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1 Executive Summary 

In t roduc t ion  

This report is the result of an Expenditure Review of capital asset management policy 
settings and practices in departments and Crown entities, known as the “capital 
review”.  Terms of reference were approved by Cabinet in April 2006. 

One of the drivers for this review was Ministers’ desire for assurance about the quality 
and effectiveness of capital asset management given significant recent capital 
injections into departmental and Crown entity balance sheets.  In particular, Ministers 
wanted to know whether existing system-wide arrangements encourage or provide 
adequate incentives for efficient and effective use of capital resources, and whether 
current management systems and practices in those sectors represent best asset 
management practices.  Potentially a combination of these factors could adversely 
affect sector or entity performance, and lead to continuing fiscal pressure to fund 
capital and associated operating requirements.   

A Steering Group comprising officials from Treasury and 6 other agencies led the 
project, which spanned six months from April to September 2006.  The views 
expressed in this report are based on a combination of desk research, empirical 
analysis, interviews and third-party assessments of asset management practices in 
four departments (i.e. Police, Ministry of Justice, Corrections and Defence sector). 

Genera l  f i nd ings  

Capital asset management is not well understood in the New Zealand public sector.  In 
both central agencies and even in many capital intensive agencies, there is a weaker 
than expected level of understanding of the importance of capital asset management to 
fiscal and organisational performance, given the scale and sophistication of assets 
under management in the public sector. 

The practical focus of the fiscal management and budgeting systems is understandably 
on $24 billion worth of annual output expense appropriations.  Yet the legacy impact of 
the $3.5 billion spent each year on capital expenditure, and how well we manage the 
$69 billion asset base will be with successive governments for the life of those assets – 
typically over 40 years. 

Done well, capital asset management is a process that achieves the required level of 
effectiveness throughout the life of the asset for the minimum life cycle cost.  In this 
context, effectiveness has four attributes – availability, reliability, maintainability and 
capacity – yet it’s rare to see in business cases the cost and performance tradeoffs 
associated with these attributes.  

Fiscal management is a strength of the NZ public sector management system.  However, 
this strength has tended to reinforce the accounting and appropriation requirements of 
the system at the expense of some operational aspects, such as capital asset 
management with its focus on the cost effectiveness of asset performance over time.   
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Whereas there are specific rules in place governing the process for approval of capital 
expenditure, or compliance with particular accounting standards, there is no coherent 
framework that enables or encourages decision-makers and agencies to monitor the 
impact of their asset-related spending decisions over time. 

A further manifestation of the relative lack of focus on capital asset management is that 
at the centre of government, Treasury, central agencies and those departments 
charged with monitoring Crown entities have an imperfect view of asset management 
performance and the potential demand for future capital injections over time.  This 
limitation is bound to affect the robustness of their advice to Ministers, especially over 
organisations’ capability to deliver services in future.  It is also one of the factors that 
limits Treasury’s ability to provide a full picture of fiscal pressures in the medium term. 

E f fec t i veness  o f  sys tem se t t ings  

Departments 

The Review found some pockets of good capital asset management practices. However, 
overall, the Review found that the existing capital asset management system that 
applies to departments is unlikely to be operating as effectively as it should for the scale 
and sophistication of the assets under management.   

This judgement is based on evidence that there are clear gaps between policy 
intentions and actual practices at both the system incentives level and at the 
operational level.  For example: 

• The capital charge regime is reasonably mature and is now perceived to be 
having little incentive effect on departmental behaviour 

• Even though access to new capital is tightly controlled, it is effectively treated 
as a “free good” in budget decision-making in that baselines are usually 
adjusted for both capital charges and depreciation impacts 

• Formal guidance and revealed business case practices pay little attention to 
life cycle costs of options 

• There is little evidence that asset management systems are integrated with 
service delivery strategies or providing appropriate information for use in 
critical decision processes 

• Treasury does little to promote guidelines and good practices to departments 
or monitor asset performance, and  

• Fiscal management settings and practices tend to emphasise operating 
costs pressures over capital investment.   

The judgement also takes account of the findings from independent assessments of 
asset management practices and performance in the four nominated agencies or 
sectors, covering both general practices across all asset classes and a more detailed 
analysis of a case study in each agency.  These found that good practices tend to be 
unevenly distributed across and within departments. 

The results and recommendations from each assessment have been reported to 
respective agencies and responsible Ministers for appropriate follow up action.  There 
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has been a very good level of acceptance of the findings and recommendations at 
agency level. 

Crown entities 

The Review analysed consolidated financial information held by Treasury and 
interviewed managers in a small number of capital-intensive Crown entities or 
monitoring departments.  Unlike the situation with departmental analysis, this “top 
down” view was not matched with an equivalent set of insights from a third party 
assessment of the asset management practices in Crown entities.   

Compared with departments, there is much more variability in the policy settings that 
apply to Crown entities and it has therefore proved harder to assess the overall 
effectiveness of those settings. 

On the evidence available there are mixed indicators of the effectiveness of the present 
system of capital asset management in Crown entities.  Capital planning appears to be 
done over periods more appropriate to the economic lives of assets under 
management.  Capital prioritisation and funding processes are now embedded in the 
District Health Board sector.  Yet some of the same systemic gaps seen in 
departments are also apparent in Crown entities, such as lack of visibility over cost 
effectiveness of assets over time, and processes for capturing and using life cycle cost 
information.  

The Review considers that further work is required to provide reliable assurance about 
the state of asset management performance in the larger Crown entities.  There would 
be value to all parties in commissioning a further round of independent assessments of 
asset management practices in selected capital intensive Crown entities and reporting 
results and implications back to EXG and Crown entity boards.  Potentially there are 
good practices that can and should be shared across the wider public sector. 

P roposed  changes to  sys tem se t t ings  

The collective experience of some capital intensive agencies, as well as local 
government and overseas jurisdictions, demonstrates that there are viable options for 
raising the standards and expectations for asset management in the NZ public sector, 
whilst retaining the current system of devolved management responsibility. 

The formal elements of the current system (such as capital charge, delegations 
depreciation funding etc.) should be retained and possibly strengthened.  There is a 
leadership role for Ministers and Treasury to fill.  

Other changes are necessary, particularly in relation to “quality at entry” - the range 
and quality of information provided to decision-makers at the critical strategy and 
acquisition stages of capital investment - and in the information that is needed at the 
centre to inform advice on fiscal policy settings and long-term forecasts. 

However, the most significant changes involve development, approval, promulgation of, 
and commitment to, a new capital asset management framework based on cost 
effectiveness over the asset life cycle.  Such a framework would help join up the gaps 
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in the current system, reduce the incidence of fiscal and operational “surprises” and 
provide Ministers, central and monitoring agencies and operational managers alike with 
a rational basis for managing asset performance over time.  

This report outlines a change plan for the next 12-14 months that could markedly 
improve the overall focus and quality of asset management in the NZ public sector and 
produce worthwhile value for money gains over time.  
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2 Background to the review 

Asset  management  

2.01 Capital asset management is a process designed to: 

• Manage demand for assets 

• Guide acquisition, use and disposal of assets to make the most of their 
service delivery potential 

• Manage costs and risks over their entire life. 

2.02 The aim of this management process is to: 

Achieve the required level of effectiveness throughout the life of the asset for the 
minimum life cycle cost.   

The essential elements therefore involve a process for making decisions about 
strategies for achieving business objectives, which is informed by an 
understanding of the expected and actual relationship between levels of asset 
performance and asset-related costs over time. 

Contex t  

2.03 There has been no systematic review of capital asset management practices in 
government departments or Crown entities since the late 1990s.  Over the last 6 
years there has been a marked change in the amount and mix of capital 
expenditure.  Over the period 2001 to 2005, the value of the Crown’s investment 
in physical assets in departments and Crown entities increased by 42% in 
nominal terms, from $38 billion to $54 billion. In 2004/05 alone, spending on 
physical assets in those agencies was around $3.3 billion.   

2.04 A key issue is that gains from increases in spending are unclear, and that there is 
still great demand for further capital injections.  Together these factors have 
increased Ministers concerns about the targeting and quality of capital spending.  
Ministers are seeking assurance on three fronts: 

• Do existing system-wide arrangements encourage or provide adequate 
incentives for efficient and effective use of capital resources?  

• Do current management systems and practices represent best asset 
management practices? 

• Are capital management issues adversely affecting sector or entity 
performance? 
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Scope  and  purpose  o f  the  rev iew 

2.05 Terms of reference were approved by Cabinet in April 2006 [CBC Min (06) 8/5 
refers].  The Review covers physical assets, rather than financial assets.  It 
covers system-wide policies and incentive regimes (Level 1), as well as asset 
management practices in selected departments and Crown entities (Level 2).  It 
also covers the management of Crown assets and management of working 
capital, surpluses and financial assets to the extent these affect funding aspects 
of asset management. 

2.06 The scope of Level 1 excludes:  

• Analysis of individual agency asset management practices although some 
understanding and analysis of particular practices was obtained 

• Revisiting individual capital projects or decisions (e.g. lease vs. buy 
decisions), although lessons from individual projects may be relevant 

• Forming a view on the appropriateness of the capital structures in individual 
agencies 

• The Government’s fiscal settings, or Treasury’s FX policy and services. 

2.07 The scope of Level 2 excludes: 

• Judgements about general agency performance or strategic direction 

• Judgements on decisions made in individual capital projects 

• Forming a view on the appropriateness of the baselines of individual 
agencies. 

2.08 The purpose of the Review is to: 

• Provide Ministers with assurance that existing system-wide arrangements 
provide incentives for efficient and effective use of capital resources 

• Establish an environment in which agencies are encouraged to improve the 
effectiveness of their capital asset management practices, drawing on best 
practices. 

Ob jec t i ves  

2.09 Level 1 - The specific objectives of the system-level review are to: 

• Investigate the effectiveness of existing capital asset management regimes 
that apply to departments and Crown entities to incentivise public sector 
managers and boards to make best possible use of their available capital 
resources to deliver results for Government 

• Recommend changes to capital asset management practices and incentive 
regimes with a view to improving value from Crown, departmental and Crown 
entity balance sheets, within a public sector management environment. 
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2.10 Level 2 - The particular objectives of the agency-level review are to: 

• Assess capital asset management policies and practices in four nominated 
agencies (the Defence sector1, Corrections, Police and the Ministry of 
Justice) against an agreed framework 

• Identify, in partnership with the four agencies, opportunities for improving the 
effectiveness of capital asset management practices, and identify any 
general issues or lessons arising from the four best practice assessments. 

P ro jec t  approach  and  l inks  to  o ther  expend i tu re  rev iews 

2.11 Financial data used in this report is derived from CFIS data, including forecasts 
provided in Budget 2006 and unaudited financial information for the year ended 
30June 2006. 

2.12 The figure below summarises the approach taken by the Review.  It shows two 
concurrent work streams used to investigate the current asset management 
regimes that apply to departments and Crown entities (Level 1), and review 
specific asset management practices in Justice and Defence agencies (Level 2).  
It also shows connections with concurrent work streams that have a bearing on 
this review, including (a) other expenditure reviews (b) other reviews 
commissioned by Ministers (c) and some Treasury-led projects. 

Figure 1: Review approach 
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1 Ministry of Defence and NZ Defence Force 
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3 The capital asset management system 

This chapter describes the existing capital asset management system that applies to 
departments and Crown entities.  It takes a central overview perspective of the 
dynamics of the system as revealed through interviews and interpretation of data 
available to Treasury.  By contrast, Chapter 4 provides an operational perspective of 
capital asset management in selected departments.  Chapter 5 draws conclusions 
about the effectiveness of the existing regimes. 

Capi ta l  asse t  management  re f lec ts  the  w ider  pub l i c  sec to r  
management  sys tem 

3.01 Our public management system locates authority and responsibility for managing 
government agencies, including their assets, with the chief executives of 
departments (like the Ministry of Social Development) and boards of Crown 
entities (like District Health Boards).  Within certain constraints, they have the 
freedom to manage the resources of their agencies as they see fit to best 
produce the required goods and services.  Our system locates responsibility for 
effective management with those parties who have the best information to do the 
job.  In turn these managers are responsible to Responsible Ministers for the 
performance of their agencies, and must account to Ministers and to Parliament 
for that performance. 

3.02 There are, however, some important practical differences between the capital 
management regimes that apply to government departments and Crown entities.  
In general these differences reflect the fact that departments are part of the 
Crown as defined in the Public Finance Act 1989, while Crown entities are not – 
they are separate legal persons.   

3.03 Unlike Crown entities, departments cannot incur expenses or capital expenditure 
without an appropriation and cannot increase their net asset holdings beyond that 
projected in Appropriation Acts,2 although they can manage existing capital on 
their balance sheets. Departments cannot borrow, establish trusts or subsidiaries, 
or hold shares. They are also subject to administrative restrictions that do not 
apply to Crown entities, notably the additional limits on their ability to incur capital 
expenditure (and certain other expenses)  imposed by Cabinet3 and being 
subject to Treasury Instructions.  Departments cannot retain operating surpluses 
unless their Minister and the Minister of Finance agree. 

3.04 As the following graphs demonstrate, departmental chief executives and Crown 
entity boards manage a significant asset base on behalf of the Crown.  Net 
physical assets have been growing rapidly since 2000/01.  

                                                 

2 Other than as a result of a revaluation or if Ministers agree they can retain a surplus. 

3 Cabinet Office Circular CO (99)7 on financial delegations. 
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Figure 2: Net Physical assets by entity classification 
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Figure 3: Net physical assets by category for departments and Crown entities 

0

10

20

30

40

50

60

70

80

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Year Ended June 30th 

$ 
B

ill
io

n

Land Buildings Plant/Furniture/Vehicles ICT Other assets State Highways 

Forecast as at 
Budget 2006

State Highways were 
reclassified as Crown 
entity assets from 
2003 onward

 



14 CAPITAL ASSET MANAGEMENT REVIEW 

3.05 Inflation has contributed to some of the increase in physical assets though we do 
not have systems for measuring movements in capital costs.  For comparison, 
CPI growth (at about 18% since 2000/01) has been significantly lower than the 
increase in the amount of cash spent or growth in the net book value of the 
Crown’s assets (which are about 40% in the same period). 

3.06 CFIS forecast data used in these graphs is of limited value as it only captures 
funding decisions that Ministers have agreed to.  Likely operating and capital 
pressures and funding requirements from an asset planning perspective are not 
included in the forecasts.  Treasury attempts to fill this information gap through, 
for example, disclosing specific fiscal risks that have a reasonable certainty of 
occurring and are material (greater than $10 million in any one financial year), 
and are under active consideration by Ministers.  However, such a process only 
captures a small sub-set of likely future investment needs and takes a near-term 
focus.   

3.07 The picture provided by this aggregate data has some limitations.  It sheds little 
light on the quality of the investments, links to policy and service delivery goals or 
expenditure pressures.  The composition and size of the assets reflect many 
policy goals and previous decisions, and not necessarily a coordinated long-term 
strategy.   

3.08 The Review considers that the absolute growth in physical assets over recent 
years is not a problem in itself.  The increase reflects explicit choices by Ministers 
to improve the public sector’s capability and capacity and, overall, agencies have 
delivered on Ministerial investment choices.  As discussed in chapter 4, 
departments are getting better at managing their asset base and assets are, on 
the whole, in a better physical condition than the past.  The scope of this review 
did not consider whether the growth in physical assets represents the optimal 
investment choice from a value for money perspective.  

3.09 The Review considers that the real issue lies in the general lack of visibility of 
asset performance over time - relative to service delivery - and the overall level of 
asset management capability in individual agencies.  These factors are 
considered necessary precursors to advising Ministers on value for money. 

