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Item 6. LASAAC 17/11/16
To: 

LASAAC     
From:

Gareth Davies
Date:

17 November 2016
Subject: 
Highways Network Asset (HNA)
Purpose of Paper
1. This paper provides an update on work in relation to HNA current value implementation for 2016/17.
Working Group 
2. As requested by LASAAC a working group was established to assess whether there appeared to be any areas where LASAAC guidance or deliberation would be of assistance to implementation for 2016/17.
3. A detailed note of the meeting is provided as Appendix A.

4. The meeting assisted in clarifying areas where more supporting documentation or evidence of process would be helpful. 
5. Key areas raised are noted below:

· The Scottish Roadworks Register, the role of the Roads Commissioner and the maintenance of the gazetteer information regarding the list of roads and other information

· The importance of the road list inventory as a ‘starting point’

· Carriageway dimension determination, and the difficulties of physical measurement 

· The national contract for condition assessment

· The dependency on GRC rates, and the need for them to be renewed not re-indexed

· The transparency of the regional factors assigned to GRC rates

· The applicability or otherwise of GRC linear items, for example kerbing, to old roads

· Determination of DRC rates, and possible comparison or benchmarking

· Land value rates as supplied from Transport Scotland and the application of weightings by SCOTS (eg the split of urban / rural areas)

· Asset life assumptions as generally determined and advised by SCOTS (eg Tini – time to initial signs of deterioriation, Ttul – total useful life)

· Historic cost depreciation requirement and determination
· Possible Audit Scotland verification of the SCOTS toolkit

· Respective roles of CFO and Chief Engineer in verifying the data inputs, the valuation process and the valuation figure for HNA
· Working papers for audit purposes, including ‘process explanations’ 

CIPFA-LASAAC 9 November
6. A paper has been submitted to CIPFA-LASAAC on 9 November outlining proposals in the event that updated Gross Replacement Cost rates, as required by the HNA Code, are not available. 

7. This may significantly affect implementation requirements for 2016/17.
CIPFA Discussions with Audit Bodies
8. CIPFA intend holding a discussion with devolved administration audit bodies on 14 November regarding HNA current value implementation. 

Committee Action 
9. The Committee is requested to 

· Note the contents of this report
APPENDIX A: Note of Highways Network Asset Working Group – Meeting 13 September 2016
Attending: Tim Bridle, Richard Smith [Audit Scotland]; John Boyd [EY]; Claire Mitchell [S. Lanarkshire]; Darren McDowall [N. Lanarkshire]; Graeme Ferguson [SCOTS / PKC]; Gareth Davies [CIPFA]  

	
	Item
	Elements for Successful Implementation
	Notes

	1
	Measurement
	· Carriageway / land

· Structures

· Inventory (count)


	Carriageway

· No specified measurement methodology that engineers have to use

· Polygon – 10% reduction cited was probably due to more factors than just polygon – would also reflect road list errors / corrections

· Convention for polygon use not finalised

· Change due to difference in road length could be significantly less than 10%

· Inventory (road list) and other errors are expected to have been gradually reducing over last 3 (?) years due to gazetteer information maintenance responsibilities that councils now have)

· Later addition: in some councils the area from their polygon approach based on OS maps is divided by the length of road reported to give a nominal width. This method ensures that the area is correct. OS maps are considered reliable. Physical measurement is not generally considered practical or economic.
· List of roads & lengths: held on central Scottish Roadworks Register (effectively the gazeteer information is upload quarterly) The Roadworks Commissioner has access and responsibility

· Audit Scotland could use as a central information source for some initial verification work

· System has some inbuilt validation checks for data submission

· Following discussion the areas of biggest impact re c/way dimensions are considered to be (in priority/magnitude order):

· List of roads (correct / complete/ no unadopted roads included)

· Widths (not clear that all councils use physical measuring; some may rely on OS maps). 

· Lengths 

Action: GF to provide contact details for Roadworks Commissioner

Structures / others: Not considered as being problematic / or less material

Comments:

· Audit will probably focus on process / system checks / assurance

· Difference between uncertainty about assumptions regarding the future and not knowing the inventory / measurements

	2
	Condition assessment


	· Frequency / sampling

· Report

· Verification / reliability


	SCOTS have national contract for condition survey

· Specification of frequency / sampling regime in national contract

· Managed by PKC

· Changes to contract could have cost implications. Later addition: increasing the sample size could significantly increase the cost.
· Level of volatility in sampling results could be analysed

· Suggested that each council could review sampling data over last 4-6 years to assess whether there is significant volatility for their organisation

· Regarding the contract PKC pays the national amount but each authority is invoiced for the work done on their behalf by PKC

