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ASSET MANAGEMENT QUARTERLY

The Engineer in osset YVanagementt

Engineers who have traditionally focussed on new construction are finding much scope for their skills
and expertise In THE MANAGEMENT OF EXISTING ASSETS.

Technlcal

0 Assembling data about historic performance of assets in a way that can be used for planning and
decision making

0 Identifying key am drivers (eg congestions, availability, reliability, etc.)
0 Identifying critical assets and developing maintenance and management strategies

0 Developing improved methods of inspection, condition assessment, and residual life of significant
elements. (d p.£5 on economic lives)

0 Developing mechanisms to link asset condition monitoring into future planning

0 Prolonging the economic (not simply the physical) life with properly engineered rehabilitation and
not just band-aid measures

¢ Developing realistic programs for timely replacement- some assets may be replaced early and others
late so as to smooth resource inputs where this is cost effective

0 Forecasting deterioration of an asset's ability to meet service goals

0 Improving techniques for measuring the impact of tradeoffs between maintenance and replacement,
including criticality analysis and risk management

Managerial

0 Managing the demand for assets through better utilisation, risk management, alternatives to asset
use and more accurate service demand forecasting

0 Identifying key service quality drivers (eg road roughness, waiting times)
0 Developing Llong Range Asset Management Plans

0 Re-assessing and agreeing reasonable standards of (using techniques such as "demand gap
analysis” descaibed in AMQSL, p 3)

0 ensuring best technology with respect to prime cost and life cycle cost is developed and available for
Australian conditions2

0 €nsuring new assets are built for appropriate durability so that life cycle costs and the eventual
impact of their replacement cost is minimised.

1 My thanks to Roger Vass and Steve Brown, whose addresses to the Infrastructure Replacement Seminar (see
editorial) inspired this, and to John Howard, Chief Engineer at Devonport City Council who helped me refine i.

2 An introduction to the *big picture” use of life cycle costing for understanding asset management is currently in
production as a Special Issue of the AMQ and will be issued shortly.
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Financlal

0 Being aware of financial reporting and accounting procedures

0 €ncouraging the adoption of more realistic and appropriate financial policies, especially with

respect to condition related rather than straight line depreciation and valuation

0 Developing Valuation techniques that lend themselves to activity based costing (see AMPS,

p-4)

¢ Committing resources and starting the initial steps of planning Inspection, assessment and

monitoring the infrastructure even for those whose performance currently seems satisfactory

Customer Orientation and Communications

¢ Minimising disruption to service or to the locality. (Night work to avoid disruption to trade
need not necessarlly cost more, ¢fF AMQP 1 p8)

0 Developing methods of communicating information about asset management to decision

makers and the community.

Developing personal communication skills

Just For Fun - Try your hand at the
"RABC of €Englneer's Asset Management Involvement”

A = Acquisitions, availability,
alternatives to construction

N =

B= Benefit Cost Analysis

O = Operations

C = Condition Assessment

P = Post completion reviews, performance
planning

D = Disposal, Down-time, data
collection, demand management

@ = Quality Control

estimating asset lives

€ = €Environmental Compliance,

R = Refurbishment, rehabilitation,
reliability, registers, residual life analysis,
and risk management

F = Fieldwork, Forecasting
Deterioration

S = Strateglc asset management, service
criteria

G=

T = Technical analysis, terotechnology

H=

U = Utilisation

| = Inspection, identification of key

V = Valuation, engineering based and

drivers Value Management
J =Judgement W=

K= X =

L = lives, life extension, life cycle V=

models

M = Maintenance; monitoring 2=

Can you fill in the blanks?
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© Asset YVanagement Comparisops -
Austealio, Zfnited States, Zfvited Lingdom

Dr Seek's JU Advisory research shows a greater level of outsourcing of asset and property functions in
the United States than in Australia or the United Kingdom.

Dr Seek makes the distinction between ‘Portfolio-wide or Strategic Asset Management’ and ‘Asset
Management in a more limited sense, reporting to portfolio management and responsible for a major
asset or group of assets of a particular type or in a geographic area. Both of these are strategic. Then
there is property management which is operational (responsible for maintenance, tenant relationships,
security, income and cost administration)

In Australia, Dr Seek says,

¢ Asset management is undertaken in-house by institutions and fund managers and is considered to be
core business.

¢ Smaller funds are starting to seriously consider outsourcing the property asset management function to
specialists.

¢ Functions of portfolio and asset managers are often combined, depending on the size of the property
portfolio.

e In the larger organisations office property management tends to be undertaken in-house for either the
whole or a part of the office portfolio. There is a preference to manage "trophy” assets in-house.

e Smaller fund managers rely heavily on outsourced property management.

Function Australia United States United Kingdom
Portfolio/Strateqgic In-house, limited Outsourced to asset Usually in-house
Asset management | outsourcing consultants who also advise

on appointment of asset

managers
Asset Management | in-house Qutsourced to realty advisors | €ither in-house or

outsourced

Property Mixture of in-house & | Outsourced to management | €ither in-house or
Management outsourced firms outsourced

©® Strategic Management.

Speaking with Dr Seek after his session, he emphasised the Importance of separating asset and
property management. If this is not done, he says, day to day property management issues tend to
crowd out strategic management. Some organisations choose to overlap some aspects of asset and
property management, even though the functions are largely separate. It is important to view both
holistically, good property management can add value to the asset, but the decision making and
processes Involved In strategic management and operational management need to be separated for full
effectiveness. For a copy of the full report contact LW Advisory in your State.

FOR ANOTHER VIEW ON INTERNATIONAL PROPERTY MANAGEMENT COMPARISONS, you may care to see the
Report to the Chairman, Subcommittee on Water Resources, Transportation, Public buildings and €conomic
Development, Senate Committee on Environment and Public Works, entitled "Real Property Management -
Reforms in Four Countries Promote Competition.” Published Sep 1994 by the US General Accounting Office.
Probably most easily available through your library. The 4 countries are Australia, Canada, UK and
Sweden. Thanks to Helen Marsden, Manager, Estate Management, ACT, for drawing this to our attention.
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O LW Advisory.
‘Chavging A pproach to S sset IV avagement”

JLW Advisory’'s commissioned “leading edge” research In Asset Management and
Benchmarking was presented to the BOMA Conference in Adelaide last month by Dr Ngee Huat
Seek and David Dickinson. In his plenary address, Dr Seek emphasised the strategic nature of
asset management and consldered the Impacts that have led to a change In focus for asset
management In recent years. Material added in italics only confirms the general direction that Dr
Seek is indicating.

e A Severe property downturn at the e Cost constraints forced organisations to review

close of the 1980s forced many
organisations to reduce their exposure
to property and downsize their
property divisions. This downturn
provided an initial catalyst for change
which has gathered momentum since.
Changes have included:

their approach to managing property assets and
how services were provided and priced. It also
encouraged governments to pursue the sale of
assets. Many areas of government have been
growing more slowly and in some cases office
property needs have contracted.

e Increased pressure to justify the role of
property in investment portfolios
leading to the need for greater rigour
and new technical skills.

There has been greater scrutiny of balance
sheets. Property makes up 15% to 20% of total
assets and underutilised or undervalued property
became an obvious area to improve corporate
performance.

e Shift in focus for maximising investment
performance away from the creation of
new assets towards more proactive
approaches for enhancing existing
asset performance.

Recognition of the ongoing costs of assets and
the need to renew and refurbish have shifted
attention away from the aeation of new to the
extension of life of existing assets. Adding to this
is the restriction in global borrowing limits which
has limited capital expansion.

e The need to view property as a
tradeable commodity rather than as a
long term investment.

Captive tenants have become more sophisticated
especially as the property down-turn revealed
opportunities to improve their accommodation.
Decentralisation in some government
departments has also led to the recognition of
accommodation and property services as of
limited duration rather than permanent.

