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Our audit approach 

An audit is designed to provide reasonable assurance about whether the financial report is free from 
material misstatement. Misstatements may arise due to fraud or error. They are considered material if 
individually or in aggregate, they could reasonably be expected to influence the economic decisions of 
users taken on the basis of the financial report. 

 
We tailored the scope of our audit to ensure that we performed enough work to be able to give an 
opinion on the financial report as a whole, taking into account the geographic and management 
structure of the Group, its accounting processes and controls and the industry in which it operates. 

 

 

 
 For the purpose of our audit 

we used overall materiality of
$33 million, which represents 
approximately 2.5% of the 
Ausgrid Group earnings before 
interest, tax, depreciation and 
amortisation (EBITDA). 

 We applied this threshold, 
together with qualitative 
considerations, to determine 
the scope of our audit and the 
nature, timing and extent of 
our audit procedures and to 
evaluate the effect of 
misstatements on the financial 
report as a whole.

 We chose EBITDA because, in 
our view, it is the benchmark 
against which the performance 
of the Group is most 
commonly measured.

 We utilised a 2.5% threshold 
based on our professional 
judgement, noting it is within 
the range of commonly 
acceptable profit related 
thresholds.

 Our audit focused on where 
the Group made subjective 
judgements; for example, 
significant accounting 
estimates involving 
assumptions and inherently 
uncertain future events. 

 The Group has operations 
across Sydney, the Central 
Coast and Hunter regions 
within New South Wales, with 
the accounting functions led 
from the Group’s corporate 
head office in Sydney and 
Wallsend in Newcastle. 

 The Group is made up of 2 
cash generating units. AOP & 
AAP and the entities they 
control, represent the Network 
Service Provider ("NSP") CGU 
and PES and the entities it 
controls represents the PES 
CGU (as detailed in Note 11a). 

 We conducted an audit of the 
financial information of the 
Group which consists of the 
NSP and PES CGUs. 

 Amongst other relevant topics, 
we communicated the following 
key audit matters to the Audit 
Committee: 

 Goodwill impairment 
assessment 

 
 Borrowings and associated 

derivatives 

 
 These are further described in 

the Key audit matters section of 
our report. 

Key audit matters Audit scope Materiality 



63 

 

 

 
 
 
 

 

Key audit matters 

Key audit matters are those matters that, in our professional judgement, were of most significance in 
our audit of the financial report for the current period. The key audit matters were addressed in the 
context of our audit of the financial report as a whole, and in forming our opinion thereon, and we do 
not provide a separate opinion on these matters. Further, any commentary on the outcomes of a 
particular audit procedure is made in that context. 

 

 
Goodwill impairment assessment 
(Refer to Note 11) 

 
The Group's goodwill is required by 
Australian Accounting Standards to be 
tested annually for impairment at the cash- 
generating unit (CGU) level. 

The Group performed an impairment 
assessment over goodwill by calculating the 
fair value less costs of disposal for each CGU, 
using discounted cash flow models (the 
models). 

We considered the impairment assessment 
to be a key audit matter due to: 

1. the size of the goodwill balance 

2. the judgements required by the Group 
in assessing whether an impairment 
was required. Key judgements used in 
the models included discount rates, 
terminal growth rates and the 
assumption that there will be an 
increase in the AER equity return in 
future regulatory periods. 

We performed the following procedures amongst others: 

 Assessed whether the Group's identification of CGUs, which 
are the smallest identifiable groups of assets that can generate 
largely independent cash inflows, was consistent with our 
knowledge of the operations and with management's internal 
reporting. 

 Tested on a sample basis, the mathematical accuracy of the 
models. 

 Evaluated the cash flow forecasts in the models and developed 
our understanding of the process by which they were 
prepared. We compared the forecast cash flows used in the 
models to the most up-to-date corporate business plans 
presented to the Board for FY21 – FY50 (NSP) and FY21 – 
FY40 (PES). 

 Evaluated the Group's historical ability to forecast future cash 
flows by comparing budgets with reported actual results for 
past financial periods. 

 Using PwC valuation experts, assessed whether the discount 
rates used in the models appropriately reflected the risks of 
the CGUs by performing shadow weighted average cost of 
capital (WACC) discount rate calculations. 

 Compared terminal growth rates used by the Group to 
economic and industry forecasts. 

 Considered the Group's sensitivity analysis on the key 
assumptions used in the models (discount rates, terminal 
growth rate, cash flow variability including the impact of 
COVID-19) to assess under which assumptions an impairment 
may occur and whether this was reasonably possible. 

 Considered relevant market transactions as a cross check 
against the valuation outcomes. 

 Evaluated the adequacy of the disclosures made in Note 11, 
including those regarding the key assumptions and 
sensitivities to changes in such assumptions, in light of the 
requirements of Australian Accounting Standards. 

