Local government financial reporting issues and developments

Application
Type of audit and assurance work Type of entities
+  This document applies to financial statements * local and county councils (councils)
(general purpose) audit engagements. . joint organisations (JOs)
» council entities (where applicable).

Instructions

This publication is suitable for use by local government entities. NSW State and university sector entities
should refer to the ‘Financial Reporting Issues and Developments’ for recently issued professional and
statutory requirements.

Objective

This publication summarises current issues and recently issued professional and statutory requirements that
may affect the financial statements of councils and joint organisations (JO) and/or annual report.

Background
The scope of this publication considers:

» Australian Accounting Standards Board: pronouncements issued up to 29 April 2025 that may impact the
financial statements and/or annual reports for the first time in financial year ending 30 June 2025 and
beyond

+  Office of Local Government pronouncements (circulars and guidelines, codes and practice notes) issued
between 15 June 2024 and 29 April 2025 that may have a direct/indirect impact on the financial
statements and/or annual report.

Notwithstanding, this publication should not be relied on as an exhaustive list and is not a substitute for a
detailed understanding of the requirements of relevant pronouncements.

A related publication - the ‘Local government pronouncement guidance note’ — lists and provides an overview
of OLG circulars and guidelines (‘pronouncements’) currently in force, issued up to and including 29 April 2025,
that are relevant to the financial statements and may impact the audit of a council’s / JO’s financial statements
and schedules.
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https://www.aasb.gov.au/
https://www.olg.nsw.gov.au/category/https-www-olg-nsw-gov-au-category-https-www-olg-nsw-gov-au-category-council-circulars/
https://www.olg.nsw.gov.au/councils/policy-and-legislation/guidelines-and-policy-information-resources-for-councils/guidelines-codes-and-practice-notes/
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Financial reporting issues and developments

The table below details current issues and financial reporting developments that may impact a
council’s/joint organisation’s (JOs) financial statements. Management should review these issues and
developments, determine those applicable to the council/lJO and assess the impact on the financial
statements and annual report. Where this relates to an accounting standard issued but not yet
effective, management should disclose the anticipated impact of the standard in their financial
statements. Management may consult their audit team for further information and explanation on the
issues and developments detailed below.

Councils/JOs should refer to the Office of Local Government’'s (OLG)' Code of Accounting Practice
and Financial Reporting for mandates on accounting policy options and major policy decisions under
Australian Accounting Standards when determining if an accounting standard can be early adopted.

This document does not replace management's responsibilities to make its own enquiries into issues
and developments that may impact councils'/JOs' financial statements and annual report. This
document should not be relied on as an exhaustive list.

Reporting developments

Issue 1: AASB 2022-10 'Amendments to Australian Accounting Standards - Fair Value
Measurement of Non-Financial Assets of Not-for-Profit Public Sector Entities

Overview Applies to

AASB 2022-10 amends AASB 13 'Fair Value Measurement', including adding Non-financial assets of
authoritative implementation guidance and providing related illustrative NFP public sector entities
examples, for fair value measurements of non-financial assets of not-for-profit not held primarily for their
(NFP) public sector entities not held primarily for their ability to generate net cash  ability to generate net cash
inflows. inflows, prospectively for
Specifically, for such an asset, AASB 2022-10: annual reporting periods

beginning on or after

+ specifies that the entity is required to consider whether the asset’s highest 1 January 2024.

and best use differs from its current use only when, at the measurement
date, it is:

- classified as held for sale or held for distribution to owners in
accordance with AASB 5 'Non-current Assets Held for Sale and
Discontinued Operations'; or

- highly probable that the asset will be used for an alternative purpose to
its current use

» clarifies that the asset’s use is ‘financially feasible’ if market participants
would be willing to invest in the asset’s service capacity, considering both
the capability of the asset to be used to provide needed goods or services to
beneficiaries and the resulting cost of those goods or services

« specifies that, if both the market selling price of a comparable asset and
some market participant data required to measure the fair value of the asset
are not observable, an entity uses its own assumptions as a starting point in
developing unobservable inputs and adjusts those assumptions to the
extent that reasonably available information indicates that other market
participants (including, but not limited to, other NFP public sector entities)
would use different data

* provides guidance on how the cost approach is to be applied to measure the
asset’s fair value, including guidance on the nature of costs to include in the

" The functions of the Office of Local Government are within the Department of Planning, Housing and
Infrastructure.


https://www.aasb.gov.au/admin/file/content105/c9/AASB2022-10_12-22.pdf
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Overview Applies to

current replacement cost (CRC) of a reference asset and on the
identification of economic obsolescence.

