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Part B

References to matters of significance

Issues of importance that are included in this Part of the Report include matters that arose during the
course of audit which have been referred to senior agency management and other matters which are of
public interest.

Those matters that are regarded as being more significant are listed below. This list is not exhaustive as
many other issues are reported in Part B of this Report.

Reference should also be made to Part A — Audit overview which also contains comments on specific
matters of importance and interest.
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South Australian Government Financing Authority

Functional responsibility

Establishment

The South Australian Government Financing Authority (SAFA), a body corporate, was established
under the Government Financing Authority Act 1982 (SAFA Act).

Functions

SAFA functions as the central borrowing authority for the State of South Australia, and is responsible
for managing the majority of the State’s debt and for implementing the Government’s debt management
policy as determined by the Treasurer of South Australia.

Pursuant to section 15 of the SAFA Act, SAFA’s liabilities are guaranteed by the Treasurer.

SAFA also administers the Government’s:

. insurance and risk management arrangements through its insurance division trading as
SAICORP
. passenger and light commercial vehicle fleet operations.

For details of SAFA’s objectives refer note 1 to the financial statements.
SAFA Advisory Board

The SAFA Act provides that SAFA is constituted of the Under Treasurer and establishes the South
Australian Government Financing Advisory Board (the Advisory Board).

The Advisory Board comprises up to seven members one of whom is the Under Treasurer, who is also
Presiding Member.

The function of the Advisory Board is to provide advice relating to the exercise by SAFA of its powers,
functions and duties.

The SAFA Act provides that the Under Treasurer may request advice from the Advisory Board and
consider any advice given. The Advisory Board may provide advice, as it sees fit, to the Treasurer or
the Authority. SAFA’s annual report must include details of any advice from the Advisory Board that
the Treasurer or SAFA has decided not to follow and the Treasurer’s or SAFA’s reason for that
decision.

Audit mandate and coverage

Audit authority

Audit of the financial report

Subsection 31(1) of the PFAA and subsection 25(2) of the SAFA Act provide for the Auditor-General
to audit the accounts of SAFA for each financial year.
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SA Government Financing Authority

Assessment of controls

Subsection 36(1)(a)(iii) of the PFAA provides for the Auditor-General to assess the controls exercised
by SAFA in relation to the receipt, expenditure and investment of money, the acquisition and disposal
of property and the incurring of liabilities.

This assessment also considers whether internal controls are consistent with the Tls with particular
focus on Tls 2 and 28.

Scope of the audit
During 2010-11, specific areas of audit attention included:

. risk management, monitoring and reporting, including:
— interest rate risk management
— credit risk management
— liquidity and funding risk management
— foreign exchange risk management
. treasury operations (including insurance investments), including:
— transaction initiation
— confirmation and settlement processes
— management reporting

. calculation and use of the Common Public Sector Interest Rate (CPSIR)

. financial accounting for finance, insurance and fleet activities

. insurance claim expenditure

. fleet revenue

. purchase, disposal and management of fleet motor vehicles

. administration of the Industry Financial Assistance Account on behalf of the Treasurer.

Internal audit activities were reviewed to assess the risks of material misstatement of the financial
statements and to design and perform audit procedures. Audit made use of the work performed by
internal audit in the following areas:

. quarterly reporting by SAFA’s compliance unit

. internal audit quarterly compliance program assessment of work performed by SAFA’s
compliance unit

. yield curve and interest calculations

. reinsurance program review

. information security review

. IT control environment assessment.

Audit findings and comments

Auditor’s report on the financial report

In my opinion, the financial report gives a true and fair view of the financial position of the South
Australian Government Financing Authority as at 30 June 2011, its financial performance and its cash
flows for the year then ended in accordance with the Treasurer’s Instructions promulgated under the
provisions of the Public Finance and Audit Act 1987 and Australian Accounting Standards.
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SA Government Financing Authority

Assessment of controls

In my opinion, the controls exercised by the South Australian Government Financing Authority in
relation to the receipt, expenditure and investment of money, the acquisition and disposal of property
and the incurring of liabilities, except for the matters raised in relation to treasury ‘end-to-end’
processes as outlined under ‘Communication of audit matters’, are sufficient to provide reasonable
assurance that the financial transactions of the South Australian Government Financing Authority have
been conducted properly and in accordance with law.

Communication of audit matters

Matters arising during the course of the audit were detailed in management letters to the General
Manager, SAFA. Responses to the management letters were considered to be satisfactory. The main
matters raised with SAFA and the related responses are outlined below.

Treasury ‘end-to-end’ processes

During 2009-10 SAFA initiated a review of its treasury operations. This review was performed by
SAFA'’s contract internal auditor and included specific testing for potential fraud risk. The internal
auditor’s report included a number of recommendations that they considered of high and moderate risk.

During 2010-11 Audit reviewed SAFA’s treasury function and specifically considered SAFA’s
response to the matters raised by internal audit.

The key outcomes from this review are provided below.
Operations (settlement) staff access to online banking

In 2010 SAFA’s contract internal auditor noted that operations staff had access to manually enter
counterparty bank account details into SAFA’s online banking systems.

This matter highlighted that officers responsible for payment processing also had access to create and
amend bank account details within the disbursement systems. This lack of segregation increases the
risk of undetected fraud or error.

To mitigate this risk SAFA maintains a dual authorisation protocol within the online banking systems,
meaning that no individual officer can add or amend bank account details or process online payments.
SAFA also maintains a series of detective controls designed to identify and resolve errors or attempted
fraud.

While Audit accepts that these controls significantly reduce SAFA’s risk exposure, the nature and scope
of SAFA’s activities mean that the financial impact of any actual error or fraud can be significant.

During 2011 Audit reviewed SAFA’s use of the online banking systems and was advised that almost all
payments using the main online banking system are processed using standard payment templates.
These templates allow operations staff to process payments without adjusting recipient bank account
details.

The extent to which SAFA uses standard payment templates highlighted that SAFA rarely needs to
amend bank account details once counterparties are established. This indicates that SAFA could
improve its control over payment processing by removing operations staff access to counterparty bank
account details within the banking system without significant impact to its business operations. Audit
recommended that SAFA makes this change to its control environment.
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SA Government Financing Authority

In response SAFA resolved to:

. reconfigure the main online banking system to require system authorisation of all changes to
payment templates by an officer independent of the payment process

. implement a regular review of changes to payment templates by SAFA’s compliance unit to
ensure appropriate approval of these changes

. further investigate the functionality of its main online banking system to strengthen its controls
over online banking.

Access to create deals in Quantum

In accordance with SAFA policy, operations staff have access to create ‘retail’ deals in the Quantum
(Treasury) system. Retail deals include repurchase agreements, TAP and migration bonds.

The operations unit plays an integral role in independently confirming the validity and accuracy of
transactions initiated by SAFA’s dealers. Providing operations staff with the responsibility and system
access to create deals removes the benefits achieved by segregating these functions and increases
SAFA’s reliance on detective controls.

In 2010 SAFA’s internal auditor noted this risk exposure and recommended that SAFA:
. configure Quantum to restrict operations staff from creating non-retail deals in Quantum

. consider transferring responsibility for creating retail deals to staff outside the operations unit
(and restrict operations staff from creating any deal type).

At the time SAFA acknowledged the risk and sought to restrict operations staff from creating non-retail
deals in Quantum. Further investigation concluded, however, that SAFA could not configure Quantum
to achieve this level of access control. SAFA resolved to improve existing detective controls.

SAFA maintains a range of detective controls which significantly reduce the likelihood of undetected
material fraud or error. Detective controls do not, however, eliminate risk.

Preventive controls are designed to eliminate an identified risk of fraud or error. While SAFA must
balance the benefits provided by preventive controls with the cost and impact that implementing them
would have on service delivery, the size and nature of SAFA’s activities mean that the financial impact
of any successful fraud or error may be significant.

During 2010-11 Audit analysed the nature and volume of deals processed by operations staff for the
seven months to February 2011. This analysis indicated that restricting operations staff from creating
deals in Quantum would not introduce an unreasonable imposition on SAFA operations.

While Audit acknowledged that SAFA would need to assess the full impact on its operations, Audit
recommended that SAFA change its business processes and restrict operations staff from creating deals.

SAFA has committed to reviewing system access within Quantum to achieve a desirable outcome
without compromising business operations. This review is scheduled for completion in September
2011.

SAFA has indicated that if this review cannot identify a suitable business outcome it will restrict
operations staff from creating deals in Quantum.

1118



SA Government Financing Authority

Daily channel limits

System functions within SAFA’s online banking systems allow SAFA to restrict the value of daily
transactions processed by any individual user. This ‘daily channel limit’ function prevents staff from
creating payments above a daily limit and provides SAFA with a valuable control over processing error
and fraud.

Audit noted that the channel limits established by SAFA within its main online banking system
significantly exceeded the likely value of daily processing and recommended that SAFA reduce them.

SAFA immediately reduced the daily channel limits within its main online banking system and has
introduced a regular review of them to ensure that they are retained at an appropriate level.

Catastrophe reinsurance program

To protect the State’s finances against a very large loss or claim or a series of large losses or claims in a
year, SAFA places a commercial catastrophe reinsurance program in the international insurance market.

SAFA has engaged an insurance broker to manage and finalise this annual catastrophe reinsurance
program.

SAFA’s contract with its insurance broker requires the broker to provide SAFA with evidence of
reinsurance placements, signed by the reinsurers prior to the inception date of the risks (1 November
each year).

While the insurance broker provided SAFA with an email on 29 October 2010 confirming all
reinsurance placements for the 2010-11 insurance year, Audit noted that the broker did not provide
SAFA with evidence of cover signed by the reinsurers prior to 1 November 2010.

While Audit appreciates that the insurance broker has a contractual responsibility to ensure coverage
each year, SAFA is ultimately responsible for the management of claims in the event of an insurable
event.

Audit recommended that SAFA actively pursue its insurance broker for satisfactory evidence of
reinsurance placements for 2011-12.

SAFA has discussed this matter with their broker who has agreed to meet this requirement.
Implementation of Tls 2 and 28

SAFA has a robust governance, risk and control management framework that has been in place for
many years. The framework meets the requirements of Tls 2 and 28. Specific elements of Tls 2 and 28
are met as follows:

Risk and fraud management

SAFA'’s policy manual explains and outlines SAFA’s strategies for managing specific risks including
interest rate risk, liquidity risk, funding risk, credit risk, currency risk, operational risk, legal risk and
insurance risk. SAFA’s strategies for managing these risks include documenting approved financial
instruments and documenting delegation, market exposure and transaction limits. A summary of
SAFA'’s approach to managing these risks is disclosed in note 28 to the financial statements.
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The policy manual references DTF’s fraud policy and summarises SAFA’s approach to the reporting of
suspected fraud.

SAFA'’s policy manual, which is readily accessible by all staff, is reviewed annually and subject to the
Treasurer’s approval.

Policies and procedures

In addition to its policy manual, SAFA maintains a centralised procedures manual. SAFA’s procedures
manual provides a high level summary of the actions that SAFA expects to be maintained within the
treasury, insurance and operational support units. SAFA’s procedures manual is also subject to annual
review.

Detailed procedures also exist and are maintained by individual units.
Compliance testing and independent review

SAFA’s compliance unit, under the guidance of SAFA’s contract internal auditor, performs daily,
weekly, monthly and quarterly testing to ensure compliance with SAFA’s policy and procedures
manual. Particular focus is given to compliance with SAFA’s approved risk management strategies
including delegations, approved exposure and transaction limits.

All testing performed by the compliance unit is reported to SAFA management and the General
Manager. Any breaches to treasury dealing and risk limits are reported daily to the General Manager.

The compliance unit’s work is reviewed and tested by SAFA’s contract internal auditor, who provides
SAFA’s Audit Committee with quarterly reports on the outcomes of its review.

In addition to this work, SAFA’s contact internal auditor performs regular focused reviews on elements
of internal control and other areas of management importance.

Audit Committee

SAFA'’s responsibilities with respect to risk management and compliance are supported by an Audit
Committee comprising three members appointed by the Advisory Board. The Audit Committee’s wide
ranging responsibilities include:

. oversight of SAFA’s risk management framework

. evaluation of the adequacy of SAFA’s administrative, operating and accounting controls and
management practices

. appraisal of the quality of audits performed by SAFA’s contract internal auditor
. review of results of audits performed by the Auditor-General
. monitoring management’s response and actions to correct any identified deficiencies in SAFA’s

control environment.
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Interpretation and analysis of the financial report

Highlights of the financial report

SA Government Financing Authority

2011 2010
$’million $’million
Interest revenue 1234 910
Interest expense (1192) (891)
Net interest revenue 42 19
Net gain (loss) on financial instruments and derivatives 22 21
Leasing and hire revenue 82 78
Insurance premium revenue 36 35
Recoveries 29 31
Other income 20 17
Vehicle operating costs (83) (82)
Insurance claim gain (expense) (66) 12
Other expenses (22) (22)
Profit (Loss) before income tax equivalents 60 109
Income tax equivalent expense (18) (30)
Profit (Loss) after income tax equivalents and total comprehensive result 42 79
Assets
Cash, short-term assets and investments 3551 4759
Loans, advances and receivables 12 394 9883
Derivatives receivable 1345 1295
Property, plant and equipment (including held for sale) 217 221
Other assets 59 43
Total assets 17 566 16 201
Liabilities
Deposits and short-term borrowings 6 202 5985
Bonds, notes and debentures 9451 8 436
Outstanding claims 336 301
Derivatives payable 1320 1198
Other liabilities 8 23
Total liabilities 17 317 15943
Total Equity 249 258

Statement of Comprehensive Income

Net income and expense

Interest income and expense is determined on a market value accounting basis.

Interest revenue

increased by $324 million or 36 percent. This was associated with a corresponding increase in interest

expenses of $301 million or 34 percent.

Net gain on financial instruments and derivatives

The net gain on financial instruments and derivatives for 2010-11 comprises realised and unrealised
gains from SAFA’s insurance activities of $39.2 million offset by realised and unrealised losses of

$17.3 million on SAFA’s finance activities.
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Leasing and hire revenue and recoveries

Leasing and hire revenue reflects the fees charged to other government agencies for the use of fleet
vehicles whereas recoveries includes the recovery of fuel costs and unscheduled maintenance charges
for leased vehicles.

Other revenue

Due to the nature of its activities the Treasurer has quarantined SAFA from any operating profit or loss
before tax on the activities of Insurance Fund 2. For 2010-11 Fund 2 reported an operating loss before
tax resulting in SAFA recognising a receivable from the Treasurer of $9.5 million ($5.7 million
payable).

This $15.2 million turnaround in SAFA’s receivable/payable to the Treasurer is the principal reason for
the $15.1 million increase in other revenue.

Profit (Loss)

SAFA’s profit before income tax equivalent was $60 million. In accordance with Tl 22 SAFA is
required to pay the Treasurer an income tax equivalent. The income tax liability is calculated by
applying the Australian company tax rate of 30 percent to its profit or loss before tax. For 2009-10 the
Treasurer exempted SAFA from paying tax on the $10.5 million gain on the transfer of administrative
functions (refer note 4 to the financial statements).

The 10 year trend in SAFA’s profit or loss after income tax equivalent expense is demonstrated in the
following chart.
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The chart highlights the volatility in SAFA’s results since 2007. This volatility is impacted by the
financial performance of SAFA’s insurance activities, which were transferred to SAFA in July 2006.

The 2007 profit result includes the net gain on the initial transfer of the net assets of the former
SAICORP, whereas the 2008 and 2009 losses are attributable to net investment losses on insurance
assets and a large increase in claims expense.

The 2011 profit after income tax equivalents of $42 million includes net profit on SAFA’s insurance
activities of $6 million. This net profit on insurance activities is due mainly to:

. net insurance investment gains of $39 million

. insurance premiums of $36 million
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insurance claims expenses totalling $66 million. Total claim expenses include the impact of

movements in the outstanding claims liability, which for 2010-11, was $35 million.

The volatility of SAFA’s insurance activities and their impact on SAFA’s profit or loss are highlighted

in the following chart:
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The result after income tax equivalent is, in net terms, only affected by Fund 1 results. This is because
under the arrangements put in place, as discussed under ‘Other revenue’, SAFA is quarantined from
Fund 2 profits or losses. This arrangement reflected the fact that Fund 2 is used to meet claim payments
in respect of incidents which occurred prior to 1 July 1994, claim payments in respect of uninsurable
risks and any other payments which fall outside the insurance cover provided under Fund 1. No
premium income is earned for Fund 2. Payments or receivables arising are reflected in the Consolidated

Account.

Statement of Financial Position

Assets and liabilities

A structural analysis of assets and liabilities for the six years to 2011 is shown in the following chart.

20

15 -

$'billion
5

$8.0b | $7.9b

$9.2b | $8.9b

$8.7b | $8.5b

$11.3b | $11.1b

$16.2b | $15.9b

$17.6b | $17.3b

2006

2007

2008

O Total assets

1123

2009

@ Total liabilities

2010

2011



SA Government Financing Authority

Assets increased by $1.4 billion in 2011 due mainly to a:

. $1.8 billion increase in loans to the Treasurer, mainly to fund the Consolidated Account deficit
for 2010-11 (refer note 8 to the financial statements and Treasurer’s Statement A in the
Appendix to Part B of this Report)

. $750 million increase in loans to other SA Government entities (refer note 8). The majority of
new loans were provided to SA Water

. $1.4 billion decrease in cash and cash equivalents to fund repayment of long-term liabilities that
matured during the financial year.

The increase in assets was funded by increases in liabilities. The main liabilities affected were:

. $1.2 billion increase in SAFA select lines (refer note 13)
. $297 million increase in deposits from the Treasurer (refer note 12).

The increase in select lines reflects SAFA’s ongoing funding responsibilities to the Treasurer.

Capital and distributions

At 30 June 2011, SAFA’s capital reserves were represented solely by its retained earnings, which stood
at $249 million ($258 million). A $50 million ($11.5 million) distribution was made to the Treasurer
from SAFA this financial year.

Statement of Cash Flows

The following table summarises the net cash flows for the four years to 2011.

2011 2010 2009 2008
$’million $’million $’million $’million

Net cash flows
Operating 102 129 44 -
Investing (670) (3983) (2 356) 583
Financing 674 3775 2 296 (466)
Change in cash 106 (79) (16) 117
Cash at 30 June 188 82 161 177

The analysis of cash flows shows that SAFA’s cash position has fluctuated over the four years in line
with the net effects of the various activities. Strong cash balances have been maintained in line with
liquidity needs.

Further commentary on operations
CPSIR

A major proportion of funding provided by SAFA is to the Treasurer at a common interest rate referred
to as the CPSIR. The CPSIR is the quarterly charge out rate reflecting SAFA’s average costs of
borrowings sourced from domestic and international financial markets plus a margin to cover
administration costs.
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The CPSIR rate is calculated based on historical cost principles, and hence tends to be slow to react to
changes in market rates as the *CPSIR pool’ consists of a large number of transactions at differing
interest rates and maturities (ie changes to CPSIR should occur when transactions mature or are
re-priced).

The average annual CPSIR for 2010-11 was approximately 5.2 percent (4.36 percent).

It is important to note that the objectives underlying the debt management policy of the Government, in
effect, determine the CPSIR. SAFA manages debt in compliance with government policy such that the
cost of debt is minimised over the medium to long-term.

While there is no direct benchmark against which to compare the CPSIR rate, the following chart
indicates the movements in the average CPSIR against the 90 day bank bill rate and the 10 year bond
rate.
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Changes to SAFA’s lending arrangements with the Treasurer

To assist in the management of SAFA’s treasury function and its associated risks, SAFA’s activities are
separated into distinct portfolios.

