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Legislation Local Government Act 2009 
Local Government Regulation 2012 

Australian Accounting Standards 

AASB 5 – Non-current Assets held for Sale and Discontinued Operations 
AASB 13 – Fair Value Measurement 
AASB 101 – Presentation of Financial Statements 
AASB 116 – Property, Plant and Equipment 
AASB 117 – Leases 
AASB 136 – Impairment of Assets (Encompassing Pronouncement 
AASB2016-4) 
AASB 138 – Intangible Asset 
AASB 1031 – Materiality 

Guidelines to this Policy 

Guideline 1: Accounting for Non-Current Assets on Initial Acquisition 
Guideline 2: Accounting for Expenditure after Acquisition 
Guideline 3: Accounting for Depreciation and Amortisation 
Guideline 4: Revaluation of Non-Current Assets 
Guideline 5: Accounting for Impairment of Non-Current Assets 
Guideline 6: Derecognition of Non-Current Assets 

Approval Date 24 March 2020 

 

1. Purpose of this Policy 

The policy purpose is the following: 

1.1 Ensure compliance with Australian Accounting Standards and the Local Government Regulation 
2012. 

1.2 Ensure all processes undertaken in relation to the content of this policy are appropriately 
documented and defensible to external audit. 

1.3 Prescribe how an asset is accounted for on acquisition/construction/contribution for financial 
accounting purposes. 

1.4 Prescribe how to account for costs after initial asset recognition, including when to expense or 
capitalise asset maintenance, enhancements, or renewal outlays. 

1.5 Prescribe the valuation methodology to be used in valuing Kowanyama Aboriginal Shire Council 
(Council) non-current assets for financial accounting purposes. 

1.6 Prescribe the circumstances when to derecognise an asset from Council’s books. 

1.7 Prescribe the disclosure requirements for financial statement reporting. 

1.8 Prescribe the requirements for actively managing Council’s capital work in progress. 

1.9 Formalise the conceptual relationship between the corporate asset accounting register and 
underlying asset management component registers. 

https://www.legislation.qld.gov.au/view/pdf/inforce/current/act-2009-017
https://www.legislation.qld.gov.au/view/pdf/inforce/current/sl-2012-0236
https://www.aasb.gov.au/admin/file/content105/c9/AASB5_08-15.pdf
https://www.aasb.gov.au/admin/file/content105/c9/AASB13_08-15.pdf
https://www.aasb.gov.au/admin/file/content105/c9/AASB101_07-15.pdf
https://www.aasb.gov.au/admin/file/content105/c9/AASB116_08-15_COMPdec16_01-19.pdf
https://www.aasb.gov.au/admin/file/content105/c9/AASB117_07-04_COMPapr07_07-07.pdf
http://www.aasb.gov.au/admin/file/content105/c9/AASB136_07-04_COMPapr07_07-07.pdf
http://www.aasb.gov.au/admin/file/content105/c9/AASB136_07-04_COMPapr07_07-07.pdf
https://www.aasb.gov.au/admin/file/content105/c9/AASB138_07-04_COMPapr07_07-07.pdf
https://www.aasb.gov.au/admin/file/content102/c3/AASB1031_9-95.pdf
https://www.legislation.qld.gov.au/view/pdf/inforce/current/sl-2012-0236
https://www.legislation.qld.gov.au/view/pdf/inforce/current/sl-2012-0236
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2. Commencement of Policy 

2.1 This policy will commence from the date of approval unless otherwise specified.  It replaces all other 
KASC policy documents relating to the development, approval, use and adoption (whether written 
or not) of KASC policies. 
 

3. Scope of this Policy 

The Non-Current Asset Accounting Policy, which encompasses the associated Guidelines listed under 
the related documents section in this policy, applies to the line items of property, plant & equipment, 
intangible assets, and assets held for resale as disclosed within Council’s Statement of Financial 
Position. This policy generally impacts upon all Council employees and contractors. Specifically, the 
policy is directly applicable to Asset Custodians and Council officers who have asset management 
and asset accounting responsibilities. This policy will be applicable when performing the following 
functions:  

• Acquiring, constructing, or developing a non-current asset. 
• Accounting for costs incurred in maintaining a non-current asset.  
• Renewing, replacing, or enhancing the service potential of a non-current asset. 
• Revaluing non-current assets.  
• Disposal of non-current assets. 
• Accounting for the depreciation or amortisation of non-current assets. 
• Reporting and disclosing non-current assets. 
• Establishing the useful life and residual value of non-current assets. 
• Testing noncurrent assets for impairment. 

 

4. Definitions and Terms 

4.1 In this policy: 

Council Means Kowanyama Aboriginal Shire Council 

Amortisation Is the systematic allocation of the cost of an intangible asset (less any residual 
value) over its useful life to reflect patterns of periodic consumption of the asset.  

Active Assets Are water & sewerage infrastructure assets with high usage of electromechanical 
components (e.g., pumps, electrical motors and diesel-powered engines) 
required in order to fulfil their function. They are typically above ground facilities 
along with their supporting equipment and would commonly include pump 
stations, treatment plants and reservoirs. 

Asset Are future economic benefits controlled by Council as a result of past transactions 
or other past events. 

Asset Class Is the grouping of non-current assets of a similar nature and the lowest level of 
information on non-current assets included within Council’s financial statements. 

Asset Custodian Is the Officer in Council responsible for managing an asset. 

Asset Management 
Component Register 

Are repository of component level asset information used primarily for asset 
management purposes. 

Asset Recognition Is the process whereby a non-current asset is included in the financial asset 
register and therefore recognised in Council’s Statement of Financial Position. 

Asset Renewal (AKA Renewal Works) Are capital works that reinstates some or all of the original 
service potential of an asset. 
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Capital Expenditure Are costs that are incurred over the life of an asset that either renew, extend or 
upgrade the asset’s underlying service potential. 

Carrying Amount Is the amount at which an asset is recorded (either at cost or fair value) within the 
financial asset register after deducting any accumulated depreciation and 
accumulated impairment losses. This is the same as an asset’s written down value 
or net book value. 

Contributed Asset Is an asset that is acquired by Council at nominal or no cost, usually by way of an 
agreement with property developers, through State Government arrangements or 
bequeathed to Council. 

Cost Is the amount of cash or cash equivalent paid or the fair value of any other 
consideration given to acquire an asset at the time of its acquisition or 
construction. 

Control Is the ability for Council to obtain benefits flowing from the asset and to restrict the 
access of others to those benefits. 

Decommissioning Is the removal, demolition, or elimination of an asset’s service potential, resulting 
from a specific management decision. 

Depreciable Amount Is the cost of an asset, or other amount substituted for cost, less its residual or 
salvage value. 

Depreciated Current 
Replacement Cost 

Is the current cost of replacement or reproduction of an asset, less deductions for 
physical deterioration of the asset. 

Depreciation Is the systematic allocation of the depreciable amount of an asset over its useful 
life to reflect patterns of periodic consumption of the asset. 

Design Life Is the expected period of time an asset can be used based on its design 
characteristics. Can be greater than the period Council intends to use an asset. 

Economic Life Is the period over which an asset is expected to be economically useful to 
Council. For example, a vehicle may be replaced after 2 years for economic 
reasons even though its design life may exceed 15 years. 

Fair Value Equates to market value if a readily available market exists or depreciated current 
replacement cost where no market exists. 

Financial Asset 
Register 

Is a repository of financially recognised non-current assets and related information 
used primarily for financial accounting purposes. 

Full Revaluation Is the process whereby the fair value of all assets within an asset class are updated 
to reflect current market value or current replacement cost as well as reassessing 
remaining useful life and residual value. 

Future Economic 
Benefits 

In respect to not-for-profit entities such as Council, future economic benefits refer 
to the ability of an asset to provide goods or services in accordance with the 
organisation’s objectives. 