En t i t i es  ranked  by  ne t  book  va lue  o f  asse ts   

3.10 As the following table demonstrates, a small number of departments and Crown 
entities control a significant proportion of the state sector’s assets.  This suggests 
that any improvements in capital asset management practices should be focused 
on these key agencies but should be shared with less capital-critical departments 
and Crown entities to help lift their game. 
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Figure 4: Net book value of assets (at June 2006) 

Net Book Value of Assets (at June 2006)
NBV $b % Cumulative %

Departments  (10 largest)
1 Education (incl. school land and bldgs) 10.02 56% 56%
2 NZDF 3.89 22% 78%
3 Corrections 1.38 8% 85%
4 Police 0.56 3% 89%
5 Justice (Ministry) 0.47 3% 91%
6 Conservation 0.35 2% 93%
7 MFAT 0.30 2% 95%
8 Child, Youth & Family Ser 0.20 1% 96%
9 IRD  Department 0.12 1% 97%

10 MSD 0.09 1% 97%
Sub-total 17.38 97%
All Others 0.51 3% 100%
Total 17.90 100%

NBV $b % Cumulative %
Crown entities (10 largest) All agencies (top 10)

1 Transit New Zealand 17.60 40% 40% 1 Transit New Zealand 17.60 26% 26%
2 Housing New Zealand Corp. 13.24 30% 71% 2 Housing New Zealand Corp. 13.24 19% 45%
3 Tertiary Education Institutions 5.68 13% 84% 3 Education (incl. school land and bldgs) 10.02 15% 60%
4 District Health Boards 3.85 9% 92% 4 Tertiary Education Institutions 5.68 8% 68%
5 School BoT assets 1.06 2% 95% 5 Conservation (Crown Estate) 4.08 6% 74%
6 Te Papa 0.95 2% 97% 6 NZDF 3.89 6% 79%
7 New Zealand Fire Service 0.45 1% 98% 7 District Health Boards 3.85 6% 85%
8 ACC 0.18 0% 98% 8 Corrections 1.38 2% 87%
9 TVNZ 0.13 0% 99% 9 School BoT assets 1.06 2% 89%

10 AgResearch Limited 0.06 0% 99% 10 Te Papa 0.95 1% 90%
Sub-total 43.20 99% sub-total 60.80 89%
All Others 0.48 1% 100% All Others 7.78 11% 100%
Total 43.67 100% Total 68.58 100%

Crown estate
1 Conservation 4.08 58% 58%
2 National Library 0.86 12% 70%
3 Archives New Zealand 0.56 8% 78%
4 LINZ 0.40 6% 84%
5 Parliamentary Service 0.38 5% 90%
6 MAF 0.22 3% 93%
7 Justice - OTS 0.18 3% 95%
8 Treasury 0.13 2% 97%
9 Economic Development 0.12 2% 99%

10 DPMC 0.04 1% 99%
Sub-total 6.92 99%
All Others 0.09 1% 100%
Total 7.01 100%
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1 Conservation 4.08 58% 58%
2 National Library 0.86 12% 70%
3 Archives New Zealand 0.56 8% 78%
4 LINZ 0.40 6% 84%
5 Parliamentary Service 0.38 5% 90%
6 MAF 0.22 3% 93%
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All Others 0.09 1% 100%
Total 7.01 100%  

Depar tments  

3.11 Consistent with Cabinet directives to improve and expand departmental service 
delivery capability and capacity, there has been significant growth in net asset 
values of departments - $10 billion in 2001 to $18 billion in 2006.   

3.12 Figure 5 shows that revaluations and additions are both major drivers of 
departmental asset values.  Negative revaluations through the 1990s have been 
largely reversed since 2000 due (probably) to a combination of factors, including 
improved quality of asset infrastructure as a result of new capital investments, 
improvements in existing assets through additional maintenance, and rising 
metropolitan property values.  Alongside these environmental changes, changes 
in accounting standards (FRS-3) redefined how assets were to be valued to take 
account of “highest and best use.”  This typically resulted in higher asset values. 
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Figure 5: Breakdown of changes in asset balances in departments 
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3.13 Figure 6 shows that for departments, capital injections have become an 
increasingly significant source of funding for new assets.  Generally, baselines 
are increased to recognise the additional depreciation expense arising from new 
capital injections.  CFIS forecasts also show that depreciation funding in 
baselines will have doubled over the 10 years from 2000 to 2009/10.  

Figure 6: Funding available for capital expenditure in departments 
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Depreciation - converting asset-related funding into physical assets  

3.14 The Public Finance Act 1989 requires the Crown to report using generally 
accepted accounting practices (GAAP).  Depreciation is an accounting charge to 
reflect an assumed rate of asset degradation over time.  Departments are fully 
funded for outputs, including depreciation expenses.   

3.15 Departmental interviews indicate that depreciation funding is, and will continue to 
be, insufficient to fully fund asset replacement.  This arises because depreciation 
is not intended conceptually to fully provide for the future replacement cost of an 
asset.  Price escalation and the fact that service levels, technologies and 
regulatory regimes change over time tends to increase replacement costs.    

3.16 The general expectation is that departments will meet replacement costs from 
positive net operating cash flows over time, though capital injections can be also 
sought.  All other things being equal, a requirement to fund the difference 
between historically-based depreciation funding and replacement costs from a 
department’s balance sheet is likely to erode financial capability over time.   

3.17 A system that allows near-term planning horizons and unfunded asset 
management plans can hide potential gaps between output-based funding flows 
and actual replacement costs. 

3.18 Empirical analysis indicates that at an aggregate level, actual depreciation 
expense tends to be less than forecast levels of depreciation though the 
difference is not significant in aggregate terms.  The difference could be due to 
cost switching out of asset-related expenses into other cash operating costs.  
However, it seems more likely to be due to factors which affect departments’ 
ability to convert funding intentions into actual physical assets, such as the 
Resource Management Act, departmental capability and market dynamics.  This 
may indicate that entities need to place greater emphasis on identifying, 
managing and mitigating risks that can affect timeframes to bring an asset into 
service given the negative impact that such delays can have on meeting service 
delivery requirements. 

Delegation regime 

3.18 Chief executives have full financial authority (within the constraints of the Public 
Finance Act) to expend or incur departmental expenses or liabilities.  Figure 6 
illustrates that chief executives have authority over increasingly large amounts of 
depreciation funding in baselines that could be used in the development of 
physical assets.  Given this, the Cabinet Office delegation regime (CO (99) 7) 
assumes greater importance for Ministers. 

3.19 The delegation regime is an internal control method and is distinct from the 
statutory authority granted by Parliament through the appropriation process.  
Even if a department can fund the purchase, development or lease of fixed 
assets from within current appropriations or off its balance sheet, explicit approval 
- as set out in the circular - is required if the delegations are likely to be 
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exceeded.  The delegation regime extends to publicity expenses, compensation 
or damages in settlement of claims and ex gratia expenses. 

3.20 The level of scrutiny that Cabinet anticipates should be undertaken when 
considering the funding of capital assets is reflected in the fact that: 

• The financial limits are reasonably low (initial approval for chief executives is 
$7 million and $15 million for Responsible Ministers) 

• The language is prescriptive in that “departments must obtain explicit 
financial authority from the responsible Ministers or Cabinet, as required, 
before entering into any financial commitments.”  

3.21 There is a different regime, however, for major IT projects given the inherent risks 
associated with such projects (CO (01) 04)4.  For example: unless otherwise 
agreed by the department and Treasury, a two-stage approval process applies to 
major IT business cases for new capital resources.  This two stage process 
consists of: 

• Stage 1: on the basis of indicative costs and benefits, seek approval for 
developing detailed scoping and finalisation of the costs and benefits 
associated with the project  

• Stage 2: final consideration of the business case, based on more fully 
developed costs and benefits.  

3.22 Adherence to the financial limits as set by Cabinet is part of the annual 
departmental audit process.  The Review understands that this process reveals 
that there is generally good compliance with the Cabinet circular.  The Review 
proposes no change to financial limits.  The current thresholds provide Cabinet 
with a cost effective opportunity to engage with major departmental capital works 
programmes.   

3.23 The Review recommends that Treasury rationalise the different thresholds and 
evidential requirements for IT projects and capital assets as set out in the two 

                                                 

4 “Major” IT projects are defined as: 

• the project is not an existing operational system and its projected total life 
cycle costs are $15 million or more (GST inclusive). Costs include all 
equipment, software, contractor services, supplies, staff compensation and 
related staff costs, and inter/intra agency payments  

• the project includes a projected IT capital investment totalling $7 million or 
more (GST inclusive) in any one year  

• failure to deliver the project in line with the projected functionality 
requirements, cost, and timelines, would expose the department to significant 
risk of impaired operational capability, or expose the Government to 
significant fiscal or ownership risk  

• the project will impact significantly on more than one department or agency  

• the responsible Minister has requested that the project be monitored. 
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circulars.  There could also be benefit in aligning the assurance mechanism used 
to ensure compliance with the delegation regime and any new steps to provide 
assurance over cost effectiveness of asset performance.  

Return of operating surpluses and capital returns 

3.24 There are strong sanctions under the Public Finance Act 1989 against 
unappropriated spending.  As a result, departments typically tightly control 
spending within agreed baselines i.e., baselines effectively set a maximum 
spending limit.  There is some flexibility to establish and change baselines such 
as through multiyear appropriations, expense and capital transfers, and approval 
of unappropriated expenditure under sections 26A and 26B of the Act. 

3.25 Under section 22(1) of the Public Finance Act, departments cannot retain any 
operating surplus except as agreed between the Minister of Finance and the 
Responsible Minister.  In practice departments are discouraged from retaining 
surpluses as it is difficult to reliably attribute the source of surpluses under the 
present performance measurement systems i.e., to distinguish between over-
pricing or under-delivery of outputs, or efficiency gains.  There are also concerns 
that retained surpluses may be spent on lower-value outputs or assets. 

3.26 Typically, cash repayments of operating surpluses total average $100m per 
annum.  This is a small percentage (about 1%) when compared to total 
departmental output expense appropriations.   

3.27 Capital returns are more variable, with the most significant returns driven by 
accounting treatment resulting from mergers of agencies, such as the restructure 
of Child Youth and Family in 1999/2000.   

Figure 7: Cash repayments from departments 1994-2006 
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3.28 Departmental interviews indicate that the inability to automatically retain 
operating surpluses acts as a strong disincentive to long-term planning.   

3.29 Revealed practice indicates that departments are more likely to request an 
expense or capital transfer (ECT) consistent with the Cabinet Office Circular CO 
(02) 17 rather than pursue the surplus retention option as the former is 
considered to have lower transaction costs.  There are some issues, however, 
with the current ECT process as there is a mismatch between when transfers are 
required to be requested (during the March Baseline Update) and when 
surpluses are known with certainty (at the end of the financial year).   Some 
requests for transfers occur after MBU and are dealt with on an ad hoc basis on 
their individual merits.   

3.30 The Review considers that greater flexibility to carry forward unspent 
departmental operating surpluses - subject to certain preconditions such as 
evidence of asset management plans and performance - may improve asset 
management practices over time.   

Fixed nominal baselines 

3.31 The current fiscal management approach fixes both the level of resources 
available within a Vote and the amount and quality of outputs to be delivered by 
an agency.  There is no automatic compensation for cost increases.  The 
expectation is that departments should continue to generate productivity gains to 
absorb cost pressures.   

3.32 Fixed nominal baselines provide a good fiscal constraint and protect the fiscal 
position and the Government's economic goals.  However, this can be at the 
expense of output delivery (thereby undermining the Government's policy goals), 
if input price rises exceed achievable productivity gains and departments erode 
their capability by, for example, deferring necessary asset maintenance to fund 
other cost pressures.  In recognition of this, Vote Ministers may seek the Minister 
of Finance’s approval for a review of the baseline for existing departmental 
outputs, where the cost of outputs can no longer be managed from within 
baselines (CO (02) 17). 

3.33 Under a system of fixed nominal baselines and limited (or non-automatic) ability 
to retain operating surpluses, departments may be incentivised to delay or defer 
spending until their year-end outturn becomes clearer, or spend late in the year 
on lower priority “easy to acquire” assets, such as furniture, fit-outs and PCs.   In 
other words, at the margins, decisions can be driven by timing rather than priority.  
Potentially, the commitment of scare baseline resources to non-priority projects 
leaves the department and Ministers unable to fund future priority projects.   

Monthly spending trends  

3.34 Around 11% of total annual output expenditure is incurred in June of each year 
which is a marked increased over the average monthly spend.  The Review 
considers that this may be influenced in part by the need to comply with 
appropriation limits and the “use it or lose it” ethos.  However, the increase in 
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year-end expenditure as depicted in figure 8 below may also demonstrate that 
departments are legitimately prioritising i.e., progressing the highest priorities first 
and then, as projects come under budget, choosing from a range of second tier 
priorities. 

Figure 8: Change in gross value of departmental assets in 2005/06 (excluding 
revaluations and buildings) 
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3.35 The wide variations at year-end may, in addition, reflect reclassifications within 
departmental Fixed Asset Ledgers (e.g., from work in progress to particular asset 
classes) or corrections to previous errors in reporting. 

3.36 The Review considers that even if “easy to acquire” assets are being bought, this 
is unlikely to lead to significant unfunded capital “holes” in outyears. 

Remeasurements 

3.37 Consistent with FRS-3, Treasury Instructions require departments to remeasure 
land and buildings every five years, or if there is a material change in any year.  A 
positive remeasurement will increase a department’s net asset schedule which 
will result in a consequential increase in capital charge.  Depending on what 
assets have appreciated in value (e.g., land is not depreciated), depreciation 
expense will also increase.  Such an increase is an expense that departments 
have to incur unless assets are divested.  The pressure to meet this increased 
cost due to asset appreciation (which can be compounded if the book value of an 
asset is used as a benchmark for maintenance expenditure) is an issue for 
departments given the fixed nominal baselines policy.   



22 CAPITAL ASSET MANAGEMENT REVIEW 

3.38 Departmental interviews indicated that failing to automatically fund increased 
depreciation expenses arising from remeasurements can impose financial strain - 
especially in the short run - as departments have a constrained set of options to 
meet such cost increases.  Baseline adjustments to meet asset remeasurements 
are currently considered on a case-by-case basis through the Budget process.  
However, remeasurement results are not always available to inform Budget 
decisions which may leave the department exposed in outyears.  

3.39 The Review recommends that Treasury, in consultation with the Office of the 
Auditor-General and selected capital intensive agencies, review prevailing 
practices used to manage the impact of asset remeasurements and report to 
Ministers with recommendations to promulgate best practices and ensure that 
output prices reflect the actual consumption of assets over time. 

Capital charge 

3.40 A capital charge, which is levied on net taxpayer's funds, was introduced in 
1991/92 to encourage the efficient use of capital resources.  The capital charge 
expense is a component of the pricing of outputs, including supplies to third 
parties who would otherwise benefit from an implicit subsidy, and should be taken 
into account in decisions on capital/operating trade-offs (including lease or buy 
options) and on levels and types of assets held.   

3.41 Departments that are capital intensive (> $200 million), or for whom the capital 
charge represent a high proportion of total output costs, have been eligible for 
compensatory adjustments to their baseline since 2002/03 as a result of 
movements in the capital charge rate, net asset valuation changes or accounting 
policy changes (Treasury Circular 2001/16)5.  All other departments are expected 
to absorb or retain the effects of movements in the capital charge, but may apply 
for additional funding on a case-by-case basis if they can demonstrate that they 
are unable to absorb the additional cost.  

                                                 

• 5 Capital charge rate change (if Net Taxpayer’s Funds >$200m and total 
capital charge payable >50% of total output expenses then full adjustment of 
baseline) 

• Net asset valuation change (if Net Taxpayer’s Funds >$200m and total 
capital charge payable <50% of total output expenses then department 
absorbs or retains changes equivalent to 0.1% of net taxpayer’s funds 
and baselines adjusted for remainder of change in capital charge payable, 
providing department meets specified information requirements) 

• Accounting policy changes if Net Taxpayer’s Funds <$200m and total capital 
charge payable >15% of total output expenses  then Department 
absorbs/retains changes equivalent to up to 0.2% of net taxpayer’s funds 
and baselines adjusted for remainder of change in capital charge payable, 
providing department meets specified information requirements  (TC 
2001/16). 
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3.42 Departmental interviews indicate that capital charge is not a significant factor in 
asset management decisions.  This is likely to reflect the regime’s maturity and 
the implied message at Budget time that capital charge has no fiscal impact and 
is therefore is “costless.”  In addition, the current compensation arrangement for 
capital intensive departments tend, in practice, to dilute the original policy intent 
by automatically compensating for changes due to an increase in total taxpayer’s 
funds.  

3.43 Notwithstanding these factors, the Review recommends retaining the capital 
charge regime as it provides a useful signalling tool to internal managers about 
the cost of capital and also for third-party pricing decisions.  However, the Review 
recommends Treasury reassess the current compensation regime for capital 
intensive departments in order to reinforce the need to improve long-run asset 
management practices. 

Differential capital charge regime 

3.44 The differential capital charge incentive scheme has been in place since 2001/02 
and is currently being piloted in four departments.  The objectives of the scheme 
are to: 

• Provide departments with an incentive and reward for improvements in 
management of working capital though a lower effective or differential capital 
charge on their cash balances 

• Remove potential overcharging for departmental outputs supplied to third 
parties that arises where interest earned must be repaid to the Crown 

• Benefit the Crown as a whole through better working capital management, 
i.e., lower borrowing costs. 