As outlined above, the majority of funding provided by SAFA to the Treasurer is currently charged at
the CPSIR rate, reflecting SAFA’s average costs of borrowings within the Treasurer’s portfolios.
Historically, the Treasurer has on-lent some funds to agencies at this CPSIR rate.

On 26 July 2011 the Treasurer approved changes to SAFA’s portfolio structure, including changes to
SAFA'’s lending arrangements to the Treasurer.

Under the new arrangements SAFA will separately record the Treasurer’s deposit activities from his
borrowing activities and restructure the calculation of interest payable on the Treasurer’s borrowings
from SAFA. SAFA will calculate and pay interest to the Treasurer monthly and the current CPSIR
arrangements will cease.

All CPSIR loans from the Treasurer to agencies have now either been repaid or waived and the
Treasurer will now charge agencies for any future loans at market rates.
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Business risk management

Operational risk management
SAFA has a number of mechanisms to manage operational risks, including:

. an annual risk assessment performed by the contract internal auditors addressing changes to
SAFA'’s operating environment and financial markets they transact with. This assessment is
used to determine the scope of the internal audit program

. the establishment of a policy manual which details parameters within which SAFA pursues its
core objectives, including dealings with financial markets, reporting requirements and
management of assets and liabilities

. the compliance unit performing daily, weekly, monthly and quarterly reviews to ensure
compliance with policy requirements.

Market risk

In order to manage SAFA’s financing operations and associated risks, SAFA has split its financing
operations into a number of portfolios. The portfolio structure includes two Treasurer’s portfolios,
managed and passive.

The main task of the managed portfolio, representing $3.2 billion at 30 June 2011, is to minimise
interest rate risk within the portfolio with respect to the policy benchmark approved by the Treasurer.
The management of this portfolio involves the use of measurements including:

. Value at Risk (VaR) — VaR is a single number estimate of how much an entity could lose due
to the price volatility of the assets and liabilities it holds or is contracted to hold

. Duration/Modified duration — Duration is a weighted average measure of the present value of a
series of cash flows. Modified duration is a measure of the sensitivity of a portfolio of interest
bearing securities to changes in interest rates

. Basis Point Sensitivity (PVO1) — PVOL is the change in market value through a change in
interest rates by one basis point.

The passive portfolio, $795 million, contains transactions such as indexed liabilities and loans, and
Commonwealth housing loans. These deals are not included in the managed portfolio due to the nature
of the transactions and inability to readily manage these to the Treasurer’s benchmarks.

Net expenses in the Treasurer’s portfolios are passed through to the Treasurer with a margin attached.
Realised gains and losses are reflected in movements in the Government’s indebtedness to SAFA
reported in Statement J in the Treasurer’s financial statements. The result of this is that SAFA has no
interest rate risk from the Treasurer’s portfolios.

In addition to the Treasurer’s portfolio, a number of principal portfolios are maintained including:

. domestic

. offshore

. reinvestment

. capital

. foreign exchange hedging service
. cash management fund

. cash enhanced fund.
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These portfolios, holding assets of $10 billion at 30 June 2011, are used for the purpose of monitoring
and managing investment and hedging services provided by SAFA to public sector agencies. Any
profits or losses from the other principal portfolios are recorded in SAFA’s Statement of
Comprehensive Income.

The figures included in commentary under the heading ‘Business risk management’ were provided by
SAFA and are unaudited.

Catastrophe reinsurance program

The State Government is fundamentally a self insurer. However, to protect the State’s finances against
a very large loss or claim or a series of large losses of claims in a year, a commercial catastrophe
reinsurance program is placed in the international insurance market. The reinsurance program is
renewed annually on 31 October and is approved by the Treasurer following consideration by the
Advisory Board.

The structure of SAFA’s catastrophe reinsurance program for 2010-11 is depicted as follows:
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SAFA'’s reinsurance premium expense for 2010-11 was $7.5 million ($7 million).

SAFA reviews its level of cover each year. While various factors influence SAFA’s final choice of
cover, key drivers in this evaluation are the market’s willingness to accept risk for SAFA’s preferred
coverage and SAFA’s assessment of value for money within the insurance market.

For 2010-11 SAFA increased its public and products liability cover from $350 million to $500 million.
This increase was driven mainly by an identified market opportunity which significantly increased the
State’s cover with only a marginal increase in premiums.

Risk management activity across the public sector

Throughout the year, SAFA provided a range of insurance and risk management services to government
agencies to assist in raising risk management awareness.

Clinical risk management within public hospitals has remained an issue that requires ongoing focus and
evaluation as a result of the impact this area has on SAFA’s medical malpractice claim liabilities.
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Natural disaster relief and recovery arrangements (NDRRA)

The Australian Government provides funding to states and territories through the NDRRA to help pay
for natural disaster relief and recovery costs. The amount of NDRRA reimbursement for natural
disaster costs for each state or territory is dependent on set thresholds.

These arrangements apply to the following natural disasters:

. bushfire . storm surge

. earthquake . landslide

. flood . tsunami

. storm . meteorite strike
. cyclone . tornado.

The NDRRA do not apply to drought, frost, heatwave, epidemic or events resulting from poor
environmental planning, commercial development or personal intervention.

The NDRRA are based on terms and conditions in the NDRRA determination.

During 2010-11 the Australian Government amended these arrangements, introducing a requirement for
each State and Territory Government to have regular independent assessments of their insurance
arrangements and provide these assessments to the Commonwealth for review. All states must have
their first independent assessment completed by 30 September 2011.

The Commonwealth’s review of a state’s independent assessment is guided by the following principles:

1. A state has responsibility to put in place insurance arrangements which are cost-effective for
both the State and the Commonwealth.

2. The financial exposure borne by taxpayers (at both levels of government) should be minimised.

3. The onus is on a state to explore a range of insurance options in the marketplace and assess
available options on a cost benefit basis.

The Commonwealth may, as a result of its review, recommend changes to a state’s insurance
arrangements. If a state fails to take appropriate action in response to those recommendations, the
Commonwealth may reduce the amount of any reimbursement available to a state in the event of a
natural disaster.

SAFA has engaged an independent consultant to perform the first independent assessment of its
insurance arrangements. A draft report is expected mid-September 2011.
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Statement of Comprehensive Income

for the year ended 30 June 2011

SA Government Financing Authority

Revenue:

Interest revenue
Interest expense

Net interest revenue
Insurance premium revenue
Leasing and hire
Recoveries
Other

Total revenue

Gain on transfer of administrative functions

Other gains (losses):
Net gain (loss) on financial instruments and derivatives
Net gain (loss) on sale of property, plant and equipment
Total other gains (losses)
Total income

Expenses:

Depreciation and impairment

Insurance claims

Motor vehicle

Outward reinsurance

Operating

Total expenses

Profit (Loss) before income tax equivalents
Income tax equivalent expense with SA Government
Profit (Loss) after income tax equivalents
Other comprehensive income
Total comprehensive result

Total comprehensive result is attributable to the SA Government as owner

Note

17
17

17
17
17
17

2(p),4

18
18

19
19
19
19
19

2011 2010
$’million $’million
1234.2 910.4
(1192.6) (891.7)
41.6 18.7
36.3 34.9
82.2 77.8
28.6 31.2
135 (1.6)
202.2 161.0
- 10.5

21.9 21.4
6.3 7.5
28.2 28.9
230.4 200.4
47.2 47.1
66.2 (11.6)
354 34.4
7.5 7.0
14.6 14.8
170.9 91.7
59.5 108.7
17.9 29.5
41.6 79.2
41.6 79.2
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Statement of Financial Position

as at 30 June 2011
2011 2010
Note $’million $’million
Assets:
Cash and cash equivalents 5 15545 2990.5
Assets held for sale 6 8.2 9.5
Investments 7 1996.4 1768.1
Loans 8 12 3935 9882.8
Property, plant and equipment 9 209.0 211.2
Derivatives receivable 10 1345.0 12955
Other assets 11 59.5 43.3
Total assets 17 566.1 16 200.9
Liabilities:
Deposits and short-term borrowings 12 6 201.9 5984.8
Bonds, notes and debentures 13 9450.7 8 436.6
Outstanding claims 14 335.9 301.1
Derivatives payable 15 1320.2 1197.9
Other liabilities 16 8.3 23.0
Total liabilities 17 317.0 15943.4
Net assets 249.1 257.5
Equity:
Retained earnings 249.1 257.5
Total equity 249.1 257.5

Total equity is attributable to the SA Government as owner

Contingent assets and liabilities 21
Operating lease commitments receivable 27

1130



Statement of Changes in Equity
for the year ended 30 June 2011

SA Government Financing Authority

Balance at 30 June 2009

Profit after income tax for 2009-10

Error correction

Total restated comprehensive result for 2009-10

Transactions with SA Government as owner:
Dividends paid

Balance at 30 June 2010

Profit after income tax for 2010-11

Total comprehensive result for 2010-11

Transactions with SA Government as owner:
Dividends paid

Balance at 30 June 2011

All changes in equity are attributable to the SA Government as owner

Retained

earnings

Note $’million
189.8

2(p) 74.9
2(p) 4.3
2(p) 79.2

(11.5)
257.5

416

416

(50.0)
249.1
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Statement of Cash Flows

for the year ended 30 June 2011

Cash flows from operating activities:
Proceeds from:

Interest received

Derivatives net interest received (payable)

Insurance premiums received

Leasing and hire receipts

Recoveries

Direct insurance placement

Stamp duty received from agencies

Other receipts

Commissions

GST recovered from ATO

Indemnity from the Treasurer
Payments for:

Interest paid

Insurance claims paid

Motor vehicle costs

Outwards reinsurance premium paid

Direct insurance placement

Stamp duty paid to RevenueSA

Operating expenses paid

GST paid to ATO

Income tax (TER) paid

Net cash provided by (used in) operating activities

Cash flows from investing activities:
Net proceeds from client loans
Purchase of investments
Proceeds from investments
Purchase of property, plant and equipment
Proceeds from the sale of property, plant and equipment
Cash received from transferred functions
Net cash used in (provided by) investing activities

Cash flows from financing activities:

Net proceeds from borrowings

Dividends paid to government

Net cash provided by (used in) financing activities

Net decrease (increase) in cash held
Cash and cash equivalents at 1 July

Net effect of exchange rate changes
Cash and cash equivalents at 30 June

Note

22.2

22.1

2011 2010
Inflows Inflows
(Outflows) (Outflows)
$’million $’million
879.2 657.3
(25.6) 23.0
36.3 34.9
90.3 85.7
33.7 32.0
10.8 6.9

4.7 4.2

15.3 (10.0)

1.0 1.0

12.4 12.3

- 26.4

(811.7) (632.7)
(32.9) (26.3)
(37.8) (36.9)
(7.2) (7.1)
(10.8) (6.7)
(4.3) (4.2)
(16.4) (15.7)
(16.3) (15.0)
(18.1) -
102.6 129.1
(1934.1) (2 621.0)
(26 903.4) (30 208.6)
28 207.2 28 877.0
(102.3) (114.3)
59.9 58.7

2.7 25.5
(670.0) (3982.7)
723.9 3786.8
(50.0) (11.5)
673.9 37753
106.5 (78.3)
81.8 160.8
(0.7 0.7
187.6 81.8

1132



SA Government Financing Authority

NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

Objectives

The South Australian Government Financing Authority (SAFA) is a statutory authority constituted as the
Under Treasurer under the Government Financing Authority Act 1982. The registered address of SAFA is Level 5,
State Administration Centre, 200 Victoria Square, Adelaide, South Australia 5000.

SAFA’s business objectives are:

to develop and implement borrowing and investment programs for the benefit of semi-government authorities

to engage in such other financial activities as are determined by the Treasurer of South Australia (the
Treasurer) to be in the interest of the State

administer the Government’s insurance and risk management arrangements
insure, co-insure and reinsure the risks of the Crown
provide advice on the management of risks of the Crown

provide fleet management services to all Government agencies.

Under the Deed of Assignment and Assumption between the South Australian Asset Management Corporation
(SAAMC) and SAFA, the assets and liabilities relating to a portfolio of insurance policies managed by SAAMC
transferred to SAFA on 1 July 2010 (refer note 4).

In accordance with the Administrative Arrangements (Transfer of Assets, Rights and Liabilities to South Australian
Government Financing Authority) Proclamation 2009, Fleet SA’s assets, rights and liabilities transferred to SAFA on
1 July 2009 (refer note 4).

Under the Deed of Assignment and Assumption between the Minister for Industry and Trade, the Treasurer and
SAFA, the Minister’s rights, title, interest and benefit, and the liabilities and obligations with respect to Paragon
Private Equity Fund No 1 transferred to SAFA on 21 May 2010 (refer notes 4 and 21(v)).

Summary of significant accounting policies

(@)

(b)

(©)

Statement of compliance

The financial statements are general purpose financial statements and comply with AASs, as issued by the
Australian Accounting Standards Board. The statements also comply with the requirements of the Tls relating
to financial statements by statutory authorities that are issued pursuant to the PFAA.

Except for AASB 2009-12 which SAFA has early-adopted, AASs and interpretations that have recently been
issued or amended but are not yet effective have not been adopted by SAFA for the reporting period ending
30 June 2011 are detailed in note 2(s).

Basis of preparation

These financial statements have been prepared in accordance with APSs issued pursuant to section 41 of the
PFAA, by authority of T119. In the interest of public accountability and transparency the APSs require the
following note disclosures, which have been included in these financial statements:

Q) revenues, expenses, financial assets and liabilities where the counterparty/transaction is with an entity
within the SA Government as at reporting date, are classified according to their nature. A threshold of
$100 000 for separate identification of these items applies

(i)  expenses incurred as a result of engaging consultants (as reported in the Statement of Comprehensive
Income).

The financial statements have been prepared in accordance with the fair value basis of accounting with the
exception of property, plant and equipment which is under the historical cost convention.

The financial statements are presented in Australian dollars and all values have been rounded to the nearest
hundred thousand Australian dollars unless otherwise stated. Zero represents balances less than $50 000.

Significant accounting judgments, estimates and assumptions

The preparation of the financial statements to conform with the accounting standards requires the use of
critical accounting estimates. It also requires management to exercise its judgment in the process of applying
SAFA’s accounting policies. Management has made the following judgments which have the most significant
effect on the amounts recognised in the financial statements:
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(d)

(i)

(i)

Outstanding claims

Insurance outstanding claims liabilities are calculated using statistical and/or mathematical methods.
The calculations are made by an actuary on the basis of recognised actuarial methods, with due regard
to relevant actuarial principles (refer note 30).

Fair value
The fair value of financial instruments that are not traded in an active market are determined by using
valuation techniques. Management uses its judgment to select a variety of methods and makes
assumptions that are based on market conditions existing at the end of each reporting date (refer
note 28(i)).

Income and expense recognition

SAFA recognises income and expenses when the amounts can be reliably measured, it is probable that the
future economic benefits will flow to or from SAFA and when specific recognition criteria have been met for
each of the activities described below.

(i)

(i)

(iii)

(iv)

v)

(vi)

(vii)

(viii)

Interest

Interest income and expense is accrued in accordance with the terms and conditions of the underlying
financial instrument and premiums and discounts are amortised over the life of the associated
borrowings.

Net realised gains or losses and unrealised gains or losses are included in the Statement of
Comprehensive Income (refer note 18).

Insurance premium revenue

Premium revenue includes amounts charged to policy holders but excludes stamp duty and GST.
Premium revenue is recognised in the Statement of Comprehensive Income as earned from the date of
attachment of risk and is recognised evenly over the policy or indemnity period, which is considered to
closely approximate the pattern of risks underwritten.

All SA Government agencies are required to insure with SAFA unless exempted by the Treasurer. In
those circumstances where SAFA considers it more appropriate for some of the risks of a government
agency to be placed with other insurers, SAFA will arrange for such insurance and will recover the
insurance premium from the agency concerned. For the purposes of the financial statements, these
arrangements are referred to as direct insurance placements.

Leasing and hire revenue

SAFA leases motor vehicles to SA Government agencies for a standard lease period of three years or
60 000 kilometres whichever comes first. By arrangement, some vehicles can be extended to five years
or 100 000 kilometres, due to the nature of their business requirements. The lease to agencies covers
registration, compulsory third party insurance, scheduled servicing, depreciation, interest costs and a
management fee. Leasing and hire revenue is recognised on a straight-line basis over the term of the
lease.

Revenue recoveries

Vehicle recoveries include fuel and any unscheduled maintenance of the vehicle over the period of the
lease. Any excessive wear and tear costs are recovered from agencies at the end of hire. Other vehicle
recoveries include vehicle fitouts, parking costs, miscellaneous charges and commission on disposal of
vehicles.

Reinsurance recoveries

Reinsurance recoveries comprise insurance premiums, excesses on all claims and any recoveries from
third parties. Recoveries receivable on paid claims, reported claims not yet paid, claims incurred but
not reported and unexpired risk liabilities are recognised as revenue.

Other revenue
Fee income in respect of services provided is recognised in the period in which the service is provided.

Insurance claims expenses
Insurance claims expense includes the direct and indirect costs of settling claims, claim payments,
deductible receipts and movements in underlying claim estimates.

Motor vehicle expenses
Direct costs associated with the ownership of the motor vehicle fleet including registration, compulsory
third party insurance, all maintenance and repair costs, fuel and disposal costs.

1134



(€)

(f)

(@)

SA Government Financing Authority

(ix)  Outwards reinsurance
Premiums ceded to reinsurers are recognised as an expense in accordance with the pattern of
reinsurance services received. Accordingly, a portion of outwards reinsurance premiums are treated at
the end of the reporting period as a prepayment. This program includes the catastrophe reinsurance
program which has been effected to safeguard the State finances against a very large loss or claim, or a
series of large losses or claims in any year under the Government’s insurance and risk management
arrangements.

(x) Indemnity from (to) the Treasurer
Insurance activities are segregated into two Funds. The Treasurer has indemnified SAFA for any
operating profit or loss before tax for any activities relating to Fund 2 (refer note 21). Under this
arrangement any profit (loss) on Fund 2 is recognised as a payable to/receivable from the Treasurer.
Any payable to the Treasurer is carried forward to offset future operating losses.

Cash and cash equivalents
Cash and cash equivalents in the Statement of Financial Position include short-term money market deposits
and negotiable discount securities that are held for liquidity and short-term investment purposes (refer note 5).

For the purposes of the Statement of Cash Flows, cash and cash equivalents consist of cash and cash
equivalents as defined above, but exclude negotiable discount securities where the securities are for investment
purposes and not for the purpose of meeting short-term cash commitments.

Assets held for sale

Assets are classified as held for sale and stated at the lower of their carrying amount and recoverable amount
less costs to sell if their carrying amount will be recovered principally through a sale transaction rather than
through continuing use. This condition is regarded as met only when the sale is highly probable and the asset’s
sale is expected to be completed within one year from the date of classification (refer note 6).

Financial instruments

Financial assets and liabilities designated at fair value through profit or loss

All financial assets and liabilities, on recognition, are designated at fair value through profit or loss. This
designation is determined on the basis that SAFA manages and evaluates the performance of its financial
assets and liabilities on a fair value basis in accordance with documented risk management strategies.
Financial assets and liabilities (including derivatives) are recorded at fair value in the Statement of Financial
Position. All financial assets and liabilities are revalued to reflect market movements with gains or losses,
whether realised or unrealised, being recognised immediately in the Statement of Comprehensive Income
(refer note 18). Financial assets and liabilities are revalued regularly either at their quoted market price or
their cash flows are discounted against the relevant yield curve.

M Investments
Investments are assets originating outside the South Australian public sector, which are purchased as
part of SAFA’s cash management products, for liquidity and interest rate risk management and may be
sold prior to maturity in response to various factors including changes in interest rates and funding
requirements of the South Australian public sector. Additionally, SAFA may hold investments it has
purchased at the direction of the SA Government and/or as may be determined by the Treasurer to be in
the interests of the State of South Australia (refer note 7).