The AASB has also released a webcast to provide a high-level overview of the
modifications to AASB 13. OLG has also included guidance in Appendix E of
Section 5 'Appendices' of the Local Government Code of Accounting Practice
and Financial Reporting 2024-25'.

Councils' / JOs' responsibilities

To effectively implement the amendments to AASB 13 and apply the
authoritative implementation guidance councils/JOs will need to:

understand the nature of any of their non-financial assets not held primarily
for their ability to generate net cash inflows

have an understanding of the amendments to AASB 13 and the authoritative
implementation guidance and the impact on their financial statements

assess whether the council's / JO's current application of AASB 13 to fair
value their non-financial assets not held primarily for their ability to generate
net cash inflows is in accordance with the revised AASB 13

discuss their assessment with the Audit, Risk and Improvement Committee
(ARIC) and auditors

disclose the impact of the standard in the current year's financial statements
as required by AASB 108.

Councils/JOs will need to ensure that they have documentation to support key
estimates and judgements which include, but are not limited to:

support for replacement cost rates, useful lives and remaining useful lives
(along with relevant condition assessments)

appropriateness of including certain replacement costs in CRC (for example,
cost of removing unwanted structures)

other assumptions, like consideration of obsolescence factors (functional or
economic) and pattern of consumption of future economic benefits.

Councils/JOs should also have documentation to support:

their own assumptions used in the valuation, and their appropriateness

how they have considered the existence of other market participants for the
particular asset

how they have considered and assessed whether the identified market
participants would use different data.

Responsibilities of ARICs and those charged with governance

ARICs and those charged with governance should:

make inquiries of management to understand the amendments to AASB 13
including the new authoritative implementation guidance

review management’s assessment of whether the entity's current application
of AASB 13 to fair value their non-financial assets not held primarily for their
ability to generate net cash inflows is in accordance with the revised AASB
13

ensure the impact is disclosed in the current year’s financial statements.



https://www.youtube.com/watch?v=_7LLny5qsrU
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Issue 2: AASB 2022-6 'Amendments to Australian Accounting Standards — Non-current

Liabilities with Covenants'

Overview

AASB 2022-6 amends AASB 101 to improve the information an entity provides in
its financial statements about liabilities arising from loan arrangements for which
the entity’s right to defer settlement of those liabilities for at least twelve months
after the reporting period is subject to the entity complying with conditions
specified in the loan arrangement.

AASB 2022-6 also amends an example in Practice Statement 2 regarding
assessing whether information about covenants is material for disclosure.

The amendments in AASB 2022-6 are effective for annual periods beginning on
or after 1 January 2024, with earlier application permitted provided AASB 2020-1
‘Amendments to Australian Accounting Standards — Classification of Liabilities
as Current or Non-Current’ is applied at the same time. AASB 2022-6 applies to
periods beginning on or after 1 January 2023 in order to defer the revised liability
classification requirements made to AASB 101 by AASB 2020-1 from

1 January 2023 to 1 January 2024.

AASB 2023-03 'Amendments to Australian Accounting Standards — Disclosure of
Non-current Liabilities with Covenants: Tier 2' amends AASB 1060 'General
Purpose Financial Statements — Simplified Disclosures for For-Profit and
Not-for-Profit Tier 2 Entities' for the above requirements.

Councils' / JOs' responsibilities
To effectively implement the changes to AASB 101 (for councils) and AASB
1060 (for JOs) councils/JOs will need to:

* have an understanding of the new requirements and the impact on their
financial statements

* review their loan agreements and any covenants in place to assess the
impact on their financial statements

. discuss their assessment with the ARIC and auditors

« disclose the impact of the standard in the current year's financial statements
as required by AASB 108 / AASB 1060.

