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Appendix A  
Local Government Act 1993 (NSW) ï Investment Order 
(Relating to investments by councils) 
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Appendix B  
Local Government Act 1993 (NSW) ï Borrowing Order 
(Related to borrowings by Council) 
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Appendix C  
Public notice ï presentation of financial statements 
Section (418) LGA 

 
Section 418(3) of the Act provides that the public notice must include: 

(a) a statement that the business of the meeting will include the presentation of the audited financial statements 

and the Auditorôs Report, and 

(b) a summary, in the approved form, of the financial statements, and 

(c) a statement to the effect that any person may, in accordance with section 420, make submissions (within the 
time provided by that section and specified in the statement) to the council with respect to the councilôs audited 
financial statements or with respect to the auditorôs reports. 

The approved form (as prescribed by the Chief Executive, Office of Local Government) to be provided pursuant 
to section 418(3)(b) is: 

 Current year 
$ô000 

Previous year 
$ô000 

   

Income Statement   

Total income from continuing operations   

Total expenses from continuing operations   

Operating result from continuing operations   

Net operating result for the year   

Net operating result before grants and contributions provided 
for capital purposes  

 

   

Statement of Financial Position   

Total current assets   

Total current liabilities   

Total non-current assets   

Total non-current liabilities   

Total equity   

   

Other financial information   

Unrestricted current ratio    

Operating performance ratio 

Building infrastructure renewal ratio 

Debt service cover ratio  

 

   

Rates and annual charges outstanding percentage   
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Appendix D  
Graphical illustration of legislative requirements 
 

 

 
 

Chief Executive, Office 
of Local Government 

Council must send a copy of the 
audited financial statements and 
auditorôs reports to the Chief 
Executive, Office of Local Government. 

s.417(5); by 31 October 

A copy of the audited financial 
statements must be included 
in the council's annual report 
submitted to the Minister. 

s.428(2)(a); by 30 November 

Minister 

Council must fix a date for a 
meeting to present statements, 
and give public notice of the 
date so fixed. 

s.418(1)(a), (b); by 5 
December 

Auditorôs reports received by 
Council: 1) Report on GPFR and 
2) Report on the Conduct of the 
Audit. 

s.417(1), (2), (3); by 31 October 

Auditor must audit financial 
statements as soon as is 
practicable, having regard 
to s416(1). 

s.415(1); by 31 October 

Council may seek an extension of 
time beyond 31 October. Council 
must notify the auditor of any 
application for such an extension. 

s.416(2), (6); by 31 October 

Council's financial statements 
must include a statement on the 
General Purpose Financial Report 
(GPFR) 

s.413(2)(c); by 31 October 

Council must prepare financial 
statements and refer for audit 
as soon as is practicable. 

s.413(1) 

Council must give seven daysô 
(minimum) public notice of 
meeting and hold meeting within 
35 days of receipt of the auditor's 
reports. 

s.418(2); by 28 November 

Public notice must include a statement 
that any person may make a submission 
on the council's audited financial 
statements and auditor's reports. 

s.418(3)(c); by 28 November 

Public notice 
must include a 
summary in the 
approved form. 

s.418(3)(b) 

Copies of audited financial statements 
and auditor's reports must be available 
at the council office from the public 
notice to one day after the meeting. 

s.418(4); by 6 December 

Council presents 
audited financial 
statements to public on 
date fixed for meeting. 

s.419(1); by 5 
December 

Any person may 
make a submission to 
Council regarding the 
financial statements 
or auditor's reports. 

s.420(1) 

Submission must be 
lodged with Council 
within seven days of 
meeting. 

s.420(2); by 12 
December 

Copies of all 
submissions 
must be 
referred to 
the auditor. 

s.420(3) 

Council can take such 
action as it considers 
appropriate, including 
notice to CE to amend 
financial statements. 

s.420(4) 

The CE can, by notice in writing, 
direct the council to amend its 
financial statements. Any 
amendments will require public 
notice. 

Local Government General 
Regulation 2005 (NSW), cl.216 (1), 

(2) 
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Appendix E  
OLG Accounting practice and policy guidance 

 

A. Statement of Develo per Contributions  

1. General principles 

Section 94 of the Environmental Planning Act 1979 (NSW) (the EPA Act) and Section 64 of the Local 
Government Act 1993 (NSW) (the Act) provide NSW local governments with a formal legal framework for 
levying developers for the provision of infrastructure, services and amenities ï known as developer 
contributions.  

There are three general principles in applying the contributions: 

1. A contribution must be for, or relate to, a planning purpose. 

2. A contribution must fairly and reasonably relate to the subject development. 

3. The contribution must be such that a reasonable planning authority, duly applying its statutory duties, 
could have properly imposed it. 

Council may require either: 

Å a dedication of land 

Å a monetary contribution 

Å material public benefit (works in kind), or 

Å a combination of some or all of the above.  

One of the fundamental responsibilities of any council in imposing these contributions is to ensure that the 
contributions levied are reasonable. That is, the works and facilities to be provided must be as a direct 
consequence of the development on which the contributions are levied. In keeping with this responsibility, 
contributions levied on developments are limited to providing amenities and services to the minimum level 
necessary to sustain an acceptable form of urban development.  

Councils can also enter into planning agreements with developers under Section 93F of the EPA Act. 
These are voluntary agreements where the developer may dedicate land, pay monetary contributions, or 
provide a material public benefit (or a combination of these) which the council must then apply toward a 
public purpose. 

