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PREFACE


The Steering Committee on National Performance Monitoring of Government Trading Enterprises (GTEs) was established at the Special Premiers’ Conference in July 1991. Its role is to facilitate the development of a consistent performance monitoring regime for GTEs across the Commonwealth, States and Territories. Through a cooperative effort the Committee has, over the last two years, produced two reports: Government Trading Enterprises Performance Indicators 1987/88 To 1991/92, and 1987/88 To 1992/93.


To ensure that the financial indicators used to assess the performance of GTEs are comparable it was recognised that a consistent approach to the current valuation of assets was required. Accordingly, the Steering Committee established an Asset Valuation sub-Committee in October 1991. This report has been prepared by the sub-Committee. It attempts to provide a framework for consistency in the valuation of non-current physical assets of GTEs involved in national performance monitoring so that relevant, reliable and comparable financial information is available for effective performance monitoring.


The guidelines adopt the concept of ‘deprival value’ as the appropriate method of valuing the non-financial assets of GTEs. This is a significant departure from the traditional approach of valuing assets at their cost of acquisition (historical cost). Amongst other advantages the sub-Committee recognised that use of deprival value provides more relevant information about both the current cost of providing the goods and services as well as the current value of resources deployed.


The Steering Committee considers that these guidelines represent a significant contribution to the task of meaningful assessment of the performance of GTEs. Jurisdictions are encouraged to adopt this framework to ensure a consistent approach to the valuation of assets.


The Steering Committee would like to thank all those involved in the preparation of this report. In particular it would like to thank Mr Graeme Carpenter,  Convenor of the sub-Committee, and the representatives from the Commonwealth, New South Wales, Queensland, South Australia, Tasmania, Victoria, Western Australia, Australian Capital Territory and the Northern Territory. It would also like to thank representatives from the Australian Accounting Research Foundation for their assistance.








Bill Scales, AO


Chairperson


Steering Committee on National Performance Monitoring 


of Government Trading Enterprises
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��
Introduction


Government Trading Enterprises (GTEs) form a significant part of the Australian economy. They provide services in areas such as transport, electricity, telecommunications and water supply, which are crucial to the ongoing operation of the economy. To the extent that these services are significant inputs to private sector business operations, the performance of GTEs will impact on the performance and competitiveness of businesses and the economy as a whole.


At the Special Premiers' Conference on 30 July 1991, it was agreed that a framework for national performance monitoring be established for GTEs. The purpose of this was to establish a clear picture of GTE performance across the range of major industries in which GTEs are involved. This is to be achieved by using consistent and relevant financial and non-financial performance indicators.


For financial indicators to be comparable there must be consistent approaches on a number of issues associated with asset valuation, depreciation and maintenance. These approaches can also have an important influence on capital investment decisions and pricing policies of GTEs, and on the calculation of the true cost of providing goods and services.


An appropriate system for performance monitoring can provide a surrogate for market assessments which are reflected in share prices of listed companies. In the absence of market assessments, some variations from accounting practices used by such companies may be desirable - e.g. by including market based information on asset values and the cost of using assets. Accordingly, direct comparison of GTE performance data with that in financial reports of private sector companies may not be appropriate.


On 3 October 1991, the Steering Committee established an Asset Valuation Sub-committee to prepare guidelines for the valuation of assets in GTEs. This task has focused on valuing non-current physical assets (i.e. assets held in the business for more than twelve months) as, for most GTEs, these have the greatest impact on the measurement of performance and present the greatest difficulty in determining appropriate valuation methodology. 


For the national performance monitoring scheme to be most effective, it is desirable that all governments implement measures that require GTEs to comply with the guidelines. If this is not done, the information supporting the performance indicators may not be comparable. Furthermore, the measurement of performance may not take into account the full cost of using assets.


Currently, the national performance monitoring exercise encompasses fifty six GTEs which have been nominated by their respective owner Governments. These are listed in Appendix D.


�
How assets are reported


Definition and recognition of assets


Assets are regarded as service potential or future economic benefits controlled by an entity as a result of past transactions or other past events.


An asset should be recognised in the Statement of Financial Position when:


Ÿ	it is probable that the service potential or future economic benefits embodied in the asset will eventuate; and


Ÿ	the asset possesses a cost or other value that can be measured reliably.


However, there may be circumstances where assets are not recognised because it is not considered probable that service potential or future economic benefits will flow to the entity or assets are not recognised only because they do not possess a cost or other value that can be measured reliably. Assets which are not recognised because of either of the above may warrant disclosure in the notes to the financial statements where knowledge of the assets is considered to be relevant to the users of the statements.


Although the above principles, adopted in the Guidelines, are derived from Statement of Accounting Concepts 4 (Definition and recognition of the Elements of Financial Statements) this does not imply adoption of the whole of that Statement.


A glossary of the terms used in this booklet and the Guidelines is included in Appendix C.


Recommended measurement model


Traditionally, accrual-based financial statements have disclosed assets at their cost of acquisition (historical cost) less, in the case of assets having limited useful lives, the amount of service potential already used (accumulated depreciation).


A perceived advantage of this method is that it does not require a subjective assessment of the value of the asset. It may, however, incorporate subjective assessments of relevant costs (e.g. where an asset is constructed by a GTE), depreciation and recoverable amount (where applicable).


