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1 Introduction

Background

Councils need to be transparently in control of their finances to deliver infrastructure and services
efficiently and manage resources sustainably.

Communities expect councils to have effective oversight and to plan, communicate and to make
informed financial decisions. Council asset management and accounting practices need to provide
meaningful insights into council performance, capability and sustainability to ensure the council and
the community can assess progress and measure the council’s financial health.

Local governments across NSW manage diverse portfolios of assets critical to community
wellbeing, including roads, parks, buildings, and sewerage and water infrastructure. In 2024, the
State’s 128 general purpose councils recorded $235 billion in assets including $209 billion in
Infrastructure, Property, Plant and Equipment (IPPE).

Currently, NSW councils are required to use the fair value approach in line with other NSW
Government agencies. Similarly, all local government jurisdictions in Australia also use the fair
value approach. This method ensures that asset valuations reflect market conditions. However,
while fair value provides a strong basis for external reporting, a number of councils have raised
concerns about the time and cost to regularly revalue their assets, particularly in resource-
constrained environments.

Some councils have also raised concerns that the resulting depreciation expenses can skew
operating results, suggesting that other asset measurement methodologies may result in council
financial statements providing more reliable and relevant information.

Finally, the Minister for Local Government has raised concern over the utility of valuation
methodology for non-realisable assets, particularly where it is linked to depreciation models. The
Minister is concerned valuation and depreciation methods are not well understood and lose the
connection between a council’s creation of sufficient reserves to manage asset renewal and the
condition of the asset.

This Discussion Paper considers whether continuing to use fair value is the most appropriate
approach for the NSW local government sector or if other asset measurement methodologies such
as cost-based or a mixed approach would be more suitable.

This Discussion Paper does not seek to address other areas of council asset management practices,
such as acquisition, operation, depreciation, maintenance, disposal or replacement of assets.
However, the Paper will raise the discussion of how asset renewal and funding of maintenance is
best managed.

This Discussion Paper is the first step in reviewing the most appropriate asset valuation model and
seeks input from the NSW local government sector and other key stakeholders on the opportunities
and challenges for councils in how they value their assets. This feedback will help identify if the
current approach is fit for purpose or if a new framework should be explored.
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Review process

This review will consider the asset valuation approach used by local governments in NSW.

This Discussion Paper outlines the two types of measurement bases available to councils under the
Australian Accounting Standards (AAS), the revaluation model and cost model, their potential
benefits and disadvantages, and asks for feedback on each proposed method. This Discussion Paper
also investigates the potential of a mixed approach which uses both the fair value and the cost base
model.

This review aims to support the local government sector to:

e consider the current asset valuation approach used by councils in NSW
e consider the suitability of other asset valuation models, and

o seeks feedback about different asset measurement approaches.

Importantly, the review seeks to understand how the various models will ensure council asset
valuation information is relevant and reliable. It also seeks data and modelling from councils and
asks questions about the practicalities of each model and, if determined, how to effect any change.

The Office of Local Government (OLG) will work with the local government sector and key
stakeholders to review the current approach and to understand the opportunities and challenges for
councils in relation to asset valuation.

This review will determine next steps, based upon the submissions and feedback received from the
local government sector and key sector stakeholders. OLG will also consult with relevant agencies
including the NSW Audit Office, NSW Treasury, the Institute of Public Works Engineering
Australasia (IPWEA), the Independent Pricing and Regulatory Tribunal (IPART) and OLG’s
counterparts in other jurisdictions.

OLG will share the findings to ensure the review is transparent, robust and comprehensive.

As noted above, this review does not seek to address other areas of asset management cycles, such
as acquisition, operation, depreciation, maintenance, disposal or replacement of assets.

2 Assets

An asset is a resource controlled by an entity, in this case a council, due to past events and
from which future economic benefits are expected to flow to the entity.

IPPE is a substantial component of NSW councils’ assets and as noted earlier, in 2024 NSW councils
had IPPE valued at $209 billion. The measurement of IPPE is the focus of this paper.
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IPPE is currently required to be recognised and recorded by councils, based on its fair value, in
financial statements to inform stakeholders about the resources available to a council and to

account for service delivery costs.