2. Accounting 

Councils must maintain a contributions register 

1. A council that imposes Section 94 conditions or Section 94A conditions on development consents must 
maintain a contributions register. 

2. The council must record the following details in the register: 

a) particulars sufficient to identify each development consent for which any such condition has been 
imposed 

b) the nature and extent of the Section 94 contribution or Section 94A levy required by any such 
condition for each public amenity or service 

c) the contributions plan which any such condition was imposed 
d) the date or dates on which any Section 94 contribution or Section 94A levy required by any such 

condition was received, and its nature and extent. 

Accounting for contributions and levies 

1. A council must maintain accounting records that allow monetary Section 94 contributions, Section 94A 
levies, and any additional amounts earned from their investment to be distinguished from all other 
money held by the council. 

2. The accounting records for a contributions plan must indicate the following: 

a) the various kinds of public amenities or services for which expenditure is authorised by the plan 
b) the monetary Section 94 contributions or Section 94A levies received under the plan, by reference 

to the various kinds of public amenities or services for which they have been received 
c) (b1) in respect of Section 94 contributions or Section 94A levies paid for different purposes, the 

pooling or progressive application of the contributions or levies for those purposes, in accordance 
with any requirements of the plan or any ministerial direction under Division 6 of Part 4 of the Act 

d) the amounts spent in accordance with the plan, by reference to the various kinds of expenditures 
or services for which they have been spent. 
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B. OLG Investment Policy  

Councils must maintain an investment policy that complies with the Act, the LGGR and the Ministerial 
Local Government Investment Order, and ensure that it or its representatives exercise care, diligence and 
skill that a prudent person would exercise in investing council funds. 

A council must maintain a separate record of money it has invested under Section 625 of the Act. The 
record (investment register) must specify: 

a) the source and the amount of money invested 
b) particulars of the security or form of investment in which the money was invested, and 
c) if appropriate, the rate of interest to be paid, and the amount of money that the council has earned, in 

respect of the money invested. 

Internal restrictions shall include those assets the uses of which are only restricted by a resolution of 
Council. 
 

C. Materials and Contracts  

A council must not enter into a contract for the acquisition of goods or services without an approved order, 
except in the following circumstances: 
(a) contracts made out of petty cash advances 
(b) contracts resulting from credit/procurement cards that have been approved by Council and are 

within authorised terms and conditions 
(c)  recurring contracts where an order in writing has been previously made. 
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Appendix F  
OLG guidance for infrastructure, property, plant and equipment 

Asset components 

Most council assets are infrastructure assets. Almost all infrastructure assets can be separated into 
component parts. These assets are typically managed at the component level because each major 
part has a different life and/or requires different approaches to repair, maintain and renew/replace. 
AASB116 Property, Plant and Equipment requires that major parts of assets be identified and 

depreciated separately. Given this, the way the assets are separated for accounting purposes 
should be the same as the way they are identified within the asset management system. This allows 
integration between the two systems. 

For roads, bridges, footpaths and stormwater drainage, the minimum components suggested are: 

Á Asset type Component 

Roads Á Road surface for sealed roads per segment  

Road pavement structure for sealed roads per segment 

Road pavement structure for unsealed roads per segment 

Road formation/earthworks for sealed roads per segment (where significant) 

Road formation/earthworks for unsealed roads per segment (where significant) 

Á Kerbs and 
gutter 

Á Kerbs and gutter each side per segment 

Á Paths  
(foot and cycle) 

Á Paths each side per segment 

Á Road furniture Á Signs, furniture 

Á Road structures Á Islands, local area traffic management, roundabouts, raised crossings, bus shelters 
etc. 

Á Bridges Á Components depend on the type of bridge, how the bridge is managed and renewed, 
and information available to value the components. 

Some examples of components (depending on management and renewal) are: 

Å bridge deck/superstructure 

Å bridge abutments/foundations 

Å bridge substructure 

Å bridge furniture/signs. 

Á Stormwater 
drainage 

Á Pipes between pits 

Pits per pit  

Other structures: gross pollutant traps, detention basins etc. 
 

Land 

¶ All land is recognised at market value. Community land is subject to restrictions which the 
Valuer General will take into account when discounting the previously determined market 
price based on sales of similar assets. 

¶ In cases where community land has not been valued by the Valuer General, a council may 
request a valuation under Section 20 of the Valuation of Lands Act 1916 (NSW). 

¶ Community land acquired at market price fulfils the requirement of recognition as an asset 
under paragraph 7 of AASB 116. Such land should be recorded initially at cost as per 
paragraph 15 of AASB 116. 

¶ Typically, operational land should be valued using an independent qualified valuer in 
accordance with AASB13. 

¶ Councils should also consider engaging valuers on a regional basis, and should discuss this 
option within strategic alliances and/or regional organisations of councils.  

¶ For all land valuations, guidance in AASB13 Fair Value Measurement is to be considered. 
 

Buildings 

Á In relation to buildings, questions have been raised regarding the level of componentisation that 
should be adopted as a minimum when revaluing buildings. Section 3.2 of NSW Treasury 
Accounting Policy (TPP 14-01) provides guidance on valuing each building type. When valuing 
council-owned and controlled buildings, councils should consider this guidance. While councils are 
not required to separately identify non-specialised and specialised buildings, the valuation process 
should consider their usage: 
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Á (i) Á Non-specialised buildings include commercial and general purpose buildings for which 

there is a secondary market. 