· Audit Scotland may undertake some central verification work

Action: PKC / GF to provide Audit Scotland with the details of the national arrangement



	3
	GRC rates
	· UK level 

· Regional factor

· Assessment of applicability/ suitability?
	HNS Code: GRC default unless evidence otherwise

Rates reset every 5 years

· Noted pending new rates for current year

· GRC rate provision rests with UK central government to commission work 

· New GRC rates need to be provided in sufficient time for application to 2016/17
· Regional factors were noted as a particularly concern with SCOTS indicating unexplained changes from year to year

· Councils don’t do much new build so hard to evidence whether GRC rates appropriate for each authority at authority level

· Linear items may not be appropriate for all roads eg especially old roads where kerbs etc are generally rare

· This may imply that technological obsolescence may apply more for old/rural roads than for newer/urban roads. This could tend to overstate asset value when measured on MEA basis.

· If only v. old rural roads impact on overall valuation may be non-material

· Desirability of consistency noted



	4
	DRC rates
	· Scotland level

· Authority determination

· Assessment of applicability/ suitability?


	DRC rates are applied by the survey contractor:

· Specific rates (specified/collected by SCOTS from authority returns) are applied for an authority EXCEPT where there is uncertainty when a ‘family group average’ rate is applied

· SCOTS have undertaken work to allow DRC rates to be used for benchmarking

· Audit Scotland could undertake central verification and identify outliers for local auditors to investigate as appropriate

· Audit Scotland wish to benchmark DRC rates across authorities – either from centrally held data or via individual authority WGA calculations

· DRC rates could not be appropriately compared to GRC rates. Later note: WDM may be requested to supply a note of how DRC rates are calculated
· Guidance (or HNA Code?) expects local rates to be used



	4B
	Land value rates


	· 
	· Generally significant in terms of HNA valuation

· Later note: SCOTS argued at the consultation stage that land values of public roads should not be included in the valuation. Councils do not generally own the land that roads are built on and are not able to sell it so it has no commercial value.

· Source appears to be DVS information routed through Transport Scotland to SCOTS.

· GF indicated that SCOTS do minimal processing on the land value rates although some weighting (80%/20%) is applied

Action: GF to share the details of the land rates received and then notified to councils with Audit Scotland



	5
	Asset Life Assumptions (Tini, Ttul etc)
	· Scotland level

· Authority variation?

· Assessment of applicability/ suitability?


	Tini, Ttul

· Auditors may accept reasonable professional judgement without detailed review – but some evidence to corroborate expected

· Later note: The Tini and Ttul figures used were derived from the exercise to calibrate the model against known condition results from sample authorities. Data on this may be available.

Action: GF to establish what if any evidence available to support values set by SCOTS


	6
	Capital expenditure in year
	· Split between enhancement and replacement

· Reconcile engineer / ledger records

· Reasonable /reliable measurement (default treatment if no clear split?)


	

	7
	Historic Cost Depreciation


	· 
	Action: DM to provide details of planned approach to historic cost depreciation

	8
	Toolkit (spreadsheets)


	· Use

· Verification / validation of logic

· Version control / lockdown

· Use of independent workings?


	· Audit Scotland indicated intention to verify for audit process, but this would not necessarily be undertaken to provide s95 officers with central verification / assurance

· A key area for Audit Scotland will be to establish the version and change controls in place eg what can authorities change, how strong is the security

Action: GF to provide Audit Scotland with the toolkit developer’s contact details



	9
	Chief Engineer verification


	· Process review

· Working papers / documentation

· Role of valuation report


	· Role of valuation report & formal chief engineer sign off on the valuation was generally expected

	10
	Financial Ledger records


	· Ledger records – what might be expected to be available
	

	11
	Asset Register


	· Expected information in AR?

· Possible options


	· Later note: engineers and finance practitioners may have different concepts or definitions of the term ‘asset register’

	12
	Chief Financial Officer verification


	· Reasonableness

· Materiality

· Documentation / evidence
	· It may be appropriate to ensure that concise disclosures in the annual accounts explain any estimation uncertainty in the annual accounts and what impact this has on the use of the annual accounts. 

· Later note: sensitivity analysis would be additional work for authorities



	13
	Audit process


	· Working papers

· Audit


	· Early engagement with auditors is encouraged – especially since time to implement any qualification avoidance actions may be limited (i.e. lead in times will probably apply)

· Records assessment & completeness of inventory is probably a first step

· South Lanarkshire – Audit Scotland suggested that early work with South Lanarkshire could help develop Audit Scotland’s methodology / process in auditing HNA. North Lanarkshire indicated they also had Audit Scotland as auditors and could participate as well.
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