Assets are first reported in financial statements based on the cost to acquire the asset
and any direct costs of bringing the asset to working condition including delivery, refit
costs or import duties and taxes. Assets acquired at significantly less than fair value,
such as gifted assets, are also recognised at fair value on initial recognition.

The fair value is generally the price that the asset could be sold and is used to ensure that council
financial statements present a picture of the council’s financial position.

Asset records keep track of where assets are located, their value, maintenance undertaken, useful
lives, and help inform decisions about asset upgrades or replacement plans.

There are different methods, as discussed further in this paper, to account for how the value of
assets change due to factors such as time, asset usage, economic conditions, and asset conditions.

3 Code of Accounting Practice and
Financial Reporting

OLG produces the Local Government Code of Accounting Practice and Financial Reporting (the
Code), to prescribe the financial reporting requirements of councils in NSW.

The Code applies to:

o all NSW councils for their general purpose financial statements, special purpose financial
statements, and special schedules; and

¢ all Joint Organisations (JOs) for their general purpose financial statements.

The Code (including any relevant supplements) is designed to help councils, county councils and JOs
apply Australian Accounting Standards (AAS) in a consistent, practical and effective way.

The Code aims to:

e support the interpretation and application of accounting, auditing, and financial reporting
requirements under Chapter 13 of the Local Government Act 1993 - “How are councils made
accountable for their actions?”

e ensure consistent accounting policies and practices across all councils
e provide a basis for audits and reviews in line with approved accounting standards, and
e deliver reliable, comparable, and easy-to-understand financial information to:

o guide decisions on allocating limited resources

o assess councils’ performance, financial position, and investments, and

o improve accountability of councils to their communities.

The Code is given its statutory power under section 412 and 413 of the Local Government Act 1993,
and sections 206 and 214 of the Local Government (General) Regulation 2021. It is important to note

3
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that the Code does not override the AAS. Councils still need to comply with the AAS when
preparing and presenting their accounts.

4  Asset valuation methodologies

Assets are not recorded in the financial statements at the same value over their lifetime. Changes to
the recorded value of assets are affected by a number of factors, such as the asset valuation
measurement methodology, the useful life of the asset, and the condition of the asset at reporting
date.

Asset revaluation is the process of adjusting the recorded value of council assets to
reflect their fair value rather than their historical cost.

The next section of the paper will consider three asset measurement approaches and how they
could be potentially used by councils in NSW:

e Option 1 - the revaluation model under paragraph 31 of AASB 116 Property, Plant
and Equipment (the methodology currently used by the local government sector in
NSW)

e Option 2 - the cost model under paragraph 30 of AASB 116 Property, Plant and
Equipment and

e Option 3 - a mixed approach using different models for different asset classes.

For all options, councils will continue to perform asset management processes to ensure that the
carrying value does not exceed recoverable value (impairment testing).

Impairment testing involves an annual review of possible impairment indicators to assess asset
condition and useful lives. It confirms if any factors outside depreciation have impaired or otherwise
reduce the value of the asset.

Factors to consider could include regulatory changes impacting the allowed use of the asset,
technological changes making the asset obsolete or less efficient, natural disasters, physical
damage, or reduced utilisation compared to the asset’s original purpose.

Councils can support their review with data such as condition assessments, engineering reports,
maintenance records, changes in legislation or regulations, or valuation reports.

While the review of impairment indicators may lead to reduced asset values, a revaluation may find
asset values have increased.



OFFICIAL

Option 1 - Revaluation Model

Currently, NSW councils use the revaluation model for all classes of assets, as mandated by the
Code since 2006.

As noted earlier, other NSW Government agencies and all local government jurisdictions in Australia
also adopted and continue to use the revaluation model.

In the revaluation model, council assets are recorded based on an estimate of the fair
value, less any depreciation and less any impairment losses.

Subsequent measurement involves calculating fair value at the date of the revaluation less any
subsequent accumulated depreciation and subsequent accumulated impairment losses.

The revaluation model often requires technical expertise such as a qualified valuer to assess the
value of assets, which can be estimated using the following approaches:

o Market approach compares the asset to a similar asset available on the market. This approach
is used to value non-specialised tangible assets, such as land or non-specialised buildings,
because of the availability of market transactions and observable prices for similar assets. Other
local government assets are generally not available for sale on the market such as roads and
drains and therefore this method is not commonly used by NSW councils for those types of
assets.

