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Hydro’s Asset Management Plan a
Model Winner

An asset management plan that sells itself

v’ to users on the basis of its useability and
v" to senior executives on costed benefits

has to be awinner in anybody’ s books.

There are any number of elements in the Hydro Electric Corporation’s winning
entry, submitted by Ken Gray, that can usefully be employed in other agencies,
councils, or private sector companies.

1] Costed Benefits

2] Simple, clear, measurable, goal

3] Assessment of current situation in simple terms

4] Project objectives for the asset management strategy devel opment
5] Project outcomes from the asset management strategy devel opment
and

6] Development of tools of application (condition assessment and reporting)
7] Attention paid to risk and costs

8] A project plan

9] Stakeholder Management Process, and

10] The next steps to be taken

All of this presented in a well-written document, with well-selected illustrations
and appropriate photographs, makes this project accessible even to those with-
out a knowledge of hydro-electric generation. It is a model of how a competi-
tion entry should be presented and is a most justified winner of the Sinclair
Knight Merz Award for Excellence. (cont. p. 170)
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The Hydro’s Winning Asset Management Plan

The executive summary states the case sim-
ply and succinctly (in just 250 words).

Executive Summary

The Hydro Electric Corporation (Hydro) is in
the process of developing strategic Asset Man-
agement Plans for the future management of
critical eements in its dectricity supply chain.
The asset management plans will eventually
aggregate to become Total Asset Management
Plansfor our 27 power schemes.

This report describes the first of these strate-
gic asset management plans which has re-
sulted in an overall cost saving in the order
of $3 million (30%) of the pre-study pro-
jected expenditure over the next 10 years.

The management plan was completed to pro-
vide a comprehensive assessment of trans-
former condition and risk exposure to the
business, and to recommend future mainte-
nance and management strategies to mini-
mise life cycle costs.

A key initiative of the plan is the develop-
ment of life cycle management for transform-
ers. The emphasis on the life cycle is to en-
able the service life of transformers to be
more accurately predicted and provide a ba-
sis for future asset management strategies.

All management strategies have been devel-
oped around this life cycle and the assessed
condition of the transformer.

By adopting this asset management plan over
the next 10 years, the Hydro will:
= Extend the nomina transformer service
life by 13%
= Achieve a maximum reduction of risk
exposure in the order of 60%
= Marginaly reduce transformer refurbish-
ment expenditure, but rearrange priorities

= Significantly defer transformer replace-
ment expenditure by 68% due to its life ex-
tension

* Reduce the existing 79 transformers to 64
and maintain an average transformer age
profile of 35 to 40 years.

Having a clear goal helps.

The Generation Divison's business goals include
developing and executing long term strategies to
maintain the service potentia of aging hydro
plant for as long as they are a commercially vi-
able power sourcein Tasmania.

Passive civil assets comprise about 80% of the
cost structure, not subject to the normal wear
and tear that rotating or electrical components
experience. This, combined with a clean oper-
ating and low seismic environment, as is the
case in Tasmania, and the life of these civil as-
sets can be measured in hundreds of years,
whereas the remaining 20% of assets have
lives measured in decades or less.

The Challenge

The challenge for the Hydro is to take full advan-
tage of the high initid investmentsin the civil as-
sets by developing advanced asset management
plans for those shorter-life eectricadl and me-
chanical assets to achieve maximum plant reli-
ability, manage risk and optimise life cycle cogts.

Assessment of current situation

= Less than optimal maintenance prac-
ticesin the past

= Limited quality knowledge of condition
and performance

= Aging assets approaching the at-risk
phase of the life cycle

= The magnitude of lost income due to
asset failure
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Project objectivesfor the asset manage-
ment strategy development

At project conception the following strategic
objectives were set:

= Deveop high-level corporation policies for the
future management of critical switchyard assets

= Assess the condition of al hydro power
transformers

» Determine a strategic asset management plan
based on the power transformer policy, quan-
tifying business risk exposure and strategies
to mitigate risk to an acceptable level

= Develop life cycle management strategies for
transformers

* Produce an optimised projected refurbish-
ment and replacement expenditure profile for
transformers over the next ten years

= Develop auser-friendly condition assessment
and prioritisation tool for field personnel and
management reporting

Both senior management approval of the plan
and ownership of the recommendations by field
personnel would measure project success.

