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INTRODUCTION 
 

Since the adoption of the requirement to value local government assets at Fair Value 
there has been a significant amount of discussion and debate within the NSW local 
government community. There has also been a significant amount of training 
provided by the Local Government Financial Management Group. This included 
Phase One workshops delivered across the state by APV in 2007-08. 
 
Unfortunately there has also been a significant amount of confusion regarding 
whether and how to value such assets. In reality the process to value public sector 
land assets such as those held by NSW local governments is relatively easy and has 
been successfully employed in various Australian jurisdictions for well over 15 years. 
 
This paper has been developed to assist NSW local governments and relevant 
stakeholders (Department of Local Government, Auditors, Local Government 
Finance Professionals) better understand ï 

¶ the critical issues surrounding the prescribed requirements regarding land 

¶ identify which assets need to be valued 

¶ how those assets are to be valued   
 
The paper concludes ï 

¶ The only land that they control is Operational Land and Community Land held 
in freehold title 

¶ Crown Land, Commons and Land Under Roads, whilst managed by local 
governments are not controlled by them and therefore do not represent assets 
of the local government 

¶ Appropriate methodologies to value land at Current Replacement Cost have 
been applied successfully across a range of jurisdictions for in excess of 15 
years 

¶ UCV (Unimproved Capital Value) cannot be used as a de facto measure of 
Fair Value 

¶ The use of discount factors, etc are inappropriate and will result in non-
compliance with AASB116 

¶ Councils need to ensure that they do not breach the requirements of the 
Valuers Act in that land valuations (whether comprehensive or by way of 
index) can only be provided by a Registered Valuer.  
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BACKGROUND 
 

In July 2006 the Department of Local Government issued Circular 06-43 which 
mandated that NSW councils commence valuing the property, plant and equipment 
assets of councils at fair value in accordance with Australian Accounting Standard 
AASB116, ñProperty, Plant and Equipmentò.  

This was subsequently followed by Circular 08-07 which provided a timetable for 
recognition. This specified that the fair value of community land was to be deferred until 
2010.  
 
 
In March 2009 the Department of Local Government issued Circular 09-09 which stated 
ï 

 
Community land, land improvements, other structures and other assets  
 
The valuation of community land in terms of Australian Accounting Standard 
AASB 116, Property Plant and Equipment, has now been deferred until 30 June 
2011.   

 

 

There are only two types of land title in NSW ï  

¶ Freehold (under either Old System or Torrens system) 

¶ Crown Land 

 

Land ñownedò is dealt with under the Real Property Act while ñCrown Landò is 
covered by the Crown Lands Act.  

The Real Property Act defines an owner as someone who is entitled to freehold title. 

135A Definition of ñownerò 
In this Part: 
owner, in relation to land, means any person entitled to an estate of freehold 
in possession in the land: 
(a) whether in fee simple or for life or otherwise, and 
(b) whether at law or in equity, and 
(c) whether absolutely or by way of mortgage.1 

 

 

 

                                                           
1
 Real Property Act 
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The Crown Lands Act defines Crown Land as ï 
 

Crown land means land that is vested in the Crown or was acquired 
under the Closer Settlement Acts as in force before their repeal, not in 
either case being: 
 
(a) land dedicated for a public purpose, or 
(b) land that has been sold or lawfully contracted to be sold and in 
respect of which the purchase price or other consideration for the 
sale has been received by the Crown.2 

 

The NSW Department of Lands website provides some additional information. 
 

Crown land is land that is owned and managed by State Government. It accounts 

for over half of all land in New South Wales and includes:  

¶ Crown lands held under lease, licence or permit;  

¶ community managed reserves;  

¶ lands retained in public ownership for environmental purposes;  

¶ lands within the Crown public roads network; and  

¶ other unallocated lands.  

