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PREFACE

This June 1996 issue of Australian Accounting Standard AAS 27 "Financial
Reporting by Local Governments" supersedes the previous Standard as
issued in June 1995.

Application of the Standard

This Standard applies to each local government in respect of its general
purpose financial reportsin relation to itsfirst reporting period that ends on
or after 30 June 1996 and later reporting periods.

Background

The amended Standard is primarily the result of alimited review to address
the following issues, on which proposals were exposed for public comment
in Exposure Draft ED 66 "Amendmentsto AAS 27" (September 1995):

(@  whether the requirement to comply with Statements of Accounting
Concepts (SACs) should be removed;

(b)  thevalue at which assets acquired at no cost or for nominal
consideration should initially be recognised;

(c)  whether therequirementsin relation to agreements equally
proportionately unperformed should be amended; and

(d)  whether disclosure of information about capital expenditure
commitments should be required.

In addition, the amended Standard reflects the result of alimited review of
the application of AAS 27 to land under roads controlled by local
governments.

Principal changes

The principal changes to the superseded Standard which stem from the
proposalsin ED 66 are:

@ an amendment to paragraph 13 of the superseded Standard to
remove the requirement to comply with SACs;

(b)  an amendment to paragraph 36 of the superseded Standard to
require certain assets acquired at no cost or for nominal
consideration to beinitially recognised at fair value;

(©) amendments to paragraphs 107 and 108 of the superseded Standard
to remove the requirement to recognise assets and liabilities which
arise in relation to agreements equally proportionately unperformed
(see paragraphs 51 to 55 of this Standard); and

(d)  the addition of paragraph 94, which requires disclosure of capital
expenditure commitments contracted for as at the reporting date.



The other principal changeto AAS 27 isthe addition of transitional
provisions under which local governments may elect not to recognise land
under roads as an asset in the statement of financial position. These

prO\Q 3 ons are set out in paragraphs 115 to 121. Background to themis set
out below.

Land under roads

A number of local government practitioners and members of the valuation
profession have expressed concerns that a reliable measure of acarrying
amount for land under roads controlled by local governments can seldom
be determined, because of the unique features of land under roads. In
response to these concerns, the Public Sector Accounting Standards Board
(PSASB) decided to include the abovementioned transitional provisionsfor
land under roads. In the process of developing thisamendment to AAS 27,
the PSASB consulted widely with its constituents, and received strong
support for the amendment.

The purpose of the transitional provisionsisto provide an adequate period
within which interested parties can address whether and, if so, how
concerns about reliable measurement of land under roads can be overcome.
The PSASB is establishing aworking party to address whether practical
difficulties with valuing land under roads can be overcome and, if so, to
identify common policies and methodol ogies for valuing these assets.

Thetransitional provisions apply to all land under roads controlled by local
governments, including land under roads that possesses a cost or other
value that can be measured reliably (for example, land under roads that has
been acquired at a cost of acquisition). The broad scope of the transitional
provisionsisintended to minimise uncertainties that may arise with their
application, particularly as views may differ asto which items of land under
roads can be measured reliably.



AUSTRALIAN ACCOUNTING STANDARD

AAS 27" FINANCIAL REPORTING BY
LOCAL GOVERNMENTS'

Citation

1 This Standard may be cited as Australian Accounting Standard
AAS 27 "Financial Reporting by Local Governments'.

Accounting Standards and Commentary

STANDARDS

2 Theaccounting standar ds set out in this Standard are shown in bold
print. Commentary isshown in normal print immediately after the
accounting standardsto which it relates, asan aid to the
inter pretation of those accounting standar ds.

Application and Operative Date

STANDARDS

3 For the purposes of this Standard, each local government isa
reporting entity and isthereforerequired to prepare general
purposefinancial reports. This Standard:

@ appliesto each local government in respect of itsgeneral
pur pose financial reports, in relation toitsfirst reporting
period that endson or after 30 June 1996 and later
reporting periods;

b) may be applied by alocal government toitsgeneral purpose
financial reportsin respect of reporting periodsthat end
before 30 June 1996; and

(© when oper ative, super sedes Australian Accounting Standard
AAS 27" Financial Reporting by Local Governments' as
issued in June 1995.



Thelocal government reporting entity

COMMENTARY

Each local government comprises all entities controlled! by the
governing body of the local government. As such, this Standard
requires that the general purpose financial report of alocal
government isto encompass all business and non-business
operations which the governing body controls, either directly or
through the operations of controlled entities.

General purpose financial reports may also be prepared in respect of
entities or groups of entities that are controlled by the governing
body of alocal government. For example, within ajurisdiction the
governing bodies of some local governments may control entities
that carry on particular operations, such as water reticulation or
electricity supply, in addition to operations common to most local
governments within the jurisdiction. In addition to requiring
information about the local government, as defined in paragraph 12,
users may, in comparing the operations of the local government with
other local governments, require information about the entity or
group of entities controlled by the governing body of the local
government that carries on operations cormmon to most local
governments within the jurisdiction. Because this Standard is
concerned only with financial reporting by local governments, it
neither requires nor precludes the preparation of general purpose
financial reports by such controlled entities. However, any such
reports would need to be prepared in addition to, and not in lieu of,
general purpose financial reports for the local government.

Trusts
COMMENTARY

Local governments may act astrustee for arange of trusts whereby
the local government controls the assets of the trusts to meet the
objectives of the governing body of the local government. Examples
of those trusts are trusts established for the maintenance of local
memorials, and trusts established and funded by State or Federal
Governments for emergency relief wherethe local government is
charged with the responsibility for the allocation of those funds.
Trusts controlled by the local government form part of the local
government reporting entity.

In this context, control means the capacity of the governing body to dominate
decision-making, directly or indirectly, in relation to the financial and operating
policies of an entity so as to enable that entity to operate with it in seeking to
achieve the objectives of the governing body. In this Standard, control of an asset
means the capacity of the local government to benefit from the asset in the pursuit
of its objectives and to deny or regulate the access of others to that benefit.



These trustee rel ationships can be contrasted with those by which a
local government has legal custody of resources without controlling
them, that is, the local government is unable to deploy those
resources to meet the objectives of its governing body. Thiswould
be the case where the local government acts as a collector of monies
for State or Federal government departments, or astrustee for
disaster relief funds but other entities control the ultimate
deployment of those monies. The general purpose financial report
of alocal government discloses information about resources
controlled by the local government. Therefore, resources of which
thelocal government has legal custody but not control need to be
excluded from the general purpose financial report of the local
government. Instead, the local government should dischargeits
accountability for those resources through presentation of separate
financial reportsto those persons with an interest in the local
government's custodianship of those resources.

Statement of Purpose

STANDARDS

Thepurpose of this Standard isto set out standardsfor theform
and content of general purpose financial reports of local
gover nments.

COMMENTARY

Statement of Accounting Concepts SAC 2 "Objective of General
Purpose Financial Reporting” states that general purpose financial
reports shall provide information useful to users for making and
evaluating decisions about the allocation of scarce resources, and
be presented in amanner which assistsin discharging the
accountability of the reporting entity's management or governing
body. To provide information useful for those purposes, general
purpose financial reports of local governments need to disclose
information about the performance, financial position, financing and
investing, and compliance of those local governments. The aim of
this Standard is to ensure that general purpose financial reports of
local governments contain information that is useful to users.



Application of Materiality

10

11

STANDARDS

The accounting standards set out in this Standard shall, in
accordancewith Australian Accounting Standard AAS 5
"Materiality”, apply to general purposefinancial reportswhere
such application is of material consequence. |nformation about a
local government ismaterial if itsomission, misstatement or non-
disclosure hasthe potential to adver sely affect:

(€)] decisions about the allocation of scar ce resour ces made by
usersof the local government's general pur pose financial
report; or

b) the dischar ge of accountability by the gover ning body of the
local government.

COMMENTARY

In deciding whether an item is material, its nature and amount
usually need to be evaluated together.

Definitions

STANDARDS
In this Standard:

"assets’ means future economic benefits controlled by the entity as
aresult of past transactionsor other past events,

" contributions' means non-reciprocal transfersto the entity;

" contributions by owners' meansfuture economic benefitsthat
have been contributed to the entity by parties external to the entity,
other than those which result in liabilities of the entity, that give
riseto afinancial interest in the net assets of the entity which:

(@ conveys entitlement both to distributions of future
economic benefits by the entity during its life, such
distributions being at the discretion of the ownership
group or its representatives, and to distributions of any
excess of assets over liabilitiesin the event of the entity
being wound up; and/or

(9)] can be sold, transferred or redeemed;

10



" depreciabl easset” meansanon-current asset having a limited
useful life;

"entity" meansany legal, administrative, or fiduciary arrangement,
organisational structureor other party (including a person) having
the capacity to deploy scarceresourcesin order to achieve
objectives,

"equity" meanstheresidual interest in the assets of the entity after
deduction of itsliabilities;

" expenses' meansconsumptionsor losses of future economic
benefitsin theform of reductionsin assetsor increasesin
liabilities of the entity, other than thoserelating to distributionsto
owners, that result in a decreasein equity during thereporting
period;

"fair value" meansthe amount for which an asset could be
exchanged between a knowledgeable, willing buyer and a
knowledgeable, willing seller in an arm’slength transaction;

" general purposefinancial report" meansa financial report
intended to meet the infor mation needs common to userswho are
unableto command the preparation of reportstailored so asto
satisfy, specifically, all of their information needs;

"land under roads' meansland under roadways, and road reserves
(including land under footpaths, nature stripsand median strips);

" liabilities" meansthe futur e sacrifices of economic benefitsthat
theentity ispresently obliged to maketo other entitiesasaresult
of past transactionsor other past events;

"local government” meansan entity comprising all entities
controlled by a gover ning body elected or appointed pursuant toa
L ocal Government Act or similar legislation;

"non-reciprocal transfer” meansatransfer in which the entity
receivesassetsor servicesor hasliabilities extinguished without
directly giving approximately equal valuein exchangeto the other
party or partiestothetransfer;

" recognised" meansreported on, or incor porated in amounts
reported on, theface of the operating statement or of the statement
of financial position (whether or not further disclosure of theitem
ismadein notesthereto);

"reporting entity" meansan entity (including an economic entity)
in respect of which it isreasonable to expect the existence of users

11



dependent on general purpose financial reportsfor information
which will be useful to them for making and evaluating decisions
about the allocation of scar ceresour ces; and

"revenues' meansinflowsor other enhancements, or savingsin
outflows, of future economic benefitsin the form of increasesin
assetsor reductionsin liabilities of the entity, other than those

relating to contributionsby owners, that result in an increasein
equity during thereporting period.

