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Newsletter for April 2006
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 the distribution of 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 newsletter is from Ben Stevens of OMDEC.  There was some concern that it might seem a little too commercial in content, but I see it as a case study and leaving it up to the readers to let me know if we have crossed that line or may be close to crossing that line.  For more information, Ben can be reached at Ben@OMDEC.com.

To keep this newsletter relatively short, this is intended to be a broad overview of issues for physical asset management, rather than a comprehensive discussion of the topic. 

	AGE/CON Solves Vehicle Replacement Problem for Container Terminal Company
Summary

In 2005, when one of North America’s largest Container Terminal companies decided to introduce a systematic vehicle replacement policy, it turned to Dr Andrew Jardine from the University of Toronto.   Dr Jardine’s book “Maintenance Replacement and Reliability”* is the basis for the software program AGE/CON which many companies have used to decide the optimum time to replace vehicles.  By applying the software, the Marine Terminal company was looking to achieve specific results:

· To build a vehicle replacement policy based upon sound economics

· To implement a replacement policy where vehicles will be replaced at their lowest economic average cost

· To provide the right information for preparing capital budgets

· To reduce overall fleet costs

In implementing AGE/CON, company management has introduced an analytical tool which is guiding their equipment replacement decisions, and feeding their capital budgeting process.  In addition, for a fleet of 20 Hustler tractors, changing the replacement policy from 12 years to 9 years would save over $110,000.

Background and Objectives
With over 2500 vehicles in total, including forklifts, yard tractors, container handling equipment, mobile cranes and pickup trucks, the company depends heavily on mobile equipment to keep its operations running smoothly.  While some of the equipment is up to 30 years old, the average age is about 8 to 10 years; assessing the best time to trade the vehicles has a significant impact on both the capital and operating cost of the business.

The basic problem centres around how to integrate the various cost and value elements that are involved in the vehicle replacement decision: 

1. the original and replacement cost of the asset, 

2. the trade-in or disposal value or cost

3. the trends in operations and maintenance costs

4. the discount rates to be used for the changing value of money

5. the utilization rates of the vehicles – be they constant or variable

6. the tax rules and the inflation rates

Methodology
Company management started their quest by attending a one-day seminar by Dr Jardine focusing on optimal replacement decision-making.  Most of the core data was readily available, plus the program was self- installing; this meant that the initial results could be quickly and easily obtained.  

The early trials were focused on the highest cost assets, with the specific objective being to find the optimum economic life for the equipment.  This corresponds to the point at which the average cost of the vehicle is at its lowest – representing the optimum point for replacing the equipment.  Before or after that point, the economic average cost rises – indicating the company is incurring higher overall costs.  As market conditions change, so the economic model will also change – for example the trade in values and the replacement costs will vary, interest rates will change.  This is accommodated by simply re-running the model with the modified values and costs.
 Results
While it is premature to assess the cost savings from what is a longer term capital replacement process, management already sees significant value in the use of the software:


· Capital expenditure guidelines are now available based on sound economic reasoning

· AGE/CON is being used as a primary input tool for planning equipment replacements in the capital budgets

· The techniques behind the software have played a key role in educating decision-makers about the variables involved in making optimal replacement decisions

· For a fleet of Hustler container tractors, AGE/CON shows the optimum replacement at 9 years  (see graph below).  For a fleet of 25 vehicles, a 9 year replacement policy saves the company over $135,000 compared to 12 year replacement.  This is approximately the equivalent of two free tractors. 
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Management’s Comments
AGE/CON is providing “high value” and “is being used to feed our capital budgeting process”.  Overall, the product was “certainly worth the cost….  For the first time ever, we have an analytical tool to guide us in equipment replacement decision making.”

Next Steps:

With the success of this program to date, company management plans to extend its usage to a wider range of equipment classes.   Future developments of the software are expected to add new functionality which will broaden its application. 
*  “Maintenance Replacement and Reliability” by Andrew K.S. Jardine and Albert H.C. Tsang, published by Taylor and Francis, ISBN 0-8493-3966-9

	Upcoming

Please advise me, if there are other topics on maintenance management, project management, or physical asset management issues that would you would find of interest.

I will be presenting “Addressing Reliability, Maintenance Costs, and Skilled Labour Shortage Through Effective Maintenance Work Management” at the 5th Annual “Creating a 21st Century Maintenance Organization” Conference by Federated Press September 25-27, 2006 in the Toronto area.  For more information on this conference, see: http://www.federatedpress.com.
PEMAC will again organize the MainTrain conference in 2006.  As information becomes available, I will post it in this the newsletter. For more information on PEMAC, please check their web site at: 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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Hustler graph

		&Description		Hustlers - MASTER-2005

		Number of &Years		14		&Acquisition Cost		Best Year 9

		Annual &Utilization

		************************************************************

		Age of Vehicle(s)		O&M Cost		Resale Value		Resale Rate(%)		EAC

		1 Year Old				9,080				50,400				72				24,317

		2 Years Old				9,513				40,600				58				20,245

		3 Years Old				10,236				31,500				45				18,729

		4 Years Old				11,247				23,100				33				17,907

		5 Years Old				12,548				17,500				25				17,143

		6 Years Old				14,138				12,600				18				16,673

		7 Years Old				16,018				10,500				15				16,221

		8 Years Old				18,186				8,400				12				16,015

		9 Years Old				20,644				7,000				10				15,940

		10 Years Old				23,390				5,000				7.1429				16,039

		11 Years Old				26,426				4,500				6.4286				16,172

		12 Years Old				29,751				4,000				5.7143				16,404

		13 Years Old				33,366				3,500				5				16,717

		14 Years Old				37,269				3,000				4.2857				17,096
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