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Newsletter for March 2012
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, and Ben can be reached at StevensB@kingston.net.

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.

	Budgeting for Maintenance
Here’s a very familiar question – my thanks to Kouresh for sending it to me.  He says…..
“A major issue is maintenance budgeting.  As a rule, we prepare our budget draft for next year based on:

· Projected spare parts consumption in the year;
· Necessary capital spare parts for next year;
· Contractors cost (including PM, CM, Work Orders, etc.);

· Maintenance projects foreseen for next year;
· Annual inflation; and
· Equipment deterioration.

This is built into a Budget and passed to Finance for approval and to allocate required funds. 
The problem is generated when Finance department declines the proposed budget based on previous year’s actual numbers.   
Can you guide us how to prepare maintenance budget that will be convincing to Finance?”

This is always a difficult problem.  Finance do not really understand what we do in Maintenance, and therefore don’t believe or trust the way we do things.  So we have two jobs – the first is to raise our credibility and the other is to make sure they understand our logic.  In the end, these two amount to largely the same thing.

So we have to show them that we have to make changes from last year’s budget.  Some parts will increase, some will decrease:
· If we have refurbished our equipment, our project costs will be lower, our PM’s should be higher, our repairs and emergencies should be lower.
· If we plan a refurbishment for this year, then this will raise the cost this year, but is an investment which will lower future years’ costs.

· If our equipment is ageing, then the maintenance interval will be shorter – which means more labour, more contractors, more spare parts, more consumables.
· If our labour rates, contractor rate, cost of spares is escalating, then our costs will escalate by roughly the same amount.
· If we plan to introduce new methods, then this may increase costs this year, but decrease costs in later years.
All of these are logical arguments that we need to explain to Finance (to us they are obvious, to them not so).   As we make these explanations, we need to make them aware that we understand the business of Maintenance; that Maintenance is not a cost centre, but a department whose responsibility it is to add value to the company and its assets.  We do this by preserving asset values, preventing failure costs, maintaining the company’s ability to generate revenues and profits.

Next steps:
1. Divide your equipment into critical and non-critical;
2. Where possible, budget by critical equipment or class of equipment or production lines;
3. For each equipment, class or production line, capture the key cost information by type of maintenance and type of cost element; and
4. Use this document to track the changes to be made for next year’s budget.  For example:

Actual This year

Budget Next Year

Equipment 
Labour $
Spares $ 
Contract
 $ 
Tools $ 
Total
  $ 
Change
%* 
Total
$ 
Hydraulics 
· - Repair
· - PM’s
· - Emergency
· - Projects
Total 
15,250
  3,240
  5,200
  3,500 
12,440
  4,500
  4,500
  2,550 
   Nil
   nil
   nil
45,000 
300
  nil
  Nil
  Nil 
27,990
  7,740
  9,700
51,050
96,480 
-15%
+10%
-90%
-100% 
23,790
8,500
970
Nil
33,260 
Comments - Completed a major refurbishment this year; will save on Repair Mtce $ and Emergency $ next year; need to boost PMs because of renewed equipment
5. Show that you understand the cost of degradation and the cost of failure.  For example  

Equipment /System 
Repair Cost 
No. of Failures 
Failure Hours 
Revenue Loss per hour 
Total Revenue Loss 
Penalty Cost 
Total Failure Cost 
Circulation Pump - 1
2,400 
4 
16 
500 
8,000 
18,000 
28,400 
Circulation Pump - 2 
12,000 
2 
6 
15,000 
90,000
56,000 
158,000 
6. Show that you can forecast future failures.  This means that you need to have to tools to prevent failure.  For example:

Equipment /System 
Repair Cost 
No. of Failures 
Failure Hours 
Revenue Loss per hour 
Total Revenue Loss 
Penalty Cost 
Total Failure Cost 
Pump – 1
2010
2011
2012 Plan 
2,400
4,500
3,000 
4
5
3 
16
2
12 
500
500
500 
  8,000
11,500
  6,000 
18,000
26,000
12,000 
28,400
42,000
21,000
Note 1:  Reduction in Pump 1 plan costs due to completed refurbishment.
7. Show that you can measure the cost of not doing work – the cost of the PM must be less than the risk (cost of failure x probability of failure);
8. If you focus on the critical equipment and the critical work, then you can ask Finance which critical work you should stop doing; what extra risk do they want you to take;
9. With the non-critical equipment, then you can afford to have more failures and more downtime.  Again focus on the risk to the business, if you do not do the work; and
10. Be consistent with your numbers, have statistical back-ups for your arguments, use probabilities wherever you have the data.

This is not easy!  You are trying to persuade people who really do not want to know.  But if you keep focusing on risk, then eventually the message will get through.  If we do not do the PM work, then the number of failures and the risks will rise.  If we do not have the spare parts, then the cost of an outage will rise.  If we do not protect the equipment, then the company’s ability to ship to the customer will fall.  You need to pass this risk back to Finance!

I think many of these things you may be doing – build up your support data, be prepared to negotiate and show you know what you are doing.  Finance is a service organization.  Their job is to help you do your job better, not prevent you from doing it.

P.S.  I used to be a Finance guy!

Ben Stevens

	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. 
PEMAC (Plant Engineering and Maintenance Association of Canada) will again be organizing their MainTrain conferences this coming year in Fort McMurray and Toronto.  For more information, see: www.MainTrain.ca.   

	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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