General Purpose Financial Reportsto be Prepared in Accordance with

Australian Accounting Standards

13

14

15

16

STANDARDS

Thegeneral purposefinancial report of alocal government shall be
prepared in accordance with Australian Accounting Standar ds
other than Australian Accounting Standards AAS 16 " Financial
Reporting by Segments’ and AAS 22" Related Party Disclosures’.
Totheextent that therequirementsof this Standard differ from the
requirementsof other applicable Standards, the requirements of
this Standard shall be applied.

COMMENTARY

The applicability to local governments of Australian Accounting
Standards issued subsequently to this Standard will be identifiable
from the applicability paragraphs of each of those Standards.

Compliance with legal requirements and other authoritative
requirements

COMMENTARY

Loca governments may be subject to detailed financial reporting
requirements set out in legislation. In addition, some users of local
government financial reports, such as councillors and regulators,
may impose requirements for reporting of information about
particular transactions or Funds of the local government, or for
reporting of detailed information demonstrating the compliance of
the local government with particular legislation. To the extent that
these requirements differ from the requirements of this Standard, the
foregoing reguirements would apply in addition to, and not in lieu of,
the requirements of this Standard.

Where those legal or other authoritative requirements conflict with
the requirements of this Standard, or where information needed to
satisfy those foregoing requirements would detract from effective



communication of the information reported in the general purpose
financial report, it will be necessary to satisfy those foregoing
requirements through the preparation of financial reports which are
additional to the local government's general purpose financial report.

Consolidated Financial Statements

17

18

19

STANDARDS

Consolidated financial statementsshall be prepared asrequired by
and in accor dance with Australian Accounting Standard AAS 24
" Consolidated Financial Reports'.

COMMENTARY

This Standard requires that each of the financial statements included
in the general purpose financial report of alocal government isto
encompass all of the operations controlled by the governing body of
the local government. Thisform of reporting is necessary to enable
usersto obtain an overview of thelocal government's performance,
financial position, financing and investing, and compliance.

Where the financial statementsfor alocal government are prepared
by combining individual financial statements for Funds, companies
or other entities controlled by the governing body of the local
government, they will be consolidated financial statements and are
to be prepared in accordance with Australian Accounting Standard
AAS 24 "Consolidated Financial Reports'.

In the process of combining financial statements of, or financial
information about, entities controlled by the governing body of the
local government, the effects of transactions between Funds or
other entities forming part of the local government areto be
eliminated. Failureto eliminate those amounts would result in
double-counting and would distort the representation of the
combined operations of the local government.

13



Financial Statements

21

24

25

26

STANDARDS

Thegeneral purposefinancial report of alocal government shall
include an oper ating statement, a statement of financial position, a
statement of changesin equity and a statement of cash flows.

COMMENTARY

Appendix 1 to this Standard provides an example of a general
purpose financial report of alocal government prepared in
conformity with the accounting standards set out in this Standard.
The method of presentation employed in Appendix 1is not
mandatory for local governments, as other methods of presentation
may equally comply with the accounting standards set out in this
Standard.

Operating statement

STANDARDS

The operating statement shall be prepared in accor dance with
Australian Accounting Standard AAS 1" Profit and Lossor other
Operating Statements”, except for paragraph 31 of that Standard.

COMMENTARY

The operating statement reports the revenues and expenses of a
local government for the reporting period, and thereby provides
information relevant to an assessment of its performance for that
reporting period. It enables usersto identify the cost of goods and
services provided, and the extent to which that cost was recovered
from revenues, during the reporting period.

This Standard requires transfers to and from reserves to be
disclosed in the statement of changesin equity. Thisdisclosure
reguirement overrides that which is contained in Australian
Accounting Standard AAS 1 "Profit and Loss or other Operating
Statements" whereby transfers to and from reserves, to the extent
that they affect accumulated surplus/deficit, are required to be
disclosed in the operating statement after the result for the reporting
period.

Disclosure of information by way of note about the budget on which
rates for the reporting period were established, and about the extent
to which rates were deployed for the purposes for which they were
raised, may be useful to ratepayers for making and evaluating
decisions about the allocation of their scarce resources and for

14



27

28

assessing the discharge of the local government's accountability.
This Standard does not require disclosure of such a budget
summary in general purpose financial reports. Where such anoteis
included in ageneral purpose financial report, disclosure of the
reasons for any material variances between budget and actual
amounts would belikely to be useful.

Statement of financial position

STANDARDS

The statement of financial position shall disclosethe assets,
liabilitiesand equity of thelocal government asat thereporting
date.

COMMENTARY

The statement of financial position reports the assets, liabilities and
equity of thelocal government, and thereby provides information
about the resources controlled by the local government and other
information which is useful for assessing the local government's
financial structure, capacity for adaptation and solvency.

Statement of changes in equity

STANDARDS

The statement of changesin equity shall disclose a reconciliation of
the opening and closing balances of each class of equity of the local
government for thereporting period, detailing the nature and
amount of any movementsin those classes of equity.

COMMENTARY

The statement of changesin equity summarises the changes during
the reporting period in the amount and composition of the equity of
the local government. For example, it indicates the extent to which
the result for the reporting period and any asset revaluations
recognised during the reporting period have altered equity.

15



Statement of cash flows

STANDARDS

31 The statement of cash flows shall be prepared in accordancewith
Austraian Accounting Standard AAS 28 " Statement of Cash
Flows'.

COMMENTARY

32 The statement of cash flows identifies the sources of cash inflows,
and the items on which cash was expended, during the reporting
period and the cash balance as at the reporting date. It provides
information relevant to an assessment of the future cash
requirements of the local government and the ability of thelocal
government to generate cash inflowsin the future. The statement of
cash flows also assists in the discharge of accountability by the
governing body of the local government for the cash inflows and
cash outflows of the local government during the reporting period.

Specific Issues

Criteria for recognition of assets

STANDARDS

33 An asset of thelocal government shall berecognised in the
statement of financial position when, and only when:

(€)) it isprobablethat the future economic benefitsembodied in
the asset will eventuate; and

b) the asset possesses a cost or other valuethat can be
measured reiably.

COMMENTARY

A The recognition and appropriate classification of assetsin the
statement of financial position informs users of the amount and
types of future economic benefits deployed by the local government
to meet community needs. Thisinformation, together with
information about the other elements of the financial statements, is
useful for assessing the local government's ability to continue to
provide goods and services, whether resources provided to the local
government by ratepayers and government agencies are being
deployed and maintained in the manner intended, and the level of
resources that may need to be provided to the local government in
the future so that it may continue to provide goods and services.

16



37

39

Any assessment of the efficiency with which assets have been
deployed is dependent on information about the full range of assets
deployed.

This Standard requires all assets, including those which yield their
economic benefits over long periods of time (for example, buildings,
monuments, roads, bridges and underground pipes) to be
recognised in the statement of financial position, provided they meet
the asset recognition criteria specified in paragraph 33.

Measurement of assets

STANDARDS

Subject to paragraph 37, acquisitions of assaswhich involve a cost
of acquisition shall be accounted for in accordancewith Australian
Accounting Standard AAS 21" Accounting for the Acquisition of
Assets (including Business Entities)" .

Subject to paragraph 72, assetsacquired at no cost of acquisition,
or for nominal consideration, shall initially berecognised at their
fair valuesas at the date of acquisition.

Revaluations of non-current assets shall, subject to paragraph 39,
be accounted for in accordance with Australian Accounting
Standard AAS 10" Accounting for the Revaluation of Non-Current
Assets' .

Wherea class of depreciable assetsisrevalued, local governments
shall either:

@ credit any accumulated depreciation existing in respect of
that class of assetsimmediately prior to revaluation against
the asset accountsto which it relates, and then increase or
decrease the asset accounts by the amount of therevaluation
increment or decrement; or

b) restate separ ately the grossamount and related
accumulated depreciation of the assets comprising the class
of revalued assets.

COMMENTARY

Newly acquired assets are to be accounted for in accordance with
Australian Accounting Standard AAS 21 "Accounting for the
Acquisition of Assets (including Business Entities)"”, unless
acquired at no cost or for nominal consideration. An acceptable
method of initially recognising assets previously acquired by the
local government which have not been recognised in the statement

17
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of financial positionisto initially recognise them at their written-
down current cost, identifying separately, where possible, their
current cost and any accumulated depreciation. Where a
depreciable asset which has not previously been recognised in the
statement of financial position isinitially recognised, the local
government isrequired by paragraph 42 of Australian Accounting
Standard AAS 4 "Depreciation of Non-Current Assets" to determine
itsinitial carrying amount after taking into account any expired
portion of the asset's useful life.

This Standard prescribes a general requirement that assets which
satisfy the recognition criteriain paragraph 33 and are acquired at no
cost, or for nominal consideration, areinitially to be recognised at
their fair values. Assets acquired for nominal consideration are not
to be recognised initially at that nominal consideration because it
would not provide users with relevant information about the assets
acquired. The specialised nature of an asset and/or the absence of
an orderly market may mean that fair value needs to be approximated
by reference to the lower of the replacement or reproduction cost of
the service potential embodied in the asset. Guidance provided in
Statement of Accounting Practice SAP 1 "Current Cost Accounting”
may assist in determining the replacement or reproduction cost of an
asset.