(i)  Loans
Loans are non-derivative financial assets with fixed or determinable payments that are not quoted in an
active market (refer note 8).

(iii)  Deposits and short-term borrowings
Deposits and short-term borrowings include at call accounts, cash management fund, cash enhanced
fund and term deposits. SAFA raises funds short-term through the issue of commercial paper both on
and offshore (refer note 12).

(iv)  Repurchase agreements
Securities sold under an agreement to repurchase remain as an investment whilst the obligation to
repurchase is recorded as a liability in deposits and short-term borrowings (refer note 12).

(v)  Bonds, notes and debentures
Funds are raised through various instruments including bonds, notes and debentures. All borrowings
are raised on an unsecured basis (refer note 13).

1135



SA Government Financing Authority

(h)

(i)

)

(k)

(vi)  Derivative instruments
SAFA utilises derivative instruments (including futures, foreign exchange contracts, forward rate
arrangements, foreign exchange swaps and interest rate swaps) in fundraising, debt management and
client activities. Derivative instruments are used to convert funding costs, facilitate diversification of
funding sources, reconfigure interest rate risk profiles and manage foreign currency exposures. Interest
receipts and interest payments are accrued on a gross basis and classified as interest revenue and
interest expense in the Statement of Comprehensive Income (refer notes 10 and 15).

Assets backing general insurance liabilities

Assets which back SAFA’s insurance liabilities are those generated through premium revenue. These assets
are invested to reflect the nature of the policy liabilities and are comprised of operating cash, cash held on
deposit and units invested with Funds SA. In accordance with AASB 1023, SAFA’s longer term insurance
investments with Funds SA are measured at fair value as advised by the fund managers. Subsequent
measurement is at fair value with any resultant unrealised gains or losses recognised in the Statement of
Comprehensive Income (refer notes 5 and 7).

Reinsurance and other recoveries

Recoveries receivable on paid claims, reported claims not yet paid, claims incurred but not reported and
unexpired risk liabilities are recognised as revenue. Recoveries receivable are measured as the present value
of the expected future receipts, calculated on the same basis as the liability for outstanding claims. The details
of inflation and discount rates used are set out in note 30.

Collectability of recoveries is reviewed for impairment whenever events or changes in circumstances indicate
that the carrying amount may not be recoverable. An impairment loss is recognised in the Statement of
Comprehensive Income for the amount by which the asset’s carrying amount exceeds its recoverable amount.

Property, plant and equipment
Property, plant and equipment is stated at cost less accumulated depreciation.

(i) Depreciation
Depreciation of property, plant and equipment is calculated on a straight-line basis using rates
designated to allocate the cost over the expected useful life of the asset. Motor vehicles are depreciated
on a straight-line basis for a period of up to five years and other property, plant and equipment, in
general, is depreciated on a straight-line basis for a period of between five and 10 years (refer note 9).

Asset residual values, useful lives and depreciation methods are reviewed, and adjusted if appropriate,
at each financial year. Where a change to the residual value or useful life of an asset has been
identified any impact that may result from this change is recognised in the Statement of Comprehensive
Income in the year in which it arises.

(i)  Impairment
The carrying values of property, plant and equipment are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount may not be recoverable. An impairment
loss is recognised in the Statement of Comprehensive Income for the amount by which the asset’s
carrying amount exceeds its recoverable amount.

Outstanding claims liability

Insurance activities are segregated into two Funds. Liabilities for outstanding claims for Fund 1 are measured
as the central estimate of the present value of the expected future payments for claims incurred with an
additional risk margin to allow for inherent uncertainty in the central estimate.

The liability for outstanding claims at balance date comprises:

. claims that have been incurred but not paid
. claims incurred but not reported (IBNR)
. claims incurred but not enough reported (IBNER)

together with anticipated direct and indirect costs of settling those claims. These costs are estimated at
6 percent of the gross outstanding claims liabilities (refer note 14).

Liabilities for outstanding claims for Fund 2 are recognised in respect of reported incidents including the
anticipated costs of settling these claims and a risk margin. Detail of risk margin rates are disclosed in note 30.
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Outstanding claims liability (continued)

The expected future payments are discounted to present value using a risk-free rate, derived from the interest
rates on Commonwealth Government fixed interest securities with terms to maturity that match, as close as
possible, the estimated future claim payments. Details of the inflation and discount rates are disclosed in
note 30. The impact of the revision of the inflation and discount assumptions on the outstanding claims
liability is reflected in the financial statements and is disclosed in note 14.

Other assets and liabilities

Other assets including debtors and fee accruals, other liabilities including interest paid in advance, creditors,
expense accruals and provisions, are all stated at book value, which is the best estimate of fair value as they are
settled within a short period (refer notes 11 and 16).

Foreign currency translation

Foreign currency assets and liabilities are recognised in the financial statements at the exchange rate applying
at each reporting date. Revenue and expense items are translated at the exchange rate current at the date at
which those items were recognised in the financial statements.

Employee benefits

SAFA does not employ any direct staff, but is provided with staff resources by the DTF through a service level
agreement (SLA). The responsibility to provide for employer contributions to superannuation benefits rests
with DTF and for this reason SAFA is not required to establish a provision. DTF meets long service leave
liabilities as they fall due.

Taxation

Accounting profits tax model

In accordance with TI 22, SAFA is required to pay the Treasurer an income tax equivalent. The income tax
liability is based on the taxation equivalent regime (TER) which applies the accounting profit method. This
requires SAFA to apply the Australian company tax rate of 30 percent. The Treasurer has approved the carry
forward of past taxable losses as deferred tax assets that SAFA can offset against future taxable profits. As at
30 June 2011 no deferred tax asset was recognised ($1.1 million).

The Treasurer approved that the profit on transferred function, $6.5 million, was exempt from SAFA’s TER
calculation for 2009-10.

GST
SAFA is grouped with DTF for GST purposes. Income, expenses and assets are recognised net of the amount
of GST, except:

. where the GST is not recoverable, it is recognised as part of the cost of acquisition of an asset or as part
of an item of expense

. for receivables and payables, which are recognised inclusive of GST.

The net amount of GST recoverable from or payable to the taxation authority is included as part of receivables
or payables.

Stamp duty

Stamp duty collected as part of insurance are excluded from premium revenue and paid monthly to
RevenueSA. Amounts collected as part of fleet activities are excluded from revenues and remitted to DTF.
Government agencies that are part of the TER pay a stamp duty equivalent on leased motor vehicles.

Correction of prior period error
SAFA reviews the residual value of motor vehicles annually. During 2009-10 the financial impact of any
change in residual value was recognised in the Statement of Comprehensive Income as an impairment loss.

AASB 136 requires SAFA to adjust the depreciation charge on motor vehicles in future periods to allocate the
asset’s revised carrying amount, less residual value, over the remaining useful life. During 2009-10 SAFA
recognised an additional depreciation charge to comply with this requirement.

During 2010-11 SAFA noted that the treatment of a change in residual value of motor vehicles does not
constitute an impairment loss for the purposes of AASB 136. As a result SAFA has overstated the depreciation
expense on motor vehicles in 2009-10 by $500 000 and overstated accumulated depreciation and therefore
understated the carrying value of motor vehicles by $4.5 million as at 30 June 2010. The value of accumulated
impairment losses on assets held at 30 June 2010 ($3.7 million) has been reclassified as accumulated
depreciation.
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(p)  Correction of prior period error (continued)
Administrative responsibility for Fleet SA was transferred to SAFA on 1 July 2009. The carrying value of net
assets transferred (which included motor vehicles subject to the same accounting treatment as outlined above),
was recognised as a net gain on transfer of administrative functions. As a result of the incorrect treatment of
changes in residual values, the net assets transferred were understated by $4 million.
SAFA is required to pay the Treasurer an income tax equivalent in accordance with Tl 22. While the gain on
transfer of administrative functions was exempt from the TER payment, the misstatement of depreciation
expenses for 2009-10 has resulted in a $200 000 correction to the TER expense for 2009-10.
Statement of Financial Position (extract)
Increase 30.06.10
30.06.10 (Decrease) (Restated)
$’million $’million $’million
Property, plant and equipment - at cost 258.6 - 258.6
Accumulated depreciation (48.3) 0.8 (47.5)
Impairment loss (3.7 3.7 -
Property, plant and equipment 206.6 4.5 211.1
Other assets 43.5 (0.2) 43.3
Total assets 16 196.6 4.3 16 200.9
Net assets 253.2 4.3 257.5
Statement of Comprehensive Income (extract)
Increase 2010
2010 (Decrease) (Restated)
$’million $’million $’million
Gain on transfer of administrative functions 6.5 4 10.5
Total income 196.4 4 200.4
Depreciation and impairment 47.6 (0.5) 47.1
Total expenses 922 (0.5) 91.7
Profit (Loss) before income tax equivalents 104.2 45 108.7
Income tax equivalent expense with SA Government 29.3 0.2 29.5
Profit (Loss) after income tax equivalents 74.9 4.3 79.2
Total comprehensive result 74.9 4.3 79.2
There have been no other material impacts resulting from this adjustment that require restatement of the
comparative information disclosed within these financial statements.
(q)  Business segments
SAFA is an individual reporting entity which operates in business segments including treasury, insurance and
fleet management.
(r)  Comparatives
Where necessary, comparative figures have been adjusted to conform with changes in the current year.
(s) New or revised accounting standard and policies
Certain new and amended accounting standards and interpretations have been published that are not mandatory
for the 30 June 2011 reporting period. SAFA’s assessment of the impact of these new and amended standards
and interpretations is set out below.
AASB 2009-11 arising from AASB 9 and AASB 2010-7 arising from AASB 9 addresses the classification,
measurement and derecognition of financial assets and liabilities. SAFA does not expect any financial impact
when the standard is first applied in the year 30 June 2014.
3. Business segments

SAFA operates in the following segments:

Treasury - provides funds and financial advice to the SA Government, semi-government authorities,
South Australian public sector financial institutions and government agencies.

Insurance - underwriting several types of general insurance for SA Government agencies.

Fleet - provides comprehensive fleet management services to SA Government agencies for its passenger and
light commercial motor vehicle fleet.
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Business segments (continued)

The insurance activities are designated into 2 Funds. Fund 1 reflects the normal commercial activities of SAFA whilst
Fund 2 includes all the activities previously conducted through Section 2 of the SA Government Insurance and Risk
Management Fund. This Fund is used to fund liabilities arising from insurable incidents that occurred prior to
1 July 1994, claims under the builders warranty indemnity reinsurance arrangement, SGIC residual claims and
workers compensation claims previously managed by South Australian Asset Management Corporation (SAAMC).
All other non-insurance type risk and liabilities previously funded by Fund 2 are managed by the relevant government
department and funded separately by the agency.

Treasury Insurance Fleet Eliminations Total
2011 $’million $’million $’million $’million $’million
Income 34.3 84.3 1119 (0.2) 230.4
Expenses 7.1 75.3 88.6 (0.1) 170.9
Profit (loss) before tax 27.2 9.0 23.3 - 59.5
Income tax equivalent expense 8.2 2.7 7.0 - 17.9
Comprehensive result 19.0 6.3 16.3 - 41.6
Segment assets 17 117.8 4314 245.1 (228.2) 17 566.1
Segment liabilities (16 998.1) (336.3) (210.8) 228.2 (17 317.0)
Net assets 119.7 95.1 34.3 - 249.1
2010
Income 21.7 61.9 110.9 (0.2) 200.4
Expenses 7.4 (4.0) 88.4 (0.1) 91.7
Profit (loss) before tax 20.3 65.9 22.5 - 108.7
Income tax equivalent expense 5.2 19.8 4.5 - 29.5
Comprehensive result 15.1 46.1 18.0 - 79.2
Segment assets 15 841.6 390.5 238.9 (270.1) 16 200.9
Segment liabilities (15 690.8) (301.7) (221.0) 270.1 (15 943.4)
Net assets 150.8 88.8 17.9 - 257.5

Gain on transfer of administrative functions (refer note 4) is included in income for Treasury ($2.7 million) and Fleet
($7.8 million). During 2010-11 SAFA identified an error, as outlined in note 2(p), that has resulted in a restatement
of gains on transfer of administrative functions recognised in 2009-10.

Transfer of administration functions

SAAMC - residual insurance portfolio

Under the Deed of Assignment and Assumption between SAAMC and SAFA, the assets and liabilities relating to a
portfolio of SGIC residual claims managed by SAAMC transferred to SAFA on 1 July 2010. These claims are
managed in SAFA’s insurance Fund 2 portfolio.

Assets and liabilities assumed by SAFA as a result of the restructure were determined by independent actuaries as at
30 November 2009.

Fleet SA

Under the Administrative Arrangements (Transfer of Assets, Rights and Liabilities to SA Government Financing
Authority) Proclamation 2009, promulgated pursuant to the Administrative Arrangements Act 1994, from 1 July 2009
Fleet SA was transferred from the Treasurer to SAFA.

Net assets assumed by SAFA as a result of the administrative restructure were transferred at their carrying value
immediately prior to transfer. Net assets transferred have been recognised in the Statement of Comprehensive
Income.

Paragon Private Equity Fund 1
Under the Deed of Assignment and Assumption between, Minister for Industry and Trade, Treasurer and SAFA the
investment in Paragon Private Equity Fund No 1 was transferred to SAFA on 21 May 2010.

Net assets assumed by SAFA as a result of the restructure were transferred at their fair value immediately prior to
transfer. Net assets transferred have been recognised in the Statement of Comprehensive Income.
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4,

Transfer of administration functions (continued)
SAFA has recognised the following assets and liabilities as a result of these transfers:

2011 2010

SAAMC Fleet SA Paragon Total
Assets: $’million $’million $’million $’million
Cash and cash equivalents 2.7 23.3 2.2 25.5
Investments - - 0.5 0.5
Property, plant and equipment - 210.2 - 210.2
Other assets - 12.2 - 12.2
2.7 245.7 2.7 248.4

Liabilities:
Borrowings* - 232.0 - 232.0
Claims 2.7 - - -
Other liabilities - 5.9 - 5.9
2.7 237.9 237.9
Net assets transferred** - 7.8 2.7 10.5

*  Borrowings included loans from SAFA. These loans were extinguished on transfer of Fleet SA operations.

** In 2010-11 SAFA identified an error, as outlined in note 2(p), that has resulted in a restatement of gains on

transfer of administrative functions recognised in 2009-10.

Cash and cash equivalents 2011 2010
$’million $’million
Cash at bank 111 441
Deposits with the Treasurer 16.6 37.7
Short-term money market deposits 161.1 0.3
Negotiable certificates of deposit 1365.7 2908.4
Total cash and cash equivalents 15545 2 990.5
Assets held for sale
Motor vehicles 8.2 9.5
Total assets held for sale 8.2 9.5
Investments
Semi-government securities 57.1 48.7
Commonwealth Government securities - 71.8
Local government securities 13.9 16.4
Bank corporate securities 1540.0 1358.3
Conservative funds (Funds SA) 52.1 -
Growth funds (Funds SA) 327.1 270.0
Paragon Capital Equity Fund No 1 6.2 2.9
Total investments 1996.4 1768.1
Loans
Loans to the Treasurer at market rates 26.9 29.2
Loans to the Treasurer at Common Public Sector Interest Rate 6 894.2 5130.8
Loans to the SA Government agencies 0.1 0.1
Loans to public non-financial corporations 3535.0 30144
Loans to public financial corporations 1937.3 1708.3
Total loans 12 393.5 9882.8

The Common Public Sector Interest Rate (CPSIR) loan to the Treasurer is funded through a range of financial assets
and liabilities within the Treasurer’s portfolio. Any gains or losses, whether realised or unrealised, on the assets and
liabilities in the Treasurer’s portfolio that fund the CPSIR loan are equally offset by a gain or loss on the CPSIR loan

to the Treasurer.

Property, plant and equipment 2011 2010
Plant and equipment: $’million $’million
At cost 0.1 0.1
Accumulated depreciation (0.1) -
Total plant and equipment - 0.1
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12.

Property, plant and equipment (continued)
Motor vehicles:
At cost
Accumulated depreciation
Total motor vehicles
Total property, plant and equipment

Reconciliation of property, plant and equipment:
Plant and equipment:
Carrying amount at 1 July
Transfer from restructure
Additions
Impairment loss
Depreciation expense

Motor vehicles:
Carrying amount at 1 July
Transfer from restructure
Additions
Assets classified as held for sale
Disposals
Depreciation expense

Derivatives receivable
FX swaps
Interest rate swaps - SA Government*
Interest rate swaps
Total derivatives receivable

*  SA Government includes the Treasurer.

Other assets
Receivables - SA Government
Receivables
Allowance for impairment loss
Receivables from the Treasurer
Prepaid outwards reinsurance
Sundry debtors - SA Government
Sundry debtors
Allowance for impairment loss
Prepaid expenses
Deferred tax asset

Total other assets

Movement in the allowance for impairment loss

Note

2(p)

SA Government Financing Authority

2011 2010
$’million  $’million
257.9 258.6
(48.9) (47.5)
209.0 211.1
209.0 211.2
0.1 -
- 0.1
(0.1) -
- 0.1
211.1 -
- 2033
93.0 104.4
(8.2) (9.5)
(40.7) (39.0)
(46.2) (48.1)
209.0 211.1
1235.1 1186.0
6.8 12.3
103.1 97.2
1345.0 12955
14.3 13.8
14.0 17.8
(0.8) (0.4)
24.5 6.8
2.4 2.4
1.4 0.3
33 17
- (0.2)
0.4 -
- 1.1
59.5 433

The allowance for impairment loss is recognised when there is objective evidence that a receivable is impaired. An
allowance for impairment loss has been recognised in the Statement of Comprehensive Income.

Carrying amount at 1 July
Increase (Decrease) in provision
Carrying amount at 30 June

Deposits and short-term borrowings
At call deposits
Deposits from the Treasurer
Deposits from SA Government agencies
Repurchase agreements
Commercial paper
Total deposits and short-term borrowings
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2011 2010

$ million $’million
0.6 1.3

0.2 (0.7)

0.8 0.6
96.3 190.7
2777.8 24814
692.3 683.1
22.7 84.5
2612.8 25451
6201.9 5084.8
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13.

14.

15.

16.

17.

Bonds, notes and debentures

Select lines

Retail stock

Zero coupon bonds

Inflation linked bonds and securities

Obligation to the Commonwealth Government
Total bonds, notes and debentures

Outstanding claims
Outstanding claims - SA Government
Outstanding claims

Total outstanding claims

Reconciliation of movements in outstanding claims

Fund 1:
2010 balance
Paid
Reported claims
IBNR/IBNER reserve
Risk margin
Indirect claims settlement reserve
2011 balance

Fund 2:

2010 balance

Paid

Reported claims

IBNR/IBNER reserve

Risk margin

Indirect claims settlement reserve
2011 balance
Total

* Includes other.

Derivatives payable

FX swaps
Interest rate swaps — SA Government*
Interest rate swaps

Total derivatives payable

*  SA Government includes the Treasurer.