Responsibilities of ARICs and those charged with governance

ARICs and those charged with governance should:

* make inquiries of management to understand the requirements of the
Standard

* ensure management reviews their loan agreements and any covenants in
place to assess the impact on their financial statements

« ensure the impact is disclosed in the current year’s financial statements.

Applies to

Applies retrospectively to
annual reporting periods
beginning on or after

1 January 2024.

Earlier application is
permitted provided AASB
2020-1 is applied at the
same time.

Issue 3: AASB 18 ‘Presentation and Disclosure in Financial Statements’

Overview

AASB 18 outlines the requirements for presenting and disclosing information in
Tier 1 general purpose financial statements, ensuring they provide relevant
information that accurately represents an entity's assets, liabilities, equity,
income, and expenses. The disclosure requirements do not impact JOs as Tier 2
requirements will be determined through a separate process, with subsequent
amendments made to AASB 1060 ‘General Purpose Financial Statements —
Simplified Disclosures for For-Profit and Not-For-Profit Tier 2 Entities’ as needed.

AASB 18 will replace AASB 101 ‘Presentation of Financial Statements’ when it
becomes effective. Consequently, the requirements in AASB 101 will either be:

Applies to

Applies to annual reporting
periods beginning on or
after:

* 1 January 2027 for for-
profit entities

* 1 January 2018 for
NFP public sector
entities and,
superannuation



https://www.aasb.gov.au/admin/file/content105/c9/AASB2022-6_12-22.pdf
https://standards.aasb.gov.au/aasb-18-jun-2024-0
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Overview Applies to
» replaced by new requirements in AASB 18; entities applying AASB
« transferred to AASB 18 with minimal wording changes; or 1056
+  moved to AASB 108, which will be renamed to ‘Basis of Preparation of Early application permitted.

Financial Statements’ or AASB 7 ‘Financial Instruments: Disclosures’ with
minimal wording changes

The key presentation and disclosure requirements established by AASB 18
include:

» the presentation of newly defined subtotals in the statement of profit or loss.
AASB 18 requires an entity to:

- classify income and expenses into operating, investing and financing
categories in the statement of profit or loss, in addition to income taxes
and discontinued operations

- present two newly defined subtotals — operating profit and profit before
financing and income taxes

+ the disclosure of management-defined performance measures (MPMs).
MPMs are alternative or non-GAAP performance measures (that is,
measures that are not defined by Australian Accounting Standards) that are
subtotals of income and expenses used in public communications. AASB 18
requires an entity to disclose a reconciliation between MPMs and the
subtotals required by AASB Standards

» enhanced requirements for grouping information (that is, aggregation and
disaggregation). AASB 18 provides guidance for entities on grouping
transactions and other events into the line items in the primary financial
statements and information disclosed in the notes. These principles
generally require entities to:

- aggregate items that share characteristics and disaggregate items that
have different characteristics

- group items in a way that does not obscure material information or
reduce the understandability of the information presented

- place items in the primary financial statements and the notes to fulfil
their complementary roles.

Upon issuing AASB 18, the AASB recognised the need for further work to
determine its application to not-for-profit (NFP) entities (both private and public
sectors) and superannuation entities. Consequently, the application date for
these entities was deferred to annual periods beginning on or after 1 January
2028, instead of 1 January 2027.

In the May 2025 AASB Board meeting, the Board considered stakeholder
feedback from targeted outreach and decided to develop an Exposure Draft (ED)
on how AASB 18 should apply to the Tier 1 GPFS of NFP and superannuation
entities

The Board decided the ED will propose the following approaches for other NFP
Public Sector Entities (including local governments and universities):

*  permitting the presentation of financial statements, including operating
expenses, using formats consistent with currently applicable Accounting
Standards, including AASB 101, which would involve retaining the relevant
content of AASB 101 in some form once it is superseded by AASB 18;

*  requiring the aggregation and disaggregation principles in AASB 18 to be
applied without public sector-specific modification; and

* an exemption from applying the MPM disclosure requirements of AASB 18,
although these could be applied voluntarily if considered useful to users of
their GPFS.



https://www.aasb.gov.au/media/1apha1kt/239_actionalert.pdf
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Overview Applies to

A draft ED reflecting the above proposals will be considered by the Board at a
future meeting.

