Week Fourteen Lecture Notes
ASSETS MANAGEMENT
Asset management is defined as maintaining a desired level of service at the lowest life cycle cost. In simple terms, it provides a means of determining the best way to spend your limited dollars to achieve the maximum impact.  In these times of “doing more with less,” it’s about “doing less better.” There is no way to achieve everything you want to with a severely reduced budget, but it is possible with Asset Management techniques to achieve the maximum result within the available funding.  Asset management provides a framework to make data driven decisions about how to operate, maintain, repair, rehabilitate, and replace assets. 
Therefore, Asset management refers to any system that monitors and maintains resources of value to an entity or group. It may apply to both tangible assets such as buildings and to intangible concepts such as intellectual property and goodwill. Asset management is a systematic process of operating, maintaining, upgrading, and disposing of assets cost-effectively.
Fixed assets management is an accounting process that seeks to track fixed assets for the purposes of financial accounting, preventive maintenance, and theft deterrence. Many organizations face a significant challenge to track the location, quantity, condition, maintenance and depreciation status of their fixed assets. A popular approach to tracking fixed assets utilizes serial numbered Asset Tags, which are labels. Periodically, the owner of the assets can take inventory and then produce a report. All the above will be made simpler by having in place a fixed asset register.

Fixed Asset Register

Records the following:

· Acquisitions

· Disposals

· Revaluations 

· Impairments

· Location of asset

It must be periodically updated whenever necessary. Tracking assets is an important concern of every company, regardless of size. Fixed assets are defined as any 'permanent' object that a business uses internally including but not limited to computers, tools, software, or office equipment. While employees may utilize a specific tool or tools, the asset ultimately belongs to the company and must be returned. And therefore without an accurate method of keeping track of these assets it would be very easy for a company to lose control of them.

	What in your view are the benefits of keeping track and labeling of  an institution’s assets? 


Five Core Components of Asset Management 
The five core components of asset management are: current state of the assets, level of service, criticality, life cycle costing, and long term funding.  Each of these concepts will be described in more detail below.   
a. The current state of the assets inventories all of the physical components of your facility.  It is the most straightforward aspect of asset management. 
b. The level of service enables you to set goals for the facility regarding what services you want to provide.  This component is the most underappreciated part of asset management.  Many people feel that goal setting is not important.  However, goal setting changes one’s thinking about the facility operation and how the assets are managed.   
c. Criticality enables a manager to determine which assets are the most vital to the sustained operation of the facility.  The criticality component is the heart and soul of asset management.  Understanding criticality allows a manager to make informed decisions about the best way to use the limited financial and personnel resources.   
d. Life cycle costing uses the information regarding the first three components – what assets the facility owns, what you want them to do and which ones are critical to the sustained operation to make informed decisions about operation and maintenance and asset replacement.  This portion of the process is the most complex, but allows the best use of limited dollars.   
e. The final component is the long term funding.  In this component, the facility managers must determine how much money they need to operate and maintain the assets and how much they need to replace or rehabilitate the assets over time.  They must then determine how to obtain the necessary funding.  This component requires communication of information to governing bodies and funding agencies to ensure that decision makers have the best information possible when making funding decisions.   
Current State of the Assets 
The current state of the assets covers the basic questions of: 

