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This is the third volume of the New South Wales Treasury’s Annual
Report for 2003-04.

This volume includes details of the agencies and the funds administered by
New South Wales Treasury for the Crown Entity:

» Consolidated financial statements for the Crown Entity.

» Financial Statements of the Crown Entity's controlled activities,
comprising the accounts of:

Insurance Ministerial Corporation
- Liability Management Ministerial Corporation
- Electricity Tariff Equalisation Ministerial Corporation
- Crown Property Portfolio
- Crown Lands Homesites Program

- Land Development Working Account

Included in separate volumes are the annual reports for the Office of
Financial Management (OFM) and the Office of State Revenue (OSR).

Crown Entity Charter

The purpose of the Crown Entity is to manage and report on service-wide
assets, liabilities and transactions that are the overall responsibility of the
government rather than being the responsibility of individual departments
and statutory bodies.

This ensures that financial statements of individual agencies only cover
those matters over which they have direct control.

Our Contact Details &
Administration

The Crown Asset and Liability Management Branch in the Resources and
Crown Directorate of NSW Treasury is responsible for the administration
of the Crown Entity.

The Crown Asset and Liability Management Branch is located on:
level 24, Governor Macquarie Tower
1 Farrer Place, Sydney.

Inquiries may be directed to:

The Director,

Crown Asset and Liability Management
Telephone: (02) 9228 4396.
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The year in review

Key Financial Indicators

Statement of
Financial Performance ($m)

2003-04 2002-03
Total Revenues 35,016 33,732
Total Expenses 34,279 35,390
Surplus/(Deficit) 757 (1,658)
Significant Items 0 2,196
Surplus/(Deficit)
excluding 757 538

significant Items

Statement of Financial Position ($m)

2003-04 2002-03
Liabilities:
Unfunded
Superannuation* 12,355+ 12,777
Insurance 4,606 4,262
Borrowings 11,854 12,102
Assets:
Investments 7,473 6,082

* Includes the balance held in the
General Government Liability
Management Fund

Highlights 2003-04

Insurance Management

» New South Wales Treasury
chairs the Heads of Treasuries
Insurance Issues Working
Group (IIWG). The IWG has
developed practical measures
in response to the public
liability insurance crisis.
These measures were
considered at a series of
meetings attended by
Commonwealth, State and
Territory Ministers and all
jurisdictions are now
implementing a wide-ranging
package of reforms.

» HIH motor accident and
building warranty claims
totalling over $88 million were
paid during the financial year.

» The HIH liability, assumed by
the NSW Government, has
been reduced from $600
million to $270 million, after
taking into account an
actuarial revaluation.
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Treasury Managed Funds
(TMF) Tender

Development of a new contract
management structure during
2003-04 for the TMF, to be
introduced from 1 July 2005,
provides an opportunity to:

» Improve scheme
performance to minimise
overall claims costs and
budget impacts;

» Generate management cost
savings and efficiency gains
and introduce service and
process innovation;

» Reduce the systemic risk
associated with the exposure
to just one provider; and

» Effectively manage contract
risk, as competition and
repeated tendering instil
performance discipline and
enable monitoring by
facilitating comparisons
between providers.

Superannuation
Management

Unfunded superannuation
liabilities were reduced following
improved portfolio investment
returns, particularly from the
equity markets

Debt Management

Borrowings were reduced as a
result of the 2003-04 general
government sector cash budget
surplus.



The year in review

The Government’s public
liability legislative reform
package has slowed the
growth in the cost of
future public liability
claims and increased the
availability of insurance
coverage to the general
community and
professions.

New South Wales chairs
the Heads of Treasuries
Insurance Issues Working
Group that developed
wide-ranging public
liability and other
insurance reforms.

The forthcoming Treasury
Managed Fund tender will
increase competition
between claim providers
by establishing a multi
provider model.

Liability Management

Public Liability and Other
Insurance Issues

Key issues considered by meetings of
Commonwealth, State and Territory
Insurance Ministers were:

Long Term Care for the
Catastrophically Injured

PriceWaterhouseCoopers presented to
Ministers a report detailing a range of
options for possible implementation
of a long-term care scheme. The
report covered the issues of scheme
framework and governance, insurance
framework, coverage and eligibility,
and a service delivery model.

Further work is necessary to explore
potential costs, benefits and
efficiencies that could arise from the
establishment of a nationally
consistent framework in respect of all
catastrophic injury. It was noted that
a long-term care scheme would have
significant implications for existing
health, social welfare and disability
arrangements and funding. Ministers
will receive the final report at their
next meeting in February 2005.

Medical Indemnity Issues

Ministers agreed to examine the
operation of medical assessment
panels, including existing
arrangements, as a potential means of
reducing claims costs and assisting
consumers in producing better
outcomes. Such panels would not
consider issues of causation but
operate to determine the extent of the
injury and streamline compensation
cases.

Professional Standards
Legislation

All jurisdictions confirmed
unanimous support for professional
standards legislation reforms. It was
agreed that any legislation or schemes
being developed should be flexible
enough to meet the concerns of large
purchasers of professional services.

Industry Response to Insurance
Reforms

A representative of NSW Treasury
formed part of a Commonwealth-
State delegation that met key
insurance industry personnel in
London during February 2004. The
extensive tort law reforms that have
been undertaken by all Australian
jurisdictions were discussed in detail.
The insurance industry responded
positively to the Australian reforms.
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The year in review

HIH Liabilities

To maintain the community’s
confidence in the insurance industry,
the Government assumed liability for
the outstanding compulsory third
party claims under policies in force
with HIH prior to 31 December 2000,
and for claims under the home
warranty insurance scheme in respect
of HIH policies entered into prior to
15 March 2001.

The claim liability assumed by the
NSW Government was over $600
million. That has been reduced to
$270 million, after actuarial
revaluation, as at 30 June 2004.

Over $88 million of claim payments
were made to ex - HIH policy holders
during the year.

The New South Wales and Victoria
Governments have co-operated to
provide reinsurance arrangements to
support the Builders Warranty
Insurance market.

Through this initiative, and as a result
of reforms following the Grellman
Inquiry into home warranty
insurance, Insurance Australia Group
has entered the Builders Warranty
Insurance market.
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Treasury Managed Fund
(TMF) Tender

The TMF was established on 1 July
1989 as a self-insurance scheme to
manage general government sector
risks. TMF cover includes workers’
compensation, property, public
liability, comprehensive motor
vehicle, and other insurable risk,
except compulsory third party motor
vehicle cover.

GIO Australia has managed the TMF
since it inception. When the TMF
was established, GIO was owned by
the NSW Government. At the time
of the GIO privatisation, GIO was
given a five year contract for the
management of the TMF. GIO has
won this business at two competitive
tenders. The current five year
contract expires on 30 June 2005.
NSW Treasury is using this
opportunity to move toward open
competition in providing self
insurance services by unbundling the
current activities incorporated under
the single contract model, and moving
towards a multi-provider model.

During 2003-04 Treasury was
involved in the preparation of the
tender documentation after extensive
consultation with key stakeholders
including TMF member agencies,
potential tenderers and the
Department of Commerce.

The tender was issued on 4 October

2004. There are five single provider

contracts, including:

» Three contracts for workers’
compensation claims

» One contract for health liability
claims

» One contract for other claims
categories

NSW Treasury has established
procedures to ensure accountability,
openness and avoid conflicts of
interest, including appointing a
steering committee of representatives
from Treasury and other government
agencies.
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Superannuation
Management

Chart 1: Projected General Government Pooled Fund Scheme
Superannuation Gross Liabilities, Assets and Net Liabilities

2010 2015 2020 2025 2030

—a— Assets Unfunded Liabilities

As shown in Chart 1, current
estimates predict that defined benefit
schemes’ superannuation liabilities
will be fully funded by 2030. The
estimated long-term earnings rate that
the Crown assumes in valuing Pooled
Fund liabilities is 7.3%. Considering
the historical returns of the Australian
equity market represented in Chart 2,
this rate is considered realistic.
However, Australia is scheduled to
adopt International Accounting
Standards (1AS) for reporting periods
beginning on or after 1 January 2005

One of the major changes affecting
NSW superannuation liabilities will
be the adoption of AASB 119
"Employee Benefits”.

Chart 2: 103 Year History of the Australian Equity Market (a)

4
4
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(a) Data for Australian equities obtained from the ABN-AMRO Global Investment Returns
Yearbook 2004 compiled by Elroy Dimson, Paul Marsh and Mike Staunton from the

London Business School.

AASB 119 requires for financial
reporting purposes that the discount
rate for valuing superannuation
liabilities be equal to a high quality
net corporate bond rate, or if there is
not a sufficiently deep market for
corporate bonds, a net government
bond rate. The bond rate adopted
should be reduced for estimated tax
payable. The Pooled Fund Scheme’s
actuary, Mercer Human Resources,
has advised that the scheme’s discount
rate will be based on the net
government bond rate.

Adopting AASB 119 will have the
effect of substantially increasing
estimated unfunded liabilities for
accrual financial reporting purposes.
Treasury strongly disagrees with this
basis for valuing liabilities because:

» It will break the nexus between
the method of calculating
superannuation liabilities for
financial accrual reporting and
funding purposes.

» It does not reflect the most likely
earnings capability of the Pooled
Fund asset portfolio. The
standard assumes that investment
returns are equal to the net
government bond rate whereas
the Pooled Fund’s actual growth
asset allocation in shares and
property is approximately 75%

» The AASB119 tax payable
assumption is not correct for State
Super due to the impact of
Australian share dividend
franking credits and other
available deductions. For funding
purposes a zero tax rate is
expected.

In future Financial Statements, the
calculation and disclosure of
unfunded superannuation liabilities
will be calculated on two bases. The
first basis will be for balance sheet
recognition purposes and will
generally accord with AASB 119
requirements regarding the assumed
discount rate. The second calculation
on a funding basis will be used for
note disclosure and Crown funding
plan purposes.
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The year in review

Debt Management

General government sector
borrowings are mainly represented by
the debt portfolios of the Crown
Entity and the Roads and Traffic
Authority. These portfolios are
managed by NSW Treasury
Corporation (TCorp).

Debt management has the twin

objectives of:

» a) minimising the market value of
debt subject to specified risk
constraints over the long term, and

» b) minimising the cost of debt.

TCorp uses an active management
style with the aim of adding value
relative to a benchmark portfolio.
This involves positioning the
portfolios according to TCorp’s view
of future interest rates.

Memoranda of understandings
between Treasury, the Roads and
Traffic Authority and TCorp
constrain the management of the
portfolios. These include a
requirement to adhere to finance
expense budget allocations which are
agreed at the beginning of each
financial year.

Risk Management Review

The Public Authorities (Financial
Arrangements) Act 1987 (“PAFA
Act”) regulates the power of
authorities to enter into various
financial arrangements including
investments, borrowings, derivatives,
joint financing arrangements, joint
ventures, and government guarantees.
The Crown Asset and Liability
Management Branch (CALM)
administers the PAFA Act, and co-
ordinates the PAFA Act Risk
Management Reviews.

Trowbridge Deloitte was awarded the
tender in October 2003 to undertake
the reviews. During 2003-04 a review
of randomly selected NSW
Government agencies’ risk
management activities as they relate
to powers granted under the PAFA
Act was undertaken.

The reviews focused on determining
the robustness of the agencies’ risk
management framework. Surveys
were distributed by CALM to the
selected agencies to examine the
adequacy of agencies’ staff, computer
systems, internal reporting
procedures and other arrangements.

Members of the PAFA Risk Committee (from left seated):
Andrew Waddington, Paul Travers, Susan Timmins and Stephen Cheesewright.
Back row (from left standing): May Tai and Glenn Grainger.
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The year in review

» The Treasury Managed

Fund is fully funded
with net assets of $505
million as at 30 June
2004.

Liability Management
Ministerial

Corporation funds have
grown to $2,885
million as at 30 June
2004.

Combined investment
return for LMMC and
State Super was 12.75%.

Asset Management

Insurance Funding —
Treasury Managed Fund

(TMF)

The Treasury Managed Fund’s total
assets exceeded the fund’s total gross
liabilities by $505 million as at 30 June
2004, compared with net assets of
$296 million as at 30 June 2003.

This significant improvement in the
TMF’s financial position was achieved
by better than anticipated investment
returns. The TMF’s investment
return was 9.7% in 2003-04.

The general government sector’s self-
insurance scheme is expected to
remain fully funded in the future
provided that normal equity returns
are achieved.

The Fund’s assets are allocated to 60%
bonds, 40% shares.

A prudential margin of $139 million
has been added to the TMF central
estimate of the outstanding public
liability claims in 2004.

This change was introduced to
recognise the expected volatility of
future liability payments, and follows
the practice adopted for workers’
compensation claims which applies a
similar margin.

Liability Management
Ministerial Corporation
(LMMC)

The accumulation of financial assets in
the LMMC will help to minimise the
cost of servicing superannuation by
providing flexibility in the timing of
superannuation contributions to the
public sector defined benefit schemes.

Legislation establishing the Liability
Management Fund provides that the
balance in the Fund can only be used to
meet superannuation liabilities. In the
case where unfunded superannuation
liabilities are extinguished, the balance
can be applied to debt reduction.

The Management Committee of the
Fund consists of:
» the Secretary of NSW Treasury,

» another officer of Treasury,

» the Chairperson of the SAS
Trustee Corporation (trustee of
the defined benefit
superannuation schemes),

» the Chief Executive of NSW
Treasury Corporation, and

» at least one other member
appointed by the Treasurer.

The Committee’s role is to advise the

Secretary in relation to the

management of the Fund including:

» investment strategy;

» appointment of custodians,
consultants and investment
managers; and

» monitoring and reviewing the
performance of assets, investments
and service providers.

At 30 June 2004 the balance of the
Fund was $2,885 million, including
contributions of $1,124 million from
the Crown Entity and investment
income of $112 million. The Fund’s
investment return for the year was
4.92% and with the STC defined
benefit schemes earned a combined
return of 12.75%.
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The year in review

Treasury members of the TMF Project team, (from left), John Angelakis, Kerry Slater and Peter English.

Crown Entity Programs

Program

Debt Servicing
Costs

Refunds and
Remissions of
Crown Revenue

Other Asset and
Liability
Management
Activities

Natural Disasters
Relief

Objectives

To meet Crown debt servicing and
related costs on loans, advances made
to the State by the Commonwealth, and
on NSW Treasury Corporation loans.
Payment of interest to Treasury Banking
System member agencies

To provide petrol and alcohol subsidy
payments and tax refunds where
appropriate.

To provide funding for assumed Crown
superannuation costs and past service
accrued liabilities. To provide
asset/liability management services for
cash, superannuation, insurance and
other liabilities.

To alleviate hardship suffered by
individuals as a result of bushfires,
floods, drought and other natural
disasters. To restore community assets
damaged by natural disasters.
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Description

Debt administration, management of the
Crown portfolio and cash management of the
Treasury Banking System in conjunction with
the NSW Treasury Corporation.

Recoupment from various bodies of their
portion of debt servicing costs.

Payment of petrol and alcohol subsidies, and
remissions and refunds, under certain
circumstances, in regard to State taxation
and other Crown revenues.

Periodic payments towards costs of accrued
defined benefit employer superannuation
liabilities and Crown employer
superannuation guarantee charge
contributions. Compensation payments for
risks not covered under insurance
arrangements, working capital advances,
interest subsidies and State Bank loan
indemnity claims.

Provision of funds to various departments
and authorities (including local government)
involved in administering joint
Commonwealth/State schemes.
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Additional Crown Entity
Undertakings

Consolidated Fund

Activities are principally the
collection of State taxation,
Commonwealth grants and financial
distributions from public trading and
financial enterprise sector agencies on
behalf of the New South Wales
Government.

Payments mainly comprise recurrent
and capital appropriation payments to
general government budget dependent
agencies.

Insurance Ministerial
Corporation

The Insurance Ministerial Corporation
(IMC) administers the insurance
liabilities and financial assists of the
Treasury Managed Fund (TMF), the
Government Workers” Compensation
Account and the Transport Accidents
Compensation Fund.

The TMF is a self-insurance scheme
owned and underwritten by the
Government. It provides a full range of
covers and services for its members.
Fund members include all general
government budget dependent agencies,
all public hospitals and a number of
other government authorities.

Liability Management
Ministerial Corporation

The Liability Management Ministerial
Corporation was established to
manage the General Government
Liability Management Fund. Crown
employer contributions are
accumulated in the Fund and invested
pending the payment of funds to the
Superannuation Trustee Corporation.

Electricity Tariff
Equalisation Ministerial
Corporation

The Fund manages purchase cost risk
for electricity retail suppliers of small
retail customers in New South Wales.

Crown Lands Homesites
Program

The program administers the
development and sale of residential
Crown Lands homesites in urban
areas.

Land Development
Working Account

The account administers the
development of Crown land for
residential purposes in country New
South Wales and for commercial
purposes on a Statewide basis.

Crown Property Portfolio
Activities relate to management of a
portfolio of Crown rental and other
real estate assets of the State where
ownership or control has not been
passed to individual agencies. This
includes the fit out/refurbishment of
Crown owned buildings under the
Government's CBD Asset Strategy.
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Financial Statements for the year ended 30 June 2004

Consolidated Crown Entity

New South Wales

TREASURY
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GPO BOX 12
SYDNEY NSW 2001

INDEPENDENT AUDIT REPORT
CROWN ENTITY
To Members of the New South Wales Parliament
Qualified Audit Opinion

In my opinion, except for the effects on the financial report of the matter referred to in the qualification
paragraph below, the financial report of the Crown Entity:

(@) presents fairly the Crown Entity's financial position as at 30 June 2004 and its financial
performance and cash flows for the year ended on that date, in accordance with applicable
Accounting Standards and other mandatory professional reporting requirements in Australia, and

(b)  complies with section 45E and 45EA of the Public Finance and Audit Act 1983 (the Act).
My opinion should be read in conjunction with the rest of this report.
Qualification

As disclosed in Note 1 Statement of Significant Accounting Policies, the Crown Entity does not
recognise Crown land that is dedicated or reserved (the Reserves) under the Crown Lands Act 1989. In
my opinion, the fair value of the Reserves is required to be recognised by Australian Accounting
Standard AAS 29 "Financial Reporting by Government Departments” because the State has the
capacity to benefit from their use and can regulate the access of others to that benefit.

The Secretary's Role

The financial report is the responsibility of the Secretary of NSW Treasury. It consists of the statement
of financial performance, the statement of financial position, the statement of cash flows and the
accompanying notes.

The Auditor's Role and the Audit Scope

As required by the Act, | carried out an independent audit to enable me to express an opinion on the
financial report. My audit provides reasonable assurance to members of the New South Wales
Parliament that the financial report is free of material misstatement.

My audit accorded with Australian Auditing and Assurance Standards and statutory requirements, and I:

= evaluated the accounting policies and significant accounting estimates used by the Secretary in
preparing the financial report, and

= examined a sample of the evidence that supports the amounts and other disclosures in the
financial report.
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An audit does not guarantee that every amount and disclosure in the financial report is error free.
The terms 'reasonable assurance' and 'material' recognise that an audit does not examine all
evidence and transactions. However, the audit procedures used should identify errors or
omissions significant enough to adversely affect decisions made by users of the financial report
or indicate that the Secretary had not fulfilled his reporting obligations.

My opinion does not provide assurance:

" about the future viability of the Crown Entity,
. that the Crown Entity has carried out its activities effectively, efficiently and economically, or
" about the effectiveness of its internal controls.

