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ACRONYMS 

 

AIFMG Australian Infrastructure Financial Management Guidelines (published by the National 

Asset Management Strategy (NAMS) group of the Institute of Public Works Engineers 

Association (IPWEA) 

AASB 108 !ǳǎǘǊŀƭƛŀƴ !ŎŎƻǳƴǘƛƴƎ {ǘŀƴŘŀǊŘ ά/ƘŀƴƎŜǎ ƛƴ !ŎŎƻǳƴǘƛƴƎ 9ǎǘƛƳŀǘŜǎ ŀƴŘ 9ǊǊƻǊǎέ 

AASB 116 Australian Accounting Standard άtǊƻǇŜǊǘȅ tƭŀƴǘ ŀƴŘ 9ǉǳƛǇƳŜƴǘέ 

ASA Australian Auditing Standards 

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

Depreciation the systematic allocation of the depreciable amount of an asset over its useful life 

RUL Remaining Useful Life 

RV Residual Value ς the estimated amount that an entity would currently obtain from 

disposal of the asset, after deducting the estimated costs of disposal, if the asset were 

already of the age and in the condition expected at the end of its useful life 

Useful Life  the period over which an asset is expected to be available for use by an entity or the 

number of production or similar units expected to be obtained from the asset by an 

entity 

WDV Written Down Value ς is the Gross Cost (or Value) less Accumulated Depreciation 

UIG 1030 ¦ǊƎŜƴǘ LǎǎǳŜǎ DǊƻǳǇ LƴǘŜǊǇǊŜǘŀǘƛƻƴ млол ά5ŜǇǊŜŎƛŀǘƛƻƴ ƻŦ [ƻƴƎ [ƛǾŜŘ tƘȅǎƛŎŀƭ !ǎǎŜǘǎΥ 

/ƻƴŘƛǘƛƻƴ .ŀǎŜŘ 5ŜǇǊŜŎƛŀǘƛƻƴέ 
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INTRODUCTION 
 
Depreciation is an accounting concept that measures and spreads the cost associated with 
the using up of an asset over its useful life. Australian Accounting Standards define 
ŘŜǇǊŜŎƛŀǘƛƻƴ ŀǎ ΨǘƘŜ ǎȅǎǘŜƳŀǘƛŎ ŀƭƭƻŎŀǘƛƻƴ ƻŦ ǘƘŜ ŘŜǇǊŜŎƛŀōƭŜ amount of an asset over its 
ǳǎŜŦǳƭ ƭƛŦŜΩΦ CƻǊ Ƴƻǎǘ /ƻǳƴŎƛƭǎ ŘŜǇǊŜŎƛŀǘƛƻƴ ƛǎ ǘƘŜ ǎŜŎƻƴŘ ƭŀǊƎŜǎǘ ŜȄǇŜƴǎŜ ƛǘŜƳ ŀǇǇŜŀǊƛƴƎ ƛƴ 
their annual income statements (employee costs is usually the largest). 
 
The Independent Inquiry into the Financial Sustainability of Local Government in South 
Australia ŎƻƴŘǳŎǘŜŘ ƛƴ нллр ǊŜŎƻƎƴƛǎŜŘ ǘƘŜ ǎƛƎƴƛŦƛŎŀƴŎŜ ƻŦ /ƻǳƴŎƛƭǎΩ ŀƴƴǳŀƭ ŘŜǇǊŜŎƛŀǘƛƻƴ 
expense to their financial positions. The Inquiry also noted concerns within Local 
Government about the reliability of recorded depreciation data and made recommendations 
aimed at: 
 

άƛƳǇǊƻǾƛƴƎ the consistency and comparability of accounting policies impacting upon 
the measurement of the key financial sustainability indicators, especially 
ŘŜǇǊŜŎƛŀǘƛƻƴ ŀƴŘ ƻǘƘŜǊ ŀǎǎŜǘǎ ŀŎŎƻǳƴǘƛƴƎ ǇƻƭƛŎƛŜǎΦέ 

 
Implementing soundly-based depreciation and other asset management policies is central to 
ǘƘŜ ŀŎƘƛŜǾŜƳŜƴǘ ƻŦ ŎƻƳǇŀǊŀōƛƭƛǘȅ ƛƴ ǘƘŜ ƳŜŀǎǳǊŜƳŜƴǘ ƻŦ /ƻǳƴŎƛƭǎΩ ŦƛƴŀƴŎƛŀƭ ǇŜǊŦƻǊƳŀƴŎŜ 
and position and to this end the Inquiry noted that; 
 

ά{ǘŀƴŘŀǊŘƛǎƛƴƎ ŘŜǇǊŜŎƛŀǘƛƻƴ όŀnd asset valuation) policies, and ensuring their correct 
ƛƳǇƭŜƳŜƴǘŀǘƛƻƴΣ Ƴǳǎǘ ōŜ ŀ ƘƛƎƘ ǇǊƛƻǊƛǘȅ ŦƻǊ ƭƻŎŀƭ ƎƻǾŜǊƴƳŜƴǘ ƛƴ {ƻǳǘƘ !ǳǎǘǊŀƭƛŀΦέ1 

 
This information paper deals with the topic of depreciation of infrastructure assets. The 
objective of this paper is to provide a technical resource to supplement other publications 
such as the Australian Infrastructure Financial Management Guidelines (AIFMG) that are 
currently being developed by the Institute of Public Works Engineering Australia. 
 
The paper has been divided into several sections. These include ς 
 

¶ Context 

¶ Considerations 

¶ Key Aspects: Accounting Standards 

¶ Application: Overview 

¶ Application: Practical  

¶ Overview of Prescribed Requirements 
 

  

                                                           
1
 LGA South Australia Information Paper 17: Depreciation and Related Issues June 2008 



 Ψ5ŜǇǊŜŎƛŀǘƛƻƴ ƻŦ LƴŦǊŀǎǘǊǳŎǘǳǊŜ !ǎǎŜǘǎΩ ¢ŜŎƘƴƛŎŀƭ LƴŦƻǊƳŀǘƛƻƴ tŀǇŜǊ 
February 2009 

5 
 

CONTEXT 
 

Objective  
 
ά5ŜǇǊŜŎƛŀǘƛƻƴέ ƛǎ ŘŜŦƛƴŜŘ ŀƴŘ ƛǘǎ ŀǎǎƻŎƛŀǘŜŘ ǊŜǉǳƛǊŜƳŜƴǘǎ ŀǊŜ ǎǇŜŎƛŦƛŜŘ ƛƴ !ǳǎǘǊŀƭƛŀƴ 
!ŎŎƻǳƴǘƛƴƎ {ǘŀƴŘŀǊŘ !!{. ммс άtǊƻǇŜǊǘȅ tƭŀƴǘ ŀƴŘ 9ǉǳƛǇƳŜƴǘέΦ The objective of this 
Standard is to prescribe the accounting treatment for property, plant and equipment so that 
users of the financial report can discern information about an entity's investment in its 
property, plant and equipment and the changes in such investment.2 
 
Depreciation is defined as "the systematic allocation of the depreciable amount of an asset 
oǾŜǊ ƛǘǎ ǳǎŜŦǳƭ ƭƛŦŜΦέ3  Furthermore, AASB 116 requires ά¢ƘŜ ŘŜǇǊŜŎƛŀǘƛƻƴ ƳŜǘƘƻŘ ǳǎŜŘ ǎƘŀƭƭ 
reflect the pattern in which the asset's future economic benefits are expected to be 
ŎƻƴǎǳƳŜŘ ōȅ ǘƘŜ ŜƴǘƛǘȅΦέ4 
 
Accordingly, the purpose of depreciation is record the value (or cost) of the asset that has 
been consumed during the accounting period so that users of the financial statements can 
ŘƛǎŎŜǊƴ ƛƴŦƻǊƳŀǘƛƻƴ ŀōƻǳǘ ǘƘŜ ŎƻǳƴŎƛƭΩǎ ŀǎǎŜǘǎΦ Its purpose is solely for financial reporting 
and is not intended for any other purpose. 

