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ABSTRACT

The economic imperatives imposed by global cbmpetition and the continuous drive
for improved performance has promoted a need to consider the implications of
strategic decisions on physical asset base in the public sector. The public services are
evolving in a new context of rising public expectation, increasing focus on improving

efficiency and value for money, and the continuous emergence of new technologies.

Given the rapid changes in the education sector, the future presents ever-increasing
challenges for educational institutions to improve the management of their support
services. These services are vital for them in providing better quality outputs to meet

the needs of their students, academic staff, customers and visitors.

The Nigerian Federal Colleges of Education are therefore under direct pressure to find
new and better ways to effectively and efficiently manage their physical asset base to
meet service delivery needs, especially given that their budgets are coming under
increasing constraint and pressure, and demands from service users not jusi very high

but also increasing. These provided the impetus for this study.

The study 1s therefore concerned with examining the state of physical asset base in
these Colleges and how the institutions understand and manage them, and then
developing a strategic framework that will ensure optimum use of these resources for

more effective and efficient service delivery.

The study developed an Asset Strategy Model which will guide the Colleges to
develop their individual asset strategies that will align their asset planning and
management practices with their service delivery priorities and strategies, within the
limits of resources available. This has been achieved by review of relevant literature

and conduct of field studies in some of the Colleges.
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CHAPTER ONE

INTRODUCTION

1.1 Introduction

This chapter describes the context of the study, the research problem, and the Aims
and Objectives of the study. It outlines the research methodology, and the structure oi
the thesis. It also includes a brief overview of the system of education in Nigeria and

the place of Federal Colleges of Education, the focus of this research.

1.2 Research Context

The need for effective management of physical assets and associated facilities in
tertiary education institutions in Nigeria cannot be over emphasized. Educational
institutions rely on their assets for effective teaching and learning; assets also create
the first impression of the institution to the public. The direct relationship between
learning environments and learning outcomes is very much obvious. Education is
about excellence and inadequate/inappropriate or poorly managed assets and facilities
will undoubtedly affect the ability of institutions of higher learning to achieve their
goals and objectives. This clearly underscores the need for effectix:e management and

maintenance of physical assets in educational institutions.

Given the central role of assets in ensuring effectiveness or otherwise of attaining an
organization’s mission, this researcher, having served in the estate department of a
Federal College of Education for ten years, 1s interested in developing strategies
which will ensure that assets and facilities in these colleges are developed and
managed optimally, in order to effectively and efficiently meet their service delivery
requirements. To achieve this therefore, there 1s need for strategic plans for the
development and management of assets and facilities which should be rooted in and
supportive of the colleges’ overall corporate goals and objectives, and must take
account of the financial resources available. Adoption of asset management principles

by the colleges is therefore essential for the attainment of their corporate goals.



Asset management is the process of guiding the acquisition, use, safeguarding and
disposal of assets to make the most of their service delivery potentials and manage the
related risks and costs over their entire life. The goal of asset management 1s to meet a
required level of service in the most cost effective way through the creation,
acquisition, operation and maintenance, renewal and disposal of assets to provide for
present and future demands. A better service, not a better asset, is a key indication of
- successful asset management. If properly applied, asset management will provide the
Colleges with the strate‘gic link between strategic academic planning and asset
management. In the context of any organization or business unit, the focus of asset
management 1S to reconcile the demand for, and supply of, physical asset base and
associate support services essential for the delivery of its core products or services.
Simply expressed, the principal role of asset management in this case will be to

support the core business of the colleges, which 1s teaching and learning.

This study therefore is about investigating the management of assets in the Nigerian
Federal Colleges of Education; identifying problems associated with the current
practices and proffering workable solution that will ensure more effective and
efficient service delivery. The study specifically focused on identifying how the
Colleges understand and manage these important resources and on developing a
framework that will guide the colleges to establish sustainable systems of managing

their assets optimally.

Accordingly, the study examined the existing literature on asset management and
associated estate and facilities management. A robust and holistic approach to thé_
management of assets has been developed by many Government and private
establishments, including the Australian Commonwealth Government, State
Governments and other related agencies, as well as the British Standards Institution,
with a view to ensuring optimum performance of physical assets to meet stakeholder
needs and expectations. The study has therefore drawn much from these models
which dwells extensively on the need, the processes and benefits of asset management
and from much other relevant literature. The models also which provided the study

with the basis and necessary impetus for the development of asset strategy for the

Colleges.



Asset management strategy as shown in the literature is a key element of the strategic
resource plan of any organization. The strategy provides a better understanding of
how to align the asset portfolio so that it best meets the service delivery needs of the
stakeholders, both now and in the future, to enable the organization’s asset
management policy to be achieved. An asset strategy model for the Colleges has
therefore been developed through the interrogation of the literature and conduct of
field studies in some -selected colleges. A College that adopt the model will be able to
use 1t to develop its own asset strategy which is expected to outline and guide the
college’s asset response to its service delivery requirements. The Asset Strategy will
review the college’s existing asset portfolio for its adequacy in supporting services
cognizant of non-asset or less-asset dependent solutions and asset risk to service
delivery. The Asset Strategy will define the relationship between the college’s
Corporate Objectives, Academic Plan and its Capital Investment, Maintenance and
Asset Disposal Strategic Plans. It will identify any needs or ‘gaps’ and address these
through planned investment (including maintenance, replacement and/or upgrading)

necessary to maintain service delivery, in both the short and longer terms.

1.3 Statement of the Problem
Vigorous economic growth in the private sector has influenced public opinion
towards greater reliance on private-sector principles as the preferred basis for
managing public systems. Many public agencies are moving towards the
implementation of asset management systems. The major driving force is pressure to
operate on a business like basis. Accordingly, business practices from the private
sector are being utilized. The consequence is that public agencies have found

themselves faced with the need to justify how they conduct business.

In adjusting to these changes, public organizations are embracing management -«
concepts from the private sector which ensures that public expectations are matched
with an efficient use of limited resources. Effective asset management requires an
understanding of an organization’s business and demands on its operations. This has
led to an increasing emphasis on identifying and understanding the core business of
public agencies with a view to providing a holistic, inclusive and coordinated

approach to managing physical assets.



The colleges under study have significant investment in ﬁhysical assets which are
essential for the realization of their corporate goals and objectives. The management
and maintenance of these assets constitute a very substantial cost on revenue budgets;
It follows that any improvement in.the strategic and operational management of
capital assets could have a real impact on thé financial resources available to the
colleges. There is therefore the need for them to seriously embrace asset management
concepts and principles in order fo meet up with the emerging trend and achieve their

corporate goals effectively and efficiently.

Further, the continuous challenges faced by the Colleges to accomplish more with
less, as evidenced by the increases in demand, regulatory requirements, infrastructure
deterioration, and political and economic forces. These have significantly outpaced
increases in capital and operating budgets. The Colleges therefore need to turn to
~ Asset Management principles and practices to cope with these challenges and
improve business performance and effectiveness. They should focus on several
aspects of developing an asset management system that could help improve
performance, reduce long-term costs, and maximize return on investment 1n assets
and facilities. At the moment, no structured formal asset management framework
exists in the Colleges to enable procurement, maintenance, renewal, enhancement and

disposal decisions to be made in an informed and coherent manner.

The challenge to this study therefore is to develop a structured and systematic
approach by which a college can align its asset planning and management practices
with its service delivery priorities and strategies, within the limits of resources
available. This will help the Colleges to achieve better planning and management of
their physical assets and facilities, both existing and those to be acquired. In this
regard, this study undertook to examine relevant literature, conduct field studies to
understand the asset situation in the Colleges vis-a-vis their corporate objective, then
subsequently develop an Asset Strategy Model which will serve as a benchmark and

proper guide for the Colleges to develop their individual asset strategies.

1.4 Aims of the Study
The aim is to develop a framework for a structured, integrated and holistic approach

to managing physical assets in the Nigerian Federal Colleges of Education, which will



ensure an effective and efficient alignment of assets with the service delivery

requirements of the colleges.

1.5 Objectives of the Study
The main objectives of this study are to:

e Examine the state of physical assets and facilities in the Federal Colleges ot
Education and review their ability to meet the service delivery requirements of
the Colleges

¢ Examine the current management practices and levels of knowledge of the

assets own and rented by the Colleges.

o Identify the main factors that inhibits effective and efficient management of

assets and facilities 1n the colleges

e Examine the existing literature in respect of Asset, Estate and Facilities
management, with a view to drawing lessons that will help improve

management of assets in the Colleges in question

» Develop management strategies that will enhance effectiveness and efﬁciengy

of assets in meeting service delivery requirements of the Colleges.

1.6 Original Contribution to Knowledge
The original contributions of this research to the existing body of literature are:

1. Revealing how the Federal Colleges of Education in Nigeria understand and
manage their physical asset base compared to what is applicable in other
contexts as documented 1n the literature.

2. Bringing together, estate and facilities management concepts along with the
asset management concepts, to produce a management system that will ensure
effective, efficient and economic performance of assets and facilities in
Nigerian Federal Colleges of Education.

3. Developing an Asset Strategy Model that is adoptable by the Nigerian Federal
Colleges of Education, including the processes and responsibilities for
developing such strategy by individual colleges, then testing the developed
Asset Strategy Model on the case study colleges and other colleges not

involved in the study



4, Raising the awareness of College staft and other stakeholders on the need and
necessary processes for the development of asset strategy that will ensure
effective alignment of college assets and facilities to its service delivery

requirements.

1.7 Outline of Research Methodology

The key concern in choosing the research methodology has been that the study should
develop practicable system that will ensure improvement in the management of assets
and facilities in the colleges under study. The choice of methods has therefore, been
guided by the nature of the research problem and that of the topic being researched.
Qualitative methods were felt to be most appropriate to allow for theories and themes
to emerge, employing a grounded theory-based holistic approach, as described in

Chapter 5.

Also employed in this study, is the case-study approach, involving three colleges, in
addition to the pilot study college. These are considered adequate representation of all
the Federal Colleges of Education in the country, because of their high level of
commonality. The selection of the Colleges studied and individuals involved in the
whole exercise was based on purposive sampling, conducted in a manner that ensures

adequate representation and richness of data.

Realization of the objectives of this thesis comprised three integral stages: a literature
review, field study of selected colleges, and a validation exercise. Literature review of
Asset Management, Estate Management and Facilities Management was conducted
with a view to i1dentifying and understanding relevant aspects that could be employed
in achieving the stated objective of this research. The inclusion of Estate and
Facilities Management is informed by the fact that they share common objective with
Asset Management, in the provision of an enabling workplace environment to fulfill

corporate objectives of an organization, as shown in Chapters 2 & 3.

The field study stage was aimed at examining the assets situation in the Colleges;
identifying levels knowledge of assets own and capabilities of the Colleges to

effectively and efficiently manage them; and collaborating with the stakeholders to



develop strategies that will optimize management of asset in the Colleges. It involved
a mix of document analysis, observation, interviews, and iterative feedback process in
the form of workshops involving a pilot study college and three other Colleges,

selected based on an opportunistic sampling approach.

The validation exercise was conducted at the end of the study to supplement the
feedback and verification workshops, in ensuring the validity of the proposed
framework that has been developed for adoption by the Colleges. The exercise
involved presenting the developed asset strategy model to participants who were
drawn from the case study Colleges, other colleges not involved in the study and other
relevant organizations. During the presentations participants were encouraged to

comment on and make suggestions to the proposed model.

