Attachment E

SUPPLEMENTARY EXPENSE AND CAPITAL TABLES AND THE
CONTINGENCY RESERVE

Expenses

Table 21 shows estimates of Australian Government general government expenses by
function and sub-function for 2007-08 and the forward years.

Box 2: Revised accounting treatment of education grants

The accounting treatment of education grants primarily to State and Territory
governments has been changed in this MYEFO relative to the treatment applied at
the 2007-08 Budget. This accounting change means that in accrual terms the expense
is recorded to have occurred at a later time.

This is purely a change in accounting treatment. There is no effect on actual
education payments.

The accounting change is a one-off adjustment which is required to meet the
requirements of the Australian Bureau of Statistics (ABS). It also follows a recent
view of the Australian National Audit Office (ANAO) to require a revised treatment
under Australian Accounting Standards, compared to that adopted in previous
years.

The accounting change relates to the time at which education grants are recognised
as accrual expenses.

Previously, these expenses were recognised when a Ministerial determination was
signed setting out the payments to be made by the Commonwealth to the States in
the following year. However, the ANAO has recently advised that it considers that
the grants should now be recognised when payments are due to be made to the
States, usually each month. This is also consistent with the requirements of the GFS
system applied by the ABS.

Because education grants grow each year, the Ministerial determination for the
forthcoming year is always higher than the payments in the current year. This
explains why delaying the time at which expenses are recognised in accounting
terms (that is, until the payments are actually made) can have a negative impact on
reported education expenses, even though there is no change in the amounts
actually paid.
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Box 2: Revised accounting treatment of education grants (continued)

The following table shows that, relative to the estimates published at the
2007-08 Budget, total education expenses measured on a consistent basis have
increased across the forward estimates period reflecting the net result of policy
decisions and parameter changes since the budget.

Table A: The impact of accounting change on estimated education expenses

2007-08 2008-09 2009-10 2010-11
$m $m $m $m
Education expenses at
2007-08 Budget 17,752 18,491 19,209 20,228
Impact of revised treatment -554 -415 -443 -474
Revised education expenses at
2007-08 Budget 17,198 18,076 18,766 19,754
Variations since the
2007-08 Budget 188 204 176 60
Education expenses at
2007-08 MYEFO 17,386 18,280 18,942 19,814

An improvement in net worth results from the removal of the existing accrued
liability for education grants because of the change in the timing for recognising
accrual expenses. At 2007-08 Budget, the accrued liability was estimated to be
$8.3 billion, which represented payments expected to be made in the 2008 calendar
year.

The effect of this change improves fiscal balance in 2007-08 by approximately
$550 million, with no impact on underlying cash.
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Contingency reserve

The contingency reserve (other purposes function) is an allowance, included in
aggregate expenses figuring, to reflect anticipated events that cannot be assigned to
individual programmes in the preparation of the Australian Government budget
estimates. The reserve is an estimating device used to ensure that the budget estimates
are based on the best information available at the time of the MYEFO. It is not a
general policy reserve.

While the reserve ensures that aggregate estimates are as close as possible to expected
outcomes, it is not appropriated. Allowances that are included in the reserve can only
be drawn upon once they have been appropriated by Parliament. These allowances are
removed from the reserve and allocated to specific agencies for appropriation and for
outcome reporting closer to the time when they eventuate.

The contingency reserve makes allowance in 2007-08 and the forward years for
anticipated events, including the following;:

» an allowance for the tendency for estimates of expenses for existing Government
policy to be revised upwards in the forward years;

» an allowance for the tendency for the estimates of expenses for some specific
agencies or functions to be overstated in the budget year;

» commercial-in-confidence and national security-in-confidence items that cannot be
disclosed separately and programmes that are yet to be renegotiated with the States
and Territories;

* decisions made too late for inclusion against individual agency estimates;

* the effect on the budget and forward estimates of economic parameter revisions
received late in the process and hence not able to be allocated to individual agencies

or functions; and

* provision for events and pressures that are reasonably expected to affect the budget
estimates.

The contingency reserve may also include any expenses associated with the
Government’s major asset sales and associated administration costs.
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