Technical

Specification

ISO/TSS5010
Asset management — Guidance Second edition
on the alignment of financial and 2024-07

non-financial functions in asset
management

Gestion d’actifs — Recommandations relatives a I'alignement de$
fonctions financieres et non financiéres dans la gestion d’actifs

Reference number
ISO/TS 55010:2024(en) © ISO 2024



https://standardsiso.com/api/?name=a88e0d9c2d8323af532fdc62ec66484f

ISO/TS 55010:2024(en)

CODPVDICLHITDDOTECTED DOCIIMERNT
GUIL TINIUIL Y X VILGUGILLI UG L X

© 1S0 2024
All rights reserved. Unless otherwise specified, or required in the context of its implementation, no part of this publication may
be reproduced or utilized otherwise in any form or by any means, electronic or mechanical, including photocopying, or posting on
the internet or an intranet, without prior written permission. Permission can be requested from either ISO at the address below
or ISO’s member body in the country of the requester.

ISO copyright office

CP 401  Ch. de Blandonnet 8

CH-1214 Vernier, Geneva

Phone: +41 22 749 01 11

Email: copyright@iso.org

Website: www.iso.org
Published in Switzerland

© IS0 2024 - All rights reserved
ii


https://www.iso.org
https://standardsiso.com/api/?name=a88e0d9c2d8323af532fdc62ec66484f

ISO/TS 55010:2024(en)

Contents Page
FOT@WOIM. ... v
IIIETOMUICEION ... vi
1 SCOPI ...tk 1
2 Normative references
3 Terms and definitions
4 Why alignment between financial and non-financial functions is important..................... 4
41 General OO 4
412 Benefits Of aliGNIMENT .. ... D e 6
5 Enablers for ali@NIMEnt. ...y N
511 GENETAL..ooi e
5{2 Processes, leadership and governance
5.2.1  ProCeSSES....sieiieesrssere
5.2.2 Leadership
LTS TR 10113 4 Do U OSSO SO SO
5|3 Policy, strategy, data and information. ... o e
5.3.1 Asset management policy support..............
5.3.2 Strategic asset management plan support..
5.3.3 Dataand information...................
5l4 Non-financial functions in asset management........... %
5|5  Terminology for financial and non-financial alignnent
6 Hiow to achieve system alignment ... SO e pers e 9
6]1 (L] 0 =) U OO OO SO 9
6]2 INFOrmMation SYSTEIMNS ... S | 10
6|3 Data MAaNQEEIMEIIT ..ot ettt 10
7 Hlow to achieve asset-register-related aligNment. ... o, 11
7] General
712 FINancial @SSet T@GISTIS ... it | 11
713 Non-financial @SSet T ZISTE SN ..o 11
74 Asset register aligNIMeNTt.. . e | 12
8 Financial planning and reparting for asset management ... fos 12
8|1 General
8|2 Capital investment PIANIING ... 13
8|3 Long-term fiaircial PIlaniing. ... | 14
8|4  Budgeting
8|5 Financjglreporting in asset Management ... 15
9 Pprformance-management
91 General. ...
9|2 Performance measurement
913 PerformanCe FePOTTINE . ...t
Annex ATinformative] Guidance on capital Investment pIannIng s 18
Annex B (informative) Guidance on long-term financial planning............... s 19
Annex C (informative) External financial reporting standards and principles ... 23
Annex D (informative) Financial accounting functions for financial reporting...............cn. 26
Annex E (informative) Assetlife cycle aCtiVIties ...

Annex F (informative) Implementation example — Aligning asset management functions

Annex G (informative) Costinput to pricing for product Or SErVICe...............oieeieenenne

© IS0 2024 - All rights reserved
iii


https://standardsiso.com/api/?name=a88e0d9c2d8323af532fdc62ec66484f

ISO/TS 55010:2024(en)

Annex H (informative) Asset mapping table — Aligning asset management and financial

TEPOTTING APPTOACKES .........ooo et 43
Annex I (informative) Alignment Of @SSEt FEGISTET'S. ... 47
Annex ] (informative) IFRS and US GAAP — Differences in accounting requirements in different

COUTIET @S ... 55
BIDLEOGIAPIY ...t 57

© IS0 2024 - All rights reserved
iv


https://standardsiso.com/api/?name=a88e0d9c2d8323af532fdc62ec66484f

ISO/TS 55010:2024(en)

Foreword

[SO (the International Organization for Standardization) is a worldwide federation of national standards
bodies (ISO member bodies). The work of preparing International Standards is normally carried out through
ISO technical committees. Each member body interested in a subject for which a technical committee
has been established has the right to be represented on that committee. International organizations,
governmental and non-governmental, in liaison with ISO, also take part in the work. ISO collaborates closely
with the International Electrotechnical Commission (IEC) on all matters of electrotechnical standardization.

The procedures used to develop this document and those intended for its further maintenance are described
in the ISO/IEC Directives, Part 1. In particular, the different approval criteria needed for the different types
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Introduction

The ISO 55000, ISO 55001 and ISO 55002 asset management standards raise awareness of the importance
of improving alignment between an organization’s financial and non-financial functions, and this document
provides guidance on how to achieve this. Alignment of these functions enabling the realization of value
derived from the implementation of asset management is detailed in ISO 55000, ISO 55001 and ISO 55002,
particularly ISO 55002:2018, Annex F.

The guidance in this document is consistent with the requirements of ISO 55001 for an asset management
system but does not add new requirements to ISO 55001 or provide interpretations of the requirements of
[SO 55001.

For an efample of an organization aligning its asset management functions, see Annex F.

As used [in this document, financial functions refer to processes and activities such as mahageridl costing
and accdunting, budgeting, financing and valuation related to the assets. Non-financial \fiuhction$ are the
complenjentary processes and activities, for providing a product or service from the assets.

The assef management function may include both financial and non-financial funetions.

The defipition of “asset” in ISO 55000 is broader than that of the United States (US) Generally Accepted
Accounting Principles (GAAP) or the International Financial Reporting Standards (IFRS). The term “asset”
as primalrily used in this document is defined in ISO 55000. See Annex H!

In many|organizations, the financial and non-financial functions-ef. asset management are inadequately
aligned. [Often the financial accounting functions are predominantly focused on retrospective rfeporting
of accoupting/regulatory financial activities. However, thereis.a growing awareness in organizptions of
the need to focus on providing a managerial costing approach to support decision-making for the future.
At the sgme time, the non-financial functions are recognizing the need to improve their understanding of
the finarfcial implications of their activities. These are examples of moves towards better alignmgnt of the
financialland non-financial functions with the aim of better decision-making and value realization.

Lack of alignment between financial and non-financial functions can be attributed to silos in an organization,
including reporting structures, functional/gperational business processes and related technifal data.
Referende [23] advises that “.. silos [department/functional specialization] are necessary to allow for the
required|level of specialization, butif these silos [department/functional specialization] do not comrhunicate,
inefficiemcies and errors in asset management result” and that “when asset management implenjentation
fails, it if often because asset management staff and senior management are not in alignment”.

Alignment should prudently~work both “vertically” and “horizontally”. Vertical alignment “tpp-down
and botfom-up information-flow” means that financial and non-financial asset-related diredtives by
top manfagement are informed by accurate upward information flows, effectively implemented within
the apprfopriate levels{of the organization. Horizontal alignment means that financial and non-{financial
informatfion that flowsbetween departments (conducting functions such as operations, engineering, plant
maintengnce, financial accounting, financial management and risk management) uses the same terminology
and refefs to the-assets identified in the same way. See the asset mapping table in Annex H.

se asset

: , ; romotes
the beneflts that can be achieved for an organization and its stakeholders by havmg ahgnment of these
asset management functions better understood, implemented and improved. This enables an organization’s
functional areas to share information and collaborate to achieve the organization’s objectives.

This document can assist users in applying the concepts of ISO 55000 and fulfilling the requirements of
ISO 55001. It provides additional advice and guidance over and above the explanations outlined in ISO 55002
on the benefits to be realized for an organization through alignment.

© IS0 2024 - All rights reserved
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It is intended for use by personnel, at all levels in an organization, who are involved in asset management,
including:

— top management and decision-makers, to derive the benefits that are achievable by better alignment
between financial and non-financial functions;

— those in asset-related multidisciplinary functions who provide information to support decision- making
or rely on the outcomes of those decisions;

— a wide range of personnel, including those who have responsibility for the technical planning, design,
construction, operation, maintenance and performance of the assets, and those with financial
responsibilities such as accounting, financial planning, budgeting and financial reporting.

Knowledge and understanding of terminology and common language used by financial and non-{financial
functionp can facilitate discussion, communication and exchange of information between these’ flinctions.
Clauses f to 9 and the related annexes provide a range of information on financial aidd, non-financial
functionp in asset management, including information on asset management accounting principles.

© IS0 2024 - All rights reserved
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Technical Specification ISO/TS 55010:2024(en)

Asset management — Guidance on the alignment of financial
and non-financial functions in asset management

1 Scope

Th d Tyt givac gt d oo thao slignaoant bhat £3 o R | £ ial Sccat oo t
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function§, to improve internal controls as part of an organization’s management system.

This dochment is applicable to all types of assets and by all types and sizes of organizations!

2 Normative references

The following documents are referred to in the text in such a way that some or all.oftheir content copstitutes
requirenpents of this document. For dated references, only the edition cited applies. For undated references,
the latest edition of the referenced document (including any amendments).applies.

ISO 55000, Asset management — Overview, principles and vocabulary

3 Terms and definitions
For the gurposes of this document, the terms and definitions given in ISO 55000 and the following apply.
ISO and IEC maintain terminology databases for use ins§tandardization at the following addresses:

— ISO Qnline browsing platform: available at https://www.iso.org/obp

— IEC Electropedia: available at https://wwiw.electropedia.org/

3.1
financiall accounting
process [of recording, summarizing*and reporting the transactions resulting from an organization’s
operatiohs over a period of time

Note 1 tolentry: These transaction's are summarized in the preparation of financial statements (including tHe balance
sheet, incpme statement and cash-flow statement) that communicate the organization’s operating performapnce over a
specified|period.

3.2
management accounting
accountipg tosassist management in the formulation and implementation of an organization’s stratggy

Note 1 tp“€ntry: Management accounting usually requires partnering across different functions (3.20) in an
organization for management decision-making, devising planning and performance management systems, and
providing expertise in financial reporting and control.

3.3

managerial costing

costing used internally by an organization to ensure that information for decisions reflects the characteristics
of the organization’s resources and operations

Note 1 to entry: For further information on managerial costing, see Reference [15].

© IS0 2024 - All rights reserved
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3.4
financial function
work, or portions of work, that pertain to financial management

EXAMPLE Financial reporting, budgeting, financing, valuation (3.12), financial planning and analysis,
management accounting (3.2), tax accounting.

Note 1 to entry: In organizations, there is sometimes no separation between financial and non-financial functions (3.5);
some functions can be blended. Those distinctions should be addressed in internal strategic asset management plans
or policy.

3.5

non-financial function
work, or] portions of work, that combine with an organization’s financial functions (3.4) in deliering its
services for products

Note 1 tofentry: Asset planning, acquisition, marketing, operations, maintenance.

3.6
internall control
process fised by an organization’s managers to help it achieve its objectives

Note 1 tp entry: Internal controls help an organization to run its operations ‘efficiently and effectively while
safeguarding assets, report reliable financial and non-financial information about its operations, and corpply with
applicabl¢ laws, regulations and standards.

Note 2 tofentry: Internal controls apply to all activities, irrespective of whether they are financial or non-financial.

Note 3 to| entry: In order to achieve a high level of assurance of the\prganization’s internal controls, segr¢gation of
duties is required (e.g. avoiding having the same individual responsible for decision-making as well as assqt custody
and recond keeping; having procedures to prevent and identify waste, fraud abuse and mismanagement, inclpding due
diligence jomissions, procrastination, dereliction of duty and toleration of incompetence).

Note 4 to|entry: Internal controls support sound decisign‘making, considering risks to the achievement of ¢pbjectives
and redug¢ing them to acceptable levels through cost-effective controls.

Note 5 tolentry: This definition of internal contrelis derived from Reference [11], which also provides further useful
information on this topic.

3.7
assetregister
record of asset data considered worthy of separate identification and accountability

Note 1 to|entry: Financial or @e¢ounting asset registers are databases or systems used to describe and mhnage the
organizatjion’s financial accouhts and management accounting (3.2).

Note 2 to| entry: Non-fimancial asset registers (technical or operational) are databases or computerized systems in
which relpvant technieal or operational data and information of an asset are kept.

3.8
capital gxpenditure
CapEx
expenditure on acquisitions of, or improvements to, assets

Note 1 to entry: Based upon accounting standards and organizational policy, CapEx usually relates to relatively large
(material) expenditure, which has benefits that are expected to last for more than 12 months.

3.9

operational expenditure

OpEx

recurrent or specific non-capital expenditures required to provide a service or product

© IS0 2024 - All rights reserved
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total expenditure

TotEx

sum of capital expenditure (3.8) and operational expenditure (3.9) over a period of time

3.11

alignment
deliberate arrangement, relationship and mutual understanding of common concerns within a particular
activity or among activities

3.12

valuation
process ¢f determimmng the CUrTent valte of am asset

Note 1 to
Note 2 to

3.13
book va
monetar

Note 1 to

3.14

entry: Valuation methods are numerous. Values are expressed in monetary terms.

entry: Valuations may be made to a single asset, a group of assets or an entire enterprise:

ue
fy expression at which an asset or group of assets are carried on a balaree sheet

entry: Book value is also known as “carrying amount” or “carrying valug’

residual value
estimated financial amount that an organization would expect<{o“obtain from disposal of an as
deductinlg the estimated costs of disposal, if the asset were already of the age and in the condition

set, after
bxpected

at the enf of its useful life (3.15)

3.15

useful life

period oyer which an asset or class of assets are expected to be available for use by an organization

Note 1 td entry: Useful life is determined by factors such as the economic, technological, physical and functional
performajnce of the assets or asset system, whiclrdemands an understanding between financial functions|(3.4) and
non-finantial functions (3.5) depending on the context (e.g. market, cost recovery, maintenance planning, Jong-term
planning].

