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Executive Summary

1.0 Introduction:


1.1 The Project on Physical Asset Management (PAM) was started in December 2004, with following main objectives:

· Developing and implementing rational policies and best practices and standards in PAM.

· Developing Guidelines for the acquisition, use and disposal of physical assets including their repair and maintenance and for their inventories.

1.2 The Guidelines have been prepared with a view that participation of maximum number of stakeholders in their formulation. Pilot projects were initiated in the Ministry of Health and Quality of Life, in the Police Department and in the Ministry of Education and Scientific Research, so that the Guidelines are user friendly and practical.


1.3 Vision:


The Physical Assets in the public sector are procured, operated, maintained and disposed off efficiently to provide optimum economic and social benefits to the Society.


1.4 Mission:


To develop a system and lay down procedures that would enable the Government effective management of whole life performance of assets by achieving the least cost solution for acquisition, use, maintenance and disposal of assets in a manner which is consistent with Government’s policies, priorities and objectives.

2.0 Objectives:

2.1 In brief, the objectives of the PAM project are:

· To establish procedures for planning of acquisition of physical assets based on life cycle principles, ensuring that minimum cost alternative is adopted and that the benefits to society though exploitation of the assets outweigh the costs.

· To frame Guidelines for Acquisition of Projects and of Equipment

· To establish computerised on- line Asset Registers. 

· To ensure efficient operation and maintenance of different categories of physical assets. 

· To ensure that disposal of an asset is effected at the most opportune time. 


2.2 Characteristics of Asset Management:

· Asset management takes a long-term view of infrastructure performance and cost. 

· Viewed as “a way of doing business” 

· Investment choices and decisions on allocating and applying resources are policy- and performance- driven.

2.3 Some Benefits of PAM:

· maximising the service potential of existing assets;

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

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

2.4 Basic Principles for acquisition of physical assets:

· Project Approach against Programme Approach.

· Life Cycle Approach

· Positive Economic Benefit i.e. the economic benefit, over the life of the asset, must be greater than the economic cost.

3.0 Planning for Acquisition of Projects:

Feasibility Reports are based on following modules:
I. Building Blocks:

1. Sectoral Analysis

2. Demand or Market Module.

3. Technical or Engineering Module.

4. Management and Manpower Module.

II. Analysis Modules/ Appraisal:

5. Financial/ Budget Module

6. Environment Module

7. Economic Module


8.

Social Module

  4.0 Acquisition of Projects:

4.1 The next stage, after project appraisal (and approval) in the project cycle is the detailed design of the project. The accuracy of data is improved and a workable operational plan of action developed. The detailed design involves completion of blue prints and specifications for construction of facilities and equipment, Other technical requirements, such as manpower needs by skill class are finalized.  A formal implementation plan is finalized.  

4.2 Two Stage Approval:

It is prudent to resort to two stage approval of large projects. In the first stage, approval is accorded for hiring consultants for preparing project report. If the project is found feasible, it is again put up for approval and implementation. In two stage approval, it is necessary to avoid clash of interests, by making it clear that the consultant preparing the project report will not be eligible to quote for management consultancy of the project in question. 

4.3 Appointment of Consultants:

4.3.1 Types of Consultancy contracts:

There are four types of Consultancy Contracts, namely, lump sum Contract, time-based contract, retainer and/or contingency (success) fee contract and percentage contract. Percentage contracts implicitly lack incentive for economic design and are hence discouraged. As stated by the Finance Minister in his budget speech, fees to consultants should be fixed either as a lump sum or as a fixed percentage of the initial project value.
4.3.2 Conflict in consultancy:

Following conflicts have to be avoided in awarding consultancy contracts:

· Conflict between consulting activities and procurement of goods, works or services: 
· Conflict among Consulting Assignments
4.4 Project Monitoring and Control:

4.4.1 Master Schedules should be prepared for projects in detail. The same should be broken up further into quarterly action plans. Activities should be so split that only one officer is responsible for an activity. In case responsibility is of more than one officer, a responsibility table may be attached for that activity.
 4.4.2 Review of Projects:

It is necessary that review meetings are held at least three levels reviews are held: Contract Level Review, Director Level Meeting and Ministry Level Review Meeting. The secretary of the meeting should prepare Exception Reports of all the projects for discussion in the meeting. This exception report should be different in each meeting and should list deviations from milestones of each project.

4.4.3 Time and Cost Overruns:

Delays in activities falling on the critical path have to be further analysed with necessary actions to minimize delays in overall execution of the project. Proformae are given the Guidelines for analyzing time and cost overruns.
5.0 Procurement of Equipment:

5.1The decision to acquire an asset is to be made after consideration of the alternatives to asset ownership, based on a comparison of the lifecycle costs, risks and benefits of each alternative. Non Asset Solutions:

5.2 Lease vs. Buy:

The decision to lease or buy an asset is an issue where the market can provide generic assets to meet required service needs. There are two principal types of lease available - the ‘finance’ and the ‘operating’ lease.

