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	Minute Ref
	
	Action

	01/14
	Transport Infrastructure Valuation

Fiona, acting as Chair, welcomed Christine Francis & Graeme Ferguson of SCOTS (Society of Chief Officers of Transportation in Scotland).

SCOTS Overview
Christine provided an overview:

· A current valuation figure for Transport Infrastructure was required by Whole of Government Accounts returns

· Initial dialogue had been held with financial colleagues to establish a common understanding

· SCOTS objective was primarily to ensure that the information required for Asset Management Planning (AMP) was available.

· For financial reporting purposes the objective was to minimise any further data requirements that could impose an additional resource or cost burden

· SCOTS were largely supportive of a current value approach, since historic cost was not representative of the value of transport assets and risks masking the level of investment required in these assets. Use of current value would provide more meaningful information to decision makers (e.g. councillors).

Financial Reporting Overview
Gareth highlighted from the paper:

· For financial reporting the overall objective to provide a ‘true and fair’ presentation

· current value of, and depreciation charges for, transport assets would be significant in scale

· this implies that for practical purposes a reasonable degree of tolerance in assessing materiality would be appropriate

· It should be understood that the figures would be a ‘best estimate’ (cf pensions liabilities) rather than precisely known.  

Analysis of Asset Current Values
Christine had undertaken a review of asset valuations for a number of authorities. Typically carriageways represented approximately 80% of the Gross Replacement Cost (GRC) of all transport infrastructure. This category would therefore normally be  critical to the valuation.

Christine noted that the percentage would generally be lower for urban areas / cities (e.g. 65%) since such areas typically had more traffic control, public transport assets (eg bus ‘real-time’ information systems) and junctions.

Footways, Structures and street lighting generally represented most of the remaining balance of GRC value for most authorities. Other categories were less significant (eg street furniture was typically < 1% of the GRC).

Data Quality

SCOTS considered that the data for carriageways (including length & area), footways, structures, street lighting and traffic management was fairly reliable. Data for other categories may be less robust.

Rate Mismatch (Carriageways etc )

Christine noted:

· GRC carriageway valuation used a ‘base rate’ with a local ‘regional’ weighting factor applied. Both of these were set centrally.

· Two issues arose from this:

· only one weighting factor was set for the whole of Scotland, which would not adequately reflect the rates applicable in each Scottish council (e.g. rates for a rural area were likely to differ significantly from an urban area)

· the calculation of DRC (Depreciated Replacement Cost) was based on local rates (e.g. which would more accurately reflect actual costs for individual authorities). Therefore GRC and DRC were not calculated on the same basis.

Carriageways – Sampling Approach

Christine and Graeme explained that SCOTS had an ‘all Scotland’ contract with an operator for surveying carriageway condition. An all Scotland survey has been undertaken for some 10 years, with the last 6 or 7 years being more consistent within the UK framework. The survey uses laser based equipment on the road surface.

The sampling approach was:

A & B Roads

100% of the carriageway in one direction. In the second year 100% of  the return direction would be undertaken. (i.e. full area surveyed over 2 years). 

Rolling average approach used over 2 years 

C Roads

50% of the carriageway in one direction each year (i.e. full area surveyed over 4 years)

Rolling average used over 2 years

Unclassified Roads

10% surveyed each year. It was noted that England had generally opted not to machine survey unclassified roads.

Rolling average over 4 years

Carriageways – Volatility of Valuation [I - Sampling]

Russell queried the potential causes of volatility.
Graeme explained that a sampling approach involved a risk of volatility. As an example one council had surveyed unclassified roads in area ‘a’ in year one. This however was not a broadly representative area (carriageways were in particularly poor condition) and in year two area ‘b’ was much more representative. This could result in overall volatility.

Christine noted that increasing the sample size for unclassified roads would probably be physically impossible and impractical in cost terms. Graeme commented that following significant volatility English authorities were now considering moving from visual inspection to machine inspection of unclassified roads.  

