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Part 1: Overview 

This Part provides an overview of asset management principles and the underlying concepts employed in management of non-current physical assets. 
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1.1 Introduction 

Public Utilities are asset 'rich' particularly in comparison to other service type organizations.

The consolidated value of utility asset holdings is substantial.  These values are reflected in traditional accounting terms (cost of purchase, plus capital improvements, less depreciation).  The replacement cost of all assets is likely significantly higher than the current value.  The market value is also likely to be significantly higher than the financial statement value.  Also, the future earnings capacity of these assets (on a net present value basis) should be significantly higher as well.

Asset Management involves processes of planning and monitoring physical assets during their useful lives.  Managing requires an appropriate level of management interest and concern be maintained well beyond the stage of acquisition. 

The objective of asset management is to achieve the best possible match of assets with program and service delivery strategies.  This is predicated on a critical examination of alternatives to the use of assets.  The expectation is that 'non-asset solutions' will enable delivery of the program at a lower cost. 

With pressure on resources available to deliver programs, it is important asset managers understand that asset consumption is a real and significant cost of program delivery.  The application of life cycle costing techniques and the establishment of appropriate accountability frameworks are integral to achieving this understanding.  Effective implementation of the principles of asset management will address program costs in terms of: 

· reduced demand for new assets by adoption of 'non-asset' solutions; 

· maximizing the service potential of existing assets; 

· lowering the overall cost of owning assets through the use of life cycle costing techniques; and 

· ensuring a sharper focus on results by establishing clear accountability and responsibility for assets. 

Asset Management is a systematic, structured process covering the whole life of an asset. The underlying assumption is that assets exist to support program and service delivery.  Asset Management must also have an integral financial model of the specific business conditions that provides an objective means to identify and evaluate opportunities, prioritize and manage resources and measure results.
1.2 Basic Concepts 


Any discussion of asset management presupposes the participants understand what an asset is - not just in an accounting sense - but what it represents to a company and how it contributes to program and service delivery. 

What are Assets? 

The common understanding of an asset is that it is something of enduring value.  A sound appreciation of the two elements of this definition - value and 'useful' life - is fundamental to identify and record all assets. 

We will explore these elements by considering the forms an asset may take. 

The Asset Management Framework 

It is important asset managers understand the inter-relation between the asset strategy and other strategies, which together form the operational or business plan of the company.

Having defined assets it is important they be viewed in their proper perspective within an organization.  Assets should only exist to support program and service delivery. The key starting point, to ensure this is the case, is to establish a link between program and service delivery and assets.  Corporate objectives are translated into program objectives, delivery strategies, outputs and outcomes.  The assets held by an organization are one program input that combines with information systems, personnel, and financial resources.  As these other inputs are aligned with programs, so assets should similarly be aligned. 

The Asset Life Cycle 

It is essential managers treat assets from a life cycle perspective. 

The extended life of an asset has important implications for program managers. An acquisition decision based on the lowest purchase price but which ignores potential operating costs may result in a higher overall cost over the asset's life. It is important to understand the phases of an asset's life cycle and the impact of each phase on total program costs and outputs. 


1.2.1 Assets Defined 

Assets take a variety of forms. This discussion guide deals with non-current assets that are physical in nature. 

For something to be categorized as an asset it must have a value. This does not necessarily imply dollar and cents: however the 'value' of an asset is measured in monetary terms so it can be recognized in financial statements. 


Assets have service potential. 

In the public utility sector it is perhaps often more important to appreciate the non-monetary aspects of an asset's value. The term 'service potential' is used to describe the utility of an asset in meeting program objectives and is a useful concept to employ where the asset does not generate income. It is also referred to as the expected 'future benefit' to be derived. 


Assets may be financial, physical or intangible.  They may be current or non-current. 

Assets take a number of forms.  One distinction made is between financial assets (cash being an example) and non-financial assets.  Non-financial assets may have a physical (or tangible) form such as buildings, machinery and motor vehicles.  They can also be intangible - computer software is an example, as are the legally enforceable rights associated with copyright and patents or property rights such as grants of easements and rights of way.  They also can be a combination of both tangible and intangible, particularly where these elements operate as integral parts of a whole.


Non-current assets have useful lives greater than one year. 

