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INTRODUCTION 
 
When undertaking a revaluation entities need to be conscious of the need to ensure they get ñvalue for moneyò.  
This article provides a brief summary of the prescribed requirements and covers some of the key aspects 
councils should consider to determine whether you have or will get ñvalue for moneyò out of your revaluation. The 
key aspects include ï 
 

¶ Compliance with the Prescribed Requirements 

¶ Audit Risk 

¶ Usefulness of Information 

¶ Impact on Governance Framework  

¶ Tips for selecting a valuer 

 

COMPLIANCE WITH THE PRESCRIBED REQUIREMENTS 
 
Throughout Australia there is a wide range of prescribed requirements in relation to how public sector entities 
need to account for and value their assets. As a general rule, they all need to value their material assets (Land, 
Buildings, Roads, Water, Sewerage, miscellaneous infrastructure) at Fair Value in accordance with the Australian 
Accounting Standards. There are a range of Accounting Standards that need to be considered. The following 
Decision Tree provides an overview of how each of the Accounting Standards work together to enable the 
application of the correct accounting treatments. 
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In most cases, the non-current physical assets of public sector entities need to be valued in accordance with 
AASB116 ñProperty Plant and Equipmentò. This standard deals with three key aspects ï 
 

¶ What is the ñCost of an Assetò 

¶ Valuation  
o Historical Cost or 
o Fair Value 

¶ Depreciation 
 
There are also a range of other requirements contained in the Accounting Framework which need to be 
understood and complied with. These include Statements of Accounting Concepts (SAC) and Urgent Issues 
Group Interpretations (UIG). 
 
The accounting standards have changed significantly over the past ten or so years. Unfortunately some of our 
accounting practices and systems have not kept pace with these changes and expose the entity to the risk of 
Audit Qualification. For example: the ability to apply straight-line depreciation as a default was removed from 
AAS4 ñDepreciationò in 1997 yet many entities continue to apply it without giving due consideration to the ñpattern 
of consumptionò as required by paragraph 60 of AASB116. 
 
AASB116 and UIG1030 mandate a number of key requirements. These include ï 
 

¶ The methodology must provide a true and fair estimate of the level of remaining future economic benefit. 
Not just be an arithmetic calculation.  

¶ The Depreciation methodology must ñmatch the pattern of consumptionò 

¶ All ñcostsò must be included in the valuation 

¶ The Gross Current Replacement cost must be adjusted for difference is utility with modern equivalent 

¶ Complex assets must be componentised and depreciated separately 

¶ Depreciation can only be based on the Depreciable Amount.  

¶ A Residual Value must be determined to enable calculation of the Depreciable Amount. 
 
Further guidance can be obtained from the ñDepreciationò and ñCosting of Assetsò Technical Information Papers 
available on the South Australian Local Government Associationôs website (http://www.lga.sa.gov.au). Additional 
guidance can also be obtained from the ñUseful Informationò and ñRegistered Usersò sections of APVôs website 
(www.apv.net) or the NAMS Australian Infrastructure Financial Management Guidelines. 
 
The process of determining Fair Value and Depreciation have been included as Attachments A & B. These 
diagrams have also been incorporated into the NAMS Australian Infrastructure Financial Management 
Guidelines. 
 
To ensure the methodology complies with AASB116 entities should review the methodology upfront and ensure it 
satisfies all the requirements including ï 
 

¶ The valuation and depreciation methodologies are linked 

¶ The methodology is logical, makes sense from an Asset Management perspective and is based on 
sound reasoning and evidence 

¶ Current Replacement Cost is based on replacement costs NOT market value. 

¶ It adopts different ñpatterns of consumptionò for assets which are consumed in different ways 

¶ All assets above the revaluation (materiality) threshold are componentised 

¶ The key assumptions are clearly stated and are supported by sufficient and appropriate audit evidence 

¶ The Residual Value and Useful Life are clearly defined in terms of the asset lifecycle 

¶ The methodology takes into account the various factors (physical, obsolescence, legal, etc) that drive 
the consumption of the assetôs service potential and does not rely on highly subjective and irrelevant 
factors. 

 

  

http://www.lga.sa.gov.au/site/page.cfm?u=266
http://www.apv.net/
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AUDIT RISK 
 
For many public sector entities asset valuation and depreciation pose the highest audit risk. This is because the 
related figures are highly material and are subjective in nature. Typically the Fair Value accounts for more than 
95% of the total assets and Depreciation Expense is between 25% and 40% of total expenses. A minor error in 
Depreciation typically results in a material misstatement of Net Operating Surplus/Deficit.  
 
