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[bookmark: _Toc135315327][bookmark: _Toc168047055]Introduction
[bookmark: _Toc31719129][bookmark: _Toc135315328][bookmark: _Toc168047056]Purpose
[bookmark: _Toc31719130]To provide better practice guidance to assist accountable officers and agencies to meet their obligations under the Treasurer’s Direction (TD)– Non-financial assets, the Financial Management Act 1995 (FMA), and other relevant legislation.
Guidance material in this document is not mandatory. If a conflict arises between this guidance document and TD or other legislative requirements, the legislation takes precedence followed by the TD.
The TD generally designates responsibility to the accountable officer. Unless specifically excluded by the FMA or TD, accountable officers may choose to delegate certain responsibilities and functions to agency employees. This can be done through a number of mechanisms, such as accountable officer approved policies, procedures and agency delegations.
[bookmark: _Toc135315329][bookmark: _Toc168047057]Statement
The objectives of the TD – Non-financial assets and this guide is to establish minimum requirements for the recognition, measurement, acquisition, disposal, management and recordkeeping of non-financial assets. This guide is applicable to all agencies including government business divisions. 
Agencies are strongly encouraged to ensure all employees involved in financial reporting and management of assets have access to this guide.
[bookmark: _Toc31719131][bookmark: _Toc135315330][bookmark: _Toc168047058]Legislative basis and related documents
FMA
Treasurer’s Directions and relevant guidance documents: 
Gifting of property
Income
Infrastructure 
Leases  
Losses, write offs, waivers and postponements
Machinery of Government changes
Non-financial assets
Organisational performance and accountability
Australian Accounting Standards:
AASB 13 Fair Value Measurement (AASB 13)
AASB 108 Accounting Policies, Changes in Accounting Estimates and Errors (AASB 108)
AASB 116 Property, Plant and Equipment (AASB 116)
AASB 136 Impairment of Assets (AASB 136)
AASB 138 Intangible assets (AASB 138)
Guidance document – Impairment of assets

Guidance document – Revaluations
Guidance document – Treasurer’s delegations
[bookmark: _Toc164256679][bookmark: _Toc164257180][bookmark: _Toc167805432][bookmark: _Toc135315331][bookmark: _Toc168047059]Scope
The TD – Non-financial assets covers the minimum requirements for the recognition, measurement, acquisition, disposal, management and recordkeeping of non-financial assets.
Where legislation other than the FMA specifies alternative actions or approvals to those contained in the TD - Non-financial assets and guidance document, the relevant legislation takes precedence over the requirements in the TD and guidance document.
[bookmark: _Toc164242033][bookmark: _Toc164256681][bookmark: _Toc164257182][bookmark: _Toc167805434][bookmark: _Toc135315332][bookmark: _Toc135315335][bookmark: _Toc135315336][bookmark: _Toc168047060]Exclusions
[bookmark: _Ref132107310][bookmark: _Toc135315337][bookmark: _Toc168047061]Other non-financial assets 
The following non-financial assets are excluded from the scope of this Treasurer’s Direction:
· assets held for sale 
· biological assets (refer to AASB 141 Agriculture)
· inventories
· investment property
· right-of-use assets (refer to AASB 16 Leases and TD on Leases)
· service concession assets (refer to AASB 1059 Service Concession Arrangements: Grantors)
These non-financial assets are generally covered by separate accounting standards and may have specific guidance material developed in the future, if not already available.
[bookmark: _Toc168047062]Assets held for sale
In order to be classified as a non-current asset held for sale, the carrying amount of an asset would be expected to be principally recovered through a sale transaction rather than through continuing use. In addition, such assets should be available for immediate sale in their present condition, and a sale should be highly probable (within one year, with limited exceptions). Held for sale assets are reclassified as current assets, are not depreciated, and are measured at the lower of carrying amount or fair value less selling costs.
Assets that do meet the criteria of held for sale must be revalued before reclassifying it to ‘Assets Held for Sale’.
Agencies must follow the requirements of AASB 5 Non-current assets held for sale and discontinued operations.
[bookmark: _Toc164242038][bookmark: _Toc164256686][bookmark: _Toc164257187][bookmark: _Toc167805439][bookmark: _Toc164242039][bookmark: _Toc164256687][bookmark: _Toc164257188][bookmark: _Toc167805440][bookmark: _Toc164242040][bookmark: _Toc164256688][bookmark: _Toc164257189][bookmark: _Toc167805441][bookmark: _Toc164242041][bookmark: _Toc164256689][bookmark: _Toc164257190][bookmark: _Toc167805442][bookmark: _Toc163647470][bookmark: _Toc163744112][bookmark: _Toc168047063]Inventories 
Inventories are agency assets that are:
· held for sale in the ordinary course of business
· in the process of production or preparation for sale
· in the form of materials or supplies to be consumed in the production process or in the rendering of service or
· held for distribution at no or nominal consideration
Agencies should refer to the Treasurers Direction –A2.8 Inventory and AASB 102 Inventories for more information on accounting for inventory.
[bookmark: _Toc168047064]Investment properties
Investment property includes land and/or buildings held to earn rentals, or for capital appreciation, or both. The definition of investment property excludes property:
· held to meet service delivery objectives (for example, property held for strategic purposes or to provide a social service)
· used in the delivery of outputs, goods and services, or for administrative purposes; or
· held for sale
Land and building assets held by agencies and GBDs are generally utilised to meet service delivery objectives rather than being held to earn rentals or capital gains. In addition, land and building assets would not be classified as investment property solely because the assets generates rental revenue, as earning rental revenue is generally incidental to the primary purpose for which those assets are held. In situations where assets are classified as investment property, the asset will not be depreciated and will be revalued annually at fair value, with valuation adjustments recognised in the Comprehensive Operating Statement.
Agencies must follow the requirements in AASB 140 – Investment Property when accounting for investment properties.
[bookmark: _Toc168047065]Low value assets
Low value assets (assets expensed on acquisition) are excluded from the scope of this Treasurer’s Direction, with the exception of the following conditions:
· asset recognition (section 4.1)
· asset derecognition (section 9)
[bookmark: _Toc135315341][bookmark: _Toc135315342][bookmark: _Toc168047066]What are non-financial assets
Non-financial assets are non-monetary assets that can be either tangible (physical) assets or intangible.
Non-financial assets include tangible assets such as property, plant, equipment and intangible assets. For the purpose of the TD on non-financial assets and guidance documents, reference to non-financial assets excludes assets listed in section 2.1.1.
[bookmark: _Toc135315343][bookmark: _Toc168047067]Property, plant and equipment
Property, plant and equipment assets are tangible (physical) items that:
· are held for use in the production or supply of goods or services, for rental to others, or for administrative purposes
· are expected to be used during more than one year.
Property, plant and equipment assets include:
· Land (land and land under roads including land under roadways, and road reserves, including land under footpaths, nature strips and median strips)
· Buildings (for example, schools, hospitals, houses and police stations including associated land improvements)
· Infrastructure (for example, roads, bridges, wharves and reservoirs and associated land improvements)
· Construction Work In Progress (property, plant and equipment which is currently under construction and not in the location and condition capable of operating in the manner intended by management)
· Plant and equipment (for example, furniture, fixtures and fittings including leasehold improvements to buildings, machinery, medical equipment, office equipment, communications equipment)
· Computer hardware (for example computer equipment, servers)
· Transport equipment (for example motor vehicles, air and marine craft, mobile plants such as bulldozers, cranes, bobcats, forklifts)
· Heritage and cultural assets (for example works of art, cultural collections, heritage buildings/other items of cultural or historical significance)
Land improvements should be recognised in the same class as the main asset to which they are attached, such as ‘Buildings’ or ‘Infrastructure Assets’.
[bookmark: _Toc135315344][bookmark: _Toc168047068]Intangible assets
Intangible asset is defined in AASB 138 as an identifiable non-monetary asset without physical substance.  Examples of intangible assets include but are not limited to:
· software (for example, software purchased from external providers or built internally)
· intellectual property (for example, patents, copyrights)
· other intangibles (for example, licences).
For an asset to be recognised as an intangible, it needs to be identifiable. This distinguishes it from goodwill. An asset is identifiable if it is either:
· separable or is capable of being separated or divided from the agency and sold, transferred, exchanged whether individually or together with a related contract, asset or liability
· arise from contractual or other legal rights, irrespective of whether those rights are transferable or separable from the agency or from other rights and obligations.
[bookmark: _Toc135315345][bookmark: _Ref163228190][bookmark: _Toc168047069]Recognition
Recognition is the process of incorporating in an agency’s balance sheet or comprehensive operating statement, an item that meets the definition and recognition criteria of an asset. It is possible for an item to meet the definition of an asset but not be recognised. This could be due to the uncertainty around the assets future economic benefits occurring, an inability to reliably measure the asset or the value of asset falls below the capitalisation threshold.
All new agency assets should initially be recognised at cost unless the assets have been acquired because of a machinery of government change, at no cost or for nominal consideration.
[bookmark: _Toc140073315][bookmark: _Toc140073419][bookmark: _Toc162428730][bookmark: _Toc162429480][bookmark: _Toc163490095][bookmark: _Toc163647483][bookmark: _Toc163744125][bookmark: _Toc135315346][bookmark: _Toc132106244][bookmark: _Toc132106336][bookmark: _Toc135315347][bookmark: _Toc132106246][bookmark: _Toc132106338][bookmark: _Toc135315349][bookmark: _Toc132106250][bookmark: _Toc132106342][bookmark: _Toc135315353][bookmark: _Toc132106251][bookmark: _Toc132106343][bookmark: _Toc135315354][bookmark: _Toc132106252][bookmark: _Toc132106344][bookmark: _Toc135315355][bookmark: _Toc132106253][bookmark: _Toc132106345][bookmark: _Toc135315356][bookmark: _Toc132106254][bookmark: _Toc132106346][bookmark: _Toc135315357][bookmark: _Toc132106255][bookmark: _Toc132106347][bookmark: _Toc135315358][bookmark: _Toc132106258][bookmark: _Toc132106350][bookmark: _Toc135315361][bookmark: _Ref132270397][bookmark: _Ref132279549][bookmark: _Ref132279939][bookmark: _Ref132376187][bookmark: _Ref132708793][bookmark: _Ref132709142][bookmark: _Toc135315367][bookmark: _Toc168047070]Asset recognition principles
For a non-financial asset to be recognised in the balance sheet of an agency, all of the following criteria below must be satisfied:
i. agency controls the asset
ii. it is probable that future economic benefits will eventuate or flow to the agency
iii. the asset possesses a cost or value that can be measured reliably
iv. the original cost or fair value is greater than or equal to the capitalisation threshold.
If criteria outlined above are not met, costs are recognised as an expense in the comprehensive operating statement.
[bookmark: _Ref141948560][bookmark: _Toc168047071]Capitalisation threshold 
The capitalisation threshold is the minimum original cost or fair value at which an asset must be recorded in the balance sheet. The threshold for:
a. non-financial assets, except land is $10 000 (exclusive GST)
b. land is $1.
The capitalisation threshold assists in reducing the cost and administrative effort associated with the recognition and ongoing administration of non-financial assets.
[bookmark: _Toc140073319][bookmark: _Toc140073423][bookmark: _Toc162428734][bookmark: _Toc162429484][bookmark: _Toc163490099][bookmark: _Toc163647487][bookmark: _Toc163744129][bookmark: _Toc135315368][bookmark: _Toc168047072]Future economic benefits
Future economic benefits refers to the capacity of an asset to provide benefits to an agency. It includes cash inflows or a reduction in cash outflows that accrue to the agency because of controlling and using an asset. For agencies, the future economic benefits may be in the form of providing goods and services in accordance with the agencies’ objectives. Assets should therefore provide a means by which agencies can achieve their objective.
Future economic benefits is referred to as “service potential” and may flow to the agency in a number of ways including:
· revenue from delivery of outputs
· proceeds from sale
· cost savings or other benefits resulting from the use of the asset by the agency
For an asset to be recognised, the chances of future economic benefits arising needs to be more likely rather than less likely. Expenditure incurred on an item will be expensed rather than be recognised as an asset where it is considered improbable that economic benefits will flow to the agency beyond the current reporting period.
Future economic benefits that are not controlled by the agency at reporting date would not qualify as assets. For example, a decision by an agency prior to reporting date to purchase a new item of equipment would not qualify as an asset until the purchase transaction occurs. This is despite the fact that there may be a high probability that the purchase will occur.


[bookmark: _Toc168047073][bookmark: _Toc135315369]Control 
An agency controls an asset if it has the power to obtain the future economic benefits flowing from the resource and to restrict the access of others to those benefits. 
Factors to demonstrate whether control exists is the ability of the agency to:
· use the asset to meet its objectives
· obtain a benefit from the sale of the asset
· charge for the use of the asset 
· deny use of the asset to others.
Other factors that may be considered when assessing control is:
· access to the asset may be more relevant than mere possession or ownership
· ownership of an asset does not necessarily equate to control over the benefits derived from the asset, for example, assets that are finance leased to another party.
In many situations, control of an asset will arise from ownership, legally enforceable rights and physical possession. However, there can be situations where an agency has control of the benefits associated with an asset without legally owning it or physically possessing it, thus ownership is not essential when determining if controls exists. 
Examples of scenarios where an agency may have control of the benefits associated with an asset without owning it include: 
· buildings and infrastructure may be controlled by an agency even though the assets are located on non-government land; 
· buildings and land may be controlled by an agency although, legally, ownership rests with the Northern Territory of Australia; and 
· a finance lease agreement, where the lessor owns the property but control of the leased property is transferred to the lessee. 
[bookmark: _Toc135315371][bookmark: _Toc168047074] Shared control
There may be instances where control of a non-financial asset is shared between agencies. Shared control exists when decisions about the asset requires consent from all agencies sharing the control. All future economic benefits associated with the asset are also shared between these agencies. Shared control can be either contractual or implied. 
Where control of an asset is shared or used between multiple agencies, the agency with the largest proportion of control must recognise the asset in their financial statements. As such, each Northern Territory (NT) Government asset will be recorded in the financial records of one agency only. 

In situations where an agency controls a building asset, it will be deemed to control the parcel of land (if owned by the Territory Government ) under and immediately in the vicinity of the building unless other evidence exist leading to a contrary conclusion.  