* An expansion in the universe of
property investment and ownership
products,

A changing core business environment of some
corporate and government users as a result of
competition or technology had direct implications
for their property portfolios and the outsourcing
of areas no longer considered core.

e A rising competitive environment for
investment funds is forcing fund
managers to focus more on marginal
improvements in performance.

Ditto for Corporate Real Estate and Government.
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Consteuctability - Vg/hat is it?

Constructability is thinking through the construction issues up front, while the project is being
designed, rather than after. The Construction Industry Institute’s task force on constructability
has established twelve over-iding principles aimed at stimulating thought abut constructability
and how it can be applied to a particulor project. These have been documented in the di's
Constructability File while the ClI's Executive Summary on Constructability provides an overview
to the subject plus @ number of case studies illustrating constructability actions and benefits.

Asset Managers will be interested in this work for what they can learn for their own applications
and also for what they may be able to contribute, by way of ensuring that the initial construction
decisions take account of later operations and maintenance. For, as Valerie Francis, the
research engineer on the Constructability task force, says "It is no good reducing project costs if
decisions made impact adversely on the maintenance or operations of the final project.”

One example of the actions, and the benefits derived from constructability, is the design and
construction of the 7,300 square metre facility housing the National Customer Service Centre for
Australis Media Limited.

Actions taken:

e special care was taken to ensure that all materials, processes, etc, selected for construction
were readily available within the required time periods

e an achievable project delivery strategy was developed to minimise design, approval and
construction time, balancing time and cost constraints

e simplicity of detailing, repetitive planning modules, constant attention to contractors ability
to procure and construct economically, and of site prefabrication were key objectives of the
design

e early commitment to the production of steel shop drawings

o all weather access was ensured through the provision of appropriate hard core surface and
predetermined late installation of strategically located precast wall panels

e early commitment to the lift contract enabled early use of lifts by construction personnel

Beneflts

e project was completed in less than nine months compared with 12-15 months for an
equivalent project delivered under normal design approval and construction procedures

e within budget with an enhanced level of incorporated fitout

e with savings on the project in excess of $1.1m of which approximately half was attributable
to the adoption of constructability procedures.

Want to know more?

The Construction Industry Institute, Australia conducts seminars on Constructability and is
progressively publishing additional information on the subject. For further information about the
Cll or its publications, or to be placed on the mailing list, please contact the Cll office. Telephone
(08) 302 2042 or Fax: (08) 302 2252. '
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Qeveloping Yy inning Jeams

Tony Sidwell, of Cll Australia, says "We began by asking ourselves if there was one aspect of
the building and construction process that was important to builders and clients; that was
relevant to project performance regardless of the type of project; and that would have
significant impact upon project time, cost and quality outcomes, what would we choose? Our
research suggested that a critical factor to project success was the human dynamics of project
management.  How could we develop winning teams?” That was the genesis of the
Construction Industry Institute’s Study on Benchmarking Winning Teams in Construction and
€ngineering.

Asset Managers will be Interested to see what they can learn From this study. The following
selected recommendations have been abridged and modified slightly to adapt to a program
rather than a project approach, suitable for ongoing asset management. The Full report,
including the questionnaires, visit reports and methodology is worth reading. It is available for
a fee from the Cll, 08-302-2042.

Coheslveness Alignment meetings ensure client requirements/user needs are
communicated to the team and that there is a buy-in of agreed objectives.

Customer Focus More intangible client/user requirements should be conveyed to all
team members directly via interaction with users or indirectly via project managers.

Internalisation €nsure that dlient expectations are transmitted all the way down the
line. Re-brief in the event of changes to end user requirements and expectations.

Goal Orientation Formalised team goal setting exercises, either independently or as part
of alignment meetings ensure that the team is client focused and provide a framework to set
priorities, understand required tasks and understand roles in delivery.

Team Mix Team selection process should attempt balance within the team of
content, process and control expertise and technical and financial abilities. This may include
the use of personality/cognitive style frameworks.

Team Culture Specialist teams to suit different tasks should give priority to group
orientated management skills in the selection of team leaders.

Conflict Management Include conflict management training in either team leadership training
or team building exercises.

Declsion Making As far as practically possible implement consensus as the fundamental team
decision making principle.

Asset Management Cuts Across Functional Silos

Note: KPMG's Leading Edge Finance & Engineering Client
Research Project in Human Administration  Operations Services
Resource Requirements in -
Asset Management was not
received in time for this issue
but will be reviewed in the next
issue.

Asse¢t Management
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JBenchmarking in Sqsset YVanagement

Don Wolody, JUW Advisory, in his BOMA workshop on benchmarking made the following useful
distinction between Strategic Planning and Benchmarking.

Strategic Planning Benchmarking
Starts with the Business €nvironment Starts with €xisting Practice
Competitive Analysis CSF/s/KPAs (Model)
SWOT/CF's Data Gathering
Strategies Benchmarks/Performance Gaps
Objectives Benchmarking Processes to Best Practice
Action Plan / Implement Action Plan / Implement
"Qutwards In" approach “"Inwards Out" approach

Don stresses that these are not substitutes, Strategic Planning is abstract and tells you "where
to go”; Benchmarking is practical and tells you the "best way to go”.

® Utilisation Best Practice: Retail facility managers break down their property finely - by
qislel - to see what use is being made of it.

It is easy enough to get carried away with improved practices and

i try so much that everybody loses heart. Don advises a simple two
Ask: Is It way test to decide which practices to pursue. What is its
Relevant to operational significance for you? High or low? What is your ability
Me? to gain advantage from this practice? High or Low? If low on both

scores then IGNORE, if high on both scores, FOCUS. K its operational
significance is high but your current ability to gain some advantage from it is low, then
MONITOR it, and if its operational significance is low but you have a high ability to gain
advantage, then this is the time you ©PERIMENT.  And remember......

BREAKTHROUGH THINKING COMES FROM LOOKING AT PRACTICES
IN A COMPLETELY DIFFERENT INDUSTRYI

[AMQ agrees completely - that is why you have access here to technical, financial and
management practices aaoss many industries]

Like Charity, Don believes that benchmarking should start at home. Do your own internal
benchmarking before looking for an outside partner. Segregate data by Ffacility type for closer one
to one matching and keep the end user firmly in mind - in other words for commitment to the exercise
look for immediate gains. “Pinchmarking” - ie "see It, pinch it” is tempting, but superficial - first look
to see why it works!

When choosing a partner, look for one which
¢ has benchmarked internally
¢ has complimentary strengths and weaknesses
e has a common measurement and business language
e a partner with high level expertise
e and remember it is a two way process, learn from each other.

The Government has led the way in benchmarking, probably because of the ability to choose
partners without the fear of competitive information going astray - but other potential partners are
out there, for example Telstra used AT&T and British Telecom. And asset managers in other fields of
endeavour face the same problems - and may have tackled them quite imaginatively - see
“Breakthrough” above.
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AMVZD Feature reticle

Accounting For Infrastructure Asscts.*
R D Duncan, Director Finance and Administration

North Shore City

Introduction

The restructuring of local government and the provisions of the Local Government Amendment
Act 1989 laid the foundation for a new regime of financial accountability within the local
government sector. The traditional year end financial reports of local authorities were based
on cash accounting, were not user friendly and did not provide much in the way of relevant
information on the financial condition of the entity. Local authorities are now however as
aware as any organisation of such matters as the concepts of accrual accounting, capital
expenditure and depreciation.

One of the remaining unresolved accounting issues for local authorities is that of how best to
account for Infrastructural Assets. One of the first hurdles, that of getting these assets onto the
Balance Sheet in the first instance, has now been largely overcome. It is surprising that there
was, at least initially, some resistance to this. There now appears to be awareness of the
distinct advantages of having such assets properly accounted for, being

e the recognition of the scale of public investment in infrastructural assets:;
e the implications for proper management of the investment;

e the valuation process requiring the need to identify the existence, location and condition
of the assets; and

¢ the assistance it provides in planning for the future.