Audit Independence

The Audit Office complies with all applicable independence requirements of Australian
professional ethical pronouncements. The Act further promotes independence by:

" providing that only Parliament, and not the executive government, can remove an Auditor-
General, and

" mandating the Auditor-General as auditor of public sector agencies but precluding the provision
of non-audit services, thus ensuring the Auditor-General and the Audit Office are not
compromised in their role by the possibility of losing clients or income.

/aw,c/,c%z@c,

A T Whitfield
Deputy Auditor-General

SYDNEY
28 October 2004
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New South Wales

TREASURY

STATEMENT OF DEPARTMENT HEAD

Pursuant to Section 45F of the Public Finance and Audit Act 1983, | state that:

€)) The accompanying financial statements for the year ended 30 June 2004 have been
prepared in accordance with the relevant provisions of the Public Finance and Audit
Act 1983, the Public Finance and Audit Regulation 2000, Accounting Standards and
Urgent Issues Group Consensus Views and the Treasurer’s Directions;

(b) The statements exhibit a true and fair view of the financial position and transactions
of the Crown Entity; and

(©) There are no circumstances which would render any particulars included in the
financial statements to be misleading or inaccurate.

Sy o

Kerry Schott
Acting Secretary
28 October 2004
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CROWN ENTITY

Statement of Financial Performance for the Year Ended 30 June 2004

Notes
Expenses
Superannuation
Long service leave
Depreciation 10
Amortisation 10
Grants and subsidies 2(a)
Borrowing costs 2(b)
Insurance claims 2(c)
Other 2(d)
Recurrent appropriations 30
Capital appropriations 30
Total Expenses
Rewenue
Taxation, fines and regulatory fees 3(@)
Commonwealth grants 3(b)
Financial distributions 3(c)
Sale of goods and services 3(d)
Investment income 3(e)
Other 3()
Total Revenues
Gain/(Loss) on Disposal of Non-Current Assets 4
SURPLUS /(DEFICIT) FOR THE YEAR
NON-OWNER TRANSACTION
CHANGES IN EQUITY
Net increase/(decrease) in asset revaluation reserve 18

Net increase/(decrease) in accumulated deficit on
change to accounting policy on IBNR recognition 18

TOTAL REVENUES, EXPENSES AND
VALUATION ADJUSTMENTS RECOGNISED
DIRECTLY IN EQUITY

TOTAL CHANGES IN EQUITY OTHER THAN
THOSE RESULTING FROM TRANSACTIONS
WITH OWNERS AS OWNERS 18

2004 2003
$000 $000
1,417,299 3,803,531

489,255 631,650
2,999 5,526
79,368 87,586
83,854 148,610
722,379 765,859
1,160,972 1,162,923
735,163 956,943
27,183,244 25,354,325
2,404,841 2,383,110
34,279,374 35,390,063
15,480,109 14,605,799
15,338,620 15,158,839
1,470,186 1,350,794
1,089,601 1,026,866
708,864 372,153
1,076,739 1,272,513

35,164,119 33,786,964
(127,792) (54,406)
756,953 (1,657,505)

642,933 24,482

- 3,273
642,933 27,755
1,399,886 (1,629,750)

The accompanying notes form part of these statements.
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CROWN ENTITY
Statement of Financial Position as at 30 June 2004

ASSETS

Current Assets

Cash assets

Other financial assets

Advances repayable to the Crown
Inventories

Receivables

Other

Total Current Assets

Non-Current Assets

Property, Plant and Equipment
Investments in Associates

Other financial assets

Advances repayable to the Crown
Inventories

Receivables

Other - Health Super Growth Fund
Total Non-Current Assets
Total Assets

LIABILITIES

Current Liabilities

Payables

Bank overdraft

Interest bearing liabilities

Non-interest bearing liabilities
Unfunded superannuation

Employee benefits and other provisions
Provision for outstanding insurance claims
Lease incentive

Other

Total Current Liabilities

Non-Current Liabilities

Payables

Interest bearing liabilities

Non-interest bearing liabilities
Unfunded superannuation

Employee benefits and other provisions
Provision for outstanding insurance claims
Lease incentive

Other

Total Non-Current Liabilties

Total Liabilities

Net Liabilities

EQUITY
Reserves
Retained deficit
Total Equity

Notes

oo~ N

wCo~Nous

11
23
12
13
15
16
17
27
28

11
12
13
15
16
17
27
28

18
18

2004 2003
$000 $000
381,748 1,987,920
732,096 2,418,629
137,838 91,194
22,419 14,320
2,116,318 1,738,901
988 1,272
3,391,407 6,252,236
5,387,618 5,576,146
560,638 549,698
6,741,246 3,663,295
1,528,581 1,576,379
3,817 3,677
1,731,983 1,660,056
420,358 -
16,374,241 13,029,751
19,765,648 19,281,487
422,518 680,521
2,194,128 3,430,965
1,361,198 2,455,724
52,549 57,559
32,000 -
254,197 239,268
729,416 687,024
3,818 3,819
443,007 103,619
5,497 831 7,658,499
229,282 292,285
8,309,178 7,856,004
318,580 289,699
15,208,090 14,427,600
2,384,713 2,162,867
3,817,783 3,378,450
13,805 18,070
451,961 470,431
30,733,302 28,895,406
36,226,223 36,553,905

870,479
17,331,054
16,460,575

707,187
(17,979,605)

(17,272,418)

The accompanying notes form part of these statements.
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CROWN ENTITY

Statement of Cash Flows for the Year Ended 30 June 2004

Notes
CASH FLOWS FROM OPERATING ACTIVITIES
Payments
Employee related
Grants and subsidies
Borrowing costs
Recurrent appropriation 30
Capital appropriation 30
Other
Total Payments
Receipts
Taxation, fines and regulatory fees
Sale of goods and services
Commonwealth grants 30
Interest received
Dividend Received
Financial distribution from Non Budget Sector
Other
Transfer Payments
Total Receipts
NET CASH FLOWS FROM OPERATING ACTIVITIES 24

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of investments

Purchase of property, plant & equipment

Advance made

Other

Proceeds fromsales of investment

Proceeds fromsales of property, plant & equipment

Advance repayment received

NET CASH FLOWS FROM INVESTING ACTIVITIES

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from borrowings and advances

Repayment of borrowings and advances

Other

NET CASH FLOWS FROM FINANCING ACTIVITIES
NET CASHFLOW FROM GOVERNMENT

NET INCREASE/(DECREASE) IN CASH

Opening cash and cash equivalents

Proceeds of capital restructure 30
CLOSING CASH AND CASH EQUIVALENTS 23

2004
$000

(1,059,089)
(197,974)
(707,981)

(27,183,244)

(2,404,841)

(1,624,778)

2003
$000

(928,535)
(277,241)
(731,947)

( 25,354,325)
(2,383,110)
(1,873,542)

(33,177,907)

(31,548,700)

15,281,256 14,644,100
1,396,377 394,345
15,338,620 15,158,839
461,357 298,440
81,200
1,034,225 1,215,606
1,280,169 1,089,068
- 918,704
34873204 33,719,102
1,695,297 2,170,402
(2,951,595) (1,122,839)
(18,473) (561,926)
(97,710) (90,212)
(420,358) (87,618)
3,830 -
227,333 309,247
98,365 127,396
(3158,108)  (1,425952)
8,500 561,526
(734,480) (977,778)
- 86,755
(725,980) (329,497)
(2,188,791) 414,953
971,342 (23,611)
137,000 580,000
(1,080,449) 971,342

The accompanying notes form part of these statements
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CROWN ENTITY
NOTES TO AND FORMING PART OF THE
2003-04 FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity

Within the whole-of-government financial reporting
framework, a separate reporting entity, the Crown Entity,
reports on service-wide assets, liabilities, revenues and
expenses.

Activities comprising the Crown Entity are summarised
below:

« Crown Finance Entity
Payments are made from parliamentary allocations to
meet the costs of:

- debt servicing of the Crown debt portfolio;

- superannuation employer contributions for
general government budget dependent agencies;

- provision of grants and subsidies to public sector
bodies;

- administering the long service leave liability for
general government budget dependent agencies
and agencies which have moved from being
budget dependent sector to the non-budget
dependent sector;

- performing the functions of residual entities of
the State.

« Consolidated Fund
Activities represent the collection of state taxation,
Commonwealth grants and financial distributions
from the non-budget dependent sector agencies on
behalf of the State of New South Wales. Payments
comprise recurrent and capital appropriation
payments to Budget dependent agencies. Details of
receipts and payments of the Consolidated Fund are
disclosed in Note 30.

Other Crown entities are:

« Insurance Ministerial Corporation

The Corporation was created to provide self
insurance coverage for general government budget
dependent agencies. It comprises the Treasury
Managed Fund and Pre Managed Fund Reserve,
Government Workers Compensation Account and the
Transport Accident Compensation Fund, currently
managed by GIO General Limited.

- Crown Lands Homesites Program
Administers the development and sale of residential
Crown lands homesites in urban areas.

» Land Development Working Account
Administers the development of Crown land for
residential purposes in country New South Wales and
for commercial purposes on a State wide basis.
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» Crown Property Portfolio
Administers the Crown property portfolio,
comprising multiple occupancy buildings for sub
lease to public sector agencies, heritage properties
and industrial sites.

« Electricity Tariff Equalisation Ministerial
Corporation
Administers the Electricity Tariff Equalisation Fund
to manage purchase cost risk for electricity retail
suppliers of small retail customers in New South
Wales.

« Crown Leaseholds
Collects annual instalments relating to the purchase
of Crown land and generates revenue from leases,
licences and permissive occupancies of Crown land.
It is the accounting entity that reports the value of
vacant Crown land.

« Liability Management Ministerial Corporation
(LMMC)
The LMMC was established to manage the General
Government Liability Management Fund through
which accumulated Crown funds are invested
pending the payment of employer contributions to the
SAS Trustee Corporation Superannuation Fund.

These activities are aggregated in the Crown Entity
financial statements. Separate financial statements are
produced for each of the Crown activities.

When reporting as a single economic entity, all inter
entity transactions and balances are eliminated.

The Crown Entity is considered to be a “going concern”
as the ability to tax means that it is able to pay its debts
as and when they become due and payable.

Basis of Accounting

The Crown Entity’s financial statements are a general
purpose financial report prepared on an accrual basis in
accordance with Australian Accounting Standards,
authoritative  pronouncements of the Australian
Accounting Standards Board, the Urgent Issues Group
Consensus Views, relevant requirements of the Public
Finance and Audit Act 1983 and Public Finance and
Audit Regulations and Treasury Accounting Policy
Statements. Approval was granted to exempt the Crown
Entity from the Financial Reporting Code.

Where there are inconsistencies between the above
requirements the legislative provisions prevail.

Except for certain investments and property, plant and
equipment, which are recorded at valuation, the financial
statements are prepared in accordance with the historical
cost convention. All amounts are rounded to the nearest
one thousand dollars and are in Australian currency.
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EXPENSES
Employee Benefits

The Crown Entity has no employees. Its work is done by
staff of the Department of Commerce, Department of
Infrastructure, Planning and Natural Resources,
Landcom, NSW Treasury Corporation and NSW
Treasury. GIO General Ltd is contracted to administer
the Insurance Ministerial Corporation.

The Crown Asset and Liability Management Branch of
the Office of Financial Management, NSW Treasury,
provides staff for the Crown Finance Entity. Staff costs
are met by the Crown Finance Entity.

Superannuation expenses are payments to the First State
Superannuation Fund and other complying accumulation
funds and to liabilities assumed by the Crown Entity
from budget dependent general government sector
agencies. The movements in unfunded superannuation
are detailed in Note 15.

Similarly, long service leave expenses are for liabilities
assumed by the Crown for budget dependent agencies
and members of the Non-Budget LSL Pool. The expense
in based on using the present value method as set out in
AASB 1028 “Employee Benefits” for general
government agencies. The Non-Budget LSL Pool
continues to use the nominal method to calculate the
expense.

Goods and Services Tax

Revenues, expenses and assets are recognised net of the
amount of goods and services tax (GST), except:

« where the amount of GST incurred is not recoverable
from the Australian Taxation Office, it is recognised
as part of the cost of acquisition of an asset or as part
of an item expense;

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

The net amount of GST recoverable from or payable to
the Australian Taxation Office is included as part of
receivables or payables.

Leased Assets

A distinction is made between finance and operating
leases. A finance lease transfers from the lessor to the
lessee substantially all the risks and benefits incidental to
ownership of the leased assets. Operating leases are those
where the lessor retains all such risks and benefits.

Finance leases are recognised as assets and liabilities at
the present value of the minimum lease payments. The
lease asset is amortised on a straight-line basis over the
term of the lease or, where it is likely that the entity will
obtain ownership of the asset, the useful life of the asset
to the entity. Lease payments are allocated between the
principal component of the lease liability and the interest
expense.

Operating lease payments are charged to the Statement of
Financial Performance in the periods incurred.

Grants and Subsidies

The Crown Entity pays grants and subsidies on a
reimbursement basis. The exception is Snowy Scheme
Reform payments are to a Joint Government Enterprise
(JGE). The Commonwealth, New South Wales,
Victorian and South Australian Governments have
agreed to establish the JGE, with the Victorian
Government to act as fund manager.

Depreciation of Physical Non-Current Assets

Depreciation is on a straight-line basis for all depreciable
assets so as to write off the depreciable amount of each
depreciable asset as it is consumed over its estimated
useful life. Land is not a depreciable asset. Depreciation
on buildings is at 2.5% and computer equipment at
33.3%.

Amortisation of Physical Non-Current Assets

Leased assets are amortised over the period of the lease
or the life of the asset whichever is greater.

REVENUE
State Taxation
State taxation is recognised as follows:

» government-assessed revenues (mainly land tax) are
measured at the time assessments are issued,;

» taxpayer-assessed revenues (including payroll tax and
stamp duty) are measured when the funds are
received by the tax collecting agency. Additional
revenues are measured for assessments following
review of returns lodged by taxpayers;

» fees (such as those issued by RTA) are measured
when the cash is received;

» fines (such as those issued by Courts) are measured
when the fine is issued. When fines become overdue,
additional revenue is recognised; and

» all other fines (such as those issued via the Traffic
Infringement Bureau) are measured when the cash is
received.

Commonwealth Grants

These Commonwealth funds assist NSW in meeting its
expenditure responsibilities . Specific purpose grants are
for both recurrent and capital purposes. Commonwealth
grants are recognised as revenue when received, unless
the receipt is documented by the Commonwealth as a
prepayment. The match the Commonwealth’s treatment
the receipt is recognised as a prepayment in the financial
statements.
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CROWN ENTITY
NOTES TO AND FORMING PART OF THE
2003-04 FINANCIAL STATEMENTS

Financial Distributions

These comprise dividends, income tax equivalents and
sales tax equivalents paid to the Government by certain
General Government non-budget dependent, public
trading enterprise and public financial enterprise sector
agencies. They are recognised in the period they are
earned.

For income tax equivalents, many non-budget dependent
agencies recognise a future income tax asset and a
provision for deferred income tax. Accordingly, the
Crown Entity recognises a reciprocal liability for the
future income tax benefit of agencies and a receivable for
the deferred income tax of agencies.

ASSETS
Cash

Cash assets represent cash at bank. It includes the
restricted cash in the balances of Special Deposit
Accounts.

Investments

Marketable securities and deposits are valued at market
valuation or cost. Non-marketable securities are brought
to account at cost.

The Crown Entity recognises the NSW Government
investment in the Snowy Hydro Limited (SHL) in its role
as the residual entity. SHL is co-owned by the
Commonwealth (13%), Victoria (29%) and New South
Wales (58%) and produces annual accounts for the SHL
entity. The Crown Entity uses equity accounting to
record the New South Wales share of SHL’s operating
result.

For non-current investments (excluding those of the
LMMC), revaluation increments are credited directly to
the asset revaluation reserve. Revaluation decrements
are recognised in the Statement of Financial
Performance, except where the decrement reverses an
increment credited to, and included in the asset
revaluation reserve, where it should be debited to the
asset revaluation reserve.

For current investments, revaluation increments and
decrements are recognised in the Statement of Financial
Performance. Interest revenues are recognised as they
accrue.
Valuation/Revaluation Non-Current
Assets

of Physical

Buildings and improvements, and plant and equipment,
are valued on the estimated written down replacement
cost of the most appropriate modern equivalent
replacement facility, having a similar service potential or
future economic benefit to the existing asset. The
carrying amount of all assets has been reviewed to
determine whether they are in excess of the recoverable
amount. If the carrying amount exceeds the recoverable
amount then the asset is written down to the lower value.
Where assets are revalued upward or downward as a
result of a revaluation of a class of non-current assets, the
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agency restates separately the gross amount and the
related accumulated depreciation of the class of revalued
assets.

Revaluation of Land

Crown land is valued in accordance with the “Guidelines
for the Valuation of Physical Non-Current Assets at Fair
Value” (TPP 03-02). This policy adopts fair value in
accordance with AASB 1041 from financial years
beginning on or after 1 July 2002. There is no
substantive difference between the fair value valuation
methodology and the previous valuation methodology
adopted in the NSW public sector.

« Leasehold Land

This land, which is revalued annually, includes perpetual
leases, term leases, permissive occupancies and
enclosure permits, was independently revalued in June
2002 by the State Valuation Office at fair value in
accordance with the requirements of AASB 1041. The
basis of valuation is the capitalisation of the income
stream, appropriately taking into account the conditions
attached to the leases. The method of valuation utilised
mass valuation techniques.

As at 30 June 2004, the land has been revalued at the
capitalised rental revenue in perpetuity using an interest
rate of 4.97% which is the same rate used in the June
2002 valuation as there have been no significant changes
to conditions which would result in that rate requiring
alteration. The increment/decrement on the annual
revaluation of the future rental revenue is
credited/debited to the asset revaluation reserve. The
balance in this reserve represents an accumulation of
various effects, which cannot be individually measured.

(i) Increase in rentals and annual CPI based rental
increases;

(ii) New leases and licences granted over vacant
Crown land and identification of further
chargeable  occupancies; and

(iii) Movements in leaseholds
conversion to freehold.

occurring  upon

« Vacant Crown Land

Vacant Crown land is all Crown Entity land not included
in the leasehold estate. This land, which includes New
South Wales land on the continental shelf within the 3
Nautical Mile Zone was independently valued in June
2002 by the State Valuation Office at fair value in
accordance with the requirements of AASB 1041.
Vacant Crown land is revalued every five years and with
sufficient regularity to ensure that the carrying amount
of each asset in the class does not differ materially from
its fair value at reporting date. The last revaluation was
completed on 30 June 2002 and was based on an
independent assessment.
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Vacant Crown Land revaluation increments are credited
directly to the asset revaluation reserve, except that, to
the extent that an increment reverses a revaluation
decrement in respect of that class of asset previously
recognised as an expense in the surplus/deficit, the
increment is recognised immediately as revenue in the
surplus/deficit.

Vacant Crown Land revaluation decrements are
recognised immediately as expenses in the
surplus/deficit, except that, to the extent that a credit
balance exists in the asset revaluation reserve in respect
to that class of assets, they are debited directly to the
asset revaluation reserve.

« Offset of revaluation increments and decrements

Revaluation increments and decrements are offset against
one another within a class of non-current assets.

* Crown Reserves

There are approximately 30,000 Crown reserves in New
South Wales. Some of these reserves are managed by
NSW Government and others by local governments and
trusts.

A project has commenced to identify and value Crown
reserves controlled by the NSW Government.

The likely value of the reserves controlled by the NSW
Government cannot be estimated with any certainty.
First estimates, based on preliminary data, are that the
total value of these reserves may be between $1 billion
and $7 billion. However, the total value may even be
outside this range. The NSW Government will recognise
the value of Crown reserves in future the Crown Entity
Accounts once this project is complete.

Inventories

Inventories are at the lower of cost or net realisable
value.