An exception to the requirement to initially recognise assets
acquired at no cost, or for nominal consideration, at their fair values
applies to assets acquired by a newly constituted local government
by virtue of legislation, ministerial directive or other externally
imposed requirement. In accordance with paragraph 72, these assets
may initially be recognised at the amounts at which they were
recognised by the transferor local government as at the date of the
transfer. This exception to the general requirement acknowledges
that the timing and scale of the externally imposed restructure of
local governments may mean that the costs of remeasuring the
acquired assets at their fair values are greater than the benefits.

Local governments may elect to revalue classes of non-current
assets. Where such revaluations occur, they are, subject to the
requirements of paragraph 39 of this Standard, to be accounted for in
accordance with Australian Accounting Standard AAS 10
"Accounting for the Revaluation of Non-Current Assets". Sub-
paragraph 39(a) conforms with the requirements of AAS 10.
Preparers of general purpose financial reports may apply sub-
paragraph 39(a) or restate separately the gross amount and related
accumulated depreciation of any class of revalued depreciable
assets. Where aclass of depreciable assetsis revalued, local
governments are encouraged but not required by this Standard to
apply sub-paragraph 39(b), such that the gross revalued amounts

18



47

and related accumul ated depreciation of the revalued depreciable
assets are disclosed separately.

An acceptable basis for revaluations of non-current assetsis to
revalue them to their written-down current cost. In respect of the
application of the principles of current cost accounting in the
preparation of financial reports, the accounting profession has
issued Statement of Accounting Practice SAP 1 "Current Cost
Accounting”. For guidance on the determination of the written-
down current cost of an asset, preparers of financial reports should
refer to SAP 1.

Depreciation of non-current assets

STANDARDS

All non-current assetswith limited useful lives shall be depreciated
in accordance with Australian Accounting Standard AAS4
" Depreciation of Non-Current Assets".

COMMENTARY

Depreciation is the expense associated with the consumption or loss
of future economic benefits embodied in non-current assets with
limited useful lives. Recognition of depreciation is necessary for
faithful representation of the cost of the local government's
operations for the reporting period, and of the extent to which that
cost has been recovered from revenues for the reporting period.
Furthermore, the recognition of depreciation is necessary if the
future economic benefits embodied in depreciable assets are not to
be overstated.

This Standard requires that all non-current assets with limited useful
lives be depreciated in accordance with Australian Accounting
Standard AAS 4 "Depreciation of Non-Current Assets". This
requirement applies regardless of funding decisions concerning
those assets.

It is sometimes argued that depreciation should not be recognised in
respect of long-lived assets such as buildings, monuments, roads,
bridges and underground pipes, because they do not wear out. The
view adopted in this Standard is that, with rare exceptions, the future
economic benefits embodied in long-lived assets do expire over time,
notwithstanding proper maintenance. Accordingly, depreciation of
long-lived assetsisto be recognised as an expense, except in
respect of those assets that have unlimited useful lives, such as
most types of land.

Criteria for recognition of liabilities

19



49

51

52

STANDARDS

A liability of thelocal gover nment shall berecognised in the
statement of financial position when, and only when:

(€)) it isprobablethat the future sacrifice of economic benefits
will berequired; and

b) theamount of theliability can be measured rdiably.
COMMENTARY

The recognition and appropriate classification of liabilitiesin the
statement of financial position informs users of the amount and, in
broad terms, the timing of future sacrifices of future economic
benefits that the local government is presently obliged to make to
other entities. Thisinformation is useful to assessments of financial
flexibility, including the ability of the local government to meet its
obligations asthey fall due. Recognition of liabilitiesis necessary if
thefinancial statements are to represent faithfully the equity of the
local government. Where the incurrence of aliability involvesthe
concomitant incurrence of an expense, omission of that liability from
the statement of financial position would cause relevant information
about the performance of the local government to be omitted from
the operating statement.

Agreements equally proportionately unperfor med

STANDARDS

Subject to paragraph 52, a local government may elect not to
recognise assets and liabilities arising from agreementswhich are
equally proportionately unperformed in the statement of financial
position.

Where another Australian Accounting Standard sets out
requirements for the recognition of assets and liabilities arising
from agreements which are equally proportionately unperformed,
therequirements of that Standard shall be applied.



57

COMMENTARY

In practice, assets and liabilities arising from agreements equally
proportionately unperformed that would satisfy the recognition
criteriaset out in this Standard have usually been recognised only in
respect of particular types of such agreements. For many other
agreements, significant uncertainty may exist as to whether the
definitions and recognition criteriawould be satisfied. In addition,
substantial difficulties may arise in determining areliable and
appropriate measure for assets and liabilities which may arise from
these agreements. These difficulties are reflected in the fact that
recognition of all assets and liabilities which arise from these
agreements and satisfy the criteriafor recognition would represent a
fundamental change to existing reporting practicesin Australiaand
in overseas jurisdictions.

Requirements in an Australian Accounting Standard for the
recognition of assets and liabilities in respect of agreements equally
proportionately unperformed would continue to apply. An example
of a Standard which sets out requirements in respect of the
recognition of assets and liabilities arising from atype of agreement
that is equally proportionately unperformed is Australian
Accounting Standard AAS 17 "Accounting for Leases".

Local governments are encouraged to disclose the nature of assets
and liabilities arising from agreements which are equally
proportionately unperformed, as thisinformation is useful to users
for assessing the financial position of alocal government. Local
governments are al so encouraged to disclose the amounts involved
in each of these agreementsto the extent that these amounts can be
measured reliably.

Criteria for recognition of revenues and expenses

STANDARDS

A revenue of thelocal gover nment shall berecognised in the
operating statement in the deter mination of theresult for the
reporting period when, and only when:

@ it isprobablethat theinflow or other enhancement or saving
in outflows of future economic benefits has occurred; and

b) theinflow or other enhancement or saving in outflows of
futur e economic benefits can be measured reliably.

An expense of thelocal gover nment shall berecognised in the

oper ating statement in the deter mination of theresult for the
reporting period when, and only when:
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@ it isprobablethat the consumption or loss of future
economic benefitsresulting in areduction in assets and/or
an increasein liabilities has occurred; and

b) the consumption or loss of future economic benefits can be
measured reliably.

COMMENTARY

Recognition of the revenues generated and expenses incurred by the
local government during the reporting period provides users with
information relevant to an assessment of its performance during that
period. Theinformation will be useful for identifying the costs of
goods and services provided by the local government, and
recoveries of those costs, during the reporting period. The
information is useful when assessing the efficiency of service
delivery, the resources necessary to enable the local government to
continue to provide goods and servicesin the future and the likely
cost of those goods and services. Assuch, theinformationis
relevant to decisions about such mattersas the likely funding
requirements of the local government.

Contributions

STANDARDS

Contributions other than contributions by ownersshall be
recognised asrevenues when thelocal gover nment obtains control
over the assets comprising the contributions.

Non-reciprocal transfers

COMMENTARY

Contributionsto alocal government are non-reciprocal transfers to
thelocal government, and typically are received in the form of
voluntary transfers such as grants and donations, and involuntary
transfers such asrates and fines. Contributions are non-reciprocal
in the sense that the local government is not required to give
approximately equal value in exchange directly to the contributor.

Reciprocal transfers are inter-entity transfersin which the transferor
and transferee directly receive and sacrifice approximately equal
value. For atransfer to bereciprocal, it isnot sufficient that the
transferor receives benefit indirectly asaresult of the transfer. For
example, when agovernment provides agrant to alocal government,
it does not receive value directly in exchange, although it (or those it
represents) would indirectly receive abenefit asaresult of thelocal
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government deploying the grant in providing goods or services to
beneficiaries which the grantor government represents. Examples of
reciprocal transfers are sales of goods and services, the provision of
loan funds, and the provision of employee services.

While involuntary transfers to local governments will normally result
inthe provision of goods or servicesto the transferors, because the
transfers are involuntary, receipt and sacrifice of approximately equal
value would occur only by coincidence. For example, local
governments are not obliged to provide commensurate benefits, in
the form of goods or services, to particular ratepayersin return for
their rates.

It isimportant to distinguish contributions by owners from other
contributions. For example, it may be argued that contributions
which are provided on the condition that they be expended on
assets which increase the capacity of the local government to
provide particular services should be classified as equity
contributions. However, such contributions would be contributions
by owners as defined in paragraph 12 only where the contributor
establishes by way of the contribution afinancial interest in the net
assets of thelocal government which conveys entitlement to a
financial return on the contribution and/or can be sold, transferred or
redeemed.

Accounting for_contributions

COMMENTARY

This Standard requires contributions other than contributions by
ownersto be recognised as revenues when the local government
obtains control over the assets comprising the contributions,
irrespective of whether conditions are imposed on the local
government's use of the contributions.

Receipt of contributions does not giveriseto aliability asdefined in
paragraph 12. For transfersto an entity to create a present
obligation on that entity to make future sacrifices of economic
benefitsto particul ar external parties, the transfers must be
reciprocal.

The receipt of contributions imposes a fiduciary responsibility on
the governing body of the local government to use the contributed
assets efficiently and effectively in pursuing the objectives of the
governing body of the local government. Thisfiduciary
responsibility pertainsto all of the local government's assets, not
only those in respect of which there are contributor-imposed
restrictions, and does not of itself create a present obligation on the
local government to make areciprocal transfer of economic benefits.
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On the other hand, if assets are provided to alocal government on
the condition that the local government isto make areciprocal
transfer of economic benefits, and that reciprocal transfer has not
occurred prior to the reporting date, the local government will have a
liability. Anexample of such areciprocal transfer is where a user
chargeis provided to alocal government in advance for repairsto a
private road, where the charge would be repayable directly to the
provider or providersif the works were not performed.

Control over assets acquired from rates would be obtained at the
commencement of the rating period or, where earlier, upon receipt.
Control over granted assets would normally be obtained upon their
receipt or upon prior notification that a grant has been secured, and
the timing of commencement of that control will depend upon the
arrangements that exist between the grantor and the local
government.

A liability and an expense would need to be recognised in respect of
acontribution if and when, after recognition of the contribution as
revenue, the local government fails to meet the specific conditions
attaching to the contribution and the amount is required to be
repaid. In these circumstances, the local government has a present
obligation to acreditor that has arisen as aresult of apast event,
namely, the failure of the local government to meet the conditions for
retention of the contribution.

