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As a portfolio manager, how do you make the choice to invest your
limited funds in two similar assets like these?

...Did your answer consider how important each of those assets
are to your core mission, or what could happen if you deferred the
investment in either one?
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In 2004, a survey of asset management executives found that
nearly 90% strongly agree that there is a strong linkage between
asset alignment and the overall enterprise strategy and mission

» Other results from the survey:

— Many responded that their organization has no criteria or process for characterizing
this aspect of an asset’s value

— Most organizations possess assets that are not closely aligned to their missions, and
this situation is not expected to improve

— Asset management executives usually contribute in a key way to enterprise strategy-
setting and decision-making, but senior executives (CEO, CFO, COO) and customers
assess “mission fit”

» There is a need for criteria and processes to characterize the asset’s value to
the mission

» Obstacles include:

M Inadequate resources M Lack of criteria or methods
M Lack of management commitment M Organizational disconnects
M Lack of policy M Lack of accurate information or systems

[— F— Source: Enterprise Asset Management Survey, Booz Allen Hamilton, 2004
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The emphasis on effective management of Federal real property
has increased over the last several years

i GAO » In January 2003, the Government Accounting Office (GAO)
;E—WW_‘W—W‘ identified Federal real property as a high risk area for the US
Highlights
Highlights of a high-risk area discussed in » The pI'Ob|emS |dent|f|ed InC|Uded the f0||0WIng

the GAO report entitled High-Risk Saries:
Federal Real Property (GAO-03-122) _ LaCk Of aCCOUn'[abI“ty

Insufficient real property information
Significant amount of under or unused space

Why Area Is High Risk

Long-standing problems with
excess and underutilized real

High cost to operate and maintain

pgiﬁ;gg; fetenonlne — Lack of means to dispose of unneeded property

property data, and costly space

challenges are shared hy . . . .

several agencies, These » Following GAO’s findings, President Bush added real property
factors have multibillion-dollar . ,

cost implications and can management to the President’s Management Agenda (PMA)
serrousl jeopardize mission .

el through the establishment of E.O. 13327, Federal Real

Federal ies f .

it el Property Asset Management in February 2004

property due to the threat of
terrorism.
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The domestic US Federal real property portfolio is massive

Comprised of a diverse set of assets, the owned portfolio value is Transportation systems:

currently estimated at around $327 billion. Data collected on real property Sﬁgg:f?ﬂ;‘ggl?reas'

is grouped in to three categories: buildings, land, and structures railroad and aviation
systems

$200 + Recreational areas:
Trails, Campgrounds,

| Maintained
$150 Landscapes, Picnic
Estimated Acquisition Value- Areas

$100 1 Domestic Real Property (in Billions) Utilities: Water, Waste
Water, Electrical,

$50 1 Heating and Cooling

Plants, Dams, and Fuel
$0 llll!j | — — l Systems Y

DoD | Interior | VA |Energy | TVA | USPS | GSA | DHS | USDA | NASA | Other

Technology: Radio,

W Seriesl |$154.0 | $24.0 | $24.0 | $21.0 | $20.5 | $19.0 | $195 | $7.5 | $7.0 | $7.0 | $23.5 Phone, Computer,
Marinas and waterways
Overview of the Federal real property portfolio Buildings: Administrative
*98% of Federal real property is located in the US and housing

+89% of Federal building space is owned, 11% is leased from the private sector ~ Cultural resources:
billion i I | Ruins, fortifications,
*$7 billion is spent annually on rental costs Monuments, Memorials,

*98% of Federal land is owned, 99% of this land is within the US and Outdoor Sculptures
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EO 13327- Federal Real Property Management outlines key
objectives aimed at changing the status quo

» EO 13327 aims to “to promote the efficient and economical use of Federal real property
resources in accordance with their value as national assets and in the best interests of
the Nation...”