Gross Carrying 
Amount 

(AKA Gross Value) Is the amount at which an asset is recorded (either at cost or 
fair value) within the financial asset register, excluding any deduction for 
accumulated depreciation or accumulated impairment losses. 

Highest Best Use Is the use of an asset by market participants that would maximise its market value. 

Intangible Asset Is an identifiable non-monetary asset without physical substance. 

Interim Revaluation Is a desktop review of unit rates whereby all asset values within an asset class are 
adjusted by an indexation factor. 

Impairment Is the decrease in service potential of an asset as a consequence of an irregular 
event or catastrophe, resulting in its recoverable amount being less than its 
carrying amount. 
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Infrastructure Assets Are typically large, interconnected networks or programs of composite assets. The 
components of these assets may be separately maintained, renewed, replaced 
or disposed of, so that the required level and standard of service from the network 
of assets is continuously sustained. Generally, the components and hence the 
assets, have long lives. They are fixed in place and rarely have any market value. 

Maintenance 
Expenditure 

Is recurrent planned and unplanned expenditure, which is periodically or regularly 
required as part of Council’s maintenance plan to ensure that the asset is kept in 
an operational state, achieves its useful life and provides the required level of 
service. 

Market Value Is the price that would be received to sell an asset in an orderly transaction 
between market participants, excluding transaction costs but inclusive of any 
transport costs. 

Net Book Value Is the amount at which an asset is recorded (either at cost or fair value) within the 
financial asset register after deducting any accumulated depreciation and 
accumulated impairment losses. This is the same as an asset’s carrying amount or 
written down value. 

Nominal Cost Are nil or minimal costs for which an asset has been acquired. 

Non-Current Asset Is an asset held by Council for use rather than exchange and which provides an 
economic benefit for a period greater than one year. 

Off Maintenance Is the point in time that the period of “On Maintenance” applicable to 
contributed assets either expires or ceases. 

On Maintenance Is the point in time that Council accepts control of an asset handed over by a 
property developer and assets are recognised in Council’s accounts. The term 
“On Maintenance’ refers to an effective warranty period whereby the 
responsibility for rectifying defects associated with the contributed assets rests with 
the developer. 

Operating 
Expenditure 

Encompasses all costs associated with operating an asset (i.e., electricity, fuel, 
staff, plant and equipment on costs and corporate overheads). 

Passive Assets Are Water & Sewerage Infrastructure assets not requiring electromechanical 
components or electrical power in order to fulfil their function (e.g., pipe networks 
and water meters). They are typically below ground infrastructure. 

Recognition 
Threshold 

Is value, which an asset should exceed on acquisition before it is recognized within 
the financial asset register and Council accounts. 

Recoverable 
Amount 

Is the higher of an asset’s fair value less cost to sell and its value in use. 

Remaining Useful Life Is the remaining operational life of an asset in service, irrespective of the period an 
asset has been in use or its design life or initial useful life when first recognised. 

Renewal Works (AKA Asset Renewal) Are capital works that reinstates some or all of the original 
service potential of an asset 

Replacement Cost Is the current cost to replace or reproduce an asset based on similar operating 
conditions. 

Residual Value (AKA Salvage Value or Scrap Value) Is the estimated amount that would be 
obtained today by Council from the disposal of an asset, after deducting the 
estimated costs of disposal (where applicable), if the asset were already of the 
age and in condition expected at the end of its useful life. 

Sunk Costs Are costs that are incurred on the initial construction of an asset that are unlikely 
to be incurred again when the asset is renewed or replaced. 
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Service Potential Is the capacity to provide goods and services in accordance with Council's 
objectives. 

Useful Life Is the period of time an asset is intended to be used by Council, which is 
estimated when the asset is initially put into service. 

Valuation Unit Rates Are asset unit rates based on replacement cost principles that exclude specific 
asset management costs to fully comply with accounting standards and to avoid 
the potential for double counting of costs. 

Value in Use Normally refers to assets that generate some form of cash inflow. Where assets 
have no cash inflow, value in use is deemed to be depreciated current 
replacement cost. 

Written Down Value Is the amount at which an asset is recorded (either at cost or fair value) within the 
financial asset register after deducting any accumulated depreciation and 
accumulated impairment losses. This is the same as an asset’s carrying amount or 
net book value. 

 

5. Acronyms and Abbreviations 

5.1 In this policy: 

KASC Kowanyama Aboriginal Shire Council 

 

6. Application of this Policy 

6.1 Asset Classes 

An asset class is a grouping of non-current assets in the financial asset register of a similar nature 
and the lowest level of information on non-current assets included within Council’s financial 
statements. The following asset classes are reported by Council: 

• Buildings 
• Residential Housing 
• Plant & Equipment 
• Motor Vehicles and Heavy Equipment 
• Furniture and Fittings 
• Roads, drainage, and culverts 
• Water 
• Sewerage 
• Other Infrastructure assets 

 

6.2 Asset Recognition 

For an item to be recognised as a non-current asset in Council’s financial asset register it must meet 
all the following criteria: 

• Council has control over the asset 
• It is probable that future economic benefits associated with the item will flow to Council 
• The cost or fair value of the asset can be measured reliably 
• The cost or fair value exceeds Council’s asset recognition threshold 
(Refer to Guideline 1 for further details and guidance). 
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6.3 Asset Recognition Thresholds 

Recognition thresholds to be applied on initial acquisition of an asset are as follows: 

Asset Type Threshold 

Buildings $10,000 

Residential Housing $10,000 

Plant and Equipment $5,000 

Motor Vehicles and Heavy Equipment $10,000 

Furniture and Fittings $5,000 

Roads, Drainage and Culverts $10,000 

Water $10,000 

Sewerage $10,000 

Other Infrastructure Assets $10,000 
Table 1: Asset Recognition Thresholds 
 

6.4 Capital Costs on Assets after Initial Recognition 

Costs on assets incurred after initial recognition are to be capitalised whenever the associated work 
either renews, extends, or upgrades the asset’s underlying service potential. 
(Refer to Guideline 2 for further details and guidance). 
 

6.5 Asset Valuation Method 

All Council assets that qualify for recognition are to be initially measured at cost. However, where an 
asset is acquired at no cost (contributed/donated) or for nominal cost, the value is deemed to be its 
fair value at the date of acquisition. Fair Value is deemed to be either: 

• Market Value if there is market evidence; or 
• Depreciated Current Replacement Cost if there is no market evidence. 

 
Where an asset was acquired in prior financial years and has yet to be recorded in Council’s 
financial asset register, the asset is to be brought to account at the fair value as at the date of 
recognition. The valuation method applicable to each Asset Class after initial recognition is as 
follows: 

Asset Class Threshold 

Buildings Depreciated Current Replacement 

Residential Housing Depreciated Current Replacement 

Plant and Equipment Cost 

Motor Vehicles and Heavy Equipment Cost 

Furniture and Fittings Cost 

Roads, Drainage and Culverts Depreciated Current Replacement Cost 

Water Depreciated Current Replacement Cost 

Sewerage Depreciated Current Replacement Cost 

Other Infrastructure Assets Depreciated Current Replacement Cost 



 
Non-Current Asset Accounting Policy 

KASC-ADMIN-027 
  
 
 
 

 
Kowanyama Aboriginal Shire Council    Page 7 of 29 

Table 2: Asset Valuation Method 
 

6.6 Depreciation or Amortisation Method 

The straight-line depreciation or amortisation method is adopted by Council to reflect patterns of 
consumption for all non-current assets other than road earthworks and parcels of land, which are 
not subject to depreciation. 
 
(Refer to Guideline 3 for further details and guidance). 
 

