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Newsletter for December 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.
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.
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.

	Working with Maintenance Contractors

We have been having several hot and heavy discussions recently about how to improve the quality of work delivered by contractors without compromising the necessary good relationships with them and their on-site personnel.  Here are some of the discussions:

Q1:   How to increased Preventive Maintenance and reduce Emergency and Breakdown Maintenance in a lump sum contract?

1.1
First let’s assume that we have defined a given scope of work that identifies what has to be done and how much our contractor will be paid for it.

1.2
Next we have to assume that we have good relationships with the contractor and can work with him to build a good long term relationship.  This means there is an incentive for both of us to improve.  For us, we get more effective maintenance, happier customers and a reduced cost of maintenance; for our contractor, it is to have a happy customer (us), have a long term relationship with us, and to increase his profit.

1.3
So now we need to find out how to make all these happen at once!   The contractor needs to find it more profitable to prevent failures than to fix failures – we already know that is our own objective.  A KPI that will measure this is therefore important.  One way to do this for example, is to measure the Cost of Failure of the equipment that the contractor is maintaining.  Then our KPI target will be to show a reduction in that cost of failure – AND we must be prepared to share part of that reduction with the contractor as a bonus.  We can also base the renewal of the contract on achievement of a reduction in the Cost of Failure KPI.

1.4
Once that is done, then as the contractor completes any emergency work, we can together evaluate what he did, why is was necessary (the root cause), and what we can do to eliminate it from happening again.  These new tasks must then be added into the maintenance cycle – and will often replace other, obsolete tasks

1.5
As the root causes are eliminated, then the amount of PM work will increase and automatically, the amount of Emergency and Breakdown work will reduce.

Q2:  Should we do this for every machine?

2.1
No!  life is too short – we don’t have the time or the priority.  Apply the method to the most critical equipment.  If have can automatically capture the cost of failure for individual equipment or classes of equipment, then this greatly helps the decision: apply it to the equipment that have the highest cost of failure.  Remember that in calculating the cost of failure, we are including the cost of the repair + the cost of lost output + the damage to our reputation and business caused by the failure.

Q3:  Is it smart to have a contractor maintain our most critical equipment?

3.1  
The selection of outsourced maintenance is based on the three principles…

· we should maintain control of those processes and equipment that we define as critical intellectual property.

· we want to have more than one qualified contractor bidding (not only for pricing purposes, but in case we have to switch at short notice)

· we want to select the scope of work so it can be easily measured.

3.2
The major exception to that rule is when the contractor has a specific expertise that we do not have in-house.  This may occur with single in-house units where the contractor is a specialist in that asset.

3.3 
So it comes to a question of risk - a critical asset may be part of a process that gives us a competitive advantage; the asset may contain strategic technology or a cost advantage; may be central to our ability to supply our most important customers.  Should we risk commercially competitive information reaching other companies; or risk long term damage to our ability to survive. 

3.4 
Making sure that the work is supervised and done on-site does not really help us – it is the knowledge that we must protect.

Q4: Do lump sum contracts make sense?

4.1 
In a lump sum contract, we pay the contractor to deliver selected maintenance tasks for which he gets paid a lump sum.  For the contractor to make more money, he has one major incentive – cut costs. He can do this by cutting corners on quality, by skipping jobs that cannot be inspected, by hiring cheaper and less experienced labour, by using cheaper and lower quality parts.  Nothing here will provide for us (the owner) getting any improvements.  If the contractor has any good ideas, then he will not share them if they cost more – because his payment will not increase.

4.2  
Consequently most analysts want us to stay away from Lump Sum contracts as the value they deliver is not the best.   Using the techniques in Q1 above will help to move away from Lump Sum towards a contract based on strategic performance i.e. rewarding the contractor for delivering above normal value and for making suggestions for improvement.

4.3 
So we must ask ourselves – what is the incentive of the contractor?   How will the contractor make more money?  If the contractor makes more money, does the owner benefit?   The best contracts encourage the contractor to propose new and better ways of doing maintenance which result in both the contractor and the owner making more money.  If one wins and the other loses, then it is not a good contract, and it won’t last long!

Q5: What other steps can we take to improve the value of the contracts?

5.
We should be able to show there is value to both the contractor and to ourselves in changing tasks to improve reliability and output value.  If we require more work to improve the long term value of the asset for example, then the contract must be flexible enough to reward the contractor for it.  If a change in inspection frequency is required, then both we and the contractor should be comfortable with this adjustment.  This is a case where win-win really makes good sense.

As always, comments and suggestions are most welcome, 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 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 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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