Key Hurdles overcomein the path to
success included

Switchyard policies

No switchyard policies were available,
from within or externd to the Hydro, which de-
scribed asset management objectives in terms of
performance, compliance, risk management and
the life cycle costs, or detailed the principles re-
quired to achieve the objectives. Policies were
drafted for al key assets and fina approva ob-
tained after extensve discussons with stake-
holders and management

Resear ch/ infor mation gathering

A study of technical papers and discus-
sion with national transformer experts to obtain
contemporary transformer assessment philoso-
phy produced limited information. Little condi-
tion assessment criteria was found to exist for
hydro generator transformers so a high degree of
engineering initiative and judgement was nec-
essary to develop an asset management plan
for hydro power transformers.

Develop a life cycle asset management plan
A transformer life cycle curve was re-
quired to develop a management plan. While
generic life cycle curves were readily avail-
able, this hurdle was not overcome until a pre-
liminary report became available from the Ca-
nadian power industry on life cycle manage-
ment of hydro assets. Limited information
from this report, together with engineering
judgement, delivered the life cycle curve.

The condition based management plan for hydro
power was then developed by gpplying engineer-
ing judgement and bringing together the life cycle
curve, the expected gages in a transformer’s life,
and the recently developed condition assessment
criteriaand condition quality index.

Stakeholder M anagement Process

Presentations were made to stakeholders
during the transformer study and again soon &f-
ter the report was issued. The success of the fi-
nal presentations was measured by surveying
attendees.

A very high degree of positive response was re-
ceived with all stakeholdersfinding it relevant to
their work and anxious to find out more, as evi-
denced in statements like the following:

“An excellent approach to a study on genera-
tion assets on behalf of asset owners. | see
this work as invaluable and | fed it should be
extended to all other key asset groups’

and

“I back the report 100% and intend to imple-
ment the recommendations ASAP or to
budget. | fully understand the ramifications
of the do nothing syndrome. An excellent re-
port.”

What the users liked was (1) clear strategic
directions (they could understand) and (2) the
development of user tools: the condition as-
sessment criteria and the condition quality in-
dex, which meant they were not just being ex-
horted to do something, they actually had the
tools to do the job.
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Trends in

Property Disposal

in Australia, Canada, and around the World

= How are other countries managing
their property disposals?

=  What problems do they face?

= What direction are they trending?

This article by Liz Fox, of Ottawa, Canada,
reviews Australia (Commonweath, New
South Wales, Queensland, Victoria), Canada
(Federal, Alberta, British Columbia, New
Brunswick, Nova Scotia, Ontario, Quebec,
Saskatchewan), Switzerland, the United King-
dom and the United States.

The study was completed August 1998.

“Property Disposals no longer an in-
house activity”

The maority of the countries studied no
longer require in-house public servants to
manage the disposas of Government real
property. Disposals in Commonwealth coun-
tries, such as Australia and the United King-
dom have been handled by private sector
agents for some time, abeit under the man-
agement and co-ordination of “in-house” gov-
ernment teams.

“Crown Corporations taking a more
commer cial approach”

Almost al governments reviewed have moved
to using Crown Corporations or partnership
approaches with the private sector. Only the
Federal Canadian Government, among the
countries surveyed, had two separate organi-
sations, a departmental organization and a
Crown Corporation required to undertake dis-
posals for a Government.

“Few centralised property managers
left”

With the exception of the Canadian Federal
Government and the Provinces of Nova Sco-
tia, New Brunswick and Switzerland, which
have appropriated funds for facilities to be
managed centrally, almost all countries have
moved to a commercia basis, including most
large Canadian Provinces which are serviced
by Crown Corporations.