· What assets do I own 

· Where are they located

· what condition are they in

· What are their remaining useful lives, and 

· What are the replacement values.   
This step of the process includes completing an inventory of all of the assets in the system.  It also involves gathering data about the assets. The data should be of the best quality possible and include information that is important to the facility managers.  The information should be kept up to date and any inaccurate information should be revised as soon as the errors are discovered.  Each asset should be given a unique ID number.  
A method of storing the data should be determined.  It can include anything from a pen and paper inventory to a generic database or spreadsheet to a commercial product.  There are many, many products on the market at all different price ranges that will address whatever the needs of the system are.  One tip when conducting an asset inventory is to take digital pictures of the assets that are visible.  It helps in the data collection process and it creates a permanent record of the assets.  If you take pictures over time, you can also look at trends in the asset conditions. 
Level of Service 
The level of service establishes what you want your assets to provide.  It outlines the major goals of the utility in order to provide the customers what they want.  Goals can be in several different areas, such as water quality, water loss, water conservation, or customer service and should be “SMART” (specific, measurable, attainable, realistic or relevant, and time bound.)  For example, “The water utility will provide water at a minimum pressure of 50 psi 95% of the time.”  This goal is specific, you know exactly what the utility is trying to do.  
It is measurable because we could check pressures at various points around the system and see if it met that minimum standard.  It is attainable if the facility has the pumping facilities or storage tank elevation to meet that pressure.  It is realistic or relevant if this is the level that customers want you to maintain.  It is time bound in that we are saying we will meet the level 95% of the time.  We are allowing for periods when the system may be undergoing repairs and the pressure may drop below the minimum of 50 psi.  The level of service goals can include both external goals (goals you would share with the public or decision-makers) and internal goals (goals that would be shared only within the utility.)  Internal goals are items that are specific to operations, such as the ratio of corrective to preventative work orders, and generally not well-understood by the customers.  It is important to measure how well you meet the goals periodically (monthly, quarterly, semiannually, or annually) and to report the results to the public or decision-makers at least annually.

Criticality 
Not all assets are equally important to the sustained operation of the facility.  Some assets are much more critical than others.  In order to determine which assets are more critical than others, the following questions are key:  
a. What is the probability of failure of any given asset and 
b. What are the consequences if the asset does fail?  

Based on the answers to these two questions it is possible to determine which assets are more important to the operation than others.  It is these assets that should be the focus of the utility’s resources – money and personnel.  The more resources are focused on the highest risk or highest criticality assets, the greater the benefit for the money spent.  
Life Cycle Costing 
The facility managers must make decisions regarding how they will operate and maintain their assets as well as deciding when to continue to repair an asset verses replacing or rehabilitating it.  In general, spending more on O&M (operation and maintenance) means spending less on replacement and vice versa.  Since O&M is generally cheaper than asset replacement, it is usually better to perform more O&M and do less replacement. 

However, managers must balance how much O&M to do and specifically which activities to perform based on the resources available.  These choices involve thinking about criticality.  More O&M should be practiced on highly critical assets than less critical assets.  Similarly, decisions about asset replacement also involve criticality.  A highly critical asset may be replaced sooner because of its importance to the operation, while a lower criticality asset may remain in operation longer and continue to be repaired as needed.  

Funding 
The facility managers must determine how much money is needed for short term operation and long term capital replacement projects.  This amount of funding must be communicated to decision-makers and this communication needs to include a communication and understanding of the risk level that exists at different funding levels.  The decision-makers can then make an informed decision regarding how much of this funding is going to be made available and the source of the funding.

Example 
An example of how asset management could work in practice is presented below.  A utility believes that their pipe infrastructure is getting old and deteriorating and thinks that they will need to replace the entire pipe. The cost of pipe replacement is estimated to be $8 million dollars which is much more money than the system can afford. Furthermore, there are other priorities in the system that is demanding money.  The system knows they need another approach. 

a. The first step would be to evaluate the pipe assets.  This would include determining the pipe types, sizes, location, and condition.  The best way to complete the asset inventory of pipes would be to generate a map of the pipes.   

b. The second step would be to determine the level of service for pipe reliability. For example, there might be a level of service goal such as “Pipes will be replaced when the break rate reaches 4 times the average break rate of the system.”  With this level of service goal you could determine which pipes are over the break rate, which are close to it, and which are well below.   

c. The third step would be to evaluate each pipe segment (pipe segment can be defined by the system) to see which are likely to fail and which will cause a serious consequence if they do fail.  When pipes are evaluated on the basis of probability of failure and consequence of failure it is possible to rank the pipes in terms of risk to the system.   

d. With this information, it is possible to develop a phased approach to pipe replacement.  This phased approach would include which pipe would be replaced each year given the funding available.   

e. So, in this example, the budget may include $500,000 to spend on pipe replacement.  This would allow them to select roughly one mile of the riskiest pipe in the system.  By taking this pipe out first, they would leave in the relatively better pieces of pipe. This type of decision-making could allow the system to achieve a benefit that is greater than the money expended

DEPRECIATION
This is the loss of value sustained by non current assets (equipment) over its lifetime in the organisation. Depreciation refers to two very different but related concepts:

· The decrease in value of assets (fair value depreciation), and

· The allocation of the cost of assets to periods in which the assets are used (depreciation with the matching principle).