Materiality  
 
Depreciation is recognised in the financial statements as an expense item within the Income 
Statement. The quantum of depreciation expense varies from council to council depending 
upon the nature, extent and age of the infrastructure base combined with the effectiveness 
of the asset management framework.  
 
Typically depreciation expense comprises between 20% - 35% of total expenses and as a 
result is considered extremely material. Due to its high materiality and subjective nature the 
incorrect calculation of depreciation expense is considered by many auditors to pose the 
greatest risk of material misstatement. Accordingly, with the changes in the Accounting 
Standards and Auditing Standards, depreciation is receiving extensive audit attention.   

Relationship with Future Funding Needs and Rates  
 
Some entities have attempted to use depreciation for purposes other than as a measure of 
the value of the asset consumed during the year. For example, in the absence of a robust 
Asset Management Plan and Long-Term Financial Plan many have used the figure as either ς   
 

¶ a de-facto measure of the amount of future funding required to replace the existing 
asset  (future funding needs) 

¶ or a mechanism to set user charges or rates (budgeting) ōŀǎŜŘ ƻƴ άŦǳƭƭȅ ŦǳƴŘƛƴƎέ 
depreciation. 

 

                                                           
2
 AASB 116 Paragraph 1 

3
 AASB 116 Paragraph 6 

4
 AASB 116 Paragraph 60 
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It is prudent to recognise the need to fund asset renewal/replacement. In the absence of a 
robust Asset Management Plan or Long-Term Financial Plan the use of depreciation expense 
as a de-facto estimate of future funding requirements is considered better than not proving 
any estimate.  
 
However there is no direct relationship between depreciation and either future funding 
needs or as a rate setting mechanism. Given the significant investment by councils in 
infrastructure assets and the associated proportion of total council funds allocated to the 
operation and maintenance of these assets, it is imperative that appropriate systems be put 
in place to better estimate the requirements for future funding needs (asset replacement 
and renewal) and the true cost to provide (and therefore charge equitably) services to the 
community using the assets.      
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CONSIDERATIONS 
 

Consumption of Future Economic Benefit  
 
¢ƘŜ ǘŜǊƳ άCǳǘǳǊŜ 9ŎƻƴƻƳƛŎ .ŜƴŜŦƛǘέ ƛǎ ƴƻǘ ŘŜŦƛƴŜŘ ǿƛǘƘƛƴ the Accounting Standards. 
However, the Framework for the Preparation of Financial Statements states ς 
 

άAus54.1 In respect of not-for-profit entities, whether in the public or private 
sector, the future economic benefits are also used to provide goods 
and services in accordance with the entities' objectives. However, since 
the entities do not have the generation of profit as a principal 
objective, the provision of goods and services may not result in net 
cash inflows to the entities as the recipients of the goods and services 
may not transfer cash or other benefits to the entities in exchange. 

Aus54.2 In respect of not-for-profit entities, the fact that they do not charge, or 
do not charge fully, their beneficiaries or customers for the goods and 
services they provide does not deprive those outputs of utility or value; 
nor does it preclude the entities from benefiting from the assets used 
to provide the goods and services. For example, assets such as 
monuments, museums, cathedrals and historical treasures provide 
needed or desired services to beneficiaries, typically at little or no 
direct cost to the beneficiaries. These assets benefit the entities by 
enabling them to meet their objectives of providing needed services to 
beneficiaries.έ5 

 
For the purpose of this paper the terms Future Economic Benefit is also referred to as 
Service Potential. 
 
In short, the consumption of future economic benefit relates to the extent to which the 
council is able to continue to deliver the relevant goods or services in accordance with its 
objectives.  
 
When determining the Fair Value of an asset the objective of the valuer is to calculate the 
value of the remaining level of future economic benefit (or service potential) embodied 
within the asset. Depending upon the most likely scenario the Fair Value would be 
calculated after considering whether the asset would be reproduced or replaced with a 
modern equivalent. This choice provides an insight into the service potential delivered by 
the asset and hence how that service potential is consumed. 
 
5ŜǇǊŜŎƛŀǘƛƻƴ 9ȄǇŜƴǎŜ ƛǎ ǘƘŜƴ ŎŀƭŎǳƭŀǘŜŘ ǘƻ ŜǎǘƛƳŀǘŜ ǘƘŜ άŀƳƻǳƴǘ ƻŦ ǎŜǊǾƛŎŜ ǇƻǘŜƴǘƛŀƭ ǘƘŀǘ ƛǎ 
ŜȄǇŜŎǘŜŘ ǘƻ ōŜ ŎƻƴǎǳƳŜŘ ǿƛǘƘƛƴ ǘƘŜ ƴŜȄǘ мн ƳƻƴǘƘǎέΦ  
 

                                                           
5
 AASB Frameworks for Preparation of Financial Statements 
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Drivers of Consumption  
 
Prior to adopting a depreciation method it is imperative that due consideration is given to 
the factors that drive the consumption of the assets service potential.  
 
In particular ς 
 

¶ AASB 116 requires άǘhe depreciation method used shall reflect the pattern in which 
ǘƘŜ ŀǎǎŜǘϥǎ ŦǳǘǳǊŜ ŜŎƻƴƻƳƛŎ ōŜƴŜŦƛǘǎ ŀǊŜ ŜȄǇŜŎǘŜŘ ǘƻ ōŜ ŎƻƴǎǳƳŜŘ ōȅ ǘƘŜ Ŝƴǘƛǘȅέ6. 