Councils were first faced with long and costly exercises in valuing their infrastructure. Now |
understand that in 1994, 84 out of 86 Councils have valued their infrastructure. There is now
general acceptance that these particular assets have a value, and that that value should be
recognised in assessing the financial position of a local authority. The primary focus is now on
defining an acceptable accounting method by whidh the annual consumption of these assets
can be most fairly recognised in the Operating Statement.

There is widespread acceptance that the Operating Statement should contain such a
consumption charge. The debate is now centred on whether that charge should be computed
on the basis of traditional "Depreciation Accounting” principles or the emerging "Maintenance
Accounting”, or what we at North Shore City have defined and adopted as “Rencwal
Accounting” principles. | will address both these methods and their respective advantages and
disadvantages shortly, and for the purpose of discussion, | will use the "Renewal Rccounting”
term rather than "Maintenance Accounting™ as it is the one which we use at North Shore City.

*This is a modified version of Roger Duncan’s address to the AIC Conference on Managing Infrastructure
Assets 13/14 March 1995, Wellington, New Zealand.
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Before going further | should give you a few brief details about North Shore City. The City was
formed at the time of amalgamation in 1989 and covers approximately 12,500 hectares and in
terms of population is New Zealand's fourth largest city with a population of about 160,000.
It has approximately 60,000 ratepayers.

Definitions

| assume you are all familiar with the definition of Infrastructural Assets and that they incude
assets such as roads and water and sewerage reticulation systems.

Infrastructural Assets can be deemed to have some or all of the following attributes:

e they ore'lorge networks or assets constructed, created, acquired and/or developed over
several generations

e they have very long or indefinite useful economic lives
e they have a high initial cost and a value which is difficult to determine,

e they provide a benefit and/or a social service rather than a commercial service, ie the
assets are used by or for the community as a whole, servicing all the city’s residents and
visitors and provide a sustained standard of living.

e the assets are not usually capable of subdivision for ready disposal because of legal or
other restrictions, and consequently are not readily disposable within the commercial
marketplace,

e the assets are not normally depleted as their service capacity is fully maintained in
perpetuity, ie they are expected to have an indefinite life If adequately maintained,
although portions of the network or asset will be replaced or enhanced from time to time,

e it is unlikely that entire systems would be replaced, but parts of the system will be
renovated or replaced.

Depreciation v Renewal Accounting

As indicated previously, two methods are being proposed as providing a means of
recognising, in the Operating Statement, the annual consumption or usage of Infrastructural
Assets.

Conventional Depreciation Accounting treats Infrastructural Assets in the same manner as other
fixed assets and Is the method required by SSAP 28, although | acknowledge that this particular
standard is still under review by the Society of Accountants. The historic cost or valuation of
the asset is subject to an annual depreciation charge and the value increased by any capital
additions, upgrades, renewals, renovations or other means of enhancement.

One of the advantages of this method is the simplicity with which it can be implemented.

A basic flaw with the depreciation accounting regime however is its inherent implication that
infrastructural assets have limited lives. This is a direct contradiction of the premise that the
service capacity of these assets is fully maintained in perpetuity.

In the case of infrastructural assets which have very long lives, an annual depreciation charge
is not the most appropriate means of assessing how well the assets are being managed. For
instance, depreciation cannot be relied on to provide an accurate portrayal of  the
organisation’s requirement for renewal, reconstruction or replacement expenditure.
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Furthermore, the depreciation charged to the operating statement has only as much cedibi lity
as the depreciation rates applied, which in turn are based on the estimated economic lives of
the assets. Some of the difficulties arise in initially estimating the length of those lives and
addressing the impact of any consequent changes in technology in maintaining them.

Depreciation may provide a reasonable accounting estimate for many assets but it is not
adequate for management and accountability purposes as regards infrastructural assets. Such
assets do not normally wear out evenly over a given period.

ARenewal RAccounting focuses on an annual maintenance, renewal and reconstruction charge
that serves to keep the infrastructural asset network systems operating efficiently and
effectively in perpetuity. (I shall, for convenience, from now on refer to this merely as a
maintenance charge).

The underlying principle of the method is that infrastructural assets are treated as having an
indeterminate life, ie they will always be there. It is considered that such assets should be
maintained and renewed through regular planned expenditure programmes. Under the Renewal
Accounting policy the Operating Statement is charged each year with a maintenance provision
for each type of infrastructural asset. The provision is the estimate of the amount of
expenditure that is required annually to ensure the assets will be maintained at operating
standards set by Council and based on Asset Management Plans. Actual maintenance
expenditure incurred is then written off against the provision. In the Statement of Financial
Position, Infrastructural Assets are valued at estimated depreciated replacement cost less the
cumulative unspent maintenance provision.

The main arguments in support of the renewal accounting regime include the following:

¢ it overcomes the arbitrarny nature of depreciation rates.

o it reflects the fact that technology advances are changing the effective life of
infrastructural assets,

e it ensures that the accounts record periodic shortfalls in maintenance expenditure, thus
enabling these shortfalls to be addressed and funded in order to maintain the service
potential of the assets.

* it focuses attention more clearly on maintenance works requirements compared with
revenue constraints. The primary issue is the need to manage assets.

* in an accounting regime based on annual maintenance provisions, depreciation of
infrastructural assets could be double counting costs. The concern under a depreciation
regime Is that a Council might be charging for depreciation while at the same time
expending sufficient on maintenance to effectively extend the life of the asset
indefinitely.

Operating expenses typically include expenditure on refurbishment and replacement of
components of infrastructural assets. Such refurbishment and replacement is progressive so
that in @ well managed business the service level of the infrastructural assets is maintained. An
accounting depreciation charge notionally provides the income needed to cover replacement of
_the same components.

When both maintenance and a depreciation charge are included in the Operating Statement
there can therefore be an element of double-counting.

Opponents of the renewal accounting method claim it has three maojor disadvantages as
follows:

Continued on page £0...
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Asset YNanagement Lialogue
Complete Current Cdition - Flage 1.

Hunter Water Corporation
PO Box 51718
Newcastle West NSW 2302

David Davies

Asset Engineer

Planning and Development
Telephone: (049) 267 244
Facsimile: (049) 267 532

Interests: RAsset Management Plans,
Malintenance Planning, Benchmarking

Darwin Clty Councll
PO Box 84
Darwin NT 0801

Dave Thiele

Operatlons €ngineer
Technlcal Services Department
Telephone: (089) 822618
Facsimile: (089) 410 849

Interests: Decay Rates, Condition Assessment,
Bendhmarking

Health Department of Western Australla
Finance and Assets Branch

PO Box 8172 Stirling Street,

Perth WA 6849

David Cronin

Senlor Finance Officer- Assets
finance and Assets
Telephone: (09) 222 4490
Facsimile: (09) 222 4447

Interests: €conomic lives, Benchmarking, Strotegic
Asset Management

City of Maryborough
PO Box 194
Maryborough Vic 3465

Hen Carpenter

Asset Management Engineer
City Office

Telephone (054) 611 566
Facsimile (054) 614 658

Interests: Maintenance Flanning, Asset
Performance, Condition Assessment

City of Maryborough
PO Box 194
Maryborough Vic 3465

Ron Potter

Design €ngineer

City Office

Telephone: (052) 611 566
Facsimile: (054) 614 658

Interests: €conomic lives, Forecasting, Demand
Rnalysls, Asset Performance

Corporatlon of the City of Adelalde
GPO Box 2252
Adelaide, SR 5001

David Krywanio
Management Accountant
Telephone: (08) 203 7353
Facsimile: (08) 203 7600