¶ Many non-tidal waterways across the State also comprise Crown land as 

does most tidal waterway land.
3
 

 

The Local Government Act states that ñAll land vested in a council (except a road or 
land to which the Crown Lands Act 1989 applies) is to be classified as either 
ñcommunityò or ñoperationalò.4 

As a consequence the land either owned or controlled by local governments include 
ï 

¶ Crown Land  

¶ Commons (Crown Land) 

¶ Land Under Public Roads  

¶ Public Land 
o Operational Land 
o Community Land5 

                                                           
2
 Section 3 NSW Crown Lands Act 

3
 http://www.lands.nsw.gov.au/land_titles/land_ownership/crown_land 

4
 Part 2 NSW Local Government Act 

5
 NSW Local Government Act section 54B 
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KEY ISSUES 
 

This paper deals with the questions of what land needs to be valued and brought to 
account as an ñassetò of local government and how such land should be valued. 
Land Under Roads is considered in a separate Paper. This paper deals specifically 
with the other types of land under the ownership or control of local government. 
 
To provide an answer to these questions reference must first be made to the 
relevant prescribed requirements. This includes the Accounting Standards and 
relevant NSW Legislation. 
 
The key aspects considered are ï 
 

¶ Prescribed requirements 

¶ Definition of Asset 

¶ Concept of Control 
 

Prescribed Requirements 
 

The various DLG Circulars require the assets of local governments to brought to 
account at Fair Value. An extension has been provided for Community Land. Fair 
Value is to be in accordance with AASB116.  

However, before valuing such land it is important to determine whether the land is an 
ñassetò of the relevant local government.  

In assessing whether an item meets the definition of an asset, liability or equity, 
attention needs to be given to its underlying substance and economic reality and not 
merely its legal form.6 This requires analysis of the rights and obligations of various 
entities regarding the land. For example ï can they deny permanent access to 
others, sell the land and benefit from the proceeds upon sale?  

In addressing this issue the relevant prescribed requirements to be considered 
include ï 
 

¶ Accounting Framework 

¶ Australian Accounting Standards (AASB116 and AASB127) 

¶ Local Government Act 

¶ Crown Land Act 
 
 

 

                                                           
6
 Paragraph 51 Framework for Preparation and Presentation of Financial Statements 
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Definition of Asset 
 

The term ñAssetò is defined under the Framework for the Preparation and 
Presentation of Financial Statements. 
 
The IASB Framework describes the basic concepts by which financial statements 
are prepared. It does so by ï 
 

¶ defining the objective of financial statements 

¶ identifying the qualitative characteristics that make information in financial 
statements useful, and  

¶ defining the basic elements of financial statements and the concepts for 
recognizing and measuring them in financial statements. 

 
The elements of financial statements are the broad classifications and groupings 
which convey the substantive financial effects of transactions and events on the 
reporting entity. To be included in the financial statements, an event or transaction 
must meet definitional, recognition, and measurement requirements, all of which are 
set forth in the Framework. 
 
The Framework defines an asset as -  

An asset is a resource controlled by the entity as a result of past events and 
from which future economic benefits are expected to flow to the entity.7 

 
As result, an asset must ï 
 

¶ be controlled by the entity 

¶ be a result of past events 

¶ produce future economic benefits. 
 

Concept of Control 
 
The key issue for Community Land is whether or not the land is ñcontrolledò by the 
local government or by another entity. Unfortunately, since adoption of the 
International Financial Reporting Standards, the Australian Accounting Standards 
provide no direct guidance on the concept of ñcontrolò in relation to the definition of 
an asset.   
 
However, there are a number of GAAP (General Accepted Accounting Practice) 
Guidelines which provide some comment. The common view is that to have ñcontrolò 
the entity must be able to receive the benefit and restrict other entitiesô access to that 
benefit. 
  

                                                           
7
 Paragraph 49 (a) Framework for Preparation and Presentation of Financial Statements 
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The Willey IFRS 2007 Guide states that to be an asset ñThe following three 
characteristics must be present for an item to qualify as an asset: 

¶ The asset must provide probable future economic benefit that enables it to 
provide future net cash inflows. 

¶ The entity is able to receive the benefit and restrict other entitiesô access to 
that benefit. 

¶ The event that provides the entity with the right to the benefit has occurredò.8 
 
Some additional guidance can also be obtained from AASB127Consolidated and 
Separate Financial Statements. 

 
AASB127 does not directly relate to the concept of control is relation to assets. 
Instead it relates to the concept of control of one government entity over another 
entity for the purposes of consolidation. Within this standard however there is 
significant discussion on the concept of control for public sector entities. This 
discussion provides significant insight into the concept of ñcontrolò and is consistent 
with GAAP Guidance. 
 
