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OTOROHANGA DISTRICT COUNCIL 

4 October 2019 

 
Notice is hereby given that an ordinary meeting of the Otorohanga District Council Audit and Risk 
Committee will be held in the Council Chambers, Maniapoto St, Otorohanga on 4 October 2019 
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PRESENT 

IN ATTENDANCE 

APOLOGIES 

CONFIRMATION OF MINUTES – 4 JUNE 2019 

DECLARATION OF CONFLICTS OF INTEREST 

REPORTS 

 
Subject: FAIR VALUE VS CARRYING VALUE ASSESSMENT 

To: Chairman and Members, Audit and Risk Committee    
Otorohanga District Council 

 

From: Finance Manager 

Date: 4 October 2019 

 

Relevant Community Outcomes 

 Ensure services and facilities meet the needs of the Community 
 

Executive Summary 

The purpose of this report is to provide the committee with the rationale and assessment of the fair 
value vs carrying value of Councils assets. 

Staff Recommendation 

It is recommended: 

1. That the report is received; and 
2. That the Committee agrees with the conclusions of the assessment undertaken. 

Report Discussion 

This report is intended to provide information to the Audit & Risk Committee to seek their level of 
comfort around whether Council’s assets, particularly those assets that are subject to revaluation, 
have a carrying value at year end that is not materially different from the fair value for those assets, 
based on market conditions.  

The report looks at each individual asset class, as presented in the Annual Report, which is 
revalued and performs an assessment of the likely impact of the market movement on the value of 
the asset class. Where this impact is deemed material, then Council will need to consider 
undertaking a revaluation of that asset class. 

 

Asset Class: Roading, Bridges & Culverts 

Roading, Bridges and Culverts makes up the biggest asset class, having a carrying value at 30 
June 2019 of $242,640,148. As such, a small percentage movement in this asset class could still 
be a large amount dollar wise. 
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In assessing whether this asset class is held at a carrying value materially different from the fair 
value of these assets, we need to first determine the fair value of the assets. As these assets are 
not saleable and therefore have no market to use for comparison, the fair value will need to be 
determined using either indices indicating movement within the construction costs, or through the 
use of unit cost movements. 

Finding indices information, we went to two sources to get information, to enable us to compare 
the two and ensure that the indices were consistent with each other. We went to WSP Opus, who 
undertook our last roading valuation, as well as BERL adjustors, which are generated annually and 
used as part of the Long Term Plan budgeting process. The results of these inquiries gave us the 
following information. 

 

WSP Opus 6.4% - based on Cost Construction Indices 
published by NZTA 

BERL 2017/18 – 1.7%, 2018/19 – 4.5% 

6.2% total movement. 

 

These two different indices provided a relatively consistent result, 6.4% and 6.2%. Given that the 
BERL indicators are the ones used for budgeting purposes, then we have chosen to use the 6.2% 
in the calculation of fair value for this asset class. 

In undertaking this calculation, we have made the following assumptions: 

 Opening book value at the time of the revaluation has been adjusted by the indices. 
 2017/18 additions have been adjusted by the 2018/19 indices figure (4.5%) 
 2018/19 additions have not been adjusted as they reflect market costs 
 Depreciation on assets have been adjusted to maintain the same proportion as it was in 

the year after valuation. (1.588% of revalued amount). 
 Depreciation on 2017/18 additions have been adjusted by the value of the 2018/19 

indices figure (4.5%) 
 Disposals have been removed at the value disposed of and not adjusted. 

Using these assumptions a calculation has been done to adjust the value as at the last valuation 
to a carrying value at 30 June 2019. This value has then been compared to the carrying value at 
30 June 2019. This calculation is shown below. 
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The effect of this calculation is to show that the total movement between the carrying value and 
the fair value assessment is $14,506,000, or a 5.98% increase on the current carrying value. 

Generally, a movement of less than 5% is considered not material, over 10% is material and 
anything between 5-10% is a judgement call to determine materiality. As this figure is 5.98%, it fits 
into that judgement call range, albeit at the lower end of that range. 

