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Yours, theirs, or ours?
Responsibilities in Performance Based Contracting

Thereisincreasing interest in performance based contracting, especialy in the
area of roads.

Roads are amajor asset for al levels of government and the cost of road trans-
port isamajor issue for many industries. Roads are visible, road performance
affects everyone, and there are powerful lobby groups arguing for better per-
formance and/or more money to be spent.

If performance based contracting can survive and thrivein theroad
maintenance area, it has prospects ever ywher el

Schedule of Rates? Lump Sum Short Term? Lump Sum Long Term? Mixed

Schedule of Ratesand Lump Sum?  What works? What doesn’'t? Join the

discussion on this important topic in the new weblink forum
“Performance Based M aintenance Contracting”

NS
<X P & Thisweblink isbeing moderated by Tim Provis and Ashey Prabhu of
. 900 Q the Civil Congruction Company, Peter Fortune from Brimbank City
Q¥ «° Coundil and Rodney Deane, a.consuitant with Sinclair Knight Merz &t

Www.amgji.com

Tim Provisand Ashay Prabhu, Civil Congtruction Company, Tasmania—joint winners
with Brimbank City Coundil of the Augirdian Loca Government Award for Asset Management
Excdlencein the 1998/1999 Internationa Assst Management Competitions - have prepared a
background paper which you will find on the above website. See dso “The Contract
Advantage’ ppl30, 134 and “Viewson PBMC’ ppl34-1345.
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The Contract Advantage:

Characteristics of the Major Contract Types

Extract from Ashay Prabhu and Tim Provis
“Outsourcing” - full background paper can be found
on website: www.amgi.com/contracting.htm

1.
Schedule of Rates

This type of contract requires specific activities
to be performed for fixed rates, these activities
are usualy defined by method or product type
specifications. Work is performed on an as or-
dered basis and performance is measured in em-
pirical terms based on the work conforming to
the required standards. These contracts are often
limited to routine type activities but may also in-
clude some periodic type activities.

Characteristics

Individual activities identified as scheduled
items with estimated quantities.
Performance specified in terms of product
quality or work method.

Mogt risk accepted and managed by the client
High levels of administration by client

High levels of expertise and knowledge held
by the client

Low risk level to provider

Low levels of management required by provider
Little opportunity for innovation by provider
Low level of influence on asset condition by
provider

Easy entry of providers without history of
road maintenance delivery.

2.
Lump Sum Fixed Term

In this type of contract a range of activities are re-
quired to be performed for a fixed lump sum, in
these short term contracts the scope is usualy lim-
ited to routine activities with separate arrangements
made for periodic activities. Performance is meas-
ured by the repair of defects within specified limits
of time and quality.

Characteristics

Often separated into work packages such as roaddde
vepetation, traffic fadlities pavement ec.

Variable levels of risk for both clients and pro-
viders depending on packaging.

Intervention level and/or frequency of service
used to define requirements and performance.

Some opportunities for innovation by providers.
Usually high levels of administration and in-
spection by client.

3. Mixed Schedule of
Rates and Lump Sum

This type of contract generally contains sepa-
rate parts with the more minor reactive routine
activities covered by the lump sum component
and the less predictable or larger activities
cover by the schedule of rates component.
The range and divison of activities varies
widely in this type of contract, as do methods
of measuring performance.

Characteristics

Increased levdsand acogptance of risk by provider
Requirement for performance definitions
and measurement criteria.
Reduced |levels of adminigrative effort by client
Reduced levels of resources and expertise
required by client
Increased levels of technical and manage-
ment expertise required by provider.
Opportunitiesfor innovation by provider toreduceaods
Greater reliance on cooperative reationships
between clientsand provider organisations
Specification and scope design is critical to en-
surethat client expectations can be delivered.
Continued on page 134
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Service Level Agreements: Part 5
SLA Management

Over the pad few issues Sara Cullen has provided information on how to develop a service levd
agreement. Here Sara focuses on managing S_As and provides checkligsfor activitiesand sdills.

Organisations across Australia are increasingly moving towards competitive
tendering, contracting, purchaser/provider models and SLAs for the manage-
ment of services. As a result, managing internal and external agreements is
becoming core to overall business management.