Other liabilities
Interest received in advance from the Treasurer
Sundry creditors - SA Government
Sundry creditors
Accrued operating expenses - SA Government
Accrued operating expenses

Total other liabilities

Revenue
Interest revenue:

External to SA Government:
Cash and cash equivalents
Investments
Other assets

Internal to SA Government:
Cash and cash equivalents
Loans
Other assets

2011 2010

$’million $’million

8 456.1 7 298.5

64.1 90.5

206.5 261.0

173.3 213.4

550.7 573.2

9 450.7 8 436.6

16.2 14.8

319.7 286.3

335.9 301.1

Medical

Property Liability* malpractice
$’million $’million $’million
8.9 72.4 154.6
(2.9) (20.6) (2.9)
3.9 14.2 14.9
(1.1) (2.0) (1.2)
1.0 2.9 15.1
0.2 - 3.1
10.0 66.9 183.6
5.7 33.8 25.6
(0.6) (4.0) (1.6)
0.9 0.5 12.2
(0.3) (0.3) (1.5)
0.3 0.3 3.0
0.1 0.3 1.0
6.1 30.6 38.7
16.1 97.5 222.3
2011 2010

$’million $’million

1270.1 1157.8

1.3 1.7

48.8 38.4

1320.2 1197.9

- 15.1

0.1 -

5.4 47

0.1 3.2

2.7 -

8.3 23.0

103.5 106.7

108.3 52.4

432.4 3211

1.1 1.8

564.0 393.7

24.9 34.7

1234.2 910.4
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17. Revenue 2011 2010

Interest expense: Note $’million $’million
External to SA Government;

Deposits and short-term borrowings 79.8 79.2

Bonds, notes and debentures 492.4 355.4

Other liabilities 459.6 330.8
Internal to SA Government:

Deposits and short-term borrowings 141.3 104.6

Other liabilities 19.5 21.7

1192.6 891.7

Net interest revenue 41.6 18.7

Insurance premium:

External to SA Government 2.9 2.4
Internal to SA Government 33.4 325
20 36.3 34.9

Leasing and hire:
External to SA Government - -
Internal to SA Government 82.2 77.8

82.2 77.8

Recoveries:
External to SA Government (1.8) 15
Internal to SA Government 30.4 29.7
28.6 31.2

Other revenue:
External to SA Government:

Other revenue 0.6 0.1
Commissions 0.8 0.4
Internal to SA Government:

Commissions - 0.1
Other revenue 0.8 18
Management fees 18 1.7
Indemnity from (to) the Treasurer 9.5 (5.7

13.5 (1.6)
Total revenue 202.2 161.0

18.  Other gains (losses)
Net gain (loss) on financial instruments and derivatives:
External to SA Government:

Realised (5.4) (14.3)
Unrealised 17.7 (55.2)

Internal to SA Government:
Realised 1.0 (8.8)
Unrealised 8.6 99.7
21.9 21.4

Net gain (loss) on sale of property, plant and equipment:

External to SA Government 6.3 7.5
6.3 7.5
Total other gains (losses) 28.2 28.9

19.  Expenses
Insurance claims:

External to SA Government 60.5 (19.7)
Internal to SA Government 5.7 8.1
20 66.2 (11.6)

Motor vehicle:
External to SA Government 304 27.1
Internal to SA Government 5.0 7.3
35.4 34.4
Reinsurance external to SA Government 7.5 7.0
20 7.5 7.0
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19.

20.

Expenses (continued) 2011 2010
Depreciation and impairment: $’million $’million
External to SA Government 0.2 (1.0)
Internal to SA Government 47.0 48.1
47.2 47.1
Operating:
External to SA Government:
Program and debt management fees 0.7 1.0
Direct insurance placement costs 0.1 0.1
Bad debts written off 0.1 0.2
Other 0.5 0.7
Internal to SA Government:
SLA 13.2 12.8
14.6 14.8
Total expenses 170.9 91.7

An SLA operates between SAFA and DTF. DTF provides services to SAFA to enable SAFA to undertake its
business activities in a manner so that SAFA may achieve its key outcomes. DTF provides SAFA with appropriately
trained and skilled staff along with infrastructure support. The majority of the fee covers staffing, accommodation,
audit and network systems expenditure.

SLA insurance costs of $1 265 785 ($1 114 689) have been allocated directly to claims expense.

Net claims incurred and underwriting result
The following table provides further information in relation to the net claims incurred cost. Current year claims relate
to risks borne in the current reporting period. Prior period claims relate to a reassessment of the risks borne in all
previous reporting periods.

In respect of In respect of

current year prior years Total

Fund 1 $’000 $’000 $’000
Gross claims incurred and related expenses undiscounted 36 617 (17 312) 19 305
Other recoveries undiscounted (170) 1820 1650
Net claims incurred - undiscounted 36 447 (15 492) 20 955
Discount and discount movement - gross claims incurred (9 983) 41 060 31077
Discount and discount movement - other recoveries 43 953 996
Net discount movement (9 940) 42 013 32073
Net claims incurred 26 507 26 521 53 028

The net claims incurred during 2010-11 in respect of claims incurred prior to 30 June 2010 was $26.5 million which
is a result of:

Interest on the 30 June 2010 provision less payments $’million
during 2010-11 10.6
Release of administration allowance and risk margin in
respect of payments during 2010-11 (6.3)
Change in actuarial assumptions and
experience deviation from expected 22.2
26.5
In respect of In respect of
current year prior years Total
Fund 2 $’000 $°000 $°000
Gross claims incurred and related expenses undiscounted 3947 12 818 16 765
Other recoveries undiscounted - 1611 1611
Net claims incurred - undiscounted 3947 14 429 18 376
Discount and discount movement - gross claims incurred (647) 422 (225)
Discount and discount movement - other recoveries - (413) (413)
Net discount movement (647) 9 (638)
Net claims incurred 3300 14 438 17738
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Net claims incurred and underwriting result (continued)
The net claims incurred during 2010-11 in respect of claims incurred prior to 30 June 2010 was $14.4 million which
is a result of:

Interest on the 30 June 2010 provision less payments $’million
during 2010-11 3.0
Release of administration allowance and risk margin in
respect of payments during 2010-11 (1.6)
Change in actuarial assumptions and
experience deviation from expected 13.0
14.4
2011 2010
Net earned premium: $’million $’million
Premium revenue 36.3 34.9
Outwards reinsurance expense (7.5) (7.0)
28.8 27.9
Net claims incurred:
Claims expense (66.2) 11.6
Recoveries income 3.3) 0.4
Impairment expense (0.1) 1.0
(69.6) 13.0
Underwriting result income (expense) (40.8) 40.9

Contingent assets and liabilities

Contingent assets

Under section 15 of the Government Financing Authority Act 1982, all financial obligations incurred or assumed by
SAFA are guaranteed by the Treasurer on behalf of the State of South Australia. This includes any derivative
counterparties default. As at 30 June 2011, derivative credit exposure was $290.8 million.

Under an agreement between Osborne Cogeneration Pty Ltd and SAFA (see below), SAFA is indemnified by Origin
Energy Ltd for the performance of two of its subsidiaries and by the Treasurer for the performance of Origin Energy
under this agreement.

Under an agreement between the Land Management Corporation and SAFA (see below), SAFA is indemnified by the
Land Management Corporation for the performance of the Port Waterfront Redevelopment.

Contingent liabilities

. General
Indemnities provided by SAFA have been primarily provided to third parties involved in financing
arrangements with SAFA, either directly or indirectly, other statutory authorities and financial institutions of
the State, and relate to financial advantages which are expected to be available to those parties or to preserve
existing financial advantages.

By its nature insurance underwriting has liabilities contingent upon certain events occurring that give rise to a
claim under the policy of insurance. All known and expected claims in respect of events that have occurred up
to the end of the reporting period have been accounted for in the preparation of these financial statements plus
an allowance for claims incurred but not reported and incurred but not enough reported using IBNR and
IBNER calculations. Many claims require legal input to negotiate suitable settlements. The results of such
negotiations may result in liabilities different to those recognised in the financial statements.

. Guarantees
As at 30 June 2011, SAFA has provided a guarantee to the Land Management Corporation for the Port
Waterfront Redevelopment. This guarantee totalled $5 million.

Under an agreement between Osborne Cogeneration Pty Ltd and SAFA for the Osborne Generation Plant,
SAFA has guaranteed the performance of certain obligations by two of Origin Energy’s subsidiaries. The
maximum exposure of the guarantee is estimated at $150 million to $200 million.

. Treasurer’s indemnity
The Treasurer has indemnified SAFA against any profit or loss as a result of activities in the Insurance Fund 2
portfolio. Given the nature of Fund 2’s activities, the Treasurer has approved that any operating profit before
tax will be $nil. This is achieved by negating the operating profit or loss with either a payable to or receivable
from the Treasurer. In 2010-11 this policy resulted in a receivable from the Treasurer of $9.5 million (a
payable to the Treasurer of $5.7 million).

1145



SA Government Financing Authority

22.

23.

24.

Contingent liabilities (continued)
. Unused loan facilities

As at 30 June 2011, SAFA had extended loan facilities that were unutilised totalling $567.5 million.

. Unrecognised investment commitment

The SA Government announced in August 2005 that it would invest an amount not exceeding $10 million in a
private capital equity fund (Paragon Private Equity Fund No 1) established in South Australia and managed by

Paragon Advisory Pty Ltd.

The Government was committed to invest $1 for every $4 of private sector capital that Paragon Advisory Pty
Ltd was able to realise up until the closing date of April 2007. The final capital commitment of the

SA Government is $1.5 million which has been assumed by SAFA.

The Treasurer has indemnified SAFA against any shortfall where the assumption payment SAFA received of

$2.2 million is less than the aggregate of all capital contributions to the Fund.

Cash flow information 2011 2010
22.1 Reconciliation of cash Note $’million $’million
Cash and cash equivalents disclosed in the
Statement of Financial Position 5 15545 2990.5
Negotiable certificates of deposit (1 365.7) (2908.4)
Fair value component (1.2) (0.3)
Balance per Statement of Cash Flows 187.6 81.8
22.2 Reconciliation of comprehensive result to net cash
provided by (used in) operating activities
Comprehensive result 41.6 79.2
Non-cash items:
Change in net market value of financial instruments 12.6 (15.0)
Amortisation of financial instruments 53.9 17.3
Change in market value of insurance investments (38.8) (29.5)
Depreciation, impairment and bad debts 47.3 47.3
Gain on sale of property, plant and equipment (6.3) (7.5)
Gain on transfer of administrative functions - (10.5)
Changes in assets and liabilities,
net of effects from transferred functions:
Decrease (Increase) in accrued interest receivable (44.9) (14.5)
Decrease (Increase) in recoveries receivable 3.3 (1.1)
Decrease (Increase) in sundry debtors and other assets (11.0) 72.9
Increase (Decrease) in accrued interest payable 31.3 37.7
Increase (Decrease) in outstanding claims 32.1 (39.2)
Increase (Decrease) in sundry creditors and
other liabilities (18.5) (8.5)
Increase (Decrease) in payables - 0.5
FX movement - -
Net cash provided by (used in) operating activities 102.6 129.1

22.3 Non-cash financing and investing activities

During 2010-11, $700 000 was adjusted against the Treasurer’s debt for book gains arising from debt

management activity.

Auditor’s remuneration 2011 2010
$’000 $’000
Audit fees payable to the Auditor-General’s Department 177 175
177 175

Audit fees are paid through SAFA’s SLA with DTF.
Key management personnel 2011 2010
24.1 Board members Number Number

Remuneration:

$nil 4 3
$30 001 - $40 000 4 4
$40 001 - $50 000 1 1
Total 9 8
Total remuneration $182 108 $182 248
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24.1 Board members (continued)
Remuneration of members reflects all costs of performing board/committee member duties including sitting
fees, superannuation contributions, FBT and any other salary sacrifice arrangements. Amounts paid to a
superannuation plan for board/committee members in 2010-11 were $15 502 ($15 068). All amounts paid to
members are paid through SAFA’s SLA with DTF.

Advisory board and committee members during 2010-2011 financial year were:

Advisory Board Audit Committee

Mr B Rowse* (Presiding Member Mr L Foster
appointed December 2010) Mr P Mendo*

Ms J Brown Ms Y Sneddon

Mr B Brownjohn

Mr L Foster

Ms A Howe* (resigned December 2010)

Mr C Long

Ms Y Sneddon

Ms A Westley* (appointed April 2011)

Mr J Wright* (resigned September 2010)

*  Those members who are permanently employed under the PSA, or on similar terms, are not entitled to
fees.

Unless otherwise disclosed, transactions with members are on conditions no more favourable than those that it
is reasonable to expect the entity would have adopted if dealing with the related party at arm’s length in the
same circumstances.

24.2  Other key management personnel
The following persons also held authority and responsibility for planning, directing and controlling the
activities of SAFA, directly or indirectly during the financial year:

Mr K Cantley General Manager

Mr T Burfield Director Insurance

Mr C Fowler Director Finance

Mr D Posaner Director Corporate Governance and Planning
Mr J Powell Director Financial Markets and Client Services
Mr D Price Director Fleet

The above are employed by DTF and provided to SAFA through an SLA. Details of their remuneration are
included in the DTF financial statements.

Consultants 2011 2010
Number Number

Between $0 and $10 000 1 -
Between $10 001 and $50 000 - 2
Total consultants 1 2
Total consultants expense $4 500 $57 447

In addition to the amounts shown in the table above, $215 000 ($134 000) in consultants fees were paid through
SAFA’s SLA with DTF. These consultants are disclosed in DTF’s financial statements.

Fiduciary activities

SAFA provides asset and liability management services to clients and these financial assets and liabilities are not
recognised on SAFA’s Statement of Financial Position, unless the financial transactions have been undertaken with
SAFA as the provider. SAFA manages these assets and liabilities within prescribed risk limits as directed or agreed,
by the clients. SAFA is responsible for providing regular financial and management information with respect to its
management of the clients’ assets and liabilities.

2011 2010
$’million $’million
Liabilities under management 3254.1 2716.4
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Fiduciary activities (continued)

SAFA provides a range of pooled investment portfolios to its clients that meet their investment needs. The Cash
Management Fund comprises cash and short-term money market securities whilst the Cash Enhanced Fund is a
market value fund that comprises term investments of high credit quality and marketability. The assets and liabilities
of these portfolios are reported within SAFA’s Statement of Financial Position.

2011 2010
$’million $’million
Total market value of pooled investments 750.8 742.9

Operating lease commitments receivable

SAFA as a lessor

Leases in which SAFA retains substantially all the risks and benefits of ownership of the leased asset are classified as
operating leases.

Agencies have entered into commercial leases on motor vehicles owned by SAFA. These leases are for terms up to
three years, with an option, subject to approval, to extend in six monthly bands to a maximum of four years for
passenger vehicles and a maximum of five years for light commercial vehicles.

Future minimum rentals receivable under non-cancellable operating leases are as follows:

2011 2010

Motor vehicle hire: $’million $’million
Not later than one year 65.5 69.3
Later than one year but not later than five years 42.6 54.4
Total non-cancellable operating lease receivables 108.1 123.7

Financial risk management

SAFA’s activities expose it to a variety of financial risks: market risk (including interest rate risk, price risk and
currency risk), credit risk, liquidity risk and insurance risk. SAFA’s overall risk management program focuses on the
unpredictability of financial markets and seeks to minimise potential adverse effects on the financial performance of
SAFA. SAFA uses derivative financial instruments such as futures, foreign exchange contracts, forward rate
agreements and interest rate swaps to reduce certain risk exposures.

The guidelines within which these risks are undertaken and managed are established under policies approved by the
Advisory Board, Treasurer and management guidelines. SAFA monitors compliance with these policies and
constraints by appropriately segregating the monitoring from the operating business unit. Information is summarised
and reported daily to management and reported monthly to the Board.

(@) Capital risk management
SAFA manages its capital to ensure that it will be able to continue as a going concern while exposing its
stakeholders to an acceptable level of risk.

(b)  Market risk
Interest rate risk
SAFA uses a variety of methods to measure interest rate risk, including basis point sensitivity,
duration/modified duration, and Value at Risk (VaR). The Treasurer and Under Treasurer approve interest rate
risk limits for SAFA’s portfolios.

SAFA uses interest rate futures contracts, interest rate swaps, interest rate options and forward rate agreements
to manage interest rate risk. The use of interest rate derivatives enables the management of the volatility of the
portfolio of debt and assets without requiring transactions in physical securities.

SAFA hold the following derivative instruments:

2011 2010

$’million $’million

Interest rate futures contracts (1 240.7) (2172.0)
Interest rate swaps 8 365.4 8444.2
Total face value 71247 6272.2

Price risk

SAFA manages the sensitivity of its treasury portfolios for changes in market risk variables by calculating
VaR daily and monitoring the calculated VaR against pre-determined exposure limits. VaR is the calculation
of the potential loss due to rate movements for any one day.
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Price risk (continued)

SAFA calculates VaR using the historical simulation method and a two year interest rate horizon. The daily
VaR is assessed at the 95 percent confidence level. VaR for the domestic portfolio is managed daily against an
approved working limit of $750 000 ($750 000).

All risk on the Treasurer’s portfolios is borne directly by the Treasurer.

The following table shows the computed VaR on SAFA’s principal portfolios:

2011 2010

$ $

Domestic portfolio 317 775 541 864
Reinvestment portfolio 1810 820
Cash management fund 40 789 35861

Should future rates vary from those used in the historic rate horizon, profit or losses will vary from the
expected results calculated under VaR.

The insurance portfolio is exposed to price risk arising from the investment held with Funds SA. There are
policies outlining the strategies for investment of funds. These policies are reviewed annually.

The table below shows the impact of a positive or negative 10 percent movement in the value of investment
funds held with Funds SA:

2011 Profit (post tax) Equity
Investments -10% +10% -10% +10%
Funds: $’000 $°000 $’000 $’000 $’000
Fund 1 327 054 (22 894) 22 894 (22 894) 22 894
Fund 2* 52 120 (3 648) 3648 (3 648) 3648
Total 379174 (26 542) 26 542 (26 542) 26 542

*  Due to the nature of Fund 2’s activities, the Treasurer has approved that any operating profit before tax
will be $nil. Therefore any movement in the value of Fund 2’s investments with Funds SA would be
offset by the Treasurer’s Indemnity (refer note 21).

Foreign exchange risk
SAFA has a policy of limiting its foreign currency risk and has limits in place to protect against movements in
foreign currency exchange rates.

SAFA utilises foreign exchange swaps, foreign exchange and forward exchange contracts to manage the
Authority’s foreign currency exposures associated with foreign currency borrowings.

2011 2010

$’million $’million

Foreign exchange swaps (1 259.4) (1151.5)
Foreign exchange contracts* 26.7 30.7
Total face value (1232.7) (1120.8)

*  SAFA has entered into forward foreign exchange contracts to hedge exposures arising from the foreign
exchange hedging service provided to public sector clients. These transactions have a $nil exposure.