To undertake this judgement call, we have drilled down further into this asset class into the 
individual components that make this up, to see if there is particular movement in one component 
that may be significantly higher or lower, and if we adjust for those factors does that impact on the 
likely fair value. To do this, we have compared the component unit costs used in the valuation to 
those in recent (2018/19) tendered contracts. This is done as it is a fair assumption that the rates 
in recent tender reflect actual market conditions, and therefore are a decent approximation of the 
unit costs that would be used in the event a valuation was undertaken. 

To do this review, we have selected contracts that predominately cover the bulk of the costs in a 
specific component of roading, as these represent the largest drivers of the unit cost of the asset. 
The contracts selected were: 

 C1029 – Pavement Marking 
 C1028 – Bulk Metalling 
 C1051 – Reseals and 2nd cost sealing 
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In reviewing these three contracts, it was noted that the current contract rates for the bulk metaling 
and reseals contracts were actually below the average figures used for the valuation replacement 
cost, and the increase in the pavement marking was only 3.7% instead of the 6.2% used above. It 
was also noted when reviewing the components that all the streetlights valued in 2017 were 
replaced with new LED lights during the 2017/18 year, and that therefore the 6.2% adjustment 
shouldn’t apply to those assets. 

We also reviewed the C1070 – Road Maintenance contract, which covers the replacement of signs 
amongst other road maintenance assets, as well as replacement of kerb and channel. The rates 
used within this contract are not substantially different, on the whole, from those used for the 
revaluation in 2017. 

Based on these findings as well as a higher level review of some other contracts, to ensure 
consistency in market costs being charged, it is reasonable to conclude that, while the roading 
asset class is in that borderline range for whether the difference is material, based on local 
evidence a valid assumption can be made that the 6.2% BERL indices national movement is not 
entirely reflected in local market conditions. 

Depreciation and Funding 

The other significant area where a change in the valuation of Roading, Bridges and Culverts is 
likely to have an impact is on the depreciation expense and the funding of this depreciation. This 
then flows into the ability to undertake asset renewals without the need to borrow money.  

If this asset class was to be revalued effective 30 June 2019, the impact on depreciation for the 
following year would be an increase of $80,702 over that charged in the year ending 30 June 2019 
on existing assets (based on the assumption the depreciation as a percentage of asset value 
remained the same). The current depreciation cash reserve for Roading contains $1,774,798 as 
at 30 June 2019. In the 2019/20 budget, it is projected that this balance will increase by another 
$1,250,000. Given this information, it is reasonable to assume that an increase of $80,000 in 
depreciation is not a deciding factor in whether there is sufficient funding to undertake Roading 
projects, and therefore if a decision was made that the movement in the Roading, Bridges and 
Culverts was not material, this is not going to have an impact on the ability of the Council to 
undertake its responsibilities in relation to Roading, as currently projected to occur. 

Decision 

On the basis of the above information, including the fact that local cost fluctuations do not appear 
to fully reflect the 6.2% increase per BERL, and that the movement in the valuation of the assets 
is not going to have a significant impact on the ability to undertake our responsibilities, we would 
reasonably conclude that the Roading, Bridges and Culverts Asset Class is not materially 
misstated at this time. However, given the high dollar value of the movement, that movement could 
be considered material and therefore we will undertake further work. 

Per discussion with Deloitte, we will get the calculation undertaken above peer reviewed by WSP-
Opus and if they are happy with the calculation, we will do a high level adjustment of the Roading 
carrying value by the difference calculated and undertake a full revaluation in the year ending 30 
June 2020. 
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Asset Class: Rural Water Supplies 

The Rural Water Supplies Asset Class covers the water supply assets, both pipes and plant and 
equipment, for the four rural water supplies as well as the Kawhia Community Supply. At 30 June 
2019 these assets had a combined carrying value of $7,230,958. 

In assessing whether this asset class is held at a carrying value materially different from the fair 
value of these assets, we need to first determine the fair value of the assets. As these assets are 
not saleable and therefore have no market to use for comparison, the fair value will need to be 
determined using either indices indicating movement within the construction costs, or through the 
use of unit cost movements. 