Land held for sale comprises the land cost and related
development expenses. Inventories include development
projects at different stages of completion but not vacant
Crown land.

Parliamentary Appropriations and Contributions
from Other Bodies

Parliamentary appropriations are generally revenues
where the agency obtains control over the assets
comprising the appropriations/contributions. Control
over appropriations and contributions are normally
obtained upon the receipt of cash. The Consolidated
Fund recognises Parliamentary appropriations as
expenses.

An exception is unspent appropriations at year-end.
Where the authority to spend lapses, the unspent amount
must generally be repaid to the Consolidated Fund in the
following financial year. Hence, the Consolidated Fund
accounts for unspent appropriations as receivables rather
than expenses and agencies account for unspent
appropriations as liabilities rather than revenue.

LIABILITIES
Payables

Liabilities are recognised for amounts to be paid in the
future for goods and services received whether or not
billed to the Crown Entity.

Insurance Claims Liability

Claims expense and a liability for outstanding claims are
recognised in the financial statements. The liability
covers claims incurred, but not yet paid or reported. The
amount includes the anticipated fund management fees
for the management of those claims. Claims outstanding,
estimated unreported claims, and settlement costs are
assessed by the fund manager in consultation with
independent actuaries.

The liability for outstanding claims is measured as the
present value of the expected future payments. The
expected future payments are estimated on the basis of
the ultimate cost of settling the claims, which is affected
by factors arising during the period to settlement, such as
normal inflation and “superimposed inflation”.

Superimposed inflation refers to factors such as trends in
court awards, for example, the increases in the level and
period of compensation for injury. The expected future
payments are then discounted to a present value at the
reporting date. Discount rates are used based on the
estimated long term investment earnings of the insurance
asset portfolio.

Borrowings

Borrowings represent funds raised from the following
sources:

e domestic and overseas borrowings by New
South Wales Treasury Corporation;

* loans by the Commonwealth on behalf of New
South Wales under the previous Financial
Agreement;

« advances by the Commonwealth for housing
and other specific purposes.

Borrowings are carried at current capital value
representing face value less unamortised discount or plus
unamortised premium. Discount/premiums are treated as
finance charges and amortised over the term of the debt.
Gains and losses arising from foreign exchange and debt
restructuring transactions, are included in the Statement
of Financial Performance in the period arisen.
Borrowing costs are recognised as expenses in the period
incurred.

Financial Instruments

Financial instruments are a financial asset of either the
Crown Entity or its counterparty and a financial liability
(or equity instrument) of the other party. These include
cash at bank, receivables, investments, creditors,
borrowings, finance leases, derivative financial
instruments (interest rate swap contracts, forward foreign
exchange contracts and foreign currency option
contracts).
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In accordance with AAS33 “Presentation and Disclosure
of Financial Instruments” information is disclosed in
Note 14 on the credit risk and interest rate risk of
financial instruments. The specific accounting policy for
each class of financial instrument is stated.

Classes of instruments recorded at cost comprise:

* cash;

* receivables;

» borrowings;

» advances; and
* payables.

Revenue, expenses and other cash flows arising from
financial instruments are recognised on an accrual basis,
except for derivative financial instruments which are
recognised when the cash flow arises.

Hedging Policy

The Crown Entity undertakes hedging for both its debt
portfolio and investments. TCorp as the managers of the
debt and investment portfolios are mandated to utilise
derivative instruments. The derivatives are to be used
within an appropriate control environment and within

authorised and clearly defined limits.  Derivative
contracts are not to be used for speculative purposes and
are not hedged.

Long Service Leave

A liability for long service leave is recognised.
Following a review by the Government Actuary in May
2003, the present value methodology as set out in AASB
1028 “Employee Benefits” for measuring the long
service leave liability has been adopted. It is used
valuing the long service leave liabilities for budget
dependent agencies. The review found that the nominal
method can continue to be used for the non-budget
dependent LSL Pool agencies.

Superannuation

An unfunded superannuation liability is recognised for
the defined benefits schemes. It is the difference
between the present value of forecast employees’ accrued
benefits at balance date and the estimated net market
value of the superannuation schemes’ assets at that date.
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The liability is actuarially assessed annually based on
data maintained by Pillar Administration on behalf of the
SAS Trustee Corporation. It is calculated based on the
latest Triennial Review actuarial economic assumptions.

The present value of accrued benefits is based on
expected future payments arising from membership of
the fund to balance date of the contributory service of
current and past State government employees.

In calculating the unfunded superannuation liability,
forecasts are made for expected future wage and salary
levels, expected future investment earning rates, the
growth rate in the Consumer Price Index, experience of
employee departures and the periods of service.

Changes in Accounting Practice

A prudential margin of 7.5% (67% probability of
adequacy) has been added to the Treasury Managed Fund
central estimate of the outstanding claims liability for
Liability in 2004. This change has been introduced to
recognise the expected volatility of future Liability
payments and achieve consistency with the prudential
margin that is added to Workers Compensation. The
change increases the outstanding claims liability and
claims expense by $139 million.

Comparative Figures

Comparative figures have been reclassified and
repositioned in the financial statements, where necessary,
to conform with the basis of presentation and
classification used in the current year.

The only material change to the comparative figures is
the presentation of the acquisition of motor vehicles in
the cashflow statements. The acquisition was a non-cash
financing and investing activity. Details are included in
Note 24.
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2004 2003
$000 $000
2. EXPENSES
(a) Grants and Subsidies
Natural Disaster Relief 30,778 141,380
Snowy Scheme Reform 30,000 -
Health Capital Grant 12,575 -
Australian Inland Energy - Operating Subsidy 5,300 5,300
Other 5,201 1,930
83,854 148,610
(b) Borrowing Costs
Finance Charges Incurred to:
NSW Treasury Corporation 541,661 584,628
Commonwealth Government 81,834 84,877
NSW Budget-Dependent Agencies 49,276 39,489
Other 49,608 56,865
722,379 765,859
(c) Insurance Claims
Claims Paid 632,809 741,340
Increase in Outstanding Claims 443,607 365,535
M anagement Fees to GIO General Ltd and Legal Expenses 60,273 39,630
Provision for HIH Insurance Claims 24,283 16,418
1,160,972 1,162,923
(d) Other Expenses
Head Leases 130,968 121,375
State Bank Post Sale Expenses - 5,031
Remissions/Refunds Crown Revenue 51,012 48,709
First Home Purchase Discounts 3 36
Bad Debts Write Off - 6,019
Land Written Off - 30,460
Outward Reinsurance Expense 22,247 18,144
Audit Fees - Financial Statements (Crown Entity and Total Sector State Account) 669 764
Audit Fees - Performance Audits 1,450 1,400
Provision for Doubtful Debts - 16,375
Production of Auditor-General's Reports to Parliament 1,310 1,275
Electricity Tariff Equalisation Payments to Generators and Retailers 266,553 290,521
GST Administration Costs 181,238 189,943
Freight Rail Sale Costs 131 1,444
Land Remediation Provision - 103,987
Stamp Duty and Taxes 14,259 29,176
Other 65,323 92,284
735,163 956,943
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2004 2003
$000 $000
3. REVENUE
(a) State Taxation
Payroll Tax 4,904,828 4,683,317
Stamp Duties 5,501,965 5,217,173
Petroleum, Tobacco and Liquor Licences 1,806 2,778
Gambling and Betting 1,310,099 1,273,320
Land Tax 1,363,930 1,148,304
Motor Vehicle Taxes and Fees 1,296,541 1,185,222
Debits Tax 1,384 22
Fees and Fines 337,119 282,725
Fire Insurance Levy 286,337 275,775
Other 476,100 537,163
15,480,109 14,605,799
(b) Commonwealth Grants
National Competition Pay ments 203,548 251,834
Revenue Replacement 21,596 2,228
Budget Assistance 68,786 598,710
Specific Purpose -Recurrent 4,536,411 4,363,087
- Capital 841,198 862,777
GST Revenue 9,667,081 9,080,203
15,338,620 15,158,839
(c¢) Financial Distributions
Dividends 962,009 851,840
Income Tax Equivalents 507,692 498,954
Sales Tax Equivalents 485 -
1,470,186 1,350,794
Tax of agencies in the TER (calculated at 30% for 2003) 587,287 291,350
Tax Effect of Permanent Differences (79,595) 207,603
Tax Expense of Agencies in the TER 507,692 498,953
(d) Sales of Goods and Services
Property Rental 163,338 151,647
Insurance Premium Revenue 921,849 824,537
Reinsurance and Other Recoveries Revenue 4,414 50,682
1,089,601 1,026,866
(e) Investment Income
Interest
- Insurance Ministerial Corporation - earned on its investments - 175,906
- Health Super Advances 13,108 -
- Advances 79,663 78,525
- Snowy Hydro - Investment Return 10,941 76,369
- Short Term Money Market Deposit 31,145 51,332
- Other 7,059 22,879
M arket Value Increment/(Decrement) on Investments 566,948 (132,858)
708,864 372,153

24 | Crown Entity 2003-04 Annual Report



CROWN ENTITY
NOTES TO AND FORMING PART OF THE
2003-04 FINANCIAL STATEMENTS

2004 2003

$000 $000
(f) Other Revenue
Recognition of Investment in Shnowy Hydro Limited - 4,656
Royalty on Minerals 248,738 235,000
Electricity Tariff Equalisation Contributions from Generators and Retailers 396,594 373,237
Revenue from Crown Leasehold Assets 34,432 44,144
Contribution from Environmental Trust 2,682 5,172
Fire Brigade Levy from Local Government 49,439 48,532
Crown Share of Budget Agency Asset Sales 20,373 22,232
Builders Warranty Premium Revenue 4,352 14,084
BHP Grant for Land Remediation - 103,987
Repayments of Previous Years Appropriation 88,603 133,511
Long Service Leave Contributions 25,152 17,667
Employers Superannuation Contribution 25,067 25,315
Unclaimed Moneys 20,152 33,655
Bona Vacantia - Public Trustee 7,730 2,905
Motor Vehicle Rental Income 103,568 119,400
Other 49,857 89,016

1,076,739 1,272,513
4. GAIN/(LOSS) ON DISPOSAL OF NON -CURRENT ASSETS
Proceeds from Sale 312,490 284,700
Written Down Value of Property, Plant and Equipment Sold (440,282) (1339,106)
Net Gain/(Loss) on Disposal of Property, Plant and Equipment (127,792) (54,406)
5. INVESTMENT IN ASSOCIATES

- SNOWY HYDRO LTD

Balance 1 July 549,698 468,673
Add: Increase in Recognition of Investment - 4,656
Add: NSW Share of After Tax Profit 92,140 76,369
Less: Dividends Received (181,200) -
Balance 30 June 560,638 549,698

The investment in Snowy Hydro Limited is a 58% share to New South Wales by the Commonwealth upon corporatisation.
The Commonwealth retains 13% and Victoria retains 29%. New South Wales does not control the entity as it has one
director on a board of up to nine directors hence, the assets will be consolidated on the basis of equity accounting.

Reconciliation of New South Wales share in Snowy Hydro Limited profits.

Retained Profit - Opening Balance 76,369 -
Dividends received during the year (81,200) -
Profit from Ordinary Activities before Income Tax 124,435 105,877
Income tax Expense relating to Ordinary Activities (132,295) (129,508)
Profit from Ordinary Activities after Income Tax 92,140 76,369
Retained Profit - Closing Balance 87,309 76,369
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2004 2003
$000 $000
6. OTHER FINANCIAL ASSETS
Current:
Short Term Money M arket Investment 6,872 2,232,884
Deposits at Call 725,058 181,908
Other 166 3,837
732,096 2,418,629
Non -Current:
"Hour Glass" Investments

- Australian Shares 611,914 609,369

- Indexed Australian Shares 184,845 208,077

- International Shares 648,733 725,547

- Indexed International Shares 255,488 -

- Listed Property 155,165 168,834
Bond Portfolio 4,881,724 1,947,933
Other 3,377 3,635

6,741,246 3,663,295
7. ADVANCES REPAYABLE TO THE CROWN
Current: 137,838 91,194
Non-Current: 1,528,581 1,577,587
Less: Provision for Doubtful Debts - (1,208)
1,528,581 1,576,379
Total Advances 1,666,419 1,667,573
Represented by:
Rural Assistance Authority 86,050 82,862
Sydney Water Corporation 43,945 46,066
Commonwealth Housing Advances 1,314,924 1,348,260
Administered Advances 27,725 51,862
Other 193,775 138,523
1,666,419 1,667,573
8. INVENTORIES
Current:
Developed Land held for Sale-At Cost 13,203 6,602
Land Development Works in Progress-At Cost 9,216 7,718
22,419 14,320
Non-Current:
Developed land held for sale-At Cost 3,817 3,677
3,817 3,677
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9. RECEIVABLES

Current:

Taxes, Fees and Fines
Less: Provision for Doubtful Debts

Dividends

Tax Equivalents

Reinsurance and Other Recoveries Receivable
Unspent Appropriations

Insurance

Other

Non-Current:

Provision for Deferred Income Tax
Reinsurance and Other Recoveries Receivable
M otor Vehicle Lease Reserve

Other

2004 2003

$000 $000
731,169 721,948
(47,888) (51,351)
683,281 670,597
965,132 691,398
184,593 105,249
28,211 35,645
77,203 89,386
418 92,306
177,480 54,320
2,116,318 1,738,901

1,559,288 -

129,417 158,303
16,088 27,600
27,190 1,474,153
1,731,983 1,660,056

During the year the fines considered recoverable fell by $33.8 million. Recoverable fines at the beginning of the year were
revised downwards by $61.3 million based on current recovery rates. Offsetting this was an increase of $27.5 million in
current year recoverable fines. The increase is due to the processing of backlogs at the IPB relating to 2002-03
infringements that were referred to the State Debt Recovery Office for enforcement action.

10. PROPERTY, PLANT AND EQUIPMENT

(A) Property, Plant & Equipment - Finance Lease

Gross Value

Opening balance 1 July 2003
Add: Acquisition

Add : Asset revaluation increment
Add: Transfer between classes
Less: Disposals

Closing Balance 30 June 2004

Accumulated Depreciation/Amortisation
Opening balance 1 July 2003

Add: Charge for the year

Less: Disposals

Less: Reversal due to asset revaluation
Closing Balance 30 June 2004

Written Down Value
Balance 1 July 2003
Balance 30 June 2004

Leasehold Motor
Land Building Land Vehicle Total
$000 $000 $000 $000 $000
15,000 70,000 6,000 665,700 756,700
- - - 96,076 96,076
- 9,000 1,500 - 10,500
(15,000) 15,000 - - -
- - - (304,367)  (304,367)
- 94,000 7,500 457,409 558,909
- 5,833 882 81,800 88,515
- 2,467 441 76,460 79,368
- - (882) (80,914) (81,796)
- (5,833) - - (5,833)
- 2,467 441 77,346 80,254
15,000 64,167 5,118 583,900 668,185
- 91,533 7,059 380,063 478,655
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10. PROPERTY, PLANT AND EQUIPMENT

(B) Property, Plant & Equipment - Owned

Gross Value

Opening balance 1 July 2003

Add: Acquisition

Less: Disposals

Add: Valuation Increments

Add: Transfer from work in progress
Add: Capitalised Expenditure

Less: Valuation Decrements

Less: Transfer to other government agencies
Less: Transfer between classes

Less: Asset disposal free of charge
Closing Balance 30 June 2004

Accumulated Depreciation/Amortisation
Opening balance 1 July 2003

Add: Charge for the year

Less: Reversal due to asset revaluation
Closing Balance 30 June 2004

Written Down Value
Balance 1 July 2003
Balance 30 June 2004

PROPERTY - TOTAL
Opening Balance 1 July 2003
Closing Balance 30 June 2004

Work in Leasehold Computer
Land Building Progress Land Motor Vehicle  Equipment Total
$000 $000 $000 $000 $000 $000 $000

4,196,367 146,059 3,470 570,314 - 36 4,916,246
48,222 - 7,172 - - - 55,394
(200,006) - - (2,642) - - (202,648)
83,597 17,148 - 37,077 - - 137,822

- 10,642 (10,642) - - - -
- 11,301 - - - - 11,301
(221) - - - - - (221)
(4,420) - - - - - (4,420)

(138,507) 127,026 - 11,481 - - -
(1,500) - - - - - (1,500)
3,983,532 312,176 - 616,230 - 36 4,911,974
- 8,273 - - - 12 8,285
- 2,987 - - - 12 2,999
- (8,273) - - - - (8,273)
- 2,987 - - - 24 3,011
4,196,367 137,786 3,470 570,314 - 24 4,907,961
3,983,532 309,189 - 616,230 - 12 4,908,963
4,211,367 201,953 3,470 575,432 583,900 24 5,576,146
3,983,532 400,722 - 623,289 380,063 12 5,387,618

Land and Buildings are at Valuation. Other Property assets are at cost.
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CROWN ENTITY
NOTES TO AND FORMING PART OF THE
2003-04 FINANCIAL STATEMENTS

All owned Land and Buildings, and Finance Lease assets are at valuation. Generally, cyclical revaluation is being done at
least every three years. The Department of Commerce considers that the carrying value of all other property assets shown at
cost approximate their recoverable amount.

All properties were independently valued on 1 July 2003, on the basis of capitalisation of net income stream. Either the
Australian Valuation Office, Landmark White (NSW) Pty Ltd, Herron Todd White (Capital) Pty Ltd or Colliers International
Consultancy and Valuation Pty Ltd undertook valuations.

The property acquisitions during the year relate to construction of the government office buildings in Lithgow, NSW.

Details of assets transferred to other State Government Agency and Local Government “free of charge” are as follows:

Fair Value
Particulars $000
Tempe tip, Tempe NSW - Transferred to Marrickville Council 1,500
Bunnerong rail sidlings, Banksmeadow NSW - transferred to NSW Rail Corporation 4,420
5,920

The Tempe tip was received from the NSW Waste Services and the Bunnerong rail sidings was received from the Pacific
Power Corporation during 2002-03.

The finance leases of land and buildings relate to two property leases — McKell Building, Rawson Place, Sydney and Noel
Park House, Marius Street, Tamworth. The McKell Building is being written off over the life of the building and Noel Park
House is being written off over the life of the lease.

2004 2003
$000 $000
11. PAYABLES
Current:
SRA - Workers Compensation 15,970 16,253
Creditors 88,105 57,275
Financial Charges 122,222 129,998
Superannuation Accrued 25,104 1,366
GST Payable to Commonwealth 95,393 91,295
Motor Accident Authority - HIH Liability to Nominal Claimants 58,805 81,303
Accrued ETEF Tariffs - 77,366
Unearned Revenue - 211,918
Other 16,919 13,747
422,518 680,521
Non-Current:
SRA - Workers Compensation 124,090 108,695
Motor Accident Authority - HIH Liability to Nominal Claimants 105,192 183,590
229,282 292,285
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12. INTEREST BEARING LIABILITIES

Current:
Non-Current:

Analysed as:

New South Wales Treasury Corporation
Commonwealth Financial Agreement
Commonwealth Specific Purpose Advances
Finance Leases

Administered Loans

Other

Total Borrowings at Current Capital Value

Repayment of Borrowings at:
Not later than one year
Between one and two years
Between two and five years
Later than five years

13. NON-INTEREST BEARING LIABILITIES

Current:
Non-Current:

Analysed as:
New South Wales Treasury Corporation
Total Borrowings at Current Capital Value

Repayment of Borrowings at:
Not later than one year
Between one and two years
Between two and five years
Later than five years

Crown Entity 2003-04 Annual Report

2004 2003

$000 $000
1,361,198 2,455,724
8,309,178 7,856,004
9,670,376 10,311,728
7,493,620 7,803,732
97,968 158,778
1,574,269 1,616,945
475,995 679,611
27,724 51,862
800 800
9,670,376 10,311,728
1,361,198 2,455,724
1,446,248 307,661
1,636,340 2,963,330
5,226,590 4,585,013
9,670,376 10,311,728
52,549 57,559
318,580 289,699
371,129 347,258
371,129 347,258
371,129 347,258
52,549 57,559

234,885 -

- 213,439
83,695 76,260
371,129 347,258




CROWN ENTITY
NOTES TO AND FORMING PART OF THE
2003-04 FINANCIAL STATEMENTS

14. FINANCIAL INSTRUMENTS

Note: All government borrowings, whilst government
guaranteed, are unsecured as no assets are secured by the
borrowings.

