Factors contributing to the risk
assessment

Valuation of the
provisions for
future claims of
unclaimed monies

Administered Higher e the actuarial model used to calculate
the provision relies on a legislative
framework that can be subject to

change; and

unclaimed monies

provisions

$491.2 million

¢ the calculation is sensitive to
movements in general market
conditions such as the growth rate,
claims history and discount rate which
are subject to management judgement.

Administered Moderate .

taxation revenue

Completeness and
accuracy of
administered

corporate fees and fines revenue is
reliant on the completeness of data in
subsidiary IT systems which is

$955.6 million revenue transferred to the financial
non-taxation management information system
revenue (FMIS);

$852.2 million e taxation revenue arising from the

supervisory cost recovery levies is
estimated in advance of invoicing, and
subject to management judgement; and

e complexities in the point at which
unclaimed monies revenue is
recognised in accordance with AASB
15 and 1058.

Source: ANAO 2020-21 audit results, and ASIC’s audited financial statements for the year ended 30 June 2021.

Audit results

4.14.51 Table 4.14.20 summarises the status of the audit findings reported by the ANAO in
2019-20 and 2020-21.

Table 4.14.20:

Status of audit findings

Category Closing position New findings Findings resolved Closing position
(2019-20) (2020-21) (2020-21) (2020-21)

Significant (A) 1 - (1) -

Total 1 - (1) -

Source: ANAO 2020-21 audit results.
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Resolved significant audit finding
Payments to Key Management Personnel

4.14.52 The ASIC Chair and Deputy Chairs are covered by Remuneration Tribunal Determinations
for full time public office holders. The relevant Determinations provide that the remuneration and
benefits paid to office holders must not be supplemented. The Determinations outline payments
that do not form part of the total remuneration package of office holders.

4.14.53 The Commonwealth Procurement Rules (CPRs) set out rules that officials of relevant
entities must comply with when they procure goods and services. As a non-corporate
Commonwealth entity, ASIC must comply with the CPRs. The core rule of the CPRs is achieving
value for money which includes ensuring the efficient, effective, ethical and economic use of
public resources.

4.14.54 In 2019-20 the ANAO identified payments made to the former ASIC Chair and one of the
former Deputy Chairs that appeared to fall outside of the definition of Total Remuneration in the
Remuneration Determination and thus the total remuneration paid to these office holders may
have exceeded the limits set within the determination. In reviewing these payments, the ANAO
also identified instances where the CPRs were not followed.

4.14.55 The ANAO recommended to ASIC that a review be undertaken of the processes
supporting the approval of remuneration and benefits paid to Executive Office holders, including
the trigger points for seeking advice should amounts outside of the Remuneration Determination
be considered for approval; and a review be undertaken of the procurement processes around
payments made for the benefit of the Chair to determine those internal controls that need to be
either reinforced with relevant staff or redesigned to ensure effective implementation.

4.14.56 The ANAOQ’s review the of the work undertaken by ASIC in 2020-21 to address the issues
that were raised by both ASIC's review and the independent review commissioned by the
Treasurer concluded that the audit finding had been addressed. In addition, the ANAQ’s testing of
the 2020-21 Key Management Personnel (KMP) note disclosures including the underlying
calculations, and compliance with CPRs did not identify any issues. Based on the actions
undertaken by ASIC and our review of the 2020-21 KMP disclosure note, this finding was
considered resolved and closed.

Australian Taxation Office

4.14.57 The Australian Taxation Office’s (ATO) core areas of responsibility are managing and
shaping tax, excise and superannuation systems that fund services for Australians, together with
the provision of support to the Tax Practitioners Board, the Australian Business Registry Services
and the Australian Charities and Not-for-profits Commission.

Summary of financial performance

4.14.58 The following section provides a comparison of the 2019-20 and 2020-21 key
departmental and administered financial statements items reported by ATO (as outlined in
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Table 4.14.21 and Table 4.14.22) and includes commentary on significant movements between

years contributing to overall performance.

