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ABSTRACT

This research report investigates whether a need exists for realistic maintenance
budgets that are aligned with market reality, providing the business with a competitive
advantage. To achieve this, a theoretical model has been developed to define the need
for and the substance of a realistic maintenance budget.

Subsequently, this issue was investigated in the South African coal mining sector, as
this sector is positioned in such a manner that the implementation and use of such a
model can and should have a major impact on business competitiveness. The
investigation took the form of data collection through means of an e-mailed
guestionnaire.

The data coliected by means of the questionnaires were presented as findings, which
also highlighted some important issues. These issues are discussed individually.

The research report concludes that a need for having a realistic maintenance budget
that is aligned with market reality, giving the business a competitive advantage, does
exist within the South African coal mining sector.

Finally, the integrated theoretical budgeting model, which was developed to assist the
maintenance practitioner in compiling a realistic maintenance budget, which is aligned
with the current market reality, will give any colliery (and for that matter any business) a
competitive advantage when applied.

The research report ends with a proposed list of possible research opportunities that
can be conducted as follow up studies to the research presented in this research report.
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GLOSSARY OF TERMS

ABB-group - is the Consortium for Advanced Manufacturing-international, Cost
Management Systems, Activity-Based Planning and Budgeting Group (Hansen et al,
2003:98).

Activity consumption rate - is the quantity of each activity that is required to produce
one unit of demand (Hansen et al/, 2003:99).

Asset management - completely aligns plant resources to achieve the business goals
of the organisation at the lowest cost (Peterson, 2000:1).

Breakdown maintenance — means fixing an item when it is found to be failing or when
it has failed (Moubray, 1997:171).

Budget — A detailed plan for the acquisition and use of financial and other resources
over a specified time period (Garrison & Noreen, 2000:406).

Condition-based maintenance — are corrective or consequence-avoiding actions/tasks
based on an assessment of the condition of an item (Moubray, 1997:145).

Decision packages — are discrete activities, functions, operations, or programs to be
operated in the next fiscal year(s) (Pyhrr, 1973:6).

Decision unit — is a cost or budget centre for which decision packages are to be
developed and analysed (Pyhrr, 1973:6).

Financial balance — equates the required rate of return with the demanded rate of
return (Hansen ef al, 2003:99).

Fixed-time-to maintenance (FTTM) - is work organised and conducted with
forethought, and is frequently called scheduled maintenance (Edwards et al, 2000:428).

xi



Just in time (JIT) — is a “uniquely Japanese™ principle used to describe a manufacturing
or other process in which materials arrive as close as possible to the time required
(Masaaki, 1997:2).

Net present value (NPV) — discounts all cash flows to the present at the project's cost
of capital and then sums those cash flows (Barringer, 2004:1).

Operational balance — equates the required quantities with the demanded quantities
(Hansen et al, 2003:99).

Operationally optimum condition - refers to the required condition of the
equipment/machinery to perform at the design intended productivity and maintenance
and operational cost levels (Wireman, 1998:5).

Opportunity maintenance — are those unscheduled tasks that are performed in the
non-use or off time of equipment/machinery and to make use of the “window of
opportunity” without influencing the productivity of the equipment/machinery (Defined by
the author of this research report).

Resource consumption rate — is the quantity of each resource that s required to
perform one instance of each activity (Hansen et al, 2003:99).

Return on invested capital (ROIC) - is the ratio of net operating profit after taxes and
amortisation (NOPATA) to total operating capital (Brigham & Ehrhardt, 2002:48).

Return on investment (ROI) — is the net operating income divided by average
operating assets. It also equals margin multiplied by turnover (Garrison & Noreen,
2000:579).

Scheduled maintenance — are those tasks undertaken before a failure occurs in order
to prevent the item from getting into a failed state (Moubray, 1997:145).

Total cost of ownership — considers costs most relevant to the acquisition,

possession, use, maintain and subsequent disposition of a good or service, i.e. typically
xii



the “cradie to grave” concept of a good or service (Ellram and Siferd, 1998:56).

Traditional planning and budgeting — is a periodic top-down process by which
organisations tend to define their future operational expenditures and forecasted
incomes (Neely et al, 2001:6).

Zero-based budget — is a method of budgeting in which managers are required to

justify all costs as if the programs involved were being proposed for the first time
(Garrison & Noreen, 2000:407).
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1. INTRODUCTION

1.1 Background

In today's rapid changing environment, the race to succeed is on, and highly
competitive businesses thrive on change. The speed with which businesses adapt to
change is a necessity and not a matter of choice anymore. Highly competitive
businesses actually take the lead in setting the pace for change. It is thus imperative for
a business to ensure aligned commitment of all its resources and their functions within
the business. Each function should formulate strategies to ensure it adds value, through
increased profits, to the bottom-line and that it assists the business to sustain its
competitiveness.

The globalisation of the South African economy, especially since its re-admission into
the international arena in 1994, brought about new challenges and pressures for
organisational leadership. Within the South African coal mining industry, mines were
used to compete only on the internal markets, but since 1994 South African coalmines
had to start competing with intemational coalmines. Internal benchmarking was not
good enough anymore and “world-class” benchmarking became the new focus, allowing
the South African collieries to compete with world-class collieries.

Currently, South African coal mines (collieries) are highly mechanised, and based on
experience the maintenance function of a colliery is also the function that controls about
two thirds of the direct mining costs. Downturns in the economy inevitably result in
financial scrutiny and budget cuts in every department. Maintenance engineering is no
exception and is thus a very attractive first option for cost cuts. Maintenance labour
cuts, stretched preventative maintenance cycles, and delayed equipment upgrades may
reduce operating costs in the short term, but they can all have disastrous long-term
consequences on production because when maintenance work is cancelled, machinery
and equipment reliability is negatively influenced. Only certain maintenance work can be
postponed on the short term, but never cancelled. It is thus imperative for the
maintenance function to formulate a strategy to optimise the total maintenance

1



expenditure of the business. This maintenance strategy, expressed in financial terms, is
called the maintenance budget.

The annual budgeting process is usually tedious and very time consuming if done
correctly. Unfortunately, experience has shown that it's also a process that is not always
followed through by all supervisors, engineers and managers with the necessary
dedication it deserves, resulting in unrealistic budgets that are seldom achieved. The
deviations could be one of a variety ranging from being well under spent to being weil
overspent. Reasons for the deviations could also vary from valid ones to invalid ones.

It therefore makes sense that a company implements a budgeting process that would
enable them to produce realistic maintenance budgets that will give the company a
competitive advantage. Subsequently the question should be asked, ‘How?’

This research report investigates whether a need exists for realistic maintenance
budgets that are aligned with market reality, providing the business with a competitive
advantage. To achieve this, a theoretical model has been developed to define the need
for and the substance of a realistic maintenance budget. This model also forms the
basis for exploring the reasons why maintenance budgets are seen to be unrealistic.
Measurements for this study are questionnaire responses from maintenance
practitioners of coalmines within the South African coal mining sector. This sector was
chosen because of the highly mechanised nature of collieries and the impact the South
African maintenance practitioner may have on a colliery’s unit cost of production within
the South African market.

in this report the objective of the research is stated, the real issue is further defined in
greater detail, and an academic and practitioner literature review on the different
budgeting approaches is conducted and integrated into a theoretical modei. This model
is designed to assist the maintenance practitioner to develop a realistic maintenance
budget, which will give the business a competitive advantage. A discussion regarding
the research parameters, sampling method, and questionnaire development will follow
thereafter. Then the research results are discussed from which conclusions and
recommendations follow. Finally, areas for future research are proposed.



1.2 Objective statement

The purpose of this research report is twofold: firstly, to provide a theoretical model
which will assist the maintenance practitioner in compiling a realistic maintenance
budget which is aligned with the current market reality, giving the business a
competitive advantage; and secondly, to determine whether a need exists for having a
realistic maintenance budget that is aligned with market reality, giving the business a
competitive advantage.

Based on experience and personal observation, the compilation of the annual
maintenance budget is usually a very time consuming and stressful period in the life of
maintenance practitioners. This is due to them being sent backwards and forwards by
their departmental managers, having to cut out perceived “fat” from their budgets so that
it becomes more “realistic’ and aligned with the company’s strategic objectives. This
perception that maintenance practitioners build “fat’ into their budgets comes from
basing budgets on gut feel and “thumb sucking® and not having a scientific tool to help
them budget realistically. This is also the reason for the research done. Needless to say
that this iterative budgeting process (i.e. the backwards and forwards sending of
maintenance practitioners to cut out *fat” from their budgets) not only wastes an
enormous amount of time, but it also distracts the maintenance practitioners from
focussing on their more important task, which is to ensure that machinery and
equipment are maintained cost effectively. Normally after being sent backwards and
forwards for a couple of times, the maintenance practitioner gets discouraged to such
an extent that he/she rushes just to complete the maintenance budget and to get their
managers “off their backs”. This results in the inclusion of severe oversights into the
maintenance budget. This is the very reason why many companies experience
maintenance cost “surprises” during the budgeted financial year which do not equate to
the prevailing market reality, forcing them to become uncompetitive.