Finding indices information, we went to two sources to get information, to enable us to compare 
the two and ensure that the indices were consistent with each other. We went to Graeme Hughson, 
who peer reviewed our last water valuations, as well as BERL adjustors, which are generated 
annually and used as part of the Long Term Plan budgeting process. The results of these inquiries 
gave us the following information. 

Graeme Hughson 5.26% - based on Civil Construction Indices 
published by Stats NZ 

BERL 2017/18 – 1.7%, 2018/19 – 2.8% 

4.5% total movement. 

 

These two different indices provided a relatively consistent result, 5.26% and 4.5%. Given that the 
BERL indicators are the ones used for budgeting purposes, then we have chosen to use the 4.5% 
in the calculation of fair value for this asset class. However, for comparison purposes we have also 
calculated it using the 5.26% figure as well. 

In undertaking this calculation, we have made the following assumptions: 

 Opening book value at the time of the revaluation has been adjusted by the indices. 
 2017/18 additions have been adjusted by the 2018/19 indices figure (2.8%) 
 2018/19 additions have not been adjusted as they reflect market costs. 
 Depreciation on existing assets has been adjusted by the indices. 
 Depreciation on 2017/18 additions have been adjusted by the value of the 2018/19 

indices figure (2.8%) 
 Disposals have been removed at the value disposed of and not adjusted. 

Using these assumptions a calculation has been done to adjust the value as at the last valuation 
to a carrying value at 30 June 2019. This value has then been compared to the carrying value at 
30 June 2019. This calculation is shown below. 
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The effect of this calculation is to show that the total movement between the carrying value and 
the fair value assessment is $320,895, or a 4.44% increase on the current carrying value. 

Generally, a movement of less than 5% is considered not material, over 10% is material and 
anything between 5-10% is a judgement call to determine materiality. As this figure is 4.44%, it 
would be reasonable to call the difference not material. However, when you look at the Stats NZ 
adjustment, the movement is 5.2%, or just over into the judgement call range. 

Given the small variance in dollars however, it is not believed that using the BERL indicators 
materially changes the assessment from if we used the Stats NZ indices, and therefore we are 
happy to conclude that the Rural Water asset class is not materially misstated. 
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Asset Class: Water System 

The Water System Asset Class covers the water supply assets, both pipes and plant and 
equipment, for the Otorohanga Community Supply. At 30 June 2019 these assets had a combined 
carrying value of $7,454,818. 

In assessing whether this asset class is held at a carrying value materially different from the fair 
value of these assets, we need to first determine the fair value of the assets. As these assets are 
not saleable and therefore have no market to use for comparison, the fair value will need to be 
determined using either indices indicating movement within the construction costs, or through the 
use of unit cost movements. 

Finding indices information, we went to two sources to get information, to enable us to compare 
the two and ensure that the indices were consistent with each other. We went to Graeme Hughson, 
who peer reviewed our last water valuations, as well as BERL adjustors, which are generated 
annually and used as part of the Long Term Plan budgeting process. The results of these inquiries 
gave us the following information. 

Graeme Hughson 5.26% - based on Civil Construction Indices 
published by Stats NZ 

BERL 2017/18 – 1.7%, 2018/19 – 2.8% 

4.5% total movement. 

 

These two different indices provided a relatively consistent result, 5.26% and 4.5%. Given that the 
BERL indicators are the ones used for budgeting purposes, then we have chosen to use the 4.5% 
in the calculation of fair value for this asset class. However, for comparison purposes we have also 
calculated it using the 5.26% figure as well. 

In undertaking this calculation, we have made the following assumptions: 

 Opening book value at the time of the revaluation has been adjusted by the indices. 
 2017/18 additions have been adjusted by the 2018/19 indices figure (2.8%) 
 2018/19 additions have not been adjusted as they reflect market costs. 
 Depreciation on existing assets has been adjusted by the indices. 
 Depreciation on 2017/18 additions have been adjusted by the value of the 2018/19 

indices figure (2.8%) 
 Disposals have been removed at the value disposed of and not adjusted. 