(ii) Á Specialised buildings are buildings designed for a specific, limited purpose. Such buildings 

may include emergency services buildings, specialised buildings to house specialised 
infrastructure or plant, and some heritage properties.  

Á (a) Á Building componentisation 
Á Buildings consist of separately identifiable components that have different useful lives. Whilst each 

council will own or control various buildings with different purposes, when valuing each building a 
council should identify the material components that have different useful lives and record and 
depreciate them accordingly. 

Á The Office of Local Government has adopted a recommendation of the Local Government Technical 
Advisory Group that when councils are separating buildings into depreciable components, the 
emphasis should be on materiality, and the suggested minimum componentisation of buildings is as 
follows: 

¶  Á the roof 

¶  Á fire services such as sprinkler systems 

¶  Á transportation services such as lifts and escalators 

¶  Á mechanical services such as air conditioning and hot water systems 

¶  Á floor coverings such as carpets, tiles etc. 

¶  Á the óstructural shellô of the building. 

Á When identifying building components, consideration will need to be given to such buildings as aged 
care facilities, where regular renovation work is required to maintain accreditation with the relevant 
government departments. 

Á (b) Á Use of independent valuer vs. in-house expertise to value buildings 

Á It should be noted that buildings and other structures do not have to be valued using an independent 
valuer where a council has sufficient in-house expertise to perform such a task. However, before 
utilising in-house resources to value buildings, each council should discuss their approach with their 
external auditor to confirm the information requirements that are necessary to enable the auditor to 
form an opinion on each asset valuation prepared. The cost of auditing each valuation prepared in- 
house when compared to the cost of acquiring external professional valuation resources should be 
considered. 

Á Land under roads 
Á The Office has determined that, in accordance with AASB1051 Land Under Roads, a council may 

elect to recognise, or not to recognise, as an asset land under roads acquired before 1 July 
2008. Land under roads acquired after that date is accounted for under AASB116. 
It is important for councils to note that land under roads is ñland under roadways, and road reserves, 
including land under footpaths, nature strips and median stripsò (AASB1051; emphasis added).  
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Á Land under roads (LUR) acquired after 1 July 2008 

Á Recognise all LUR 
acquired after 1 July 
2008 

1.    Determine if land under roads meets the definition of an asset. 
2. Determine if the asset can be reliably measured. 
3. Account for land under roads acquired in accordance with AASB116 

Property, Plant and Equipment. 
4. Councils should recognise land under roads acquired at its cost, 

where the cost represents fair value. 
5. Any land under roads acquired at no or nominal value should be 

measured at its fair value. 
 

   

In order to decide on the option that councils should take, council staff should refer to the Australian 
Accounting Standards, in particular AASB1051, AASB 13 and AASB116 as referred to above. Also, 
council staff may need to refer to the Roads Act 1993 (NSW). 

Council staff should ensure they discuss preferred actions with their auditor to make certain that they 
have the appropriate documentation to satisfy audit requirements. Such as documentation 
supporting the:  

Å valuation of the entityôs total LUR at the average unit value of the land contained within the 
entityôs area of control 

Å valuation of road segments at the average unit value of properties adjoining the relevant 
road segment 

Å the discounting factors applied to reflect the restrictions placed on land under roads (as 
opposed to the adjoining land which is not restricted). 

Å valuation on the óEngloboô basis (see below). 

Á Englobo valuation basis 

Á The Englobo (in some jurisdictions termed Inglobo) basis of valuation of LUR is based on the concept 

of developing a óraw landô (undeveloped) value for LUR.  

The Englobo approach identifies the point at which land ripe for subdivision and sold as the real point 
at which market and subdivision analysis can identify the relationship between the land that will be 
ódevelopedô (in the sense of being serviced by infrastructure, zoned and built on), and the land that 
will remain óundevelopedô as the site of roads or other infrastructure assets. 

Á The concept of the development of raw land and the Englobo process is illustrated in Figures 1 to 3. 
This concept underlies the method for valuing land under roads developed for Victorian councils in 
2008.  

 

Á Figure 1: Raw land 

Á In this condition, the land under road area (future road reserves) and the land (future subdivided land) 
will have the same value (raw land value). 
 
When land has access to a road and infrastructure services, the road and associated infrastructure 
services have added to the value of the adjoining land. 

 

Á Figure 2: Un-subdivided land ï Englobo parcel 

Á When the land is subdivided into usable lots, and provided with relevant services, the road and 

Large parcel of raw

land (unsubdivided) ï

without access has

little or no value

Large parcel of raw

land (unsubdivided) ï

without access has

little or no value

Englobo land parcel

Road

Englobo land parcelEnglobo land parcel

Road
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associated services have provided further value to the land. 

 

Á Figure 3: Subdivided land 

Á  

Á The Englobo value of the land under the road is the proportional site value of the land at the time 
when the land is sold for subOffice. 

Á Englobo methodology 

¶  Á Use the average site value (SV) for each council in dollars per square meters or hectares 
over the council area. 

Note: The SV is ñthe value of the underlying land assuming that any existing improvements 
have not been made. It also assumes that the land is not encumbered by any lease, 
mortgage or other chargeò (Australian Property Institute, 2004). 

¶  Á Less 65% adjustment factor for Englobo value 

¶  Á Less 25% adjustment factor for access and carriageway tights and infrastructure (other users 
of carriageway reserve and infrastructure) 

¶  Á (this represents a cumulative total 90% discount from the starting average SV.) 