Councils’/JOs’ responsibilities

To effectively implement the changes to AASB 18, councils will need to:
* understand the requirements of AASB 18

*  keep a watching brief on proposals to amend AASB 18 for NFP public
sector entities

« disclose the impact of the standard in the current year's financial statements
as required by AASB 108.
Responsibilities of ARICs and those charged with governance

ARICs and those charged with governance should:

* make inquiries of management to understand the requirements of AASB 18,
including the proposals to amend AASB 18 for NFP public sector entities

* ensure management assesses the impact on their financial statements

» ensure the impact is disclosed in the current year’s financial statements.
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Other new financial reporting pronouncements

The following pronouncements, which may affect councils and their controlled entities’, and JOs’
financial statements and/or annual reports, were issued? between 15 June 2024 and 29 April 2025.

The table below does not include accounting standards issued during the period if an overview has
already been provided in the table above.

New Australian Accounting Standards
The table below does not include accounting standards issued during the period if an overview has

already been included in the table above.

Standards

Reference/Title Effective date amended/replaced

AASB 1048 'Interpretation of Standards'

AASB 1048 (November 2024) supersedes and repeals the previous Annual reporting AASB 1048
version of AASB 1048, issued in December 2020. periods

The objective of this standard is to provide an up-to-date listing of beginning on or
Australian Interpretations and to ensure the effectiveness of after 31

references in Australian Accounting Standards to Australian December 2024
Interpretations, and to the ‘Framework for the Preparation and with early
Presentation of Financial Statements’ and the ‘Conceptual for application
Financial Reporting'. permitted.

The main differences between the previous version and this version

include the:

» removal from the tables of versions of Interpretations and
conceptual framework pronouncements that do not apply to
any of the reporting periods to which this Standard mandatorily
applies (see paragraph 2), including Interpretation 1047
'Professional Indemnity Claims Liabilities in Medical Defence
Organisations', which has been superseded by AASB 17
'Insurance Contracts'

* addition of amended versions of Interpretations in Tables 1
and 2, where applicable to any reporting period to which this
Standard mandatorily applies. This reflects amended versions
of Interpretations arising as a result of the consequential
amendments in Appendix D of AASB 18 'Presentation and
Disclosure in Financial Statements' and the editorial
corrections set out in AASB 2021-7 '"Amendments to Australian
Accounting Standards — Effective Date of Amendments to
AASB 10 and AASB 128 and Editorial Corrections'; and

*  addition of an amended version of the Conceptual Framework
for Financial Reporting in Table 3 as a result of an editorial
correction set out in AASB 2021-7.

AASB 2024-2 Amendments to Australian Accounting Standards — Classification and Measurement of
Financial Instruments

AASB 2024-2 (July 2024) amends AASB 7 ‘Financial Instrument: Applies to AASB 7, AASB 9
Disclosures’ and AASB 9 ‘Financial Instruments’ in response to annual reporting

feedback from the 2022 Post-implementation Review of the periods

classification and measurement requirements in AASB 9 and beginning on or

related requirements in AASB 7 as well as the 2023 Exposure after 1 January

Draft. 2026 with early

The amendments relate to:

2 Note this table only includes new standards issued and excludes compiled standards issued.


https://standards.aasb.gov.au/aasb-1048-nov-2024
https://aasb.gov.au/admin/file/content105/c9/AASB2024-2_07-24.pdf
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settling financial liabilities using an electronic payment system

assessing contractual cash flow characteristics of financial
assets with environmental, social and corporate governance
(ESG) and similar features.

Additionally, the Standard amends disclosure requirements for
investments in equity instruments designated at fair value through

other comprehensive income and adds disclosure requirements for

financial instruments with contingent features that are not directly
related to basic lending risks and costs.

application
permitted.