(a) Derivative Financial Instruments

The Crown Entity’s business results in gaps in the
maturity of its cashflows and to exposures from possible
changes in the repricing of financial positions upon
maturity.

New South Wales Treasury Corporation was appointed
to manage its debt portfolio and to provide professional
treasury management advice. The Crown Entity is
involved in derivative financial instruments.

The Crown Entity has entered into interest rate future
contracts at a face value of $278.6 million to hedge
against unfavourable interest rate movements and to
maintain the portfolio duration within the agreed time
band. The contracts had maturity dates to December
2004.

Net Exposure

The Crown Entity assumed three interest rate swaps as
part of the FreightCorp sale. The contracts are used to
manage exposures to interest rate risk by enabling a fixed
rate obligation to be swapped into a floating rate
obligation.  The difference between the two rates,
calculated by the notional principal of $102 million for
the three contracts, is exchanged between the Crown
Entity and the counterparty. The Crown Entity receives
monthly floating interest amounts and pays semi-
annually the fixed interest amounts. The swaps have
maturity dates to May 2006.

As part of the investment strategy the Crown Entity has
entered into forward contracts to purchase bonds. The
settlement date of the contracts is in July 2004. The face
value of the eight contracts is $393 million. The Crown
Entity has invested in two foreign current bonds. The
face value of the bonds is Euro 106.2 million. The policy
is that the bonds are fully hedges for both principal and
coupon payments.

Realised gains/losses on the contracts have been included
in the Crown Entity financial statements.

The market value of the Crown Entity’s derivative financial instruments outstanding at year-end:

2004 2003
$000 $000
Derivative Financial Instruments Receivable
Floating Interest Rate Swap 102,002 102,003
Futures Marked to M arket 60 6,500
102,062 108,503
Derivative Financial Instruments Payable
Fixed Interest Rate Swap 108,985 114,444
Forward Contracts 230
Futures Marked to Market - -
Options Marked to Market - 239
109,215 114,683
Net Amount Receivable/(Payable) under Derivative Financial Instruments (7,153) (6,180)
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(b) Interest Rate Risk

CROWN ENTITY
NOTES TO AND FORMING PART OF THE
2003-04 FINANCIAL STATEMENTS

Interest rate risk is due to changes in market interest rate fluctuations of the financial instrument. The Crown Entity’s
exposure to interest rate risks and effective interest rates of financial assets and liabilities, recognised and unrecognised at the

(aggregated) Statement of Financial Position date are:

Total carrying

Weighted
Floating Non- amountas average
Financial Instruments interest Fixed interest rate maturing in: interest per effective
rate bearing Sta.temerjt of interest
Financial
Position rate
lyearor [Over1to5 | More than
less years 5years
2004 2004 2004 2004 2004 2004 2004
$000 $000 $000 $000 $000 $000 %
(i) Financial Assets
Cash 381,748 - - - - 381,748 4.99
Investments
- Hour Glass Facility 1,856,146 - - - - 1,856,146 5.25
- Bond Portfolio - 162,376 | 1,729,260 625,987 - 2,517,623 5.68
- Others 6,873 851,358 296,733 | 2,924,740 867 4,080,571 7.05
Advances Repayable to the Crown
- Commonwealth Specific Purpose Advances - 36,710 155,654 1,168,702 - 1,361,066 4.66
- Others - 79,810 104,037 56,820 36,960 277,627 3.37
- Administered Borrowings - 7,896 17,176 2,653 - 27,725 6.35
Receivables - - - - 1,559,391 1,559,391 -
Total Financial Assets 2,244,767 | 1,138,150 | 2,302,860 | 4,778,902 | 1,597,218 12,061,897
(ii) Financial Liabilities
Payables - - - 538,533 538,533 -
Bank Overdrafts (1) 2,194,128 - - - - 2,194,128 Note (1)
Interest Bearing Borrowings
- Finance Leases - 286,153 183,555 6,287 - 475,995 7.78
- T Corp Borrowings - 1,022,852 | 2,653,332 | 3,817,436 - 7,493,620 6.34
- Commonwealth General Purpose Borrowings - 20 89,795 8,153 - 97,968 5.97
- Commonwealth Specific Purpose Borrowings - 44,278 138,730 | 1,391,261 - 1,574,269 4.56
- Own Name Borrowings - - - 800 - 800 6.82
- Administered Borrowings - 7,896 17,176 2,653 - 27,725 5.10
Non-Interest Bearing Borrowings - - -
- TCorp Borrowings - 52,549 234,885 83,695 - 371,129 -
Other Liabilities - - - - 55,674 55,674
Total Financial Liabilities 2,194,128 | 1,413,748 | 3,317,473 | 5,310,285 594,207 12,829,841
(iii) Off Balance Sheet Financial
Instruments
Derivatives Receivable 102,002 - 60
Derivatives Payable - (109,215) -
Net Derivatives Financial Instrument 102,002 - (109,215) - 60

Note (1) The bank overdraft is for the Crown Entity. The Crown Entity is part of the Treasury Banking System, TBS, and the amount of the
overdraft is set off against the credit balances of individual agencies within the TBS. The overdraft is considered to be insulated from interest
rate risk as the TBS has a net surplus position. The net TBSsurplus, if applicable, is invested in the short term money market to maximise the
investment return. If anet overdraft position occurs, short term funds are borrowed from Treasury Corporation's come and go overdraft facility.
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Total
carrying Weighted
. . Floating ) ) o Non-interest amount as ave rage
Financial Instruments interest Fixed interest rate maturing in: X per effective
rate bearing Statement of | interest
Financial rate
Position
More than 5
1yearorless| 1to5years years
2003 2003 2003 2003 2003 2003 2003
$000 $000 $000 $000 $000 $000 %
(i) Financial Assets
Cash 1,987,516 1,987,516 4.75
Investments
- Hour Glass Facility 1,711,827 1,711,827 6.59
- Bond Portfolio - 217,027 833,322 897,584 - 1,947,933 5.44
- Others 2,418,507 552,325 1,030 2,971,862 6.70
Advances Repayable to the Crown
- Commonwealth Specific Purpose Advances 35,742 152,008 1,209,058 1,396,808 4.65
- Others 30,136 113,403 49,372 25,993 218,904 5.14
- Administered Borrowings 24,859 21,682 5,321 51,862 5.13
Receivables - 1,291,023 1,291,023 -
Total Financial Assets 6,117,850 307,764 1,120,415 2,713,660 1,318,046 11,577,735
(ii) Financial Liabilities
Payables - - - - 673,404 673,404 -
Bank Overdrafts (1) 3,430,965 - - - - 3,430,965 Note(1)
Interest Bearing Borrowings
- Finance Leases - 347,452 321,603 10,556 - 679,611 17.45
- TCorp Borrowings - 1,979,856 2,659,920 3,163,956 - 7,803,732 6.58
- Commonwealth General Purpose Borrowings - 60,881 90,035 8,153 - 159,069 5.71
- Commonwealth Specific Purpose Borrowings - 42,676 178,647 1,395,622 - 1,616,945 4.56
- Own Name Borrowings - - - 800 - 800 6.82
- Administered Borrowings - 24,859 21,682 5,321 - 51,862 5.02
Non-Interest Bearing Borrowings
- TCorp Borrowings - 57,559 213,439 76,260 - 347,258 -
Other Liabilities - - - - 189,637 189,637 -
Total Financial Liabilities 3,430,965 2,513,283 3,485,326 4,660,668 863,041 14,953,283
(iii) Off Balance Sheet Financial
Instruments
Derivatives Receivable 102,030 - 6,500
Derivatives Payable - 114,444 239
Net Derivatives Financial Instrument 102,030 - (114,444) - 6,261

Note (1) The bank overdraft is for the Crown Entity. The Crown Entity is part of the Treasury Banking System, TBS, and the amount of the overdraft is

set off against the credit balances of individual agencies within the TBS. The overdraft is considered to be insulated from interest rate risk as the TBS has a
net surplus position. The net TBSsurplus, if applicable, is invested in the short term money market to maximise the investment return. If a net overdraft
position occurs, short term funds are borrowed from T reasury Corporation's come and go overdraft facility.
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NOTES TO AND FORMING PART OF THE
2003-04 FINANCIAL STATEMENTS

(c) Credit Risk

Credit risk is the financial loss arising from another party
to a contract/financial position failing to discharge a
financial obligation. The Crown Entity’s maximum
exposure to credit risk is the carrying amount of the
financial assets in the consolidated Statement of
Financial Position. For futures and options hedging
interest rate exposure, which are off balance sheet
financial instruments, the credit risk is the fair value of
the contracts as disclosed in Note 14(d).

Despite the size of the credit risk exposure, the actual
risk of financial loss is minimal as the majority of
debtors are public sector entities.

(d) Net Fair Value

As in Note 1, all financial instruments are carried at cost,

Financial Assets

Investments

-TCorp Hour Glass

-Bond Portfolio

-Others

Advances Repayable to the Crown

-Funded by Commonwealth Specific Purpose Loans
-Funded by Others

-Administered Borrowings

Receivables

Total

Financial Liabilities - Unsecured

Borrowings

-Finance Leases

-TCorp Borrowings

-Commonwealth General Purpose Borrowings
-Commonwealth Specific Purpose Borrowings
-Own Name Borrowings

-Administered Borrowings

Future Marked to Market

Interest Rate Swap

Forward Contracts

Total

unless otherwise stated. The net fair value of cash and
cash equivalents and non-interest bearing financial assets
and liabilities of the Crown Entity approximates their
carrying value.

The net fair value of other financial assets and liabilities
is based upon market prices where a market exists or by
discounting the expected future cash flows by the current
interest rates for assets and liabilities with similar risk
profiles.

The net fair value of the interest rate swaps contracts and
interest rate futures contract quoted by New South Wales
Treasury Corporation to realise or settle the contracts,
were determined at 30 June 2004.

The aggregate net fair values of financial assets and
liabilities (recognised and unrecognised), carried at the
balance date on a basis other than net fair value are:

Total Amount as
per Statement of
Financial Position

Aggregate
Net Fair Value

2004 2004

$000 $000
1,856,146 1,856,146
2,517,623 2,517,623
4,080,571 4,080,571
1,361,066 1,100,543
277,627 274,712
27,725 27,963
1,559,391 1,559,391
11,680,149 11,416,949
475,995 475,995
7,864,750 8,066,182
97,968 97,405
1,574,269 1,262,371
800 853
27,725 27,937
- (60)
- 6,984
- 230
10,041,507 9,937,897

Several financial assets and liabilities are recorded at a carrying value different to their net fair value. It is inappropriate to
change their value as these assets and liabilities are loans that are intended to be held to maturity.
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2004 2003
$000 $000
15. UNFUNDED SUPERANNUATION LIABILITY
Current: 32,000 -
Non-Current: 15,208,090 14,427,600
15,240,090 14,427,600
Movement in Provision: Unfunded Superannuation
$000
14,427,600
Less: Employer Contributions 70,000
Plus: Increase in Liability during the year 882,490
Balance 30 June 2004 15,240,090

The Crown Entity’s total unfunded superannuation liability is made up of the assets and liabilities of the following schemes:

1) State Authorities Non Contributory Superannuation Scheme;
2) Police Superannuation Scheme;

3) State Authorities Superannuation Scheme;

4) State Superannuation Scheme;

5) Judges’ Pension Scheme; and

6) Parliamentary Contributory Superannuation Scheme.

The SAS Trustee Corporation's actuary Mercer Human Resource Consulting, calculated the unfunded liabilities of State
Public Sector superannuation schemes for the year ended 30 June 2004.

Unfunded superannuation liabilities increased by $812 million during 2003-04. This result does not take into account funds
held in the non-superannuation investment fund called the General Government Liability Management Fund (GGLMF)).
The increase is the net effect of an increase in accrued employer liabilities of $1,438 million and an increase in employer
assets of $626 million.

The increase in accrued liabilities is largely explained by the additional year of service being provided by current Pooled
Fund scheme contributors.

The increase in reserves is mainly due to:

a) positive 13.5 percent investment return on Pooled Fund assets during 2003-04; and
b)  no Crown superannuation employer contributions into the Pooled Fund during 2003-04.

Future Crown employer contributions will continue to be made into the GGLMF, rather than into the Pooled Fund.

The actuarial calculation of unfunded superannuation liabilities as at 30 June 2004 is based on:
a) superannuation scheme membership data as at 31 March 2004;
b) demographic assumptions as per the 2003 Triennial Valuation of the Pooled Fund Superannuation Schemes; and
c) the following assumptions:

2004-05
and thereafter
Investment return 7.00%
Salary growth rate 4.00%
CPI growth rate 2.50%
Liability discount rate 7.30%
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The schemes’ estimated net unfunded superannuation liabilities are the member and
employer gross liabilities and the market value of assets (about 64 percent shares, 13 percent
property and 23 percent fixed interest and cash) held by the SAS Trustee Corporation to meet
the accrued liabilities, as follows:

Gross Total Net Unfunded
Liabilities Assets Liabilities

2004 2004 2004

$000 $000 $000
State Authorities Superannuation Scheme 6,425,472 2,966,700 3,458,772
State Authorities Non Contributory Superannuation Scheme 1,538,300 28,400 1,509,900
State Superannuation Scheme 17,736,198 11,485,900 6,250,298
Police Superannuation Scheme 4,645,600 1,043,000 3,602,600
Judges' Pension Scheme 325,620 - 325,620
Parliamentary Contributory Superannuation Scheme 280,700 187,800 92,900
30,951,890 15,711,800 15,240,090
Gross Total Net Unfunded

Liabilities Assets Liabilities

2003 2003 2003

$000 $000 $000
State Authorities Superannuation Scheme 5,775,600 3,037,100 2,738,500
State Authorities Non Contributory Superannuation Scheme 1,406,900 147,100 1,259,800
State Superannuation Scheme 17,466,600 10,639,100 6,827,500
Police Superannuation Scheme 4,318,100 1,067,100 3,251,000
Judges' Pension Scheme 266,000 - 266,000
Parliamentary Contributory Superannuation Scheme 280,200 195,400 84,800
29,513,400 15,085,800 14,427,600
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2004 2003
$000 $000
16. OTHER EMPLOYEE BENEFITS
Current:
Employee Benefits comprise:
Budget Dependent Long Service Leave and Other Leave Benefits 244,672 231,611
Non-budget Dependent Long Service Leave Pool 9,525 7,657
254,197 239,268
Non-Current:
Budget Dependent Long Service Leave and Other Leave Benefits 2,309,111 2,084,663
Non-budget Dependent Long Service Leave Pool 75,602 78,204
2,384,713 2,162,867
Total Other Employee Benefits 2,638,910 2,402,135
Movement in Major Provisions:
Budget Non-Budget
Dependent Dependent
Long Service Long Service
Leave Leave
$000 $000
Balance 1 July 2003 2,316,274 85,861
Add: Increase in liability
during the year 480,254 12,288
Less: Payments (242,745) (13,022)
Balance 30 June 2004 2,553,783 85,127

17. PROVISION FOR OUTSTANDING INSURANCE CLAIMS

The liability for outstanding insurance claims for the Insurance Ministerial Corporation (IMC), is determined by independent
actuaries (PricewaterhouseCoopers and Robert Buchanan Consulting) for the NSW Treasury Managed Fund (TMF),
Transport Accident Compensation Fund and the Governmental Workers Compensation Account.

Prudential margins are added, where necessary, to the central estimate of the claims liability to increase the probability that
the claims provision is adequate. The Manager of the New South Wales Insurance Ministerial Corporation, GIO General
Ltd, say the resulting provisions are adequate to cover claims for losses occurred, including future developments on known
and unreported claims.

The outstanding claims liability of Pre Managed Fund Reserve (now part of TMF) are from departmental estimates vetted by
the TMF Manager.

Movement in outstanding claims is mainly due to:

(i) Provision — HIH building warranty claims,

(i) Public Liability — reduction in discount rates and increase in case estimates for Health large claims,

(iii) Property — more outstanding large claims in the primary pool, off-set by better claims experience from Health and
Education; and

(iv) Workers Compensation — decline in discount rates and increase in wage inflation assumption.
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Treasury Government TAC HIH
Managed Workers Fund Building Total
Fund Compensation Warranty
$000 $000 $000 $000 $000
Expected future claims
Payments (undiscounted) 6,718,838 145,514 565,301 123,714 7,553,367
Discount to Present Value (2,571,605) (67,976) (348,427) (18,160)  (3,006,168)
Liability for Outstanding Claims 4,147,233 77,538 216,874 105,554 4,547,199
Current -2003 638,076 9,075 21,973 17,900 687,024
Non Current -2003 3,071,862 69,547 187,505 49,536 3,378,450
3,709,938 78,622 209,478 67,436 4,065,474
M ovements for 2003-04
Add: Claims Expense 1,068,531 2,154 23,594 66,176 1,160,455
Less: Payments (631,236) (3,238) (16,198) (28,058) (678,730)
Current - 2004 667,513 7,685 28,357 25,861 729,416
Non Current -2004 3,479,720 69,853 188,517 79,693 3,817,783
4,147,233 77,538 216,874 105,554 4,547,199

(@) The TMF weighted average expected term to settlement from the balance date of the outstanding claims is estimated to
be 5.7 years (2003 4 .9 years).

(b) The following average inflation (normal and superimposed) rates and discount rates were used in measuring the TMF
liability for outstanding claims;

2004 2003
% %

Claims Expected to be Paid
Not later than one year:
Inflation rate 3.25 3.25
Discount rate 6.60 6.10
Later than one year:
Inflation rate 3.25 3.25
Discount rate 6.60-7.10 6.00-6.70

Prudential margins added in 2004 and 2003 to the central estimate of the claim liability and the probability of adequacy are:

Prudential Probability
Margin of

Adequacy
% %
NSW Treasury Managed Fund 75 67

(Workers Compensation and Liability for 2004))

Transport Accident Compensation Fund 75 60
Government Workers Compensation Fund 5.0 60
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Accumulated Asset Total
Deficit Revaluation Equity
$000 $000 $000
18. CHANGES IN EQUITY
Balance at 1 July 2003 (17,979,605) 707,187 (17,272,418)
Changes in equity - transactions with
OWNers as owners
Asset Revaluation Reserve Transfer In 18 - 18
Cash Transfer In - Admin Restructure (4,420) - (4,420)
Employee Entitlement Liability - Admin Restructure (241,000) - (241,000)
Capital Restructure 137,000 - 137,000
Total (108,402) - (108,402)
Changes in equity - other than transactions with
OWNers as owners
Surplus/(Deficit) for the year 756,953 - 756,953
Increase in Asset Revaluation Reserve 163,310 163,310
Transfer of realised Revaluation Reserve to accumulated
funds on disposal of asset (18) (18)
Total 756,953 163,292 920,245
Balance at 30 June 2004 (17,331,054) 870,479 (16,460,575)

19. INDIVIDUALLY SIGNIFICANT ITEMS

During 2003-04 there were four individually significant items. These were:

1)

2)

3)

4)

Superannuation expense was $1,417 million ($3,177 million in 2002-03) due to an increase in accrued
employer liabilities of $1,438 million offset by an increase in employer assets of $626 million (refer to Note:
15).