¶  Á Multiply the adjusted (discounted) value (dollar rate per square meter or hectare) by the total 
road reserve areas (square meter or hectare) in the council area. 

¶  Á Equals the value of land under roads in the council area (Balfour, 2008). 

Á Englobo example 

Á A city council has a road length of 250 km  
Average width of road reserves is 20m 
Road reserve area = 5,000,000m2 

Á The city area is 800 km2 (800M m2) 
Site value is $6,800M ï $8.50 /m2. 
[$6,800M/800M m2] 

Á Adjustment for Englobo value 
$8.50/m2 x 65% = $5.525 /m2 
Englobo value $2.975 /m2 
[$8.50 /m2 ï $5.525 /m2] 

Á Adjustment for access rights 
$8.50 /m2 x 25% = $2.125 /m2 
Access adjusted value $0.85 /m2 
[$2.975 /m2 ï $2.125 /m2]  

Á LUR area is 5M m2 
Unit value of non-road land = $0.85 /m2 
[$8.50 /m2 ï 90% ï $0.85 /m2] 

Á Therefore, value of LUR = $4,250,000 
[5M m2 x $0.85 /m2] 

Á The Office of Local Government has determined that councils can use any of the valuation methods 
described above for valuing LUR. The method selected should be fully disclosed in the significant 
accounting policies, and should be applied consistently for LUR recognised pre- and post- 1 July 
2008. 

The Office of Local Government has also determined that the average unit values, and the average 
site values referred to in the valuation methods above, can be derived from Valuer General 
valuations. 

Á Councils are reminded that LUR acquired after 1 July 2008 must be recognised. Where that land is 
dedicated to the council, the value recognised should be in accordance with the valuation method 
selected and disclosed above. 

 

Subdivided

lots

Road

Road infrastructure
and services

Council
 ro

ad

Subdivided

lots

Road

Road infrastructure
and services

Council
 ro

ad
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Á Land improvements, other structures and other assets 

Á Land improvements (that are not already captured as part of the road valuation) include all works 
carried out to the land to improve its utility and/or service potential, or to make it ready for an 
identified use. 

Other structures include all other structures not included in the category of buildings that are 
controlled by a council and constructed for a variety of purposes. Examples include statues, fences, 
monuments, clock towers and so on. Open space/recreational assets may include assets such as 
swimming pools (but not including buildings, plant and equipment, car parks etc. that are associated 
with the swimming pool), playground equipment, BBQs and outdoor fitness facilities and other 
infrastructure such as jetties, boat ramps, sea/rock/retaining walls etc. 

Other assets are any assets that are not classified elsewhere. Some specific assets included in this 
class are library books (common use, reference and heritage collections), and items or artefacts of 
cultural or heritage significance. 

Council must ensure that it has individually identified and valued these assets as part of this exercise 
if it has not done so previously. 

Á Plant and equipment 
Á For NSW councils this asset type will comprise construction equipment, road making plant and 

equipment, motor vehicles and office equipment etc.  

Physical non-current assets are to be valued at fair value in accordance with AASB116 Property, 
Plant and Equipment, AASB13 Fair Value Measurement and AASB140 Investment Property.  

In light of the nature and value of council plant and equipment, the Office has stated that NSW 
councils may use depreciated historical cost as a representation of fair value, as long as Council has 
undertaken a high-level review to determine if there has been any impairment to the assets. 

Á Bulk earthworks 

Á Bulk earthworks are the major earthworks undertaken at the initial construction of road and drainage 
assets, for example cut and fill for a road or drainage detention basin. These would normally be 
included as a component of a road or drainage segment, however councils have the option to treat 
all bulk earthworks as a separate class of assets if this is more convenient. Bulk earthworks are non-
depreciable, but need to be revalued to fair value on a periodic basis. 

Á  

Á Bulk earthworks are distinct from land improvements, which would usually include the following 
items:  

¶ landscaping 

¶ external playing surfaces  

¶ water and drainage reticulation 

¶ walking tracks. 

Á Australian Infrastructure Financial Management Guidelines 

Á Councils may refer to these guidelines for more information on accounting for infrastructure, property, 
plant and equipment (particularly Section 12 of the Guidelines). The Guidelines are available at 
www.ipwea.com.au. 

Á   

Fair Value 

Councils are reminded of the need to have adequate documentation for the Auditor to be satisfied with the opinion 
and fair value of its assets and investments. Councils should contact their Auditor prior to the audit date to 
establish the required documentation. This is the responsibility of councils. 
 
Fair value measurement of community land and land under roads is impacted by restrictions such as the sale or 
use of the asset. Restrictions on the asset are a characteristic of the asset which should be taken into account in 
fair value measurement. Land will usually be measured using the market approach (i.e. based on a market selling 
price). Restrictions on land which are non-entity specific should be accounted for as a discount to market value. 
 
The NSW Valuer Generalôs valuations may be used under the revaluation model to represent fair value of 
community land. As the NSW Valuer Generalôs valuations are based on unimproved land value, Councils need to 
separately consider any improvements made to community land in the overall fair value assessment. 

http://www.ipwea.com.au/
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Appendix G  
Accounting examples 

These examples are to illustrate accounting treatments only, and should not be used for any other purpose. 
 

Example 1 ï Financial assets and liabilities 

1. Council has transacted the following financial assets and financial liabilities. 

 Financial assets 
 ¶  Government bonds ï bonds with a face value of $3,000,000 paying fixed 

interest of 5% over five years. Redeemed 30 June 
2009.  