 
[bookmark: _Toc135315372][bookmark: _Toc135315373][bookmark: _Toc168047075]Multi-tenanted government buildings
This arises where multiple government agencies are accommodated within a building owned by the NT Government. As with shared control above, the asset must only be recorded in the books of one agency. For multi-tenanted buildings, the following factors may be indicators of control:
· the building is purpose built for a particular agency’s needs and that agency is the main occupier and derives most benefit from the building asset (examples include schools, courts, research centres, workshop etc.)
· the agency has significant input or influence on decisions about whether other agencies can occupy the building
· the agency currently manages the building, including paying utility bills such as electricity and water
· the agency occupies majority of the building
Where there is no obvious controlling agency, an arbitrary decision must be made between relevant agencies to reflect the asset in only one agency’s financial records. Where agencies cannot reach an agreement, the Under Treasurer may intervene and allocate the building to an agency taking into consideration:
· each agency’s capacity to manage the building (including resources and expertise to undertake the management role
· effect on each agency’s balance sheet if the building was recorded as an asset and the effect of maintenance expenses or rent revenue on their income statement
· budget redistributions to reflect the changed cost structure of the controlling agency compared to the renting agency. 
The following considerations may also apply to the recognition of building fit-outs for multi-tenanted government buildings:
· where fit-out is an integral part of the building or was purchased or built to the specifications of the controlling agency, then assets are recognised by the controlling agency
· where fit-out was purchased or built to the specification of the renting agency, and then assets are recognised by the renting agency.
The controlling agency will be responsible for the maintenance of the building and may seek to recover reasonable costs from the renting agency.
[bookmark: _Toc135315374][bookmark: _Toc135315375][bookmark: _Toc168047076]Reliable measurement
The value of assets can usually be measured reliably using a number of methods. These include:
· price charged by the supplier for purchased assets
· the value can be derived using information from labour and other costing systems for manufactured assets
· the agency obtaining expert advice or a value from the market place
· in certain circumstances the agency may need to make an estimation of a cost or value 
In the rare circumstance, where the value of an asset cannot be measured reliably but it is probable that future economic benefits will flow to the agency, an asset is not to be recognised. For example, in the Territory some heritage assets, such as certain artworks, collections and historic objects are not recognised as assets because the value of these assets cannot be reliably measured. 
Where an asset cannot be reliably measured, but it is probable that future economic benefits will flow to the agency through this asset, the agency should disclose this fact in the notes to its financial statements and include the following information: 
· a description of the assets
· purpose for which the assets are held
· and reasons the value of the asset cannot be reliably measured.  
Agencies should also document these facts in the agency’s internal accounting policy on asset measurement and valuation as discussed in section 12.3.
[bookmark: _Ref167802261][bookmark: _Toc168047077]Collections 
A collection is a group of assets that display similar characteristics or attributes. For the purposes of the TD, recognition of assets as collections is limited to heritage and cultural assets only.
An agency may recognise and record non-financial assets as collections where all of the following conditions are met:
· assets are heritage and cultural assets 
· assets are located in the same location and
· the costs of recognising the assets individually outweigh the benefits.
Where assets are grouped into a collection, subsequent measurement principles for non-financial assets will apply to the collection. To ensure the valuation of such collections are materially accurate, agencies may need to conduct assessments on a regular basis to determine whether each item should be maintained or removed from the collection where benefits are no longer being derived from the item. This may take place through a stocktake process.
[bookmark: _Toc168047078]Functional Unit
For the purpose of the TD, a functional unit is defined as a group of assets connected for the provision of one simultaneous service. Assets must be grouped as a functional unit where all of the following criteria are met:
· the individual item is an integral part of, or are associated with, a functional unit
· the total combined value of the functional unit is greater than or equal to the capitalisation threshold.
Examples of a functional unit include:
· Computer network (excluding personal computers): the network includes the network operating system in the client and server machines, the cables connecting them and all supporting hardware in between such as bridges, routers and switches.
· Leasehold improvements: leasehold improvements include wall construction, painting, cabling, carpeting, glazing, joinery, built in desks, cabinets and workstations. 
When an individual item valued at less than $10 000 is part of a functional unit with a total value of        $10 000 or more, agencies should group the functional unit as one asset. In these circumstances, it would be appropriate for the individual components (or parts) making up the functional unit to be identified in the Register of assets as relating to a single functional asset.
Assets with individual values below the capitalisation threshold that are not part of a functional unit must not be grouped.
Where an individual item within a functional unit is significant and meets the criteria for componentisation outlined in section 4.4, agencies must follow the requirements outlined for componentisation of assets.
Examples of functional units
	Functional units 

	Example 1 – Items considered part of a functional unit
An agency purchases a boat for a GST exclusive cost of $6 000 and an outboard motor for $4 900.
Boat                        $ 6 000 
Outboard Motor   $  4 900 
Total                     $ 10 900

Where items are assessed as forming part of the same functional asset that has a combined value greater than $10 000, the items should be recognised as one asset. In the above example, the agency intends to use the boat and engine as a single functional asset and does not intend to use the boat without the outboard motor; as such, a single asset is recognised for the cost of the asset.

Example 2 – Items considered part of a functional unit
An agency purchases 10 new routers for a net cost of $100 each as part of an upgrade of an existing computer network server.

10 routers at $100 each $ 1 000
Server value                   $ 20 000
                                        $ 21 000

The new routers are capitalised as they form part of a network or functional unit that are synchronised for the provision of one service that has a combined value greater than $10 000

Example 3 -  Items not considered part of a functional unit 
An agency purchases 40 desks for a cost of $300 (exclusive of GST) each.

40 desks at $300 each   $12 000

The desks will be expensed at the time of the purchase and would not be recognised as assets. The desks represent 40 diverse functional items with individual values less than $10 000. 


[bookmark: _Ref163748384][bookmark: _Ref164085753][bookmark: _Toc168047079]Significant components of an asset
Componentisation is the process of disaggregating a complex asset into separate and identifiable significant components.  A complex asset is a physical non-financial asset capable of disaggregation into separate and identifiable significant components.
The separate identification, recognition and depreciation of significant components will provide more reliable and relevant information to users of the financial statements. 
Some examples of main components of some common asset classifications include but are not limited to:
· Buildings: components may include structure, mechanical, electrical, hydraulic, fire 
· Road infrastructure - components may include initial earthworks, formation, pavement, seal, kerb and channelling, road furniture, footpaths.
The Department of Infrastructure, Planning and Logistics’ (DIPL) will provide agencies with the significant components of newly constructed assets, if any, through the work-in-progress transfer process.
It is recommended that agencies liaise with the Department of Infrastructure, Planning and Logistics’ (DIPL) Infrastructure Planning Operational Support (IPOS) team for further information on this process. The requirements for existing assets are addressed in transitional provisions provided on issue of the TD on Non-financial assets. 
Contact details:
DIPL Infrastructure Planning Operational Support (IPOS)
Email: IPOS.AdminCoordination@nt.gov.au 
[bookmark: _Toc164242057][bookmark: _Toc164256705][bookmark: _Toc164257206][bookmark: _Toc167805459][bookmark: _Ref141869396][bookmark: _Toc168047080]Threshold 
Agencies must componentise assets with a total asset cost or fair value on initial recognition of $10 million or more. Irrespective of the $10 million threshold, agencies may choose to componentise assets to a lower level where deemed appropriate.
Where the cost base of a non-financial asset increases to $10 million or more through a revaluation process, an agency must disaggregate the non-financial asset into components in accordance with criteria discussed in section 4.4.2. 
As such, where an agency undertakes a revaluation process, which results in an asset, which previously did not meet the componentisation threshold now meeting the threshold, the agency must componentise the asset. The agency should ask the valuer during the revaluation process to provide a breakdown of components for the asset.  
[bookmark: _Ref141885965][bookmark: _Toc168047081]Criteria for identifying a significant component
When a significant component is identified for assets above the threshold outlined in section 4.4.1, a separate asset must be recorded in the Fixed Asset Register for each component. A separate asset is recognised when a component meets all of the following criteria: 
a. it can be separately identified and measured
b. has a different estimated useful life from the complex asset
c. has a significant value (20 per cent or more) in relation to the total cost or fair value of the complex asset
Irrespective of the thresholds stated above, agencies may choose to componentise assets to a lower level where deemed more appropriate.
Given the main reason for separating assets into components is to identify and depreciate those parts of an asset, which would require replacement during the life of the complex asset, where a component has the same useful life of the complex asset, there is no requirement to record this as a separate asset in the Fixed Asset Register.
[bookmark: _Toc168047082]Asset classification
A component must be recorded in the same asset class as the complex asset for asset recognition and classification purposes.  In doing so, agencies must ensure that assets are appropriately captured in the correct asset classification in the general ledger and the Fixed Asset Register. 
Where plant and equipment forms part of the structure of a building and cannot be easily relocated, then the plant and equipment must be recorded under the building asset class.  
For example, a building’s air-conditioning system would ordinarily be classified as plant and equipment. However, because these systems are attached to the structure of the building and are not easily relocatable, where air conditioners have been identified for componentisation, the agency will record these assets under the building asset class.
Where plant and equipment used within a building are easily movable and transportable, these assets should be separately identified and recognised in the appropriate plant and equipment category. An example would be a specialised equipment or portable air conditioner, which is relocatable and can be used in different rooms in a building. This would be an indication that the asset is not attached to the structure of the building and hence should be classified separately as plant and equipment. 
[bookmark: _Toc168047083]Subsequent measurement 
Components must be measured on the same basis as the complex asset to which they belong. That is, if the complex asset is valued using the cost model, the component must also be valued using the cost model. Consequently, if the complex asset is valued using the revaluation model, then the component must be measured on the same basis. 
[bookmark: _Ref132381581][bookmark: _Toc135315413][bookmark: _Toc168047084]Asset acquisition
[bookmark: _Toc168047085]Exclusions 
[bookmark: _Toc168047086][bookmark: _Toc135315414]Assets below the capitalisation threshold
The conditions and approval processes outlined for the acquisition of non-financial assets does not apply to assets which fall below the capitalisation threshold outlined in section 4.1.1. Agency must follow their internal procurement delegations for the acquisition of assets below the capitalisation threshold.
[bookmark: _Toc168047087]Assets acquired under legislation other than the FMA
Where another legislation permits an agency to acquire an asset, then the requirements of that legislation takes precedence over the requirements of the FMA and the requirements of the TD. Examples of legislations that permit the acquisition of assets include but is not limited to:
· property under the Housing Act 1982
· land under the: 
· Crown Lands Act 1992
·  Pastoral Lands Act 1992 
· Aboriginal Land Rights (Northern Territory) Act 1976.

[bookmark: _Toc168047088]Assets constructed as part of the capital works program
Where a non-financial asset is constructed as part of the capital works program, the asset acquisition and approval processes outlined in section 5.2 and 5.3 do not apply. These assets are subject to the conditions in Treasurer’s Direction – Infrastructure.
[bookmark: _Ref163812861][bookmark: _Toc168047089]Conditions 
[bookmark: _Toc168047090]DIPL must conduct all land acquisitions unless another Act permits an agency to acquire land
DIPL is the agency responsible for managing crown land. Where an agency intends to acquire land, they must consult with DIPL prior to making any commitments. DIPL will conduct all land acquisitions on behalf of an agency. This includes the acquisition of land with improvements located on them. Where another Act permits an agency to acquire land, the agency can follow the processes within that legislation to acquire the land. 
[bookmark: _Toc168047091]Other conditions
An accountable officer can acquire a non-financial asset when all of the following criteria are satisfied, subject to the approval thresholds in section 5.3. 
· the acquisition will assist in the achievement of the agency’s objectives  
· [bookmark: _Ref93656753]the acquisition is fully funded by one or more of the following sources:
· capital appropriation
· excess output appropriation, subject to criteria in section 6 for Change in appropriation purpose 
· commonwealth appropriation
· additional agency revenue subject to conditions set in the Treasurer’s Directions – Income.
Agencies may seek to use additional agency revenue to acquire a capital item. The use of additional revenue must be done in accordance with the requirements in the Treasurer’s Direction – Income. 
Where additional revenue is from the proceeds of a sale of another non-financial asset, the only proportion of those proceeds, which can be used to fund a non-financial asset, is the net gain on the sale of the asset. This ensures the use of the additional revenue does not adversely affect agency and whole of government net financial results. 
The accountable officer can only acquire a non-financial asset where the conditions addressed above have been met and the cost of the non-financial asset is in accordance with the thresholds outlined in section 5.3.
[bookmark: _Ref134107454][bookmark: _Toc135315415][bookmark: _Ref141950228][bookmark: _Ref163812881][bookmark: _Toc168047092]Approval process
Approval thresholds and requirements for the acquisition of a non-financial asset is summarised in the table below:
	Asset value (GST exclusive)
	Approval required by

	Less than or equal to $1 000 000
	Accountable officer

	Over $1 000 000
	Treasurer with endorsement from Minister


An accountable officer may approve the acquisition of a non-financial asset up to a maximum of $1 million per item. An accountable officer may choose to sub-delegate authority to an appropriate level within the agency for the acquisition of non-financial assets subject to the $1 million threshold.
For all requests to acquire a capital item above $1 million, an accountable officer must seek approval from the Treasurer. The request to the Treasurer must be accompanied by ministerial endorsement and must include at a minimum the following information:
· the source of funding
· purpose or reasons for the acquisition of the asset 
An asset acquisition can only be progressed if it is fully funded. Where an agency seeks to acquire an asset but cannot fund this acquisition from existing funding sources, the accountable officer may seek additional funding, subject to requirements in the Treasurer’s Direction - Organisational performance and accountability.
The approval process for the acquisition of non-financial assets also apply to acquisitions:
· funded through an agency’s rolling acquisition budget
· authorised as part of a Cabinet decision.
Refer to Appendix A for a flowchart on the approval process for the acquisition of a non-financial asset.
[bookmark: _Toc168047093]Accounting entries 
Agency A purchases a block of land for $110 000 (inclusive of GST). Agency A operates under an Act, which permits the acquisition of assets. Sample journal entries for the transaction is summarised below: 
	Account description
	Account code
	DR
	CR