3.45 Effectively, the scheme incentivises departments to increase their cash balances 
through, for example, the disposal of surplus fixed assets, better management of 
debtors and creditors, or refining the timing of capital expenditure.  The higher 
their cash balance (which the Crown earns interest off), the less capital charge 
they have to pay, and therefore they have more to apply to producing outputs, 
within their appropriation constraints. 

3.46 Under current settings, any gains from superior cash management under the 
differential capital charge regime that flow through the operating surplus may 
need to be returned to the Crown, thereby diluting the benefits to departments.  
The Review therefore recommends that both the capital charge and differential 
capital charge (or equivalent) regimes be reviewed to ensure consistency with 
long-term asset management objectives. 

Crown asse ts  

3.47 Physical assets managed by departments on behalf of the Crown totalled $8.2 
billion or about 12% of state sector assets at 30 June 2006.  The largest 
component – valued at $4 billion – is the conservation estate managed by the 
Department of Conservation.   
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3.48 While no overall parameters are specified for the management of Crown assets 
as distinct from departmental assets, the general expectation is that they should 
be managed equally efficiently and effectively.   

3.49 The Review considers that there is no prima facie reason to indicate that the 
management of Crown assets is materially different from that of departmental 
assets.  Proposals made in this report for improvements in asset management 
therefore should extend to Crown assets. 

Crown en t i t ies  

3.50 At over $50 billion (see figure 9), Crown entities manage over 50% of the Crown’s 
physical assets.  This large asset base reflects that there are nearly 2,600 Crown 
entities (including over 2,400 school boards of trustees).  Crown entities are 
diverse in size, type and function and differ from departments in that they have a 
separate legal personality, and are governed by boards.  They are subject to the 
Crown Entities Act 2004, which contains core standard governance and 
accountability provisions with some tailoring for each category and type of entity 

Figure 9: Gross book value of assets on Crown entities balance sheets 
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Revaluations  

3.51 As figure 10 illustrates, revaluations are also major driver of Crown entity asset 
values.  In financial terms, revaluations have been at least as significant as 
acquisitions in driving gross asset values.  
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Figure 10: Crown entity net additions and revaluations since 2001 
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3.52 Overall, the Review considers that technical revaluations - for either Crown 
entities or departments - are not an issue in themselves as they are subject to 
well accepted accounting standards (FRS-3).  The key issue, as discussed 
above, is that remeasurements can and do drive depreciation charges that 
impose difficult-to-anticipate, periodic cost pressures which can be difficult to 
manage – especially in the short run. 

Operating surpluses 

3.53 Unlike departments, Crown entities are not automatically obliged to pay operating 
surpluses to the Crown.  However, unless an exemption is granted, the Crown 
Entities Act provides for the Minister of Finance to require a statutory entity or 
Crown entity company6 to pay all or any of a net surplus to the Crown, subject to 
a consultation process.  Neither this, nor an equivalent provision previously 
contained in the Public Finance Act, has been used formally.  The implication is 
that Crown entities may retain surpluses to fund operating activities and capital 
needs unless distributions are agreed under accountability arrangements, such 
as letters of expectations and rate of return targets in statements of intent.    

                                                 

6 Statutory entities and Crown entity companies are two of five categories of Crown entity defined in the 
Act.  The other categories and Crown entity subsidiaries, school Boards of Trustees (BoTs) and Tertiary 
Education Institutions (TEIs). 
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Capital charge 

3.54 The Crown Entities Act allows the Minister of Finance to apply a capital charge to 
all or part of a statutory entity’s net assets (excluding gifted assets unless the 
entity is compensated), subject to consultation procedures.    

3.55 A capital charge has been applied to the 21 DHBs since their establishment and 
to nine other Crown entities under prior administrative arrangements7.  The 
development of capital charging in the Crown entity sector has been 
uncoordinated and ad hoc. 

3.56 The rationale for charging Crown entities for the Crown’s investment in their net 
assets is the same as for departments.  The absence of a capital charge, and a 
surplus payment regime, may bias choices between equity and debt financing, 
determination of an appropriate capital structure, and the mix of inputs employed 
to deliver services. 

3.57 The Review considers that there may be merit in considering a wider application 
of capital charge for statutory entities, possibly after a further round of 
independent assessments of capital asset management practices.  The issues 
include whether a capital charge would be an appropriate mechanism (given that 
some entities have low taxpayer’s funds), entity-specific valuation issues, the 
methodology used to derive a rate, and transitional impacts on output prices 
(e.g., departments were compensated for the charge on its introduction). 

Restrictions on capital expenditure 

3.58 There are no across-the-board restrictions on capital expenditure by Crown 
entities, in contrast to delegation limits imposed on departments.  In many cases, 
entity-specific arrangements are established through funding or other 
accountability mechanisms.   

3.59 There are a range of practices, some of which will be appropriate, but others may 
reflect past practice rather than a first principles approach.   For instance: DHB 
capital investments in excess of $10 million require Ministerial approval which is 
lower than the current Responsible Minister departmental delegation level.  In the 
case of Transit New Zealand, the board approves projects in excess of $20 
million while individual projects in excess of $3 million apparently require 
separate Land Transport New Zealand funding approval.  

Funding of capital expenditure 

3.60 Crown entities are able to fund capital expenditure from internal sources – 
accumulated net surpluses and depreciation – together with borrowing and net 

                                                 

7 Comprising four transport entities – Land Transport NZ, Civil Aviation Authority, Maritime NZ and 
Transport Accident Investigation Commission – plus the NZ Blood Service, NZ Trade and Enterprise, 
Energy Efficiency and Conservation Authority, Environmental Risk Management Authority, and Tertiary 
Education Commission. 
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capital injections.  The following graph illustrates potential sources of capital 
funding compared to actual capital expenditure for years ended 30 June 2001 to 
2006.   

Figure 11: Sources of capital funding for Crown entities 
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3.61 The most variable element of capital funding is net surpluses.  Borrowing requires 
Ministerial approval unless other authority exists (as for DHBs and school BoTs), 
and hence is subject to close control.  Few entities incur debt and the larger 
borrowers (HNZC and DHBs) are required to use the New Zealand Debt 
Management Office for long-term finance. 

District health board asset management regime: possible benchmark 

3.62 The Review considers there have been significant advances in capital asset 
management in the DHB sector as summarised below: 

• Guidelines for capital investment were introduced in 2003.  A National Capital 
Committee advises the deputy director of Health on proposals over $10 million 
within the annual allocation process.  The Ministry of Health and Treasury attend 
the National Capital Committee’s meeting and advises Ministers accordingly.  

• Life-cycle costing (including both capital and operating consequences) and fully 
developed business cases are mandatory.  Business cases are reviewed 
independently at significant decision points prior to final approval.  Affordability 
has become the principal criterion.  The financial framework allows for a 
proportion of surplus capital returned to be pooled for fund future investments.  
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• A 5-year capital envelope has been established.  This multi-year funding path 
provides greater certainty in planning major new investment and helps budget 
pressures to be managed. 

• Since 2004 all DHBs have completed asset management plans.  The plans are 
peer reviewed centrally and feedback is provided.  Guidelines require the plans to 
focus on meeting current and future needs for clinical services, assessment of the 
capacity of current asset bases, closing gaps between service levels and asset 
capacity, addressing financial impacts in cost-effective ways, and collaboration 
with other DHBs.  A 10- to 20-year planning horizon is common.   

• A national asset management plan has been prepared since 2005.  It 
contributes to implementation of a collaborative decision-making framework for 
health services and to alignment of service delivery with the Government’s 
objectives. 

3.63 The Ministry of Health led the development of the above regime.  It believes that 
a culture change has been promoted which ensures that service delivery drives 
capital requirements, and that the planning process has led to better asset 
management processes in each DHB and across the health services sector. 

3.64 The Review did not undertake a detailed assessment of the DHB sector.  
However, the health sector could be included as part of any further best practice 
assessments.  Current DHB practice may be transferable to other capital-
intensive departments or sectors.   

Transit New Zealand  

3.65 State highways are the largest single state sector asset at $17.6 billion which 
represents 25% of the Crown’s physical assets.  Under the Land Transport 
Management Act, funding is allocated on an annual basis with a requirement for 
Transit to forecast expenditure for the following 9-year period.  In 2006 Cabinet 
agreed to a new funding and planning approach which would provide funding 
certainty at any point for at least 3 years.  However, the design-life of roads and 
bridges is upwards of 100 years, which suggests that there would be advantages 
in forming a longer-term view.  Transit is in the process of developing a draft 
National State Highway Strategy which includes a 30-year view of the network.  
Land Transport New Zealand determines the prioritisation criteria with cost-
benefit ratio being only one factor.  Transit is not subject to a capital charge.  

Housing New Zealand Corporation  

3.66 The second largest state sector asset is Housing Corporation at $13.2 billion, 
which represents 19% of the Crown’s physical assets.  Current asset 
management issues include the age of the stock (75% is over 40 years old); 
transparency of the costs of different programmes; consideration of purchase vs. 
lease options; and the ability to manage the housing portfolio to match changing 
demand.  Like Transit, there are differences between the time horizons for the 
Corporation’s asset management plan (10 years), investment decisions (15 
years) and accounting amortisation (40 years).  This suggests that a longer-term 
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view would be appropriate in formulating objectives and policies.  The 
Corporation is not subject to a capital charge. 

School boards of trustees (BoT) 

3.67 School boards of trustees’ land and buildings are valued at approximately $10 
billion are managed by the Ministry of Education and subject to capital charge.  In 
aggregate, assets managed directly by BoTs (valued at $1 billion) are also 
significant but not subject to a charge.  BoTs are required to prepare 10-year 
property plans, which are audited, including 5-year cycles of capital works and 
maintenance that reflect educational goals.  Some funding flexibility is available 
to BoTs in terms of the use of bulk funding for assets and through access to part 
of the cash proceeds from the disposal of surplus assets.   

Tertiary education institutions 

3.68 Compared with other Crown entities, the Crown’s levers over tertiary education 
institutions are limited.  For the most part TEIs’ performance is scrutinised when 
they seek approval to borrow and when capital injections are sought to 
restructure institutions at risk.  The Tertiary Education Commission requires 
business cases in support of loan applications above $1 million and evaluates 
these in terms of affordability rather than wider service delivery objectives.  It has 
encouraged the adoption of a longer-term view and promoted collaboration to 
share best practice in asset management.  The Review considers that incentives 
to dispose of surplus assets are weak though such weak incentives are not 
limited to the TEI sector. 

3.69 The Review considers that, in principle, TEIs should be included in any initiatives 
aimed at improving asset management by capital-intensive Crown entities.  

P rac t i ces  and  p re fe rences revea led  

3.70 While the following issues are agency specific, the Review considers that they 
are fairly representative of general public sector asset management issues that 
arise from the way current policies are implemented and monitored.  For 
example: 

• In 2006 the Controller and the Office of the Auditor-General released reports 
on the management of the school property portfolio and conservation land 
and noted concern that there are no strategic plan for either (significant) 
asset base 

• In 2006 the State Services Commission reviewed cost increases at two new 
prisons and found that the Ministry of Justice’s inmate forecast, which drives 
the need for additional prison capacity, is shorter than the lead times involved 
in prison construction.  A longer-term view would better enable Corrections to 
appropriately plan, resource and schedule the delivery of additional prison 
capacity.  The nature and level of capital project reporting to Ministers was 
also identified as an issue which contributed to the “surprise” element when 
costs for these two prisons increased significantly 
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• The 2003/04 Baseline Review Report of the Ministry of Justice noted budget 
decision-making had in the past produced an unreliable flow of funds which 
had compromised the ability of the property unit to plan maintenance and 
capital expenditure reliably.  Accountability for maintenance of property was 
also found to be weak.  Property planning has in the past been disconnected 
from the operational needs of the organisation and has occurred in the 
absence of a guiding framework or strategy for the future direction of the 
courts.  The Ministry of Justice is seeking to address these issues through its 
Service Improvement Programme. 

Lessons  f rom o ther  rev iews ( ICT spend ing ,  De fence  e tc )  

3.71 The capital review’s findings are consistent with the defence, ICT and central 
agency expenditure reviews.  This is not surprising given that the same system is 
being assessed, albeit through different lenses.   Some of the findings include: 

• The need to ensure high quality information at the initial procurement phase 
and the benefit that strategic asset management plans can bring to improving 
through-life cost and performance (Defence capital asset management 
review) 

• The current financial reporting system doesn’t support assessing agency 
performance and productivity.  Mechanisms, such as “gateways” and 
business cases, could help provide better assurance that an appropriate 
level of discipline is applied at key decision points (ICT review) 

• Lifting the quality of service delivery to ensure that Ministers get the results 
that the Government wants.  Capital assets are a critical component in 
quality service delivery.  Central agencies also need to take on a stronger 
leadership role (Cental Agency review). 

Cap i ta l  asse t  management  in fo rmat ion  

3.72 Treasury routinely captures financial information for Crown reporting purposes in 
the CFIS system.  However, that system is primarily designed to support 
Treasury’s consolidated financial reporting obligations rather than its asset and 
liability management interests 

3.73 There is no central collection of specific information on capital asset 
management.  Data that is collected is relatively short term compared with the 
economic lives of assets under management (i.e., current year plus 4 outyears 
for departments and Crown entities). 

3.74 There is only one forecast view that reflects past decisions rather than future 
potential capital requirements or risks. That is, CFIS baseline information reflects 
approved funding changes – these typically assume a steady state beyond 5 
years, as illustrated in the figure below.   

3.75 Figure 12 also indicates that baseline forecasts have not proved to be a sufficient 
or reliable indicator of future asset-related funding requirements or the scale of 
unfunded risk for the Crown.  Actual spending has outstripped baseline forecasts 
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in successive budgets.  Treasury attempts to cover this information gap through 
periodic surveys and formal reporting of specific fiscal risks. 

Figure 12: Approved Budget funding changes compared to actual net book value  
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Adequacy of capital asset management information 

3.76 Martin, Jenkins & Associates review (August 2006) suggests that there are 
significant gaps between the type and quality of information required compared 
with that which is available for asset management purposes.  In their view these 
gaps probably affect the ability of monitoring agencies (including Treasury) to 
fulfil the various roles related to capital asset management identified below: 

• Providers of fiscal and economic advice 

• Providers of state sector leadership, and of assurance about financial and 
management processes 

• Providers of consolidated Crown historical and forecast information  

• Managers of Crown cash and debt profiles 

• Monitors of state sector performance  

• Assessors of effectiveness of expenditure. 

3.77 In general there is limited visibility over asset performance beyond the 
information required for financial control and reporting purposes.   

3.78 Martin, Jenkins & Associates consider that effectiveness of Treasury and 
monitoring agency roles could be enhanced through access to relevant asset 
management information. 
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4 Agency-level practices 

This chapter provides a summary of the independent third-party perspective on policies 
and practices in force in selected departments, and provides a deeper appreciation of 
the complexity and sophistication associated with good practice capital asset 
management. 

Best  p rac t i ce  assessments   

4.01 An important dimension of the overall project was the “bottom-up” perspective 
provided by an independent assessment of actual capital asset management 
policies and practices in operational agencies. At the outset, Ministers identified 
four agencies (NZ Police, Ministry of Justice, Department of Corrections and the 
defence sector, i.e. Ministry of Defence and NZ Defence Forces) for particular 
assessment, based on past experiences and emerging issues in the justice and 
defence sectors.   

4.02 Together the selected agencies represent four of the top five departments 
according to the net book value of the assets on their balance sheets8.  Of all the 
departments, only the Ministry of Education owns more assets.   

4.03 The Steering Group appointed Saha International Limited (an Australasian 
consultancy) to perform and report on those assessments, with recommendations 
for improving practices at an agency level as well as implications for capital asset 
management policy settings in the public sector management system. 

4.04 Saha used an agreed framework to assess the general effectiveness of policies 
and practices across all asset classes, and also performed a more detailed 
assessment using a case study nominated by each agency.   

4.05 The success of this part of the Review is not simply in the observations, analysis 
and assessments of the independent assessor.  Each of the agencies got value 
from discussion and interpretation of results with Saha consultants and their 
peers in a collaborative learning environment.  

4.06 Substantive reports with results and recommendations from each assessment 
have been provided to respective agencies that will advise Responsible Ministers 
of the results and planned follow-up action. 

                                                 

8  Based on unaudited annual financial statements at 30 June 2006, the combined net book value of 
assets was over $6.3 billion, or 35% of the value of assets on departmental balance sheets.  The Ministry 
of Education manages a portfolio worth $10.0 billion or 56% of all assets on departmental balance sheets. 