¶ UIG Interpretation 1030 prohibits the use of a methodology where άǘƘŜ ŘŜǇǊŜŎƛŀǘƛƻƴ 
expense is determined without consideration of technical and commercial 
obsolescence, such as potential changes in consumer demand, and related factors 
which can influence the consumption or loss of future economic benefits during the 
ǊŜǇƻǊǘƛƴƎ ǇŜǊƛƻŘέ7 

 
¢ƘŜǊŜ ŀǊŜ Ƴŀƴȅ ŦŀŎǘƻǊǎ ǘƘŀǘ ŘǊƛǾŜ ǘƘŜ ŎƻƴǎǳƳǇǘƛƻƴ ƻŦ ŀƴ ŀǎǎŜǘΩǎ ǎŜǊǾƛŎŜ Ǉotential and 
likewise, there are many different indicators of the impact of each factor. Additionally, 
factors that impact the remaining service potential of a particular asset may vary 
significantly to the factors impacting a different asset within the same class of asset. For 
example ς the council may have constructed Community Halls at two different locations. 
.ƻǘƘ Ƙŀƭƭǎ ƘŀǾŜ ōŜŜƴ ƳŀƛƴǘŀƛƴŜŘ ǘƘŜ ǎŀƳŜ ŀƴŘ ōƻǘƘ ŀǊŜ ŎƻƴǎƛŘŜǊŜŘ ǘƻ ōŜ ƛƴ άŜȄŎŜƭƭŜƴǘ 
ǇƘȅǎƛŎŀƭ ŎƻƴŘƛǘƛƻƴέΦ IƻǿŜǾŜǊΣ ŘǳŜ ǘƘŜ ƛƴŎǊŜŀǎŜ ƛƴ ǇƻǇǳƭŀǘƛƻƴ in one area the hall at that 
location is experiencing significant issues with capacity. As a result, it is expected that the 
council will decide to demolish the existing hall and construct a new hall with increased 
capacity. It is considered highly likely that this will happen within the next six years. While 
both halls are in excellent physical condition the consumption of one hall is significantly 
greater than the other due to the impact of obsolescence driven by capacity issues. 
 
The above example demonstrates that an increase in utilisation (patronage) can sometimes 
lead to issues with capacity and increase in the rate of consumption (via a reduced 
remaining useful life). Whereas in other circumstances, a reduction in utilisation (decreased 
patronage), may lead to issues with obsolescence and also an increase in the rate of 
consumption (via a reduced useful life). 
 
AASB 116 requires that άǘƘŜ ŦǳǘǳǊŜ ŜŎƻƴƻƳƛŎ ōŜƴŜŦƛǘǎ ŜƳōƻŘƛŜŘ ƛƴ ŀƴ ŀǎǎŜǘ ŀǊŜ ŎƻƴǎǳƳŜŘ ōȅ 
an entity principally through its use. However, other factors, such as technical or commercial 
obsolescence and wear and tear while an asset remains idle, often result in the diminution of 
the economic benefits that might have been obtained from the asset. Consequently, all the 
following factors are considered in determining the useful life of an asset: 
 

(a) expected usage of the asset. Usage is assessed by reference to the asset's 
expected capacity or physical output. 

                                                           
6
 AASB 116 Paragraph 60 

 
7
 UIG Interpretation 1030 Paragraph 8 
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(b) expected physical wear and tear, which depends on operational factors such 
as the number of shifts for which the asset is to be used and the repair and 
maintenance programme, and the care and maintenance of the asset while 
idle. 

(c) technical or commercial obsolescence arising from changes or improvements 
in production, or from a change in the market demand for the product or 
service output of the asset. 

(d) legal or similar limits on the use of the asset, such as the expiry dates of 
ǊŜƭŀǘŜŘ ƭŜŀǎŜǎΦέ8 

 
  

                                                           
8
 AASB 116 Paragraph 56 
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KEY ASPECTS: ACCOUNTING STANDARDS 
 

Allowable Methods  
 
Providing the depreciation method complies with the requirements if AASB 116 and UIG 
Interpretation 1030, any method of depreciation can be employed. However, care needs to 
be taken to ensure ς 
 

¶ All aspects of AASB 116 are complied with including - 
o aŜǘƘƻŘ Ƴǳǎǘ άƳŀǘŎƘ ǇŀǘǘŜǊƴ ƻŦ ŎƻƴǎǳƳǇǘƛƻƴέ  
o Where the asset has a number of different components with varying patterns 

of consumption, each component is to be depreciated separately 
o Depreciation is to be calculated on a systematic  basis over its useful life 
o ! άwŜǎƛŘǳŀƭ ±ŀƭǳŜέ ƴŜŜŘǎ ǘƻ ōŜ ŘŜǘŜǊƳƛned and must not be depreciated 
o As a minimum, the pattern of consumption, Useful Life and Residual Value 

need to be reassessed at year end and the depreciation method adjusted if 
there are any significant changes.  

¶ All aspects of UIG Interpretation 1030 must be satisfied. In particular, the method 
must ensure - 

o 5ŜǇǊŜŎƛŀǘƛƻƴ ƛǎ ŎŀƭŎǳƭŀǘŜŘ ōȅ ǊŜŦŜǊŜƴŎŜ ǘƻ ǘƘŜ άŘŜǇǊŜŎƛŀōƭŜ ŀƳƻǳƴǘέ 
o Appropriate consideration is given to technical and commercial obsolescence 
o Maintenance and Capital expenditure are separably identified and accounted 

for in accordance with AASB 116. 
o TƘŜ άǊŜƴŜǿŀƭǎ ŀƴƴǳƛǘȅέ ƳŜǘƘƻŘ is not used  
o Depreciation is calculated separately for each component. 

 
Providing the method chosen accurately reflects the level of remaining service potential 
(Fair Value) and the expected rate of consumption of the service potential (Depreciation) all 
compliant methodologies will result in the same calculation over the long term. Any 
ŘƛŦŦŜǊŜƴŎŜǎ ǎƘƻǳƭŘ ōŜ ŀǎ ŀ ǊŜǎǳƭǘ ƻŦ ǘƛƳƛƴƎ ŘƛŦŦŜǊŜƴŎŜǎ ǊŜƭŀǘƛƴƎ ǘƻ ǘƘŜ ŀǎǎǳƳŜŘ άǇŀǘǘŜǊƴ ƻŦ 
ŎƻƴǎǳƳǇǘƛƻƴέΦ  

Additionally, consideration needs to be given to ensure that the auditors will be able to 
obtain sufficient and appropriate evidence with respect to the critical assumptions adopted 
within the ƳŜǘƘƻŘƻƭƻƎȅ ŀƴŘ ǘƘŀǘ ǘƘŜ ƳŜǘƘƻŘƻƭƻƎȅ ƛǎ ƭƻƎƛŎŀƭ ŀƴŘ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ ŜƴǘƛǘȅΩǎ 
ǳƴŘŜǊǎǘŀƴŘƛƴƎ ƻŦ Ƙƻǿ ǘƘŜ ŀǎǎŜǘΩǎ ǎŜǊǾƛŎŜ ǇƻǘŜƴǘƛŀƭ ƛǎ ŎƻƴǎǳƳŜŘΦ ¢Ƙƛǎ ƛƴŎƭǳŘŜǎ ŀǎǎǳƳǇǘƛƻƴǎ 
such as ς 

¶ The Pattern of Consumption 

¶ Useful Life 

¶ Residual Value 

¶ Depreciable Amount 
 
These aspects are discussed in greater detail in the following pages. AASB 116 requires that 
άThe entity selects the method that most closely reflects the expected pattern of 
consumption of the future economic benefits embodied in the asset. That method is applied 
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consistently from period to period unless there is a change in the expected pattern of 
consumption of those future economic benefitsέ.9 
 
 
Common methods adopted by local governments include the following ς 
 
Straight-Line Condition Based 

Depreciation 
Consumption Based Depreciation 

Factors Used:  
Age only 
 
Typically uses Actual Age 
plus RUL to calculate a Total 
Useful Life. 
 