1.8 Contextual Background

1.8.1 Socio-Political Framework of Nigeria

Nigeria, a former colony of Britain, gained her political independence in 1960.
Geographically, its landmass is about 222,919 square Kilometers. It is bordered by
Benin, Niger, Chad and Cameroon Republic. Nigeria’s population as at 2006 stood at
140 million (NPC 2006). The country, according to Yeloye, in Postlethwaite (1995),
1s multiethnic and multi religious, whose 140 million population speak at least 394
languages and belong to over 250 ethnic groups. The country is historically composed
of three regions: North, East and West. However, ethno religious diversity has led to
political subdivisions based on parochial interests. This resulted in emel:gence of six
geopolitical zones, from the hitherto three regions. Administratively, the country is
governed through three tiers of government, i.e., Federal, State and Local
Government. The political unit 1s composed of 36 States, 774 Local Government
Councils and the Federal Capital. The key administration’s strategy is on

decentralization and development from the grassroots.

Economically, Nigeria’s Human Development Index 1s low, evidenced by its HDI

position of 152 out of 175 countries (UNDP, 2006). The GDP per capita (purchasing
power parity, PPP) stood at £896.00 The nation is heavily dependent on petroleum



resources, which provides 20 percent of GDP and 95 percent of foreign exchange

earnings and 65 percent of budgetary revenues.

1.8.2 Nigerian Education System

The Federal Government of Nigeria views education as “an instrument par excellence

for effecting national development.....and a dynamic instrument of change” (FGN

1996). Specifically, the Government, like in many other developing economies,

recognizes education as a panacea to all underdevelopment-related problems. The

national education policy is bas-ed closely on Nigeria’s national goals and identifies

the following as the core beliefs underlying the country’s philosophy on education:

° Educatioh 1s an instrument for national development; to this end, the formulation
of ideas, their integration for national development, and the interaction of persons

and 1deas are all aspects of education;

e Education fosters the worth and development of the individual, for each

individual’s sake, and for the general development of the society;

e There 1s need for equality of educational opportunities to all Nigerian .childr'en,

" mrrespective any real or imagined disabilities, each according to his/her own ability

o There is need for functional education for the promotion of a progressive, united,
Nigeria; to this end, school programs need to be relevant, practical and

comprehensive; while interest and ability should determine individuals’ direction

in education’ (FGN 1986)

The Nigerian Education philosophy is therefore based on: the development of the
individual into a sound and effective citizen; the full integration of the individual into
the community; and the provision of equal access to educational opportunities for all.
The adoption of this philosophy is based on the belief that the multi-ethnic and multi-
cultural composition of Nigeria needs to be blended and integrated if the nation is to

record a steady economic, political and social growth and stability.

Higher education institutions are therefore established to achieve the above by providing
educational programmes at various levels. All institutions offering post-secondary
degrees, certificates and diplomas constitute the higher or the tertiary education system.

There are three institutional types — universities, polytechnics and colleges of education.



By 2007, there are 89 Universities, 42 Polytechnics and 64 Colleges of Education in
Nigeria. Overall, Nigeria has a far larger and more diversified tertiary education sector

than any other country in Africa.

Colleges of education run three-year programmes leading to the Nigerian Certificate in
Education (NCE). Polytechnics on the other hand, run two- and four-year year programs
leading to National diploma and Higher National diploma. Universities run a wide range
of programs lasting between 4 to 7 years. The major functions of Higher Education
Institutions, according to National Policy on Education are: teaching; research; the

dissemination of existing and new information; the pursuit of service to the community

and being a storehouse of knowledge (FGN 1982).

Colleges of Education, particularly those owned by the Federal Government are the
major focus of this researcher, having served in one of them for a period of ten years.

The ownership structure of Colleges of Education in Nigeria is as shown in table 1.

Federal Government | State Governments

Table 1 Ownership structure of Colleges of Education in Nigeria. Source: NCCE 2006

As shown 1n the above table, there are 64 Colleges of Education in the country, out of
which twenty were established and controlled by the Federal Government while four
have been privately established with one, owned by the Army. As at 2006/2007, the
total student en_rblment in colleges of education stood at 191,578, while the academic

staff strength was 8,872 (NCCE 2006)

Colleges of Education are specifically tailored towards meeting the demands for
production of qualified and effective teachers for the nation. The goals and objectives
of Colleges of Education according to a Government report (FGN 1996) are:
1. Teaching, encouragement of the spirit of inquiry in teachers;
. 2. Production of highly motivated, conscientious and efficient classroom
teachers forthe  Primary and junior secondary levels of the educational

system.



Other objectives of the colleges are as follows:

a) To provide full-time courses in teaching, instruction and training:

e In technology, applied science, commerce, arts, social science, humanities,

and management leading to the award of the Nigeria Certificate in

Education (NCE)

e In such other fields of applied learning relevant to the needs of the
development of Nigeria in the areas of industrial and agricultural
~production and distribution and for research in the development and
adaptation of techniques
b) To conduct courses in Education for qualified teachers
¢) To arrange conferences, seminars and workshops relative to the fields of
learning specified in paragraph (a) and
d) To perform such other functions as in the opinion of the Council may serve to

promote the objectives of the Colleges.

The Federal Government established three autonomous bodies to coordinate the
activities of higher education (tertiary) institutions. These are as follows:
1. The National Universities Commission (NUC) for Universities
2. The National Board for Technical Education (NBTE) for Polytechnics and
Colleges of Technology
3. The National Commission for Colleges of Education (NCCE) for Colleges of
Education.
These Commissions serve as regulatory bodies and are charged with the responsibility
of setting minimum standards for curricula and disbursing funds to the institutions
under their control. They also organize accreditation of academic programs. In
addition, these bodies are charged with the responsibility of overseeing the

development of physical facilities in the institutions.

1.8.2.1 The National Commission for Colleges of Education (NCCE)
The National Commission for Colleges of Education (NCCE) was established by
Decree 3 of 1989, to among other things, advise government on financial needs of

Federal Colleges of Education, accredit academic programmes of the Colleges and to
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receive block grants (for eapital and recurrent expenditure) from Government and
allocate them to the Colleges on annual basis. The statutory functions of the
Commission also include the planning of training facilities, preparation of periodic
master plans for balanced and coordinated development of Federal Colleges of
Education, and monitoring and control of project execution, with a view to ensuring
that physical development programmes are not only well planned, but that their
execution are prudently controlled within the allocated available resources. The
ultimate objective of this is to ensure that Colleges account fully for capital funds

released to them.

In discharging its responsibilities therefore, NCCE had developed some guidelines and
procedures for the implementation of capital projects in the Colleges, with the aim of
ensuring judicious use of the scarce resources. To qualify for allocation of grants
therefore, Colleges are required to properly account for previous allocations and also to
éubmit to the commission, their annual budgets and three year development plans. The
three year plan should among others, indicate the College’s proposed capital projects
and growth projections in terms of academic programmes, staffing and student

enrolment.

1.8 Structure of the Thesis

This thesis 1s structured into nine chapters as follows:

Chapter two — Sets out literature review of asset management with particular attention
on the strategic asset planning, which discusses the alignment of the asset planning
and management with the service delivery priorities. .

Chapter three — Sets out a similar review in areas of estate management and facilities
management. These are considered very much relevant to the study. The chapter
shows that understanding the role of buildings and how they can be deployed
effectively, in the context of operations of each individual business, is the essence of

both facilities and estate management.

Chapter four — This chapter discusses the importance and composition of asset
strategies and how the interim asset strategy model was developed, prior to the filed

studies. It concludes with an interim asset strategy model
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Chapter five — Discusses the appropriate research methodologies the researcher
employed for the study. It provides the wider theoretical justification for the proposed
methodology with reference to the various options for social science research methods.
The chosen research strategy is then described, outlining the procedure implemented
during the field study stage, and validation exercise

Chapter six — This 1s a continuation of the research methods chapter. The chapter
discusses the activities of field studies, covering the pilot study and main studies in
three other colleges, including the conduct of verification and validation workshops.
Chaptér seven — In this chapter, results from the field has been presented and
discussed. The field study data is analyzed and compared with what is obtained in the
literature earlier discussed in chapters two and three. The validation exercise is also
discussed in this chapter which concludes with provision of a modified asset strategy
model, justification for the changes made to the model and the responsibly for the
development of the model by individual colleges.

Chapter eight — The theoretical framework for organizational change is discussed in
this chapter, including general discussions on innovation and change. Some factors
that will engender organizational changes in the colleges as a result of asset strategy
implementation have identified along with how the organizational change can be
implemented in the context of this research.

Chapter Nine — Conclusions and recommendations for further research are contained
in Chapter 9 where the realization of each of the stated aims and objectives are

discussed and contributions to body of knowledge outlined.
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CHAPTER Two

UNDERSTANDING ASSET MANAGEMENT

2.1 Introduction

The relevant asset management disciplines and procedures have generally emerged
from the highly structured or regulated institutions — initially the armed forces,

airlines and nuclear sectors but now rapidly spreading to power, water, housing and

other sectors (Woodhouse 2001).

Assets Management as relates to physical assets is a relatively new concept. It covers
the procurement, operational management, maintenance, rehabilitation and disposal of
assets such that their use is maximized in regards to their service delivery potentials

and that risks and cost are managed over their entire life (Woodhouse 2001)

In the past, increasing public demand for services invariably meant the creation of
new infrastructure, with inadequate attention given to asset life and whole-of-life
costs. Too often, assets were seen as ‘outcomes’ rather than simply platforms from
which services were delivered. The existing asset base was often under-utilized or

under-performing, with only minor asset rationalization programmes in place.

Public and private sector organizations are now committed to optimizing their asset
base and recognizing that physical assets have a vital role to play in providing service
delivery that fulfils their corporate objectives. Good asset management requires the
planning and acquisition of the most appropriate assets to meet current and future
service delivery demands. This requires informed decisions about which assets are

needed, where and in what numbers.

This chapter therefore outlines a formal systematic process for asset management and
also discusses the asset management activities that are necessary for a robust asset
management process. Understanding Asset management 1s the basic tool for this

research work. The chapter also includes a toolkit of approaches that can be used to

undertake asset management activities including development of an asset strategy.
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A key element of asset management which is given particular attention in this section
1s the strategic asset planning, which discusses the alignment of the asset planning and
management with the service delivery priorities, so that all asset support services in
the most appropriate, effective and efficient way. The next section gives definitions

and explanations of asset management.

2.2 Defining Asset Management
Asset management represents some fundamental rethinking about how public
agencies and private organizations function. The scope, technology tools and

procedures must be able to deal with a range of practical issues identified in the

previous section.

The traditional design-build-maintain approach 1s simply inadequate in the face of the
current challenges for more proactive practices in managing assets. A transition to
modern asset management principles and techniques is needed. One of the first steps
to understanding and using asset management principles is to have a clear definition
of the term. Unfortunately, this has not been an easy task as both a variety of
definition and some confusion over the scope of asset management exist. First, as
guiding principles, Ralph Haas (2000) states that:

1. Asset (AM) Management should be viewed as a process and an Asset
Management System (AMS) as the operational application or implementation
of the process.

2. The fundamental requirement of an AMS by administrators and engineers is
that i1t employs good business practices and effectively integrates or

incorporates the already established component management systems.

The following example definitions address these guiding principles wholly or in part:
- » “Asset management is the optimum way of managing assets to achieve a
desired and sustainable outcome” (IAM 2003)
> “Asset management is a comprehensive business strategy employing people,
information and technology to effectively allocate available funds amongst

valid and competing asset needs”(TAC 19997)
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> “Asset management 1s a comprehensive and structured planning process for

developing capital and recurrent budgets. It aims to focus on customer and

community needs, provide quality services and a commitment to excellence to
ensure that assets remain productive”.(RTA 1996) |

» “Asset management is a comprehensive and structured approach to the long-

term management of assets as tools for the efficient and effective delivery of

community benefits. The emphasis is on the assets being a means to an end,

not an end 1n themselves.” (Austroads 2006)

Practitioners generally tend to define asset management in terms of the
property/infrastructure for which they are accountable. However, according to TAM
2000, 1t generally covers the procurement, operational management, maintenance,
rehabilitation and disposal of assets, such that their use is maximized in regard to their
service delivery potential and that risks and costs are managed over their entire life. It
is a business process and decision-support framework that covers the extended life of
an asset and draws from engineering as well as economics. In essence, asset
management should be directed to gaining the greatest possible benefits for the

owners and users of the assets.