The changing nature of SLAs means that the responsibility transcends the tra-
ditional, more administrative role. To manage today's SLAs, a direct role
must be played at a strategic and operational level to ensure value for money

is achieved and risks are minimised.

The scope of a SLA Manager’s ongoing activitiesinclude:

v
v

v

Applying - performance penalties and/or rewards (if specified).

Assessing - performance and cost trends each reporting period and over the life of
the SLA; need for changes to personnel, policy and procedures.

Auditing - compliance with the SLA provisions, interna controls, performance,
billing information, and “open books’.

Benchmarking - costs and/or performance levels with industry standards and
leading practice.

Communicating - to al affected stakeholders any potentia changes to both
organisations and the impact on their objectives and the services provided.

Developing — an ongoing improvement agenda to ensure continuous improvement
of services, the relationship and the use of IT.

Documenting - all formal and informal communications within the organisation and
between the parties in a systematic manner that provides an audit trail.

For ecasting - volume and capacity of services required and cost.

Keeping informed — emerging technologies, industry standards, market prices, use
of subcontractors, and of changes to financial and organisationa situation that may
affect the contract.

v Implementing - variations to the SLA and documentation to reflect changes

in best practice, requirements, performance levels, etc.

v Liaising - with interna management and users and between the parties

regarding issues and feedback .
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v Meeting - regularly with both parties regarding strategic, performance and
operational issues.

v Monitoring - performance levels, volume levels and the organisation’s effec-
tive use of the contractor.

v Negotiating - desired changes to the arrangement by either party and resolu-
tion of issues and disputes.

v" Planning —sarvice and business continuity in event of service or contractor failure,

v Preparing - for the end of the SLA, both the conclusion of the natural term
or early termination.

v Reporting - achievement of strategic and operational goals of the services
contracted and the SLA itself.

v Structuring - management/operational accountabilities and processes inter-
nally and between the parties.

v Verifying - invoices for payment and appropriateness of requests for service
changes by either party.

Skills that need to be accessible
by the SLA Manager

Financial " Accounting — particularly with financial reporting
skills: ~ Cost management - assessment, modelling and
tracking

Pricing - options and sensitivity analysis

People  * Communication - identification of two-way needs
sKills: and application of techniques

Liaison- interpersonal skills and networking
Negotiation - strategy, conduct and administration
Organisational change - planning and directing
behaviours to achieve objectives

Relationship management - to transcend traditiond ad-
versaid supplier/cusomer rdaionshipsto apartnership
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Skills required for Service Level Agreements, cont.

Specialist
Skills:

Process
Skills:

Administrative - record keeping, approval processes, distribution

and control
Forecasting - use requirements and business change impacts

Organisational alignment - restructuring processes and account-

abilities to meet the needs of contract execution

Planning - all aspects of strategic and operational management, and

for contract end
Problem management - timely identification and resolution

Project management - setting in place and monitoring the tasks, re-

sources and timing required to accomplish the activities required
Quality management - best practice, industry standards, etc
Reporting - design and preparation

Auditing - SLA compliance, internal control, performance levels
and cost

Contract law - particularly variation, intellectual property rights,
dispute resolution, remedy and termination

Performance management - measures, reporting, and benchmark-
ing

Risk management - identification and minimisation

Technical skills - in the services being provided to accept quotes

and deliverables, assess performance, and scope requirements

In the next issue: Your Questionson SLAS

1. Sarawill answer your questionsin the next issue. If you have not already
done so, email them directly to her at sacullen@dc.com or to sam@amgi.com

2. Sara' s 2 day workshops in negotiating, establishing, implementing and
managing Service Level Agreements will be repeated in November. The
times and places have yet to be finalised but information will placed on the
www.amgji.com website on the conference page when available.

Sara Cullen is a senior
manager a Deoitte
Conaulting with 16
years experience in
outsourcing.
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Continued from page 130

Contract term should be longer to allow
benefits of improved delivery and man-
agement to be realised.

Ideally Lump Sum activities should reflect ac-
tivities for which a frequency of occurrence
can reasonably be estimated and/or those for
which occurrence can be influenced by the
provider. Schedule of Rates activities should
then include those activities for which it is
unreasonable to estimate a quantity or
which require providers to accept unrea-
sonable levels of risk.

