Local government financial reporting issues and developments

Application
Type of audit and assurance work Type of entities
» Thisdocument 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 2 June 2026 that may impact the

financial statements and/or annual reports for the first time in financial year ending 30 June 2026 and beyond

o Office of Local Government pronouncements (circulars and guidelines, codes and practice notes) issued
between 30 April 2025 and 2 June 2026 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.

Arelated 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 2 June 2026, 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://auditnsw.sharepoint.com/sites/013/_layouts/15/DocIdRedir.aspx?ID=R013-2017385828-11354
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/JO 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 18 Presentation and Disclosure in Financial Statements
Overview Applies to

AASB 18 outlines the requirements for presenting and disclosing information in Tier ~ Applies to annual reporting
1 general purpose financial statements, ensuring they provide relevant information periods beginning on or

that accurately represents an entity's assets, liabilities, equity, income, and after:
expenses. The disclosure requirements do not impact JOs as Tier 2 requirements . 1 January 2027 for for-
will be determined through a separate process, with subsequent amendments profit entities

made to AASB 1060 General Purpose Financial Statements — Simplified Disclosures

for For-Profit and Not-For-Profit Tier 2 Entities as needed. ’ 1January 2018 for NFP

public sector entities

AASB 18 will replace AASB 101 Presentation of Financial Statements when it and, superannuation
becomes effective. Consequently, the requirements in AASB 101 will either be: entities applying AASB
. replaced by new requirements in AASB 18 1056

. transferred to AASB 18 with minimal wording changes; or Early application permitted.

. moved to AASB 108, which will be renamed to Basis of Preparation of 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

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


https://standards.aasb.gov.au/aasb-18-jun-2024-0
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Overview Applies to

. 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

- placeitemsin 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 October 2025, the Board considered stakeholder feedback from targeted
outreach and issued an Exposure Draft (ED) on how AASB 18 should apply to the
Tier 1 GPFS of NFP entities.

The Board considered feedback on the ED and in May 2026 decided to amend:
*  AASB 18 Presentation and Disclosure in Financial Statements to:
- provide a policy choice for NFP public sector entities to elect to not:

. classify income and expenses into the operating, investing and
financing categories

. disclose information about management-defined performance
measures

*  AASB 107 Statement of Cash Flows to permit NFP public sector entities to:

- classify interest paid and received and dividends received as cash flows
from operating activities

- use the profit or loss total reported in the statement of profit or loss as the
starting point for the indirect method to report operating cash flows when
the operating profit or loss subtotal is not reported in the statement of
profit or loss.

The AASB will issue a standard to amend AASB 18 and 107 to give effect to the
above amendments and consider feedback on the remaining topics in the ED at its
next 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 the amendments to 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.



https://aasb.gov.au/media/z0sdm3ly/247_actionalert.pdf
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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 30 April 2025 and 31 May 2026.

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
! v amended/replaced

AASB 2025-3 Amendments to Australian Accounting Standards — Contracts Referencing Nature-dependent
Electricity: Tier 2 Disclosures

This Standard amends AASB 1060 to require a Tier 2 entity to disclose  Applies to AASB 1060
information about nature-dependent electricity contracts that meet annual periods
the ‘own-use’ criteria and are recognised as procurement contracts. beginning on or
Only some of the disclosure requirements added by AASB 2025-1 to after
AASB 7 for Tier 1 entities are extended to Tier 2 entities. 1 January 2026,
with early
application
permitted

AASB 2025-4 Amendments to Australian Accounting Standards - Translation to a Hyperinflationary
Presentation Currency

This Standard amends AASB 121 The Effects of Changes in Foreign Applies to AASB 121, AASB 129
Exchange Rates and AASB 129 Financial Reporting in annual periods
Hyperinflationary Economies to clarify the translation procedures for beginning on or
an entity whose presentation currency is that of a hyperinflationary after
economy, in the following circumstances: 1 January 2027,
«  the entity’s functional currency is that of a non-hyperinflationary ~ With early
economy and it is translating its results and financial position application
into the currency of a hyperinflationary economy; and permitted

* theentityis translating into the currency of a hyperinflationary
economy the results and financial position of a foreign operation
whose functional currency is that of a non-hyperinflationary
economy.

The amendments also address the effect of the entity’s presentation
currency ceasing to be the currency of a hyperinflationary economy.

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


https://standards.aasb.gov.au/sites/default/files/2025-09/AASB2025-3_08-25.pdf
https://standards.aasb.gov.au/sites/default/files/2025-12/AASB2025-4_12-25.pdf
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Reference/Title Effective date
amended/replaced

AASB 2026-1 Amendments to Australian Accounting Standards — Disclosures about Uncertainties in the
Financial Statements

This Standard amends AASB 136 Impairment of Assets and AASB 137  Applies to AASB 136, AASB 137
Provisions, Contingent Liabilities and Contingent Assets to introduce annual periods
new lllustrative Examples to those standards. The new examples beginning on or
illustrate how an entity applies the requirements of the Standards to after 1 July 2025
report the effects of uncertainties in the financial statements, in (thatend on or
particular: after 28 February
*  how an entity discloses information about key assumptions it 2026), with early
uses to determine the recoverable amount of assets under AASB ~ @Pplication
136 permitted

. how an entity might disclose information about plant
decommissioning and site-restoration obligations even if their
effect on the carrying amount of the entity’s plant
decommissioning and site-restoration is immaterial under AASB
137.