2.3 Approachgs to Asset Management

Conventionally, the prime objective of managing assets has been to control short-term
running cost. The main concerns, according to Lloyd (2003), have been with
immediate, operational and maintenance matters. He further observed that there are a

number of reasons for that approach;

e Expenditure on assets i1s generally the second highest business cost after payroll,
so that it is an obvious target for cutting cost to boost annual profit

e Physical assets are often perceived by managers to be a ‘sunk cost’ that has little

~impact on strategic decision-making

o Operating and maintenance cost of assets are easily measured, whereas the long-
term strategic benefits of buildings and facilities are less readily quantified and
their effect on the ‘bottom line’ is not so apparent, so that they tend to be
overlooked

e Property 1s a relatively permanent asset and the transactional cost of acquiring or
disposing of property assets are high, which tends to reinforce the status quo
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The approach to managing physical assets 1s now changing. The Asset Management
approach 1s being adopted all over the world and it involves consideration of short-
term, operational as well as long-term, strategic issues, and includes both costs and
benefits. It is simply the way we look after the assets around us both day to day in
maintenance and operations and medium to long term in strategic asset planning.
Asset management is directly related to current or desired level of service to
customers; the cost of providing the services, and the practices and systems that assist

in achieving this in the most efficient and cost effective ways.

Organization’s assets are of utmost importance and should be managed to maximize
the organization’s stakeholder value as well as its well being, irrespective of whether

it i1s a public or private organization. The main streams in asset management are
(NSWT 2004):

e Identification of needs for the asset, in the light of stakeholder requirements

e Provision of assets, including its ongoing maintenance and rehabilitation to
sult continuing needs -

¢ Operation of the asset

o Disposal of the asset when the need no longer exists or it is no longer
appropriate for the asset to be retained.

Good asset management will always result in achieving best value from the total asset
costs over their life cycles, including the cost delivering services using these assets.
Sustainable asset investment requires organizations to be accountable in maintaining

and wisely using their existing assets. Optimal asset management is achieved by (DTF
2005):

e Defining desired levels of service in consultation with the stakeholders, and
matching these with assets that enable the services to be delivered.

e Adopting a life cycle approach to planning asset investment and management
decisions.

e Balancing competing needs across all organizations functions and selecting
options which best meet desired outcomes.

¢ Monitoring, evaluating and improving service delivery.

¢ Managing the risks of asset ownership and operating to ensure continuity of

- service.
¢ Providing for present needs while sustaining resources for future needs
o Adopting continuous improvement approach to asset management policies.
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Woodhouse (2001) describes asset management as thé set of processes, tools,

performance measures and shared understanding that glues the individual

improvement or activities together. This is depicted in the Figure 2.1.

Asset Management
Philosophy and Framework

2 0
o The What
_ § and Why
S - 5‘09
2 = =
5 3 2
g > 3 The Who
- o o and How
= ® =
S 4 S o =

Asset Management Enablers |
(Risk management, Asset Register, Work Mgmt system, Education,

Fig 2.1 Building a single AM structure — adopted from Woodhouse (2001)

Simply stated, asset management fulfills a much needed intermediate role between
strategic management and operational management In any organization.
Representation in asset management should comprise of strategic inputs from senior

management staff responsible for strategic planning.

2.4 Excellence in Asset Management

It is essential that a business management approach be taken to ensure puplic and
private organizations receive maximum value for their investment in physical assets
and that services can be provided at the lowest life cycle cost. Practicing asset
management is not just fulfilled by complying with statutory requirement, but also

directly related to:

e current or desired level of service for the stakeholders

e cost of providing these services |

e the practices and systems that assist in achieving this in most efficient and cost
effective ways. |
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Male et al (2006) report suggests that asset management should be a top-down policy
driven. and bottom-up needs verified approach. “The former perspective sets out the
policy framework within which property asset decisions will be made, including an
associated basis for priorit.izing investment and the consequent shape and
configuration of the property portfolio held by a department. The complementary
latter approach derives from those responsible for the operational delivery of services
and property confirming through feedback mechanisms whether the property
portfolio, 1ts performance over time and the investment made meets adequately
service delivery needs and requirements”. In order to get the best from an
organization, the top team needs to hold the reigns lightly enough to allow the
detailed articulation of asset management (at the operational level) to be fed back into

the leadership process.

Asset management is a full cycle management of such assets in order to maximize
their advantage. According to TAM 2000, it covers site acquisition and disposal, the
replacement and remodeling of buildings, roads and bridges to include extensions and

improvements, plus the management and maintenance of such physical assets.

Good asset management usually meets the following criteria (Scottish Executive
2005):

e The authority knows what is in its asset portfolio, where those assets are, and
who 1s responsible for their upkeep.

e The authority has developed a means of relating the assets in its portfolio to its
wider objectives, thus providing a basis for investment and disposal decisions
and for setting priorities between them.

e The asset porttolio 1s reviewed regularly, both on a department wide and an
authority wide basts, according to criteria set centrally and used consistently

across the authority.

e The authority has considered both long term (5-10 years) and short term
objectives

e It links the use of assets to the use of other resources

e Decisions about reviews, additions, disposals, maintenance programmes and
collaboration with other partners are taken systematically and implementation
1s monitored by members.

Asset management effectively represents a shift from a “management by exception”

in operations and planning, that is prevalent in most public organizations. It now
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guides the manager to purposely deploy scarce public resources to achieve the
greatest public benefit. A fully-implemented asset management system will allow
decision makers to explore how each action — e€.g., operating and maintaining existing
assets as well as building new ones — 1s likely to influence both current budgets and
long-term stakeholder needs. Assets exist to support delivery of organization’s
services. Therefore, effective asset management ensures that the following key
propositions apply (DPW 2006):

o Assets should align effectively with and support organizational business needs

for the short and long-term : and

e The long term cost of using, maintaining and operating assets should influence
decisions on acquiring assets so that the most economical long-term cost is

achieved.

Guidelines in subsequent sections have outlined how the above objectives can be
achieved by applying various principles and processes in planning, capital investment

and maintenance.

2.5 Objectives and Principles of Asset Management

The principal objective of asset management is to enable an organization to meet its
service delivery objectives effectively and efficiently. To be effective, asset
management needs to be considered as a comprehensive and multi-disciplinary

activity that takes into account a range of factors such as (NSWT 2004):

the asset life cycle and asset management principles;

the needs of the users of the asset;

the policy and legislative environment;

the organization’s corporate management and planning framework;

technical adequacy and commercial viability;

external or market factors (commercial, technological, environmental or
industry implications);

the competing demands of stakeholders and

e the need to rationalize operations to improve service delivery or to enhance
cost-effectiveness. '

Managers responsible for assets have recourse to a range of techniques to assist them.

These include value management, demand management, economic appraisal, life

19



cycle costing and risk management. Risk management is particularly important as it

underpins many of the key decisions made about assets.

Public sector asset management should be governed by the following principles

(DPW 2003):

Service delivery needs are to guide asset practices and decisions

Asset planning and management are to be integrated with corporate busmess
plans, budgetary and reporting processes.

Asset decisions are to be based on alternatives that take into account full life
cycle costs, benefits and risks of assets

Ownership, control, accountability and reporting requirements for assets are to
be established, clearly communicated and implemented

Asset management activities are to be undertaken within an integrated
government asset management policy framework

2.6 The Benefits of Asset Management

Asset management 1s a Key component of efficient - organization. Good asset

management will enable an organization to INSWT 2004):

Assess the make-up of the best portfolio required to deliver the given services
Minimize operational costs, and maximize asset efficiency

Maximize efficiency of service delivery

Facilitate long term planning in the context of corporate objectives

Develop corporate thinking

Develop valuable long term partnerships

Free up resources for reinvestment, should the financial policy of the authority
allow 1t, and subject to the Prudential Code

Allocate resources effectively to areas of greatest need
Account to the public for its use of public assets

Countries that adopt asset management practices have recorded tremendous

improvement in the efficiency and effectiveness of their physical assets. The next

section therefore discusses asset management in some countries that have developed

and entrenched asset management practices in Government policies.
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2.7 International Activities in Asset Management

As earlier stated, the relevant asset management disciplines and procedures have
generally emerged from the highly structured or regulated institutions — initially the
armed forces, airlines and nuclear sectors but now rapidly spreading to power, water,

housing and other sectors.

Australia, New Zealand, USA and the UK have incorporated the concept in their
operation and are leading the world in the holistic approach to asset management.
This section has therefore outlined a number of international activities related to asset

management.

2.7.1 Asset Management in the USA

In the past several years, the United States Federal Government’s real property
management practices had undergone extensive scrutiny with a view to improving the
management of its hundreds of thousands of infrastructure and real property assets
worldwide, and worth hundreds of billions of dollars. A large portion of these assets
were in serious state of deterioration, with repairs estimated at tens of billions of
dollars. Mény agencies consider the assets as no longer able to meet their service
delivery requirements effectively and efficiently. These property assets were in 2003,

designated as a high risk area by the Government Accountability Office (GAO)

Following the GAO report, President Bush signed an Executive Order (EO) 13327, in
February 2004, for real property asset management, adding it to the President’s
Management Agenda (PMA) (Teicholz 2005). The EO’s primary objective is to
promote efficient and economical use of the Government’s real property assets. It
calls for executive branch agencies to appoint a Sentor Real Property Officer (SRPO)
to be held accountable for the effective management of the agency’s real properties.
Each agency must determine what it owns, what it needs and what it costs to manage
its real properties. It must develop and implement asset management plans, develop
and monitor real properties performance measures and dispose of properties that are

not needed.

As part of EO13327, the inter-agency Federal Real Properties Council (FRPC) was

formed and 1s responsible for developing guidance, serving as clearing house for best
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practices, and facilitating the efforts of the SPRO. The FRPC has established four

working committees to focus on various aspects of the Executive Order (GSA 2004):

Asset management
Performance measures
Inventory, and
Systems

These committees are charged with the responsibility of developing asset
management baseline data, performance measures reporting, real property inventory

database standards, as well as promoting other tools for effective asset management.

Federal highway Administration (FHWA), US Department of Transport

FHWA has initiated several programmes to address the issue of infrastructure asset
management in the US. In 1999, FHWA established the Office of Asset Management.
It 1s one of four offices within FHWA’s Office of Infrastructure. Its mission is to
bring state-of-the-art management system technology and best practices to US states
and local agencies and to provide leadership and expertise in the management of

highway infrastructure assets. The office has three key responsibilities:
e Provide national leadership in asset management for the highway pro grammes
e Develop asset management policies for the pavement and bridge systems; and

e Partner with the American Association of State Highway and Trzinsportation

Officials (AASHTO) and others to conduct nationwide programmes.