 5.3 Life Cycle Costs:

The cost of operating and maintaining an asset over its useful life can often be greater than its acquisition cost. The use of full life-cycle costing in evaluating alternatives is, therefore, imperative to ensure that overall programme costs are recognised and minimised.

5.4 Standardisation:

For large Ministries It is necessary to fix standardised lists of assets that may be required to be supplied in such institution; the numbers of different categories of assets, depending on the number of beneficiaries, employees, etc. Similarly, the Government may fix standards for office space, office furniture and equipment etc. to be allocated to different categories of officers. These standards should take into account that modern offices all over the world are compact and utilitarian.

 5.5 Justification for acquiring equipment must indicate how the work is being carried out at present and whether non- asset solutions have been considered 

5.6 Specifications:

· Specifications should be user oriented.
· Specifications should indicate the international standards to which the equipment should conform)

· Consumables and Spares: The specifications should include requirement of annual consumables and major spares that may be required during recommended life time of the equipment. 

· Any space and/ or user restrictions must be indicated.

· Country of Origin – Not to be asked - With the globalization, it is no longer desirable to insist on this clause. 

5.7 Procurement specialist: In case of Ministries, where large value equipment are procured every year, a procurement specialist with in depth knowledge of such equipment may be appointed.

5.8 History of major Suppliers:

· At the time of receipt of equipment user should be asked to give his views on a user satisfaction form

· History of repairs and maintenance must be kept track of through proper entries in the computerised on – line Asset Register

6.0 On Line Asset Register: 

6.1The computerized on – line asset register developed through CISD covers different steps involved from the acquisition of the equipment and accessories till the disposal stage including purchase, maintenance and repair costs. Some of the functions of the on-line asset Register are:

· To provide an asset register for recording all information concerning physical assets,

· To perform better tracking and follow-up of the physical assets. 

· To detect fraud and loss of Assets.

· To monitor movement of physical assets.

· To forecast budget expenditures on physical assets.

· To provide rapid response to queries.

6.2 About 20 output proformae have been designed to assist in decision making.

6.3 A large number of officers have been trained in inputting the data in Computerised on line Asset Register. They include officers from the Purchasing and Supply Cadre of Ministry of Finance, posted in the Ministry of Health and Quality of Life, Ministry of Education, Police Department and the Ministry of Local Government. Many of them can train other officers.

6.4 Integrated Performance Report: A report on the status of assets should be submitted to the Administrative Ministry every month and to the Ministry of Finance every quarter.

7.0 Maintenance: 

7.1 Maintenance of Buildings:

The following guidelines along with corresponding checklists have been included:
· Maintenance Programmes for own Buildings including maintenance of electrical and mechanical equipment

· Maintenance Programmes for Rented Buildings including maintenance of electrical and mechanical equipment.

· It is necessary that a preliminary inspection be conducted on Government buildings in order to prepare a maintenance plan. 

7.2 Maintenance of Equipment:

 Preventive maintenance has to be so designed so as to preserve and enhance equipment reliability by replacing worn out components before they actually fail. Preventive maintenance activities include equipment checks, partial or complete overhauls at specified periods, oil changes, lubrication and so on. In addition, equipment deterioration is recorded, so that worn parts are replaced before they cause system failure.

7.3 Preventive Maintenance schedules (PM) have to be prepared for all categories and responsibilities fixed. PM work should be scheduled on weekly, monthly, quarterly, half yearly or annually as required for all equipment and available on line.

7.4 History of Major Maintenance Contractors:

A history of major contractors has to be built up to weed out those not doing satisfactory work. Computerised On Line Asset Register can be used for the same.

8.0 Vehicle Management 

8.1 For economy and to reduce down time of vehicles, guidelines on the Purchase of Second Hand Spare Parts for Vehicles and for Transfer of Parts on Government Vehicles have been prepared.

8.2 All vehicle purchases, especially cars should be centralized preferably at the level of Ministry of Finance. 
8.3 Contracting out vehicle repair works on government owned vehicles should follow strict guidelines.

8.4 A software for computerization of workshops has been developed through SIL. Once this software has stabilized, comprehensive Fleet Management software should be developed.

8.5 In 1991, issued a circular on Repairs and Maintenance of Government Vehicles (circular no. CF/STO/14/44 dated 25th July, 1991. In line with para 3 of this circular, Vehicle Management Unit (VMU) to look after management of all aspects of vehicles may be set up.