In the next section, the real issue to be researched will be defined in more detail.



1.3 Defining the real issue to be researched

According to Garrison and Noreen (2000:402), in the traditional or incremental
budgeting approach, the manager staris by using the previous year's budget as a
baseline, adding to it {(or subtracting from it) according to anticipated needs during the
following financial year. This approach raises the concem that it could lead to drastic
over- or understating of the maintenance budget and subsequent under- or overstating
of planned profits of the business. Another concem of this approach is that the annual
budgeting process is often a long and time-consuming process that is too slow and
unresponsive for today's competitive and turbulent environment. Usually it is also
affected by "gaming”, company politics, and horse-trading tactics, all of which adds littie
value to the company's bottom line.

These concerns give rise to the question: “Whaf can be done to change the perceived
status of the budget from something based on a thumb suck to something more
scientific, and which is aligned with market reality giving the business a competitive
advantage?”

in an attempt to answer this question, the following specific issues will be discussed in
this study:

«  Aninvestigation into the different approaches to budgeting.

- Defining competitive advantage using realistic budgeting principles.

« Integrating the different budgeting approaches into a theoretical model.
«  Applying the integrated budgeting model to the maintenance budget.

«  Linking competitive advantage and maintenance budgeting.

»  Empirical research within the South African coal mining sector.

» Results obtained from the empirical research.

= Discussion, conclusion and recommendations of results obtained.

= Future research areas.

This research could look at all budgets, however, maintenance budgeting is very
complex and it constitutes a significant part of the cash cost of physical asset intensive
businesses. Thus, this research will focus on physical asset intensive businesses. It is

also felt that limiting the investigation to maintenance budgets will set the boundaries for
4



a manageable piece of research. Because the maintenance budget is the most complex
and largest cost contributor in physical asset intensive businesses, these principles
should also be applicable to the other functional budgets of a business.

The following chapter will deal with a comprehensive literature review of the various
approaches to budgeting, their integration into a theoretical model, its application to the
maintenance budget, and linking competitive advantage and maintenance budgeting.



2. AN INTEGRATED APPROACH TO MAINTENANCE BUDGETING

2.1 An investigation into the different approaches to budgeting

The first phase of the research involved an extensive, although not exhaustive, review
of available literature on the subject of budgeting. This sub-section draws on this
material to explore the current frustrations and weaknesses maintenance practitioners
experience with traditional budgeting. In addition, other budgeting approaches that are
perceived to be “better” than the traditional budgeting approach, such as activity based
budgeting (ABB), zero-base budgeting (ZBB), quality function deployment (QFD), target
budgeting (TB), the life-cycle costing (LCC) approach, and the rolling budgeting (RB)
approach, are also explored.

2.1.1 The traditional budgeting approach

According to Neely, Sutcliff and Heyns (2001:6), all the literature reviewed discussed
the disadvantages and occasionally the benefits of the “traditional® planning and
budgeting process, but a few actually defined it. “Traditional” planning and budgeting is
thus defined as the periodic process by which organisations tend to define their future
operational expenditures and forecasted incomes. In its “traditional” sense it is a top-
down approach whereby the corporate head office distributes the various budget
packages (consisting of various forms to be filied in and sales and operational forecasts
to be completed) to the divisions and operating units. Once the required data has been
entered these completed budget packages are returned “bottom-up” to the corporate
head office. This is an iterative process until final agreement is achieved. The final
budget is usually presented weeks or months after the initial budget packages were
distributed and it consists of limits to operate within as well as targets to be achieved for
the next financial year. This iterative process between top-down and bottom-up of the
traditional budgeting approach has the following disadvantages:



2.1.1.1  Budgets are time-consuming to put together: -

The planning and budgeting process in many organisations is said to take up anything
from 20% to 30% of management's time. (Neely et al., 2001:6).

2.1.1.2  Budgets constrain responsiveness and are often a barrier to change: -
Traditional approaches to budgeting act as a barrier to continuous improvement and
success due to the continuous focus within the organisation on how to beat the budget,
rather than on how to maximise potential. (Hansen, Otiey and Van der Stede, 2003:96).

2.1.1.3  Budgets are rarely strategically focused and often contradictory: -

Budgets tend to be internally driven with little focus on issues required to satisfy
customers and to generate value over the longer term. (Neely et al., 2001:6).

2.1.1.4  Budgets add little value, especially given the time required to prepare them: -

More than half the time spent on the budget by the financial department is consumed to
put a budget together while only 27% of the time is spent on analysis. (Neely ef al.,
2001:7).

2.1.1.5 Budgets focus on cost reduction rather than value creation: -

Neely et al. (2001.7) found that only 27% of companies integrate strategies with tactics
and only 22% have forecasts which include corrective action plans.

2.1.1.6  Budgets strengthen vertical command-and-control. -

Senior management usually dictate the conditions for activity within the company and
the budgeting process provides a mechanism to ensure that the conditions are adhered
to, thus controlling employees rather than encouraging them. {Neely et al., 2001:6).

21.1.7 Budgets do not reflect the emerging network structures that organisations are
adopting: -

Budgets do not reflect value creation and customer service brought about by

decentralising activities through alliances and partnerships; instead they promote

centralised control within the confines of the individual company. (Hansen et al,
2003:96).



2.1.1.8  Budgets encourage “gaming” and perverse behaviour: -

Usually when incentives are linked to budget requirements, individuais tend to minimise
the level of commitment they have to make, and maximise their personal gain during the
process of setting budget targets. When this mentality exists within an organisation, the

drive to continuously improve is lost. (Neely et al., 2001:6).

2.1.1.9 Budgets are developed and updated too infrequently, usually annually: -
Budgets typically have an annual time horizon and remain unchanged throughout the
year, even though they are out of date at the end of the first month of the financial year.
{Neely et al., 2001:6).

2.1.1.10 Budgets are based on unsupported assumptions and guesswork: -

Usually senior management's contribution is that of arbitrarly cutting or increasing
budgets by certain percentages with very limited justification of the assumptions it's
based upon. (Neely et al., 2001:6).

2.1.1.11 Budgets reinforce departmental barriers rather than encourage knowledge
sharing: - |

Everyone strives to achieve their own budgeted targets because there is little incentive

to co-operate and share with others to achieve synergies. (Neely et al., 2001:6).

2.1.1.12 Budgets make people feel undervalued: -

Traditional budgeting prevents empowerment and the opportunity for employees to
contribute to the achievement of strategic objectives. Employees are often treated as
costs to be minimised, rather than assets to be developed to their full potential. (Neely
et al., 2001:6).

2.1.2 The activity-based budgeting approach

Hansen et al. (2003:98) state that the activity-based budgeting (ABB) approach focuses
on generating a budget from an activity-based model of the organisation, as against the
traditional product-market, responsibility centre, or departmental focus. The essence of
the ABB-approach to budgeting is the Closed Loop Mode! shown in Figure 2.1. (Hansen

et al, 2003:99). Unlike the traditional budgeting approach, the ABB-approach creates
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an operationally feasible budget prior to generating the financial budget.

Stage 1, the operational loop, uses activity-based concepts to convert the estimated
demand for products and services into activity requirements using activity consumption
rates, and then translates activity requirements into resource requirements using

resource consumption rates.

Stage 1 - The Operational Loop 2-The Finencial
Shortage or Excess /\ Operational Balance
Capacity
| |
' "
- Adjust nd - Adjust
T Sy - Rsources - R Gk
Resource i
Hq:? F Assignment
Consumption Activities
Y Rate
A Adjust Activity Cost
"1 Consumption Requirements ¥ Assignment

_/' Product & Services [ Adjust Price

Y

§_

it Demand

.-"'(
(S(rategy first d'Mes 5 )

Figure 2-1: Closed Loop Model of the ABB-approach
Source: Hansen et al (2003:100)

Once the activity and resource consumption rates are known, the ABB-approach works
to achieve an operational balance between the resource requirements to meet the
demand and the resources available (production capacity). Should an imbalance exist
due to the initial plan, the organisation can adjust the demand quantity, resource
capacity, resource consumption rates, or activity consumption rates. In contrast, with
traditional budgeting the budget can only be balanced by changing the demand quantity

or resources available (production capacity).