Interests:Asset Valuation, Depreciation, Accounting
for Assets

Sam Cassar

Project Officer, Urban Services
Telephone: (08) 203 7361
Facsimile: (08) 212 3939

Interests: Maintenance Planning, Funding, fAsset
Performance

Marco Savio

Project Engineer
Telephone: (08) 203 7309
Facsimile: (08) 203 7365

Interests: Asset Performance, Condition
RAssessment, Benchmarking

Peter Tannenabaum

Project and Budget €nglneer
Telephone: (08) 203 7347
Facsimile: (08) 203 7365

Interests: Best Practice; Organising for Asset
Management; Strateglic Asset Management
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Asset YNanagement Dialogue
Complete Curvent Ldition - Fage 2

Department of Primary Industries - Water
Resources

GPO Box 2454

Brisbane QId 11001

Bevan Faulkner

Manager, Asset Management, Water Production
Division

Telephone: (07) 224 7376

Facsimile: (07) 224 2390

interests: Malntenance Planning, Condition
RAssessment, Strateglc Asset Management

Perry Finn

€nglneer - Asset Valuations, Water Production
Telephone: (07) 2242173

Facsimile: (07) 224 2390

Interests: Asset registers, asset valuation,
economic lives

Don Cock

€xecutive €Engineer, O&GM

Asset Management, Customer Services, Water
Production

Telephone: (07) 224 7161

Facsimile: (07) 224 2390

Interests: Maintenance Planning, Asset
Performance, Best Practice

John Read

Executive Engineer, Mechanical €lectrical
Telephone: (07) 224 7145

Facsimile: (07) 224 2390

interests: Maintenance Planning; Condition
Assessment, Benchmarking

City Rall
Transport House
11-31 York Street
Sydney NSW 2000

Bruce Weston

Quality Systems Manager
Cityrail €ngineering
Telephone : (02) 224 2709
Facsimile: (02) 224 2994

Interests: Rsset Performance, Benchmarking, Best
Practice

Neal Hook

Project Manager, €Electrical TMP
€ngineering Branch

Telephone : (02) 224 2671
Facsimile: (02) 224 2947

Interests: Asset Performance, Condition
fssessment, Strategl/c Asset Management

Hermry Moloney

€ngineering Maintenance Services Manager
€ngineering Branch

Telephone: (02) 224 4074

Facsimile: (02) 224 2947

Interests: Maintenance Planning, Rsset
Acquisition, Organising for Asset Management

~ Graham Neasmith

Configuration Manager
€ngineering Branch
Telephone: (02) 224 4662
Facsimile: (02) 224 2947

Interests: Organising for Asset Management,
Configuration Management

Department for Bullding Management
Level 5 Wakefield House
30 Wakefield Street, Rdelalde, SA, 5000

Richard Muncey

Director, Policy Unit
Telephone: (08) 226 5243
Facsimile: (08) 226 5077

Interests: Organising for Asset Management;
Strateglc Asset Management

Clty of Marlon Councll
£45 Sturt Road
Sturt, SR, 5047

Bill Braithwaite

Asset Management Co-Ordinator
Public Infrastructure Department
Telephone: (08) 375 6691
Facsimile: (08) 375 6833

Interests: RAsset Registers; Asset acquisition;
Condition Assessment; Strategic Asset
Management
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Asset YNanagement Dialogue
Complete Current Ldition - FIage 3

Department for Bullding Management
Wakefleld House

30 Wakefleld Street

Adelalde, SR, 5000

Brenton Nottage
(Engineer)

Policy Unit

Telephone : (08) 226 5000
Facsimile:  (08) 226 5077

Interests: Maintenance Planning, Asset
Acquisition, Strategic Asset Management

Mary Marsland

Director, Client Services

Telephone: (08) 226 5000
Facsimile (08) 226 5077

Interests: Forecasting, Utilisation, Strategic Asset
Management

Bill Lamble
(Architect)
Policy Unit
Telephone: (08) 226 5000
Facsimile:  (08) 226 5077

Interests: Maintenance Planning, Asset
Performance, Condition Assessment

Pamela Upton

(Financial Strategist)
Policy Branch

Telephone: (08) 226 5394
Facsimile: (08) 226 5077

Interests: Forecasting, Best Practice, Organising
for Asset Management

Curtin Unlversity of Technology
PO Box W1987
Perth WA 6001

Hathy Whiteman

Fixed Assets Manager,
Fixed Assets Branch
Telephone: (09) 351 3078
Facsimile: (09) 351 2801

Interests: Maintenance Planning, Organising for
Asset Management, Strategic Asset Management

Department of Transport and Works
State Offices Library

10 Murray Street

Hobart Tas 7000

David Mitchell

Manager, Traffic and Road Asset
Transport Infrastructure Division
GPO Box 936 J Hobart 7001

Interests: Organising for Asset Management,
Stroteglic Asset Management, Data Collection and

Management

Byron Shire Councll
PO Box 159
Byron Bay NSW 2481

Yoga Jayantha
Assets Management €ngineer
Works and Services

Telephone: (066) 86-6500
Facsimile: (066) 858 804

Interests: Asset reglsters; Maintenance Flanning;
Organising for asset management

Stephen Day and Assoclates Pty Ltd
21 Koornong Crescent
North Warrandyte, Vic, 3113

Stephen Day
Principal Consultant
RAsset Management and €nglneering

Telephone: (03) 844 1199
Facsimile: (03) 844 1199

Interests: RAsset Valvation; Forecasting; Asset
Performance
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CSIRO Marlne Laboratorles
PO Box 1538
Hobart, Tas, 7001

Arthur Banks
Site Manager
Division of Oceancgraphy

Telephone: (002) 325 427

Facsimile: (002) 325 000

Interests: Asset Reglsters, Malntenance
Planning, Condition Assessment

Department of Transport and Works
GPO Box 936)
Hobart, Tas, 7001

Michael B Bushby
Asset Management €ngineer, Roads
Traffic and Road Asset

Telephone: (002) 333 129
fFacsimile:  (002) 336 657

Interests: RAsset Voluation; Asset Performance;

Strateglic Asset Management

Rod McGee
Asset Management Englneer Bridges
Traffic and Road Asset

Telephone: (002) 333 514
Facsimile: (002) 336 657

Interests: Asset Valuation; €conomic lives;
Bridge Management

Brisbane City Councll
GPO Box 1434
Brisbane Qld 4001

Phill O'Rellly

Management Rccountant
Finance Branch

Telephone: (07) 225 6462
Facsimile: (07) 210 0050

Asset valuation; depreciation; accounting for
assets

B8P Australla Ltd

27th Floor, Melbourne Central
360 €lizabeth Street
Melbourne, 3000, Vic

Peter Allwinton
Asset Process Manager
Asset Management

Telephone: (03) 268 4806
Facsimile: (03) 268 3596

Interests: Maintenance Planning; Benchmarking;
Strateglc Asset Management

Ross Williams
Asset Process Analyst
Asset Management

Telephone: (03) 268 3851
Facsimile: (03) 268 2596

Interests: Asset Reglsters; €conomic lives;
Utilisation

Power and Water Ruthority
GPO Box 1921
Darwin NT 0801

Darryl Day
Quality and Asset Manager
Utilities Directorate

Telephone: (08%9) 82 7388
Facsimile: (089) 82 7430

Interests: Asset Performance, Best Practice,
Organising for Asset Management

South Australlan Health Commission
11-13 Hindmarsh Square
Rdeclalde, SR, 5000

Cathy Hill

Principal Finance Officer

Financial Management Improvement Branch
Telephone: (08) 226 6136

Facsimile: (08) 226 6127

interests: Funding, Forecasting, Utifisation
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Department of the Treasury and Flnance
Level 5, 35 Spring Street,
Melbourne, Vic, 3000