The Crown Finance Entity made a grant of $1,124 million to the Liability Management Ministerial
Corporation (LMMC), ($1,629 million in 2002-03). The LMMC must, by law, ultimately apply this money
to reducing the Crown Entity’s Superannuation liability as long as one exists. At 30 June 2004 these funds
were invested as per recommendations by the LMMC Investment Committee.

As a result of the higher than expected 2002-03 budget surplus the Government created the Health Super-
Growth Fund. $420 million was invested in bonds with all monies and investment proceeds to be used for the
purpose of funding health capital works and services. In 2003-04 fund receipts were $13.1 million of which
$12.8 million was paid out.

A prudential margin of 7.5% (67% probability of adequacy) has been added to the Treasury Managed Fund
central estimate of the outstanding claims liability for Liability in 2004. This change has been introduced to
recognise the expected volatility of future Liability payments and achieve consistency with the prudential
margin that is added to Workers Compensation. The change increases the outstanding claims liability and
claims expense by $139 million.

In addition, during 2002-03 there were the following individually significant items:

Additional funding of the Treasury Managed Fund to the extent of $824 million ($800 million in 2001-02) allowed
the full funding of all the Treasury Managed Fund’s outstanding claims.

Following a reassessment of the methodology used to value long service leave liabilities, in accordance with
Australian Accounting Standards, a change was made to the method used. This resulted in an increase in the
opening balance of the liability of $278 million and an increase in the expense for 2002-03 of $26 million.
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»  The Department of Commerce’s Office of Government Procurement manages the government’s motor vehicle
fleet on behalf of budget dependent agencies. The vehicles have been funded through a series of leasing
arrangements that have historically been recorded as operating leases.

In 2003, Treasury sought additional advice as to the lease’s appropriate accounting treatment, in particular,
whether they are operating or a finance lease. The advice concluded that the motor vehicles be recorded on the
balance sheet of the Crown as finance leases. This treatment reflects the overall substance of the arrangement
whereby the Crown ultimately bears the risk of ownership of the motor vehicles throughout their useful life.

The change in accounting treatment has resulted in an initial 1 July 2002 increase in leased assets and finance lease
liabilities of $550 million, an increase in other assets of $44 million, and a revenue of $44 million in 2002-03.

2004 2003
$000 $000
20. COMMITMENTS FOR EXPENDITURE
(a) Capital Commitments:
-not later than one year 12,619 29,772
-later than one year but not later than five years 2,266 7,842
-later than five years - -
14,885 37,614
(b) Operating Lease Commitments:
-not later than one year 106,748 105,133
-later than one year but not later than five years 270,996 269,416
-later than five years 195,263 227,525
573,007 602,074
(c) Finance Lease Commitments
Finance Lease Commitments (exclusive of GST) and Reconciliation to
Carrying Amount of Lease Liabilities:
-not later than one year 300,418 368,352
-later than one year but not later than two years 198,440 248,752
-later than two years but not later than five years 26,728 135,591
-later than five years 15,575 10,556
Minimum Lease Repay ments 541,161 763,251
Less: Future Finance Charges 65,166 83,640
Lease Liability 475,995 679,611
Classified as:
Current 286,153 347,452
Non- Current 189,842 332,159
475,995 679,611

Note: Commitments as at 30 June 2004 are inclusive of GST. Recoverable input tax credits for Contingent Assets were
$57.9 m for 2004 (GST included) and $57.9m for 2003.

The Crown Entity, as the reporting entity for Snowy Hydro Limited (SHL), is required to report the New South Wales share
of SHL commitments. The NSW share for Capital Expenditure commitments are $41.1 million (2002-03 $4.3 million),
Lease commitments of $28.1 million (2002-03 $28.0 million) and Other commitments of $0.3 million (2002-03 $3.2
million).

Crown Entity 2003-04 Annual Report



CROWN ENTITY
NOTES TO AND FORMING PART OF THE
2003-04 FINANCIAL STATEMENTS

21. CONTINGENT LIABILITIES

Snowy Hydro Limited

On 28 June 2002 the Commonwealth’s Snowy
Mountain  Hydro—electric ~ Authority and the
electricity trading company, Snowy Hydro Trading
Pty Ltd were formed into a new public company,
Snowy Hydro Limited, owned by NSW, Victoria,
and the Commonwealth. NSW owns 58% of the
share in the company. The Treasurer of NSW entered
into the following guarantees, indemnities and deeds
as part of the agreements leading to the
corporatisation of the Snowy Scheme.

It is not possible to estimate the amount of exposure
at this time for the following five situations.

If under the Environment Protection & Assessment
Act or Water Management Act, the SHL is required
to modify its structures or lower dam levels to reduce

entitled to receive. The deed concludes when the 75
year Snowy Water licence, its termination, or if NSW
sells its shares.

An Indemnity has been provided to each of the 5
initial directors of SHL against the cost of claims
arising as the result of liabilities transferred from the
operation of the former Snowy Mountains Hydro-
electric  Authority and, for implementing the
corporatisation agreements. The duration of the risk
relates to any claim lodged within 5 years of the
corporatisation date. Currently, there are no known
claims. Directors are required to maintain insurance
cover against the risk and there is a back-to-back
indemnity from SHL to indemnify the governments
for the cost of claims incurred, up to the amount that
can lawfully be paid.

In the event that the Snowy Water Licence is changed
in a manner that causes adverse financial impact for
SHL, compensation for the amount of the impact will
be paid to the company. NSW may be able to recover
42% of the compensation due if Victoria and the
Commonwealth agree to the water licence changes. No
major amendments to the Snowy Licence are currently
proposed. The Snowy Water Licence expires in 75
years or when terminated.

If the Water Ministerial Corporation gives an
instruction to Snowy Hydro Limited that results in
spills or releases from Jindabyne Dam that cause
downstream damage to persons or property; SHL will
be compensated by the Crown Entity for the
proportion of claims incurred by the company. NSW
will incur 58% of the cost of the claims against the
company, if the Commonwealth and Victoria
previously agreed with the instruction issued. No
claims exist currently. However, the risk of exposure
should be very low for several years while sufficient
water savings are found and allocated to the Snowy
River. This indemnity lasts while the Snowy Water
Licence is terminated or expires in 75 years.

the impact of cold-water releases from the scheme
then, for up to 7 years from the corporatisation date,
NSW will provide 58% of the amount necessary to
maintain financial covenants and credit rating.

The likelihood of such an event occurring will be
significantly reduced if the proposed cold-water
strategy is implemented by NSW. The strategy sets
out that Snowy Hydro will not be required to
undertake any modifications to dams or dam levels to
mitigate the impact of cold water pollution until the
seven year shareholder indemnity expires.

NSW is entitled to receive 58% of the income tax
paid by Snowy Hydro Limited under a tax sharing
agreement with the Commonwealth Government. If
accumulated dividend imputation credits within the
company have not been fully distributed to a
shareholder government prior to the sale of more
than 5% of its shares, the government selling their
shares must repay the Commonwealth the value of
the undistributed dividend imputation credits it was

Guarantees

Issued securities, borrowings and derivative liabilities
of the NSW Treasury Corporation with a market value
of $27.6 billion (2003 $27.3 billion) have been
guaranteed by the NSW Government under the Public
Authorities (Financial Arrangements) Act 1987.

Commonwealth Native Title Act

Under the provisions of the Commonwealth Native
Title Act, claims may be lodged for land currently held
as inventories. However, inventories are not offered
for sale until such time as Native Title interests are
extinguished through compulsory acquisitions or the
granting of a non-claimant application by the Native
Title Tribunal. The nature and value of possible
claims under the provisions of the Native Title Act are
complex and are not directly related to the inventory
value disclosed in the Financial Statements.

Any future compensation claim which might arise
under the Commonwealth Native Title legislation in
regard to land disposals is accepted by the Crown
rather than the purchaser. Therefore, there is no
impact on the value of inventories disclosed in the
financial statements. During the year no compensation
was paid under the Act (Nil — 2002/2003).

Structured Finance Activities

Through the Structured Finance Activities (SFA)
Special Deposits Account, the State entered into
several finance leases for rail stock and electricity
assets. There are two contingent liabilities for the
SFA:

a) The Crown Entity indemnity provided for each
transaction. The exposure relates to the change of
law and administration risk to the covenants given
under the lease; and
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b) The Crown Entity has a third party risk in terms of
monies being placed on deposit with a
counterparty. The counterparty contingent
liability is estimated at $649 million (2003
$648 million). The amount of the counterparty
continent liability reflects the term nature of the
deposits and the valuation of the Australian dollar
against the US dollar. NSW Treasury Corporation
regularly monitors this risk.

During 2003-2004 there have been no changes in the
credit standings, which range from BBB+ to AAA, of
the deposit counterparties.

State Bank (Privatisation) Act 1994

Pursuant to the State Bank (Privatisation) Act 1994,
the State guaranteed all existing and future liabilities
of the Bank until 31 December 1997. Thereafter while
existing liabilities continue to be guaranteed until
maturity, any new liabilities incurred after that date
will not be guaranteed by the State. As at 30 June 2004
the total guaranteed liabilities of the Bank amounted to
$500 million (2003 $1.2 billion).

Additionally, the State provided indemnities in respect
of any losses incurred by the Bank as a result of
matters existing in the books of the Bank as at 31
December 1994. These are estimated at $11 million
(2003 $14 million).

Government Insurance Act 1927

Under the Government Insurance Act 1927, the State
guarantees the liabilities of the GIO in respect of
general, life and reinsurance policies issued by it up
until 15 July 1992. Actuarial assessment of these

liabilities:
31 Dec 2003 31 Dec 2002
$m $m
General insurance 225 216
Life insurance 176 209
Inward reinsurance 117 135
518 560

The guarantee on these policies continues under the
terms of the State Government Deed issued for the
privatisation of the GIO.

Pursuant to clause 9 of the Deed, AMP merged all
capital guaranteed policyholders into the AMP
Statutory Fund Nol, including capital guaranteed “S”
units in savings bonds. Thus the capital guarantee that
could have arisen in respect of an option to convert
“S” investment-linked units is no longer offered for
new policies.

Consequently, the Government guarantee which
covered certain unit-linked life insurance policies with
investment units convertible to capital guarantee
status, will no longer give rise to a policy liability. The
maximum potential liability is estimated to be NIL (31
December 2002 $912 million).
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TAB

The NSW Government indemnified TAB Ltd against
decreases in revenue resulting from reductions in the
monitoring fee determined by the Minister for Gaming
and Racing. This fee is payable to TAB Ltd by
hoteliers and registered clubs for gaming devices
connected to the Centralised Monitoring System
(CMS)).

The NSW Government also indemnified TAB Ltd
against loss during the term of the CMS licence
resulting from a redetermination of the monitoring fee.
However this excludes redeterminations made in
accordance with the methodology and assumptions to
derive the rate of return used by the Independent
Pricing and Regulatory Tribunal in recommending the
monitoring fee to the Minister.

In July 2004, TAB Ltd made a claim of up to $3.03
million  per month  following the recent
redetermination of the monitoring fee. The NSW
Government is disputing this claim.

The NSW Government will also indemnify TAB Ltd
against additional costs incurred to comply with
amendments to TAB Ltd’s CMS licence, but only to
the extent that TAB Ltd is not adequately compensated
for the additional costs by any increase in the
monitoring fee.

NSW Treasury Corporation

The NSW Treasury Corporation has issued
unconditional payments on behalf of some NSW
Government authorities in the national wholesale
electricity market to pay to the system administrators
any amount up to an aggregate maximum agreed with
individual participants.

The Corporation has also issued, on behalf of other
NSW Government authorities, for the authorities’
performance under contracts with third parties.

Amounts paid under these are recoverable from the
NSW Government authority participants. This
financial accommodation is Government guaranteed.

At year end the agreed aggregate amounts totalled
$539 million (2003 $629 million).

Sale of Pacific Power International

As a condition of the sale of Pacific Power
International the State has an obligation to compensate
the trustee of the electricity industry superannuation
fund if certain conditions exist at a certain time. The
time will be the earlier of:

- Connell Wagner (the purchaser) ceasing to be an
employer in the fund; or

- the last benefit is paid; or

- the relevant assets are exhausted

The conditions that must exist are that:
- there is actually a shortfall of assets; and

- the investment return has been less than assumed
(7%pa)



CROWN ENTITY
NOTES TO AND FORMING PART OF THE
2003-04 FINANCIAL STATEMENTS

The amount of the contribution to be paid if these
conditions are met at this time is the lessor of:

- the actual shortfall of the assets; and
- the shortfall in the assets due to lower than
assumed investment return.

Based on currently forecast investment returns, the
expected liability is zero.

NSW Grains Board

As a result of the failure of the NSW Grains Board,
TCorp lent $11.291 million to the NSW Grains
Corporation so that farmers could be paid for grain
they had already delivered. This loan was guaranteed
by the State and was to be repaid from a levy on all
grain sales over the vesting period.

Due to the extended drought condition it is doubtful
that the full amount of the loan will be able to be
repaid from the levy. The balance outstanding at
30 June 2004 was $5.7 million. The expected shortfall
on maturity of the loan on 30 September 2005 is
$4.8 million.

Pacific Power — Power Stations

Pacific Power, through its subsidiary Pacific Power
(Subsidiary No.1) Pty Ltd was part of a consortium to
construct the Tarong North and Callide C power
stations. The engineering  procurement and
construction contracts required the parent company of
each consortium member to provide a guarantee.
When Pacific Power was dissolved, the Treasurer
issued a guarantee to replace the previous guarantee
issued by Pacific Power, and some other Pacific Power
guarantees were transferred to the Treasurer. Although
these guarantees are enforceable under a range of
conditions, they mainly cover the failure of the
consortium to meet its obligations under the
engineering procurement and construction contracts.

Contracts with Private Sector Parties

To enable major projects to be undertaken the state has
guaranteed the performance of the obligations of
various statutory authorities under contracts with
private sector parties. The current guarantees
outstanding are for the following projects:

- Sydney Harbour Tunnel

- Macarthur Water Filtration Plant

- M2 Motorway

- Olympic Multi-Use Arena

- Olympic Stadium

- Eastern Distributor

- Illawarra and Woronora Water Treatment Plants

- Prospect Water Filtration Plant and Treatment
Works

- Cross City Tunnel

- Western Sydney Orbital

- Eastern Creek Waste Treatment Plant

- VISY Mill: Tumut Timber Supply Agreement

- Lane Cove Tunnel.

These guarantees are considered unlikely to ever be
exercised.

e Superannuation Guarantee Contributions

An audit of Superannuation Guarantee Contributions
(SGC) at the NSW Attorney General’s Department by the
ATO has deemed arbitrators to be employee for SGC
purposes. Information provided by the ATO indicates a
potential liability of $865,235 plus interest. =~ SGC
payments are responsibility of the Crown Entity.

e British American Tobacco (BAT) Case

British American Tobacco is currently suing the NSW
Government for repayment of tobacco franchise fees.
These fees were declared unconstitutional by the High
Court in 1997. For NSW to be financially disadvantaged
BAT would have to overcome NSW legislation preventing
repayment in such cases and Commonwealth windfall
gains tax legislation enacted in 1997.

e Floating Interest Rate Exposure on Motor Vehicle
Financing Arrangements

The State’s motor vehicles are financed under three
external leasing arrangements (Tranches 1-3) and one
internal leasing arrangement (Tranche 4) managed by
StateFleet and funded by TCorp. Two of the external
leasing arrangements, Tranches 1 and 2, have expired with
no new leases entered into after June 2003. Agencies
involved in Tranches 1 and 2 are now obtaining their
motor vehicles under Tranche 4.

All four Tranches are funded on a floating rate basis.
Effectively there is a having a floating rate principal
exposure of $600 million as at 30 June 2004 (2003 $584
million).

22. CONTINGENT ASSETS

*  HIH Collapse

As a result of the HIH collapse the Crown Entity
assumed liabilities of approximately $650 million for
building warranty and third party motor insurance.

The liquidators have stated that “it would be
reasonable to expect a return of between 10c and 20c
in the dollar, spread over seven to ten years.” The
first interim dividend is not expected until 2005.
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2004 2003
$000 $000
23. CASH AND CASH EQUIVALENTS
Cash on Hand and at Bank 381,748 1,987,920
Bank Overdraft (2,194,128) (13,430,965)
(1,812,380) (1,443,045)

During the financial year the Governor approved a Crown Entity financial accommodation from Treasury Corporation,
totalling $1,500 million (2002-03 $1,500 million) under the provisions of the Public Authorities (Financial Arrangements)
Act 1987. The financing facility provided for short term cash requirements caused by seasonal fluctuations in Government

receipts.

Of the cash on hand and at Bank, $97,023,000 is considered restricted cash assets (2002-03 $1,728,150,000). It is the
amount cash held in Special Deposit Accounts and can only be used in accordance with the legislation that established the

Special Deposit Account. Details of the Special Deposit Accounts are included in Note 26.

For the purpose of the Statement of Cash Flows, cash includes cash on hand and at bank, bank overdraft and short terms
money market investment. Cash at the end of the reporting period as shown in the Statement of Cash Flows is reconciled to

the related items in the statement of financial position as follows:

2004 2003
$000 $000
Cash on Hand and at Bank 381,748 1,987,516
Bank Overdraft (2,194,128) (3,430,965)
Short Term Money M arket Investments 731,931 2,414,791
(1,080,449) 971,342
24. CASH FLOW INFORMATION
() Reconciliation of Cash Flows from Operating
Activities to the Operating Result
2004 2003
$000 $000
Surplus (Deficit) for the Year 756,954 (1,657,505)
Non Cash Items Added Back
Share of Equity in Associated Company (10,941) (81,025)
Writeoff of land - 4,600
Provision for Land Remediation and Other Costs - 103,987
Unrealised (gains)/loss on investments (1129,288)
Provision for Depreciation 82,367 93,113
Non Cash Finance Costs 12,504 44,508
Loss/(Gain) on Asset Disposals 161,825 71,121
Other (36,425) 21,800
Equity Restructure (241,000)
Cashflow from government - 892
Change in Operating Assets and Liabilities
M ovement in Working Capital 233,415 256,839
Increase/(Decrease) in Other Liabilities 995,162 3,460,210
(Increase)/Decrease in Other Assets (129,276) (148,138)
Net CashFlow from Operating Activities 1,695,297 2,170,402
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(b) Non-cash Financing and Investing Activities

During the financial year, Crown Finance Entity acquired motor vehicles with an aggregate fair value of $96,076,000 (2002-
03 $344,600,000) by means of finance leases. The acquisitions are not reflected in the Statement of Cash Flows.

25. TRUST FUNDS

Trust monies are held on behalf of beneficiaries.

2004 2003
$000 $000
Funds held by the Crown Entity:
Olympic Coordination Authority Payables 2,660 5,176
Compensation Deposits re Land Acquisition Fund 150 150
Consumer Affairs Trust 112 112
BHP Land Remediation Trust 5,000 -
Other 142 142
8,064 5,580

The Trustee Act 1925 requires that trust funds be held separate from other operating funds of the agency. The Crown Entity
does not keep a separate bank account for the trust funds due to the immateriality of the accounts involved.

26. SPECIAL DEPOSIT ACCOUNTS

The Crown Entity operates nine accounts within the Special Deposits Account. These accounts are:

NSW Policyholders Protection Fund

This fund was established by the Insurance Protection Act 2001 to hold taxes and other monies required to be paid into the
Fund to meet claims under home building and third party motor accident insurance policies of declared insolvent insurers.
Receipts during 2003-04 were $100.6 million, of which $68.5 million (2002-03 $67.2 million) was collected under the
Insurance Protection Act 2001.