The following table summarises SAFA’s exposure to exchange risk. The value to be received under the
currency contracts is designed to hedge the exposure to the net foreign currency liabilities:

usD EUR GBP NzD

Less than one year: A$’000 A$’000 A$’000 A$’000

Net foreign currency assets 26.3 (5.2) 774.5 11.2

Net derivatives - - - -

Net 26.3 (5.2) 7745 11.2
Greater than one year:

Net foreign currency assets - - (620.6) -

Net derivatives - - - -

Net - - (620.6) -

Total exposure 26.3 (5.2) 153.9 11.2
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(¢)  Credit risk
Credit risk is the risk of financial loss and associated costs resulting from the failure of a counterparty to meet
its financial obligations as and when they fall due.
SAFA incurs credit risk through undertaking its core functions of fundraising, debt management, liquidity
management and the Government’s reinsurance program.
SAFA’s dealings in physical securities and other financial contracts, including derivatives, are transacted only
with counterparties possessing strong to extremely strong safety characteristics regarding timely payment of
principal and interest.
Should a participant on the Government’s reinsurance program become insolvent or cease trading, the
recoveries to which SAFA may be entitled could be jeopardised in full or in part, or the timing of any recovery
may be subject to an insolvency action.
To minimise the potential for credit loss, SAFA complies with stringent credit guidelines. The guidelines are
designed to promote diversification of credit risk amongst counterparties while limiting exposure only to
highly rated institutions worldwide. The credit guidelines do not apply to loans to SA Government entities.
SAFA measures credit risk for physical securities at face value and the credit risk of derivative transactions
using a mark-to-market methodology that includes an additional factor to cover potential future adverse market
movements.
The majority of SAFA’s lending is to agencies and corporations of the SA Government. Consequently,
SAFA'’s profit does not reflect any component that relates to credit movement for this part of its business. The
profit or loss resulting from credit movements for the remainder have been examined and are considered to be
immaterial.
Concentration of credit risk by credit rating
2011 Rating
AAA AA+ AA AA- A+ A NR* Total
Asset class: $’'million  $’'million  $'million  $'million  $'million  $million  $'million  $’million
Loans/investments 488.9 32.0 1738.2 10.0 895.5 - 12 597.2 15761.8
Interest rate swaps - - 130.2 75.6 84.9 1.0 11.5 303.2
Currency swaps - - - 0.6 2.2 - - 2.8
FX contracts - - (3.5) - - - 4.3 0.8
Total 488.9 32.0 1864.9 86.2 982.6 1.0 12 613.0 16 068.6
2010 Rating
AAA AA+ AA AA- A+ A NR* Total
Asset class: $'million  $million  $'million  $'million  $million  $million  $'million  $’million
Loans/investments 830.6 27.0 2620.4 50.0 950.0 207.6 9972.7 14 658.3
Interest rate swaps - - 115.8 47.3 88.2 35 18.9 273.7
Currency swaps - - - 7.6 29.8 - - 374
FX contracts - - (1.9) - - - 3.8 1.9
Total 830.6 27.0 2734.3 104.9 1 068.0 211.1 99954 14 971.3

SAFA has a 95 percent (92 percent) concentration of credit risk in Australia.

By counterparty the main concentration is 78 percent (67 percent) to SA Government and 21 percent (31 percent) to
banks.

*

(d)

NR - not classified under particular ratings. Includes loans to SA Government of $11 855 million
($9785.2 million).

Liquidity risk

In order to manage liquidity risk, SAFA has in place liquidity management guidelines, which require SAFA to
hold a base level of liquidity comprising of highly marketable financial assets. Liquid assets include cash,
promissory notes, Commonwealth bonds, floating rate notes and negotiable discount securities. The level of
financial asset holdings by SAFA on any given day must be sufficient to cover the higher of a base liquidity
buffer of $350 million or the sum of debt maturities over the next 60 days. Adherence to these guidelines
enables SAFA to be in a position to meet the forecasted cash demands and any unanticipated funding
requirements of the South Australian public sector.
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(d) Liquidity risk (continued)
SAFA has chosen an approach to minimise medium-term refinancing risks, which involves diversification of
physical borrowings across the maturity spectrum, diversification of funding sources and the holding of liquid
assets to assist in the management of refinancing and liquidity risk.
These strategies result in SAFA facing manageable funding demands from financial markets in any given
period. This approach assists the maintenance of an orderly market place for SAFA’s securities when
refinancing maturing debt obligations.
The maturity analysis has been presented on a contractual basis representing the repayment of the principal
(face value) and interest for financial assets and liabilities and the estimated settlement amount for outstanding
claims.
2011 <0to3 3t012 1t02 2t03 3t04 4105 Over 5
months months years years years years years Total
Assets: $'million  $million  $'million  $'million  $'million  $million  $million  $’million
Cash and cash equivalents 1478.8 174.9 - - - - - 1653.7
Investments 12138 66.2 186.7 90.2 390.6 66.5 20 20160
Loans 756.7 668.2 1794.0 1260.9 1678.9 563.6 81451 14867.4
Other assets 14.6 65.6 32.9 9.3 0.4 - - 122.8
Total 3463.9 9749 20136 13604  2069.9 630.1 81471 186599
Liabilities:
Deposits and short-term borrowings 5588.8 490.7 - - - - - 6 070.5
Bonds, notes and debentures 95.4 443.5 27289 2473.0 23459 534.9 29247 11546.3
Outstanding claims 16.8 50.3 54.7 39.1 321 27.8 115.1 335.9
Total 5701.0 984.5 2783.6 2512.1 2378.0 562.7 3039.8 17961.7
Net (2237.1) (9.6) (770.0) (1151.7)  (308.1) 674 51073 698.2
Derivatives (54.5) 36.7 31.0 17.0 18.4 7.1 20.7 76.4
2010 <0to3 3t012 1to?2 2t03 3to4 4t05 Over 5
months months years years years years years Total
$’'million  $'million  $’million  $'million  $'million  $’'million  $’million  $’million
Assets:
Cash and cash equivalents 2844.3 165.0 - - - - - 3009.3
Investments 651.1 483.3 80.2 110.4 81.3 411.0 1159 19332
Loans 7315 12874 660.2 14632 553.7 14195 58115 11927.0
Other assets 14.5 0.3 - - - - - 14.8
Total 42414 19360 740.4 15736 6350 18305 59274 168843
Liabilities:
Deposits and short-term borrowings 5637.8 324.3 - - - - - 5962.1
Bonds, notes and debentures 982.6 25135 296.3 2291.0 255.1 1561.6 2151.7 10051.8
Outstanding claims 18.7 56.1 30.5 26.3 211 21.3 127.1 301.1
Total 6639.1 28939 326.8 23173 2762 15829 22788 16315.0
Net (2397.7)  (957.9) 4136 (743.7) 358.8 2476 36486 569.3
Derivatives 18 50.1 26.8 29.6 75 11.2 11.6 138.6
(e Insurance risk
SAFA uses a variety of policies and processes to manage the risks associated with its insurance activities. The
most relevant methods include:
. the continual monitoring of the experience and development of claims
. premium setting methodologies that reflect the latest development in the risks SAFA’s Insurance
division are insuring
. placing reinsurance to protect the capital base against a severe adverse event or a series of severe
adverse events
. regular review of the investment strategy for assets backing insurance liabilities.
(j)] Claims development table

The following tables show the development of incurred cost on net undiscounted outstanding claims (medical
malpractice, liability and property) relative to the ultimate expected estimate over the nine most recent
financial years. Figures provided are net of reinsurance and relate to Fund 1. This information is not disclosed
for Fund 2 as it is not considered appropriate for its activities.
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j] Claims development table (continued)
Medical malpractice

Loss Undis- Dis-
year counted count
ending Cumulative payments plus undiscounted outstanding liability liability to
30 measurement as at 30 June Paid to June present
June 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 date 2011 value
$°000 $°000 $°000 $°000 $’000 $’000 $°000 $°000  $°000 $’000 $°000 $°000 $’000
Prior 85790 61258 51934 54551 73263 67720 141761 76540 71914 64239 17629 46 609 383800
2001 11274 8879 7140 7060 10273 9967 9925 9979 5937 5024 89 4936 3879
2002 16522 15038 13328 7581 10253 9625 12742 11766 11863 6974 3104 3869 3007
2003 11619 21220 17077 14533 13159 13789 14108 13277 12709 88 12 621 9701
2004 14397 12260 9012 3355 11643 7043 4336 4 552 42 4510 3416
2005 18826 16683 12519 7752 4200 3114 3963 44 3919 2914
2006 21363 17896 25892 16422 7694 20793 100 20693 15039
2007 21513 22589 13748 7 366 9 966 23 9943 7020
2008 22947 20345 13923 11993 36 11 958 8 157
2009 49922 36167 29248 110 29138 19104
2010 24134 15725 53 15672 9817
2011 17 486 30 17 456 10 391
Totals 202672 21348 181324 131245

Liability
Loss Undis- Dis-
year counted count
ending Cumulative payments plus undiscounted outstanding liability liability to
30 measurement as at 30 June Paid to June present
June 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 date 2011 value
$°000 $°000 $°000 $°000 $’000 $’000 $°000 $°000  $°000 $’000 $°000 $°000 $’000
Prior 17832 17966 24609 23209 26102 19707 22694 36310 38597 43581 40946 2634 2366
2001 2045 2 606 4214 4931 7892 4784 4729 4635 4 460 5591 4529 1062 965
2002 4226 2383 2 046 3402 3684 3753 5543 5843 5634 5890 5476 415 373
2003 4670 2792 2593 2280 2237 2099 2102 2239 2780 2092 687 614
2004 5078 2686 3093 2733 2813 2816 3814 3971 2822 1149 1020
2005 6283 5187 4407 23291 24446 24943 23879 4610 19 270 18 235
2006 7922 3488 2295 1961 1848 1845 636 1208 1058
2007 7366 3564 2106 2182 2996 583 2413 2091
2008 6359 3610 2137 2114 450 1663 1418
2009 5784 2766 7 445 489 6 957 5787
2010 6705 4 365 193 4172 3357
2011 7173 54 7120 5516
Totals 111630 62880 48 750 42 800

Property
Loss Undis- Dis-
year counted count
ending Cumulative payments plus undiscounted outstanding liability liability to
30 measurement as at 30 June Paid June present
June 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011  todate 2011 value
$°000 $°000 $’000 $°000 $’000 $°000 $°000 $°000  $°000 $’000 $°000 $°000 $’000
Prior 12 291 6 529 6522 5997 6 020 5765 7 405 7700 7699 6703 6 665 38 36
2001 808 1256 1146 1418 1386 1190 1180 1180 1180 1204 1204 - -
2002 1372 4041 3802 3817 1737 3872 1529 1588 1900 2230 1174 1056 984
2003 1162 853 586 426 668 447 447 447 456 456 - -
2004 2764 2920 2444 4430 4111 3975 4634 3512 2580 933 829
2005 12 182 4035 4027 2849 2700 2718 2704 2689 15 13
2006 1667 2461 1927 1604 1731 2581 1211 1370 1210
2007 3269 2907 2 666 2256 2285 2134 151 138
2008 2347 2265 2390 1762 1515 248 229
2009 2777 2116 1599 1378 221 205
2010 3255 1779 1348 430 400
2011 4568 445 4123 3826
Totals 31383 22799 8585 7870

(9)  Concentration risk
The insurance portfolio contains some diversity, but by its nature it is geographically concentrated in Adelaide
and as such is exposed to the potentially material property catastrophes of the State, being earthquake,
bushfires, storms and floods. The reinsurance program is purchased to provide protection in excess of the
retention level, which is $15 million for property, $15 million for medical malpractice and $20 million for
liability classes. The SAFA Board annually reviews the appropriateness of the retention level.

SAFA provides the medical indemnity insurance for all public hospitals in South Australia and as such is

exposed to the consequences of any factor which increases the cost of such cover for example, legal
precedents.
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Sensitivity analysis

SAFA has tested the sensitivity of the results to a change in the key assumptions used in the valuation of
outstanding claims liabilities. These include changes to the discount and superimposed inflation rates and
changes in the expected payment pattern.

The following table sets out the tests carried out and the results:

2011
Insurance fund: Present value of Percentage change
outstanding from central estimate
Fund 1 Fund 2 Fund 1 Fund 2
1. Discount rate: $’000 $’000 Percent Percent
Increase by 1 percent 248 841 73 145 (4.5) (3.1)
Decrease by 1 percent 273218 77926 4.9 3.3
2. Inflation rate:
Increase by 1 percent 273197 77957 4.9 3.3
Decrease by 1 percent 248 667 73073 (4.5) (3.1)
3. Superimposed inflation rate
Increase by 1 percent 273010 77 866 4.8 3.2
Decrease by 1 percent 248 850 73163 (4.5) (3.0)
4. Other assumptions
Faster payment pattern - Long tail
and MedMal 262 925 75 696 0.9 0.3
Longer liability tail 261981 76 412 0.6 13
Longer MedMal tail 262 552 77 303 0.8 25

Fair value hierarchy

The following table presents financial assets and liabilities measured at fair value in the Statement of Financial
Position in accordance with the fair value hierarchy. This hierarchy groups financial assets and liabilities into
three levels based on the significance of inputs used in measuring the fair value of the financial assets and

liabilities. The fair value hierarchy has the following levels:

. Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities.

. Level 2: inputs other than quoted prices included within Level 1 that are observable for the asset or
liability, either directly (ie as prices) or indirectly (ie derived from prices).

. Level 3: inputs for the asset or liability that are not based on observable market data (unobservable
inputs).

The level within which the financial asset or liability is classified is determined based on the lowest level of
significant input into the fair value measurement.

Valuation technique -

Quoted market non-market
market observable observable
price inputs inputs
2011 (Level 1) (Level 2) (Level 3) Total
Financial assets: $’million $’million $’million $’million
Cash and cash equivalents 188.8 1365.7 - 1554.5
Investments® 958.7 761.8 275.9 1.996.4
Loans® - 5499.3 6 894.2 12 393.5
Derivatives receivable - 1345.0 - 1345.0
Total 11475 8971.8 7170.1 17 289.4
Financial liabilities:
Deposits and short-term borrowings® 710.6 5393.8 97.5 6 201.9
Bonds, notes and debentures® 8386.3 237.4 827.0 9 450.7
Derivatives payable - 1320.2 - 1320.2
Total 9096.9 6951.4 924.5 16 972.8
2010
Financial assets:
Cash and cash equivalents 82.1 2908.4 - 2990.5
Investments® 33.8 1458.4 275.9 1768.1
Loans® - 4752.0 5130.8 9882.8
Derivatives receivable - 1295.5 - 12955
Total 115.9 10 414.3 5 406.7 15936.9
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Q) Fair value hierarchy (continued) Valuation technique -

Quoted market non-market

market observable observable

price inputs inputs
2010 (continued) (Level 1) (Level 2) (Level 3) Total
Financial liabilities: $’million $’million $’million $’million
Deposits and short-term borrowings® 823.6 5 056.4 104.8 5984.8
Bonds, notes and debentures® 7237.1 290.8 908.7 8 436.6
Derivatives payable - 11979 - 11979
Total 8 060.7 6 545.1 10135 15 619.3

Methods used for valuations in Level 3:
Measurement of fair value
The fair value of financial instruments that are not traded in an active market (for example, over-the-counter
derivatives) are determined using valuation techniques. SAFA use a variety of methods and makes
assumptions that are based on market conditions existing at the end of each reporting period. Quoted market
prices or dealer quotes for similar instruments are used to estimate fair value for long-term debt. Other
techniques, such as discounted cash flows, are used to determine fair value for the remaining financial
instruments.

All valuations remain unchanged compared to the previous reporting period.

(@)  Investments - the methodology for calculating the fair value of SAFA’s investment in Level 3 is based
on a valuation against Swap plus a margin.

(b)  Loans - the amount in Level 3 represents the CPSIR loan to the Treasurer, which is a loan represented
by a pooled number of smaller borrowings and investments, that individually are classified as Level 1
or Level 2 in the fair value hierarchy, but the loan itself is considered inactive in the market.

(c)  Deposits and short-term borrowings - the deposit represented in Level 3 consist of Cash Enhanced
Fund. This deposit is a valuation of a number of smaller investments that have been classified as
Level 1 or Level 2 in the fair value hierarchy. The deposits do not have a quoted price in the market.

(d)  Bonds, notes and debentures - the borrowings in Level 3 are considered to be classed as inactive in the
market therefore there are no quoted or recent historical market transactions.

Reconciliation of movement in Level 3 2011 2010

$’million $’million

Opening balance 4393.2 3056.2

Total gains and losses 241.7 154.4

Purchases/Deposits 1779.3 1259.6

Sales/Withdrawals (168.6) (77.0)

Net transfers in (out) - -

Closing balance 6 245.6 4 393.2

Total gains or losses for the period included in the Statement of

Comprehensive Income for assets and liabilities held at the end of the
reporting period 241.5 155.9
{)) Ageing analysis

As at 30 June 2011 the amount of financial assets including impaired assets that are past due was $1 017 094
($1 945 635).

2011 Past due by
Less than More than
3ldays 31-60days  61-90 days 90 days Total
Not impaired: $’million $’million $’million $’million $’million
Receivables 0.0 0.5 0.1 0.1 0.7
Impaired:

Receivables - - - 0.3 0.3
0.0 0.5 0.1 0.4 1.0
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()] Ageing analysis (continued)

2010 Past due by
Less than More than
3ldays 31-60days  61-90 days 90 days Total
Not impaired: $’million $’million $’million $’million $’million
Receivables 0.2 0.5 0.4 0.6 1.7
Impaired:

Receivables - - - 0.2 0.2
0.2 0.5 0.4 0.8 1.9

Average statement of financial position and margin analysis

The average balances represent the average month end balances and reflect the face value of SAFA’s assets and
liabilities. The average rate is calculated as interest divided by the average balance of interest bearing assets and
liabilities.

2011 2010
Average Average Average Average
balance Interest rate balance Interest rate
$’million $’million Percent $’million $’million Percent
Assets:
Interest earning assets:
Cash and cash equivalents 21149 104.6 4.95 2720.8 108.5 3.99
Investments 1918.0 108.3 5.65 10145 52.4 5.17
Loans 10 685.2 564.0 5.28 8591.6 393.7 4,58
Other assets - 457.3 - - 355.8 -
Total assets 14 718.1 1234.2 5.28 12 326.9 910.4 4.50
Liabilities:
Interest bearing liabilities:
Deposits and short-term
borrowings 5810.8 221.1 3.80 5750.4 183.8 3.20
Bonds, notes and debentures 8943.1 492.4 5.51 6 626.5 355.4 5.36
Other liabilities - 479.1 - - 352.5 -
Total liabilities 14 753.9 1192.6 4.84 12 376.9 891.7 4.36

Actuarial assumptions and methods
SAFA writes four broad classes of general insurance: property, liability, other liability and medical malpractice.
Products included in these broad classes are detailed below:

Property (Short tail) Liability (Long tail) Medical malpractice Other liability (Long tail)
Aviation property Awviation liability Medical malpractice Volunteers

Buildings and contents Builders’ warranty

Consequential loss General liability

Fidelity guarantee Marine liability

General property Professional indemnity

Machinery breakdown Personal accident

Marine property
Motor vehicle

Percentage risk margin adopted
The percentage risk margin adopted to reflect the inherent uncertainty of the central estimate was applied at the
following rates by broad class:

2011 2010
Fund 1 Fund 2 Fund 1 Fund 2
Percent Percent Percent Percent
Medical malpractice 32 25 25 25
Liability 33 23 20 20
Property 21 19 10 10
Other 33 23 20 20

The overall risk margin is determined allowing for the uncertainty of the outstanding claims estimate. Uncertainty is
analysed taking into account potential uncertainties relating to the actuarial models and assumptions, the quality of
the underlying data used in the models, the general insurance environment, and the impact of legislative reform.
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Percentage risk margin adopted (continued)

AASB 1023 does not prescribe a fixed risk margin or probability of sufficiency. However, it is a requirement of the
Australian Prudential Regulation Authority guidelines for private sector insurers that a minimum of 75 percent
probability of sufficiency be satisfied through the application of the risk margin. Taking into account the nature of the
risks underwritten by SAFA and distributions regarded as relevant by the industry for those risks, the application of
the above risk margins by class result in a 75 percent probability that the provision for outstanding claims will be
sufficient.

Discount/Inflation rates
SAFA used the following discount and inflation assumptions in the measurement of its outstanding claims.

2011 2010
For the succeeding year: Percent Percent
Inflation rate (includes superimposed inflation) - Medical malpractice 3.00* 6.50
Inflation rate (includes superimposed inflation) - Short tail classes - 6.50
Inflation rate (includes superimposed inflation) - Long tail classes 3.00* 6.50
Discount rate - Medical malpractice 5.25 5.20
Discount rate - Short tail classes 4.90 4.60
Discount rate - Long tail classes 5.10 4.80
For subsequent years:
Inflation rate (includes superimposed inflation) - Medical malpractice 3.00* 6.50
Inflation rate (includes superimposed inflation) - Short tail classes - 6.50
Inflation rate (includes superimposed inflation) - Long tail classes 3.00* 6.50
Discount rate - Medical malpractice 5.25 5.20
Discount rate - Short tail classes 4.90 4.60
Discount rate - Long tail classes 5.10 4.80

*  The valuation methods adopted do not have an explicit inflation assumption, although allowance is made for
superimposed inflation (3 percent) for both medical malpractice and long tail classes.