Note 2 tofentry: The applicable periodisdependent on the nature of the asset or asset system and can be elapsed time,

operating hours, number of cycles, fiumber of units of production, etc.

3.16

depreciation
systematic allocation of the depreciable amount of an asset over its useful life (3.15)

Note 1 to
used fori

3.17
fair val

entry: While “depreciation” can be used for both tangible and intangible assets, “amortization” is
htangible.assets only.

normally

e

price that would be received to sell an asset, or paid to transfer a liability (3.18), in an orderly transaction
between market participants at the measurement date

3.18
liability

present obligation of the organization arising from past events, the settlement of which is expected to result
in an outflow of resources from the organization

© IS0 2024 - All rights reserved
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six capitals
classification of the different kinds of value in an organization that can be transformed in its operations,
namely financial, manufactured, intellectual, human, social and relationship, and natural

Note 1 to entry: Within the framework of integrated reporting, an organization is encouraged to provide a fuller
picture of how it creates value through a combination of related quantitative and qualitative information.

3.20

function
purpose of each area or division of an organization that performs a specific activity, provides specialized
information or implements procedures

3.21
domain
broad ar

EXAMPLJ
Note 1 to

3.22
life cyclq
LCC
total cos

Note 1 to
[SOURCH

3.23
complia

Pa of management responsibility in an organization
Assets, human resources, customers, procurement, regulators.

entry: A domain can include one or more functions (3.20).

p cost

L incurred during the life cycle
entry: See also life cycle costing (3.25).

:IEC 60050-192:2015, 192-01-10]

nce

mandatdry requirement, performance or design, impésed upon by or agreed with an external orgal

Note 1 to

Note 2 to
require c

Note 3 to

EXAMPLJ
financial

3.24
best val
expected

entry: Compliance is a required action, behaviour or condition.

entry: A compliance requirement is\enforceable. Failure to achieve compliance can result in pen
rrection, compensation or restitution.

entry: The term “conformancé®is often erroneously used as a synonym for the term “compliance”.

Organizations must.comply with financial reporting requirements but should conform to
reporting plan.

e
outcome oftan acquisition that, in the organization’s estimation, provides the greateg

benefit i

3.25

respons$eito a requirement

life cycle costing

hization

hlties and

the non-

t overall

process of economicC analysis to assess the cost of an 1tem over Its Iife CycCle or a portion thereorl

[SOURCE: IEC 60050-192:2015, 192-01-11]

4 Why alignment between financial and non-financial functions is important

4.1 General

Alignment between financial and non-financial functions is important in the implementation of a successful
asset management system. Lack of organizational alignment can be due to barriers within the organization
(e.g. language/terminology differences, information/data standard quality differences, poor coordination

© IS0 2024 - All rights reserved
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between the organization’s financial and non-financial functions in asset management). Top management
often struggles with many asset management related questions due to a lack of alignment. Some examples of
questions include the following:

— How can top management be sure that they get the best value for their stakeholders from the assets?
— How do the assets contribute to the delivery of the organization’s objectives? Which assets are critical for it?
— What are the risks and opportunities to the organization’s objectives arising from its assets?

— What level of investment should be made in the assets over both the short and longer term (TotEx) to
deliver the organization’s objectives and how does top management prioritize this investment?

— Whdt is the cost of delivering products or services to meet customer satisfaction and hew can the
organization use this as an input for pricing or service delivery?

— How|does top management determine the cost impacts of changes in the six capitals,@hd the resilience
of thle organizational assets to these changes?

— How]can top management know the life cycle cost (LCC) of assets?

— Is top management making decisions that provide short-term cost savings but, due to lack of adequate
assef management involvement, lead to higher long-term costs?

— How| can top management get the necessary funding commitment to ensure the long-term [financial
sustpinability of assets and continue meeting the objectives of the organization?

— How|can the organization obtain enough information on the asset base for integrated reporting gurposes,
enalle correct and timely decisions, and understand ,the*nature and use of seemingly cdnflicting
information from different sources?

— Are| the stakeholders confident about the .asset verification/valuation/existence/n¢cessity/
impairment tests?

— Doeg§ the organization have the financial dnformation to make evidence-based asset marjagement
decigions?

— Whjt assets are not delivering the value expected and what assets are costing more than anticjpated?
— What liabilities, and hence costsare the assets exposing the organization to?

— Do tlhe organization’s financial statements really reflect the state of the asset portfolio including
leasg¢d assets?

— For the outsourced services, how are the associated costs tracked and managed through an appropriate
internal control?

— How|can top4nanagement obtain/maintain competitive advantage through the use of assets?

As illustrated itrthe above questions, all parts of the organization should work together, to share anpd utilize

informatfieh, to provide the transparency, insight and necessary answers, and to support asset marjJagement
reportin fSToTT= trg— T i i i irthe form

of better alignment of functions across the organization, enabling the realization of the benefits detailed in
4.2. It does not seek to explicitly answer these questions individually but instead guides users to adopt the
concepts contained within this document to find their own answers to these and other pertinent questions.

Asset management deals with the challenge of maximizing value derived from the assets. A significant
explanation of the value proposition can be found in ISO 55002:2018, Annex A.

The concept of value in asset management is broader than the more constrained specific definition of value
in accounting terms, where the various accounting standards deal with value as part of the valuation of
assets process. The value in asset management can be expressed in both monetary and non-monetary terms

© IS0 2024 - All rights reserved
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and an aligned understanding of financial and non-financial value is needed to determine decision-making
criteria.

Financial planning, decision-making and reporting are crucial to asset management and, conversely,
asset management has major impacts on financial aspects. Accordingly, close coordination of financial
and accounting functions with the non-financial asset management functions is essential to meeting
organizational objectives.

4.2 Benefits of alignment

Alignment and coordination between financial and non-financial functions related to assets and asset
management can lead to resolution of many of the issues listed in 4.1, as follows:

a)

b)

9

d)

f)

g)

p)

q)

Imp}
roby

Inte
time

Imp}
deci
mec

Impr
infot

Impi
basd
and

Mor

oved expression of asset criticality and risk in financial terms, which helps to implem
st risk controls.

oved understanding of longer-term funding needs relating to assetS~“that supports 1
sion-making for financing and budgeting, leading to long-term predictable and sustainablg
nanisms.

oved options analysis and decision-making on investment (projects based on more
mation from both financial and non-financial functions.

oved decision-making and communication on pricing fox the organization’s products and

stakeholders.

e accurate, complete, transparent, and timely, registration and reporting of all changes

man|
fina

congdtructed asset is determined to be substantially complete and ready for use, at which time t]
the ¢apital project is taken from a construetion in the progress account and capitalized for dep
or amortization purposes.

Imp}
knov
terni
Maiy
Impt
Mor
Mor

Bett

ce, auditing, regulating, tax and insurance. This includes for accounting purposes whg

oved methodology and procedures to enable financial and non-financial staff to efficien
vledge and information wwhereby both financial and non-financial staff use commonl
inology, which can lead(to collective understanding.

itained or improved-€ompetitive advantage.

oved internal<ontrols as part of the wider management system of the organization.

e efficient procedures for capital and operational budgeting processes.

ent more

prated and efficient asset investment planning and prioritization for short~and longer-term

scales.
nformed
funding

complete

services

d on sound practices such as managerial costing, and a-better understanding of value to cyistomers

to asset

hgement information affecting the financial' functions, including functions of accounting and

n a self-
e cost of
reciation

tly share
y agreed

e efficient-méasurement of operational performance and the organization’s overall performance.

br-alignment of long-term financial planning and asset life cycle planning.

Collaboration across departments to optimize resources and reduce duplication.

Improved depreciation methodology.

Improved teamwork, collaboration, clarity, transparency, and availability of information and up- skilling
for financial and non-financial staff.

Better understanding of what services can be provided, based on available funding, enabling meaningful
trade-off analyses when reviewing service and funding gaps.

More reliable knowledge of cost inputs for pricing, considering all LCCs originating from financial and

non-

financial functions (see Annex G).
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Improved alignment between financial and non-financial functions helps to improve the quality of
information used to support an organization’s decision-making and value maximization. Such improved
alignment also encourages both financial and non-financial practitioners to speak the same language.

5 Enablers for alignment

5.1 General

Business processes, leadership and governance are key enablers for the alignment of financial and non-
financial asset management activities. Data, information, knowledge, capabilities and other elements

required
5.2 Pr

5.2.1

Defined
manager]

to support alignment among different levels of the organization are addressed.

Processes

pcesses, leadership and governance

processes can be significant enablers for the alignment of financial and non-finang
hent functions. Processes should be properly supported by documeénted informat

opportu
process Yised by an asset manager to bring a new asset online (non-financialy’should contain a task t¢ capture

total installed cost and send/link this to the accounting function where it.can be used as the cost ba
asset (financial). This example of a co-developed process enables timelj=and accurate data and inf
for asset|cost, installation date and expected useful life to be capturediin both the financial and non-
asset registers. The processes developed within an organization shotld use common terminology a
financialland non-financial functions and focus on the end-to-end need rather than being governed

To achieje alignment between the financial and-non-financial asset management functions w

finamcial and non-financial staff;

ities identified to link tasks across different levels, functions and-processes. For exar]

eadership

ion, top management should demonstrate leadership and commitment by:

hoting and encouraging collaboration and clarity, transparency and availability of inform

ring alignment between the objectives of the various financial and non-financial fun
prmity with the defined-oyerall organizational objectives;

ring training for appropriate people (from top management to frontline operations) inj
secting processes,\between financial and non-financial asset management disciplines, to
munication and ¢ommon understanding of the terminology being applied;

boratiyve.teams with a focus on continual improvement;

ringboth financial and non-financial functions have adequate awareness and influence in

ial asset
ion and
nple, the

sis of the
brmation
financial

cross the
solely by

thin the

ation for

rtions in

Folved at
promote

ring the availability of adequate resources capable of promoting and implementing cross-fyinctional

decision-

INZProcesses;

ensuring consistency of the various policies in their intent, language and communication; ensuring
implementation and maintenance of inter-departmental shared granularity to identify how an asset is

function
5.2.2
organiz
a) pron
b) ensu
conf]
c) ensy
intet
com
d) ensy
colldg
e) ensy
mak]
f)
reco
g)

rded;

ensuring alignment in risk management of the various financial and non-financial functions in
conformity with the overall risk management framework.
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5.2.3 Governance

Governance should provide a framework to align financial and non-financial asset management functions.
This is demonstrated by a governance process and policies designed to establish alignment relationships
between stakeholders that can address any conflicting interests regarding how assets are managed.

Figure 1

suggests key elements of a framework that can be adopted to achieve alignment.

Communicate the need and

1. Leadership jlﬁtiﬁcation to improve
g ignment

<l B
p |\

Ing
co
for)
va
de

The gove
to risk m
framewd

on risk njanagement is the COSO framework[11,
5.3 Padlicy, strategy, data and information

5.3.1 Asset management policy suppert

Top mar

alignment between the financialand non-financial functions. Top management should provide com

to the pr
improve
decision
decision

5. Performance

Set KPIs with aligned monitoring —

data, seek to improve 2. Teamwork of the need for alignmentan

alignment and teamwork . CLLELLIES plans to achieve it!
1mprovement
N
| | | |
tall t dicti i
all asset dictionary in . Crosstfunctional agreement for
hpliance with data standards 4. Data and 3. Asset registers: jcrona ag
- . . . asSetdefinitions and levels of
the organization and link all the information define assets and ) )
: : . . granularity, update inventory an|
lous asset registers across consistency granularity '
artments _ ((~rcomponentize

Figure 1 — Key elements of a framework toachieve alignment

rnance framework should address the alignment offinancial and non-financial functions iy
anagement (particularly financial risk) within the-context of the common overall risk man
rk.1SO 55002:2018, Annex E, provides furtherdetail on risk management. Another useful

agement, through the asset' management policy, should acknowledge and endorse th

bvision of the information, knowledge and capabilities required to achieve, maintain and co
alignment. Such ififormation should be available for use within the organization’s non-
making functions; e.g. replacement, renewal, maintenance, training, inspection. This ens

require

5.3.2

Departmernt)/division managers, through the strategic asset management plan (SAMP), should sp

ents.

trategic asset management plan support

Cross-functional understandy

f

relation
agement
eference

b role of
mitment
ntinually
financial
ires that

b are informediand balance the financial needs as well as the organization’s wider performance

pcifically

address the high-level requirements to capture, store and share the information, knowledge and capabilities
required to support alignment between financial and non-financial asset management activities.
[SO 55002:2018, Annex C, provides significant guidance on the format and content of a SAMP.

5.3.3 Data and information

Accurate, reliable, and current data and the resulting information are key elements of asset management.
When data are processed, interpreted, organized, structured or presented to make them meaningful
or useful, they are called “information”. Data and information management is of utmost importance to
facilitate and ensure the collection, currency, accuracy, availability, integrity and completeness of data and
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information. Data management should cover data generated within the organization as well as data coming

from out

sourced or contracted functions.

Data and information should be useful and worthwhile to collect, record, report and analyse. Expected
benefits should justify the expected cost. As Reference [13] states: “If financial [and non-financial]
information is to be useful, it must be relevant and faithfully represent what it purports to represent. The
usefulness of financial information is enhanced if it is comparable, verifiable, timely, and understandable.”

