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Newsletter for October 2014
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.
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.
This month’s newsletter is from Ben Stevens.  Ben can be reached at: StevensB@kingston.net 

If you have any questions or topics you would like to have us discuss, please send them to me.
I have had been a recent career change, and am no longer providing management consulting services under the Asset Management Solutions banner.  However Ben and I would like to continue to share our knowledge and insights through this newsletter, therefore we will continue to publish the AMS newsletters.  We have a number of readers worldwide and feel we have been providing a useful service to those who might otherwise want or need the alternate insights provided.  As a result, the Asset Management Solutions web site is being revised to be dedicated to newsletters and information only with no intended marketing content, but that effort is not finished in time for the publishing of this newsletter, but on the list of projects to be done.
Note to Canadian subscribers:  With the recent change in anti-spam legislation, we are required to ask you to opt-in to confirm your wish to continue to receive our newsletter.  However, as we have never tracked the Canadian subscribers from our international ones, I am uncertain as to how to identify the Canadian subscribers who did not opt-in.  As noted in the first paragraph above of all the newsletters, please contact us to have your name removed from the distribution list.  We have honoured all past requests for removal and will continue to do so in the future.

	How Maintenance Relates to Its Support Groups
One of the discussion points that arises most frequently is how often Maintenance & Reliability can’t get the resources needed to do the job properly.  Typical comments:
· “the budget was cut again…”

· “can’t get the staff I need…”

· “I can’t get HR to approve training….”

· “IT doesn’t give me the right reports… (or equipment…. Or network….)

· “Procurement substitutes cheap spares….”

· “somebody is sitting on the PO….”

· “ can’t get approval for a maintenance project….”, and of course 
· “can’t get the equipment for PM maintenance….”
Two fundamental truisms to get us started:

1. All departments are in competition for the organization’s resources; therefore our proposals must be as good as or better than the other departments.  If we cannot show the right combination of ROI (Return On Investment), cash flow and profitability, then we don’t deserve to get the right resources.
2. With the exception of Operations (who is the customer), “they” in the above comments are all Support departments.  This means their job is to support Maintenance & Reliability in the achievement of our results.  If not, then they are not doing their job properly.

So how do we turn these truisms to our advantage?
First, our proposals for more resources (regardless of whether they are staff, training, quality spares, new investment etc.), must show that we are providing the right financial returns to the organization.  Simple examples:

· If our overall company ROI is 20%, then any of our proposals that forecast less than 20% will dilute the company’s ROI and therefore should be rejected.  We lose!

· Similarly, if the company has to decide between (for example) an IT project which yields 25% ROI and a Maintenance project that yields 20%, then IT gets the nod.  We lose again!.

Worse still, if we project results in terms of “better maintenance, fewer breakdowns etc.” then the resources will flow elsewhere.  These subjective statements will no longer hack it; we have to demonstrate we understand how to manage our part of the business. This means we have to put some meaningful numbers together – not just costs, but return on investment.

Some examples to build on:

· Quality spares cause lower failure frequency and longer life:

· Forecast the lower frequency of failure and convert into reduced risk

· Risk = cost of failure x probability of failure

· Cost of failure = cost of repair + cost of lost output + cost of lost reputation caused by failure

· Show the full lifetime cost of the quality spare versus the cheap spare

· Support your case with historical data wherever possible

· If you don’t keep historical data, start now!

· Budget reductions are not cost savings, but reductions in needed investment

· For critical equipment, track the actual costs by type of maintenance

· At budget time, use the “cost by type” numbers as the basis for next year’s projections with some modifiers:

· Factor in changes materials prices, contractor rates, labour rates, energy costs

· Review what has changed with regard to the asset during the last few years

· Ask how the asset usage will change next year, and therefore how the type of maintenance will change (asset upgrade = more PM, fewer breakdowns for example; double shift = higher PM cost)

· Your resulting budget now is an investment in future productivity and has solid and supportable logic.

· HR’s job is to help to provide the right number and right quality staff to do the job

· Adding Maintenance staff and upgrading skills is typically regarded as an expense; we need to change that view; they are investments

· That means we have to show how these investments will increase our return to the company:

· Better skills = fewer breakdowns = lower risk and lower cost of failure (see above) = higher ROI

· More staff = less contractor work = lower maintenance costs = higher ROI

· Do the math; show how the investment brings the reward in higher ROI.

· Accounting’s job is to help Maintenance put together sound financial plans for budgets and projects (as well as to monitor their progress in keeping to them)

· Make sure you understand their methods of budget and project evaluation

· Make sure you follow their rules (definitions of costs, project time horizons, threshold ROI’s etc.)

· Get an accounting analyst attached to your team to assist in the financials

· Take the time to ensure Accounting understands the basics of Maintenance (show how ageing equipment needs more resources; show you understand economic annual costs of assets, (which calculates the losses when we keep assets beyond their optimum life)

· Make sure you have the opportunity to present the budget and explain the rationale – not just send in the numbers.

· In the case where you need the asset for PM and operations are not releasing it:

· Show the increased risk of failure (again, cost of failure x probability of failure)

· Show the comparative cost of the PM and the impact on the risk

· Show how the risk changes as the delay in maintenance is extended

· We can now make a solid business decision based on the impact of the PM versus the impact of no PM.  

In each case, we are making a proposal based on financial logic; and financial logic is the strongest argument that we can make to ensure we get the right resources.  If we can’t do this, then we should expect to lose the argument!  And the resources…….

And a final quote from Tom - a GM of Maintenance “I was stuck the other day for a financial justification for a large OPEX item so I used an ROI approach (never before would have taken this route) and guess what! It worked a treat and I got it through the CFO like a dream – I now have another arrow in my quiver that I did not know about.”
Send me examples that worked and didn’t work!  Plus any questions and comments, at StevensB@kingston.net 

	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 2014 version of PEMAC’s (Plant Engineering and Maintenance Association of Canada) MainTrain conference will be held in Niagara Falls (Canada), from November 17 to 20, 2014.  I will be attending and teaching module 1 again, so if you are there I look forward to meeting you.  For more information, see: www.MainTrain.ca.   

	Contact Us

To provide feedback on this newsletter, including comments on past articles, ideas for future articles, add names for other interested colleagues or friends (please copy them with your request), 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 issues.  See our web site at: http://www.asset-management-solutions.com for other information and past Asset Management Solutions newsletter. 
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