The key sections are ñFactors indicating control in the public sectorò denoted as 
paragraphs Aus17.1 ï Aus17.10. 
 
The most critical aspect relates in relation to the discussion on assets is the question 
of who retains the residual interest in the asset upon its sale or disposal. 
 
In regards to entities, AASB127 states - 
 

Residual financial interest in the net assets of the other entity by the 
government  
Aus17.4 The existence of the following circumstances indicates whether the 
government has a residual financial interest in the net assets of the other 
entity:  
(a) the government is exposed to the residual liabilities of the entity; or  
(b) the government has the right to receive the residual net assets of the entity 
if that entity is dissolved.9 

 
The requirement for the proceeds upon sale of land to return to State Government or 
be used for the satisfaction of State Government objectives would indicate that 
control rests with the State.  
  

                                                           
8
 Wiley IFRS 2007: Interpretation and Application of International Financial Reporting Standards 
9
 Aus17.4  AASB127Consolidated and Separate Financial Statements 
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AASB127 also states - 

Control versus day-to-day management by government  

Aus17.10 The existence of control for the purpose of this Standard does not 
require that the government has responsibility over the day-to-day operations 
of an entity, or the manner in which professional functions are performed by 
the entity. For example, the legislation governing the establishment and 
operation of an independent statutory office (such as that of the Auditor-
General) sets out the broad parameters within which the office is required to 
operate, and enables the office to operate in a manner consistent with the 
objectives set by Parliament for the operation of government. Similarly, 
notwithstanding the operational independence of the judiciary from the 
Parliament, the legislative framework within which the judiciary operates is 
established in a manner consistent with the objectives set by Parliament for 
the administration of justice. In addition, the government retains the right to 
the residual assets of statutory offices and judicial entities. Notwithstanding 
the absence of responsibility for the day-to-day operations of such entities, or 
the manner in which professional functions are performed in those entities, 
their assets, liabilities, revenues and expenses are included in the financial 
statements of the relevant government.10 

  

                                                           
10

 Section Aus17.10 AAS27 Consolidated and Separate Financial Statements 



 

 

 

Valuation of NSW Local Government Land 
 

 

APV Valuers and Asset Management  10 

(07) 3221 3499 

David@apv.net  29 May 2009 

 

ANALYSIS 
 

Crown Land 
 

The Crown Lands Act defines Crown Land as ï 
 

Crown land means land that is vested in the Crown or was acquired 
under the Closer Settlement Acts as in force before their repeal, not in 
either case being: 
 
(a) land dedicated for a public purpose, or 
(b) land that has been sold or lawfully contracted to be sold and in 
respect of which the purchase price or other consideration for the 
sale has been received by the Crown.11 

 

Under the Crown Lands Act the Minister may vest Crown Land to a local 
government. 
 

76 Vesting of certain land in councils 
(1) Subject to section 35 (which relates to assessment of land under Part 3), 
the Minister may, by notification in the Gazette, vest any prescribed land in a 
council for an estate in fee simple if the Minister is of the opinion that: 
(a) the land: 

(i) is a public reserve within the meaning of the Local Government Act 
1993 or is suitable for use as such a public reserve, or 
(ii) is used, or is suitable for use, for any other purpose for which land 
may be acquired by a council under the Local Government Act 1993, 
and 

(b) it is proper that, having regard to the purpose (if any) for which the land is 
used, the land should be vested in the council.12 

 

Clearly, Crown Land not vested in the local government is not an asset of the local 
government. The issue is whether Crown Land vested in a local government is an 
asset of the local government. 
 
The effect of vesting to council is that the land becomes a ñPublic Reserveò as 
defined under the Local Government Act and as such becomes ñPublic Landò and 
must be designated as ñCommunity Landò. 
 