Table 4.14.21:

Key departmental financial statements items

Key departmental financial statements items

Net (cost of)/contribution by services (3,924 .4) (3,678.7)
Revenue from government 3,831.8 3,461.3
Surplus/(deficit) attributable to the Australian Government (92.6) (217.4)
Total other comprehensive income (0.1) (0.1)
'(I';otal comprehensive income/(loss) attributable to the Australian (92.7) (217.5)
overnment
Total assets 2,525.6 2,448.6
Total liabilities 2,215.8 2,260.4
Total equity 309.8 188.2

Source: ATO's audited financial statements for the year ended 30 June 2021.

4.14.59 The increase in net cost of services was mainly due to a $135.0 million increase in
contractors and consultants as a result of the Improving ATO IT systems program and a

$57.0 million increase in IT and communications expenses due to the ATO improving
infrastructure, software and IT communication platforms to deliver on the economic stimulus
measures as a result of the COVID-19 pandemic.

4.14.60 The movement in assets was primarily due to an increase in appropriation receivable of
$134.0 million which was offset by a decrease in plant, equipment and buildings of $56.0 million
(net impact of the recognition of new right of use assets of $167.0 million and the depreciation of

$223.0 million). The movement in liabilities was mainly due to a decrease in lease liabilities of
$58.0 million reflecting lease payments made, offset by new leases recognised during the year.

Table 4.14.22:

Key administered financial statements items

Key administered financial statements items

Total expenses 91,941.0 75,384.0
Total revenue 457,800.0 422,443.0
Surplus/(deficit) 365,859.0 347,059.0
Total comprehensive income/(loss) 365,859.0 347,059.0
Total assets administered on behalf of Government 44,640.0 47,858.0
Total liabilities administered on behalf of Government 10,915.0 29,442.0
Net assets/(liabilities) 33,725.0 18,416.0

Source: ATO's audited financial statements for the year ended 30 June 2021.
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4.14.61 The increase in total revenue was driven mainly by a $6.0 billion increase from individuals
and other withholding tax as a result of a lower unemployment rate, $12.0 billion increase from
companies due to strong iron ore prices in the mining sector, $6.4 billion increase from
superannuation funds due to lower revenue reported in 2019-20 as a result of large one-off share
buybacks and dividend cuts resulting in a reduction in refundable franking credit in 2021-22, and
$9.2 billion from goods and services tax as a reflection of relatively higher economic activity.

4.14.62 Total expenses have increased by $16.6 billion mainly due to an increase of $25.5 billion
in subsidies as a result of the stimulus measure payments for JobKeeper offset by a decrease of
$11.3 billion in Cash Flow Boost payments for employers. Total liabilities also decreased by $18.5
billion primarily due to a decrease in the accrual for JobKeeper of $11.0 billion and Cash Flow
Boost of $8.0 billion as these stimulus programs ended during the 2020-21 financial year.

4.14.63 Total assets decreased by $3.2 billion mainly due to a decrease in receivables of $5.0
billion partially offset by an increase of $1.9 billion in accrued GST revenue. The movement in
receivables was the net impact of an increase in receivables of $2.2 billion offset by a $5.7 billion
increase in impairment allowance and a $1.7 billion increase in allowance for credit amendments
for disputed cases. The movement of $4.7 billion in the impairment allowance was mainly due to a
change in methodology to incorporate emerging trends and patterns as a result of COVID-19.

Key areas of financial statements risk

4.14.64 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
ATO’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.14.23, including areas considered key audit matters (KAM) by the
ANAO. No significant or moderate audit findings were identified relating to these key areas of risk.

Table 4.14.23: Key areas of financial statements risk
Relevant financial = Key area of risk Audit risk Factors contributing to the risk
statements item rating assessment
Administered Accuracy of taxation Higher e complex estimation processes,
taxation revenue revenue involving significant judgement
and specialist knowledge;
$456.7 billion KAM pecialist knowledd

e completeness, relevance and

expenses accuracy of source data; and

s accuracy of expenses
$91.9 billion ¢ volatility in economic conditions,

such as wage growth, gross
domestic product and historical
information increases the
uncertainty of factors
underpinning the estimates.