Stage 2, the financial loop, develops a financial plan based on the operational plan.
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Financial balance is achieved when the financial plan meets a predetermined financial
target. Once the demands, activities, and resources are known, it determines the cost of
resources, traces them to activities, and then to products/services. Should the initial
financial plan not balance, the ABB-approach allows adjustments of five possible
elements to achieve the budget target: activity and resource consumption rates,
resource capacity, resource cost, product/service demand quantity, and product/service
price. Fewer possibilities are offered by the traditional budgeting approach because it
does not collect information on activity and resource consumption rates.

The following potential benefits of the ABB-approach are listed by the ABB-group
(Hansen et al., 2003:99):

2.1.2.1 Avoids unnecessary financial calculations of infeasible operational plans: -

By first balancing the operational requirements, unnecessary calculations of the
financial effect of operationally infeasible plans are avoided. Sources of imbalance,
inefficiencies, and bottienecks are highlighted.

2.1.2.2 Provides a more comprehensive set of tools for balancing capacity: -

Explicit analysis of resource capacity and the increased visibility of resource
consumption allow organisations to identify capacity issues and make adjustments
earlier in the budgeting process.

2.1.2.3 More easily communicated and understood budgeted information: -

Managers and operational employees can more easily understand and communicate
budgeting information in operational rather than financial terms. ABB also help
managers understand how to perform their jobs.

2.1.2.4 Reinforces a horizontal process view of the organisation: -

The process model facilitates the integration of budgets with other management
initiatives, such as performance measurement systems focused on cause-effect or lead-
lag relationships (e.g. balanced scorecards).

However, according to Neely ef a/ (2001:10) ABB is still a time consuming approach,
which still result in game playing and adding limited value after its first application. It is

thus prudent to state that due to this, when ABB is used on its own as a budgeting
10



approach, will not be conducive to competitiveness within a fast changing environment.

2.1.3 The zero-base budgeting approach

Horngren, Foster, Datar, Black and Gray (1996:492) define zero-base budgeting (ZBB)
as “budgeting from the ground up, as though the budget were being prepared for the
first time. Therefore, every proposed expenditure comes under review.”

Pyhrr (1973:2) states that many managers have suggested that ZBB be renamed to
“zero-base planning” or “zero-base planning and budgeting” due to the process
requiring effective planning. He further explains that planning and budgeting contrasts
each other in the business process as follows:

Planning identifies the desired output.

Budgeting identifies the required input.
. Planning is more general than budgeting.

Figure 2.2 shows the relationship between planning and budgeting. (Pyhrr, 1973:3).
Planning has to do with the establishing of plans and programs, the setting of goals and
objectives, as well as the making of basic policy decisions. Budgeting, and to be more
specific, ZBB, has to do with the detailed analysis of the many functions or activities that
the business must perform to implement each program, evaluating all the alternatives
within each activity to achieve the desired end result, and the identification of the trade-
offs between goal achievement and associated costs.

PLANNING ZERO-BASE BUDGETING EVALUATION
Establishing plans and Detail identification and Test budget against plan BUDGET AND
programs evaluation off all activities, Determine trade-offs between OPERATION PLAN
; = alternatives, and costs to goals and costs
Setting goals and objectives] achieve plans
Making basic policy
decisions
REVISIONS

Figure 2-2: Relationship between planning and budgeting
Source: Pyhrr (1973:3)

11



According to Schick and Hatry (1982:86) ZBB encourages participation by operating
managers in the budgeting process. Conventional budgeting may use large numbers of
business personnel to assist with the preparation of budget materials for someone
else’s use, but ZBB requires operating managers to prepare budgets for their own use.
The organisation of budgeting around decision units rather than larger administrative
units draws more managers into the process, which aiso does not demand analysis
beyond normal managerial skills.

The following major planning, analytical and decision-making processes are required to
be engaged by managers and others of the organisation during the development and
implementation of the ZBB model:

2.1.3.1 Defining the organisation’s mission and goals: -

Although the organisation may already have a set of established mission and goal
statements, it may be necessary to redefine them or create new ones if there were
major changes in the internal and/or external environments.

2.1.3.2 ldentification of decision units and decision packages: -

A ZBB decision unit can also be described as a cost or budget centre for which decision
packages, i.e. discrete activities, functions, operations, or programs to be operated in
the next fiscal year(s), are to be developed and analysed. Each decision package
usually will have three or more alternative ways of achieving the decision package
objectives, and each alternative should contain as a minimum, goals and/or objectives,
activities, resources, and their costs. Each decision package should also indicate how it
contributes towards the organisation’s mission and goals. The basic formulation process
of decision packages is shown in Figure 2.3.
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Figure 2-3: Formulating decision packages
Source: Pyhir (1973:13)

2.1.3.3 Analysis of each decision package: -

The analytical process allows the manager of the decision package, including its
alternatives, to assess and justify its operation. During the analytical process the
following typical questions should be asked:
Does the decision package support and contribute to the organisation’s goals?
. How would the organisation be impacted upon with the elimination of the decision
package?
Can the objectives of the decision package be achieved more effectively?

2.1.3.4 Ranking decision packages: -

According to Pyhrr (1973:15) the ranking process is a technique allowing management
to select the one alternative that has the greatest potential for achieving the objective(s)
of the decision package and allocating resources effectively to it by asking:

How much should be spent?

Where should it be spent?

There are various methods of ranking and managers will no doubt employ them, but the
main point is that ranking of decision packages is an important process of ZBB. The
ranking process is shown in Figure 2.4.
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Figure 2-4: Ranking process for decision packages
Source: Pyhrr (1973:16)

The managers preparing the packages at organisational level first rank the decision
packages D1, D2 and Ds. These managers would then submit their rankings to their next
higher level manager, the manager of decision unit C2, who would then consolidate the
28 packages (5 from D1, 8 from D2, and 15 from D3) into one overall ranking. An
iterative process of consolidation is then followed through all levels within the company.
Theoretically, one ranking of decision packages can be obtained for the entire company,
i.e. decision package A, and judged by its top management.

2.1.3.5 Acceptance and allocation of resources: -

After all decision packages were reviewed and analysed, managers will determine
resource level allocation to each decision package. Managers at different levels of
responsibility in the organisation, who normally perform this review and analysis, are
often requested by executives to revise and resubmit their decision packages if it's not
aligned with the company’s strategies.

2.1.3.6 Budget preparation: -

Once all the decision packages have been approved, the organisation’s budget will be
prepared and submitted for final approval. Once the budget is approved, decision unit
managers will implement all approved decision packages during the next financial year.
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2.1.3.7 Monitoring and evaluation: -

The final process of ZBB is that of monitoring and evaluation. Pyhrr (1973:177)
indicates that ZBB affects all aspects of the management process. He also states that
the four basic components of the process, i.e. planning, budgeting, implementation, and
control, are an integrated series of events as illustrated by Figure 2.5.

N I v

1. STATIC

| pLannING | >|atmema| > IMPLEMENTATION | >0DNTROI.I
‘ Drg:::l:l: :lli'l:g — Reporting -

— Management review
Staffing

and performance
auditing

1
1
1
Directing and 1
motivating 1
L

Operational auditing

7 ] S

CHANGE

Figure 2-5: The management process
Source: Pyhrr (1973:178)

In the static environment the basic assumptions and planning guidelines remain
constant during the planning and budgeting process, which proves to be reasonably
accurate when compared with the actual situation experienced during the operating
year of the budget. During the financial year managers can readily adjust their
operations for reasonable fluctuations experienced within the external and internal
operating environments, allowing them to control programmed modifications within
allowable budget variances (Pyhrr, 1973:179). However, when changes in the external
environment beyond acceptable and manageable limits occur, and/or substantial
internal operating problems or changes in personnel occur, management is forced to
react in a continually changing dynamic environment. This may force management to
completely revise their plans and budgets, implement major changes to current
activities or establish new programs and operations, and revise controls to match the
new operating scenario.
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The monitoring and evaluation process of ZBB needs the following to be included in the

overall design and implementation of decision packages:
Measurable performance objectives.

. Appropriate activities supporting achievement of performance objectives.

. Essential resource allocation supporting activities.

. Methods for conducting planned activities.

. Objective achievement evaluation during and at the end of the activity plan.

. Reporting procedures for communicating performance to managers of the
company.

From the above literature review on ZBB the single most important benefit of ZBB is that
it is an approach that avoids building on the inefficiencies and inaccuracies of previous
years' performance because all future expenditures must be re-justified during each
budgeting cycle. However, managers do experience the following problems with ZBB
(Neely et al, 2001:10):

. It is too time consuming tc be repeated annually.

