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Newsletter for November 2015
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.
If you have any questions or topics you would like to have us discuss, please send them to me.
Further changes have resulted in me again providing management consulting services under the Asset Management Solutions banner.  I will continue to collaborate with Ben to continue to share our knowledge and insights through these 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.
 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.

	MRO Stores Support of Maintenance

Most of MRO stores efforts is to provide parts and materials to both Operations and Maintenance.  For this newsletter, the focus will be upon MRO stores support of Maintenance.
Background
Found there is often complaints from Maintenance that MRO stores did not have the parts they needed, at the time they were needed, and seemed to blame the situation totally on the MRO stores group.  Is that a fair assessment of the situation?
Have seen a number of different organizations, including assessing their maintenance and asset management processes and practices, and found that the assessment that the MRO stores were not competent doing their job was generally not the case, but there were a number of constraints imposed upon them that caused problems.
As MRO stores do not know the assets, and what parts and materials are needed to support those assets, they are dependent upon Maintenance to determine what is required.  MRO stores will only carry in their inventory what they are told to carry.  However, MRO stores is often constrained by the amount of working capital they can invest in holding inventory.  Working capital invested in inventory and the costs to hold it, are not available to invest elsewhere in the organization, including investments to make improvements that might provide significant benefit to the organization.
Looking at the extreme situations if unconstrained, when comparing the difference when MRO stores is managed by Finance versus managed by Maintenance, Finance often wants to manage the working capital requirements and carry only items that turn over quickly, while Maintenance often wants to carry everything they potentially might need to perform their work.  So the conflict between MRO stores and Maintenance is a natural outcome of the situation. 
Balanced Approach and Compromises

So what needs to be considered?

To maximize Maintenance effectiveness and efficiency, the right parts (i.e. fit for purpose) need to be available where needed, and when needed to manage failure consequences.  
The parts must be of suitable quality and specification for their intended use, as installing unsuitable or inferior parts can result in pattern “F” (infant mortality) failures, occurring shortly after the substandard part is installed.
The location where the parts are available (e.g. technician needs to go to central store, satellite stores, or delivered to job site) and the timing of the parts availability impacts responsiveness and potentially amount of downtime, and amount of valuable “wrench time” done by the technicians.  Wrench time is valuable time that technicians perform the work that they are uniquely qualified to do (i.e. diagnostics and making the repairs / “pulling wrenches”), and excludes travel time and getting parts.
Consequences / Cost of Not Having the Needed Parts

The consequence of not having the right parts when and where needed will depend upon the consequences of failure (e.g. safety, environmental, operational, or only financial), and what tactics are used to manage failures, (e.g. condition-based maintenance, time or usage based maintenance, or repair after it is found in a failed state).
Having the parts when needed to make the required repairs after determining a potential failure condition during condition monitoring could avoid safety or environmental failure consequences.  Without those parts, someone could be injured or killed, or environmental standards could be breached.  These consequences are extremely severe and the regulations regarding those breaches is likely to increase in severity, to emphasis to organizations its seriousness.  It might cost the organization the ability to operate in that legal jurisdiction i.e. put them out of business.
Similarly, if parts are not available to avoid consequences that could result in a severe customer service situation, high downtime and loss of revenue, or high financial repair cost, then that could have a severe impact on the organization, and that impact can be calculated.
If however, there is redundancy, parallel process streams, or some other way of working around the failure consequence, or the failure consequence is not severe to the organization, then the need becomes much less, and should not be given the same level of analysis.
Another situation where one solution is not suitable for all scenarios.

To address the situation, performing an asset criticality analysis can help (see May 2015 newsletter).  Depending upon the criticality, different service levels can be assigned according to the asset criticality.  For example, if a part is required to address severe financial consequence, the service level required might be 99.9% (i.e. part will be available at stores 999 times out of 1,000).  However, in less severe situations a 95% service level, or order only when required for short delivery parts might suffice.
Cost Related to Holding Parts

Managing parts and materials involves two major classes of expenses, holding costs and transactional costs. 

Holding costs include purchase cost of the inventory, the opportunity cost of the capital invested in the inventory (i.e. could have invested it into something with a higher ROI - Return on Investment), the stores infrastructure (i.e. value of floor space, enclosure, shelving, heating, lighting, other utilities, etc.), employees to staff stores and perform transactions, and inventory management (receiving, issuing material, handling returns, ABC analysis, physical inventory count / cycle count, etc.).
Inventory holding costs will vary depending upon:
· Value of inventory and cost of capital;

· Total space and related infrastructure required (e.g. central stores, satellite stores, receiving, large versus small parts, secure storage requirements, etc.); and
· Staff level required to effectively manage and operate (e.g. multiple store sites, limited hours of operation versus 24/7 operation, manning stores counter versus kitting parts for work orders, and delivering kitted parts to job site, etc.).

Inventory levels can be reduced (common organizational focus), but then if a critical part is not available when required, then any inventory holding saving might be insignificant compared to the cost and consequences to the organization of not having the part.

The use of a central store area will reduce the infrastructure and staffing requirements, but might impact responsiveness of Maintenance, thereby increasing downtime and resulting increase in loss of revenue. 

Staff levels and related costs can be reduced by limiting hours of operations.  However, if the site operations is 24/7, and if an effective solution is not used to issue parts off-hours that accurately tracks parts issued, then inventory accuracy will likely be poor and with it the service level, resulting in not having the critical parts when needed. 

On the issue of kitting and delivery of parts to the job site, what is the cost and availability of skilled technicians versus stores staff?  Skilled technicians are generally in short supply globally, and training to bring them to a suitable level of competence is relatively long; cost, availability, and required training for stores staff is generally better relative to skilled technicians.

Transactional Costs 
Transactional costs include effort required to identify requirements, then purchase, receive and pay for required parts and materials.
Transactional costs will vary depending upon:

· Number of transactions; and 
· General complexity of transactions.

Using larger order quantities for parts will reduce the number of required transactions and resulting transactional costs, but will increase holding costs with the larger quantity of parts.

Complexity of transactions can be greatly reduced through the use of blanket orders, where the details and negotiation have already been done, and a release against the blanket is a relatively simple transaction.

Your Solution?
As noted earlier, this is not a one solution fits all organizations, so what are your objectives and constraints?  

Are you prepared to do the work required to determine the best solution for your organization?
Can you manage the balance between the opposing situations and find the best solution, AND sell it within the organization?

What can you do to help yourself to help your friends in MRO stores?  Have you identified the critical parts?  Can you provide a longer planning time forecast to get parts when needed, rather than needing to carry them?  That will require more proactive maintenance (condition-based maintenance and preventive maintenance), and less reactive.

There seems to be no simple solutions, so hopefully you are up to the challenge, and let me know what those solutions are… 

	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 2016 version of PEMAC’s (Plant Engineering and Maintenance Association of Canada)  MainTrain will be held in the Toronto area.  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 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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