Hazel queried the volume of unclassified roads. It was suggested that unclassified roads could represent 50-80% of the carriageway assets.

Carriageways – Valuation Frequency

Valerie queried why some roads were surveyed more often than once every 5 years, as this was not an accounting requirement.

Christine explained that the frequency supported AMP rather than financial reporting, since significant changes in condition could occur due to extreme weather and other factors. 

Hazel noted that the Code allowed a maximum of 5 years, but a reasonable estimate of the value at 31 March each year was required. 

Tom emphasised that the role of the valuation for roads was different since sale was unlikely or impossible. As such AMP (e.g. investment and maintenance planning) would be the primary purpose. The AMP information should then feed into financial reporting.

Carriageways – Audit Considerations

Fiona noted that the sampling approach indicated seemed reasonable and acceptable. Nick concurred.

Nick queried the basis for using a ‘set rate’ and Scotland weighting for GRC valuation. Christine indicated this was a WGA requirement.

Russell commented that the use of local information and rates should be acceptable as long as it is of suitable quality and evidenced. It was suggested that the use of a central rate and factors was primarily to ensure a minimum quality of data for WGA. Graeme suggested that the latest version of the Transport Infrastructure Assets (TIA) Code preferred local rate application.

Asset Register Implications

The use of asset registers was discussed. It was noted that the FReM required that Transport Scotland included the road network as one asset in the financial statements. 

Bruce suggested that asset registers would not be expected to hold a long list of individual assets and components.

Christine noted that terminology distinction between the accounting expectations of an asset register and engineers understanding would be important. This would be a key area for dialogue and liaison within each authority between finance and engineers. 

<Marjory joined the meeting> 

Carriageways –

 Volatility of Valuation [Rates Applied] & Consistency

Fiona noted that Transport Scotland road valuation could be volatile dependent on the underlying assumptions used. Derek Glover concurred. 
Christine indicated that SCOTS were aware of volatility as a potential issue which was being tackled by providing additional advice, guidance and spreadsheet models. Achieving consistency of approach across Scotland was regarded as important to support comparison and benchmarking. 

Fiona queried the impact of using local rates. Christine suggested that a good approach might be to use a ‘base rate’ with local weightings, possibly based on the SCOTS ‘family groups’ for authorities with similar characteristics.

Ian Lorimer questioned whether the valuations reflected factors which affected grant calculations (e.g. roads on peat were more expensive).

Nick and Hazel concurred that a level of comparability across the UK was important.

Christine noted that SCOTS were working with their counterparts in Wales which would support consistency for these territories.

Impairment - Potholes

Graeme commented that a bad winter could have an adverse impact on valuation. The survey timing however would make a difference to the timing of the impact. The laser survey technology does not work well in wet weather due to reflection, therefore surveys were timed for spring to autumn. Therefore the impact of a severe winter may not be evident in the valuation figures until the following financial year.

Graeme also noted that the survey technology was designed to assess the condition of the road as a whole, including lower base layers. It does not measure potholes. 

Nick suggested this was a significant matter since generally potholes would be expected to affect the valuation, particularly as they could indicate the level of backlog maintenance required. 

Christine stated that the survey is ‘structural’ and that potholes are not structural in nature. Nick concluded that the accounts may not reflect significant impairment due to potholes. Christine stated that no survey would ever be 100% accurate but that the existing approach gave a very good approximation of structural condition/ defects.

Graeme suggested that the indicators used would be affected by the available technology and that the current indicators may lag behind available technology.

Christine stated that the existing data was used for modelling for AMP purposes over 10 to 20 years and was uncertain whether the financial statements  required more accurate information. The underlying questions was whether the sampling approach and the existing assessments and measurements were sufficient for financial reporting.

Derek Glover indicated he considered it was.

Split of Revenue and Capital
Russell queried the split between surface and structural defects.

Graeme suggested that at present councils would sometimes capitalise different items. Structural patching was an example.

