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INTRODUCTION 
 
This paper has been prepared at the request of the Local Government Association of South 
Australia and the SA Local Government Financial Management Group. Its primary purpose is 
to provide a technical resource to assist councils in determininƎ ǿƘŜǘƘŜǊ ŀ άŎƻǎǘέ related to 
the acquisition of an asset should be ς  
 

¶ capitalised (and included in the Balance Sheet as an asset) or 

¶ expensed (and recorded as an expense in the Income Statement) 
 
In particular, it is also to provide additional practical guidance on the identification and 
accounting treatment for overheads. 
 
This paper provides a technical resource to supplement other publications such as the 
Australian Infrastructure Financial Management Guidelines (AIFMG) (currently being 
developed by the Institute of Public Works Engineering Australia) and other Technical 
Information Papers commissioned by the South Australia Local Government Association on 
ǘƘŜ ǘƻǇƛŎǎ ƻŦ ά5ŜǇǊŜŎƛŀǘƛƻƴ ƻŦ LƴŦǊŀǎǘǊǳŎǘǳǊŜ !ǎǎŜǘǎέ όprepared by APV Valuers and Asset 
Managementύ ŀƴŘ ά±ŀƭǳŀǘƛƻƴέ όprepared by Maloney Field Services). 
 
The paper has been divided into several sections. These include ς 
 

¶ Context 

¶ Considerations 

¶ Key Aspects: Accounting Standards 

¶ Application: Overview 

¶ Application: Practical 

¶ Overview of Prescribed Requirements 
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CONTEXT 
 

Objective  
 
 
²ƘŜǘƘŜǊ ŀ Ŏƻǎǘ ƛǎ άŎŀǇƛǘŀƭƛǎŜŘέ ƻǊ άŜȄǇŜƴǎŜŘέ ƛǎ ŎǊƛǘƛŎŀƭ ǘƻ ǘƘŜ ŦƛƴŀƴŎƛal management and 
accountability framework of the council.  
 
The objective of financial statements is to provide information about the financial position, 
financial performance and cash flows of an entity that is useful to a wide range of users in 
making economic decisions.1  
 
Financial reports also show the results of the stewardship of management, or the 
accountability of management for the resources entrusted to it. Those users who wish to 
assess the stewardship or accountability of management do so in order that they may make 
economic decisions;2 
 
Lǘ ƛǎ ǘƘŜǊŜŦƻǊŜ ŎǊƛǘƛŎŀƭ ǘƘŀǘ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ ƻŦ ŎƻǳƴŎƛƭǎ ǊŜǇƻǊǘ ŀ άǘǊǳŜ ŀƴŘ ŦŀƛǊ ǾƛŜǿέ 
based on the Accounting Standards so that users of the financial statements (such as the 
ratepayers and other interested parties) are able to make informed decisions about the 
performance of the council. 
 

Materiality  
 
Councils are responsible for the management of community assets funded through public 
ƳƻƴƛŜǎΦ Lƴ ƻǊŘŜǊ ǘƻ ŜƴǎǳǊŜ ǘƘŜ ǇǊŜǎŜǊǾŀǘƛƻƴ ƻŦ άƛƴǘŜǊƎŜƴŜǊŀǘƛƻƴŀƭ Ŝǉǳƛǘȅέ ƛǘ ƛǎ ƛƳǇŜǊŀǘƛǾŜ 
ǘƘŀǘ ŜŀŎƘ ƎŜƴŜǊŀǘƛƻƴ Ǉŀȅ ǘƘŜƛǊ άŦŀƛǊ ǎƘŀǊŜέΦ Lƴ ƻǊŘŜǊ ǘƻ ŀŎƘƛŜǾŜ ǘƘƛǎ, the council is required 
to charge sufficient rates, fees or charges for the services provided. Traditionally, this has 
resulted in councils budgeting for a small operating surplus in their Income Statement. 
  