6.7 Review of Depreciation and Amortisation Parameters (Including Useful Life, Asset Condition, 
Remaining Useful Life, and Residual Value) 

Asset depreciation and amortisation parameters, useful lives, asset condition (used to assess 
remaining useful lives) and residual values are to be reviewed with sufficient regularity to ensure that 
they are representative of current conditions and expectations at the end of each financial year. 
 
Remaining useful life of an asset should be reassessed whenever a major addition or any 
significant partial disposal occurs. 
 
(Refer to Guideline 3 for further details and guidance). 
 

6.8 Asset Revaluations 

All assets subject to a revaluation process are to be revalued at Fair Value. 
 
The Gross Revaluation method is to be applied to all assets (except for Buildings valued at Market 
Value) subject to revaluation, whereby any accumulated depreciation at the date of revaluation is 
restated proportionately with the change in the asset’s gross carrying amount. 
 
The Net Revaluation method is to be applied to all assets within the buildings class valued at Market 
Value, whereby the accumulated depreciation is eliminated against the gross carrying amount of  
Full revaluations for all applicable asset classes are completed simultaneously for all underlying assets 
within the asset class. Such revaluations should be completed within one financial year; however, it is 
permissible to complete the process over two concurrent financial years whenever deemed 
necessary due to resource or data management limitations. 
 
An interim revaluation using indices developed via a desktop approach is to be undertaken annually 
for an asset class subject to regular revaluations whenever there has been a material movement in 
current replacement cost (or market value, where applicable) since the last full revaluation. 
Materiality in accordance with AASB 1031 is to be applied when assessing if an asset or asset type 
within an asset class is to be revalued. 
 
(Refer to Guideline 4 for further details and guidance). 
 

6.9 Asset Impairment 

All assets with a carrying value exceeding $250,000, on the financial asset register are to be reviewed 
annually for impairment. 
 
(Refer to Guideline 5 for further details and guidance). 
 

https://www.aasb.gov.au/admin/file/content102/c3/AASB1031_9-95.pdf
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6.10 Non-Current Asset Derecognition 

A financial asset is to be derecognised in the financial asset register whenever:  

• The asset is destroyed, abandoned, or decommissioned with no future economic benefit 
expected to be generated from its use 

• The asset is scrapped, sold, or traded 
• The asset is lost or stolen; or 
• Control of the asset is transferred to another entity. 
 
All assets derecognised from the financial asset register require authorisation by the respective Asset 
Custodian. 
 
Partial derecognition of an infrastructure asset is to occur whenever: 

• A significant component or section of an infrastructure asset is destroyed, abandoned or 
decommissioned with no future economic benefit expected to be generated from its use; or 

• Major renewal works have been undertaken resulting in a significant component or section of an 
infrastructure asset being replaced. 
 

(Refer to Guideline 6 for further details and guidance). 
 

6.11 Asset Stock takes 

A stocktake is to be undertaken by the respective asset custodian on an annual basis for the 
following asset types: 

• Plant & Equipment 
• Motor Vehicles and Heavy Equipment 
• Furniture and Fittings 

 

6.12 Management of Work in Progress 

Work In Progress balances are to be reviewed at least monthly to ensure that they are cleared no 
later than six months after practical completion or prior to full revaluation of the pertinent asset class, 
whichever occurs first. 
 

7. Policy Review 

7.1 The policy is to be reviewed in accordance with the Policy Framework Policy – KASC-ADMIN-001. 

7.2 Kowanyama Aboriginal Shire Council reserves the right to vary, replace, or terminate this policy from 
time to time. 
 

8. Approval 

8.1 This policy was duly authorised by the Chief Executive Officer on 24 March 2020 as Kowanyama 
Aboriginal Shire Council’s Non-Current Asset Accounting Policy and shall hereby supersede any 
previous policies of the same intent. 
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Guideline 1:  Accounting for Non-Current Assets on Initial 
Acquisition 

 

1. Purpose of this Guideline 

The purpose of this guideline is to provide guidance for the initial recognition of non-current assets 
into Council’s financial asset register. Guidance is provided for the following: 

• Types of Asset Acquisition 
• Asset Recognition Criteria 
• Control Over an Asset 
• Measurement at Recognition 
• Asset Recognition Thresholds 
• Assets Held for Sale 
• Spare Parts 

 

2. Types of Asset Requisition 

Circumstances resulting in a non-current asset being acquired by Council include: 

• Acquisition involving consideration – such as purchased or constructed/developed assets 
• Acquisition at no cost or for nominal consideration – such as contributed or donated assets 
• Assets not previously recognised but subsequently identified through revaluation, stocktakes or 

other processes. These assets may have been originally purchased, constructed, contributed, or 
donated. 
 

3. Asset Recognition Criteria 

For an asset to be financially recognised in Council’s books it must meet all the following criteria: 
1. Council has control over the asset 
2. It is probable that future economic benefits associated with the asset will flow to Council 
3. Cost or fair value can be measured reliably 
4. Cost or fair value of the asset exceeds Council’s asset recognition threshold. 

 

4. Control over Council Owned Land and Buildings Leased to Third Parties 

In respect of Council owned land and buildings leased to third parties, Council is deemed to have 
control where it retains substantially all the risks and rewards associated with the property. 
 
The status of leased assets is to be reviewed annually by Asset Custodians with any additional assets 
or exclusion of existing assets to be communicated to the Asset Accounting section for appropriate 
recognition/derecognition within Council’s financial asset register. 
 

4.1 Control over fixtures located below the tidal high-water mark  

Under the provisions of the Land Act 1994 (revised November 2014) the Queensland State 
Government controls all assets located wholly below the tidal high-water mark, with the exclusion of 
excavated freehold land that has become inundated by water subject to tidal influence. The 
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definition of inundated land under the Land Act specifically excludes canal waterways. 
 

4.2 Control over Contributed or Donated Assets 

Council takes ownership of contributed land and buildings when the property is titled to Council. For 
assets such as donated plant or equipment, control is deemed to occur when the item is formally 
handed over to Council. 
 
Council gains control over contributed infrastructure assets upon commencement of the “On 
Maintenance” period. During the “On Maintenance” period, the assets are covered by a warranty 
and the developer is required to cover all costs to maintain the asset. Once Council completes the 
asset’s final inspection, the asset will become “Off Maintenance” and all costs associated with 
managing and maintaining the asset are covered by Council. 
 

5. Probability that Future Economic Benefits Will Flow to Council 

The term future economic benefits refer not only to the potential of an asset to contribute directly or 
indirectly to the flow of cash or cash equivalents, but to the potential of the asset to contribute 
directly or indirectly to the ability to provide goods or services in accordance with Council’s 
objectives. 
 
Benefits can therefore arise from: 

• Use of the asset 
• Cash inflow 
• Revenue from future sale 
• Provision of goods and services 
• Cost savings 
 
In accordance with the relevant accounting standard (AASB 116), a benefit is deemed to be 
probable if it is more rather than less likely that it will eventuate. For most of Council’s noncurrent 
assets, particularly its infrastructure assets, future economic benefits effectively relate to the service 
potential inherent in the assets. For such assets, both terms can be used interchangeably. 
 

6. Reliable Measurement of Cost or Fair Value 

All Council assets that qualify for recognition are to be initially measured at cost. However, where an 
asset is acquired at no cost such as contributed/donated assets or for nominal consideration, the 
cost is deemed to be its fair value at the date of acquisition. Fair value is obtained via either: 

• Market Value if there is a readily available market, or 
• Depreciated Current Replacement Cost if there is no readily available market. 

 
Where an asset was acquired in prior financial years and has yet to be recorded in Council’s 
financial asset register, the asset is to be brought to account at the fair value as at the date of 
recognition. 
 