Assets may have a short life due either to an inherent feature (perishable goods for example) or because they will be converted into some other asset or consumed within a short time frame (deposits, raw materials and debtors are examples). These assets are generally referred to as 'current' in accounting parlance. By contrast, non-current assets have an extended life, which may reflect their physical life in the case of tangible assets or, in the case of a patent, its legal life. 


There is a need to distinguish between physical life and useful life. 

The physical life of an asset needs to be distinguished from its useful life to the business.  The useful life is the period over which the benefits from the use of the asset are expected to be derived. 



The following diagram summarizes the various categories and classifications of assets. 



Figure 1-1 Possible Classification System for Assets


 
'Current' means to be consumed or converted to something else within the next twelve months.


1.2.2 Planning Framework 

The asset management strategy is not simply a summation of the individual plans developed for each phase of the asset life cycle. It must be consistent with corporate objectives and integrated with other key management strategies. 


Asset management decisions should not be made in isolation. They should be part of the overall framework of decision-making in an organization.

Asset planning must be considered equally and concurrently with the other resource requirements used in achieving program objectives. It requires organizations to convert program delivery strategies into specific asset strategies. It provides an opportunity to identify methods of improving asset performance, to alter the mix of assets used and to explore solutions that do not require asset ownership. 


The features of an asset management framework are: 

· it is service or output driven; 

· it employs a structured, systematic approach; and 

· it is based on 'whole-of-life' concepts

Figure 1-2 An Asset Management Framework 
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1.2.3 The Asset Life cycle 


The physical life cycle of an asset or group of assets has three distinct phases - acquisition, operation and disposal. We add a fourth phase - planning - which is a continuous process where the information outputs from each phase are used as an input to planning.
That fact that assets have a life cycle distinguishes them from other program resource inputs.  Typically, those responsible for acquisition decisions (and costs) in an organization, differ from those responsible for operating and maintaining assets; and both groups often differ from those responsible for their disposal. Problems arise as a consequence of this fragmentation of management over the asset life cycle. 


Figure 1-3 Asset Life Cycle 
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Understanding the phases of an asset's life cycle and the attendant costs is an important first step toward managing assets on a whole-of-life basis.

Life cycle costing is an essential component of asset planning. 

The use of life cycle costing techniques allows a full evaluation of the total cost of owning and maintaining an asset prior to acquisition. This creates the opportunity to determine the most cost-effective program delivery solution (this may be a 'non-asset' solution). Estimating life cycle costs prior to acquisition also establishes a standard that is the basis for monitoring and controlling costs after acquisition. 

Capital costs are the costs of acquisition and may also be incurred in later upgrades or refurbishment. 

Life cycle costs consist of capital and recurrent costs. Capital costs are the cost of acquiring an asset.  These include not only the purchase price but also all associated fees and charges, and the delivery and installation costs incurred putting the asset into operational use. They may also include planning costs such as those incurred for feasibility studies and in tendering. 

One significant capital cost not routinely recognized by budget-dependent departments is the 'finance' cost associated with the funds 'locked-up' in the value of the asset.  The business incurs a 'finance' cost on capital funds either directly, as the interest expense on public borrowing; or indirectly, as interest foregone on funds that would otherwise have been available to the business.  When evaluating non-asset solutions and alternative acquisition strategies it is important this 'cost' is recognized. 

Recurrent costs are also referred to as operating or running costs. 

Recurrent costs include energy, maintenance and cleaning costs. They may also include employee costs where specialist staffs are dedicated to the operation of the asset.  Planned refurbishment and enhancements over the asset's life, while 'capital' in nature, may also be included as a part recurrent costs for planning purposes.  Disposal costs should also be included, particularly if they are expected to be significant.  This may be the case where the asset, processes associated with it, or its outputs, produces undesirable effects requiring rectification or remedial work. Environmental considerations may be significant in this regard.

The relative significance of capital and recurrent costs as a proportion of total life cycle costs will depend on the nature of the asset.  The cost of operating and maintaining an asset over its useful life can often be greater than its acquisition cost.  In such cases the use of full life cycle costing in evaluating alternatives is imperative to ensure overall program costs are recognized and minimized. 


1.3 Management Principles 

Principles of asset management derive from common sense and are based on the life cycle approach. The assumption upon which the principles are based is that assets exist only to support program/service delivery. 