To summarize, Asset Managément practices in the US was initially introduced in the
highway infrastructure sector, to provide leadership and expertise in the management
of the Highway infrastructure assets. The challenge faced by the Federal Government
to not only arrest the deteriorating condition of its physical assets but to also plan a
programme of repairs and improvements, also triggered the development of a property
asset management process mandated by Presidential Order. A national council has
been established to oversee the development and dissemination of best practice in
property asset management, a series of Key Performance Indicators (KPIs) have been
established for measuring the performance of property assets over time and a senior
manager within each major agency must be nominated who will be held accountable

for the management of property assets on behalf of the agency.
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2.7.2 Asset Management in Australia

Unlike what 1s obtained in the United States, accounting standards and/or public
sector financial reporting system have been a key driver of asset management in
Australia. Both federal and state governments have implemented strategies aimed at
securing gains in efficiency and productivity. Australian Accounting Standards (AAS)
has given engineers and accountants the opportunity to introduce business
management system to the management of physical assets The financial standards,

which requires assets to be accounted for and included in financial statements

includes (IAM 2002):

o AAS 27 for local government
e AAS 29 for government departments
e AAS 31 for governments.

A robust and holistic approach to the management of assets has been developed by
Australian Commonwealth Government, State Governments and other related
agencies, with a view to ensuring optimum performance of physical assets to meet

stakeholder needs and expectations. These are therefore discussed in the next section.

Australian National Audit Office (ANAO)

The Australian National Audit Office (ANAO) 1s a public sector organization meeting
audit service needs of parliament and commonwealth public agencies. The aim is to
improve commonwealth public sector administration and accountability. The ANAO
assists the Auditor-General by providing objective evaluation of the performance and
financial management of public sector agencies. The ANAQO’s Asset Management
Handbook (ANAO1998) helps asset managers implement asset management
principles. The handbook provides an overview of asset management principles,

instructions on application of asset management principles and concepts, a selection

of case studies, and a glossary of terms. The ANAO found that (ANAO 1998):

e Most organizations can benefit from proper asset management strategies

e Asset management strategies should integrate with other strategic planning
processes |

o Alternatives should be considered when purchasing and replacing assets

e Life-cycle costing analysis should be used |

e Improved asset management can occur from proper codification of cost of
assets

23



» Decision about asset decommissioning should be made at a strategic level, and

e Regular inspection of the condition and performance of assets, combined with
proper planning for replacement, can maximize the return on investment.

The ANAO also published a better practice guide entitled Asset Management Guide.
The guide and handbook are based on the asset management principles developed by
the ANAO. By 1997-98 the ANAO re-examined through a further audit the extent to
which its earlier recommendations had been implemented. “The subsequent report
noted that effective strategic asset management remained a challer;ge for many
government organizations” (Male 2006). The audit had also confirmed the limited
nature of central policy advice and guidance compared that which existed in a number
of State Governments. A consensus from a number of their reports confirms that there
has been a much stronger drive towards improved asset management, including

property asset management at State compared to the central Commonwealth

Government.

The subsequent sections give examples of state Government and other organizations

approaches to Management of assets.

New South Wales Government

The NSW Government established an Asset Management Committee (GAMC) in
1998 to bring together NSW Government agencies and asset experts to ensure a
"whole of government" approach to asset management and office accommodation
planning. The Committee meets quarterly or more often when required and its terms

of reference are to provide advice to the Budget Sub-Committee of Cabinet on
(GAMC 2003):
e The alignment of asset and office accommodation resources with
Government’s service delivery priorities.
o The appropriateness of agency asset management strategies.
e Strategic asset and accommodation issues involving more than one agency.
e Office accommodation strategies for metropolitan and regional areas.

e Major investment strategies - acquisition, major refurbishments, lease pre-
commitments, leasehold, and asset and property disposals.

e Benchmarks and performance standards for asset and property portiolios.
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A Senior Officer Sub-Committee has also been established under the GAMC to meet
regularly and consider matters prior to their referral to the full GAMC. The Sub-
Committee meets in a similar timescale to GAMC. The Secretariat for GAMC 1s
provided by the Treasury. Each year, agencies are required to submit to NSW
Treasury an integrated set of five TAM plans which comprise an Asset Strategy
driving the following related plans; a Capital Investment Strategic Plan, a
Maintenance Strategic Plan, an Asset Disposal Strategic Plan, and an Office

Accommodation Strategic Plan.

The above Asset Strategy and Strategic Plans are to be consistent with the Guidelines
outlined in the published TAM Manual and the process has been incorporated into the
annual Budget allocation process. The Treasury considers an agency’s RSP (or SBI)

incomplete unless it 1s supported by the Asset Strategy and its supporting Plans.

Queensland Government

The challenge for Queensland Government 1s to ensure that community expectations
for services are matched with an efficient use of limited resources. Government is
also required to maintain a high level of essential services to the community and, at
the same time, be responsive to the changing social, political and economic
environment. This has led to an increasing emphasis on identifying and

understanding the core business of government and its agencies.

In response, the Public Works Department of Queensland Government develops a
range of asset management policies, guidelines, systems and support tools to assist
Queensland Government departments deliver enhanced services to the community
through better management of assets. The Department also provides advice to the
Queensland Government and its departments on a range of asset management issues
affecting the life cycle management of buildings, including capital investment
planning, building procurement, tendering and selection of contractors and

consultants, maintenance and disposal of building assets.
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These products and services ensure that the Queensland Government and its

departments are better informed on how to best manage the State's asset portfolio,

worth billions of dollars (DPW 2003).

Strategic Asset Management guidelines have been developed for use by Government
departments and agencies. Strategic asset management underpins all activities related
to managing physical assets for optimal outcomes. The Strategic Asset Management
Guidelines provide a best practice framework for implementing strategic asset
management. They document the responsibilities of public sector asset owners, users
and managers, and provide information and direction on all aspects of physical assets

throughout their Lifecycle

The guidelines requires agencies through effective planning to identify the assets
required to deliver their outputs cost effectively. Under this framework assets are
classified as inputs to service delivery and agencies will need to know the full cost of
holding assets to determine the true output cost of services being delivered. The
guideline maintained that “The asset base in Queensland is generally sound however,
it will not keep pace with future demand unless a strong framework is in place to

ensure assets are effectively managed” (DPW 2003).

The guideline further noted the increasing need for a forward-looking approach to

asset management that will lead to:

structured and accountable corporate planning;

demonstrable linkages between service delivery and resource planning;
formal capital, maintenance and disposal planning for assets;

the use of appropriate methodologies to manage the demand for new assets;
more effective and innovative ways of delivering services;

private sector participation in the financing, provision, management and
maintenance of public infrastructure;

e enhanced coordination of public assets and infrastructure from a whole-of-
government perspective. (DPW 2003).

Institute of Public Works Engineering Australia (IPWA)

The Institute of Public Works Engineering Australia and New Zealand National Asset
Management Steering (NAMS) Group have jointly developed an International
Infrastructure Management Manual (IIMM 2000). The manual defines asset
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Management, introduces the concept of total asset management (asset management as
an integral part of all organizations’ activities) and life cycle asset management
(decisions are made based on costs associated with all stages of an asset’s life); shows
the benefits provided by asset management techniques; outlines best practices; shows
how to evaluate and implement information systems to support good asset
management planning and decision making; cite case studies, and includes an
implementation plan. The implementation section contains details of asset
management standards, guidelines, techniques and references together with examples

of key asset management activities such as:

Developing and consulting on service levels,
Demand forecasting and management
Optimizing decision making

Maintenance planning

Risk management methods

The manual has an extensive glossary of terms related to asset management. In
conclusion, the Australian approach to asset management 1s more holistic. The
commonwealth, states and local Governments have developed robust asset
management and improvement plans, techniques and strategies which should integrate
well with other strategic planning Iprocesses. Asset management manuals have been
developed which provides an overview of asset managementhprinciples, concepts and
their application. The asset management concept was tied into Government agencies
through accounting standards and public sector accounting systems, The Australian
National Audit Office (ANAO) with a view to improving strategic approach and
general asset management practices. Asset Management approaches have been better
developed at State Government level, and examples have been provided of the close
similarities in thinking adopted by some State Governments. States usually link the

asset management process into their budgetary regimes.

2,7.3 Conclusions from the US and Australian Models of Property Asset
Management '

Asset Management models in the US and Australian has been developed from
different drivers, but they are both developed with a view to ensuring effective and
efficient performance of the physical assets. There are a number of similarities and

differences that can inform development of a model of excellence:
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The Asset Management models of both recognize the need for a central coordination

committee to develop and disseminate best practice 1n asset management; for

example, the FRPC in the US and the GAMC in the NSW State Government.

Physical assets age and deteriorate leading to growing proportion of
expenditure, and that pushed both countries to develop asset management
approaches that bring about improved efficiency and effectiveness of physical

assets.

The US approach has been mandated by Presidential Executive Order, the US
and Australian models link the property asset management planning process

Into budgetary cycles.

Both countries have produced best practice guidance centrally; States
Governments in Australia have also developed their own approach and a
review of three of these (New South Wales, Victoria and Queensland)

indicates close similarities and consistency of approaches.

The US model has set out the requirement that a named individual at strategic
level 1n all major agencies should be held responsible for property asset

management.

The ANAO has conducted a number of formal audits of the embedding of
asset management and property asset management in central government

departments and agencies.

The Australian model involves the development and maintenance of whole-of-

government asset management framework, based on life cycle costs

The Australian Model, particularly the state levels, have established principles

and guidelines which emphasizes

*  service delivery needs;
= life cycle approach to asset management;
* integrated approach to asset management and service delivery; and

* ncreased emphasis for accountability for asset investment

Both countries have recognized the strategic importance of managing assets
and property assets as an important national and State resource. The next
section looks at Asset Management practices in the UK.
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2.7.4 Asset Management in the UK

In the United Kingdom (UK), the leading asset management practices have come
from the water industry which operates in a privatized (since 1989) but heavily

regulated environment.

Water companies are required to develop strategic asset management and business
plans (which outlines the investments required to meet service obligations) and
submit these to the Office of the Water Regulation (OFWAT) for audit purposes.
This requirement has driven water companies to develop robust business cases for
future expenditure and led to the development a more comprehensive asset

management approach.

Asset management has been generally recognised in the UK as a key part of business
planning which connects at strategic level, decisions about an organisation’s business
needs, the deployment of its assets, and its future investment needs. Accordingly, a
number of holistic approaches to asset management have been developed. These

among others, include the Lyons and Male reports on property asset management, the
PAS 55 and RICS & ODPM Guidance on Asset Management 2005.

2.7.4.1Property Asset Management

Public services in UK are evolving in the context of rising public expectation,
increasing focus on improving efficiency and value for money, and the contiliuous
emergence of new technologies. An asset base worth around £220 billion across
central government underpins these services and needs to develop to reflect and
support their evolution (OGC 2006). The Government's hstrategy for increasing
efficiency in the public sector gives further impetus to these developments. Asset

management 1s a key part of this story:
e selling surplus assets to free resources for new investment;

e transferring ownership of assets to the private sector where this secures access

to new funding and skills, or by placing risk where 1t can be better managed;
o Iidentifying and capitalizing hidden assets; and;

¢ Increasing value for money from retained assets and property
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Experts were also commissioned to undertake various studies and make

recommendations for the optimum utilization of public assets.

Sir Michael Lyons Report
In 2004, Sir Michael Lyons published his report: Towards the Better Management of

Public Assets. The reports 1nvestigated how the management of public sector assets
could be improved and contribute to the Government’s objectives of achieving further.
efficiency savings. It focused on the need for government to pay more attention to its
assets and to ensure that its investments provided an effective and efficient rate of
return in terms of value for money. Lyons concluded that the targets set in his report
are achievable by 2010, if effective asset management strategies were put in place by

the central civil government.