AASB 2024-3 Amendments to Australian Accounting Standards — Annual Improvements Volume 11

AASB 2024-3 (September 2024) amends:

AASB 1 ‘First-time adoption of Australian Accounting
Standards’ to improve:

- consistency between paragraphs B5-B6 of AASB 1 and
the hedge accounting requirements in AASB 9

- the understandability of AASB 1
AASB 7 ‘Financial Instruments: Disclosures’ to:

- replace a cross-reference in paragraph B38 of AASB 7 to
a deleted AASB 7 paragraph with a reference to AASB 13
‘Fair Value Measurement’

- improve the consistency of language used in AASB 7 with
that in AASB 13

AASB 9 ‘Financial Instruments’ to:

- clarify how a lessee accounts for the derecognition of a
lease liability when it is extinguished

- address an inconsistency between paragraph 5.1.3 of
AASB 9 and the requirements in AASB 15 ‘Revenue from
Contracts with Customers’ regarding the term ‘transaction
price’

AASB 10 ‘Consolidated Financial Statements’ to amend

paragraph B74 relating to determining de facto agents of an

entity

AASB 107 ‘Statement of Cashflows’ to replace the term ‘cost
method’ with ‘at cost’ as the term is no longer defined in
Australian Accounting Standards.

Applies to
annual reporting
periods
beginning on or
after 1 January
2026 with early
application
permitted.

AASB 1, AASB 7,
AASB 9, AASB 10

AASB 107

AASB 2024-4 '"Amendments to Australian Accounting Standards — Effective Date of Amendments to
AASB 10 and AASB 128’

AASB 2024-4 (November 2024) defers the mandatory effective
date (application date) of amendments to AASB 10 and AASB 128
which were originally made in AASB 2014-10 'Amendments to
Australian Accounting Standards — Sale or Contribution of Assets
between an Investor and its Associate or Joint Venture'. The
amendments need to be applied for annual reporting periods
beginning on or after 1 January 2028, instead of 1 January 2025.

Applies to
annual periods
beginning on or
after 1 January
2025 (being the
date from which
the
amendments to
AASB 10 and
AASB 128 were
previously to
apply
mandatorily).
Early application
permitted.

AASB 10, AASB 128


https://aasb.gov.au/admin/file/content105/c9/AASB2024-3_09-24.pdf
https://aasb.gov.au/admin/file/content105/c9/AASB2024-4b_11-24_01-28.pdf
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AASB 2025-1 '"Amendments to Australian Accounting Standards — Contracts Referencing Nature-
dependent Electricity’

AASB 2025-1 (February 2025) amends AASB 7 'Financial Applies to AASB 7, AASB 9
Instruments: Disclosures' and AASB 9 'Financial Instruments' to annual periods
help entities better reflect nature-dependent electricity contracts in beginning on or
their financial statements. after 1 January
The amendments: 2026, with early
application

»  clarify the ‘own-use’ criteria applies to nature-dependent

electricity contracts permitted

« permit hedge accounting if these contracts are used as
hedging instruments

» add new disclosure requirements to help users of financial
statements understand how these contracts effect an entity’s
financial performance and cash flows.

Nature-dependent electricity contracts help entities secure their
electricity supply from sources such as wind and solar power. The
amount of electricity generated under these contracts can vary
based on uncontrollable factors such as weather conditions.

AASB 2025-2 '"Amendments to Australian Accounting Standards — Classification and Measurement of
Financial Instruments: Tier 2 Disclosures'

AASB 2025-2 (March 2025) amends AASB 1060 ' General Purpose  Applies to AASB 1060
Financial Statements — Simplified Disclosures for For-Profit and annual periods
Not-for-Profit Tier 2 Entities' to: beginning on or
«  require a Tier 2 entity to disclose information about financial after 1 January
instruments with contingent features that are not related 2026, with early
directly to basic lending risks and costs. This helps users of application
financial statements to better understand how contractual permitted

terms could change the amount of contractual cash flows.
However, the Standard does not add further specific disclosure
requirements for investments in equity instruments designated
at fair value through other comprehensive income