. It stilt results in “game” playing.

. It adds little value after its first application.

2.1.4 Using the quality function deployment approach

Nogueira (2003:333) states that one of the problems in budgetary planning is that there
is a lack of structure of the process, and usually policies or strategies are determined at
the political level, but the implementation of such policies or strategies are done at lower
levels. Budgetary requirements done by experts suffer cuts at the political level without
a clear understanding of the consequences. Quality function deployment (QFD)
assesses the impact of decisions made at the various levels and it supports the
incremental development of a budget that reduces the communication difficulties within
the organisation. According to Nogueira (2003:334) QFD gives the support for the
transition from “what-to-do” into “how-to-do-it".

An iterative budgetary planning process starts with a top-down waterfall approach of
which the first two steps are done at the political level (Nogueira, 2003:334). First the
16



goals are identified where after a set of strategies is developed to achieve the goals, or
mitigate the threats. Then at the technical level the strategies determine the set of
forces that should be amranged and translated into activities that require a certain
amount of assets; consequently, a preliminary budget is derived. Figure 2.6 shows this
top-down part of the process expressed by the following conditional propositions:

Goals ‘ . ‘ Activities
(or Threats) Strategies Forces (Budget)

Figure 2-6: Conditional propositions
Source: Nogueira (2003:334)

After this primary top-down phase, the direction of the process flow is inverted. The
budget determined at the technical level flows to the upper levels where it usually gets
cut due to economical constraints. The process iterates and finally after many
negotiations, a definitive budget emerges and rules usually for the next five-year period.

It is also stated by Nogueira (2003:335} that this process unfortunately has an inherent

flaw caused by a lack of holistic vision at the technical level. There are also other

important issues to be considered, such as:

. Firstly, the method is informal and there is no way to prove that the solution is
optimal or even correct.

. The method refies on a great deal of negotiations and human communication,
which could result in decisions being based on power rather than reason.

. Lastly, there is no method to estimate the impact of cutting a program or a project
mainly because the relations stated in Figure 2.6 are not bi-directional.

The QFD model is an attempt to solve the problems stated above and also to put
structure in the decision process. The matrix in Figure 2.8 indicates the relationship
between the “what-to-do” with the “how-to-do-it”, the rows containing the “what's” (w)
and the columns conainng the “how's™ (h). The matrix is mtrinsically bi-directional as
indicated by Figure 2.7, i.e. if there is a relationship from a row to a column; there is aiso
an inverse relationship from the colurmn to the row.
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Goals ” A ” Activities
(or Threats) Strategies Forces (Budget)

Figure 2-7: Bi-directional relationships
Source: Nogueira (2003:336)
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Figure 2-8: A QFD matrix
Source: Nogueira (2003:335)

According to Nogueira (2003:336) the transformation from the goals to budgets requires
three steps represented by three matrices as indicated by Figure 2.9. For each matrix
(M;, M2 and M3), the concepts used as the “what’'s” are the concepts stated as the
“how’s” for the previous one. The first matrix relates goals to strategies. The second
matrix decomposed the strategies into forces.
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Figure 2-9: Decomposition process using three QFD matrices
Source: Nogueira (2003:336)
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The third matrix decomposes forces into activities that have associated budgets. The h;
of each matrix could be complementary or even redundant. The correlation between
different systems or altemnatives is expressed by the triangular upper part of the matrix
shown in Figure 2.10. For example, the ¢; represents the correlation coefficient between
hi and h;. By knowing the correlation between alternatives it is possible to determine an
appropriate mix with minimal cost. Thus, before cutting an alternative from the budget,
the correlation coefficient determines if the original goal is still supported by the other
“altematives, and for this reason it is necessary to express the value added by each
alternative. Therefore each matrix element contans the expected effect e; of each h;
over each w; The expecied effect is a real number between 0 and 1.0, and denotes the
relative impostance of each h; for a given w in Figare 210 (Nogueira, 2003:337). That
is:
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Figure 2-10: Matrix showing expected effects and comrelation coefficients
Source: Nogueira (2003:337)

By multiplying the matrices My, M> and M; in Figure 2.9, a fourth matrix M, is obtained
that relates goals to activities directly. That is:

Mi =M x M2 x Ms (3)
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Consequently M, transforms the conditional propositions presented by Figure 2.6 into
the bi-directional relationship supporting the material equivalence represented by Figure

2.11.

Goals Activities
{or Threats) (Budget)

Figure 2-11: Fourth matrix’s bi-directional relationship
Source: Nogueira (2063:338)

According to Nogueira (2003:339) this model gives rationality to the budgetary process
providing quantitative evidence of the consequences of each decision resulting in an
improved negotiation process. The use of cormrelation coefficients make it possible to
find a way to mitigate the negative effect of budget cuts by choosing a better mix of
complementary activities.

From the above literature review on QFD the following benefits are noted:

. It provides a formal structure to the budgetary planning process.

. It reduces the communication difficulties at the various management levels within
the company through an improved process of decision-making.

. It reduces difficulties in estimating future changes in the environment.

. It allows having a method to estimate the impact of cutting a program or a project
from the proposed budget.

However, the disadvantage discovered of the QFD process is that it is a very elaborate
process, which when used on its own, is not conducive to competitiveness within a fast
changing environment.

2.1.5 The target budgeting approach

Lewis (1988:15) states that an element missing from most enterprise management
systems (EMS) is a method by which chief executives can infiuence the content and
size of business unit budgets prior to preparation of detalled estimates. It is a waste of
valuable tame and finances if an individual business unit is allowed to prepare detailed
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estimates that add up to an unacceptable total or are based on policies that executives
will not approve. There is thus a need for a top-down as well as a bottom-up budgeting
approach. Alternative budgets, sometimes called “target budgeting” (TB) are a popuiar
method of meeting this need. Therefore according to Lewis (1988:15) TB is a workable
and useful supplement fo, but not a substitute for “traditional budgeting”.

Several weeks prior to preparation of detailed estimates, business units are required to
submit broad-brush skeleton estimates for the coming financial year. This submission is
analysed and discussed with each business unit concerned. Issues requiring further
study or that require advance policy guidance from the chief executive are identified.
Tentative budget targets are set for all business units based on this preliminary review.
These targets add to a company-wide total acceptable to the chief executive. Business
units are then requested to prepare detailed “A” budgets which do not exceed the
assigned targets. Business units are also permitted to submit “B” budgets that contain
items they would like fo have but cannot squeeze into the "A” budget “C" and ‘D’
budgets may aiso be prepared if more priority indications are wanted.

According to Lewis (1988:16) the TB approach has the following advantages:

. The chief executive prior to preparation of detailed proposais establishes targets
after taking into account changes in price levels, workloads, legislation, executive
policy and other factors that impact the budgetary scene.

. It has a priority setting feature in that business units are required to formulate a
budget within the constraints of a target figure set by higher authority. In this
manner the TB approach focuses attention on incremental anaiysis at the margins,
which Schick and Hatry (1982:86) deem to be the heart of ZBB.

. It contains a process of advance policy guidance to the business units. Thus, a
business unit might be instructed to make provision in the budget for starting a
new research program, constructing new infrastructure, or phasing out a program.

. TB can be used by alt business units and at various levels of hierarchy. Both micro
and macro issues can be handled.
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the maintenance management information system (MMIS), evaluation of the LCC, and
conducting sensitivity analysis to identify maintenance cost drivers.

Barringer (1998:3) states that in general, cost details for the acquisition tree shown in
Figure 2.13 are usually identified and colilected correctly, however the collection of costs
for the sustaining tree shown in Figure 2.14 is the major probiem!

Life-cycle
CostTree

Acquisition Sustaining
Costs Costs

Figure 2-12: LCC = Acquisition + Sustaining costs with time considerations
Source: Barringer (1998:3)

Acquisition
CostTree
L I
Research & Non-recurring Recurring
Development Costs Investment Costs Investment Costs
] 1] I
L Program Management — Spare Parts & Logistics T Upgrade Parts
P R&D - Manufacturing and ] Support Equipment
Advanced R&D Operations & Maintenance Upgrades
— Engineering Design — Facilities & Construction [ System Intagration
of Improvements
|| Equipment || . || Utility
Development & Test Initial Training Improvement Costs
] Engineering Data ] Technical Data i Green & Clean Costs

Figure 2-13: Acquisition cost tree
Source: Barringer (1998:4)
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Figure 2-14: Sustaining cost tree
Source: Barringer (1998:4}

According to Barringer (1998:4) the cost of sustaining/maintaining equipment is, in
general, 2 to 20 times the initial cost of acquiring an asset. This cost is usually the
smallest amount that will be spent during the life of the asset. The four most difficult
items in the sustaining tree to be collected are: (i) replacement/renewal costs, (i)
replacement/renewal transportation costs, (iii) support/supply maintenance costs, and
(iv) operating costs — particularly electrical costs because of varying loads on the
equipment.