Recognition of assets at their historical cost was considered by the Sub-committee to have significant weaknesses, particularly with respect to management decision making and performance monitoring. The major weakness is that the values of assets change over time, whether as a result of inflation, technological change or changes in supply and demand conditions.  Consequently, historical cost is unlikely to reflect:


Ÿ	the current or economic value of an asset, particularly where an asset was acquired a number of years ago; and


Ÿ	the current cost of using the asset.


In times of increasing prices, the use of historical cost is likely to result in:


Ÿ	the understatement of the value of the assets;


Ÿ	understatement of expenses; and


Ÿ	for commercial entities - the overstatement of profits and returns on assets.


The Guidelines indicate that recognition of assets at current values, rather than historical cost, is more relevant for:


Ÿ	making and evaluating decisions about the allocation of scarce resources; and


Ÿ	the discharge of accountability by managers for overall resource management.


The Guidelines prepared by the Sub-committee therefore require assets to be reported at current values in a manner which will provide information that is relevant and reliable. This performance monitoring data could either be reported through Special Purpose Financial Reports (reports for users who are in a position to command financial reports) or in General Purpose Financial Reports (reports for users who are not in a position to command financial reports).  Individual jurisdictions may however require reporting in one of these two manners.


Deprival Value


The Guidelines adopt the concept of deprival value as the appropriate current value basis for GTE asset valuation.


Deprival value of an asset is the value to the entity of the future economic benefits that the entity would forego if deprived of the asset.   Under this approach, assets are valued at an amount that represents the loss that might be expected to be incurred by an entity if that entity was deprived of the service potential or future economic benefits of these assets at the reporting date.  Thus the value to the entity in most cases will be measured by the replacement cost of the services or benefits currently embodied in the asset, given that deprival value will normally represent the cost avoided as a result of controlling the asset and that the replacement cost represents the amount of cash necessary to obtain an equivalent or identical asset.


In applying deprival value concepts, the basic principles are:


Ÿ	Where an entity would replace the service potential embodied in an asset if deprived of it, the asset should be measured at its current cost (i.e. the lowest cost at which the gross service potential of the asset could currently be obtained in the normal course of business). This is the amount which an entity would need to receive in compensation to restore the asset to its former capacity.


Ÿ	Where an entity would not replace an asset if deprived of it, the asset would be measured at the greater of its market value and the present value of future net cash inflows expected from continued use of the asset. This is the amount by which an entity would be worse-off if deprived of the asset.


Ÿ	Where an asset is surplus to requirements, the asset should be measured at its market value.


Some of the advantages of the deprival value approach are:


Ÿ	The measurement and depreciation of physical non-current assets at deprival value provides relevant information about the current cost of providing goods and services;


Ÿ	The measurement and depreciation of physical non-current assets at deprival value provides relevant information about the current value of the resources deployed for this purpose;


Ÿ	Deprival value reflects whether the capacity of the entity to continue its present level of operations has been maintained. Consequently, it avoids inadvertent erosion of the entity's operating capacity; and


Ÿ	Deprival value reflects price changes that are relevant to the particular classes of assets held by an entity, as opposed to those based on a general index of price changes.


A table summarising the deprival valuation methodology is included at Appendix A.


Full revaluations of assets are to be performed at least on a five yearly basis with application of the relevant industry or technological index on an annual basis in the intervening years. The full revaluations may be performed on a rolling basis to even out the work load and demand for resources.


Limits imposed by the 'recoverable amount' test


Where the service potential of a physical non-current asset is dependent on its ability to generate net cash inflows, such an asset would not normally be replaced if the net cash inflows generated by the asset are less than the replacement cost of the asset. Those net cash inflows are referred to as the recoverable amount of the asset.


Recoverable amount is the greater of:


Ÿ	the present value of the net cash inflows which the entity expects to receive from the use of the asset over its remaining life; and


Ÿ	the amount which the entity would expect to receive if the asset were sold at the reporting date (market value).


Where the service potential of a physical non-current asset is dependent on its ability to generate net cash inflows, the asset should be measured at the lower of:


Ÿ	its book value; and


Ÿ	its recoverable amount.


However, the service potential of an asset will not be dependent on its ability to generate net cash inflows if an entity is required by the Government, by ministerial directive, or by a legal or administrative requirement to continue to deliver the goods or services which the asset assists the entity to provide.


Where such a requirement exists, the entity would always replace the service potential embodied in the asset if deprived of it. These assets should be measured at their current cost and the recoverable amount test would not  be applied.


�
Land and Heritage Assets


It has been argued within the broader community that different considerations should apply to valuing land under infrastructure assets and to the valuation of heritage assets held by GTEs.


The argument is put in respect of land under infrastructure assets that, while the land is used for that purpose, it cannot be used for another purpose. However, the same consideration applies to all land and, for that matter, all assets - when an asset is used for one purpose it cannot be used for another.


Equally, a heritage asset may serve a functional purpose, even if less efficiently than a new asset. An example would be office accommodation within an historic building.


The deprival value approach expressly recognises that the value to the entity of the asset is the future benefits that the entity would forego if deprived of the asset.


These issues are addressed in more detail in the following discussion.


Land


Land should be measured consistently with the measurement policies to be applied to other physical non-current assets of GTEs - that is, at deprival value.


In applying the deprival value framework, the value to be adopted is not the cost of acquiring the adjacent land and, where necessary, removing the improvements to obtain an identically shaped site. This method may result in substantially overstating both the value of the land in its current use and the net proceeds which could be obtained from its feasible alternative use.