Administered Valuation of taxation Higher ¢ significant value of transactions
receivables and subject to complex estimation
provisions for refunds processes drawing on specialist
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Relevant financial
statements item

Key area of risk

Audit risk

Factors contributing to the risk
assessment

taxation receivables
(gross)

$62.0 billion
impairment
allowance

$26.5 billion

allowance for credit
amendments

$5.9 billion

(component of
receivables net of
$30.0 billion)

provision for
refunds

$2.1 billion

(component of
provisions of $9.2
billion)

rating

knowledge of debt provisions,
including allowance for credit
amendment and impairment
losses associated with taxation
receivable balances;

completeness, relevance and
accuracy of source data;

complexity associated with
negotiations and dispute
resolutions; and

quality assurance processes for
key judgements relating to debt
provisions including credit
amendments; impairment losses;
and accounting for settlements of
outstanding taxation liabilities
and other adjustments to client
accounts.

statements items

balances due to ATO’s
complex IT business
systems and associated
processing of taxpayer
returns and statements

Administered Completeness of Higher the significant value of revenue
taxation revenue taxation revenue and transactions that rely on
o the ATO’s compliance information provided by
$456.7 billion and risk management taxpayers in a self- assessment
processes relating to and voluntary compliance
the collection of regime;
taxation revenue. the effectiveness of the design
and implementation of the
compliance risk management
regime that reduces the risk that
inappropriate taxation returns
may not be detected and
corrected by the ATO, which
makes the deterrence of tax
evasion more effective; and
judgements associated with the
risk management approach to
compliance activities.
Administered Accuracy and Higher large and complex IT
all financial completeness of environment with several

hundred business applications
processing a high volume of
transactions;

many IT systems are bespoke or
heavily customised to the ATO;
and

reliance on specialised reports to
prepare financial statements
balances.
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Relevant financial
statements item

Key area of risk

Audit risk
rating

Treasury portfolio

Factors contributing to the risk
assessment

statements items

required for financial
reporting purposes due
to complex manual
processes for
compilation of data.

Administered Eligibility assessment Moderate significant value of the expenses

expenses and accuracy of and the speed of implementation

subsidy expenses in reported subsidy of these stimulus measures; and

connection with Sv?tﬁﬂigt;elre]; :rn;]:gtlon the e_Ii_gibiIity requirements and

JobKeeper Cash Flow Boost. COﬂdItIOI’:IS to be met for amounts

expenses ($57.0 to be paid to employers are set

billion) and Cash by the Coronavirus Economic

Flow Boost Response Package (JobKeeper

expenses ($12.3 payments & JobMaker hiring

billion) bl . cr:ecgtpaymerg) Ahcthoz(l)__; and
- eligibiiity assessmen the Boosting Cash Flow For

JobMaker Hiring and accuracy of Lower Employers ,g40t 2020.

Cre_d|t ($17.0 reported subsidy

million) payments in connection

the stimulus with JobMaker Hiring

measure payments | Credit expenses.

comprise part of the

subsidies expense

of $80.8 billion

Administered Completeness and Moderate manual calculation of complex

all financial accuracy of data information in spreadsheets

increases the risk of
miscalculation due to data
linkages and human error.

Source: ANAO 2020-21 audit results, and ATO’s audited financial statements for the year ended 30 June 2021.

Audit results

4.14.65 Table 4.14.24 summarises the status of audit findings reported by the ANAO in 2020-21.

Table 4.14.24:

Category

Status of audit findings

Closing position

Moderate (B)

New findings Findings resolved Closing position
(2019—20) (2020-21) (2020-21) (2020-21)

Total

Source: ANAO 2020-21 audit results.

4.14.66 For the findings listed below, the ANAO undertook additional audit procedures to gain
assurance that ATO’s 2020-21 financial statements were not materially misstated.

New moderate audit findings

User access terminations not performed in a timely manner

4.14.67 The ANAOQO’s interim testing of user access identified that ATO had not adequately
implemented a system of controls which identifies users who retain access to ATO’s systems or
investigates ATO system activity after their formal separation date. User accounts should be
disabled on their termination date as they no longer have a legitimate requirement to access
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ATO’s network. The ANAO identified several instances where users continued to access systems
following separation from ATO and evidence of login activity within financial systems post
termination was noted, however there was no financial statements impact.