Whilst Lyone’s report considered the wider definition of assets (roads, infrastructure
and intangible assets) there was an emphasis on property assets, whose portfolio
management represents a considerable proportion of an organization’s outgoings,
often second only to staff payroll. Property held either as freehold, leasehold or
through PFI, is a major investment. In order for a return to be realized, investment in
property 1s not often a short-term term decision. Acquiring property is a major
decision and disposal is often a time-consuming process. Lease terms may be
reducing in length, and the inclusion of break options in lease terms may be
Increasing, but such flexibility comes at a cost. After all, landlords need to generate a

return from their own investments too. (Lyons 2004)

By raising the profile of property assets Sir Michael has ensured that asset
management becomes a key contributor to business thinking. Disposal targets aside,
good asset management contributes to the ongoing effective management of an
organization’s business. Good asset management means challenging the status quo in

order to seek better ways of doing things.

In response to the recommendations in Sir Michael Lyons' report to the Chancellor,
OGC has responsibility for embedding effective property asset management in central

civil government within the HM Treasury initiative to improve asset management
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across the wider public sector. To support this role therefore, OGC engaged Professor

Steven Male, of Leeds University, to undertake a study into the current state of

property asset management 1n Central Civil Government. The research has provided:

a baseline assessment of the current status and practice of property asset
management in central civil government

a model for excellence in property asset management practice with a range of
practical examples including development of a maturity matrix

an assessment of the potential for efficiency gains and the interventions

required to achieve them

The Leeds University recommendations have been based on evidence drawn from:

international literature on best practice

US and Australian government models

an extensive review of existing processes 1in government that impact on asset
management

questionnaire responses from Heads of Estates across departments, agencies
and NDPBs

in depth follow-up interviews

a 2 day workshop held in February 2006 including: OGC, HMT, NAO and
departments

shared information on ongoing work within government, in particular the
property performance benchmarking study, an OGC Property Asset
Management Skills study and the NAO report Getting the best froni public

sector office accommodation.

The research identified wide-ranging issues that impact on the effectiveness of

property asset management, the ability to achieve efficiency savings and to release

capital. Wider benefits were also identified. These relate to improved alignment of the

asset base to the delivery of government services, together with improvements in

governance and accountability for the asset base (OGC 2006).

Recommendations encompassed a number of areas and further analysis of these has

identified four emerging themes:
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o The fragmented nature of ownership and responsibility for the civil estate
allied to a lack of strategic direction. |

e A lack of standards for asset management planning, capability requirements
and aspirations for delivery of property solutions.

e A lack of understanding of the property asset management function and the
capability required in government, particularly at the strategic level.

e A lack of review, audit and challenge mechanisms.

A property asset management matrix of maturity has been developed as part of the
research to enable Government organizations to establish how well they are
conducting PAM. It also provides organizations with an indication as to the
requirements for excellence in PAM. The matrix consists of a set of enablers against

which an organization can judge itself.

The Maturity Matrix defines levels of organizational maturity and capability across all
aspects of Property Asset Management (PAM). It has been developed to underpin the
Skills and Capability Component of High Performing Property (HPP) and to support
delivery of a rationalized effective central government estate by 2012, It is a profiling
tool for understanding the total requirement for PAM capability regardless of whether
provision is in-house or through private sector parthers. Application of the Matrix

recognizes that a range of factors impact on the required levels of capability

Although the Matrix has been developed for buildings and office accommodation it
applies equally to specialist and infrastructure assets and there is an Increasing
“expectation of wider application. The Matrix is primarily to be used in self-
assessment and self-development but it can also be used in a PAM audit (Male, et al,
2006). Using this matrix in assessing the organizational capability in PAM gives the
following benefits:

e An evidence based assessment of the existing organizational capability across

all the enabling aspects of PAM
e A well founded evaluation of the areas of shortfall in PAM capability enabling

assessment of changes required in any aspect of PAM
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e Insight into the activities required to support PAM and thus an appraisal of the
action required under HPP 1n terms of time, resource and cost

e A defined methodology that underpins the justification for agreeing a
capability Transition Strategy

e Assurance of availability of capability in line with delegated responsibility and
accountability, and

o Assurance of capability to comply with PAM regulatory, propriety, value for

money, and management of property related risk.

2.7.4.2 PAS 55

PAS (Publicly Available Specification) 55 aims to make sure that an organization’s
assets are effectively managed over time. By providing guidance and structure
through an iﬁdependently audited and externally recognized process, the specification

allows organizations to ensure good stewardship of their physical infrastructure.

By clarifying and defining what asset management 1s (and isn’t), the specification
allows organizations to develop good practices for the sustainable, long-term
administration of their assets, thereby demonstrating that assets deliver the required

level of performance of a service or product at an optimal cost.

The Publicly Available Specification (PAS), according to John Woodhouse (2006),
has been developed 1n response to demand from industry for a standard for carrying
out asset management. It 1s applicable to any organization where physical assets are a
key or critical factor in achieving effective service dehvery. PAS 55 covers the
management of physical infrastructure assets, particularly those that form elements in
our built environment — such as utility networks, power stations, railway systems, oil
and gas installations, manufacturing and process plant, buildings, airports, etc (PAS
55-1 2003). It 1s currently published in two parts: |

e PAS 55-1 Part 1 — The Specification (released in 2004 — contains 21

requirements)

e PAS 55-2 Part 2 — Guidelines for the Application PAS 55-1-
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PAS 55 has been developed in consultation with a large number of major
organizations and individuals that are active and proﬁciént in the field of asset
management. IAM 1s organizing body responsible for development of PAS 55 and it
has been prepared and published by BSI. It is likely to be adopted as a British

Standard in due course with eventual adoption as an ISO standard.

The PAS also covers asset management from an organizational perspective — applying
to cases where the organization’s ability to deliver services or products is dependent
on the function and level of performance of its assets. The scope of the PAS is limited
to the physical asset, but the PAS recognizes four other broad categories of asset that
must be managed to achieve organization’s strategic plan, these being: human assets,

information assets, intangible assets (reputation etc) and financial assets (PAS 55-2,

2004)

Definitions

PAS 55 provides definitions of many terms, including:

Asset Management which 1s defined as: “systematic and coordinated activities and
practices through which an organization optimally manages its assets, and their
associated performance, risk and expenditures over their lifecycle for the purpose of
achieving its organizational strategic plan”.

Assets are “plant, machinery, property, buildings, vehicles and other items and related

systems that have a distinct and quantifiable business function or service”.

Note that this definition reflects the scope of the PAS.

Critical Assets: “Assets (or subset components thereof) that are identified as being
critical (now or in the future) to achieving the asset management policy, strategy and
objective”

Lifecycle: “Time interval that commences with the identification of the need for an
asset and terminates with the decommissioning of the asset or any liabilities

thereafter”

PAS 55 stresses the relationship between the asset management system, the

organizational strategic plan and stakeholders, continual improvement through
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monitoring performance of processes and assets and asset condition, and feedback to

the organizational strategic plan and the stakeholder’s expectations.

2.7.4.3 Asset Management in UK Local Government

Introduction

With the introduction of the prudential capital regime, pressure on revenue budgets to
fund capital infrastructure investment is a permanent management issue for Local
authorities in UK. They are therefore searching for new and better ways to deliver

services to meet their financial and service needs.

Authorities are under direct pressure to improve the school estate, social housing
provision and the condition of local roads, and evidence of good asset management‘
may become a condition of discretionary grants. Good asset management can also
help the authority contribute to the achievement of sustainable development, which is
part of its obligations under Best Value. These prompted the development of

strategies that ensures improvements in utilization of public assets.

RICS & ODPM Guidance on Asset Management

In 1998 the Audit Commission published a report on local authority property
management, which recommended that councils give greater attention to the strategic
and policy implications of property ownership and use. In 2000 the Commission
published Hot Property — Getting the Best ﬁ'om Local Authority Assets, which
recommended that councils review the need to retain property assets, especially those
that “... do not contribute to service objectives’. This report includes several examples

of best practice in local authority asset management (Audit Commission 2006).

In 2004 the Office of the Deputy Prime Minister (ODPM) commissioned the Royal
Institute of Chartered Surveyors (RICS) to produce guidance for local authorities on
producing asset management plans. The guidance (RICS, 2005), seeks to make
stronger links between property management and effective service delivery. It

provided the necessary guide on how local authorities can use- good property asset
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management techniques as a vital tool to help them meet their corporate and service
objectives. The guidance serves a number of aims:
1. ODPM wants local authorities to have access to information on how to use
asset management techniques effectively
2. Best practice guidance shows local authorities how they can use those
techniques to improve services, make operations more efficient and increase
cost effectiveness

3. RICS proinotes high standards of property management throughout the public

sector.

By adopting the best practice set out in the guidance, Local Authority can gain the
maximum benefit from its assets — efficiency savings, better services and modernized
working. The ODPM/RICS guidelines address these issues. They give Local
Authorities the tools needed to ensure that their authorities’ property assets can be
properly managed so that property management is configured to drivg the delivery of

service and corporate goals.

One of the important issues in the guideline is the position that because asset
management planning has implications across the authority, it is imperative that all
the stakeholders have an opportunity to contribute to and influence the development
of the plan. To achieve this, lead members should ensure that they actively contribute
to the development of the plan, and that they are seen to be doing so. Asset managers
should ensure that they 1dentify all of the stakeholders who need to be involved in the
asset management process, while service managers should not only participate in the
process, but they should also ensure that they include all of the stakeholders within
their departments. Local authorities should also seek to learn from other authorities

and other organizations to see what they can learn from the experiences of others.

Conclusion from the UK approach

The UK, like the USA, Australia and New Zealand has recognize‘d that Asset
management provides a challenge to the way things are done and looks for options to
improve delivery. Accordingly, robust and holistic approach to asset management has

been developed to ensure that where assets are retained they need to be measured to
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ensure that they are delivering effectively; where they are inadequate they need to be
replaced; where they no longer meet the business need they must be disposed of.
Recognising opportunities for embedding the tﬁinking processes that lie behind this

approach has been focus of the various approaches developed.

The clear conclusion is that property assets are an important strategic resource which
need to be managed accordingly. A number of central and other initiatives that will
have an impact on property asset management have been identified. For example, the
OGC Efficiency Programme, including the Relocation initiative, the Property
Benchmarking initiative, and, the Sustainable Development initiative, all of which

impact Property Asset Management.

PAS 55 1s a useful framework against which organizations can structure and review
their asset management activities. Independent assessment against this framework is a
means of providing assurance both internally and to -external stakeholders that
corporate risk issues are being tackled properly and that the organization is controlling
its asset base from a position of knowledge. PAS 55 is applicable to any organization
that depends upon its physical assets for the performance and continuance of its

business operations.

The Local Government Asset Management Guidance impacts on all areas of
management, operation and delivery of property assets and the associated governance
frameworks. It indicates that successful asset management can bring significant
improvements in service delivery. It provides a brief understanding of how local

authority asset management can make a difference.

2.8 Best Practice in Asset Management

Best Practices are those specific business processes that work for one organization
and create ideas, options and insights for other organization. Best Practices are
methods, processes, or practices about which one of the following pertains (GSA

2005):

e |t produces superior results;
e It leads to exceptional performance ;
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o Jtisrecognized by an industry expert;
e [t is deemed so by an organization’s customer;
e Itisclearly a new or innovative use of personnel, resources or technology.

In a report to the OGC on improving asset management in Government Department,
Howarth (2006) observed that the best practice asset management relies on the
integration of the following:
e Knowledge/understanding/experience of how assets confribute to business
planning, such as acquisitions, disposals, workplace strategies, refurbishments,

benchmarking, etc

e Experience of developing a business strategy which meets the delivery
requirements of the organization and takes into account all resource impacts:
(statting), asset-base (property) and economic (funding)

e A thorough understanding of the economic tools for ensuring that the right
financial decisions are taken, such as business case preparations and option

appraisal, whole life costing and performance measurements

And the IAM manual states that best practice AM is the implementation of advanced
AM techniques. To achieve best practice in asset management therefore, an

organization must be able to demonstrate (IAM 2002):

e Knowledge of Assets owned.

e Knowledge of the physical condition of the assets.