¢ Income approach involves a discounted cash flow from the income and expenses associated
with the usage of an asset. Councils generally do not hold their assets for principally cash-
generating purposes, are not-for-profit entities and generating profits is not their primary
objective. Therefore, this method is also not commonly used in the NSW local government
sector.

o Replacement cost approach is the measure mainly used by councils due to the specialised
nature of council assets and is based on an estimate of the current costs that would be incurred
to build an identical or similar asset in the same condition and location. This approach is often
used by councils as specialised public sector assets are rarely traded, and reliable comparisons
with similar assets can rarely be made.

Under AASB 116 Property, Plant and Equipment, assets need to be assessed to ensure that the
carrying amount in the accounting records remains accurate. As a result, council assets are
generally, comprehensively revalued every 3 to 5 years. Typically, councils use a staggered
approach with 1 or 2 asset classes undergoing an external comprehensive valuation each year.
However, there is an annual requirement for councils to undertake an assessment to confirm that
the asset recorded is not materially different in value.

Councils do not need to use an external valuer to carry out this assessment, provided the internal
person is appropriately qualified.

Some council assets, such as water and sewerage networks, can be indexed at each reporting
period in line with rates determined by the Department of Climate Change, Energy, the Environment
and Water.

As a practical expedient, the Code allows that where a class of asset include a large number of
minor and unique assets such as open space that are less than 5% of the total of assets of council
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and an appropriate industry index can be applied, the index can be used in place of an internal or
external valuation.

Factors can also be applied to assets that have external restrictions in terms of their use and
saleability, such as community land, to include these considerations when being valued at market
value.

Further, under the AAS, if one asset in a class of assets needs to be revalued, the entire class of
assets need to be revalued. This does not need to be an external revaluation; it can be the
application of an index/and approximation across all assets.

Joint Organisations (JOs) do not use fair value. This is because JOs have limited asset bases and the
cost approach is simpler and easier to apply.

The below table provides a summary of the revaluation model:

Example e Aroad constructed in 1980 may have originally cost of $2 million, however,
under a fair value approach its current value could be estimated at $20 million
based on the cost to replace it and the remaining life of the asset.

Potential advantages | ¢ Accurate, up-to-date asset values: recorded value of assets reflects current

of revaluation model market conditions and provides a better indication of current value of the asset.

e Accurate cost of depreciation: Depreciation based on fair value reflects the
asset’s current productive potential and improves the relevance of the financial

information.

e Enhanced financial planning: Up-to-date valuations inform better decision-

making through asset management and financial planning.

e Comparability between the sector and other jurisdictions: All other councils
in Australia use the revaluation method which improves the ability for

jurisdictional comparability and performance monitoring.

Potential e Resource-intensive process: Council assets are often complex and specialised
disadvantages of and external valuers may be needed for the valuation process. This can be
revaluation model expensive and time consuming, especially for smaller councils.

e Estimation uncertainty: Many local government assets including roads,
drainage and parks, have no active market. Their fair value is based on
assumptions such as construction costs, useful life and residual value which

can vary. Different valuers or methods may result in inconsistent results.

e Limited market relevance: Fair value of community infrastructure such as
roads, heritage asset and libraries is theoretical as these assets are rarely sold

and may not reflect any realisable value.

e Impact on financial results: Using fair value can cause fluctuations in reported

surpluses/deficits. For example, upward revaluations boost asset equity but

does not provide cash, while higher depreciation, from higher value assets, can
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reduce annual operating results. Changes in value at point of sale would be

recognised in reserves rather than profit and loss.

e Delays in finalising financial reports: The revaluation process can lead to
complexity and delays in the preparation and audit of council financial

statements. According to the NSW Auditor General’s Report on Local

Government 2025, the source of prior period errors and uncorrected errors
continue to relate mainly to assets. In 2025, the NSW Audit Office identified
135 uncorrected errors in councils’ financials, with 65% of these relating to

poor asset record keeping and 19% relating to IPPE valuations. Councils need
to ensure they have quality asset records regardless of whether the revaluation

or cost method is used.

Implications for NSW councils

e Currently, NSW councils use this approach and therefore no changes required to processes or systems.

Discussion Questions

« What is your view on the revaluation model?
« Do you support the continued use of the revaluation model for NSW councils?