New Office of Local Government (OLG) publications?

OLG circulars and guidelines and policy resources

26-06 Determination of the Local Government Remuneration Tribunal

26-05 Rating information

26-04 Advice to councils on transfer of Crown roads to councils

26-03 Council-led Affordable Housing on Operational Land in NSW

26-02 2025 Model Meeting Code —Supplementary guidance and updated FAQs*
26-01 Release of Quarterly Budget Review Statement Data Return Templates

25-24 [ocal Government Code of Accounting Practice and Financial Reporting 2025/26
25-23 Local Government (General) Regulation Review

25-22 Release of Quarterly Budget Review Statement Data Return Templates

25-21 Commencement of Mutual Recognition Scheme

25-20 2025 Model Meeting Code*

25-19 Procurement Guidelines for NSW Local Government

25-17 Quarterly Budget Review Statement Guidelines

25-16 End of Year Reporting Requirements

25-15 Annual Reporting of Labour Statistics

25-14 Publication of the updated Local Government Filming Protocol

GC154 2025-26 Financial Assistance Grants (FA Grants) — Advance Payment

25-13 Council de-amalgamations — amendments to the Local Government Act 1993

25-102025/26 Determination of the Local Government Remuneration Tribunal

* The Model Meeting Code came into effect in January 2026. On 27 May 2026, the OLG announced that the regulation that enacts the Model Meeting Code
was disallowed by Parliament. The government is now considering options in relation to these reforms to improve the transparency of council meetings.

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


https://standards.aasb.gov.au/sites/default/files/2026-01/AASB2026-1_01-26.pdf
https://www.olg.nsw.gov.au/circulars
https://www.olg.nsw.gov.au/councils/policy-and-legislation/guidelines-and-policy-resources
https://www.olg.nsw.gov.au/sites/default/files/2026-05/council-circular-26-05-determination-of-the-local-government-remuneration-tribunall.pdf
https://www.olg.nsw.gov.au/sites/default/files/2026-05/council-circular-26-06-rates-related-determinations-for-councils.pdf
https://www.olg.nsw.gov.au/sites/default/files/2026-03/council-crcular-26-04-advice-to-councils-on-transfer-of-crown-roads-to-councils.pdf
https://www.olg.nsw.gov.au/sites/default/files/2026-03/council-circular-26-03-council-led-afordable-housing-on-operational-land-in-nsw.pdf
https://www.olg.nsw.gov.au/sites/default/files/2026-03/council-circular-26-02-2025-model-meeting-code-supplementary-guidance-and-updated-faqs.pdf
https://www.olg.nsw.gov.au/sites/default/files/2026-03/council-circular-26-01-release-of-qarterly-budget-review-statement-data-return.pdf
https://www.olg.nsw.gov.au/sites/default/files/2026-01/council-circular-25-24-local-government-code-of-accounting-practice-and-financial-reporting-2025-26.pdf
https://www.olg.nsw.gov.au/sites/default/files/2026-01/council-circular-25-23-local-government-elections-regulation.pdf
https://www.olg.nsw.gov.au/sites/default/files/2026-01/council-circular-25-22-release-of-quarterly-budget-review-statement-data-return-templates.pdf
https://www.olg.nsw.gov.au/sites/default/files/2026-01/council-circular-25-21-commencement-of-mutual-recognition-scheme.pdf
https://www.olg.nsw.gov.au/sites/default/files/2026-01/council-circular-25-20-2025-model-meeting-code.pdf
https://www.olg.nsw.gov.au/sites/default/files/2026-01/council-circular-25-19-procurement-guidelines-for-nsw-local-government.pdf
https://www.olg.nsw.gov.au/sites/default/files/2026-01/council-circular-25-17-quarterly-budget-review-statement-guidelines.pdf
https://www.olg.nsw.gov.au/sites/default/files/2026-01/council-circular-25-16-end-of-year-reporting-requirements.pdf
https://www.olg.nsw.gov.au/sites/default/files/2026-01/council-circular-25-15-annual-reporting-of-labour-statistics.pdf
https://www.olg.nsw.gov.au/sites/default/files/2026-01/council-circular-25-14-publication-of-the-updated-local-government-filming-protocol.pdf
https://www.olg.nsw.gov.au/sites/default/files/2026-03/council-circular-gc-154-2025%E2%80%9326-financial-assistance-grants-advance-payment.pdf
https://www.olg.nsw.gov.au/sites/default/files/2026-01/council-circular-25-13-council-de-amalgamations-amendments-to-the-local-government-act-1993.pdf
https://www.olg.nsw.gov.au/sites/default/files/2026-01/council-circular-25-10-2025-26-determination-of-the-local-government-remuneration-tribunal.pdf
https://www.olg.nsw.gov.au/news/liberals-and-greens-unwind-critical-transparency-measures-local-government

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.
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