WDV is then determined by 
RUL/Total Life ς Residual. 
 
If applied correctly this 
method is good for assets 
with a short and predictable 
Useful Life. However, in 
practice it is often incorrectly 
applied resulting in material 
misstatement.  Care needs 
to be taken to ensure the 
critical assumptions reflect 
the asset lifecycle.  
 

Factors Used:  
Physical Condition 
 
 
Typically a degradation 
profile is created based 
on a model that 
correlates the physical 
condition to an estimated 
total life cycle. Most 
commonly used with road 
pavements. 

Factors Used: 
Holistic and Component Specific 
Factors 
 
Considers factors such as functionality, 
capacity, utilization, obsolescence, etc 
at the whole of asset level. Then takes 
into account the physical condition and 
repair and maintenance history of the 
asset to determine the level of 
remaining service potential. A Matrix is 
created to link the level of service to 
the valuation and depreciation.  

 
 

The following diagrams show the requirements of AASB 116. In particular ς 

¶ The amount to depreciated is limited to the Depreciable Amount 

¶ The Depreciable amount is the Value less the Residual Value 

¶ ¢ƘŜ άLƴǘŜǊǾŜƴǘƛƻƴ tƻƛƴǘέ ǊŜǇǊŜǎŜƴǘǎ ŀ Ǉƻƛƴǘ ǿƘŜǊŜ ǘƘŜ άƻƭŘέ ŀǎǎŜǘ ƛǎ ŘƛǎǇƻǎŜŘ ŀƴŘ 
ǊŜǇƭŀŎŜŘ ǿƛǘƘ ŀ άƴŜǿέ ŀǎǎŜǘ 

¶ 5ŜǇǊŜŎƛŀǘƛƻƴ ƛǎ ǘƻ ōŜ ŜȄǇŜƴǎŜŘ ƻǾŜǊ ǘƘŜ ά¦ǎŜŦǳƭ [ƛŦŜέ ƻŦ ǘƘŜ ŀǎǎŜǘ 

¶ ¢ƘŜ ά¦ǎŜŦǳƭ [ƛŦŜέ ƻǊ άŜŎƻƴƻƳƛŎ ƭƛŦŜέ ƻŦ ǘƘŜ ŀǎǎŜǘ ƛǎ ǘƘŜ ǘƛƳŜ ǘƻ ƛƴǘŜǊǾŜƴǘƛƻƴΦ 

                                                           
9
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Pattern of Consumption  
 
A variety of depreciation methods can be used to allocate the depreciable amount of an 
asset on a systematic basis over its useful life. These methods include the straight-line 
method, the diminishing balance method and the units of production method. Straight-line 
depreciation results in a constant charge over the useful life if the asset's residual value does 
not change. The diminishing balance method results in a decreasing charge over the useful 
life. The units of production method results in a charge based on the expected use or output.  
 
The entity selects the method that most closely reflects the expected pattern of consumption 
of the future economic benefits embodied in the asset. That method is applied consistently 
from period to period unless there is a change in the expected pattern of consumption of 
those future economic benefits.10 
 
¢ƘŜǊŜ ŀǊŜ ŦƻǳǊ ŀƭǘŜǊƴŀǘƛǾŜ άǇŀǘǘŜǊƴǎ ƻŦ ŎƻƴǎǳƳǇǘƛƻƴέ ǿƘƛŎƘ Ŏŀƴ ōŜ ǳǎŜŘ ς 
 

Pattern of Consumption Examples 

Constant Straight-Line 

Increasing Condition Based Depreciation 
Consumption Based Depreciation 

Reducing Diminishing Balance Method 
Condition Based Depreciation 
Consumption Based Depreciation 

Variable Units of Production 
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Useful Life  
 
"Useful life" is defined as ς 
 

(a) the period over which an asset is expected to be available for use by an entity; or 
(b) the number of production or similar units expected to be obtained from the asset 

by an entity.11 
 
The useful life of an asset is defined in terms of the asset's expected utility to the entity. The 
asset management policy of the entity may involve the disposal of assets after a specified 
time or after consumption of a specified proportion of the future economic benefits 
embodied in the asset. Therefore, the useful life of an asset may be shorter than its economic 
life. The estimation of the useful life of the asset is a matter of judgement based on the 
experience of the entity with similar assets.12 For example, the council may have a policy to 
trade in graders for new ones after 10 years service. In this case the Useful Life of the 
Grader to the council is 10 years whereas its Economic Life is somewhat longer because it 
can be used for a number of more years by a different entity.  
 
Useful Life needs to be considered in the context of how the asset is consumed and the 
impact of cyclical maintenance. The renewal of an asset represents the disposal of the 
ŜȄƛǎǘƛƴƎ ŀǎǎŜǘ ŀƴŘ ǘƘŜ ŎǊŜŀǘƛƻƴ ƻŦ ŀ ƴŜǿ ŀǎǎŜǘ ǿƛǘƘ ŀ ƴŜǿ άǳǎŜŦǳƭ ƭƛŦŜέΦ When the straight-
line method is incorrectly applied the main cause for the error is the adoption of incorrect 
assumptions such as Useful Life, Age, RUL or Residual Value. 
 

                                                           
11
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Extreme care needs to be taken to ensure that any formulas used to calculate the 
depreciation reference the appropriate fields within the Asset Register. The following 
example demonstrates the extreme risk for material misstatement caused by the incorrect 
application of commonly adopted formulas. 
 
Example ς Application of Straight-Line Depreciation 
 

The following example shows how the incorrect application of straight-line depreciation can 
result in material misstatement of Fair Value and Depreciation Expense. 
 
In this example, three different calculations have been performed using straight-line 
depreciation, the same formulas and based on the same assumptions. The formulas applied 
are ς 

¶ Useful Life = Age +  RUL (Remaining Useful Life) 

¶ Depreciation Expense = (Gross ς Residual Value) / Useful Life 

¶ WDV = Gross ς (Depreciation * Age) 
 
Each of the following approaches results in three different answers with only one being 
correct. The other two result in material misstatement of both WDV and Depreciation 
Expense. This example demonstrates the care that needs to be taken when applying the 
formulas. 
 

The assumptions are ς 
 

¶ Asset originally commissioned 40 years ago. 

¶ Based on current condition the RUL is assessed as another 40 years. 