Ralph A Booth

Director, Insurance and fisset Policy
Comptroller-General's Office
Telephone: (03) 651 3797
Facsimile: (03) 651 3635

knterests: Asset Reglsters; Malintenance
Flanning; Integrated Asset Systems

Hobart City Councll
GPO Box 503€
Hobart TRS 7001

Scott Newman

fAsset Management €nglineer

Project Management Services Division
Telephone: (002) 314 394

Facsimile: (002) 349 757

Interests: Maintenance Planning; Condition
Assessment: Benchmarking; Asset Risk

Management

Roads and Traffic Authority
260 €lizabeth St
Sydney NSW 2000

A.D. Cook

General Manager, Financlal Operations and
Accounting

Finance Directorate

Telephone: (02) 218 6100

Facsimile: (02) 218 6240

Interests: Asset Valuation, Asset Performance,
Utilisation, Condition Assessment

Queensland Department of €ducation

Asset Management Braach

Level 15, €ducatlon House, 30 Mary Street

PO Box 33, 50 Rlbert Street, Brisbane, Qld 4002

Frank Riley

Manager

Asset Management
Telephone: (07) 237 1699
Facsimile: (07) 237 0747

Interests: RAsset Reglsters, Utilisation, Strategic

NSW Public Works Product Evaluation Unalt
Level 15 McKell Bullding

2-24 Rawson Place

Sydney, NSW, 2000

Rlan Butler

Director Value Management
Product €valuation Unit
Telephone: (02) 372 8026
Facsimile: (02) 372 8033

Interests: Valve Management, Demand
Management, Strategic Asset Management

CMPS & F
PO Box 201
Chatswood NSW 2057

Andrew Crotty

Project Engineer - Asset Management Services
Telephone: (02) 412 9999

Facsimile: (02) 412 9855

interests: Asset reglisters; maintenance planning,
fsset management Information systems

Peter Rufford,
PO Box 1083
Woden ACT 2606

Peter Rufford, Consultont
Telephone: (06) 290 2077
Facsimile: (06) 290 2077

interests: Utilisation; Post Occupancy Evaluation;
Concept Planning

Colllers Jardine (SR) Pty Ltd
Level 3, 45 Pirie St

Rdelalde, SA 5000

David Bernard

Senlor Project Manager
Asset Intelligence
Telephone: (08) 305 8888
Facsimile: (08) 231 7712

Interests: Demand Management, Utilisation,
Condiition Assessment
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Department OF Transport (SR)
P.O. Box 1 (33 Warwlck St)
Walkerville, SA 5087

Steve Rose

Supetvising €ngineer, Asset Management
Infrastructure Planning

Telephone: (08) 343 2220

Facsimile: (08) 343 2725

Interests: Asset performance, Organising for
asset management, Strategic asset
management

Philip Blake

A/ Planning €ngineer, Asset Management
Infrastructure Planning

Telephone: (08) 343 2703

Facsimile: (08) 343 2725

Interests: Asset valuation, €conomic lives,
Strateglic asset management

NSW Department of Public Works & Services
Level 14 2-24 Rawson Place
Sydney, NSW, 2000

Chris Nicholls

RAsset Strategic Planning Consultant
State Projects Infrastructure
Telephone: (02) 372 7958
Facsimile: (02) 372 7999

Interests: Asset performance, Utilisation,
Strategic Asset Management

Australlan Natlonal Unlversity
Canberra, RCT, 0200

Don Hardman

Head of Division

Buildings & Grounds
Telephone: (06) 249 2948
Facsimile:  (06) 249 0777

Interests: Maintenance Flanning, Renewals,
Condition Assessment, Benchmarking, Best
Practice, Organising for asset management,

Commonwealth Department of Finance
PO Box 3332

Rundle Mall

South Rustralia 5090

Carol Braysher

Senior Consultant

Regional Office, South Australia
Telephone: (08) 418 2346
Facsimile: (08) 232 5900

Interests: RAsset Disposal, Accounting for Assets,
Strategic Asset Management

Paul Shepley

Manager

Regional Office, South Australia
Telephone: (08) 418 2327
Facsimile: (08) 232 5900

Interests: Asset Valuation, Asset Performance,
Organising for Asset management

Charles Manning

Tralning Consultant

Regional Office, South Australia
Telephone: (08) 418 2325
Facsimile: (08) 232 5900

Interests: Benchmarking, Best Practice, Strategic
Asset Management

énter Your Name and Rgency

Now

see next page



ASSET MANAGEMENT QUARTERLY

FAX TO (08) 281 5795

TO BE PRAT OF THE ASSET MANARGEMENT DIRLOGUE NETWORK
Just photocopy and fill in the following and fax to above number (no cover sheet necessary).
Up to five names moy be recorded for each subscription -
Just photocopy the form as many times as you need.
Names and interests can be changed as youwr stalf and/or interests change.

Rgency fll PR . S T G S e LSl e o A e
Address to which the Quarterly is delivered

..............................................................................................................................................

----------------------------------------------------------------------------------------------------------------------------------------------

oy ] e R R M S e g R TR LIEDL i B & DTN SR M L
0 N Sl SRR e LD - DR Sy (1 ) W TRt I SN 10 OO G PR AL

o ey T A R PO ey o b i SR A DI SOOI e i) S ST
TRIRDIONG . Linsevivirissiriiivesipnsvsusvindsianis FOCSIMIG i oivos csses i o iimsiinsis iunsssinmns sutassiins ot an e vins
Address (if different from agency QOOreSS QBOVE)..........uueeeeeeeeeeeeereerirervereiereesesssrrnnnns

...........................................................................................................................................

...........................................................................................................................................

Circle up to three topics from the list below that you would particularly like to have a diclogue with
somebody on, or add your own subjects.

Asset registers Renewals Condition Assessment

Asset valuation €conomic Lives Benchmarking

Depreclation Decay Rates Best Practice

Maintenance planning Forecasting Organising for asset

Funding Demand Analysis management

Asset Acquisition Demand management Strategic asset management
Asset Disposal PSSt pelfOIMONCE  © ° =7 - i e s s e
Accounting for Assets ORHISERIon: .5 - Jpa T

Win a
How has the AMOQ (or the AMD) helped you? e s o
The AM@ is designed with the intention of raising awareness in Asset Management
asset management, assisting the practical asset manager and policy Conf
maker, and extending information networks. Through its pages, Sydney, Feb 27-28
contact listings and referral service, the AMQ is designed to serve 1996.
you, the asset manager. see page 27 for
The subject of the competition this issue is to describe how the details of
AMQ,AMD, or the Referral service has helped you in your asset conference
management.

AIC Conferences have offered a free tidket to their Asset Management Conference on
Asset,Management (February 28 and 29), Sydney as the special prize for this
competition - worth $1595 (and potentially much more in ideas, contacts, etc.)
The winner will be notified by telephone mid December (an early Christmas

present) and will be announced in the next isue of the Quarterly out mid January.
Entries due in as soon as possible and by December 8th at the latest. '
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© ,Paising sset Vanagement Awareness

® Queensland - Information Sharing Forums

A Treasury Special Interest Group on Infrastructure Asset Valuation has been formed in
Queensland by €ngineers and Accountants representing local and state government
bodies seeking guidance on the treatment of the issues arising from the requirement of
accounting for assets and asset management. The group, which started in 1994,
meets about once a quarter for about two hours. The format is usually a presentation
followed by group discussion. The group have considered issues related to the indexing
of asset values, the treatment of interest and finance costs during construction, and the
briefing requirements of valuers amongst other things. Their next meeting is on
November 7th, 2-4pm, at which AMQ €ditor, Dr Penny Burns, will be speaking on
Condition Based Depreciation, Asset Management Plans and generally what is
happening in asset management around Australia.  For further details please contact
Perry Finn, Water Commercial, DPI, on (07) 3224 £173.

