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Newsletter for March 2008
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 and is a result of a request I received regarding wanting more articles on CMMS / EAMS systems.  Ben has been involved with CMMS / EAMS systems for longer than anyone else I know, and I am sure you will find the article insightful.  This is the fourth of a series of articles that go back to the CMMS / EAMS basics.  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.

	So What’s a CMMS/EAM Supposed To Do?  Part 4 – Stores Management
Moving onward from Work Orders and Work Approvals to Spare Parts and Stores Management through your CMMS/EAMS…..

Our Basic Objective in Stores Management… 

Continues our underlying theme of Maintenance activities needing to add value to an organization.  If not, they should be discontinued.  Stores is a critical support or service function to Maintenance.  And just as in the Maintenance – Operations business relationship, this does not means subservience, but co-equal contribution to the success of the business.  The Stores Management responsibility is to balance the organization’s cash investment in Spare Parts with the required service level demands of Operations. 

As part of this puzzle, let’s reflect on the impact of spares in terms of the overall company return on investment.  To do this, we need to look at two dimensions:

· The cost of the Spares

· The cost of not having the Spares 

The Cost of Spares
We all understand the math: 

Cost of Spares = parts costs +  admin costs + storage costs + deterioration costs etc

No need to dwell on that aspect.  But let’s look at the basic Return on Investment calculation for an organization and see how Spares fits in:

ROI = Revenue – Cost / Investment

Remember that ROI is nothing more than another KPI – it just so happens that it is usually THE single most important one for a company as it is the major determinant of share value and therefore company valuation (to say nothing of the boss’s bonus!).  Although it is usually expressed as a percentage for a period in time, we should remember that it is a very volatile measure – almost all of our activities in maintenance will cause it to rise or fall.

Companies typically deal with Spares costs in one of four ways:

1. Buy spares, accumulate their value while in the warehouse, and then expense them when they are consumed.

2. Expense them as they are bought
3. A combination of 1 and 2 (example low value items are expensed when bought, the value of higher cost items accumulated until consumed)
4. For high cost spares, treat them as capital items, and depreciate them over time.
As starting point, we should understand our own in-house company policy.  But as always, ask the question “so what” – how does our Spares Costing Policy affect our ROI?

Here are some simplified rules for buying and consuming spares:

5. Buy more spares, investment goes up, ROI goes down

6. Consume more spares, costs go up, ROI goes down

7. Retain obsolete spares, investment goes up, costs go up, ROI goes down

8. Sell obsolete spares, revenue goes up, ROI goes up.

For capital spares, the rules are a bit different:

9. Buy more capital spares, investment goes up, ROI goes down

10. Install capital spares, investment is unchanged, costs go up, ROI goes down

11. Depreciate the spares, the investment goes down, costs go up as the depreciation is charged to expenses, ROI goes down.

For variations, think through the implications of repairing spares, restocking parts, scavenging spares from old equipment.   But from the above examples, it looks like ROI keeps on going down – so why do we do it?  The off-set must always be that the revenue derived from equipment with new spares combined with the reduced risk of failure is higher than running the equipment without new spares.  This means that we have to look at the reverse policy…..

The Cost of Not Having the Spares 

As with the cost of spares, the basic math is well known – including emergency buys, expediting, weekend work, lost production (and therefore lost revenue) etc.  Looking a little closer, let’s define “having spares”, as “having the right spares in the right place at the right time”.  Many companies use Service Levels to measure their ability to have the parts in stock when required for use.  But with the adjusted definition, then the Service Level measures the company’s ability to have the right spares in the right place at the right time – ie at the job site when the maintenance team is scheduled to do the task.

This approach separates the functions of materials handling from maintenance - not necessarily who does it, as we have to recognise that in smaller units, both will frequently  be done by the same person.  But what is does is to help to understand the true cost of not having the spares – for example:

· Extended outage time and consequent loss of revenue

· Wasted picking (searching) time

· Wasted crew time waiting for spares to arrive

· Excess travel time back and forth to stores

· Multiple stocking of the same spares

· Re-installation of used spares

· Risk of injury, material losses and time losses through poor staging of parts deliveries at the job site, etc

It’s obvious that looked at through the eyes of company value, Spares Management becomes a more complex issue.  But one thing is for sure, if we understand these implications, then the constant demand to do “more with less” can and should be balanced by a realistic discussion of the risks and the benefits of reducing Spares stocking levels.

Now we have a grounding in the financial implications, next time, we’ll dig more into how we can use the CMMS to help us to optimise the spares management process.
Your feedback and comments are always welcome – ben@omdec.com 

	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.

The Canadian Institute is organizing “Plant Maintenance and Shutdown” conference in Toronto on March 31 to April 1, 2008.  I will be chairing the conference and presenting “Implementing an Asset Management Strategy for Optimum Life Cycle Cost”.  For more information, see:  http://www.canadianinstitute.com  

Clear Vision Marketing Solutions Limited is organizing a workshop in Jamaica on April 14 to 18, 2008, where I will be presenting “Advanced Concepts in Maintenance Management”.  For more information, send e-mail to: clearvision@cwjamaica.com 

Federated Press is organizing their annual “Creating the 21st Century Maintenance Organization” conference September 10 to 12, 2008 in Toronto.  For more information, see: http://www.federatedpress.com 

	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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