After determining its reporting, planning and analysis requirements, an organization should determine
the data needed to facilitate the reporting and planning functions and the best source of such data. Both
financial and non-financial areas are likely sources of the required data. Emerging and evolving business
and technology innovations for data and information will continue to provide emerging means to support

alignmernft:

The org4
on data d

5.4 Nd

There arn
through

cycle represents a significant proportion of LCC, particularly for long-life infrastructure assets. The

and non-
mainten
these act
costing @

Financia

— planped shutdowns;

— thel

— whe

— the possible outsourcing of activities;

— ensy

More infj
across th

5.5 Te

Physical

their organization:This is to ensure that all stakeholders have a clear understanding and agre

relation
finance,
means o

nization should ensure that both financial and non-financial functional areas strive(tg'Co
ollection and management, and also should ensure data access for the right users.

n-financial functions in asset management

e a range of non-financial functions involved across the whole life cycle/of assets, from
to disposal, that have financial implications. For example, the operational phase of the

financial functional areas should collaborate to find ways to perform the necessary operat
ince activities at an optimized cost and acceptable risk. It is important that staff with knov
ivities are involved at the decision-making stage of acquiring the assets, so that accurate
an be assessed and considered.

and non-financial teams should ensure alignment ifrxnon-financial asset life cycle activitie

alance between preventive and corrective ffaintenance;

n to intervene with an asset replacement,/upgrade or disposal;

ring adequate funding is available to maintain data used for decision-making.

brmation on how to achieve alignment between the financial and non-financial functions
e various life cycle activities is provided in Annex E.

rminology forfinancial and non-financial alignment
asset-holding organizations should embrace the development of common terminolog

to thesmeaning of various terms commonly employed in differing professional sectors
ppetations, information and communications technology (ICT), etc. This process also p1

laborate

creation
hsset life
financial
onal and
vledge of
life cycle

b such as:

required

y within
ement in
such as
ovides a
reatment

[ addressing the requirements of ISO 55001:2024. Various terms designate accounting t

(e.g. a “repalr” means the cost may be expensed In the period the repair was made, while a - betterment” or
“improvement” should be treated as a CapEx).

6 How to achieve system alignment

6.1 General

Organizations often deal with several different asset information management systems, designed for specific
purposes by different functions, very often because of piecemeal and ad hoc development and investment.
Organizations benefit from asset information management systems that are designed and developed with a
common purpose; however, this is often not the case. To address this common alignment issue, data within
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the different systems should comply with the data standards of the organization, to avoid duplication,
misuse and misunderstanding.

Staff in the different functions should have basic knowledge as to where data in the systems is used and
why the data can contain critical information for other functions. This means that staff should be trained
regularly in common terminology and understanding.

6.2 Information systems

Organizations use their information systems to register, manage, analyse and report on asset data and
activities. These systems may comprise computer hardware, computer software, databases and data
warehouses, telecommunications to connect hardware to form a network, and people to operate the systems
(human resources and procedures). Financial and non-financial data from within these various infprmation
systems|is often needed to facilitate alignment of the financial and non-financial asset-maragement
processes, particularly when seeking to determine value derived from assets and to facilitate lpng-term
financial planning for asset management.

With relgtion to tangible assets, different departments typically desire different levelsof asset infqrmation,
accordinjg to their specific needs. In the general case, the financial accounting department can satjsfy their
direct n¢eds by grouping assets and identifying the components of assets with-different useful|lives for
accountiphg depreciation. Other financial functional areas involved in management accounting can require
different|levels of detail for forward financial planning on asset replacements, etc. On the other hajnd, plant
maintengince and operations need to register assets in close relation with‘their functions. For example, plant
maintensince should further break down assets that are independent functional units (e.g. each machine)
into components with different maintenance schedules. Therefore, while departments normdlly have
differentl granularity needs, to achieve aligned financial/non-financial information, it is desirabl¢ that all
departmients generating or utilizing asset-related information:

a) reach agreement on the common levels of asset detdil, with which different departments |can drill
dowh to or roll up to their required asset componentization, to distinguish the specific needg for each
depdqrtment or user;

b) implement the common levels of asset detail into the organization’s asset management systpm, with
confprmity to them being mandatory regardless of any changes of staff in charge of assqt-related
functions in each department;

c¢) implement procedures for maintaining the linkage between financial and non-financial infprmation
systems to the desired levels ofasset detail.

Technoldgically advanced organizations can integrate their asset data sets from within each |of these
differeninformation systems-through the deployment of analytics and decision support software dolutions.
The bengfits of alignment-inthis manner are that it does not require duplication of data across information
systems,|and it enables(@ywide variety of analytical capabilities through the incorporation of different asset
informatlion at various-stages of the asset life cycle.

6.3 Ddta management

Data mahagement is a subset of information management. It comprises all disciplines related to managing
data thatare used by the organization in both linancial and non-linancial functions. 1o deliver the
information requirements of ISO 55001, financial and non-financial functions should collaborate in
evaluating the information needed to deliver asset management objectives and ensure that appropriate
asset management information is available.

Each data user (or user group) within an organization needs to understand the data and be confident that
these data are fit for purpose to meet the organizational objectives. Properly maintained metadata and
fundamental classifications of assets are useful in supporting these alignment requirements. It is of vital
importance that organizations:

a) clearly define, develop and communicate their processes for the capture and creation of data, for
managing and dissemination of data, and for data maintenance and updates;
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b) ensure these processes are understood and deployed by the end users;

c) establish and enforce performance measures that monitor and record how current, complete and
accurate the data are;

d) make arrangements to maintain current, complete and accurate data when implementing changes to
existing systems and tools, or when introducing new ones.

NOTE ISO 55013 provides guidance on data for asset management.

The registration of data should ensure that each data element has the same meaning for all data users. The
data reglstratlon based on asset transactlons should trlgger the necessary transactlons in the relevant
database 13 the non-
f1nanc1a asset reglster and have a counterpart in the f1nanc1al accountmg database See Annex [ fox.¢xamples

7 How to achieve asset-register-related alignment

7.1 Gedneral

own purjpose. That data and information is generally recorded in departmental asset registers, with each
departmient doing so independently. Therefore, an asset’s financial and#noen-financial data and infprmation
may be rlecorded in different registers that should be linked, so the érganization can have a comprehensive
view of 4ll the relevant information necessary for decision-making. For that reason, a key to the ajignment
of an organization’s financial and non-financial functions lies in managing and aligning the differpnt asset
registers.

TraditioEilly, an organization’s different departments carry data and information on assets to guit their

Asset registers are the tools that organizations use to:assemble and manage pertinent information (e.g.
physical| operational, financial) about their assets/asset systems (tangible and intangible). Organizations
can utilize several different asset registers to support the breadth of their operations. Asset fegisters
are esseftial for good asset management and can'range from simple (e.g. spreadsheet ledgers)|to more
complex|software applications/databases [e.g, dnenterprise resource planning (ERP) system, computerized
maintenjince management system (CMMS);,geographic information system (GIS), financial/adcounting
informatfion system (FIS), associated visdalization tools].

7.2 Financial asset registers

Financia| asset registers are uased for managing the organization’s financial functions. They are|used for
financiall reporting purposes,“as well as for other activities, including accounting, taxation, irfjsurance,
valuatiof and legal requitements. Other financial registers are typically developed for managerigl costing
and are purely for the‘opganization to use internally to ensure that information used for decision-making
reflects the characteristics of the organization’s resources and operations. Financial asset registers should
be contihuously aiigintained throughout all phases of the asset life cycle (i.e. new assets addef, assets
divested) to refleet the accurate book value of assets. For example, asset disposals noted in the non-financial
asset regdister should be properly reflected in the corresponding financial asset register records.

7.3 Non-financial asset registers

The non-financial asset registers are the organization’s definitive key source of information for all the assets
it manages (tangible and intangible). Operational level asset information systems including maintenance
management, telemetry/supervisory control and data acquisition, and modelling systems link to the non-
financial asset registers. More complex non-financial asset registers use asset hierarchical modelling to
define asset components, their physical locations and their role in specific processes. Non-financial asset
registers should be continuously maintained throughout all phases of the asset life cycle (i.e. new assets
added, assets improved, assets moved, assets divested) to reflect a complete and current asset inventory.
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7.4 Assetregister alignment

Facilitating alignment between financial and non-financial asset management processes requires a common
aspect/tag to be contained within each register. Without such commonality, full alignment is difficult to
achieve. It requires an understanding of, and alignment between, the financial and non-financial asset
registers. Alignment enables the sharing of asset life cycle operational and financial data by and between
the different information systems used to manage and analyse asset performance and delivery of value.
Asset register alignment is critical to the successful development of asset management plans for the various
asset classes (see ISO 55001:2024).

In any organization, a hierarchical structure can have been implemented in one or more asset registers (or
not have been implemented at all). If hierarchies have been implemented in more than one type of asset

register,
own fun

Organizd
which tH
granular
to keep t

Organizd
financiall
“asset” 1
hierarch

they do not need to be the same. kach department can establish any hierarchy that best
‘tions.

tions with no hierarchy implemented should determine the level of detail, i.e..grahulay
ey share inter-departmental information on assets. This result from a tradé-off betws
ity, providing more precise information on the assets but also a higher numbjer-of individy
rack of, or coarser granularity, with lower precision and lower asset managément overhea

tions that use a hierarchical structure in one or more of their asset xegisters, typically
asset register as mentioned in 7.3, should determine which level-of-that hierarchy shou
bvel, i.e. the shared granularity with which all asset registers are-to comply. Items highe

» o«

y should be “asset systems”, and items below it should be “components”, “sub-components’

Annex |

To collaborate, there should be an organization-wide consensus on shared granularity, i.e. t
breakdoyn detail at which financial and non-financial data are shared. That consensus should be fo
in a dictibnary of standard descriptions of the assets in theshared granularity and complied with 3
departmiental asset register platforms. Assets at that level'of granularity should share the same iden
code to gnsure integrity, so that data in the different departmental asset registers can be reported

for com
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organization should coordinate the activities of appropriate staff and stakeholders from across th
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alignment is achieved when the ‘following criteria are met (this also applies to different non-
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or examples of the alignment of asset registers.
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which level of those hierarchies should-be the one with shared granularity and apply the agreed

ort), the
P various

register
financial

a) acommon understanding of the specific asset data capture, reporting and analysis requiremenits across

each

b) data

c) asinlgle keyrsource for each of the specific data elements is identified and agreed upon;

d) datal

functional area.js’achieved;

duality standards, business processes, responsibilities and timelines for maintaining {

and information that is shared across the different functional areas is identified and defingd;

he asset

regi

ter data frave beemrdefimed anmd-agreed upom by the different staketolders;

e) there is a mechanism in place for data improvement, enabling asset register users to provide feedback
and act on data quality, completeness and accuracy.

8 Financial planning and reporting for asset management

8.1 General

Financial planning for asset management is an integral part of the overarching asset management system.
Asset management planning aims to achieve both financial and non-financial objectives while balancing
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performance, cost, and risk over the total life cycle of the asset systems. It starts with the objectives (including
financial objectives) the organization wants to achieve for its stakeholders and incorporates the desired
performance, risks and costs over the total life of the asset systems. It concerns not only the operational
phase of the asset systems, but also the design, acquisition or construction, operation, maintenance, renewal
and decommissioning phases.

From a financial perspective, it concerns both capital investments (CapEx) and annual recurrent costs
(OpEx). The sum of the two over various periods is referred to as “TotEx”. In some jurisdictions, the concept
of TotEx (now or in future) is of increasing significance in investment planning (it is not used in accounting
reports). It balances short-term spend against longer-term spend. This has led to innovative solutions that
reduce lifetime costs and encourages sustainability.

Mning and

Capital investment planning identifies the capital investment requirements of the organizatiion over
a specified period, (e.g. typically a 5 to 10 year forward-planning horizop~or longer, dependinjg on the
organization’s circumstances).

Capital investments typically cover distinct types of CapEx, or combination of these:

a) the dreation and purchase of new assets, upgrade or expansipinof existing assets (typically to 3ddress a
growth in demand), technological advances or changes to the‘required level of service;

b) the fenewal or rehabilitation of existing assets, usually to prevent failure of these existing agsets and
retufn them to their original life and service potential;

c) the investment in assets that are held as an investment in their own right, either to provide a|financial
retufn or for a future opportunity value.

Managerhent accounting processes carriedi\lout by financial and non-financial staff and management
working([together should provide essentialinformation, preferably in a capital appropriation requpst form,
for decisfjon-makers on proposed capitalinvestment for assets, by assessing material situational ayareness
issues suych as:

— futufe demand and trends;

— potential technology changes and innovations;
— utilization and funetion change;

— obsdlescence;

— costf of ongoing operations;

— age aridycondition of existing assets;

— riskrating;
— costing and funding options;

— the impact of environmental, social and corporate governance (ESG) and Sustainable Development Goal
(SDG) items if included in the organizational objectives and requirements (e.g. resilience requirements
due to external pressures such as the supply chain, climate change, and other external hazards, shocks
and stresses).

Using capital investment planning tools, staff can determine the impact on future budgeting, including
capital costs, potential changes in operating and maintenance costs, and decommissioning and disposal

© IS0 2024 - All rights reserved
13


https://standardsiso.com/api/?name=a88e0d9c2d8323af532fdc62ec66484f

ISO/TS 55010:2024(en)

costs. Future operational costs arising from new capital investments should always be considered as part of
the total LCCs of the assets. These costs should be reflected in long-term financial plans.

There is always a degree of trade-off between OpEx and CapEx

The financial and non-financial staff should assess what savings can be made in the maintenance budget
if capital investments are brought forward to allow an earlier renewal of assets. Conversely, increasing
maintenance activity can allow the deferral of capital investment for the renewal of assets. The optimal time
for capital investment intervention is the point at which the overall LCCs of the assets can be minimized. Due
consideration of the weighted average cost of capital (WACC) by top management/treasury/finance staff
should be undertaken to address the appropriate levels of debt/equity funding.

The evaluati a - , Ay Sariza ause the
size and olume of projects typically exceeds the available resources. Proactive capital investmentplanning
involving alignment is key to prioritizing and ensuring that the required financing is in placCe ‘at the right
time for mplementing the prioritized projects.

The capital investment plans should be developed with full cooperation between finan¢ial and non-{financial
functionpl areas of the organization. The output of this capital investment process isiamajor input into long-
term fingncial planning (see 8.3) and budgeting (see 8.4). An organization should@iew its financialjand non-
financial planning processes as interrelated and iterative.

For morg detail on the capital investment planning process and its objectives) see Annex A.