	Land Acquisitions  
	841110
	$100 000
	

	GST Owing/Paid 
	812820
	 $ 10 000
	

	Cash at Bank
	811110
	
	$110 000



[bookmark: _Ref98767241][bookmark: _Ref98767257][bookmark: _Toc135315416][bookmark: _Toc168047094]Change in appropriation purpose
A change in appropriation purpose may sometimes be necessary to fund the acquisition of a non-financial asset or to align funding sources with asset recognition principles in Australian Accounting Standards. The change in appropriation purposes discussed in this section is limited to Territory-funded appropriation. This is because Commonwealth appropriation is one purpose and does not distinguish between current or capital appropriation.
“Purpose” means a purpose specified under an Appropriation Act, whether or not it is also designated under that Act as any of the following:
· output
· capital
· Treasurer’s Advance 
· Commonwealth
· Interest, taxes and administration
· Employee entitlements
[bookmark: _Toc168047095]Exclusions
[bookmark: _Toc135315340][bookmark: _Toc168047096]GBDs
The change in appropriation purpose requirements (section 6) do not apply to GBDs, as they are not funded through appropriation. 
[bookmark: _Toc168047097][bookmark: _Toc168047098][bookmark: _Toc168047099]Capital works program
Where a non-financial asset is constructed as part of the capital works program, the change in appropriation purpose requirements (Section 6) do not apply. Agencies must refer to the Treasurer’s Direction – Infrastructure for information on change in appropriation purpose requirements for capital works.
[bookmark: _Ref132375916][bookmark: _Toc135315417][bookmark: _Toc168047100]Approval process
Where a change in appropriation purpose is necessary, approval must be sought in accordance with the requirement of the FMA. To streamline this process, the Treasurer has delegated some authority to accountable officers for the change in appropriation purpose, subject to the conditions outlined in section 6.3. This authority delegated to accountable officers cannot be sub-delegated to another person or position within an agency. 
In accordance with section 20(1) of the FMA, changes in appropriation purpose can only be approved, by either: 
a. the Treasurer or 
b. a delegate authorised by section 39(1) of the FMA subject to conditions outlined in section 6.3. 
Where an accountable officer has approved a change in appropriation purpose, the agency must notify the Department of Treasury and Finance (DTF) within 10 working days of approving a change in appropriation purpose. The notification must include the reasons for the change in appropriation purpose and information demonstrating that the conditions discussed below have been met. Notifications to DTF may take the form of an email to DTF.CentralHoldingAuthority@nt.gov.au.
Changes in appropriation purpose affecting the current financial year must be approved on or before 
31 May, unless otherwise agreed with DTF.
Where a change in appropriation process does not meet the conditions outlined in section 6.3, the accountable officer must seek approval from the Treasurer. All requests to the Treasurer must have ministerial endorsement and include at a minimum the following information:
· reasons for the change in appropriation purpose (for example include information on what type of asset or costs appropriation is going to be used for, how it will meet the agency’s objectives, why the change in appropriation purpose is the most appropriate course of action etc.)
· information demonstrating that the accountable officer reasonably believes the transfer relates to excess appropriation and will not cause actual agency expenditure to exceed the agency’s approved budget expenditure.

[bookmark: _Toc164242078][bookmark: _Toc164256726][bookmark: _Toc164257227][bookmark: _Toc167805480][bookmark: _Ref161226479][bookmark: _Toc168047101]  Conditions 
[bookmark: _Toc168047102]For the acquisition of a non-financial asset 
In some instances, an agency may need to change an appropriation purpose to support the acquisition of a non-financial asset. This may occur where the agency has excess output appropriation, which could support the acquisition of the non-financial asset to support the agency in delivering on its objectives.
An accountable officer may approve a change in Territory-funded appropriation purpose for the acquisition of a non-financial asset when all of the following criteria are satisfied. The change:
· is a transfer from output appropriation to capital appropriation and associated expenditure capacity within an agency
· is less than or equal to $1 000 000 for each non-financial asset acquired
· is one-off and affects the current financial year only and
· the accountable officer reasonably believes the transfer will not cause actual agency expenditure to exceed the agency’s approved expenditure budget. 
Accountable officers can only approve change in appropriation purposes within their agency.  In addition, an agency can only transfer from output to capital appropriation under the conditions outlined above. Where a change in appropriation purpose is proposed to be carried out with the intention of subsequently transferring the appropriation to another agency to carry out the works or acquire asset, approval must be sought from the Treasurer.  
[bookmark: _Toc168047103]Align funding with asset recognition principles 
There may also be instances where an appropriation purpose may be changed to align funding with asset recognition principles. Examples include, where capital appropriation funding is used to acquire assets which fall below the asset capitalisation thresholds and hence do not meet the criteria for asset recognition discussed in section 4.1. Sometimes, funding proposals may not capture the correct allocation of funding between output or capital appropriation and hence appropriation may be changed to align funding with accounting treatment of costs. 
[bookmark: _Ref138924183]An accountable officer may approve a change in Territory-funded appropriation purposes to align funding with asset recognition principles outlined in section 4.1 when all of the following criteria are satisfied: The change:
· of appropriation purpose for which funding was originally approved will be for the same purpose objective/initiative/project
· is a transfer between output appropriation and capital appropriation and associated expenditure capacity within an agency 
· is one-off and affects the current financial year only
[bookmark: _Toc135315418]Accountable officers can only approve change in appropriation purposes within their agency. Where a change in appropriation purpose is proposed to be carried out with the intention of subsequently transferring the appropriation to another agency to carry out the works or acquire asset, approval must be sought from the Treasurer. 
[bookmark: _Toc168047104]Budget journals
Agencies must submit budget adjustments in the APEX system to reflect approved changes in appropriation purpose. The adjustments must be submitted during the next available budget round. Budgets may be updated as part of the annual budget update, mid-year and final budget rounds. 
Submission of the budget adjustment will enable DTF collate the relevant changes in appropriation purpose in accordance with section 20(1) of the FMA.
[bookmark: _Toc168047105]Measurement 
[bookmark: _Toc135315376][bookmark: _Toc135315377][bookmark: _Toc168047106]Initial measurement
A non-financial asset is recognised initially at cost, or fair value, where the asset is acquired for nil consideration or consideration that is significantly below fair value. 
Agencies must recognise non-financial asset (except for land) in the balance sheet when the original cost (for example, purchase or construction cost) or fair value (where cost is unavailable) is greater than or equal to $10 000 (GST exclusive).  
Land assets must be recognised in the balance sheet where the cost or fair value is greater than or equal to $1. However, land under roads is only recognised where the asset is purchased and its cost can be reliably measured.
For intangible assets acquired for nil or nominal consideration, fair value will only be recognised where there is an active market for the asset.
Where an asset is initially measured using the fair value, the fair value is not considered a revaluation. As such, the value of the asset is recognised with a corresponding entry to income, in accordance with requirements in the TD – Income. 
[bookmark: _Toc162428766][bookmark: _Toc162429516][bookmark: _Toc163490132][bookmark: _Toc163647520][bookmark: _Toc163744162][bookmark: _Toc140073326][bookmark: _Toc140073430][bookmark: _Toc162428767][bookmark: _Toc162429517][bookmark: _Toc163490133][bookmark: _Toc163647521][bookmark: _Toc163744163][bookmark: _Toc135315378][bookmark: _Toc135315379][bookmark: _Ref134006141][bookmark: _Toc135315380][bookmark: _Toc168047107]Acquisition involving consideration
Non-financial asset acquired for consideration are initially measured at its cost in accordance with 
AASB 116 for Property, plant and equipment and AASB 138 for Intangible assets.  
Cost is defined as “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”.
The table below summaries the composition of the cost of an item of non-financial asset in accordance with the relevant accounting standards.
Cost of a non-financial asset
	Asset type
	                                                 Cost included

	Property, plant and equipment
	· purchase price including import duties, non-refundable purchase taxes after deducting trade discounts and rebates
· any costs directly attributable to bringing the asset to its present location and condition for it to be capable of operating in the manner intended by management (see section 7.1.1.1).  
· initial estimate of the costs of dismantling and removing the item and restoring the site on which it is located (capitalising  dismantling, removal and restoration costs would be expected to be rare for agencies and should only occur where material and where these future costs can be reliably estimated).

	Intangible assets
	· purchase price including import duties, non-refundable purchase taxes after deducting trade discounts and rebates
· any directly attributable cost of preparing the asset for its intended use as described above (see section 7.1.1.1).  
For internally generated intangible assets – software:
· sum of expenditure incurred from the date when the intangible asset first meets the development recognition criteria until the asset is “capable of operating in the manner intended by management”.


Examples of expenditure that are not part of the cost of an asset and recorded as expense include:
· costs of opening a new facility
· advertising and promotional costs
· costs of conducting a business in a new location
· administration and other general overhead costs for example training costs
· initial operating losses, such as those incurred while demand for the item’s output builds up
· costs of relocating or reorganising part or all of the agency’s operations
· costs incurred during the research phase for internally generated intangible assets. 
[bookmark: _Ref134006402][bookmark: _Toc168047108]Directly attributable costs
Third party costs, which are directly attributable costs to bring the asset to the location and condition necessary for its intended operation, may be capitalised as part of the cost of the asset. For this to occur there must be evidence that such costs are necessary in bringing the asset into the location and condition for its intended use.

Examples of directly attributable costs include:
· costs of employee benefits arising directly from the construction or acquisition of the non-financial asset
· costs of site preparation
· initial delivery, freight and handling costs
· installation and assembly costs
· cost of testing whether the asset is functioning properly
· professional fees.

Where employee costs are recorded as part of the cost of an asset, data must be captured in a manner that does not affect calculations for payroll tax or other employee entitlement calculations. Agencies should liaise with DCDD Taxation services prior to transferring any employee costs to an asset account. 
Directly attributable costs must be distinguished from other costs, which are incurred in connection with the acquisition of an asset but are not necessary to bring the asset to the location and condition necessary for it to operate as intended. These costs will not be incurred again when the asset is replaced. 
Examples of costs that are not considered directly attributable costs include:
· Ex gratia or special payments such as compensation for relocation costs to occupants who are not legal owners of the land
· Compensatory payments made to individuals or entities to ensure they are not disadvantaged by construction work including compensation to businesses for loss of trade. 
These costs should be expensed in the comprehensive operating statement of the agency.
[bookmark: _Toc135315381][bookmark: _Toc135315382][bookmark: _Toc168047109]Assets acquired for nil or nominal consideration or consideration that is significantly below fair value
An agency may receive assets by way of donation, gift, grant, or for nominal consideration or consideration that is significantly below fair value. Assets acquired at nil or nominal consideration or for consideration that is significantly below fair value, must be recognised initially at fair value as at the date of acquisition. Generally, a discount of 20 per cent or more when compared to the fair value will be considered significant unless evidence exists to the contrary. 
Fair value is the “price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date”.
Where the fair value of an asset acquired for nil or nominal consideration or consideration significantly below fair value can be ascertained, the asset is recognised as a non-financial asset with a corresponding entry to income. This is not considered a revaluation and as such does not affect an agency’s revaluation reserve balance. If the fair value cannot be ascertained due to an inability to reliably measure the value of the asset, the asset is recognised at cost or the value of consideration provided in exchange for the asset, if any. For intangible assets, fair value is only recognised where there is an active market for the asset.
Assets received by an agency because of administrative rearrangements are to be recognised at the amount recorded by the transferring agency prior to the transfer, if such amount is available. Otherwise, these assets are to be recognised at their fair value in the recipient agency after the transfer (Refer to Treasurer’s Direction on Machinery of Government changes for more information). 
[bookmark: _Toc135315383][bookmark: _Toc135315384][bookmark: _Toc168047110]Assets not previously recognised
Due to changes in accounting estimates
Where an asset has not been recognised in previous periods, but information becomes known in subsequent periods, which changes the initial assessment (not because of an error), an asset shall be recognised for any subsequent expenditure, where the asset recognition criteria is met.
	Due to changes in accounting estimates

	Example 1 – Recognising assets not previous recognised 
An agency is developing a software product and incurred $25 000. At that time, amount was expensed because it was assessed as not probable that future economic benefits would result. 

The following year, new information becomes known to change that assessment, and it is now probable that future economic benefits will flow to the agency; an asset should be recognised in relation to any subsequent expenditure that meets the asset recognition principles outlined in section 4.1. 
As such, if the agency spends a further $100 000 on developing the software, the $100 000 will be capitalised but not the previous $25 000.



