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Notes from the event held on 24 November 2015

Some notes of selected issues raised during the event on the implementation of Highways
Network Asset (HNA) current valuation are provided below. The notes

e do not represent endorsement or support of the comments by CIPFA or any other
organisation

e do not necessarily represent unanimous agreement by participants

e are not guaranteed to be exhaustive. Other aspects and comments may have been
discussed

e are not guaranteed to be error free as some misinterpretation may have occurred

1. Scope of HNA

Carriageways
It was noted that the identification of local authority HNA in Scotland could be expected to

relate primarily to adopted roads. Authorities will normally have a publicly available list of
adopted roads.

HRA

A query was raised regarding HRA footways. It was noted that the Scottish Government’s
HRA Operating Guidance might suggest that councils should review whether such
footways were solely for the benefit of HRA tenants. This may benefit from legal advice. It
was suggested that any necessary work or reinstatement should be undertaken before
reclassifying such assets as being non-HRA.

It was noted that for many items such as footways the authority may not own the land
covered.

Structures

Structures may be a particular challenge for identification. For example retaining walls
may not always be evidently visible and may, due to age (some may date from the
1700s), not always be known to the engineers. This may be an area of uncertainty or
assumption and may need to be specifically referred to in the financial statements as an
assumption or specific area of uncertainty where it is considered that it may be material.

Street Furniture

Generally regarded as high volume but typically low value (eg maybe 5% to 10% of total
HNA). Care will be needed to ensure that the cost of gathering information does not
outweigh the benefits. Generally big or high value items (eg weather stations) would be
expected to be known.

Cyclepaths
Feedback from engineers indicated that separate cyclepaths (eg as part of a park or a

separate SUSTRANS route) are not included in the valuation process. Note: the Roads
(Scotland) Act 1984 in section 151 (2) (c ) includes 'cycle tracks’ within the definition of a
‘road’, although 151 (3) can exclude specific instances).
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2. Possible Linkage of Materiality to Asset Management Planning

The general point was raised that the intention was to utilise the information available,
already well established by SCOTS over the last 6 years or more for asset management
purposes, in the financial statements. It was not anticipated that the financial information
requirements should drive the information requirements of the engineering professionals.

In this respect it was discussed whether materiality for the annual accounts could be
linked to the relevance for asset management planning i.e. if the information would not
affect the asset management planning then it would (default assumption) not be material,
unless there was a clear identification of the accounts readers who would be affected.

This argument may be supported by the fact that the balance sheet current value of HNA
does not relate to and cannot legally be used as security for borrowing. In any event, the
value would not (by definition) be realisable through sale of the asset.

3. Splitting Infrastructure Assets Between HNA & non-HNA

Issues arising include:

e Poor narration in asset registers (NB it was noted that what finance practitioners
call the asset register will not be what engineers consider to be the asset register.
Terminology / clarity will be important )

e Due to previous local government re-organisations historic detail is often limited

e Verification of larger historic cost values is difficult

e Due to use of technical engineering terminology reference to engineering
colleagues will be needed

e Verifying the depreciated historic cost is expected to be problematic (NB as
proposed in the ACOP 2016/17 consultation it is anticipated that ACOP 16/17 will
indicate that a “local authority may use any reasonable estimation process to split
the Depreciated Historical Cost of the original infrastructure class of assets”)

4. Carriageway Measurement

Generally it was thought that carriageway lengths were well known and would be reliable,
especially as evidence has been built up from surveys (eg over last 6 years) and councils are
requested to confirm / check the survey reports (re the WDM survey).

Changes in carriageway widths were noted as having quite a significant impact on the value
calculated. Reliance on old map based data could be particularly problematic as maps simply
were not precise enough (at the right scale). This may particularly relate to rural areas. It
would be excessively expensive to map widths in detail in a single exercise.

The latest measurements are more reliable and it could be anticipated that width data will
improve over time. Note: Presumably improvement in carriageway width data may therefore
be a potential contributor to 'unidentified’ changes in value reflected in the Revaluation
Reserve.

5. Dimension & Inventory Assurance

It was suggested that Internal Audit could be involved in the assurance of dimension and
inventory data that are key inputs to the valuation. External audit may then be able to
review & rely on this.

Every council has an ‘engineer for the works’ with responsibilities for the council’s
(infrastructure etc) assets and for issues relating to the Roads (Scotland) Act 1984. They will
probably delegate responsibilities to relevant engineering managers & staff.
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6. SCOTS Valuation Model Spreadsheets

Key points made included

e Central verification of the model and the SCOTS centrally determined aspects of the
valuation process would be beneficial

e The timing of such assurance would preferably be before the year end valuation
exercise actually took place, not delayed until the audit assurance process started

e This would imply that a clear and strong ‘change management ' / version control for
the SCOTS model would be required. Engineering colleagues indicated this already
existed.

e It was noted that the output from the model would need to be reviewed and possibly
amended so it is appropriate for annual accounts purposes rather than targeted
towards WGA returns. In future WGA completion is expected to be based on the
information in the annual accounts, not on any WGA additional information sheet.

e Early indication of layout changes, for instance whether influenced by HM Treasury or
by CIPFA, would be helpful for SCOTS. Late changes to the WGA requirements have
been an issue in the past.

e The SCOTS model utilises specific links for operation, so independent usage of a
spreadsheet / workbook is not an option

e Details of the SCOTS model are available, for local authority engineers etc, at the
knowledgehub

It was queried whether the model could separately identify the impact of changes in rates
used (for GRC / DRC) as opposed to changes in dimensions.