¶ The Gross Cost of the asset is $50,000 

¶ Every 15 years the asset is renewed at a cost of $15,000 which restores the asset 
ōŀŎƪ ǘƻ άŀǎ ƴŜǿέ ǿƛǘƘ ŀ 5ŜǎƛƎƴ [ƛŦŜ ƻŦ рл ȅŜŀǊǎΦ  

 
The differences between the various methods of calculation are ς  
 

¶ aŜǘƘƻŘǎ ! ŀƴŘ . ŀǎǎǳƳŜ ǘƘŜ ά!ƎŜέ ƛǎ пл ȅŜŀǊǎ ōŜŎŀǳǎŜ ǘƘŜ ŀǎǎŜǘ ǿŀǎ ƻǊƛƎƛƴŀƭƭȅ 
commissioned 40 years ago. Whereas Method C recognises that the asset was 
άǊŜƴŜǿŜŘέ ōŀŎƪ ǘƻ άŀǎ ƴŜǿέ 10 years ago and therefore its real age is only 10 years. 

¶ Methods B & C recognise that based on the typically asset management practices of 
the council the asset will be renewed άōŀŎƪ ǘƻ ŀǎ ƴŜǿέ ƛƴ р ȅŜŀǊǎ ǘƛƳŜ ŀƴŘ ǘƘŜǊŜŦƻǊŜ 
the RUL is 5 years. Method A assumes a RUL of 40 years being the estimate of time 
ǘƻ ǘƻǘŀƭ άŜƴŘ ƻŦ ƭƛŦŜέ 

¶ Methods B & C have assessed the Residual Value as $35,000 being the estimated 
value of the asset at the time of next renewal whereas Method A has assumed a Nil 
wŜǎƛŘǳŀƭ ±ŀƭǳŜ ŀǘ άŜƴŘ ƻŦ ƭƛŦŜέΦ 
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 The three different calculations are ς 
 

 Method A Method B Method C 

Gross $50,000 $50,000 $50,000 

Age 40 years 
(since date of 
commissioning) 

40 years 
((since date of 
commissioning) 

10 years 
(date since last renewal) 

RUL 40 years 
Based on current 
condition 

5 years 
Based on estimated RUL 
till next renewal 

5 years 
Based on estimated RUL 
till next renewal 

Useful Life 
(Age + RUL = UL) 

80 years 45 years 15 years 

Residual Value Nil 
Assets like these 
never sold 

$35,000 
Gross less renewal to 
ōǊƛƴƎ ōŀŎƪ ǘƻ άŀǎ ƴŜǿέ 

$35,000 
Gross less renewal to 
ōǊƛƴƎ ōŀŎƪ ǘƻ άŀǎ ƴŜǿέ 

Depreciation 
(Gross ς RV) / UL 

$625 
($50k - $0) / 80 

$333 
($50k - $35k) / 45 

$1,000 
($50k - $35k) / 5 

 
 
Only Method C calculates the WDV and depreciation expense correctly. The impact of the 
error for methods A & B are as follows ς 
 

 Method A Method B Method C 

WDV $25,000 36,667 40,000 

%Error (37.5%) (8.3%) - 

Depreciation $625 $333 $1,000 

%Error (37.5%) (66.7%) - 

 
 
The following diagram shows the impact of the different methods and the error in 
calculation caused by referencing the formula to the incorrect data within the Asset 
Register. 
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Residual Value 
 
Residual Value is defined as ς  
 

the estimated amount that an entity would currently obtain from disposal of the 
asset, after deducting the estimated costs of disposal, if the asset were already of the 
age and in the condition expected at the end of its useful life.13 

 
The nature of most local government infrastructure assets is such that the assets cannot 
ever be sold. However, this does not mean they have no Residual Value.  
 
In relation to cyclical maintenance assets, the renewal of an asset represents the disposal of 
ǘƘŜ ŜȄƛǎǘƛƴƎ ŀǎǎŜǘ ŀƴŘ ŎǊŜŀǘƛƻƴ ƻŦ ŀ ƴŜǿ ŀǎǎŜǘ ǿƛǘƘ ŀ ƴŜǿ ά¦ǎŜŦǳƭ [ƛŦŜέΦ  For example, the 
cost to construct a road seal on a new road might be $25,000 but the cost of a re-seal in 10 
years time may only be $15,000 because the number of coats or thickness of the seal to be 
placed on top of the existing seal may be less. In this situation the Residual Value would be 
$10,000. This is because a renewal of $15,000 results ƛƴ ǘƘŜ ŎǊŜŀǘƛƻƴ ƻŦ ŀƴ άŀǎ ƴŜǿέ ŀǎǎŜǘ 
with a Gross Value of $25,000. i.e. You spend $15,000 and get in an asset worth $25,000. 
Therefore the proceeds from the disposal of the old asset (Residual Value) is $10,000. 
 

 

Depreciable Amount  
 
The Depreciable Amount is defined as ς  
 

the cost of an asset, or other amount substituted for cost, less its residual value.14 
 
AASB 116 requires "the systematic allocation of the depreciable amount of an asset over its 
ǳǎŜŦǳƭ ƭƛŦŜΦέ15  .ȅ ŘŜŦŀǳƭǘΣ ƛǘ ŘƻŜǎ ƴƻǘ ŀƭƭƻǿ ǘƘŜ ŘŜǇǊŜŎƛŀǘƛƻƴ ƻŦ ǘƘŜ άƴƻƴ-ŘŜǇǊŜŎƛŀōƭŜέ 
amount. 
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From a practical perspective, this means that the Written Down Value of an asset cannot be 
less than the Residual Value. The risk of this occurring is increased when the Residual Value 
of infrastructure assets is assumed to be nil without first considering the impact of asset 
management strategies employed at the council.  
 
For example, most assets tend to be renewed when they are delivering an adequate level of 
service because the community is not prepared to accept assets delivering poor levels of 
service. Typically the renewal treatment is less than the Gross Current Replacement cost 
and therefore indicates the existence of a Residual Value. If Residual Value is incorrectly 
assumed to be nil, over time the entire value of the asset will be depreciated rather than 
just the depreciable amount. This is because the full value (both the Depreciable Amount 
and the Non-Depreciable Amount) of the asset would be depreciated and will result in 
material misstatement. The risk is demonstrated in the following diagram.  
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APPLICATION: OVERVIEW 
 

Selecting the Best Method 
 
¢ƘŜǊŜ ƛǎ ƴƻ άƻƴŜ ōŜǎǘέ ƳŜǘƘƻŘ ǘƘŀǘ ǎƘƻǳƭŘ ōŜ ŀǇǇƭƛŜŘ ŀŎǊƻǎǎ ŀƭƭ ŀǎǎŜǘǎΦ ¢ƻ ōŜ ǎǳŎŎŜǎǎŦǳƭΣ ǘƘŜ 
method must be cost effective and must άǊŜŦƭŜŎǘ ǘƘŜ ǇŀǘǘŜǊƴ ƻŦ ŎƻƴǎǳƳǇǘƛƻƴέ ƻŦ ǘƘŜ ŀǎǎŜǘΩǎ 
service potential so as to enable the users of the financial statements to make sound 
economic decisions. 
 
The purpose of the financial statements is to provide the general purpose users with 
information about the current financial status of the council and its performance during the 
past 12 months. It is ǘƘŜǊŜŦƻǊŜ ŎǊƛǘƛŎŀƭ ǘƘŀǘ ǘƘŜ ǎǘŀǘŜƳŜƴǘǎ ǊŜŦƭŜŎǘ ŀ άǘǊǳŜ ŀƴŘ ŦŀƛǊέ ǾƛŜǿ ƻŦ 
the value of the assets as well as the amount of loss of value the council expects to 
experience in the next 12 months via consumption (depreciation).   
 