— It requires “executive branch departments and Agencies...recognize the importance of
real property resources through increased management attention, the establishment of
clear goals and objectives, improved policies and levels of accountability”

— It requires “heads of all executive branch departments and Agencies...designate
among their senior management officials, a Senior Real Property Officer...(who) shall
develop and implement an Agency asset management planning process..."

v

Sec. 3 (b) specifically requires Agencies:

— ldentify and categorize all real property owned, leased, or otherwise managed by the
Agency

Prioritize actions to be taken to improve the operational and financial management of
the Agency'’s real property inventory

Make life-cycle cost estimations associated with the prioritized actions

Identify and pursue goals...consistent with and supportive of the Agency’s asset
management plan...
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Additionally, the President’s Management Agenda, established in
2001, included real estate asset management as part of its strategy
for improving the management of the federal government:

» The PMA include Progress and Status milestones for accomplishment are established by an
Agency each for each fiscal year in a “Proud To Be” (PTB) memorandum issued and
coordinated by the office of Clay Johnson Ill, Deputy Director of the OMB

» PTB is a tracked by quarterly following the fiscal year. Agencies may communicate directly
with OMB representatives regarding maintaining their established schedule

» OMB scores Agencies on Progress and Status of implementing EO13327 based on an
Agencies’ adherence to the schedule established by the PTB for the year going forward

» While each Agency is allowed to create it's own timeline, all agencies were expected to have
created an electronic inventory system by 2006
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Making difficult resource decisions is not an uncommon challenge
for public and private sector asset managers

» Real property and facilities are typically the third largest expense an organization
incurs — after people and technology

» Key drivers of asset management decisions
Rapidly degrading condition of infrastructure and assets
Shortage of resources/funding for renewal

Emerging business continuity and renewal needs

Underutilization due to changes, realignments, and the introduction of new workplace tools
and technology

Financial, historical, political, environmental, and institutional difficulties for aligning and
disposing assets

» This need forms the basic business case for developing an asset prioritization tool

...as Peter F. Drucker said, “If you can’t measure it, you can’'t manage it.”
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What is an Asset Priority Index (API1)?

Asset Priority Index (API) » Understanding the importance of assets

» A criteria-derived metric that helps asset relative to one another empowers leadership
managers assess and document the priority to make critical budgetary and programmatic
or level of importance of facilities relative to decisions
one another » The ability to prioritize allows management to

» A concept widely used in other facility align funding and resource aIIo_cation with the
management organizations and industries, a most valued assets from a business
critical element used by management to perspective

support portfolio-level decision making

v

The APl is an industry “best practice” cited in
the Journal of Corporate Real Estate and was
recently designated an ASTM Standard

The API approach we will share draws from our experience working with large asset portfolios,
and builds upon approaches such as the US Navy’'s Mission Dependency Index (MDI).
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Asset prioritization is now a part of ASTM Standard E 2495-06 —

(ﬂ% Designation: E 2495 — 06

ul’

INTERNATIONAL

Standard Practice for
Asset Utility’

This standard is issued under the fixed designation E 2495; the number immediately following the designation indicales the year of
original adoption or, in the case of revision, the year of last revision. A number in parentheses indicates the year of last reapproval. A
superscript epsilon (€) indicates an editorial change since the last revision or reapproval.

INTRODUCTION

Identifying assets that are most critical to a mission or practice 1s challenging for most business
entities. The ability of a business entity to minimize the gap between its asset portfolio and
ever-changing organizational missions often determines its success or failure in achieving designed
objectives. The goal of this practice is to provide managers with a disciplined, quantitative approach
to an inherently subjective decision-making process: determining which assets are critical to an
entity's designated mission and are therefore deserving of priority attention or funding.
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—and was recently highlighted as a component
of business continuity and emergency planning.
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Asset prioritisation strategy:
A quantitative approach
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Most
Critical

Asset
Priority

Least
Critical

Target Asset

Condition & Priority

High Investment
Priority Assets

Priority Assets

Low Investment

Candidates for
Disposal

Best
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Asset Priority Index

Before we go into process, here is an example of how to interpret
APl results

O

°

4

°0

Facility Condition Index
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There are five steps to creating the Asset Priority Index