Most capital equipment authorisations ignore major parts of the sustaining cost tree
because they lack funds for sustaining/maintaining the asset, and are usualiy based on
some “justifications”. Failure costs that are included appear as a percentage of the initial
costs and are spread evenly over every year of the typical 20-year life of an asset.

A complication arises in the sustaining tree that is driven by planned costs in the
acquisition tree. Approximately 65 — 75% of the totai LCC is set when the equipment is
specified, and most decisions are based on the acquisition tree which is the smallest
portion of the LCC (Barringer, 1998:5)! Figure 2.15 shows the LCC process for including

appropriate costs.
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Figure 2-15: Process flow for LCC calculations
Source: Barringer (1998:5)

From the above LCC literature review the following benefits are apparent:

It fosters long-term considerations, typically over the life of the
equipment/machinery and helps avoid myopic decisions.

It necessitates total cost visibility by focussing on the lowest total cost of
ownership of the equipment/machinery.

It helps identify potential “high-risk” or high cost areas within the life cycle of
equipment/machinery.

It allows for better overall resource management.

It acknowledges that operational usage also have a significant influence on the
life-cycle costs of equipment/machinery.
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2.1.7 The rolling budgeting approach

According to Myers (2001:42) many companies are recognising that the conventional
static budget, which is produced annually near yearend and then used as a guide for
the following year, even though it's outdated, is just not good enough anymore. instead,
they are tumning to rolling budgets (RB) — forecasts that are updated every few months —
in effect, reassessing the company’s outlook several times a year. The result. an
always-current financial forecast that not only reflects a business’s most recent monthly
results but also any material changes to its business forecast or the economy.

The implementation of rolling budgets does not necessarily require any fundamental
change in the way a company has been doing its budgets, except of course it no longer
does budgeting just once a year. However, companies that decide to implement rolling
budgets may want to take advantage of the decision to make changes in the way they
approach the budgeting task. They may search for new ways to speed up the budgeting
process and to make it more useful.

Many accountants view traditional budgets often as useless because they are
hopelessly outdated soon after they were approved and implemented (Myers, 2001:42).
When a company uses a traditional static budget process and finds that it misses its
sales targets in the first month, it typically pushes those projected sales into subsequent
quarters, acting as if the forecast for the full year remains unchanged.

For RB to work management must access and process information more quickly,
because the time between budgets has been compressed. To do that, line managers
must become more involved in the process and the company/organisation/business unit
must embrace technology that will allow it to quickly capture and disseminate the raw
data needed for decision making and forecasting. That often means acquiring special
software that does the job (Myers, 2001:42). Most organisations today rely on Microsoft
Excel spreadsheets to do their budgeting. They work, but they can be laborious,
requiring finance managers to piece together input from all the operations managers
throughout the organisation. In this way managers can spend a lot of time allocating
expenses among different segments of the business, but with the help of special
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software the process will be automated, allowing managers to spend more time

analysing the data.

Although no budgeting technique can predict the future, this technique allows
companies to get much closer to the ideal. The only holdback is the willingness of a
company’s managers to use the new technology tools that are now available (Myers,
2001:46).

From the above literature review on RB the following benefits are evident:

. It allows a company to have an always-current financial forecast, which helps them
to keep pace with changing circumstances.
It does not necessarily require any fundamental change in the way a company has
been doing its budgets.

. This technique allows companies’ financial forecasting to get much closer to
market reality.

. The implementation of special software supporting RB allows managers to spend
more time analysing data than collecting it.

However, according to Neely ef af (2001:10) the disadvantage of RB is that it can result
in more costs to the company due to the higher frequency of putting budgets together.

The next sub-section of this research report will define the competitive advantage that a
company/organisation can expect when using realistic budgeting principles.

2.2 Defining competitive advantage using realistic budgeting
principles

The second phase of the research involved a review of the relevant available literature
on the subject of competitive advantage. This sub-section makes use of this material to
define and explore a competitive advantage gained through the use of realistic
budgeting principles.

According to Porter (1998:155) national prosperity is created, not inherited. It does not
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grow from a country’s natural endowments, its labour pool, its interest rates, or its
currency’s value, as classical economics insists. The capacity that a nation’s industry
has to innovate and upgrade, determines the nation's competitiveness. Companies
competing with the worid’s best competitors, gain advantage because of the pressures
and challenges they experience during this struggle with the best. Many benefits
become evident from having strong domestic rivals, aggressive home-based suppliers
and demanding local customers. Competitive advantage is created and sustained
through a highly localised process.

Kotler and Armstrong (2001:270) states that a company gains an advantage over
competitors by offering consumers/customers more value than what the competitor's
can. Burgelman, Maidique and Wheelwright (2001:365) also state that a company gains
a competitive advantage over competitors through the development of distinctive
competencies. Jehle (1999:56) points out that competitive advantage is all about
understanding what your business needs to achieve to differentiate itself, gain market
share, or somehow leave its competitors in the dust.

According to Jehle (1999:54) a good budget is more than just a process of collecting
and consolidating numbers, and states further that it is a map that can guide a company
to competitive advantage. Budgets have to be flexible and revised as the business
changes. The faster the industry that the business is in moves, the faster the company
has to shift its priorities, the more often plans need to be adjusted and hence the more
often the budget has to be adjusted. As the competitive landscape changes,
organisations need to plan and re-plan quickly. Jehle (1999:55) states that fast, efficient
budgeting, rolling forecasts, and effective management reporting and analysis are key
to managing changing conditions or deviations from planned performance.

Successful companies see budgeting as the comerstone to a closed-loop system for
management planning and control (MPC). Such a system drives a company’s quest for
competitive advantage and consists of interlinked management processes. These
processes, as shown in Figure 2.16, are the methods by which strategic initiatives are
tumed into pians and budgets that deliver the expected resuits.
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Figure 2-16: Closed-oop processes for management planning and control
Source: Jehie (1999:57)

The management planning process takes key strategic initiatives and supporis a top-
down and bottom-up planning process, including goal setting, budgeting, and rolling
forecasts. The management control process supports planning by providing
organisational insight, communication, and focus. It inciudes the monitoring of planned
performance, support for analysing alternatives, and taking corrective actions.

An effective MPC system hamesses the best thinking and collective knowledge of ali
individuals who are most intimate with the maintenance function of the operation.
Linking the strategic plan to the maintenance plans, making resource allocation
decisions based on the strategic plan that are reflected in the budget and providing solid
analysis when results deviate from the plan are all value-added benefits of an effective
MPC system.

Over the past few years many companies have implemented Enterprise Resource
Ptanning (ERP) systems, which were designed to improve operational business
processes such as general ledgers, order processing, procurement and inventory
management. Modern MPC software applications address the processes of planning,
budgeting, financial consolidation, reporting and analysis. These applications transform
data from an organisation’s business transaction systems or ERP systems into
business-critical information that can be used to make sound planning and management
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decisions on a continuous basis (Jehle, 1999:56).

In the next sub-section of this research report the most advantageous and applicable
parts of the abovementioned budgeting approaches will be integrated info a theoretical
budgeting model that will give a company a competitive advantage when implemented.

2.3 Integrating the different budgeting approaches into a theoretical
model

The third phase of the research involves an integration of the most advantageous and
applicable parts of the abovementioned budgeting approaches into a theoretical model.
This sub-section makes use of the research material to develop a proposed theoretical
budgeting model, which will ensure that the budget will be matched with market reality,
giving a company a competitive advantage.

Figure 2.17 shows the model as generated by the author of this research report to
integrate the researched material on the different budgeting approaches, i.e. rolling
budgeting (RB), activity based budgeting (ABB), zero-base budgeting (ZBB), life cycle
costing (LCC), quality function depioyment (QFD), and target budgeting (TB), into a
theoretical budgeting model which will reduce/eliminate the current frustrations and
weaknesses experienced with traditional budgeting approaches and it will give a
company/organisation a competitive advantage when implemented. A discussion on the
functioning of the proposed model will now follow.