8.3 Long-term financial planning

financial planning is integrated with asset management planning and capital inyestment
. It includes all annual operation and maintenance.costs over the planning time frame.|It is the
process ¢f aligning financial capacity with long-term service,or product delivery objectives. The challenge is
often ong¢ of agreeing to a time frame for such planning, réecognizing that the asset management pefspective
is typically focused on the asset system life cycle. This.Gan be much longer than the typical financial planning
and opetational planning cycle. Accordingly, financial and non-financial staff, as well as top manpgement,
oree on a long enough time frame to give useful forward planning information that aligns the
financialland non-financial perspectives. The organization should have an appropriate long-term [financial

iimulates long-term strategic thinking and perspective for stakeholders and decision-makefs;

b) it cdn be used as a tool to (ppevent or predict future financial shocks and demonstrate [financial
sustpinability;

c) it demonstrates to interfial and external stakeholders that the organization has a financial strategy in
place to meet their demands, now and in the future.

The long-term financial planning process should involve the financial and non-financial staff|working
together|to combine the important elements of strategy development, asset management planhing and
financiallforecdsting. For more detail on the long-term financial planning process, see Annex B.

8.4 Budgeting

The budgeting process is more efficient when informed by a long-term financial plan that has been developed
collaboratively with financial and non-financial staff input. Asset management should be a key driver as part
of the corporate objectives for budget development and spending decisions. Financial criteria should form
part of the decision-making criteria about how to achieve corporate asset management objectives.

Asset management is implemented from a mid- and long-term perspective and budgeting should also be
approached in the same way. When financial and non-financial areas understand the asset conditions and
objectives required, they can collaboratively prepare the asset management plan and associated costs using
zero-based budgeting or activity-based budgeting and agree on the budget necessary for the next year.
Whichever method is used, it is paramount that the financial and non-financial staff collaborate to reach an
agreed budget.
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Inadequate budget provisions can lead to higher LCCs, inequitable charging and financial shocks in future
years. The annual budget should recognize the consumption of asset service potential (depreciation
or amortization) and appropriately fund it. It is also important that the budget correctly categorizes
expenditure for CapEx versus OpEx and provides for any donated assets received in the prior period, as
these can have impacts on additional operations and maintenance costs, depreciation, etc. When aligning
financial and non-financial functions, it is important to set criteria such as a capitalization threshold for
categorizing OpEx and CapEx.

Given there is often a limited budget for expenses, there can be discussions on whether to increase CapEx
for asset replacements which may reduce OpEx. Alternatively, to save on CapEx, it can be decided to keep
existing assets running, even if due to age and condition they can require increased OpEx. The decision to go
one way or the other can also have an impact on the profit and loss statement through depreciation as well
as on tajes. Again, good collaboration between financial and non-financial staff is paramount to.d¢termine
the apprppriate proportions between CapEx and OpEx.

8.5 Financial reporting in asset management

Accounting standards are used by the financial function for the organization’s finah¢ial reportirjg. These
standards contain specific requirements regarding the definition of an asset,cwhen to record fn asset,
and how to report financial information about an asset. Financial reportingfunctions typically address
past events. However, many organizations are increasingly looking to their financial accounting/asset
managerpent functions to provide managers with aligned financial and nef-financial information fo better
inform afset management decision-making for planning ahead.

It is nedessary for non-financial functions to have a basic undenstanding of financial and adcounting
principlds for asset management to foster discussion and communication between different functiopal areas
within ah organization. It leads to better understanding of the terminology and language commonly applied
by finang¢ial and non-financial staff relating to asset management.

With respect to how an organization should fulfil its accounting functions in terms of asset management, it is
necessarly thatboth the financial and non-financial staff'collaborate on financial reporting. This collgboration
is imporfant as the non-financial functions can previde useful asset information to the financial flunctions
to imprope the accuracy and completeness of theé.financial reports. For example, information on actjual asset
condition, status, use, impairment and remaining useful life can be useful inputs to incorporate| into the
financiallassessment of the organization’s-assets.

Organizdtions should also seek collaboration between the financial and non-financial functiopns when
reporting to stakeholders throughrmanagement accounting. Management accounting includes items such as:

a) sustpinability ratios (sugh,as renewal spent/renewal required in the asset management pjan) that
dempnstrate whether assets are being appropriately renewed or maintained to ensure seryice level
capability;

b) funding requirements for renewal and replacement of assets and the degree to which these gre being
funded over thedong term;

c) ifapplicahle; the financial impact of ESG- and SDG-related expenditures;

meeting

its asset management objectives.

Annexes C, D, F and ] contain more detailed information about accounting, financial reporting and other
financial functions.
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9 Performance management

9.1 General

To manage performance, it is necessary to make financial and non-financial evaluations to enable better
decision-making by the organization. These evaluations need sufficient and reliable information. This
activity is a requirement of ISO 55001:2024.

Performance management is an essential element in asset management to achieve the organizational
objectives. It concerns the following:

a) Measurements: What are the objectives and targets? What is to be measured? When and how?

b) Eval
c¢) Impt

A balandg
should b

Sound fi
(predicti
related i
manage|

pation: Are the plans executed as intended? Are the intended objectives achieved?
ovements/adjustments of plans to achieve the objectives.

e must be sought when addressing performance, cost and risk. Therefore, these three
b measured in relation to each other.

plements

hancial management includes both financial accounting (historical) dahd management adcounting

ve). Performance management is essential to provide aligned financial and non-financ

al asset-

hformation for both purposes. Therefore, it should be monitored\regularly for the value it adds to

ial decisions, and not only for auditing purposes.

9.2 Performance measurement
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accuracy
from bof

hince evaluation should be carried out in many layers against specific, measurable, ac
and time-based (SMART) objectives aligned to eachlayer.

hievable,

start with a self-evaluation by every employeetor team. The organization’s managers shoulld create

that enables and encourages such activitiess

[uent layer of evaluation can be fromxregular performance reporting (e.g. with the sup

port of a

scorecard). The balanced scorecard:should report on financial and non-financial measyrements
e balance between performance;¢osts and risks. This should be carried out at a regular frlequency.

pfits of regular performance reporting come from preparing the report itself, as well as

from the

n about it within the teamrat other managerial levels. Based on these discussions, impjjovement

an be initiated.
rers of evaluation can be sought through internal and external performance audits.

Aince measurementyinvolves both financial and non-financial measures. A significant part of
hince measureinent can involve auditing.

financial

audits should typically address a wide range of issues primarily pertaining to the adcounting

s, butalso pertaining to asset management practices. The auditor, in forming an opinion
and completeness of the financial reports, should analyse and assess information that

as to the
s drawn

H-financial and non-financial functional areas. Typically, advice is required from a witiie Cross-

section o

I the organizations runctional areas, 1mcluding top management, on Issues such as whether:

a) the level of corporate governance exercised by the organization over assets is appropriate, particularly
in areas of acquisition, existence, proper use and disposals;

b) the valuation and depreciation or amortization methodologies are in accordance with the relevant
accounting standards;

¢) the depreciation or amortization methodology is logical and provides a reasonable measure of the level

ofre

maining service potential and the pattern of consumption of the service potential;

d) all critical assumptions are supported with sufficient and appropriate evidence;
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e) the asset register is current, accurate and complete to an appropriate level required for its users and
stakeholders can have the required level of confidence in its data integrity, quality and currency;

f) the accessibility of information is adequate;
g) valuations have been kept up to date as needed;

h) the organization is monitoring the health and condition of its assets and their remaining useful life and
clearly understands the relationship between the asset condition and its current value.

To manage performance, it is necessary to make appropriate evaluations to enable better decision-making
by the organization. These evaluations need sufficient and reliable data that addresses both financial and
non-finapcial measures. This activity is a requirement of ISO 55001:2024

9.3 Performance reporting

The quality of reporting is highly influenced by the quality of the underlying data. When’deternjining its
informatlion requirements, the organization should consider:

a) the Information should enable decision-making and its quality relative to thie cost and complexity of
colldcting, processing, managing and sustaining the information;

b) the participation, knowledge and skills mix of the relevant financial and’non-financial management and
staff of stakeholders to provide the types of information required to-Support decision-making 3s well as
to ensure the completeness, accuracy and integrity of the necessdryinformation;

c) the

eed for both lead and lag indicators to be considered ané/réported on.

Performance reporting addresses internal policies, procedures and processes, including risks, cogts, value
, asset health, life cycle performance, etc. The pufpose of such reports is to recognize actpal costs,
to validafe prior decisions, to recognize changes in value'and to assess possible future value enhanicements.
Reporting should be designed and coordinated to_effectively and efficiently report on changes ip values,

igble key performance indicators should have a direct relationship to the organization’s lpong- and
short-terlm objectives as stated in the SAMR(They should include both leading and lagging indicatofs. Every
area of the organization can have specific indicators that should be monitored. In defining these indicators,
various perspectives can be considered, including financial, customers/stakeholders, the organization’s
capabilitlies and internal processes=There is a need for the financial and non-financial functionallareas to
work together in defining dynanriciindicators linked to the organization’s context.

Once alignment in shared asset granularity has been achieved, there is a possibility that the perﬂormance
indicators in different locations can be found to refer to different levels of granularity. Performance
managerpent should enSure that the indicators in different locations produce coherent information

For exanpple, the finance department can set up financial indicators for individual assets, such as yaluation
or deprefiation.At'the same time, the maintenance department can set up OpEx indicators for ipdividual
assets and praductivity indicators for entire production lines (asset systems). In such cases, the individual
indicatogs,should be combined, communicated and accessed in a way that provides coherent and|relevant

T oo CCTroToO oISt

It is important for good performance management to regularly monitor and assess the performance
indicators and underlying data. Knowledge gained from this monitoring and assessment provides confidence
in performance and support continual improvement.

Ultimately, whatever approach an organization determines to take in asset management, it should
balance and include the organizational objectives, and internal control elements of identifying objectives,
effectiveness and efficiency of the operational approach, reliable reporting (both financial and non-financial)
and the applicable compliance requirements.
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Annex A
(informative)

Guidance on capital investment planning

The objective of capital investment plans should be to utilize information from the asset management and
service or demand planning processes to:

a) ensyre the timely renewal and replacement of assets where they deteriorate over time and use

b) ensyre due consideration of the need for new assets to meet future demand, climate change, resiliency,
market changes/uncertainty and customer needs;

c) proyide a level of certainty for stakeholders regarding the location and timing of ¢apital investments;

d) idenfify the most appropriate means of financing capital improvements;

e) provlide an opportunity for key stakeholder input into the budget and financing process;

f) mitigate the risk of unanticipated, poorly planned or unnecessary CdpEx;

g) reddce financial shocks by anticipating possible sharp increasesiin various costs, such as tax|rates, or
vendor fees and debt levels to cover CapEx;

h) ensyre that patterns of growth and development are consistent with the SAMP;

i) balahce desired capital improvements with the stakeholders’ risk appetite, financial resoufrces and
capabilities;

i) proyide cash flow planning and optimization;

k) comply with the organization’s ESG and SDG strategic plans.

Various fgencies have produced framewaorks for carrying out the prioritization of capital programs, all of

which follow similar general steps.

An exampple of such a frameworlkis-given in Reference [16].
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Annex B
(informative)

Guidance on long-term financial planning

B.1 General

Long-ter
that str
objectivg

Financia
using as
Appropr
remainir

Successf
asset m

rely on

long-tert
which pr
the regu
financial
satisfied
adjustmg
planning

The long
(i-e. todd
should a
directior

NOTE
and spred

A typical

financial planning should use forecasts to provide insight into future financial caiacity SO

egies can be developed to achieve long-term sustainability, taking account of the orga
s and financial challenges.

forecasting requires a process of projecting revenues and expenditures over.a\long-terr
sumptions about economic conditions, future spending scenarios and other salient

ization’s

h period,
ariables.

ate planning horizon should be used that suits the organization context ‘ahd needs, conpsidering

g useful life of assets.

1l long-term financial planning is based on organizations havingc-robust and current S
nagement plans for the assets involved in providing their core products or services. Orga
hese asset management plans to inform on OpEx and CapEx tequired over asset life cy]
h financial planning process should be directly linked and-aligned to the asset managems

AMP and
hizations
cles. The
nt plans,

ovide expenditure projections that should be fed into the‘financial planning process, comsidering

ar financial cycle of the organization. There would typically be multiple iterations of the 1
and asset management plans to arrive at a final position where all stakeholders are
that the specified level of service can be afforded-I¥'should be noted that there can be a ne
nt by varying service levels to meet financial constraints. The final position is then funded
period of the long-term financial plan.

bng-term
renerally
ed for an
over the

Lterm financial planning process shouldnote whether monetary amounts are expressed i current

y’s prices) or adjusted (adjusted each year by the expected inflation rate) values. Orga
hnually review long-term financial\planning activities and update the plan as needed td

to the budget process, although.not every element of the long-term plan should be revised.

Reference [19] provides a pfactice note on how to develop a long-term financial plan, including
dsheets, which is freely ayailable.

flow chart for the long-term financial planning process is given in Table B.1.

hizations
provide

templates
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Table B.1 — Guidance on long-term financial planning

Long-term financial planning

Stage

Activity

1. Asset

1.1 Identify services to be provided and the level of service required from service plans.

1.2 Prepare asset management plans for all asset classes/categories, considering service plans
and the associated agreed levels of service.

1.3 Develop the projected expenditures required to provide services over an appropriate
planning period for:

— operations;

manafement
plajning

— Maintenance;
— capital renewals;
— capital upgrade/expansion and new assets;

— asset disposals (income less costs of disposal).

NOTE Projected expenditures from the asset management plan aregenerally expressgd in
current monetary values.

2. Pyepare
expenditure
projgctions

2.1 Identify the expenditure categories required for the long-term financial plan. This|should
ensure that information is capable of being presented in thessarne financial statements fformat
as the entity presents its annual budget and end-of-year fitancial statements, e.g. expemse cate-
gories, such as employee costs, contractual services and nraterials, and asset categorieg, such as
buildings, infrastructure, and plant and equipment.