 CAPITAL ASSET MANAGEMENT REVIEW 33 

Compara t i ve  assessment  ac ross  agenc ies  and  common 
asse t  c lasses  

4.07 Saha assessments (shown below) illustrate the different areas of capability of the 
four different agencies, relative to the scale and assessed complexity of the 
assets under management.   

Figure 13: Assessment of agency capital asset management capability 
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Source: Saha General report to Treasury, August 2006 

4.08 The overall messages are: 

• Management of property assets is generally well balanced against the value 
and complexity involved within each agencies’ asset base 

• IT asset management practices is at an acceptable level given the 
complexity and value of the systems involved 

• Management of vehicle fleets was generally found to be sub-optimal – in 
some cases this is due to the relatively low value of the fleets in comparison 
to other asset classes. 

Gener ic  themes f rom agency  assessments   

4.09 Based on interviews, analysis and its understanding of the revealed policies and 
practices of all four agencies or sectors, Saha report that the main implications 
for the system are the need to: 

• Rebalance fiscal and operational management - the primary focus on 
fiscal management is a mixed blessing as it removes uncertainty in the short 
term, but may foster asset-related decisions that end up costing more in the 
long term.  Saha contend that under current settings, asset condition is 
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driven by availability of funding rather than funding being set at a level 
consistent with the required asset performance over time.  This unstable 
position tends to manifest itself in the form of either fiscal surprises or 
capacity constraints due to under-performing assets 

• Pay attention to whole of life costs - the limited understanding of whole of 
life costs is causing considerable uncertainty around asset operating and 
disposal costs.  Saha contend this severely restricts agencies’ ability to 
manage asset performance throughout the asset life cycle 

• Join the dots - most agencies put an emphasis on having overarching policy 
and strategy in place, yet there is a gap between the strategic intent and 
tactical implementation of asset management that needs to be bridged.  
Saha contend this reflects the lack of a coherent asset management 
framework 

• Build feedback loops - allied to the point above, there is also a distinct lack 
of asset performance information that can be used to refresh or inform 
strategy and planning processes.  Saha contend this constrains agency and 
sector ability to develop better practices and performance over time 

• Share knowledge and expertise – Agencies are individually developing and 
implementing aspects of an asset management framework with varying 
degrees of success.  Saha contend that overall this approach is likely to be 
slower and more costly than a coordinated , cross agency approach to 
improving asset management policies and practices. 

4.10 Overall, the independent assessors consider that there are probably opportunities 
for departments and Treasury to collaborate more effectively to deliver superior 
asset performance (and by implication, superior performance to users of state 
services).  Those opportunities include: 

• Improved governance and capital management at the centre – probably in 
the form of better bases for capital allocation between agencies; central 
guidance on asset management; sharing of knowledge and information to 
promote improved performance 

• Shared service delivery – probably in the form of virtual or actual business 
units that can leverage off their particular areas of expertise in the 
management of classes of assets to avoid duplication of non-core functions 
or offer cost effective services that take advantage of economies of scale. 

Leve l  2 :  Par t i cu la r  lessons f rom case  s tud ies  

4.11 Readers should exercise caution before extrapolating the case study results 
across the whole agency, particularly in the defence sector where the experience 
with specialist military equipment may vary according to the institutional 
arrangements used to bring the asset into service or manage its performance 
over time. 

4.12 Nevertheless the case studies serve to highlight the sorts of issues that can arise 
in the absence of appropriate asset management frameworks and capability.  
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Managing mobile (fleet) assets 

4.13 Police and Corrections (and to a lesser extent Justice and Defence) use mobile 
assets in their service delivery mix9.  Whereas Police have centralised expertise 
around procurement and fleet management, other agencies have more 
decentralised arrangements.  This is understandable given the importance to 
those agencies of the need to focus attention on management of other asset 
categories. 

4.14 Detailed analysis of the management of mobile assets revealed: 

• Police have focused their management attention in recent years on procuring 
the required capability (in the form of a young fleet of suitable cars) within an 
baseline capital funding envelope.  However, the funding formula relies 
heavily on a factor outside Police sphere of control – the realisable salvage 
value for each car  

• Results of the first tranche of car sales are beginning to come through, and 
show that there is a substantial gap between the expected and actual 
salvage value – average of around $12,000 per vehicle.  To compound the 
capital funding gap, Police output prices assume the asset is maintained and 
depreciated over 4 years, yet on average cars are being held for longer 

• The consequential impact is even more profound – as the age of the fleet 
increases so typically does the maintenance cost.  Police maintenance costs 
exceed benchmarks and also exceed the contract target cost with their 
external fleet manager.  Over the course of a year, an extra half a cent per 
kilometre across the whole vehicle fleet adds up to several millions of dollars, 
placing pressure on Police ability to fund other aspects of their operations. 

Figure 14: Police vehicle repair and maintenance costs per km 
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9  Police vehicle fleet comprises over 2,500 vehicles; Corrections have a fleet of over 1,250 vehicles; MoJ 
has just under 200 vehicles. 
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Source: Saha report on NZ Police, August 2006 

• Police tried, but were unable to determine, the optimum retirement point and 
life cycle cost when the new vehicle replacement regime was established in 
2003.  The absence of those critical measures (allied with lack of visibility 
over vehicle performance in terms of availability, reliability, and productivity) – 
and difficulty in managing the fleet according to the funding formula – means 
that Police now have to rethink their vehicle replacement strategy.  

Figure 15: Police current vehicle funding model 
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Source: Saha report on NZ Police, August 2006 

• In the course of assessing practices in other agencies, Saha noted the 
potentially adverse impacts of adopting a distributed responsibility for 
acquiring and managing fleet assets.  Although there have been some 
attempts at standardising their fleet, Corrections have more than 100 
different types of mobile assets, including 20 different types of sedan.  Saha 
claim that the cost effectiveness of these acquisitions is sub-optimal   

• Although the scale is different, a similar situation applies in Justice where 
there is also evidence of potential underutilisation of fleet assets 

• One lesson is that there may be a case for developing a shared services 
arrangement across these fleets, using a centre of expertise rather than 
trying to replicate expertise in each agency. 

Managing property assets (buildings including improvements, and land)  

4.15 All four of the agencies own or lease a significant number and value of properties. 
The case studies in Corrections and the Ministry of Justice focused on aspects of 
property management.  

4.16 Detailed analysis of the management of property assets revealed: 
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• Most agencies rely on combinations of financial controls and competent 
personnel – rather than robust property management systems and practices.  
Under these conditions performance is likely to be lower than benchmarks 

• In most agencies, asset operation and maintenance has traditionally been 
the responsibility of local site managers who generally do not have the 
necessary asset management skills to make informed spending choices.  
Possibly as a result of this, actual maintenance spending has been below 
benchmarks for the age of buildings in the courts portfolio 

• When funding is tight, maintenance tends to be spent on visible elements, 
like walls, carpets, public facilities, and fire protection – rather than the 
hidden systems, like heating ventilation and air conditioning (HVAC), or 
roofing and plumbing.  When these hidden systems fail they usually lead to 
corrective maintenance, with secondary damage that is much more 
expensive to repair and can cause health problems for building occupants 

• There is a tendency to respond to periodic condition assessments by 
increasing spending on assets in the short term.  In the absence of objective 
evidence of the optimum maintenance programme, it is likely that the cycles 
of under and over spending will be repeated in the future, or that future 
spending will remain at higher than benchmark levels. 

•  
Figure 16: Property repairs and maintenance – breakdown vs. benchmarks 
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Source: Saha report on Ministry of Justice, August 2006 
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Figure 17: Planned maintenance spend above benchmarks 
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Source: Saha report on Ministry of Justice, August 2006 

 

Figure 18: Fluctuations in maintenance over time 
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Source: Saha report on Ministry of Justice, August 2006 

• The studies confirmed the appropriateness of existing or new centralised 
property management strategies within Corrections, Justice, and Defence.  
Like other aspects of asset management, property management requires a 
specialised set of knowledge and expertise that is often best centralised, 
rather than being managed on a distributed basis by local operational or 
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administration managers. Facilities management could still be done at local 
levels, while the centre retains responsibility for strategy, procurement and 
performance aspects of asset management 

• Comparative analysis of performance between sites can provide valuable 
management information (see figure below) - yet there is a tendency to set 
internal budgets based on past levels of spending 

Figure 19: Corrections maintenance spend by site as percentage of Gross Book Value 
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Source: Saha report on Department of Corrections, August 2006 

• The proportion of maintenance spending that is preventative versus 
corrective varies markedly between the 12 Police districts, and between the 
18 prisons, with only one district and one prison meeting best practice 
benchmarks. 

Managing specialist military equipment (SME)  

4.17 The defence sector case study focused on the practices and performance of one 
military platform – the Seasprite helicopter system comprising 5 aircraft operating 
from RNZAF Whenuapai and RNZ Navy ships.  

4.18 Detailed analysis of the management of the Seasprite assets revealed: 

• Potentially severe fiscal and operational impact of excluding life cycle costs 
from the procurement decision – The Seasprite acquisition project delivered 
the airframes and initial spares on time and within budget.  However, the 
process did not procure through-life support, nor did it calculate total life cycle 
cost (LCC) – thereby  transferring risk and cost to the NZDF 

• Exposure to supplier monopoly powers - since the fleet was acquired in the 
period 2001 to 2003, NZDF has experienced significant price increases on 
essential parts required during maintenance and the supplier is reluctant to 
engage in a performance-based logistics contract. 
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Figure 20: Cost per flying hour of Seasprite functional components 
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Source: Saha report on Defence Sector, August 2006, Squadron 6 data 

• Compounding implications for cost effectiveness of the system – lower that 
expected supplier performance (e.g. in terms of longer then expected 
maintenance turnaround times, and higher parts prices) has combined to 
reduce the effective flying hours across the fleet and increase average costs 
per flying hour. These factors, allied with NZDF internal funding constraints, 
poor stock management, and a lack of aircrew, means that the Seasprite 
system is operating well below expectations 

• Measurement of key performance metrics - There is currently no 
performance measurement against key supply performance metrics, such as 
stock-turn and stock availability, and the current system of inventory 
management does not provide other key metrics 

• There needs to be visibility of these performance issues above the 
operational forces level (i.e. at NZDF or MoD level) as particular strategies 
need to be developed to improve the situation 

• Reviews and interventions need to be targeted to areas of greatest impact – 
as shown in the figure below.  By contrast the Fleet Management Review 
appears to focus on process and price drivers that generally provide lower 
benefits in terms of cost effectiveness of asset performance over time. 
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Figure 21: Focus of Defence Sector’s Fleet Management Review 
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Source: Saha report on Defence Sector, August 2006 

• Defence’s Capability Management Framework provides good guidance for 
the acquisition of major capital assets but is, as yet, unsupported by detailed 
planning and execution level documents – representing an ongoing risk to 
acquisition of cost-effective capability 

• Data and systems, whilst currently an issue, are being addressed through the 
Joint Engineering Maintenance System (JEMS) project 
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5 Overall assessment of effectiveness of 
regimes in place 

This chapter draws on material in the previous two chapters to conclude on the overall 
effectiveness of the existing capital asset management system as it applies to 
departments, Crown entities and management of Crown assets. 

Effectiveness assessment - departments 

5.01 As an operational level, the Saha assessments and Review interviews revealed 
there are pockets of good capital asset management practices in departments, 
though often the good practices are localised or apply to different asset classes 
within each agency. 

5.02 The Review identified certain indicators of effectiveness to help form a view on 
whether the system is operating effectively.  These are shown in the table below, 
alongside revealed evidence of effectiveness.  

5.03 The Review concludes that, on the evidence available, it is unlikely that the asset 
management system that applies to departments is operating as effectively as it 
should given the scale and sophistication of the assets under management.   

Indicators of system effectiveness Current state indicators  

Capital charge incentivises balance sheet 
rationalisation over time 

Capital charge has value (for pricing) but 
previous reviews suggest main benefits have 
already been captured.  Regime now has 
little incentive effect on balance sheet 
management 

Baselines force capital - operating tradeoffs 
in service delivery 

Separate processes for managing capital and 
operating budget bids 

Access to new operating funding is less 
heavily constrained than access to new 
capital.  Tendency to automatically fund costs 
of capital reinforces attitude that capital is 
“costless”.   

Full appreciation of life cycle costs (LCC) and 
asset performance 

No robust use of LCC for decision-making 
over life of asset.  

System requires alignment of service delivery 
and asset management strategies  

Weak alignment of strategies. Statements of 
Intent have near term focus, with little explicit 
attention given to capital asset management 

System rewards agencies with long term 
capital plans 

Problem areas attract funding attention.  Little 
buy-in to long term plans  

Capital asset management risks are 
identified and managed 

Limited visibility at centre. Ranges of risks 
not well articulated. Ministers often surprised 
by new information and impacts.    

An asset management framework and 
guidelines exist, are fit for purpose and 
consistently used 

No overarching framework. Guidelines but 
patchy and out of date.  Agencies reinventing 
aspects of capital asset management regime 



 CAPITAL ASSET MANAGEMENT REVIEW 43 

Indicators of system effectiveness Current state indicators  

Information systems effectively  inform capital 
asset management decision processes 

Weak information on asset effectiveness.  
CFIS has forecasts for 5 years but outyear 
figures not high quality.  Incomplete central 
view of long run capital needs. 

Crown entities 

5.04 The Review analysed consolidated financial information held by Treasury and 
interviewed managers in a small number of capital intensive Crown entities.  
Unlike the situation with departmental analysis, this “top down” view was not 
matched with an equivalent set of insights from a third party assessment of the 
asset management practices in Crown entities.   

5.05 Compared with departments, there is much more variability in the policy settings 
that apply to Crown entities and it has therefore proved harder to assess the 
overall effectiveness of those settings. 

5.06 The Review considers that, on the evidence available, there are mixed indicators 
of the effectiveness of the present system of capital asset management in Crown 
entities.  Capital planning appears to be done over periods more appropriate to 
the economic lives of assets under management, yet the planning horizons vary 
widely both within agencies and between agencies.  Capital prioritisation and 
funding processes are becoming well established and increasingly effective in the 
DHB sector.   

5.07 For all that, some of the same systemic gaps seen in departments are also 
apparent in Crown entities, such as lack of visibility over cost effectiveness of 
assets over time, and processes for capturing and using life cycle cost 
information.  

Crown assets 

5.08 The Review found no prima facie reason to indicate that management of Crown 
assets is materially different from that of departmental assets.  Proposals made in 
this report for improvements in asset management should extend to Crown 
assets. 

Conclusions: Scale of issues, effectiveness of incentives 

5.09 On the surface, the most significant issue appears to be in the quality of 
information that is brought into the Cabinet decision-making arena.  The quality of 
options analysis and whole of life costs is highly variable and often weak.  The 
Review anticipates (but has not examined) the same quality is applied to 
business cases and decisions that are within the delegation limits of chief 
executives and Responsible Ministers.  This is intriguing given there are well 
understood formal rules and expectations based on the importance of acquisition 
decisions, and performance expectations on departmental chief executives.   
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5.10 Deeper consideration suggests a mix of capability and behavioural factors must 
be at play, as illustrated by the following observations: 

• The Saha assessments revealed patchy levels of departmental asset 
management capability in terms of expertise and use of management 
information.  Notwithstanding existence of plans and strategies in the Crown 
entity sector the same gaps could exist in that sector 

• It is likely that any agency-level capability weaknesses are compounded by a 
similarly weak level of understanding of asset management concepts and 
oversight at central agency level 

• Revealed preferences of Ministers and central agencies are also likely to 
have a highly influential signaling effect in relation to asset management.  
The revealed practices indicate that there is an inconsistent demand for 
agencies to present cost-effective tradeoffs (including in a timely manner), 
and low level of attention given to through life management of asset 
performance.   

5.11 The Review considers that the sorts of capability and behavioral preferences 
discussed above increase the chances of fiscal and operational surprises. 
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6 Perspectives from other jurisdictions 

This chapter considers relevant policy developments in asset management in a range 
of comparable jurisdictions, for their application to New Zealand. 

Capi ta l  asse t  management  in  the  s ta te  sec to r  

6.01 Importance of good state sector asset management has been recognised in 
significant recent developments in comparable overseas jurisdictions, for 
example in Canada, Australia and the United Kingdom.  The schema below 
illustrates the sorts of interventions taken by those administrations and attempts 
to position them in terms of their level of integration with service delivery 
objectives and the degree of central control and direction. 

Figure 22: International procurement practices – level of central control and integration, 
and service delivery objectives 
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6.02 Each of these jurisdictions faces similar fiscal and social challenges to New 
Zealand – and each has taken practical steps to improve capital asset 
management through more sophisticated asset management to lower the risk of 
cost overruns and improve the Ministerial investment decision-making process 
through, for example, requiring long-term planning.  