A local government may on occasions receive contributions by
owners as defined in paragraph 12, such asinvestmentsin the
capital of companies controlled by the governing body of the local
government. Such contributions would need to be recognised as
contributions of equity in the statement of changesin equity.

Accounting for a restructure of local governments

STANDARDS

Whereassetsand liabilitiesaretransferred to alocal government
from another local government at no cost, or for nominal
consideration, pursuant to legislation, ministerial directive or
other externally imposed requirement, the transfereelocal

gover nment shall recognise:

@ assetsand revenuesin respect of those assets; and

b) liabilitiesand expensesin respect of thoseliabilities.

24



72

73

74

75

Assetstransferred to alocal government from another local
government at no cost, or for nominal consider ation, by virtue of
legislation, ministerial directive or other externally imposed
requirement shall berecognised initially either at theamounts at
which the assets wer e recognised by the transferor local
government asat the date of thetransfer, or at their fair values.

COMMENTARY

A restructure of local governmentsinvolvesthe transfer of assets
and liabilities of alocal government to another local government, at
no cost or for nominal consideration, by virtue of legislation,
ministerial directive or other externally imposed requirement. This
givesriseto assets, liahilities, revenues and expenses of the
transferee local government. A restructure of local governments
may take the form of anew local government being constituted and
other local governments being abolished as aresult of a State
government's policy to effectively amalgamate a number of local
governments.

A restructure of local governmentsinvolvesachangein the
resources controlled by the local governmentsinvolved in the
restructure. Thetransferor local government will decrease its assets
by the carrying amount of the assets transferred. The transferred
assetswill usually be recognised by the transferee at their carrying
amounts in the books of the transferor at the time of the transfer.
Such amounts provide a practical basis for recognising the transfer
of assets, particularly when many assets are involved, asis usually
the casein arestructure of local governments. However, the
recognition of transferred assets at fair value is permitted by this
Standard.

Therestructures of local governments referred to in paragraphs 73
and 74 do not involve transfers between the local government and
its ownership group but give rise to revenues and expenses which
are recognised in the operating statement.
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Disclosuresin General Purpose Financial Reports

76

78

79

81

Classification according to nature or type

STANDARDS

Assets, liabilities, revenues and expenses shall be classified
according totheir natureor typein the general purposefinancial
report by way of note or otherwise. In addition, assetsand liabilities
shall be classified into current and non-current categories.

Each class of equity shall be disclosed separ ately, by way of note or
otherwise.

Assetsand liabilitiestransferred during thereporting period and
recognised in accor dance with paragraph 71 shall bedisclosed
separ ately, by class, by way of note or otherwise, and the transferor
local government shall beidentified.

Revenues and expenses recognised in accor dance with paragraph
71 shall bedisclosed in the operating statement on a net basis.

COMMENTARY

Classification of assets, liabilities, revenues and expenses according
to their nature or type assists users in identifying significant
characteristics of the performance, financia position, financing and
investing, and compliance of the local government. The nature or
type of those elements of financial statements may encompass a
number of characteristics, and accordingly, there are anumber of
ways in which classifications of those elements can be made. An
exampl e of these disclosuresis provided in theillustrative general
purpose financial report in Appendix 1 to this Standard. Functional
classifications of revenues and expenses in the operating statement
may be employed in conformity with the requirements of this
Standard.

Classification of assets on the basis of their nature or type may be
made according to such matters astheir liquidity, marketability,
financial risk, physical characteristics, and the expected timing of
cash flowsto be derived from them.

Classification of liabilities on the basis of their nature or type may be
made according to such matters as the expected timing of their
satisfaction, their sources, and the extent to which they are secured
by means of alegal claim on specified assets or assetsin general.
Classification of revenues and expenses according to their nature or
type may be made to enable usersto identify such matters as:
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€) the major financial characteristics of the local government's
operations for the reporting period, for example the costs of
services provided by employees, the interest expense, and
the_rec;i)ai rs and maintenance expense, for the reporting
period;

(b)  thevariability of revenues and expenses; and

(©) the dependence of the local government on particular types
of revenues, such as grants and rates, to enableit to provide
goods and services to constituents.

Equity can be classified on a number of bases, for example by source
or by nature. Examples of classes of equity include accumulated
surplus/deficiency, contributed equity, asset revaluation reserve and
asset replacement reserve.

The disclosures required by paragraph 78 will assist usersto identify
the assets and liabilities recognised as aresult of arestructure
separately from other assets and liabilities and to identify the
transferor local government. In addition, the disclosures required by
paragraph 79 will assist usersto identify separately the gain or loss
which results from arestructure of local governments.

Classification according to function or activity

STANDARDS

In respect of each broad function or activity of the local government,
the general purposefinancial report shall disclose:

@ by way of note:

0] the nature and objectives of that function/activity;
and

(i) the carrying amount of assetswhich arereliably
attributableto that function/activity; and

b) by way of note or otherwise:

0] revenuesfor thereporting period which are
reiably attributableto that function/activity, with
component revenuesfrom related grants disclosed
separ ately asa component thereof; and

(i) expensesfor thereporting period which are
reliably attributableto that function/activity.
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Theinformation provided by way of notein accordancewith

par agr aph 86 shall be aggregated and reconciled to agree with the
related information in thefinancial statements of thelocal

gover nment.

COMMENTARY

This Standard requires disclosure of information about the assets,
revenues and expenses of the local government according to the
broad functions or activities of the local government, whether they
be related to service delivery or undertaken for commercial
objectives. Disclosure of thisinformation assists usersin
identifying the resources committed to particul ar functions/activities
of the local government, the costs of service delivery which are
reliably attributable to those functions/activities, and the extent to
which the local government has recovered those costs from
revenues which are reliably attributable to those functiong/activities.
Function/activity classification of financial information will also
assist usersin assessing the significance of any financial or non-
financial performance indicators reported by the local government.

Australian Accounting Standard AAS 16 "Financial Reporting by
Segments" is not applicable to local governments. The bases
considered appropriate for identifying broad functions or activities
of local governments would not necessarily accord with the criteria
for identification of segments contained in that Standard. However,
preparers of financial reports may find that the guidance contained
in that Standard is useful in identifying the revenues, expenses and
assetswhich arereliably attributable to the broad functions or
activities of the local government. A n example of the disclosures
reguired in respect of the broad functions or activities of the local
government is provided in theillustrative general purpose financial
report in Appendix 1 to this Standard.

Restricted assets
STANDARDS

I'n respect of assets which arerecognised in the statement of
financial position, the general purposefinancial report shall
identify, by way of note, those assetsthe uses of which are
restricted, wholly or partially, by regulationsor other externally
imposed requirementswherethoserestrictionsarerelevant to
assessments of the performance, financial position or financing and
investing of thelocal government. Thetotal and restricted amounts
of those assets shall be disclosed, together with details of the nature
and extent of thoserestrictions.

COMMENTARY
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Information about particular restrictions imposed by regulations or
other externally imposed requirements on the manner in which alocal
government can deploy some of its assets may be relevant to
assessments of such matters asthe local government's capacity for
adaptation or capacity to generate investment revenues. As such,
information about the restrictions may be relevant to assessments of
the performance, financial position or financing and investing of the
local government. Examples of such restrictions are where assets
controlled by alocal government may be permitted to be spent, or
invested, only in certain specified manners; or may be required to be
held in a particular form for a specified minimum period.

Conditions on contributions

STANDARDS

Thegeneral purposefinancial report shall disclose separately by
way of note:

@ contributions recognised as revenues during the reporting
period in respect of which expenditurein a manner specified
by a contributor had yet to be made asat thereporting date;

(b) contributions recognised as revenues during the reporting
period which were provided specifically for the provision of
goodsor servicesover afutureperiod;

(© contributions recognised as revenues during the reporting
period which were obtained in respect of a future rating
period identified by the local government for the purpose of
establishing arate;

d the nature of the amounts referred to in sub-paragraphs
92(a), (b) and (c)and, in respect of sub-paragraphs 92(b) and
(c), the periodsto which they relate; and

(e contributions recognised as revenues in a previous

reporting period which were obtained in respect of the
current reporting period.
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COMMENTARY

Where alocal government receives contributions on the condition
that the related assets shall be expended in a particular manner or
used over a particular period, and those conditions are undischarged
in part or in full as at the reporting date, there will exist astrong
fiduciary responsibility on the governing body of the local
government in respect of the deployment of those contributed
assets. Those fiduciary responsibilities do not constitute liabilities
of thelocal government. However, information about them is likely
to be relevant to users of the local government's general purpose
financial report, particularly in assessing the local government's
performance and the discharge of accountability by the governing
body of thelocal government. In addition, disclosure of
contributions recognised as revenues in a previous reporting period
which were provided specifically in respect of the current reporting
period will provideinformation relevant to users' assessments of the
local government's recovery of the cost of goods and servicesit has
provided during the current reporting period.

Capital expenditure commitments

STANDARDS

The general purposefinancial report of alocal government shall
disclose, by way of note, capital expenditure commitments
contracted for asat thereporting date and which have not been
recognised asliabilitiesin the statement of financial position. The
note shall disclose these commitmentsin thefollowing time bands,
according to thetime which is expected to elapse from thereporting
datetotheir expected date of payment:

@ not longer than 1 year;

b) longer than 1 and not longer than 2 years;

(© longer than 2 and not longer than 5years; and

(d) longer than 5years.

Reporting on compliance

STANDARDS

Thegeneral purposefinancial report shall disclosethe natureand
probablefinancial effect of any non-compliance by the local

gover nment with exter nally imposed requirementswhich has
occurred and which isrelevant to assessments of the local
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gover nment's per for mance, financial position or financing and
investing.

COMMENTARY

Local governments are subject to arange of legislative and other
externally imposed requirements governing their operations.
Knowledge of non-compliance with such requirements may affect
users assessments of the local government's performance, financial
position or financing and investing. For example, non-compliance
with borrowing limits or spending mandates may affect the ability of
the local government to raise funds from a particular sourcein the
future and/or to continue to provide the same level of goods and
servicesin the future.