 ¶  Term deposits ï 30-month term deposit paying 5.8% interest with a 
face value of $2,000,000. 

   ï 24-month term deposit paying 7% with a face value 
of $1,000,000. 

   ï 36-month term deposit paying 4% with a face value 
of $3,000,000. 

   ï 48-month term deposit paying 8% with a fair value of 
$3,000,000.  

   ï 60-month term deposit paying 7% with a fair value of 
$6,000,000 (maturing in next 12 months). 

 ¶  Loan to sporting club ï $1,000,000 interest free loan repayable five years 
from date of issue. Provided on 1 July 2005. Repaid 
in July 2010. 

 Financial liabilities 
 ¶  Loan from NSW Government ï $10,000,000 interest free loan repayable by equal 

annual instalments over 10 years. Raised on 30 June 
2006. 

2. Classification of the financial instruments is as follows: 
 ¶  Held to maturity ï government bonds 

term deposit 

 ¶  Loans and receivables ï loan to sporting club 
loan from NSW Government. 

 
 
 
 
 
3. 

Note 

Following the Cole Inquiry, the Ministerôs order for council investments was amended to eliminate 
managed funds, CDOs, ELNs, and other equity-based securities. Councils can, however, ógrandfatherô 
any existing securities that are outside the new order.  

Measurement 

 ¶  Fair value through P&L ï initially recognised at fair value, with subsequent 
adjustments of fair value through the Income 
Statement. 

 ¶  Held to maturity ï 
 

initially recognised at fair value, and subsequently 
measured at amortised cost. 

 Note 
 If the financial asset is not classified into any of the above, then it falls into óavailable for saleô through 

equity; that is, carried at fair value but with adjustments taken to a revaluation reserve rather than to 
the Income Statement.  

 
 
 Amortised cost  ï government bonds, loan to sporting club 
 (i) Government bonds 
  In this example the bonds will be held to maturity by the council. Council has the intention and 

ability to hold the bonds to maturity date. The cash flows from the bonds are fixed and 
determinable. 

The critical issue is the fair value of the instrument when it was purchased, because all 
financial instruments are initially recognised at fair value. Let us say the council purchased the 
bonds on 1 July 20X4 for $3,000,000, and they mature on 30 June 20X9. In most cases the 
fair value of the instrument will be the consideration paid and therefore there is no adjustment 
to the carrying value, i.e. carrying value is the amortised cost. However, let us assume that in 



 

Code of Accounting Practice and Financial Reporting ς Update #26 - Appendices D-14 
 

this case the fair value was less ï say $2,640,690 ï because the interest rate we received 
(5%) was below market (8%) at the time. 

 How do we arrive at the fair value? 

 Assuming the market rate for this type of bond was 8%, then we use an 8% discount rate on 
the cash flows: 

 $150,000 interest received in 20X5 @ .9259 = $138,885  

 $150,000 interest received in 20X6 @ .8573 = $128,595  

 $150,000 interest received in 20X7 @ .7938 = $119,070  

 $150,000 interest received in 20X8 @ .7350 = $110,250  

 $150,000 interest received in 20X9 @ .6806 = $102,090  

 $3,000,000 principal redeemed in 20X9 @ .6806 = $2,041,800  

 Net Present Value (NPV) of cash flows $2,640,690  

 The effective interest rate which discounts the cash flows to the fair value is 8%. 

 

  (a) On 1 July 20X5 

   Initial recognition of the purchase of the bond at fair value on 1 July 20X4: 

   Dr Investment ï fair value $2,640,690   

   Dr Borrowing cost ï discount 
recognised on purchase of 
investment 

$359,310   

   Cr Cash paid  $3,000,000  

   Subsequent measurement is at amortised cost using the effective interest rate 
method: 

   Dr Opening retained earnings $298,055   

   Cr Investment ï amortised cost  $298,055  

   Being the adjustment of the carrying amount of the bonds to amortised cost 1 July 
20X5 
($3,000,000 - $2,701,945 = $298,055) 

  (b) Calculation of amortised cost at 30 June 20X6 and unwinding of discount: 

   Dr Investment ï amortised cost $216,155   

   Cr Interest revenue ï amortisation of 
discount 

 $216,155  

        

   Dr Cash ï interest received $150,000   

   Cr Investment ï amortised cost  $150,000  

   Amortised cost at 30 June 20X6 is $2,768,100, arrived at by the above entries. 

   Note 
   Amortised cost recalculated per table above until it reaches face value of $3,000,000 

on 30 June 20X9 (the maturity date). 

  (c) Calculation of amortised cost at 30 June 20X7 and unwinding of discount: 

   Dr Investment ï amortised cost $221,448   

 
   Cr Interest revenue ï amortisation of 

discount 
 $221,448  

        

   Dr Cash ï interest received $150,000   

   Cr Investment ï amortised cost  $150,000  

   Amortised cost at 30 June 20X7 is $2,839,548, arrived at by the above entries. 

  



 

Code of Accounting Practice and Financial Reporting ς Update #26 - Appendices D-15 
 

 Amortised cost ï government bonds, loan to sporting club (continued) 
  (d) Calculation of amortised cost at 30 June 20X8 and unwinding of discount. 

   Dr Investment ï amortised cost $227,164   

   Cr Interest revenue ï amortisation of 
discount 

 $227,164  

        

   Dr Cash ï interest received $150,000   

   Cr Investment ï amortised cost  $150,000  

   Amortised cost at 30 June 20X8 is $2,916,712, arrived at by the above entries. 