It was noted that the SCOTS approach to footways and cyclepaths differed from that in
England, with more emphasis being placed on the material type.

7. SCOTS Annual Valuation Report

SCOTS representatives displayed the Annual Valuation Report, produced as a word
document. This provides, in one document, the key inputs used in the valuation model and
the outputs arising from the model.

It was generally agreed that this would be a critical document for audit / assurance
purposes. The document layout may be amended in future, for example to more clearly
support a formal signature / approval process by the ‘engineer for the works’ and to allow for
a section on specific impairments (eg to state no impairments / significant change arose
after the condition survey or to detail those which have arisen).

It was noted that the sheer volume of inputs (dimensions, rates, condition etc) was a
significant challenge for processing and assurance. In discussion the following were raised:

e A focus on the key factors affecting valuation would help

e Engineering professionals have at least 6 years of experience of the valuation and
evidence gathering and seeking to develop significant systems or means of gathering
evidence should probably be unnecessary

e If auditors do need to review the inputs then reliance will be placed on the existing /
current evidence base held by engineering professionals

8. SCOTS Sensitivity Analysis & Audit Review

SCOTS are undertaking a ‘sensitivity analysis’ to assess which are the key factors which
influence the overall HNA asset valuation. This was regarded as extremely helpful as it may
assist in ensuring the focus is on critical and material input factors, rather than on items
which may not significantly affect value.

SCOTS are also undertaking a quality audit / review, in anticipation of Audit Scotland follow
up work on an earlier report on the road network.
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9. Carriageways Condition Assessment / Sampling

Volatility in the condition assessment can occur due to the fact that different sample areas

will be used for different years. It was noted that

e the sampling rate is high for main roads

¢ smaller road networks (eg smaller authorities) were more likely to show greater

volatility

e significant (material) events after the survey date (eg landslips etc) may need

to be identified as factors requiring the valuation to be adjusted

Note: the following is an extract from LASAAC Minutes for 12 March 2014 which indicates
the sampling approach:

A & B Roads | 100% of the carriageway in Rolling average
one direction. In the second approach used
year 100% of the return over 2 years
direction would be undertaken.

(i.e. full area surveyed over 2
years).

C Roads 50% of the carriageway in one | Rolling average
direction each year (i.e. full used over 2
area surveyed over 4 years) years

Unclassified 10% surveyed each year. It Rolling average

Roads was noted that England had over 4 years
generally opted not to machine
survey unclassified roads.

Note: It is presumed the rolling average approach will act to 'smooth’ the volatility, in a

similar way to Transport Scotland (which smooths over a 5 year cycle).

10.SCOTS Role in Setting Input Factors

Engineering colleagues indicated:

For carriageways SCOTS set:

e the GRC rates across Scotland, meaning that local variation should not normally

OocCcur.

e Tini (time to initiation of evident deterioration) and Ttul (useful life), which

determines the depreciation profile used for the carriageway

o The-BRCratesto-beused-in—<calettating-depreciations It was noted that Audit

Scotland have requested authorities to undertake benchmarking in this respect
[DRC rates] as there appears to be some differences between the authorities rates

for reinstatement work etc being reported at present

The above reinforces the need and benefits of a central assurance process.

Regional factor adjustment of GRC rates was a UK level determination. It was noted that

these had changed significantly for the 31/3/15 valuation.

Land value rates are provided by Transport Scotland

11.Valuation Timetable

In terms of process:

e SCOTS are generally working to a calendar year

e Condition surveys are undertaken in spring/summer
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e The timing of the development / updating of the spreadsheet model will need to be
considered / reviewed to ensure that valuation information is available in April
(currently engineers are used to providing information for WGA in June)

e Rates (as set by SCOTS) would be expected to be available in time for the
valuation / annual accounts process

12.Capital Expenditure

Some new asset (element) creation (as opposed to replacement / subsequent
expenditure) can be anticipated to occur. Examples cited were new roads for some
housing developments and new roundabouts / traffic management features.
Consideration as to whether any items should be included in ‘Assets Under Construction’
may be needed.

New asset build or replacement/subsequent works may lead to some changes in

dimension measurements. Unless material this should not be a specific area for attention
(eg for specific derecognition).

13.Historic Cost Records / Asset Register

The need to continue calculating historic cost depreciation was noted. It is hoped that a
consensus agreement on continuing current practice will be reached.

It was queried whether the coding of capital expenditure (new construction and
subsequent expenditure) would require ledger changes to match to the categories (at
least prospectively). In discussion:

e it was suggested this might be sensible since practitioners and auditors would
presumably expect to reconcile the annual actual expenditure (per the ledger) to
the additional expenditure as used in the valuation model

e this would require clear communication and agreement between engineers and
finance staff

o the potential need to be able to distinguish ‘replacement’ expenditure and
‘enhancement’ expenditure (e.g. spend that provides a better than modern
equivalent asset) was noted. Potentially materiality would be a consideration in
this respect.

From a straw poll of those attending some councils intended using the finance asset
register to hold HNA valuation details as well as historic cost, while others only anticipated
holding historic cost on the finance asset register.

CIPFA 24 November 2015
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