Using these assumptions a calculation has been done to adjust the value as at the last valuation 
to a carrying value at 30 June 2019. This value has then been compared to the carrying value at 
30 June 2019. This calculation is shown below. 
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The effect of this calculation is to show that the total movement between the carrying value and 
the fair value assessment is $322,160, or a 4.32% increase on the current carrying value. 

Generally, a movement of less than 5% is considered not material, over 10% is material and 
anything between 5-10% is a judgement call to determine materiality. As this figure is 4.32%, it 
would be reasonable to call the difference not material. However, when you look at the Stats NZ 
adjustment, the movement is 5.04%, or just over into the judgement call range. 

Given the small variance in dollars however, it is not believed that using the BERL indicators 
materially changes the assessment from if we used the Stats NZ indices, and therefore we are 
happy to conclude that the Water Systems asset class is not materially misstated. 
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Asset Class: Sewerage System 

The Sewerage System Asset Class covers the sewerage reticulation assets, both pipes and plant 
and equipment, for the Otorohanga Community Supply. At 30 June 2019 these assets had a 
combined carrying value of $7,729,276. 

In assessing whether this asset class is held at a carrying value materially different from the fair 
value of these assets, we need to first determine the fair value of the assets. As these assets are 
not saleable and therefore have no market to use for comparison, the fair value will need to be 
determined using either indices indicating movement within the construction costs, or through the 
use of unit cost movements. 

Finding indices information, we went to two sources to get information, to enable us to compare 
the two and ensure that the indices were consistent with each other. We went to Graeme Hughson, 
who peer reviewed our last water valuations, as well as BERL adjustors, which are generated 
annually and used as part of the Long Term Plan budgeting process. The results of these inquiries 
gave us the following information. 

Graeme Hughson 5.26% - based on Civil Construction Indices 
published by Stats NZ 

BERL 2017/18 – 1.7%, 2018/19 – 2.8% 

4.5% total movement. 

 

These two different indices provided a relatively consistent result, 5.26% and 4.5%. Given that the 
BERL indicators are the ones used for budgeting purposes, then we have chosen to use the 4.5% 
in the calculation of fair value for this asset class. However, for comparison purposes we have also 
calculated it using the 5.26% figure as well. 

In undertaking this calculation, we have made the following assumptions: 

 Opening book value at the time of the revaluation has been adjusted by the indices. 
 2017/18 additions have been adjusted by the 2018/19 indices figure (2.8%) 
 2018/19 additions have not been adjusted as they reflect market costs. 
 Depreciation on existing assets has been adjusted by the indices. 
 Depreciation on 2017/18 additions have been adjusted by the value of the 2018/19 

indices figure (2.8%) 
 Disposals have been removed at the value disposed of and not adjusted. 

Using these assumptions a calculation has been done to adjust the value as at the last valuation 
to a carrying value at 30 June 2019. This value has then been compared to the carrying value at 
30 June 2019. This calculation is shown below. 
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The effect of this calculation is to show that the total movement between the carrying value and 
the fair value assessment is $341,651, or a 4.42% increase on the current carrying value. 

Generally, a movement of less than 5% is considered not material, over 10% is material and 
anything between 5-10% is a judgement call to determine materiality. As this figure is 4.42%, it 
would be reasonable to call the difference not material. However, when you look at the Stats NZ 
adjustment, the movement is 5.18%, or just over into the judgement call range. 

Given the small variance in dollars however, it is not believed that using the BERL indicators 
materially changes the assessment from if we used the Stats NZ indices, and therefore we are 
happy to conclude that the Sewerage Systems asset class is not materially misstated. 
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Asset Class: Drainage Network 

The Drainage Network Asset Class covers the stormwater reticulation assets, both pipes and plant 
and equipment, in Kawhia and Otorohanga, as well as the flood protection assets, excluding the 
stopbanks, in Otorhanga. At 30 June 2019 these assets had a combined carrying value of 
$6,859,546. 

In assessing whether this asset class is held at a carrying value materially different from the fair 
value of these assets, we need to first determine the fair value of the assets. As these assets are 
not saleable and therefore have no market to use for comparison, the fair value will need to be 
determined using either indices indicating movement within the construction costs, or through the 
use of unit cost movements. 