« What are the advantages and disadvantages of continuing to use the revaluation model and how
would your council prioritise them?

« Would the continued use of the revaluation model provide more relevant and reliable information
to users of the financial statements about the effects of transactions, other events or conditions
on financial position, performance and cash flow for councils over the other options?

« Can you provide modelling or statistics to support your views?

« What changes, improvements, additional guidance, training or support would assist your council
if the revaluation model is retained?

« What else should be considered?


https://www.audit.nsw.gov.au/sites/default/files/documents/Tabling%20report%20-%20Local%20government%202025.pdf
https://www.audit.nsw.gov.au/sites/default/files/documents/Tabling%20report%20-%20Local%20government%202025.pdf
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Option 2 - Cost-based approach

The ‘cost model’ is based on the original cost to purchase the asset plus any costs to
bring the asset to its location and condition, for example delivery or refit costs plus any
dismantling or rehabilitation costs such as land remediation at a waste facility.

The cost-based approach focuses on historical costs and lifecycle expenditure, providing a stable
foundation for budgeting and renewal planning. It does not involve a revaluation element.

Subsequent measurement is calculated as the amount at initial recognition, less any accumulated
depreciation and impairment losses.

Prior to 2006, NSW councils typically carried assets at historical cost, or in other words original
purchase or construction cost, less depreciation.

To move to the cost-based approach, councils would need to apply a change to accounting policy
retrospectively. If a change was made OLG would develop a paper outlining how the transition to the
cost-approach may occur. This paper would be presented to the Audit Office of NSW for
assessment on whether the changes would meet the accounting standards. The paper would also
cover the transition plan to support the change in policy for NSW councils. This transition plan would
be developed in consultation with the local government sector.

Transitioning to the cost model means that councils would need to undertake a retrospective
estimation using available historical information for each of their individual assets, from the earliest
practicable date, to determine what the adjusted value of each existing asset would be under the
cost model. This means that for every single asset, councils must refer to their historical asset
information to estimate and validate the cost of each asset at the point of purchase (or as close as
possible) to the new adjusted value.

Where is it impracticable to retrospectively apply the cost approach, as outlined under paragraphs
50-53 of AASB 108- Accounting Policies, Changes in Accounting Estimates and Errors, councils may
be able to take the existing fair value as a deemed cost upon transition to the cost approach. OLG
notes that using existing fair value as deemed cost would result in councils continuing to use the
higher depreciation expense based on the fair value amount. Therefore, undertaking a retrospective
estimation using available historical cost information (from the earliest practical date) may provide
more useful information than adopting fair value as deemed cost.

For all adjusted values, councils would need to work with their audit teams to ensure that they are
materially correct and able to be supported by documentation and calculations. Due to the workload
in calculating the values for all assets, OLG is also considering a phased approach to the
transitioning and changing the model for certain asset classes each year. As noted above, JOs use
the cost model due to its simplicity and in recognition of their limited asset bases.
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The below table provides a summary of the cost model:

Example

(same asset as
above)

If transitioned to the cost approach, councils would need to look at the cost of
the same road built in 1980 and use that as the basis for depreciation over time
to the present date. If the asset was $2 million at cost and had a useful life of
50 years, council would calculate the transition value as $2 million less $40,000
depreciation per year since purchase and continue to depreciate by $40,000 per

year provided no external factors change the use of the asset.

If this was impractical, for example the 1980 data does not exist, councils could
take a deemed cost at the transition date of its current fair value of $20 million.
The cost would then be reduced over time as depreciation of the $20 million

asset occurs. Note the significant difference in values with this approach.

If capital improvements were performed on the road, this would be capitalised

and any replaced section removed from the asset.

After transition, any newly acquired assets would be recorded at cost and

depreciated over the remaining life of the asset.

Potential
advantages of the

Data: Does not require extensive data or complex calculations since councils

would record assets based on the amount paid at time of acquisition. A more

disadvantages of
the cost model

cost model proportional appraisal measure for local government assets that do not have
comparable market data.
Simplicity and objectivity: Approach is straightforward to apply and audit. Asset
values are based on actual transaction costs and require less estimation.
Reduces the subjectivity and complex in continual revaluations.
Lower compliance cost: Councils avoid paying for professional valuations or
diverting staff to calculate current replacement costs.
Stable asset values: Asset values change only when new assets are added or
removed, through depreciation, or when impairment occurs. This can make
financial results more stable.