4. Lump Sum Long Term
(Performance Specified)

These are relatively new contract types and
their form is far from clear, broadly they allow
for the physical owner of the assetsto vest in a
provider most of the responsibilities of owner-
ship for a significant period usually about 10
years. The degree of this ownership appears to
be one of the maor issues for performance
contracts and the separation of the functions of
ownership and the associated risks a major task
in their design and development. In most cases
the contracts allow for the provider to take up

ownership of al but major enhancement or
replacement and legislative responsibilities
for the majority of assets related to a road
network. There are issues as to the physica
limitations of this scope such as the inclusion
of bridges and other structures, some ancil-
lary assets such as street lighting and traffic
signals and some non physical aspects such
as social or community services associated
with road networks.

Characteristics

Provide stable budget requirement for client.
Congderablerisk transferred to provider.
Provider often responsible for specification of
work practices and performance.
Highledsdf asst manegamant required by provider.
Opportunities for innovation by provider to
improve effectiveness and efficiency.
Ciet owed adficatios for negids ador
method ey linit provida'sahlity toachieetarges
Provider requires high levels of confidence in
client forward programs to ensure invest-
ment in specific treatment is not lost through
renewal or upgradework.
Contractual arrangements often subject to
extended negatiation and review.
Performance mesares nesded for long and dhort
tam

Refer: www.amgi.com ‘Discussions’ for the full discussion paper by Tim Provis and Ashay Prabhu

DEPRECIATION OF INFRASTRUCTURE ASSETS
EXPRESSIONS OF INTEREST

The South Audtrdian Locd Government Associgtion Financid Advisory Committee has received funding from the Lo-
cad Government Research and Deve opment Scheme to undertake research into the depreciation of loca government in-
fragtructure assats, and the rationship of depreciation to the generd principles of effective infragtructure asst manage-
ment. Thisisasgnificant project, the outcomes of which will be of interest to local government & the nationd leve.

The Steering Committee established to manage the project is now seeking Expressions of Interest
from suitably qualified and experienced consultants interested in undertaking this research.

A copy of the Project Brief and a background Principles Paper are accessible at
www.amgji.com/eoi.htm
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Are we ready for PBMC?

. ..and other issues

Respond to these com-
ments or add your own at
www.amgji..com

Areweready for PBMC?

David Mounter
Construction Manager
Hebou Constructions (PNG) Ltd

In the past there has been a genuine lack of data,
knowledge and understanding of the mainte-
nance costs of mgjor civil infrastructure. Thisis
changing, the industry is developing, but is it
changing fast enough to keep up with the rapid
move to contracting out maintenance tasks?

There are risks for both contractor and asset
owner. To minimize risk of failure both must
have an understanding of the outcomes that are
required, what the important aspects of the work
are and be able to communicate with each other.
In the contractual situations that | have seen to
date this has not been achieved.

Asxt performance can be acomplex issue and issub-
ject to change with usage petterns. A road network is
avery good example of this. The loading patterns can
change with demographics, industrid or commercid
development or changein legidation.

True cog minimization requiires (1) cgpable contractors:
unfortunatdy there are no bariers to entry and amdler
contractors may not gpprediate the complexity or beadle
to handle dl the agpects of the contract, and (2) Ast
owners mug share their knowledge, deta and plans for
theasst —and may beunwillingto dothis

Thereisthe potentid for PBMC to ddliver wadte reduc-
tion and cogt savingsto sodety —but are we reedy?

Key toPBMC successis

Measurement
Rodney Deane, Consultant -
Sinclair Knight Merz P/L

| work for a consulting engineering company SKM and

their subsdiary Maintenance Management Audrdia

(MMA). | have been associated with four outsourced
performance basad maintenance management contracts

(average vaue $100m) and | have seen the benfits of
performance based contracts in cost savings and focus
on the maintenance management task.

The key issue is measurement. ~ What data is
available? Isit reliable? isit measuring the right
things? What are tenderers to do? Can every-
thing be scoped properly? What are the drivers
for the contractor to perform with good work-
manship around the margins where the perform-
ance gpecification can't go? How literal and
technical will the Principal be in requiring adher-
ence to the specified performance or will the
Principal and the Contractor be able to work co-
operatively towards joint goals?