“Australian Governments moving
away from property owner ship”

Property reforms in the Australian Common-
wealth Government have resulted in more rig-
orous ownership assessment reviews and di-
vestment activity. The am is to achieve the
Government’s goal to move towards non-
ownership of rea property and to move the
Domestic  Property Operations Group
(established May 1998) to an advisory role to
Government and best practice resource for de-
partments and agencies.

“New Focus on Strategic Planning,
Audit”

In recognition of the need for a strategic plan-
ning and coordination body after the impact of
decentralisation and devolution, Australia
(CW, NSW, QIld,) are in various stages of es-
tablishing Cabinet-level strategic planning
and co-ordination bodies. Whol e-of -
government financial and administrative
benefits in regard to the sales program are
pursued through the establishment of a Com-
monwealth Property Committee. In Victoria
(Australia) the Government Land Monitor
agency was established to audit cases where
properties are valued in excess of $250,000.
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Similarly, while the UK Government isin the
process of deciding whether to transfer all
assets to the private sector, there is a growing
recognition of the need to consider the cost to
the exchequer as a whole. Consequently the
UK is moving towards an increased empha-
sison internal co-ordination.

In the Australian CW and NSW govern-
ments, strategic planning and co-ordination
activities include the establishment of regis-
ters of property holdings, including occu-
pancy rates, space usage densities and all
costs as a means to monitor, benchmark per-
formance and assess the application of appro-
priate “incentives’.

“Canadian Federal Government
moving against the global trend”

Globally, the trend towards establishing stra-
tegic management frameworks to manage
property holdings, usage and disposal, is not
fully reflected in current Federal Government
management practice in Canada. Although
the Bureau of Real Property Management
(BRPM) was established 10 years ago as the
strategic property unit in Canada’s Treasury
Board (Budget Office), it has over the last
three years lost its higher focus and reverted
to managing operational transactions.

“Four models currently in operation”

Model 1.
Government Department
(GD) Services

Definition:

Countries in the Government Department
(GD) Services group embody the traditional
approach to asset disposal since the estab-
lishment of their laws governing the use and
disposal of rea property. They have exclu-
sive and mandatory agents for the disposal of
government-owned assets operating under

appropriated funding with sales proceeds going
to a government fund for either general reve-
nue, debt reduction, of financing community
projects.

The identified countries in this category are:
Canada (New Brunswick, Nova Scotia), Swit-
zerland and the United States.

Trend: No changein current directions

With the exception of the United States, which
is currently undertaking a review of the Prop-
erty Act for the purposes of identifying initia-
tives to promote Federal real property asset
management, beyond the current focus on dis-
posdl, there appears to be no movement to change
existing disposal practice. One exception is Nova
Scotia, which is looking a implementing charge
backs for the costs associated with operating and
disposa of properties.

Issues: 1.“A lack of businesslikeincentives’

Major issues related to the current system of dis-
posal in New Brunswick, Nova Scotia and the U.
S. cover a number of smilar concerns, notably
lack of business-like incentives to improve the
management of real property holdings.

2. “More options needed”

The U.S. cites limited alternatives short of dis-
posal and is looking for ways to improve under-
performing assets by increasing flexibility and
options at the pre-excess gate, such as expanding
the use of exchange and out-leasing transactions
and pursuing the use of public/private partnership
ventures. Nova Scotia, Canada cited the cost of
operating the buildings until Real Property can
dispose of them.

Moded 2.
Government Commercial
(GC) Services

Definition:
Government Commercial (GC) Services re-
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semble the previous model in terms of tradi-
tional, historic policy approach to government
disposal but are becoming more commercial.
Governments in this group do not have exclu-
sive and mandatory agent status for the dis-
posal of government-owned assets.

Property disposal can be carried out on behalf
of a custodian department through severa
agents — the GC group itself, an independent
agency or Crown Corporation (as in Canada),
a private sector real estate company or the
custodian department. Proceeds can be di-
rected to a Consolidated Revenue Fund (CRF)
but generally, there is some form of revenue
return to the disposing custodian.