The former affects values of businesses and entities while the latter affects net income.

Causes of Depreciation

· Wear and tear from normal use

· Passage of time

· Obsolescence. This is when equipment goes out of use due to new inventions or techniques. E.g. computer technology

· Physical factors such as weather conditions, heat, dampness etc.

· Accidents

· Economic factors such as deflation, when property prices are forced to fall

Depreciation Methods
· Methods of computing depreciation may vary by asset for the same business. 

· Methods and lives may be specified in accounting and/or tax rules in a country. 

· Several standard methods of computing depreciation expense may be used, including fixed percentage, straight line, and declining balance methods.

Generally this may involve four criteria:

· Cost of the asset,

· Estimated useful life of the asset, 

· Expected salvage value also known as residual value of the asset and 

· A method of apportioning the cost over such life.

NB: The organisation will have a policy for depreciation which may determine the above. 

Straight-Line Depreciation
Straight-line depreciation is the simplest and most-often-used technique, in which the company estimates the salvage value of the asset at the end of the period during which it will be used to generate revenues (useful life) and will expense a portion of original cost in equal installments over that period. 

Example 1 

Straight-Line Method: 

Annual depreciation = cost – salvage value 





Asset‘s years of useful life 

For example, a vehicle that depreciates over 5 years, is purchased at a cost of Shs 17,000, 000 and will have a salvage value of Shs 2,000,000. what will be the depreciation charge per year?

Solution
The annual depreciation charge will be computed as follows:

(Shs 17,000,000 – Shs 2,000,000)


 5 years 

= Shs 3,000 ,000 per year 

Declining Balancing

Declining method is also known as the reducing balance method. Under this approach we charge more depreciation in the early years of an asset’s life, with a progressively lower charge in each subsequent year. The depreciation charge each year is a fixed percentage of the net book value (or written down value) at the end of the previous year.

Example 2

Ziba has a year end of 31 December each year. On 1 January 2012 he purchased a machine for Shs 15,000,000. His depreciation policy is to charge 20% reducing balance, with a full years charge in the year of purchase. You are required to calculate the depreciation charge for each of the first three accounting periods/years. 
Activity Depreciation
Activity depreciation methods are not based on time, but on a level of activity. This could be miles driven for a vehicle, or a cycle count for a machine. When the asset is acquired, its life is estimated in terms of this level of activity. 
Example 3

Assume the vehicle in the earlier example is estimated to go 50,000 miles in its lifetime. The per-mile depreciation rate is calculated as: (Shs 17,000,000 cost – Shs 2,000,000 salvage) / 50,000 miles = Shs 300 per mile. Each year, the depreciation expense is then calculated by multiplying the rate by the actual activity level. 

Class Activity

What depreciation would be charged if the vehicle travelled as follows:

· Year 1
10,000 miles

· Year 2
20,000miles

· Year 3 
5,000 miles?
Revaluation Method

Depreciation expense charged on the equipment each year is equal to the difference between the values estimated for asset at beginning and at the end of the year. Depreciation is arrived at as follows:

Opening stock of equipment:

xxx

Add: Purchases during the year 

xxx
Less: Closing stock of asset


xxx
Depreciation charge for the year

xxx
Advantage of revaluation method
a) It is an effective and economical method for miscellaneous equipment where standard rates of depreciation  charge are not suitable.

Disadvantage of revaluation method 

a) Depreciation charge may vary from year to year for any specific equipment even though benefit derived may be uniform. Thus, total depreciation charge for each year of use may be very uneven. 

DISPOSAL OF ASSETS

Under the PPDA Act, equipments may be disposed off by any means, including sale, rental, lease, auction, or any combination.