6.03 At a local level, some observers claim that changes to the Local Government Act 
in 2002, plus access to expert guidance as developed by the National Asset 
Management Steering (NAMS) Group, have raised the overall standard of asset 
management in local authorities to the point where it is claimed to be better than 
in central government. 
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Lowering the risk of cost overruns 

6.04 Cost overruns are common in major overseas projects.  A recent report10 states 
that overruns in a large sample of projects are typically between 40 and 200 per 
cent.  Escalation, government action, a lengthy implementation phase and 
changes during implementation, exaggerated optimism and a limited 
understanding of uncertainty are all identified as contributing to cost overruns.   

6.05 The same authors suggest that many cost overruns are due to “systematic 
underestimation that could best be explained as strategic misrepresentation” and 
that “tactical budgeting” is a commonly used technique in major public projects. 
This technique includes using a budget that only visualizes part of the total cost 
on order to initiate the project, and then exploits the fundamental logic that a 
project, when defined and planned, is less likely to be reversed or terminated.   
International research also stresses that “in many projects, cost overruns in 
absolute terms may be considerable, but measured against life-cycle operating 
costs after the project has been completed are insignificant” (Magnussen and 
Samset, 2005).   

6.06 The most familiar form of risk to outcomes, however, is generally acknowledged 
to be estimated future costs arising from a given proposal being overly 
conservative, or the benefits overly optimistic.  That is, the analysis does not fully 
reflect the possibility of cost-overruns, shortfalls in demand or implementation 
timing delays, or there is “optimism bias.” 

6.07 To help minimise the risk of cost overruns and strengthen the base from which 
Ministers make investment decisions, many overseas jurisdictions have 
introduced formal procurement requirements.  For example, in 2000 Norway 
introduced a “Quality at Entry” process for projects over €60m (NZ$ 115 million) 
that involved an independent analysis of cost estimates and uncertainty analysis 
for a chosen project before the final appropriation of funding.  The process was 
refined in 2005 so that a two stage process is now followed, as outlined below: 

• QA 1 - Quality assurance of the choice of concept with a fundamental 
requirement that at least two alternative concepts be presented for review, in 
addition to the “do nothing” alternative; and 

• QA 2 - Quality assurance for the basis for control and management, 
including cost estimates and uncertainty analysis for the chosen project at 
the end of the pre-planning phase and before seeking formal funding 
approval. 

6.08 QA1 seeks to answer the question: is the project worth pursuing and if so, which 
alternative concept should be chosen?  QA 2 seeks to ensure that the budget is 
realistic and to identify the managerial challenges ahead.  The figure below 
identifies the type of issues that are addressed at each quality assurance stage.  
Many of these are common to the New Zealand situation. 

                                                 

10  Magnussen and Samset, Successful megaprojects: ensuring quality at entry (2005). 
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Figure 23: Some key problems in major projects, and corresponding features of the 
quality assurance scheme that might reduce these problems 

Problem Quality assurance 1 Quality assurance 2 

Cost overruns Independent preliminary 
estimate before choice of 
concept 

External “audit” before 
decision to finance project 

“Tactical” budgeting or 
optimism bias 

Realistic and independent 
cost estimates established 
early 

External follow-up “audit” of 
final budget proposal 

Narrow planning perspective Systematic early assessment 
of needs and effects 

 

The wrong choice of concept Assessment of at least three 
alternatives 

 

Adverse effects of 
uncertainties 

Uncertainties analysis prior to 
selection of project concept 

Updated analysis before 
decision to finance project 

6.09 The figure below shows the type of documentation and information required at 
each “quality at entry” stage.  Suitable documents and information may not be 
universally available in capital intensive agencies.  

Figure 24: The extended quality assurance scheme of the Norwegian government 
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6.10 The review which preceded the changes in 2005 found that external consultants 
recommended higher budgets in 74% of cases - some up to 15% more.  A 
“Quality at Entry” process may therefore result in Ministers initially approving 
higher budgets than would otherwise be the case.  However, the Quality at Entry 
process is more likely to identify the true cost of a project and expected results 
than less intensive approaches.  

6.11 Norway’s “Quality at Entry” is similar to the “Gateway Review” process Australia 
and the United Kingdom employ to independently assess whether an appropriate 
level of discipline is applied at key decision points in the procurement cycle, as 
outlined below: 

Figure 25: Key decision points in the Victorian government gateway review process 

 
Source: Victoria Government 

6.12 Such a structured review seeks to: 

• Ensure that the initial investment decision is properly informed, and meets 
business and government strategic objectives; 

• Achieve value for money outcomes; and  

• Reduce the risk of time and budget overruns. 

6.13 The role that external agencies, such as Treasury, play in reducing risk and 
ensuring early warning of issues is often determined by the independent review 
processes.  In New South Wales, for example, the assessment and monitoring of 
projects (>$1m) depends on risk and value as determined through the Gateway 
Risk Profile. 

6.14 The closest New Zealand currently has to a sector-wide “Quality at Entry” or 
“Gateway Review” procurement process is the “Guidelines for managing and 
monitoring major IT projects.”  The Review recommends developing a 
mechanism to improve the quality of the decision-making process but notes that 
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any change will need to fit in with ITC review recommendations and the current 
Cabinet Office requirements relating to major IT projects. 

Capital asset management plans 

6.15 Another consistent theme running through the international literature is the 
requirement for formal capital asset planning at an individual entity level and for 
such plans to be specifically linked to the budget process, delivery of 
departmental outcomes and the Government’s key objectives.  Overseas, the 
plans are generally submitted as part of the annual Budget process to enable 
Ministers to manage competing priorities and ensure delivery of critical outputs 
and outcomes.  Examples of this include Multi-Year Strategies (MYS) in Victoria, 
Australia, and Departmental Investment Strategies (DIS) in the United Kingdom.  

6.16 Typically, the MYS outlines the departmental asset investment strategy and 
ongoing asset management.  Proposals are presented for all classes of non-
current physical assets.  Departmental submissions to the relevant Cabinet 
committee cover a 10-year horizon in 3 timeslots: 0-2 years, 3-5 years and 6-10 
years.  These plans do not represent a commitment by Ministers to fund any 
specific initiative. 

6.17 The Victoria Department of Treasury and Finance consolidates the MYS for all 
departments, and the consolidated information helps inform decisions on 
resource allocation, priority setting and investment priorities across government.   

6.18 Departmental Investment Strategies (DIS) were introduced 1998 to ensure that 
United Kingdom departments have a coherent strategy against which to manage 
their investment programmes and are in four parts: 

• A summary of the department’s strategy and how their investment plans fit 
with their Public Service Agreement targets 

• A description of the department’s asset base, how it supports their objectives 
and how they intend to get the most from it 

• New investment plans over the next 3 years 

• The processes and systems which the department will use to ensure that its 
programme is delivered and that it achieves best value for money. 

6.19 The benefits of long-term planning are also recognised in New Zealand’s Local 
Government Act 2002.  Every three years, Councils are required to produce a 
Long Term Council Community Plan (LTCCP) which has a 10-year focus.  A 
council is not bound to implement any specific elements but certain decisions - 
including those relating to strategic assets - can only be made if they are 
provided for in the Plan.  Significant asset acquisitions and replacements are 
noted in financial forecasts, and are represented in the budget sections of the 
LTCCP.  The Plan needs to indicate expected future price changes so inflation is 
built in and local variations are allowed for. 

6.20 LTCCPs must identify asset management implications of changes in levels of 
service provision (demand, consumption, standards); how assets will be 
maintained, replaced and renewed; and how costs will be met.  This information 
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must be provided in detail for the first 3 years and in outline for the remainder of 
the planning period.  Each draft LTCCP is audited by the Office of the Auditor-
General before being released for public consultation, and again after the 
consultation process is complete and the final plan adopted.  LTCCPs and 
associated annual plans create the basis against which successive annual 
reports disclose actual results.  The annual report has to describe any significant 
acquisitions or replacements of assets, the reasons why, and the reasons for any 
variance from the LTCCP. 

Asse t  management  gu idance  and  s tandards  

6.21 The Office of the Auditor-General has paid tribute to the National Asset 
Management Steering Group (NAMS) in “leading the way in asset management”.  
NAMS is a NZ, non-profit industry organisation and was started in 1995 to 
promote asset management through the development of best practice guidelines 
and training (software packages and seminars).     

6.22 The NAMS manuals and guidelines include a core infrastructure manual and a 
suite of others on optimised decision-making (which stresses alignment of long-
lived assets with service delivery), depreciation, valuation, creating value from 
community assets (which focuses on levels of service derived from consultation 
on outcomes), and property asset management.  This material was used by 
Office of the Auditor-General in setting the audit criteria for the LTCCPs and is 
sold to international organisations.  Central government does not have manuals 
and guidelines comparable to NAMS though the Review understands that they 
are used by some agencies.  Rather than “reinventing the wheel”, central 
government could look to NAMS in the development of any guidance material. 

I n te rna t iona l  f inanc ia l  repor t ing  s tandards   

6.23 The government has agreed to implement the International Financial Reporting 
Standards (IFRS) which is likely to have some impact on the capital asset 
management system.   One proposed standard, if accepted, would require 
entities to capitalise rather than expense borrowing costs. This could have some 
implications such as how to allocate the costs of a centrally managed borrowing 
programme. There is also debate as to whether capital charge should be treated 
as an operating expense, borrowing expense or a return on equity.  A change 
from its current status as an operating expense could weaken its usefulness as 
an economic incentive.     

6.24 Another standard that could impact on capital asset management is one which 
broadens the definition of “investment property.”   This would require entities to 
do more frequent revaluations and report gains and losses in their statements of 
financial performance.      

6.25 In general IFRS will require greater disclosure.  In relation to capital management 
this will mean that entities will have to reconcile between opening and closing 
asset balances by class which may help address some (but not all) of the 
information limitations identified elsewhere in this review.      



 CAPITAL ASSET MANAGEMENT REVIEW 51 

7 Future needs of the capital asset 
management system 

Previous chapters assessed the current state of capital asset management in 
departments and Crown entities.  This chapter sets out our initial views on the desired 
characteristics and policy settings for any future capital asset management system. 

In t roduc t ion  
7.01 The essential elements of any future capital asset management system can be 

summarised as follows: 
 

• Foundational elements that underpin decision-making processes, such as:  

• a common framework for planning and managing asset performance over 
the whole asset life cycle, i.e. from conception to disposal   

• ownership and championing of asset management as a means to achieving 
government fiscal and service delivery goals  

• Essential information for decision-making purposes 

• Incentives (and sanctions and rewards) for all actors to consistently apply 
the elements of the system  

• Investment in capability (people, knowledge, information systems) 
appropriate to the scale, complexity and criticality of the assets under 
management. 

Foundat ions  o f  the  cap i ta l  asse t  managements  sys tem 

Desired future state: A common framework for managing assets  

7.02 One of the key messages from Saha International was that all the actors need to 
have a common framework for understanding and applying asset management 
both over time (i.e. the asset life cycle) and in a system sense (i.e. the feedback 
loops that are essential to connect strategy, tactics and performance). 

7.03 The following schematic diagram illustrates the multiple dimensions of asset 
management over time, while recognising that asset management is one 
component within the broader public sector management system, and therefore 
subject to the rules and constraints in that wider system.   
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Figure 26: Overview of capital asset management in public sector 
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7.04 A future capital asset management framework will emphasise the fundamental 

importance of the need to consider the expected relationship between cost and 
performance over the whole life of the asset – not simply over an artificially 
constrained period (e.g. the baselines) that reflects financial management and 
reporting requirements.  

 

Figure 27: Framework – foundation – asset life cycle 
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7.05 The framework will place greater emphasis on the need to explicitly reveal the full 
implications of different options early in the procurement process, rather than 
present limited choices, or choices that are not comparable because they could 
not all deliver the required result in terms of service delivery or capability.   

7.06 The greatest ability to influence cost effectiveness is at the planning and 
acquisition phases as illustrated by a recent review to determine whether the 
scope of the Spring Hill and Otago prison facilities was appropriately set [CBC 
Min(05) 20/8 refers].  That review found that the advanced state of construction 
meant that it was highly unlikely that any significant cost savings could be found.  
The external reviewers found that there was little or no value in conducting a new 
Value Management Study as the costs of changing design would most likely 
outweigh any potential benefits.  

7.07 Revealing the full cost of different options early in the procurement process 
should reduce the risk of fiscal and operational “surprises” once an asset has 
been brought into service, or the need to identify cost saving options during 
construction and commissioning phases of major projects, or even after assets 
have been brought into service. 

 Framework – managing performance over the asset life cycle 

7.08 The second, related and equally important aspect of a future capital asset 
management framework is the need to ensure all the parts of the system are 
joined up – rather than operating in isolation of one another.   

7.09 The following schematic figure shows the internal linkages required within the 
asset management system, and alludes to the different skill sets and roles that 
need to be brought to bear to ensure effective asset management.   

Figure 28: Framework – foundation – asset management system 
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7.10 This framework makes explicit a lot of the actions and information flows that can 
tend to fall into disrepair over time, as organisational priorities change.  The 
feedback loops invite decision-makers to consider whether corrective action 
needs to be taken to ensure that an asset performs as expected, or whether it 
needs to be replaced, and if so, what performance is required from any new 
asset.  

Desired future state: Ownership and championing of capital asset management  

7.11 Capital asset management is a long-run game.  A future capital asset 
management system will need an owner (probably a central agency) to lead the 
development, promotion, and rollout of a new framework; monitor the ongoing 
effectiveness of asset management policies and practices; and ensure the 
information collected at the centre remains useful for Ministerial requirements.  

Essent ia l  in fo rmat ion  

Desired future state: Information requirements vary with role and function 

7.12 A future asset management system would deliver information required to manage 
or monitor performance over time.  Information requirements range from asset-
specific operational performance (effectiveness) measures to more aggregated 
information on asset utilisation or replenishment rates for classes of assets, and 
even strategic scenarios. 

7.13 The Review identified seven roles for Treasury (and in some cases, monitoring 
departments) in relation to capital asset management. These roles are not 
necessarily of equal significance - the emphasis given to each role and the nature 
of central (or monitoring) agency activity within each role will depend on the 
nature of the department or Crown entity being considered. The roles include: 

• Provision of fiscal advice 

• Provision of consolidated forecast and historical information 

• Funds management 

• Monitoring of capital asset management performance 

• Assurance around capital asset management controls and processes 

• Evaluation of investment in capital assets 

• Leadership in capital asset management. 

Desired future state: Incorporating asset-related information into fiscal advice  

7.14 From a whole-of-government perspective, one of the key information 
requirements will be for the provision of multiple views (projections) of capital 
expenditure and asset performance rather than the single (baseline) perspective 
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captured at present11. It is likely too that information would have to cover an 
extended period, which is more relevant to the economic lives of the Crown’s 
assets than the current 5 year baseline period.   

7.15 This sort of information would enable Treasury to provide Ministers with a more 
realistic view (or set of scenarios) of possible fiscal pressures.  In turn, this would 
help with decisions on near-term fiscal settings (up to 5 years), as well as long-
term strategies and projections (such as 10-year fiscal strategy reports and 40-
year fiscal position statements required under section 26 of the Public Finance 
Act 1989).   

7.16 The potential change in information requirements is shown schematically below.  
Over the short-term forecast horizon, the main capital information requirement is 
around the aggregate level as well as the composition of capital – in particular, 
the extent to which capital is likely to influence aggregate demand (e.g., whether 
the capital is imported in the form of specialist military equipment, or constructed 
in New Zealand, say in housing stock). 

7.17 Over the longer term (beyond 10 years), the aggregate level of capital spending 
is relevant to the debt track.  More information on the composition of capital 
demand may enrich economic and fiscal projections (e.g., a breakdown on the 
proportions of capital according to whether they would yield financial returns, 
economic growth (roads) or improved living standards (health, education defence 
assets)).  

Figure29: Future state – multiple projections to assist fiscal planning 
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11 Treasury prepares periodic updates on capital requirements for publication in Economic and Fiscal 
Updates, but these disclosures do not provide an aggregate perspective on possible funding requirements 
going forward as only specific fiscal risks (see discussion chapter 3) are routinely captured and disclosed. 
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7.18 Clearly there would need to be associated quality assurance around the 
information used in such projections.  Improved availability and quality of such 
information would not eliminate inherent risks with projecting the future but should 
provide a sound “bottom up” perspective to complement existing forecasting 
practices.  