   Note 

   Amortised cost recalculated per table above until it reaches face value of $3,000,000 
on 30 June 20X9 (the maturity date). 

  (e) Calculation of amortised cost at 30 June 20X9 and unwinding of discount: 

   Dr Investment ï amortised cost $233,288   

   Cr Interest revenue ï amortisation of 
discount 

 $233,288  

   Dr Cash ï interest received $150,000   

   Cr Investment ï amortised cost  $150,000  

   Amortised cost at 30 June 20X9 is $3,000,000, arrived at by the above entries. 

Note: Bonds were redeemed in July 20X9. 

 Amortised cost 
 (ii) Loan to sporting club 
  The loan was made on 1 July 20X5. That is, Council loaned the club $1,000,000 to install 

floodlights at nil interest with the loan repayable on 30 June 20X0 in full. 

  a.  Recognition of the original transaction at 1 July 20X5. 

   Dr Fair value of loan receivable $747,300   

   Dr Borrowing costs ï discount 
recognised on issue of loan 

$252,700   

   Cr Cash paid  $1,000,000  

   Being the recognition of the loan at fair value on its inception. 

   Assuming the market rate payable on the loan was 6%. $1,000,000 discounted over 
five years at 6% is $747,300 (the NPV and fair value of the loan). 

  b.  Calculation of amortised cost of the loan at 30 June 20X6. 

   Dr Loan receivable $44,838   

   Cr Interest revenue ï  
amortisation of discount provided 
on interest free loan 

 $44,838  

 
   Being unwinding of discount provided on interest free loan ï  

6% of amortised cost $747,300 = $44,838 (6% being the effective interest rate) 

   Amortised cost of loan at 30.6.X6 
= $747,300 + $44,838 = $792,138 

 

  c.  Calculation of amortised cost of the loan at 30 June 20X7. 

   Dr Loan receivable $47,528   

   Cr Interest revenue ï  
amortisation of discount provided 
on interest free loan 

 $47,528  

   Being unwinding of discount provided on interest free loan ï  
6% of amortised cost $792,138 = $47,528 (6% being the effective interest rate) 

   Amortised cost of loan at 30.6.07 
= $792,138 + $47,528 = $839,666 
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  d.  Calculation of amortised cost of the loan at 30 June 20X8. 

   Dr Loan receivable $50,380   

   Cr Interest revenue ï  
amortisation of discount provided 
on interest free loan 

 $50,380  

   Being unwinding of discount provided on interest free loan ï  
6% of amortised cost $839,666 = $50,380 (6% being the effective interest rate) 

   Amortised cost of loan at 30.6.X8 
= $839,666 + $50,380 = $890,046 

   Note: 
The discount is unwound at 6% of the amortised cost at the start of each period until 
the face value of the loan is reached. 

  e.  Calculation of amortised cost of the loan at 30 June 20X9. 

   Dr Loan receivable $53,402   

   Cr Interest revenue ï  
amortisation of discount provided 
on interest free loan 

 $53,402  

   Being unwinding of discount provided on interest free loan ï  
6% of amortised cost $890,046 = $53,402 (6% being the effective interest rate) 

   Amortised cost of loan at 30.6.X9 
= $890,046 + $53,402 = $943,448 

   Note: 
The discount is unwound at 6% of the amortised cost at the start of each period until 
the face value of the loan is reached. 

  (g) Calculation of amortised cost of the loan at 30 June 20Y0. 

   Dr Loan receivable $56,607   

   Cr Interest revenue  $56,607  

   Being unwinding of discount provided on interest free loan ï  
6% of amortised cost $943,448 = $56,607 (6% being the effective interest rate) 

   Amortised cost of loan at 30.6.X0 
= $943,448 + $56,607 = $1,000,055 

   Note: 
Loan was repaid to Council in July 20Y0. 

 

Example 2 ï Revaluation of infrastructure, property, plant and equipment 
assets 

 Example 2A ï Technology impairment 
  Council is aware that a new road re-sealing technology has significantly cut the cost 

of re-sealing by up to 50%. Road seals are currently capitalised in Property Plant and 
Equipment (PPE) at $5 million Replacement Cost less $2.5 million Accumulated 
Depreciation. 

  Council is required to carry its IPPE at no more than the recoverable amount, i.e. the 
higher of fair value (less costs to sell) and value in use (represented in this case by 
written down replacement cost). There is, therefore, a prima facie case to write down 
the road seals to their current replacement cost from $2.5 million to $1.25 million.  

  Assuming the impairment arose in the current reporting period and there had been no 
previous revaluation increments: 

   Dr Impairment loss on road seals $1,250,000   

   Cr Provision for impairment  $1,250,000  

   Being the recognition of an impairment loss. 

  Note: The cost and accumulated depreciation are not adjusted, but netted with the 
impairment provision to arrive at net book value. 
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Example 2B ï Revaluation of bulk earthworks at 30.6.20Y0 
   $ô000   

  Carrying value of bulk earthworks at 30.6.20Y0 
before revaluation 

40,037   

  Replacement cost of bulk earthworks at 30.6.20Y0 200,000   

  Bulk earthworks are non-depreciable, so the revaluation entries are as follows: 

  Revaluation entries: 

   As at 30.6.10 $ô000 $ô000  

   Dr Bulk earthworks 159,963   

   Cr Asset revaluation reserve  159,963  

        

  Note: Bulk earthworks associated with all infrastructure is held as a separate class of 
assets in Note 9.  