The current entry price (given by the cost of acquiring adjacent land) is not relevant to the performance monitoring decisions to be made in respect of GTEs. Rather the decisions for performance monitoring purposes are whether the GTE is earning an adequate financial return based on the value of the land in its current usage and whether a higher return could be obtained by releasing the land for another feasible alternative use.


Where land is held for continued use and would be replaced if the GTE was deprived of it, the basis of valuation under the deprival value methodology is to be the greater of:


Ÿ	current market buying price, taking into account the nature of the parcel, the legal restrictions on use, the opportunities for and impediments to development that are inherent to the specific parcel of land and other constraints that exist in respect of that land and any special attributes that the land may possess (value in use); and


Ÿ	current market value (selling price) based on its feasible alternative use taking account of the costs of achieving that alternative use.


Where land is held for continued use and the service potential would not be replaced if the GTE was deprived of it, the basis of valuation is the greater of:


Ÿ	the present value of future net cash inflows; and


Ÿ	current market value (selling price).


The basis of valuation if the land is surplus to requirements is the current market value (selling price).


For accounting purposes, the value of the land is to be reported separately from that of any improvements. Also, other parts of the Guidelines may require a different measure of deprival value in the case of improvements (e.g. current replacement cost) to that of the land.


Land under infrastructure


Consistent with the treatment of other land, the land under infrastructure assets should be valued as a separate component of the infrastructure asset and should be measured consistently with the measurement policies to be applied to other non-current physical assets of GTEs, that is, at deprival value. In the case of some land under infrastructure, there may be no ready markets of similar land to establish values. However, there are valuation techniques to address most of these circumstances.


The valuation of land is a specialised function undertaken by professional valuers in accordance with instructions given to them by clients, and in accordance with standards promulgated by the Australian Institute of Valuers and Land Economists (AIVLE). To assist GTEs in this regard, a model Letter of Instruction to Valuers has been prepared by the Sub-committee in conjunction with Valuers-General and the AIVLE (see Appendix B).


Heritage assets


For the purposes of the Guidelines, heritage assets are those assets which a government has decided to preserve for the duration of their physical lives because of their unique historical, geographical, cultural or environmental attributes. Where assets of historical significance, such as historical buildings and works of art, are permitted to be sold or redeployed by the GTE, or are not required to be maintained indefinitely, they are not heritage assets for the purposes of the following discussion.


It is recognised that some heritage assets are of a solely historical or cultural interest (for example, monuments and museums) while others also provide a functional service.


Heritage assets should be measured consistently with the measurement policies to be applied to other physical non-current assets of GTEs – that is, at deprival value. In addition, classification of these assets between those which may be described as having purely historical or cultural interest and those which may be described as also providing functional service is not relevant to the measurement policies which should be applied.


Where the service potential embodied in a heritage asset would be otherwise acquired (through replacement, reproduction, rental, leasing or in any other manner) if the GTE were deprived of the asset, the deprival value of the asset is the written-down current cost of the service potential.


Where heritage assets are viewed as having functional as well as heritage characteristics, such as heritage buildings, the value of the heritage or aesthetic utility component may be difficult to reliably measure and, in fact, is not required for performance monitoring purposes. The key issue is whether the service potential embodied in the asset would be otherwise acquired if the GTE was deprived of the asset. The service potential is then measured consistently with the measurement policies applied to other non-current physical assets.


Therefore, in measuring the deprival value of an asset having functional as well as heritage characteristics, it is not necessary to identify the aesthetic utility of the asset.  The heritage component is, in effect, excluded from the asset values disclosed in the financial statements. However, additional information on the heritage component may be included in the notes to the financial statements.


Where the service potential of the asset would not (or cannot) be otherwise acquired if the GTE was deprived of it, the asset should be valued at its recoverable amount, which normally will be its market value (selling price).  There will be instances where the deprival value of the heritage asset will not be recognised. This will occur where the selling price cannot be reliably measured (e.g. where there are no markets for comparable assets), or there are no cash flows associated with the heritage asset.


The Guidelines provide for asset values to be included in the financial statements only when they can be measured reliably. Where values cannot be measured reliably, these assets will be excluded from the financial statements. Examples are some of the following, historic library and museum collections, historical treasures and unique works of art. Information in respect of these items which is relevant for decision making purposes should, however, be disclosed in the notes to the financial statements. (This information would include, for example, the quantum and the nature and functions of the asset together with the annual costs of maintenance, where applicable).


�
General Assets


For the purposes of the Guidelines, general assets (physical non-current assets other than land and heritage assets) consist of specialised and non-specialised assets.  


Specialised general assets


Specialised assets are general assets, which because of their special design or location would not normally be purchased on a secondary market.  Examples include specialised buildings and equipment which are constructed for a purpose which is specific to the entity and buildings which are constructed in remote areas which would not be traded in a normal manner.  As there is no trading market for such assets, the appropriate value for such assets where the service potential or future economic benefits would be replaced is the lower of the current replacement cost and current reproduction cost of that service potential.


Non-specialised general assets


Non-specialised assets are general assets which are normally traded on a secondary market. Examples include motorcars, houses and office accommodation in cities, furniture, etc which would be traded in a normal manner. The appropriate value of such assets, where the service potential or future economic benefits of the existing general asset would be replaced if the GTE was deprived of the asset, is the current market buying price of the gross service potential or future economic benefits of the existing asset. This requires that assets be valued in such a manner as they are normally acquired i.e. acquired in a secondary market or not normally acquired in a secondary market. However, most GTEs will only acquire new assets and it is inappropriate to value these assets based on second-hand prices as this may result in understatement of depreciation expense and a greater risk of capital being eroded.