Desired future state – management information  

7.19 A report commissioned from Martin, Jenkins & Associates identified and 
prioritised a number of system-level asset management information gaps or 
deficiencies.  A future asset management system would attempt to close these 
gaps at both the centre by, for example, capturing the sorts of information shown 
in the schematic diagram below.  

Figure 30: Asset management reporting 
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7.20 Similarly, a future asset management system would promote performance 
reporting at agency or business unit level.  Information gaps at the agency level 
could potentially have an adverse impact on ability of state sector managers and 
boards to fulfil their devolved responsibilities. 
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Figure 31: Pro forma asset management reporting 
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Annual reporting requirements 

7.21 Potentially, statements of intent and annual reports for capital intensive or capital-
critical agencies could provide more specific reporting on asset management 
performance, using the four dimensions of asset effectiveness (availability, 
reliability, maintainability, capability). 

Incen t i ves  and  sanc t ions  

7.22 Success of any change in emphasis with respect to capital asset management 
may require Ministers, central and monitoring agencies to collectively expect and 
demand application of an agreed framework, especially in the planning and 
acquisition stages and in performance reporting. 

7.23 A range of tools or interventions could be used to reinforce desired changes in 
practice12. 

7.24 For departments and Crown entities, a future asset management system would 
provide improved certainty over funding of long run capital requirements, both 
from retained surpluses and access to new capital. 

                                                 

12  For example, order-in-council, Cabinet Office circular, Treasury Instructions or circulars, statements of 
responsibility, etc 
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Inves tment  in  capab i l i t y   

7.25 A future system may require input of new skill sets, knowledge, information 
systems in some capital intensive or capital critical agencies, and/or monitoring 
agencies and /or central agencies, depending on the roles and information 
required.  One emerging issue is the question of the suitability of the CFIS 
system to support Treasury’s proposed roles in respect to capital asset 
management. 

O ther  e lements  

Tailoring expectations to different asset management risks 

7.26 A future asset management system would clarify, retain and reinforce basic asset 
management expectations across all agencies, but would be amenable to 
different (higher) standards and expectations where it really counts, in the capital 
intensive or capital critical agencies and sectors.  For example, as part of a 
“quality at entry” programme, business cases in those sectors would have to 
reveal the results of quantified risk analysis (as is currently explicitly only required 
for major IT projects). 

Role of public sector discount rate in investment decisions 

7.27 Governments invest in a wide range of activities from public health schemes, to 
transport and energy infrastructure, defence hardware and education.  Resources 
for these public investment projects will always be scarce.  It is therefore critical 
that they be allocated to areas with the highest social returns.   

7.28 As the timing of costs and benefits differ across projects, it is widely accepted 
that they should be compared at a common point in time.  This requires the use 
of a discount rate.  The Treasury policy toward the public sector discount rate 
was established in 1971 when the rate was set at 10%.  The Treasury is 
developing a working paper reviewing the issue of the public sector discount rate 
and intends to report to Cabinet by February 2007.   

7.29 Most OECD countries have revised their discount rates down in recent years.  A 
lower rate discounts the future cash flows much less than before, thus greatly 
encouraging decision-makers to take more account of the long-term effects of 
their proposals. 
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8 Options analysis 

This chapter covers broad choices for Ministers of changes to policy settings that could 
help raise the overall effectiveness of asset management in departments and Crown 
entities – that is, achieve the required level of effectiveness throughout the life of 
assets for the minimum life cycle cost. 

Broad cho ices  

8.01 Although the Review canvassed the option of more centralised procurement and 
control, no change to the existing public sector accountability framework is 
proposed.  Chief executives and boards, rather than central agencies or 
Ministers, have access to the most up-to-date information and are therefore best 
positioned to make (within certain parameters) day-to-day business decisions. 

8.02 The spectrum of options is shown in the schematic diagram below.  Most of the 
options are not mutually exclusive and can be used in combination with one 
another, depending on the desired result and appetite for change.  

Figure 32: Broad options for improving effectiveness of asset management 
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1 )  Var ia t ions  on  the  “S ta tus  Quo”   

8.03 Subject to appropriation requirements and other statutory obligations, the present 
system of devolved accountabilities and responsibilities empowers agencies - 
which have access to the most up-to-date information - to make the most of the 
resources under their control to deliver outputs and meet agency-specific 
objectives.   
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8.04 As can be seen from the Chapter 5, the Review considers that the current system 
(status quo) is not as effective as it should be at monitoring and assessing asset 
management performance (or organisational performance for that matter).  It also 
hinders advice to Ministers on capital-related issues beyond the very near term.   

8.05 A range of low-compliance cost options could be employed to tighten current 
standards and processes around capital asset management relating to: 

• Information on asset performance 

• Adherence to current business case requirements 

• Delegation limits 

• Retention of operating surpluses 

• Depreciation 

• Capital charge. 

More information on asset performance 

8.06 Ministers could expect to see more information on asset performance, as 
described in chapter 6, especially in capital intensive agencies and those smaller 
agencies where the management of assets (especially information systems) is 
critical to the economy (e.g., the Inland Revenue Department and the Ministry of 
Social Development).  Such information could be included in statements of intent 
as entities are already required to disclose capital expenditure information under 
section 15(3) of the Public Finance Act 1989.  The guidance material would need 
to be updated to reflect any new requirements. 

8.07 The Review considers that the provision of more or better information alone 
would be insufficient to create the step-change necessary to improve asset 
management across the board, especially in the absence of a capital asset 
management framework.  Such a requirement could become a compliance 
exercise rather than promoting better management practices, unless the benefits 
to departments and Crown entities were clear.  

Greater adherence to current business case requirements 

8.08 The Review proposes a more structured capital approval process in the form of a 
“quality at entry.”  Meantime, Ministers could expect to see greater adherence to 
current business case requirements, particularly options and risk analysis, as set 
out in Cabinet Office circular “Guidelines for changes to baselines” (CO (02)17).  
The key limitation with focusing only on greater adherence to CO (02) 17 is that 
this approach has proven insufficient, especially for highly complex projects (such 
as prison and hospital construction and defence acquisition), partly because 
there are no specific strategies to overcome what the international research 
describes as “tactical budgeting” or “optimism bias” (as discussed in chapter 6). 
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Delegation limits 

8.09 Ministers could seek to either lower - or eliminate altogether - current delegation 
limits.  This would result in more (or all) capital projects receiving a greater 
degree of external scrutiny and sign-off. 

8.10 The Review considers that lowering or eliminating responsibility for only one 
factor of production (capital) is unlikely to improve the quality of information on 
which investment decisions are based.   Such a change would, however, be likely 
to significantly hamper an agency’s ability to manage day-to-day issues and 
reduce chief executive and board accountability.  Current delegation limits reflect 
the desire for a higher level of scrutiny based on likely risk as indicated by pre-
defined fiscal thresholds.  The Review recommends continuing to focus on high-
cost/high-risk projects rather than all of the Crown’s capital expenditure.   

Retention of departmental operating surpluses 

8.11 Departmental operating surpluses typically total around $100 million per annum.  
This represents a very small percentage (about 1%) of total output expense 
appropriations.   Importantly, 11% of annual output expenditure is incurred in 
June each year, which is largely driven by the prevailing “use it or lose it” ethos.  
The Review considers that such an ethos appears to undermine proposals in this 
report to encourage cost effective asset management over long timeframes.   

8.12 There are technical issues that need to be worked through before such a change 
relating to surplus retention could be implemented e.g., monitoring, accountability 
and appropriation arrangements.  The Review therefore recommends that 
Treasury report to Ministers with detailed proposals to give practical effect to 
section 22 of the Public Finance Act 1989. 

Depreciation  

8.13 As discussed in chapter 3, there is some evidence of diversion of baseline 
funding away from reinvestment in assets, and that this can and does affect 
departmental capability to replace or maintain its assets.  However, the Review 
does not consider this to be a material baseline management issue.  The Crown’s 
annual audit process has also not identified this as a significant risk for the 
Crown.  

8.14 The Review recommends continuing the current policy of funding the full cost of 
Crown outputs (including depreciation expenses) through baselines, and 
continuing to require departments and Crown entities to bear the impact of asset 
remeasurements from operating baselines.   

8.15 There are some issues relating to remeasurements, however, that require further 
investigation.  These include reviewing prevailing practices used to manage the 
impact of asset remeasurements and the reliability of initial estimates of 
economic lives in relation to actual asset use, especially in capital intensive 
agencies.  Therefore, the Review recommends that Treasury, in consultation with 
the Office of the Auditor-General and selected capital intensive agencies, report 
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to joint Ministers with recommendations to ensure that output prices continue to 
reflect the actual consumption of the asset over time. 

Capital charge and differential capital charge regime  

8.16 As discussed in Chapter 3, the Review considers that the existing capital charge 
regime is now having limited influence on departmental balance sheet 
management, due in part to the administrative practices around retention of 
surpluses and returns of surplus capital, and also prevailing government service 
delivery policies.  There may be some gains from reviewing the compensation 
regime for capital intensive departments as current practice tends to 
automatically compensate a small number of capital intensive departments for 
changes to total taxpayers funds. 

8.17 An evaluation of the differential capital charge pilot scheme shows that it has 
been effective in improving working capital decision-making.  For example, it has 
resulted in improved capital work-in-progress management in one department 
and, in another two, it has influenced timing decisions around capital spending.  
While the benefits have been proven, some refinements are required to ensure 
that the costs of rolling-out any such scheme are outweighed by the benefits.  
These elements include ensuring that the scheme encourages an optimal 
working capital balance, and that entry requirements do not discourage 
participation or distort the incentives. 

8.18 Potential refinements could include redesigning the scheme so that departments 
are rewarded for "depositing" their surplus cash with the Crown.  Interest could 
be earned on these deposits using the same capital charge mechanism as 
currently done, meaning appropriations would remain unaffected.  The Crown 
would benefit by having greater certainty over the timing of departmental cash 
needs (because of the fixed terms of the deposits), and there would be greater 
incentive for departments to maintain an optimal cash balance, perhaps if they 
could carry forward any savings. 

Summary relating to possible variations on the status quo 

8.19 The Review considers that the above changes - especially if implemented in a 
one-off or uncoordinated manner and without an overarching framework to 
underpin the direction - are unlikely to materially raise or sustain the standard of 
asset management.   

8.20 More significant change is probably required to generate a step change in asset 
management practices to reduce surprises and gain greater assurance over the 
value from the Crown’s significant, and growing, investments in physical assets.  
Therefore changes in emphasis are recommended, in the areas highlighted 
below. 
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Figure 33: Recommended changes in emphasis in capital asset  
management system settings 
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2 )  More  cen t ra l i sed  p rocurement  and  con t ro l  

8.21 One option for Ministers to consider is the possibility of centralising some aspects 
of funding and/or management of capital works, such as that which currently 
occurs in Australia, Canada and the United Kingdom.  Greater central agency 
and Ministerial oversight and control over capital spending could be achieved 
through: 

• Accrediting agencies so that only agencies that are assessed to have a 
certain level of internal capability (for low-risk projects) can undertake capital 
projects unassisted; mandatory external support is required for all other 
agencies (New South Wales) 

• Centralising procurement practices thereby enabling greater economies of 
scale and concentration of specialisation (United Kingdom) 

• Capital funding being conditional on demonstrating capital asset 
management capability, and the development and implementation of 
strategies and plans (Canada and Australia). 

8.22 A more centralised approach would mean that chief executives and boards would 
lose control of, or have constraints over, part of the means of production but 
remain accountable for agency performance.  This is likely to reduce 
accountability and discretion to meet changing business needs.   Greater 
centralisation could also affect the ability to retain and attract people of 
appropriate calibre to board and management positions.  Ministers and external 
agencies, such as Treasury, would need to assume a far greater responsibility for 
capital projects and ultimately service delivery.  However, significant information 
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asymmetry issues means that external agents are unlikely to have the necessary 
information to make timely high-quality decisions.  

8.23 The Review considers that a more centralised approach to capital asset 
management is unwarranted at this time as there are other interventions, as 
discussed below, which would produce similar merits without the corresponding 
detriments.  

8.24 There remains, however, the potential to employ greater centralisation in 
particular cases where risks are high and/or capability is low, or in cases of 
assets which have unique management needs.  A minor version of this occurs 
already, such as occasional requirements for funding drawdown to be subject to 
specific Ministerial decision rights, and such flexibility should continue to be a 
feature of any new regime.  

3 )  “Qua l i t y  a t  en t ry ”  in te rven t ions   

8.25 As discussed in chapter 6, structured procurement processes, which seek to 
minimise the risk of cost overruns and improve the basis from which investment 
decisions are made, are common in overseas jurisdictions   International 
practices go further than CO (02)17 and the annual Budget guidance – the key 
material on which agencies formulate their advice to Ministers regarding new 
capital investments – in that they: 

• Clearly set out minimum mandatory information requirements so agencies 
are advised what analysis has to be undertaken and how the proposals will 
be assessed by external agencies 

• Require independent external review for high-risk and or high-cost projects, 
regardless of the funding source 

• Occur very early in the procurement process i.e., before proposals are 
submitted to Ministers for funding .   

8.26 Focusing on the planning and acquisition phases are important as this is where 
the ability to improve practices that impact on long-term asset performance and 
cost is greatest. 
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Figure 34: Potential for improved value from early interventions and through- life 
management 
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8.27 The Review recommends that Ministers agree to a two-stage formal quality 
assurance process at the following two points in the procurement life-cycle for 
high-risk and or high-cost projects: 

• At the choice of concept (needs analysis, overall strategy, requirement 
specification and economic assessment of alternatives according to pre-
specified guidelines) with a fundamental requirement that at least two 
alternative concepts be presented for review, in addition to the “do nothing” 
alternative 

• At the end of the pre-planning phase and before formal submission for 
funding approval, quality assurance for control and management - including 
cost estimates and uncertainty analysis - for the chosen project. 

8.28 Before such a process could be implemented, Treasury would consult externally 
and report back to Ministers on: 

• Projects that would be required to comply with the quality assurance process, 
based on a pre-determined fiscal threshold and or project risk  

• Who would conduct the review (e.g., Treasury or an independent agency)  

• Likely cost and how these costs would be met 

• How the new regime fits alongside any existing quality assurance processes 
that entities currently carry out 

• Any transitional arrangements that may be required for projects that are 
already in the pipeline. 
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4 )  Asse t  management  leadersh ip   

8.29 No agency is currently mandated to provide specific leadership relating to capital 
asset management or performance across the core public sector and Crown 
entities.  This vacuum has resulted in a weaker than expected level of 
understanding and appreciation of the importance of capital asset management 
to fiscal and organisation performance at a central and agency level.   

8.30 A lack of leadership also means that there are currently limited avenues by which 
good asset management practices at an entity level can be more widely 
dispersed, thereby lifting the performance of other agencies.  A lack of central 
leadership also contributes to the risk of surprises about capital funding 
demands.  It also means that there is not a common and consistent source of 
advice for Ministers or agencies on capital issues. 

8.31 The Review recommends that Ministers agree that a single agency be mandated 
to lead on capital asset management issues and considers that Treasury, as the 
Government’s economic and financial advisors, is the most appropriate agency to 
fill that role at present.   

8.32 Expanding Treasury’s role would require some reallocation of existing resources.  
Taking on a specific leadership role relating to capital asset management may 
come at expense of some other central agency work which would need to be 
worked through with the Responsible Minister.   

8.33 The effectiveness of Treasury’s leadership role will, to a large extent, depend on 
Ministerial support.  To help ensure that the work remains relevant, the role 
should be formally reviewed after three years.  There is some prospect of 
resistance from some larger agencies which currently have in-house capability 
and well defined systems and policies.  To reduce this risk the Review will seek 
at all times to build on existing good practice, rather than “re-inventing the wheel.” 