2.3.1 Goals

As with the TB and ZBB approaches, the proposed model starts off with a top-down
approach whereby the company’s executive group sets the expected performance
targets for the company to be achieved during the next 12 to 18 months. Business units
will revise the logics of their budgeting databases annually to confirm its alignment with
updated strategic plans — organisational and asset management strategic plans.
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Figure 2-17: An integrated theoretical budgeting model
Source: Developed by the author of this research report

2.3.2 Strategies

The success of the maintenance function is dependant on the quality of an asset
management strategy as well as its implementation. Peterson (2000:1) defines asset
management as: ‘completely align plant resources to achieve the business goals of the
organisation at the lowest cost”. The asset management strategy is a holistic approach
towards maintaining the assets of an organisation. It also includes an
equipment/machinery maintenance strategy, which addresses the maintenance
specifics of each type of equipment/machinery.
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The maintenance strategy would typically address the various maintenance activities
that make up the maintenance “mix” the maintenance function would apply to a specific
piece of equipment or piant or physical asset. Maintenance activities such as condition-
based maintenance, scheduled maintenance, breakdown maintenance and opportunity
maintenance would typically make up the maintenance “mix”, but it is also dependant on
the weighting of each activity.

The asset management strategic plan should also be aligned with the organisational
strategic plans, which are supporting the goals and targets set by the chief executive of
the company. Thus, a bi-directionat interdependency also exists between the setting of
goals and the development of strategies.

2.3.3 Forces

Forces influencing both the strategies and the budgeting activities inciude exchange
rate fluctuations, inflation rate and indices, legislation, technological innovation,
environmental controls, health and safety issues, black economic empowerment (BEE),
and employment equity (EE), to name but a few. These forces also have a bi-directional
interdependency with the strategies and the budgeting activities.

2.3.4 Activities

Detailed budgets are based on the ZBB principles and applied to the various business
activities of which each activity includes equipment, which is budgeted for using the
LCC approach. These three budgeting approaches ZBB, ABB, and LCC are highly
integrated into the annual revised budget. The integration process followed will now be
discussed at the detail level using the following three steps:

STEP 1. - Prepare a cost breakdown structure for each type of equipment or machinery.

Prepare a cost breakdown structure for each equipment/machinery type. Table 2.1
presents an extract from a cost breakdown structure for a typical maintenance budget at
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one’s plant. It is important to note that the list as presented in column A, shouid include
all the components the equipment/machinery is made up of; typically one can use the
bill of materials supplied by the original equipment manufacturer (OEM) in the parts
manuals. The costs listed in column D should be dictated by the maintenance strategy
to be followed and sourced from the OEM or the contracted service provider. This
information will represent the base of the budget, and typically the zero basis. This step
can be applied to any equipment/machinery, independent of its age, whether it is new
equipment/machinery or whether it was in operation for some time.

Table 2-1: Extract from a cost breakdown structure

Machine Number: BF 002
Machine Type: CAT 789
Current Exch Rate (R/$): 6.30
Remain Budget Hours 1,354
o Expected Current Current
Description Life {Hours) | Life (Hours)| Cost (Rand)
(A) (B) €) (D)
Responsible Code: 470512
Cylinders
Steer Cylinder LIH 15,000 10,575 14,270
Steer Cylinder R/H 15,000 1,020 14,270
Hoist Cylinder LM 15,000 8,759 26,850
Hoist Cylinder RIH 15,000 12,228 26,850
Steering Ball Stud L/H 7,500 541 7,115
Steering Ball Stud RH 7.500 541 7,115
Steering Line Boring 5,000 541 3,500
Hoist Cyl Bearing Set 7,500 541 9,200
Hoist Cyl Line Boring 7,500 541 3,500

Source: Syferfontein Strip-mine (2000)

STEP 2: - Determine the long-term maintenance plan.

For each component listed in Table 2.1 an expected service life has to be determined.
This process will be discussed in more detail in subsection 2.4 below. The expected life
or norm is usually expressed in equipment/machine hours used, production tons
produced or even in calendar time. Table 2.2 shows an extract of the first three years of
a 10-year maintenance plan. Column B represents the expected life of a component,
measured in machine hours. For a machine that has been in operation for some time, a
“snap-shot” of it's current status has to be determined. This is represented by column C,
which reflects the current life each of the components has achieved to the date of the
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“snap-shot”. Depending at which point during the financial year the “snap-shot’ is taken,
the remaining budgeted machine hours for the financial year has to be determined and
added to the current life (column C) in order to determine the starting point for the next
financial year. This is shown in column G under the heading Period 1. The machine
hours budgeted for this financial year (Period 1) is now added to its start life {column G),
which will then result in the starting point for the next financial year labelled Period 2,
shown in column K. This iterative process should be followed to develop the long-term
(typically 5- or 10-years) maintenance plans for the maintenance function of the
business. All the figures highlighted in red represents a maintenance activity's expected
cost. The process described above is nothing else but the process of determining the
life cycle cost of each component of a machine over the longer term (typically for the
expected life of the equipment/machinery), using the zero-base budgeting principles.

Table 2-2: Extract of the first three years of a 10-year maintenance plan

Machine Number: BF 602
Machine Type: CAT 789
Current Exch Rato (R/$): 6.30 Period1  Budget Hours: [Period 2  Budget Hours: {Period 3 Budget Hours:
Remain Budget Hours 1,354 Exch Rate:| 3836 Hrs  |Exch Rate: 3836 Hrs  {Exch Rate: 3836 Hrs
Description Expected Current Start Budget Start Budget Start Budget
Life (Hours) | Life (Hours)|  Life Cost Life Cost Life Cost
N (a) {8) () (G) U] ) (M) (©) {Q)
Responsibie Code: 470612
Cylinders
Steer Cylinder UH 15,000 10,575 11929 14,466 765 0 4335 0
Steer Cyfinder R/H 15,000, 1.020 2374 0 6210 0 9780 0
Hoist Cylinder L/H 15,000 8,759 10113 0 13949 27,219 2519 Q
Hoist Cylinder R/H 15,000 12,228 13582 27,219 2418 0 5988 0
Steering Ball Stud UH 7,500 541 1895 ] 5731 7,115 1801 0
Sleering Ball Stud R/H 7,500 541 1895 0 5731 7,115 1801 0
Steering Line Boring 5,000 541 1885 3,693 ™ 0 4301 3,693
Hoist Cyl Bearing Set 7,500 541 1895 Y 5731 9,200 1801 0
Hoist Cyl Line Bomgli 7,500 541 1885 0 5731 3,693 1801 0
Sub-total 45,378 54,342 3,693

Source: Syferfontein Strip-mine (2000)

STEP 3: - Divide the production process into activities.

In order to explain the mechanism of activity based costing, a working colliery will be
used to explain the concepts. At a colliery, each step/activity of the coal mining process
requires different types of equipment/machinery. The coal mining process in a strip-
mine can typically be divided into four activities namely; topsoil stripping and placing,
drilling and blasting, overburden removal, and coaling. Each of these activities will utilise
different types of equipment/machinery. For example bowl scraper machines will be
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used for removing the fertile topsoil layer covering the rock layer, which covers the coal
seam. Drilling machines will be used to drill through the rock layer (overburden) to the
top of the coal seam, in a predetermined pattern of driil holes, which will be charged
with explosives. The overburden will be blasted into a pile of fractured rock material
which will be removed by either a truck and shovel operation or by means of draglines.
Lastly the exposed coal seam will once again be drilied, blasted and ioaded by means
of a truck and shovel operation.

Therefore, for this example, once all equipment/machinery have been budgeted for by
using the processes explained in STEPS 1 and 2 above, ali the equipment/machinery
have to be divided into the various activities of the coal mining process. This process is
called activity based budgeting which enables tracking of unit cost of production per

activity.

Once again the activities, goais and forces all have a bi-directional interdependency

with each other.

2.3.5 Rolling budget (forecast)

Rather than creating an annual financial forecast that remains static for the year, a base
budget reflecting long-term planned maintenance activities is produced, which is
updated on a monthly basis. A long-term (typically 10-years) maintenance pian would
be developed due to the long-term life expectancy of capital-intensive physical assets
used at a plant. Budget pfanning and analysis software is utilised to update and replace
the monthly projected performance figures of the business with the actual performance
figures achieved, and the budget is then rolled forward one more month, thus resulting
in a rolling 10-year plan. This updating process is typically initiated by the maintenance
planning function and coordinated by the accountants.

This rolling budget, as shown by the proposed theoretical model in Figure 2.17, drives a
target-based detail budget, which is a key financial component of the organisation’s
strategic planning process. An enterprise resource planning (ERP) software enables the
rolling budget that is fully integrated with the setting of goals, strategies, forces, and
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budgeting activities. The rolling budget is continuously updated as events (e.g.
component replacements, exchange rate changes, inflation rate changes, etc.) occur.
This timeliness and relevancy of the rolling budget will give the company a competitive
advantage in the fast changing economic environment of today.