Where the service potential or future economic benefits of the existing general asset would not be replaced if the GTE was deprived of the asset, general assets are to be valued at the greater of the net present value and current market value (selling price).


Where general assets are surplus to requirements they are to be valued at current market value (selling price).


Other measurement models


A number of models for ascertaining the current values of assets have been proposed by various writers over the years. Each of them has advantages and disadvantages and it is useful, in understanding the Sub-committee's adoption of the deprival model, to compare the other models.


Opportunity cost


The opportunity cost of the present use of an asset is the greater of:


Ÿ	its current market value (selling price); and


Ÿ	the present value of future net cash inflows expected from the best alternative use of the asset in the entity's operations.


It has been argued that opportunity cost valuation of assets shows the full economic cost of their deployment in a particular use by an entity and that this would avoid problems of undervaluation which may otherwise occur if the assets were deployed in a sub-optimal manner. However, the Sub-committee did not consider this perspective to be sound for the following reasons:


Ÿ	While GTEs are expected to generate positive returns, they are also expected to provide needed services. These service delivery objectives contradict the assumption of free-floating capital which underpins the concept of economic cost, particularly where, for example, constraints are imposed by government on the prices that may be charged for the needed services.


Ÿ	Non-saleable and specialised durable assets will frequently have an opportunity cost below their value to the GTE which deploys them, particularly where the entity operates in monopolistic or quasi-monopolistic conditions. As such, there would be large write-downs of specialised assets when they are acquired, rather than recognising the consumption of their service potential when they are used in the provision of goods and services.


Ÿ	If a GTE were to set aside funds for asset replacement equal to the amounts of depreciation charged on the consumption of assets valued at their opportunity cost, the entity would have insufficient funds to replace the assets at the end of their useful lives (i.e. there would be an inadvertent erosion of the GTEs operating capability).


While opportunity costs are relevant information for resource allocation decisions, in imperfect markets they exclude two of the most relevant measures of an asset's value to an entity (namely, net present value in existing use and, in respect of complex or specialised assets, replacement cost).


Current purchasing power


Where 'current purchasing power accounting' is adopted, the historical costs of non-monetary assets (i.e. assets other than money or claims to specified amounts of money – such as loans and creditors) are indexed each reporting period for the change in the general purchasing power of the money originally invested in those assets. This valuation basis was developed to respond to the inadequacies of historical cost asset measurement in an environment of changing prices.


When an entity commences business there may be some justification for regarding its funds as representing generalised purchasing power. At that time its underemployed assets, which may be exclusively cash or other liquid assets, may be regarded as having an infinite range of alternative uses and may therefore be represented as generalised purchasing power. But once the entity's funds are invested in specific assets and it begins to engage in specialised kinds of operating activity, these conditions no longer hold.


The price changes that will be relevant to measuring whether an entity has maintained its capacity to provide goods and services in the pursuit of its objectives are the prices for the range of goods and services which need to be acquired by the entity as part of its operations.


Subsequent to the acquisition of assets, their historical cost reflects neither their current value in use to the entity nor their current value in exchange. The historical values cease to be relevant for most resource allocation decisions. The application of a general price index to historical costs perpetuates this lack of relevance for resource allocation decisions.


Current market value (selling price)


Current market value (selling price) means the price obtainable through an orderly sale less the costs expected to be incurred in obtaining the proceeds of such sale.


Arguments in favour of such values include:


Ÿ	Asset values represent the command over cash that they comprise as at the reporting date.


Ÿ	They are the best indicator of the immediate capacity for adaptation provided by assets.


Ÿ	They are based on presently observable prices and provide information that is factual and verifiable.


Ÿ	They have a single characteristic and can be legitimately added.


On the other hand, the chances that a healthy entity will dispose of the assets needed for everyday production generally are not high, so their sale prices are not likely to feature in everyday management decisions. These decisions are more often concerned with normal production and investment, for which different values are needed.


With highly specialised assets, moreover, sale price may be far below purchase price (this could apply to investments by GTEs in infrastructure assets). Then it is an inappropriate measure of 'size' and leads to an excessive earnings/assets ratio.


Market value (selling price) also may lead to inappropriate results if it is linked with profit measurement. For example, where the methodology would require an entity to write off the difference between the cost of a new asset and its market value (selling price) immediately after it is acquired, the financial statements would:


Ÿ	show a loss if the entity buys useful but specific machines with a low resale value; and


Ÿ	show a profit if it buys machines unsuited to its functions but with a high resale value.


Net present value in use


It has been argued by some that, where imperfect markets exist, the economic value of assets is the present value of future net cash inflows expected from continued use of the asset.


One feature of this approach is that it addresses the circumstance where the value to the entity of non-vendible durable assets considerably exceeds the market value (selling price) of those assets.


However, there are a number of problems associated with the discounted cash flow approach.


Ÿ	For long-lived assets, cash flows need to be projected over long periods of time. Generally, the longer the forecast period, the more difficult it will be to reliably estimate future cash flows. There are also difficulties in determining an appropriate discount rate.


Ÿ	The application of this technique to individual assets requires the identification of cash flows associated with each asset. This is sometimes impractical because cash inflows frequently relate to groups of assets.