Expenditure  previously expensed in prior periods must not be reversed and capitalised as part of the cost of the asset as this new information would be classified as a revision of an accounting estimate and not a correction of an error in accordance with AASB 108 Accounting Policies, Changes in Accounting Estimates and Errors. 
Due to errors
Where an agency identifies assets that have not been previously recognised due to an error, this is accounted for as a correction of error under AASB 108 Accounting Policies, Changes in Accounting Estimates and Errors. Errors may include the effects of mathematical mistakes, mistakes in applying accounting policies, oversights or misinterpretation of facts, and fraud. Agencies should consult with the Department of Treasury and Finance prior to adjusting prior period errors.
[bookmark: _Capitalisation_vs_expense][bookmark: _Toc168047111][bookmark: _Toc135315385]Subsequent measurement 
After initial recognition, the value of assets are subsequently adjusted to continue to reflect the appropriate value of the asset to the entity. These adjustments include valuing assets, either using a cost or revaluation model (revaluation- section 7.3); allocating the cost of the asset across its useful life (depreciation or amortisation – section 7.4) and checking and accounting for indicators of impairment (Impairment – section 7.4.8). 
[bookmark: _Ref141871613][bookmark: _Toc168047112]Revaluation
Agencies must subsequently measure the following types of non-financial assets using the revaluation model (revalued amount less any accumulated depreciation/amortisation and accumulated impairment losses):
a. land
b. buildings
c. infrastructure assets
d. heritage and cultural assets
e. intangible assets (with an active market) excluding computer software
Other types of non-financial assets should be measured using the cost model (cost less any accumulated depreciation/amortisation and accumulated impairment losses). 
For more information on the revaluations, refer to Guidance document: Revaluations.
[bookmark: _Ref141871833][bookmark: _Toc168047113]Depreciation and amortisation
[bookmark: _Toc168047114]What is depreciation and amortisation?
Depreciation and amortisation is the systematic allocation of the value of non-current tangible and intangible assets respectively, less any residual value over its expected useful life. Non-financial assets with a limited useful life and service potential that decline with use and overtime are to be depreciated and amortised in accordance with the requirements of AASB 116 and AASB 138.
The recognition of depreciation and amortisation as an expense assists in determining the full cost of outputs and in assessing asset performance.  The depreciation/amortisation concept also provides agency management with a view of the asset’s remaining useful life and assists in ongoing asset management such as replacement planning. 
The term ‘depreciation’ is used when referring to non-financial assets that have physical substance such as buildings, infrastructure and plant and equipment. For example, land is not subject to depreciation as it is deemed to have an infinite life and its service potential does not decline with use or overtime.  
The term ‘amortisation’ generally applies to intangible assets (for example, a significant off-the-shelf software package). In rare cases, certain intangible assets may have indefinite or indeterminable lives.  Such assets are not subject to amortisation but are tested annually for impairment.
For the purposes of TD - Non-financial asset and this guidance document, references to depreciation includes amortisation unless otherwise stated.
To ascertain the depreciation expense, an agency must determine:
· What the depreciable amount is? (see section 7.4.3)
· What the expected useful life of the asset is (see section 7.4.4)
· What method of depreciation will be used to calculate depreciation (see section 7.4.5)
[bookmark: _Toc168047115] When is depreciation/amortisation recognised? 
Depreciation expense is recognised from the time the asset is available for use. In certain situations, assets may need to be specifically installed and or commissioned.  In these cases, depreciation would commence from the date when installation and or commissioning is complete, not the time the asset is received.  
Depreciation of an asset ceases on the date the asset is derecognised. Therefore, depreciation generally does not cease when the asset becomes idle or is retired from active use, unless the asset is fully depreciated. 
[bookmark: _Toc168047116]Accumulated depreciation
Accumulated depreciation represents the loss of service potential recognised to date.  It is the total amount of depreciation expensed in respect of a particular asset at a given point in time after any adjustments resulting from revaluations and asset impairment.
Accumulated depreciation for a depreciable asset cannot exceed the value of that asset.  Accumulated depreciation is recorded as a reduction in the gross value of the asset in the balance sheet and is referred to as a ‘contra asset’.
[bookmark: _Ref141876322][bookmark: _Toc168047117]Depreciable amount
Depreciable amount is the cost of an asset, or another amount substituted for cost, less its residual value. 
The depreciable amount of an asset allocated over the expected useful life of the asset is the depreciation expense.
Residual value is the estimated net proceeds from the disposal of an asset at the end of its useful life.  The estimate of residual value can be based on the net amount currently expected to be recovered for assets similar in type and use that have reached the end of their useful lives. For example, recent auction prices for vehicles and equipment. 
In practice, most government assets will have a useful life that approximates the economic life of the asset and as such residual values will be ‘nil’ or insignificant.  However, where material assets have a residual value, these values should be reviewed for reasonableness at the end of each annual reporting period. If expectations of the residual value differ from previous estimates, any significant changes are to be accounted for as a change in an accounting estimate in accordance with AASB 108.
[bookmark: _Toc168047118][bookmark: _Ref163834160][bookmark: _Toc168047119]Expected useful life
The expected useful life of an asset is the estimated period of time, which an asset is expected to be available for use by the agency.  The estimated period of use may vary from the expected life span of the asset (for example, motor vehicles which are disposed of after four years even though their expected life span is longer than four years). 
The expected useful life of non-financial assets is to be determined by the accountable officer. 
Factors that an agency may consider in estimating the expected useful life of an asset include:
· expected usage of the asset
· expected physical wear and tear in excess of that which maintenance can restore
· obsolescence, both technical and commercial 
· legal or other limits on the use of the asset
· specific business planning and optimum replacement timing
· period of time over which the asset will be practically utilised by the agency
· where an asset can only be used in connection with a specific leased property (for example certain fixtures and fittings), consideration of the lease term and anticipated renewal terms, if any 
In certain circumstances, the same or similar assets may have varying useful lives where agency use varies. For example, even though highways and residential streets are classified as “roads” they may have different useful lives. This is because there is usually more traffic on highways compared to residential streets and hence the useful life may be shorter for highways.
To assist with assigning estimated useful lives to plant and equipment, agencies may refer to the Australian Tax Office on ‘Effective Life of Depreciating Assets’ or other relevant sources.
For assets constructed by DIPL’s Strategic Asset Management team on behalf of an agency, DIPL will provide estimated useful lives for assets as part of the completed works-in-progress transfer process. These useful lives will be based on information at hand during asset construction such as asset design etc. An agency may wish to amend the estimated useful life; if there is internal evidence that supports an adjusted useful life.  
Contact details are:
DIPL Infrastructure Planning Operational Support (IPOS)
Email: IPOS.AdminCoordination@nt.gov.au 
Similarly, agencies should consult with the Department of Corporate and Digital Development (DCDD) when assigning useful lives to computer software and hardware they have acquired or developed on behalf of the agency.
Contact details for DCDD Finance team:
Email:  BudgetsFinance.DCDD@nt.gov.au 
Agencies should document the useful lives assigned to a class or subclass of assets in their internal accounting policy on asset measurement and valuation.
	Determining the useful life of assets

	Example 1 
Agency A acquired computer hardware, which may become technically obsolete within 3 years. The agency anticipates that the assets physical lifespan is estimated at 10 years. The agency intends to use and replace the asset after 5 years of use.
[bookmark: _GoBack]Given the agency intends to replace this asset after 5 years of use; the expected useful life would be 5 years rather than 3 years.

Example 2 
A decision has been made to replace a vehicle after 4 years in order to obtain optimum disposal returns. However, the vehicle is anticipated to physically last for 10 years. Given the agency intends to dispose of the vehicle within 4 years, the useful life of the asset will be 4 years despite the fact that the vehicle may physically last for 10 years.

Example 3 – Asset used in connection with a leased property 
Agency A recognised a lease improvement asset for fit-outs installed in a leased property they currently use. The remaining period of the lease is 3 years and agency A anticipates it will take up the option to extend the lease for a further 5 years on maturity of the initial lease term. The physical life of a fit-out is generally around 10 years.

Given the fit-out can only be used in conjunction with the specific leased property, it should be depreciated over the shorter of, the unexpired lease term and anticipated extensions to the lease renewals or the physical life of the asset.

Because the lease is expected to be renewed on maturity, it is appropriate to consider the extended term of the lease for the purposes of depreciating assets used in connection with the relevant leased property. The expectation that the lease will be renewed should be based on reasonable and supportable assumptions.

As such, the recommended useful life for depreciating this fit-out is 8 years, which is the remaining lease term of 3 years plus the anticipated lease renewal term.



[bookmark: _Toc168047120]Reassessment of useful life
It is best practice for the useful life of an asset to be reviewed annually at 30 June. However, in practice, this reassessment will generally occur as part of the revaluation process or where information becomes available that the useful life initially assigned to an asset may no longer be appropriate. If useful lives are changed during this assessment process, the change should be accounted for as a change in an accounting estimate and applied prospectively in accordance with AASB 108.
Where an asset is improved, the value of the existing asset will be depreciated over either its remaining useful life or its extended useful life, depending on the nature of the improvement (for example, the improvement works may increase the useful life of the asset or increase the service potential of the asset). The remaining useful life of an existing non-current asset should be reassessed where material improvements are made to the asset (see section 7.4.6). 
Appropriately qualified and experienced persons who are considered experts for the relevant class of non-current assets should undertake the assessment and the reassessment of remaining useful lives of non-current assets. Government officers may be used where they have appropriate knowledge and experience. 
Regardless of who undertakes the assessment or reassessment of the remaining useful life of the non-current asset, the basis of the assessment should be clear and properly documented. 
[bookmark: _Ref163834203][bookmark: _Toc168047121]Depreciation method
The depreciation method used should generally reflect the pattern in which the assets future economic benefits are expected to be consumed by the agency. For Territory government agencies, the straight-line method is mandated for the depreciation of assets. 
The straight-line method has been mandated for agencies to provide consistency from a whole of government reporting perspective. It also provides a good approximation of use of the service potential embodied in an asset and is expected to be appropriate for the vast majority of agency assets. 
Where an agency thinks the straight-line method is not appropriate, approval must be obtained from the Under Treasurer to use an alternative method for the depreciation or amortisation of material asset classes in accordance with AASB 116 and AASB 138. 
Assessments to use alternative depreciation methods will take into account:
· how material the asset or asset class is
· relative impact on depreciation expense
Agencies must seek approval from the Under Treasurer to use an alternative method for depreciating assets, in writing and requests must include at a minimum the following: 
· a clear description of the asset or class of assets to which the request relates 
· the total value of the asset or class of assets to which the request relates 
· a description of the proposed method and proposed commencement date 
· the reasons for seeking use of an alternative depreciation method 
· quantification of the effect of using the straight line method and the proposed alternative on depreciation expense
· other information relevant to the request.
Where an alternative depreciation method is approved, that method should be applied consistently to all assets similar in type and use irrespective of the financial result for any one reporting period.
For example, where the units of production method is applied to a particular type of truck, then it must also be applied to all the other trucks of that type, used for similar purposes.
[bookmark: _Toc168047122]Straight-line method
Under the straight-line method, the depreciable amount of an asset is allocated at a constant rate from the date the asset is ready for use or in some cases such as constructed assets, from the date when installation and or commissioning is complete.
The table below provides an illustration on how to calculate depreciation expense using the straight-line method.

	Calculating depreciation expense – Straight-line method

	Scenario 
	Asset type
	Scientific equipment

	Date of purchase
	1 July 20X1

	Cost
	$50 000 (GST exclusive)

	Expected useful life
	9 years

	Estimated residual value
	$5 000

	Depreciable amount
	$50 000 - $5 000 =  $45 000

	Depreciation expense
	$45 000 / 9 years =  $5 000

	Assumptions
	Asset valued at cost (no revaluation)
No impairment loss adjustment



Formula for calculating depreciation expense under the straight-line method:
	Depreciable amount
	= Annual depreciation expense

	Expected useful life of the asset (years)
	



	Year
	Financial year
	Depreciation expense for the year ($)
	Accumulated depreciation balance at year end ($)
	Carrying amount at year end ($)

	1
	20X1-X2
	5 000
	5 000
	45 000

	2
	20X2-X3
	5 000
	10 000
	40 000

	3
	20X3-X4
	5 000
	15 000
	35 000

	4
	20X4-X5
	5 000
	20 000
	30 000

	5
	20X5-X6
	5 000
	25 000
	25 000

	6
	20X6-X7
	5 000
	30 000
	20 000

	7
	20X7-X8
	5 000
	35 000
	15 000

	8
	20X8-X9
	5 000
	40 000
	10 000

	9
	20X9-Y0
	5 000
	45 000
	5 000



Sample journal entries 
Journal entries to recognise depreciation expense each year is provided below:
1. Journal to record scientific equipment’s annual depreciation:
	DR
	Depreciation expense (381100)
	$5 000
	

	CR
	Accumulated depreciation – Plant and Equipment (845210)
	
	$5 000






[bookmark: _Toc168047123]Alternative methods
There may be situations where other depreciation methods will reflect more accurately the pattern of use of an asset or a class of assets.  
Examples of common methods of depreciating non-financial assets other than the straight-line method include:
Diminishing balance method
The diminishing balance method calculates the depreciation expense by applying a set percentage to reduce the carrying amount each year. This method is useful where the asset is expected to yield more service in earlier reporting periods than in later periods.
	Calculating depreciation expense – Diminishing balance method

	A transportation equipment was acquired for $50 000 on 1 July 20X1 and will be depreciated at rate of 40% per annum using the diminishing method. The depreciation charges are calculated as follows:

	Year
	Calculation
	Depreciation expense for the year ($)
	Accumulated depreciation balance at year end ($)
	Carrying amount at year end ($)

	1
	40% x $50 000
	20 000
	20 000
	30 000

	2
	40% x $30 000
	12 000
	32 000
	18 000

	3
	40% x $18 000
	7 200
	39 200
	10 800

	4
	40% x $10 800
	4 320
	43 520
	6 480

	5
	40% x $6 480
	                        2 592
	46 112 
	3 888







Units of production 
The units of production method allocates depreciation based on the units of production or usage rather than time. For example, depreciation of a drilling rig based may be based on drilling hours.
	Calculating depreciation expense – Units of production method

	Scenario
Agency A acquires a machine with a depreciable amount of $150 000. It is estimated to run for 2 000 hours over the life of the machine. In 20X1, the asset machine was used for 500 hours. 

Formula for calculating depreciation expense under the units of production method

	Actual output or service during reporting period
	x  Depreciable amount 

	Estimated useful life in output or services
	



The depreciation expense for that year would be $37 500 (500 hours / 2 000 hours x $150 000).
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Where an asset is improved, the value of the existing asset will be depreciated over either its remaining useful life or its extended useful life, depending on the nature of the improvement (for example, the improvement works may increase the useful life of the asset or the works may increase the service potential of the asset).
Improvements to existing non-financial assets that do not extend the useful life of the asset (for example, quality improvements) are added to the value of the asset and depreciated over the remaining useful life of the asset. 
However, improvements that extend the previously assessed useful life of an existing non-financial asset are added to the value of the asset and depreciated over the extended useful life of the asset.
The table below provides an example, which illustrates how to calculate depreciation expense when there have been improvements made to an asset.
	Calculating depreciation expense for improvements to assets

	Data for scenarios
	Cost
	$100 000 (GST exclusive)

	Expected useful life
	10 years

	Estimated residual value
	Nil

	Depreciation method
	Straight-line method

	Improvement
	$40 000 at the start of Year 6 (*$50 000 + $40 000)

	Scenario 1
	Improvement increases service quality only

	Scenario 2
	Improvement extends useful life by 5 years



Calculated depreciation expense under each scenario
	Year
	Scenario 1
	Scenario 2

	
	Opening balance
($)
	Depreciation expense ($)
	Carrying amount ($)
	Opening balance
($)
	Depreciation expense ($)
	Carrying amount ($)

	1
	100 000
	10 000
	90 000
	100 000
	10 000
	90 000

	2
	90 000
	10 000
	80 000
	90 000
	10 000
	80 000

	3
	80 000
	10 000
	70 000
	80 000
	10 000
	70 000

	4
	70 000
	10 000
	60 000
	70 000
	10 000
	60 000

	5
	60 000
	10 000
	50 000
	60 000
	10 000
	50 000

	6
	90 000*
	18 0001
	72 000
	90 000*
	9 0002
	81 000

	7
	72 000
	18 000
	54 000
	81 000
	9 000
	72 000

	8
	54 000
	18 000
	36 000
	72 000
	9 000
	63 000

	9
	36 000
	18 000
	18 000
	63 000
	9 000
	54 000

	10
	18 000
	18 000
	Nil
	54 000
	9 000
	45 000

	11
	
	
	
	45 000
	9 000
	36 000

	12
	
	
	
	36 000
	9 000
	27 000

	13
	
	
	
	27 000
	9 000
	18 000

	14
	
	
	
	18 000
	9 000
	9 000

	15
	
	
	
	9 000
	9 000
	Nil







1 90 000/5 (cost + improvement)/original estimated useful life)
2 90 000/10 (cost + improvement)/extended estimated useful life)
[bookmark: _Toc168047125]Depreciation of separate components
Where an asset is componentised, each significant component will be depreciated separately where the useful life differs from the useful life of the complex asset. Refer to section 4.4 for more information on identifying significant components.
The table below includes an example illustrating how depreciation expense is calculated for the separate significant components of complex assets.
	Calculating Depreciation expense – Separate Components

	Scenario
Agency A acquired a building for use at a cost of $20 000 000. The agency has identified the following significant components and useful lives for the asset. Depreciation expense per annum is calculated using the straight-line method.
	Component
	Useful life
years
	Cost ($)
	Calculation
	Depreciation ($)

	Structure
	50*
	10 000 000
	 10 000 000/50
	200 000

	Mechanical
	20
	3 000 000
	3 000 000/20
	150 000

	Electrical
	15*
	         2 000 000
	2 000 000/15
	133 333

	Fire
	15*
	2 000 000
	2 000 000/15
	133 333

	Balance of the building
	50*
	3 000 000
	3 000 000/50
	60 000

	Total
	
	20 000 000
	
	676 666

	
	
	
	
	


*Components with the same useful life can be grouped and recorded as a single separate asset in the Fixed asset register.