To treat this risk, having obtained a valuation, it is imperative that the entity undertake its own quality review. In 
addition to the Accounting Standards the auditors are now mandated under the Australian Auditing Standards to 
satisfy a number of requirements. These include ï  
 

¶ assessing the work of the expert valuer ensuring the methodology used is sound, logical and complies 
with the requirements of the Accounting Standards 

¶ obtaining sufficient and appropriate evidence over the key assumptions used to determine the value. For 
example ï Pattern of Consumption, Residual Value, Useful life, Condition Assessment. 

 
If such evidence is unable to be provided the auditor has no option under Auditing Standards other than to issue 
a Modified Audit opinion. To assist councils in this process APV has developed a ñPre-Audit Checklistò which can 
be downloaded from the ñRegistered Usersò area of APVôs website. Registration and access is free.  
 
To further assist in the management of this risk the entity should ensure (as part of the tender or quotation 
process) that the valuer ï 
 

¶ Guarantees the methodology will fully comply with the Accounting Standards 

¶ Is prepared to meet with audit upfront to ensure a smooth process 

¶ Provides a document that full details their approach showing how it complies with the Accounting 
Standards 

¶ Provides a list of ALL valuations completed over the previous three year period with associated audit 
results 

¶ Provides as standard an Auditors Package which addresses all aspects of the valuation with a focus on 
compliance with the Accounting Standards and satisfaction of all requirements of the Australian Auditing 
Standards. 

¶ Does not charge extra fees to answer of satisfy audit queries. 
 
Unfortunately some valuers simply state that they fully comply in order to win jobs despite poor or non-compliant 
methodologies and taking high-risk short cuts. However when the results are queried by audit either say too bad 
for the qualification or want to charge additional (and substantial) fees to fix up the work that they should have 
done in the first place. Unless there is a guarantee and the methodology has been checked for compliance the 
entity has no comeback against the valuer.  
 
 

USEFULNESS OF INFORMATION 
 
If the financial statements report figures (valuation and depreciation) that do not truly reflect the actual value or 
consumption of the assets the financial statements will not provide ñaccountabilityò to the community. Nor will 
they enable those who use the data in the financial statements to make informed decisions. Unfortunately many 
financial statements include significantly over-stated depreciation expense resulting in organisations reporting to 
their community financial results which are far worse than the reality. 
 
Likewise, Valuation and Depreciation methodologies that do not reflect the Asset Management Lifecycle or 
provide critical information which assists in the development of the 10 Year Financial Model provide little (if any) 
useful information to the council and may be a waste of money.  
 
The valuation represents a critical part of the overall Asset Management Framework. It should capture key data 
critical to the overall Asset Management Planning process. For example ï 
 

¶ what assets are  controlled by the council 

¶ their current condition and stage of Asset Lifecycle 

¶ consideration of Useful Life and RUL in light of their future use 
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This information forms a critical part of the valuation exercise but also provides key input to the development of 
10 Year Financial Models and Levels of Service. Critical to these exercises is gaining an understanding of how 
the asset is consumed (pattern of consumption) and the factors that drive the consumption of the asset (asset 
lifecycle and drivers). 
 
Methodologies such as the Advanced SLAM (Straight Line Asset Management) Consumption Based 
Depreciation methodology (which APV uses) have significant benefits over the traditional straight-line approach. 
This approach fully integrates the Asset Accounting with Asset Management ensuring that the valuation provides 
information critical to the entity. Further information on this methodology can be found on APVôs website. A 
detailed paper ñPrabhu-Edgerton Consumption Modelò is available in the Registered Users area. 
 
Methodologies that do not base the calculation on the relative condition of the asset or take into account the 
various factors that drive the consumption will result in incorrect calculations and will also fail to provide any 
information useful for Asset Management Planning. 
 
The Australian Accounting Standards Board (AASB) removed the option to ñuse straight-line because it was 
simpleò from the Accounting Standards in 1997. This reflected the Asset Management knowledge that all assets 
were not consumed in a constant pattern and that the adoption of this simplistic approach was resulting in 
financial statements that misrepresented the true performance of the organisations.  
 
An entity that delivers good asset management will preserve a higher level of remaining service potential to that 
which fails to deliver good asset management. As a result, the entity with good asset management should report 
a lower depreciation rate. The problem with the simplistic straight-line is that it ignores the actual performance 
and reports the same result irrespective of whether the entity delivers good or poor asset management. 

