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Newsletter for April 2018
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 maintenance, reliability, and 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 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.

	Maintenance Projects – Is there a Pay-off?

Why is this Question Important? 

One of the dominant trends I’m seeing around the world is the requirement for Maintenance Managers to act as managers of business.  No, I’m not talking about Maintenance as a Profit Centre (that’s key in the maintenance contract business, but not our focus in this newsletter), but rather as the basis for showing how well Maintenance is using the resources spent in delivering its services.  The Federation of Canadian Municipalities, for example, is requiring all Municipalities to tie Asset Management Planning into both annual budgets and long-term capital cost management.  In a broader context, there are two unstoppable trends we need to pay attention to:
1. The demand from the customer to demonstrate Value for Money
2. The competition within every organization for scarce resources
In addition, the Maintenance Manager needs to have a sound justification for prioritising spending.  It is no longer satisfactory to allocate resources on the basis of who shouts the loudest; we must demonstrate that we can apply the same KPI’s that are commonplace in the executive suite; namely ROI and Risk.  We must demonstrate that we are good custodians of the organization’s resources. This comes into critical focus when we plan Maintenance projects.
Defining a Project 

Projects typically replace or expand the current operating capacity or production capability.  They are regarded as investments, which means they are capitalized and added to the company’s investments on the balance sheet (more on this later).  This in turn means they are depreciated over the expected lifetime of the equipment, with only this year’s depreciation being charged to the Profit and Loss Account.  This is simply a means of preventing a long-term investment from distorting this year’s profit via a single large lump sum charge.  An important wrinkle here is that the “actual” or expected life of the asset being invested in, is not directly related to the depreciation period or the length of time over which the cost is spread.  This is because tax policy is designed to encourage new capital investment; however, that’s a deviation from our main theme that requires a lot more discussion and is beyond this newsletter (see November 2007 newsletter “The Three Faces of Accounting”).

Almost all organizations set a minimum cost limit to the definition of a capital project or a capital asset.  This makes the financial tracking much easier and eliminates the need to track annual depreciation for “minor” capital replacements.  The rules will also differ among organization as to what costs are included in the definition of “a Capital Project” - but generally it will be:
· design and production engineering, including site readiness;
· equipment cost - including equipment selection costs, shipping, in process inspections, quarantining and on-arrival inspections;
· labour and contractor costs for installation and commissioning;
· setting up of plans and training for maintenance and operations; and
· other direct costs such as energy and consumables up to the go-live date

For clarification, we need to also look at Capital Spares.  These are different from (and much simpler than) Capital Projects; they are common in heavy production environments where the spare part is both expensive and is itself repaired.  Without going into too much detail on these special items, they normally are:

· tracked by serial number;
· originally capitalized (i.e. appear on the Balance Sheet as a capital asset);
· are regularly depreciated with the depreciation being charged against profits; and
· if repaired, the costs are usually added to the capital cost and reflected in the revised depreciation charge.
Action message - if you are planning a Maintenance project find out from your finance folks your organization’s policy on project definitions and asset depreciation.
By contrast Maintenance Operations maintains the current production capability; it is paid for out of current revenue from sales.  It is charged directly to the departmental expense and appears as part of the company’s Profit and Loss Accounts for the month in which it is incurred.  Maintenance Operations comprises most of our daily work:

· regular corrective repair and maintenance, and PM’s;
· emergency repairs, parts replacement etc.; and 

· includes the cost of labour, spares and materials, and contract services.
In fact, everything that is not defined as capital or projects, is included in Maintenance operating costs.  We’ll dig into this subject in a later newsletter.

What is ROI? - Why does it Matter in Maintenance? 

ROI (Return on Investment) is one of the three most widely used financial KPI’s (the other two are Profit and Cash Flow; again, we’ll examine these in a later newsletter; plus January 2017 newsletter also covered Cash Flow.).  The purpose of ROI is to provide a standard measure for calculating the financial return to a company of investing cash in a project.  But before we dig deeper, we need to recognise that as with all KPI’s we need to be wary:

· One KPI by itself almost never gives the full story – a KPI is only an indicator;
· Make sure your organization’s definition of ROI is clearly understood – there is no one standard definition; international standards differ; and
· KPI’s should be designed to prompt behaviour – understand your organization’s objectives.
The core of ROI is very simple:

ROI = Revenue – Cost
         Investment
So, in applying ROI to a project we need to capture:

· The revenue derived from the project;
· The costs incurred in creating that revenue; and
· The investment in that project.
To keep this newsletter to a reasonable length, I’m going to stop here and pick up this theme in my next one.  In it, we’ll be zeroing in on the details of each of the components of ROI, as well as dealing with ROI in different time periods, and comparing different ROIs.  
In the meantime, questions and comments as always are very welcome; email me: 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 2018 version of PEMAC’s (Plant Engineering and Maintenance Association of Canada) MainTrain will be held in Ottawa.  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 newsletters. 
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