[bookmark: _Toc168047126][bookmark: _Ref163833149]Depreciation, revaluation and impairment of assets
Where an agency asset is revalued, the revalued amount of the asset is to be depreciated over the remaining useful life of the asset. Provided the remaining useful life of the non-financial asset remains unchanged, a revaluation increment will result in an increase in future depreciation expense, while a decrement will result in a decrease in future depreciation expense.
Where an agency recognises an impairment loss, the depreciation of the asset should be adjusted in future periods to allocate the assets’ carrying amount over its remaining useful life.
For examples illustrating impacts on depreciation expense after a revaluation or impairment, please refer to Guidance document – Revaluation.
[bookmark: _Ref164171379][bookmark: _Toc168047127]Impairment
Non-financial assets must to be tested for impairment:
a. annually for intangible assets with an indefinite useful life
b. annually intangible assets not yet available for use (under development) that are materially significant or
c. only where an impairment indicators exist, for all other non-financial assets.
Accountable officers must at a minimum assess all materially significant non-financial assets annually at 30 June for the following impairment indicators:
· natural disasters
· fire
· any other indicators that the agency considers significant or material
Accountable officers must document the process and outcome of asset impairment assessments, recognition of impairment losses and the reversal of any impairment losses. Refer to Guidance document - Impairment of assets for more information on impairments of assets.
[bookmark: _Toc168047128]Subsequent costs (capitalise vs expense)
Costs on existing non-financial assets are amounts incurred on assets after they have been first put into use or held ready for use. These subsequent costs incurred on existing non-financial assets may add to, replace part of, or service the asset. Subsequent costs are capitalised if asset recognition and capitalisation criteria outlined in section 4.1 are met otherwise, cost are recorded as an expense.
[bookmark: _Toc168047129]Improvements
Costs classified as improvements improve the condition of the asset beyond its originally assessed standard of performance or capacity.
Improvements are costs incurred on an existing asset that is expected to:
· extend the expected useful life of the asset
· increase the service potential, capacity or service quality provided by the asset 
· reduce the operating costs associated with the use of the asset
Improvements enhance the usefulness of the asset in terms of its capacity, quality or remaining useful life.
Improvements are added to the carrying amount of an existing non-financial asset or recognised as a separately identifiable asset (or assets) when costs meet the asset recognition criteria and capitalisation threshold outlined in section 4.1.  
Some improvement projects, such as ones involving significant construction or development works, may extend beyond one reporting period. Construction and development costs relating to these improvements will be capitalised as construction work in progress as incurred. On completion of the construction works, the value of the improvement will be either added to the carrying amount of an existing non-current asset or recognised as a separately identifiable asset (or assets). Refer to section 13.3 for more information on construction work in progress.
Certain improvements result in the creation of a separately identifiable asset with a useful life that is different from the remaining useful life of the existing non-financial asset. Where significant, such improvements are capitalised as individual assets and depreciated separately. For instance, where an extension for a new library is made to an existing school building, the new extension will be capitalised as a separate asset if the expected useful life is materially different to the remaining useful life of the existing school building.
Where an improvement is added to the cost of an existing asset, costs are then depreciated over the remaining useful life of the existing asset.
	Examples of improvements

	1. Extension of wharf
2. Widening of roadworks and access improvements
3. Bridge upgrades
4. Upgrades or modifications to existing buildings/facilities/public dwellings
5. Extensions to mains water supply
6. Upgrade air-conditioning and lift facilities
7. Building extensions resulting in increased storage capacity
8. Strengthening a dam wall
9. Enhancement of a telephone or electrical system
10. Extension to parking area
11. Improving street lighting, signage
12. Major equipment overhaul and refit



[bookmark: _Toc168047130]Repairs and maintenance
Repairs and maintenance expenses are incurred:
· to maintain existing assets in working condition or keep an assets function at its required capacity 
· excludes works that enhance the asset significantly or extends its useful life. 
These costs neither increase nor decrease the carrying amount of an asset and are usually of a regular and 
ongoing nature. Repairs and maintenance expenses include day to day servicing of non-financial assets and may include costs in relation to labour, consumables and minor spare parts.
Costs incurred on existing non-current assets that are not recognised as improvements, will be recognised as repairs and maintenance expenses. 
In the Territory government, a relevant construction authority centrally manages works for repairs and maintenance on behalf of agencies, in accordance with Treasurer’s Direction – Infrastructure. 
Repairs and maintenance costs are recognised as an expense in the comprehensive operating statement.
	Examples of repairs and maintenance

	1. Fixing faults in assets such as lifts, photocopiers and other office equipment 
2. Repainting of a building 
3. Electrical and plumbing repairs 
4. Landscaping within road reserves 
5. Maintenance of a section of road such as patching potholes or other minor roadworks 
6. Resealing existing road seal 
7. Works relating to bushwalking tracks / fire tracks 
8. Day to day maintenance of equipment


[bookmark: _Toc168047131]Replacement and inspections
During the life of a non-financial asset, it may be necessary to undertake a replacement or inspections of parts within the existing asset. How these costs are accounted for is dependent on the extent of what is undertaken and its impact on the, useful life, service potential and capacity of the asset.
a. Replacement of major components
Where major parts of an asset have useful lives materially different from the asset and therefore requires replacement during the life of the asset, each part is depreciated over the shorter of its useful life and the asset’s useful life. 
AASB 116 paragraph 13 provides examples of parts of assets requiring replacement on regular or less frequent basis. Examples include a furnace that requires relining after a certain number of hours of use, aircraft interiors that may be replaced several times during the life of the aircraft or the interior walls of a building that may have to be replaced.
In these situations, where the cost meets the asset recognition criteria, the cost of replacing a part of an item is recognised in the carrying amount of the item and the carrying amount of the replaced part is derecognised. Where it is impracticable for an agency to determine the carrying amount of the replaced component, it may use the cost of the replacement as an indication of the approximate cost of the replaced part at the time it was acquired or constructed.
b. Replacement of spares/parts
The replacement of spares is differentiated from the replacement of major components. Cost associated with the replacement of spares is recognised as an expense when it does not result in an increase in the expected future economic benefits that will flow from the asset. 
For example, a part replaced for the purposes of rectifying a fault in an item of equipment is a repairs and maintenance expense.
Spare parts and servicing equipment are usually carried as inventory and recognised in the comprehensive operating statement as they are consumed. However, major spare parts and stand-by equipment would qualify for recognition as an asset if these spare parts meet the asset recognition criteria and either:
· the agency expects to use the major parts or stand-by equipment during more than one period
· spare parts are purchased specifically for a particular asset or class of assets and would become redundant if that asset or class were discontinued.
An agency should derecognise the carrying value of existing major spare parts and asset components that have been replaced when replacement occurs. Where it is not practicable for an agency to determine the carrying amount of the replaced component, it may use the cost of the replacement as an indication of the approximate cost of the replaced part at the time it was acquired or constructed.
c. Major Inspections
In some instances, as a condition of continuing to operate an item of plant and equipment, an agency may be required to undertake regular major inspections for faults, regardless of whether faults are identified or parts of the asset are replaced. 
When each major inspection is performed, its cost is recognised as a replacement in the carrying amount of the item of non-financial asset if the asset recognition criteria are satisfied. Any remaining carrying amount of the cost of the previous inspection must be derecognised. 
Costs of performing every-day inspections should not to be capitalised.
[bookmark: _Toc168047132]Considerations for repairing or replacing an asset
From time to time, agencies may be faced with the decision of whether to repair or replace an asset. This decision should be guided by facts and circumstances surrounding the asset use including operational risks of a non-functioning asset and may include considerations of the following:
· age of the asset
· costs of maintenance versus full replacement costs
· level of maintenance required to achieve the desired level of performance of the assets over their intended useful lives
· maintenance priorities, that is, the identification of higher priority maintenance tasks, such as those that affect health and safety or are operationally critical.
The Department of Infrastructure, Planning and Logistics has developed a Proactive Asset/Element replacement procedure (Beyond Economic Repair) document. These procedures apply to assets managed by DIPL on behalf of agencies. This document includes information on what to consider when deciding to repair or replace an asset where significant repairs are required.  Contact details for the Strategic Asset Management team in DIPL, which manages this process on behalf of agencies is provided below:
DIPL Strategic Asset Management team
Email: Assetmanagementdata.dipl@nt.gov.au
[bookmark: _Ref168044170][bookmark: _Toc168047133]Asset derecognition
[bookmark: _Toc168047134][bookmark: _Ref99448799][bookmark: _Toc135315441][bookmark: _Ref93387534]Exclusions 
[bookmark: _Toc168047135]Assets disposed of under legislation other than the FMA
Where a non-financial asset is disposed of under legislation other than the FMA, that legislation’s requirements takes precedence over the FMA and the requirements of the TD. Examples of legislations that permit the disposal of assets include but is not limited to:
· property under the Housing Act 1982
· land under the: 
· Crown Lands Act 1992
·  Pastoral Lands Act 1992 
· Aboriginal Land Rights (Northern Territory) Act 1976.
[bookmark: _Toc168047136]Derecognition of assets 
An accountable officer must derecognise a non-financial asset on:
· transfer of asset to another Territory government entity or
· disposal 
This applies to assets, which are either capitalised or expensed on initial recognition.
When disposing an asset, agencies need to consider approval requirements in relation to the disposal, the method of disposal (including any restrictions on disposal) and the value of the asset being disposed.
[bookmark: _Toc168047137]Asset transfers between Territory government entities
Where an asset is surplus to the requirements of an agency but may be useful in another Territory Government entity, the asset may be transferred to the entity. Asset transfer is the transfer of non-financial assets between Territory government entities. For the purposes of the TD, asset transfers are excluded from the definition of a disposal. This is because at a whole of government level, there is no change to the asset base of the Territory when assets are transferred between Territory government entities.
[bookmark: _Toc168047138]Conditions for asset transfers
The conditions for the transfer of assets between Territory government entities include:
· the accountable officers of the transferring and receiving agencies must agree to the transfer of assets in writing
· all vacant land transfers must be undertaken by the Department of Infrastructure, Planning and Logistics unless another Act permits an agency to transfer land
Asset transfers between agencies are subject to the requirements of section 36 of the FMA. To facilitate this process, DTF will action all transfers under section 36 of the FMA on behalf of agencies at the end of each financial reporting period.
Accounting for an asset transfer in the ledger is all-dependent on the type of Territory government entities the transfers are occurring between. For example, a transfer between two general government agencies will generally take the form of an equity transfer. Transfers which occur between a government business division, statutory body or a government owned corporation and general government agency will generally take the form of a grant of asset. However, agencies need to assess the conditions attached to the asset transfers to determine the appropriate accounting treatment. 
Even though land transfers generally occur through DIPL, agencies do not need to action accounting entries for the land transfers through DIPL, particularly where the transfers actioned in the Government Land Register from the transferring agency to DIPL and then from DIPL to the receiving agency are actioned simultaneously. 
[bookmark: _Toc167805519][bookmark: _Toc168047139]Accounting entries 
Land transferred from one agency to another agency
A block of land with a carrying value of $100 000 is transferred from Agency A to Agency B. The block of land has previously been revalued and the agency records a revaluation increment in the asset revaluation reserve of $20 000 for this block of land. 
Note: The accountable officer of both the transferring and receiving agencies must agree to the transfer in writing. 
Books of Agency A (transferring agency)*
	Account description
	Account code
	DR
	CR

	Equity Transfers Out
	991140
	$80 000*
	

	Land – Transfers Out
	841140
	
	$100 000

	Asset Revaluation Reserve - Land
	992100
	$20 000
	


*Reflects the land transferred out less the transfer of revaluation reserve ($100 000-$20 000)
Books of Agency B (receiving agency)*
	Account description
	Account code
	DR
	CR