¢ Knowledge of the levels of service required by customers.

e Knowledge of asset performance and reliability.

e Knowledge of asset utilization and capacity.

e Knowledge of asset value.

e Ability to predict future demands for service.

o Ability to predict failure modes and estimated time of failure for assets.

o Ability to determine the likelthood and consequences (risk) of different failure
modes.

e Ability to analyze alternative treatment options.
e Ability to prioritize treatment options based on risk.
e Ability to optimize maintenance and operation activities.

e Ability to prepare an asset management plan demonstrating the above.
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The above attributes identified by the IAM manual break down essentially into two

major groupings:
e Knowledge of the physical asset base at a strategic and tactical level

e Organizational Capabilities in asset management at a strategic and tactical

level.

The IAM Manual however contends that best practice is not always the appropriate
practice. Setting the right level of asset management practices is part of a needs
analysis process, taking into account such factors as legal requirements, customer

expectations, nature of assets, risk exposure and availability of resources.

Basic and Advanced Asset management

The degree of complexity of asset management will differ according to an
organization’s corporate needs. The Institute for Asset Management has identified
two generic types of Asset Management organization, the basic and advanced
organization; providing important parameters for deciding the scale of change
re:quired In moving towards organizational excellence in Asset Management.
Initially, plans are often developed at a level designed to provide basic technical
management outputs such as forward programmes and associated {financial
projections. This 1s referred to as the ‘basic’ approach defined by IAM (2002) as one
which:

e Takes a life cycle approach.

e Develops basic asset management plans covering:

- The using of the best current information and random
condition/performance sampling.

- Determining existing levels of service.

— Contrasting existing management strategies with opportunities for
improvement.

- Calculating long term (10 — 20 year) cash flow predictions for asset
maintenance, rehabilitation and replacement based on local knowledge of
assets and options for meeting current levels of service.

- Developing initial plans which are relatively simple but address the key
areas identified above and intend to be improved subsequently.
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After the development of the initial AM plan, the sophistication of AM should
improve incrementally to an optimum level, appropriate to needs of the particular
organization also as more information become available or improved system and
processes are in place. An ‘advanced’ asset management approach seeks to optimize
activities and programmes through the collection and analysis of detailed information
about asset condition, performance, life-cycle costs and management options, before

providing the required level of service at least cost. It entails (IAM 2002):

e Using predictive modeling, risk management and optimized decision

making.
o Having well defined and agreed levels of service.

e Using accurate and detailed asset data with associated high levels of

confidence.

 Understanding the impact of other tactical plans on the corporate Asset

Management plan.

o Undertaking reviews that confirm the technical logic and appropriate

implementation to meet community and other key stakeholder needs and

strategic objectives.

More advanced AM practices and systems will be justified for assets with the

following characteristics:
e High value (1.e. AM decisions can have high financial impact)
e Advanced age/deteriorating condition

e Complexity in terms of number and variety of asset components

Higher levels of risks exposure will lead to more advanced AM techniques. Exposure
to risk in terms of impact of asset failure on business perforﬁlance, the level of service
and public image of service provider should always be assessed. Advanced AM will
also require greater level of financial resources and staff input than a basic approach.
In developing AM objectives therefore, the benefits and costs, AM options, and '
availability of resourées must be considered (IAM 2002). The value, complexity and
consequences of asset failure are factors in deciding what level of asset management

techniques are required.
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2.9 Asset Management Process

In simple terms, there are four main steps in what might be described as Asset
Management Process. These are:

e Identifying objectives

e Preparing an asset management plan

e Implementing the plan and its programmes

e Auditing and review.

Australian New South Wales and Queensland States had developed Total Asset
Management (TAM) and Strategic Asset management (SAM) policies respectively.
The aim is to provide better planning and management framework 1n respect of
government assets, by the most efficient means and within the resource limits of the
community., The policies outlined a number of strategies aimed at improving
efficiency, effectiveness and value for money. The policies, which underpins all
activities related to managing physical assets for optimum outcomes, requires
organizations, through effective planning, to identify the assets required to deliver
their outputs cost effectively. Under these frameworks, assets are classified as inputs

to service delivery and agencies will need to know the full cost of holding assets to

determine the true output cost of services being delivered.

Asset management activities espoused by both TAM and SAM extend from the
identification of user expectation to the daily operation of the assets required to meet
defined levels of service. The activities and strategies that make up the Total Asset
Management process are shown 1n Fig 2.3 and are divided into three phases: the
strategic planning process, the operational planning process and the audit/review of

the implementation of the asset plans (TAM 2000):
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Fig 2.3 Total Asset Management Process Source DPW (2003)

The basic principles, activities and strategies that make up the TAM and SAM asset
management processes as well as the tools that managers use, are basically; Strategic
Planning; Operational Planning and Audit/Review. These are therefore discussed in

the subsequent sections.

2.9.1 Identifying Objectives
The Asset Management development process should begin with the organization

setting broad corporate AM goals and objectives and move logically through the
following steps (IAM 2002):

e Confirm AM overview structure and responsibilities

e Assess current status/future requirements for AM and confirm an

improvement programme and resources required
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Prepare suitable AM plans based on desired (or existing) levels of service

based on known or assessed customer requirements

Maintain two-way information flows between AM plans and other
organizational plans, seeking ways to improve the effectiveness of AM plans
outputs

Monitor, review and audit the AM plan

Specific objectives should be developed for the management of assets which satisfy

the broader corporate objectives. AM objectives should be able to be understood

easily and relate to the quality, coverage, timeliness and cost of AM outputs. Specific

objectives according to the IAM manual should relate to:

Establishment of AM team and/or coordinator

Completion of needs analysis and improvement plans
Undertaking service level review

Preparation of AM plans

Implementation of plans for AM systems, data and processes

AM audit and review

Meaningful performance measures will be required in order to monitor progress (IAM

2002).

2.9.2 Service Delivery Strategy

An organisation’s Service Delivery Strategy defines what services it will deliver in

accordance with their Corporate Plans thus satisfying its stakeholders while providing

community benefits. It translates the broad goals and objectives into specific service

requirements that it plans to deliver outlining the strategy that is to be adopted. It

should (INSWT 2004):

define the scope, standard and level of services to be provided;

utilise the techniques of demand management, economic appraisal, value
management and risk management in evaluating service delivery options;

look at future service configurations and considering mid to long term issues
which will have an impact on service demand and supply;

assess the methods of service delivery and the resources needed, including
requirements for the use of assets to achieve the most efficient and etiective

delivery of services.
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2.9.3 Asset Management Strategic Planning

There have been developments in the management of assets, not the least of which is
introduction of the strategic asset management as a set of principles which is meant to
guide or focus senior management on the disciplines required to manage assets for the
most efficient and effective outcomes. Queensland’s DPW (2004) define strategic

asset management as the process of developing management strategies that will:

e contribute to the best utilisation of assets in the delivery of services to the

community in line with corporate plans and service delivery strategies

e ensure ongoing compatibility between the composition of an asset portfolio

and the changing environment within which it operates.

The objective of asset strategic planning is to ensure that strategies implemented in
managing an asset portfolio are‘focused on providing efficient and cost-effective
services in line with corporate I;lanning and service delivery strategies. The process
represents the translation of the demands and/or expectations of users/customers of an
organisation into service needs through the preparation of long-term strategies while

conforming to legislative requirement in order to determine the optimum operational

activities for the business DPW (2004)

The ITAM Manual has developed an advanced framework that take a holistic view of
Asset Management which assesses the need for, and the roles and objectives of the
management of all assets, that will ensure needs and benefits are optimized. As shown
in the flowchart below (Figure 2.4), there is the opportunity to feed all information,
customer and legislative expectations and requirements and decisions throughout an
organization. Such a framework ensures that a management decision-making group or
delegated individual accepts responsibility for the programme. Their responsibility
should be to a member of the organizations corporate team. An asset management

programme is likely to fail unless there is a commitment from the staff and strong

corporate support. (Styles 2000).
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Compliance with legal . e Pilot studies
requirement '

Involve key stakeholders

SERVICE

LEVEL
IMPLEMENT THE AMP THE AM PLAN . | REVIEW

INFORMATION FLOW PREPARE AM PLAN

e Information flows e Why plan?

e Information management e Steps in preparing AM plan
SEVICE DELIVERY ISSUES e Plan structure

e Define core services e Key stakeholders

e Contract type/delivery DEVELOP LIFECYCLE
mechanisms STRATEGIES

e Contract issues e Develop strategies for each
stage of asset life

Fig 2.4 Flow Chart for Developing and Using Asset Management Plans, Source:

International Infrastructure Asset Management Manual (2006)

Key components of the strategic planning process are (NSWT 2004):

e The development of a mission statement which describes the long-term desired

position of the organisation.

e A review of the operating environment, to ensure that all elements that affect the

organisation’s activities have been considered.

e Identification of strategic options to achieve strategic goals arising from the

mission statement.

e A clear statement of strategic direction, goals and desired outcomes.
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The development of asset strategies through analysis and direction-setting process
provides a basis for compiling asset strategic plans, and disposal, capital, maintenance
and management-in-use programs formalized through an annual budget process. The
objective of planning, according to the SAM policy, is to ensure that strategies
implemented 1n managing an asset portfolio are focused in providing ettective and
cost-efficient services in line with corporate planning and service delivery strategies.

- The greatest savings and most enduring efficiencies are said to be achieved in the
earliest planning phases of an assei life. It is also observed that more effective
planning and understanding of the various service delivery options always leads to

large savings. Sometimes asset related costs can be avoided if non asset solutions are

found.

Benefits of Strategic Asset Planning
The implementation of effective management strategies will promote the best
utilization of assets in the delivery of services to the community in line with corporate

plans and service delivery strategies. Benefits to be gained include (DPW 2004):
e forecasting budget requirements |
¢ determining future asset requirements to allow for forward planning
o identifying changes in asset requirements to facilitate formulation of the

following

- Capital Investment Plan (e.g. the need for a new facility)

- Maintenance Plan (e.g. implement essential maintenance only, pending
sale)

- Management-in-use Plan (e.g. review tenancy layout to improve
functionality)

- Disposal Plan (e.g. declare surplus, and include in sale program)

e providing a basis for the preparation of an annual Capital Investment Strategic

Plan

e assisting agencies in meeting the goals of the Government Financial

Management

2.9.4 Operational Planning

The Operational Planning process, or Asset Management Framework, translates the

service delivery strategy into specific action plans for managing an organisation’s
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assets so as to cost-effectively achieve the organisation strategic goals in the long-
term. The TAM operational planning process consists of the development of four

components that are interconnected with each other. These are (NSWT 2004):
. The Asset Strategy and its integrated

» The Capital investment Strategic Plan
* The Asset Maintenance Strategic Plan
* The Asset Disposal Strategic Plan

Asset Strategy

Asset Strategy 1s “the planned alignment of physical assets with service demand”
(DPW 2004). It 1s achieved by the systematic management of all decision-making
processes taken throughout the life of the physical asset(DPW 2004). The strategy
enables organizations to focus on service delivery requirements of the assets rather
than on the assets themselves, it also enables organizations to establish the asset
portfolio that is most appropriate, effective and efficient in meeting the demands of
their service delivery requirement. The development of Asset Strategy is described by
the NSW TAM policy as the critical stage in agency strategic planning. It is seen as a
vehicle by which an agency matches its asset portfolio to its service delivery

requirements.

