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Recommendations
e e i

for Councils
* Improve financial reporting processes

« Improve valuation and asset management practices

« Strengthen security of information systems
« Improve risk management practices
« Enhance procurement and contract management practices

for the Department of Local Government, Racing and Multicultural Affairs
« Require all councils to establish audit committees

« Make changes to sustainability ratios

* Provide greater certainty over long term funding

* Provide training to councillors and senior leadership teams
about financial governance



Assets in the
Queensland
public sector
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Total state sector assets—by type (2019-20)

Plant and WIP, $9,437m

equipment and
other assets,
$14,159m

Land, $102,812m

Assets in the
Queensland

g public sector

w 9y

$283 billion

Infrastructure,
$115,412m

Buildings,
$41,553m

Source: Report on State Finances 2019-20



Local government assets—by type (2019-20)

Plant and
equipment and
other assets,
$35,610m

Assets in the
Queensland

Roads, bridges
and drainage,
$60,022m

$121 billion

Buildings,
$7,604m '

Sewerage,
$4,246m

Water, $13,622m

Source: Council financial statements, 2019-20




' capital costs
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/’ 11 councils with outdated or incomplete asset
ifs management plans in 2020—0but it is improving
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Source: Local government 2020 (Report 17: 2020-21)




' Predicted vs.
' planned

asset
renewals

Millions
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$121 billion

term needs.

Effective asset management helps plan for future costs and to
budget accordingly, so that future generations are not
disadvantaged.

Asset management plans - range from concise documents by those
with appropriate expertise, to the more complex prepared with
assistance of external experts.

Strategic asset management is critical to supporting long-term
operational and financial sustainability.
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Recommendation

« Councils need to regularly match the asset data in their financial

‘lmprove records to the asset data in other operational information systems to
'valuation and

asset
4 management
practices

ensure it is complete and reliable.

Why did we make this recommendation?

 In 2020, 9 councils reported assets worth $230m for the first time
(“found assets”) in their financial statement

* These errors arise as a result of councils not performing periodic
reconciliation between the GIS and financial records

 Good asset data is essential to ensure that the AMPs are effective




I_Recommendations -
Mmprove y '
aluation ang asset Management practi
ices

Recommendation
!-; Imr » Councils need to use accurate information in their long-term asset
. |

* valuation and management strategies and budget decisions.

| | asset

management _ _
practi%es Why did we make this recommendation?

) .+ 11 councils have either an outdated or incomplete AMPs

1+ AMPs are critical to planning long-term financial sustainability

« AMPs help councils understand performance, cost, and manage their
assets

« |f Councils do not budget appropriately for whole-of-life costs, they
risk being unable to fund replacements or upgrades.




Local government context

Community input and value

Strategic and operational plans

Asset-
Annual budget management Senvice plans
plans

Service delivery

B

Community Financial and performance

10-year
forecast

Sustainability

reporting reporting




Importance of
Asset
management
plans

>

management and costing: e.g. database
maintenance / spreadsheet

Policies and Planned maintenance
procedures: Asset e / upgrades and

Property condition
data sources e.g.
external consultants,
qualified staff, DHPW

Other planning docs
e.g. Strategic Plan,
Business Plan, Risk
Management Plan

Asset Financial forecast and
maintenance plan budget




What do | have to gather? What do | end up with?

INPUTS OUTPUTS

Current asset data Asset management plans for each major

Community satisfaction / service asset class that include:
delivery data Links to an asset register

Asset

State/federal legislation Infrastructure risk management plan

management
plans - what is
needed

Demand forecasts Alternative service delivery solutions
Risk management data Financial information (such as asset
Renewal priorities and standards values, depreciation rates, depreciated
Asset useful life estimates value, capital expenditure projections for
Whole of an assets life new assets as a result of growth, or to

New asset priorities renew, upgrade and extend assets).

Assets identified for disposal Identified expenditure projections:

Asset management systems Operations

Asset replacement schedules and Depreciation
values Maintenance

Capital renewal shortfall/surplus Capital renewal

Capital program review Capital upgrade

The inputs and outputs of developing Asset Management Plans are detailed above.




Important declarations about asset valuations

« We are agnostic when it comes to choice of valuers engaged by
Councils

« However, we do expect these experts to have sound and
demonstrated public sector experience

| QAQ is

Valuer « It’s not the WhO, for us, it’s all about the now & Why
4 agnostic

* HOW the valuation process is designed to meet financial

reporting responsibilities and even better, how do valuation
processes inform asset management practices and decisions and
vice-versa

¢ Why did the inputs, estimates and assumptions change?
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Recommendation

Improve « Councils need to engage with asset valuers early to complete the
Zg's‘zm“ and valuation of assets well before year end.
management
practh @& Why did we make this recommendation?
B - Asset valuation is one of the key year end process that is not

completed in a timely manner

« Many councils engage external valuers to have their assets valued —
In a lot of instances, this doesn’t happen early enough




Valuing assets _
Fair value Income

Current
replacement
cost




Valuing assets _
Fair value Income

Current
replacement
cost
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Recommendation: Councils need to engage with asset valuers early

to complete the valuation of assets well before year end.

Source: Local government 2020 (Report 17: 2020-21)



“Found” assets over the last five financial years—councils

Recommendation: Councils need to regularly match the
asset data in their financial records to the asset data in their

engineering/geographic information systems to ensure it is
complete and reliable.

