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Item 7. LASAAC 30/10/17
To: 

LASAAC     
From:

Russell Frith, Gareth Davies
Date:

30 October 2017
Subject: 
Valuation Date for Property, Plant and Equipment 

Purpose of Paper
1. This paper provides a basis for discussion of practices regarding the date of valuation of property, plant and equipment.

Background
2. The matter is raised as a result of audit findings during the 2016/17 audit process.
3. In particular one Council revalued a significant proportion of its PPE as at 1 April 2016. The valuation report was not available at the time the previous auditor signed off in September 2016. The new valuation was materially increased over the previous valuation.

4. The incoming auditor considered that if the assets were worth that much more on 1 April 2016 then they were also worth that on 31 March 2016 and therefore, as this was clearly a material difference, the 2015/16 figures should be restated.
Accounting Implications
5. The choice of valuation date can have implications regarding the presentation of a ‘true and fair view’, including:
· The Balance Sheet value, and related disclosures, at 31 March

· The depreciation charged in the Comprehensive Income and Expenditure Statement
Formal Valuation Requirements 
6. The Code of Practice 17/18 states (red emphasis added):

4.1.2.37 “Where assets are revalued (ie the carrying amount is based on current value), revaluations shall be made with sufficient regularity to ensure that the carrying amount does not differ materially from that which would be determined using the current value at the end of the reporting period.”

4.1.2.33 “Classes of assets whose current value can be measured reliably shall be carried at a revalued amount, being its current value at the date of revaluation less any subsequent accumulated depreciation and accumulated impairment. When an item of property, plant and equipment is revalued, the carrying amount of that asset is adjusted to the revalued amount. Any accumulated depreciation and impairment at the date of valuation shall be eliminated against the gross carrying amount of the asset and the net amount restated to the revalued amount of the asset.”

7. The wording for 4.1.2.33 effectively replicates that in IAS 16 Property, Plant and Equipment para 29. 
8. Notably the basis for 4.1.2.37 appears to be based in IAS 16 para 34 which is more explicit (red emphasis added):

“The frequency of revaluations depends upon the changes in fair values of the items of property, plant and equipment being revalued. When the fair value of a revalued asset differs materially from its carrying amount, a further revaluation is required. Some items of property, plant and equipment experience significant and volatile changes in fair value, thus necessitating annual revaluation. Such frequent revaluations are unnecessary for items of property, plant and equipment with only insignificant changes in fair value. Instead, it may be necessary to revalue the item only every three or five years.”
9. The clear statement is that the frequency (and hence date) of a revaluation is dependent on a change in fair value, not a specific interval period or planned schedule. 

10. It may also be appropriate to compare and contrast to central government accounting requirements. The FReM 17/18 includes:

· Page 32 “All tangible non-current assets shall be carried at either current value in existing use or fair value at the reporting date”
· Para 7.1.2 “Entities should value their PPE using the most appropriate valuation process. Such processes might include:
· a quinquennial valuation supplemented by either annual indexation or regular desktop valuation update

· a quinquennial valuation supplemented by an interim professional valuation in year 3;

· annual valuations;

· a rolling programme of valuations or

· for non-property assets only, appropriate indices”

Briefings and Guidance on Valuation Dates
11. CIPFA Guidance Notes for 16/17 (Module 4 para C51) include:

“The historical experience of 2008/09, when there was a substantial slump in the property market during the year, shows that 1 April valuations cannot always be relied on when preparing the 31 March Balance Sheet. It should be noted that whatever the date of the valuation (including those at 1 April), the Code’s adoption of IAS 16 would require that the carrying value of non-current assets in local authority Balance Sheets are materially accurate at 31 March. “

12. CIPFA’s “Local Authority Capital Accounting \ A Reference Manual For Practitioners” (2014) page 36 states

“The basic presumption would therefore be that valuations are carried out as at 31 March. However, several authorities do successfully apply valuations as at 1 April. The key is to provide your auditor with reassurance that the valuations as at 1 April are materially correct as representations of the values as at 31 March. Some ways to provide this reassurance might be:
· have any assets with significant expenditure after the valuation date revalued as at 31 March

· have your valuers sign off a statement that there have been no other material changes in the assumptions they used in preparing their 1 April valuations

· provide evidence from building valuation indices that there have been no substantial changes in market values since 1 April.”