The strategy is the top-level plan in the TAM process which establishes the basic
relationships between Service Delivery Strategy and the Capital Investment, Asset
Disposal and Office Accommodation Strategic plans with how these plans inter-
relate. The plan outlines and guides the organization’s asset response to its service
requirements, through the development of an asset portfolio, risk management
strategies and asset performance measures. The strategy identifies any needs or ‘gaps’
to support services and addresses those through planned capital investment, disposal
or maintenance including replacement and/or upgrading. In doing so, the Asset
Strategy (NSWT 2004):

e demonstrates how the organisation’s asset portfolio supports its service

delivery;
e develops an asset portfolio to support service delivery;
e sets priorities for the assets to be managed,;

e develops gap analysis between the existing and require.d assets;
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identifies asset-related risks which affect delivered services;

identifies asset performance levels required to achieve service performance
established in the RSP;

addresses risk and compliance with mandatory requirements such as
Occupational Health and Safety or asset standards; and

defines the relationships between the RSP, the Corporate Plan; and

Provides information for Capital Investment, Asset Maintenance, Asset

Disposal and Office Accommodation Strategies.

Asset Strategy Development Framework

In preparing an asset strategy, Stewart (1999) observed that it is necessary to:

prepare an inventory of assets, including details such as the date of
construction/refurbishment, floor area, category of use, type of construction,
elc

confirm the level of service required by building users and the cost they are
prepared to pay for that level of service

develop a long term plan, including annual maintenance costs and estimated
dates and costs of future refurbishments and replacements

identify and assess areas of risk and develop strategies and costs to mitigate
those risks

explore the best methods of delivering the asset management strategy, using

in-house resources, external resources or both, and how best to procure these
SErvices

set key performance objectives to enable the performance of your assets to be
measured

determine how funding required for these programmes will affect the

organisation’s performance.

And the key phases in developing asset strategy according to TAM policy includes;

Service requirements

Asset portfolio

Risk and risk management
Asset performance management
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Service Delivery Requirements

The primary focus of Strategic Asset Management according to TAM 2000, is to
achieve optimal service delivery through effective asset solutions and efficient asset
management. Traditional performance has been measured in terms of inputs and the
minimization of waste at the input end of the resource equation. Strategic Asset
Management requires an organization to focus on outcomes and the output end of the
resource equation. The real measure of success is enhanced service delivery.

Performance measures and benchmarks in Strategic Asset Management plans should

therefore be primarily directed at measuring these outcomes.

An Organisation’s service delivery information as contained in the corporate planning
documents should provide necessary details about which services are to be delivered.
In addition to that, the following questions should be answered to ensure that the

Asset Strategy 1s developed in response to more specific service needs (NSWT 2004):

¢ What services does the organization plan to deliver?

e To whom are the services to be delivered and what are the
stakeholders’ expectations?

e When are the services required to be delivered?
e Where are the services to be delivered; and
e To what level/standard are services to be delivered?

Developing an Asset Portfolio

The asset portfolio developed by the organization should represent the asset response
to its service requirements. It i1s derived from analysing the services delivery
requirements and other organisation’s corporate planning documents. The process of
developing an asset portfolio should be undertaken in the context of overall resource

management and service delivery.

Identify asset-related risks which may affect delivery of services and achievement of

results
A risk is the chance of something happening that will have an impact upon results.

Risk management is the culture, processes and structures that are directed towards
effective management of potential opportunities and adverse effects. The management
of risk- is beneficial because it contributes to more economic service delivery,

opportunities to reduce uncertainty and costs, and more effective contingency
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planning. Asset-related risks may include those that directly affect the assets during
their useful life or which have an impact on the level of demand for services. When
assessing asset-related risk to delivery of services agencies should adopt a whole of

life approach as the risk exposure varies during the asset life-cycle NSWT 2004).

The Awustralian TAM 2000 states that asset management requires identifying,
analysing and evaluating risks associated with the acquisition, operation, maintenance
and disposal of assets. Potential asset-related risks are numerous and may include:

l. Risk directly affecting assets during their useful life, such as:

Inadequate maintenance;
Capability;
Equipment breakdowns; and

Industrial action; and
2. Risks which have an impact on the level of demand for service, such as:

Stakeholder expectations;
Technological change;
Demand trends;
Population growth; and
Environmental events.

Asset Performance Measures

Asset performance measures are essential to the development and implementation of
an Asset Strategy as they provide a gauge of how well thezmanagement of assets is
supporting services. There are two groups of asset performance measures that must be
identified and applied in the Asset Strategy. They are equally important and focus on
two distinct aspects of asset management (NSWT 2004): Effectiveness measures and

efficiency measures.

Efficiency measures show how the cost of assets affects the cost of services. They
demonstrate whether value-for-money service delivery is being achieved. They may
also show whether the assets are being managed within the budgetary and industry
standards for similar assets. Effectiveness performance measures provide the most
objective method of determining how successfully assets have been used in
supporting services. It helps to identify asset-related risks and establish service

focussed priorities.
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Performance measurement also involves assessing the adequacy of a process or result,
in qualitative or quantitative terms. The inclusion of a comprehensive set of
qualitative and quantitative measures demonstrates the organization’s knowledge of

its asset portfolio and that it understands its greater role in maximising the use of

available resources.

Qualitative measures may include (DPW 2004):

e cstablishing that strategies contributed significantly to the achievement of

objectives outlined in corporate plans and service delivery strategies

e gaining acknowledgement that the process of consultation with key
stakeholders (such as resource and service delivery planners) resulted in due

consideration being given to their asset related needs.

e having the asset strategies reflected in the following plans:

-Capital Investment Plan
-Management-in-Use Plan
-Maintenance Plan
-Disposal Plan

2.9.5 Implementation Plan

Implementation of efficient and effective asset management requires a clear
understanding of the responsibilities of ownership. The outcome includes
comprehensive plans for facilities management, capital investment, management and
maintenance of existing assets, and disposal or adaptation for a new use of surplus
assets. The University of Griffith (Gritfith 2004) Strategic asset Management Plan
states that the implementation plans must demonstrate strategies that yield the

following benefits:

e a clear understanding of the role that assets play in support of the institution’s
objectives |

alignment of assets with service delivery strategies

the provision of an environment that supports service delivery

the optimal functionality and utilization of assets

the development of assets which are environmentally sustainable in design and
operation

management efficiencies and etiectiveness

maximum return on investment

appropriate workplace health and safety management

rapid identification and reporting of surplus or under-utilized assets
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e access to accurate data and information
¢ maximum benefit from the application of capital and maintenance funds
e the identification and quantification of opportunities and risks.

After having detailed knowledge of the organization’s asset base, including locations,
functions, physical attributes, and condition, the gap between the existing and the

required asset capacity is then developed into capital investment, asset maintenance

and asset disposal options, which are discussed in the subsequent sections.

Capital Investment Strategy

A capital Investment Strategic plan seeks to provide efficient and effective planning
of organization’s capital resources by making sure that there are clear and detailed
links between assets and the service delivery outcomes they maintain. It involves
assessment of all investment options to meet service delivery requirements using laid

down processes.

The Capital Investment Strategic Plan (CISP), according to the NSW TAM
guidehines, applies where the Asset Strategy indicates investment may be needed in

new assets or significant improvements or upgrading of existing assets. Development

of the CISP relies on a robust Asset Strategy and involves (DPWS 2001):
e Developing a Project Brief, which translates service delivery needs into
specific and detailed project objectives
 (enerating options which satisfy the Brief, including ensuring that alternatives
to capital project procurement have been considered.
¢ Evaluating and comparing options, by using assessment and decision tools

accompanying the TAM Guidelines.

The essence of Capital Investment Planning is to assess all investment options to meet
service delivery requirements including purchase, lease, service contract, and non-

asset solutions together with all the required outcomes.
By recognizing that built assets are only platforms for delivery of services, new

investment strategies should be implemented only if they directly support new or

improved service delivery outcomes. SAM policy requires that astructured process be
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followed, through which the need for new investment can be demonstrated. In all
cases where 1t 1s necessary to proceed with the delivery of new investment, the full
life cost and function of the potential investment should be considered, with this

information being used to shape the new investment solution.

Asset Maintenance Strategic Plan

The Asset Maintenance Strategic Plan is meant to practically manage the threat of the
inability of assets to support service delivery strategies, with a view to yielding a
more productive and reliable asset portfolio within the limits of available resources.
The plan defines maintenance standards, describes how the work 1s to be carried out,

and forecast the necessary maintenance expenditure for the planning period (NSWT

2004).

Maintenance cost of assets are likely to continue to increase due to gradual aging of
the assets, poor management of assets, and the changing expectations and
technologies, which prompts the renewal or refurbishment of assets, even though they

work adequately to provide the required level of service.

The Queensland Strategic Asset Management document describes Maintenance
Strategic Planning as the “process that provides a strategic link between an agency’s
maintenance program and its corporate directions and core business. The objectives of
maintenance strategic planning are to ensure that assets continue to support the
business objectives and service delivery requirements of the agency. Maintenance
strategic planning allows an agency to plan and implement a maintenance program in
alignment with its capital investment, operational and disposal plans” (DPW 2004).

The process of maintaining physical assets covers all actions necessary for:
. Retaining an asset in a specified condition

o Restoring an asset to a specified condition
It requires a properly structured and professionally managed system to achieve this in

a cost-effective manner.
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Asset Disposal Strategic Plan

Assets Disposal Strategic' plan is an elaborate assessment of assets that the asset
strategy designates as no longer satisfactorily meeting their services needs as required
at the lowest long-term costs. This plan assists agencies to identify for disposal, all
redundant assets that might otherwise reduce efficiency and effectiveness in service

delivery.

Asset Disposal Planning “requires two separate but distinct elements: the detailed
assessment of identified assets as ‘surplus’ by the Asset Strategy, followed by an

analysis of the physical ‘disposal’ of the assets” (DPWS 2001). An asset 1s
characterized as surplus when any of the following ensues:
e The asset is not required for the delivery of services, either currently, or over
the longer planning frame |

e The asset turns out to be too costly to maintain and/or operate

e The asset is inappropriate for service delivery

If an asset is considered a surplus, its physical disposal will then depend on one of the
following:

e Whether there are net disposal benefits in financial or other terms

e Whether there are secondary service obligations that has to do with the asset,

which necessitates its maintenance

e Whether a disposal can be carried out without affecting the physical
environment negatively.
Strategies to dispose of surplus assets according to the Queens land’s SAM, will
focus, firstly, on identifying those assets that no longer meets the service delivery
needs of the agency, and secondly, on disposing of these assets in a structured and

prioritized manner, in full knowledge of prevailing market conditions (DPW 2004).

Assets identified as being surplus to existing or anticipated requirements as part of the

asset review and analysis process should be examined in detail to establish firstly, that
there are no alternative economic or community uses of these assets, and if disposed
of, that maximum return to government is achieved. Disposing of surplus assets, in

accordance with a disposal plan, ensures that they do not become a maintenance
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and/or financial burden. It may also free up funds required for capital works,

influence decision-making and support the forward estimates and budget processes.

2.9.6 Audit/Review
The objective of auditing, according to TAM 2000, is to ensure the effective

development, implementation and operation of asset management plans which is
essential 1in order to establish a continuous assets management improvement cycle,

maintain best industry practice and assess the quality of:
. Assets management processes, information systems and data

° Asset management plans
The implementation of asset management plans

It is essentially an assessment of the organisation’s performance with regard to the
management of its asset portfolio while critically reviewing the current level of

service provided and possible areas of improvement.