Section 206 (4) of the Local Government Regulation 2012 states that the following assets controlled 
by Council have no value for financial accounting purposes: 

• Reserves defined under the Land Act such as land parcels held in Trust (Crown/State land); and 

https://www.aasb.gov.au/admin/file/content105/c9/AASB116_08-15_COMPdec16_01-19.pdf
https://www.legislation.qld.gov.au/view/pdf/inforce/current/sl-2012-0236
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• Land under a road not owned by Council. 
 

In circumstances where reliable measurement of an asset cannot be obtained the asset is not to be 
recognised within the financial asset register. 
 
Additional information on what constitutes cost, market value and depreciated current replacement 
cost is detailed below. 
 

7. Elements of Cost 

The value of assets initially recognised at cost should be: 

• Purchase price, including duties and taxes (excluding GST), after deducting discounts and 
rebates 

• Any other cost directly attributable to bringing the asset to its location and condition 
• Costs capitalised into the financial asset register typically include: 
• Contract costs for construction or development of an asset 
• Labour costs for employees directly involved in the construction, development, or acquisition of 

an asset. This includes any directly attributable labour oncosts 
• Project management costs 
• Costs of site preparation 
• Design costs 
• Initial delivery and handling costs 
• Installation and assembly costs 
• Interest on a loan directly funding a specific project, which is incurred during construction or 
• development, where the interest is deemed material to the overall cost of the project 
• Costs of commissioning the asset 
• Directly attributable real estate fees, legal costs and associated professional fees 
• Tender costs 
• Costs for relocating or reinstating existing assets controlled by Council where: 

o They are material in value; and 
o The asset being relocated is replaced, upgraded or subject to major renewal works as part 

of the relocation and reinstatement process. 
 

 
Costs not directly attributable to the cost of an asset and therefore not capitalised into the financial 
asset register include: 

• Costs associated with feasibility studies, research studies, master plans, concept plans and 
• investigations up to the point when Council formally decides that a capital project will be 

undertaken 
• Costs of opening a new facility 
• Costs associated with operating an existing asset 
• Costs associated with decommissioning an existing asset when it is removed from service 
• Costs of introducing a new product or service (including advertising and publicity) 
• Periodic software maintenance and licence agreement charges 
• Costs for relocating or reinstating existing assets controlled by Council where: 

o They are not material in value; or 
o The asset being relocated is not being replaced, upgraded or subject to major renewal 

works as part of the relocation and reinstatement process 
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o Costs for relocating existing assets controlled by a third party. Relocation may be temporary 
or 

o permanent. For example, costs to relocate Energex cabling guideline to bridge during a 
bridge replacement project. 

o Costs associated with the reinstatement of assets not controlled by Council. For example, 
reinstating the surface and pavement of State controlled roads as part of stormwater works. 

o Inspection costs where no physical upgrade, refurbishment or replacement of an asset is 
undertaken. This includes any outlay associated with the assessment of asset condition. 

o Mark-up portion of internal costs 
o Costs pertaining to wastage and unproductive downtime 
o General administration and overhead costs. 

 
In some instances, the capitalised cost of an asset should include an initial estimate of the cost of 
dismantling and removing the asset and restoring the site on which it is located. The costs of 
dismantling and removing an asset should only be capitalised when: 

• They can be reliably estimated 
• Are material in amount or nature 
• Where a clear obligation exists (predominantly through a legislative or environmental obligation) 

at the time an asset is first put into use 
 
Where an asset is used to produce inventories (for example, a quarry) any restoration or removal cost   
capitalised on acquisition should not include restoration or removal costs that arise through actual 
operation of the asset. These costs are to be systematically recognised as an expense over the 
period of the asset operation. 
 

8. Market Value 

Assets acquired at no cost or for nominal consideration are to be recognised in the financial asset 
register at the market value at acquisition date whenever a readily available market for the asset 
exists. 
 
Preference is to be given to assessing market value in an active market for identical assets that 
Council can access at acquisition date (i.e., a Level 1 fair value as prescribed within AASB 13). 
Identical markets would only apply to as new items of plant or equipment contributed or donated to 
Council. 
 
Other asset types with a market value commonly contributed or donated to Council include land, 
buildings and second-hand plant or equipment. Such assets would be valued with reference to 
other observable inputs, such as second-hand markets for similar/identical assets or real estate 
markets.  
 
These valuations are Level 2 fair values as prescribed within AASB 13. As per AASB 13, Level 2 fair 
values should also consider: 

• The condition and location of the asset acquired; and 
• The asset’s highest and best use. 

 
As such, a market value should be obtained for assets in similar condition to the asset acquired by 
Council and, depending on its physical location, an adjustment may be required for transportation 
costs. Any other type of transaction cost such as real estate or legal fees are specifically excluded as 
being part of market value by AASB 13. 
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Regarding highest and best use, the following factors need to be considered: 

• A use that is physically possible, which takes into account the asset’s physical characteristics such 
as size and capacity as well as any physical impediments due to location; 

• A use that is legally permissible, which includes zoning regulations applicable to a property and 
any other legally enforceable restriction. 

• A use that is financially feasible, which considers the economic realities of upgrading or 
converting an asset to achieve a better usage. 
 

The important point to note is that highest and best use (and hence market value of the asset) is 
from the perspective of market participants, which can differ from how Council is using or intends to 
use the asset. 
 

9. Depreciated Current Replacement Cost 

Where assets are acquired by Council at no cost or for nominal consideration and a market value 
cannot be reliably obtained, the assets are to be recognised within the financial asset register at 
depreciated current replacement cost. Depreciated current replacement cost of an asset is the 
current replacement or reproduction cost less any accumulated depreciation. 
 
Current replacement or reproduction cost of an asset is the minimum that it would cost Council in 
the normal course of business to replace an existing asset with a technologically modern equivalent 
(as opposed to a second-hand asset) that provides commensurate economic benefits. Reliable 
sources of information for determining current replacement cost are: 

• Appropriately qualified and knowledgeable expert valuers 
• Reference to industry standards such as Rawlinsons 
• Costs incurred by Council in the acquisition/construction of similar assets 
• Expected costs of materials, services and labour sourced from appropriate suppliers and applied 

by appropriately qualified and knowledgeable Asset Custodians within Council. 
 
Valuations undertaken via these methods are deemed Level 3 fair values under the provisions of 
AASB 13. For such valuations, any sunk costs incurred in the construction of a brand-new asset are 
excluded from the determination of current replacement or reproduction cost. 
 
Unit rates underlying current replacement cost reflect a ‘valuation’ methodology, whereby 
components included for financial accounting purposes comply with financial accounting principles 
and avoid the potential for double counting. This can necessitate exclusion of some components 
required for project costing and asset management purposes. Examples may include, but are not 
limited to the following: 

• Demolition and disposal costs 
• Relocation and reinstatement costs 
• Traffic control for some asset types 

 
Detailed information pertaining to the concept and use within Council of valuation unit rates is 
available within ISpot #55316610. A comprehensive list of inclusions and exclusions can be obtained 
by contacting the Asset Revaluation Coordination Officer. 
 
Accumulated depreciation can be determined via either a formal condition assessment (needed in 
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circumstances where an asset has been in use for a significant period prior to financial recognition) 
or derived mathematically from the standard useful lives of relevant “as new” assets contained 
within the Financial Asset Data Structure document #28960524. In many situations, such as long-life 
infrastructure assets contributed to Council by property developers any accumulated depreciation 
on initial recognition is deemed immaterial due to the asset being in service for a short period of 
time. For such assets, there is no need to calculate accumulated depreciation for the purpose of 
initial recognition. 
 