                                                           
11

 Section 3 NSW Crown Lands Act 
12

 Crown Lands Act 



 

 

 

Valuation of NSW Local Government Land 
 

 

APV Valuers and Asset Management  11 

(07) 3221 3499 

David@apv.net  29 May 2009 

 
77 Effect of vesting 
(1) On land being vested in a council by a notification under section 76: 
(a) the land shall be taken to have been acquired under the Local 
Government Act 1993 and to have been classified as community land under 
that Act, 
(b) any dedication or reservation is revoked to the extent to which it affects the 
land, 
(c) a provision for forfeiture or reverter in respect of any breach or non-
performance of a condition, trust or proviso: 

(i) contained in a Crown grant, or 
(ii) contained or referred to in a folio of the Register created in respect 
of the land, shall be taken to have been released by the Crown to the 
extent to which it affects the land, 

(d) if a person was trustee of all or any part of the land immediately 
before the notification took effect, the person ceases to be such a 
trustee, and 
(e) any by-laws that, immediately before the notification took effect, applied to 
all or any of the land are repealed in so far as they applied to the land.13 

 
Public Land is defined under the Local Government Act as ï 
 

public land means any land (including a public reserve) vested in or under the 
control of the council, but does not include: 
(a) a public road, or 
(b) land to which the Crown Lands Act 1989 applies, or 
(c) a common, or 
(d) land subject to the Trustees of Schools of Arts Enabling Act 1902, or 
(e) a regional park under the National Parks and Wildlife Act 197414 

 

As a consequence, Crown Land is not an asset of local government and should not 
be valued or brought to account by a local government. 
 

Commons 
 
Section 3 (definitions) of the Commons Management Act defines a Common as ï 
 

 (a)  a parcel of land which, on or before 1 February 1909, had, by any instrument made 

by the Governor, been set aside as a common for the use of the inhabitants of any 

specified locality or the cultivators or farmers of any locality in which the parcel of 

land is situated, or 

                                                           
13

 Crown Lands Act 
14

 Local Government Act (definitions) 
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(b)  any parcel of land which, after that date, has been set aside by the Governor or the 

Minister, by notice published in the Gazette, as a common or for pasturage for the use 

of the inhabitants of a specified locality, 

      but does not include such a parcel where the setting aside of the common has been 

revoked or otherwise terminated. 
15

 

 
Under the Act the Minister must appoint a Trust to administer the Common and 
section 7 of the Act enables the Minister to appoint a local authority to manage the  
Trust. The local government however must agree to act as the manager of the Trust. 
 

7   Power of the Minister to appoint a local authority to manage the affairs of 
a trust 

(1)  The Minister may, by notice published in the Gazette, appoint a local authority to 

manage the affairs of a trust:  

(a)  instead of appointing an administrator as provided by section 5, or 

(b)  whenever there is no trust board elected to manage those affairs. 

(2)  A local authority may accept an appointment under subsection (1) whatever any other 

enactment or rule of law may provide, but may be appointed under that subsection 

only with its consent.
16

 

 
The Act further details how any proceeds upon sale are to be handled.  
 

20   Proceeds of sale etc 

(1)  A trust which has entered into any transaction with respect to the land vested in the 

trust  including the granting of a temporary licence) in accordance with this Division 

must apply any proceeds of the transaction:  

(a)  in accordance with any directions of the Minister, and 

(b)  subject to any such directions, in the exercise of its functions under this Act. 

(2)  For the purposes of subsection (1), the proceeds of a transaction relating to the land 

vested in the trust are the proceeds after meeting the costs of the transaction.
17

 

 
Clearly the residual interest in the Common remains with the Minister and therefore 
Commons are not assets of local government even though they may be appointed to 
manage the associated Trust. 
 
 

                                                           
15

 Commons Management Act 
16

 Commons Management Act 
17

 Commons Management Act 
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Operational Land 
 
The Local Government Act states that ï 

ñAll land vested in a council (except a road or land to which the Crown Lands 
Act 1989 applies) is to be classified as either ñcommunityò or ñoperationalò. 

The purpose of classification is to identify clearly that land which should be 
kept for use by the general public (community) and that land which need not 
(operational). The major consequence of classification is that it determines the 
ease or difficulty with which land may be alienated by sale, leasing or some 
other meansò.18 

 
The Act places a number of restrictions on the ability for a local government to 
classify land as ñoperationalò. However, once classified as operational the land can 
be sold by the council and any proceeds upon sale used by the council without 
restriction. 
  
Operational Land is ñcontrolledò by the council and should be brought to account at 
Fair value. 
 