Audits can be a very useful tool in asset management and the entire business process
of an organisation but a certain culture has to be created in order to maximise its

effectiveness. Audits have to be INSWT 2004):

e Logically structured and repeatable as to enable a future review to monitor the
progress or decline that has occurred.

o (arried out with a view to encouraging improvement, not blaming past
performance.

e Structured in such way as to identify the greatest benefits for the organisation

from a total “business’ sense.

e Completed by a suitably qualified auditor specialising in this area of practice.

Benchmarking asset management activities will assist this process of measuring
performance in order for the development and improvement of future asset
management plans. This therefore leads to the discussion of asset management

decision tools in the next section.
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2.10 Assessment and Decision Tools

In developing the Asset Management strategies listed above, Asset Managers will be
required to critically assess their organisation’s operating environment and its
competency to respond to that eﬁvironment. They will need to make difficult
decisions that have long-term and often critical consequences for their organization

and/or its stakeholders.

NSW TAM policy has given a number guidelines and decision tools that will improve

the accuracy of their assessments and the soundness of their decisions. Some of these

include:
e Demand Management
e Value Management
¢ Risk Management
o Asset Information

This section therefore makes a brief discussion on each of the above tools. The details
are mainly drawn from the Australian models, which has asset management

processes.

2.10.1 Demand Management

In the past, Government’s response to community demands for more or better services
1n order to raise their standard of living was to improve its capacity to supply, but this

In no longer sustainable. The demand for service must now also be managed (DPW

2004).

Demand Management policies enable the interaction between supply of service and
demand for assets. Demand Management i1s defined as: ‘The active intervention in the
market to influence the demand for services and the assets generated and/or used in
supplying these services to best match available resources to real needs and ensuring
the services provided are delivered with the best value for money.” (GAMC 2003).
Successful Demand Management requires organizations to clearly understand that
their corporate role is not to provide ever more services, but to provide:

e effective service outcomes to meet 1identified community needs

e assess 1f this need 1s changing and

e torespond appropriately and within the available resources.
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Demand Management should be an essential part of the development of the Service
Delivery Strategy, and its process requires asset managers to first understand both
their clients and the true cost of providing services. They then identify demand as the
needs of services, rather than wants of assets. Decisions as to which needs are

satisfied are then made from a whole of organisation or government perspective.

According to the NSW TAM policy, demand motivates the supply of services and
leads to the provision and use of resources including physical assets. When demands
are satisfied by the supply of a service, new expectations arise. When one need 1s
satisfied, other needs will also need to be satisfied and the relationship between
demand, services and assets is often cyclical. Focusing on service supply alone is

therefore not sustainable in the long term, as (DPWS 2001):
e demand will always outstrip supply

e the capital cost of additional assets must be considered in the light of the

limited resources of the community at large, and

o it will cause the overall stock of assets to grow, bringing about an increase in

the operating and maintenance costs of the assets.

Demand Management Process

| Demand Management is an evolving process requiring ongoing review in order to
achieve the most equitable, cost-effective and efficient service delivery and best use
and distribution of resources. Organizations need to regularly monitor the
effectiveness and achievements of their Demand Management processes and, where

necessary, fine tune and/or re-define measures to achieve the desired outcomes.

Demand Management involves a number of key steps within the three characteristic
phases of any strategic mahagement process - Preparation, Analysis, Planning and
Implementation. .
e The preparation phase involves gaining a proper understanding -of the
stakeholders iogether with establishing the true costs of providing service.

This provides the basic information for the

o Analysis and planning phase in which the demand is clearly identified and a

response to 1ts management formulated.
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o In the implementation phase, a plan is prepared documenting the process
stages including procedures for implementation, monitoring and evaluation of
the defined Demand Management response.

This process needs to be applied at each stage of the Asset Management process and it

is an essential part of the development of the Service Delivery Strategy.

2.10.2 YValue Management
Male, et al (1998) define Value Management (VM) as ‘proactive, creative, problem-

solving or problem-seeking service which maximizes the functional value of a project
by managing its development from concept to us. The process uses structured, team-
oriented exercises that make explicit and appraise existing or generated solution to a

problem by reference to the value requirement of the client.

Value Management may be described as a structured, analytical process for

developing innovative, holistic solutions to complex problems. It has the following

key characteristics (GAMC 2003):

a specific methodology

based upon a creative problem solving approach
involves key stakeholders 1n a managed team approach
focuses on function i.e. what it must do, not what it is
focuses on achieving value-added solutions

based upon on integration

focuses on project learning

The greatest gains of Value Management can be achieved when it is directed towards
obtaining maximum value from a total system. The examination of function remains
fundamental, however this occurs within the system wide context. It is the systematic

analysis of functions, which sets Value Management apart from other approaches to

improving value.

Objectives of Value Management

Value management i1s a tool that has application at all stages of the strategic asset

- management cycle, from the identification of service requirements through to the
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implementation of resource and asset plans. It may also be used in operational and

maintenance planning. It provides the manager with a tool that can (DPW 2004):

e ensure that a project is cost-effective

e resolve a complex problem

e identify a number of options and assist in the selection of a preferred one
o identify the means by which a service may be provided

e review a brief

identify the means by which a project may be delivered

identify ways of providing functions at a lower total cost (life cycle cost)
identify additional functions which improve the outcome of the project

- separate needs from wants and establish priorities
improve the standard of performance or quality of the project outcomes

generate commitment to outcomes through structured participation of
stakeholders planning.

Value Management concept

Value Management 1s a structured, systematic and 'analytical process that seeks to
achieve all the necessary functions at the lowest total cost éonsistent with required
levels of quality and performance. Underlying the Value Management theory 1s the
principle that there is always more than one way to achieve project objectives and that

examination of the alternatives will produce the most acceptable conclusion (Male, et

al, 1998).

Through the analysis of functions, wastage, duplication and unnecessary expenditure
can be identified giving opportunity for value to be improved. The functional analysis
perspective not only enables Value Management to explore the project and/or

program brief but also to test the assumptions and needs perceived by the author(s) of
the brief.

The concept of value as used in Value Management distinguishes this method from
conventional methods of cost review. It achieves this by considering the relationship
between function, cost, and worth. Value Management is .not a review process, but a
means to assist in the better management of the procurement process. Value

Management essentially aims to produce solutions creatively and economically by

(GAMC 2003):

e identifying unnecessary expenditure

59



challenging assumptions

generating alternative ideas

promoting innovation

optimizing resources

saving time, money and energy
simplifying methods and procedures
eliminating redundant items

updating standards, criteria and objectives.

Application of Value Management in Asset Management

The system based functional analysis of Value Management allows consideration of
complex interrelationships. Consequently, Value Management has a broad range of
applications throughout the strategic planning and procurement processes. It is
particularly useful in focusing or distilling objectives and priorities, and in generating
alternative solutions. The application of Value Management varies in intent and

~ outcome depending on the timing within the delivery or resolution process.

In the strategic planning process, Value Management is especially useful in analyzing

service strategies and in generating alternate and innovative options for meeting
service needs. This includes identifying options that do not require additional capital

investment for physical assets. At that level, Value Management can be used to

(NSWT 2004):

test and validate planning assumptions

identify and confirm stakeholder values

create a shared vision or agreed direction

develop alignment to Corporate directions

establish Master Planning principles and objectives, and
define key challenges and strategies

Value Management benefits
Benefits of a Value Management Study are (DPW 2006):

e a better understanding of needs and the functions necessary to meet those
needs

a better definition of program or project objectives

a better definition of quality and performance standards
reduced wastage of resources

capital funds savings

improved operational efficiencies
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team building and strategies which

create a climate of shared understanding

reduce conflict and risks

foster joint ownership of problems and solutions
create new ideas for improved outcomes
enhance the skills of the participants

save on project development time and ultimate service delivery to the
community

2.10.3 Risk Management

Risk is defined as the chance of something happening that will have an impact, either
positive or negative, on objectives and/or outcomes. Risk management 1is the process
of identifying, analyzing and addressing risks and opportunities on an ongoing basis —
not only to avoid negative outcomes, but also to exploit emerging opportunities. It is
a systematic process to identify risks that may impact on the organization’s
objectives, analyze their consequences and develop ongoing measures to treat them. It

should be part of organization’s corporate and project—management culture

Risk management is essential at all stages of the asset life cycle, whenever a
significant decision has to be taken. The risks associated with the decision and their
implications should be weighed with other factors when determining a course of

action. The objectives of risk management therefore are to:

o systematically identify risks
o determine the magnitude of these risks

e develop ongoing measures to address them

Risk management should begin with service demand assessment and continue
- throughout the life cycle of the asset. It should be formally applied and documented
during the Total Asset Management process when (GAMC 2003):

e Setting strategic directions,
» Developing and evaluating programs and projects, and,

« Entering into contracts with the private sector
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2.10.4 Asset Information

Organizations can not effectively and efficiently mange their assets without knowing
what they have, where it is, what is its condition, and what is the demand for it.
Identifying the extent to which the asset meets current and future needs, recognizing

short falls and examining running costs will facilitate strategic decision-making.

Unlike in the past when physical assets were managed with modest levels of
information that was ceﬁtrally recorded and historic costs were recorded only for
accounting purposes. Local asset managers were familiar with each of their assets and
less pressured to ensure their cost effectiveness. The environment in which public
assets operate has changed and consequently, the Queensland’s SAM states that the

information necessary for agencies to manage their assets has also changed.

The increased demands for government services without a similar increase in
government resources have led to a focus on service, and whole of life asset
management approach. Consequently, the need for asset information has increased
significantly. Asset Management requires the use of asset registers to provide an
invaluable source of information of the organization’s asset usage and on-going

capacity as an efficient and effective service provider (DPW 2006).

Asset registers -also provide the information base for further management
improvement techniques such as benchmarking. The asset register should be seen as
the core of an agency’s information management system. The potential to integrate all
the different functional registers and plans to create more efficient information

linkages is growing as technology advances (GAMC 2003).

Asset Register |

Asset registers, according GAMC (2003), are listings of information relating to
various aspects of an asset portfolio, in a form that allows data to be cross-referenced
and retrieved as required. Assets should be recorded if they have a service potential
and/or the capacity to provide economic benefits used in delivering agency services.
An asset register is designed to record all assets on the balance sheet, together with
basic information as to use, size, value, occupying department etc. The register is only

to record the existence of the asset, in order that an accurate, regularly updated listing
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1s in existence. This basic information is then enhanced to form the basis of the asset
database, which manages all asset data to support day to day asset management and

performance measurement. An asset register may be computer, card file or paper

based and contains data relating to one or more asset categories including (GAMC

2003):

key operational data
maintenance data
performance records

e service delivery functions
e physical properties

e technical data

e financial information

e property title details

9
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Strategic Asset Management Plan of the University of Tasmania, Australia states that
the effective management of an asset portfolio is dependent on the availability of

relevant, reliable and timely information. Asset management information must

include the ability to (UTAS 2005):

* accumulate and report on the full costs of each asset;
* generate and record user charges;
* organise and monitor maintenance work; and

e record and report performance information.

Meaningful and up-to-date asset data provides the basis for all physical asset strategic
planning processes. Asset registers should be reviewed regularly in order to update

values.

2.11. Conclusion
This chapter has shown that asset management covers the procurement, operational

management, maintenance, rehabilitation and disposal of assets, such that their use is
maximized in regard to their service delivery potential and that risks and costs are

managed over their entire life.

A comprehensive understanding of assets and their life cycle can allow asset owners

and users to influence directly the quality of service delivery, and to optimize the
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value, use and returns from the assets under their control. Some key elements of good

practice in asset management are given below:

e An integrated approach to asset management across an organization,
taking both individual departmental requirements and corporate
requirements into account.
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