Users are unlikely to require detailed information demonstrating
whether there has been compliance with each of those requirements,
disclosure of that information typically would result in preparation of
voluminous reports which may hinder users from satisfying their
other information needs. Users should be able to presume that, in
the absence of disclosuresto the contrary, the local government has
complied with all externally imposed requirementsin respect of
which non-compliance would be relevant to assessments of the local
government's performance, financial position or financing and
investing.

Performance indicators

STANDARDS

Wher e performanceindicatorsareincluded in the general purpose
financial report, such information shall satisfy the concepts of
relevance and rdiability, and be presented in a manner which
satisfies the concepts of compar ability and under standability.

COMMENTARY

The primary objective of local governmentsis the provision of
goods and services to members of the community, and not the
generation of profits. Therefore, non-financial aswell asfinancial
measures of performance will be relevant to assessments of the
economy, efficiency and effectiveness of local governmentsin
achieving their objectives. This Standard does not require local
governments to report non-financial measures of performance.
However, local governments are encouraged to report non-financial
performance indicators which assist users in assessing the local
government's performance in meeting its governing body's
objectives.
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Freguency, Timeliness and Availability of General Purpose Financial
Reports

STANDARDS

100  Thegeneral purposefinancial report of alocal gover nment shall be
prepared at least annually and be madereadily availableto userson
atimely basis. Thelocal government shall publicly inform the local
gover nment community of the availability of thereport.

COMMENTARY

101  If each local government isto satisfy the objective of general
purpose financial reporting referred to in paragraph 9, it is necessary
that it take reasonabl e steps to ensure that the local government
community isinformed on atimely basisthat thelocal government's
general purpose financial report has been prepared and is readily
available. Such action would probably involveinclusion of public
noticesin thelocal press and/or letterbox distribution of notices.
Ready availability of general purpose financial reports to users
impliesthat any charges for such reports would not be of such
amount that they would deter interested persons from obtaining the
reports.

102 Itisrecommended that the general purpose financial report of the
local government should form part of, or be prepared to beread in
conjunction with, an overall report of the governing body. That
report may usefully include commentary on the policies, objectives
and achievements of the governing body, highlight significant
features of the operations of the local government, and identify any
recent changes to those operations. It may also usefully include a
formal statement by the governing body as to the fairness of
presentation of the general purpose financial report of the local
government in accordance with the requirements of this Standard.

103  Financial information may loseits relevance if thereis undue delay in
its reporting, because users may need to make decisionsin the
absence of that information. Therefore, this Standard requires that
the general purpose financial report of alocal government be made
availableto userson atimely basis.
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Compar ative | nformation

104

105

STANDARDS

Subject to paragraph 105, the financial report shall disclose
information for the preceding corresponding reporting period
which correspondsto the disclosur es specified for thereporting
period.

Compar ative amounts need not be disclosed:

(€)] in thefirst general purposefinancial report after the
establishment of the local gover nment; and

(b) on initial application of this Standard, to the extent that:
(i) the general purpose financial report has been
prepared on a different basis to the report for the
preceding corresponding reporting period;

(i) the Standard requires initial adoption of particular
disclosures; or

(iii) disclosur e of theinformation isimpracticable.

Initial Application

106

107

STANDARDS

Subject to paragraphs 108, 115 and 122, wher e the accounting
policiesrequired by this Standard are not already being applied as
at the beginning of thereporting period to which this Standard is
first applied, they shall be applied asat that date. Wherethisgives
risetoinitial adjustmentswhich would otherwise berecognised in
the operating statement, the net amount of those adjustments shall,
in accordancewith Australian Accounting Standard AAS 1" Profit
and Lossor other Operating Statements', be adjusted against
accumulated surplus/deficiency or itsequivalent asat the
beginning of thereporting period to which this Standard isfirst
applied.

COMMENTARY

Where application of this Standard leads to initial adoption of
accrual accounting, the assets, liabilities and equity of the local
government as at the beginning of the reporting period of initial
adoption are to be determined and recognised, so that the operating



statement will faithfully represent the revenues and expenses for that
reporting period.

Transitional Provisions

108

109

110

Recoagnition of certain assets

STANDARDS

From the beginning of thereporting period to which this Standard
isfirst applied, until the beginning of thefirst reporting period
ending on or after 1 July 1996, transitional provisions shall apply.
Under those provisions, local gover nments, while encouraged to
apply thefull provisions of this Standard, may elect instead not to
recognise as assetsin the statement of financial position those
assets:

@ which have been acquired prior to the beginning of the
reporting period to which this Standard isfirst applied; and

b) in respect of which significant practical problemswould
arisein determining areliable measure of a carrying
amount.

Duringthetransitional period, where alocal government, pursuant
to paragraph 108, elects not to recognise assetsin the statement of
financial position, thelocal gover nment shall disclose, by way of
note, those types of assets and the accounting policy adopted in
respect of them.

Whereassetsreferred toin paragraph 108 arefirst recognised in
the statement of financial position during thetransitional period
specified in paragraph 108 or during thefirst reporting period that
endson or after 1 July 1996, the net amount of the resultant
adjustments shall be adjusted against accumulated
surplug/deficiency in thereporting periodsin which the assets are
first recognised. If, subsequently, therecognised amounts of these
assetsarerevised during thetransitional period specified in
paragraph 108 to reflect areassessment of thefactorsused to
deter mine those recognised amounts, the net amount of the
resultant adjustments shall be adjusted against accumulated
surplus/deficiency in thereporting periodsin which the recognised
amountsarerevised.
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COMMENTARY

This Standard requires all assets which satisfy the criteriafor
recognition in the statement of financial position to be recognised
accordingly and, if they are depreciable assets, to be depreciated.

To provide an adequate period for local governments to address
practical issues relating to implementation of this policy, this
Standard contains transitional provisions for phased implementation
of this policy for those assets which have been acquired prior to the
operative date of this Standard or, where earlier, the beginning of the
reporting period to which this Standard isfirst applied, and in
respect of which significant practical problemswould arisein
determining areliable measure of a carrying amount. For a particular
local government, the types of assets that may be so regarded would
depend on factors such as the completeness of asset registers and
other accounting records, the extent of an asset's similarity to assets
deployed by other local governments, and the period which has
elapsed since the asset was acquired. Types of assets that may be
so regarded may include, but would not be limited to: roads, streets
and bridges; water, sewerage and electricity systems infrastructure;
monuments and historic buildings; parks and gardens; and channels
and flood mitigation works.

In respect of the types of assets referred to in paragraph 108, this
Standard provides atransitional period from the beginning of the
reporting period to which this Standard isfirst applied, until the
beginning of the first reporting period ending on or after 1 July 1996,
during which time accounting for those assets in accordance with
the full provisions of this Standard may be phasedin. Local
governments are strongly encouraged, at the earliest possible time,
to recognise all assets and, if they are depreciable assets, to
depreciate them. Inthe event that assets of the typereferredtoin
paragraph 108 are recognised during the transitional period at an
amount which is subsequently, but still within the transitional
period, adjusted in the light of areassessment of the factors used to
determine those recognised amounts, for example, valuation or
recognition errors or changes in valuation methodologies, this
Standard requires the adjustment to be made against accumul ated
surplus/deficiency. Thisreguirement is consistent with one of the
Standard's key objectivesthat all assets of the local government are
appropriately recognised by the end of the transitional period.

Where some but not all assets within a class of assets satisfy the
criteriain paragraph 108, local governments may, during the
transitional period, elect not to recognise those assets while
recognising and, where applicable, depreciating the remainder of the
assets within that class. In particular, local governments which avail
themselves of the transitional provisions may choose to employ
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such apolicy while they progressively adopt the full requirements of
this Standard.

During the transitional period, where alocal government, pursuant
to paragraph 108, elects not to recognise assets in the statement of
financial position, the local government is required by paragraph 109
to disclose those types of assets and the accounting policy adopted
in respect of them, for conformity with Australian Accounting
Standard AAS 6 "Accounting Policies'. These disclosures should
assist users in assessing, during the transitional period, the nature
and possible extent of those resources deployed by the local
government in the provision of goods and services which have not
been recognised and, where applicable, depreciated. Assuch, these
disclosures should facilitate better-informed assessments of the
local government's financial position and performance during the
transitional period.

Land under roads

STANDARDS

From the beginning of thereporting period to which this Standard
isfirst applied, until theend of thefirst reporting period ending on
or after 30 June 2000, transitional provisionsshall apply. Under

those provisions, local gover nments, while encouraged to apply the
full provisions of this Standard, may elect instead not to recognise
land under roadsasan asset in the statement of financial position.

Duringthetransitional period, where alocal gover nment elects not
torecogniseland under roads asan asset in the statement of
financial position, it shall disclosethat policy in the summary of
accounting policies.

Whereland under roadsisfirst recognised in the statement of
financial position, or itsrecognition isdiscontinued, during the
transitional period specified in paragraph 115, the net amount of
theresultant adjustments shall be adjusted against accumulated
surplus/deficiency in thereporting periodsin which the assetsare
first recognised or their recognition isdiscontinued. If,
subsequently, the recognised amounts of land under roadsare
revised during thetransitional period specified in paragraph 115to
reflect a reassessment of the factorsused to deter mine those
recognised amounts, the net amount of theresultant adjustments
shall be adjusted against accumulated surplug/deficiency in the
reporting periodsin which therecognised amountsarerevised.
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COMMENTARY

A number of local government practitioners and members of the
valuation profession have expressed concernsthat areliable
measure of acarrying amount for land under roads controlled by
local governments can seldom be determined, because of the unique
features of land under roads. Because of these concerns, which are
unlikely to be resolved in the short term, this Standard provides
transitional provisionsfor the recognition of land under roads as an
asset. Land under roadsis defined in paragraph 12.

Thetransitional provisions set out in paragraph 115 allow local
governments to choose whether to recognise land under roads as an
asset during the transitional period. Their purposeisto provide an
adequate period within which interested parties can address whether
and, if so, how concerns about reliable measurement of land under
roads can be overcome.

