Slide 4-1 Module 4: Asset Condition & Valuation Assessments
Introductory Slide

Slide 4-2 At the conclusion of this module. . .

Slide 4-3 Condition Assessment
Reveal the importance of condition assessment.
It is critical that this information be consistent, repeatable and accurate.



Asset Management for
Wastewater Utilities

Module 4

Asset Condition
and Valuation
Assessment

At the conclusion of this
module, the participant
will be able to:

» Discuss ways to determine the
condition of an asset

* List some of the methods of
determining an asset’s value

Condition Assessment

* Provides the basis for making asset
rehabilitation, renewal, and replacement
decisions

* Provides accurate information about
current as well as future performance

* Allows the utility to reduce expenses

IT SAVES MONEY!
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Slide 4-4 Information Required
Lecture and guided discussion on how to determine what’s needed for accurate
condition assessment.

Forms should be developed to capture: Condition Rating, Capacity Assessment, and
Effective Life Consumed

Slide 4-5 Initial Condition Assessment Techniques
List some of the general condition assessment techniques.

Slide 4-6 Condition Assessment Methods - Equipment

List some of the methods for condition assessment.

Guided discussion: Obtain class feedback of other methods for assessing the condition
of equipment and put their input on the board.



Information Required

» Asset’s current deficiencies
» Condition rating assignment
—Defect type and extent
* Performance
—Effective life consumed
« Utilization
—Capacity assessment

» Repairs needed to correct
deficiencies

Initial Condition
Assessment Techniques
* Visual Inspection
» Maintenance history review
« Staff interviews

Condition Assessment Methods
(Equipment)

Visual Inspection

* Vibration analysis

* Temperature analysis
 Oil analysis

* Run Time

* Power usage

« X-rays/UV crack detection




Slide 4-7 Condition Assessment Methods — Collection System
Guided discussion: Obtain class feedback of other methods for assessing collection
system condition and put their input on the board.

Slide 4-8 Condition Assessment

+ The ideal grading system should fit the utility's needs, be repeatable over time and
provide descriptive detail on each grade.

« Benchmarking is the ability of the utility to establish an initial condition by a method
that is repeatable throughout the asset’s life cycle.

» This is critical if periodic inspections are performed by different providers.

Slide 4-9 Condition Grading

List some of the elements of condition grading.

Guided discussion: Discuss with the class the importance of consistency and the ability
for all methods of grading to give similar results.

The ideal grading system should fit the utility's needs and be repeatable.

Benchmarking is the ability of the utility to establish an initial condition by a method that
is repeatable throughout the asset’s life cycle.

This is critical if periodic inspections are performed by different providers.



Condition Assessment Methods
(Collection System)

* Manhole Inspection

+ Smoke Testing

* Flow monitoring and analysis
* Pressure testing

« CCTV

* Pipeline lamping

Condition Assessment

* Must be consistent

» Should be part of the routine
maintenance activities

« Should be consistent

» Separate assessment tables may be
used for different asset types

* Remaining useful asset life should also
be estimated

Condition Grading Table

Condition Condition/Description Maintenance Required
Rating
0 New Normal
1 Perfect/Excellent Condition Normal
2 Minor defects only Minor
3 Backlog maintenance required | Significant
4 Requires major renewal Renew
5 Almost unserviceable Replace




Capacity Assessment

Capacity Description

Undersized |Cannot meet current requirements

Full sized Meets current requirements

Oversized Meets future requirements

Pipeline Assessment and
Certification Program (PACP)

A method of evaluating the
condition of sewer pipes that
provides consistency and
standardization of observations to
allow for accurate condition
assessment over time

Estimating Effective Life
Consumed

* Depends upon:

— Current condition
—Environmental conditions

— Severity of service

Few industry-accepted models,
utilities must depend upon
—Past experience

—Engineering judgment




Slide 4-13 Estimating Effective Life Consumed

Discuss the elements used to determine Effective Life Consumed.

Guided discussion:

Effective Life Consumed — rated by percentage consumed with 0% equaling new to
100% equaling completely used. A corresponding probability of failure rating is
associated with the percentages. The scale is from 0 -10 with failure more likely with
increasing effective life consumed.

The utility should have a method established to assist them in that endeavor.

Slide 4-14 Valuing the Asset

Explain purposes of asset valuation.

Question & Answer

Discussion on how lifecycle costing is critical to asset management.

Slide 4-15 Valuing an Asset: Determining Original Cost
Guided discussion: Discuss with group where asset costs may be available at their
utility.

It is important that the total cost include engineering, materials, equipment, installation
and other related costs.

Finance managers be involved in this process: fixed assets are part of finance records
that are subject to auditing and care must be taken when conducting valuation.



Valuing the Asset

* Helps the utility determine where
the asset is in its life cycle

* Assists the utility in developing a
long-term capital improvement
program (CIP)

Valuing an Asset
Determining Original Cost

» Search records for cost data, if not
available:
—Determine current replacement cost &
deflate to original installation date

—Cost indices are
available for this function

Valuing an Asset
Determining Original Cost

* Total costs must be used
—Engineering (design, engineering
service during construction, etc.)
— Other professional services

—Installation (including labor and
ancillary costs)

—Other direct costs




Slide 4-16 Common Cost Indices

Introduction to Cost Index locations.

Lecture :

ENR’s CCI has records for construction that is labor intensive back to 1908.

The most appropriate PPI for the utility industry is the PPI for Machinery and Equipment
which includes indexes for sewage treatment, pumps valves and related items.

Slide 4-17 Determining Replacement Cost

Introduction to determining replacement costs.

Guided discussion: Query the class about how they would go about obtaining
replacement costs. Reinforce main points.

* It is important that all costs related to the replacement of the asset be included —
especially when using the future value method. For example, an underground asset’s
cost when originally installed may not have included costs related to current work area
conditions such as paving, conflicts with other utilities, additional structures, etc.

Slide 4-18 Section Review

Module Summary

Lecture, question and answer.

Provide a quick review of each of the major points from this module.



Common Cost Indices

 Construction Cost Indices (CCl)

—Engineering News-Record (ENR)
www.enr.com

—American City & County
www.americancityandcounty.com
* Producer Price Indices (PPI)

—Obtained from Bureau of Labor
Statistics www.stats.bls.gov

Determining Replacement Cost

» Use construction cost estimating
guides

Manufacturer quotes
Cost data from other utilities

Estimate current replacement cost
from original cost

Summary

» Condition assessment techniques
» Condition grading techniques

» Determining original cost

» Determining replacement cost

» Determining remaining useful life




Slide 4-19 Questions
Ask for any questions on the section.



Questions