Long Term PBMC—First

I mpressions favourable
Mark Bowerman Senior Supervisor (Network
Operaions) Dept Transport Hobart

Some of the things that have impressed me so
far (12mths + into along term contract) are:

1. Greater flexibility exigs particularly in rdaion
to budgeting and programming of works.
Investment beyond 3 years is possible.
Smarter maintenance practices, instances
where the contractor has made initia in-
vestments and as a result of this mainte-
nance expenditure has dropped off.

With a schedule of rates contract expendi-
ture for some items can be very erratic, as
contractors wait for approval for these
items or it is seen as someone else’s prob-
lem. Inour Long Term lump sum contract
the money is very much the contractors
and there is an incentive toward effi-
ciency. Seasonal conditions and the best
place to target expenditure in the network
are more likely to be taken into account.
Long Term Contracts are more likely to be
innovative as smarter work practice will make
more money.

2.
3.
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PBM C — An in-house con-

tractor viewpoint
Peter Fortune, Asset Manager
Brimbank City Council

Brimbank Council’s in-house team has been suc-
cessful in a recent outsourcing process, winning a
3 year contract. It would be assumed that if not
previously in existence more stringent recording
procedures would be implemented as facts and
figures will be essential to the Contract Officer to
ensure the requirements of the contract are being
adhered to. This sort of information when shared
will be beneficia to Asset Management in produc-
ing Asset Plans.

Unfortunately anecdotal evidence would suggest
that communication and expectations between de-
partments sometimes suffer from blurred and ill-
defined boundaries. It is therefore necessary to
provide a concentrated effort in order to sustain
good communication and beneficial working rela-
tionships. Finances and manpower are other areas
subject to examination and each of these could
probably provide a platform for discussion by
themselves.

It will be some time before an accurate picture of
the benefits or otherwise can be determined.

Issues currently engaging the minds of asset managers in

HOBART

For Richard Davoren, Department of Educa-
tion, Tasmania, theissues are;

(1) Ageing Buildings and Over-Provision
Our 230 schools, 9 adminidrative buildings and 53
public libraries, have a high community profile but
they are ageing and there are more of them then are
needed for our current populaion growth rates. The
combination of sgnificant over-provison of schoolsin
aress of reduced demand with the consequentia main-
tenance and rehabilitation demands of ageing cam-
puses thet do nat fully meet sarvice ddivery needs of
the 1990s and beyond is one of the mgjor issues thet
we are currently grgppling with.  Deferred mainte-
nance is a by-product of not having sufficient
funding to address many of these competing de-
mands for capital and maintenance and is sub-
stantial in terms of the asset base. Buildings of
the 60's do not meet many of the statutory re-
guirements and building code of the present time
and addressing the risks presented by these older
structures, is a costly business.

(2) Information Technology —and In-
creased School Security

The provison of information technology into
these older schools also poses challenges as well
as new capital demands. Tasmania has a high
rate of property crime and this affects school
sites aswell. The introduction of computer hard-
ware into schools has made schools an enhanced
target for criminals. Schools have been tradition-

ally community places and people see school
grounds as places where they can associate in, play
gport in and move freely around. This makes secu-
rity difficult. Crime prevention was never designed
into schools built in past times and adapting schools to
comply with CPTED principlesisnot smple.

Somemoreddtal on current asst management adtivities

and isues can be found on the Taamanian Education De-

partment’ swebdte:  hitp:/Amww .tased edu.aufacnet/
Richard.Davoren@Central.tased.edu.au

For Brian Edwards, the newly appointed Manager
Surveying and Asset Services with the Hobart City
Council, theissues are

Quality Assurance and the Costs of Capital
Hobart CC isusing the "Conquest" computer soft-
ware as its core asset management tool and this be-
ing linked to its GIS.  Comprehensive asset man-
agement plans are progressively being developed
for key infrastructure groups and the Surveying and
Asset Services Group are moving towards quality
assurance certification.

An issue of immediate concern is reviewing (and
defending) financial charges as aresult of morere-
liable and relevant information being collected and
used to better reflect the true condition of the assets
and their residual useful lives.
EdwardsB@mailnet.hcc.tas.gov.au
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