	Land – Transfers In
	841130
	$100 000
	

	Equity Transfers  In
	991130
	
	$80 000

	Asset Revaluation Reserve - Land
	992100
	
	$20 000


*Reflects the land transferred in less the transfer of revaluation reserves ($100 000-$20 000)
*Entries may differ where the transfer occurs between an agency and a GBD, statutory body or government owned corporation. 
Where the land has, a revaluation reserve balance associated with the asset, the revaluation reserves should be transferred out with the transfer of the asset. 
[bookmark: _Toc167805521][bookmark: _Toc164242117][bookmark: _Toc164256765][bookmark: _Toc164257266][bookmark: _Toc167805522][bookmark: _Toc168047140][bookmark: _Ref141973276]Disposal of assets
[bookmark: _Ref160533282]For the purposes of the TD on non-financial assets and guidance document a disposal is defined as the act of relinquishing control to a beneficiary or third party who is external to the Territory government or discarding or demolishing an asset, which has no further use.
[bookmark: _Toc168047141]Conditions for disposal of assets
DIPL must conduct all vacant land disposals unless another Act permits an agency to dispose land
DIPL is the agency responsible for managing crown land. Where an agency intends to dispose vacant land, they must consult with DIPL prior to making any commitments. DIPL will conduct all vacant land disposals on behalf of an agency. Where another Act permits an agency to dispose land, the agency can follow the processes within that legislation to dispose the land. 
[bookmark: _Ref161242948] Other conditions for disposal
The conditions for disposal of assets applies to:
· items recognised as an asset in the balance sheet
· items not previously recognised as assets (for example, portable and attractive items below the capitalisation threshold).
[bookmark: _Ref93395281] An accountable officer may dispose of a non-financial assets other than vacant land where all of the following conditions are met: 
· asset is a surplus to an agency’s requirements 
· asset will be disposed of in a manner that optimises benefit and or does not result in additional cost to the Territory
· disposing the asset is considered the most appropriate course of action 
· there are no known potential, perceived or actual conflicts of interest or restrictions
· the risk of adverse public perception or scrutiny is considered low
· disposing the asset must not result in personal benefit being obtained by an accountable officer, an employee of a Territory Government agency, or a related party, unless approval has been obtained to gift the asset in accordance with the Treasurer’s Direction – Gifting of Property
· disposal methods are in accordance with section 9.3
· thresholds for disposal are in accordance with section 9.4.
As items of ‘public property’, it is important that assets are disposed of in a fair, accountable and transparent manner that is capable of withstanding public scrutiny. In particular, the disposal of such assets should not result in personal benefit being obtained by an accountable officer, agency employee, or related party. For the definition of related party, please refer to related party disclosure policy.
[bookmark: _Ref141965825][bookmark: _Toc168047142][bookmark: _Ref99448970][bookmark: _Toc135315442]Methods of disposal 
The method chosen to dispose of items of non-financial asset will depend on:
· the type of asset being disposed
· the prospective benefits to the Territory 
· market factors and expectations.
[bookmark: _Ref93395075]An accountable officer can dispose of non-financial assets by any one of the following methods subject to the delegated thresholds outlined in section 9.4, where applicable:
· [bookmark: _Ref87369352]sale by public tender or public auction
· trade-in for a replacement asset
· transfer of ownership through a capital grant arrangement
· gifting in accordance with Treasurer’s Direction – Gifting of Property
· write-off where an asset is deficient, condemned, unserviceable, abandoned or obsolete in accordance with Treasurer’s Direction – Losses, write-offs, waivers and postponements.
The accountable officer of Northern Territory Fleet or delegate may dispose of a vehicle through direct sale to an executive contract officer upon completion or termination of their employment contract where the employee has a salary package employment benefit in place for the vehicle. 
In addition to the methods of disposals available above, low value assets may also be disposed through discarding assets at a recycling depot or similar facility or landfill.
Where an agency believes that the methods of disposal listed above are not appropriate or suitable for a particular asset with a carrying amount less than or equal to $150 000, Under Treasurer’s approval to use an alternative disposal method must be sought. For example, a health provider, by law, may only be able to sell certain specialised medical equipment to another recognised health provider.
The methods available for disposal of assets are discussed further below.
[bookmark: _Toc135315443][bookmark: _Ref142037052][bookmark: _Ref142037070][bookmark: _Toc168047143]Public tender or public auction
Public tender is a process to invite offers to purchase the asset for disposal. Public auction is a public sale where goods are sold to the person who offers the highest bid.
Disposal of asset via public tender or auction is one of the most fair and transparent manner of disposing a public asset. Agency should contact their procurement service unit to assist with this process. 
[bookmark: _Toc135315444][bookmark: _Ref142037046][bookmark: _Ref142037082][bookmark: _Toc168047144]Trade-in for replacement asset
Assets can also be disposed as a trade-in for a replacement asset. This is where an agency disposes of an old asset by exchanging it with a new asset and in return gets an allowance in the price of a new asset.
[bookmark: _Toc135315445]Agencies must ensure that the appropriate approval processes are followed to dispose of and acquire the new replacement asset and the value of the new asset is accounted for appropriately.
[bookmark: _Toc135315448][bookmark: _Toc168047145][bookmark: _Toc135315446]Transfer of ownership via capital grant arrangement
Agencies may transfer existing non-financial assets through capital grant arrangements. This applies where an agency transfers ownership of assets for no consideration or compensation and the arrangement meets the characteristics of a grant expense.  
To determine if an asset transfer meets criteria for a capital grant expense, consideration may be given to the following: 
· there is a government policy that creates a constructive obligation
· an asset is constructed for the purpose of transferring the asset to another entity for a specific use 
· recipient is required to meet predetermined eligibility criteria and or use the property for a specific purpose
· there are restrictions relating to dealing with or maintaining the property
Refer to Guidance document: Grants and subsidies expense for further information on accounting for capital grant expenses.
For transfer of assets via capital grant arrangements, refer to the Northern Government grants policy and your agency’s internal delegation and process.
[bookmark: _Toc167805529][bookmark: _Toc167805530][bookmark: _Toc167805531][bookmark: _Toc163744820][bookmark: _Toc168047146]Gifting
Gifting of property is the voluntary transfer of ownership of property from an agency to a non NT Government entity or person, without receiving consideration or compensation, and where there is no constructive or legal obligation for the transfer.  
Agencies must refer to the requirements in Treasurer’s Direction – Gifting of property for disposals by way of gift.
[bookmark: _Toc135315447][bookmark: _Toc168047147]Write-off
Where a non-financial asset is lost, deficient, condemned, unserviceable, abandoned or obsolete, assets should be derecognised.  Agencies must refer to the requirements of the Treasurer’s Direction – Losses, write-offs, waivers and postponements for further information.
[bookmark: _Ref142037169][bookmark: _Toc168047148][bookmark: _Toc135315449][bookmark: _Toc499820187]Sale of vehicles to executive contract officers 
Executive contract officers (ECO) can have private plated vehicles. This is part of their employment contract. As part of this arrangement, the ECO contributes to the running costs of the vehicle at a rate determined by the Commissioner for Public Employment.
In accordance with the Northern Territory Government Vehicle Policy, ECO’s may purchase their allocated vehicle upon completion or termination of their employment contract in accordance with the contract terms and conditions. NT Fleet will determine the disposal value according to established standards for second hand vehicle prices in line with current market trends.
The accountable officer of NT Fleet may approve the disposal of a vehicle to an ECO subject to the thresholds outlined in section 9.4.
[bookmark: _Toc168047149]Discarding assets at a recycling depot or similar facility or land fill
In addition to the methods of disposals available above, low value assets may also be disposed of through discarding assets at a recycling depot or similar facility or landfill, where appropriate. This could arise if assets are deemed to have no value, to be unserviceable or beyond economical repair or the disposal cost is higher than the likely return.
Where a low value asset is damaged and can no longer be used or repaired by the agency (considering cost benefit analysis), an agency may choose to dispose of such assets to landfills. Agency must ensure that all asset labels or stickers that identify the asset as having belonged to government are removed prior to disposal. Physically destroyed assets must be sufficiently destroyed to prevent it being scavenged.
Irrespective of the methods used, agencies must ensure that the conditions outlined in section 9.2.2 are met.
[bookmark: _Ref142034339][bookmark: _Toc135315450][bookmark: _Ref135647159][bookmark: _Toc168047150]Approval process
The approval thresholds for the disposal of non-financial assets using methods below is provided:
· Sale by public tender or public auction
· Trade-in for replacement asset
· Sale of vehicles to executive contract officer 
· Disposal of low value assets
· Any alternative disposal method approved by the Under Treasurer
	Carrying amount (exclusive of GST)
	Approval required by

	Less than or equal to $150 000
	Accountable officer

	Over $150 000
	Treasurer with endorsement from Minister


All other disposal methods follow the relevant thresholds outlined in relevant Treasurer’s Directions or agency internal delegations. 
An accountable officer may choose to sub-delegate authority to an appropriate level within the agency for the disposal of non-financial assets subject to the $150 000 threshold.
Where approval is required from the Treasurer, the request to the Treasurer must be accompanied by a ministerial endorsement with the following details at a minimum:
a. reason for the disposal of the asset
b. proposed method of disposal 
c. carrying amount (at disposal date) of the asset
d. information demonstrating how other conditions or principles (section 9.2.2) for disposal have been met.
[bookmark: _Ref93387558]When an asset is disposed of, it should be removed from the agency’s asset register. Disposal of assets may result in gain or loss on disposal, which must be recognised in the comprehensive operating statement. 
Refer to Appendix B for a flowchart on the approval process for non-financial asset disposal.
[bookmark: _Toc168047151]Proceeds from sale of non-financial assets 
Where an agency disposes off a non-financial asset, the agency must seek approval to use the proceeds from disposal (net gain only) in accordance with the approval requirements in the Treasurer’s Direction – Income. This requirement does not apply to government business divisions because they fund their operations through revenue generated from the sale of assets or services they provide.
[bookmark: _Toc168047152]Sample accounting entries
A block of land with a carrying value of $100 000 is sold for $132 000 (inclusive of GST)
The table below provides sample general ledger journal entries for accounting for the sale of the land. The journals are provided as a guide and agencies need to consider other complexities and circumstances surrounding transactions that may necessitate modification to the sample journals. Agencies also need to consider specific ledger codes when posting the journals as individual agencies may utilise slightly different posting level codes.
	Account description
	Account code
	DR
	CR