€d: If there are other Asset Management Groups operating that would like to spreao
the good word through the AMQ, please contact the editor.

® Western Rustralia - Government Initiatives

fAlan Piper of the Building Management Authority, speaking at an lIR Seminar on Asset
Management, 1 & 2 August 1995, described how WA was working to raise asset
management awareness in service delivery agencies. He indicated six initiatives that
the Government had taken in this regard:

New processes established - the Government announced its Strategic Asset
Management Framework in July 1994 and the establishment of @ new Project Initiation
Process in May 1995.

Performance Agreements - the responsibility for effective asset management has been
included in Chief Executive Officers performance agreements.

Caopital Funding Requirements - compliance with the Project Initiation Process is required
before capital funding will be considered.

Audit - the Ruditor General includes asset management in a risk based approach to the
examination of public sector performance.

Seminars - awareness raising seminars have been undertaken for Chief €ecutive
Officers and facilities management staff within service delivery agencies.

Publications - “Strategic Asset Management” and “Project Initiation Process” have been
published.

Contact: Alan Piper on (09) 222 5555, Fax #: (09) 222 5799
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¢ The expensing of refurbishment expenditure which may extend the life of the asset still
leaves only the historic cost in the balance sheet. This is not necessarily the case however,
as current accounting standards encourage the periodic revaluation of such assets. For
instance, at North Shore City, our policy is to have triennial valuations of our Infrastructural
Assets.

¢ large renewal or renovation expenditure in any one year may cause a temporary high
demand for funds thus resulting in unacceptable variations In rates revenue. In practice,
the provision for future maintenance would be utilised to ensure an even annual spread of
such charges.

e The development, implementation and ongoing monitoring and review of Asset
Management Plans, which are the citical element of this method, introduces technical
 factors with such a degree of complexity that such a regime will be too difficult to
administer. This reasoning is refuted on the grounds that unless a Council understands all
the critical factors impacting on its infrastructural asset networks it cannot hope to assess
its performance on managing those assets.

Renewal accounting focuses on the concept of service life or service potential rather than
physical life - age is not necessarily important; it is how long the asset is going to provide the
current level of service which is important.

Practice in North Shore City

As previously indicated renewal accounting requires that all upgrading, reconstruction,
renewal and renovation works which do not increase the capacity of the assets are to be
expensed to the Operating Statement. It was necessary to define precisely the nature of
expenditure to be capitalised and the nature of the expenditure to be expensed to the
Operating Statement. Only those projects which FUlfil the capital expenditure criteria (ie
increase capacity) are included in the Capital Expenditure Statement. All other expenditure is
included in the Operating Statement.

The provision for maintenance does not meet the definition of a liability because there Is no
existing obligation to an external party. This is overcome by offsetting any accumulated
provision against the asset in the Balance Sheet as a reduction in service potential and hence
value. The combination in the Operating Statement of any actual maintenance expenditure
together with the inaease in the provision would equal the average annual expense
occurring as a result of the loss in service potential. The Balance Sheet asset value in turn
reflects the actual service potential.

With regard to the provision it is either deferred maintenance or a future maintenance
requirement. If it is deferred then a conscious decision can be made to reschedule the
maintenance to the future or to accept a reduction in the standard of assets provided to the
community.

Funding Issues

At North Shore City we have determined that all actual major maintenance expenditure will be
funded from operating income or rates.

The major problem we are facing is to either increase the level of annual major maintenance spending
to the required level or to at least fund the provision. | belleve that most, If not all, local authorities
find themselves in the same situation as North Shore City. This will require an increase In rates but |
believe it would be Inresponsible for todays ratepayers and todays politiclans to ignore the potential
problems of tomorrow.
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Assct Management Plans

The key to management Is an Asset Management Plan. Such a plan will enable
determinations to be made regarding the timing of maintenance expenditure to ensure that
proper service potential is maintained in perpetuity. The finalisation of comprehensive Asset
Management Plans is a matter of priority for the following main reasons:

e they will enable the local authority to assess more accurately how well it is managing its
infrastructural assets,

e they will facilitate the local authority in its long term strategic planning for these assets,

e they will help determine more accurately the nature and extent of the required annual
expenditure on infrastructural assets and the nature and dollar value of any provision that
may be required.

The renewal accounting approach should only be used In the context of an asset
management plan.

Conclusion

For infrastructural assets of substantial value there must be an expense item going through the
Operating Statement that reflects the loss in service potential of infrastructural assets and/or
the cost of amesting such loss if maintenance is undertaken. The charge for loss in service
potential, ie the provision for deferred major maintenance, should only be necessary where,
between maintenance points, there is a significant but temporary drop in service potential. In
reality this is always likely to occur because it is not economically sensible to perform all
maintenance on an annual basis.

Note: Roger Duncan will be speaking on this toplc at the RIC Conference on Asset
Management to be held In Sydney, 27th and £8th February 1996 at the Menzles Hotel.
(For detalls of this conference, see page £7 and for a chance to win a free ticket, see page
18) Come and meet him ond hear first hand about developments In New Zealand.

Accounting, p.9

Asset Management Awareness, p.19
Asset Management Plans, p.21
Attitudes to Asset Management, p.5
Backlog, p.25

Balanced Scorecard, p.22
Benchmarking, p.8

8OMA, p.4.5.8.24

Constructability, p.6
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Depreciation, p.10
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€ngineering- role of, p2-3, 28
Forums, p.19

Funding Depreciation, p,20

Human Resources, p.7

Institution of €ngineers, p 28
JW Advisory, p.4,5,8,24
Marketing, p.19

New Zealand, p.?

North Shore City, NZ, p.9
Qutsourcing, p.4
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Performance Monitoring, p.22
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Renewals Accounting, p.9, 11
Strategic Asset Management, p.4
UK, p.4

University of Sydney, p.23
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Western Australia, p.19
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7 he JBalanced Scovecard

Questlon: In the last Issve of the AMQ, (p.10) Australla Post referred to thelr use of the 'balonced
scorecard” In determining the performance of thelr asset management business. What Is this, and
how does It work?

Answen No single measure can provide a clear performance target or focus attention on the aitical
areas of the business. Managers want a balanced presentation of both Ffinancial and operational
measures. To serve this need, Kaplan and Norton1 devised the "balanced scorecard” - a set of measures
that give top managers a fast but comprehensive view of the business. The balanced scorecard includes
financlal measures that tell the results of actions already taken. RAnd it complements the Ffinancial
measures with operational measures on customer satisfaction, Internal processes, and the
organisation’s innovation and improvement activities -operational measures that are the drivers of
future financlial performance.

The balanced scorecard allows managers to look at the business from four important perspectives. (see
diagram). It provides answers to four basic questions:

How do customers see us? (customer perspective)

What must we excel at? (internal perspective)

Can we continue to improve and aeate value? (Innovation and learning perspective)

How do we look to shareholders?
(Financial perspective)’

S ENE

Financial Perspective
Customer Service. 'To put the balanced
scorecard to work, companies should Goals | Measures
articulate goals for time, quality,
performance and service, and <ost (the
basic concerns of customers)and then
translate these goals Into specific

measures.” Asset managers will need to .

carefully define their customers, both CuSCE elpaing I;uts;?s Pe A
external and internal. (note “quality” does| fo.1c | Measures The Balanced aasd
not necessarily mean “high quality” but e e TR
rather "fitness for purpose”) Scorecard ok
What must we €xcel at? What must you do

to meet your customers' expectations? The

internal measures for the balanced Innovation and

scorecard stem from the business processes Learning Perspective

that have the greatest impact on customer

satisfaction - factors that affect cycle time, Goals | Measures

quality, employee skills, and productivity

for example.’ (also core competencies,

aitical technologies)

Innovation and Learning Perspective. Skill development and continucus Improvement follow from the
customer perspective and the areas in which the company must excel in order to win business.