4.14.68 The ANAO recommended that ATO implement a system of controls to identify and
follow-up users who retain access to ATO systems after formal separation and follow-up and
investigate all instances of activity of users who no longer have a legitimate business requirement
to access sensitive ATO systems.

4.14.69 At final, the ANAO observed that the ATO’s process for identifying potential terminated
users logging on after termination had improved, however deficiencies in the processes were
identified during the testing performed by the ANAO. The ATO agreed that it needed to further
refine the follow up processes. ANAO also observed several instances across both payroll and
contractor staff where separation dates were incorrectly recorded which could lead to under or
over payments relating to staff and inhibit any investigations relating to inappropriate conduct.
The ANAO will review the ATO’s progress as part of the 2021-22 audit.

General Interest Charge (GIC) and Failure of Lodge (FTL) Remissions

4.14.70 The ANAO identified that rapidly implemented changes to the ATO’s business-as-usual
interest and penalty remission arrangements announced as part of administrative support
measures for taxpayers impacted by the COVID-19 pandemic, were not all subject to risk-
informed decision-making processes and there were gaps in the governance framework.

4.14.71 The ANAO recommended that governance frameworks and implementation processes
be strengthened to include review of administrative processes for remission of interest and
penalties. The ANAO also recommended the ATO review the existing governance mechanisms
over penalties and interest remission arrangements to assess if they are fit for purpose or require
modification. ATO agreed with the recommendations and the ANAO will review the status of the
findings as part of the 2021-22 audit.

National Housing Finance and Investment Corporation

4.14.72 The National Housing Finance and Investment Corporation (NHFIC) commenced in
2018-19 and is established by the National Housing Finance and Investment Corporation Act
2018. NHFIC is responsible for: the establishment and operation of an Affordable Housing Bond
Aggregator, which provides finance to registered community housing providers by aggregating
their lending requirements and issuing bonds to institutional investors; the establishment and
operation of the National Housing Infrastructure Facility, which provides grants and finance to
support the creation of housing-related infrastructure; and the Australian Government’s First
Home Loan Deposit Scheme, which supports eligible buyers to purchase their first home. The
scheme commenced on 1 January 2020 and is administered by NHFIC.
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Summary of financial performance

4.14.73 The following section provides a summary of the 2020-21 key financial statements items
reported by the NHFIC (as outlined in Table 4.14.25) and includes commentary regarding
significant movements between years contributing to overall performance.

Table 4.14.25: Key financial statements items

Key financial statements items

Net (cost of)/contribution by services (118.2) (75.6)
Revenue from government 59.0 61.8
Surplus/(deficit) attributable to the Australian Government (59.2) (13.8)

Total other comprehensive income/(loss) - -

Total comprehensive income/(loss) attributable to the

Australian Government (59.2) (13.8)
Total assets 2,509.2 1,636.2
Total liabilities 2,098.1 1,331.0
Total equity 4111 305.2

Source: NHFIC’s audited financial statements for the year ended 30 June 2021.

4.14.74 Net cost of services increased due to an increase in finance cost and concessional loan
provision offset by an increase in interest revenue. These increases are due to an increase in the
value of loans held and bonds issued, which has also resulted in increases in total assets and
liabilities respectively.

Key areas of financial statements risk

4.14.75 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
NHFIC financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.14.26. No significant or moderate audit findings were identified
relating to these key areas of risk.