Non-Budget Long Service Leave Pool

This pool holds long service leave funds for certain agencies which have moved from being budget dependent to non-budget
dependent.

Structured Finance Activities

This account is used in the management of cross border leases and other structured finance activities arranged by the New
South Wales Treasury Corporation.

Confiscated Proceeds Account

This fund was established by the Criminal Assets Recovery Act 1990 to hold monies recovered from criminals until these
monies are used in accordance with the Act.

Petroleum Products Subsidy Account

This fund makes payments under the Commonwealth’s Petroleum Products Subsidy Scheme before Commonwealth
reimbursement.

Workers Compensation (Bushfire, Emergency and Rescue Services)

This account is for the Workers Compensation (Bushfire, Emergency - Rescue Services) special compensation scheme for
bushfire fighters, emergency service workers and rescue association workers.

Builders Warranty Insurance

This pool is used to manage re-insurance arrangements put in place by the Government to provide stability in the building
warranty insurance market.
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General Government Liability Management Fund

To manage the General Government Sector’s financial position and its net financial liabilities more flexibly by establishing a
non-superannuation investment fund, into which employer superannuation contributions would temporarily be diverted.

Health Super-Growth Fund

This fund was established by the Appropriation (Health Super-Growth Fund) Act 2003, with all monies and investment
proceeds used for the purpose of funding public health capital works and services.

Movements in these accounts are:

NSW Polic General
Y Non Budget Structured Confiscated Petroleum Building  Government
Holders ] . Workers - Health Super
Accounts . Long Service  Finance Proceeds Products . Warranty Liability
Protection o ; Compensation Growth Fund
Leawve Pool  Activities Account Subsidy Insurance  Management
Fund
Fund
$000 $000 $000 $000 $000 $000 $000 $000 $000
Balance 1.7.2002 7,373 30,543 268 9,709 50 4,173 - - -
Plus Receipts 154,000 8,610 129 17,479 259 4,762 14,404 1,651,372 -
Less Payments (154,197) (5,258) (182) (8,032) (259) (6,096) (957) - -
Balance 30.6.2003 7,176 33,895 215 19,156 50 2,839 13,447 1,651,372 -
Plus Receipts 100,639 9,050 328 11,142 194 4,588 5171 1,235,619 433,122
Less Payments (188,007) (12,222) (243) (4,793) (194) (5,094) (314) (1,289) (12,764)
Balance 30.6.2004 19,808 30,723 300 25,505 50 2,333 18,304 2,885,702 420,358

The transactions for these accounts are recognised in the financial statements.

27. INCENTIVE FROM LESSOR

A lease incentive payment of $68m was received from the Superannuation Administration Authority in January 1995 for a
twelve year lease on the Governor Macquarie Tower. The lease incentive is progressively reduced over the term of the lease

by the transfer to property rental revenue.

The liability is classified as:

Current:
Non -Current:
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$000 $000
3,818 3,819
13,805 18,070
17,623 21,889
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28. OTHER LIABILITIES

Current:

Unearned Revenue

Stamp Duty and Tax

Budget Balance Assistance Received in advance
Builders Warranty Claim Provision
Provision for Land Remediation

Rent Received in advance

Payable - Income Tax Equivalent Refund
Confiscated Drug Proceeds

Premium paid in advance

Special Deposit and Trust Accounts
Other

Non-Current:

Tax Equivalents

Provision for Land Remediation
Others

2004 2003
$000 $000
3,337 10,360
50,924 19,246
247,926 -
18,302 13,447
2,200 1,365
3,349 7,317
54,746 8,013
25,505 19,156
19,640 11,240
5,397 8,420
11,681 5,055
443,007 103,619
350,055 367,968
101,628 102,463
278 -
451,961 470,431
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29. SUMMARY OF COMPLIANCE WITH FINANCIAL DIRECTIVES

RECURRENT APPROPRIATIONS Appropriations Expenditure Appropriations Expenditure
2004 2004 2003 2003

ORIGINAL BUDGET APPROPRIATION/ $000 $000 $000 $000

EXPENDITURE

Appropriation Act 2,366,091 2,048,953 2,731,444 2,176,274

Budget Variation Acts (ie Additional Appropriation) - - 305,000 305,000

Section 22 - Expenditure for certain works and services 570,025 533,274 667,240 664,481

Section 26 - Increase in Commonwealth SPP - - - -
Treasurer's Advance 484 484 1,781 979

Section 26 - Supplementation with offsetting savings
(section 26 of the Appropriation Act) (161,504) - (431,533) -

Section 16C - Insurance Protection Tax Act 2001 68,083 68,083 67,192 67,192

Total Appropriations/Expenditure (includes

transfer payments) 2,843,179 2,650,794 3,341,124 3,213,926
Drawdowns from Treasury 2,667,842 3,227,586
Total Unspent Appropriations (17,048) (13,660)

CAPITAL APPROPRIATIONS

Appropriation Act 1,188,492 1,064,529 1,503,828 1,503,828
Budget Variation Acts (ie Additional Appropriation) 420,000 420,000 120,000 120,000
Section 22 - Expenditure for certain works and services 213,000 213,000 766,000 762,896
Section 26 - Supplementation with offsetting savings (150) - - -

Total Appropriations/Expenditure (includes
transfer of payments 1,821,342 1,697,529 2,389,828 2,386,724

Drawdowns from Treasury 1,697,529 2,386,724

Total Unspent Appropriations - -
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30. CONSOLIDATED FUND TRANSACTIONS

Cash Flows from Operating Activities

Receipts

State Taxation, Fines and Regulatory Fees
Commonwealth Grants

Financial Distributions

Other Operating Revenue

Total Receipts

Payments

Recurrent Appropriations paid to Other Agencies
Recurrent Appropriations paid to CFE

Capital Appropriations paid to Other Agencies
Capital Appropriations paid to CFE

Total Payments

Net Cash Flow from Operating Activities

Cash Flow from Crown Finance Entity
Proceeds from Borrowing transferred from CFE
Investment Income transferred from CFE
Interest Receipts transferred from CFE
Advance Repayments transferred from CFE
Other Receipts transferred from CFE

Net Increase/(Decrease) in Cash

Opening Cash and Cash Equivalents

Cash Transferred in as a result of Capital Restructuring

Closing Cash Balances

Cash and Cash Equivalents
Investment in Short Term Money Market
Bank Overdraft

2004 2003

$000 $000
15,402,318 14,710,872
15,338,620 15,158,339
1,048,255 1,313,454
783,470 535,508
32,572,663 31,718,673
(27,183,244) ( 25,354,325)
(2,667,842) (3,227,586)
(2,404,841) (2,383,110)
(1,697,529) (2,386,724)
(33,953,456) (33,351,745)
(1,380,793) (1,633,072)
2,500 10,627
- 15,912
114,105 132,604
98,864 127,396
43,110 42,901
258,579 329,440
(1,122,214) (1,303,632)
(1,185,702) (462,070)
137,000 580,000
(2,170,916) (1,185,702)
6,873 2,232,884
(2,177,789) ( 3,418,586)
(2,170,916) (1,185,702)
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31.PROGRAM STATEMENT - EXPENSES AND REVENUES FOR THE YEAR ENDED 30 JUNE 2004

Expense

Superannuation

Long Service Leave
Depreciation/Amortisation
Grant and Subsidies
Borrowing Costs

Insurance Claims

Other

Recurrent Appropriations
Capital Appropriations
Total Expenses

Revenue

State Taxation
Commonwealth Grants
Financial Distributions
Sales of Goods and Services
Investment Income

Other

Revenue from Government
Total Revenue
Gain/(Loss) on Disposal

of Non -Current Assets

SURPLUS/(DEFICIT)
FOR THE YEAR

Debt Refunds and Other Service- Natural
Servicing Remissions of wide Disasters Total Crown
Costs Crown Revenue Activities* Relief Finance Entity
$000 $000 $000 $000 $000
- - 1,417,299 - 1,417,299
- - 498,268 - 498,268
- - 76,460 - 76,460
- - 1,225,103 30,778 1,255,881
621,868 - 125,162 - 747,030
- - 28,635 - 28,635
- 51,012 381,696 - 432,708
621,868 51,012 3,752,623 30,778 4,456,281
12 - 210,598 - 210,610
436 - 202,764 - 203,200
(2,500) - (273,127) - (275,627)
(2,052) - 140,235 - 138,183
- - (16,849) - (16,849)
(623,920) (51,012) (3,629,237) (130,778) (14,334,947)

*  The name and purpose of each program is summarised in Note 1.
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31. PROGRAM STATEMENT - EXPENSES AND REVENUES FOR THE YEAR ENDED 30 JUNE 2004 (Continued)

Expense

Superannuation

Long Service Leave
Depreciation/Amortisation
Grantand Subsidies
Borrowing Costs
Insurance Claims

Other

Recurrent Appropriations
Capital Appropriations
Total Expenses
Revenue

State Taxation
Commonwealth Grants
Financial Distributions

Retained Taxes Fees and Fines

Sales of Goods and Services
Investment Income

Grants and Contributions
Other

Revenue from Government
Total Revenue

Gain/(Loss) on Disposal

of Non -Current Assets

SURPLUS/(DEFICIT)
FOR THE YEAR

*  The name and purpose of each program is summarised in Note 1.

Liability
Insurance Crown Lands Crown Management
Total Crown Electricity Ministerial Crown Homesites  Land Development  Property Ministerial **Not
Finance Entity Consolidated Fund  Equalisation* Corporation* Leaseholds* Programs*  Working Account*  Portfolio* Corporartion Attributable Elimination Consolidated Total

$000 $000 $000 $000 $000 $000 $000 $000 $000 $000 $000 $000
1,417,299 - - - - - - - - - - 1,417,299
498,268 - - - - - - - - - (9,013) 489,255
76,460 - - - - - - 5,907 - - - 82,367
1,255,881 - - - - - - - - - (1,172,027) 83,854
747,030 - - - - - - 16,771 1,492 - (42,914) 722,379
28,635 - - 1,132,337 - - - - - - - 1,160,972
432,708 10,396 266,635 27,432 4,916 5,797 844 150,703 2 - (164,270) 735,163
- 29,851,086 - - - - - - - - (2,667,842) 27,183,244
- 4,102,370 - - - - - - - - (1,697,529) 2,404,841
4,456,281 33,963,852 266,635 1,159,769 4,916 5,797 844 173,381 1,494 - (5,753,595) 34,279,374
- 15,606,365 - - - - - - - - (126,256) 15,480,109
- 15,338,620 - - - - - - - - - 15,338,620
- 1,487,716 - - - - - - - - (17,530) 1,470,186
- - - 962,125 - - - 163,338 - - (135,862) 1,089,601
210,610 - - 405,092 2,544 - - 10,260 111,619 10,941 (42,202) 708,864
203,200 789,912 396,594 1,795 34,432 224 - 3,824 1,124,000 - (1,477,242) 1,076,739

(275,627) - - - (42,551) (6,184) (6,500) 19,995 - 4,365,370 (4,054,503) -
138,183 33,222,613 396,594 1,369,012 (5,575) (5,960) (6,500) 197,417 1,235,619 4,376,311 (5,753,595) 35,164,119
(16,849) - - - (145,938) 27,640 7,345 10 - - - (127,792)
(4,334,947) (741,239) 129,959 209,243 (156,429) 15,883 1 24,046 1,234,125 4,376,311 - 756,953

**  Appropriations are made on an agency basis and not to individual programs. Hence, government contributions must be included in the "Not Attributable" column.
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32. TRANSFER PAYMENTS

The Crown Entity receives grants from the Commonwealth Government that are transferred to eligible beneficiaries. The
beneficiaries are non-government schools which are paid directly by the Crown Entity and Local Government, which is paid
to the Department of Local Government.

2004 2003

$'000 $'000
Receipts
Non-Government Schools - Recurrent 1,439,537 1,271,419
Non-Government Schools - Targeted Programs 34,006 56,336
Non-Government Schools - Capital 35,116 34,951
Local Government - Financial Assistance 353,244 346,615
Local Government - Roads 135,048 130,957

1,996,951 1,840,278
Payments
Non-Government Schools - Recurrent (1,439,537) (1,271,419)
Non-Government Schools - Targeted Programs (134,006) (56,336)
Non-Government Schools - Capital (35,116) (34,951)
Local Government - Financial Assistance (353,244) (346,615)
Local Government - Roads (135,048) (130,957)

(1,996,951) (1,840,278)

33. IMPACTS OF ADOPTING AUSTRALIAN EQUIVALENTS TO INTERNATIONAL
FINANCIAL REPORTING STANDARDS

The Crown Entity will apply the Australian Equivalents to International Financial Reporting Standards (AIFRS) from the
reporting period beginning 1 July 2005.

The Crown Entity is managing the transition to the new standards by allocating internal resources to analyse the pending
standards and Urgent Issues Group Abstracts to identify key areas regarding policies, procedures, systems and financial
impacts affected by the transition.

The following activities are aggregated in the Crown Entity financial statements:
Consolidated Fund

Crown Finance Entity

Electricity Tariff Equalisation Ministerial Corporation

Liability Management Ministerial Corporation

Insurance Ministerial Corporation

Crown Property Portfolio

Crown Lands Homesites Program

Crown Leaseholds

Land Development Working Account

The Consolidated Fund, Crown Finance Entity, Electricity Tariff Equalisation Ministerial Corporation, Liability
Management Ministerial Corporation and Insurance Ministerial Corporation are managed by Crown Asset and Liability
Management Branch. As a result of this exercise, the Crown Entity IAS Committee has taken the following steps to manage
the transition to the new standards of these entities:

1. The Crown Entity IAS Committee is oversighting the transition and is responsible for the project.

2. The following phases that need to be undertaken have been identified:
»  Scope and planning
*  Review and impact assessment
»  Design and training
e Implementation
e Post implementation review
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3. To date, the scope and planning phase has been completed. The remaining phases are estimated to be completed:
*  Review and impact assessment March 2005
»  Design and training June 2005
*  Implementation July 2006
e Post implementation review December 2006

The Crown Land Homesites Program, Crown Leaseholds and Land Development Working Account are managed by
Landcom and Department of Lands respectively. They have taken the following steps to manage the transition to the new
standards:

1. The agency’s Budget Committee is oversighting the transition. The Director, Financial and Administrative Services is
responsible for the project and reports to the Committee on progress against the plan. The Department’s Audit
Committee also provides input to the process.

2. The following phases that need to be undertaken have been identified:
»  Scope and identify impact of the changes
»  Determine changes to be made to systems, processes, policies
e Train staff
*  Implement changes and review

3. By the end of June 2004, a preliminary assessment of the impact of the changes for the entities administered for the
Crown by the Department of Lands had been undertaken. All other stages, including the requisite changes to systems
will be completed by the end of November 2004.

The Crown Property Portfolio has taken the following steps to manage the transition to the new standards:

1. The Portfolio Finance Manager is assigned to manage the transition and reports regularly to the Senior Manager, who is
oversighting the transition on the progress against the plan.

2. The following phases that need to be undertaken have been identified:

*  Send the Portfolio Finance Manager (PFM) to seminars on the AIFRS implementation issues and procedures.

*  Review the key differences in accounting policies between the AIFRS and the existing Australian Accounting
Standards (AAS)

» ldentify those significant differences in accounting policies that will have an impact to the Portfolio

»  Prepare a report to the Senior Manager on the possible changes required on the accounts and on the Portfolio’s
accounting policies to comply with AIFRS requirements.

»  Prepare a revised accounts trial balance (ie beginning Balance Sheet) as at 1 July 2005

3. To date, the PFM had attended a seminar on AIFRS implementation issues sponsored by the Australian Institute of
Certified Practising Accountants and a presentation on AIFRS presented by the NSW Treasury. The PFM had identified
some of the significant key differences in accounting policies arising from adopting AIFRS that will have an impact to
the Porfolio’s accounts. The PFM also reviews and monitors any new information and developments on AIFRS from
the NSW Treasury website.

NSW Treasury is assisting agencies to manage the transition by developing policies, including mandates of options;
presenting training seminars to all agencies; providing a website with up-to-date information to keep agencies informed of
any new developments; and establishing an IAS Agency Reference Panel to facilitate a collaborative approach to manage the
change.

The Crown Entity has identified a number of significant differences in accounting policies that will arise from adopting
AIFRS. Some differences arise because of AIFRS requirements that are different from existing AASB requirements. Other
differences could arise from options in AIFRS. To ensure consistency at the whole of government level, NSW Treasury has
advised the Crown Entity of options it is likely to mandate, and will confirm these during 2004-05. This disclosure reflects
these likely mandates.

The Crown Entity ’s accounting policies may also be affected by a proposed standard designed to harmonise accounting
standards with Government Finance Statistics (GFS). This standard is likely to change the impact of AIFRS and significantly
affect the presentation of the income statement. However, the impact is uncertain, because it depends on when this standard
is finalised and whether it can be adopted in 2005-06.

Based on current information, the following key differences in accounting policies are expected to arise from adopting
AIFRS:
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AASB 1 First-time Adoption of Australian Equivalents to International Financial Reporting Standards requires
retrospective application of the new AIFRS from 1 July 2004, with limited exemptions. Similarly, AASB108 Accounting
Policies, Changes in Accounting Estimates and Errors requires voluntary changes in accounting policy and correction of
errors to be accounted for retrospectively by restating comparatives and adjusting the opening balance of accumulated funds.
This differs from current Australian requirements, because such changes must be recognised in the current period through
profit or loss, unless a new standard mandates otherwise.

AASB 110 Events after the balance sheet date states that only dividends “declared” or appropriately “authorised” before the
reporting date can be recognised. This is more restrictive than the current approach which is based on “valid expectations”.
However, this change is not expected to impact on dividend recognition as the signing of the Statement of Corporate Intent
/Statement of Business Intent before the reporting date to which it relates, “authorises” the dividend and any change in the
amount of the dividend after the reporting date constitutes an “adjusting event after the reporting date”.

However, the amount of the dividend may be affected by other AIFRS, such as AASB 139 Financial Instrument Recognition
and Measurement and AASB 119 Employee Benefits (refer below) as these standards may impact on retained earnings (on
first adoption) and the amount and volatility of profit/loss.

AASB 116 Property, Plant and Equipment requires the cost and fair value of property, plant and equipment to be increased
to include restoration costs, where restoration provisions are recognised under AASB 137 Provisions, Contingent Liabilities
and Contingent Assets.

Major inspection costs must be capitalised and this will require the fair value and depreciation of the related asset to be re-
allocated.

For-profit entities must account for asset revaluation increments and decrements on an individual asset basis, rather than on
a class basis. This change may decrease accumulated funds.

AASB 117 Leases requires operating lease contingent rentals to be recognised as an expense on a straight-line basis over the
lease term rather than expensing in the financial year incurred.

AASB 119 Employee Benefits requires the defined benefit obligation to be discounted using the government bond rate as at
each reporting date rather than the long-term expected rate of return on plan assets. This change in discount rate is expected
to result in a higher unfunded superannuation liability on the balance sheet. Greater volatility in the income statement and
balance sheet is expected as the discount rate is based on market expectations at each reporting date.

AASB 1004 Contributions applies to not-for-profit entities only. Entities will either continue to apply the current
requirements in AASB 1004 where grants are normally recognised on receipt, or alternatively apply the proposals on grants
included in ED 125 Financial Reporting by Local Governments. If the ED 125 approach is applied, revenue and/or expense
recognition will be delayed until the agency supplies the related goods and services (where grants are in-substance
agreements for the provision of goods and services) or until conditions are satisfied.