These transitional provisions principally extend the transitional
provisions set out in paragraphs 108 to 114, as they apply to land
under roads.

Local governments are encouraged to recognise land under roads as
an asset wherever it can be measured reliably (for example, where
land under roads has been acquired at a cost of acquisition).

Controlled operations with different reporting periods

STANDARDS

From the beginning of thereporting period to which this Standard
isfirst applied, until the beginning of thefirst reporting period
ending on or after 1 July 1996, transitional provisionsshall apply.
Under those provisions, the governing body of alocal gover nment,
while encouraged to apply thefull provisions of this Standard, may
elect instead to prepare general purposefinancial reportsfor the
local gover nment which exclude an entity controlled by the
governing body of thelocal government wherethat entity mugt,
under legidation, ministerial directive or other externally imposed
requirement, prepare general purpose financial reportsfor
reporting periods that differ from thereporting periodsfor which
the general purposefinancial reports of the local gover nment must
be prepared.

Wherealocal government, pursuant to paragraph 122, electsnot to

apply thefull provisions of this Standard, the generd purpose
financial reports of thelocal gover nment shall:
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€)] disclose, by way of note, a description of that entity and the
reason for not including it in the general purpose financial
reports; and

b) have attached the most recent general pur posefinancial
report for that entity made availableto the local government.

COMMENTARY

In some jurisdictions the governing bodies of local governments
control operations, such as electricity supply undertakings, which
have reporting periods determined by legislation, ministerial
directive or other externally imposed requirement that differ from the
reporting periods for which the local governments must prepare
general purpose financial reports. The requirement explained in
paragraph 18, that each of the financial statementsincluded in the
genera purpose financial report of alocal government isto
encompass all of the operations controlled by the governing body of
the local government, may necessitate the preparation of an interim
financial report in respect of the controlled operations or such other
appropriate adjustments as may be necessary to prepare the general
purpose financial report for the local government asif the reporting
periods were the same. The purpose of the transitional provisions
set out in paragraphs 122 and 123 isto provide local governments,
and those responsible for legislation, ministerial directives or other
externally imposed requirements concerning the preparation of
general purpose financial reports of local governments, with an
adequate period to develop requirements and processes to
overcome difficulties arising from different reporting periods for
different operations of those local governmentsin a cost effective
manner.



APPENDIX 1

EXAMPLE OF A GENERAL PURPOSE FINANCIAL REPORT FORA
LOCAL GOVERNMENT

This Appendix forms part of the commentary and is provided for illustrative
purposesonly. It does not attempt to illustrate every possible disclosure
that may be appropriate to the circumstances of particular local
governments. Other methods of presentation may equally comply with the
accounting standards set out in this Standard. For example, local
governments may choose to adopt aformat for the statement of financial
position that, consistent with the entity approach tofinancial reporting,
reportstotal assets as compared with total liabilities and equity. In
addition, local governments may choose to classify itemsin the operating
statement on afunctional basis.



EXPENSES

Employee costs

Materials and contracts
Depreciation and amortisation
I nterest

Other

REVENUES

Rates - generd
- water

User charges
I nterest
Other

Grants provided for:
acquisition of assets
other purposes

Donations

Gain on Disposal of
Developed Land

Gain on Disposal of Plant
and Equipment

CHANGE IN NET ASSETS
RESULTING FROM
OPERATIONS

Municipality of XYZ

Operating Statement
for thereporting period ended 30 June 19X 1

Note
3

19X1

$000

(1,956)
(1,951)
(1,027)
(345)
(513)

$000

(5,792)

5,690

204

105

I

19X0

$000

(1,794)
(1,970)
(964)
(310)

$000

(471) (5,509)

5,533
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Municipality of XYZ

Statement of Financial Position asat 30 June 19X 1

CURRENT ASSETS
Receivables
Land held for resae
Investments
Other

TOTAL CURRENT ASSETS
CURRENT LIABILITIES

Bank overdraft

Creditors and provisions

Loans

TOTAL CURRENT LIABILITIES

NET CURRENT ASSETS

NON-CURRENT ASSETS
Land held for resae
Investments
Other

TOTAL NON-CURRENT ASSETS
NON-CURRENT LIABILITIES

Creditors and provisions

Loans

TOTAL NON-CURRENT
LIABILITIES

NET ASSETS
EQUITY

Accumulated surplus

Reserves

TOTAL EQUITY

41

Note

9
10
11
12

13

10
11
15

13

17

19X1

$000

324
614
403
215

425
632
27,737

263
9,982

15,744
3,240

$000

1,556

28,794

18,984

19X0
$000 $000

188
472
377
198

1,235

271
530

835

400
190
403
21,381

21,974

255
3,342

15,745
3,032

18777



Municipality of XYZ

Statement of Changesin Equity
for thereporting period ended 30 June 19X1

Asset Asset
Accumulated Revaluation Replacemen
Total Surplus Reserve* t Reserve*
19X1 19X0 19X1 19X0 19X 19X 19X1 19X
$000 $000 $'000 $'000 1 0 $000 0
$00 $00 $00
0 0 0
Balance at
beginning of
reporting period 18,77 18,11 15745 15724 2,705 2,154 327 240
7 8
Change in net
assets resulting
from operations 207 108 207 108 — — — —
Transfers to
reserves — 551 (438) 87) — 551 438 87
Transfers from
reserves — — 230 — — — (230) —
Balance at end of
reporting period 18,98 18,77 15,744 15745 2,705 2,705 535 327
4 7

* For further information, refer to Note 17
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Municipality of XYZ

Statement of Cash Flows
for thereporting period ended 30 June 19X1

Note

Cash flows from operating activities
Payments
Employee costs
Materials and contracts
Interest
Other
Receipts
Rates
User charges
Interest
Other
Net cash used in operating
activities 19
Cash flows from investing activities
Payments
Purchase of land and buildings
Purchase of land held for resale
Purchase of plant, equipment and
library books
Purchase of investments
Purchase of roads, streets and
bridges
Purchase of water, sewerage and
drainage works
Receipts
Proceeds from sale of plant,
equipment and land held for
resde
Net cash used in investing
activities
Cash flows from financing activities
Proceeds from borrowings 21

Repayment of borrowings
Net cash provided by financing
activities
Cash flows from government
Receipts from appropriations/grants
Recurrent
Capital
Net cash provided by
government
Net (decrease) increase in cash held
Cash at the beginning of the reporting
period

Cash at the end of the reporting period 18

19X1
$000  $000
(1,915)
(1,834)
(484)
(492)
1,833
479
117
_ 53
(2,243)
(6,104)
(921)
(676)
(255)
(472)
(269)
1,130
(7,567)
6,695
(11)
6,684
2,465
_567
3.032
(94
_(14)
=(108)

19X0
$000 $000
(1,764)
(1,878)
(414)
(453)
1,685
462
101
_ 3
(2,224)
(1,295)
®
(228)
EZ
(344
(285)
504
(1,656)
873
873
2,454
601
3.055
48
(62)
=14



Municipality of XYZ

Notesto the Financial Statements
for thereporting period ended 30 June 19X 1

Significant Accounting Policies
(a)  Thelocal government reporting entity

All Funds through which the Council controls resourcesto carry onits
functions have been included in the financial statements forming part of this
financial report.

In the process of reporting on the local government as a single unit, all
transactions and bal ances between those Funds (for example, loans and
transfers between Funds) have been eliminated.

Trust Funds

Thelocal government has received rent monies as an agent for the State
Ministry of Housing. Asthelocal government performs only acustodial
role in respect of these monies, and because the monies cannot be used for
Council purposes, they are excluded from the financial statements.

Amounts received as tender deposits and retention amounts controlled by
Council areincluded in the amount disclosed as "creditors" within current
liabilities.

(b)  Basisof accounting

Thisfinancial report has been prepared in accordance with applicable
Australian Accounting Standards. It has been prepared on the accrual
basis under the convention of historical cost accounting, with the exception
that:

@) non-current assets other than investments and land held for resale
are revalued to their current cost less accumulated depreciation at
least every 3 years; and

(i) assets acquired at no cost of acquisition, or for nominal
consideration, are initially recognised at their fair values as at the
date of acquisition.

The accounting policies adopted for the reporting period are consistent
with those of the previous reporting period.

(c) Depreciation of non-current assets



All non-current assets having alimited useful life are systematically
depreciated over their useful livesin amanner which reflects the
consumption of the future economic benefits embodied in those assets.

Depreciation isrecognised on a straight-line basis, using rates which are
reviewed each reporting period. Major depreciation periods are:

Bridges - timber 30 to 40 years
- steel and concrete 80 to 100 years
Buildings 30 to 50 years
Main drains and water
retarding basins 75 to 85 years
Plant and equipment 5to 15 years
Sealed roads and streets:
construction 20 to 40 vyears

original surfacing and
major re-surfacing

- bituminous seals 7 to 10 years
- asphalt surfaces 15 to 20 years
Unsealed roads 5to 10 years
Sewerage piping 90 to 100 years
Water supply piping 65 to 95 years

(d)  Employee entitlements

Employee entitlements are accrued for items such as wages and salaries,
annual leave, sick leave and long service leave in respect of services
provided by employees up to the reporting date. Liabilitiesfor employee
entitlements are assessed as at each reporting date. Liabilities for wages
and salaries, annual leave and sick leave are measured at their nominal
amounts, using remuneration rates current as at the reporting date.

Liabilitiesfor long service leave are measured as the present value of the
estimated future cash outflows to be made by the local government in
respect of services provided by employees up to the reporting date. The
interest rates attaching, as at the reporting date, to Commonwealth
Government guaranteed securities are used to discount the estimated future
cash outflows to their present value.

The superannuation expense for the reporting period is the amount of the
statutory contribution the local government makes to the superannuation
plan which provides benefits to its employees. Details of those
arrangements are set out in Note 14.

(e Investments

Investments are valued at cost. Interest revenues are recognised as they
accrue.



0] Land held for resale

Land purchased for development and/or resale is valued at the lower of cost
and net realisable value. Cost includes the cost of acquisition, devel opment
and interest incurred on the financing of that land during its development.
Interest and other holding chargesincurred after development is complete
are recognised immediately as expenses.