8.34 While it is recommended that Treasury assume a new leadership role, the 
Review has implications for all players, as outlined below: 

Key player Possible implications 

Ministers Better advice on how asset management strategy supports 
service delivery strategy and fiscal and performance 
implications of capital asset management 

Commitment to agreed standards 

Treasury Greater allocation of resources to support enhanced 
leadership role  

Deeper appreciation of fiscal and performance implications 
of capital asset management amongst teams responsible for 
monitoring capital intensive agencies and those responsible 
for fiscal forecasting and reporting 

Prioritised investment in (enhanced) information systems 
capability to support longer-term forecasts or scenarios 
based on appropriate planning information    

Other central agencies  Training in how asset management strategy supports service 
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Key player Possible implications 
delivery strategy and fiscal and performance implications of 
capital asset management 

Monitoring departments Training in how asset management strategy supports service 
delivery strategy & fiscal & performance implications of 
capital asset management in relation to Crown entities 

Capital intensive agencies 
(departments and Crown entities) 

Board/CEO appreciation of/support for raising of standards  

Clear exposition of how asset management strategy 
supports service delivery strategy 

External review of capital plans and reporting  

Performance information requirements for business cases 

Smaller agencies Training in how asset management strategy supports service 
delivery strategy and fiscal and performance implications of 
capital asset management 

Cabinet Office Reissue C0 (02) 17 and CO (99) 7 

OAG May require a role as standard setter and assurance 
reviewer  

8.35 The specific deliverables that the new lead agency would oversee include: 

• Promulgation of a common capital asset management framework that 
focuses on cost effective performance over the economic life of assets.  
Treasury would consult with relevant agencies, including the Office of the 
Auditor-General, in developing and testing the framework, and report back 
for approval 

• Managing the progressive roll-out of the framework to agencies over a 3-
month period to June 2007, probably beginning with the justice sector 
agencies that were part of the Level 2 assessments.  The justice sector is 
proposed as a pilot, followed by concurrent work streams for defence and 
other capital intensive departments and Crown entities   

• Issuing specific guidelines so that capital asset management minimum 
standards and expectations are clearly articulated to all public sector 
agencies 

• Monitoring and reporting on asset management performance in departments 
and material Crown entities in accordance with the minimum standards and 
expectations. 

5 )  Asse t  management  per fo rmance  approach   

8.36 The Review recommends Treasury, in consultation with departments and Crown 
entities, specify the capital asset management-related information required from 
them to meet the reporting and advisory requirements of central agencies and 
monitoring departments.  This work would include specifying a regular reporting 
regime and reporting back to Ministers on those requirements, including 
recommendations on the form of regulation (if any) required to ensure that the 
required information is provided.  The collection of additional information may 
require changes to CFIS, the costs of which would be met from within existing 
resources. 
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8.37 The purpose of submitting such information is to improve the quality of advice to 
Ministers and enable Treasury to monitor the extent to which agencies are 
managing their asset base in a cost-effective manner.  Such information will be 
submitted on a regular basis and will be used to inform the annual Budget 
process and the Budget Policy Statement, Fiscal Strategy Report (10 years) and 
the Long-Term Fiscal Position (40 years).   

8.38 Such base information (in addition to information that is already required to be 
submitted as part of the consolidated financial reporting process) is likely to 
include: 

• A detailed description of the entity’s existing asset base, how it supports their 
objectives and how they intend to get the most from it 

• Appropriateness of existing assets in relation to the agency’s strategic 
plan/Statement of Intent, and strategies to maintain the appropriate level of 
operational performance  

• Key issues that may influence agency’s requirements for assets in the 
medium to long term (5-15 years) 

• Key asset performance metrics 

• Any new investment plans over a minimum of 10 years (a longer time-frame 
may be appropriate for longer-lived assets) and likely funding sources (e.g., 
depreciation, debt, new capital injections, disposal of assets, etc). 

8.39 The impact of the proposed changes on agencies will vary, depending on the 
quality of their existing data and systems, whether the entity has a long-term 
service delivery plan and relevancy of these plans to the assets under 
management..   

Imp lementa t ion  mechan ism 

8.40 There are a number of options that Ministers could use to implement the changes 
in direction and emphasis outlined in this report.  These include: 

• Pursuant to s80(1) of the Public Finance Act 1989, Treasury could issue an 
Instruction which would apply to all chief executives and all employees of any 
department as defined in the Act.  Treasury Instructions must be complied 
with  

• Treasury could issue a circular, which are generally issued to provide 
guidance and information, and to request financial information from entities 

• Issue a Cabinet Office Circular, which are issued on matters of general 
interest to Ministers and departments 

• Amend the Cabinet Office Manual, which provides detailed guidance on 
central government processes to agencies 

• Set out the new requirements in Letters of Expectations to nominated Crown 
entity boards 
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• Under section 107 of the Crown Entities Act, the Ministers of State Services 
and Finance can direct Crown entities to comply with whole-of-government 
directions for the purpose of improving public services  

8.41 The Review considers it is not necessary to amend the Public Finance Act and 
Crown Entities Act to legislatively prescribe the nature and form of reporting 
required.  Officials will report back to Ministers on the most appropriate 
implementation mechanism. 

Poss ib le  imp l ica t ions  fo r  Budget  p rocesses 

8.42 At Budget 2006, Ministers approved implementation of a new approach to capital 
budgeting.  That approach enables trade-offs to be made between capital 
projects, by setting greater certainty on total new spending per budget.  It also 
encourages assessment of the merits of capital versus operating spending, 
allowing the Minister of Finance to shift funding from operating allowances to 
capital.  In addition Vote Ministers can make operating and capital trade-offs 
(operating to capital swaps), giving them greater flexibility in making choices 
about service delivery mechanisms.   

8.43 The recommendations in this report should help facilitate and reinforce the capital 
budgeting approach.  

8.44 Given the timing of this Review and the additional work that needs to be 
progressed to implement the proposed changes, it is unlikely that there will be 
time to effect any changes before the strategy is finalised for Budget 2007. 

8.45 However, there may still be time for Ministers and central agencies to reinforce 
expectations about the need for agencies, especially capital intensive 
departments and Crown entities, to raise their standard of business cases in 
anticipation of a proposed “Quality at Entry” initiative.   

8.46 If Ministers agree to the substantive findings, it should be possible to begin to 
improve the quality of asset-related information and use this in the strategic 
phase of Budget 2008. 
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9 Crit icali ty, Investment and Payback 

This chapter outlines critical elements of a plan for the way forward, based on the likely 
payback from key interventions 

Quant i f i ab le  bene f i t s  

9.01 Information accessed by the Review suggests that there is a range of significant 
value for money gains from improved asset management, even in mature asset 
management environments, such as in the United Kingdom and Norway.   

9.02 Benchmarks that may be applicable to NZ are: 

! Average “savings” of over 5% of procurement value (United Kingdom Office of 
Government Commerce (OGC) and Gateway Review 2002) 

! Benefit cost ratio from Gateway reviews of 50:1 (Gateway Review 2002) i.e. 
$50 value in gains from each $1 spent on reviews 

! Savings in asset maintenance costs of 2-25% of annual maintenance 
expenditure (Saha International, 2006) 

9.03 It is not possible to guarantee that the gains reported from overseas experience 
can be replicated in NZ, particularly as some of those jurisdictions have much 
more centralised procurement and asset management arrangements than this 
report proposes for the NZ public sector, and the scale of procurements is 
greater.   

9.04 Additionally the mix and condition of assets will have a bearing on the gains, and 
it may take some time for benefits to materialise.   

9.05 However, for illustrative purposes the table below provides a conservative 
indication of the NZ equivalent of the scale of gains reported overseas, based on 
baseline data for appropriations and capital expenditure for the period 2006/07 to 
2009/10.   

9.06 In the NZ context, each 1% change in procurement gains would be worth about 
$30m per annum.  Each 1% gain in cost effectiveness of asset maintenance 
could be worth about $10m per annum. 



 CAPITAL ASSET MANAGEMENT REVIEW 71 

Figure 35: Broad scale of gains from improved asset management 

2006 dollars, nominal Departments Crown entities Totals

Estimated procurement gain
Baseline capital expenditure over 4 years 2006/7 to 2009/10 ($ billions) 4.5 9.4 13.9

Target procurement gain as % of capital expenditure (max 5%) say 3% 3%
Estimated gain over baseline period 4 years ($ millions) 135.0 281.4 416.4
Average annual gain ($ millions) 33.8 70.4 104.1
Target benefit:cost ratio (max 50:1), say 20:1 20:1
Average annual commitment of resources ($ millions) -1.7 -3.5 -5.2 

Net annual gain ($ millions) 32.1 66.8 98.9

Estimated gains from improved in-service asset management
Annual asset maintenance expenditure (estimate only) $ millions 327.6 869.0 1196.6
Target gains as % maintenance costs (range 2% to 25%), say 5% 5%

Net annual gain ($ millions) 16.4 43.5 59.8

Potential average gain in value per annum ($ millions) 48.4 110.3 158.7
Gain as percentage of annual output appropriations  (%) 0.5% 0.8% 0.7%

 

9.07 These gains are not necessarily fiscal savings – they represent improved cost 
effectiveness for the money spent.  Often improved “quality at entry” provides a 
more realistic estimate of the acquisition and through-life costs – and also reveals 
potential improvements in asset performance over the life of the asset.  Taken 
together these would be expected to yield improved cost effectiveness of the 
investment. 

Non-quan t i f iab le  bene f i t s  

9.08 Overseas experience has shown that a range of non-quantifiable gains is 
achievable through a heightened focus on aspects of asset management.  At the 
system level, the systematic capture and analysis of actual asset management 
information and projections should give stakeholders: 

• Greater confidence in the cost effectiveness of both new capital injections 
and baseline resources; 

• Improved visibility over capital demands over the medium term, and a more 
informed view of fiscal pressures; 

• Greater assurance that the potential impact of future operating scenarios 
facing departments and Crown entities will be considered systematically 
rather than on an ad hoc basis. 

Cr i t i ca l  i n te rven t ions  

9.09 It seems plausible that the sorts of benefits outlined above could be achieved 
quite simply through more consistent or more rigorous application of many of the 
processes already in place (especially in relation to capital business cases), or by 
raising management and board awareness of the potential gains from improved 
asset management.   
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9.10 The Review considers that a more systematic approach is required, that involves 
a virtuous cycle of expectations and standards, education, measurement, 
monitoring, planning and execution, i.e. a framework for asset management and 
performance.  Ad hoc adjustments to current settings will, in all probability, lead 
to one-off rather than enduring gains. 

9.11 Nevertheless it will be necessary to prioritise changes arising from this review 
according to their criticality, in terms of value for money gains:   

• the most critical step is developing and getting buy-in to a new capital 
asset management framework, including new “quality at entry” protocols 
– that enables Ministers to clearly set out their expectations.  The roll-out of 
the agreed framework enables Government to start to capture both 
procurement gains and operational gains 

• the next tier of criticality is a series of interventions to reinforce good 
practices and incentives, and improve fiscal advice – these include 
collection and use of asset management information by central agencies and 
monitoring departments, clarifying conditions under which departments might 
retain surpluses, rebuilding incentives around cash and balance sheet 
management, and making better use of assurance mechanisms 

• the third tier of critical changes (in terms of their value for money impact) 
revolve around potential changes to the delegation regimes and a review of 
asset remeasurements (revaluations) practices. 

9.12 Underpinning, and in some cases preceding those interventions is the need to 
establish a mandate for a step change in asset management across the sector 
so that all parties are clear about what Ministers are seeking, and potentially 
commission any further best practice reviews or benchmarking information.  

P roposed  p lan  

9.13 A proposed implementation plan is shown in the figure below.  The timelines in 
that plan and in the associated recommendations are indicative and may be 
affected by Ministers’ preferences regarding integration of the results of the four 
central agency-led expenditure reviews. 

9.14 The proposed implementation plan shows how the recommendations in chapter 
10 could be phased over the next 14 months.  It also shows their criticality in 
terms of value for money gains. 

9.15 A new framework could be in place within 12 months, along with clearer rules and 
incentives.  Potentially new information on capital pressures could be captured in 
time to inform the strategic phase of Budget 2008 (i.e. October-November 2007). 

9.16 The Review recommends that Treasury report back to EXG by May 2007 with a 
comprehensive plan for rolling out an agreed framework to departments and 
Crown entities, and for promulgating improved capital asset management in 
departments and Crown entities. 
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9.17 The roll-out may commence on a pilot basis with the three justice sector agencies 
that were party to the independent assessments, followed by concurrent 
workstreams for the defence sector, and for other capital intensive departments 
and Crown entities. 

Po ten t ia l  commi tment  o f  resources  

9.18 Initial indications are that it could cost around $0.6 to $0.8 million in resources 
over 12-14 months (two financial years) to implement the proposed plan, and 
essentially re-establish asset management performance expectations going 
forward.  

9.19 Since asset management is a long game, an ongoing investment in central 
capability and performance monitoring is probably justified, so that the lessons 
are captured and recycled and fit-for purpose information is available to inform 
fiscal forecasts and future capital allocations.  This could cost about $0.3 to $0.5 
million per annum and would encompass maintaining the framework, conducting 
periodic reviews and providing guidance and advice to a range of users - 
Ministers, central agencies and monitoring departments, and operational 
agencies 

9.20 The overseas data suggests there is a very short payback period from 
interventions designed to enhance the quality of investment decisions.   

9.21 Overall, given the scale of asset-related expenditure, there probably is value in 
committing or redirecting resources worth around $1.0 to $1.5 million per annum 
to provide the necessary quality assurance around significant investment 
proposals, whether funded from balance sheets or capital injections. 

9.22 One potentially significant constraint to the systematic collection and analysis of 
actual and projected asset management information could be the limited 
availability of specialist programmers to modify or enhance CFIS – currently the 
most likely repository of asset management information at the centre.   
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Figure 36: Proposed implementation plan 

2nd quarter 3rd quarter 4th quarter Ist quarter 2nd quarter 3rd quarter 
Dec-06 Mar-07 Jun-07 Sep-07 Dec-07 Mar-08

Phase Action, deliverable
Recommendations 

under action

Criticality (cf 
impact) see key 

below

Key change proposals
Establish mandate, base state

1a Mandate CAM leadership, promulgation 14 Foundation

Roll-out CAM Framework
2a Develop CAM framework 16 1

2b Develop "Quality at entry" protocols 22 1

2c Roll-out framework 15 1

2d Train practitioners, monitors 15 2

CAM information
3 Specify information for decision support 17 2

Build systems to collect & analyse information for d 17 2

Assurance
4 Improve CAM assurance 18 2

Desirable changes to current policy settings
Enhance other elements of system

5d Balance sheet incentives 25, 26 2

5a Clarify rules re:departmental surpluses 29 2

5b Align delegation regimes 32 3

5c Review remeasurement practices 36 3

Support
6 Maintain framework, provide support to stakeholde 14 2

Additional work on best practices
1b Complete agency assessments, benchmarks 40, 42 Foundation

Other concurrent processes
Budget 2007

Budget 2008 43 3

Public sector discount rate (PSDR) report back 42 3

Criticality Key High gains Foundation Med gains Net gains

2006/07 2007/08
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10 Recommendations 

10.01 The Steering Group recommends that Ministers:  

Context 
1 Note that on 26 April 2006, CBC approved the terms of reference for a Treasury-

led review of capital asset management practices in departments and Crown 
entities, covering (Level 1) the effectiveness of system-level incentives and (Level 
2) assessments of asset management practices in four departments (i.e. NZ 
Police, Ministry of Justice, Department of Corrections and the defence sector) 
(CBC Min (06) 8/5 refers); 

Cap i ta l  asse t  management  sys tem –  overa l l  sys tem 
e f fec t i veness  

General findings 

2 Note that the current capital asset management system comprises a mix of 
formal and informal elements, has a near-term focus relative to the economic 
lives of assets under management, and places greater reliance on financial 
compliance than asset performance; 

3 Note that there have been significant improvements in the state of physical 
assets as a result of government investment in departmental infrastructure since 
1999; 

4 Note that Saha International have completed independent assessments of asset 
management practices and performance in the four departments, covering both 
general practices across all asset classes and a more detailed analysis of a 
nominated case study in each department; 

5 Note that Saha International have reported the results and recommendations 
from each assessment to the respective departments, and that those 
departments will advise their Responsible Ministers of the results and planned 
follow-up action; 

6 Note that the assessors identified elements of good asset management practices 
in each of the four departments; that those departments are individually 
improving elements of capital asset management with varying degrees of 
success; and that there is scope to raise the focus on capital asset management 
as a means of further improving organisational performance;  

Effectiveness assessment 

7 Note that in a capital asset management context, a fully effective system is one 
that operates in a way that provides the required level of asset effectiveness for 
the minimum life cycle cost, where asset effectiveness is determined in relation to 
availability, reliability, maintainability and capacity; 

8 Note that the Review considers the present system of capital asset management 
in departments is not operating as effectively as it should, given the scale and 
sophistication of assets under management; 
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9 Note that the Review interviewed several of the larger Crown entities or their 
monitoring departments and considers there are mixed indicators of the 
effectiveness of the present system of capital asset management in Crown 
entities, with some encouraging developments and practices as well as some of 
the same gaps that occur in departments; 

Scope  o f  changes 

General direction 

10 Note that there are viable options for raising the standards and expectations for 
asset management, drawing on the collective experiences of capital-intensive 
agencies, local government, and overseas jurisdictions, and that overseas 
experience indicates there are significant value for money gains from improved 
asset management in public sector contexts; 

11 Note that a significant change management process may be required to raise 
overall asset management capability and performance, that cycle time for 
demonstrating improved performance can be long, and that the compliance and 
direct costs of such a change process are uncertain at this stage; 

12 Agree that the capital asset management system should be strengthened 
through: 

a greater leadership of asset management principles and practices and 
performance across the wider public sector; 

b development, promotion and use of a common framework for cost effective 
management of assets over their economic lives, that would potentially set 
out different expectations according to type, scale and criticality of asset 
classes; 

c improving the quality and relevance of information to support decision-
making processes like fiscal settings and investment decisions, and 
performance reporting; and 

d greater assurance about asset management practices and performance in 
both departments and Crown entities;    

Agree/disagree. 