Community Land 
 
The Local Government Act defines community land as follows ï 
 

community land means land that is classified as community land under 
Division 1 of Part 2 of Chapter 6. 

 
At the commencement of the Act, any public land owned or controlled by the local 
government was deemed to be ñCommunity Landò. Community Land can be owned 
by the local government or by another entity. The Act states - 
 

27 How are the classifications made? 

(1) The classification or reclassification of public land may be made by a local environmental 

plan. 

(2) The classification or reclassification of public land may also be made by a resolution of 

the council under section 31, 32 or 33. 

 
28 Preparation of draft local environmental plans 

(1) A decision under section 54 of the Environmental Planning and Assessment Act 1979 to 

prepare a draft local environmental plan to classify or reclassify public land that is not 

owned by the council must not be made unless the council has obtained the consent of the 

owner to the preparation of the plan. 
 
Community Land owned by another entity cannot be controlled by the council (only 
its management regulated) and therefore does not satisfy the definition of a local 

                                                           
18

 Chapter 6 Part 2 Local Government Act 1993 
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government asset. This relates to land vested in another entity but managed by the 
local government. The council is unable to classify or reclassify public land without 
the consent of the owner and therefore does not control land owned by another 
entity. 
 
This analysis is therefore only concerned with land owned (freehold title) by the local 
government that is also classified as ñcommunity landò.  
 
The Local Government Act states that ï 

ñCommunity land must not be sold (except in the limited circumstances 
referred to in section 45 (4)). Community land must not be leased or licensed 
for more than 21 years and may only be leased or licensed for more than 5 
years if public notice of the proposed lease or licence is given and, in the 
event that an objection is made to the proposed lease or licence, the 
Ministerôs consent is obtained. No such restrictions apply to operational land. 

The use and management of community land is to be regulated by a plan of 
management. Until a plan of management is adopted, the nature and use of 
the land must not change.ò19 

As noted under the Crown Land section, Community Land includes land that was 
previously Crown Land which has now been vested in the council. 

While the local government maintains and operates Community Land it is unable to 
sell the land and profit from its sale. Likewise, there are significant restrictions placed 
upon it regarding the power to lease or license its use. However, these requirements 
only represent restrictions over what can be done with the land and do not specially 
address the issue of Residual Interest. 

For example, if the council wishes to provide a lease for greater than 5 years it must 
advertise the proposal and ñif a person makes a submission by way of objection to 
the proposal, the council must not grant the lease, licence or other estate except with 
the Ministerôs consent.ò20  This would tend to indicate that the council has an element 
of control over the land. 

The two key issues to be considered are ï 

¶ Can the council deny the public access to Community Land 

¶ Who retains the Residual Interest in the land upon its disposal. 
 

From the following analysis it can be seen that local governments benefit form the 
land, can deny access to the land (subject to certain restrictions) and upon disposal 
of the land retain the residual interest in the land. As a result ï local governments 
ñcontrolò Community Land owned by them and therefore such land needs to be 
valued at Fair Value and brought to account. 

                                                           
19

 Chapter 6 Part 2 NSW Local Government Act 1993 
20

 Section 47 (5) of Local Government Act 
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Can the council deny the public access to Community Land 

By definition ñCommunity Landò is land kept for use by the public. In order to deny 

access or use of the land by the public the council would need to have it reclassified 

as Operational Land for subsequent sale. 

In order to do this the Act requires ï 

¶ The council to hold a public hearing (section 29) 
 

¶ If the land is a public reserve ï the council can only do so after receiving  
approval from the Governor.  

 
A Public Reserve is defined as ï 
 

public reserve means: 
(a) a public park, or 
(b) any land conveyed or transferred to the council under section 340A 
of the Local Government Act 1919, or 
(c) any land dedicated or taken to be dedicated as a public reserve 
under section 340C or 340D of the Local Government Act 1919, or 
(d) any land dedicated or taken to be dedicated under section 49 or 50, 
or 
(e) any land vested in the council, and declared to be a public reserve, 
under section 37AAA of the Crown Lands Consolidation Act 1913, or 
(f) any land vested in the council, and declared to be a public reserve, 
under section 76 of the Crown Lands Act 1989, or 
(g) a Crown reserve that is dedicated or reserved: 
(i) for public recreation or for a public cemetery, or 
 (ii) for a purpose that is declared to be a purpose that falls within the 
scope of this definition by means of an order published in the Gazette 
by the Minister administering the Crown Lands Act 1989, being a 
Crown reserve in respect of which a council has been appointed as 
manager of a reserve trust for the reserve or for which no reserve trust 
has been established, or 
(h) land declared to be a public reserve and placed under the control of 
a council under section 52 of the State Roads Act 1986, or 
(i) land dedicated as a public reserve and placed under the control of a 
council under section 159 of the Roads Act 1993, and includes a public 
reserve of which a council has the control under section 344 of the 
Local Government Act 1919 or section 48, but does not include a 
common.21 