Now that the content and structure of a proper general maintenance budgeting process
has been defined, it can now be tested. Therefore, in chapter 3 of this research report
the extent to which the maintenance practitioners of collieries within the South African
coal mining sector apply the elements of the proposed theoretical model in current
practice, will be tested. This sector was chosen because of the highly mechanised
nature of collieries and the impact the South African maintenance practitioner may have
on a colliery’s unit cost of production within the South African market.

Specific questions will be designed and included in the questionnaire for this purpose.
The resuits of these questions will be discussed in chapter 5.

In the next sub-section of this research report the proposed theoretical budgeting model
will be discussed as it is applied to the maintenance budget.

2.4 Applying the integrated budgeting model to the maintenance
budget

Due to the holistic nature of asset management, the proposed theoretical budgeting
model can be applied to the business as a whole, i.e. covering all of its functions such
as the maintenance, financial, procurement and supply management, human relations,
safety, health and environment functions. The fourth phase of the research therefore
invoives the application of the proposed theoretical budgeting model to the maintenance
budgeting process, as this function can account for up to two thirds of the total cash
cost budget for physical asset and capital-intensive operations such as coal mining.
This sub-section will deal with the budgeting activities of this model at the detail level,
when the maintenance practitioner has to apply it to the maintenance budget to ensure
it is realistically aligned with market reality, giving the company a competitive
advantage.
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When judging the financial efficiency of a maintenance system, many maintenance
practitioners adopt a simplistic (and very outdated) average hourly maintenance cost
per machine as the sole indicator of cost performance (Edwards, Hoit and Harris,
1998:60). A more accurate maintenance cost estimation system applied to equipment
and machinery includes an integrative approach to maintenance budgeting with ZBB,
LCC and ABB, as is proposed by the theoretical model shown in Figure 2.17. In order to
apply the proposed theoretical budgeting model to a maintenance budget, the following
steps should be followed:

STEP 1: Sefting goals and objectives

A top-down approach is followed where the maintenance executive of the company sets
both technical and financial goals and objectives for the maintenance department, which
should be aligned with the goals and objectives of the company.

STEP 2: Developing a maintenance strategy

Develop an asset management strategy that will support the goals and objectives of the
company. Financial success of an asset management strategy can be determined
realistically only when actual costs are compared with target “predicted” values. The
cost to utilise equipment and machinery includes not only the more “obvious” capital
cost of equipment and machinery ownership, but also the ongoing cost of maintenance
and subsequent disposal. It is therefore essential to maintain equipment and machinery
in a safe and operationally optimum condition, for which the maintenance practitioner is
responsible. The operationally optimum condition refers to the required condition of the
equipment/machinery to perform at the design intended productivity and maintenance
and operational cost levels. As was discussed earlier in subsection 2.3.2, the
maintenance strategy is a very important component of an asset management strategy.
The development of the maintenance strategy is thus a critical exercise, which should
be completed diligently because the successful execution of the maintenance budget
will be dependant on the maintenance strategy.
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STEP 3: Prepare a cost breakdown structure

Fixed-time-to maintenance (FTTM), frequently called scheduled maintenance (Edwards
et al, 2000:428), forms the basis of the LCC approach. With the proposed theoretical
budgeting model the LCC of equipment and machinery is developed from ground zero,
i.e. supporting the ZBB principles. A cost breakdown structure has to be developed,
which takes into account all labour requirements (man-hours per scheduled task),
components (sub-assemblies such as motors, gearboxes, hydraulic cylinders, etc.),
consumables (oils, grease, filters, etc.), miscellaneous maintenance materiais (bolts,
nuts, globes, iugs, etc.), and structural repairs (welding, cutting, steel, etc.). An example
of a typical cost breakdown structure developed by the author of the research report for
a CAT 789 rear dump truck is shown in Table 2.1. A list of all the components of each
type of equipment and machinery gets drawn up by the maintenance-planning
department (column A), which is then costed by the OEM or contracted service provider
(column D). it is recommended to do such an exercise annually to verify pricing reality.

STEP 4: Develop expected component lives
To develop the expected life for each component of each machine type to be budgeted
for, is the most important step of the budgeting process, which is often underestimated

by many maintenance practitioners (Edwards et al, 1998:60).

Tabie 2.3 shows the expected lives (column B) for each of the components listed in the
cost breakdown structure.
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Table 2-3: Listing expected component lives

Machine Number: BF 002
Machine Type: CAT 789
Current Exch Rate {R/S$): 6.30
Remain Budget Hours 1,354
. Expected Current
Description Life (Hours) | Cost (Rand)
(A) (B} (D)
Responsible Code: 470512
Cylinders
Steer Cylinder L/H 15,000 14,270
Steer Cylinder RMH 15,000 14,270
Hoist Cylinder L/H 15,000 26,850
Hegist Cylinder R/H 15,000 26,850
Steering Ball Stud L/H 7,500 7,115
Steering Ball Stud R/H 7,500 7,115
Steering Line Boring 5,000 3,500
Hoist Cyl Bearing Set 7.500 9,200
Hoist Cyl Line Boring 7,500 3,500

Source: Syferfontein Strip-mine (2000)

The process for determining the equipment and machinery component expected lives
will now be discussed in much more detail.

In order to develop the expected component lives it is assumed that the various
historical lives achieved by these components up fo the point they failed, fits the normal
probability distribution. The normal distribution is used because of its wide use in
business and management decision-making, which underping the area of statistical
inference (Wisniewski, 2002:150). Therefore, if the source data to be used does not
comply with such requirements, the data should be cleaned up first.

Normally the component failure distribution for equipment and machinery has a large
standard deviation (widely spread-out) as depicted by the blue curve in Figure 2.18.
This relates to ad-hoc failures with very low predictability — a typical symptom of
“‘breakdown maintenance”.

The preferred situation is to have a much smaller standard deviation (compressing the
widely spread-out curve) as depicted by the red curve in Figure 2.18, which relates to a
much higher degree of component failure predictability. This will enable proactive
component change outs, which can be planned/scheduled for execution just in time

(JIT) before failure (Masaaki, 1997:2).
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Figure 2-18: Component failure Normal distribution
Source: Adapted from Wisniewski (2002:150)

The optimal point for replacing a component proactively is depicted by the JIT point in
Figure 2.19. The interval between inspection points 1 and 2 represents the scheduled
condition monitoring tasks as well as any other scheduled/planned activity related to a
maintenance intervention. At point 2 deterioration of the component is detected and the
inspection interval shortened as depicted between points 2 and 3, and between points 3
and 4. Point 4 represents a proactive JIT replacement of the component just before it
fails. The objective of this proactive maintenance approach is to achieve a planned vs.
unplanned downtime ratio of better than 85%:15%, which is also the benchmark for
world-class companies (Mitchell, 2002:99).

Detection
L Inspection interval J I T l
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—e 4
2 1 2 3
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Figure 2-19: Optimal component replacement point
Source: Adapted from Moubray (1997:60)
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The result of planned, proactive JIT component replacements is expected to increase
component lives in general. From Figure 2.20 the shift of mean B, depicted by the red
normal distribution curve, to the right of mean A, depicted by the blue normal distribution
curve, shows this expected increase in component life. This increase creates an
opportunity gap, which should be determined and built into the maintenance budget
annually to ensure continuous life improvement of components, which should be
managed rigorously. This highlights the bi-directional interaction of the strategy with the
actual budgeting activity and how the one can be used to determine the other as
explained in section 2.3.2. For example Figure 2.20 the opportunity gap represents a
70% increase (i.e. moving the mean from 50% of the population to a mean of 85% of

the population) in component life!

J Mean B

High component
failure predictability
curve

Low component
failure predictability
curve

Failure frequency (Qty)

- 15% | 70% | =—15% —

Life achieved (Tons)

Figure 2-20: Component expected life improvement
Source: Developed by the author of this research report

When component replacements are managed on a JIT principle, huge savings can be
generated. The costs associated with a failed component can vary anything from two to
five times more than that associated with a proactive component replacement
(Moubray, 1997:109). It is thus imperative to make extensive use of condition based
monitoring techniques where applicable, to realise maintenance related cost savings
through proactive component replacement management.