	Cash at bank
	811110
	$132 000
	

	GST due/received 
	812810
	
	$12 000

	Profit or loss on sale of land 
	172100
	
	$20 000

	Land – sales
	841120
	
	$100 000



[bookmark: _Toc168047153][bookmark: _Ref99547507][bookmark: _Toc135315451]Management 
Non-financial assets generally represent a significant portion of an agency’s asset base and play a key role in the delivery of agency outputs.  As items of ‘public property’, all assets, including property, plant and equipment and intangible assets should be subject to appropriate management, accountability and control arrangements. 
An accountable officer and or accountable officer of a construction authority managing assets on behalf of client agencies must implement policies and procedures which facilitate physical security and control of assets, including at a minimum the following:
a. safeguarding and protecting the assets against loss or damage
b. monitoring of asset condition, use and performance
c. implementing appropriate processes and approvals for the disposal of assets 
d. non-financial asset life cycle management, taking into account asset planning, acquisition, operation (including maintenance) and disposal.
Agencies should also ensure that there are processes in place for the full accountability for asset purchases and disposals including timely and accurate asset recognition or derecognition as appropriate.
The construction authority may undertake some asset management activities on behalf of an agency particularly activities relating to monitoring an assets condition, use and performance and asset life cycle management. Where a construction authority undertakes these activities on behalf of an agency, the responsibility of the construction authority for agency assets will be outlined in the partnering agreement. 
[bookmark: _Toc135315454][bookmark: _Toc168047154]Stocktakes
Stocktake of assets is the process of verifying the existence of assets. In addition to other asset management procedures and controls, assets should be subject to adequate safeguards against loss or damage. Such safeguards would include ensuring physical security over assets is maintained and the conduct of systematic asset stocktakes.
Stocktakes should be carried out on a regular basis. Each agency should assess how frequently, and which classes of assets stocktakes are required for.  This assessment should take into account such factors as the risk profile and degree of physical security associated with different assets. 
At a minimum, agencies must undertake a stocktake of property, plant and equipment (excluding intangible assets) measured under the cost model, at least once every three years. These stocktakes maybe undertaken for sub classes of property, plant and equipment on a rolling basis, so that all assets are subject to stocktake at least once every cycle.
For other types of assets, the stocktake process may be combined with asset valuation exercises where part of the asset valuation process involves sighting the asset and or assessing the condition of the asset.
The asset register will provide agencies with a checklist of assets under their control. The stocktake process will provide the formal means through which the accuracy of the asset register is assessed.
Where the stocktake process identifies errors or exceptions in the asset register, these errors or exceptions should be rectified in a timely manner and the underlying integrity of internal controls reassessed where systematic errors are apparent. 
For example, where the stocktake process detects assets in service (with a cost above the capitalisation threshold) that are not recorded on the asset register, it may indicate a breakdown in asset purchasing controls.
For the stocktake process, DCDD Assets and Ledgers team generally contacts an agency to commence the stocktake based on the agency’s stocktake schedule. The agency needs to nominate a representative who will liaise with DCDD throughout the stocktake process. Agencies are provided with a list of assets subject to stocktake and are given a timeframe of three months to complete the process. 
The agency then physically sights those assets using the asset listing. If an asset cannot be located, the agency investigates and determines what further actions need to be undertaken. The agency communicates the outcome of the stocktake process to DCDD who will then update the fixed asset register with the outcomes of the stocktake conducted.  For more information on the stocktake process, agencies may liaise with DCDD Assets and Ledgers through email assets.ledgers.jira@nt.gov.au 
Where possible, the stocktake process should be carried out by employees not directly responsible for asset management. It should also verify that assets are secured and maintained in a satisfactory condition. 
[bookmark: _Toc135315453][bookmark: _Toc168047155][bookmark: _Toc499820183]Portable and Attractive Items
Portable and attractive items are assets with a value below the capitalisation threshold and are susceptible to theft or loss due to their movable nature and attractiveness for personal use and resale. These are generally low value assets and may include personal computers, programmable calculators, cameras, power tools, ladders, electronic equipment, cameras and like items etc.  For more examples of commonly recorded portable and attractive items, see the Types of assets | NTG Central. 
Regardless of the treatment of portable and attractive items for financial reporting purposes, such items should be registered for physical security and control. It is recommended that agencies record and track portable and attractive items in a register. An agency may choose  in lieu of a separate portable and attractive items register, to record portable and attractive assets at ‘nil’ value in the asset register of the agency. Portable and attractive items are not reported as assets in an agency’s financial statements.
When identifying portable and attractive items, agency’s should consider the administrative costs of recording these items versus the benefits associated with greater control. It may be appropriate to specify a control threshold to exclude very low value items. Portable and attractive items should be subject to stocktake and should be recorded in a Portable and Attractive Items Register.
A portable and attractive item register may be maintained internally or agencies may seek to add items into a formal register, for which reports can be run through BOXI. For more information on how to include portable and attractive items on the register administered by DCDD, please contact DCDD Assets and Ledgers through email assets.ledgers.jira@nt.gov.au 
[bookmark: _Toc168047156][bookmark: _Toc135315455]Recordkeeping
An accountable officer is responsible for keeping records relating to non-financial assets and at a minimum, must:
· ensure assets acquired are recorded in appropriate systems in accordance with timeframes set out in end of financial year circulars
· maintain a register of non-financial assets (see section 12.1) 
· reconcile land assets to the Integrated Land Information System at a minimum annually
· document approvals to acquire and dispose of non-financial assets, including the basis on which the approvals were made and conditions met
· [bookmark: _Ref131606561]develop and maintain a policy on asset measurement and valuation which outlines at a minimum:
· an overview of asset holdings of the agency
· a description of asset classes or subclasses of assets 
· information on the following for each asset class or subclass of assets:
· useful life’s and how it was determined
· measurement basis (cost or revaluation model)
· valuation methodology applied (current replacement cost, market, income) 
· valuation cycles or timing and frequency of valuations
· stocktake plan for non-financial assets measured under the cost model
· the review process for assessing non-financial assets for impairment. 
[bookmark: _Toc499820182][bookmark: _Toc135315452][bookmark: _Ref142044724][bookmark: _Toc168047157]Register of non-financial assets
A register of non-financial assets contains asset information for financial reporting purposes as well as information to assist an agency in the control and ongoing management of assets.  The register of non-financial assets may include sub-registers or information from other sources where such information is appropriately linked and/or referenced.
A register of non-financial assets is not required where an agency does not have any active non-financial assets. 
As an important source of information for financial reports, the register of non-financial assets may be subject to audit examination and review. 
The following information should be recorded in the register for financial recording purposes:
Description
a. description of asset, including components (where appropriate)
b. date of acquisition
c. manufacturer’s identification numbers (for example, serial number) where applicable 
d. agency identification number 
e. location
f. ownership
g. source document reference (invoice, transfer of gift or donation documentation), where applicable 
h. size/area of the asset (where applicable)  
Depreciation (where applicable)
i. depreciation method and annual rate
j. annual depreciation charge 
k. accumulated depreciation
l. carrying amount (written down value)
Valuation and impairment 
m. original cost or fair value on acquisition (where applicable)
n. valuation and basis of valuation
o. name of valuer and date of valuation
p. expected useful life
q. residual value (where applicable)
r. accumulated impairment adjustments (where applicable)
Disposal
s. date of disposal
t. method of disposal (for example sale, public auction, gift, write-off)
u. disposal document reference (for example relevant receipt number, approval reference etc.), where applicable
v. carrying amount at the date of disposal
w. proceeds of sale, auction or trade-in etc.; and gain or loss on disposal
Agencies are not required to record the date of acquisition, original cost or fair value, or source document reference details for crown land recorded in the fixed asset register prior to 1 July 2024. This is because most crown land would have been obtained around self-government and as such, acquisition dates are unlikely to be captured. However, for any land transferred or acquired on or after 1 July 2024, agency must capture all the minimum requirements of the register. 
In addition, agencies may choose to group heritage and cultural assets into collections when recording assets in the register of non-financial assets. See section 4.2 for more information on collections. 
[bookmark: _Toc168047158]Reconcile land assets to the Integrated Land Information System
Agencies must reconcile their land assets to the Integrated Land Information System (ILIS). The Integrated Land Information System (ILIS) provides easy online access to information about land and property in the Northern Territory, including land titles.
The Government Land Register is a subset of the ILIS system, which captures data on government owned land. The reconciliation will verify that ownership details for land holdings in the register of assets aligns with land holdings recorded in ILIS or the GLR. This reconciliation must be conducted, at a minimum annually and does not involve a reconciliation of asset values. The reconciliation of asset values is conducted between the asset values recorded in the register of asset and balances recorded in the Government Accounting System (GAS).
The Department of Infrastructure, Planning and Logistics will publish a report for agencies to access all their land holdings recorded in ILIS/GLR. For more information on the process for accessing this report, contact:
DIPL ILIS support 
Email: ilis.support@nt.gov.au
[bookmark: _Toc167805545][bookmark: _Ref163748030][bookmark: _Toc168047159]Accounting policy on asset measurement and valuation 
Each agency must develop and maintain an accounting policy on asset recognition and valuation for its non-financial assets. The accounting policy documents each agency’s policy in respect to asset measurement and valuation and should reduce the risk of loss of corporate knowledge with staff turnover.
The policy will include the following information at a minimum 
i. an overview of asset holdings of the agency
ii. a description of asset classes or subclasses of assets 
iii. information on the following for each asset class or subclass of assets:
· useful life’s and how it was determined
· measurement basis (cost or revaluation model)
· valuation methodology applied (current replacement cost, market, income) 
· valuation cycles or timing and frequency of valuations
· stocktake plan for non-financial assets measured under the cost model
iv. the review process for assessing non-financial assets for impairment. 
Agencies must seek endorsement from the Department of Treasury and Finance when the internal policy is developed and each time the policy is revised with changes to the agency’s asset measurement and valuation policies. DTF will review policies for consistency and reasonableness of approaches adopted across government.

After the initial policy has been developed, an agency must review its internal accounting policy on asset measurement and valuation at a minimum, every 5 years or when a machinery of government change occurs which affects non-financial assets. Agencies will need to seek endorsement from DTF for any amendments made. All updates to an agency’s internal policy must be finalised by 30 June of the financial reporting period. An internal policy on non-financial assets is not required where an agency does not have any active non-financial assets.  

In addition, agencies should provide a copy of their endorsed internal policy to the Department of Corporate and Digital Development Assets and Ledgers team. This team will use the policy to identify the agency’s rolling stocktake schedule as well as useful lives assigned to assets or subclasses of assets.

DCDD Assets and Ledgers team
Email: assets.ledgers.jira@nt.gov.au.

Refer to Appendix C for a template policy on asset measurement and valuation to assist agencies in developing their internal policy on non-financial assets.
[bookmark: _Toc164242138][bookmark: _Toc164256786][bookmark: _Toc164257287][bookmark: _Toc167805547][bookmark: _Toc168047160]Guidance on particular asset types
[bookmark: _Toc168047161][bookmark: _Ref98495236][bookmark: _Toc135315458]Land
[bookmark: _Toc163648194][bookmark: _Toc163744837][bookmark: _Toc163648195][bookmark: _Toc163744838][bookmark: _Toc168047162][bookmark: _Ref163651770]Assets on aboriginal land 
Where assets are constructed on Aboriginal land, the NTG generally enters into a lease arrangement for the land on which assets are constructed. A lease is a contract, or part of a contract , that conveys the right to control the use of an asset for a period of time in exchange for consideration.  Where there is a lease underpinning the arrangement, then assets can be recognised on the financial records of the NTG as the NTG is deemed to have obtained the economic benefits from the use of the asset and has the right to direct the use of the asset for the period of the lease. 
Where there are no lease arrangements underpinning the use of the land, a number of things need to be considered in respect to how the asset should be accounted for in the agency’s ledger.
Key considerations may include:
· does the government continue to deliver services to the community out of existing assets or will the government be transferring the ownership of the assets to over to the community for further management of the services, which are delivered out of the property.
· where assets are provided to the community to deliver services out of the asset, the agency may consider whether a gifting or grant expense is more appropriate in accordance with the TD – Gifting of Property or relevant internal delegations for a capital grant.
· where the asset will be demolished once a lease ceases, consideration should be given to whether the asset should be written off in accordance TD – Losses, Write offs, waivers and postponements.
· if an agency continues to deliver a service to the community using that asset in its delivery, it can be deemed that this arrangement produces economic benefits for the agency by assisting the agency to fulfil its objectives.  
The AASB Conceptual Framework for Financial Reporting defines an asset as a present economic resource controlled by the agency because of past events.  An economic resource is a right that has the potential to produce economic benefits. 
Assets constructed on aboriginal land that an agency continues to deliver a service from without ownership of the land may be considered an economic resource because:
· rights may be afforded to the agency to continue to use the asset for the delivery of services to the community even without a lease on the land because of customary practices or societal expectations
· and these assets have the potential to produce economic benefits for the agency. The economic benefits from an agency’s perspective is the ability to fulfil its objectives through the delivery of the services to the community. 
An agency controls an economic resource if it has the present ability to direct use of the economic resource and obtain economic benefits that may flow from it.  For government assets on Aboriginal land      (without a lease on land) that an agency uses to deliver services, it may be reasonable to assume the agency controls the asset as they may have the ability to:
· ensure the asset is used to achieve its objectives
· direct what type of services (sometimes predetermined by the design of the asset) are delivered with the asset
· determine who receives services produced with the asset.
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There are varying types of land arrangements under the Crown Lands Act 1992 and Pastoral Lands Act 1992 used to make land available for use by external parties. Four key land arrangements under these Acts include;
· Perpetual pastoral lease
· Perpetual crown lease
· Crown land licences
· Crown lease
Vacant crown land is the property of the Northern Territory of Australia.  DIPL and or the Department of Environment, Parks & Water Security may enter into leases or licence arrangements with external parties for the use of vacant crown land. These types of arrangements are referred to as pastoral leases or crown leases/licences. The word “lease” does not necessarily equate to the meaning of a lease under Australian accounting standards and may not necessarily reflect the economic substance of the arrangements. These arrangements may involve a transfer of ownership rights to varying extents to the “lessor”. 
As such, agencies should review terms and conditions for land arrangements to determine the appropriate accounting treatment taking into consideration relevant accounting standards including but not limited to: AASB 16 Leases, AASB 15 Revenue from contracts with customers, AASB 1058 Income of not-for-profit entities or another relevant accounting standard. 
[bookmark: _Toc168047164]Land under roads
Land under roads is defined as land under roadways, and road reserves including land under footpaths, nature strips and median strips.
Land under roads is generally only recognised where the asset is purchased and its costs can be reliably measured. Subsequent to initial recognition, land under roads should be accounted for in accordance with the subsequent measurement requirements for land (see section 7.3 and 7.5). For more information on accounting for land under roads, refer to AASB 1051 Land under Roads.
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Intangible assets are identifiable non-monetary assets without physical substance. An intangible asset must only be recognised if it meets the definition and recognition criteria in AASB 138. This includes the following: 
· meets the definition of an intangible asset
· probable that there will be future economic benefits from the asset flowing to the agency and
· the cost of the asset can be measured reliably.
Software is recognised as intangible assets when criteria described above are met.
[bookmark: _Toc168047166]Commercial off the shelf software
A commercial off the shelf (COTS) product refers to software tailored for specific uses and made available to the general public. Such products are designed to be readily available and user friendly, with no or little requirement for customisation.
The purchase entitles the buyer to use the software for as long as desired. The user pays a licence fee and may or may not choose to purchase a software maintenance/ upgrade that entitles it to receive any upgrades or revised versions of the software. If a software maintenance/ upgrade is not purchased the buyer may continue using the software version purchased indefinitely. These licences may be purchased outright or under a finance lease arrangement. Examples include most Microsoft licences.
Software programs purchased off the shelf will usually satisfy the asset recognition criteria because the control is vested in the buyer to use the software indefinitely.
Computer software is capitalised where it meets the asset recognition criteria in section 4.1. 
[bookmark: _Toc168047167]Software licenses
Software licences are software programs acquired under a software licence agreement. Examples may include computer software licences. These arrangements may sometimes be based on the number of machines on which the licensed program can run or the number of users that can access the program. 
The arrangements often permits the buyer to use the software for a specific term provided in the licence agreement. Besides an annual licence fee, the user pays a maintenance fee that entitles it to receive any upgrades or revised versions of the software program and the user is required to cease use of the software on expiry of the licence term. Agencies must assess the conditions included in each agreement against accounting standard requirements in AASB 16 Leases and TD-Leases.
Agencies should also consider requirements for accounting for cloud computing arrangements discussed in section 13.2.4, if the arrangement is a cloud computing arrangement.
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Internally developed software is software that is either: 
· developed internally by an agency or 
· purchased and then significantly modified by an entity for internal use.
Research activities are generally aimed at obtaining knowledge, evaluating alternatives and making selection decisions. Expenses incurred in the research phase are expensed when they are incurred and cannot be capitalised.
Development phase activities generally relate to design, construction, build and testing prior to the software asset being available for use. Cost incurred in the development phase are only capitalised if they meet the requirements outlined in section 7.1.1.  Refer to AASB 138 Intangible assets for further information on accounting for internally developed software.
[bookmark: _Toc135315467][bookmark: _Ref162442606][bookmark: _Toc168047169]Cloud computing arrangements software
[bookmark: _Toc168047170]What are clouding computing arrangements?
Cloud computing arrangements are arrangements where the agency does not physically possess the underlying software or hardware assets but rather can access and use it as needed.
This differs from traditional on premise models where the agency purchases the hardware and software licences; software is generally run behind the agency’s firewall and the agency obtains control over intellectual property. Cloud models often only provide rights to access application software behind the cloud provider’s firewall and the cloud provider generally retains control of the intellectual property.
Cloud computing arrangements include software as a service (SAAS), infrastructure-as-a-service and other hosting, file sharing and data storage arrangements.
[bookmark: _Toc168047171]Software-as-a-service (SaaS) arrangements
Software-as-a-service (SaaS) arrangements are one type of arrangement under cloud computing arrangements. SaaS is a licensing and delivery model in which software is licensed on a subscription basis and hosted by a third party provider. 
In SaaS arrangements, the agency contracts to pay a fee in exchange for a right to receive access to the supplier’s application software for a specified term. The supplier’s software runs on cloud infrastructure managed and controlled by the supplier. The agency accesses the software on an as needed basis over the internet or via a dedicated line and the contract does not convey to the agency any rights over tangible assets.
If a contract conveys to the agency only the right to receive access to the supplier’s application software over the contract term, the agency does not receive a software intangible asset at the contract commencement date. A right to receive future access to the supplier’s software does not at the contract commencement date; give the agency the power to obtain the future economic benefits flowing from the software itself and to restrict others’ access to those benefits.
As such, a contract that conveys the right to receive access to the supplier’s application software in the future is a service contract. The agency receives the service—the access to the software—over the contract term. If the agency pays the supplier before it receives the service, that prepayment gives the agency a right to future service and as such is a prepaid asset for the agency.
Given SaaS arrangements often only provide agencies with a right to receive access to the supplier’s application software and are regarded as service contracts, costs associated with SaaS arrangements should be expensed. Where fees are paid in advance, a prepayment may be recognised.
Agencies should refer to the International Financial Reporting standards Interpretations Committee (IFRIC)  Agenda Decision Customer’s right to receive access to the supplier’s software hosted on the cloud (issued March 2019) for more information and guidance on accounting for SaaS arrangements.
[bookmark: _Toc168047172]Configuration and customisation in a SaaS arrangement?
There may be instances where an agency incurs costs to configure or customise a software under a SaaS arrangement, which is classified as a service contract (that is no intangible asset is recognised).
Configuration involves setting various ‘flags’ or ‘switches’ within the application software, or defining values or parameters, to set up the software’s existing code to function in a specified way.
Customisation involves modifying the software code in the application or writing additional code. Customisation generally changes, or creates additional functionalities within the software.
Whether or not an agency recognises an intangible asset in relation to configuration and customisation costs depends on the nature and output of the configuration or customisation performed.
Agencies will only recognise an intangible asset in relation to the costs if:
· cost meet the definition and recognition criteria of an intangible asset.
There may be instances where an arrangement results in, for example, an additional code from which the agency has the power to obtain the future economic benefits and to restrict others’ access to those benefits. In that case, in determining whether to recognise the additional code as an intangible asset, the agency should assesses whether the additional code is identifiable and meets the intangible asset recognition criteria in AASB 138.
If an intangible asset is not recognised for costs incurred to configure or customise a software, the agency would generally recognise:
· costs as expenses when it receives the configuration or customisation services. Services are received when a supplier delivers services in accordance with a contract to deliver them to the agency; and not when the agency uses them to deliver another service. 
Therefore, the agency needs to determine when the supplier performs the configuration or customisation services in accordance with the contract.
Agencies may refer to AASB 15 Revenue from contracts with customers for assistance in identifying the promised configuration or customisation services in a contract with the agency, and when the supplier performs those services in accordance with the contract.
If the agency enters into a contract with the supplier of the application software to deliver the configuration or customisation services, the agency may determine when the supplier performs those services using the following:
· if the services the agency receives are distinct - agency recognises the costs as an expense when the supplier configures or customises the application software.
· if the services the agency receives are not distinct, (i.e. they are not separately identifiable from the agency’s right to receive access to the supplier’s application software) – agency recognises the costs as an expense when the supplier provides access to the application software over the contract term.
· if the agency pays the supplier of the configuration or customisation services before receiving those services, it recognises the prepayment as an asset.
Refer to Configuration or customisation costs in a cloud computing arrangement (issued April 2021) for more information on how to account for configuration and customisation costs.
Where an agency incurs costs to configure or customise the agency’s existing software or IT environment in order to integrate with the new cloud software, it can capitalise these costs in line with general software capitalisation principles where the related software code is controlled by the agency.
See an excerpt on how to account for costs associated with a configuration or customisation service 
[image: ]
BDO Australia: SAAS implementation costs – Do you need to write these off at 30 June 2021
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[bookmark: _Toc135315459][bookmark: _Toc168047174]Definition
Construction work in progress (WIP) represents the cost of work performed in the construction or development of a non-current asset.
Some assets are constructed or developed over extended periods. Other assets may require extensive installation work or integration with other assets. During these processes, such assets are referred to as construction WIP.  Examples include the construction or development of buildings, infrastructure assets and specialised equipment.
These types of assets contrast with simpler agency assets that are ready and available for use when acquired, such as office equipment.
Construction WIP may relate to the construction, development or installation of a new asset or works that result in an improvement to an existing asset.  
Funding and approval for construction of a capital nature is provided through the Territory Government’s Infrastructure program.  For further information, refer to Treasurer’s Direction – Infrastructure.
Construction (WIP) includes materials, labour and overhead costs that are either directly related or allocated to the construction or development of an asset. These costs will provide the Territory Government and agencies with a clear idea of the complete cost associated with the construction or development of an asset.
Construction (WIP) costs may include:
costs of materials arising from direct purchases from suppliers or allocated based on appropriate costing principles
labour costs allocated on the basis of time spent on the project
overhead costs that can either be directly assigned to the project or allocated in accordance with material costs, labour costs or other reasonable basis.
Overhead costs may include:
building permits and tender development costs
costs incurred under contracts with third parties and progress bills paid or owing during construction including architect’s fees and engineer’s fees
site preparation, demolition works and excavation for foundations
depreciation or hire charges for equipment used in construction
telephone and power bills
management and supervision charges (for example, management fees associated with managing the capital works project).
[bookmark: _Toc499797173][bookmark: _Toc135315460][bookmark: _Toc168047175]Classification
There are three categories for Construction (WIP) provided in the Standard Classifications Codes:
NT Government Capital Works Program (WIP) 844100 – includes projects forming part of the Territory’s approved capital works program, where the resulting asset(s) will be owned or controlled by a Territory agency on completion. Capital works include minor new works ($1 million or less) and major works (greater than $1 million).
Recoverable Works Projects (WIP) 844200 – includes projects funded from sources external to the Territory Government (except the Commonwealth), but the resulting asset(s) will be owned or controlled by a Territory agency upon completion
Commonwealth Capital Works Program (WIP) 844300 - includes projects funded by the  Commonwealth Government, where the resulting asset(s) will be owned or controlled by a Territory government agency on completion
Non-Government Works (liability account) 911500 – includes transactions associated with projects where funding is from sources external to the Territory Government, but the resulting asset(s) will not become a Territory asset on completion. Account is used to hold the funds available for the construction of the asset.
Territory government’s construction and development works are managed by agencies with construction authority status in accordance with Treasurer’s Direction - Infrastructure - Appendix A.
[bookmark: _Toc163490826][bookmark: _Toc163648569][bookmark: _Toc163745212][bookmark: _Toc499797174][bookmark: _Toc135315461][bookmark: _Toc168047176]Recognition
[bookmark: _Toc499797175][bookmark: _Toc135315462][bookmark: _Toc168047177]Initial recognition of WIP
Construction or development costs are recognised as Construction (Work in Progress) where they meet the asset recognition and capitalisation criteria.
Construction and development costs will be initially recognised as assets (WIP) in the ledger of the agency managing the construction or development of that asset (that is the construction authority where applicable). Construction costs are recognised at the time the related construction activity is performed. 
Construction or development costs that relate to future activities, including any advance payments do not reflect work performed and therefore are not part of Construction (WIP). Accordingly, materials purchased for use in construction but not used at the reporting date are not included in the cost of work performed to date. In addition, payments made prior to the completion of a particular stage of construction or development will be recognised as prepayments rather than Construction (WIP). 

