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Parable #2: The Asset Project Budget
So we’re going to do an infrastructure or capital project (referred to throughout this article as 
capital project) and we need a planning budget.  By whatever source we’ve chosen a figure for the 
budget that we think is affordable or justifiable.  And off we go with planning.  We employ 
architects, engineers, cost planners and other specialists to work up a proposal.  They’re all 
qualified experts so we can rely upon their advice to give us a value for money solution.  Right?


To some the capital project’s budget figure becomes the target to realise and push beyond, 
because once the decision-makers see the brilliance and worth of the proposal they’ll get the 
extra money - that way we don’t have to compromise on anything!  Right?


For some others of course it’s the opposite - a barrier that must not be exceeded - the limit that 
has to be imposed irrespective of what compromises must be made.  We simply cannot afford to 
pay any more.  This is because no capital project should be seen in isolation of the whole 
business.  The organisation’s other priorities will also need to be appreciated so the best overall 
outcomes can be realised.


A Start-Point - Some Preliminary Planning 

Private and public organisations have quite thorough annual and forward budget planning process 
within which money is allocated towards the business functions and services and this includes 
capital project funds to be expended as well as operating funds needed for current and future 
assets.  (for the purposes of this article it doesn’t matter if the funds needed for the capital project 
investment are borrowed or from revenue)


It’s good business practice to require planning for asset projects to look well ahead of the short-
term i.e the current financial reporting period.  This is because assets typically last many years 
and impose long-term costs to the business or government service.


Good practice also involves life-cycle planning around the asset project - what it costs to 
establish, what needs to be spent to keep it operating, periodic costs for replacement and 
renewal of plant and equipment and also periodic refurbishment necessary to sustain 
functionality, safety, image etc.  This extends to consider disposal - when an asset is no longer 
needed - what has to be done to get rid of it.


It my experience that this principle applies equally to physical assets and soft assets such as 
computer software or systems.


So when an initial concept is proposed, what sort of things need to be addressed and what’s the 
significance of these to the budget?


Well a key starting point has to be determining its purpose - what is the asset supposed to do?  
What are the business or service functions that the asset must accommodate or support?  Why 
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can’t these functions be undertaken some other way, without the need for the asset project?  
What do we need to do to test and clarify the scope of the project so we can set a budget?


So a starting point has to be a planning budget - so the planning and analysis work can be done 
to decide a) the functions that the organisation needs to deliver; b) the options that should be 
considered for delivering those functions - including non-asset strategies; c) determine the relative 
merits of the options - key pros and cons, including business (service delivery) risks.


But the thinking cannot be just limited to what is to be spent on the asset project - thinking must 
put it into the context of the corporate objectives and performance requirements and the existing 
asset portfolio.  This is because any capital project is not just about the asset - it has to consider 
the other organisational resources involved in delivering the functions and services.  Not just on 
day one of having the new asset, but for it’s whole life cycle.


In saying this its important to recognise that this sort of planning is not an exact science and will 
often entail significant uncertainty - but that’s not an excuse to avoid it - rather it is the challenge 
to apply a planning and analysis process that highlights the uncertainty and implications and how 
these are to be addressed and managed through the process.


The outcome of the preliminary planning should be a scope of detailed planing work to reach a 
decision-point, including a reliable forward budget estimate figure.  Not the solution - but the 
scope of work to determine the most appropriate solution.


Decision Point Number One 

So decision point number one is to say Yes or No to listing the capital project in the forward 
program.  If Yes - then the budget figure becomes an important regulator for the outcomes of 
subsequent planning and decision-making.  But it is only an early estimate, subject to change 
based on what emerges from the detailed planning.


Changing Scope & Budget 

What happens if the detailed planing work raises a challenge to the original budget?  It is nearly 
always the case that early estimates will not be the final or correct amount. But that must be 
based on some rationale relating to the business objectives and functions that the asset project is 
meant to support AND based on the options that have been tested and compared.


Good practice processes will engage relevant senior management in making the call on what the 
asset project must deliver and so what the financial commitments of the organisation will be as a 
result - what they determine is affordable - not what the project sponsors want.


There are multiple examples from private and public sector where there has not been effective 
organisational control of asset projects and their purposes, budgets and risks - leading to serious 
business failures, diminished returns and loss of service capability.
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The Hospital That Almost Wasn’t 

This example I want to briefly outline is about a major teaching hospital complex where a decision 
point was reached about what the project must deliver vs the projected capital cost.  As with all 
such facilities, they undergo periodic redevelopment driven by substantive changes in health care 
practices (models of care) and capacity to service growing populations.


Here the planning involved creating new facilities and demolishing older buildings.  The models of 
care and health outcome objectives were clearly defined and endorsed.  But that was 
complicated by the arrangement of services across the campus and the recurrent cost constraints 
on the health services.  Moving functions around to create space for the new facilities was one 
aspect and another was inefficient service delivery arrangements which had evolved over time 
and which were compromised by the inflexibility of the existing facilities.


So it was not possible and not appropriate to just focus on the capital project cost.


These tensions were recognised and tested in a value management study process that worked 
through the schematic design, the relationships between services across the campus and the 
sequence and timing of moving services around and into the new facilities.


It was recognised that the space requirements and associated capital project budget exceeded 
the original estimate BUT was there a justification for changing these?  Did the team and 
management have enough information to make the decision - to leave it as planned, reduce the 
scope of the initial redevelopment stage or should it be made larger?


By focusing on the clinical outcomes and hospital operating (i.e. recurrent) costs it was clear to 
senior management that a change in scope for the first stage was vital.  Adding extra floor space 
in stage 1 enabled significant reduction in operating costs ($10m p.a.).  But the extra $30m for 
stage 1 also enabled the second stage to be a much lower cost development - a simpler 
demolition and a ‘cleaner’ new build.


The Mine Expansion 

A mining operation that planned to do 2 things - expand its processing facilities to deliver 
increased product volumes to exacting customer specifications and a change from road to rail 
transport for the whole journey to the port.  An important third aspect of importance was timing to 
market to derive an optimised prices and revenue to the business.


A design for the processing facility had been prepared and a proposed rail alignment and rolling 
stock and operating schedule had also been prepared, which enabled a direct loading from the 
processing plant to train wagons.


The existing operations relied on road transport to a rail transfer point some 40kms from the mine 
plant.  This needed a large workforce and truck fleet and associated scheduling activities to meet 
shipping schedules at the port.
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In this instance the key decisions that the company executives had to make were the extent of 
disruptions to supply to it’s customers that could be tolerated during the works to expand the 
plant and the reliability of the delivery program to meet the market opportunity.  The value 
management study that helped them to assess the options helped to refine both the plant design 
and the proposed rail arrangements in a way that minimised disruptions to the existing plant 
operations - so product could still flow to customers and so continue to generate cash flow for 
the business.  This was possible with a relatively minor increase in use of capital funds in the 
works at the plant with the rail works staging able to occur in parallel.


Whilst ongoing operating costs were reduced at the same time as volumes (and price yield) 
increased there were some additional asset implications for the existing infrastructure that had 
been established and maintained for the workforce.  A significant reduction in the workforce 
enabled a portion of the accommodation, recreation etc. facilities to be redeployed to another 
operation and otherwise disposed of, reducing ongoing site maintenance cost.


An holistic asset planning approach.


Concluding Comments 

A budget for asset projects is expected to change during the life of the project - but why it 
changes and whether that is up or down is something that must be actively managed and not 
blindly adhered to, let alone ignored.  An asset project affects operating (recurrent) costs and 
potential revenue as well, which are also important considerations for the decision-makers.
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