For an individual asset, if the rate of consumption is expected to be greater than the 
previous year, the depreciation method employed should also reflect an increase in the rate 
of consumption. If the rate of consumption is expected to be constant till the end of life the 
adoption of a straight-line method would be appropriate. 
  
When selecting the best method to adopt, consideration should be given to ς 
 

¶ The nature and size of the portfolio 

¶ The risk of material misstatement 

¶ Whether the asset tends to be renewed through cyclical maintenance 

¶ How often the asset is replaced 

¶ Iƻǿ ǘƘŜ ŀǎǎŜǘΩǎ ǎŜǊǾƛŎŜ ǇƻǘŜƴǘƛŀƭ ƛǎ ŎƻƴǎǳƳŜŘ 

¶ Whether the information is reliable and relevant enabling it to be used to assist in 
other decisions across the local government 

 

Straight -Line Depreciation  
 
The straight-line method is considered most suitable to short lived assets that do not 
experience renewal through cyclical maintenance. Typically these tend to be minor items of 
plant and equipment such as computers, office equipment, motor vehicles, etc. In these 
circumstances there is generally sufficient and appropriate evidence to support key 
assumptions such as Useful Life and Residual Value.  
 
In some circumstances the straight-line method may be appropriate for long lived assets. 
This is dependent upon ς 
 

¶ ǘƘŜ άǇŀǘǘŜǊƴ ƻŦ ŎƻƴǎǳƳǇǘƛƻƴέ ōŜƛƴƎ Ŏƻƴǎǘŀƴǘ  

¶ strong evidence to support the critical assumptions of Useful Life, Residual Value and 
Remaining Useful Life and  

¶ Frequent revaluation whereby Useful Life, Remaining Useful Life and Residual Value 
are reviewed and if appropriate re-estimated.  
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Where there is little evidence to support the critical assumptions or there is a high level of 
uncertainty regarding future projections of when and what renewal will occur, the 
appropriateness of this method becomes increasingly questionable.  
 
The calculation is based purely on age. Where appropriate consideration is not given to 
technical or commercial obsolescence there is a risk of non-compliance with UIG 
Interpretation 1030. Care also needs to be taken to ensure any adjustments resulting from a 
change in the RUL or RV are adjusted prospectively and not retrospectively.  
 
The main advantages of the traditional approach to Straight-Line Depreciation are its 
ǎƛƳǇƭƛŎƛǘȅ ŀƴŘ ŜŀǎŜ ƻŦ ŎŀƭŎǳƭŀǘƛƻƴΦ IƻǿŜǾŜǊΣ ƛǘ ǎƘƻǳƭŘ ōŜ ƴƻǘŜŘ ǘƘŀǘ ǘƘŜ ƻǇǘƛƻƴ ǘƻ ǳǎŜ ƛǘ άŦƻǊ 
ǎƛƳǇƭƛŎƛǘȅ ǿƘŜƴ ǘƘŜ ǇŀǘǘŜǊƴ ƻŦ ŎƻƴǎǳƳǇǘƛƻƴ ŎƻǳƭŘ ƴƻǘ ōŜ ŘŜǘŜǊƳƛƴŜŘ Ŝŀǎƛƭȅέ ǿŀǎ ǊŜƳƻǾŜŘ 
from the accounting standards in 1997 (AAS 4).  
 
The main disadvantages or risks of applying this method are - 
 

¶ The difficulties experienced in trying to find evidence to support the critical 
assumptions (Useful Life, RUL and RV) when trying to depreciate long-lived assets 
such as roads, water, sewerage, buildings, etc. The adoption of an assumption that is 
more than 5% incorrect will lead to material misstatement of the figures in the 
financial statements.  

¶ Critical assumptions can easily be incorrectly adopted. As previously demonstrated it 
is easy to incorrectly apply Straight-Line by adopting erroneous assumptions. In 
many cases the assumptions appear correct but do not reflect the reality of the 
assets lifecycle. 

¶ The method is often applied without due consideration being given to the impact of 
obsolescence. This would result in non-compliance with UIG Interpretation 1030. 

¶ When a change is made to a critical assumption many automated systems (Asset 
Registers) tend to apply the changes retrospectively against the individual asset 
rather than applying it prospectively as required by the accounting standards. 
Essentially this results in a revaluation of the asset and therefore would require 
revaluation of the entire asset class.   
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As previously stated, one of the most common problems with the application of the 
traditional straight-line approach is when changes are made to the critical assumptions. For 
example ς changing the RUL or Residual Value. AASB 116 requires these to be reassessed at 
least at the end of each year. When either of these is changed the standard requires the 
changes to be made prospectively and does not allow the changes to be made 
retrospectively.  
 
Unfortunately, many systems treat the changes to these assumptions retrospectively by 
revaluing the asset and calculating a new depreciation rate.  If you choose to do this you 
must also revalue the entire class of asset. The following example demonstrates the impact 
of a prospective change driven from a change in the estimate of RUL. 
 

EXAMPLE - STRAIGHT-LINE DEPRECIATION

The cost to Council for a new Road "Seal" using 3 coats is $50,000

At the time of construction, it is estimated that the road will need to be "re-sealed" with one coat in 10 years time.

The cost of a "re-seal" is estimated to be $35,000.

Gross = $50,000

RV = $15,000

Useful life = 10 years

Depreciation = (Gross - Residual Value) / Useful Life

(50,000 - 15,000) / 10

$3,500 p.a.

WDV

0 50,000             

1 46,500             

2 43,000             

3 39,500             

4 36,000             

5 32,500             

6 29,000             

7 25,500             

8 22,000             

9 18,500             

10 15,000             

-

10,000 

20,000 

30,000 

40,000 

50,000 

60,000 

0 1 2 3 4 5 6 7 8 9 10

W
D

V

Years

Example - Straight-Line Depreciation

WDV
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CHANGE IN ASSESSMENT OF REMAINING USEFUL LIFE

After 5 years a "condition assessment" is performed. There are serious concerns over the seal condition.

As a result, the Remaining Useful Life is changed from 5 years to - 7 years

At  this point the WDV was $32,500. Therefore the depreciation is now calculated as (WDV - RV) / RUL

WDV = 32,500             

RV = 15,000             

RUL = 7                       

Depr Exp = 2,500               

WDV (Original)WDV (Revised)

0 50,000             50,000               

1 46,500             46,500               

2 43,000             43,000               

3 39,500             39,500               

4 36,000             36,000               

5 32,500             32,500               

6 29,000             30,000               

7 25,500             27,500               

8 22,000             25,000               

9 18,500             22,500               

10 15,000             20,000               

11 17,500               

12 15,000               

-

10,000 

20,000 

30,000 

40,000 

50,000 

60,000 

0 1 2 3 4 5 6 7 8 9 10 11 12

W
D

V

Years

Example - change of estimate of RUL

WDV (Original)

WDV (Revised)

RE-NEWAL AND REASSESSMENT OF REMAINING USEFUL LIFE

At end year 12 years the road is finally "resealed".