Table 4.14.26: Key areas of financial statements risk
Relevant financial Key area of risk Audit risk Factors contributing to the risk
statements item rating assessment
Accounting for and Recognition, Moderate e manual calculation of complex
assessment of concessional completeness information in spreadsheets;
loans and accgracyll of e application of judgement
loans receivable concessiona surrounding the selection and

loans and

$1,905.9 million associated application of indices such as

. . . market rates; and
concessional loans discounts calculations

provided
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Relevant financial Key area of risk Audit risk Factors contributing to the risk

statements item rating assessment
$222.5 million e implementation and
concessional loans expense interpretation of AASB 9
$112.4 million Financial Instruments.
concessional loans provisions
$8.3 million
Issuance and valuation of Valuation and Moderate ¢ the significant value of bonds
bonds completeness of transactions and subsequent
other interest-bearing liabilites | Ponds fair value measurement which
$2,080.8 million recognised in the may require the use of

’ financial judgement.

statements

Source: ANAO 2020-21 audit results, and NHFIC’s audited financial statements for the year ended 30 June 2021.

Audit results

4.14.76 There were no significant or moderate audit findings arising from the 2020-21 financial
statements audit.

Reserve Bank of Australia

4.14.77 The objectives of the Reserve Bank of Australia (RBA) are to determine and implement
monetary policy, work to maintain a strong financial system and efficient payments system and
issue the nation’s banknotes. As well as being a policymaking body, the RBA provides selected
banking services to a range of Australian Government entities and to a number of overseas central
banks and official institutions. The RBA is also responsible for the management of Australia’s gold
and foreign exchange reserves.

Summary of financial performance

4.14.78 The following section provides a comparison of the 2019-20 and 2020-21 key financial
statements items reported by the RBA (as outlined in Table 4.14.27) and includes commentary
regarding significant movements between years contributing to overall performance.

Table 4.14.27: Key financial statements item

Key financial statements items

Total expenses 641.0 664.0
Total income (3,691.0) 3,152.0
Net profit/(loss) (4,332.0) 2,488.0
Total other comprehensive income (324.0) 1,499.0
Total comprehensive income (4,656.0) 3,987.0
Total assets 539,897.0 278,671.0
Total liabilities 516,892.0 248,339.0
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Total equity 23,005.0 30,332.0

Source: RBA’s audited financial statements for the year ended 30 June 2021.

4.14.79 The decrease in net profit in 2020-21 was primarily driven by a net valuation loss on its
domestic security holdings as a result of increased domestic bond holdings that were purchased at
a premium to their par value as well as bond yields increasing over the year. Other comprehensive
income decreased by $1,823.0 million predominately as a result of lower value movements in
Gold investments offset by stronger performance in the underlying assets of the defined benefit
superannuation plan, resulting in a lower defined benefit superannuation obligation.

4.14.80 Total assets increased mainly due to an increase of Australian dollar investments which
increased by $263.1 billion. This is offset by an increase in liabilities of $268.6 billion mainly due to
the increase of $262.0 billion in exchange settlement balances from government bond purchases
and the Term Funding Facility associated with the RBA’s COVID-19 pandemic response.

Key areas of financial statements risk

4.14.81 The ANAO completed appropriate audit procedures on all material items. The ANAO also
assessed the IT general and application controls for key systems that support the preparation of
RBA’s financial statements. The ANAO focused audit effort on those areas that are assessed as
having a higher risk of material misstatement. Areas highlighted for specific audit coverage in
2020-21 are provided in Table 4.14.28, including which areas were considered key audit matters
(KAM) by the ANAO. No significant or moderate audit findings were identified relating to these
key areas of risk.

Table 4.14.28: Key areas of financial statements risk
Relevant financial Key area of risk Audit risk | Factors contributing to the risk
statements item rating assessment
Australian dollar Valuation of Australian Higher e complexity in determining the fair
investments dollar securities and value of a range of investments
$474.9 billion foreign currency and securities; and
investments

¢ potential for a significant financial
KAM impact from fluctuations in the

foreign currency value of the Australian dollar.

investments
$56.7 billion

net loss on security
and foreign
exchange

$8.5 billion
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Relevant financial
statements item

Key area of risk

Audit risk

rating

Factors contributing to the risk
assessment

Australian banknotes
on issue

$95.5 billion

Accuracy of the liability
for the Australian
banknotes

KAM

Higher

o the accuracy of the liability for
Australian banknotes on issue is
dependent on the assumption that
legal tender status is retained by all
Australian notes on issue; and

¢ high volume of note production and
the supply and security of
banknotes is structurally significant
to the economy.