The identified countries in this category are:
The Canadian Federal Government, and Aus-
tralia (Queensland).

Trend: Private Sector favoured

Private sector agents tend to be chosen for
properties that warrant a sophisticated market-

ing strategy.

The Canadian Federal Government has two
agents providing disposal services. the arm’s
length Crown Corporation, the Canada Lands
Company, and Public Works and Government Ser-
vices (PWGSC) Red Property Services (RPS).
The vaue of having two agents (in-house govern-
ment and private sector or Crown Corporation)
performing smilar roles is quedionable given
globd trends towards the private sector modd.
RPS has moved from managing buildings to man-

aging performance.

Issues: 1. Need for better reporting and infor-
mation on a broad departmental wide basis

Canada' s RPS is dealing with the loss of its
service provider role at the same time as it is
seeking to move to a more strategic advisory
roleto clients. Stakeholder feedback indicates
the need for a reliable, centralised source of
strategic advice and support to custodians

both for real estate and issues such as abo-
riginal title/interest in Crown lands. Depart-
ments are seeking “ better reporting, feedback
on disposals and for information on a broad
departmental wide basis’.

2. Insufficient incentives to declare surplus

An issue is insufficient incentives for custo-
dians to declare surplus assets as they see the
revenue-sharing arrangements to be unfair.
Other concerns relate to the issue of account-
ability as cudodians are responsible for the full
lifecycle management of their property, including
responsbility for environmenta and asst integ-
rity aspects of cudtodianship, but have little au-
thority to undertake red property transactions.

Model 3.
I ndependent Agency/
Crown Corporation (CG) Services

Definition:

Agencies in the Crown Corporation (CG)
model operate almost exclusively as manda-
tory and sole disposals agents to their respec-
tive governments (exceptions are Canada
Lands Company Ltd and British Columbia
Buildings Corporation which compete with
other agents.) Proceeds from real property
are used firstly to pay off disposal costs and
associated debt, and the remainder is re-
turned to the Province o CRF.

In this category are the Federal Government
of Canada, the Provinces of British Colum-
bia, Ontario, Quebec, Saskatchewan.

Trend: Need for Crown Corporations being
questioned

Crown Corporations are fairly recent crea
tions. Current trend is to question the con-
tinuing need for a Crown Corporation to per-
form activities aready undertaken by the pri-
vate sector.
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Issues: Efficency hampered by environment

Crown Corporations are required to obtain
best value for disposal of Crown lands, and
thus generate benefit for the Crown but are
vulnerable to policy changes, as well as the
economic and political environment. For
example, devolution of property manage-
ment (and environmental clean up) respon-
sibility to provincial departmentsin Ontario,
loss of CC’s authority to retain all revenues
from sales and transfer of all real property
back to the Ontario Government has fuelled
amove from a CC to a private sector opera
tional model where the intention is that, in
five years, Ontario Realty Corporation will
become an optional service.

Mod€ 4.
Private Sector
(PS) Services

Definition:

Governments using private sector services
exclusively have agued a range of benefits
(ie management, operational efficiencies
and maximization of property value) associ-
ated with contracting out disposal activities
to the private sector. The contracting out is
viewed as a “partnership” arrangement ena-
bling the government to move from the pre-
vious service provider role to a more strate-
gic planning and co-ordination role across
whole-of-government.

Identified countries in this category are:
Audtralia (CW, NSW, Qld, Victoria), Can-
ada (Alberta), and the United Kingdom.

Trend: Increased reliance on private sector

Based on the countries surveyed, there is a
trend to increased reliance on private sector
agents for the delivery of disposal services.
Parallel to thisis a trend to central govern-
ment co-ordination and planning bodies to

oversight sales programs and provide strate-
gic property advisory services to depart-
ments.

| ssues. Emerging centralised co-ordination

In general terms, the government as custo-
dian is responsible for the disposal of its
Crown properties but uses panels of private
sector agents, sales advisors, etc to imple-
ment the actual sales. In all cases, the
agents contracts are managed by in-house
government teams. The emerging central-
ized co-ordination function stems from gov-
ernments’ concern over potential probity is-
suesin relation to property sales and the need
to ensure a strategic, whole of government
approach to the management of public sector
assets.

