3


[image: image1.png]



Item1 Appendix A LASAAC 11/03/15 – Extract of Previous Minutes
LASAAC MINUTES
[FINAL – Approved by Committee on 19 November 2014]
Meeting of 13 August 2014,
CIPFA Scotland, Beaverbank Business Park, 22 Logie Mill

Edinburgh EH7 4HG
Present:
Fiona Kordiak, Derek Yule, Hugh Dunn, Russell Frith, Hazel Black, Ian Robbie; Tom Simpson; Ian Lorimer; Derek Glover
Apologies: 
Bruce West, David Watt, Nick Bennett
Guests:
Laura Anderson (OSCR); 


Mike Brown, Archie Rintoul (on behalf of RICS Scotland) 

In attendance:
Gareth Davies
	Minute Ref
	
	Action

	29/14
	RICS Scotland: Council Dwelling Valuations Proposals
Mike Brown provided an overview of the Beacon Approach- Adjusted Vacant Possession (BA-AVP) methodology with reference to an example paper provided. Archie Rintoul provided additional commentary.
· A large element of resources required is in undertaking actual property valuations for each ‘beacon’ category. For Edinburgh some 2,500 valuations are required (total stock of some 20,000 units). These valuations are regarded as robust and reliable.
· The determination of the adjustment factor, when based on existing guidance for English authorities,  however is of concern

· The guidance indicates that public sector rental income is riskier than private sector rents. This is open to rebuttal since it is secure income, largely underwritten by government. There is a low rate of voids in the public sector and low tenant turnover. An independent valuation organisation has supported this view.
· Therefore the capitalisation rate differential in the guidance (+3% for public stock to reflect a higher rate of return required to reflect the supposed higher risk) creates a significant distorting effect. This generally results in a significant ‘discount factor’ (eg 69%) being applied to public sector stock. 
· Additionally the capitalisation rates (private & public) should reflect current market conditions and should not be ‘fixed’ based on conditions at the time of guidance publication (2010). There is therefore no current supporting evidence to justify the capitalisation rates in the guidance.

· A further complication is the identification of ‘net rents’ (rent net of management costs, voids & insurance). Net rent levels are generally not publicly available for most rented property portfolios. ‘Gross rent’ is open market information that is openly available.

· The valuation is intended to apply to the whole housing portfolio based on a stock exchange with willing buyer & seller. 

In open discussion:

· Noted that local authorities cannot secure borrowing on housing stock assets. Therefore primary purpose of valuation is for the annual accounts.

· Discounted Cash Flow (DCF) is often used by Housing Associations / RSLs, and can be used as information supporting borrowing agreements.

· LASAAC Guidance has required a move to BA-AVP with discontinuance of a DCF approach.
· This was based on significant divergence between valuations provided by each method. BA-AVP was at the time the most common with relatively few authorities significantly affected by the LASAAC requirement. English authorities may still adopt DCF if they wish. It was suggested that ACES (Scotland) were thought to generally prefer the beacon approach.
· A prime LASAAC consideration was that of consistency of underlying valuation and the reliability and credibility of valuation figures in the financial statements.
· The existence of a historic differential between values provided by the two methods was noted by Archie Rintoul. Ideally both methods [BA-AVP and DCF] would provide the same valuation figure. Where this is not the case further investigation would be warranted. 
· The evidence base for large scale stock sale prices was queried. It was noted that evidence on private stock sales was generally available. RSLs sales in Scotland were uncommon but reference to transactions in England could be made. The area (rural or urban) was not a significant distorting factor since the security of the income was the dominant factor.

· The risks arising from a difficulty of HRAs to evict tenants was raised. This was regarded as low risk. Welfare reforms were suggested as creating additional risks but the overall impact was regarded as relatively marginal. 
· The existing consistency of discount factor calculation in Scotland was raised. Some inconsistency was noted, with some authorities utilising a straight private: public sector rent comparison. Edinburgh is applying the proposed approach (similar capitalisation rate to private sector) and rolling this out via RICS Scotland guidance would support consistency.
· The need for transactional evidence was noted with an information sharing approach potentially minimising cost.
Forward action:

· LASAAC concurred that RICS Scotland guidance and professional advice to promote consistency across Scotland would be beneficial. 

· It was noted that a 5 year ‘lead in time’ allowance may be required to avoid early (additional cost) revaluations outwith the existing valuation cycle for an authority.
· RICS Scotland anticipate development of draft guidance for the end of 2014 with March 2015 as a potential implementation start date.

· LASAAC to review the draft RICS Scotland guidance when available and to consider the implementation issues arising for the annual accounts
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