As a consequence, the time to next re-seal is estimated to be 8 years.

The cost to Council for a new Road "Seal" is now estimated at $80,000 and a re-seal at $50,000

Gross Cost = 80,000             

RV = 30,000             

RUL = 8

Depr Exp = 6,250               

WDV (Revised)

0 50,000.0          

1 46,500.0          

2 43,000.0          

3 39,500.0          

4 36,000.0          

5 32,500.0          

6 30,000.0          

7 27,500.0          

8 25,000.0          

9 22,500.0          

10 20,000.0          

11 17,500.0          

12 15,000.0          

12 80,000.0          

13 73,750.0          

14 67,500.0          

15 61,250.0          

16 55,000.0          

17 48,750.0          

18 42,500.0          

19 36,250.0          

20 30,000.0          

-

10,000.0 

20,000.0 

30,000.0 

40,000.0 

50,000.0 

60,000.0 

70,000.0 

80,000.0 

90,000.0 

0 1 2 3 4 5 6 7 8 9 1011121314151617181920

W
D

V

Years

Example - renewal and reassessment of RUL

WDV (Revised)
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Condition Based Depreciation  
 
Condition Based Depreciation methods rely upon a known correlation between the physical 
characteristics of the asset (e.g. cracking, rutting, roughness, oxidisation) and the relevant 
remaining useful life.  
 
It is generally only considered appropriate where the consumption of the asset is primarily 
dependent upon the physical condition of the asset.  Care needs to be taken to ensure that 
the critical assumptions (correlation between each condition assessment and RUL) can be 
supported by sufficient and appropriate audit evidence. 
 
In some cases, the RUL of asset may be affected by non-physical factors. In these 
circumstances, if appropriate consideration is not given to technical or commercial 
obsolescence there is a risk of non-compliance with UIG Interpretation 1030. 
 
The main advantages of Condition Based Depreciation are ς 
 

¶ It encourages the capture of data that supports both asset management 
(engineering) and accounting needs 

¶ The development of condition models provides a better understanding of the 
lifecycles and deterioration of thŜ ŎƻǳƴŎƛƭΩǎ ǇƘȅǎƛŎŀƭ ŀǎǎŜǘǎ ŀƴŘ ƘŜƴŎŜ ǎǳǇǇƻǊǘǎ ǘƘŜ 
asset management function 

¶ It enables the objective measure of where an asset is within its lifecycle 
 
The main disadvantages are ς 
 

¶ The level of complexity and resources required to identify measure and develop 
lifecycles based on specific condition scores. As a result these models tend to only be 
developed for roads, sewerage and water assets where the cost/benefit can be 
justified. 

¶ hŦǘŜƴ άǎǘŀƴŘŀǊŘ ƳƻŘŜƭǎέ ŀǊŜ ŀŘƻǇǘŜŘ ŀƴŘ ƴƻǘ άŎǳǎǘƻƳƛǎŜŘέ ŀƴŘ άǾŀƭƛŘŀǘŜŘέ ŦƻǊ ǘƘŜ 
particular entity. As a result, there is a risk that the model and measures may not be 
relevant, accurately reflect the level of remaining service potential or reflect the rate 
of consumption for the particular entity.  

¶ The method tends to focus solely on physical condition and as a result is often 
applied without due consideration being given to the impact of obsolescence. This 
would result in non-compliance with UIG Interpretation 1030. 
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EXAMPLE - CONDITION BASED DEPRECIATION

Council has implemented a Pavement Management System

In doing so, it has created a number of algorithms to estimate the RUL of each "seal"

based on various condition scores.

The algorithms for each condition result in the following correlation with estimated RUL

Zero RUL represents total end of life

RUL is assessed on each condition with lowest RUL adopted.

The cost of a "re-seal" is estimated to be $35,000. 

Gross Cost = 50,000      

RV = 15,000$    

Useful Life = 10 years

CONDITION ALGORTHYM

Condition Scores

RUL (Years) Factor 1 Factor 2 Factor 3

10 150 500 2%

8 140 490 4%

6 125 470 5%

5 105 440 8%

4 90 400 10%

3 75 360 13%

2 50 345 15%

1 30 305 20%

0 10 280 30%

In year 3 a "condition assessment" was performed. The results were -

ACTUAL CONDITION

Factor 1 Factor 2 Factor 3

125 440 4%

RUL 6 5 8

Therefore RUL = 5

In turn, this leads to a "revaluation" - Depreciation = (Gross - RV) / UL

RV = 15,000$    ($50k - $15k) / 10

Gross = 50,000$    3,500$        

Useful Life = 10

RUL = 5 WDV = Gross - ((Useful Life - RUL) * Depreciation)

$50k - ((10 - 5)* $3,500)

32,500$      
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Consumption Based Depreciation  
 
Consumption Based Depreciation 16ƛǎ ōŀǎŜŘ ƻƴ ƳŜŀǎǳǊƛƴƎ ǘƘŜ ƭŜǾŜƭ ƻŦ ǘƘŜ ŀǎǎŜǘΩǎ ǊŜƳŀƛƴƛƴƎ 
service potential after taking into account both holistic and component specific factors. It 
was developed from the SLAM (Straight-Line Asset Management) methodology originally 
ǇǳōƭƛǎƘŜŘ ƛƴ ǘƘŜ άнллл vǳŜŜƴǎƭŀƴŘ !ǳŘƛǘ hŦŦƛŎŜ Better Practice Guidelines for Local 
DƻǾŜǊƴƳŜƴǘǎέ ŀƴŘ ƛǎ ŎƻƳƳƻƴƭȅ ǊŜŦŜǊǊŜŘ ǘƻ ŀǎ ǘƘŜ !ŘǾŀƴŎŜŘ {[!a ƳŜǘƘƻŘƻƭƻƎȅΦ 
 

Lǘ ǊŜƭƛŜǎ ǳǇƻƴ ǘƘŜ ŘŜǘŜǊƳƛƴŀǘƛƻƴ ƻŦ ŀ άǇŀǘǘŜǊƴ ƻŦ ŎƻƴǎǳƳǇǘƛƻƴέ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ ŀǎǎŜǘΩǎ 
wŜǎƛŘǳŀƭ ±ŀƭǳŜ ŀƴŘ ǇŀǘƘ ƻŦ ǘǊŀƴǎƛǘƛƻƴ ǘƘǊƻǳƎƘ ǘƘŜ ǾŀǊƛƻǳǎ ǎǘŀƎŜǎ ƻŦ ŀƴ ŀǎǎŜǘΩǎ ƭƛŦŜŎȅŎƭŜΦ 
 
The method uses a 5ȅƴŀƳƛŎ aŀǘǊƛȄ ǘƻ ƛŘŜƴǘƛŦȅ ŀ ǎƳŀƭƭ ƴǳƳōŜǊ ƻŦ tƘŀǎŜǎ ƻŦ ǘƘŜ ŀǎǎŜǘΩǎ 
lifecycle based on the factors that indicate how it is consumed. Based on ǘƘŜ ŜƴǘƛǘȅΩǎ 
knowledge of how long the asset transitions from Phase to Phase and the cost of the final 
renewal treatment a Valuation and Depreciation Model is determined. The Advanced SLAM 
17methodology is represented as follows ς 
 

 
 

The method uses the same formulas as used for Straight-Line Depreciation except that 
instead of depreciating from the WDV to the Residual Value of the RUL it only depreciates 
from the WDV to the value at the next phase over the expected time of transition through 
that phase.  
 
