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	Asset Management Solutions Newsletter for June 2003

Last month at the “Performance Measures for Plant Maintenance” conference in Toronto, I presented with Stephen Kenny of Atomic Energy of Canada Inc. “Aligning Performance Measures with Business Strategy and Objectives”.  The conference was good with a lot of good presentations, but attendance was lower than expected.  Perceptions related to the SARS situation in Toronto was generally believed to be the cause. 

We appreciate receiving your comments on this newsletter and any suggests for future topics. If you wish to remove your name from distribution of this newsletter, please respond via e-mail.  Please see “Contact Us” at bottom for e-mail address for feedback, comments and removal from distribution. 



	Cost, Benefit, and Evaluation of Alternates

This is the first of a three-part discussion on submitting and evaluating new initiatives.  Next month will address benefits, then followed by evaluation of alternates.  Different organizations will have different rules, guidelines, and procedures for defining values for costs and for benefits, and evaluating initiatives.  It is important to understand them prior to proposal submission.  This is intended as a general overview of some of the issues involved.  

Part 1 – Cost

Cost is the most objective of the three topics, but there are cost issues that are not adequately addressed, particularly accurately identifying and defining all costs.  This can be a result of poorly defined scope of the initiative, not understanding or underestimating the resources required, or poor project budgeting procedures.  First we will look at initial one-time costs (e.g. TIC – total installed costs), then ongoing costs (e.g. O&M - operational and maintenance costs).  We will not be addressing LCC (life cycle costing), as it deserves its own dedicated discussion.

Initial One-Time Costs

The majority of the significant one-time costs are identified in project proposals.  Typical items not included in proposals are: spare parts for new equipment; developing and documenting O&M procedures, drawings, “as-built”, etc.; training of O&M staff and workforce; time and cost of internal resources; and cost of activities to reduce project risk.  While some of these costs may be allocated to different budgets from the proposal budget, their costs and impact to the organization should be identified, estimated, and be part of the proposal evaluation.  

One contentious issue is the inclusion of time and cost of internal resources.  This impacts resources involved in delivery of the project (e.g. project team members, end-users providing input) and end-users requiring training to effectively and efficiently operate and maintain the new system.  This could skew the evaluation of two projects that are otherwise identical, except one uses in-house resources for project execution while the other uses outside resources.  For one client that had a shortage of technical resources, we developed an electronic project charter form that helped in estimating the level of effort (man-hours) and cost (salary plus benefits, no overhead burden) of using internal resources.  This assisted them in identifying over allocation of internal resources, and the temporary need for additional resources.

Sometimes activities like change management are not included in process change initiatives, or process analysis in IT system implementations (e.g. CMMS – computerized maintenance management systems).  While not including those activities reduces the initial project cost, their absence can significantly increase the risk that the project will not achieve its desired benefits.  Maybe some of you have experienced proposals that were “low-balled” as there was not going to be enough money available to do the project right, but money was later found to “do it again” Like many asset management activities, it is much better to under-promise and over-deliver on proposals.  If initial costs or risks are too high, it may be better to break it up into smaller stand-alone phases, or do a pilot project.  One way to maximize the opportunity for project success, is to ensure that sufficient work is done in the front end in the definition of the project.

Ongoing Costs

These costs are often more difficult to identify, and may be missed in proposal submissions.  These are typically changes to O&M costs, or period costs (e.g. overheads) from the current situation.  Reduction in these costs is defined as project benefits, and increases in these costs must be overcome by the initial or ongoing project benefits.  

Changes in ongoing costs will impact cash flow, and should be part of the proposal evaluation.  Typical costs changes could result from changes to raw material usage, utilities usage, staff and workforce required (O&M, technical support including engineering, IT, etc.), MRO parts and materials, outside services, equipment or IT hardware leasing, software licences, or royalties (e.g. patented process).  

A cross-functional team is the best solution in estimating project costs and benefits.  The different parts of the organization can best evaluate the project’s impact to their part of the organization.  They also have a vested interest in the project as it can have an impact on reducing (e.g. project benefit) or increasing their budget.  Sometimes parts of the organization may identify savings resulting from the projects, but not adjust their budget accordingly.  It may be that the project was not successful in actually “harvesting” the savings, or that the organization has allowed that group to re-allocate the resources.



	Upcoming

As noted above, the next two articles will be defining value of benefits and evaluation of alternates.  Looking for other topics on maintenance management or project management issues that would you would find of interest.

Federated Press are scheduling another maintenance conference in November.  I will provide more information as it becomes available to me.



	Contact Us

To provide feedback on this newsletter, including comments on past articles, ideas for future articles, or to remove your name from distribution of this newsletter, please e-mail me at len@asset-management-solutions.com .

Please feel free to contact us to discuss any of your physical asset management requirements.  For more information on how we can help you, please contact me directly. See our web site at: http://www.asset-management-solutions.com for other information on Asset Management Solutions, including asset management issues and solutions. 
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