Russell noted that a mismatch between the measurement approach and the classification of spend (eg if work was charged  to revenue it should not be treated as a capital asset addition)

Christine indicated that one (urban) council regarded about 15% of routine annual spend as being related to potholes (revenue), with the rest being resurfacing (capital) . The split between revenue and capital is quite blurred. Many councils now carry out all their resurfacing as Capital works but some still class these works as revenue. In asset management terms SCOTS count any work which prolongs the life of the road in their cost projection modelling, regardless of the funding source. 

Graeme stated that, using AMP, authorities were trying to spend more wisely and were reviewing current treatment approaches (eg road prioritisation).

Structural Expenditure

With respect to the underlying structural condition Hazel questioned whether there were any data gaps – i.e. any difference between the data available and the data needed?

David queried how quickly structural expenditure would be reflected by an increase in the GRC. Graeme stated that due to the sampling approach it could be some time before a significant change was seen in the GRC. Russell noted that this would be true for unclassified roads but that for A & B roads it should be much quicker.  

Fiona indicated that generally the information should still be sufficient for financial reporting.

Nick noted some concern regarding the extent of structural pothole defects that may not be reflected. Fiona suggested that consistency in this area was probably the key requirement, especially regarding the revenue / capital split.

Budgeting / Capital Planning
Derek Glover questioned whether all authorities were using the AMP data for planning and budgeting purposes. Christine indicated this was the expectation. In one (urban) authority the AMP data was being used to inform councillors when they were making resource allocation decisions.

Hazel stated that if that was the case reflecting this in financial statements was sensible. It would be undesirable to devote significant resources to current value data if this was not used in decisions.

Christine confirmed her opening statement that the primary objective was AMP and to avoid significant additional work in producing the financial statements.

Asset Register Usage

Russell and Derek Glover suggested that asset registers could just present a single asset to represent Transport Infrastructure Assets in the financial statements. It would be open to authorities whether to provide more details and whether to record a single asset in the asset register or to use sub-categories (eg A&B Class Roads, C Class etc etc).

Example Data
Fiona questioned how to progress the topic. Christine suggested that sample figures could be provided if desired. The main focus was on carriageways with less reliable data for street furniture.

Hazel and Fiona suggested a trial example could be undertaken with open dialogue maintained.

Structures
Russell questioned how well developed valuation of structures was.

Graeme indicated that bridge engineering data was reliable with significant detail held. Data for other structures, such as culverts and retaining walls was less comprehensive. Christine noted that there may be more variability in the rates used for structures. David suggested that the use of a Modern Equivalent Asset (MEA) approach could also result in changes.

Christine suggested that steps to ensure consistency of approach may be indicated, particularly regarding the spreadsheet models and rates used. For one authority it was noted that structures represented about 7% of the TIA GRC.

Land

Nick queried the valuation of land. Christine stated that SCOTS had followed Transport Scotland’s land value calculations and rates. Graeme noted that generally the land area was derived from the carriageway measurement by adding 2m  to each side to allow for extra width. 
Christine questioned whether the land should be valued since there was no other use for it and it generally provided no useful information for AMP.

David noted that land values would affect the building of new roads. Graeme indicated that completely new roads were rarely built. Russell suggested that land for new roads on housing developments was normally provided by the developer.

Other Related Infrastructure

Valerie asked whether segregated roads were treated differently (e.g. roads split between tram use and car use). Christine stated the same rates would usually apply for AMP purposes unless there were different materials required. Following a query by Nick, Christine indicated that embedded tram rails were excluded from carriageway valuation and would be valued separately. Fiona concurred citing Edinburgh as an example.

Fiona thanked Christine and Graeme for the extremely informative and helpful discussion. Future action was agreed:

Action: Transport Infrastructure- Secretary to liaise with Transport Scotland and SCOTS to establish existing central government approach to AMP and financial reporting, with a report to the June meeting. 

Action: Transport Infrastructure- Continuing dialogue and co-operation with SCOTS to be maintained. 

	G Davies,

[in co-operation with C Francis & g Ferguson of SCOTS] 

G Davies
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