Source: ANAO 2020-21 audit results, and RBA’s audited financial statements for the year ended 30 June 2021.

Audit results

4.14.82 There were no significant or moderate audit findings arising from the 2019-20 or
2020-21 financial statements audits.

e

Grant Hehir
Auditor-General
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Appendix 2 Changes in audit responsibilities in 2020-21

The following is a listing of new entities to be audited and entities that ceased to be audited by the Auditor-
General in 2020-21, entities that had a name change in 2020-21 and entities that have moved between
portfolios.

New entities audited in 2020-21

. CSIRO Innovation Fund 2

. Grains Australia Limited

° Office of the Special Investigator
. Sport Integrity Australia

Entities that ceased to be audited by the Auditor-General

° Australian Sports Anti-Doping Authority

° Indigenous Prosperity Fund Cash Fund

. Infrastructure and Project Financing Agency

° Tjapukai Aboriginal Cultural Park Partnership

° Wilpena Pound Aerodrome Services Pty Limited

Entities that had a name change

2020-21 entity name Former entity name

Creative Partnerships Australia Australian Business Arts Foundation Ltd

Export Finance Australia Export Finance and Insurance Corporation

The National Recovery and Resilience Agency The National Drought and North Queensland
Flood Response and Recovery Agency

Changes in administrative arrangements

Entity name 2020-21 portfolio Former portfolio

Digital Transformation Agency Prime Minister and Cabinet Social Services
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Appendix 3 The financial reporting and auditing standards
frameworks for 2020-21

The figure below depicts the standard setting framework for financial reporting and auditing, in the
Australian Government context.

Figure A.1: Australian Government standard setting framework

Accounting Framework Auditing Framework

Oversight
Body

Standard
Setters

Standards

— e e e e — — —— o — —— —— —— —— —— —— —— —— —— —— —— —— ——— —— —— — — — — —

Oversight
Body

Standard
Setters

Adopters
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Appendix 4 The financial reporting and auditing framework for
2020-21 financial statements

1. Key elements of the Australian Government’s financial reporting framework are outlined in the
diagram below. An overview of the financial reporting requirements for the various types of
Australian Government entities covered by the framework and the audit approach for the
financial statements of these entities is also described below.

Figure A.2: Australian Government financial reporting framework
CONSTITUTION

Legislative power to impose taxes (s51(ii) and exclusive right to impose customs and
excise duties (s90))

All revenue raised forms a Consolidated Revenue Fund (s81) from which no money
shall be drawn except under appropriation made by law (s83)

{.||

FEDERAL BUDGET
Appropriations for non-corporate and corporate
Commonwealth entities

PUBLIC GOVERNANCE, PERFORMANCE AND
ACCOUNTABILITY ACT 2013

CORPORATIONS ACT
2001

COMPANIES
CONTROLLED BY
THE
COMMONWEALTH

NON-CORPORATE CORPORATE
COMMONWEALTH COMMONWEALTH
ENTITY ENTITY

Financial Financial
statements statements
prepared by each prepared by each

non—corporate corporate
Commonwealth Commonwealth
entity entity

Financial
statements
prepared by each
Commonwealth
company

Financial
statements audited
by the Auditor-
General

Financial Financial
statements audited statements audited
by the Auditor- by the Auditor-
General General

AUDITED CONSOLIDATED FINANCIAL STATEMENTS FOR THE AUSTRALIAN
GOVERNMENT

Whole-of-Government Financial Statements and General Government Sector Financial
Statements (prepared in accordance with Australian Accounting Standards)

Source: ANAO compilation.
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Appendix 4

Australian Government reporting entities

Commonwealth Government of Australia

2.

Section 48 of the PGPA Act requires the Minister for Finance to prepare annual consolidated
financial statements for the Commonwealth Government of Australia. These financial
statements are general purpose financial statements consolidating the financial activities and
financial position of Commonwealth entities and other entities controlled by the Commonwealth
Government.