Ÿ	The estimation of the earnings potential of an asset would be difficult as it requires assumptions about the extent of the utilisation of the productive capacity and the impact of the pricing policies.


Ÿ	There is also a 'circularity' problem in the use of the net present value approach to valuation as the selected discount rate will, in fact, determine the rate of return on assets.


Ÿ	The present value of future net cash inflows expected from continued use of the asset would not be relevant where the service potential of an asset is not dependent on the ability of the asset to generate net cash inflows.


Ÿ	The use of net present values ignores the effect of improved technology on the stock of existing assets. For example, where input costs to a GTE fall as a result of superior technology which gives rise to lower operating costs per unit of output provided, the cost of the service potential needed to maintain the existing level of service delivery falls.


�
Performance and management information


Measuring financial performance


Performance is defined as the proficiency of a reporting entity in:


Ÿ	acquiring resources economically; and


Ÿ	using those resources efficiently and effectively


in achieving specified objectives.


The basic measure of financial performance of a GTE is its profit or loss. That is, the difference between total revenues and total expenses during a financial reporting period.


Certain information about assets is included in determining the profit or loss. For example:


Ÿ	the cost or other value of assets is allocated, as depreciation expense, over the financial reporting periods spanning their useful lives;


Ÿ	the profits or losses on sale of assets are included as revenues or expenses respectively; and


Ÿ	losses in the values of assets (e.g. through obsolescence or destruction) are included as expenses.


The values attributed to assets therefore affect the profit or loss. For example, the amount allocated as depreciation is based on the difference between the cost (or other value) of the asset and its expected residual value.


Once the profit or loss is determined, it is normally assessed in relation to other key items in the financial statements such as turnover, total assets and equity. The values attributed to assets also affect these assessments, thereby creating a twofold effect on financial performance.


Management decision making


The accounting effects of asset valuations described above also provide benefits for special purpose financial reports used for management decision making.


These reports are prepared regularly for management throughout the year and are important for such matters as:


Ÿ	controlling operational, project and activity costs;


Ÿ	pricing goods and services;


Ÿ	monitoring performance against budgets;


Ÿ	evaluating alternatives;


Ÿ	managing assets; and


Ÿ	workplace bargaining.


Valuing assets, not the business


Sometimes it is necessary to value a business as a whole (e.g. when privatising a GTE). For this purpose, the valuation is unlikely to be based on the net assets shown in its Balance Sheet. It is more likely that such a valuation would be made by estimating the present value of future net cash inflows expected from the business. Information that may be of most relevance to the valuer would be derived from the GTE's cash budget.


Information directed at valuing the business operated by an entity is relevant for decisions about buying or selling a business as a going concern, but is not relevant for measuring performance and financial position.


The sale value of a business is concerned primarily with its capacity to generate income in the future and would take into account factors such as its markets, products, location and intellectual property (these represent 'goodwill'). Measurement of performance and financial position takes into account the return on investment in assets (or what the business would be prepared to invest) and the amounts that surplus assets would realise.


�
Using information on assets


Comparisons, benchmarks and trends


Financial statements of GTEs are normally based on Australian Accounting Standards and Statements of Accounting Concepts. When standard asset valuation methodology is applied (as recommended in the Guidelines) they will be comparable between periods and from one entity to another.


As well as direct comparisons between items shown in the financial statements, comparisons of ratios of financial performance, financial position and cash flows can provide useful aids to assessments.


In analysing ratios, it is important to remember that isolated ratios provide limited information about a single period. The ratios become more useful when computed for a period of years to determine averages and trends and when compared to averages of other organisations.


The Steering Committee on National Performance Monitoring of GTEs has developed a standard set of financial ratios and other indicators for all GTEs which it considers best assists in meeting government objectives to improve GTE performance.


Operating ratios concerned with performance in terms of assets employed, sales and expenses were considered to be best suited to this role. However, shareholder governments and creditors also have an interest in dividend, leverage and liquidity indicators which reflect the risks inherent in the particular financing policies of GTEs. Reflecting these considerations, the Steering Committee selected the following accounting indicators for national monitoring of GTEs:


�
Accounting indicators used in National Performance Monitoring


�private ��RETURN ON ASSETS


Earnings before interest & tax (EBIT)


Average total assets�
�



Measures return on total funds employed and hence the profitability of the total investment in the entity.�
�
OPERATING ASSETS


EBIT less investment income 


Average total assets less average financial assets�
�



Measures the return from operations on the operational assets employed by the entity. Hence, this is also a measure of the profitability of the organisation.�
�
�private ��OPERATING SALES MARGIN


EBIT less investment income


Total revenue less investment income�
�



Indicates the profitability of the business and also provides a measure of efficiency.�
�
RETURN ON EQUITY


Operating profit after tax 


Average total equity�
�



Indicates the total earnings on the shareholder total (accrued) investment in the entity.�
�
DIVIDEND TO EQUITY


Dividends paid or provided


Average total equity�
�



Measures the return to shareholders from the investment in the entity.�
�
DIVIDEND PAYOUT


Dividend paid or provided


Operating profit after tax�
�



Share of profits available to owner, which the owner elects to take as income.�
�
DEBT TO EQUITY


Debt


Total equity�
�



Measures the extent to which the entity is financed by external debt. The higher the ratio, the greater the financial risk borne by the creditors and hence the greater care required in lending to the entity.�
�
LIABILITIES TO EQUITY