* renumber the supplier finance arrangement disclosures
(currently in paragraphs 119A—-119C) and relocate them along
with their related heading, from the 'Basic Financial
Instruments' section to the 'Statement of Cash Flows' section.



https://standards.aasb.gov.au/sites/default/files/2025-02/AASB2025-1_02-25_0.pdf
https://aus01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fstandards.aasb.gov.au%2Fsites%2Fdefault%2Ffiles%2F2025-03%2FAASB2025-2_03-25.pdf&data=05%7C02%7Ckjohn%40aasb.gov.au%7C01ef20ac3a274829fd1408dd62ad6518%7C3a6753c2f5c24a9dab1950fa9b969203%7C0%7C0%7C638775219034234495%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=sNDdnQaE143Dd2qyByY%2BCAwxuYKxjT7r9Z12ndh0Q%2BY%3D&reserved=0
https://standards.aasb.gov.au/sites/default/files/2025-03/AASB2025-2_03-25_0.pdf
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New Office of Local Government (OLG) publications?

OLG circulars and quidelines, codes and practice notes

25-08 'Local Government Code of Accounting Practice and Financial Reporting 2024/25'

25-06 'Rating information 2025-26'

25-04 'Draft Quarterly Budget Review Statement Guidelines'

24-16 Councillor Handbook 2024

24-15 Post-Election Guide launched on the Office of Local Government’s website

GC 153 '2024-25 Financial Assistance Grants (FAGs) - advance payment’

24-12 'Annual CPI adjustment to companion animal fees for 2024/25'

3 Includes pronouncements which may affect council and JO financial statements and/or annual reports.


https://www.olg.nsw.gov.au/category/https-www-olg-nsw-gov-au-category-https-www-olg-nsw-gov-au-category-council-circulars/
https://www.olg.nsw.gov.au/councils/policy-and-legislation/guidelines-and-policy-information-resources-for-councils/guidelines-codes-and-practice-notes/
https://www.olg.nsw.gov.au/https-www-olg-nsw-gov-au-category-https-www-olg-nsw-gov-au-category-council-circulars/council-circular-25-08-local-government-code-of-accounting-practice-and-financial-reporting-2024-25/
https://www.olg.nsw.gov.au/https-www-olg-nsw-gov-au-category-https-www-olg-nsw-gov-au-category-council-circulars/council-circular-25-06-rating-information-2025-26/
https://www.olg.nsw.gov.au/https-www-olg-nsw-gov-au-category-https-www-olg-nsw-gov-au-category-council-circulars/council-circular-25-04-draft-quarterly-budget-review-statement-guidelines/
https://www.olg.nsw.gov.au/https-www-olg-nsw-gov-au-category-https-www-olg-nsw-gov-au-category-council-circulars/council-circular-24-16-councillor-handbook-2024/
https://www.olg.nsw.gov.au/https-www-olg-nsw-gov-au-category-https-www-olg-nsw-gov-au-category-council-circulars/council-circular-24-15-post-election-guide-launched-on-the-office-of-local-governments-website/
https://www.olg.nsw.gov.au/https-www-olg-nsw-gov-au-category-https-www-olg-nsw-gov-au-category-council-circulars/gc-153-2024-25-financial-assistance-grants-fa-grants-advance-payment/
https://www.olg.nsw.gov.au/https-www-olg-nsw-gov-au-category-https-www-olg-nsw-gov-au-category-council-circulars/24-12-annual-cpi-adjustment-to-companion-animal-fees-for-2024-25/
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OUR VISION

Our insights inform and challenge
government to improve outcomes for
citizens.

OUR PURPOSE

To help parliament hold government
accountable for its use of public
resources.

Level 19, Darling Park Tower 2
201 Sussex Street
Sydney NSW 2000 Australia

PHONE +61 292757100
mail@audit nsw.gov.au

Office hours: 8.30am-5.00pm
Monday to Friday.

audit.nsw.gov.au
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