Due to the small size of the operating result and the large amount of funds expended each 
year on the acquisition, maintenance, renewal, replacement or disposal of assets it is critical 
that costs be correctly recorded. Otherwise, there is high risk of material misstatement 
which in turn impinges the ability of a council to be accountable to the community.  
 

 

                                                           
1
 Framework for the Preparation and Presentation of Financial Statements Paragraph 12 

2
 Framework for the Preparation and Presentation of Financial Statements Paragraph 14 
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CONSIDERATIONS 
 

Capitalisation Thresholds  
 
While the definition of what ǎƘƻǳƭŘ ōŜ άŎŀǇƛǘŀƭƛǎŜŘέ ŀǎ an asset and what should be 
άŜȄǇŜƴǎŜŘέ ƛǎ ǊŜƭŀǘƛǾŜƭȅ Ŝŀǎȅ ŀǎ ŀ ŎƻƴŎŜǇǘΣ consideration also needs to be given to 
άƳŀǘŜǊƛŀƭƛǘȅέ ŀƴŘ ǘƘŜ ǊŜƭŀǘƛƻƴǎƘƛǇ ōŜǘǿŜŜƴ ǘƘŜ Ŏƻǎǘ ƻŦ ŎƻƭƭŜŎǘƛƴƎ Řŀǘŀ ŀƴŘ ǘƘŜ ƭŜǾŜƭ ƻŦ ŘŜǘŀƛƭ 
to be captured. 
 
/ƻǳƴŎƛƭǎ ǎƘƻǳƭŘ ǎŜǘ ŀ ά/ŀǇƛǘŀƭƛǎŀǘƛƻƴ ¢ƘǊŜǎƘƻƭŘέ ǘƘŀǘ ǇǊƻǾƛŘŜǎ ŀƴ ŀǳǘƻƳŀtic trigger to 
άŜȄǇŜƴǎŜέ ŜǾŜƴ ƛŦ ƛǘ ǘŜŎƘƴƛŎŀƭƭȅ ǎŀǘƛǎŦƛŜǎ ǘƘŜ ŘŜŦƛƴƛǘƛƻƴ ƻŦ ŀƴ ŀǎǎŜǘΦ ¢Ƙƛǎ ǘƘǊŜǎƘƻƭŘ ǎƘƻǳƭŘ ōŜ 
set at a level that saves the council from the unnecessary cost of data and asset 
management whilst not leading to material misstatement of the financial statements or 
impinging upon its ability to effectively manage the asset portfolio.  
 
Typically, thresholds are set for different asset classes (based on materiality) and range 
depending upon the size of the entity. 
 
As an example, the prescribed requirements for local governments in Queensland require 
that ς 

(1) A local government must, by resolution, set an amount (the set amount) below 

which the value of a non-current asset must be treated as an expense. 

(2) The set amount must not be more thanð 

(a) for landð$1; or 

(b) for plant or equipmentð$5000; or 

(c) for another type of assetð$10000. 

(3) The set amount may be a different amount for different assets, even if the assets 

are the same type. 
Example for subsection (3)ð 

1 For plant or equipmentðthe set amount for motor vehicles may be $5000 while the set 

amount for computers may be $1000. 

2 For other types of assetsðthe set amount for a building may be $5000 while the set amount 

for a pump station or other infrastructure may be $10000. 

(4) The set amount must be included in a note in the local governmentôs financial 

statements.
3
 

 

 
Guidance is also provided in LGA Financial Sustainability Information Paper 17 ς 
ά5ŜǇǊŜŎƛŀǘƛƻƴ ŀƴŘ wŜƭŀǘŜŘ LǎǎǳŜǎέΦ 
 

A small value purchase like a $2.95 calculator may last a long time and provide 
ongoing benefits but its modest cost would not warrant its capitalisation and 
subsequent depreciation over future accounting periods. Instead it would be 
expensed in the financial year in which it was acquired. Its value is low and the 

                                                           
3
 Queensland Local Government Finance Standard 1993  section 43 
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impact on the income statement of fully expensing it in one year, rather than over 
several, will be immaterial. 
 