Total liabilities


Total equity�
�



Indicates the possible risk of loss of investment to the shareholders.�
�
CURRENT RATIO


Current assets


Current liabilities


�
�



The working capital ratio which indicates the amount of short term assets available to meet the short term liabilities and provides an indication of the safety margin afforded to current creditors.�
�
INTEREST COVER


EBIT


Gross interest expense�
�



Measures the ability of the entity to meet its interest expense from income and, hence, indicates the income cover afforded to investors.�
�
COST RECOVERY


Revenue from operations


Expenses from operations�
�



Measures the extent to which operational revenue exceeds, or shortfalls, operational expenses incurred by the GTE over the period.�
�
OPERATIONAL PERFORMANCE


Revenue from ops. less expenses from operations Average total assets less average financial assets�
�



Measures the return (net operational income) on operational assets, and hence the profitability of the investment in the entity’s operations.�
�
EARNINGS BEFORE INTEREST AND TAX


Net operating profit before the deduction of interest and tax expenses�
�



Provides an indication of the size of the GTE and stability of the income stream and is used as a base for other performance indicators�
�
EARNINGS BEFORE INTEREST AND TAX LESS INVESTMENT INCOME


Net operating profit before the deduction of interest and tax expenses less interest revenue�
�



Provides an indication of the size of the GTE and stability of the income stream from operations and is used as a base for other performance indicators�
�
OPERATING PROFIT BEFORE TAX AND AFTER ABNORMAL ITEMS


Net operating profit plus abnormals before the deduction of tax expense�
�



Provides an indication of the size and stability of the operating profit�
�
DIVIDENDS PAID OR PROVIDED FOR


Total of dividends approved in the reporting period for distribution whether paid or not�
�



Provides an indication of the dividends appropriated for the owners and is used as a base for other performance indicators�
�
�
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APPENDIX A	Summary of Deprival Valuation Methodology


Asset Category�
Where service potential would be replaced if GTE was deprived of the asset�
Where service potential would not (or could not) be replaced if GTE was deprived of asset�
�
Asset Held for Continued Use �
�
�
�
Land (including land under infrastructure)�
The greater of:


Current market buying price, taking into account the nature of the parcel, the legal restrictions on use, the opportunities and impediments to development that are inherent to the specific parcel of land or other constraints that exist in respect of that land, or any special attributes that the land may possess (value in use); and


Current market value (selling price) of its feasible potential alternative use taking into account the costs of achieving that potential�
Greater of net present value and current market value (selling price) �
�
Heritage assets�
Current market buying price, current replacement cost or current reproduction cost, as applicable, of the gross service potential utilised by the GTE if the service potential would otherwise be acquired by the GTE �
Greater of net present value and current market value (selling price)�
�
General assets�
�
�
�
– 	where there is a secondary market for the asset (non-specialised assets)�
Current market buying price of the gross service potential of the existing asset - where new assets are normally acquired, new prices are relevant and where second hand assets are normally acquired, second hand prices are relevant�
Greater of net present value and current market value (selling price)


�
�
– 	where there is no secondary market for the asset (specialised assets) �
Lower of the current replacement cost or current reproduction cost of the gross service potential or future economic benefit of the existing asset �
Greater of net present value and current market value (selling price)


�
�
Surplus Assets


All such assets�



Not Applicable�



Current market value (selling price)�
�
�
APPENDIX B	Model letter of instruction to valuers�








1 January 1995








Assess, Measure and Evaluate Pty Ltd


Licensed Valuers


Southern Cross Avenue


Australiaville AUST 0000








Dear Sir/Madam





The (name of authority) is required to revalue its non-current physical assets to enable it to prepare financial reports for use under an agreed National Performance Monitoring Regime for Government Trading Enterprises.


The financial statements to be prepared will be audited and are intended to provide information to a range of users to assist them in:


Ÿ	making and evaluating decisions about the allocation of resources by the authority;


Ÿ	assessing the financial performance and position of the authority; and


Ÿ	discharging managerial accountability.


Attached are details of those assets to be valued, separately identifying assets which are surplus to requirements and assets where the service potential would not be replaced if the GTE was to be deprived of the assets.


The approach to valuation should be based upon the following:


Surplus Assets


Ÿ	Infrastructure, plant, equipment, buildings and other improvements (other than land) which are surplus and are to be sold separately from the land should be valued at their market value.


Ÿ	Land (including improvements) which is surplus should be valued at market value based upon its highest and best use.


Assets Held for Continued Use Which Would be Replaced if the GTE was Deprived of the Assets


Ÿ	Infrastructure, plant, equipment, buildings and other improvements which are held for continued use and for which there is a secondary market (i.e. non-specialised property) should be valued at their gross current market buying price. Where the assets are not normally acquired in a secondary market, the price of a new asset is relevant to determining the value of the asset and where the assets are normally acquired in a secondary market, the price of a second hand asset is relevant to determining the value of the asset.


Ÿ	Infrastructure, plant, equipment, buildings and other improvements which are held for continued use and for which there is no secondary market (i.e. specialised property) should be valued at the lower of the gross current replacement cost and the gross current reproduction cost of the service potential of the existing asset.


Ÿ	Land (excluding improvements) held by the authority for continued use should be valued at the greater of:


(a)	current market buying price, taking into account the nature of the parcel, the legal restrictions on use, the opportunities for and impediments to development that are inherent to the specific parcel of land, other constraints that exist in respect of that land and any special attributes that the land may possess (value in use); and


(b)	current market value based on its feasible alternative use taking account of the costs of achieving the alternative use.