 
 

Key audit matter How our audit addressed the key audit matter 
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Borrowings and associated 
derivatives 
(Refer to Note 13 ‘Borrowings’ and Note 16 
‘Derivatives’) 

 
The Group had $13,763 million of 
borrowings at 30 June 2020. The accounting 
for the Group’s borrowings was considered a 
key audit matter due to: 

1. the borrowings being the largest non- 
current liability in the consolidated 
statement of financial position. 

2. the impact of the refinancing transaction 
in the current year to borrowings and 
borrowing costs balances. 

3. The derivatives established upon 
refinancing were considered to be 
significant due to the large notional 
values, composition of cross currency 
and interest rate swaps and the long time 
to maturity. The valuation of derivatives 
at financial year end and hedge 
accounting required additional audit 
attention. This included a focus on 
market volatility arising from the 
COVID-19 pandemic. 

We performed the following procedures, amongst others over 
borrowings and associated derivatives: 

 
● Obtained confirmations directly from the Group’s banks and 

private lenders to confirm the outstanding balance and key 
terms of borrowings and derivatives at balance date. 

● Read the most up-to-date agreements between Ausgrid 
Finance Pty Limited and its financiers to develop an 
understanding of any changes to key terms of borrowings. 

● Assessed the accounting treatment of borrowing costs arising 
from new arrangements and borrowing costs related to 
renewed facilities. 

● Obtained an understanding of the relevant covenants, 
assessed the Group’s forecast compliance assessment and 
considered the covenant headroom available. 

● Where debt was classified as non-current, we assessed 
whether the Group’s classification was consistent with the 
requirements of Australian Accounting Standards. 

● For a sample of swap contracts, we agreed the details recorded 
in the Group’s Treasury Management system to critical terms 
in the contracts, such as payment terms, interest rates, and 
start and end dates. 

● Using PwC financial instrument experts, for a sample of 
derivatives, we compared the Group’s valuation to third party 
evidence including credit spreads, interest rate curves and 
revaluation reports. 

● Assessed the hedge accounting calculations and journals with 
respect to the requirements of Australian Accounting 
Standards. 

● Evaluated whether the disclosures were consistent with the 
requirements of Australian Accounting Standards. 

 
 

 

Other matter 

We draw attention to Note 1 in the financial report, which describes the basis of accounting. The 
financial report has been prepared by the Directors to meet the information needs of the partners of 
AOP, AAP and PES as required under the Partnership Deeds dated 20 October 2016 (AOP and AAP) 
and 1 November 2017 (PES). As a result, the financial report may not be suitable for another purpose. 
Our report is intended solely for the partners of Ausgrid Group. 

 

Other information 

The directors are responsible for the other information. The other information comprises the 
information included in the annual report for the year ended 30 June 2020, but does not include the 
financial report and our auditor’s report thereon. 

 
Our opinion on the financial report does not cover the other information and accordingly we do not 
express any form of assurance conclusion thereon. 

Key audit matter How our audit addressed the key audit matter 
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In connection with our audit of the financial report, our responsibility is to read the other information 
and, in doing so, consider whether the other information is materially inconsistent with the financial 
report or our knowledge obtained in the audit, or otherwise appears to be materially misstated. 

 
If, based on the work we have performed on the other information that we obtained prior to the date of 
this auditor’s report, we conclude that there is a material misstatement of this other information, we 
are required to report that fact. We have nothing to report in this regard. 

 

Responsibilities of the directors for the financial report 

The directors are responsible for the preparation of the financial report that gives a true and fair view 
in accordance with the accounting policies described in Note 1, and for such internal control as the 
directors determine is necessary to enable the preparation of the financial report that is free from 
material misstatement, whether due to fraud or error. 

 
In preparing the financial report, the directors are responsible for assessing the ability of the Group to 
continue as a going concern, disclosing, as applicable, matters related to going concern and using the 
going concern basis of accounting unless the directors either intend to liquidate the Group or to cease 
operations, or have no realistic alternative but to do so. 

 

Auditor’s responsibilities for the audit of the financial report 

Our objectives are to obtain reasonable assurance about whether the financial report as a whole is free 
from material misstatement, whether due to fraud or error, and to issue an auditor’s report that 
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an 
audit conducted in accordance with the Australian Auditing Standards will always detect a material 
misstatement when it exists. Misstatements can arise from fraud or error and are considered material 
if, individually or in the aggregate, they could reasonably be expected to influence the economic 
decisions of users taken on the basis of the financial report. 

 
A further description of our responsibilities for the audit of the financial report is located at the 
Auditing and Assurance Standards Board website at: 
https://www.auasb.gov.au/admin/file/content102/c3/ar1_2020.pdf. This description forms part of 
our auditor's report. 
 
 

 
 
PricewaterhouseCoopers 
 
 

 
 
Brett Entwistle Sydney 
Partner 28 August 2020 

 

  