Likewise where minor works are carried out e.g. pothole repairs to, or patrol grading 
of, a road such outlays should be expensed. The expenditure does not extend the life 
of the asset. Instead they are a cost that is required to maintain the asset so that its 
existing embedded service potential is realised. 
 
On the other hand the cost of resealing a road should always be capitalised as it will 

result in extending its existing useful life.
4 

 

Types of Costs 
 
There are a whole range of costs that may be incurred in relation to the acquisition or 
operation of assets. They include (but are not limited to) ς 
 

¶ preliminary studies, survey and designs 

¶ investigations and community consultation 

¶ planning approval process 

¶ payments to external suppliers for assets, parts or supplies 

¶ hire of equipment 

¶ salaries and wages of internal staff 

¶ contractors / consultants fees 

¶ a financing charge based on the opportunity cost of capital 

¶ costs associated with internal administration and other overheads 

¶ internal charges for work completed by other sections of council 

¶ compensation payments or payments to third parties 

¶ licence fees and royalties 

¶ salaries and wages of staff operating the asset 

¶ costs of maintaining and operating the asset 

¶ legal obligations to rehabilitate a site after the asset is decommissioned 

¶ testing and handover 
 
The Australian Infrastructure Financial Management Guidelines provide a number of 
classifications for the various types of expenditures. These classifications are consistent with 
those used in the Victorian STEP program which provides guidance on the appropriate 
accounting treatment. They are - 
 
 

Maintenance: Regular ongoing dayςto-day work necessary to keep assets operating, 
e.g. road patching 
 
Operations:  Regular activities to provide public health, safety and amenity, e.g. 
street sweeping, grass mowing, street lighting  
 

                                                           
4
 SA LGA Financial Sustainability Information Paper 17: Depreciation and Related Issues  August 2008 
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Renewal/Refurbishment: Restores, rehabilitates, replaces existing asset to its 
original capacity, e.g. gravel re-sheeting  
 
Upgrade/Improvements: Enhances existing asset to provide higher levels of service, 
e.g. widen seal 
 
New: Creation of an new asset to meet additional service level requirements, e.g. 
new building 5 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

6 
 
While these classifications provide a high level overview of how various expenditures are to 
be treated, rŜŦŜǊŜƴŎŜ ƴŜŜŘǎ ǘƻ ōŜ ƳŀŘŜ ǘƻ !!{. ммс ǿƘŜƴ ŘŜŎƛŘƛƴƎ ǿƘŜǘƘŜǊ ǘƻ άŎŀǇƛǘŀƭƛǎŜέ 
ƻǊ άŜȄǇŜƴǎŜέ particular items. For example ς AASB 116 prohibits the capitalisation of some 
costs which are associated with the acquisition of assets (refer Elements of Cost section). 

                                                           
5
 IPWEA NAMS Australian Infrastructure Financial Management Guidelines 

6
 IPWEA NAMS Australian Infrastructure Financial Management Guidelines 

Operating Maintenance

(Routine & Specific)

Refurbishment / 

Renewal

Upgrade ,New/ 

Expansion

- Street lighting - Pothole patching -Reseals -Pavement widening 

- Grass Mowing - Playground Equip -Gravel Resheets -New kerb / footpath 

- Cleaning drains - Water Main Valve -Oval refurbishment - New Com building

- Streetsweeping - Build (window rep) -Roof replacement 

- Facilities cleaning - Bridge pile mtce -Pump replacement

Non-discretionary 

Funding

Non-discretionary 

Funding

Non-discretionary 

Funding

Discretionary 

Funding

- Waste Water 

additional pumps

Recurrent Expenditure Capital Expenditure 

Operational Costs
Maintenance 

Costs

Asset 

Management 

Upgrade & New 

Projects
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KEY ASPECTS: ACCOUNTING STANDARDS 
 