Develop Assemble Score assets
Brainstorm scoring /:vsesle:‘t“anny senior with
API criteria scales for uf APGI’crngrla team to respect to
each criterion score assets criteria

The API criteria—typically, two to six—often cover “standard” business continuity aspects
and descriptors of “core business activities”

Brainstorm
API criteria

Develop
scoring
scales for

each criterion

measures, we typically use scales (e.g., 4 is “highest/best”; 1 is “lowest/worst"); we
develop definitions that allow scorers to distinguish between each ranking

} Because the criteria do not represent currency, percentage, or other quantitative

Assert any
weighting”
‘of API criteria

Sometimes, certain criteria are more important to an asset’s priority than other criteria.
However, many organizations start from the premise that all criteria are weighted equally

A senior team comprised of representatives from most/all internal organizations is
AS:;T;'Q } assembled to rank/score assets; while representing an internal organization, the
team to

score assets

representatives must have the vision to score assets for the entirety of the organization
(i.e., what is best for the entire business, not the scorer’s individual concerns).

wih respect to the criteria established above; for example, scoring 100 assets for 5 criteria

respect to N
criteria represent 500 separate scoring events

Scoreassets> } Using a facilitated session, methodology, and toolset, the managers score each asset with

Natonal Faciles nmm-na Technclogy
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Select API criteria that reflect the organization’s >"'”"‘e"“>§5?‘55é‘170>m'"3?;cziiﬁieje?m>
overarching mission, that address all aspects of
that mission, and are broadly accepted within the organization

» Some examples past clients have selected:

M Mission support M Exclusivity

M Asset visibility M Future need
M Contribution to continuity of M Relocatability
operations

» When selecting criteria, it is important to consider not only what is important
now, but also to consider future business needs

» Clear definitions and consistent application are also key

Natonal Faciles nmm-na Technclogy
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“Weighting”
lcriteria /Scalesfor 00100,/ teamto  frespect to

Develop sertany \ASSemble \Score assets)
rainstorm \ scoring senior with
ach criteriol core assets/  criteria

API Criteria: Interruptability and Relocatability

Interruptability Scoring Definitions

Interruptability is the level of tolerance by the business 4 — Critical No outages can be sustained.

for outages and downtime of an asset. Higher ratings are - - - -
given to assets that are critical or key back-ups for the 3 — Serious Outages of short duration, minutes to hours, can be sustained.
core business (e.g., provide single point of failure, key 2 — Moderate Outages of days or weeks in duration can be sustained.
business continuity functions) where impact to the

business of an interruption is severe. 1 — Minor Outages for months or longer can be sustained.

Scoring Definitions

Relocatability ™ L N N N
4 — Critical It is impossible to relocate functions housed by this asset.
Relocatability is the measurement of whether the
business can be completed from an alternative or 3 — Serious Relocation is feasible but serious logistics or time constraints
temporary facility. Consideration is given for time and exist
|OgiStiCS to relocate, the proximity to customers and 2 — Moderate Relocation is possible with few constraints.
community, and the “uniqueness” of the asset. - - - —
1 — Minor Relocation of the assets can be accomplished with little
difficulty.

Natonal Faciles Managemesi § Techoslogy
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Asset Inventory and Facility Condition Index

» An asset inventory is compilation of assets that is comprehensive yet minimizes unneeded detail

» CIRF FCl—facility condition index: measure of an asset’s condition that is based on its current
replacement value using the following formula:

Cost of backlog and recapitalization

CIRF FCI =
Current Replacement Value
s\a\cwnl F | [ 1 O S 7 T [
ASSET DATABASE pog—

B loc L T A

Paured Ganerete: with Blastual
Brick on Block: Steel Root Deck i
Mt Sansoich Pansl Steel Frame. 4,
oneree Blok: Beating lalk ,
Coneree Block: Beang Walk

1854 hisawa, Japan
1854 Guar (cersen AFB)
1286 Kunsan, Korea
1885 Tasuu, Korea
1855 nchorage, B
1855 Tokyo, apan (fokola)