2.2 Develop representative proportions of projected expenditure categories from the asset
management plan in the categories of the long-term financial plan, e.g. for maintenance (figures
are examples only):

— employee costs 45 %;
— contractual services 25 %;

— materials 30 %.

2.3 Break up the projected-expenditures from the asset management plan into the expenditure
categories of the long-termi\financial plan for a 10-year planning period, e.g. for maintefance
[figures are examples only].

Year 1 2 3 4 5 6 7 8 9 10
Employee costs 45 46 46 47 54 59 56 56 55 59
Contractual 25 26 26 26 30 33 31 31 30 33
services
Materials 30 31 31 32 36 39 37 38 36 39

NOTE These projected expenditures are usually in current monetary values.

8.1 Prepare the long-term financial plan using projected expenditures from the asset mapagement
plan as well as projected expenditures associated with non-asset-related services and responsi-
bilities (e.g. governance) and associated income and borrowing proposals.

Develop key financial indicators and appropriate financial performance targets.

3. Financial
planning

3.2 Review the financial affordability of services and the long-term financial sustainability of
the entity.

Review the key financial indicator trend results against the targets over the planning period.

Review the ability to raise funds to achieve projected expenditures and revise proposals as
necessary.

Review services, service levels and projected expenditures, and revise proposals as necessary.

NOTE Source: Modified from Reference [16]. Reproduced with the permission of the authors.
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B.2 Long-term financial planning process steps

B.2.1 General

Along-term financial planning process should consider the SAMP and include the following steps:

a) amobilization phase (see B.2.2);
b) analysis phase (see B.2.3);

c) adecision phase (see B.2.4);

d) an execution phase (see B2 5)

B.2.2 Mobilization phase

The mobijlization phase prepares the organization for long-term planning by creating consensus onwhat the
purpose fand results of the planning process should be, the time frame for the plan and the parties|involved

in preparing the plan. The mobilization phase includes the following actions:

a)

b)

B.2.3

Definitio

Resdurce allocation: This step includes determining the composition of thejproject team, identifying the
project sponsor, and formulating a strategy for involving other important)stakeholders. This ptep also
involves the creation of a high-level project plan to serve as a roadmap.for the process.

Prellminary gap analysis: This step helps raise awareness of special issues among planning participants,
such| as the board or non-financial executive staff. A scan of the* financial environment is common at
this point.

Identification of service policies and priorities: Serwviee policies and priorities have important
implications on how resources are spent and how re¥enues are raised. A strategic plan or g priority
setting session with stakeholders can be useful in identifying service policies and priorities.

Validation and promulgation of financial polici€és:’Financial policies set baseline standards for [financial
stewardship and maintaining structural balance, so a planning process should corroborate|whether
poligies are in place (as well as the organization’s compliance with those policies) and also identify new
poli¢ies that can be needed.

Analysis phase

of purpose and scope of-planning: The purpose and scope of the planning effort should become

clear as|a result of the previous activities, but the process should include a forum for developing and

recognizj

ng their explicit parpose and scope, as well as for detailing them in documented information.

The analysis phase is_designed to produce information that supports planning and strategy deve
The analysis phase_includes the projections and financial analysis commonly associated with |
financiall planningsThe analysis phase involves information gathering, trend projection and an

lopment.
bng-term
alysis as

Infoymation gathering: This is where the organization’s context can be analysed to gain|a better
1€ 2 ectfin i iH e 1 factors

undeé FReHREo : : : abtitytmpreved-understanding ot contexty

can lead to better forecasting and strategizing.

b) Trend projection: After the organization’s context has been analysed, the planners can project various
elements of long-term revenue, expenditure, and debt trends.
c) Analysis: The forecasts can then be used to identify potential challenges to financial stability (e.g.

imbalances). These can be financial deficits (e.g. expenditures outpacing revenues), environmental
challenges (e.g. unfavourable trends in the environment) or policy weaknesses (e.g. weaknesses in the
financial policy structure). Scenario analysis can be used to present optimistic, base and pessimistic
cases. Risk analysis is usually undertaken as part of this phase.
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B.2.4 Decision phase

After the analysis phase is completed, the organization should decide how to use the information provided.
Key to the decision phase is a highly participative process that involves stakeholders, staff and customers.
The decision phase also includes a culminating event where the stakeholders can assess the planning
process to evaluate whether the purposes for the plan described in the mobilization phase were fulfilled and
where a sense of closure and accomplishment can be generated. Finally, the decision phase should address
the processes for executing the plan to ensure tangible results are realized.

B.2.5 Execution phase

After the plan is officially adopted, initiatives should be put into action (e.g. funding required in achieving
goals). Tihe execution phase is where the initiatives become operational through the budget, [financial
performance measures and action plans. Regular monitoring and reporting of performang¢e /imdicators
should bg part of this phase.
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Annex C
(informative)

External financial reporting standards and principles

C.1 Examples of financial reporting

Some examples of external financial reporting are:

a) annyal reports to investors, stakeholders and/or government oversight bodies;

b) taxry

c) statiyitory accounts to national bodies;

d) grou
e) stati
f) sped
g) insu
Many co

global le
within 1
reportin

— [IFRY;

— USQ

— Intes

C.2 Ex

C.2.1 (

Most acd
are then|
accounti

A (finan

eporting to relevant levels of government and tax authorities;

p reporting to parent companies;

stical reporting to national bodies;

ific reporting to regulatory bodies at the sector level;
Fable values.

intries have their own local specifications and requirements regarding financial reportin
vel, there are some accounting standards generally accepted and commonly used for 1
hrge international companies or for public s€ctor organizations. Some examples of
b standards and principles are:

i

AAP;
national Public Sector Accounting Standards (IPSAS).
ternal financial reporting principles for assets

feneral

translated.into specific guidance about how to register an asset within the organizati
hg provisions.

Fial) fixed asset register kept in accordance with these parameters provides reliable

informatiien.to support makmg dec151ons regardmg an orgamzatlon s asset management A compr
asset register—< it 2

ounting standands include the accounting principles or values described in C.2.2 to C.2,

g. At the
eporting
financial

5, which
bn’s own

Hata and
ehensive

shareholders by presentmg a fair view of its asset base in its f1nanc1al reportmg

C.2.2 Fair presentation

's and/or

Fair presentation requires the faithful representation of the effects of the transactions, other events and
conditions in accordance with the definitions and recognition criteria for assets set out in the accounting
standards. Events or transactions through the capital asset life cycle can include, but are not limited to:

— initial asset recognition when in use or ready for use;

— assetretirement obligation;
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— value adjustments;

— changes in useful life;

— betterments or improvements;

— noti

n service;

— abandonment;

— held

for sale or disposal.

C.2.3 Accrual basis for accounting

Accrual

asis for accounting requires that transactions be recorded based upon events, €lg.

construdtion in progress (CIP) [sometimes referred to as work in progress (WIP)], assets
completipn and substantially ready for intended use, rather than at the time that cash ofcash eq
change Hands. The accrual accounting and the matching principle requires an organization to reco
relationghip between its OpEx and CapEx (related to physical assets) and the deliveryof the required value
to the organization during the period of incurrence, again, regardless of when cash payments are njade.

C.2.4 IFRS valuation rules

IFRS val
example

—  “fain
cost

ation rules provide options on the methods for how assets are registered in financial repo

delivery,
reaching
hivalents
bnize the

rting, for

value” refers to the method in which the actual value ofthe’asset is recorded and not the historical
of the asset (being the cost at moment of acquisition); the use of fair value is recommended for

organizations managing assets, particularly long-lived\assets, as it can provide more mdaningful

infor

mation on which to base decisions about asset repldcement, depreciation, etc.;

— use ¢f capitalization threshold: some accounting standards allow the organization to capitalizg only the

cost
and

C.2.5 ]

should be applied consistently.

\ppropriate implementation ef-duditing principles

Appropr

of the fomowing assertions regarding.the registration of its transactions: completeness, existence,

valuatio

— “con
built
disp
new

NOT

—  “exis

, obligations and rights;and presentation (CEAVOP), for example:

are effectively registered in the FAR, i.e. technical or operational decisions to buy or pur

. Theterm “fixed assets” generally refers to property, plant and equipment.

tence” of the FAR means that the asset units or groups in the financial FAR are actually p|

the

rganization, i.e. they “exist” in the organization;

pf assets above a certain threshold; this threshold is then part of the valuation rule of the orggnization

ate implementation of auditing principles implies that the organization adheres to the pgrinciples

pccuracy,

pleteness” of the fixed’asset register (FAR) means that asset units or groups of assets purghased or

thase (or

pbse of) an assét)llave been communicated to the financial function, enabling them to register the
assets in thé AR at the required componentization level (or write-off in the case of dispodal);

|resent in

— “accuracy” means that the transactions (purchase, sales, depreciation) are accurately calculated and
registered in the FAR;

— ‘“valuation” means that investments, maintenance and disposals are properly valued according to the
applicable accounting standards and valuation guidance; this can require another basis of valuation (e.g.
replacement cost also in FAR when accounting standards require the use of market value for reporting
purposes);

— “obligations and rights” means that the ownership or the control of the assets are properly disclosed;
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— ‘“presentation” means that the financial information and explanations are correctly described and
presented according to the applicable accounting standards.
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Annex D
(informative)

Financial accounting functions for financial reporting

D.1 General

Clauses
of asset
financiall
and non-

it is impgrtant to foster better communication between staff to assist them in perfornging their dy

followin

— financial asset register (see Clause D.2);

— valu
— fair
— depr
— imp4
— usef]

—  resid

Non-financial information should be considered by the organization on the above topics, to

accounti
past eve
manage|
decision
and acti
accounti
everythi

D.2 Fi

A finand
organizations) should contain the data required to register certain transactions during the life cy

assets, s

standard

D.2 to D.8 expand briefly on how an organization should fulfil its accounting functions
management to the extent required for conforming to the accounting standards of eadh
reporting needs. The information in this annex is intended to raise awareness among both

F main topics are addressed:

htion/revaluation (see Clause D.3);

Faluation techniques (see Clause D.4);
eciation (see Clause D.5);

lirment (see Clause D.6);

1] life/remaining useful life (see Clause D.7);

lual value (see Clause D.8).
hg function in a proper manner. As well'as the financial reporting functions, which typically
1ts, many organizations are increagingly looking to their financial accounting functions tg
s with essential financial information as part of the asset management functions, to bettg

making for planning ahead.Jn this document, the financial functions refer to life cycle
Uities such as managerial-gosting and accounting, budgeting, financing, valuation, taxa

hg else pertaining tomanaging the life cycle of the assets.

hancial assetregister

ial asset.register (referred to as the “fixed asset register” or “fixed asset database”

lich ds~cost of acquisition, depreciation, valuations, etc. Depending on the applicable ad
,£hose data can be expressed in historical currency, or they can be adjusted either for

in terms
ountry’s
financial

financial staff of some of the basic accounting provisions for asset management awareness; however,

ties. The

fulfil its
r address

provide
r inform
rocesses
tion and

hg for financial reporting-relating to the assets. Non-financial functions can be deempd to be

in some
cle of the
counting
nflation,

market v

alations or rnp]nrnmnnf cost

Such data may include the following:

a) Acquisition date: The date the asset was purchased or put into service if self-constructed.

b) Acquisition cost: The (historical) cost for which the asset was purchased.

c) Useful life: The period over which an asset is expected to be available for use by an organization, or the
number of production or similar units expected to be obtained from the asset by the organization. This
period should be identical to the period during which the organization distributes the acquisition cost.
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Depreciation percentage, calculated as per the depreciation methodology. Alternatively, this can be taken
to be read as the “percentage of each unit of time” (month, year, etc.) or “production unit of useful life”.

e) Accumulated depreciation: The accumulated amount of depreciation since the acquisition date.

f) Accumulated impairment: The accumulated amount of impairment since the acquisition date;

g) Book value: The difference between the acquisition cost and the sum of the accumulated depreciation,
diminutions and other accounting charges as recorded.

h) Fair value: An estimated exit price of the asset as part of an ongoing operation, normally determined

through an appraisal. Fair value is defined as is the price that would be received to sell an asset or paid

to transfer a liab n an orde ansaction between market pa pants at the mea eme

nt date.

For complex assets, such as infrastructure, accounting standards require a recognition of the|component
parts of [some property, plant and equipment that have useful lives different from that of(the mgin asset.
Accounting considerations for identifying components are primarily related to the materialjty of tHe impact

See 6.1 for more on the relationship between the financial asset register and other asset registers.

D.3 Valuation/revaluation

Asset values are used by many parts of the organization for a variety(of differing purposes, inclfiding for

financialreporting, insurance purposes, taxation and asset management. These asset values shoul
in the agset registers and, accordingly, there is a need for financial and non-financial functional
work together for the common benefit of an aligned set of assetregisters.

Valuation is the process of estimating the value of anythinggincluding an organization’s assets and |

i be held
areas to

abilities.

In the fijancial community, value is defined identically*by both major international accounting stpndards:

the IFRS|and US GAAP.

IFRS 13[k0 defines “fair value” as the price that would be received to sell an asset or paid to t

ransfer a

liability |n an orderly transaction between matKet participants at the measurement date (an eyit price).

Where a[market price doesn’t exist, IFRS 13 applies the current replacement cost.

The “bogk value” is the amount at which physical assets are registered in the financial asset regist

er. At the

time of dcquisition, the cost is registered as “acquisition cost” or “cost of origin”. This cost is subsequently

depreciated either by time or praduction, and the cost of acquisition net of depreciation is usua

ly called

“book vdlue”. While normally beok value would vary between its highest level at the date of actuisition,

and gradually decrease to zefoJor residual value at the end of accounting useful life, there can be i

stances

during the asset’s lifetime inwhich book value must be revalued, upwards or downwards. At thosg times, a
valuation should reflectthe impact of a new situation in the organization’s financial statements. Exgmples of

such new situations are:
a) an old produgtion line can be used after some modifications for producing a new product;

b) the daledffan asset;

C £

c) the longerusefuttifeofamasset{eg-whenasubstantial parthas beenreptaced asew);
d) theincreased service or production capacity of an asset;

e) introduction of fair value accounting;

f) economic environment and market conditions have worsened, and impairment (additional depreciation)

is called for;

g) functional changes have occurred to the assets, and they are no longer able to perform at the expected level;

h) technological advances in the marketplace have occurred and the asset(s) are no longer economically viable.
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While various accounting standards can allow values to be recorded in different ways, such as at historical
cost, it is widely recognized that for meaningful asset management decision-making, fair value/current
replacement cost should be used. Unless decisions on issues such as replacing of assets, investing in
renewals, depreciation or disposal are based on current market values or their equivalent, it is unlikely that
the current costs in current monetary terms are understood. Financial and non-financial functional areas
should understand the requirements, put in place the necessary processes and work together to generate the
necessary information required for decision-making on the above issues as well as on associated matters,
such as pricing of services.