Weighted average expected term to settlement 2011 2010
of outstanding claims from the end of the Fund 1 Fund 2 Fund 1 Fund 2
reporting period: Years Years Years Years
Medical malpractice 5.78 291 9.00 6.60
Liability 2.41 4.23 2.50 1.00
Property 1.76 1.46 1.50 0.50
Total outstanding claims Indirect claim
Central Risk settlements
Fund 1 estimate margin margin 2011
Expected future claims payments $’million $’million $’million $’million
(inflated/undiscounted) 253.3 72.7 134 339.4
Discount to present value (58.9) (16.9) (3.1) (78.9)
Total outstanding claims 1944 55.8 10.3 260.5
The impact of the revision of the inflation and discount assumptions is detailed below:
Change
Balance Balance due to
under 2010 under 2011 revision of
assumptions* assumptions assumptions
$’million $’million $’million
Medical malpractice 188.9 183.6 (5.3)
Liability 69.0 66.9 (2.1)
Property 10.9 10.0 (0.9)
Other - - -
Total outstanding claims 268.8 260.5 (8.3)

*  The outstanding claims positions as at 30 June 2011 and the economic assumptions as at 30 June 2010 have
been used to identify the impact due to revision of those assumptions.
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Total outstanding claims (continued) Indirect claim
Central Risk settlements
Fund 2 estimate margin margin 2011
Expected future claims payments $’million $’million $’million $’million
(inflated/undiscounted) 69.1 17.3 4.1 90.5
Discount to present value (11.5) (2.9) 0.7) (15.1)
Total outstanding claims 57.6 14.4 3.4 75.4
The impact of the revision of the inflation and discount assumptions is detailed below:
Change
Balance Balance due to
under 2010 under 2011 revision of
assumptions* assumptions assumptions
Outstanding claims: $’million $’million $’million
Medical malpractice 39.2 38.6 (0.6)
Liability 32.4 30.6 (1.8)
Property 6.6 6.2 (0.4)
Total outstanding claims 78.2 75.4 (2.8)

*  The outstanding claims positions as at 30 June 2011 and the economic assumptions as at 30 June 2010 have
been used to identify the impact due to revision of those assumptions.

Controlled entities

As at 30 June 2011, SAFA did not control any entities either through ownership or management control.

Events after the end of the reporting period

No event has arisen since 30 June 2011 that would be likely to materially effect the operations or the state of affairs of

SAFA.
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Functional responsibility

Establishment

The South Australian Housing Trust (the Trust) was established by the South Australian Housing Trust
Act 1995. The Trust also administers the Housing Improvement Act 1940.

Functions

The functions of the Trust include the following:

. the ownership of houses and units for tenant occupation

. the construction and purchase of houses and other properties

. the management of tenancy arrangements for Trust properties including the assessment of rents
and provision of reduced rents, and the raising and receiving of rent and other monies from
tenants

. the management of costs associated with ownership of Trust properties including the

maintenance of those properties.

In addition, the Trust manages a range of programs related to housing on behalf of the Government with
respect to which the Trust receives direct capital and recurrent grant funding. The range of grant
programs managed is detailed in note 11 to the Trust’s financial statements.

The Trust has a performance agreement with the Department for Families and Communities (DFC),
Housing SA, to provide housing services on its behalf. Under the agreement, the Executive Director,
Housing SA manages these services on behalf of the Trust.

Audit mandate and coverage
Audit authority

Audit of the financial report

Section 31 of the PFAA and subsection 27(4) of the South Australian Housing Trust Act 1995 require
the Auditor-General to audit the accounts of the Trust each financial year.

Assessment of controls

Subsection 36(1)(a)(iii) of the PFAA provides for the Auditor-General to assess the controls exercised
by the Trust in relation to the receipt, expenditure and investment of money, the acquisition and
disposal of property and the incurring of liabilities.

This assessment also considers whether internal controls are consistent with the Tls with particular
focus on Tls 2 and 28.

Scope of audit

The audit program covered major financial systems and was directed primarily to obtaining sufficient
evidence to enable an opinion to be formed with respect to the financial report and internal controls.
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During 2010-11, specific areas of audit attention included:

. revenue, including rent raising and recovery

. accounts payable

. staffing costs

. maintenance expenditure

. council and water rates

. borrowings

. fixed assets, including rental properties

. inventory

. fixed asset and inventory work in progress

. Commonwealth funding received under the Nation Building and Jobs Plan National Partnership
Agreement

. community housing operations, including regulatory function and revenue collection.

In addition, some services including payroll and accounts payable processing were undertaken by
Shared Services SA (SSSA) and these were reviewed as part of the audit.

Audit findings and comments

Auditor’s report on the financial report

In my opinion, the financial report gives a true and fair view of the financial position of the
South Australian Housing Trust as at 30 June 2011, its financial performance and its cash flows for the
year then ended in accordance with the Treasurer’s Instructions promulgated under the provisions of the
Public Finance and Audit Act 1987 and Australian Accounting Standards.

Assessment of controls

In my opinion, the controls exercised by the South Australian Housing Trust in relation to the receipt,
expenditure and investment of money, the acquisition and disposal of property and the incurring of
liabilities, except for the matters outlined under ‘Communication of audit matters’, are sufficient to
provide reasonable assurance that the financial transactions of the South Australian Housing Trust have
been conducted properly and in accordance with law.

Communication of audit matters

Matters arising during the course of the audit were detailed in management letters to the Executive
Director, Housing SA. Responses to the management letters were generally considered to be
satisfactory. Major matters raised with the Trust and the related responses are detailed below.

Rent

The systems, policies and procedures which support raising and collection of rent from tenants are an
important part of the Trust’s operations and financial management activities. They support:

. recording tenant details and assessing their entitlement to rent rebates

. periodic review of tenants’ continuing entitlement to rent rebates which may change if
household composition or income changes

. control over the write-off of tenant debt in accordance with Trust policies.
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The following matters were raised with the Trust in 2010-11:

. Rent calculation overrides processed by regional staff and benefit review officers, which enable
non-systematic adjustments to tenants’ rent, were not always authorised at the time the
adjustment was made. A process implemented by the Trust to ensure that all overrides were
authorised was not always undertaken on a timely basis due to slow return of information from
regions. This issue has been raised with the Trust since 2008-09.

. Officers performing monthly debt written off reconciliations did not always seek appropriate
documentation to support amounts written off.

. Controls over access to the accounts receivable system could be improved, in particular the
approval process for adding a new user, the regular review of user access levels and the timely
removal of staff who are no longer employed.

In response the Trust advised that rent assessments have been centralised and in future manual overrides
will be processed centrally by benefit review officers. Staff performing the monthly debt written off
reconciliations will be reminded of the need to obtain appropriate documentation. Regarding controls
over access to the accounts receivable system the Trust indicated that Operations Support has
implemented a regular review of system access and has improved procedures for approving system
access.

Expenditure - the e-Procurement control environment at SSSA

The audit review of the Trust’s expenditure processes considered controls implemented by SSSA for the
common e-Procurement systems. The e-Procurement systems were implemented during 2010-11 and
provide a common automated systems platform for processing procurement and accounts payable
transactions.

The review identified a number of areas of control weakness in the e-Procurement systems control
environment at SSSA. The audit findings were communicated to SSSA and agencies at the conclusion
of the review. SSSA has advised proposed action to address the audit findings and recommendations.
This matter is discussed in more detail in the DTF section of this Report.

Maintenance

The audit of maintenance activities for Trust properties identified that improvements could be made in
the following areas:

. Reports which list user access to the maintenance system do not capture all employees with
access and there is no evidence of review of the report.

. Instances where the delegations programmed into the maintenance system did not agree with the
Trust’s approved delegations of authority. In addition there was no regular review of
delegations within the maintenance system.

. Reports which identify maintenance invoices to be inspected did not capture all categories of
invoices which require inspection.

. A policy and procedure for the assessment and approval of pre-qualified builders had not been
finalised. This issue was raised with the Trust in 2009-10.

In response the Trust advised that work is underway to review all user access profiles and also that in
future evidence of the review of the monthly user access report would be provided. A process is also
underway to review and validate maintenance system delegations with financial delegations and that
once this was completed a quarterly review of delegations would be implemented.
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The Trust also advised that the invoice review report had been updated to capture all invoices requiring
inspection and the policy and procedure for assessment and approval of pre-qualified builders would be
completed by December 2011.

Payroll

The Trust utilises the policies and procedures of DFC for its payroll activities. The audit identified
weaknesses in the review of fortnightly bona fide reports and monthly leave returns. Other areas of
concern included the absence of a policy for leave deferment and large balances of annual leave being
carried forward without approval.

In response the Trust indicated that managers would be advised of the Trust’s expectations for review
and return of bona fide reports and leave returns and for the management of deferred leave. A number
of other matters including the implementation of central monitoring of leave returns and establishing a
policy for deferment of leave would be referred to DFC’s Human Resource section for action.

Capital works

In 2009-10 Audit reviewed the operation of the Project Budget System (PBS) which was implemented
to be used in the budget monitoring process for capital works. The review identified a number of
shortcomings with the system. The Trust indicated that work was underway on the PBS to address a
number of these shortcomings. A follow-up review in 2010-11 identified that little progress had been
made in addressing many of the shortcomings and that no credible plan existed with appropriate
timeframes and allocated responsibilities to address all of the issues currently identified.

The major areas of concern were as follows:

. There was no policy about the use of the system and the documented procedures were
technically rather than operationally oriented.

. The system was not used by all areas and there remains a significant reliance by project
managers on manually maintained spreadsheets and other records.

. The PBS is not interfaced with the Masterpiece job cost system requiring manual input of cost
information which is inefficient and time consuming.

. There is no suite of reports available from PBS.

. Controls surrounding the integrity of information entered into PBS could be improved.

The Trust responded that it considered it has reliable controls in place to monitor and track project
finances. It further advised that an extensive business improvement strategy is being implemented
which includes the review, creation and/or amendment of finance/budget processes, reporting and the
standardisation of project management procedures across the major projects directorate.

The Trust also advised that further enhancements to the PBS system are unlikely to fully address the
issues and that it will review the PBS requirements as part of the wider review of ICT modernisation.

Community housing operations

Under the South Australian Co-operative and Community Housing Act 1991 (SACCH Act), the Trust is
responsible for regulating community housing associations and co-operatives which are collectively
known as the community housing organisations (CHOs). As part of this role, the Trust manages
funding arrangements with the CHOs which require that the CHOSs collect rent from tenants and after
retaining an amount for property maintenance and property and administration costs, the balance is
submitted to the Trust as a “capital contribution’.
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The agreements also require the CHOs to adequately maintain properties, to make them available to
tenants who meet certain criteria and to meet certain accountability and governance requirements.

Audit considered that the monitoring activities performed by the Trust in the regulation of CHOs could
be improved to ensure that the Trust’s regulatory responsibilities under the SACCH Act are complied
with, particularly in relation to the governance of CHOs. If this does not occur there is a risk that
governance issues may arise in CHOs which may not be detected.

In response the Trust advised that it considers that it currently uses a range of mechanisms to monitor
CHOs and that where indicators of potential problems are detected closer monitoring will be applied.
This risk based approach ensures that limited resources are targeted to areas of greatest need.

Audit also raised concerns about checking the accuracy of capital contributions received from CHOs,
the provision of information related to vacant properties and documentation of approval for CHOs to
charge additional service levies to tenants.

The Trust advised that improvements will be implemented to strengthen the checking of capital
contributions received, the reporting of vacant property information and the documentation of approval
for additional service levies.

Last year Audit raised with the Trust an issue about the absence of a whistleblower policy for the
community housing sector. The Trust advised that a policy would be developed by April 2011, however
at the time of the audit the policy had not been developed. Audit again raised the issue and the Trust
advised that the DFC whistleblower policy would be amended to incorporate non-government
organisations (NGOSs).

Management of grant payments
A review of grant management processes for grants provided to NGOs identified that:

. information held on the Funding and Grant Management system was not always complete and
maintained in an up to date manner

. monitoring of the performance of NGOs receiving grants could be improved.

In response the Trust indicated action will be taken to ensure that all information is recorded in a timely
manner and that monitoring of NGO performance will be appropriately evidenced.

Interpretation and analysis of the financial report

Highlights of the financial report 2011 2010
$’million $’million
Expenses
Staffing costs 68 65
Finance costs 37 38
Maintenance 104 103
Council rates and water rates 68 64
Land tax equivalent 185 164
Depreciation and amortisation 87 85
Grants and subsidies 93 90
Other expenses 78 75
Total expenses 720 684
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2011 2010

$’million $’million
Income
Rental income 248 240
Commonwealth revenues 210 524
Other 86 72
Total income 544 836
Net cost of providing services 176 (152)
Revenues from SA Government 240 240
Net result before income tax equivalent 64 392
Income tax equivalent - (21)
Net result after income tax equivalent 64 371
Other comprehensive income 757 552
Total comprehensive result 821 923
Net cash provided by (used in) operating activities 2 309
Assets
Current assets 414 526
Non-current assets 10 086 9233
Total assets 10500 9759
Liabilities
Current liabilities 87 104
Non-current liabilities 565 628
Total liabilities 652 732
Total equity 9 848 9027

Statement of Comprehensive Income

Income

For the five years to 2011 a structural analysis of income for the Trust is presented in the following

chart.
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Total income was $784 million, a decrease of $292 million over the previous year. The movement in
the main components of income were:

. SA Government revenues remained steady with $240 million being received in both 2010 and
2011. Individual components of SA Government funding had the following outcomes:

— tax equivalent reimbursement, down $3 million. Under the Commonwealth funding
arrangement funds received from the Commonwealth are not permitted to be used to
fund tax equivalent payments. As a consequence the State provides reimbursement for
any tax equivalent amounts paid by the Trust which results in tax equivalent transactions
having no impact on the Trust’s net result. This year land tax equivalent reimbursements
were impacted by increasing property values and totalled $185 million ($164 million).
In 2011 no income tax equivalent reimbursement was received ($21 million in 2010).
The Trust received exemption from the Treasurer to exclude Commonwealth funding
received under the National Partnership Agreement: Nation Building - Economic
Stimulus Plan from the calculation of its income tax equivalent payment. As a result no
income tax equivalent payment was made and therefore no reimbursement was received.

— capital grants increased by $3 million due to funding provided for a disability housing
replacement program.

. Commonwealth revenues decreased by $314 million primarily as a result of:
— recurrent funding - down $56 million due mainly to:

— funding under the National Partnership Agreements: Remote Indigenous Housing, down
$60 million and Homelessness, up $2 million

— capital funding - down $258 million mainly due to:

—  National Partnership Agreement: Nation Building - Economic Stimulus Plan, down
$214 million

— National Partnership Agreement: Remote Indigenous Housing, down $19 million
— National Partnership Agreement: Social Housing, down $15 million

— National Housing Affordability Fund, down $10 million.

Note 36 to the financial statements and later commentary under the heading ‘Commonwealth
funding arrangements’ explains current grant funding arrangements.

. rental income (net of rental rebates) increasing by $9 million mainly as a result of increased
market rent.

Rental operations

As at 30 June 2011 the level of housing stock, excluding unlettable properties, was 44 436 (44 706) of
which 98 percent (98 percent) was tenanted.

89 percent (88 percent) of tenants pay reduced (rebated) rent due to low income.
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Data relating to housing stock levels and tenancies was provided by the Trust and is unaudited. The
trend of rents and rebates is illustrated in the following chart:
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The chart highlights that gross rent has steadily increased since 2001-02 due to increases in market rents
and 2007-08 was also affected by an increase in tenant numbers due to the Trust taking over
responsibility for indigenous housing. In 2011 gross rent increased 3 percent ($15 million), rent
revenue increased 4 percent ($9 million) and rent rebates increased 3 percent ($6 million). Since
2006-07 rental rebates have increased by 48 percent while rent payable after rebates has grown only by
17 percent. The amount of rent rebates is dependent on each tenant’s circumstances with rent payable
being capped at 25 percent of household income or market rent, whichever is the lower.

Expenses

For the five years to 2011, a structural analysis of the major expense items for the Trust, other than tax
equivalent expenses, is shown in the following chart.
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The chart shows an upward trend in expenses over the last five years. In 2008, 2009 and 2010
depreciation and amortisation expenses, maintenance costs and staffing costs have increased. In 2009
and 2010 grants and subsidies increased significantly. In 2011 costs in all areas increased.

In 2011 total expenses (excluding tax equivalent expenses) increased by $15 million (3 percent). This
increase was due mainly to increases in:

. staffing costs ($3 million) as a result of increased staff numbers and pay rate increases
. council and water rates ($4 million) due to higher property values

. impairment expenses ($3 million) due to write-off of demolished properties

. grants and subsidies ($3 million). See below for further discussion.

Grant funded programs

The Trust’s recurrent direct expenditure on grant funded programs was $93 million ($90 million). This
increase of $3 million was mainly as a result of:

. grants made under the National Partnership Agreement for Homelessness increasing by
$9 million

. grants for private rental assistance increasing by $3 million

. affordable housing grants decreasing by $5 million

. grants for the Indigenous Community Housing program decreasing by $3 million.

Net result

The following chart shows the income and expenses (including income tax equivalent but excluding
administrative restructure) and net result for the five years to 2011.
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The net result for 2011 has decreased by $307 million from the previous year. The 2010 result was
heavily impacted by the increased income from grants from the Commonwealth primarily for capital
purposes, however in 2011 there was a significant decrease in these grants as discussed previously
under the heading ‘Income’.
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State and Commonwealth Government funds received for a number of projects are yet to be fully
expended. Note 36 to the financial statements details that $113 million of grant funds received during
2010-11, $76 million of grant funds received in 2009-10 and $6 million received in earlier financial
years were unspent as at 30 June 2011.

Unspent grants and also grants received for capital purposes can impact on the net result achieved for
the year.

Statement of Financial Position

The Trust’s financial position is dominated by non-current property, plant and equipment assets and
non-current interest bearing liabilities. Current assets and liabilities are, while significant in their own
right, not material relative to the non-current assets and liabilities. Notwithstanding, at 30 June 2011
current liabilities amounted to $87 million ($104 million), while current assets were $414 million
($526 million). The significant decrease in current assets is primarily as a result of cash and cash
equivalents as at 30 June 2011 of $270 million, compared to $340 million the previous year. The
decrease of $70 million relates mainly to the spending of Commonwealth grants which were received in
2010.

The following chart demonstrates the Trust’s indebtedness over the past five years in comparison to the
value of the Trust’s assets.
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In 2011 the value of rental properties increased by $731 million (9 percent) to $8.6 billion. Of this
increase asset additions accounted for $331 million and revaluation of assets for $672 million, offset by
disposal of assets of $198 million and depreciation of $74 million.

The chart shows a marked increase between 2007 and 2008 which was as a result of additional assets
acquired in the restructure of housing activities. Since 2008 there has been a steady increase in the
value of both rental properties and other property plant and equipment. The 2009 and 2010 increases
were primarily a result of asset revaluation. The 2011 figures were also impacted by asset revaluation
as outlined above but also by the addition of assets built using the funding provided by the
Commonwealth for the Economic Stimulus - Nation Building and Jobs Plan program. Other property,
plant and equipment includes assets under arrangement of $1.1 billion (refer note 2.13(i)).
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It is important to note that the Trust revalues all land and buildings annually using the Valuer-General’s
values. Because of the timing of the update of the Valuer-General’s database and the Trust’s financial
reporting obligations, reported values lag current market values. As reported in note 2.13(ii) values for
2010-11 were issued by the Valuer-General as at 1 July 2010. This policy has been consistently applied
and reflects the practicality of valuing a very large housing stock.

