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Newsletter for August 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.
This month’s article has been prepared by Ben Stevens of OMDEC (www.omdec.com).  In an earlier life, Ben was CFO for a Canadian company, and certainly knows this month’s topic.   Ben can be contacted at ben@omdec.com. 

	Finance in Maintenance - Financial Basics for Maintenance Managers
To keep this newsletter relatively short, it is intended to be a broad overview from the perspective of issues for maintenance management, rather than a comprehensive discussion of the topic.  As indicated at the end of this article, additional articles will follow to related topics.
Basic Cost Reports

Two basic cost reports are mandatory for all Maintenance Managers to get a clear handle on where their costs are incurred and how they can be better controlled.  

Monthly Cost Report:
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The first shows monthly and annual spending by major equipment number, by type of maintenance and by type of expense.  A sample is as follows:

With this report on a monthly and year to date basis, you can see exactly where the money has gone, and the comments column will also remind you of the reasons for the major expenses.

This type of report is readily available from your CMMS/EAM, but does depend upon some specifics being in place first:

1. Equipment hierarchy in your CMMS/EAM – the data is still there, but if you have 15,000 pieces of equipment, then it becomes a very tedious process to identify the problems.  Moving the reporting level up a layer and focusing only on the critical equipments are two ways you can reduce the volume of data.  Also if you have a good budgeting process, then you can produce an exception report showing only those items that deviate from budget by more than say 20%.  Or you can produce a report that only shows those equipments with more than $x expenditure.

2. Work orders that capture labour, materials, tools and contractor costs.  These are the source data for the report; if they are not properly in place, then that must be your starting point.  If you don’t collect the data, you can’t analyse it.

3. Good definitions in your CMMS/EAM which sort out the type of maintenance being performed – regular versus PM versus emergency and special contract work.

4. And finally a work team that understands the need for the data, and therefore does the data collection consistently and accurately.  It’s not a big job, as most can be automated within the CMMS.

Breakdown Cost Report

The second report provides the basis for deciding whether an investment in a major refurb or new equipment can be justified.  This breakdown cost report shows the cost to the company of the breakdowns that are occurring, and therefore where to concentrate your attention.  Here’s a sample:

As before, both monthly and year to date numbers are needed, but the numbers are a lot tougher to get:

1. Use the equipment hierarchy and exception reports to get the level of data you need.

2. You’ll need to get agreement from Production on how exactly to define breakdowns and breakdown hours; is a slowdown a breakdown?  When does the breakdown start and finish? – we have about ten different definitions!

3. Next you will have to get Accounting as well as Production involved in defining the breakdown cost per hour.  The simple definition is:

a. The cost of lost production +

b. The cost of any safety violations +

c. The cost of any environmental damage +

d. What I call the Political cost (cost of a lost customer, embarrassment caused by the bus breaking down when the mayor is aboard…)

4. The emergency repair costs should be available from the previous report.

If you use the total breakdown cost as the key indicator in plotting your Pareto charts instead of the number of breakdowns, then the equipment that is causing the major problems stand out like a sore thumb.  Now you (and Accounting) know where to concentrate your efforts.

In future editions, we will cover Budgeting for Maintenance, Project Costing for Maintenance Managers, and how to deal with the dreaded accountants (editor’s. note: from a former insider!).  Stay tuned. And if you have any reactions to this note, or any specific areas you’d like covered in this Finance in Maintenance series, just drop me a line – it would be great to hear from you.  Ben@omdec.com.

	Upcoming

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

Conscious Management is presenting a three day RCM II (Reliability Centred Maintenance) course in Toronto, September 21 to 23, 2004.  The instructor will be an Aladon certified RCM II practitioner.  For more information, please e-mail to: info@consciousmanagement.ca .  Mention this newsletter in your e-mail, and receive a $100 discount off the registration cost.
Please note the following correction on the date.  Federated Press is presenting their 3rd Annual Creating a 21st Century Maintenance Organization Conference in Toronto, September 27 to 29, 2004.  Will be facilitating a half-day workshop on “The Business of Maintenance - Defining and Selling the Benefits of Maintenance to Your Organization”.   For details see: http://www.federatedpress.com/products/conferences/21MaintenanceOrganization/frameset.htm .  For subscribers of this newsletter who would like to register for this conference, if you quote my e-mail address (see “Contact Us” below) upon registration, you will be provided with a 15% discount off the basic registration price.
PEMAC is organizing a maintenance conference in the Toronto area, November 29 to December 2, 2004 called Main Train.  Information is 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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Labour $





Materials $





Contract $





Tools $





Total  $





Comments





#5 winder


 Regular


 PM’s


 Emergency


 Special


Total








15,250


3,240


5,200


3,500


27,190








12,440


4,500


4,500


2,550


23,990
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nil


nil


45,000
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300


nil


Nil


Nil
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27,990


7,740


9,700


51,050


96,480





Another breakdown last month!  Should be solved by the major refurb
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Equipment





Breakdowns - #





Breakdown - Hrs





B/D cost per hour $





B/D cost





Emergency Repair $





Total B/D cost $





#5 winder





4





16





500





8,000





2,400





10,400





Extruder





2





6





15,000





90,000





12,000





102,000


















