Elements of Cost 
 
AASB 116 states that the "Cost" of an asset is the amount of cash or cash equivalents paid or 
the fair value of the other consideration given to acquire an asset at the time of its 
acquisition or construction or, where applicable, the amount attributed to that asset when 
initially recognised in accordance with the specific requirements of other Australian 
Accounting Standards, for example, AASB 2 Share-based Payment.7 
 
¢ƻ ōŜ ǊŜŎƻƎƴƛǎŜŘ ŀǎ ŀ άŎƻǎǘέ the expenditure must be ς 
 

¶ its purchase price 

¶ a cost directly attributable to getting it in a position to deliver service potential or 

¶ an obligation that must be met when the asset is decommissioned. 
 
The standard states that - 
 

The cost of an item of property, plant and equipment comprises: 

(a) its purchase price, including import duties and non-refundable purchase taxes, 

after deducting trade discounts and rebates; 

(b) any costs directly attributable to bringing the asset to the location and condition 

necessary for it to be capable of operating in the manner intended by 

management; and 

(c) the initial estimate of the costs of dismantling and removing the item and 

restoring the site on which it is located, the obligation for which an entity incurs 

either when the item is acquired or as a consequence of having used the item 

during a particular period for purposes other than to produce inventories 

during that period.
8
 

 
9ȄŀƳǇƭŜǎ ƻŦ άŘƛǊŜŎǘƭȅ ŀǘǘǊƛōǳǘŀōƭŜ Ŏƻǎǘǎέ ŀǊŜ ƎƛǾŜƴ ŀǎ ς 
 

 (a) costs of employee benefits (as defined in AASB 119 Employee Benefits) arising 

directly from the construction or acquisition of the item of property, plant and 

equipment; 

(b) costs of site preparation; 

(c) initial delivery and handling costs; 

(d) installation and assembly costs; 

(e) costs of testing whether the asset is functioning properly, after deducting the net 

proceeds from selling any items produced while bringing the asset to that 

location and condition (such as samples produced when testing equipment); and 

(f) professional fees.
9
 

                                                           
7
 AASB 116 Paragraph 6 

8
 AASB 116 Paragraph 16 

9
 AASB 116 Paragraph 17 
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However, a number of examples are also provided of costs which are not considered to 
meet the defiƴƛǘƛƻƴ ƻŦ ŀ άŎƻǎǘέ ƻŦ ǘƘŜ ŀǎǎŜǘΦ ¢ƘŜǎŜ ƛƴŎƭǳŘŜ ς 
 

(a) costs of opening a new facility; 

(b) costs of introducing a new product or service (including costs of advertising and 

promotional activities); 

(c) costs of conducting business in a new location or with a new class of customer 

(including costs of staff training); and 

(d) administration and other general overhead costs.
10

 

 
Local Governments often construct their own assets. The standard provides specific 
instruction for these assets ς  
 

The cost of a self-constructed asset is determined using the same principles as for an 
acquired asset. If an entity makes similar assets for sale in the normal course of 
business, the cost of the asset is usually the same as the cost of constructing an asset 
for sale (see AASB 102). Therefore, any internal profits are eliminated in arriving at 
such costs. Similarly, the cost of abnormal amounts of wasted material, labour, or 
other resources incurred in self-constructing an asset is not included in the cost of the 
asset. AASB 123 Borrowing Costs establishes criteria for the recognition of interest as 
a component of the carrying amount of a self-constructed item of property, plant and 
equipment.11 
 

Recognition Criteria  
 
Even if the expenditure satisfies the definition of being a άŎƻǎǘέ ƻŦ ǘƘŜ ŀǎǎŜǘΣ ƛǘ Ƴǳǎǘ ŀƭǎƻ 

satisfy the recognition criteria. This is possibly the most difficult aspect of the decision 

process as it involves consideration of subjective criteria and each scenario can be slightly 

different possibly leading to a different outcome. 