The importance of asset plans becomes apparent where management recognizes that physical assets are a vital corporate resource.  Effective application of the principles of asset management will ensure this resource input is at the lowest overall cost.

Principles of asset management apply to all assets - they do not, however, apply equally.  The characteristics of the assets will dictate the extent and degree to which a particular principle is applied.  One gauge of the relative importance of each management principle to particular groups of assets is the amount invested at each stage of their lives.  For example, furniture and fittings (typically high volume, low value items) provide an essential service and their contribution to an organization needs to be recognized.  By their nature however, they are typically low maintenance items.  It may suffice simply to monitor their condition in lieu of a costed, preventive maintenance plan.  However, if they constitute a relatively large percentage of the total value of total assets held, acquisition and replacement planning assume greater importance. 

The five principles of asset management are defined in this Discussion Guide.  They are: 

· Asset management decisions are integrated with strategic planning; 

· Asset planning decisions are based on an evaluation of alternatives which consider the 'life cycle' costs, benefits and risks of ownership; 

· Accountability is established for asset condition, use and performance; 

· Disposal decisions are based on analysis of the methods which achieve the best available net return within a framework of fair trading; and 

· An effective control structure is established for asset management. 

1.3.1 Integrated Planning 

Decisions on asset acquisition or replacement, use, maintenance and disposal should be integrated with strategic planning. This is achieved by linking assets with program/service delivery standards and strategies. 

Product 

An Asset Strategy which complements the Information System, Human Resource and Financial Management Strategies in the Operational or Business Plan of a company. 

Success Factors 

· Asset functions are assessed against and matched with program delivery standards or service delivery strategies. 

· Asset Strategy time frame equates with the corporate planning horizon, and ideally, extends over the life of longer lived assets. 

· Asset Strategy incorporates capital and recurrent (operating) costs which link with budgets in the financial management strategy. 

Outcome 

Integration of asset strategies into operational or business plans will establish a framework for existing and new assets to be effectively utilized and their service potential optimized. 

1.3.2 Acquisition 

Effective asset planning frameworks incorporate evaluation of the alternatives to the acquisition of new assets and to the replacement of existing assets.  The evaluation includes a comparison of life cycle costs.

Product 

An acquisition plan that details the rationale for acquisition or replacement of assets.  It documents the consideration of alternatives and life cycle costs.  Where appropriate, it includes the method of acquisition and timing and amount of capital flows. 

Success Factors 

· Management has established that existing assets are fully utilized, meet functional requirements and perform at optimal levels. 

· Genuine consideration of 'non-asset' solutions such as use of the outsourced services delivery or 'demand management'. 

· All costs, express and implied, are included in consideration of 'life cycle' costs. Implicit costs may include, for example, an interest cost on funds used to acquire assets. Express costs will include direct and indirect operating costs. 

Outcome 

A more economic, efficient and cost-effective asset acquisition framework that will reduce demand for new assets, lower program costs and improved delivery of services or products. 

1.3.3 Accountability for Assets 

Effective accountability frameworks identify those responsible for assets.  This responsibility encompasses all phases of the life cycle. Mechanisms establish ownership, control and responsibility for use, security, condition and performance of assets.

Product 

An operation and a maintenance plan that establish standards for the level of use, condition, maintenance and performance of assets. The plans also document the resources required to operate and maintain assets. 

Success Factors 

· Control of, and accountability for, assets is established at the program level. 

· Financial responsibility for assets is established through the budget process and by cost allocation/attribution. 

· Condition, use and performance measures are established. 

· The standard of performance of assets is an input to the next planning cycle. 

Outcome 

Effective accountability mechanisms will establish a culture where assets are adequately maintained and protected and, through optimization of performance, maximize their output or service potential. 

1.3.4 Disposal of Assets 

Effective asset disposal frameworks incorporate consideration of alternatives for the disposal of surplus, obsolete, under-performing or unserviceable assets. Alternatives should be evaluated in cost-benefit terms.

Product 

A disposal plan which establishes the rationale for, the anticipated time and method of, and the expected proceeds on, disposal. The plan is reviewed and refined, if necessary, prior to disposal, to take account of the market and physical condition of the asset. 

Success Factors 

· Under-utilized and under-performing assets are identified as part of a regular, systematic review process. 

· The reasons for under-utilization or poor performance are critically examined and corrective action taken to remedy the situation or a disposal decision is made. 