9.0 Recommendations:

9.1Setting up of PAM Cells:

 It is proposed that on the line of the functional cells in the Ministry of Finance and Economic Development, PAM cells be formed in the line Ministries, both at the Area/ Zonal level and at the Ministry level

9.2 Brief Functions of the PAM Cells:

· Main function of the PAM cells is to ensure that the present guidelines are being followed in all aspects of Physical Asset Management. 

· To oversee that all physical assets are entered into the computerised on line physical asset register and that the register is kept up to date at all times. A check list is also provided herein below to indicate general functions of the PAM cells.

· The PAM cells are to function in close coordination with the Budget Formulation Process. 

· Analysis of the on line registers through the query based output proformae. To suggest modifications in these Guidelines based on experience. 

9.3 Recommendations based on interactions and feed back from Pilot Ministries:

9.3.1 Ministry of Health and Quality of Life:

· It is recommended that for maintenance of all medical equipment one Senior Engineer be posted at Headquarters of Ministry. He should be assisted by five Engineers- one in each of the five regions. Similarly, number of Biomedical Technicians is also inadequate. 

· The Biomedical Engineer has also submitted a list of tools required urgently for maintenance of biomedical equipment. The same is annexed in Annexures to these Guidelines. 

· A training calendar should be prepared at the beginning of each year. For overseas training, criteria for nomination of officers should be prepared and followed.

9.3.2 Police Department:

· Provisional earmarking of funds should be made to enable launching of quotations but funds would be committed only at the time of placing a firm order with the supplier. 
· As per Officers of the Police Departments, It takes them about six months to finalise lists for annual procurement and another three months for the Central Tender Board to vet the tender documents. The Police Department should review the process. 

· The Clearing and Forwarding Division should invite tenders for period contracts, as is the case with importing goods from overseas.

9.3.3 Ministry of Education:

· Inadequate Storage: Generally, while designing buildings for zonal offices, necessary storage space required for storing assets before they are transferred to subordinate offices, schools etc. may be kept in view.

· It is recommended that where feasible the tender document should specify that the assets will have to be supplied direct to the users. Full breakup of individual user requirements has to be provided for this.

9.3.4 Revision of Financial Powers for Acquisition/ Disposal of Assets

i.  At present, the Accounting Officers are allowed purchases of goods without inviting a tender, up to an amount of MR 200,000, provided cost of an individual item does not exceed MR 20,000. These may be increased to MR 500,000 and 50,000 respectively. In case prices of Goods are controlled by Government, value of a single item (within overall ceiling of 500,000) may be increased to MR 100,000.

ii. For supply of services, minor repairs, maintenance and installation works,  Accounting Officers are allowed to award the work up to MR 20.000 without inviting competitive tenders.  This limit may be increased to MR 50,000.

iii. Similarly the financial limit up to which Tender Committee is authorised to call for selective and/ or regular tenders, may be increased from MR 500,000 to MR 1,000,000. For acquisitions beyond MR 1,000,000, the matter shall be referred to CTB. The above recommendations would reduce downtime for equipment, increase efficiency in procurement and enable CTB to put more resources on high value contracts/ purchases
iv. in large Ministries (where there are Zonal/ Regional Directorates), the Accounting Officers be permitted to delegate powers up to certain fixed amounts as a matter of routine (that is without referring every case to Ministry of Finance).

v. At present, the FMM allows and disposal of stores provided the original cost of any one item does not exceed Rupees 1,000. For disposal/ write off of items above this value, a Board of Survey is appointed by the Ministry of Finance. It is recommended that limits of MR 1,000 be revised to MR 5,000. Similarly, Accounting Officers should themselves appoint Board of Survey for disposal up to MR 100,000 with individual items not exceeding MR 10,000. 

9.4 Management Information System:

It has been noticed that in all Ministries, where Action Committees were set up, there is lack in communications especially regarding feed back. Once the subordinate offices have written to the Ministry, there is generally no feed back till final action is taken by the Ministry. It is necessary that a Management Information System be set up in each Ministry. The Ministry of Finance has already taken steps in this direction.

9.5 Needs Committees:

Most of the Ministries have set up Needs Committees for discussing and approving Procurement of Assets. It is necessary to set up fixed dates for such committee meetings. It is also necessary that representatives of Indenting Offices be invited to these committees.

10.0 Conclusion:

i. The Guidelines for Physical Asset Management are comprehensive and cover all aspects namely planning for acquisition, acquisition, maintenance and repair, including preventive maintenance and disposal.

ii. The main feature of the guidelines is that they have been prepared with active involvement of a large number of public officers and hence are user friendly.

iii. One of the Main features of the guidelines is the computerized on – line asset register, which has been developed indigenously, though little help was taken in so much that a simple free to use software was taken as the base software. The comprehensive easy to use software (a number of officers have already been trained) will create useful histories, reducing malpractices of contractors.

iv. Use of these guidelines is expected to create a system which will allow better control on budget resources and optimum utilization saving scarce resources of the economy.
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