For example, if council has committed to a project and approved the budget, providing the 

design is undertaken after the approval to proceed is given, these costs can be incorporated 

ŀǎ ŀ άŎƻǎǘέ ƻŦ ǘƘŜ ŀǎǎŜǘΦ  IƻǿŜǾŜǊΣ ƛŦ ǘƘŜ ŘŜǎƛƎƴ ƛǎ ŎƻƳǇleted prior to the approval being 

given, the design costs cannot be included. 

The recognition criteria are that the cost of an item of property, plant and equipment shall 

be recognised as an asset if, and only if: 

(a) it is probable that future economic benefits associated with the item will flow to 
the entity; and 

(b) the cost of the item can be measured reliably.12 

                                                           
10

 AASB 116 Paragraph 18 
11

 AASB 116 Paragraph 22 
12

 AASB 116 Paragraph 7 
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If there is any doubt that the asset will not produce future economic benefit or will proceed, 

such costs fail the recognition threshold. Common examples include initial survey and 

planning costs, community consultation and planning process costs. 

[ƛƪŜǿƛǎŜΣ Ŏƻǎǘǎ ǘƘŀǘ Ŏŀƴƴƻǘ ōŜ ƳŜŀǎǳǊŜŘ ǊŜƭƛŀōƭȅ ƻǊ ƛŘŜƴǘƛŦƛŜŘ ŀǎ ōŜƛƴƎ άŘƛǊŜŎǘƭȅ 

ŀǘǘǊƛōǳǘŀōƭŜέ ǘƻ ǘƘŜ ŀǎǎŜǘ ŀƭǎƻ Ŧŀƛƭ ǘƻ ǎŀǘƛǎŦȅ ǘƘŜ ǊŜŎƻƎƴƛǘƛƻƴ ŎǊƛǘŜria. Common examples 

include various forms of overhead costs such as rental of main administration buildings, 

salaries of executives and IT costs. 

It is also important to note that the assessment against the recognition criteria must be 

performed at the time the cost is incurred. It cannot be reassessed at a later date such as 

after the project is approved to proceed. The standard states ς 

An entity evaluates under this recognition principle all its property, plant and 

equipment costs at the time they are incurred. These costs include costs incurred 

initially to acquire or construct an item of property, plant and equipment and costs 

incurred subsequently to add to, replace part of, or service it.13 

 

Initial Costs  
 
Providing the cost satisfies the recognition criteria, any costs initially incurred in acquiring 
the asset are to be capitalised. This includes expenditure on items that may not produce any 
impact in terms of output but are required due to new or changing requirements. 
 
For example - Items of property, plant and equipment may be acquired for safety or 
environmental reasons. The acquisition of such property, plant and equipment, although not 
directly increasing the future economic benefits of any particular existing item of property, 
plant and equipment, may be necessary for an entity to obtain the future economic benefits 
from its other assets. Such items of property, plant and equipment qualify for recognition as 
assets because they enable an entity to derive future economic benefits from related assets 
in excess of what could be derived had it not been acquired. For example, a chemical 
manufacturer may install new chemical handling processes to comply with environmental 
requirements for the production and storage of dangerous chemicals; related plant 
enhancements are recognised as an asset because, without them, the entity is unable to 
manufacture and sell chemicals. However, the resulting carrying amount of such an asset 
and related assets is reviewed for impairment in accordance with AASB 136 Impairment of 
Assets.14 
 
 
 

                                                           
13

 AASB 116 Paragraph 10 
14

 AASB 116 Paragraph 11 
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Subsequent Costs 
 
Typically with local governments the useful life of infrastructure assets is extended through 
a combination of maintenance and renewal. Using a road as an example ς this would 
include pothole repairs, grading gravel roads, patch repairing, re-seals, painting of new lines, 
major rehabilitation. 
 