Valuing
assets 400
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2016 2017 2018 2019 2020

Source: Local government results of financial audits: 2016—17 to 2019-20 (various reports)
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Past Industry
projects rates




Condition

Asset plans

|
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Levels of service

Remaining

useful life




Key
| takeaways

Know your assets

Remember whole-of-
life costs

Help the accountants
& auditors

Plan ahead
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Increased capabilities enabled through dashboard

Road Asset Valuation 2020-2021 (updated - 09,

% QLD State-Controlled Road Network
% Define a Road Valuation Sterectype
4 Road Categories

% Native/Derived WBS Scheduls

% Road Stereotype changes over years by length
(km)

% Road Stereotype changes over years by cost ($)
< Road Components by Gross Replacemant Cost (§)

2 WBS (Work Breakdown Structure) Schedules
(202012021)

% Percentage WBS items Movement (2020 vs 2021)
4 WBS Resource (2020/2021)

% Percentage Resource Movement (2

% Top 20 WBS Schedules (2020/2021)

< Unit Rates Comparison (2020 vs 2021)

% Overheads used in WBS Schedules




Use visualise large data sets

Target specific road segments

" Visualisation
= tools

Profile data efficiently

Check key assumptions




Trend of road lengths Top 20 analysis

Road Lane Lengt h (km)

ars

13%

Visualisation

tools
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Input quantity comparisons Back testing results

Distt D Proect 2 pisTcr PROJECTTYPE: CONTRACT NUMBER
Item Description Unit Qty (2020) Qty (2021) E : IC 2 D
- - ~ Road Section ID Project Length{km) WBS Schedule 3S Overhead Di:
Provision for traffic LS 5 | < " 5 R Ko a3
= = item Description (District) tem Description (AV)

Removal or demolition of culverts, complete | lump 1 1 @ 1 -]
ey S " A3 3 - 4 - -

Su DP‘Y and installation of concrete pipe culv..| m ey 4 Districts Actual Project Expenditure Asset Valuation WBS Scedule

o ati, = + = 26 29 i e 7

Supply and installation of concrete pipe culv.. m e =3 e (Ditic) e Descrpion Oistrict) oy | S kel At (g emesrtion () U Q) R Arart(@

Precast concrete end structures to culverts, .. each 6 6

Precast concrete end structures to culverts, ..| each A 4

Rock protection m® i5 15

Clearing and grubbing m 92.000

Stripping of topsoil (Provisional Quantity as..| m*® 2,700 s26.926
Ground surface treatment under embankme.. m? 27,000
Excavation and disposal of Unsuitable Mater., m® S00

Road excavation, all materials (Provisional .. m 3,750




Streamlining data validation and assumptions

Stereotype ID Envrionment/SoilType Terrain Rural Or Urban Smart Cost Region

1 +| |WNR *  Level | |rursl «| TN
ile Edit View Controls Tools Window Help
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Road Categories Map View
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TN - Tropical North
WNR
Level
1-Unsealed Road
Rural Road's
2-Single carriageway <=6.4m seal width constructed pre 1980
3-Single carriageway <=6.4m seal width constructed post 1980
4 - Single carriageway >6.4m seal width constructed pre 1980
5-Single carriageway >6.4m seal width constructed post 1980
6- Motorway sealed - typically upto 6 lanes
7 - Major motorway - 6 lanes or more
3, Urban Roads
For Help, press F1 164.165km [X: 142952970 |Y: -13.445744 [Z:157.1 [3 + 23.522km, 4 - 1.933km 6427 8- Undivided carriageway less than 4 lanes
1 9 - Undivided carriageway 4 lanes or more
10 - Divided carriageway 4 lanes or more non-motorway standard
. 11-Motorway 4 to 6 lanes
Road Categorles 12 - Major motorway - 6 lanes or more

S.. Zone.. General Terr.. Rural Or.. Sm.. Smart Cost Regi.. 13- Busway

1 WNR Leve rura TN  Tropical North 524.3 (km)

Stereotype.. 1
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2021

» Contract management for new infrastructure
* Improving asset management in local government

2022

» Planning and delivering higher levels of state infrastructure
« Effectiveness of Queensland’s long-term planning processes

2023

« Managing risk transfer in infrastructure
» Sustainability of local governments

Each year
» Major projects




Is fair value appropriate for measuring operational
assets of public sector entities ?

....and just when you thought accountants and auditors had
landed on a consistent set of techniques/ and to measure
physical assets in the public sector... guess what?

Measuring |
assets in the |
future |

- The AASB has issued an invitation to comment (/1 C45) about
IPSASB’s proposal to introduce “current operational value - COV”
measurement basis for non-cash generating assets in the public
sector

- Why? —is fair value appropriate for assets held for their
operational capacity?

- Defining COV — the value of an asset used to achieve the entity’s
service delivery objectives at the measurement date.
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Disclaimer

The Queensland Government supports and encourages the dissemination of its
information. The copyright in this publication is licensed under a Creative Commons
Attribution (CC BY) 3.0 Australia licence.

To view a copy of this licence, visit www.creativecommons.org/licenses/by/3.0/

In essence, you are free to copy, communicate and adapt this presentation, as long as
you attribute the work to the State of Queensland (Queensland Audit Office): Managing
infrastructure assets.

QMO

© The State of Queensland (Queensland Audit Office) 2021.



Any questions please contact us

T. (07) 3149 6000

M: gao@qao.qgld.gov.au
W: gao.qgld.gov.au

@ Queensland Audit Office
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