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Newsletter for March 2004

I appreciate receiving your comments on this newsletter and any suggestions for future topics.  If there is someone you know who would be interested in receiving this newsletter, please feel free to forward the newsletters to them, or forward their e-mail address to me and I will include them in future newsletters. 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.   

	Asset Management Strategy

Importance

In his book “Uptime – Strategies for Excellence in Maintenance Management”, John Dixon Campbell places the “Strategy” and “Management” components in the “Leadership” foundation level of his pyramid structure for world-class maintenance.  “Strategy” sets the goals and objectives for the organization, and “Management” addresses the management of organizational infrastructure and critical resources (HR, capital, management focus) needed to execute the tactics to achieve those defined organizational objectives.  

It should seem basic that to effectively achieve the organizational goals, that the organizational objectives should be well developed and communicated.  Unfortunately too often I have not found that to be the case.

Components of Effective Asset Management Strategy Execution

Addresses Industry Context and Business Environment

The strategy must address the industry context and competitive environment.  In a commodity industry that is competitive and volatile, there is little prospect of obtaining a price premium for a differentiated product or service, as the commodity market dictates the market price.  The appropriate strategic response is to focus on being the low cost producer, as that is the position of greatest strength.  One means of keeping product costs low is to ensure the organization is operating at maximum capacity, thereby reducing the fixed costs per unit of output.  Low cost producer can be a regional position, particularly where delivery / transport costs are a significant cost of the commodity when delivered.   

If the product or service can be differentiated, then the options are a little broader.  As well as the option of low cost producer, there is also the option of focusing on a particular target market segment, or providing some customer perceived uniqueness / value.  In this situation, the organizational strategy will need to address the demands of the targeted market segment or the client values, and the organization will need to strongly focus on meeting those demands / values profitably.  

A current example of organizational strategy and business environment is the expansion activity in the upstream oil and gas industry.  Here is an industry with strong forecast demand, for even if conservation efforts are successful in the developed countries, the developing countries demand will continue to increase.  The product is a commodity with little to differentiate between competing suppliers (different sources may require additional / different processing, but can be factored into price).  It also has an organization (OPEC) that is actively and effectively managing the world price within a fixed band.  So given these factors of a commodity with a forecast increase in demand, and a price band where the producers will be profitable, expansion of the business is indeed a good rational strategic response to the business environment. 

Consistent and Effective Communication of Strategy

Once the strategy has been developed, it needs to be effectively communicated throughout the organization.  Many organizations will “advertise” the strategy and objectives.  Plaques / signs / notices may be produced and hung in prominent places within the office, visitor reception area, outside, or sometimes even in the operating plant.  If that is all that is done, then from my own experience in interviewing employees during assessments, it is ineffective.  

To be effective, communication of strategy needs to be consistent.  An organization pays greater attention to what the leaders invest their time and effort in, much more than what they say.  The behaviours of the leaders will communicate much more effectively (and usually provide a more accurate indication), than words alone are capable of communicating.  Employee evaluation and rewards and organizational performance measures will also strongly reinforce the message.

Strategy should be cascaded throughout the organization, where the objectives of one level of the organization support the objectives of the level directly above it, it reports to.  The result is corporate level objectives are supported by division level objectives, which are supported by operating site objectives, which are in turn are supported by operations, maintenance, and engineering objectives.  It can then reach the point where everyone within the organization should be informed so that they can understand how their role and responsibilities helps to support the objectives of their group, which then supports the overall organizational objectives.  With that level of understanding, the potential for success of the strategy is greatly increased.

Ideally the communication of the strategy should provide the means of developing the criteria for making decisions within the organization.  If the strategy is simply platitudes with no definitive meaning, then its benefit is limited.  For example, when an organization indicates their strategy is “to be the best”; it leaves me wondering “the best at what? It drives no understanding of what the objectives really are, but is often viewed as just some abstract concept. When the strategy is definitive and can be used for decision criteria, then decisions can be made that support the objectives, and behaviours can be evaluated as to beneficial, or not.  In the upstream oil and gas example, organizational profitability will greatly be dependant upon maximizing output within the existing infrastructure, and therefore the physical asset management focus is on reducing downtime and increasing production rate.  With the increasing organizational consequences of violation of health, safety and environmental issues, those issues need to be addressed by the organization as well.  Otherwise the organization in many jurisdictions could find themselves no longer able to operate. Therefore a more appropriate strategy might be to maximize production safely and with regards to environmental stewardship.    

Ability to Execute the Strategy

Even if you have the right strategy and communicate it consistently and effectively, there is still the issue of executing it.  In the earlier example of the expansion of the upstream oil and gas industry, the industry is finding itself limited due to the shortage of critical resources.  Many are competing for the same limited resources to manage, staff and work.  Solutions need to be developed to address these issues, or the strategy will be limited in its success.

Even for other industries, there is a global shortage of skilled trades and technical staff, resulting in some cases of bidding wars for the resources, and / or focusing efforts at managing to get more out the existing resources available.

To effectively execute, planning for the organization is critical in how it is going to allocate its critical resources (infrastructure, human resources, capital, and management focus) and the areas requiring of critical focus.  The planning will also need to address key performance indicators to evaluate their progress toward achieving their objectives.

Certainly, there is a great deal involved in strategy development and its execution.  But get it right, and the organizational performance can greatly exceed that of its competitors. 

	Upcoming

Next month’s article will be on RCM (Reliability Centred Maintenance).  Please advise me, if there are other topics on maintenance management or project management issues that would you would find of interest.

Federated Press is presenting their 2nd annual ‘Performance Measures for Plant Maintenance” in Toronto June 14 to 16, 2004, at the Sheraton Centre Toronto Hotel.  Will be facilitating a half-day workshop on “Measuring Performance When Contracting Out”.  Will provide details, as they become available.

Mi amigo, Tony Rodriguez of PEMMAX Consultants will be presenting a PROACT® Root Cause Analysis Workshop in Toronto, Canada, April 29th & 30th.  For details, see: http://www.pemmax.com/ .
PEMAC is organizing a maintenance conference for Fall 2004 called Main Train.  More information will be provided as it becomes available at: www.maintrain.ca , or check the PEMAC web site ( www.pemac.org ).   

	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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