It is to be noted that, in the above cases the value of the gross service potential is required.


Assets Held for Continued Use Which Would Not be Replaced if the GTE was Deprived of the Assets


These assets are to be valued at the greater of net present value and current market value.


Heritage Assets


Ÿ	Where the service potential of the asset can and would be replaced in the future, it should be valued based on the current cost of the service potential of the asset. In those cases where the asset has a land component, that component should be valued in the same way as non-heritage land held for continued use.


Ÿ	Where the service potential of the asset would not (or cannot) be replaced, market value should be adopted if it can be reliably determined with reference to markets for comparable assets.


Ÿ	Where the asset is irreplaceable and the market value cannot be determined reliably, it should not be assigned a value. Information relevant to decision making purposes, however, should be disclosed as a note in the financial statements (e.g. the quantum and the nature and functions of the asset together with the annual costs of maintenance, where applicable).


Yours sincerely























�
APPENDIX C	Glossary of Terms


The overview is to be interpreted in the context of the following definitions.


Abnormal Items. Means items of revenue and expense included in the operating result/profit or loss after income tax for the reporting period, which are considered abnormal by reason of their size and effect on the operating result/profit or loss for the reporting period (Australian Accounting Standard AAS1, "Profit and Loss or Other Operating Statements")


Accumulated Depreciation.  The aggregate, at a given point of time, of the depreciation charges made in respect of a particular depreciable asset or class of depreciable assets.  (Australian Accounting Standard AAS4, "Depreciation of Non-current Assets")


Assets.  Are service potential or future economic benefits controlled by the entity as a result of past transactions or other past events. (Statement of Accounting Concepts SAC4, "Definition and Recognition of the Elements of Financial Statements")


Carrying Amount.


(i)	In relation to an asset, the amount at which the asset is recorded in the accounting records as at a particular date. In application to a depreciable asset, "carrying amount" means the net amount after deducting accumulated depreciation.  


(ii)	In relation to a class of assets, the sum of the carrying amounts of the assets in that class. (Australian Accounting Standard AAS10, "Accounting for the Revaluation of Non-current Assets")


Class of Non-Current Assets.  A category of non-current assets having a similar nature or function in the operations of the entity, which category, for the purpose of disclosure in the financial report, is shown as a single item without supplementary dissection.  (AAS10)


Control (of an asset).  The capacity of the entity to benefit from the asset in pursuit of the entity's objectives and to deny or regulate the access of others to that benefit.  (SAC4)


Current Assets.  Cash or other assets of the entity that would in the ordinary course of operations of the entity be consumed or converted into cash within 12 months after the end of the last reporting period of the entity.  (AAS10)


Current Cost.  The cost of an asset measured by reference to the lowest cost at which the gross "service potential" of that asset could currently be obtained in the normal course of business.  (Statement of Accounting Policy SAP1, "Current Cost Accounting")


Current Market Buying Price.  The amount for which an asset with similar service potential could be bought by a knowledgeable, willing buyer from a knowledgeable, willing seller in an arm's length transaction at current prices plus the buyer's transaction costs.  This equates to current market value plus the buyer's transaction costs.


Current Market Value.  The price that a willing but not anxious seller would accept from a willing but not anxious buyer for an asset in an arm's length transaction at current prices.  This does not include transaction costs.


Current Replacement Cost.  This relates to a current cost estimated as the cost per unit of service potential of the most appropriate modern replacement facility. It applies where the asset being valued cannot be replaced by an asset with the same service potential and would be replaced at balance date by a different asset (in terms of scale and/or technology) having a similar service potential which would be used as a reference for determining the replacement cost per unit of service potential of the existing asset.


Current Reproduction (Replication) Cost.  This relates to a current cost by reference to the cost per unit of service potential of reproducing or replicating the unit. It applies where the asset being valued would be replaced at balance date by a similar asset in terms of both scale and technology.


Deprival Value.  Deprival value is described as the cost to an entity if it were deprived of an asset and was required to continue to provide goods and services or deliver programs using that asset.   Under this approach, assets are valued at an amount that represents the entire loss that might be expected to be incurred if the entity were deprived of the service potential or future economic benefits of these assets at the reporting date.  Thus the value to the entity in most cases will be measured by the replacement costs of the services or benefits currently embodied in the asset, given that deprival value will normally represent the cost avoided as a result of controlling the asset and that the replacement cost represents the amount of cash necessary to obtain an equivalent or identical asset.  


Depreciation Expense.  An expense recognised systematically for the purpose of allocating the depreciable amount of a depreciable asset over its useful life.  (AAS10)


Entity.  Any legal, administrative, or fiduciary arrangement, organisational structure or other party (including a person) having the capacity to deploy scarce resources in order to achieve objectives.  (Statement of Accounting Concepts SAC1, "Definition of the Reporting Entity")


Equity.  The residual interest in the assets of the entity after deduction of its liabilities.  (SAC4)


Expenses.  Consumptions or losses of service potential or future economic benefits in the form of reductions of assets or increases in liabilities of the entity, other than those relating to distributions to owners, that result in a decrease in equity during the reporting period. (SAC4)


General Purpose Financial Report.  A financial report intended to meet the information needs common to users who are unable to command the preparation of reports tailored so as to satisfy, specifically, all of their information needs.  (SAC1)


Heritage Assets.  No generally accepted formal definition of these is available. However, they can be described as those assets which a Government has decided to preserve for the duration of their physical life because of their unique historical, geographical, cultural or environmental attributes.