Physical assets can last a long time but usually not forever, except for land. Asset management planning helps
to determine when it is appropriate that such assets be renovated or replaced and requires a knowledge of
what these costs.

AccountJng records require the timeline and method of depreciation. This is used in part to detérmine an
estimate| of annual consumption (depreciation) of the asset each year. It is important to note\howegver, that
the accofinting record of the value of an asset utilized in determining depreciation recetded in [financial
statemenpts, should be based on current replacement cost or actual fair value.

[FRS accpunting standards provide a choice between maintaining asset values on ah‘historic cosf basis or
periodically revaluing them. Where they are revalued, this occurs in accordanee-with fair value principles
(see Clayse D.4). US GAAP similarly provides this choice except that it does-not permit reversal|of write
downs fqr impairments or abandonments.

Irrespective of whether IFRS or US GAAP is applicable, it is important toyrecognize that entities in|different
countriep can be required to comply with other local requirements dpplicable either generally or t¢ specific
classes jientities and these requirements can over-ride applicable-aeeounting standards. For examp(re, where
IFRS is utilized, some classes of organization can be specifically.required to regularly revalue assefs. In the
US wherg US GAAP is applicable, US GAAP-compliant publicly~traded companies are required to influde the
value at fair value (i.e. revalued) in notes supporting their financial statements.

In circumstances where an organization is not required or has opted to not revalue long-lived|physical
assets, blit the value of these assets is significant reldtive to its scale (e.g. relative to average annuallincome),
a record|of the current fair value of such assets,can be maintained for internal decision-making gurposes.
This ass]sts in the preparation of reliable asset-management plans and help in determining cost{effective
and longfrun affordable service levels from such assets.

use wheh pricing the asset or the liability under current market conditions, including assumptions about
expectatiions and risk. However, not)all assets operate in an active trading market. Examples incljide long-
life infrajstructure type assets. [ERS 13[20] requires that “valuation techniques used to measure fpir value
shall makimize the use of relevant observable inputs and minimize the use of unobservable inputs”

When measuring fair value, an organization should use the assumptions that market participa:|:s would

Unobseryable inputs shetlld be used to measure fair value to the extent that relevant observable ifpputs are
not available, therebyallowing for situations in which there is little, if any, market activity for thqg asset or
liability #it the measurement date. However, the fair value measurement objective remains the sanpe, i.e. an
exit pric¢ at the measurement date from the perspective of a market participant that holds the assef or owes
the liabillity.

D.4 Fair valuation techniques

An organization should use valuation techniques that are appropriate in the circumstances and for which
sufficient data are available to measure fair value, maximizing the use of relevant observable inputs and
minimizing the use of unobservable inputs. Using appropriate accounting standards and qualified experts is
necessary. Collaboration between financial and non- financial functions is essential to gather the necessary data.
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The objective of using a valuation technique is to estimate the fair value of the asset including the cost to
replace its service capacity. The following three valuation techniques are widely used:

a) Market approach: This approach provides an indication of value by comparing the asset with identical
or comparable (that is similar) assets for which price information is available. When reliable, verifiable
and relevant market information is available, this approach is the preferred valuation approach.

b) Cost approach: This approach provides an indication of value using the economic principle that a buyer
pays no more for an asset than the cost to obtain an asset of equal utility, whether by purchase or
by construction, unless undue time, inconvenience, risk or other factors are involved. This approach
provides an indication of value by calculating the replacement or reproduction cost of an asset and
making deductions for physical deterioration and all other relevant forms of obsolescence. This
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me approach: This approach provides an indication of value by converting future ieash
e current value. Under this approach, the value of an asset is determined by reference to
come, cash flow or cost savings generated by the asset.

bsets (e.g. infrastructure) do not have a market value or a future revenuestream, the cost
bst appropriate valuation technique. The valuation process requires‘that all three techn
ed and only those that are not applicable be discarded. Finally, there should be a conclusion
ng appropriate weight to the valuations obtained from each applicable technique.

hl, depreciation refers to the loss in value of an asset during the economic useful life of
pcating a yearly cost of the use of the asset to each.year. The depreciation charge for each
ed in a profit and loss statement. The remainingwalue of the asset at the end of its econon
be equal to zero or to the remaining asset value (for residual value, see Clause D.8) as esti
hization from time to time.

US GAAP (or other GAAPs) require thatthe depreciation method used reflect the pattern
’s future economic benefits are expeeted to be consumed by the organization. The orgs
elect the method that most closely reflects the expected pattern of consumption of th
C benefits embodied in the asset and based on what is allowed from local jurisdictions. Tha
e applied consistently from period to period unless there is a change in the expected p
tion of those future economic benefits. Close collaboration between financial and non-
uld be encouraged to arrive at an agreed pattern of consumption and the depreciation
banizations generally establish asset classes, which are not always consistent with the esf
tion for income taxclassification purposes.

1 accounting,procedures include several depreciation methods, depending on the ac
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s to be used or depending on the type of reporting. The following list gives some examples of

deprecia

a) Linepr depreciation method or straight-line depreciation or amortization (for intangible assets]
basddj-yearly depreciation is equal to the acquisition cost less any residual value, divided by t

ion methods:

:If time-
he useful

life of an asset. Again, this applies when assuming the asset is not revalued. This method results in a
constant charge over the useful life if the asset’s residual value does not change, the useful life does not
change, or the asset is not revalued.

b) Diminishing balance method: This method results in a decreasing charge over the useful life.

¢) Units of production method: This method results in a charge based on the expected use or output.

d) Residual value depreciation: This method can be used for assets with a very long useful life because:

1) assets are valued at a specific value (market value, replacement value, historical purchase value);
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2) depreciation (which can be linear or not) to a certain residual value can be determined as a
percentage of acquisition cost; once an asset is disposed, its remaining balance should be taken as
that asset’s final depreciation.

In cases where the chosen depreciation method results in book values in material excess of fair value, the
organization should register an impairment in order to bring the book value of the asset to the estimated
fair value (see Clauses D.3 and D.4).

D.6 Impairment
Impairment is the decline in the future economic benefits or service potential due to extrinsic or intrinsic

COHdlth S—O1 a Ay a V v, v PTtio PO ald to be
impaired when its book value exceeds the recoverable amount.

Impairment is an accounting treatment that should be applied at the moment an event.occurs|that has
an immgddiate negative impact on the book value of all the assets that belong to one and the sgme cash
generatihg unit. A change in the expected demand for a product resulting in a shorter-useful life of the asset
is an example of an event giving cause for the registration of an impairment.

EXAMPLH A shopping centre is strategically located next to a large, specialized factory that employs thousands
of employjees. The factory work moves to a new facility a long distance away, with thé)consequence that the|shopping
centre’s cistomer traffic diminishes by 75 % and most of its tenants vacate. This causes the shopping centre fo receive
a diminishing cash flow, revenues and profits, and consequently to lose significant'market value.

This evept is registered in terms of accounting by decreasing the~-current net book value of the| asset to
the current fair value. It should be noted that some accounting&tandards, such as IFRS, allow reversal of
impairment losses recorded in prior years. It is important to;understand how the asset conditioh and its
current yalue are related and what are these effects on the value.

It is recommended that decisions on impairment for infrastructure assets should be made with a long-
term view. Infrastructure assets have long lives compared with industrial plant and equipment, and their
value shpuld not be evaluated by a certain event occurring in a short time period. Also, impairment for
infrastrycture assets can cause the organizationto reduce any charged tolls or fees, as well as to Influence
its credifworthiness and make financing more difficult, which in turn can cause further deterioration of the
infrastrycture.

As can b seen from the above example, determining whether an asset is impaired should involve|the non-
financiallstaff who manage the asseton a day-to-day basis.

It should also be noted that if there is an indication that an asset is impaired, it can instead mean that the
remaining useful life, depreciation method and/or residual value should be reviewed and adjustegl, and no
impairment loss recognized,

Accordingly, judgement'should be used to determine whether it is more appropriate to record an impairment
loss or thake otheradjustments, with decisions being documented, including advice from relevant non-
financiall staff.

Sometimes during impairment reviews it can be found that an asset no longer exists. If this occury, it is not
an impajrment but a deferred recognition of a disposal, and an investigation should take place tq identify
and correct the process failure.

D.7 Useful life/remaining useful life

Useful life for an asset is generally the lesser of the period over which an asset can meet requirements
based on technical, performance or economic factors. An asset’s useful life determined by an organization
can be limited by economic, functional or technological considerations, rather than by physical condition
considerations only. For that reason, an asset at the end of its useful life can be in a condition where it still
has a residual value. That asset can be productive for another organization, which would determine its
useful life for its life cycle in the new organization.
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For many long-term infrastructure and equipment assets, the useful life is determined by factors such as
obsolescence, lack of maintenance support, decrease in reliability/availability, degradation in performance
capability, operational availability and economic replacement feasibility. This determination requires
cooperation between the financial and non-financial (operations/maintenance) groups to enable the right
decision to be made as to whether it makes more sense to maintain the asset or to replace the asset.

For accounting purposes, the useful life of an asset is often defined for a particular established asset
class and is used to establish the period over which the asset is depreciated or amortized. For accounting
purposes, the useful life can be generally correct. However, for the operational function that uses the asset
and should project when a particular asset should be replaced, the user’s estimate of useful life is probably
more reliable because of additional pertinent considerations. This again highlights the need for the financial
and non-financial functions to work together to improve estimation of actual useful life.

The determination of an asset’s useful life requires considering various aspects such as the fOllOWi]I]g:

a) Phydical: Analysis of failure rates, production capacity, wear and tear in the .asset’s dperating
envifonment.

b) Technological: Foreseeable changes that can make the asset or the production strategy obsolet

D

¢) Fungtional: The expected evolution of market demand for the product\or service that the asset
partjcipates in.

d) Ecorjomic: Anticipation of the period in which the asset can be econdmically exploited.

Depending on the size and nature of the organization, the amount-6f analysis and weight given tp each of
these esfimations can be made:

— infofmally,based onthejudgementofappropriately qualifiedand experienced personnel, or profegsionally,
using available formal methodologies;

— basdd on recommendations from operational ane technical staff in the non-financial areag, as this
information is used to determine a residual valug-at disposition.

The renfaining useful life can be estimated*from the condition of an asset when reliable ¢ondition
deteriorgtion profiles are available. Remainitig useful life can increase when an asset’s total useful life is
extended by rehabilitation work. When reliable condition deterioration profiles are not availpble, the
organization can use local knowledge and experience of the operation and service performance qf similar
assets. Hence, the need to engage beth financial and non-financial functional staff to arrive at a cpnsensus
on remajlning useful life. It is worthwhile for an organization to establish guidance and thresholds around
where tHis alignment and cooperation should be.

D.8 Regsidual value

Residual| value is the anticipated value of an asset at the expiration of its useful life. This value can be
equivalept to opén)market value, scrap or salvage value, or a value that reflects the ability of the asset to
contribufe to the ongoing operation of a business with increased maintenance and operating costls. Assets
with a rdsidual life can, for example, be sold to other organizations. Such a sale reflects the residual value of
the assef to-the first organization.

Residual value only exists where an amount is expected to be received from disposal of the asset at the end
of its life is greater than the estimated costs of disposal if the asset is already at the age and in the condition
expected at the end of its useful life. Some residual values can be reviewed each year, considering associated
uncertainties.

In some cases, residual value can be a negative number because the asset requires significant disposal cost,
such as the demolition of a chemical plant. Again, the assessment of residual value requires advice from both
financial and non-financial functional areas.
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Annex E
(informative)

Asset life cycle activities

E.1 General

Asset md
of these
applicab

— €ong

inagement includes work on a range of activities over the life cycle of the assets. As an
hsset life cycle activities, this annex focuses particularly on the various life cycle phdses
e for an asset or a group of assets:

ept phase or defining requirements (see Clause E.2);

— planphing and design (see Clause E.3);

— asse
— oper

— 4asse

f creation (construction/acquisition) (see Clause E.4);
ation and maintenance (see Clause E.5);

L monitoring (see Clause E.6);

— rehapilitation and refurbishment (see Clause E.7);

— disp

Figure E
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bsal (see Clause E.8).

1 depicts a framework to describe the various:phases over the life cycle of an asset or a
here are many possible depictions of such a framework and each organization can have t
. For the purpose of this annex, this framework is used to present the way in which the
financial functions should align as the-asset life cycle activities are performed. The ob
nancial and non-financial functional areas to collaborate on ways of carrying out asset
most cost effectively.
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Source: Based on Figure 1.2.2.1 in Reference [18].

Figure E.1 — Assetlife cycle activities

ncept phase (defining the requirements)

sion to create a new asset is typically triggered by some change in the need for the servic
e provided by the assets. Atithis early stage of the life cycle of the assets, non-financial fun

rganization’s strategic)or business goals;
ment of investmient decisions with organizational objectives;
takeholders“dével of service requirements both now and in the future;

lative andregulatory requirements.

LCCs to I

ility~for the customer is often a key constralnt that requires the balance of levels of ser

b or level
ctions in

vice and

are well

documented in the literature and should 1nvolve both financial and non- f1nanc1al management and staff.

At the conception stage, it is often a requirement for a business case to be prepared that highlights how
competing options can be compared and tested against the organization’s asset management drives. LCC
calculations are desirably performed to inform asset creation decisions. Ideally, LCC should be factored
together with non-financial aspects of the decision-making process (e.g. cost/benefit analyses, multi-criteria
analyses). There is a need for the financial and non-financial functional areas to collaborate in preparing
these business cases.