Conclusion

Globally, Governments' priority is on divid-
ing real property ownership according to core
and non-core property, divesting non-core
property and promoting agency responsibility
for real property management through life
cycle asset management, performance meas-
urement and benchmarking. In terms of the
management structure required to perform
these tasks, Governments, globally, are opt-
ing to “contract out” the real property dis-
posal functions in the form of a partnership
approach with the private sector.

Liz Fox is a Canadian who spent a few years
with the New South Wales Public Works De-
partment before leaving to join the Canadian
Audit Department in Ottawa.

She has won a High Commendation from the
judges of the International Asset Manage-
ment Competitions 1998-1999 for this entry.
She may be contacted at
<fox.elizabeth@hotmail.com>
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Our judging pane for the Awardsthis
year:

Our judges this year were drawn from the ranks of
senior practitioners

v David Hope
v' Jeff Roorda

and past winners of Competition Awards

Simon Soon (1996 overdl first prize winner)

Phil Holloway (1997-1998 overall first prize
winner)

Bevis Kennett (1997 —1998 peer review win-
ner)

Michael Zisder (1997-1998 runner up)

Neil Tucker (1997 — 1998 award winner)
Linton Pike (1997 — 1998 award winner)
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International Assst Management Competitions
19981999

“WHAT THE JUDGESHAD TO SAY”

As convenor of the competitions | am delighted to see
the quality being maintained and increased. This
year we had over 100 inquiries, and 25 entries —
which suggests that intending entrants are carefully
considering what they submit. Also supporting thisis
the fact that this year, for the first time, all entries
were qualifying entries.

To help intending entrants in the Y ear 2000 competi-
tions, here are some of the judges comments. Over-
all, entries are improving in the statement of objec-
tives and description of project. More attention
needsto be paid, however, to costs and benefits.

On Criteria

(Entrants were asked to eablish the context, date the chal-
lenge or opportunity they faced, Sate the objectived/criteria
for successffailure, show what alternatives they consdered
and arguewhy they chose the option that they didl)

Comments  “Alternatives needed to be covered to a
gredter extent so that the rationde for choosng the pre-
ferred option could be better dedt with”; “Objectives
were not gated up front but ingead hidden within the
paper”; “Success and falure criteria not daed’;
“Objectives not defined”; “Provided sufficient linkage
between the asst management drategy and the organ-
izationa objectivesto identify the chalenge’:

On Action Taken
(Entrants were asked to describe the project, its
costs and its outcomes)

Comments: “Documented process, gave good un-
derstanding of the issue, planning steps provided”;
“Costs given in tabular form but needed to be ex-
panded’; *“diagrams given but not used to good
ability in support of argument”; “No tangible
benefits quoted” “Potential use of system and its
data were expressed in the “future’, there was no
evidence of this delivering the benefits yet” “only
the costs of the project were given, therefore diffi-
cult to judge the benefit to the organization”;

On Value
(Judges were asked to assess the value of the entry
to the organization and to others)

Comments: “ The value to the organization is clear
but what about the flow on benefits, has it inspired
other initiatives or thinking?'; “the use of these
guidelines to benchmark al public facilities could
prove invaluable’;

On Style of Presentation
(Judges were asked to asessthe Syle fromthe point of view
of readahility, interest, and adute use of illudtration)

Comments: “clear and concise” “background paper
gave good anecdotal examples’ “good style and
layout”, “diagrams were well balanced” however
the judges pointed out that in some cases “it was
not an easy read but had content”, “fonts too
smal”, “poorly articulated” “charts not tied to
text”; “photographic examples could have been
useful” “diagrams were well balanced, but needed
more graphical information to see effect of im-
proved systems, outputs, etc from database.”

And an important point for all intending
entrants -

“considering the audience is internationa, it is ad-
visable to explain terms and abbreviations’.
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