· Public assets may be disposed of using any of the following methods – 

· Public auction; Public bidding; Direct negotiations; Sale to public officers;  Destruction of the assets; Conversion or classification of assets into another form for disposal by sale; Trade-in;  Transfer to another PDE; and 

Donation – This is a new disposal method and will only be applicable for obsolete items where no other form of payment can be obtained for the asset.
	Activity –Process 
	Stake holder/Primary Responsibility 

	Annual review of assets/equipments to be disposed of 
	Accounting Officer 

	Planning for the required Disposal  over a given period 
	User Department 

	Identification and description of detailed Disposal requirements 
	User Department or Responsible Custodian(office superintendent-OS) 

	Inspect items for Disposal 
	Board of Survey 

	Valuation of assets for Disposal by competent authority or / and independent valuers 
	Board of Survey 

	Determination of reserve price 
	Board of Survey 

	Initiate Disposal (with attached supporting documentation) 
	User Department or Responsible Custodian(OS)/PDE 

	Approval of Disposal 
	Accounting Officer 

	Recommendation of  appropriate Disposal method to be used 
	PDU 

	Approval of the selected  Disposal method 
	Contracts Committee 

	Preparation of bidding documents 
	Proc. & Disposal Unit 

	Advertising, procurement notices, vendor search 
	Proc. & Disposal Unit 

	Invitation for bids (bidding documents) 
	Proc. & Disposal Unit 

	Display of Bid Notice 
	Proc. & Disposal Unit 

	Eventually bid information meeting / asset inspection 
	Proc. & Disposal Unit 

	Receiving and opening of bids 
	Proc. & Disposal Unit 

	Evaluation of the bids 
	Evaluation Committee 

	Recommendation  of successful bidders and development of evaluation report 
	Evaluation Committee 

	Submission of evaluation report to Contracts Committee 
	Proc. & Disposal Unit 

	Approval of evaluation  report submitted by Evaluation  Committee 
	Contracts Committee 

	Prepare negotiation plan (where applicable) 
	Evaluation Committee 

	Appoint negotiation team (where applicable) 
	Contracts Committee 

	Carry out negotiation with best evaluated bidder (where applicable) and prepare report 
	Negotiation Team 

	Approval of negotiation   report submitted by Negotiation Team (where applicable) 
	Contracts Committee 

	Approval for further revaluation, negotiation of price (under direct Disposal), new bidding, sell at reduced price or use of alternative Disposal method (where applicable) 
	Contracts Committee in consultation with 

Accounting Officer 

	Communicate award decision 
	Accounting Officer 

Auctioneer 

	Display of Notice of Contract ward 
	Proc. & Disposal Unit 

	Sign Disposal  contract 
	Accounting Officer 

	Contract Management. 
	User Department 

	Keeping of Disposal records and preparation of Reports 
	Proc. & Disposal Unit 


LEGAL PROVISIONS FOR DISPOSAL  OF ASSETS

· No Legal instrument should be read in isolation
· Public Finance and Accountability Act and Regulations, 2003

· PPDA Act, 2003;

· Local Government procurement and disposal Regulations, 2006;

· Guidelines issued by PPDA 
Methods of Disposal
· Public  auction

· Public bidding

· Sale to public officers

· Direct negotiations

· Trade-in

· Transfer to another PDE

· Conversion or classification of assets into another form

· Destruction of assets

· Donation

When selecting method, PDEs to consider

· Potential market value of the asset

· The volume of the asset, whether one-off or bulk.

· The no. and location of potential bidders

· The location of the asset

· National security and public interest issues

· Health and safety issues

· Legal or human rights issues

· Environmental considerations

Public Auction

Conditions for use of this method
· Existence of a large no. of potential bidders or assets to be disposed.

· A public invitation notice using at least one publication of wide national circulation.

· Display on PDE’s notice board and PPDA’s website.

· Any other appropriate Public Auction 
· Media such as radio.

· No formal bid document

· Bids shall be presented orally and bid to be evaluated on the basis of price.

· No minimum bidding period

· No negotiations

· Contract to be orally awarded to the bidder offering the highest price as determined by the auctioneer and shall be announced at the auction.

· Successfully bidder shall pay at least 50% of contract price immediately after award of contract, balance within 5 working days of award of contract. 
Auctioneer

· Entity to appoint a registered and licensed auctioneer to conduct the disposal process on its behalf.