1866 Tokyo, apan (fokots)
189 Tokyo, apan (fokota)
1892 Pusan, Korea 104 112 104 438 Warehouse (vinl) Concret Block: Refforced Corcrets
1864 Guar (Andersen AFE) 200 203 200 223 Warehause (i) Corcret Elock: Reirforcet Concrete
1874 Guam (Sndersen AFE) 200 203 200 213 Warchause (V] Conecrel Elock: Reirforeet Concrete
1851 Guam (Andersen AFE] 200 203 200 300 Garage, Repalr  Caneret Elock: el osts

1851 Guam (Andersen AFE] 200 203 200 320 Garage, Repair  Canerel Elack: el osts

2002 Guar (Sndersen AFE] 200 2,03 200 5.38 Warchause (in]_ Cancrel Elock: Reirfreec Cancrete
002 Guan (Wndersen AFE) 200 2,03 2,00 438 Garage, Sevice i Face Bick wih Concrets Elock Back.
1% Guam (Andersen AFE) 200 2,03 200 103 Warchaise (Vi) Cancrf Block: Reinbroee Cancrte 2,

21008 G
261 G
7000 118
26206 G
2529 1

9

1873 Guam (Andersen AFE] 200 2.03 200 333 Garage, Repair  Corecel Elock: Stel st 14,400
PP STH, LF 1399 Guam (Sndersen AFE) 200 2.03 200 453 Warchouse (it Gorerel Elock: Rerforcee Concrte 420
 HYDRANT PUMPHOUSE 1 2002 Guam (Andsroen AFE) 200 2.03 200 539 Warshouse (i) Conoree Bock: Reinbrced Conorels 5,75
© ANDY | GONTROL ROGM 2002 Guam (Andersen AFB) 200 2.03 200 438 Warshouse (Vin]  Gonorete Block: Reforced Conerete

SHP, REFL VEH 1880 Guar (Andersen 4FE] 200 203 200 535 Warehouse Conerete Blok: Bearing Wl
OFS PKNGSHED 195 Guam [Andersen AFE) 1,00 Warchouse

1 T T
|l A S G Sl

. 1009 Asset No. 1010
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Combined Facility,

()

$1M

~e®

Asset Priority Index
10% 20% 30% 40% 50% 60% 70% 80% 90%

o

Ops Ctr, $600K

@

Ops Center, $!

‘/ Data Center, $4M

Phone Center, $10M

O
°0

M
Il Il Il Il Il

10% 20%
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Facility Condition Index

m MT @mer 5 cresiecn

80%

90%

Example of results from applying the API-FCI approach

A B
D C
Notes:

«Size of Bubble is Proportional
to Deferred Maintenance Backlog.

«Shade of Bubble Indicates
Relative Age of Asset.

“

Older Newer
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Case Study:
Incorporating Mission Dependency into Portfolio PIanADing

Examples 15
U.S. Navy Mission Dependency Index (MDI)

H MDw
O MDb
En

» Mission Intradependency (MDw) (Within the Mission)

How long could the “functions” supported by your
infrastructure be stopped without adverse impact to the
mission?

If your facility was not functional, could you continue
performing your mission by using another facility or

by setting up temporary facilities?

A 86%

Impossible

» Mission Interdependency (MDb) (Between Missions)

How long could the function or service provided by the
facility be stopped before you personnel and/or
equipment could not perform their mission?

If the infrastructure was completely destroyed, or not
working, could you continue performing your mission?

Difficult

Relocateability of Mission

Possible

Number of Mission Interdependencies (n)
Year Week Second
MDI = f (MDw, MDb, n) Interruptability of Mission
[ ———

mFMTd’}NFM&T 4 Gresnlech Booz | Allen | Hamilton
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Case Study:
In a strategic planning exercise, an electric utility developed five

criteria for facility investments.