Cyclical Maintenance assets differ from other assets in that their total life is extended over 
time via ongoing maintenance and renewal. As a consequence, an assets total lifecycle cost 
can differ as a resulting of changing ς 
 

¶ Maintenance Costs 

¶ Renewal Treatments 

¶ Levels of Service 
 
The assets are generally maintained via cyclical  maintenance at a level that satisfies the 
ŎƻƳƳǳƴƛǘȅΩǎ ŜȄǇŜŎǘŀǘƛƻƴ ƻǊ ŀǘ ŀ ŘŜŦƛƴŜŘ [ŜǾŜƭ ƻŦ {ŜǊǾƛŎŜΦ ¢Ƙis maintenance does not restore 
the consumed Future Economic Benefit but simply keeps the asset on its lifecycle path. It 
may however have a significant impact on the time to next intervention.  
 
²ƘŜƴ ǘƘŜ ŀǎǎŜǘ ƛǎ ǳƴŀōƭŜ ǘƻ ƳŜŜǘ ǘƘŜ ŎƻƳƳǳƴƛǘȅΩǎ ƴŜŜŘǎ ǘƘŜǊŜ are a number of possible 
outcomes ς 
 

¶ Restore the Future Economic Benefit through renewal or upgrade 

¶ Replace the asset with an alternative asset 

¶ /ƘŀƴƎŜ ǘƘŜ ŎƻƳƳǳƴƛǘȅΩǎ ŜȄǇŜŎǘŀǘƛƻƴǎ όǊŜŘǳŎŜŘ [ŜǾŜƭ ƻŦ {ŜǊǾƛŎŜύΦ 
 
The following diagram represents typical lifecycle outcomes. 
 

 
15 

AASB 116 recognises the difference between the impact of  operational maintenance verses asset 

renewal. Proving the expenditure satisfies the recognition criteria (and it is material) it is to be 

capitalised.  
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 Prabhu-Edgerton Asset Management Consumption Model (www.apv.net/downloads) 
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In other words, any costs incurred subsequent to the initial recognition of the asset are to be 

capitalised if ς 

¶ They are material (greater than capitalisation threshold) 

¶ ¢ƘŜ ƛƳǇŀŎǘ ǿƛƭƭ ƭŜŀŘ ǘƻ άŦǳǘǳǊŜ ŜŎƻƴƻƳƛŎ ōŜƴŜŦƛǘǎέΦ CƻǊ ŜȄŀƳǇƭŜ ς extending the life of the 

asset or increasing its service potential. 

¶ It can be reliably measured. 

AASB 116 states - 

Under the recognition principle in paragraph 7, an entity does not recognise in the carrying 

amount of an item of property, plant and equipment the costs of the day-to-day servicing of 

the item. Rather, these costs are recognised in profit or loss as incurred. Costs of day-to-day 

servicing are primarily the costs of labour and consumables, and may include the cost of 

small parts. The purpose of these expenditures is often described as for the "repairs and 

maintenance" of the item of property, plant and equipment. 

Parts of some items of property, plant and equipment may require replacement at regular 

intervals. For example, a furnace may require relining after a specified number of hours of 

use, or aircraft interiors such as seats and galleys may require replacement several times 

during the life of the airframe. Items of property, plant and equipment may also be acquired 

to make a less frequently recurring replacement, such as replacing the interior walls of a 

building, or to make a non-recurring replacement. Under the recognition principle in 

paragraph 7, an entity recognises in the carrying amount of an item of property, plant and 

equipment the cost of replacing part of such an item when that cost is incurred if the 

recognition criteria are met.16 

Each decision needs to be made at the time the expenditure incurred and the impact of the 
expenditure considered in light of what it will achieve. For example an asset may have a 
άŘŜǎƛƎƴ ƭƛŦŜέ of 60 years based on a standard asset maintenance program. If the 
maintenance program is not implemented fully you would expect the useful life of the asset 
to be less than the design life.  In year 40 a maintenance treatment is applied. If the 
treatment was not applied the RUL of the asset would be 15 years. However, as a 
consequence of applying the treatment the RUL would be 20 years (as per the original 
planned design life given the maintenance program). As a result, the impact of the 
treatment is to extend the life of the asset by 5 years and therefore is to be capitalised. 
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 AASB 116 Paragraphs 12 & 13 
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Borrowing Costs  
 