AASB 123 Borrowing Costs provides the option to expense or capitalise borrowing costs. NSW Treasury is likely to
mandate expensing of borrowing costs to harmonise with GFS.

AASB 132 Financial Instrument Disclosure and Presentation prohibits in-substance defeasance. Agencies can no longer
offset financial assets and financial liabilities when financial assets are set aside in trust by a debtor for the purposes of
discharging an obligation, without assets having been accepted by the creditor in settlement of the obligation.

AASB 136 Impairment of Assets requires an entity to assess at each reporting date whether there is any indication that an
asset (or cash generating unit) is impaired and if such indication exists, the entity must estimate the recoverable amount.
However, the effect of this Standard should be minimal because all the substantive principles in AASB 136 are already
incorporated in Treasury’s policy Valuation of Physical Non-Current Assets at Fair Value.

AASB 139 Financial Instrument Recognition and Measurement results in the recognition of financial instruments that were
previously off balance sheet, including derivatives. The standard adopts a mixed measurement model and requires financial
instruments held for trading and available for sale to be measured at fair value and valuation changes to be recognised in
profit and loss or equity, respectively. Previously they were recognised at cost. This may increase the volatility of the
operating result and balance sheet.

The standard also includes stricter rules for the adoption of hedge accounting, and where these are not satisfied, movements
in fair value will impact the income statement.

To achieve full harmonisation with GFS, entities would need to designate all financial instruments at fair value through

profit and loss. However, at this stage it is unclear whether this option will be available under the standard and, if available,
whether NSW Treasury will mandate this option for all agencies.
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AASB 140 Investment Property requires investment property to be measured at cost or fair value. NSW Treasury is likely to
mandate the adoption of fair value. In contrast to current treatment as an asset classified within property, plant and
equipment, investment property recognised at fair value is not depreciated and changes in fair value are recognised in the
income statement.

NSW Treasury is likely to mandate that any investment property interest held by a lessee under an operating lease should be
classified and accounted for as investment property. Previously such operating lease payments were accounted for as an
expense over the lease term based on the pattern of benefits.

Based on paragraph 4 of AASB140 Investment Property, the government-owned office buildings included in the Crown
Property Portfolio and leased to other government agencies are investment properties from the Crown Property Portfolio’s
perspective.

AASB 1023 General Insurance Contracts requires the outstanding claims liability to include a risk margin to reflect the
inherent uncertainty in the central estimate, whereas previously no risk margin was required. The outstanding claims liability
must also be discounted for the time value of money using risk free rates, whereas previously the discount rate was based on
the expected rates of return on assets. This will likely increase the outstanding claims liability.

Unlike the previous standard, the revised standard applies a liability adequacy test to the unearned premium liability,
increases disclosure requirements and requires assets backing general insurance liabilities to be measured at fair value
(previously they were generally recognised at net market value).

AASB 137 Provisions, Contingent Liabilities and Contingent Assets includes an Australian Guidance section that
accompanies but is not a part of AASB 137. G5 of the Guidance section states that at an individual level where a contract
involves the transfer of significant insurance risk from an entity within the group to a captive insurer, it is an insurance
contract. However, in the group’s consolidated financial statements, the insurance arrangements entered into do not meet the
definition of an ‘insurance contract’. Accordingly AASB 1023 General Insurance Contracts applies to the Insurance
Ministerial Corporation Financial Statements, however, when the Insurance Ministerial Corporation is consolidated into the
General Government Financial Statements, AASB 137 applies.

AASB 137 also applies to the Pre Managed Fund, the Governmental Workers Compensation Account and the Transport
Accidents Compensation Fund as these arrangements do not meet the definition of an ‘insurance contract’.

34. POST BALANCE DATE EVENTS

. There have been no post balance date events of any significance.

End of Audited Financial Information
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GPO BOX 12
SYDNEY NSW 2001

INDEPENDENT AUDIT REPORT

New South Wales Insurance Ministerial Corporation

To Members of the New South Wales Parliament

Audit Opinion

In my opinion, the financial report of the New South Wales Insurance Ministerial Corporation:

(@) presents fairly the Corporation's financial position as at 30 June 2004 and its financial
performance and cash flows for the year ended on that date, in accordance with applicable
Accounting Standards and other mandatory professional reporting requirements in Australia, and

(b)  complies with section 41B of the Public Finance and Audit Act 1983 (the Act).

My opinion should be read in conjunction with the rest of this report.

The Secretary's Role

The financial report is the responsibility of the Secretary, New South Wales Treasury. It consists of the

statement of financial position, the statement of financial performance, the statement of cash flows

and the accompanying notes.

The Auditor's Role and the Audit Scope

As required by the Act, | carried out an independent audit to enable me to express an opinion on the
financial report. My audit provides reasonable assurance to Members of the New South Wales
Parliament that the financial report is free of material misstatement.

My audit accorded with Australian Auditing and Assurance Standards and statutory requirements, and I:

" evaluated the accounting policies and significant accounting estimates used by the Secretary in
preparing the financial report, and

" examined a sample of the evidence that supports the amounts and other disclosures in the
financial report.

An audit does not guarantee that every amount and disclosure in the financial report is error free. The
terms 'reasonable assurance' and 'material' recognise that an audit does not examine all evidence and
transactions. However, the audit procedures used should identify errors or omissions significant enough
to adversely affect decisions made by users of the financial report or indicate that the Secretary had
not fulfilled his reporting obligations.

My opinion does not provide assurance:

" about the future viability of the Corporation,
" that it has carried out its activities effectively, efficiently and economically, or
. about the effectiveness of its internal controls.
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Audit Independence

The Audit Office complies with all applicable independence requirements of Australian professional
ethical pronouncements. The Act further promotes independence by:

" providing that only Parliament, and not the executive government, can remove an
Auditor-General, and

" mandating the Auditor-General as auditor of public sector agencies but precluding the provision
of non-audit services, thus ensuring the Auditor-General and the Audit Office are not
compromised in their role by the possibility of losing clients or income.

G J Gibson FCPA
Director of Audit

SYDNEY
25 October 2004
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NEW SOUTH WALES INSURANCE MINISTERIAL CORPORATION

FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2004

Pursuant to Sections 41C (1B) and (1C) of the Public Finance and Audit Act 1983, |
declare that in my opinion:

1.  The accompanying financial statements, exhibit a true and fair view of the financial
position of the NSW Insurance Ministerial Corporation as at 30 June 2004 and the
transactions for the year then ended.

2. The financial statements have been prepared in accordance with the provisions of
the Public Finance and Audit Act 1983, the Public Finance and Audit Regulation
2000 and the Treasurer's Directions.

Further, I am not aware of any circumstances which would render any particulars
included in the financial statements to be misleading or inaccurate.

ey i

Kerry Schott
Acting Secretary, NSW Treasury and
Manager, NSW Insurance Ministerial Corporation

21-10-2004
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NEW SOUTH WALES INSURANCE MINISTERIAL CORPORATION

FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2004

STATEMENT BY FUND MANAGER AND CHIEF FINANCIAL OFFICER

Pursuant to Section 41C(1B) and (1C) of the Public Finance and Audit Act 1983, we declare
that in our opinion, the financial statements and notes attaching thereto of the New South
Wales Insurance Ministerial Corporation exhibit a true and fair view of its financial position
as at 30 June, 2004 and transactions of the year then ended.

The financial statements of the New South Wales Insurance Ministerial Corporation have
been prepared on accrual basis and in accordance with applicable accounting standards,
Statements of Accounting Concepts, Urgent Issues Group Consensus Views, industry
practices, the provisions of the Public Finance and Audit Act 1983, the Public Finance and
Audit Regulation 2000 and the Treasurer's Directions.

Further, we are not aware of any circumstances which would render any particulars included
in the financial statements to be misleading or inaccurate.

Date at SYDNEY this 31 day of August 2004

M. Miliner A Bailey

General Manager Manager _
Workers Compensation General Insurance Accounting
GIO GENERAL LIMITED G1O GENERAL LIMITED
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NEW SOUTH WALES INSURANCE MINISTERIAL CORPORATION
STATEMENT OF FINANCIAL PERFORMANCE
FOR THE YEAR ENDED 30 JUNE 2004

Premium Revenue

Reinsurance & Other Recoveries Revenue
Investment Revenue

Grants from the NSW Government

Other Revenue

Total Revenue from Ordinary Activities

Claims Expense

Outward Reinsurance Expense

Operating Expenses from Ordinary Activities
Total Expenses from Ordinary Activities

Net profit from Ordinary Activities

Total changes in equity other than those resulting
from transactions with owners as owners

Notes

3,20
4,20
5,20
6,20
7,20

8,20
20
9,20

2004 2003
$000 $000
911,984 824,537
14,279 50,682
405,092 130,505
35,862 866,320
1,795 333
1,369,012 1,872,377
(1,108,558) (1,132,421)
(22,247) (18,144)
(28,964) (25,070)
(1,159,769) (1,175,635)
209,243 696,742
209,243 696,742

The accompanying notes form an integral part of these financial statements.
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NEW SOUTH WALES INSURANCE MINISTERIAL CORPORATION
STATEMENT OF FINANCIAL POSITION

CURRENT ASSETS

Cash Assets
Receivables

Reinsurance & Other Recoveries Receivable

Other Assets
Total Current Assets

NON-CURRENT ASSETS

Receivables

Reinsurance & Other Recoveries Receivable

Investment Securities
Total Non-Current Assets

TOTAL ASSETS

CURRENT LIABILITIES

Payables

Interest-bearing Liabilities
Unearned Premiums
Outstanding Claims

Other Liabilities

Total Current Liabilities

NON-CURRENT LIABILITIES

Outstanding Claims
Total Non-Current Liabilities

TOTAL LIABILITIES
NET ASSETS

EQUITY

Contributed Capital
Retained Profits

AS AT 30 JUNE 2004

Notes

21
10,21
11,21

21

10,21
11,21
12,21

13,21
14,21
15,21
16,21
17,21

16,21

18,21
18,21

2004
$000

90,326
140,863
28,063
988

260,240

316,789
129,417
4,373,768

4,819,974

5,080,214

112,128
16,339
220
703,555
4,568
836,810

3,738,090
3,738,090

4,574,900

505,314

94,000
411,314

505,314

The accompanying notes form an integral part of these financial statements.
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2003
$000

80,010
139,077
35,488
863

255,438

344,605
158,303
3,659,760

4,162,668

4,418,106

100,378
12,379
179
669,124
11,061

793,121

3,328,914
3,328,914

4,122,035

296,071

94,000
202,071

296,071
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NEW SOUTH WALES INSURANCE MINISTERIAL CORPORATION
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 30 JUNE 2004

2004 2003
Inflow/ Inflow/
Notes (Outflow) (Outflow)
$000 $000

CASH FLOWS FROM OPERATING ACTIVITIES

Premium received 1,023,829 898,309
Hindsight adjustment receipts 3 24,434 9,024
Hindsight adjustment payments 3 (49,685) (5,628)
Interest received 275,579 197,533
Reinsurance & Other Recoveries received 50,724 26,873
GST refunds received 14,953 20,564
Funds received from the Crown 68,290 918,704
Other Revenue 1,893 333
Claims and Expenses paid (672,706) (771,191)
Management fees paid (30,025) (53,466)
GST paid (93,931) (85,113)
Payment of Outward Reinsurance (22,279) (18,504)
NET CASH PROVIDED BY OPERATING ACTIVITIES 19 591,076 1,137,438
CASH FLOWS FROM INVESTING ACTIVITIES

Purchases of Investments (584,720) (1,175,878)
Proceeds from sale of Investments -
NET CASH USED BY INVESTING ACTIVITIES (584,720) (1,175,878)
NET INCREASE/(DECREASE) IN CASH HELD 6,356 (38,440)
Cash at the beginning of the Financial Year 67,631 106,071
CASH AT THE END OF THE FINANCIAL YEAR 19 73,987 67,631

The accompanying notes form an integral part of these financial statements.
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NEW SOUTH WALES INSURANCE MINISTERIAL CORPORATION
FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2004
NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

The New South Wales Insurance Ministerial Corporation
is constituted pursuant to section 24 of the Government
Insurance Office (Privatisation) Act 1991. The assets,
liabilities, rights and obligations of NSW Treasury
Managed Fund, Pre Managed Fund Reserve,
Governmental Workers Compensation Account and the
Transport Accidents Compensation Fund were part of the
business undertaking of GIO Australia Holdings Limited.
These were transferred to the New South Wales
Insurance Ministerial Corporation on 30 June 1992.

Insurance Funds of the New South Wales Insurance
Ministerial Corporation are managed, under separate
contracts, by GIO General Limited, a subsidiary of
Suncorp Metway Insurance Limited. Management fees
are paid to GIO General Limited for the administration of
these funds.

NSW Treasury Managed Fund (TMF)

The NSW Treasury Managed Fund is a scheme of self
insurance introduced by the NSW Government. The
scheme protects the insurable assets and exposures of its
members. Fund members include all public sector
agencies financially dependent on the Consolidated Fund,
all public hospitals and a number of statutory authorities.

Pre Managed Fund Reserve

NSW Government reserves in the Fire Risks Account, the
Fidelity Fund and the Public Liability Fund were
transferred to the Pre Managed Fund Reserve. This
Reserve has been called upon to fund claims previously
met by the NSW Government incurred before 1st July
1989. The Treasurer has also directed the GIO General
Limited to meet any other expenses which the
Government would have met from the Pre Managed Fund
Reserve.  Prior to 1st November 1991, the most
significant item affecting the Pre Managed Fund Reserve
was the funding of the Governmental Workers'
Compensation claims occurring prior to 30 June 1989.
These claims are now funded directly from the NSW
Government's Consolidated Fund. The Treasurer
approved the Pre Managed Fund Reserve accounts to be
consolidated with NSW Treasury Managed Fund for
annual reporting from 2000/01 and beyond.

Governmental Workers Compensation Account

The Governmental Workers Compensation Account pays
the outstanding Workers Compensation claims liabilities
as at 30 June 1989 of the Consolidated Revenue Fund,
Public Hospitals and RTA Managed Fund. As from 1
July 1989, insurance for Workers Compensation for the
above agencies is handled by the NSW Treasury
Managed Fund.

Transport Accidents Compensation Fund (TAC)

The Transport Accidents Compensation Fund pays the
costs of motor transport accident claims under the
common law system which applied until 30 June 1987,
as well as the TransCover system which applied from
then until 30 June 1989. The TransCover system was
retrospectively replaced from its commencement by the
Intermediate Claims’ provisions of the Motor Accidents
Scheme.

Presented below are the principal accounting policies
adopted in preparing the financial statements of the New
South Wales Insurance Ministerial Corporation for the
year ended 30 June 2004. The accounting policies are
consistent with last year, except where otherwise stated.

(@) Basis of Accounting

These financial statements are a general purpose
financial report which have been prepared on an accrual
basis in accordance with the historical cost convention
except where otherwise stated and in accordance with
Australian Accounting Standards, other authoritative
announcements of the Australian Accounting Standards
Board, Urgent Issues Group Consensus View and the
Public Finance and Audit Act 1983.

(b) Premium Revenue

Premium revenue comprises amounts charged to the
member agencies for insurance cover that commences on
1 July each year. Policy period commences from 31
October, for liability cover for Medically Supervised
Injecting Centre.

(c) Outwards Reinsurance Expense

Premiums ceded to reinsurers are recognised as an
expense in accordance with the indemnity period of the
corresponding reinsurance contract.

(d) Claims Expenses

Claims expenses and a liability for outstanding claims are
recognised in the financial statements. The liability
covers claims incurred but not yet paid, incurred but not
yet reported and the anticipated fund Management fees in
respect of the management of those claims.

The liability for outstanding claims is measured as the
present value of the expected future payments. The
expected future payments are estimated on the basis of
the ultimate cost of the settling of claims, which is
affected by factors arising during the period to settlement
such as normal inflation and "superimposed inflation".
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NEW SOUTH WALES INSURANCE MINISTERIAL CORPORATION
FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2004
NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

Superimposed inflation refers to factors such as trends in
court awards, for example increases in the level and
period of compensation for injury. The expected future
payments are then discounted to a present value at the
reporting date using discount rates based on investment
opportunities available on the amounts of funds sufficient
to meet claims as they become payable. The details of
rates applied are included in note 16.

(e) Reinsurance and Other Recoveries Revenue

Reinsurance recoveries are recognised as revenue for
claims incurred. Other recoveries include recoveries of
claims paid under sharing agreements, third party
recoveries, salvage and subrogation.

() Investments

Investments are measured at net market value at the
reporting date. Net market values are determined as
market values less expected costs of disposal in an
orderly market. Differences between the net market
values of investments at the reporting date and the net
market values at the previous reporting date (or cost of
acquisition, if acquired during the reporting period) are
recognised as revenue or expense in the Statement of
Financial Performance.

() Income Tax

Income from the funds of the New South Wales
Insurance Ministerial Corporation is exempt from income
tax under S23(d) of the Income Tax Assessment Act
1936.

(h) Cash Flows
For the purpose of the Statement of Cash Flows, cash
includes cash on hand, deposits held at call with banks

and investments in money market instruments, net of
bank overdraft.
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(i)  Comparative Figures

Comparative figures have been adjusted, where
necessary, to conform with the basis of presentation and
classification used in the current year. In prior years
movements in outstanding recoveries were disclosed
within claims and expenses paid in the Statement of
Cashflows. These movements are now disclosed within
Reinsurance and  Other  Recoveries  received.
Comparative figures have been adjusted to reflect this
change.

(J)  Changes in accounting policies

A prudential margin of 7.5% (67% probability of
adequacy) has been added to the Treasury Managed Fund
central estimate of the outstanding claims liability for
Liability in 2004. This change has been introduced to
recognise the expected volatility of future Liability
payments and achieve consistency with the prudential
margin that is added to Workers Compensation. The
change increases the outstanding claims liability and
claims expense by $139 million.

(k) GST

Amounts included in the Statement of Financial
Performance are recorded net of goods and services tax.
Amounts in the Statement of Financial Position and
statement of cash flows are recorded gross of any goods
and services tax.

() Rounding

Amounts shown in the financial statements have been
rounded to the nearest thousand dollars.



NEW SOUTH WALES INSURANCE MINISTERIAL CORPORATION
FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2004
NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

2. UNDERWRITING RESULT

2004 2003

$000 $000

Premium Revenue 911,984 824,537
Outward Reinsurance Expense (22,247) (18,144)
889,737 806,393

Claims Expense (1,108,558) (1,132,421)
Reinsurance & Other Recoveries Revenue 14,279 50,682
Net Claims Incurred (1,094,279) (1,081,739)
Other Underwriting Expenses (23,779) (20,946)
(23,779) (20,946)

(228,321) (296,292)

3. PREMIUM REVENUE

Tariff premium 875,777 765,869
Hindsight Adjustments (25,251) 3,396
Visiting Medical Officers (VMO) 61,050 55,000
Medically Supervised Injecting Centre (MSIC) 449 367
912,025 824,632
Movement in MSIC Unearned Premiums (41) (95)
911,984 824,537

TMF normally calculates hindsight premiums each year. However in regard to workers compensation the final
hindsight adjustment for the 1997/1998 fund year and an interim adjustment for the 1999/2000 fund year were not
calculated until 2003/2004. As a result, the 1998/1999 final and 2000/2001 interim hindsight calculations will be
paid in 2004/2005.

The basis for calculating the hindsight premium is undergoing review, and it is expected that the problems
experienced will be rectified for future payments.