During the period under review total borrowings steadily decreased except for 2008 when they
increased by $17 million as a result of borrowings of $102 million being assumed as part of the
restructure and new borrowings of $19 million offset by repayments of $104 million.

Total borrowings of $559 million are subject to concessional interest rates which are fixed and range
from four percent to five percent. The fair value of borrowings at 30 June 2011 was $490 million
($552 million).

Statement of Cash Flows

2011 2010 2009 2008 2007
$’million $’million $’million $’million $’million

Net cash flows
Operating 2 309 51 44 €)]
Investing (3) (3) (5) 41 28
Financing (65) (109) (24) (61) (20)
Change in cash (70) 197 22 24 (1)
Cash at 30 June 270 340 143 121 97

In 2011 the Trust recorded a decrease in cash of $70 million compared to an increase in cash of
$197 million the previous year.

Cash inflows from operating activities decreased by $275 million largely because of a decrease in cash
received from the Commonwealth Government of $314 million. Notwithstanding this decrease,
$210 million of grants were still received from the Commonwealth in 2011 of which $106 million
remains unspent at 30 June 2011. Also a further $82 million from grants received in previous years
remains unspent at 30 June 2011. The unspent funds mainly relate to the National Partnerships
Agreements for Remote Indigenous Housing and Nation Building - Economic Stimulus Plan. Refer
note 36 to the financial statements.

Cash outflows from operating activities increased by $75 million, primarily as a result of increased
income tax equivalent payments, up $16 million, land tax equivalent payments, up $21 million and
supplies and services, up $17 million.

Cash outflows from financing activities saw repayment of borrowings of $65 million compared to
$108 million the previous year.

Further commentary on operations

Commonwealth funding arrangements

The National Affordable Housing Agreement (NAHA) signed between the Commonwealth and the
States, under the provisions of the Intergovernmental Agreement on Federal Financial Relations, is a
specific purpose payment. It is a Commonwealth financial contribution to support state delivery of
services in the affordable housing sector. The NAHA does not have a state matching requirement.
Funding is paid from the Commonwealth to DTF, from there to DFC and from DFC to the Trust in the
form of a grant.
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The State is required to spend these funds in the affordable housing sector. The State, however, has full
budget flexibility to allocate funds within that sector as they see fit to achieve mutually agreed
objectives for that sector. No restrictions/conditions are attached to the specific purpose payment on
how States allocate their own funding across or within sectors.

The State has an obligation to report compliance with the above requirement within six months of the
end of every financial year to the Ministerial Council.

Base funding is provided on an ongoing basis and is indexed annually from 1 July 2010. The amount of
base funding for affordable housing across all States in 2010-11 is $1.2 billion. Each State’s share of
funding in a financial year is its population share. The South Australian population share for 2010-11 is
7.8889 percent resulting in total funding for 2010-11 of $95.9 million. The amount of funding estimated
to be available for 2011-12 is $95.1 million.

The NAHA is supported by National Partnership Agreements on:

. Remote Indigenous Housing
. Homelessness
. Nation Building and Jobs Plan.

The arrangements can be shown as follows:

Intergovernmental
Agreement on Federal
Financial Relations
(IAFFR)

v v v v

National Affordable National Partnership - National Partnership - National Partnership -
Housing Agreement Homelessness P Remote Indigenous Nation Building and Jobs
(NAHA) Housing Plan

National Partnership Agreement: Homelessness

The agreement facilitates reforms to reduce homelessness. The agreement expires on 30 June 2013.
Funding is allocated between the states in proportion with their share of the homeless population. The
State is required to match the Commonwealth’s total contribution towards the agreement. State
matching is to directly address the outputs of the agreement.

National Partnership Agreement: Remote Indigenous Housing

The agreement facilitates reform in the provision of housing for Indigenous people in remote
communities and to address overcrowding, homelessness, poor housing conditions and severe housing
shortage in remote Indigenous communities. The agreement expires on 30 June 2018.

National Partnership Agreement: Nation Building and Jobs Plan

The agreement facilitates the coordination, monitoring and delivery of economic stimulus through
building prosperity for the future and supporting jobs now. The agreement involves facilitation
payments by the Commonwealth for social housing. The agreement expires on 31 December 2012.
Schedule C to the agreement outlines the Social Housing initiative, which is a commitment by the
Commonwealth to increase the supply of social housing throughout Australia.
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Implementation plans

Each of the National Partnership Agreements has an implementation plan which outlines arrangements
for delivering the various outcomes required by the agreements. The implementation plans are agreed
between the Commonwealth and the State and schedules to the plans provide details of approved

funding.

The following funding has been approved to date:

2008-09  2009-10  2010-11  2011-12  2012-13 Total
$’million  $million  $'million  $'million  $'million  $'million
National Partnership Agreements:
Social Housing 14.990 14.990 n/a n/a n/a 29.980
Nation Building and Jobs Plan -

repairs and maintenance 14.990 14.990 n/a n/a n/a 29.980
Nation Building and Jobs Plan -

Construction Stage 1 4.497 47.369 n/a n/a n/a 51.866
Nation Building and Jobs Plan -

Construction Stage 2 n/a 236.833 84.855 30.709 n/a 352.397
Remote Indigenous Housing™ 9.245 52.696 20.282 23.257 27.858 133.338
Homelessness 1.817 7.225 9.613 9.994 11.969 40.618

Total 45539  374.103 114.750 63.960 39.827  638.179

*  Payments for the funding amounts are made on the achievement of agreed key milestones.
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Statement of Comprehensive Income

for the year ended 30 June 2011

SA Housing Trust

Expenses:
Staffing costs
Supplies and services
Business service fees
Rental property expenses
Depreciation and amortisation
Grants and subsidies
Finance costs
Impairment expenses
Total expenses

Income:
Rental income
Interest revenue
Net gain from disposal of assets
Recoveries
Recurrent Commonwealth revenues
Capital Commonwealth revenues
Other revenue
Total income
Net cost of providing services

Revenues from SA Government:
Recurrent revenues from SA Government
Capital revenues from SA Government
Total revenues from SA Government
Net result before income tax equivalent
Income tax equivalent
Net result after income tax equivalent

Other comprehensive income:

Changes in property, plant and equipment asset revaluation surplus

Total comprehensive result

14
15
16
17
18
19
20

21
22

2011 2010
$°000 $°000
67 603 64 619
31105 29 064
22 258 21661
358 865 335310
87228 84 941
92 953 90 193
36 672 37589
23 805 20 464
720 489 683 841
248 198 239 579
13 402 9181
42157 37371
19 007 17 500
107 630 164 117
102 618 360 164
11078 8 066
544 090 835978
176 399 (152 137)
235 860 238 600
4 360 1250
240 220 239 850
63 821 391987
- 21 414

63 821 370573
757 088 552 280
820 909 922 853

Net result after income tax equivalent and total comprehensive result are attributable to the SA Government as owner
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Statement of Financial Position

as at 30 June 2011

Current assets:
Cash and cash equivalents
Receivables
Inventories
Non-current assets classified as held for sale
Total current assets

Non-current assets:
Inventories
Property, plant and equipment
Intangible assets
Total non-current assets
Total assets

Current liabilities:
Payables
Staff entitlements
Interest bearing liabilities
Provisions
Other liabilities
Total current liabilities

Non-current liabilities:
Interest bearing liabilities
Staff entitlements
Provisions
Payables
Other liabilities
Total non-current liabilities
Total liabilities
Net assets

Equity:

Retained earnings

Asset revaluation surplus
Total equity

Total equity is attributable to the SA Government as owner

Unrecognised contractual commitments
Contingent assets and liabilities

Note

23
24
25
26

25
27
28

29
30
31
32
33

31
30
32
29
33

34
35

2011 2010
$°000 $°000

269 527 340 367
14 802 39 141

98 251 114 572
31272 32 264
413 852 526 344
3907 3344

10 076 328 9223748
5749 5181

10 085 984 9232273
10 499 836 9758 617
51 246 66 774
7349 8714
15116 16 497
2183 2309
11315 9595

87 209 103 889
543 948 608 021
14 278 13619
3276 2581
1247 1350
1925 2113

564 674 627 684
651 883 731573
9847 953 9027 044
2 857 460 2700 086
6 990 493 6 326 958
9847 953 9027 044
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Statement of Changes in Equity
for the year ended 30 June 2011
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Asset
revaluation Retained
surplus earnings Total
$’000 $’000 $’000
Balance at 30 June 2009 5856 796 2248 233 8 105 029
Error correction - (33) (33)
Restated balance at 30 June 2009 5 856 796 2248 200 8 104 996
Net result after income tax equivalent for 2009-10 - 370573 370573
Revaluation of property during 2009-10:
Decrement in rental houses due to revaluation:
Transferred to capital works (17 966) - (17 966)
Subject to sales contacts (1019) - (1 019)
Increment in freehold land and buildings due to revaluation 571 265 - 571 265
Total comprehensive result for 2009-10 552 280 370573 922 853
Transfer to retained earnings of increment realised on sale of
freehold land and buildings (82 118) - (82 118)
Realisation of asset revaluation surplus on sale of
freehold land and buildings - 82118 82118
Total transfer between equity components 2009-10 (82 118) 82118 -
Balance at 30 June 2010 6 326 958 2700 891 9027 849
Error correction - (805) (805)
Restated balance at 30 June 2010 6 326 958 2 700 086 9027 044
Net result after income tax equivalent for 2010-11 - 63 821 63 821
Revaluation of property during 2010-11:
Decrement in rental houses due to revaluation:
Transferred to capital works (6 165) - (6 165)
Subject to sales contacts (3727) - (3727)
Increment in freehold land and buildings due to revaluation 766 980 - 766 980
Total comprehensive result for 2010-11 757 088 63 821 820 909
Transfer to retained earnings of increment realised on sale of
freehold land and buildings (93 553) - (93 553)
Realisation of asset revaluation surplus on sale of
freehold land and buildings - 93 553 93 553
Total transfer between equity components 2010-11 (93 553) 93 553 -
Balance at 30 June 2011 6 990 493 2 857 460 9 847 953

All changes in equity are attributable to the SA Government as owner
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Statement of Cash Flows
for the year ended 30 June 2011

Cash flows from operating activities:
Cash outflows:
Staffing costs
Supplies and services
Business service fees
Rental property expenses
Grants and subsidies
Interest paid
Other finance costs
Land tax equivalents paid
Income tax equivalent paid
GST paid to DFC
Purchase of rental property
Other payments
Cash used in operating activities
Cash inflows:
Rent received
Recoveries received
Other receipts
Receipts from Commonwealth
Interest received
Proceeds from sale of rental property
GST receipts from DFC
Cash generated from operating activities
Cash flows from SA Government:
Receipts from SA Government
Cash generated from SA Government
Net cash provided by (used in) operating activities

Cash flows from investing activities:
Cash outflows:
Purchase of property, plant and equipment
Purchase of intangibles
Cash used in (provided by) investing activities
Cash inflows:
Proceeds from interest bearing receivables
Cash generated from investing activities
Net cash provided by (used in) investing activities

Cash flows from financing activities:
Cash outflows:
Repayment of borrowings

Cash used in (provided by) financing activities

Net cash provided by (used in) financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at 1 July
Cash and cash equivalents at 30 June

Note

37

23

2011 2010
Inflows Inflows
(Outflows) (Outflows)
$’000 $’000
(67 695) (61 986)
(28 597) (11 134)
(22 258) (21 661)
(185 539) (180 272)
(99 282) (95 475)
(27 400) (32 257)
(9515) (5575)
(185 042) (163 878)
(21 414) (4 923)
(7 702) (10 210)
(323 004) (317 036)
(7 351) (5212)
(984 799) (909 619)
252 565 233 270
19 766 18 280
10 980 7162
210248 524 281
13 467 8349
193 283 187 385
20 208 16 743
720517 995 470
262 022 223 334
262 022 223 334
(2 260) 309 185
(938) (1 397)
(2431) (2 039)
(3 369) (3 436)

- 34

- 34

(3 369) (3402)
(65 211) (108 466)
(65 211) (108 466)
(65 211) (108 466)
(70 840) 197 317
340 367 143 050
269 527 340 367
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Disaggregated Disclosures - Expenses and Income
for the year ended 30 June 2011

SA Housing Trust

(Activities - refer note 5)

Expenses:
Staffing costs
Supplies and services
Business service fees
Rental property expenses
Depreciation and amortisation
Grants and subsidies
Finance costs
Impairment expenses
Total expenses

Income (excluding capital grants):
Rental income
Interest revenue
Net gain from disposal of assets
Recoveries
Recurrent Commonwealth revenues
Recurrent revenues from SA Government
Other revenue
Total income (excluding capital
grants)
Net cost of providing services before
capital grants

Capital grants:
Capital Commonwealth revenues
Capital revenues from SA Government
Total capital grants
Net result before income tax equivalent
Income tax equivalent
Net result after income tax equivalent

1
2011 2010 2011 2010 2011 2010
$°000 $°000 $°000 $°000 $°000 $°000
50101 48063 7341 7299 1549 1737
23263 20945 4 454 4096 735 1616
16864 16430 2374 2552 466 556
344728 323235 13573 11602 547 461
73654 71691 3851 3925 9723 9325
27286 36160 6547 11349 777 258
36672 36261 - - - 1328
19008 17 384 870 1029 1277 30
591576 570169 39010 41852 15074 15311
230734 222405 11385 11135 6079 6039
13 402 9181 - - - -
41045 37394 645 230 467 (253)
12 066 11 656 2136 1828 97 48
95852 95129 3872 63470 - -
161601 183277 4680 - 8 040 9148
9565 6225 446 664 391 329
564265 565267 23164 77327 15074 15311
(27311)  (4902) (15846) 35475 - -
86772 325599 15846 34565 - -
4360 1250 - - - -
91132 326849 15846 34565 - -
63821 321947 - 70040 - -
- 17 589 - 3825 - -
63821 304358 - 66215 - -
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Disaggregated Disclosures - Expenses and Income
for the year ended 30 June 2011 (continued)

(Activities - refer note 5)

Expenses:
Staffing costs
Supplies and services
Business service fees
Rental property expenses
Depreciation and amortisation
Grants and subsidies
Finance costs
Impairment expenses
Total expenses

Income (excluding capital grants):
Rental income
Interest revenue
Net gain from disposal of assets
Recoveries
Recurrent Commonwealth revenues
Recurrent revenues from SA Government
Other revenue
Total income (excluding capital
grants)
Net cost of providing services before
capital grants

Capital grants:
Capital Commonwealth revenues
Capital revenues from SA Government
Total capital grants
Net result before income tax equivalent
Income tax equivalent
Net result after income tax equivalent

4 Total
2011 2010 2011 2010 2011 2010
$’000 $’000 $’000 $’000 $’000 $’000
4158 4 296 4 454 3224 67 603 64 619
1383 1414 1270 993 31105 29 064
1297 1399 1257 724 22 258 21661
15 11 2 1 358 865 335310
- - - - 87 228 84 941
12131 9108 46 212 33318 92 953 90 193
- - - - 36 672 37 589
2650 2021 - - 23 805 20 464
21 634 18 249 53 195 38 260 720 489 683 841
- - - - 248 198 239 579
- - - - 13 402 9181
- - - - 42 157 37 371
4 355 3322 353 646 19 007 17 500
- - 7906 5518 107 630 164 117
16 605 14 151 44934 32024 235860 238600
674 776 2 72 11078 8 066
21634 18 249 53 195 38 260 677 332 714 414
- - - - (43157) 30573
- - - - 102 618 360 164
- - - - 4 360 1250
- - - - 106 978 361414
- - - - 63 821 391 987
- - - - - 21414
- - - - 63 821 370573
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Disaggregated Disclosures — Assets and Liabilities

as at 30 June 2011
(Activities - refer note 5) 1 2 3
2011 2010 2011 2010 2011 2010
Assets: $’000 $’000 $’000 $’000 $’000 $’000
Cash and cash equivalents 269 523 340 364 4 3 - -
Receivables 12 865 36 901 1937 1465 - 775
Inventories 102 158 85 599 - 23679 - 8 638
Non-current assets classified as held for sale 31272 32 264 - - - -
Property, plant and equipment 8467546 7824 745 502 017 426807 1106765 972196
Intangible assets 5602 5181 147 - - -
Total assets 8888966 8325054 504 105 451954 1106765 981609
Liabilities:
Payables 48 404 64 663 1322 1866 2767 1595
Staff entitlements 16 028 16 611 2348 2523 496 600
Provisions 5302 4690 34 34 123 166
Interest bearing liabilities 559 064 624 518 - - - -
Other liabilities 13 240 11708 - - - -
Total liabilities 642 038 722 190 3704 4423 3386 2361
(Activities - refer note 5) 4 5 Total
2011 2010 2011 2010 2011 2010
Assets: $’000 $’000 $’000 $’000 $’000 $’000
Cash and cash equivalents - - - - 269 527 340 367
Receivables - - - - 14 802 39141
Inventories - - - - 102 158 117 916
Non-current assets classified as held for sale - - - - 31272 32 264
Property, plant and equipment - - - - 10076328 9223748
Intangible assets - - - - 5749 5181
Total assets - - - - 10499836 9758617
Liabilities:
Payables - - - - 52 493 68 124
Staff entitlements 1330 1485 1425 1114 21 627 22 333
Provisions - - - - 5459 4890
Interest bearing liabilities - - - - 559 064 624518
Other liabilities - - - - 13 240 11708
Total liabilities 1330 1485 1425 1114 651883 731573

NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

1. Objectives of the South Australian Housing Trust (the Trust)
1.1 Objectives
The Trust is the State’s principal housing authority. The Trust’s roles and powers are based on the
South Australian Housing Trust Act 1995 (the Act), the South Australian Co-operative and Community
Housing Act 1991 (SACCH Act) and the Housing Improvement Act 1940. The Board of the Trust is
responsible to the Minister for Housing for overseeing the operations of the Trust. This responsibility may be
formalised in a Ministerial Performance Agreement in accordance with section 28 of the Act that defines the
objectives and responsibilities of the Trust.
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1.1  Obijectives (continued)
The primary objective of the Trust includes the provision of affordable housing to households and families on
low to moderate incomes, including affordable home purchase opportunities, homelessness and support
services; and the funding and regulation of community housing. The Board is responsible to the Minister for
overseeing the operations of the Trust with the goals of:
. ensuring the sound administration of the Act and the implementation of the Minister’s housing policies
and plans
. achieving continuing improvements in the provision of secure and affordable public housing
(subsection 16(1)(a))
. providing transparency and value in managing the resources available to the Trust and meeting
Government and community expectations as to probity and accountability (subsection 16(1)(b))
. achieving appropriate social justice objectives and the fulfilment of the Trust’s community service
obligations (subsection 16(1)(c))
. management of the performance agreement with Housing SA of the Department for Families and
Communities (DFC) (subsection 16(2)(b)).
2. Summary of significant accounting policies
2.1  Statement of compliance
The financial statements are general purpose financial statements. The accounts have been prepared in
accordance with:
. TI’s and the APSs promulgated under the provisions of the PFAA
. relevant AASs.
2.2 Basis of preparation

The preparation of the financial statements requires:

. the use of certain accounting estimates and requires management to exercise its judgement in the
process of applying the Trust’s accounting policies. The areas involving a higher degree of judgement
or where assumptions and estimates are significant to the financial statements, are outlined in the
applicable notes

. accounting policies are selected and applied in a manner which ensures that the resulting financial
information satisfies the concepts of relevance and reliability, thereby ensuring that the substance of the
underlying transactions or other events are reported

. compliance with APSs issued pursuant to section 41 of the PFAA. In the interest of public
accountability and transparency the APSs require the following note disclosures, which have been
included in these financial statements:

(@  revenues, expenses, financial assets and liabilities where the counterparty/transaction is with an
entity within the SA Government as at reporting date, classified according to their nature. A
threshold of $100 000 for separate identification of these items applies

(b)  expenses incurred as a result of engaging consultants
(¢)  employee TVSP information

(d) employees whose normal remuneration is equal to or greater than the base executive
remuneration level (within $10 000 bandwidths) and the aggregate of the remuneration paid or
payable or otherwise made available, directly or indirectly by the entity to those employees

(e)  board/committee member and remuneration information, where a board/committee member is
entitled to receive income from membership other than a direct out-of-pocket reimbursement.