Finding indices information, we went to two sources to get information, to enable us to compare 
the two and ensure that the indices were consistent with each other. We went to Graeme Hughson, 
who peer reviewed our last water valuations, as well as BERL adjustors, which are generated 
annually and used as part of the Long Term Plan budgeting process. The results of these inquiries 
gave us the following information. 

Graeme Hughson 5.26% - based on Civil Construction Indices 
published by Stats NZ 

BERL 2017/18 – 1.7%, 2018/19 – 2.8% 

4.5% total movement. 

 

These two different indices provided a relatively consistent result, 5.26% and 4.5%. Given that the 
BERL indicators are the ones used for budgeting purposes, then we have chosen to use the 4.5% 
in the calculation of fair value for this asset class. However, for comparison purposes we have also 
calculated it using the 5.26% figure as well. 

In undertaking this calculation, we have made the following assumptions: 

 Opening book value at the time of the revaluation has been adjusted by the indices. 
 2017/18 additions have been adjusted by the 2018/19 indices figure (2.8%) 
 2018/19 additions have not been adjusted as they reflect market costs. 
 Depreciation on existing assets has been adjusted by the indices. 
 Depreciation on 2017/18 additions have been adjusted by the value of the 2018/19 

indices figure (2.8%) 
 Disposals have been removed at the value disposed of and not adjusted. 

Using these assumptions a calculation has been done to adjust the value as at the last valuation 
to a carrying value at 30 June 2019. This value has then been compared to the carrying value at 
30 June 2019. This calculation is shown below. 
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The effect of this calculation is to show that the total movement between the carrying value and 
the fair value assessment is $292,980, or a 4.27% increase on the current carrying value. 

Generally, a movement of less than 5% is considered not material, over 10% is material and 
anything between 5-10% is a judgement call to determine materiality. As this figure is 4.27%, it 
would be reasonable to call the difference not material. However, when you look at the Stats NZ 
adjustment, the movement is 5.00%, or just on the upper end of the not material range. 
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Given the small variance in dollars however, it is not believed that using the BERL indicators 
materially changes the assessment from if we used the Stats NZ indices, and therefore we are 
happy to conclude that the Drainage Network asset class is not materially misstated. 

 

Asset Class: Operational Land/ Restricted Land 

The Operational Land and Restricted Land Asset Classes cover all the land owned by the Council. 
Operational Land covers those parcels of land that are freehold in nature and would be able to be 
sold on the open market in a relatively easy fashion. Restricted Land is land that would have 
barriers to being sold openly by the Council, such as a designation under legislation (for example 
as a reserve under the Reserves Act 1977 or a cemetery). At 30 June 2019 Operational Land had 
a combined carrying value of $5,751,085, and restricted Land had a carrying value of $6,456,654. 

In assessing whether this asset class is held at a carrying value materially different from the fair 
value of these assets, we need to first determine the fair value of the assets. As the Restricted  
assets are not saleable and therefore have no market to use for comparison, the fair value will 
need to be determined using either indices indicating movement within the construction costs, or 
through the use of unit cost movements. While a market may exist for the Operational Land assets, 
for consistency we will use the same method for both Restricted and Operational Land. 
 
Finding indices information, we went to Quotable Value (QV), who undertook our last land and 
buildings valuation in 2017. QV uses market data, based on sales of land in the area, to determine 
the likely movement in the land owned by Otorohanga District Council. Based on the research, 
they concluded that the value of land had increase by 22.1% over the two years ended 30 June 
2019. 

In undertaking this calculation, we have made the following assumptions: 

 Opening book value at the time of the revaluation has been adjusted by the indices. 
 2017/18 additions have been adjusted by the 2018/19 indices figure (22.1%) 
 2018/19 additions have not been adjusted as they reflect market costs. 
 Depreciation on existing assets has been adjusted by the indices. 
 Depreciation on 2017/18 additions have been adjusted by the value of the 2018/19 

indices figure (22.1%) 
 Disposals have been removed at the value disposed of and not adjusted. 