 
 

                                                           
21

 Local Government Act (definitions) 
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30 Reclassification of community land as operational 
 
(1) A local environmental plan that reclassifies community land as 
operational land may make provision to the effect that, on 
commencement of the plan, the land, if it is a public reserve, ceases to 
be a public reserve, and that the land is by operation of the plan 
discharged from any trusts, estates, interests, dedications, conditions, 
restrictions and covenants affecting the land or any part of the land, 
except for: 

(a) any reservations that except land out of a Crown grant 
relating to the land, and 
(b) reservations of minerals (within the meaning of the Crown 
Lands Act 1989). 

 
(2) A provision referred to in subsection (1) has effect according to its 
tenor, but only if the Governor has, before the making of the local 
environmental plan, approved of the provision.22 

 

While the requirements restrict the type of land that can be sold, the approval 

process of the Governor is one of a legal ñrubber stampò as opposed to control 

exercised over the asset by a Minister. 

These requirements would tend to indicate that the local government enjoys the 

benefits of the land and has the power to deny access to others (subject to certain 

restrictions). These include - 

¶ If it was Crown Land previously ï it cannot be sold 

¶ If it was acquired for the purpose of a road ï it cannot be sold 

¶ If it was previously Community Land ï it cannot be sold 
 

31 Classification of land acquired after 1 July 1993 
(1) This section applies to land that is acquired by a council after the 
commencement of this Division, other than: 
(a) land to which the Crown Lands Act 1989 applied before the 
acquisition and continues to apply after the acquisition, and 
(b) land that is acquired for the purpose of a road. 
 
(2) Before a council acquires land, or within 3 months after it acquires 
land, a council may resolve (in accordance with this Part) that the land 
be classified as community land or operational land. 
 
(2A) Any land acquired by a council that is not classified under 
subsection (2) is, at the end of the period of 3 months referred to in that 

                                                           
22

 Local Government Act 
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subsection, taken to have been classified under a local  environmental 
plan as community land. 
 
(2B) While the land remains unclassified: 
 (a) the land may not be used for any purpose other than that for which 
it was being used immediately before it was acquired, and 
(b) the council may not dispose of any interest in the land. 
 
(3) A council must not resolve under this section that land be classified 
as operational land if: 
(a) the land is classified as community land immediately before its 
acquisition, or 
(b) the resolution would be inconsistent with any other Act, the terms of 
any trust applying to the land or the terms of any instrument executed 
by the donor or transferor of the land.23 

 

Who retains the Residual Interest in Community Land upon its disposal. 

While there are restrictions placed over the use of Community Land and whether it 

can be sold, it is clear that the local government benefits from the asset. 

In the situation where approval is provided to reclassify the land into Operational 

Land and is subsequently sold, there are no restrictions placed over how the local 

government can utilise the proceeds from disposal. 

It would therefore appear that the local government retains the residual interest in 

the land. 

32 Reclassification of land dedicated under sec 94 of the Environmental 
Planning and Assessment Act 1979 
 
(1) A council may resolve that land dedicated in accordance with a condition 

imposed under section 94 of the Environmental Planning and Assessment 
Act 1979 is to be reclassified as operational land. 
 

