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Newsletter for January 2010
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 by Ben Stevens.  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.

	The Hidden Costs of Unreliability 

Every Company does it – targets reliability improvement, but at the same time builds into its processes a bunch of deliberate steps to protect against the impact of unreliability.  But to be polite, let’s call them insurance policies.

What are these insurance policies?  Some of them are shown below – add your own favourite ones.  How much do they cost?  Here are the obvious costs – all in table format so you can put your own numbers on them.  I bet you’ll be amazed.
1. Increase finished good inventory to accommodate fluctuations in production.

a. extra production capacity

b. cash tied up in raw materials, work in process and finished goods

c. extra warehouse space

d. extra materials handling

e. risk of  deterioration or obsolescence


2. 
Add additional machinery and equipment as backup for the unreliable ones.

a. Capital costs will be higher

b. demand for floor space

c. extra maintenance for the backup equipment

d. higher spares levels

e. higher spares admin costs.

3. Require 
greater lead times from customer.  

a. Delayed shipments cause a slow down in the cash flow 

b. Risk of the customer deciding to switch to a more reliable supplier.

c. Loss of new sales due to inability to meet deliveries

4. 
Increase staffing levels t
o keep up with the maintenance of the unreliable equipment.

a. the direct cost of the extra manpower

b. admin costs for new hires

c. extra training required

5. Increase overtime
 or shift work to keep up with maintaining the unreliable equipment.

a. the direct cost of the extra hours

b. loss of morale due to family disruption.

c. Long overtime hours cause mistakes…..

d. … and impair safety

6. Arrange for contractor to be on call to handle the failures

a. the direct cost of the contractor

b. contract admin costs

c. potential transfer (and therefore loss) of knowledge to contractor

d. contractor integration costs (training, scheduling)

7. 
Expedite delivery to catch up

a. rush work costs more

b. expediting shipments increased costs 
c. extra admin costs
8. Don’t ship on time – miss delivery dates

a. Customer unhappy, does not pay bills…

b. … does not re-order

c. Loss of reputation as reliable supplier

d. Time spent on sorting out the delay

e. Happy sales staff!!!
8. 
Offer customer price discount

a. cost of the discount

b. probability the customer will look for discount every time

9. 
Pay penalty costs to customer

a. Penalty payment as per the contract

Anything I’ve missed?? – Let me know.  And if anyone added up their costs, I’d be very interested in knowing the number (but of course not sharing it!)

For any questions or comments, Ben can be reached via e-mail at 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. 

	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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