Potential Does not reflect current market conditions: Can impact external reporting and

asset disposal decisions. It does not give an accurate reflection of the current
value of assets. Could lead to councils underestimating the cost to insure and/or
replace assets, under report asset values when seeking loans and can be
misleading. It could also lead to under-funding for replacement of these assets,

causing a burden to future generations.

Understates asset worth: Assets acquired a long time ago at low prices remain
recorded at those low amounts even if their current replacement cost or market
value is much higher. This could also reduce the book value of assets and

therefore net realisable value during the sale of assets, causing further funding

gaps for asset renewals.
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e Misleading depreciation and funding gaps: As depreciation under the cost
model is based on the asset’s original cost, it can underestimate the true cost of
asset consumption. If councils do not have a robust asset management process
to keep track asset conditions and consider the cost of replacing them over time,

this could lead to issues of future funding for assets.

e Loss of relevance for decision-making: May make management decisions and
accountability more difficult by not updating values or the true cost of

maintaining service levels.

e Impairment testing is still required: Councils would be required to consider
impairment indicators to determine whether recoverable amount of assets need

to be estimated and therefore whether an impairment needs to be recorded.

Implications for NSW councils

The successful implementation of a cost based approach would require:

Government to approve policy alignment.
Training for finance and asset management teams to apply a cost-based approach.

Significant time and effort spent determining the cost of the asset for the opening balance sheets. This

would be as a one-off exercise per asset.

Councils would need to also ensure there are processes in place to conduct regular stocktakes,

impairment assessments, and otherwise ensure that asset management fundamentals are maintained.

Communication to stakeholders to explain the different measurement methodology.

Discussion Questions

10

What is your view on the cost model?
Do you support the cost model for NSW councils?

What are the advantages and disadvantages of moving to a cost model and how would your
council prioritise them?

Will the introduction of the cost model result in more relevant and reliable information about the
effects of transactions, other events or conditions on financial position, performance and cash
flow for councils over the other options?

Can you provide modelling or statistics to support your views?

Does your council have sufficient historical information available to report a ‘true historical cost’
for the transition of current assets to the cost model?

What is your view on a phased approach to the cost model, where certain asset classes are
transitioned over time so that councils have time to prepare systems and processes and work
with their auditor?

If a phased approach was supported, what timeframe would you suggest to phase in the cost
model?
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If a phased approach was supported, what asset classes should be prioritised?

If there was a change in local government valuation approaches, what finance system and/or
implementation timelines and processes would council need to undertake?

What training, guidance or support would council need if the cost model was implemented?
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Option 3 - Mixed approach

A mixed approach model could also be canvassed, employing a combination of valuation methods.

Under a mixed approach, it could be investigated if, the use of different measurement
models for different classes of assets could be put in place, for example, keeping land
and buildings at fair value and all other asset classes at cost. If the mixed approach was
implemented, for consistency, the Code would mandate which asset classes would be
using which model for valuation.

To move to the mixed approach, councils would need to apply a change to accounting policy
retrospectively. If a change was made OLG would develop a paper outlining how the transition to the
mixed approach may occur. This paper would be presented to the Audit Office of NSW for
assessment on whether the changes would meet the accounting standards. The paper would also
cover the transition plan to support the change in policy for NSW councils. This transition plan would
be developed in consultation with the local government sector.

The below table provides a summary of the mixed approach:

Example

For instance, a mixed approach could include:

Fair value for major assets classes with available market transactions and
observable prices for comparable assets or be realised through sales, like land and
buildings which would continue to be revalued periodically.

Cost-based for assets classes like roads and drains that cannot or will not be sold.
For existing assets, councils would calculate the historical cost as a retrospective
application of the change in accounting policy if practical, otherwise the current
fair value of these assets would be the deemed cost and the assets will continue
to be depreciated over their useful life. Any newly acquired assets in these
classes will be recorded at cost.

In both approaches, councils will still need appropriate asset management
processes, including keeping a detailed register of assets, performing reviews of

useful lives and asset condition, and considering long term future planning.

Potential
advantages of a

Combines models: Focuses effort where it adds value, keeps reporting simple.