Historical Cost.  The historical cost of the asset is the original cost of the purchase, delivery and installation of an asset (including pre and post-installation capital expenditure).  It may include absorption of overhead costs and, where applicable, the interest costs during construction.


Infrastructure Assets.  As in the case of heritage assets, no generally accepted formal definition of these is available; however, they can be described as those assets which are integral to public facilities that provided essential public services.


Liabilities.  The future sacrifices of service potential or future economic benefits that the entity is presently obliged to make to other entities as a result of past transactions or other events.  (SAC4)


Net Present Value (Discounted Cash Flow).  The value of an asset to the entity from its continued use and subsequent disposal, in present monetary values. It is the net amount of discounted total cash inflows arising from the continued use and subsequent disposal of the asset after deducting the value of the discounted total cash outflows arising therefrom. The discount rate employed should be no less than the risk free rate i.e. the earning rate of long term Commonwealth securities.


Non-current Assets.  All assets other than current assets.  (AAS4)


Operating Assets.  Operating assets are those assets which are used by an entity to produce and deliver goods and services to the public. Operating assets are employed in productive processes to deliver desired end products.


Opportunity Cost.  The value of the most attractive alternative that is sacrificed by taking a proposed action. In relation to assets, opportunity cost is the value of the next best alternative that is sacrificed by retaining an asset.


Physical Assets.  These are items which satisfy the criteria of assets and also have identifiable physical form, i.e. they can be measured using a linear base.


Recoverable Amount.  In relation to an asset, the net amount that is expected to be recovered through the cash inflows and outflows resulting from its continued use and subsequent disposal.  (AAS10)


Relevance.  That quality of financial information which exists when that information influences decisions by users about the allocation of scarce resources by:


(i)	helping them form predictions about the outcomes of past, present and future events, and/or


(ii)	confirming or correcting their past evaluations,


and which enables users to assess the rendering of accountability by preparers.  (SAC3)


Reporting Entity.  An entity (including an economic entity) in respect of which it is reasonable to expect the existence of users dependent on general purpose financial reports for information which will be useful to them for making and evaluating decisions about the allocation of scarce resources.  (AAS10)


Revaluation.  The act of recognising a reassessment of values of non-current assets at a particular date.  (AAS10)


Revenue.  Inflows or other enhancements, or savings in outflows, of service potential or future economic benefits in the form of increases in assets or reductions in liabilities of the entity, other than those relating to contributions by owners, that result in an increase in equity during the reporting period.


Service Potential.  In relation to an asset, is its economic utility to the entity, based on the total benefit expected to be derived by the entity from the use (and/or through sale) of the asset.  (SAP1)


Useful Life.  In relation to a depreciable asset, means the estimated total period from the date of acquisition, over which the service potential of an asset is expected to be used up in the business of the entity.  (SAP1)


Written Down Value.  As for "Carrying Amount".


�
APPENDIX D	Participating Government Trading Enterprises


�private ��COMMONWEALTH


Australian Maritime Safety Authority


Australian National Line Limited 


Australian National Railways Commission


Australia Post


Civil Aviation Authority


Federal Airports Corporation


Snowy Mountains Hydro-electric Authority


Telecom Australia


The Pipeline Authority





NEW SOUTH WALES


Hunter Water Corporation


Illawarra Electricity


Maritime Services Board of New South�   Wales


Pacific Power


Prospect Electricity


Shortland Electricity


State Rail Authority of New South Wales


State Transit Authority


Sydney Electricity


Sydney Water Board





VICTORIA


Gas and Fuel Corporation of Victoria


Melbourne Water


Port of Melbourne Authority


Public Transport Corporation


State Electricity Commission





QUEENSLAND


Brisbane City Council Department of Water�   Supply and Sewerage


Brisbane Transport


Capricornia Electricity Board


Department of Primary Industries: Water�   Resources


Gladstone Port Authority


Port of Brisbane Authority


Queensland Electricity Commission


Queensland Rail


South East Queensland Electricity Board�
SOUTH AUSTRALIA


Department of Marine and Harbours


Electricity Trust of South Australia


Engineering and Water Supply Department


Pipelines Authority of South Australia


State Transport Authority





WESTERN AUSTRALIA


Fremantle Port Authority


State Energy Commission of Western�   Australia


Transperth


Water Authority of Western Australia


Westrail





TASMANIA


Burnie Port Authority


Hobart Regional Water Board


Hydro-electric Commission


Marine Board of Hobart


Metropolitan Transport Trust


North West Regional Water Authority


Port of Devonport Authority


Port of Launceston Authority


Rivers and Water Supply Commission, North�   Esk





NORTHERN TERRITORY


Darwin Port Authority


Power and Water Authority





AUSTRALIAN CAPITAL TERRITORY


Australian Capital Territory Electricity and�   Water


Australian Capital Territory Internal Omnibus�   Network (ACTION)�
�



�	(This Letter of Instruction has been developed by the Asset Valuation Sub-committee for the National Performance Monitoring of Government Trading Enterprises in conjunction with Australian Government Valuers and the Institute of Valuers and Land Economists, with the aim of assisting valuers in providing consistent valuation of assets for GTEs.)
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