4. REINSURANCE & OTHER RECOVERIES

REVENUE
Recoveries revenue 50,110 26,445
Movement in outstanding recoveries (35,831) 24,237

14,279 50,682
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NEW SOUTH WALES INSURANCE MINISTERIAL CORPORATION
FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2004
NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

5. INVESTMENT REVENUE

2004 2003
$000 $000
Income
Bond portfolio 137,655 107,102
Interest from Treasury 3,637 3,356
Bank Interest 301 443
Hour-Glass facility 102,519 68,361
Gains/(losses) realised during the year
Bond portfolio (12,514) 51,912
Hour-Glass facility 44,206 (33,472)
Net market value change in investments, held at balance date
Unrealised gains/(losses)
Bond portfolio (61,897) 46,762
Hour-Glass facility 191,185 (113,959)
405,092 130,505
6. GRANTS FROM THE NSW GOVERNMENT
Grants received from the Crown Finance Entity 68,290 918,703
Movement in Outstanding Contributions (32,428) (52,383)
35,862 866,320
7. OTHER REVENUE
Commission returned from Aon Re 1,717 333
Other revenue 78 -
1,795 333

An arrangement is in place with Aon Re for the commission to be agreed each year with any commission in excess of the
agreed amount returned to TMF. Also, Aon Re is entitled to receive performance and administration fees from the TMF for
arranging reinsurance cover. Performance and administration fees paid to Aon Re is shown under Operating expenses from
ordinary activities. Comparatives: Commission returned from Aon Re - $569,437 and performance/administration fees -

$236,250.
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NEW SOUTH WALES INSURANCE MINISTERIAL CORPORATION
FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2004
NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

8. CLAIMS EXPENSES

Claims Paid

Movement in Outstanding Claims
Management fees to GIO General Limited
Legal Expenses

628,458 727,256
443,607 365,535
36,493 39,586

- 44
1,108,558 1,132,421

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.

Net Claims Incurred Current Year Prior Years 2004 2003
1/7/03-30/6/04 Pre 30/6/03 Total Total
$'000 $'000 $'000 $'000
Gross claims incurred and related expenses
-undiscounted 1,454,279 507,828 1,962,107 1,165,137
Reinsurance and other recoveries-undiscounted 45,696 (19,036) 26,660 49,711
Net claims incurred and related expenses
-undiscounted 1,408,583 533,297 1,935,447 1,115,426
Discount and discount movement
- gross claims incurred 545,236 460,822 1,006,058 37,233
Discount and discount movement
- reinsurance and other recoveries 15,480 (3,097) 12,383 (971)
Net discount movement 529,756 463,919 993,675 38,204
Discounted net claims incurred and related
Expenses 878,827 62,945 941,772 1,077,222
Prudential margin 51,220 101,287 152,507 4,517
Net Claims Incurred 930,047 164,232 1,094,279 1,081,739
Net Claims Incurred — Prior Years
The increase in the discounted net claims incurred and related expenses on prior years is due to:
(i) Workers’ Compensation — Deterioration in experience due to a higher number of claimants remaining on weekly
benefits than expected. This has been offset by:
(i) Increase in discount rates, which has had the effect of decreasing the net claims incurred.
The increase in the prudential margin is due to the addition of a margin of 7.5% of the Liability net central estimate.
Net Claims Incurred by Fund:
2004 2003
$'000 $'000
NSW Treasury Managed Fund 1,068,531 1,044,065
Governmental Workers Compensation 2,154 532
Transport Accidents Compensation Fund 23,594 37,142
Net Claims Incurred 1,094,279 1,081,739

Crown Entity 2003-04 Annual Report



NEW SOUTH WALES INSURANCE MINISTERIAL CORPORATION
FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2004
NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

9. OPERATING EXPENSES FROM ORDINARY

2004 2003
ACTIVITIES $000 $000

Levies paid to:

— Dust Diseases 3,348 3,011
— WorkCover Authority of NSW 20,431 17,935
Investment management fees 2,493 1,924
Actuarial expenses
— Pricewaterhouse Coopers 1,310 1,217
- Robert Buchanan 63 57
— Taylor Fry 91 122
— Others 5 24
Storage costs 145 136
Bank charges 85 78
Audit fees — Financial report 125 120
Consultancy — Legal - 43
Consultancy — NSW Treasury 135 177
Consultancy — Other - 225
Printing & Stationery - 1
Performance and administration fees to Aon Re 733 -*
28,964 25,070

* Refer to note 7 — Other Revenue

10. RECEIVABLES

Current:

Crown Finance Entity 42,386 46,771

Other 98,477 92,306
140,863 139,077

Non-Current:

Crown Finance Entity 316,789 344,605

Amounts owed by the Crown Finance Entity include: $40.4 million ($61.8 million in 2003) for liabilities of the Pre
Managed Fund Reserve which is part of TMF, $161.1 million ($164.0 million in 2003) of the TAC Fund, $66.3 million
($74 million in 2003) of the Governmental Workers Compensation Fund, $89.5 million ($89.5 million in 2003) loan
and $1.9 million ($1.7 million in 2003) for interest due on that loan.
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NEW SOUTH WALES INSURANCE MINISTERIAL CORPORATION
FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2004
NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

11. REINSURANCE & OTHER RECOVERIES

RECEIVABLE
2004 2003
$000 $000
Expected future recoveries (undiscounted) 237,935 375,793
Discount to present value (80,761) (182,788)
157,174 193,005
Outstanding reinsurance and other recoveries on paid claims 454 943
Reinsurance and other recoveries receivable 157,628 193,948
Deduct: Provision for doubtful debts (148) (157)
157,480 193,791
Current
Reinsurance and other recoveries receivable 28,211 35,645
Deduct: Provision for doubtful debts (148) (157)
28,063 35,488
Non-Current:
Reinsurance and other recoveries receivable 129,417 158,303
129,417 158,303
12. INVESTMENT SECURITIES
Non-Current:
Managed by TCorp
Hour-Glass facility
- Australian Shares 611,914 609,369
- Indexed Australian Shares 184,845 208,077
- International Shares 648,733 725,547
- Indexed International Shares 255,488 -
- Listed Property 155,165 168,834
Bond portfolio 2,517,623 1,947,933
13. PAYABLES
GST Payable 97,056 91,537
Others 15,072 8,841

112,128 100,378
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14.

15.

16.

NEW SOUTH WALES INSURANCE MINISTERIAL CORPORATION
FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2004
NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

INTEREST-BEARING LIABILITIES

2004 2003
$000 $000
Bank Overdraft 16,339 12,379
UNEARNED PREMIUMS
Current:
Medically Supervised Injecting Centre 220 179

Policy period for MSIC is from 31 October to 30 October. All other policies are annual and commence from 1 July.

OUTSTANDING CLAIMS

The liability for outstanding claims is determined by the Manager in consultation with independent actuaries
(Pricewaterhouse Coopers and Robert Buchanan Consulting) for NSW Treasury Managed Fund, Transport Accident
Compensation Fund and Governmental Workers Compensation Account. Prudential margins are added, where
necessary, to the central estimate of the claims liability to increase the probability that the claims provision is adequate.
The outstanding claim provision is considered adequate to cover claims for losses which have occurred including
future developments on known claims, as well as claims yet to be reported.

The outstanding claims liability of Pre Managed Fund Reserve (part of TMF) is determined from estimates provided
by the departments. The list of claims estimates provided by the departments are vetted by the NSW Treasury
Managed Fund Manager and approved by the NSW Treasury.

The increase in outstanding claims since 30 June 2003 is due to the addition of a new fund year to the pool (2003/04)
as well as the following key experience changes:

(i) Prudential margin — Inclusion of prudential margin of 7.5% of the net central estimate for the Liability
portfolio.

(i) Workers’ Compensation — Deterioration in experience due to a higher number of claimants remaining on
weekly benefits than expected. This has been offset by:

(iii) Liability — Improvements in experience arising as a result of legislative reforms.

(iv) Discount rates — an increase in discount rates reduced the outstanding claims provision.
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NEW SOUTH WALES INSURANCE MINISTERIAL CORPORATION
FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2004
NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

Treasury
Managed G'mental TAC
Fund W/Comp Fund Total
$000 $000 $000 $000
Expected future Claims
Payments (undiscounted) 6,718,838 145,514 565,301 7,429,653
Discount to present value (2,571,605) (67,976) (348,427) (2,988,008)
Liability for outstanding claims 4,147,233 77,538 216,874 4,441,645
Current — 2004 667,513 7,685 28,357 703,555
Non-Current — 2004 3,479,720 69,853 188,517 3,738,090
4,147,233 77,538 216,874 4,441,645
Current — 2003 638,076 9,075 21,973 669,124
Non-Current — 2003 3,071,862 69,547 187,505 3,328,914
3,709,938 78,622 209,478 3,998,038

(@) The weighted average expected term to settlement from the balance date of the outstanding claims is estimated to be
5.7 years (4.9 years) for TMF, 8.58 years (7.25 years) for GWC and 10.25 years (11.67 years) for TAC Fund.

(b) The following average inflation rates and discount rates were used in measuring the liability for outstanding claims:

TME GWC TAC

Claims expected to be paid

2004 2003 2004 2003 2004 2003
Not later than one year
Inflation rate 3.25 3.25 4.00 4.00 4.00 4.00
Discount rate 6.60 6.10 5.40 4.40 5.38 4.44
Superimposed inflation* 0%-10% 0%-10% 0%-10% 0%-20% 4.5% 4.5%
Later than one year
Inflation rate 3.25 3.25 4.00 4.00 4.00 4.00
Discount rate 6.60-7.10 6.00-6.70  5.50-6.30  4.40-5.50 5.49-6.29 4.42-5.50
Superimposed inflation* 0%-10% 0%-10% 0%-3.0%  0%-17.5% 4.5% 4.5%

* Dependent on payment type.

Prudential margins added in 2004 and 2003 to the central estimate of the claim liability and the probability of adequacy are
as follows:

Prudential Margin Probability of Adequacy

NSW Treasury Managed Fund 7.5% 67%
(Workers Compensation and Liability for 2004)

Transport Accidents Compensation Fund 7.5% 60%
Governmental Workers Compensation Account 5.0% 60%
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NEW SOUTH WALES INSURANCE MINISTERIAL CORPORATION
FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2004
NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

OTHER LIABILITIES

Premium paid in advance

EQUITY

Contributed Capital
Balance carried forward

Retained Profit/(Loss)
Balance brought forward
Current year profit
Balance carried forward

NOTES TO THE STATEMENT OF CASH FLOWS

Reconciliation of Cash

2004 2003
$000 $000
4,568 11,061
94,000 94,000
202,071 (494,671)
209,243 696,742
411,314 202,071

Cash at the end of the financial year as shown in the Statement of Cash Flows is reconciled to the related items in the

Statement of Financial Position as follows:

Cash
Bank Overdraft

Reconciliation of Net Cash Provided by Operating Activities to Net Profit/(Loss)

Net Profit/(Loss) from Ordinary Activities

Increase in Outstanding Claims

Increase/ (Decrease) in Unearned Premiums

Increase/ (Decrease) in Payables

Increase/ (Decrease) in Other Liabilities

(Increase)/ Decrease in Receivables

(Increase)/ Decrease in Reinsurance and Other Recoveries
Receivable

(Increase)/ Decrease in Other Assets

Unrealised (Gains)/ Losses on Investments

Net Cash Provided by Operating Activities
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90,326 80,010
(16,339) (12,379)
73,987 67,631
209,243 696,742
443,607 365,536

41 95
11,750 (2,089)
(6,493) (4,085)
26,030 40,327
36,311 (25,966)

(125) (318)
(129,288) 67,196
591,076 1,137,438




NEW SOUTH WALES INSURANCE MINISTERIAL CORPORATION
FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2004

NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

20. FINANCIAL PERFORMANCE OF FUNDS

Premium Revenue
Reinsurance & Other
Recoveries Revenue
Investment Revenue
Grants from the NSW Government
Other Revenue
Total Revenue from Ordinary
Activities

Claims Expense

Outwards Reinsurance Expense
Operating Expenses from Ordinary
Activities

Total Expenses from Ordinary
Activities

Net Profit from Ordinary
Activities

Total changes in equity other
than those resulting from
transactions with owners as
owners

Treasury

Managed G'mental TAC 2004 2003
Fund W/Comp Fund Total Total

$000 $000 $000 $000 $000
911,984 - - 911,984 824,537
10,329 3,834 116 14,279 50,682
403,041 227 1,824 405,092 130,505
11,847 1,990 22,025 35,862 866,320
1,795 - - 1,795 333
1,338,996 6,051 23,965 1,369,012 1,872,377
(1,078,860) (5,988) (23,710) (1,108,558) (1,132,421)
(22,247) - - (22,247) (18,144)
(28,646) (63) (255) (28,964) (25,070)
(1,129,753) (6,051) (23,965) (1,159,769) (1,175,635)
209,243 - - 209,243 696,742
209,243 - - 209,243 696,742
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NEW SOUTH WALES INSURANCE MINISTERIAL CORPORATION
FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2004
NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

21. FINANCIAL POSITION OF FUNDS

Treasury
Managed G'mental TAC 2004 2003
Fund W/Comp Fund Total Total
$000 $000 $000 $000 $000
CURRENT ASSETS
Cash Assets 27,905 9,417 53,004 90,326 80,010
Receivables 113,257 6,638 20,968 140,863 139,077
Reinsurance & Other Recoveries
Receivable 27,543 111 409 28,063 35,488
Other Assets 988 - - 988 863
TOTAL CURRENT ASSETS 169,693 16,166 74,381 260,240 255,438
NON-CURRENT ASSETS
Receivables 116,956 59,655 140,178 316,789 344,605
Reinsurance & Other Recoveries
Receivable 125,181 1,795 2,441 129,417 158,303
Investments Securities 4,373,768 - - 4,373,768 3,659,760
TOTAL NON-CURRENT ASSETS 4,615,905 61,450 142,619 4,819,974 4,162,668
TOTAL ASSETS 4,785,598 77,616 217,000 5,080,214 4,418,106
CURRENT LIABILITIES
Payables 111,924 78 126 112,128 100,378
Interest-bearing Liabilities 16,339 - - 16,339 12,379
Unearned Premiums 220 - - 220 179
Outstanding Claims 667,513 7,685 28,357 703,555 669,124
Other Liabilities 4,568 - - 4,568 11,061
TOTAL CURRENT LIABILITIES 800,564 7,763 28,483 836,810 793,121
NON-CURRENT LIABILITIES
Outstanding Claims 3,479,720 69,853 188,517 3,738,090 3,328,914
TOTAL NON-CURRENT LIABILITIES 3,479,720 69,853 188,517 3,738,090 3,328,914
TOTAL LIABILITIES 4,280,284 77,616 217,000 4,574,900 4,122,035
NET ASSETS 505,314 - - 505,314 296,071
EQUITY
Contributed Capital 94,000 - - 94,000 94,000
Accumulated Surplus 411,314 - - 411,314 202,071
505,314 - - 505,314 296,071
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NEW SOUTH WALES INSURANCE MINISTERIAL CORPORATION
FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2004
NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

22. FINANCIAL INSTRUMENTS

The information pertaining to financial instruments set out below is made in accordance with the provisions of AAS33
“Presentation and Disclosure of Financial Instruments”.

For the purpose of these financial statements, a financial instrument is any contract that gives rise to both a financial asset of
one entity and a financial liability or equity instrument of another entity. Financial instruments include both primary
instruments (such as receivables, payables and equity securities) and derivative instruments (such as financial options,
foreign exchange transactions, forward rate agreements and interest rate and currency swaps).

Cash

Cash comprises bank balances and balances with New South Wales Treasury Corporation (“TCorp’). Interest is earned on
daily bank balances in bank accounts and at monthly averages for TCorp 11 am unofficial cash rate adjusted for a
management fee.

Receivables

All trade debtors are recognised as amounts receivable at balance date. Collectability of trade debtors is reviewed on an
ongoing basis. Debts which are known to be uncollectable are written off. A provision for doubtful debts is raised when
some doubt as to collection exists. The credit risk is the carrying amount (net of any provision for doubtful debts). No
interest is earned on trade debtors. The carrying amount approximates net fair value.

Investments

The NSW Insurance Ministerial Corporation’s investments detailed in Note 12 are held with New South Wales Treasury
Corporation (‘“TCorp’) in the form of either investments in TCorp Hour-Glass facilities, or direct investment in individual

TCorp specialised asset sector facilities.

These investments represent the Corporation's share of the total value of the underlying assets of the facilities, which are
stated at net fair value. As such the value of these investments can vary dependent upon market conditions.

Interest Rate Risk
Given that the investments are held in a pooled investment facility it is not meaningful to disclose the contractual repricing

or maturity dates of the underlying assets. Investments in these facilities can be withdrawn by notice of up to 7 days
(dependent upon the facility).
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NEW SOUTH WALES INSURANCE MINISTERIAL CORPORATION
FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2004
NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

Maturity 2004
$°000
Financial Within 1t03 3to12 1to2 2to5 Over 5 Floating Non TOTAL
Instrument one months months years years years rate interest
month
Receivables 615,132 615,132
Cash at bank 90,326
Interest rate 4.35%
Hour-Glass facility 1,856,146 1,856,146
Interest rate 20.45%
Bond portfolio 76,989 45,849 39,538 300,790 | 1,428,470 625,987 2,517,623
Interest rate 5.68%
Payables 112,128 112,128
Interest bearing
liabilities 16,339 16,339
Interest rate. 10.75%
Maturity 2003
$°000
Financial Within 1t03 3to12 1to2 2to5 Over 5 Floating Non TOTAL
Instrument one months | months years years years rate interest
month
Receivables 677,473 677,473
Cash at bank 80,010 80,010
Interest rate 4.15%
Hour-Glass facility 1,711,827 1,711,827
Interest rate (6.59)%
Bond portfolio 148,097 50,540 18,390 | 156,018 | 677,304 897,584 1,947,933
Interest rate 5.44%
Payables 100,378 100,378
Interest bearing
liabilities 12,379 12,379
Interest rate. 10.25%
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NEW SOUTH WALES INSURANCE MINISTERIAL CORPORATION
FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2004
NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

Credit Risk

The maximum credit risk exposure is best represented by the net fair value of the interest in the individual facilities. The
nature of the structure of the Hour-Glass and specialised sector facilities is such that a wide spread of risks is achieved by
engaging a spread of funds managers in a specific asset sector. TCorp contracts with these managers and requires in their
mandates a series of controls over concentration of assets.

For all financial instruments, the maximum credit risk is equal to the market value at balance date, which is:

2004 2003

$000 $000

Bond portfolio 2,517,623 1,947,933
Hour-Glass facility: - Investments 1,856,145 1,711,827
Hour-Glass facility: - Cash 89,343 78,963
Total 4,463,111 3,738,723

For the Bond portfolio the credit risk is spread across the following counterparties

2004 2003

$000 $000

International, Federal and State Governments 1,446,762 1,364,204
Banks 686,591 303,851
Corporates and Others 384,270 279,878
Total 2,517,623 1,947,933

Currency Risk

Investments in the TCorp Bond Portfolio facility may be denominated in currencies other than Australian Dollars. The
agreement between the Corporation and TCorp requires the manager to effectively hedge that currency exposure fully as and
when it arises. Investments in the TCorp Specialised Sector International Shares Facility are substantially denominated in
currencies other than Australian Dollars. In order to achieve a diversification of investment returns, it has been specifically
agreed that those exposures will not be hedged into Australian Dollars.

All other investments are denominated in Australian Dollars and do not give rise to a currency exposure.

Derivatives

Managers of certain of the TCorp Hour-Glass facilities and the Bond Portfolio facilities are mandated by TCorp to utilise
derivative instruments within an appropriate control environment. Derivative contracts are not used for speculative purposes
and are not leveraged. The use of derivative instruments is undertaken within authorised and clearly defined limits.

Bank Overdraft

Bank overdraft in the financial report represent the unpresented cheques at balance date.
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FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2004
NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

Trade