10. Asset Recognition Thresholds 

To avoid insignificant non-current assets being recognised in the financial asset register Council 
applies the following recognition thresholds: 
 

Asset Type Threshold 

Buildings $10,000 

Residential Housing $10,000 

Plant and Equipment $5,000 

Motor Vehicles and Heavy Equipment $10,000 

Furniture and Fittings $5,000 

Roads, Drainage and Culverts $10,000 

Water $10,000 

Sewerage $10,000 

Other Infrastructure Assets $10,000 
Table 3: Asset Recognition Thresholds 

 
For infrastructure assets comprised of major components the above asset recognition thresholds 
apply to the aggregate asset value (i.e., the financial asset as a whole) and not to individual asset 
components. Asset acquisition/construction costs that fall below the threshold should be expensed 
and, as such, the asset is not recognised in the financial asset register. Similarly, any contributed or 
donated asset valued on acquisition below the recognition threshold should not be financially 
recognised. 
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Guideline 2:  Accounting for Expenditure after 
Acquisition 

 

1. Purpose of this Guideline 

The purpose of this attachment is to provide guidance to account for expenditure on non-current 
assets following their initial recognition into Council’s financial asset register. 
 

1.1 Capital vs Operational Expenditure 

Expenditure on an asset incurred after it comes into service falls into one of two categories: 

• Capital Expenditure: these costs are added to the carrying amount of the existing asset and, as 
such, are capitalised into the financial asset register. 

• Operational Expenditure: these costs are expensed when incurred and do not get capitalised 
into the financial asset register. 
 

Details on the type of costs that are considered either capital or operational in nature are presented 
below. 
 

2. Capital Expenditure 

Certain costs incurred over the life of an asset are of the nature that either renew, extend, or 
upgrade the asset’s underlying service potential. Such costs are required to be capitalised into the 
financial asset register as an addition to the carrying value of existing assets. 
 
These costs are attributable to at least one of the following: 

• Extension of an existing asset – as a result of the expenditure being incurred the service potential 
of an asset is provided to a wider geographical area or to greater number of potential users, 
e.g., extending a stormwater pipeline or roadway 

• Renewal of an existing asset – reinstates some or all the original service potential of an asset, e.g., 
major reseal of a road or relining a stormwater pipeline 

• Upgrade of an existing asset – enhances an existing asset to provide a higher level of service or 
increases the useful life beyond that originally expected, e.g., widening of a road to include 
additional lanes or adding steel reinforcement to an existing swimming pool shell to increase life 
expectancy. 
 

 
Other examples of capital expenditure are: 

• Major repainting of a building’s external walls, which effectively reseals and waterproofs the 
• external structure (renewal type capital works). 
• Replacing a major asset component such as an engine in a motor vehicle (renewal type 
• capital works). 
• Costs associated with implementing a new module to Council’s information system (extension to 

an existing asset). 
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3. Operational Expenditure 

Operational expenditure encompasses all costs associated with general maintenance and 
operations of an asset. These costs should be expensed when incurred. 
The useful life of an asset used for depreciation purposes is determined assuming appropriate levels 
of general maintenance at appropriate intervals. Cleaning carpets, pothole maintenance in roads 
and clearing drains are all examples of general maintenance. A similar principle applies to minor 
repairs such as treating cracking in road seals or replacing an oil filter in a motor vehicle. 
 
As such, general maintenance, and repair work, which is comparatively minor in nature and does 
not significantly renew service potential, expand service potential, or extend life expectancy beyond 
that originally intended. 
 
Similarly, the cost of operating an asset is not capitalised but expensed when it is incurred. The cost of 
staff to run a facility, fuel and power, corporate overheads and any asset inspection costs are 
additional examples of operational expenditure. 
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Guideline 3:  Accounting for Depreciation and 
Amortisation 

 

1. Purpose of this Guideline 

The purpose of this guideline is to provide guidance on accounting for the periodic consumption of 
all depreciable assets recorded in the financial asset register. Guidance is provided for the following: 

• Depreciation and Amortisation Methods 
• Straight Line Formula 
• Useful Life 
• Remaining Useful Life 
• Residual Value 
• Periodic Review of Depreciation/Amortisation Rates, Remaining Useful Lives and Residual Values. 

 

2. Depreciation and Amortisation Methods 

Australian accounting standard AASB 116 requires the depreciable amount of an asset to be 
systematically expensed over the asset’s useful life based on its pattern of consumption. Depreciable 
amount equates to the cost or fair value of an asset less its estimated residual value. Similarly, AASB 
138 requires the depreciable amount of an intangible asset to be systematically expensed over its 
useful life based on the pattern of consumption. 
 
In accordance with the applicable accounting standards, depreciation or amortisation of an asset 
begins when it is available for use, that is, when it is in the location and condition necessary for it to 
be capable of operating in the manner intended by Council. 
 
The depreciation or amortisation method utilised should be the one that best reflects the respective 
asset’s pattern of consumption. Methods allowable under both AASB 116 and AASB 138 are: 

• Straight Line - depreciation or amortisation is charged evenly to each accounting period over an 
asset’s useful life. 

• Reducing Balance - amount of depreciation or amortisation recognised for an asset each period 
progressively reduces over its useful life. 

• Percentage of Use - amount of depreciation or amortisation recognised each accounting period 
can differ and is dependent on an asset’s actual or deemed usage. 
 

The straight-line depreciation/amortisation method is used by Council to reflect patterns of 
consumption for all non-current assets other than parcels of land and road earthworks, which are not 
subject to depreciation. Of the three depreciation methods, straight line is considered the most 
appropriate for Council’s assets as well as being the easiest to administer and justify to external audit. 
Justifying the logic of applying a reducing balance method to Council’s asset types, particularly 
infrastructure assets, would prove problematic. 
 
Theoretically, the percentage of use method could apply to plant and infrastructure assets such as 
road and sewerage networks however a current lack of available data would result in difficulties 
satisfying external audit scrutiny. Future use of the method is possible but would come at a cost due 
to resources required to collect the necessary data. 

https://www.aasb.gov.au/admin/file/content105/c9/AASB116_08-15_COMPdec16_01-19.pdf
https://www.aasb.gov.au/admin/file/content105/c9/AASB116_08-15_COMPdec16_01-19.pdf
https://www.aasb.gov.au/admin/file/content105/c9/AASB138_07-04_COMPapr07_07-07.pdf
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3. Straight Line Formula 

Where a one-to-one relationship exists between Council’s asset management component register 
and the financial asset register (e.g., motor vehicles, buildings, and computer software) the straight-
line formula is applied as follows: 
 
(Net Book Value – Residual Value) / Remaining Useful Life 
 
Where a one-to-many relationship exists between an asset in the financial asset register and 
components recorded in Council’s asset management component register the straight-line formula 
is applied as follows: 
 
(∑ Net Book Value – ∑ Residual Value) / Weighted Average Remaining Useful Life 
 

4. Useful Life 

The useful life of an asset or asset component is determined by its expected use by Council and 
provides the basis for systematically allocating straight-line depreciation or amortisation. Useful life 
must be based on the physical asset or component in service and not the useful life of any modern 
equivalent. Useful life may be less than an asset’s design life or economic life. For example, a bridge 
may be replaced when it reaches a certain condition rating, notwithstanding that the bridge could 
continue to be used for a further period. 
 
Given the direct correlation to depreciation and amortisation, useful lives must be carefully 
considered to ensure Council’s financial statements provide relevant information consistent with 
financial reporting requirements. 
 
The following should be considered when establishing the useful life of an asset: 

• Design Life – period over which the asset can be expected to last physically, assuming adequate 
maintenance 

• Technical Life – period over which the asset can be expected to remain effective due to 
obsolescence 

• Economic Life – period Council intends to use the asset before disposal or decommissioning 
based of optimal economic factors. For example, trade a vehicle prior to being two years old 

• Legal Life – period an asset can be used based on restrictions imposed by legal agreement, 
legislation or government decree. 

 
Council has adopted estimated useful lives for different asset types within each asset class, which are 
set out in the Financial Asset Data Structure document #28960524. These useful lives may vary where 
it is considered that the recommended useful life is inappropriate for a specific case. In these 
circumstances, Asset Custodians must provide clear documentation to justify the deviation from 
recommended useful lives. 
 