Financlal Perspective - are your activities contributing to the bottom line? ln many organisations the
answer is " don't know” or "l think so, but | can't prove it" This Is also true of asset management
business centres or branches. If asset management is to be recognised as a key and ditical element in
your organisation’s success strategy, the benefits (financial and otherwise) of asset management
activities need to be measured and promoted within the organisation.

The Balanced scorecard puts strategy - not control - at the centre. It keeps companles looking - and
moving - forwards Instead of backwards.

1 Robert S. Kaplan and David P. Norton, “The Balanced Scorecard - Measures that Drive
Performance™ Harvard Business Review, January-February 1992 pp 71-79
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Jptepreting Jflerformance Jpdicators

€Everyone's tolking performance indicators these days. But do we know how to interpret them
when we get them? Paul Walsh, Senior lecturer at the Graduate School of Business, University
of Syoney, teaches the design of performance indicators in his one and two day workshops
‘Managing Performance Indicators”.

Graphical Dyslexial

An inability to read performance graphs, Paul says, is common in many organisations.
Spreadsheets and graphics packages provide us with the capability of readily displaying data
in x-y plots or bar charts, and in splendid colour. But, pinned to a notice board they are just so
much wallpaper, pretty patterns without meaning.

Business performance will always vary month to month, week to week and day to day. Not two
products or services are exactly alike and no two jobs have exactly the same characteristics. If
_the reasons why performance varies over reporting periods are known, that's a bonus. For
management, there's a more fundamental issue - despite the inevitable variation, Is the
business being managed better or worse or Is the status Quo Just belng maintalned?

For variation within a ‘normal range’, then it is 'business as usual, the status quo’. The greater
the natural variation in the business, the greater this range will be. Instances that fall outside
this range need special management on @ case by case basis. Reducing the range - and
moving the entire range in a favourable direction - is what Paul calls process management.
Within the range you manage the jobs themselves.

The followling Is an example of a useful performance chart.
Notice that it includes:

Cgse Management
Gotd @ /5*‘- Upper Limit

Process Management
Performance
Indicator Busjness

‘Q\[/\d \ =

Job Management

B:d

Lower Limit

o the range of fluctuation that would be considered normal
e the target to which we are aspiring, or, at the very least, an indication of what constitutes
an improvement, ie a move up or a move downl

At the Graduate School of Business, Paul advises organisations to take a process view of their
business, expressing the business as a set of core, key and sub-processes which link work and
information flows across functional units. Management decide what outcomes are required and
what processes must be measured to adhieve corporate goals. The most critical question in
performance measurement is what processes does the organisation need to measure? - the
nature of each indicator then follows.

Many organisations look around for things they con measure, without focusing on what the
information will reveal. This has given performance measurement a bad name and can easily
lead to building a monster that no one will use or support. If you need help in doing your
performance measurement better, or would just like extra information,

contact Dr Paul Walsh at the Graduate School of Business, University of Sydney on (02) 550
8621 or by fax on (02) 550 8603.



24

ASSET MANAGEMENT QUARTERLY

Jerformapce Jodicators - L JIIs and L JIDs

In his BOMA presentation on Benchmarking, David Dickinson, JLW Rdvisory, defined these
as:

¢ HKey Performance Outcomes (KPO) measure the performance of the end product and are
commonly used for cost and financial reporting.

e HKey Performance Drivers (KPD) contribute to the overall outcome but are measures of parts
of the production or service delivery process.

“"A KPO is effectively a lagging indicator of overall performance while a KPD can be more
effectively used as a leading indicator.

For example in a hotel, customer satisfaction surveys provide a KPO. However if customer
satisfaction is to be improved the processes which influence satisfaction need to be examined
and measured. These might be room service, registration, or house-keeping. KPDs such as
room service response time, registration cycle time and the standard of housekeeping would
need to be developed.

As a result, KPOs tend to reflect the interest of senior management and stakeholders while KPDs
tend to be much more operational in focus and application”

The BOMA index is an OUTCOME indicator. Like other outcome indicators, It tells us what
outcomes are different but not why they are different. Peer group and property market
benchmarks are averages. Dissatisfaction found with these aggregate, averaged, property
indicators by the JLUW research is a useful guide for the broadscale Government benchmarking
exercises now being considered. The citicisms included:

¢ infrequency of reporting (annual figures too few and too late)

¢ need for additional data

e difficulties in interpretation

e aggregate figures meant it was difficult to compare like with like.

Property and Facilitics Maintenance Conference,

Mmmbﬁdﬂi Sheraton Wentworth, Sydney. (IR Conferences)
e Strategic Planning for Facilities. Graham O'Lloghlin, Coopers and Lybrand

» Asset management, Life Cycle Costing.. Graham lowe, Asset Services
o Computer Aided FM.. Duncan Waddell, Corporate Management Resources Pty Ltd
o Cutting Costs .. Vincent Perrott, Chester Corporation Pty Utd
» Benchmarking against the Best.. Peter Quinlivan, Colliers Jardine
s Environmental Risk Management, Derek Low, Robert Baker, Axis Environmental Cons
» Outsourcing Your Facilities Management.. John Keegan and Paul Anderson, Westpac
e Reducing the Cost of Maintenance inhouse. Graham Howell, Aust Inst Sport

and other speakers, plus two workshops
(1) Drafting and Managing Property Maintenance Contracts and Maintenance Plans
(2) Using and Implementing Computer Maintenance and Management Systems
............. for further information and registration, fax IIR on (02) 9959 4684
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Many mistakes are made interpreting economic lives. Frequently one will see comments to the
effect that there is a “backlog” of replacement because assets have exceeded their life
estimates. If only it were that easy!

The quoted “economic life” for any class of assets is the modal value of the life distribution for
that asset, in other words the age at which most of the assets in that class are expected to
become uneconomic. With a normal distribution (mode = median) as given below any asset has
a 50% chance of failing at or before its life estimate, and a 50% chance of failing after.

Economic Life Distribution Within this distribution, those
assets to the right of “A™ may be
considered to be “oldies but
Ffreq“"“cy /\ goodies®, whilst those on the left
0 : may be those that do not quite
Occurence come “up to scratch”. How do
you know, when looking at your

assets, which subset they fall
into?

Mg¢agure of Dispersion
(Unit

What you can’t do is to assume
that everything should be

68.2% replaced by its economic life. If
95 _46% you do this you will be wasting
99.73% one half of your service potential!

Age alone is not an indicator of
replacement need. Age will
indicate the probability of replacement need (ie, it increases as we move to the right of the
diagram) but, to determine replacement requirements, age needs to be combined with (1) a
condition assessment and (2) a needs assessment.

Estimating economic life requires estimating not only physical asset deterioration but also the
rate of change of technology and changing market conditions. This is not easy to do and the
tendency of most estimators is to err on the shorter end of the spectrum. For very long lived
assets, there can be a range of as much as 30 years between possible estimates (ie from 70 to
100 or 80 to 110 years). Better maintenance and maintenance management practices and life
extension techniques now being practiced can result in actual economic lives being longer than
the estimates made many years ago.

Add to this tendency to err on the short side of economic life in estimates, the fact that when
assets fail - either physically or economically - there is a good chance that the failure will be
recognised and the asset replaced, and you find that, contrary to popular belief, there is probably
not an enormous “time bomb” of backlog maintenance out there equivalent to assets that have
outlasted their class average economic life.

Only condition and needs assessment will tell you what the size of your replacement problem is.
For this purpose the concept of the normal distribution is very useful. It can be used to determine
what sampling proportions you consider for your asset assessments. For example, you may
wish to sample 100% of the assets that have exceeded the class average estimate by one
standard deviation, 50% of those assets between the class average and the first SD to the right,
and 25% of those assets between the class average and the first SD to the left. The results of
these sample condition and needs assessments can then be used to determine replacement
requirements and backlogs.
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Conferences! Conferences! Conferences!