Due to the high acquisition cost of infrastructure assets, many are partly funded by way of 
borrowings. ¢ƘŜ ŀƳƻǳƴǘ ƻŦ ƛƴǘŜǊŜǎǘ Ŏŀƴ ōŜ ŎŀǇƛǘŀƭƛǎŜŘ ŀǎ ǇŀǊǘ ƻŦ ǘƘŜ άŎƻǎǘέ ƻŦ ǘƘŜ ŀǎǎŜǘ ǘƻ 
the extent that the borrowing costs can be attributed to the acquisition of the asset. 
 
 
 It should be noted that for councils which have embraced the recommended treasury 
ƳŀƴŀƎŜƳŜƴǘ ǇǊŀŎǘƛŎŜǎ ƛƴ ǘƘŜ [D!Ωǎ CƛƴŀƴŎƛŀƭ {ǳǎǘŀƛƴŀōƛƭƛǘȅ LƴŦƻrmation Paper 15Υ έ¢ǊŜŀǎǳǊȅ 
aŀƴŀƎŜƳŜƴǘέ, ōƻǊǊƻǿƛƴƎǎ ǎƘƻǳƭŘ ƻƴƭȅ ŜǾŜǊ ōŜ ƳŀŘŜ ŦƻǊ άƎŜƴŜǊŀƭ ǇǳǊǇƻǎŜǎέΦ ¢ƘŜǊŜŦƻǊŜ ǘƘŜ 
ŀŘŘƛǘƛƻƴŀƭ ŎƻƳǇƭŜȄƛǘƛŜǎ ǊŜƭŀǘƛƴƎ ǘƻ ōƻǊǊƻǿƛƴƎǎ ƳŀŘŜ άǎǇŜŎƛŦƛŎŀƭƭȅέ ŦƻǊ ǘƘŜ ŀŎǉǳƛǎƛǘƛƻƴ ƻŦ ŀƴ 
asset will only apply to those councils that do not embrace the recommended treasury  
management practices. 
 
To ensure this paper provides an accurate summary of the requirements of applicable 
accounting standards this paper incorporates the requirements for both types of 
borrowings.  
 
The cost of an item of property, plant and equipment is the cash price equivalent at the 
recognition date. If payment is deferred beyond normal credit terms, the difference between 
the cash price equivalent and the total payment is recognised as interest over the period of 
credit unless such interest is recognised in the carrying amount of the asset in accordance 
with the allowed alternative treatment in AASB 123.17 
 
¢ƘŜ ŀƭǘŜǊƴŀǘƛǾŜ ǘǊŜŀǘƳŜƴǘ ǳƴŘŜǊ !!{. мно ά.ƻǊǊƻǿƛƴƎ /ƻǎǘǎέ ǇǊƻǾƛŘŜǎ borrowing costs that 
are directly attributable to the acquisition, construction or production of a qualifying asset 
shall be capitalised as part of the cost of that asset. The amount of borrowing costs eligible 
for capitalisation shall be determined in accordance with this Standard.18 
 
The relevant sections of AASB 123 are  -  
 

13. The borrowing costs that are directly attributable to the acquisition, 
construction or production of a qualifying asset are those borrowing costs 
that would have been avoided if the expenditure on the qualifying asset had 
not been made. When an entity borrows funds specifically for the purpose of 
obtaining a particular qualifying asset, the borrowing costs that directly relate 
to that qualifying asset can be readily identified. 

 
14. It may be difficult to identify a direct relationship between particular 

borrowings and a qualifying asset and to determine the borrowings that could 
otherwise have been avoided. Such a difficulty occurs, for example, when the 
financing activity of an entity is co-ordinated centrally. Difficulties also arise 
when a group uses a range of debt instruments to borrow funds at varying 
rates of interest, and lends those funds on various bases to other entities in 
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 AASB 116 Paragraph 23 
18

 AASB 123 Paragraph 11 
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the group. Other complications arise through the use of loans denominated in 
or linked to foreign currencies, when the group operates in highly inflationary 
economies and from fluctuations in exchange rates. As a result, the 
determination of the amount of borrowing costs that are directly attributable 
to the acquisition of a qualifying asset is difficult and the exercise of 
judgement is required. 