   

IMPACT ON GOVERNANCE FRAMEWORK  
 
There are two aspects to the Governance Framework ï 
 

¶ External Accountability  

¶ Internal Management  
 
Where councils have moved to adopt fully compliant methodologies that better reflect the Asset Management 
realities we typically see a significant (30% - 60%) decrease in the level of Depreciation Expense. This is usually 
accompanied by a moderate increase in the Fair Value of the assets. This in turn has a highly material impact on 
the overall financial position and performance of the council as reported in the Financial Statements. The 
Financial Statements are the primary accountability document for entities and it is critical that these represent a 
ñtrue and fairò view so that the community can properly assess the performance of the entity and board/elected 
representatives. Many entities are unfairly perceived as being ñunsustainableò when in fact they perform much 
better than their financial statements portray. 
 
Such a variation in the figures also poses a significant impairment on the ability of the council to properly manage 
their assets in an efficient and effective manner. It is critical that strategic decisions (such as Asset Management) 
are based on reliable, robust and accurate information.  
 
It is also important that the financial statement figures are not used incorrectly for the wrong purpose. For 
example ï some entities attempt to use ñdepreciation expenseò as a de facto measure of what the future funding 
requirements will be and in turn use the ñlevel of funded depreciationò as a measure of financial sustainability. 
This is extremely poor financial management and lacks appropriate understanding of the relationship between 
the key financial aspects of managing assets. 
 
Assets are used by public sector entities to deliver services to the community at a level of service the community 
deems acceptable. If the level of service needs to be increased additional costs will incurred to acquire, upgrade 
or expand the service. This will also lead to a change in the future maintenance and operational costs. To ensure 
ñintergenerational equityò each generation of rate payers or tax payers need to pay their ñfair shareò of the costs 
to deliver the services. 
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The costs to deliver services include ï 
 

¶ Acquisition (construction, purchase, etc) 

¶ Maintenance (regular and increasing over time) 

¶ Operation (salaries, wages, chemicals, materials, etc) 

¶ Renewal 

¶ Upgrade 

¶ Disposal 
 
If the cost to provide the service totals $20m over 20 years the users should be expected to pay on average $1m 
per year to receive that service. If less than this amount is recovered the service is ñunsustainableò and future 
generations will need to fund the difference. 
 
Depreciation is a financial measure of performance and has absolutely nothing to do with being a cost to deliver 
the service or providing an estimate of what the future funding needs will be. In simple terms, if the value of the 
asset is expected to be $15m after the 20 years the rate of consumption (excluding allowance for capital 
enhancement) should be $5m / 20 years = $400k per year.  This figure is significantly less than the $1m per year 
required to sustain the service and ensure intergenerational equity. 

TIPS FOR SELECTING A VALUER 
 
In the public sector ñvalue for moneyò is and always must be a contributing factor. However, it must be well 
understood that ñvalue for moneyò does not mean ñlowest priceò.  Price should only be a determining factor once 
it has been established that all of the following factors are fully satisfied. Otherwise you would have paid money 
to get something that did not meet your needs and will always be ñpoor value for moneyò. 
 

¶ The methodology fully complies with all aspects of the Australian Accounting Standards. In particular ï 
o All assets above the revaluation threshold must be componentised 
o Appropriate ñpatterns of consumptionò must be used (not just straight-line) 
o It is sound, logical and reflects the asset management lifecycle of the entity 
o Fully complies with all aspects of UIG1030 
o Must be based on the factors that drive the consumption (not just age) 
o All key assumptions are stated and are can be supported by sufficient and appropriate audit 

evidence 

¶ The valuer ñguaranteesò full compliance and will work closely with audit to ensure safe passage (at no 
extra cost) and will provide the data and audit evidence in correct and agreed format. 

¶ The data gathered is useful and adds value to the organisation. For example ï the data includes 
condition assessments based on the Asset Management Framework and can be used to feed directly 
into the Asset Management Planning process. 

¶ The Professional reputation, experience and skills of the valuer to undertake the specialist work is 
beyond reproach. In particular ï 

o Registered Valuers are used for Land and Buildings 
o Engineers are used for infrastructure (appropriate experience and skills) 
o They have an excellent record with no history of audit qualifications 
o They can clearly demonstrate their methodology, compliance with the prescribed requirements 

and they know what they are talking about 
o They can clearly demonstrate their understanding of the Accounting Standards, other 

prescribed requirements and audit process 
o They ask the right questions to understand the nature and scope of the work rather than just 

putting a price in. 
o They will continue to support and add value to the entity and develop the client relationship well 

after delivery of the project. 
o They are easy to work with and respond to queries in a timely manner. 

 
 
David Edgerton FCPA 

Director ï APV Valuers and Asset 
Management 
David@apv.net 
www.apv.net 
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ATTACHMENT A ɀ FAIR VALUE 
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ATTACHMENT B ɀ DEPRECIATION 

 

 