This coming quarter appears to be a bonanza for asset management seminars. One of the following
may suit your requirements.

The Commonwealth Department of Human Services and Health are presenting this conference at the

firport Hilton, Sydney on 9th and 10th November 1995. The intention of the two days is to examine
the potential of capital charging in the Health Sector. Amongst the topics to be discussed are
Capital Charging €xperiences, A Regulatory Framework, Performing Better, and Private Sector

Viewpoints.

Qﬁ International speakers indude: Professor David Mayston from the Department of €conomics

ond Related Studies, University of York (UK) who will speak on experiences of capital charging in

5‘3 both the UK and the Northern Territory, and Alan lodge, (€O, Wairarapa €lectricity (N2) who will

lock at the broader perspective of capital charging.

The 16th Annual Conference of the Local Government Accountants Association of Queensland, Inc,
will be held at the Ramada Hotel, Surfers Paradise from 8th to 10th November. Wednesday 8th is
» devoted to asset issues. The speakers are:

o\ O Jim Kropp, President, ASCPA, "Asset Recognition and Measurement”;
Q of O Dr Penny Burns, AMQ, "Condition Based Depreciation”

oo O David Hope, Skilmar Systems, “Asset Management from a Wider Viewpoint”

O Russell Balding, NSW Roads, "Asset Valuation and Asset Management”

O Aneurin Hughes, QId DPI, “financial Planning for Water & Sewerage Infrastructure Assets.”
For further information contact the Conference Co-Ordinator Hemy Dobinson, Pine Rivers Shire, Tel
(07) 205 0555 or by fax on (07) £05 4658.

"Disbution 2000°

@ The 3rd International €lectricity Distribution Conference will be held in Brisbane from Tuesday
q-° 14th to Friday 17th November. Asset Management sessions will run throughout Wednesday and
-‘@» Thursday, covering reliability planning, risk management, network operations, best practice,

@g asset utilisation, integration of information systems and lnnovations in Asset Management. For
further information, contact the Distribution 2000 Conference Secretariat, on (03) 9646 4122

“Managing and Accounting for Asset

The SA Local Government Financial Management and Asset Accounting Groups are jointly sponsoring
this session to be held on 27th November in Adelalde. The day will focus on several topical
issues: John Howard, City of Devonport, “Integrated Asset Management Case Study”; Roger Byrne,
¢ GHD, "Asset Management Information Systems”
» Bob Lineham, City of Christchurch, New Zealand, * To Fund or not to Fund: that is the questionl” ;
b@ Tony Tamlin, Australian Valuation Office, “Valuation of Roads: the final solution™; Richard Noble,
3. MITS, “integrated Asset Management Software Demonstration (Hansen-MITS) and a joint effort
from David Hope of Skilmar Systems and Dr Penny Burns "Condition Based Depreciation: Practical
Perspectives”.  For information on place, cost, time, etc., contact Peter Graves, local
Govemment on (08) £32 4990 or( after October £3rd only), Peter Fairlie-Jones, City of Salisbury,
on (08) £59 1340.
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STRATEGIC ASSET MANAGEMENT & MAINTENANCE IN THE PUBLIC
SECTOR

Menzies Hotel
27- 28 February 1996.
AIC Conferences

for registration contact  Telephone: (02) 210 5777 Fax: (02) 221 7773

Innovative asset management- achleving excellence In results. Roger Byrne, National Director, Asset
Management Group, Gutteridge and Davey.

Commercialisation- managing the changing role of asset management and malntenance. Prospect
€lectricity

Achleving best practice asset management through continvous Improvement. Suzanne Williamson,
National Manager Property, Rir Services Australia.

The Impact of strategic asset management on local government authorities. Geoff Burton, Asset
Infrastructure Systems Manager, South Sydney Council.

Demand management - integral strateglc asset managemeat. Neville Binning, Road User Strategies
€ngineer, Main Roads, Western Australia.

Demand Gap Analysis - match your assets to your needs. Sigrid Pfaffle, Principal, BDA Business
Direction Analysis and Pamela Upton, Principal Adviser, Policy Division, South Australia Department
for Building Management.

Strategic risk management: Importance and application to asset management. Dr Dale Cooper,
Director, Broadleaf Capital International.

Parliament House: Strategic management of a complex malatenance and asset replacement
program. Adrian Guilfoyle, Chief €ngineer, joint House Department, Parliament House, Canberra.

The MITS/ HANSEN assct Infrastructure system. Reg leonard, Director, Business Consultancy, MITS-
HANSEN.

Valuation as a tool In asset management. Geoff Hayter, director, Consultancy, Colliers Jardine and
David Bernard, Senior Project Manager, Asset Intelligence Team, Colliers Jardine.

Infrastructure Asscts - Integrating asset and financlal management. Roger Duncan, Director, Finance
and Administration, North Shore City, New Zealand.

International trends In asset management. Michael Avery, Senior Associate, Booze Allen and
Hamilton.

Impact of tendering and outsourcing on asset management. Cheryl Kidston, Manager, Strategic and
Business Planning City of Melbourne.

Contracting out malatenance as part of the strategic plan. Ron Keen, Contract Service Manager, Yarra
Valley Water.

Using asset manngcmént plans In your outsourcing contract. Dr Penny Burns, €ditor, Asset
Management Quarterly.

Leveraging your asset management outsourcing contract- links to economic development. Bob
Hogarth, Principal, Robert R Hogarth Consulting.

Outsourcing discussion. Facilitated by Bob Hogarth.
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GUEST €DITORIAL.

“THE ROLE OF ENGINEERS IN INFRASTRUCTURE"*
by DR JACK WYNHOVEN,
CHRIRMAN, VICTORIA DIVISION, INSTITUTION OF ENGINEERS, RUSTRAUA

In the mid 1980’s the word “infrastructure” was considered boring and no political
party had it on their list of priorities. The lobbying of the AFCC - Australian Federation
of Construction Contractors - drawing attention to the deterioration of our infrastructure
has changed all that.

The Community today is much more demanding and better informed. It expects, and is
given, far more information about the issues that effect the quality and cost of life.
This is to be applauded. However, it does put greater onus on all professions for
greater transparency and efficiency. :

The traditional role of an engineer working in @ government authority providing the
community with infrastructure that the engineer believed the community needed, has
disappeared. The engineer must now justify his role on the team by demonstrating the
capacity to be part of the total delivery process. If not, the role will be that of
designing and constructing a project that is nominated and dominated by others.

The “"Compleat” engineer must be able to communicate, debate, modify and adapt the
needs and benefits of the infrastructure project being proposed. This requires an
understanding of the economic, social, cultural and political processes in the
community. They are perceived to be skills in which traditionally, entrants to
engineering schools are not strong. :

€ngineering schools are extensively revising their curriculum to provide more choice for
engineers. Ue have seen an explosion in further education for graduates. Some of
these programs are excellent and relevant, but the individual needs to exercise
selectivity. The first step must be to have a career plan and a vision for the future, then
to work towards it.

The major areas that need addressing as our infrastructure ages are quality, safety,
and refurbishment. Public safety versus costs is the subject of risk analysis and
management. Refurbishment is an asset management option. The engineer must have
the technical skills to evaluate the complex performance of the infrastructure but that is
not enough. In order for engineers to prosper and be relevant in the new delivery
process, their undisputed technical skills must be enhanced by planning, management
and political awareness and an appreciation of financial issues.

*An abbreviated version of Dr Wynhoven's address to the Institution of €ngineers Australia
(Victorian Division) Seminar on “Infrastructure Replacement in €stablished Urban Areas”,
Melbourne, 29 August 1995.