Key in te rven t ions  p roposed 

13 Note that the timelines in these recommendations are indicative and may be 
affected by Ministers’ preferences regarding integration of the results of the four 
central agency-led expenditure reviews; 

Leadership of asset management across the sector 

14 Direct Treasury to adopt a central leadership role in relation to capital asset 
management (including developing, promulgating and maintaining the proposed 
asset management framework, issuing guidelines, and monitoring and reporting 
on asset management performance in departments and Crown entities); 
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Common framework 

15 Agree to a managed rollout within 12 months of a new asset management 
framework and associated information requirements, to promulgate improved 
capital asset management in departments and Crown entities; 

Agree/disagree. 

16 Direct Treasury, in consultation with OAG, departments and Crown entities, to 
develop an appropriate asset management framework with particular emphasis 
on the need for cost effective asset performance over the life of the Crown’s 
assets, and report back to EXG by [May 2007] on the framework and the costs, 
implications and roll-out of the proposed framework to departments and Crown 
entities;  

Improved information for decision support 

17 Direct Treasury, in consultation with departments and Crown entities, to develop 
a specification of capital asset management-related information required from 
them in order to meet the reporting and advisory requirements of central 
agencies and monitoring departments, and report back to EXG by [July 2007] on 
those requirements;  

Strengthening assurance mechanisms 

18 Direct Treasury, in consultation with the Office of the Auditor-General and 
monitoring departments, to report back to EXG by [October 2007] with options for 
improving assurance to Responsible Ministers on asset management 
performance (including modifying the DICE assessment tool, but without diluting 
the primary financial assurance focus of DICE), and a proposal to implement the 
preferred option in time for it to be used in respect of the 2007/08 annual financial 
reports; 

Adopt “Quality at entry” concepts and practices  

19 Note that the critical planning, specification and acquisition phases provide 
decision makers with the greatest opportunity to minimise whole-of-life costs 
relative to the required functionality and ensure that the most appropriate 
investment is made; 

20 Note that comparable international jurisdictions have implemented specific 
procedures to provide Ministers with independent quality assurance at these 
critical phases  

21 Agree to implement a formal two-stage quality assurance mechanism that, in the 
first instance, assesses the robustness of analysis at the: 

a planning phase (choice of concept, needs analysis, overall strategy, required 
functionality and economic assessment of alternatives); and  

b specification phase (business case with cost estimates and uncertainty 
analysis) for a chosen project before its formal submission to Cabinet for 
approval; 
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Agree/disagree. 

22 Direct Treasury, in consultation with OAG, SSC and capital-intensive agencies, 
to report back to EXG by [May 2007] on how the “quality at entry” mechanism 
would operate in practice with respect to asset classes, fiscal thresholds, detailed 
processes, implementation mechanism, and any fiscal implications; 

23 Direct Treasury to remind departments and Crown entities that the expectations 
in CO(02)17 governing business cases for capital initiatives still apply, and that 
officials will pay particular attention to the additional information requirements for 
capital initiatives set out in the Annex to that circular; 

Des i rab le  changes to  cur ren t  po l i cy  se t t ings   

Incentives for balance sheet management - capital charge regime and differential 
capital charge pilot 

24 Note the existing capital charge regime is now having limited influence on 
departmental balance sheet management, due in part to the administrative 
practices around retention of surpluses and returns of surplus capital, and also 
prevailing government service delivery policies; 

25 Direct Treasury to review the current compensatory regime for capital intensive 
agencies for consistency with the asset management improvement proposals in 
this report and report back to the Minister of Finance in [April 2007] on proposed 
changes to the capital charge regime for the 2007/08 financial year;  

26 Direct Treasury to report to the Minister of Finance by [September 2007] on 
detailed proposals for rollout of a deposit-type scheme that would provide 
financial incentives to departments to optimise cash management over time; 

Retention of departmental operating surpluses 

27 Note that while there is some flexibility to establish and change baselines to 
accommodate changed circumstances, especially in relation to capital works, 
departments are generally discouraged from seeking the agreement of the 
Minister of Finance under section 22 of the Public Finance Act to retain operating 
surpluses and this stance appears to undermine proposals in this report to 
encourage cost-effective asset performance over the life of the asset; 

28 Agree that consideration be given to allowing departments greater flexibility to 
carry forward unspent operating appropriations for asset management purposes, 
subject to certain preconditions, such as evidence of robust long term asset 
management plans and asset performance measures; 

Agree/disagree. 

29 Direct Treasury to report to the Minister of Finance by [February 2007] with 
detailed proposals that would assist departments to interpret and apply section 
22 of the Public Finance Act, including information, accountability and 
appropriation arrangements; 
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Delegation regimes for major capital works as per Cabinet office circular CO(99)7 

30 Note that over time, as increasingly large sums of capital expenditure are funded 
from baselines, and/or there are changes to the practices in relation to section 22 
of the Act (retention of surpluses), there will be a greater reliance on the 
delegations regime in Cabinet office circular CO(99)7;  

31 Agree that delegation limits for capital expenditure be retained at current levels 
as set out in CO(99)7 to provide Cabinet with an opportunity to approve major 
departmental capital works programmes;  

Agree/disagree. 

32 Direct Treasury, in consultation with OAG and SSC, to report back to the Minister 
of Finance by [April 2007] on proposals to align the different threshold and 
evidential requirements in the general delegations circular CO(99)7 and in the 
monitoring circular for major IT projects CO(01)04; 

Depreciation in baselines 

33 Note that depreciation is an accounting charge required under GAAP that reflects 
the assumed rate of degradation of an asset over time, that conceptually 
depreciation is not intended to provide fully for the future replacement of the 
asset, and that, as a result, it is not unreasonable to expect bids for top-up 
funding when assets need to be replaced; 

34 Note there while there is some evidence of diversion of baseline funding away 
from reinvestment in assets, and such actions can and do affect departmental 
capability to replace or maintain assets over time, the Steering Group considers 
this is not a material baseline management issue; 

35 Note the significant impact on asset values that arises from periodic asset 
revaluations and that remeasurements can and do drive depreciation and capital 
charges that impose baseline cost pressures which can be difficult to manage in 
the short run;  

36 Direct Treasury, in consultation with the Office of the Auditor-General and 
selected capital intensive agencies, to review (a) prevailing practices used to 
manage the impact of asset remeasurements and (b) the reliability of initial 
estimates of asset economic lives in relation to actual asset use, and report to 
joint Ministers by [November 2007] with recommendations to ensure that output 
prices reflect the actual consumption of assets over time; 

Fiscal implications of proposals 

37 Note that certain proposals may carry compliance costs or require investment in 
new information and staff capability to bring into effect, particularly in the next 12 
months as new frameworks and guidelines are developed, promulgated and 
actioned, and as performance information is collected and used by central 
agencies and monitoring departments; 

38 Agree that, where possible, agencies affected by these proposals will meet the 
systemic changes outlined above from within existing agency baselines;  

Agree/disagree. 
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Add i t iona l  work  on  bes t  p rac t i ces  

Possible capital asset management benchmarking survey across departments 
39 Note that Saha International advise that a benchmarking survey of capital asset 

management performance and practices may be an effective way of raising 
awareness of agencies’ own asset management capability relative to best 
practice norms prior to the introduction of a common framework; 

 
40 Direct Treasury to report back to EXG in [November 2006] on the benefits and 

resource implications of an independent benchmarking survey of capital asset 
management performance and practices across the top 20 departments, to 
establish a base from which to assess changes in performance in future and to 
target future investment in capability; 

Possible additional best practice assessments  

41 Note the Steering Group considers there is likely to be value to Ministers, 
managers, and monitoring agencies alike from further independent assessments 
of asset management practices in selected departments and Crown entities; 

42 Direct Treasury in consultation with OAG, SSC and relevant monitoring 
departments, to report back to EXG in [November 2006] on potential candidates 
for, resource implications and timing of, a further round of independent 
assessments of asset management practices from amongst other departments 
and Crown entities; 

Public Sector Discount Rate 

43 Note that the discount rate used in economic analysis can have a significant 
bearing on the relative attractiveness of competing investment proposals, and 
that the current public sector discount rate (10% real) was established in 1971; 

44 Note that Treasury is currently consulting on proposed changes to the 
methodology used to set the appropriate rate, and intends to report to Cabinet on 
these proposals and any implications for the capital charge regime, by February 
2007. 
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Annexes 

Glossary 13 

Acquisition – the process of procuring assets by means of purchasing, leasing or 
contracting 

Agencies – a term variously used with reference to central agencies (Treasury, State 
Services Commission, and Department of the Prime Minister and Cabinet), to 
monitoring departments, or collectively to capital-intensive departments and Crown 
entities 

Best practice – processes, techniques and management methods generally endorsed 
by experts (in the field of asset management) as having a demonstrable record of 
success or as representing the approach most likely to achieve significant 
improvements in terms of service quality, cost or other objectives 

Business case – documentation that supports a capital expenditure proposal by 
analysing and evaluating options against well-developed criteria in order to 
demonstrate viability and affordability, and stating the rationale for a preferred solution 

Capital charge – a charge applied to the taxpayers’ funds or net assets of all 
departments and some Crown entities to reflect the cost of their capital, derived from a 
formula based on the weighted average of the cost of notional debt and equity capital 

Capital expenditure – expenditure which is capitalised and recorded on a balance 
sheet as a physical asset, and associated with the planning, development, acquisition, 
leasing, construction, refurbishment and disposal of that asset over its life cycle 

Depreciation or amortisation – the wearing out, consumption or other loss of value of 
an asset, allocated as an expense over its remaining useful life 

Differential capital charge – a scheme designed to encourage more efficient 
management of working capital by allowing notional interest calculated on departments’ 
overnight cash balances (or charged against early drawdowns) to be offset against 
their capital charge expense 

Economic or useful life – the period over which a physical asset is expected to be 
available for use or the volume of goods and/or services it is expected to produce, 
which period may differ from that over which the asset is depreciated for accounting 
purposes and is finite except in the case of land 

                                                 

13 This glossary draws on terms outlined in Guidelines: Capital Asset Management Framework, 
Government of British Columbia, May 2002, and Capital Asset Management Review: Best Practice 
Assessments - Final General Report, SAHA International, August 2006 
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Life cycle – the totality of the asset management process, extending from conceptual 
planning, project justification, budgeting, approval, procurement, operation, 
maintenance, refurbishment and disposal during the life of a physical asset 

Life-cycle cost – the sum of capital and operating cash outflows over an asset’s 
economic life, less its residual or terminal value 

Maintenance: 

• Corrective – work done to eliminate sources of failure or restore an asset to an 
acceptable level of operation 

• Planned – work carried out to a documented plan of tasks, skills and resources 
• Preventive – work intended to reduce the likelihood of functional failure 
• Unplanned – unplanned work in relation to breakdowns, running repairs or 

corrective maintenance 

Monitoring departments or agencies – departments which monitor the performance 
of Crown entities on behalf, or as an agent, of the entities’ responsible Ministers 

Net book value – the cost of an asset, allowing for revaluations, less accumulated 
depreciation; land and buildings are required to be remeasured every 5 years or sooner 
if a material change occurs 

Operating costs – costs associated with use of an asset, including maintenance, 
depreciation and servicing of debt (where a Crown entity borrows) 

Physical assets – tangible resources or service potential controlled by the Crown and 
expected to yield future economic benefits during more than one period; commonly 
grouped into classes of assets of a similar nature, such as property, plant and 
equipment (including buildings, motor vehicles, IT equipment, specialist military 
equipment, etc) 

Residual value – estimated amount that could be obtained from disposal of a physical 
asset, net of costs of disposal 

Abbrev ia t ions   

AM asset management 

CAM capital asset management 

CFIS Crown financial information system 

CO Cabinet Office 

CFIS Crown financial information system 

DICE departmental internal control evaluation 

ECT expense or capital transfers 

FRS Financial Reporting Standard 
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HVAC heating, ventilation and air conditioning 

LTCP long-term capital plan 

LTCCP long-term council community plan 

LCC life-cycle cost 

MBU March baseline update 

NBV net book value 

OXG Officials Committee supporting the EXG review process 

PSDR public sector discount rate 

B ib l iog raphy (se lec ted  re fe rences)  

Reports Commissioned by Treasury from SAHA International Limited 

Capital Asset Management Review: Best Practice Assessments, August 2006 

Capital Asset Management within the Department of Corrections, Ministry of Justice, 
New Zealand Police and the Defence Sector, August 2006 

Incentives and Asset Management Generally 

A Guide to the Management of Departmental Fixed Assets, Treasury, 1991 

A Guide to the Management of Departmental Working Capital, Treasury, 1991 

FM Review – Physical Assets, PricewaterhouseCoopers, August 1999 

New Zealand’s Public Sector Financial Management System: Financial Resource 
Erosion in Government Departments, by Susan M Newberry, PhD thesis, February 
2002 

Capital Charge / Interest Regime 

Capital Charging Regime for Government Departments – Survey of Benefits and 
Current Issues, Price Waterhouse, August 1993 

The Impact of the Capital Charge on Government Departments, Occasional Paper No. 
1/97, by Joanne Scott, Nelson Polytechnic, February 1997 

Cost Benefit Analysis Primer, Treasury, Version 1.11, October 2005 

Calculation of Departmental Surpluses 

Calculation for Payment of Surplus, Treasury circular 1994/15, 13 September 1994 and 
1996/2, 22 February 1996 
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Delegations 

Financial Delegations and Delegation Limits for Responsible Ministers and 
Departmental Chief Executives, Cabinet Office circular CO (99) 7, 30 June 1999 

Information Technology Projects 

Governance and Oversight of Large Information Technology Projects, Controller and 
Auditor-General, April 2000 

Monitoring Regime for Major Information Technology (IT) Projects, Cabinet Office 
circular, CO (01) 4, 12 April 2001 

Guidelines for Managing and Monitoring Major IT Projects, State Services Commission 
and the Treasury, 2001 

Procurement 

A Guide to the Management of Departmental Purchasing, Treasury, 1991 

Principles of best Practice: Construction Procurement in New Zealand, NZ 
Construction Industry Council, January 2006 

Report of the State Services Commissioner into the Cost Escalation in the Regional 
Prisons Development Project, State Services Commission, 7 August 2006 

Recent reports by the Controller and Auditor-General 

Department of Conservation: Planning for and managing publicly owned land, May 
2006 

Ministry of Education: Management of the school property portfolio, C and A-G, June 
2006 

Local Government 

Local Government: Looking Back and Looking Forward, May 2002, Office of the 
Auditor-General,  

Strategic Planning Under the Local Government Act 2002: Towards Collaboration or 
Compliance?, Mike Reid, Claudia Scott and Jeff McNeill, Policy Quarterly Volume 2, 
Number 2, 2006 

National Asset Management Steering (NAMS) Group Manuals and Guidelines 

Infrastructure management manual and guidelines 

Overseas Jurisdictions 

Capital Asset Management Framework: Guidelines, Government of British Columbia, 
May 2002 
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Review of Asset Management Framework, Government of Victoria, November 2004 

Strategic Asset Management Framework for Western Australian Public Sector 
Agencies, Department of Treasury and Finance, August 2005 

Departmental Investment Strategies: A Summary – 2002 Spending Review, HM 
Treasury, December 2002 

Towards Better Management of Public Sector Assets, A Report to the Chancellor of the 
Exchequer, Sir Michael Lyons, December 2004 

Successful Megaprojects: Ensuring Quality at Entry, Ole M Magnussen and Knut 
Samset, paper on Norway delivered at EURAM 2005 seminar on Responsible 
Management in an Uncertain World, 4-7 May 2005, TUM Business School, Munich, 
Germany 

Ensuring Quality-at-Entry: Challenges in Front-end Management of projects, Nils 
Olsson, Kjell Austeng, Knut Samset and Ola Laedre  
http://www.prestasjonsledelse.net/publikasjoner/quality_at_entry_v3.pdf#search=%22E
nsuring%20Quality-at-Entry%3A%20Challenges%22 
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