13. A CIPFA ‘technical alert’ in 2014 on the Frequency of Valuations for property plant and equipment (opens to pdf) suggested that indices would not be an appropriate means to arrive at the balance sheet value. It states:
“CIPFA would note that the reference to the use of indices in paragraph C49 of Module 4 of the Guidance Notes was intended to mean that indices might be used to support market based evidence that valuations are kept up-to-date rather than to be used to update the valuations. The use of indices is given very specific references in IAS 16 (see IAS 16 paragraph 35 a)) and should not be used to “smooth” valuation fluctuations. Indices should only be used by appropriate valuations experts, in accordance with their professional judgements, when determining the measurements of the item of property, plant and equipment. The reference to the use of indices will be removed from paragraph C49 in the 2014/15 Guidance Notes.”  [Note: the Guidance Notes were indeed amended].
Valuation Frequency Affecting Depreciation Charges
14. With reference to the impact of valuation frequency on depreciation, the PWC Manual of Accounting: IFRS for the UK 2011 addresses this in para 16.252. It comments that ideally “the asset’s average value for the period” would be used but that in practice, since IAS 16 does not specify treatment, either the opening or closing balance may be used. It indicates that “it is common to use the opening balance, together with the cost of subsequent additions….”.
15. This approach avoids the need to recalculate or restate depreciation already charged and reported in interim financial reports during the year.
16. Paragraph 16.252 does however note that “an issue would arise where there is a material change arising from the revaluation”.
Areas for Consideration and Discussion

17. Areas for potential consideration by LASAAC could include:

· The number of councils which adopt a 1 April revaluation date practice

· The number where this is not combined with a ‘rolling revaluation’ practice, potentially increasing the probability of a material change in value from 31 March to 1 April

· The extent to which significant valuation changes between 31 March and 1 April, as noted for the authority concerned, are common
· The reasons for such significant valuation changes eg changes in:

· Assumptions used for valuation

· Market prices

· Construction cost / techniques (eg for those valued using DRC)

· Subsequent expenditure (eg where the added value was not similar to the historic cost)

· Valuation techniques / practices (eg where a different valuer is appointed and uses different techniques)

· The practical workload and work scheduling implications of 31 March valuations for valuers, finance staff and auditors

· The cost implications of 31 March valuations

· The calculation and charging of depreciation for the financial year ending 31 March

· The additional benefits arising from 31 March valuations

· The implications of continuing with 1 April valuations including:

· The date when a 31 March valuation would actually be available (i.e. before or after the signing of the audited accounts)

· Where the 1 April valuation is available during the audit, what identification or analysis of the cause of a material change in valuation would be possible

· Where the 1 April valuation is not available during the audit, the form of data / information which could evidence that the balance sheet value (being based on the opening 1 April the previous year) was (in material terms) correct as at the financial year end (i.e. there was no material change in values between 1 April and 31 March)
· Whether, in some cases, disclosure of a ‘non-adjusting’ event after the reporting period would be an appropriate action

· Comparison to practices in central government including:
· Whether moving to 31 March valuations in local government would exceed the standard of practice currently existing in central government

· Whether index based valuations should be supported for UK local government or whether indices should continue to be used solely to identify a need to revalue
Potential LASAAC Actions
18. Based on discussions LASAAC is recommended to determine:
· whether 31 March valuations should be supported and encouraged

· whether any further recommendations or ‘best practice’ advice would assist authorities which operate a 1 April valuation date practice
· whether CIPFA-LASAAC should be requested to consider the matter for inclusion in the 2019/20 Code of Practice Invitation To Comment

Committee Action 
19. The Committee is requested to 

· Approve an appropriate action per paragraph 18 above, or any other action it considers relevant to this matter 
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