The PGPA Act prescribes the Australian Accounting Standards (AASs), and any other
requirements prescribed by the rules, as the applicable financial reporting framework for the
consolidated financial statements.

Commonwealth entities

4.

Section 10 of the PGPA Act defines a Commonwealth entity as a department of state, a
Parliamentary department, a listed entity or a body corporate of the Commonwealth other than
a Commonwealth company. Section 11 of the PGPA Act determines that there are two types of
Commonwealth entities: a non-corporate Commonwealth entity, which is a Commonwealth
entity that is not a body corporate; and a corporate Commonwealth entity, which is a
Commonwealth entity that is a body corporate and legally separate from the Commonwealth. ®

Section 42 of the PGPA Act requires the accountable authority of a Commonwealth entity to
prepare annual financial statements that comply with the AASs and any other requirements
prescribed by the rules.

Resource Management Guide 125: The Commonwealth Entities Financial Statements Guide
applies to all Commonwealth reporting entities responsible for preparing financial statements
under the Public Governance, Performance and Accountability (Financial Reporting) Rule 2015.
The guide includes definitions of terms that have been used in this report.

Non-corporate Commonwealth entities

7.

Non-corporate Commonwealth entities, comprising departments of state, Parliamentary
departments and listed entities, are subject to the provisions of the PGPA Act. In some cases
they are also operate under their own enabling legislation.

The PGPA Act prescribes the AASs and PGPA Financial Reporting Rule (FRR) as the applicable
financial reporting framework for non-corporate Commonwealth entities.

Corporate Commonwealth entities and subsidiaries

9.

Corporate Commonwealth entities are bodies corporate that hold money on their own account
and have been created to perform specific functions. Corporate Commonwealth entities operate
under their own enabling legislation and also must comply with the relevant provisions of the
PGPA Act.

64

Three entities have a body corporate status but are prescribed as non-corporate Commonwealth entities.
These are the Australian Competition and Consumer Commission; the Australian Prudential Regulation
Authority; and the Australian Securities and Investments Commission.
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10. The PGPA Act prescribes the AASs and FRR as the applicable financial reporting framework for
corporate Commonwealth entities. The financial reporting framework applicable to subsidiaries
of corporate Commonwealth entities depends on the nature of the subsidiary.

Commonwealth companies and subsidiaries

11. Commonwealth companies are companies that are controlled by the Australian Government
through majority share holdings or voting rights, or via control over the composition of the
company’s board. Commonwealth companies operate and prepare financial statements under
the Corporations Act 2001 (Corporations Act).

12. The applicable financial reporting framework for Commonwealth companies is the Corporations
Act, including the AASs and the Corporations Regulations.

13. The financial reporting framework applicable to subsidiaries of Commonwealth companies
depends on the nature of the subsidiary.

Other bodies

14. The ANAO also audits the financial statements of other bodies under Commonwealth legislation
other than the PGPA Act, including the ‘by arrangement’ provisions in section 20 of the Auditor-
General Act 1997. Examples of these other bodies include statutory bodies not established as
Commonwealth entities and trusts. The financial reporting framework applicable to these other
bodies depends on legislation or other rules that govern that entity.

Audit of Australian Government entity financial statements

Audit scope

15. The accountable authority of a Commonwealth entity is responsible for the preparation and fair
presentation of the financial statements and for maintaining records, internal controls,
procedures and processes that support the preparation of those statements.

16. The Directors of a Commonwealth company, or a company that is a subsidiary of either a
Commonwealth entity or a Commonwealth company, are responsible for the preparation of
financial statements that give a true and fair view and for maintaining records, internal controls,
procedures and processes that support the preparation of that report.

17. The ANAQ’s independent audits of financial statements are undertaken to form an opinion
whether they are free from material misstatement and present fairly in accordance with
applicable accounting standards and legislation. These audits are conducted in accordance with
the ANAO Auditing Standards, which incorporate the Australian Auditing Standards and provide
reasonable assurance.

18. Audit procedures include an examination of the entity’s records and its internal control,
information systems, control procedures and statutory disclosure requirements. Evidence
supporting the amounts and other information in the statements is examined on a test basis,
and accounting policies and significant accounting estimates are evaluated.