For major infrastructure assets such as road networks and stormwater drainage where the financial 
asset is comprised of multiple components, the useful life of the aggregated financial asset is 
deemed to be the weighted average useful life of all underlying components. The formula for 
calculating the weighted average useful life is as follows: 
 
Weighted Average Useful Life = [(Useful Life of Component 1 * Value of Component 1) + (Useful Life 
Component 2 * Value of Component 2)] / (Value of Component 1 + Value of Component 2) 
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5. Remaining Useful Life 

The remaining useful life of an asset represents the period expected to elapse until the asset is 
removed from service. At the time the asset is placed in service, the useful life and remaining useful 
life will be the same. Remaining useful will subsequently decrease over time as the asset is used and 
depreciated/amortised. 
 
The remaining useful life of an asset should be reassessed by the relevant Asset Custodian whenever: 

• Significant value is added to an asset following initial recognition A major component, section or 
part of an asset is derecognized. 

• There has been a significant change to an asset’s condition 
• Council decides to remove an asset from service at a stipulated future date 
• Technical or commercial obsolescence factors become known 
• There have been indicators of impairment impacting on the asset (refer to Guideline 5 for further 

details) 
• Imposition of legal obligations or environmental factors impacting on the asset. 

 
As is the case for useful life, the remaining useful life of aggregated financial assets is deemed to be 
the weighted average of all underlying components. 
 

6. Residual Value 

Residual value is defined within AASB 116 as the estimated amount that would be obtained today 
from the disposal of an asset, after deducting the estimated costs of disposal, if the asset were 
already of the age and condition expected at the end of its useful life. For assets expected to be 
sold or traded at the end of their useful life, Asset Custodians are required to estimate residual value 
by considering salvage or scrap values as well as to second-hand market values. 
 
A residual value based on salvage or scrap principles should only be allocated to an asset whenever 
there is some certainty on its condition at the end of its useful life. In general, this precludes the 
allocation of residual value to most of Council’s depreciable asset types due to their long-life nature. 
Common exceptions are certain items of plant and equipment, which Council retains for a 
stipulated short-term period before being traded or sold. 
 
In addition to the difficulties in ascertaining the condition of infrastructure assets at the end of their 
useful life, any allocation of residual value to most infrastructure asset types is considered illogical. 
Infrastructure assets by their very nature do not have a resale or trade-in value and when 
decommissioned they are generally left in place or removed at considerable cost. The cost of 
decommissioning most infrastructure assets will ultimately outweigh any potential scrap value. 
 

7. Periodic Review of Depreciation/Amortisation Rates, Remaining Useful Lives and 
Residual Value 

The depreciation or amortisation method applied to an asset shall be reviewed with sufficient 
regularity to ensure that its pattern of consumption is accurately reflected in the annual financial 
statements. Asset Custodians are to review and revise useful lives and condition ratings (and hence, 
remaining useful lives) of assets with sufficient regularity to ensure that they accurately reflect the 
rate of depreciation/amortisation reported by Council in the annual financial statements. 
In addition, remaining useful life of an asset should be reassessed whenever a major addition or any 
significant partial disposal is processed. 

https://www.aasb.gov.au/admin/file/content105/c9/AASB116_08-15_COMPdec16_01-19.pdf
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Asset Custodians, who possess relevant technical expertise and knowledge, will be required to 
certify, and substantiate their estimates. Where technical expertise and knowledge is not available 
within Council, Asset Custodians should seek external expertise to assist in undertaking the 
assessments. 
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Guideline 4:  Revaluation of Non-Current Assets 
 

1. Purpose of this Guideline 

The purpose of this guideline is to provide guidance on revaluing non-current assets. Guidance is 
provided for the following: 

• Non-Current Assets Required to be Revalued 
• Asset Valuation Methodologies 
• Fair Value of Assets for Revaluation Purposes 
• Gross Revaluation Method 
• Net Revaluation Method 
• Full Revaluation Process 
• Interim Revaluations 

 

2. Non-Current Assets Required to be Revalued 

All non-current assets controlled by Council are to be revalued using the fair value basis. The only 
exceptions to this rule are the following assets that remain valued at cost: 

• Fleet, plant, and equipment 
• Minor site improvements 
• Intangible assets 
 
As per the requirements of AASB 116, if an item of property, plant and equipment is revalued, all 
assets within the asset class to which it belongs should also be revalued. Items within an asset class 
are revalued simultaneously to avoid selective revaluation of assets and the reporting of amounts in 
the financial statements that are a mixture of costs and values as at different dates. However, an 
asset class may be revalued on a rolling basis provided revaluation of that class is completed within 
a short period and revaluations are kept up to date. 
 
On this basis, Council undertakes a rolling revaluation of land whereby approximately one-third of all 
land parcels recognised on the financial asset register are revalued each financial year. 
Revaluations for other applicable asset classes are generally completed simultaneously for all 
underlying items although the process can be undertaken over two concurrent financial years when 
deemed necessary due to resource or data management limitations. 
 

3. Asset Valuation Methodologies 

Australian accounting standards permit assets to be revalued at fair value through adoption of the 
following methodologies: 

3.1 Market Approach  

Revalue an asset based on prices and other relevant information generated by market transactions 
involving identical or comparable assets. Can only apply to the valuation of Council’s assets where 
there is an active market such as land and any non-specialised buildings and therefore excludes 
most long-life assets, including infrastructure assets. 

3.2 Income Approach 

https://www.aasb.gov.au/admin/file/content105/c9/AASB116_08-15_COMPdec16_01-19.pdf
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Revalue an asset or a group of assets known as a cash generating unit based on the discounted 
cash flows it is expected to generate. This valuation methodology should only be adopted in 
circumstances where the prime purpose of the asset (or cash generating unit) is for profit generation 
rather the provision of goods or services. For not-for-profit entities such as Council the income 
approach for asset valuation has limitations as noncurrent assets (including infrastructure assets) 
primarily exist to provide services to ratepayers and residents of the city rather than to generate 
profits. 

3.3 Current Replacement Cost Approach 

Revalue an asset based on the current cost to replace or reproduce. This approach would apply to 
most of Council’s long-life assets with. 
 

4. Fair Value of Assets for Revaluation Purposes 

Council does not control any asset or group of assets where it is appropriate for the income 
approach to be adopted for asset revaluation purposes. As such, all assets subject to a revaluation 
are to be revalued at fair value based on the following criteria: 

• Market Value if there is a readily available market; or 
• Depreciated Current Replacement Cost if there is no readily available market. 

 
For asset types subject to a revaluation by Council, a readily available market only exits for land and 
nonspecialised buildings. All other asset types will therefore be revalued at depreciated 
replacement cost. 
 

5. Market Value 

Issues to consider when revaluing assets under a market approach are no different to those detailed 
within Guideline 1 for the initial recognition of assets at market value. 
 
Theoretically, preference is to be given to assessing market value in an active market for identical 
assets that Council can access at acquisition date (i.e., a Level 1 fair value as prescribed within AASB 
13). In reality, identical markets will not exist for the asset types Council will be revaluing at market 
value, being land and non-specialised buildings. Such assets are revalued with reference to other 
observable inputs with the most reliable inputs coming from real estate, markets. These valuations are 
Level 2 fair values as prescribed within AASB 13. As per AASB 13, Level 2 fair values should also 
consider: 

• The condition and location of the asset being revalued; and 
• The asset’s highest and best use. 

 
As such, a market value should be obtained for assets in similar condition to the asset being 
revalued, which is applicable to non-specialised buildings. AASB 13 requires market value to be 
adjusted for any transportation costs where applicable. Any other form of transaction cost such as 
real estate or legal fees are specifically excluded as being part of market value by AASB 13. 
 