 
 Example 2C ï Revaluation of community land at 30.6.20Y1 
  Councilôs community land is to be revalued to fair value in 20Y0/Y1.. 

  For the purpose of this example, the following assumptions are made: 

  ¶  Community land is revalued at 30.6.20Y1. 

  ¶  Fair value is determined by the Valuer General valuations on individual 
parcels of community land having a base date of 1 July 20Y0.  

  ¶  During the revaluation process, Council identified a significant number 
of parcels of community land which had not previously been recognised. 
The value of these parcels was $200 million using the current Valuer 
General valuations. 

  ¶  Also during the revaluation process, Council identified parcels of 
community land that had previously been classified as operational land 
in error. The value of these parcels was $100 million using the current 
Valuer General valuations. They had previously been valued as 
operational land at $130 million. 

  ¶  Carrying value of community land at 30.6.20Y1 before the revaluation: 

    $ô000   

   Cost 19,147   

  ¶  The revaluation carried out at 30.6.20Y1 based on Valuer General 
valuations established the following values: 

    $ô000   

   Fair value 500,000   

  Correction of errors: 

   As at 30.6.Y1 $ô000 $ô000  

   Dr Community land 200,000   

   Cr. Retained earnings  200,000  

  Being the value of community land not previously recognised and now brought 
to account for the first time. 

   As at 30.6.Y1 $ô000 $ô000  

   Dr Community land 100,000   

   Cr. Operational land  100,000  

  Being the reclassification of operational land to community land correcting 
previous errors. 

 
  Revaluation entries: 

   As at 30.6.Y1 $ô000 $ô000  

   Dr Community land 180,853   

   Cr. Asset revaluation reserve  180,853  

  Being the revaluation of community land to fair value as represented by the 
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latest Valuer General valuations. 

   As at 30.6.Y1 $ô000 $ô000  

   Dr Asset revaluation reserve 30,000   

   Cr. Operational land  30,000  

  Being the adjustment to the value of operational land to reflect the fact that 
some community land had previously been included in the operational land 
category and revalued (in 20X8) to market values which are higher than the VG 
valuations. The carrying value of community land held incorrectly in the 
operational land category was $130 million, but its fair value was only 
$100 million. 

 

Example 3 ï Investment property 

1. Council is required to adopt the fair value model for valuing investment properties. Fair values at the 
critical dates are as follows. 

   Fair value    

  1.7.X4 
(purchase) 

$  500,000    

  30.6.X5 $600,000    

  30.6.X6 $550,000    

  30.6.X7 $625,000    

 1. Entries at purchase date 

  Dr Investment properties $500,000   

  Cr Cash  $500,000  

 2. Entries for 30 June 20X5 

  Dr Investment properties $100,000   

  Cr Other revenue 
Fair value adjustment ï 
Investment properties 

 $100,000  

  Being adjustment to fair value. 

 3. Entries for 30 June 20X6 

  Dr Other expenses 
Fair value adjustment ï 
Investment properties 

$50,000   

  Cr Investment properties  $50,000  

  Being adjustment to fair value. 

 4. Entries for 30 June 20x7 

  Dr Investment properties $75,000   

  Cr Other revenue 
Fair value adjustment ï 
Investment properties 

 $75,000  

  Being adjustment to fair value. 

 

Example 4 ï Tip remediation 

 Council has an obligation to remediate its tip at the end of the tipôs life in 20Z0. Based on feasibility 
and engineering studies, the estimated cost is $20 million in 20Z0. 

  The NPV of the $20 million at the date of transition using a 6% discount rate is 
$4.66 million ï 6% being the risk-free cost of borrowing to Council. 

  Entries at date of tip establishment (1.7.X0) 
  Dr Tip asset $4,660,000   

  Cr Provision for tip remediation  $4,660,000  

  Being initial recognition of the provision. 

  Entries in 20X1 period 
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  Dr Borrowing costs ï amortisation of discount $280,000   

  Cr Provision for tip remediation  $280,000  

  Being unwinding of discount to arrive at amortised cost using the effective interest rate 
method: 
Provision for tip remediation @ 1.7.X0 multiplied by the effective interest rate of 6%. 
($4,660,000 @ 6% = $280,000) 

  Entries in 20X2 period 

  Dr Borrowing costs ï amortisation of discount $296,000   

  Cr Provision for tip remediation  $296,000  

  Being unwinding of discount to arrive at new amortised cost: 
Provision for tip remediation @ 30.6.X1 multiplied by the discount rate of 6%. 
($4,940,000 @ 6% = $296,000) 

 
Note 
New disturbance, revised costs, revised tip life, and changes in the discount rate are adjusted to the tip asset. 

Dr Tip asset    

Cr Provision for tip remediation    

The unwinding of the discount is then made against the revised provision in the subsequent periods. 

The tip asset is depreciated over the life of the tip. 
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Appendix H  
Guidance on AASB10-12 ï the consolidation suite of standards 
 

 

At each reporting date, councils are required to assess whether there are any changes in the structure of 
any of their relationships with other entities to determine whether any changes in classification are needed. 
The consolidation suite of standards comprises: 

- AASB10 Consolidated Financial Statements 

- AASB11 Joint Arrangements 

- AASB12 Disclosures of Interests in Other Entities. 

To-do list at each reporting date 

1. IDENTIFY any external entities that could be subject to AASB10-12 : 

a. Obtain the report to Council resulting in the appointment of committee members and 

delegates to external entities (usually annually). 

b. Develop a register of external entities and arrangements. 