Using these assumptions a calculation has been done to adjust the value as at the last valuation 
to a carrying value at 30 June 2019. Taking this movement and calculating the impact on the fair 
value of the land gives the following results. 
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The effect of this calculation is to show that the total movement between the carrying value and 
the fair value assessment is $1,366,923, or a 23.77% increase on the current carrying value for 
Operational Land. For Restricted Land the movement is $1,408,570, or 21.82%. 

Generally, a movement of less than 5% is considered not material, over 10% is material and 
anything between 5-10% is a judgement call to determine materiality. As both these asset classes 
have increases over 10%, it is reasonable to call the difference material, and therefore a 
revaluation of both classes of land will need to be undertaken as at 30 June 2019 to remove the 
material misstatement of these asset classes. 
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Asset Class: Operational Buildings/ Restricted Buildings 

The Operational Building and Restricted Building Asset Classes cover all the improvements on 
land owned by the Council. Operational Buildings covers those parcels of land that are freehold in 
nature and would be able to be sold on the open market in a relatively easy fashion (such as the 
Council Offices or Libraries). Restricted Buildings is improvements on land that would have barriers 
to being sold openly by the Council, such as a designation under legislation (for example as a 
reserve under the Reserves Act 1977 or a cemetery), or an asset like a public convenience. At 30 
June 2019 Operational Buildings had a combined carrying value of $5,147,890, and Restricted 
Buildings had a carrying value of $5,961,890. 

In assessing whether this asset class is held at a carrying value materially different from the fair 
value of these assets, we need to first determine the fair value of the assets. As the Restricted  
assets are not saleable and therefore have no market to use for comparison, the fair value will 
need to be determined using either indices indicating movement within the construction costs, or 
through the use of unit cost movements. While a market may exist for the Operational Building 
assets, for consistency we will use the same method for both Restricted and Operational Buildings. 
 
Finding indices information, we went to Quotable Value (QV), who undertook our last land and 
buildings valuation in 2017. QV uses market data, based on sales of properties in the area, to 
determine the likely movement in the land and buildings owned by Otorohanga District Council. 
Based on the research, they concluded that the value of improvements had decreased by 1.3% 
over the two years ended 30 June 2019. 

In undertaking this calculation, we have made the following assumptions: 

 Opening book value at the time of the revaluation has been adjusted by the indices. 
 2017/18 additions have been adjusted by the 2018/19 indices figure (-1.3%) 
 2018/19 additions have not been adjusted as they reflect market costs. 
 Depreciation on existing assets has been adjusted by the indices. 
 Depreciation on 2017/18 additions have been adjusted by the value of the 2018/19 

indices figure (-1.3%) 
 Disposals have been removed at the value disposed of and not adjusted. 

Using these assumptions a calculation has been done to adjust the value as at the last valuation 
to a carrying value at 30 June 2019. Taking this movement and calculating the impact on the fair 
value of the land gives the following results. 
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With regards to Operational Buildings, the calculation gives a value of $8,865 or 0.17% movement. 
This is such a small amount and a small percentage that we can easily say that this movement is 
not material. 

For Restricted Buildings, the movement is a decrease in value of $77,771 or 1.3%. This is again a 
small amount, it is reasonable to conclude that this movement is not material.  
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Subject: DELOITTE ANNUAL REPORT DISCUSSION 

To: Chairman and Members, Audit and Risk Committee    
Otorohanga District Council 

 

From: Finance Manager 

Date: 4 October 2019 

 

Executive Summary 

Melissa Youngson from Deloitte, the Auditor appointed by the Office of the Auditor General to 
undertake the audit of the Council, will be in attendance to talk to the committee. 

Recommendation 

THAT the committee accepts the presentation from Deloitte regarding the Annual Report audit. 

Report Discussion 

The Annual Report to 30 June 2019 has been substantially completed and is currently awaiting the 
results of a revaluation of Council’s land assets prior to being completed. 
 
Melissa Youngson will be in attendance at this meeting. She will discuss the finding of the audit of 
the Annual Report, and go through any issues identified that the committee needs to be aware of.  
 
 
 
Brendan O’Callaghan 
FINANCE MANAGER 
 
 

Attachments 

None 