Reduced compliance burden: Lowers operational burden, saves time and cost.

disadvantages of a
mixed

EZaesc:rement e Flexibility for different asset classes: The mixed approach acknowledges that

model not all assets are alike and provides an approach that matches the measurement
method to classes of assets. Marketable assets like surplus land get fair value
reflecting market conditions, whereas unique service assets like heritage items
and roads can use cost where there is no available market value.

Potential e Managing the complexity: Using two approaches would create more complexity

in systems and processes. Councils would need to keep track of which asset

classes are classed as cost and fair value, ensure revaluation was done correctly

12
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measurement and apply different rules. Assets at cost will still need to be monitored as well for

model asset management purposes. It would require maintaining dual systems.

e Partial transparency / potential undervaluation: The fair-valued assets will give a
realistic view, the assets kept at cost may not. This could leave some parts of the

asset base undervalued or outdated.

Implications for NSW councils
The successful implementation of the mixed model would require:
e Government to approve a policy alignment.

e For assets transitioning to the cost method, significant time and effort determining the cost of the asset

for the opening balance sheets. This would be a one-off exercise per asset.
e Council investment in data management tools capable of supporting methodology.

e Training for finance and asset management teams to apply methodology.

Discussion Questions

« Whatis your view on a mixed valuation approach?
« Do you support the use of a mixed valuation approach?

o Which asset classes would you consider appropriate for measurement under the revaluation
method and which asset classes under the cost method?

. |If aphased approach was supported for the asset classes falling under the cost approach, what
timeframe would you suggest to phase in the cost model?

. |If a phased approach was supported, what asset classes should be prioritised?

e What are the advantages and disadvantages of implementing a mixed value approach and how
would your council prioritise them?

e Would the mixed valuation approach result in more relevant and reliable information about the
effects of transactions, other events or conditions on financial position, performance and cash
flow for councils over the other options?

. |If there was a change in local government valuation approaches, what system and/or
implementation timelines, costs and processes would council need to undertake?

« Do you have any modelling or statistics to support your views?

« What training or guidance would council need if a mixed valuation approach was implemented?

13
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5 Next steps in the review process

How to have your say on this discussion paper

This Discussion Paper, a consultation Feedback Form and supporting information is available for
interested parties, including councils and other stakeholders including relevant NSW Government
agencies until the close of business on 11 September 2026.

Details are available on the OLG ‘Financial Sustainability’ webpage at
https://www.olg.nsw.gov.au/programs-and-initiatives/financial-sustainability-reforms.

Privacy notice

When you provide your submission, OLG will collect your personal information, including:
« name

« postal address

. telephone number

. email address

. role/position (if applicable), and

. any other personal information you provide in your submission.

Providing a submission is entirely voluntary and you are under no obligation to provide OLG with any
of your personal information, except as otherwise required by law.

OLG will review and evaluate all submissions received, and amendments may be made to the Code.

A copy may be made publicly available on OLG’s webpage at www.olg.nsw.gov.au.

You can elect to have your personal information withheld from publication on OLG’s webpage. If you
choose this option, please do not include any personal information in the body of your submission,
including any comments to the Targeted Questions, or in any attachment that may be provided as
part of your submission.

OLG may choose to withhold from publication any submission considered offensive, threatening,
defamatory or inappropriate.

If you want to access or amend your personal information, or want more details about privacy,
please contact OLG at olg.nsw.gov.au or on (02) 4424 4100.

14
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Have your say

Interested parties, including councils, other stakeholders and the wider community, are invited to
submit written comments using the online Feedback Form or by downloading a copy of the
Feedback Form and sending to OLG:

By email: olg@olg.nsw.gov.au,

with the subject ‘Asset Valuation Methodology Review’, or

By post: Asset Valuation Methodology Review
Sector Policy & Frameworks Team
Office of Local Government
Locked Bag 3015
NOWRA NSW 2541

What will happen with submissions?

OLG will review and evaluate the submissions received, and amendments may be made to the Code.

Submissions may be published on OLG’s webpage at www.olg.nsw.gov.au. If you do not want your
personal details or your submission published, please clearly state this when you make your
submission.

OLG may choose to withhold from publication any submission considered offensive, threatening,
defamatory or inappropriate.
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