19. The entity’s internal control relevant to the entity’s preparation and fair presentation of the
financial statements or reports is considered in order to design audit procedures that are
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20.

Appendix 4

appropriate in the circumstances. In some audits, audit procedures concentrate primarily on
substantiating the amounts appearing in the financial statements and do not include detailed
testing of systems and internal controls.

The primary responsibility for the prevention and detection of fraud and error rests with both
those charged with the governance and the management of an entity. The auditor is not
responsible for the prevention or detection of fraud and error.

The auditor’s report on financial statements

21.

22.

23.

The ANAO auditor’s report on the financial statements includes a statement of the auditor’s
opinion as to whether the financial statements present fairly the entity’s financial position, the
results of its operations and its cash flows in accordance with the applicable financial reporting
framework.

If the auditor is not of that opinion, the auditor’s opinion is modified, with the reasons being
indicated.

The auditor’s report on the financial statements may also include an ‘emphasis of matter,” ‘other
matter’ or ‘material uncertainty related to going concern’ paragraph. A report on other legal and
regulatory requirements may accompany the auditor’s report on the financial statements. The
inclusion of these paragraphs does not modify the auditor’s opinion.

Form of auditor’s opinion

24.

25.

26.

27.

28.

An auditor’s opinion is described as ‘unmodified’ when the auditor concludes that the financial
statements are prepared, in all material respects, in accordance with the applicable financial
reporting framework.

An auditor’s opinion may be ‘modified’ in one of three ways.

A ‘qualified opinion’ is expressed when the auditor, having obtained sufficient appropriate audit
evidence, concludes that misstatements, individually or in aggregate, are material but not
pervasive to the financial statements. A ‘qualified opinion’ is also expressed when the auditor,
having been unable to obtain sufficient appropriate audit evidence, concludes that the possible
effects on the financial statements of undetected misstatements could be material but not
pervasive.

A ‘disclaimer of opinion’ is expressed when the auditor, having been unable to obtain sufficient
appropriate audit evidence on which to base the opinion, concludes that the possible effects on
the financial statements of undetected misstatements could be both material and pervasive. A
‘disclaimer of opinion’ is also expressed when the auditor, having been able to obtain sufficient
appropriate audit evidence regarding individual uncertainties, concludes that the potential
interaction of the uncertainties and their possible cumulative effect on the financial report
cannot be determined.

An ‘adverse opinion’ is expressed when the auditor, having obtained sufficient appropriate audit
evidence, concludes that misstatements individually or in aggregate, are both material and
pervasive to the financial statements.
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Emphasis of matter

29. An ‘emphasis of matter’ paragraph is included in the auditor’s report when the auditor considers
it necessary to draw to users’ attention a matter presented in the financial statements that, in
the auditor’s judgement, is of such importance that it is fundamental to the users’ understanding
of the financial statements. The circumstances in which an emphasis of matter is used include:

° when financial statements and the auditor’s report have been issued and a fact is discovered that
leads to revised financial statements and a new auditor’s report being prepared; and

° when financial statements have been prepared in accordance with a special purpose framework,
and as a result the financial statements may not be suitable for another purpose.

Other matter

30. The auditor’s report on the financial statements may also include a reference to an ‘other

matter’. This allows the auditor to communicate a matter other than a matter that is presented
or disclosed in the financial statements that, in the auditor’s judgement, is relevant to users’
understanding of the audit, the auditor’s responsibilities or the auditor’s report.

Material uncertainty related to going concern

31. The auditor’s report on the financial statements will also include a reference to a ‘material
uncertainty related to going concern’ when there are possible or actual events or conditions that
may cast significant doubt on an entity’s ability to continue as a going concern and the financial
statements include adequate disclosure about the uncertainty and management’s plans to deal
with the uncertainty.

Report on other legal and regulatory requirements

32. The auditor’s report on the financial statements may also include a report on other legal and
regulatory requirements. This report covers matters that the Auditor-General is required by law
to report on in conjunction with the financial statements audit.
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