During the concept phase, generally the following steps, all of which are treated as operational expenses:

— clearly define the level of service required;
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rmine technology needed and its existence;

conduct conceptual formulation of alternatives;

evaluate alternatives;

select final alternative before moving to detailed design.

Capital budgetallocation is often a competitive exercise between the various departments of the organization.
Obtaining necessary capital funds to meet organizational objectives depends on the knowledge, facts and
determination brought forward by the person or persons who raise the request.

E.3 Pl
Where t

the folloyving phase involves confirming the service required to meet customer needs andensuring
most eff¢ctive solution is found to meet that need.

Staff an

planning and design stage to ensure that future operation and maintenance costs are optimized|
approprifate design. It is important to note that decisions made at the design-stage lock-in future
operatioh and maintenance and, hence, the LCC of the proposed asset or a gteup of assets in its con

Determining LCC is an important part of this phase and should involvé)financial staff in develop
for how the cost of the ongoing services are to be funded, both in currént budgets and in long-term

plans. F
contribu
contribu

The plarining of end of life should be considered at inception including recognition of “asset re
obligations”, as required by financial accounting standards. The potential re-use of an asset or its con
at their dnd of life should be included in this considération.

Organizgtional policy should be in place to require standard processes, forms and reports that are
to meet 4nd implement internal control objectives and requirements.

Accounting treatment of expenditures should be determined at inception with a cost breakdown s
and shoyld be enforced as procurement spending and labour is incurred.
E.4 Agset creation (construction/acquisition)

The assdt creation phasé-involves procuring the assets (construction/acquisition) and putting t

service.

several gJrocurement questions such as the following:

Is th
Are

Anning and design

nere is a need for a new service involving new assets having been approved at theyeonce

management involved in operation and maintenance of the assets should be involve

nding options range from user fees and charges, rates)or'levies, subsidies or grants, d
fions, reserve funds or borrowings. Other options ¢an' include public/private partner
Fions from environmental sources or polluters.

t typically in¥olves significant CapEx for which financial staff should be involved. This

e serviee/product to be delivered in-house or by outsourcing?

he assets to be constructed by internal staff or contracted out?

pt stage,
; that the

d at the
through
costs for
Fext.

ng plans
financial
eveloper
ships, or

tirement
\ponents

designed

tructure

hem into
leads to

Should the assets required be owned or leased?

What form of procurement contract would be most suitable?

[s there scope for trying other arrangements, such as a private/public partnership or alliancing, to

tran

sfer risk (including partial mitigation of the risk of the third party’s subsequent default)?

Determining the best procurement option depend on the work in progress required from the procurement
process and can start with a simple contract based on labour and commodity rates to complete a task. As
proposed works become more complex, a unit rates or lump sum type contract can be more appropriate. On
higher risk projects, it is becoming increasingly common for organizations to explore other arrangements,
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such as private public partnerships or alliancing, as a means of shifting some of that risk to third parties;

this can

obviously come at a cost premium.

Choosing an option should involve both financial and non-financial staff and management to determine
what is most appropriate and then document the process and set up accounts to monitor the financial
recording of transactions involved. At this stage, it is also important to populate data into both the financial
and non-financial asset registers at appropriate levels of detail with componentization that reflect how the
assets is managed once operational. As work proceeds on the procurement process, associated costs must
be capitalized into the organization’s financial management systems to allow future control in terms of
recording valuation and depreciation of the newly acquired assets. Similarly, budgeting for operation and

mainten

E.5 O[Lerations and maintenance

E.5.1 General

Operations and maintenance costs often represent a significant portion of an asset’sAi€Cs. Operat

mainten

E.5.2 (peration

The orgdnization’s operational functions should run the assets to produce the product and/or dg
service dt the required level of service and acceptable level of risk. It is-fundamental that they op
assets inla way that minimizes the LCC. In doing so, they should:

a) iden
b) monjtor the achievement of performance objectives;

¢) staffithe operation with the appropriate technical skills;
d) work collaboratively with the maintenance functions.

The finapcial and non-financial functional areas should collaborate to monitor the appropriate

ance costs that take effect once the assets are commissioned is important.

ince directly and indirectly influence costs, level of service, risk, performance, reputation,

Lify and demonstrate compliance with legal and technical'specification requirements;

ions and
etc.

liver the
brate the

balance

between|the cost of maintaining the assets.and investing capital for asset renewal. The aim is to minimize

LCC in alignment with agreed level of service and the organizational objectives.

E.5.3

Mainten

their funjctional and perforfance objectives. Failure to carry out appropriate maintenance and cal

activitie

a) result in rejection of product internal quality assurance or externally by customers;
b) redyce performance;

c) lowdrreliability;

aintenance
ince is concerned with, earrying out activities aimed at keeping the assets in service and

can:

meeting
brations

d) shorten useful life;

e) lead

to downtime and lead to loss of production;

f) damage reputation;

g) increase overall LCCs;

h) resultin safety, environmental or other undesirable issues.

All of these can affect the financial performance of the organization.
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A maintenance plan should meet the organization’s objectives, purpose and policy, and align with the
organization’s SAMP. The maintenance plan should be developed by experts or manufacturer’s instruction.
Maintenance staff are responsible for implementing the technical activities established in this plan. The
organization’s top management then has the responsibility to fund the plan and the financial staff should
oversee expenditure of the appropriate amount at the appropriate timing, within the long-term financial
plan determined by the organization.

The organization should determine the applicable financial regulations and technical standards or legislation
to understand which activities are categorized into OpEx rather than CapEx. Maintenance costs are usually
OpEx. Capital expenditures are for new items, asset renewal or betterment, or improvements that enhance
functionality and performance or extend the useful life of the asset.

Mainten@fce expenditure 13 usuatly Imcurred throughout the year considering seasonat fiuctuations and
should b determined in annual budgets.

Depending on the type and operating context of an asset, an appropriate approach to-managing assets
should irfjclude activities such as:

— preventive maintenance;
— predictive maintenance, including condition monitoring;
— corrpctive maintenance.

Preventiye maintenance can imply somewhat larger maintenance, cdsts, but it is designed to |increase
reliability and availability without necessarily extending the useful life of the asset, while [reducing
total LC(s. Preventive maintenance aims to slow asset deteriagration or failure risk whereas corrective
maintensnce restores serviceability by correcting failures. The maintenance plan should be sgeking to
optimizg the balance between the costs of these maintenance’activities. It is generally more effgctive for
the operptional and maintenance functions to use a comnion application for maintenance planninpg that is
communlicated transparently to the financial functions.

E.6 Agset monitoring

The orggnization can use condition and:performance monitoring for assets to demonstrate fthey are
deliverirlg the agreed levels of service, to(predict failures and, where necessary, propose interventi¢n before
a functignal failure occurs. The information can be used to help the organization mitigate risk of fdilures or
determine the cost for recovering from a failure event. Asset monitoring techniques should only be gmployed
where they can be suitably justified/ As an example, where the cost of the asset monitoring technique is less
than cosf of the asset failure, assét monitoring can be appropriate. In certain cases, an alternative i to allow
assets to[run to failure and then replace them.

Methods| of monitoring\asset condition and performance vary according to the asset class. Pnce the
ways in which an asset’can fail are defined, then monitoring methods can be chosen to predict|failures,
the apprppriate preventive measures and with the corrective actions likely to be needed. Data fo reflect
the assef conditiont and allow for comparative analysis and consequence of failure analysis in fecision-
making andAimancial planning. Condition and performance assessments, and trends in how the ¢ondition
of the as$ets change over time, are normally used to support operational planning, maintenance scheduling,
improvi tability; tett ihtati i MTing; et bilitation
and refurbishment actions.

This can allow the organization to optimally use the assets and inform decision-makers about the
appropriate balance between CapEx and OpEx over the asset life cycle. For example, through condition
monitoring, the organization can be advised on the most appropriate timing for intervention options, such
as an asset refurbishment or replacement, or rehabilitation, or in addressing deferred maintenance.
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E.7 Rehabilitation and refurbishment

It is important for the financial and non-financial functions to collaborate when planning for asset
refurbishment or replacement to agree on the most appropriate time in the asset life cycle to conduct these
activities.

For most assets, their economic value decreases over time, while the cost of owning the asset (e.g. operation
and maintenance) often increases over time (for other assets, their economic value can increase over time,
such as land, livestock, extractable minerals and forestry). Hence, the optimum point for refurbishment and
replacement should be mutually agreed to balance financial and non-financial requirements and constraints.
For example, the non-financial functions can be driven by the asset condition, functionality, capacity and
performance, whereas the financial functions can be driven by budget constraints in a particular year.

Hence, if]
understg

For an drganization, prioritizing asset renewals against building or acquiring new assets“can 4
b, as ongoing investment in the existing assets to maintain their service delivery~capability is often

challeng
critical t

The use

commonly applied to help to provide a more informed support to the decision-tmaking process.

Determi
strategy

E.8 Disposal

The disp
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equipme]
(includin
obsolesc
changes

Dependi

nding each other’s needs and constraints.

b the sustainability of the service the asset supports.

of predictive modelling techniques to address risk and forecast pemewals requirem|

for the organization and its long-term financial plan.

osal phase is typically the last stage of an asset’s life cycle, it should be anticipated and
Ces at the time when the asset no longer fulfils the organization’s needs. For exa
nt asset reaches the end of its useful life, which’ can be manifested in low or unstable 1
g increased risks to safety), a high running@ost or low product/service quality being deli
ence. A change or disruptions in the organization’s context can also trigger the disposal s
n the financial situation or in public pereeption, a lower demand for products/services).

hg on the nature of the asset, theré.are different approaches to disposal, such as abandon

potentia
importa

large asdet retirement obligation c¢osts for dismantlement, scrapping and site remediation. For ex
unused pipeline that has been abandoned in place and accordingly has ongoing residual liabilitieg
a risk of collapse, or the ownér)of the land demands removal, that must be recognized and managg

organiz

ce to include the projected disposal costs in the whole LCC analysis as some assets are likelj

101.

is important for the functions to collaborate and agree a refurbishment/renewal stratggy after

1lso be a

ents are

ning the optimal timing for asset renewals expenditure is a key input to the capital inyestment

typically
mple, an
eliability
vered, or
tage (e.g.

in place,

re-use of the asset or its components, and scrapping or selling if the asset has residual valye. It is of

/ to incur
mple, an
, such as
ed by the
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Annex F
(informative)

Implementation example — Aligning asset management functions

F.1 General

The example in this annex describes a path of a fictitious company. The company, at the directipn of top
managerpent, is transforming its asset management practices by adopting ISO 55000, establishing an
organizational governance framework and rewriting its SAMP. This starts with improving the-alignment of
its finan¢ial and non-financial functions, in accordance with ISO 55000, ISO 55001 and this documient. This
examplelapplies to material tangible assets on the company’s financial balance sheet aswell as to intangible
assets, sfich as asset systems, products and contracts not identified on the company/s-balance sheet.

Top management, based upon ISO 55000, ISO 55001 and this document, realizéd-a more holistic approach
to value|retention and value creation should be taken as value is derived from assets. Top marlagement
also realized the holistic approach to asset retention and creation cdamyonly happen optimglly with
continuall alignment of financial and non-financial functions in the company with the understanding of risk
opportunities and unplanned negative risk occurrences.

Top manfagement also realized that desired outcomes are achievgd“based upon multiple factors, including
top marlagement direction, maturity of the function[8l2ll10h\due diligence situational awareness, the
commitment of managers, technical and leadership, competence, willingness to change, cogmmitted
resourcels and a sense of urgency. Different situations require different approaches and priorities,|but they
all start with the adoption of the internal control framework, management system standards, and internal
horizontpl and vertical financial and non-financial alighment.

F.2 Problem statement

The orggnization in this example producesymultiple industrial products and provides maintenance services
worldwifle. Governments are major customers. Some products manufactured are commercial off the shelf,
while others are specifically designéd:for specific customers and their specific needs. These products come
with soffware and hardware maintenance obligations and services. Significant capital is needed for facilities,
engineerfing, programs, manufacturing and information technology. The company has multiple fivisions
that profluce different product’lines. The company has very good products, growth potential andl market
share. Tdp management, ftom experience and bad audit reports, realizes its asset management fundtions are
not what{they should be, Instead, it needs better decision-making, and financial and non-financial ajignment
with people, processes and systems.

The conlpany @uver the years addressed other business systems and made significant improvements in
accountiphg, ;procurement, quality, safety and environmental management, and developed a sficcessful
process floimprove these business systems that included appropriate external assessments and certjification.

The various internal departments and functions compete for capital spending and value autonomy over the
alignment. Centres of excellence are valued by individuals more than total company excellence. Management
does not feel comfortable they are acquiring items that are necessary or prudent.

Top management realizes the current asset management processes do not serve the company well and put
the company at risk.

The Chief Executive Officer and Chief Financial Officer are the primary individuals that are held responsible
for their company’s internal controls. They don’t feel comfortable with the current state of the company’s
asset management function.
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They first ask themselves a few questions, which they can be required to answer during the annual external
audit or if a major internal control failure is exposed:

— Doesthe asset management function (based upon industry standards, e.g. ISO 55000) provide reasonable

assu

rance of having effective internal controls?

— Doesthe system provide assurance of effective and efficient operations, including safeguarding assets?

— Does the system produce assurance of reliable financial and non-financial reporting, i.e. is it current,
accurate, complete, relevant, timely, comparable and usable for decision-making[131?

— Does the system ensure compliance with laws, regulations, standards contracts and internal policy?
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 a compliance and business management perspective:
s the company’s asset management program well designed?(21]

s the program being applied earnestly and in good faith? In essence, is theasset mar
program adequately resourced and empowered to function effectively?