With regard to highest and best use, the following factors need to be considered: 

• A use that is physically possible, which takes into account the asset’s physical characteristics such 
as size and capacity as well as any physical impediments due to location; 

• A use that is legally permissible, which includes zoning regulations applicable to a property and 
any other legally enforceable restriction. 
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• A use that is financially feasible, which considers the economic realities of upgrading or 
converting an asset to achieve a better usage. 

The important point to note is that highest and best use (and hence market value of the asset) is 
from the perspective of market participants, which can differ from how Council is using or intends to 
use the asset.   
 

6. Depreciated Current Replacement Cost 

Depreciated current replacement cost of an asset is the current replacement or reproduction cost 
less any accumulated depreciation. Current replacement or reproduction cost of an asset is the 
minimum that it would cost Council in the normal course of business to replace an existing asset with 
a technologically modern equivalent (as opposed to a second-hand asset) that provides 
commensurate economic benefits. 
 
Reliable sources of information for determining current replacement cost are: 

• Appropriately qualified and knowledgeable expert valuers 
• Reference to industry standards such as Rawlinsons 
• Costs incurred by Council in the acquisition/construction of similar assets (refer to elements of 

cost presented in Guideline 1 for further details). 
• Expected costs of materials, services and labour sourced from appropriate suppliers and applied 

by appropriately qualified and knowledgeable Asset Managers within Council. 
 

AASB 13. For such valuations, any sunk costs incurred in the construction of a brand-new asset are 
excluded from the determination of current replacement or reproduction cost. 
 
For major infrastructure assets it is common for current replacement cost to be derived from unit rates 
that consider individual components of the asset as well as differing operational conditions. 
Unit rates for an asset as a whole or individual components are made up of direct and indirect costs, 
both of which need to be considered in determining current replacement cost: 

• Direct Costs – are directly traceable to an asset or asset component, for example, materials and 
labour. 

• Indirect Costs – cannot be traced directly to a particular asset but still forms part of the asset’s 
replacement cost. For example, statutory and non-statutory labour oncosts and project 
management costs. The attribution of indirect costs requires a causal relationship between the 
cost and the asset. 

 
All asset unit rates developed by Council for revaluation purposes should be maintained in an 
appropriate register with supporting documentation to ensure that they are fully defensible to 
external audit scrutiny. 
 

7. Gross Revaluation Method 

Council applies the gross revaluation method to assets valued at Depreciated Current Replacement 
Cost as allowed under AASB 116 whereby any accumulated depreciation on an asset at the date of 
revaluation is restated proportionately with the change in the gross carrying amount of the asset. In 
other words, the accumulated depreciation of an asset is adjusted proportionately to the change in 
gross value. For example, a bridge is currently recorded in the financial asset register with a gross 
value of $1,000,000 and accumulated depreciation of $250,000. As part of a revaluation process its 
current replacement cost has been estimated as $1,100,000 (i.e., a 10% increase in gross value). 

https://www.aasb.gov.au/admin/file/content105/c9/AASB116_08-15_COMPdec16_01-19.pdf


 
Non-Current Asset Accounting Policy 

KASC-ADMIN-027 
  
 
 
 

 
Kowanyama Aboriginal Shire Council    Page 24 of 29 

Under the gross revaluation method, the accumulated depreciation for the bridge is incremented by 
the same proportion (10%) from $250,000 to $275,000. 
 

8. Net Revaluation Method 

Council applies the net revaluation method to non-specialised buildings valued at Market Value as 
allowed under AASB 116 whereby any accumulated depreciation is eliminated against the gross 
carrying amount of the asset. 
 

9. Full Revaluation Process 

Along with reassessing fair value, a full revaluation process within Council requires a reassessment of 
remaining useful life, residual value (if any) and underlying unit rates. Such revaluations should be 
undertaken by suitably qualified personnel with the process considering the differing 
characteristics of individual assets. 
 
Full revaluations must be undertaken with sufficient regularity to ensure that the carrying amount of 
applicable assets recognised in the financial asset register do not differ materially from their fair value 
at reporting date Council performs a full revaluation of all assets subject to a revaluation every three 
to five years. 
 
A full revaluation process needs to be carefully controlled to avoid double counting, whereby values 
included in the revaluation data relate to assets with acquisition/construction costs still included in 
capital Works in Progress (WIP). To any avoid double accounting problems all such WIP balances 
must be processed into the financial asset register prior to processing the revaluation data. 
Materiality in accordance with AASB 1031 is to be applied when assessing if an asset type within an 
asset class is to be revalued. 
 

10. Revaluation Process for Assets Valued at Market Value 

For assets valued at market rates the full revaluation process should reassess value based on current 
market evidence as detailed above. Remaining useful life of these assets should also be reviewed to 
confirm that they accurately reflect the asset’s current condition. If a residual value is applicable this 
should also be reassessed at the time of revaluation. 
 

11. Revaluation Process for Assets Valued at Depreciated Current Replacement Cost 

For assets valued at depreciated current replacement cost the following is required to be 
undertaken during a full revaluation process: 

• Review of unit rates to ensure they accurately reflect the current replacement cost of the asset or 
asset component. The review should consider any changes in the buying price of input costs for 
services, materials, and labour as well as changes in methods of construction, asset use and 
operational conditions. 

• Review remaining useful life based primarily on the current condition of the asset and underlying 
components. Such a review should consider the asset’s physical wear and tear as well as any 
change in asset use or operational conditions. Remaining useful life based on condition should 
not exceed the period Council intends to have the asset in service or any limitations caused by 
technical/commercial obsolescence, legal obligations or environmental factors. 

• Review of residual value if applicable. 

https://www.aasb.gov.au/admin/file/content105/c9/AASB116_08-15_COMPdec16_01-19.pdf
https://www.aasb.gov.au/admin/file/content102/c3/AASB1031_9-95.pdf
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12. Interim Revaluations 

Whenever there has been a material movement of unit rates (or market value, where applicable) 
since the last full revaluation, an interim revaluation should be undertaken at financial year-end. 
Interim revaluations can be completed by ‘desktop’ review with an indexation rate determined for 
the asset class. This indexation rate is applied to all assets valued at fair value within the 
applicable asset class with the financial accounting adjustment treated the same as any full 
revaluation process. 
 
Indexation rates used for interim revaluation purposes should comply with the concepts of fair value 
and sufficient rigour must be applied in their formulation to satisfy audit scrutiny. 
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Guideline 5:  Accounting for Impairment of Non-Current 
Assets 

 

1. Purpose of this Guideline 

The purpose of this guideline is to provide guidance on accounting for Asset Impairment. Guidance 
is provided for the following: 

• What is Asset Impairment? 
• Indicators of Asset Impairment 
• Impairment Test 
• Examples of Potential Asset Impairment 

 

2. What is Asset Impairment? 

A non-current asset is impaired whenever its carrying amount as recorded in the financial asset 
register exceeds its recoverable amount. Recoverable amount is the higher of an asset’s: 

• Fair Value less cost to sell; or 
• Its value in use. 
 
The concept of fair value is described in detail within both Guideline 1 and Guideline 4. Essentially fair 
value equates to market value wherever a readily available market exists or depreciated current 
replacement cost where a market for the asset is not available. 
 
Value in use is applicable to assets that generate some form of cash inflow. In the context of Council 
where the future economic benefits of an asset are not primarily dependant on its ability to generate 
net cash inflows and given that Council would generally replace the asset if deprived of it, the 
applicable accounting standard (AASB 136) deems value in use to be depreciated current 
replacement cost. 
 
For Council’s purposes, the concept of recoverable amount can therefore be summarised as being 
the higher of: 

• Market value where a readily available market exists; and 
• Depreciated current replacement cost. 