· Appointment shall take into account the appropriate procurement method for services.

Public Bidding

Conditions for use of this method
· High-value or unusual assets

· Assets located in remote areas

· Where conditions need to be attached to the sale of the asset

· Where post-bid negotiations may be required.

· Public invitation notice. Advertisement for at least 4 working days.

· Minimum bidding period shall be 10 working days for public sector e.g Local Council

· PDE to request for a written sealed bid.

· Evaluation based on price only shall be the preferred evaluation methodology.

· Contract placement shall be by issue of a contract to a successful bidder. 
Sale to Public Officers

Conditions and rules for use of this method
· Where there is no likely benefit or financial advantage to a PDE, in using any other method.

· Where assets for disposal are a small number of low value items which are unlikely to attract public interest.

· Where the personal use of disposal assets would directly benefit the performance of a public officer in the execution of his or her duties within a PDE.

· In remote location

· Public officer initiating disposal process, valuations or managing the disposal process shall not participate as a bidder.

· Bids shall be solicited by the publication of a non-public invitation.

· Advertising period shall be at least 4 working days and bidding period shall be 10 working days.

· Written sealed bids

· Evaluation based on price only.

· Contract award shall be by a decision of a CC in response to a recommendation from the evaluation committee through the Accounting officer

· Internal audit department of the Local council shall maintain a register of all sales to public officers

Direct negotiations

Conditions and rules for use of this method
· The market is limited and a single buyer is willing to pay reserved price

· National security, public interest, legal, environmental considerations or human rights issues are served by selling to a particular company, group or individual.

· A potential buyer is a tenant, occupier or user of an asset at the time of the decision to dispose.

· An asset is located on a potential buyer’s premises on hire or free-use basis and it is reasonable to give that person first option to buy the asset at a market rate. 

· Bidders to submit written sealed bids

· Evaluation based on price only

· Evaluation based on price and other factors may also be used.

· Notice of award of contract shall be displayed on the public notice board. 
Trade-in
Conditions and rules for use of this method
· Where the trade-in of surplus assets to offset the purchase price of new items provides a convenient, economic and efficient way of upgrading equipment.

· The disposal process shall be an integral part of the procurement process.

· A solicitation document and a bid notice shall clearly state that the procurement involves a trade-in arrangement.

· Advertisement of the trade-in, issue of solicitation documents, bidding period and receipt and opening of bids shall be in accordance with the relevant procurement rules.

Transfer to another Entity

Conditions and rules for use of this method
· Where another PDE can make further use of an asset.

· Cost to be agreed by the two PDEs.

· Transfer may be at no cost, if it is uneconomic to charge for the asset.

· A recipient PDE shall issue an authorized receipt for the asset to the originating PDE.

Conversion or classification of assets into another form

Conditions and rules for use of this method

· On grounds of national security or public interest, legal or human rights issues or environment considerations

· Where asset has no residual value in its current form, but where some sale value can be obtained through conversion or classification into any other form.

· PDE to identify a competent authority or an appropriate provider to undertake the conversion or classification.

Disposal by Destruction

Conditions and rules for the use of this method
· Least favored method.

· Used on grounds of national security or public interest, health and safety, legal or human rights issues or environment considerations

· Where the asset has no residual value, can’t be transferred to another PDE or converted into another form.

· Destruction can be done by the PDE or a competent authority or provider.

Donation

· Application to the AO requesting for donation of an asset;
· AO to present the application to the PDU for submission to CC
· The CC shall make a decision on the application and recommendation forwarded to AO
· AO shall communicate the decision to the applicant
Evaluation
· To be based on price only (preferred methodology), or
· Based on price only and other factors
Inspection of assets
· PDE to offer reasonable a reasonable opportunity to potential bidders, to inspect an asset before the date or deadline for bidding.

· Arrangements for the inspection of the assets shall be included in the invitation notice or bidding documents, where appropriate.

Negotiations
· Under public bidding, negotiations may relate to the conditions of sale, where evaluation is based on factors other than price, and shall not relate to the price of the bid.

· Under direct negotiations, negotiations may relate to the conditions of sale, where evaluation is based on factors other than price or the price of the bid
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