· Analysis of disposal methods has regard to potential market or other intrinsic values; the location and volume of assets to be disposed of; the ability to support other business programs; and environmental implications. 

· Regular evaluation of disposal performance is undertaken. 

Outcome 

Effective management of the disposal process will minimize holdings of surplus and under-performing assets and will maximize the return to the business on such assets. 

1.3.5 Management Control 

An effective internal control structure will establish and promulgate asset policies and procedures and use an information system that provides reliable, relevant and timely data with which to make informed asset management decisions.

Product 

A policy and procedure manual which details the requirements for effective governance of assets is complemented by an information system, based on an asset register, which provides the financial and non-financial information necessary to manage assets. 

Success Factors 

· The policies and procedures address all aspects of the asset life cycle; are promulgated to all relevant staff and are updated regularly. 

· Staff involved in asset management receives training commensurate with their responsibilities. 

· The asset register contains data on acquisition, asset identification, accountability information, performance, disposal and accounting. 

· The asset register is integrated with the financial and budgetary systems. 

· Asset information is readily accessible to staff who are accountable for assets. 

Outcome 

An effective internal control structure provides the framework within which improvements to asset management are effected. Without it there is limited scope for informed decision-making or implementing management's intentions. 


1.4 Suggested Methodology 

Forward-looking asset management strategies are required.  The planning process should match the prospective demand for assets with the current asset supply profile to develop the asset strategy. 

Introduction 
One process for developing an asset strategy is outlined in the diagram below. 


Figure 1-4 Suggested Method for Implementing an Asset Strategy 

The diagram illustrates a 4-step approach:
· Determine asset needs by reference to the program services to be delivered; 

· Evaluate existing assets in terms of their capacity to support program/service delivery; 

· Undertake a 'gap analysis' between existing assets and assets required; and 

· Develop an asset strategy comprising an acquisition, operation, maintenance and disposal plan. 

1.4.1 Determine Asset Needs 

By incorporating asset planning into the strategic planning framework the long-term implications of corporate level decision-making on assets can be identified and appropriate responses developed. 

The reason a business acquires, operates and maintains an asset is to support program/service delivery. 

To ensure this occurs in practice, as a first step, we should understand program/service delivery strategies which: 

· The scope, standard and level of program services to be delivered; 

· The methods of delivering these services; 

· The resources, including assets, required to deliver the services; and 

· Methods of containing the demand for the services. 

When identifying resource requirements we should consider 'non-asset' solutions.  These are solutions that eliminate, reduce or constrain the need for the business to own assets.  They include: 

· Redesign of the service; 

· Increased use of existing assets; and 

· Use of the other private sector resources

After understanding the program services to be provided, and after considering non-asset solutions, those services that require asset support can be clearly identified. 

1.4.2 Evaluate Existing Assets 

Assets should be evaluated in terms of their: 

· Physical condition; 

· Functionality; 

· Use; and 

· Financial performance. 

The effectiveness of existing assets in supporting program/service delivery should be determined.  This process pre-supposes appropriate condition and performance standards are set for assets. 



Figure 1-5 Performance Monitoring
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The results of the evaluation should be included in an integrated performance report.

1.4.3 Compare Demand and Supply 

At the strategic level planning will provide a comparison between the assets required to support program/service delivery and those assets currently available and/or programmed for acquisition.  In this manner the business is able to identify: 

· Existing assets that are required and are presently capable of servicing program/service delivery needs; 

· Existing assets that are required but are below the necessary standard and need refurbishment to meet program/service delivery needs; 

· Assets which are surplus to program delivery/service needs and can be disposed of; and 

· Assets that must be acquired to meet program/service delivery needs. 

1.4.4 Asset Management Strategy 

Following an evaluation of life cycle costs, benefits and risks associated with each option, the strategy will identify the most appropriate approach for meeting program delivery needs.

An acquisition plan is required which defines the assets that need to be acquired or replaced in the planning period and which establishes the sources and cost of financing acquisition.

An operational plan defines the policies for use of existing assets and may include matters such as hours of operation, access, security, cleaning and energy management.

A maintenance plan establishes the standard to which assets are to be maintained, how this standard is to be achieved and how the maintenance services are to be provided.

A disposal plan will identify all assets to be disposed of in the planning period, the preferred method of disposal and expected proceeds on disposal. 
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