Does the company’s asset management compliance program work in praétice?

p management officials felt uncomfortable answering these questiohs and recognized f{
0 improve asset management to where they had and can provideZassurance to sharehol
e necessary assurance of an excellent asset management business system.

jgnment initiative
feneral

the problem statement above, top management'is aware that for capital budgeting to be

'es. Top management appointed, with the-Board of Directors’ approval, a Chief Asset Man
e to operate and improve operations and processes of the company’s asset management
asset life cycle, starting with impreving accountability and alignment between the final
hcial elements of the business. Top:management also requested the establishment of the
ommittee to create a plan and related processes as a path to improve operations and accoy

agement is particularly interested in the ISO 55000 definition of an asset and the reali
h downside and an upside and how that is managed have a great impact on overall compa
p realized some of their most valuable tangible and intangible assets are not recognized
hg balance sheet?and are not accountable to an assigned individual. The company presid
e responsible;and accountable for assets and associated processes, then no one is respon
ble”.
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The obje

ctives of this high-level team (including internal and initially external experts) include the i

mproved

alignment between asset-related financial and non-financial functions. Members include management and
staff from programmes, engineering, manufacturing, finance, maintenance and information technology (IT)
functions. The Executive and Committee are instructed to submit to top management a proposed revision to
their SAMP, then a detailed draft capital budgeting and acquisition plan, processes and procedures. Progress
in achieving top management’s objectives is required to be provided in regularly scheduled progress reports

and pres

entations to management.
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F4 Alignment plan

F.4.1 General

The Risk and Capital Committee includes assigned decision-makers and experts from each functional
segment of the organization and as needed external consultant experts. These assigned internal members
speak for and commit to their functional segment. Attendance is mandatory.

Alignment starts within the team with “level setting”, which means getting everyone on the same page or
bringing the committee up to speed regarding the top management objectives. Top management defines a
value framework in which all areas of the company are able to understand the strategic objectives. It also
defines how measures can be used to manage them, and provides value measures to the wider business
to enabl¢ value-based decision-making. This includes assigned readings, and discussing and underjstanding
ISO 550p0, ISO 55001 and this document, as well applicable requirements in the int€rnal control
framewdrk[22], and internal and external assessments and audit reports. They then move on®p-an afditional
search of the literature and existing electronic tools, and benchmarking of world-class,dsset marjagement
systems|Next they move on to showing and discussing the policy and processes of existing tools and start
process-mapping their current processes with the help of a Lean Six Sigma Black Belt)Each memHer of the
committpe participates in the mapping process. The process includes discussions of the requirements in
the areaf of operations, reporting and compliance. Identifications of gaps, weaknesses, deficier]cies and
misundefstandings are resolved during these discussions. Good observations and ideas not relevgnt to the
task at hand are recorded in a “parking lot” for further consideration and later use.

The Alighment Team develops and implements the steps described inF.4:2 to F.4.4.

F4.2 Identify top-level objectives

Identify aind secure understanding and the intent of the objectives.

F4.3 (ommittee scope

Establish, identify, clarify and verify the Committee’s scope, structure, roles, needed resources, ﬂ)unctions
and responsibilities while recognizing the aligiment of financial and non-financial functions is Built into
processels.

F.4.4 Revised SAMP

The team write, vet and obtain top tmanagement’s approval for its revised SAMP. Modifications of another
departmient’s functions or processes should be reviewed, improved and approved by the regponsible
department’s management as(vertical and horizontal alignment is necessary.

During the process imptoyvement development using Six Sigma, the objective should be to improve the
efficiencly and effectiveneéss of the process, which should streamline and standardize the overall pfocess. A
focus sheuld be to eliminate waste, improve user satisfaction, obtain optimal value from assets and make
the process fairef.in'the allocation of resources: CapEx and OpEx. Some work will be added in, but probably
more wolrk will'be taken out.

Part of the.gommittee’s work should identify organizational and operational thresholds using materiality
concepts and more elfective and elficient internal controls. There should be a reasoned determination that
the new process benefits justify its costs. Process changes should be adequately tested to ensure change
and intended improvements are practical. Identified deficiencies and opportunities should be addressed,
corrected and improved.

F.5 Continual improvement

The Alignment Team schedules meetings at least monthly or as needed to discuss committee work, make
decisions (including acquisition and accounting and management decisions), provide advice and assess
meeting objectives, including revisiting the alignment procedure and internal controls, and explore and
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discuss ways to introduce new technologies to reduce errors, and improve alignment tasks and the integrity
of the asset management processes.

Ultimately top management and internal and external auditors should be able to confidently answer the
questions in Clause F.2 in the affirmative, based upon facts and rather than feelings or wishes, as top
management is firmly aligned with the committee’s work.
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Cost input to pricing for product or service

Determining the price or charge to be levied for a product or service is a complex exercise requiring input

from a variety of functional areas, typically including marketing, finance, customer services, op

erations,

etc. In some cases, prices are overseen by a regulatory framework. As part of the process of determining
cost inplﬁts to the pricing exercise, the financial and non-financial functions of asset managemeﬂlt should

collaborate for an organization to establish a clear understanding of:
a) the yse of forecasting models and/or scenario modelling in developing business cases;
b) futufe cost models for input into pricing setting/submissions in a regulated pricifig€nvironme

¢) futufe cost projections to understand the ability of the organization to delivérproducts or ser
competitive market (including via different supply chain pathways or threads);

d) futufe cost projections for setting rates and charges for a product or-service in a public wg
scengrio.

The nonffinancial inputs derived from, for example, technical needs analysis, performance ass
demand [analysis, future needs requirements (internal and cusStomer), maintenance planning,

nt;

yices in a

rks type

essment,
renewal

planning and new works/growth plans all have associated expenditures that should be considered for cost

recovery| through pricing or rates and charges.

To build [up the financial elements of the operational and capital plans and cost-benefit analyses,
systems ghould allow the organization to extract costs,of their current and future activities (such as
unit ratef or activity-based costing models).

The orgdnization can then develop its financial plans and budgets by addressing these costs. This
informatfion for the organization itself and\its’stakeholders to understand and defend its revenue n
price settings.

In a regylated or policy-driven pricing environment, the combined financial (costs and prices)
financiall (service performance)(information and risks are combined to engage customers, rate f
other stakeholders in an engagement strategy (usually required by the regulator) and to inform the 1
or policy body decision-maker. Determining the price for a product or service in such a markg
typically]involve a high level of transparency linking financial and non-financial data that demonstr
best valye outcomes canbe provided for customers.

EXAMPLJ A utility organization that provides clean water can be required by a regulatory body t
evidence Jof the wholesomeness of the water (e.g. its measures to prevent bacteriological contamination)
information on'jts'internal costings and controls that determine just and reasonable rates and charges for cd

financial
through

provides
eeds and

hnd non-
ayers or
egulator
t should
ates how

b provide
hs well as
nsumers.

In a public service pricing environment, the difference between price and cost (net income)
important role in the organization’s sustainability and therefore should be part of the engagement
with stakeholders and customers.
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Annex H
(informative)

Asset mapping table — Aligning asset management and financial

H1 G

reporting approaches

nerar

[tis impartant to note the different definitions of the term “asset” associated with current assetmanagement

and fina

hcial accounting best practices, and to outline how organizations should be aware lof, an

handle those differences using a proposed mapping table approach.

d how to

This mgpping table should assist in providing documented evidence to support conformity to
ISO 550(1:2024, 7.6.

The definition of the term “asset” in ISO 55000 is broader than in the main financial standa
differende is evident in the concept of asset under each of the standards«The asset management

ISO 550
always i

h its accounting records. In contrast, the financial standards include identification of as

rds. This
standard

DO includes a definition of “asset” related to its relative valtie to the organization and is not

set units

including acquisition cost and existing book value. For this reason,fagsets can be different things in/ an asset
managerpent register and the financial register.

In Claus¢ H.2 to H.3, the definitions of “asset” according to_thé asset management standards and
standards are compared to demonstrate the differences,

H.2 Current definitions

H.2.1 Asset management standard

ISO 550

0:2024, 3.1.1, defines “asset” as-an “item, thing or entity that has potential or actual va

organization”, including:

“Note 1 to entry: Assets cande-physical or non-physical.

— Notd 2 to entry: A groupihg of assets referred to as an asset system can also be considered as a

[SO 550(0:2024, 3.3.28;defines “value” as “results from satisfying needs and expectations”, includji

— “Note to entryiMalue represents the result of considering positive and negative impacts, a

fina

Asset
organiz

cial and'non-financial impacts, on stakeholders over a time horizon that includes all such §

nagement enables an organization to realize value from assets in the achieveme
fonal objectives. What constitutes value depends on these objectives, the nature and pt

financial

ue to an

n asset.”

Ing:

5 well as
mpacts.”

ht of its
rpose of

the organization and the needs and expectations of its stakeholders.

H.2.2 Financial standards

[FRS defines an “asset” as a “present economic resource controlled by the entity as a result of past events”. An

economi

c resource is a right that has the potential to produce economic benefits.[33]

US GAAP defines an “asset” as a “present right of an entity to an economic benefit”.[14]

An asset has the following two essential characteristics:

a) Itis

a present right.
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b) The rightis to an economic benefit.

In financial accounting terms, assets can be grouped into two major types: tangible assets and intangible assets.

Tangible assets contain various subclasses, including current assets (e.g. cash, inventory, accounts
receivable) and fixed assets (e.g. land, buildings, and equipment; fixed assets can be referred to as property,
plant and equipment [PP&E], and have a projected useful life of a year or more.).

Intangible assets are mostly non-physical resources and rights to economic benefits. Intangible assets
include goodwill, copyrights, trademarks, patents, computer programs, and financial assets, including

financial

Even if t

investments, bonds, stocks, and contractual rights.

he definitions under IFRS and US GAAP are not expressed in identical terms, their meani

ng is the

same. Th
either fiy

Organizd
what are
balance ;

H3 M

Since the
each org
its asset
system.

by the fi
assets by

The diffq
financiall
other rel

There is
because
for inclu
standard
manager

A currer
identifie
known a
be used {
reportin

erefore, there should be no difference in the recognition of assets in organizations comply
ancial standard.

their assets. Likewise, financial auditors regularly verify that assets are statedconsistentl
heets, under the universal formula “assets = liabilities + equity”.

Apping table

asset management standards state that assets should provide value to the organization, 3
hnization to determine what constitutes value, each organization can therefore determine
5 per the asset management standards, and which of thesete be included in its asset man
nder this requirement, an asset management system can include some or all its assets a
hancial standards (financial accounting assets) and canyinclude other items that are not d

the financial standards.

brence between the financial and asset management recognition of an asset arises beg

ring with

tions worldwide produce their financial statements abiding by these or equivalent definftions on

y in their

nd allow
what are
agement
b defined
pfined as

ause the

standards consider only the economic benefits of assets, while asset management may recg

the purposes for which the assets.are valued are different. The financial value of assets is
Sion in the balance sheet, which represents the financial worth of an organization per ad
s. While asset management ydlues of assets can be used to inform for asset investment ¢
hent decision-making.

It trend toward integrated reporting, which are not always required by the organiza
1 six categories in which organizations can create financial and non-financial value, and
s “the six capitals™.The relationship between an organization’s objectives and the six cap
o identify the organization’s assets. However, it should be noted that there are several mul
b frameworks~The two most widely used are the six capitals from the IFRS Foundation[23

four capitals modelfrom the Capitals Coalition[2¢]. Both have active participation from the major ac

bodies W

Table H.

orldwide,

| provides an example of a mapping table showing the documented outcomes of an as

gnize all

pvant types of benefits such as benefits to.society, the environment, safety, reputation, secyrity, etc.

no problem in measuring value differently between asset management and finance flunctions

roduced
counting
nd asset

tion, has
s widely
itals can
Li-capital
,and the
counting

fessment

using IS

55001:2024 1t prnviﬂpc pvamp]pc of items that either are or are not financial accountiy

g assets,

and either are or can be asset management system assets. The example does not pretend to be exhaustive
or authoritative. It is meant to show how an organization can set up a mapping table based on its own
understanding of value, the subsequent identification of its asset management system assets, and which of
these should be included in its asset management system.
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Table H.1 — Mapping table

Item Financial Asset management
accounting asset? system asset?
Plant, property, and equipment Yes Yes
Physical Spare parts (kept and managed in inventory) Can be Can be
Supplies (kept and managed in inventory) Can be Can be
Finished goods inventory Yes Can be
Cash Yes Can be
Financial assets Yes Can be
Non-phygicat Bomds Yes Cambr
Accounts receivable Yes Can bd
Intellectual property rights Yes Can bg
Goodwill Yes Can be
Copyrights Yes Can beg
Trademarks Yes Can b¢
Patents Yes Can b¢
Computer programs Yes Can be
Leases Yes Can be
Brands Yes Can b¢
Use rights Yes Can b¢
Licenses Yes Can b¢
Agreements Yes Can be
Tradeable data and information Yes Can be
Tradeable knowledge Yes Can bg
Non-tradeable data and information No Can b¢
Non-tradeable knowledge No Can beg
Reputation No Can be
Certifications Can be Can be
H.4 Canclusion
Differenges in recognizing assets between the asset management and financial standards exist now and are
unlikely fo fully align in the.néar future. The advent of broader value reporting approaches can drive greater
alignment between asset-management thinking and the more traditional financial reporting approaches,
so users|should moriter these developments closely. This can help an organization to align its [financial
thinking|and assetaiianagement thinking.
Given that theteurrent versions of the asset management and financial standards include different dgfinitions

of asset,

definitio

itis\important to have organizational awareness and understanding of the different focys on the
W@Lmqmwmw 2 i i e should

be alignment and consistency in how they are identified and recorded in the two systems.

To ensure that there is no confusion between financial accounting assets and financial assets, there should
be a clear understanding of the differing use/application of the assets and their value recognition in the two
functions.

To help organizations deal with these differences, they can develop and document a mapping table such as
the example provided in Table H.1. This mapping table is meant to identify, within an organization’s asset
management system:

a) assets that provide economic benefits, which should be included in both the balance sheet and the asset
management system;
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b) assets that provide more than just economic benefits, which may be included only in the asset
management system.

This action helps organizations to conform to the requirements of ISO 55001.
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