Revenue arising from the sale of property is recognised in the operating
statement as at the time of signing a binding contract of sale.

(9) Leases

Thelocal government's rights and obligations under finance leases, which
areleasesthat effectively transfer to the local government substantially all
of therisks and benefits incident to ownership of the leased items, are
initially recognised as assets and liabilities equal in amount to the present
value of the minimum |ease payments. The assets are disclosed as plant
and equipment under lease, and are amortised to expense over the period
during which the local government is expected to benefit from use of the
leased assets. Minimum lease payments are allocated between interest
expense and reduction of the lease liability, according to the interest rate
implicit in the lease.

Leaseliahilities are allocated between current and non-current components.
The principal component of |ease payments due on or before the end of the
succeeding year is disclosed as a current liability, and the remainder of the
lease liability is disclosed as a non-current liability.

In respect of operating leases, where the lessor effectively retains
substantially all of the risks and benefitsincident to ownership of the |eased
items, lease payments are charged to expense over the lease term.

(h)  Joint venture

Thelocal government'sinterest in ajoint venture has been recognised in
thefinancial statements by including its share of any assets, liahilities,
revenues and expenses of the joint venture within the relevant items
reported in the statement of financial position and operating statement.
Information about the joint ventureis set out in Note 16.

) Rates, grants, donations and other contributions

Rates, grants, donations and other contributions are recognised as
revenues when the local government obtains control over the assets
comprising the contributions. Control over assets acquired from ratesis
obtained at the commencement of the rating period or, where earlier, upon
receipt of the rates. Control over granted assets is normally obtained upon
their receipt or upon prior notification that a grant has been secured, and
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the timing of commencement of control depends upon the arrangements
that exist between the grantor and the local government.

Unreceived contributions over which the local government has control are
recognised as receivables. Inrespect of uncollected rates, provisionis
made for amounts considered uncollectible.

Where contributions recognised as revenues during the reporting period
were obtained on the condition that they be expended in a particular manner
or used over a particular period, and those conditions were undischarged as
at the reporting date, the nature of and amounts pertaining to those
undischarged conditions are disclosed in Note 6. That note also discloses
the amount of contributions recognised as revenuesin a previous reporting
period which were obtained in respect of the local government's operations
for the current reporting period.
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2.(a) Functions/Activities of the Municipality

EXPENSES
REVENUES

Grants
Other

Total

CHANGE IN
NET ASSETS
RESULTING
FROM
OPERATIONS

Revenues, expenses and assets have been attributed to the following
functions/activities are set out in Note 2(b).

ASSETS

LAW, ORDER COMMUNITY | RECREATION
& PUBLIC HEALTH WELFARE HOUSING AMENITIES &
SAFETY CULTURE

19X1  19X0[ 19X1 19X0| 19X1 19X0| 19X1 19X0| 19X1 19X0[ 19X1 19X0

$000 $000| $000 $000| $000 $000( $000 $000| $000 $000| $000 $000
80 77 66 68| 189 167 36 34 357 345 452 445
40 42 22 26( 140 120 - - 61 700 100 110
32 34 36 35 42 40 31 290 304 292 82 76
72 76 58 61 182 160 31 290 365 362 182 186
42 34( 130 143 118 120 17 17| 2,980 2,898 1,545 1,592

* Under construction

** General rates for this local government have not been attributed to functions

FOOTNOTE

While these functions/activities are appropriate classifications for the circumstances of this local
government, they need not necessarily be appropriate for other local governments.



functions/activities.

Details of those

ECONOMIC LAND SHOPPING OTHER - NOT TOTAL

TRANSPORT SERVICES | DEVELOPMENT MALL* ATTRIBUTED**
19X1  19X0[ 19X1 19X0[ 19X1 19X0] 19X1 19X0| 19X1 19X0[ 19X1  19X0
$000 $000( $000 $000[ $000 $000( $000 $000| $000 $000| $000  $000
3,730 3,421 95 86| 706 433 - - 902 853 6,613 5,929
2,193 2,251 30 30 - - - - 479 426| 3,065 3,075
261 17 78 69 887 504 - -1 2,002 1,866( 3,755 2,962
2,454 2,268 108 99( 887 504 - -1 2,481 2,292 6,820 6,037
207 108
12,70 12,67 33 36( 1,354 1,002| 8,127 1,808| 3,301 2,889(30,350 23,209

3 0




(b) Component Functions/Activities

The activities relating to the local government's components reported
onin Note 2(a) areasfollows:

LAW, ORDER AND PUBLIC SAFETY
Supervision of various by-laws, fire prevention and animal control.
HEALTH

Food control, immu nisation services and operation of the child health
centre.

WELFARE

Operation of senior citizens' centre and day care centre; assistance to
playgroups; Meals on Wheels and other voluntary services.

HOUSING

Maintenance of housing rented to tenants.

COMMUNITY AMENITIES

Rubbish collection services, operation of tip, noise control,
administration of the town planning scheme, and water and sewerage
services.

RECREATION AND CULTURE

Maintenance of halls, the aquatic centre, recreation centres and
various reserves; operation of library.

TRANSPORT

Construction and maintenance of roads, drainage works, footpaths,
parking facilities and traffic signs. Maintenance of bus shelters and
the community bus service; cleaning of streets.

ECONOMIC SERVICES

Tourism, pest control services and implementation of building
controls.



LAND DEVELOPMENT

Land acquisition, servicing, development and sale.

SHOPPING MALL
Refer to Note 16.

Operating Revenuesand
Expenses

Total operating revenues and expenses
for the reporting period were as follows:

Proceeds from disposal of developed land
Proceeds from disposal of plant

and equipment
Other revenues

Operating revenues

Cost of developed land sold
Carrying amount of plant
and equipment sold
Other expenses
Operating expenses

Change in net assets from the
reporting period's operations

Depreciation and Amortisation Expense

Depreciation and amortisation expense for the

reporting period was charged in respect of:

Buildings

Plant and equipment

Roads, streets and bridges

Water, sawerage and drainage works
Library books
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19X1
$000 $000

887

243

5,690
6,820

683

138
5,792

19X1
$000

226

19X0
$000 $000

19X0
$000

83
213
595



Other Expenses
Other expenses for the reporting period included:

Auditor's remuneration
audit services
other services

Bad and doubtful debts
Councillors emoluments

Rentals - operating leases

Conditionsover Contributions

Grants which were recognised as revenues
during the reporting period and which were
obtained on the condition that they be
expended on the acquisition of assets but
had yet to be applied in that manner as at
the reporting date were:

Grants for road works (transport)
Grants for day care centre improvements
(welfare)

Grants which were recognised asrevenuesin a
previous reporting period and were expended
during the current reporting period in the
manner specified by the grantor were:

Grants for road works (transport)
Net increase (decrease) in restricted assets

resulting from grant revenues for the
reporting period
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19X1
$000

175
22
197

80

E

19X0
$000

80
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Gain on Disposal of Developed Land 19X1 19X0

(Abnormal Item) $000 $000
Proceeds from sales 887 504
Less: cost of sales 683 420
Gain on disposal 204 84

The Council regards these revenues and expenses as abnormal in
relation to previous reporting periods. In addition, the area under
development is expected to be fully sold within two years of the
reporting date.

) _ _ 19X1 19X0
Gain on Disposal of Plant and Equipment $000 $000
Proceeds from sales 243 —
Less: carrying amount of assets sold 138 —
Gain on disposal 105 —
Receivables
Rates outstanding 356 223
Less: provision for doubtful debts _ 32 _35

—324 188
Land Held for Resale, at Cost
Cost of purchase 521 323
Development costs for roads, drainage
and water supply 379 265
Interest on borrowingsincurred during
land devel opment _139 _ 74
1.039 662
classified as:
Current 614 472
Non-Current 425 190
1,039 662



11.

13.

Investments

Government and semi-government
bonds, at cost

Current - unrestricted
- subject to external

restrictions

Non-Current - unrestricted

- subject to external
restrictions

The following restrictions have been
imposed by regulations or other
externally imposed requirements:
Current

Accrued long service leave

Unexpended |oan monies (a)
Unexpended specific-purpose grants (b)

€] These monies are required to be spent
on new plant and equipment

(b) Most of these monies are required to
be spent on roadworks

Non-Current

Accrued long service leave

Market value

Market value of investments as at the
reporting date

Other Current Assets

Prepayments
Stores and materials

Creditorsand Provisions

19X 1 19X0

$000 $000 $000 $000
20 30

383 403 _347 377
535 327

97 _632 76 _403

1035 80

19X1 19X0

$000 $000

33 20

153 247

197 80

—383 =347

7 16

1077 =819

66 47

149 151

215 198

19X1 19X0

$000 $000



14.

Current

Creditors 264 149
Lease liahility (refer to Note 24) 13 11
Annual leave 98 91
Long service leave 33 20
=408 =271
Non-Current
Lease liahility (refer to Note 24) 166 179
Long service leave 97 76
263 255

Superannuation

Thelocal government contributes in respect of its employeesto a
defined benefit superannuation plan established in respect of al local
governmentsin the State. In accordance with statutory requirements,
the local government contributes to the ABC Plan ("the plan™)
amounts determined by the plan actuary. As such, assets accumulate
in the plan to meet members' benefits as they accrue. If the assets of
the plan were insufficient to satisfy benefits payableto its
beneficiaries, the local government would be required to meet its share
of the deficiency. The audited general purpose financial report of the
plan as at 30 June 19X1, which was not subject to any audit
qualification, indicates that the assets of the plan are sufficient to meet
the accrued benefits. No liability of the local government has been
recognised as at the reporting date in respect of superannuation
benefitsfor its employees. The general purpose financial report of the
plan discloses that the most recent actuarial assessment of the plan
was undertaken as at 30 June 19X0 by (name and qualifications), and
that the actuary indicated that without improvements to benefit
conditions, or other unanticipated events, current contribution rates
would be sufficient to meet members' benefits as they accrue.