 
2. ASSESS whether Council controls or exerts significant influence using the definitions from 

AASB10 and AASB128: 

a. Refer to any previous control assessment conducted. Have there been any changes? 

b. Does Council control the entity in its own right? (AASB10 Consolidations.) 

c. Does Council share control with another party? (AASB11 Joint Arrangements.) 

d. Does Council exercise ósignificant influenceô over another entity? (AASB128 Associates 

and Joint Ventures.) 

e. Is the entity a structured entity requiring additional disclosure? (AASB12 Disclosures of 

Interests in Other Entities.) 

f. Remaining entities in the register may still need to be accounted for (AASB139 Financial 

Instruments: Recognition and Measurement.) 

 
3. APPLY the appropriate disclosures: 

a. The Code of Accounting Practice and Financial Reporting and AASB 12 contains 

disclosures for each type of entity. 

b. Significant judgements and assumptions made by Council in forming their opinion on the 

classification of entities should be disclosed. 

 

Interaction of accounting standards 
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1. AASB10 Consolidated Financial Statements 

Å An entity that is a parent shall present consolidated financial statements: 

o A parent is an entity that controls one or more entities. 

o A subsidiary is an entity that is controlled by another entity (i.e. the parent). 

o A group is a parent and its subsidiaries. 

Å Single control-based consolidation model for all types of entities which aims to reflect the economic 

substance of the relationship between a reporting entity and an investee. 

(a) What is control? 
A council controls another entity if: ñit is exposed, or has rights, to variable returns from its involvement 
with the investee and has the ability to affect those returns through its power over the investee.ò 

(b) Key concepts for not-for-profit entities 
Å An investor and an investee are merely entities that have a 

relationship in which control of one entity (investee) by the other 

(investor) might arise. 

Å The investor need not have a financial interest. 

(c) What is power? 
Å Power is defined as existing rights that give the current ability to direct the 

relevant activities of the investee. 

o Need to have current ability ï i.e. able to make decisions at the time the 

decisions need to be made ï substantive rights. 

Å What are the rights of the investor? 

o voting rights 

o potential voting rights 

o other contractual arrangements 

o a combination of any or all of the above. 

Å What are the relevant activities? 

Å Do the rights give the investor the ability to direct the relevant activities? 

(d) Power 
Å Rights which indicate power often arise from contractual or statutory agreements in place (e.g. rights 

from administrative arrangement or statutory provisions). 

Å Other rights: 

o rights to give policy directions to the governing body of an investee that give the council the 

ability to direct the relevant activities of the investee; and 

o rights to approve or veto operating and capital budgets relating to the relevant activities of 

an investee. 

(e) Rights ï substantive vs. protective 
Å Substantive ï practical ability to exercise right. 

Å Protective rights apply only in exceptional circumstances, or where there are fundamental changes 

in the activities of an investee, e.g.: 

o the right of a regulator to curtail or close operations of a non-compliant entity 

o the right to remove members of the governing body of another entity in certain 

circumstances, e.g. councillors of a local government 

o the right to remove tax deductibility to a not-for-profit entity. 

Å Protective rights alone do not give power. 

(f) Rights 
Å Political, cultural, social or similar types of barriers might make it difficult for the investor to exercise 

rights in relation to the investee ï this would not prevent rights from being substantive, e.g.: 

o power to appoint and remove members of railway authority without cause ï reluctance to 

do this due to sensitivity in the electorate. 

(g) Variable returns 
Å broad definition of returns: 

o dividends 

o remuneration from services 

o fees and exposure to losses 

o residual interests on liquidation 

o returns not available to other investors. 

Å variable returns ï potential to vary as a result of the investeeôs performance 
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Å Multiple parties can be exposed to variable returns. 

(h) Returns ï NFP considerations 
o Nature of returns includes financial, non-financial, direct and indirect benefits ï whether 

positive or negative ï including the achievement of furtherance of the investorôs objectives. 

For example, the provision of goods and services by the investee to its beneficiaries may 

affect the extent to which the investorôs social policy objectives are furthered. 

(I) Ability to affect returns of the investee 
Å Investor has the ability to use its power to affect investorôs returns from its involvement with the 

investee. 

Å Control ï power that could be used to benefit the investor. 

 (j) Agent vs. principal 
Å Agency relationship ï A principal contracts another party to perform specified services on behalf of 

the principal that involve delegating some authority to the agent. 

Å Delegated power does not mean control ï many agent contracts provide power not control or 

judgement. 

Å Agent: 

o acts in the best interest of the principal (fiduciary responsibility) 

o additional measures to ensure the agent does not act against the interests of the principal. 

(k) Agent vs. principal assessment 
Å Consider: 

o rights held by other parties (i.e. kick-out rights held by single party?) 

o scope of the decision-making authority 

o remuneration of the decision-maker (magnitude and variability) 

o other interests that the decision-maker holds in the investee. 

Å Different weightings to factors but  ókick-outô rights are conclusive. 

 

2. AASB11: Joint arrangements 

What is a joint arrangement? 

Joint arrangement ï an arrangement in which two or more parties have joint control. 
 

¶ A joint arrangement has the following characteristics:  

o The parties are bound by a contractual arrangement. 

o The contractual arrangement gives two or more of those parties joint control of the 

arrangement. 

o AASB11 principle ï all parties should recognise their rights and obligations arising from 

the arrangement. 

Classifying joint arrangements 

  
 

 

 
 
 

Classification summary 


