Criteria Key Questions Answered
(See definitions to follow)

1. Interruptability How significant is the impact if the asset
creates an interruption to the business?
= standard Business
Continuity Criteria

2. Relocatability How readily could the asset—and more
importantly, the business activities that
‘< the asset houses—be relocated?
3. Relationship to infrastructure and Core Business Criteria: | To what extent does the asset support
process for buying or delivering electricity transmission and distribution
power * Generating electricity |infrastructure?
4. Customer Interface >— Customer interface | TO what extent does the asset enable

more and/or better customer interface?
« Generating income

5. Income Generation To what extent does the asset
% enable/house income-generating
activities?

These five criteria will be rated on a 1 to 4 scale (4=highest). The average of the five scores will be used as the API score.
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Case Study:
A civilian agency client developed weighting for major categories
of criteria, supplemented by weighing internal elements with AHP

Asset Priority Index Development Approach

Establish the Weight the Create Scoring il Score the
Criteria Criteria Guidance Portfalio

Asset Criticality (5 Criteria)

Program Support - Short Term

Program Support - Long Term

Weighted AP
(e criteria
weightin,
seiccted Flexibility using EIhe
Expert
Choice

Location - Function

Location - Interaction

Asset Substitutability (1 Criterion)

Natonal Faciles Managemesi § Techoslogy
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Case Study:

API modifiers

» Some clients add modifiers to the API Score to address additional requirements

haracteristics

Environmental Hazards function of the building requires spema_l handiing and storage Houses oil/water separators and fuel storage
of hazardous materials
High Cost Equipment facility has items such as Iabqratqry equipment, or other
specialized communication equipment
High Personnel Occupancy facility houses ahove average numbers of personnel Administrative and dormitory buildings
Unique (one of a kind) facility is the only one of its kind air traffic control tower
Quality of Life facility serves to provide amenities for base staff Recreational facilities, gymnasml:ns a_nd
ousing
Safet facility requires special maintenance to ensure continued Houses functions involving industrial
Y personnel safety equipment and explosives
Historic Preservation facility is registered or is awaiting registration with a historical Historic lodge
society
Security facility requires a specific level of security beyond entrance to
the base

Natonal Faciles Managemesi § Techoslogy
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Case Study:
Example of using API to guide strategic decisions

Informed use of limited recapitalization resources can result in improved overall facility
condition and improved support to the mission.

Recapitalization Strategy
— Invest to improve the overall condition of the

5 facility, making it better serve the mission and
= Sv.. A cost less to maintain.
O Impy, e, ) )
] "’pfove co @ — When and how should we invest to improve
bezre,u”dit/‘o . mission critical assets?
Se | . . .
API — Establish life-cycle based capital
investment and renewal plan.
2,000 |
— Baseline Condition Index = 18%
1800 "\\\_,
Better Asset Condition (FCI) 1600
1400 | 8
© High Cost oo S
Funding™
O Low Cost ($000) 1000 o
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Case Study:
Applying API to Capital Investment Renewal Forecasting

CIRF provides a long-term perspective of an organization’s asset portfolio and shows
the necessary funding to maintain an acceptable condition. The impacts of funding
decisions can be predicted over lona periods of time.

Mor Fundked Gompenent Renew d (bes om s Ciferred Mairteranae) ; ;
IR unikd ComporentReneu Baseline Funding
Wk Deferrad W tanance Portfolio condition

S FelBasal onBadine Fuing deteriorates over time

——FCl Basal wn P repos e Funing

Proposed Funding
Portfolio condition improves,
and is maintained

Comporert Cost ()
Farilty Corvition Inkex (FCI)

REHSIARERRATTYSILESEER

= 2T
28
29
Bl
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Summary

» The Asset Priority Index (API) is a criteria-derived metric that helps asset managers
assess and document the priority or level of importance of facilities relative to one
another in order to achieve their goals

» Understanding the importance of assets relative to one another empowers
leadership to make critical budgetary and programmatic decisions

» The ability to prioritize allows management to align funding and resource allocation
with the most valued assets from a business perspective
— Setting service level objectives for day-to-day operations and management
— Meeting business continuity and continuity of operations requirements
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