 
15. To the extent that funds are borrowed specifically for the purpose of obtaining 

a qualifying asset, the amount of borrowing costs eligible for capitalisation on 
that asset shall be determined as the actual borrowing costs incurred on that 
borrowing during the period less any investment income on the temporary 
investment of those borrowings. 

 
16. The financing arrangements for a qualifying asset may result in an entity 

obtaining borrowed funds and incurring associated borrowing costs before 
some or all of the funds are used for expenditures on the qualifying asset. In 
such circumstances, the funds are often temporarily invested pending their 
expenditure on the qualifying asset. In determining the amount of borrowing 
costs eligible for capitalisation during a period, any investment income earned 
on such funds is deducted from the borrowing costs incurred. 

 
23. To the extent that funds are borrowed generally and used for the purpose of 

obtaining a qualifying asset, the amount of borrowing costs eligible for 
capitalisation shall be determined by applying a capitalisation rate to the 
expenditures on that asset. The capitalisation rate shall be the weighted 
average of the borrowing costs applicable to the borrowings of the entity that 
are outstanding during the period, other than borrowings made specifically 
for the purpose of obtaining a qualifying asset. The amount of borrowing 
costs capitalised during a period shall not exceed the amount of borrowing 
costs incurred during that period. 

 
18. In some circumstances, it is appropriate to include all borrowings of the 

parent and its subsidiaries when computing a weighted average of the 
borrowing costs; in other circumstances, it is appropriate for each subsidiary 
to use a weighted average of the borrowing costs applicable to its own 
borrowings.19 
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 !!{. мно ά.ƻǊǊƻǿƛƴƎǎέ 
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Contributed Assets  
 
[ƻŎŀƭ ƎƻǾŜǊƴƳŜƴǘǎ ǊŜŎŜƛǾŜ ŀ ǎƛƎƴƛŦƛŎŀƴǘ ƴǳƳōŜǊ ƻŦ ŀǎǎŜǘǎ ŀǎ άŎƻƴǘǊƛōǳǘƛƻƴǎέΦ ¢ȅǇƛŎŀƭƭȅ ǘƘŜǎŜ 
ŀǊŜ ŀǎǎŜǘǎ ŎƻƴǎǘǊǳŎǘŜŘ ōȅ ŘŜǾŜƭƻǇŜǊǎ ŀƴŘ άƘŀƴŘŜŘ ƻǾŜǊέ ǘƻ ǘƘŜ local government.  
 
AASB 116 requires that such assets be recognised at an acquisition cost equivalent to the 
άCŀƛǊ ±ŀƭǳŜέ ƻŦ ǘƘŜ ŀǎǎŜǘΦ ¢ƘŜ ǎǘŀƴŘŀǊŘ ǎǘŀǘŜǎ -   
 

Notwithstanding paragraph 15, in respect of not-for-profit entities, where an asset is 
acquired at no cost, or for a nominal cost, the cost is its fair value as at the date of 
acquisition. Aus15.2 In respect of not-for-profit entities, an item of property, plant 
and equipment may be gifted or contributed to the entity. For example, land may be 
contributed to a local government by a developer at no or nominal consideration to 
enable the local government to develop parks, roads and paths in the development. 
An asset may also be acquired for no or nominal consideration through the exercise 
of powers of sequestration. Under these circumstances the cost of the item is its fair 
value as at the date it is acquired.20 
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 AASB 116 Paragraph 15.1 
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APPLICATION: OVERVIEW 

Decision Tree & Notes  
 

21 
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 APV Valuers and Asset Management (Edgerton) 2008    (www.apv.net/downloads) 
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