The amount of superannuation contributions paid by the local
government during the reporting period was $106,000 (19X0 - $96,000).



15. Other Non-Current Assets

Land
at cost (acquired after
30 June 19X0)
at independent valuation of current
cost as at 30 June 19X0

Buildings
a cost (acquired after
30 June 19X0)
at independent valuation of current
cost as at 30 June 19X0

less: accumulated depreciation

Plant and equipment
at cost (acquired after
30 June 19W9)
at Council's valuation of current
cost as at 30 June 19W9

less: accumulated depreciation

Plant and equipment under lease
at cost (acquired on 30 June 19W9)
less: accumulated amortisation

Roads, streets and bridges
Land at independent val uation of
current cost as at 30 June 19X0*
Works at cost (acquired after
30 June 19W9)
Works at Council's valuation of
current cost as at 30 June 19W9

less: accumulated depreciation

Water, sewerage and drainage works
at cost (acquired after
30 June 19W9)
at Council's valuation of current
cost as at 30 June 19W9

less: accumulated depreciation

19X1
$000 $000

894
3958 4,852

5,210
2,963

8,173
2023 6,150

873
1,828

2,701
682 2,019

206

6,767 11,897

314

3161
3475
1090 2385

19X0
$000 $000

3958 3,958

1938 1,025

223
2,082

2,305
589 1,716

240
17 223

6,935 12,065

45

3161
3,206
1048 2,158



19X1 19X0
$000 $000 $000 $000
Library books
at cost (acquired after

30 June 19W9) 46 20
at Council's valuation of current
cost as at 30 June 19W9 410 410
456 430
less: accumulated depreciation 228 228 194 236
27,137 21,381

* The valuations were undertaken by (name and qualifications).

Joint Venture

Thelocal government isajoint venturer in a project for devel opment of
the Hill View shopping mall in High Street, XYZ. Thelocal government
has a 50% interest in the assets, liabilities and output of thisjoint
venture. The shopping mall is due to be completed in mid 19X2, and
the local government's share of its output will be half of shop rentals
(which include a percentage of turnover). Thelocal government has
contracted to meet half of the operating expenses of the mall.

Thelocal government's share of the assets and liabilities committed to
the joint venture are included in the statement of financial position
under the following classifications (interest incurred on project
financing has been capitalised, during development, as part of
buildings and sewerage works):

19X1 19X0

$000 $000

Land 2,702 1,808

Buildings 5,210 —

Sewerage works 215 —
Share of assets employed in

joint venture 8,127 1,808

Loans. non-current 7,850 1,600

Output _ —

Expenses _ —
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19X1 19X0
Reserves $000 $000 $000 $000

Asset Revaluation Reserve

Balance at beginning of reporting period 2,705 2,154
Revaluation of:

Land — 188

Buildings — 119

Land under roads, streets and bridges — 244
Balance at end of reporting period 2,705 2,705

Asset Replacement Reserve

Balance at beginning of reporting period 327 240
Amount transferred from accumulated
surplus 438 87

Amount transferred to accumulated
surplus re replacement of plant
and equipment 230 —

Balance at end of reporting period 535 327

Reconciliation of Cash

For the purposes of the statement of cash flows, the local government
considers cash to include cash on hand and in banks and investments
in money market instruments. Cash at the end of the reporting period
as shown in the statement of cash flowsisreconciled to the related
items in the statement of financial position asfollows:

19X1 19X0

$000 $000

Bank overdraft (128) (34)
Investments in money market

instruments _20 20

(108) {14



19.

21

22.

Reconciliation of Net Cash used in Operating Activitiesto Changein
Net Assets Resulting from Oper ations

19X1 19X0
$000 $000
Change in Net Assets Resulting from Operations 207 108
Depreciation 1,027 964
Provision for doubtful debts (3) 5
Increase in employee entitlement liabilities 41 6
Increasein creditors 115 35
Increase in debtors (133) (105)
Increase in prepayments (29) (2)
Decrease (increase) in stores and materials 2 (22)
Gain on disposal of plant and equipment (105) —
Gain on disposal of developed land (204) (84)
Government grants (3,032 (3,055)
Capitalised interest (139) (74)
Net Cash used in Operating Activities (2.243) (2.224)
Credit Standby Arrangements
Bank overdraft limit 200 150
Bank overdraft at reporting date 128 34
Total amount of credit unused 2 116
L oan Facilities
Short-term Loans 585 530
Long-term Loans
Interest in Joint Ventures (see Note 22) 7,850 1,600
Other 2,132 1742
Total facilitiesin use at reporting date* 10,567 3872
Unused loan facilities at reporting date Ni INil

The movement in used loan facilities during the reporting period was
$6,695,000 (19X0 - $873,000).

(* Excludesfinance lease facilities- refer to note 24).

Shopping Mall Joint Venture

Long-term loans relating to the joint venture amounting to $7,850,000
were outstanding as at the reporting date (19X0 - $1,600,000). The
amount of $6,250,000 was raised during the reporting period to finance
the interest of the local government in the shopping mall joint venture
(the share of assets employed in the joint venture increased by
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23.

24,

25.

$6,319,000 during the reporting period). Details of the joint venture are

set out in Note 16.

Commitmentsfor Capital Expenditure

Capital expenditure commitments contracted

for as at the reporting date and which have not

been recognised as liahilities in the statement
of financia position are as follows:

Joint venture
Plant and equipment

The periods expected to elapse from the

reporting date to the expected date of payment

are as follows:

Not longer than one year
Longer than one year and not longer
than two years

Finance L ease Commitments

At the reporting date, the local government
had the following obligations under finance
leases (the sum of whichisrecognised asa
liability after deduction of future lease
finance chargesincluded in the obligation):

Not longer than one year

Longer than one year and not longer than
two years

Longer than two years and not longer than
fiveyears

Longer than five years

Minimum lease payments
Deduct: future finance charges

Lease lighility

classified as:
Current
Non-Current

Operating L ease Commitments

At the reporting date, the local government
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19X1

k|

179
19X1
$000

19X0
$000

10,425
260

5,360
5,325



had the following obligations under non-
cancellable operating |eases (these obligations
are not recognised as liabilities):

Not longer than one year 67 75
Longer than one year and not longer than
two years 29 33
Longer than two years and not longer than
fiveyears 45 43
Longer than five years 25 21
—166 172
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APPENDIX 2

DISCLOSURES RELATING TO A RESTRUCTURE OF
LOCAL GOVERNMENTS

This Appendix forms part of the commentary and is provided for illustrative
purposes only. The illustration contained in this Appendix demonstrates a
possible format for disclosures required by paragraphs 78 and 79 of the
Standard.

Backaround Information

The Municipality of UVW was constituted on 1 July 19X1 and on that date
acquired the assets and assumed the liabilities of three abolished local
governments at no charge, by virtue of an Order by the Governor in Council.

The following is an extract from the general purpose financia report of the
Municipality of UVW. Only the operating statement and note which would be
expected to be provided by the Municipality of UVW as a direct result of the
restructure of the local governments are provided in the following illustration.

No comparative information is provided, because this is the first general
purpose financial report after the establishment of the Municipality of UVW.

For the purpose of this illustration, the relevant line items in the operating
statement are highlighted by bold italics.
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Municipality of UVW

Operating Statement
for thereporting period ended 30 June 19X2

Note

EXPENSES 3

Employee costs

Materials and contracts
Depreciation and Amortisation 4
Interest

Other 5

REVENUES 3

Rates - general
- water

User charges
Interest
Other

Grants provided for:
acquisition of assets 6
other purposes

Donations

Gain on Disposal of

Developed Land 7
Gain on Disposal of Plant and
Equipment 8

CHANGE IN NET ASSETSRESULTING
FROM OPERATIONS BEFORE GAIN

ON RESTRUCTURING

Gain on restructure of local
governments 26

CHANGE IN NET ASSETS
RESULTING FROM OPERATIONS
AFTER GAIN ON RESTRUCTURING

$000

(5,780)
(6,214)
(3072)

(914)
(1.645)

5,655
372
6,027

1614
352
72
2,038

1681
8512

10,296

19X2

$000

(17,625)



26. Gain on Restructure of Local Governments

The Municipality of UVW was constituted on 1 July 19X1 pursuant to an
Order by the Governor in Council. By virtue of that Order, three local
governments (City of ABC, Shire of DEF and Shire of GHI) were abolished and
their assets and liabilities transferred to the Municipality of UVW at no
charge. The assets and liabilitieswere initially recognised by the Municipality
of UVW at the amounts at which they were recognised by the abolished local
governments on 1 July 19X1 after making adjustments for inter-entity
balances.

The gain on restructure of local governments is based on the following
amounts at which the transferred assets and liabilities were initialy
recognised by the Municipality of UVW:

City of  Shireof  Shire of Inter- Total
ABC DEF GHI entity
$'000 $'000 $'000 Balances $'000
$'000
Assets
Current Assets
Receivables 300 200 500 (200) 800
Land held for resale 600 400 800 1,800
Investments 400 300 500 1,200
Other 700 900 600 2,200
2,000 1,800 2,400 (200) 6,000
Non-Current Assets
Land held for resale 400 600 500 1,500
Investments 600 900 800 2,300
Other 29,000 33,500 30,514 93,014
30,000 35,000 31,814 96,814
32,000 36,800 34,214 (200) 102.814
Liabilities
Current Liabilities
Bank overdraft 150 300 60 510
Creditors and 400 600 800 (200) 1,600
provisions
Loans 950 1,100 1,840 3,890
1,500 2,000 2,700 (200) 6,000
Non-Current Liabilities
Creditors and 300 400 200 900
provisions
Loans 11,700 12,600 10,800 35,100
12,000 13,000 11,000 36,000
] 13,500 15,000 13,700 —(200) 42,000
Gain on restructure of
local gover nments 18,500 21.800 20,514 60.814

FOOTNOTE

If the Municipality of UVW had recognised assets acquired from the abolished local governments
initially at their fair values, the amounts disclosed for each class of assets would reflect those fair
values, rather than the amounts at which they were recognised by the abolished local governments
on 1 July 19X1.
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