The Trust’s Statement of Comprehensive Income, Statement of Financial Position and Statement of Changes
in Equity have been prepared on an accrual basis and are in accordance with the historical cost convention,
except for certain assets that have been revalued.

The Statement of Cash Flows has been prepared on a cash basis.
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2.5

2.6

SA Housing Trust

Basis of preparation (continued)
The financial statements have been prepared based on a 12 month operating cycle and presented in Australian
currency.

The accounting policies set out below have been applied in preparing the financial statements for the year
ended 30 June 2011 and the comparative information presented.

Reporting entity

The Trust’s financial statements include only Trust activities and do not incorporate any administered items.
The Trust’s financial statements include assets, income, expenses and liabilities, controlled or incurred by the
Trust in its own right.

Comparative figures
The presentation and classification of items in the financial statements are consistent with prior periods except
where adjusted to reflect the early adoption of specific revised APSs or AASs.

Where presentation or classification of items in the financial statements have been amended, comparative
figures have been adjusted to conform to changes in presentation or classification in these financial statements.

The restated comparative amounts do not replace the original financial statements for the preceding period.

Rounding
All amounts in the financial statements and accompanying notes have been rounded to the nearest thousand
dollars ($°000).

Income and expenses
Income and expenses are recognised in the Trust’s Statement of Comprehensive Income when and only when
it is probable that the flow of economic benefits to or from the entity will occur and can be reliably measured.

Income and expenses have been classified according to their nature and have not been offset unless required or
permitted by another accounting standard.

The notes accompanying the financial statements disclose income, expenses, financial assets and financial
liabilities where the counterparty/transaction is with an entity within the SA Government as at the reporting
date, classified according to their nature.

Transactions with SA Government entities below the threshold of $100 000 have been included with the
non-government transactions, classified according to their nature.

Expenses

Staffing costs

Staffing costs includes all costs related to employment including wages and salaries and leave entitlements.
These are recognised when incurred.

Superannuation

The amount charged to the Statement of Comprehensive Income represents the contributions made by the
Trust to the superannuation plan in respect of current services of current Trust staff. The DTF centrally
recognises the superannuation liability in the whole-of-government financial statements.

Finance costs
All finance costs, including borrowing costs, are recognised as expenses.

Grants and subsidy expenses
Expenses are generally recognised when paid, which occurs in accordance with relevant funding agreements.

Income

Rent receivable

Rent receivable in respect of each property is recognised as revenue and charged to tenants weekly, in
advance.

The Trust determines a market rent for each property, structured on the basis of regional rental markets. This
represents the potential rental income derivable from the rental stock. The Trust’s rental policy is that no
tenant will be required to pay more than 25 percent of their household income in rent. The difference between
the assessed rent for the property and the market rent is recognised as a rental rebate subsidy provided to
tenants.

1179



SA Housing Trust

2.7

2.8

29

2.10

Revenues from SA Government
Revenues received from SA Government are recognised as revenues when the Trust obtains control over them,
normally upon receipt.

Grants received
Grants received for any purpose have been included as revenue upon receipt.

Disposal of non-current assets

Income from disposal of real property asset sales is recognised by the Trust when settlements are complete,
which is determined to be the point when control of the asset has passed to the buyer (refer note 16 for further
details).

When revalued assets are sold, the revaluation increments are transferred to retained earnings.

Recoveries
Recoveries for costs on-charged to tenants by the Trust are included as income.

Taxation
In accordance with section 25 of the Act, the Trust may be required to pay to the State Government tax
equivalents. Tax equivalent payments are required in respect of income tax and land tax.

The income tax liability is based on applying the Treasurer’s accounting profit method which requires that the
corporate income tax rate be applied to the net operating profit of the Trust. Land tax is calculated in the same
manner as if it were payable under the Land Tax Act 1936 which uses a site valuation of multiple holdings.

Treasury reimburses the cost of tax equivalent payments for land tax and income tax to the Trust resulting in a
nil effect of these payments on the net result.

The trust is liable for the cost of payroll tax, FBT, stamp duty and GST.

With respect to GST, the Trust is part of a GST group of which the nominated representative of the group is
DFC, which is responsible for paying GST on behalf of the Trust and is entitled to claim input tax credits.
Administrative arrangements between DFC and the Trust provide for the reimbursement of the GST
consequence incurred/earned by the Trust. The reimbursement receivable from/payable to the Trust has been
recognised as a payable/receivable in the Statement of Financial Position.

Revenues, expenses and assets are recognised net of the amount of GST except that:

. the amount of GST incurred by the Trust as a purchaser that is not recoverable from the ATO is
recognised as part of the cost of acquisition of an asset or as part of an item of expense

. receivables and payables are stated with the unrecoverable portion of GST amount included.

Cash flows are included in the Statement of Cash Flows on a gross basis and the GST component of cash
flows arising from investing and financing activities, which is recoverable from, or payable to, the ATO is
classified as part of operating cash flows.

Current and non-current items

Assets and liabilities are characterised as either current or non-current in nature. The Trust has a clearly
identifiable operating cycle of 12 months. Therefore assets and liabilities that will be realised as part of the
normal operating cycle will be classified as current assets or current liabilities. All other assets and liabilities
are classified as non-current.

Cash and cash equivalents

Cash and cash equivalents in the Statement of Financial Position includes cash at bank, cash on hand,
including petty cash, cash management funds and deposits at call that are readily converted to cash and are
used in the cash management function on a day-to-day basis and which are subject to insignificant risk of
changes in value.

Cash is measured at nominal value.
Receivables
Receivables include amounts receivable from debtors, GST input tax credits recoverable, prepayments and

other accruals.
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Receivables (continued)
The majority of receivables relate to rent in respect of rental properties. Rents are recognised as revenue and
charged to tenants weekly, in advance.

Trade receivables that arise in the normal course of selling goods and services to other agencies and to the
public are normally settled within 30 days.

Other debtors that arise outside the normal course of selling goods and services to other agencies and to the
public are subject to 30 days settlement terms.

The provision for doubtful debts/impairment loss is based on an actuarial review conducted by the consulting
actuaries Brett & Watson Pty Ltd in May 2009. The actuarial assessment conducted by Brett & Watson Pty
Ltd was based on the requirements of AASB 139. The basic assumptions used in calculating the impairment
loss included a discount rate of 6.5 percent per annum, based on the risk free rate as at 30 June 2011, an
estimated future debt write-off of 6.5 percent perannum and an assumption that 90 percent of first
arrangements will be written off by the end of their twelfth year. The provision covers variations to the net
present value of debts as well as the debts not expected to be recovered. The next actuarial review will be
undertaken in 2012.

Inventories
Inventories include capital work in progress, developed land and vacant land that are expected to be sold in the
ordinary course of business.

(i) Capital work in progress relates to development projects containing both land and building components
that are expected to be sold on completion and is carried at cost. The amount of any inventory
write-down to net realisable value is recognised as an expense in the period the write-down occurred.
Any write-down reversals are recognised as an expense reduction.

(i)  Developed land relates to land that has been developed and may be sold in its current condition or
transferred to capital work in progress as part of a development project. It is carried at cost.

(i) Vacant land consists of land that is expected to be sold and is valued using the Valuer-General’s values
for rating purposes as at 1 July 2010.

Non-current assets held for sale

Non-current assets classified as held for sale relate to rental properties and administrative properties that are no
longer required for public rental or occupation and are expected to be sold within the next 12 months. These
assets are measured at the lower of their carrying amount and fair value less costs to sell and are not
depreciated.

Property, plant and equipment

(1) Acquisition and recognition
Assets acquired at no value, or minimal value, are recorded at their fair value in the Statement of
Financial Position unless they are acquired as part of a restructuring of administrative arrangement, in
which case they are recorded at the value recorded by the transferor prior to transfer.

All other assets are initially brought to account as follows:

Rental properties, administrative properties, vacant land and plant and equipment

These assets are initially recorded at cost or at the value of any liabilities assumed, plus any incidental
cost involved with the acquisition and are depreciated as outlined below. The Trust capitalises assets
with a value of $5000 or greater.

Subsequent costs are included in the asset’s carrying amount, as appropriate, including capitalised
maintenance costs on rental properties.

Assets under arrangement

Assets under arrangement are tenantable properties which have had their legal title transferred to a
community housing organisation (CHO) in return for which the CHO has issued a debenture at fair
value. Recognition is based on the Trust’s ability to control the future service potential of the asset and
that these are probable and can be reliably measured. Control of a debentured property resides with the
Trust through the SACCH Act and funding agreements which prescribe how the community houses are
to be used and managed on behalf of government, the eligible tenants that are entitled to use them and
the rent that can be charged by the CHO.
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(i)

(iii)

Assets under arrangement (continued)

The SACCH Act provides for members of housing co-operatives and tenants of associations to acquire
equity in the properties they occupy, by the co-operative or association issuing equity shares to
members. The equity shares reflect a proportional interest in the value of a specific co-operative

property.
Assets under arrangement are initially recognised at market value.

Anangu Pitjantjatjara Yankunytjatjara (APY) Lands leased properties

The Minister for Housing has entered into a 50 year lease arrangement with the APY Board to lease
parcels of APY land to allow the construction of new houses and the upgrade of existing houses in
remote areas utilising national partnership agreement funding. The Trust, as agent for the Minister, will
oversee all capital work on the properties and overall management of the agreement. Under the terms
of the ground lease, ownership of the new dwellings will pass to the APY Board at the end of the lease
term.

In accordance with AASB 117, the lease has been initially recognised as asset and liability at the
present value of the minimum lease payments and then the land component was subsequently revalued
to market value. The constructed assets are being recorded as capital work in progress and once
complete will be recognised as APY Lands leased properties.

Capital work in progress
Capital work in progress reflects assets under construction that will either be sold or utilised in the
Trust’s operation.

The carrying amount for capital work in progress includes all construction costs, charges for
administrative expenses and a revaluation increment or decrement where the property has previously
been revalued but excludes any borrowing costs and feasibility or pre-construction costs.

Valuation

Rental properties, administrative properties, vacant land and assets under arrangement

In compliance with AASB 116, all land and buildings are subsequently measured at fair value less
accumulated depreciation.

The Trust revalues all land and buildings annually using the Valuer-General’s values for rating
purposes, issued as at 1 July 2010 reflecting ‘the capital amount that an unencumbered estate of fee
simple in the land might reasonably be expected to realise upon sale’ in accordance with the Valuation
of Land Act 1971 and is determined in line with the property market evidence at that time. This value is
deemed to be fair value for financial reporting purposes.

Revaluation occurred at 31 October 2010, using the 1 July 2010 values, for all land and buildings
acquired or completed before 1 July 2010.

Capital work in progress
The carrying value of a constructed asset is compared to its market value upon capitalisation and an
adjustment is effected to ensure that the carrying amount does not exceed fair value.

Plant and equipment
Plant and equipment is brought to account at historical cost.

Depreciation

Property, plant and equipment assets have a limited useful life and are systematically depreciated over
their useful lives in a manner that reflects the consumption of their service potential ranging from
three to 50 years. The useful lives of all major assets held by the Trust are reassessed on an annual
basis.

The value of leasehold improvements is amortised over the estimated useful life of each improvement,
or the unexpired period of the relevant lease, whichever is shorter.

Land, vacant land improvements and capital work in progress are not depreciated.

Depreciation of property, plant and equipment is determined as follows:
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(iii)  Depreciation (continued)

Class of asset Depreciation method Useful life (years)
Rental properties (dwellings)* Straight-line 50
Administrative properties Straight-line 10-30
Plant and equipment Straight-line 3-10

*  An estimated useful life of 50 years is assumed for rental dwellings and depreciation expense is
calculated at a rate of 2 percent per annum on the opening revalued amount for each property.
This is consistent with the national accounting policy framework for State housing entities and
promotes consistency and comparability between these entities.

Intangibles

The acquisition or internal development of software is capitalised when the expenditure meets the definition
and recognition criteria of an asset as outlined in AASB 138 and when the amount of expenditure is greater
than or equal to $5000. Amortisation is calculated on a straight-line basis over three years from the date that
the asset is ready for use.

Internal development of software is capitalised when the expenditure meets the definition and recognition
criteria of an asset as outlined in AASB 138.

All research and development projects that do not meet the capitalisation criteria outlined in AASB 138 are
expensed. A review of internally generated computer systems this financial year has identified expenditure
that does not meet the criteria in AASB 138, therefore has resulted in the recognition of prior period
adjustments in the Statement of Changes in Equity and a corresponding decrease in intangibles of $838 000.

Impairment

Receivables were tested for indications of impairment by way of an actuarial review at 30 June as detailed in
note 2.10. The impairment loss has been offset against receivables and has been recognised in the Statement of
Comprehensive Income under impairment expenses.

All other non-current tangible and intangible assets are tested for indication of impairment at each reporting
date. Where there is an indication of impairment, the recoverable amount is estimated. If the amount by which
the assets carrying amount exceeds the recoverable amount is material it is recorded as an impairment loss.

For revalued assets an impairment loss is offset against the asset revaluation surplus.

Payables
Payables include creditors, accrued expenses and staff entitlement on-costs.

Creditors represent the amounts owing for goods and services received prior to the end of the reporting period
that are unpaid at the end of the reporting period. Creditors include all unpaid invoices received relating to the
normal operations of the Trust.

Accrued expenses represent goods and services provided by other parties during the period that are unpaid at
the end of the reporting period and where an invoice has not been received.

All amounts are measured at their nominal amount, are unsecured and are normally settled within 30 days
from the date of the invoice or date the invoice is first received.

Staff entitlement on-costs include payroll tax and superannuation contributions in respect to outstanding leave
liabilities for salaries and wages, long service leave and annual leave.

Staff entitlements

Under section 17 of the Act the Trust utilises staff of DFC for the provision of services. The delivery of
housing services is undertaken by DFC, Housing SA under a service level agreement whereby the Trust
delivers its services through DFC.

Benefits accrue for staff as a result of services provided up to the reporting date that remain unpaid. Long-term
staff benefits are measured at present value and short-term staff benefits are measured at nominal amounts.
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2.18

2.19

2.20

Wages, salaries, annual leave and sick leave
Liability for salaries and wages are measured as the amount unpaid at the reporting date at remuneration rates
current at reporting date.

The annual leave liability is expected to be payable within 12 months and is measured at the undiscounted
amount it is anticipated will be paid.

No provision has been made for sick leave as sick leave is non-vesting and the anticipated average sick leave
to be taken in future years by staff is estimated to be less than the annual entitlement for sick leave.

Long service leave

The liability for long service leave is recognised after a staff member has completed five years of service
(5.5 years). An actuarial assessment of long service leave undertaken by the DTF based on a significant
sample of employees throughout the South Australian public sector determined that the liability measured
using the shorthand method was not materially different from the liability measured using the present value of
expected future payments. This calculation is consistent with the Trust’s experience of staff retention and leave
taken.

Staff entitlement on-costs
Staff entitlement on-costs of payroll tax and superannuation are recognised separately under payables.

Provisions

Insurance

The Trust has arranged through SAICORP, a division of SAFA, to insure all major risks of the Trust. The
excess payable under this arrangement varies depending on each class of insurance held. The amount of
insurance expense recognised is the premium paid to SAICORP and any losses met by the Trust as deductibles
under the cover.

The Trust undertakes annual reviews of insurance risks and provides for losses or other charges that are not
covered by the Treasurer’s indemnity with respect to each category of potential loss or claim reflected below.

The provision for public risk and professional indemnity includes estimates for future claim payments for
reported claims with an allowance for claims incurred but not reported at balance date. This provision is
internally calculated.

For all classes of insurance, claims liabilities are measured as the present values of the expected future
payments.

Workers compensation
The DFC is an exempt employer under the WRCA.

The workers compensation liability recognised for the staff who provide services to the Trust is based on an
apportionment of an actuarial assessment of the whole-of-government workers compensation liability
conducted by Taylor Fry Consulting Actuaries based on 30 June 2011 data.

Borrowings
Borrowings are recorded initially at fair value, net of transaction costs.

Subsequent to initial recognition, borrowings are measured at amortised cost with any difference between the
initial recognised amount and the redemption value being recognised in profit and loss over the period of the
borrowings using the effective interest rate method.

Leases

Operating leases

Leases where the lessor effectively retains substantially all the risks and benefits incidental to ownership of the
leased items are classified as operating leases. Operating lease payments are charged to the Statement of
Comprehensive Income on a straight-line basis, which is representative of the pattern of benefits derived from
the leased assets.
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Finance leases

Leases where the Trust as lessee assumes substantially all the risks and benefits associated with ownership of
the assets are classified as finance leases. Finance leases are recognised in accordance with AASB 117 as
assets and liabilities in the statement of financial position at the lower of fair value or the present value of the
minimum lease payments as determined at the inception of the lease.

2.21 Unearned revenue
Unearned revenue includes lump sums received for leases assigned on Trust properties which are
progressively brought to account as income on a straight-line basis over the term of their respective
agreements.

2.22 Unrecognised contractual commitments and contingent assets and liabilities
Commitments include those operating, capital and outsourcing commitments arising from contractual or
statutory sources and are disclosed at their nominal value.

Contingent assets and contingent liabilities are not recognised in the Statement of Financial Position, but are
disclosed by way of a note and, if quantifiable, are measured at nominal value.

Unrecognised contractual commitments and contingencies are disclosed net of the amount of GST recoverable
from, or payable to DFC. If GST is not payable to, or recoverable from DFC, the commitments and
contingencies are disclosed on a gross basis.

Financial risk management

The Trust has certainty with respect to the interest expense arising from the fixed rate concessional loans from the
Treasurer, which comprises its debt. Note 31 details the interest rates applicable to interest bearing liabilities and
note 23 details the interest rates applicable to the cash held in the bank accounts.

While the Trust has significant non-interest bearing and interest bearing assets and liabilities, such as cash on hand
and on call, receivables and payables and borrowings from the SA Government its exposure to market risk and cash
flow interest risk is minimal.

The Trust is exposed to credit risk associated with the amounts due to it from tenants for rent and other charges.
Credit risk is ameliorated by the fact that amounts due from individual tenants are relatively small. The Trust
manages credit risk associated with its tenants by establishment of a credit policy which is communicated to Trust
staff and tenants. The performance of individual tenants and of components of the total population of tenants are
monitored and reported upon to Trust management and the Board.

The entity has calculated net fair value for concessional loans using estimated equivalent cost of borrowing at current
yields for matching terms.

The fair value of the Trust’s other financial assets and liabilities which are subject to normal trade credit terms, is
considered to be book value.

In relation to liquidity/funding risk, the continued existence of the Trust in its present form, and with its present
programs, is dependent on Government policy for the Trust’s administration and outputs.

Changes in accounting policies

In accordance with the revised APF Il, the Trust has changed its accounting policy in relation to employee
remuneration and now discloses all employees who have received remuneration equal to or greater than the base
executive remuneration rather than all employees who receive remuneration equal to or greater than $100 000. The
impact of this change in accounting policy is the number of employees disclosed has reduced by 64 (36).

Except for the amending standard AASB 2009-12, which the Trust has early-adopted, the AASs and interpretations
that have been recently issued or amended but are not yet effective, have not been adopted by the Trust for the
reporting period ending 30 June 2011. The Trust has assessed the impact of the