[bookmark: _Toc163490833][bookmark: _Toc163648576][bookmark: _Toc163745219][bookmark: _Toc499797176][bookmark: _Toc135315463][bookmark: _Toc168047178]Subsequent recognition of  WIP
In situations where construction or development works are managed by the construction authority on behalf of an agency, Construction (WIP) will be transferred to the agency that controls the asset once construction works are complete. The completed asset will be transferred from the construction authority to the agency that controls the asset, at the asset’s full cost of construction or development. These costs will initially be recognised as Construction (WIP) by the recipient agency.
The effect of the transfer of construction (WIP) will be a reduction in assets and equity for the construction authority and an increase in assets and equity for the agency receiving the completed asset.  
Transfers of assets between agencies impacts government’s investments interest in each agency that is recorded in the Central Holding Authority. Accordingly, the Central Holding Authority will seek Treasurer’s approval in accordance with section 36 of the FMA to adjust the equity of each agency. 
Although construction (WIP) is recorded as a non-current asset, it is not depreciated or subject to revaluation requirements until the asset is complete and first put into use or held ready for use by the relevant agency.  
Depreciation will commence from the time the completed asset is transferred to the relevant non-current asset class and is first put into use or held ready for use by an agency. 
In addition, construction (WIP) is not subject to revaluation requirements, with construction (WIP) being carried at cost. Following the transfer of construction (WIP) to the relevant non-current asset class, the asset may be revalued on or before the next revaluation date for that class of assets where deemed appropriate. In practice, the cost of newly constructed assets will in most cases, closely reflect the current replacement cost of that asset. 
[bookmark: _Toc499797177][bookmark: _Toc135315464][bookmark: _Toc168047179]WIP review
When an asset is completed and held ready for use, costs associated with the construction or development of the asset will be transferred to the relevant non-current asset class and added to the agency’s Register of Assets.
Agency’s must review their WIP balances annually to ensure costs associated with the construction or development of an asset which is complete and ready for use is transferred to the relevant non-current asset class and depreciation is commenced. 
Costs incurred on existing non-current assets, which satisfy the asset recognition and capitalisation thresholds outlined in section 4.1 that are captured as Construction (WIP) are classified as improvements.  On completion of works, these costs are added to the value of the existing asset. 
Costs included as Construction (WIP) that do not satisfy the asset recognition and capitalisation threshold  will be expensed in the comprehensive operating statement, rather than being transferred to the relevant non-current asset class. 
Examples on how to account for Construction (WIP) is outlined below:
1. Construction authority manages and records Construction (WIP)
a. Construction authority enters into a contract for the construction of a building for Agency B, for $5.5 million (inclusive of GST and management fees). The construction commences on 1 April 20X3. On 30 June 20X3, a progress bill for the work performed is received from the project manager for $3.3 million.  
The journal entry to record Construction (WIP) in the books of the construction authority on 30 June 20X3 is:
	Account description
	Account code
	DR
	CR

	Construction (WIP) – Capitalised Expenditure
	844*40
	$3 000 000
	

	GST Owing/Paid
	812820
	$300 000
	

	Cash at bank
	811110
	
	$3 300 000



b. On 10 September 20X3, the building is completed and a final bill for $2.2 million (inclusive of GST and management fees) is received. The journal entry to record the final bill on 10 September 20X3 in the books of the construction authority is:
	Account description
	Account code
	DR
	CR

	Construction (WIP) – Capitalised Expenditure
	844*40
	$2 000 000
	

	GST Owing/Paid
	812820
	$200 000
	

	Cash at bank
	
	
	$2 200 000



c. On 15 September 20X3, the construction authority transfers the total cost of the completed building to Agency B. 
i. The journal entries for the construction authority to transfer the total cost of the completed building from construction (WIP) to Agency B is:
	Account description
	Account code
	DR
	CR

	Equity Transfer Out
	991141
	$5 000 000
	

	Construction (WIP) – Transfer Out
	844*30
	
	$5 000 000



ii. The journal entries to recognise the construction (WIP) associated with the completed buildings  in the books of Agency B is:
	Account description
	Account code
	DR
	CR

	Construction (WIP) – Transfer In 
	844*20
	$5 000 000
	

	Equity Transfer In
	991131
	
	$5 000 000



d. On review of Agency B’s construction (WIP) account, the agency has identified $60 000 in costs transferred, which do not meet the asset recognition and capitalisation threshold (and is not repairs and maintenance. Where costs are of a repairs and maintenance nature, it may need to be transferred to the construction authority to be expensed under the standard classification code – 314000 – Repairs and maintenance – Minor new works non-cash).These costs should be expensed. 
i. The journal entries to expense these costs is:
	Account description
	Account code
	DR
	CR

	Asset – Expensed Work-In-Progress 
	382200*
	$60 000
	

	Construction (WIP) – Transfer Out
	844*30
	
	$60 000


*Examples of costs which may fall within this standard classification code include feasibility studies  
ii. The journal entry to transfer the completed building to the relevant property, plant and equipment class (in this case ‘Buildings’) on 30 September 20X3 in the books of Agency B is:
	Account description
	Account code
	DR
	CR

	Buildings – Transfer In
	842130
	$4 940 000
	

	Construction (WIP) – Transfer Out
	844*30 
	
	$4 940 000



The completed asset will be depreciated by Agency B and subject to revaluation requirements in accordance with the relevant Accounting standards and Treasurer’s Direction.
2. Agency manages and records Construction (WIP) in ledger
Agency A is a construction authority and enters into a contract for the construction of building for        $3.3 million (inclusive of GST), that it will own once complete.  The construction commences on 1 April 20X3. On 30 June 20X3, a progress bill for work performed is received from the contractor for                $2.2 million.  
The journal entry to record Construction (WIP) on 30 June X3 is:
	Account description
	Account code
	DR
	CR

	Construction (WIP) – Capitalised Expenditure
	844*40
	$2 000 000
	

	GST Owing/Paid
	812820
	$200 000
	

	Cash at bank
	
	
	$2 200 000



On 30 September 20X3 the building is completed and a final bill for $1.1 million is received.  The journal entry to record the final bill on 30 September 20X3 is:
	Account description
	Account code
	DR
	CR

	Construction (WIP) – Capitalised Expenditure
	844*40
	$1 000 000
	

	GST Owing/Paid
	812820
	$100 000
	

	Cash at bank
	
	
	$1 100 000



On review of the completed WIP, agency A identifies that all costs incurred on the building meets the asset recognition and capitalisation threshold. As such, the journal entry to transfer the completed building from Construction (WIP) on 30 September 20X3 is:
	Account description
	Account code
	DR
	CR

	Buildings – Transfer In
	842130
	$3 000 000
	

	Construction (WIP) – Transfer Out
	844*30 
	
	$3 000 000



The completed asset should be depreciated by the agency and is subject to revaluation requirements in accordance with the relevant accounting standards and Treasurer’s Direction.
[bookmark: _Toc167805580][bookmark: _Toc499797178][bookmark: _Toc135315465][bookmark: _Toc168047180]Separately Identifiable assets in WIP
A project may involve construction or development stages that relate to a number of individually identifiable complex assets or sub-projects that may be completed at different times. In these cases, it may be appropriate to transfer each complex asset to the relevant non-current asset class when the asset is complete and held ready for use, even though the construction of the other assets on the project are not  complete.  
Costs incurred on the construction or development of assets will therefore need to be available for complex assets where these assets will be separately recognised. For example, where new school buildings are constructed to house a computer lab and a library, the cost of the completed computer lab will be transferred from Construction (WIP) to the building asset class when the lab building is completed and held ready for use, even though the library building may be incomplete at that time.
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