(2) A council may make such a resolution only if it is satisfied that the land has 
been found to be unsuitable for the provision, extension or augmentation of 
public amenities and public services because of any one or more of the 
following: 
Å the size of the land 
Å the shape of the land 
Å the topography of the land 
Å the location of the land 
Å the difficulty of providing public access to the land. 
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(3) The council must specify in the resolution the grounds on which it is 
satisfied the land is unsuitable. 
(4) Before making the resolution, the council must give public notice of the 
resolution. The public notice must specify a period of not less than 28 days 
during which submissions may be made to the council. 
(5) The net proceeds of sale by a council of any land dedicated in accordance 
with a condition imposed under section 94 of the Environmental Planning and 
Assessment Act 1979 must be dealt with under that section as if those net 
proceeds were a monetary contribution paid instead of the dedication.24 
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VALUATION METHODOLOGY  

Requirements 
 

AASB116 defines ñFair Valueò as ï 

the amount for which an asset could be exchanged between knowledgeable, 
willing parties in an arm's length transaction.25 

The standard provides guidance on how to value land at ñFair Valueò.  

¶ If there is an open and liquid market the valuation is to be done at Market 
Value 

¶ If it value utility primarily relates to its income generation capability its value is 
determined by Discounted Cashflow 

¶ For other assets (typical local government assets) the value is determined by 
Depreciated Current Replacement Cost. 

 

32. The fair value of land and buildings is usually determined from market-
based evidence by appraisal that is normally undertaken by professionally 
qualified valuers. The fair value of items of plant and equipment is usually 
their market value determined by appraisal. 

33. If there is no market-based evidence of fair value because of the 

specialised nature of the item of property, plant and equipment and the item is 

rarely sold, except as part of a continuing business, an entity may need to 

estimate fair value using an income or a depreciated replacement cost 

approach.26 

Local Governments hold a wide range of land types and this can sometimes make 
the valuation of land difficult. 

Under AASB 116 the Fair Value of Land is determined firstly by consideration of 
whether or not there is an ñopen and liquidò market for the same type of land. If 
there is the Fair Value is the Market Value. Examples include Freehold Title that may 
be occupied by administration buildings or residential properties. 

Local Governments also control land that may have restrictions placed over it so that 
it cannot be sold or used for any other purpose than its current use. Examples 
include parks, reserves and sporting fields. In these cases there is no ñopen and 
liquidò market and therefore, in accordance with AASB 116,  the Fair Value is 
determined  by reference to the Current Replacement Cost. 

                                                           
25
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In this situation, the valuer considers the market evidence of parcels of land of 
similar characteristics (but not restricted in use) that provide an indication of what the 
council would have to pay (at highest and best use)  if they needed to acquire the 
existing land. It should be noted that the Fair Value is NOT how much the council 
could receive from selling the land. 

Unimproved Capital Value 
 

It should also be noted that UCV (Unimproved Capital Value) does not represent Fair 
Value. This issue has been dealt with by numerous Auditors-General over the past 
decade and all have come to the same conclusion.  

UCV cannot be used as a de facto measure for Fair Value and will result in a 
Modified Audit Opinion. 

UCV represents the value of the land assuming that there had been absolutely no 
improvements made to land. This includes access to the land from roads constructed 
by the owner or other parties.  In laymanôs terms, it represents the value if it were in 
the same state as when Captain Cook discovered Australia. i.e. Lacking in any 
improvements. 

In the case of freehold land, there is a significant (and material) difference between 
the Market Value of Land and the UCV used for rating purposes. This is particularly 
noticeable for land sold through new sub-divisions. The price paid by the purchaser 
is significantly higher that the UCV and reflects the significant development 
undertaken to ready the site for sale. 

Likewise, for land valued at Current Replacement Cost, there is a significant (and 
material) difference between the Fair Value and the UCV. This reflects that the land 
has been improved (through significant cost) for clearing, enabling access, levelling, 
provision of services, etc. 

UCV does not represent the amount for which an asset could be exchanged 
between knowledgeable, willing parties in an arm's length transaction  and 
therefore must not be used as a de facto measure of Fair Value. 

 

Who Can Value Land 
 

Under the Valuers Act 2003 it is illegal for anyone other than a Register Valuer to 
provide a valuation of Land.   

Councils need to be careful that any value assigned to land is only provided by a 
Registered Valuer. Any index provided is subsequent years must also be provided 
by a Registered Valuer. If the index is applied by council (not a Registered Valuer) 
the new valuation will have been provided by someone who is unable to do so under 
the Act and therefore results in a breach of the Act.  
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Decision Tree Valuation  
 

  