 
Where no readily available market exists for an asset, the recoverable amount simply equates to its 
depreciated current replacement cost. This is applicable to most Council’s infrastructure assets as 
well as any buildings with no market evidence. 
 

3. Indicators of Asset Impairment 

Regular depreciation and revaluation processes undertaken by Council generally account for 
normal fluctuations in the value of assets. Consequently, an asset will only become impaired as a 
result of some type of irregular event or catastrophe. 
 
Under the requirements of the applicable accounting standard (AASB 136), Council is required to 
assess each financial year whether there has been an event or catastrophe that could give rise to 

http://www.aasb.gov.au/admin/file/content105/c9/AASB136_07-04_COMPapr07_07-07.pdf
http://www.aasb.gov.au/admin/file/content105/c9/AASB136_07-04_COMPapr07_07-07.pdf
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any assets being impaired. To satisfy AASB 136, each Asset Custodian is required to undertake a 
formal review each year to determine whether there have been any indicators of asset impairment. 
Indicators of asset impairment relevant to Council would generally fit into one of the following 
categories: 

• Sudden natural event such as a flood, earthquake, major bush fire, tsunami, or severe storm 
• Prolonged natural event such a drought or rain 
• Major damage to an asset caused through an accident, arson, or inappropriate use 
• Change to the extent or way an asset can be used 
• Change to an asset’s technological, market, economic or legal environment. 

 
Refer below to Examples of Potential Asset Impairment for specific situations where the above 
indicators could result in assets being impaired at Council. 
 

4. Impairment Test 

Whenever an Asset Custodian determines as part of their annual review that there have been 
indicators of impairment (i.e., an irregular event or catastrophe has occurred), the recoverable 
amount of each asset impacted is to be determined. The recoverable amount is then compared to 
the asset’s carrying value as recorded in the financial asset register to ascertain whether an 
adjustment in the accounts is to be recognised for asset impairment. Such a process is commonly 
referred to as the Impairment Test. 

4.1 The following provides a summary of the Impairment Test: 
 

Carrying Value > Recoverable Amount = Impairment Loss 

Carrying Value ≤ Recoverable Amount = No Impairment 
 

Where the recoverable amount is less than the asset’s carrying value the relevant accounting 
standard (AASB 136) requires the impairment loss to be treated as follows: 

• Firstly, offset the impairment loss against the asset revaluation surplus for the applicable asset 
class; 

• Any balance should then be recognised as an expense within the Statement of Comprehensive 
Income. 
 

For materiality reasons, Asset Custodians need only undertake an impairment test when impacted 
assets have a carrying value over $250,000. 
 
Whenever an asset has been destroyed or subsequently removed from service following an irregular 
event or catastrophe there is no need to perform an impairment test. In such circumstances the 
asset should be accounted for as a disposal. (Refer to Guideline 6 for further details on the 
derecognition of non-current assets.) 
 
In addition, there is no need to perform an impairment test on any asset restored back to its pre-
event level of service prior to financial year end. 
 

http://www.aasb.gov.au/admin/file/content105/c9/AASB136_07-04_COMPapr07_07-07.pdf
http://www.aasb.gov.au/admin/file/content105/c9/AASB136_07-04_COMPapr07_07-07.pdf
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5. Examples of Potential Asset Impairment 

1. A road has been badly damaged by a major flood and subsequent repairs have not fully 
restored the asset’s pre-event level of service. Consequence: Test for asset impairment. 

2. As a consequence of prolonged drought underground stormwater pipes have developed cracks 
that significantly impact on the service potential of the drainage network. Consequence: Test for 
asset impairment 

3. Structural deficiencies identified during a bridge inspection following an earthquake have 
resulted in a weight restriction being imposed and thereby a reduced level of service. 
Consequence: Test asset for impairment 

4. Following a bad fire caused by faulty wiring one of Council’s major branch offices has been 
demolished in preparation for the construction of a replacement building. Consequence: No 
need to test for asset impairment as the demolished building should be derecognised from the 
financial asset register. Costs associated with the replacement building are to be capitalised as a 
new asset in accordance with the methodology outlined within Guideline 1. 

5. A prolonged period of rain resulted in large potholes along a stretch of road. The damage has 
since been fully repaired through operational related works. Consequence: No need to test for 
asset impairment as the road has been restored back to its present level of service without 
Council incurring capital costs.  

6. Another section of road suffered severe damage during the prolonged period of rain which 
necessitated its surface being replaced. Due to the nature and cost involved the reseal works 
were capitalised. Consequence: No need to test for asset impairment as the damage section of 
road should be derecognised from the financial asset register as a partial disposal. Costs 
associated with the replacement section of road are to be capitalised in accordance with the 
methodology outlined within Guideline 1. 

7. An external supplier recently announced that a particular software application will no longer be 
supported due to technological advances. As Council does not have staff and relevant skills to 
maintain the software, operational use of the application has been reduced to limited functions. 
Such functionality can be performed by far less expensive software packages. Consequence: 
Test asset for impairment.  

8. A particular range of Council plant can no longer be used for their intended purpose due to new 
emission standards being imposed by federal legislation. Their restricted level of service use can 
be provided by less expensive plant. Consequence: Test assets for impairment.  

9. The market value of one of Council’s major land parcels may be impacted by an adjacent area 
being earmarked for toxic waste disposal. Consequence: Test asset for impairment 

10. A pathway passing through a Council reserve has been permanently closed following high 
toxicity levels being detected in surrounding wetlands. Although the pathway has not been 
removed it no longer provides any level of service. Consequence: No need to test for asset 
impairment as the pathway should be derecognised from the financial asset register. 
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Guideline 6:  Derecognition of Non-Currents Assets 
 

1. Purpose of this Guideline 

The purpose of this guideline is to provide guidance on derecognising non-current assets from the 
financial asset register. Guidance is provided for the following: 

• When Asset Derecognition should occur 
• Partial disposal of infrastructure assets 
• Accounting for the Derecognition of Non-Current Assets 

 

2. When Asset Derecognition Should Occur 

An asset should be derecognised from the Statement of Financial Position and recorded as a 
disposal within the financial asset register whenever the following occurs: 

• The asset is disposed by way of trade-in, cash settlement or for any other type of consideration 
received by Council such as a land swap 

• The asset is scrapped with no consideration applicable 
• The asset is destroyed through fire, flood, or some other event 
• The asset is lost or stolen 
• The asset is retired, decommissioned, or abandoned and thereby removed from service with no 

future economic benefits expected. Such assets may or may not remain in place at their physical 
location 

• Control over an asset has transferred to another entity via legislation, ministerial decree, Council 
policy or any other means. 
 

All decisions to derecognise an asset should be appropriately documented and authorised. Where 
appropriate, Asset Custodians are to forward supporting documentation to the Asset Accounting 
section for removal from the financial asset register. 
 

3. Partial Derecognition of Infrastructure Assets 

Partial derecognition of an infrastructure asset is to occur whenever: 

• A significant component or section of an infrastructure asset is destroyed, abandoned, or 
decommissioned with no future economic benefit expected to be generated from its use; or 

• Major renewal works have been undertaken resulting in a significant component or section of an 
infrastructure asset being replaced 
 

4. Accounting for the Derecognition of Non-Current Assets 

The gain or loss on disposal is the difference between net consideration received by Council and the 
carrying amount of the portion disposed within the financial asset register. Net consideration includes 
cash, trades, land swaps, any other type of asset received, liabilities transferred/extinguished less any 
costs associated with disposing the asset. Costs of disposal can include real estate commission fees, 
dismantling costs, dumping fees, and associated legal costs. Depreciation should be processed up 
to the date the asset is removed from service (or identified as being no longer in service when the 
actual date is not known) to ensure the appropriate carrying value is used in the calculation of the 
gain or loss on disposal. 
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