To demonstrate, the following example assumes ς 
 

¶ Gross Current Replacement Cost = $100,000 

¶ Residual Value = $50,000 (50%) 

¶ Phase 3 (WDV = $75,000 and time of transition = 10 years) 

¶ Phase 4 (WDV = $65,000 and time of transition = 5 years) 

¶ Phase 5 (fully depreciated. RV = $50,000) 
 

                                                           
16

 Prabhu-Edgerton Asset Management Consumption Model 2007 (www.apv.net) 
17

 Prabhu-Edgerton Asset Management Consumption Model 2007 (www.apv.net/downloads) 
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If the asset was assessed as being at Phase 4 the calculation of depreciation would 
be the same under Straight-Line and Consumption Based.  i.e. ($65,000 - $50,000) / 5 
years = $3,000. 
 
If however it had been assessed as at Phase 3 the calculations would be different.  
 

Straight-Line Depreciation ($75,000 - $50,000) / 15 years = $1,667 
 
Consumption Based Depreciation ($75,000 - $60,000) / 10 years = $1,500 

 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
The main advantages of this method are that - 
 

¶ is that it enables a wide range of factors to be incorporated into the assessment 
process while delivering a simple and cost effective mechanism to assess the level of 
remaining service potential (WDV) and rate of depreciation 

¶ it allows increased flexibility to provide different weightings for different factors 
depending upon which factors are impacting individual assets 

¶ it significantly reduces the risk of material misstatement because the highest rate of 
depreciation coincides with the phases where there is the highest level of assurance 
over the critical assumptions 

¶ ǎǳŦŦƛŎƛŜƴǘ ŀƴŘ ŀǇǇǊƻǇǊƛŀǘŜ ŀǳŘƛǘ ŜǾƛŘŜƴŎŜ ƛǎ Ŝŀǎƛƭȅ ǎǳǇǇƻǊǘŜŘ ōȅ ǘƘŜ ŎƻǳƴŎƛƭΩǎ !ǎǎŜǘ 
Management Plans.  

 
The main disadvantages of this method are ς 
 

¶ it is relatively new and has only been implemented in a small (but rapidly increasing) 
number of councils.   

¶ due to its relative newness, many of the common Asset Register systems are yet to 
implement Consumption Based Depreciation into their systems. However, most can 
accommodate the methodology via import of calculations from Excel or changing the 
RUL and RV assumptions to reflect the relevant figures for the next phase. 
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 The method is best used for long-lived cyclical maintenance assets where there is little 
evidence to support the critical assumptions of alternative methodologies such as Straight-
Line and Condition Based Depreciation. 
 

 
 

 
 
 

 
 
 
 

EXAMPLE - CONSUMPTION BASED DEPRECIATION

Council has developed a Consumption Based Depreciation methodology for its infrastructure assets.

As part of this process a Dynamic Matrix was created for assessment of Road Infrastructure assets.

The relevant factors identified as relevant to assessing the remaining level of service potential were -

Holistic Level

Functionality

Capacity

Safety

Obsolescence

Physical Condition

Breakage & Repair History

Component Level

The following assessment criteria were developed to provide a condition rating -

Phase Points

0

1

2

3

4

5

End of Life

At intervention point. No longer providing an acceptable level of service. Requires 

immediate renewal, replacemernt or closure.

Theoretical end of life

Description

.ǊŀƴŘ bŜǿ ƻǊ ǾŜǊȅ ƎƻƻŘ ŎƻƴŘƛǘƛƻƴ ς Very High level of remaining service potential

Not new but in Very Good condition with no indicators of any future obsolescence and 

providing a high level of remaining service potential

Aged and in good condition provide an adequate level of remaining service potential. No 

signs of immediate or short term obsolescence

Providing an adequate level of remaining service potential but some concerns over the 

ability of the asset to continue to provide an adequate level of service in the short to 

medium term. May be signs of obsolescence in short to mid-term.

Indicators that will need to renew, upgrade or scrap in near future. Should be reflected by 

inclusion in the Capital Works Plan to renew or replace in short-term.

After considerable discussion on "how the asset is normally consumed" it was agreed within the 

council that the biggest factors driving consumption of the asset were physical condition and

obsolescence. It was considered that these factors became significantly more critical as the asset

approached the point of requiring immediate attention. i.e. Renewal or replacement.

Accordingly, the "pattern of consumption" was considered to have a "moderate level of 

acceleration" as the asset approached that phase in the lifecycle. 

Based on experience of the council the following assumptions were adopted -

    Useful Life - in the range 40 - 80 years (adopt 60)

    Residual Value - tend to do chemical stabilisation. Cost to renew approx 70%. There adopt 30%

    Pattern of Consumption - Moderate acceleration towards end of life
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Renewals Annuity  
 
The Renewals Annuity method cannot be used for financial reporting purposes. It is 
specifically prohibited by UIG Interpretation 1030. 
 

However, its use for financial modelling as part of the Asset Management Plan is highly 
recommended. The method assumes the existing assets will be maintained at a constant 
level of service via ongoing cyclical maintenance. 
 
The net cash flows to undertake the maintenance and renewal are projected out over an 
extended period (e.g. 20 years) and are then converted to an annuity to provide an 
annualised average cost to maintain the asset. 
 
This method provides an estimate of the amount of funding required to meet future needs 
and converts it to an annuity so that the relevant funds can be accumulated consistently and 
equitably over a long period so as to avoid sudden significant variations in funding needs.  

Based on this understanding, the following lifecycle was also developed for Road Pavement -

Phase

Details 0 1 2 3 4 5 6

% RSP 100% 93% 83% 69% 51% 30% 0%

Time through phase 15 15 15 9 6 6

Depr Rate 0.467% 0.700% 0.933% 1.944% 3.500% 5.000%

0%

20%

40%

60%

80%

100%

120%

05101520253035404550556065

RUL (Years)

Example - Consumption Profile Road Pavement

WDV

Based on assessment of the holistic and component specific factors it was assessed that the asset

was currently at Phase 1 because the pavement was in a very good condition and there were

no concerns with long term obsolescence. Accordingly they felt the level of remaining

service potential was HIGH

The Gross Current Replacement Cost was $1,000,000. 

Based on the Consumption Profile -

WDV = 93% * $1,000,000

$930,000

Depreciation = 0.700% * $1,000,000

$7,000
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APPLICATION: PRACTICAL 
 

Decision Tree  
 

18 

                                                           
18

 APV Valuers and Asset Management (Edgerton) 2008    (www.apv.net/downloads) 