From Figure 2.21 the shift of mean C, depicted by the green normal distribution curve,
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to the left of mean A, depicted by the blue normal distribution curve, shows the
opportunity gap with the associated expected decrease in component
repair/replacement costs which should be built into the maintenance budget annually
ensuring continuous component repair/replacement cost improvement, again
highlighting the bi-directional interaction as described in 2.3.2. It is also important to
note that the OEM plays a major role in repair cost reductions, e.g. the company and
the OEM must agree to a scope of repair for each component, returning it to an “as
new” condition, which should result in the minimum repair cost of the component, but
still within a 100% warranty coverage by the OEM. Otherwise the next life cycle for that
component will have to be handled and budgeted for differently than the first, as the
entry condition of the equipment will have been changed. From Figure 2.21 this
opportunity gap for example is indicating a 70% reduction (i.e. moving the mean from
50% of the population to a mean of 15% of the population) in component repair costs.

Mean C

-

Mean A
Opportunity

Curve reflecting
low predictability of
component repair
cost

Curve reflecting

high predictability of
component repair
cost

Failure frequency (Qty)

£

- 159 —> 70% = | <— 159, —>

Component repair cost

Figure 2-21: Component expected repair/replacement cost improvement
Source: Developed by the author of this research report

Once the two actions are synchronised, i.e. the proactive component replacement

management and the minimising of component repair costs, a quantum leap in
maintenance cost reduction may be achieved. This is represented in Figure 2.22.
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Figure 2-22: Total expected maintenance cost reduction
Source: Developed by the author of this research report

The opportunity gap, as measured between the mean future life (depicted by the red
normal distribution curve) and the mean future cost (depicted by the green normal
distribution curve) is the result of what can be achieved with a rigorous drive to
implement the proactive maintenance principles. In addition, if this opportunity gap is
included in a proper budgeting process as part of an improvement strategy, this

improvement drive will be embedded and managed.

STEP 5: Establish the starting point for the scheduler

For the scheduling software to be effective, a “snap-shot” of the component status at the
time has to be determined. This requires the recording of the current age, in an
applicable unit of measure such as machine hours, of each component and using it as
the starting point for the scheduling software to start scheduling the next component
replacements from. This is shown in column C of Table 2.4. Again the CAT 789 rear
dump truck is used as the example.

STEP 6: Scheduling component future repairs/replacements

Once the expected production time is fed in, i.e. budget hours highlighted in blue in
Table 2.5, the scheduler will schedule future component repairs/replacements (figures
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highlighted in red in Table 2.5), which is totalled for each financial year (period). This
then becomes the budget for the following financial year(s).

Table 2-4: Establish starting point for the scheduler

Machine Number: BF 002
Machine Type: CAT 789
Current Exch Rate (R/$): 6.30
Remain Budget Hours 1,354
i Expected Current
BeacHhes Life (Hours) | Life (Hours)
(A) (B) ©)
Responsible Code: 470512
Cylinders
Steer Cylinder L/H 15,000 10,575
Steer Cylinder R/H 15,000 1,020
Hoist Cylinder L/H 15,000 8,759
Hoist Cylinder R/H 15,000 12,228
Steering Ball Stud L/H 7,500 541
Steering Ball Stud R/H 7,500 541
Steering Line Boring 5,000 541
Hoist Cyl Bearing Set 7,500 541
Hoist Cyl Line Boring 7,500 541

Source: Syferfontein Strip-mine (2000)

Table 2-5: Budgeted expenditure for the first period

Machine Number: BF 002
Machine Type: CAT 789
Current Exch Rate (R/$): 6.30 Period 1 Budget Hours: 3836
Remain Budget Hours 1,354 Exch Rate: 6.30 PPI:  0.055
Description Expected Current Current R/Hr Import Start Exp. Repair Budget R/Hr
Life (Hours) | Life (Hours)| Cost (Rand)| Rate Factor Life Cost (Rand) Cost
(A) (B) ) (D) (E) {F) (G) (H) (U] J)
Responsible Code: 470512
Cylinders
Steer Cylinder L/H 15,000 10,575 14,270 0.95 0.75 11929 14,466 14,466 3.77
Steer Cylinder R/H 15,000 1,020 14,270 0.85 0.75 2374 14,466 0 0.00
Hoist Cylinder L/H 15,000 8,759 26,850 1.79 0.75 10113 27.219 0 0.00
Hoist Cylinder R/H 15,000 12,228 26,850 1.79 0.75 13582 27,219 27,219 7.10
Steering Ball Stud L/H 7,500 541 7,115 0.95 ] 1895 7,115 0 0.00
Steering Ball Stud R/H 7,500 541 7,115 0.95 1 1895 7.115 0 0.00
Steering Line Boring 5,000 541 3,500 0.70 0 1895 3,693 3,693 0.96
Hoist Cyl Bearing Set 7,500 541 9,200 1.23 1 1895 9,200 0 0.00
Hoist Cyl Line Boring 7,500 541 3,500 047 0 1895 3,693 0 0.00
Sub-total 112,671 45,378 11.83

Source: Syferfontein Strip-mine (2000)

STEP 7: Have the maintenance budget approved

Once the maintenance budget is completed it follows the bottom-up approach for
approval. This budget developed for a typical ten-year period (a ten-year period may
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seem too long but it is typical of LCC to view a machine’s maintenance and operational
costs over its useful life, which may exceed a ten-year period), forms the zero basis
from which annual adjustments will be made. The executive group of the company will
also use this budget for their top-down target setting for the company.

STEP 8: Continuous updating of maintenance budget

Software for budgeting and planning makes it easier for managers throughout the
company to access, enter and share data on a real-time basis, using the Internet as a
communications medium. A fully integrated enterprise management system (EMS)
enables continuous updating of the financia! reporting system should a maintenance
event (component, system or machine repair or replacement) be registered within the
computerised maintenance management system (CMMS). This updating could include
one or more adjustments such as component actuai life achieved, component
repair/replacement price, component expected life, exchange rate and inflation rate
adjustments. These adjustments should be made within the EMS as they occur, thus
ensuring a rolling budget and forecast in real-time, which is not updated only once per

year.

By applying the integrated theoretical budgeting model, companies can typically expect

to realise the following benefits:

. More accurate maintenance cost estimations for equipment and machinery.

. Less time wasted during the budgeting process, as targets are set prior to
developing the budget.

. The maintenance budget is supported by a well thought through maintenance
strategy.

The cost breakdown structure ensures the elimination of budgeting oversights due
to the “forgetting” of important maintenance activities.

. The required budgets are auditable and each amount can be traced to functional
requirements. This transforms the budget discussion from “How much can | get?”
to “What functional outputs does one require?” If the costs are linked to the
function in an auditable form, then cost cutting becomes function trimming.

. All component/machinery replacement decisions are based on statistical analysis

ensuring consistency in replacement decision-making.
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. The special scheduling software enables sensitivity analysis on the various cost
drivers of the maintenance function (i.e. exchange rates, PPI, and other indices).
A fully integrated EMS enables real-time cost forecasting through continuous
updating of the financial reporting system.

. it will enable a company to match its maintenance budget with market reality thus

ensuring a competitive advantage.

In the next sub-section of this research report the maintenance budget will be linked

with competitive advantage.

2.5 Linking competitive advantage and maintenance budgeting

In this sub-section, and fifth phase of the research, the author of this research report will
discuss how the maintenance budget and the competitive advantage of an organisation
is linked.

Wireman (1998:1) states that nearly all maintenance and engineering decisions are cost
benefit or ROI decisions, which means that all decisions involving maintenance should
be considered based on the financial impact it would have on the company. The
maintenance or engineering perspective is typically expressed in extended useful life of
assets, increased throughput or availability, or improved product or service quality. The
problem maintenance and engineering personnel face is how to convert these benefits
into financial terms so the entire organisation can quantify them and benefit from them.

Maintenance decisions are normally based on component life cycles and they have a
long-term impact on the company's profits. This is typically the case when a company
only owns a few very expensive but identical capital assets that were acquired at the
same time. This means that the forecasted replacement times of their components are
synchronised, which wili result in some periods having extremely high replacement
costs and some periods with extremely low replacement costs. Thus, maintenance
practitioners will have to be trained to identify these peaks and valleys in the life cycle
costing curves of equipment/machinery types, so that they can smooth them out if it is
required. This will ensure equipment/machinery maintenance costs that are evenly
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distributed over at least a ten-year period. This concept developed by the author of this
research report, is shown in Figure 2.23.

Life Cycle Costing
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Figure 2-23: Example of life cycle cost smoothing
Source: Developed by the author of this research report

Operational decisions, on the other hand, have a short-term but smaller impact on the
company’s profits, although it is included in the LCC of equipment/machinery. However,
asset management takes both maintenance and operational decisions into account
ensuring that maintenance decisions are based on what the lowest combined cost for
the company is. This concept is shown in Figure 2.24.

This is the effective “bottom line” for the company and its shareholders, indicating that
this is the type of decision-making expected by companies if they are to optimise their
resources and securing a competitive advantage. Obviously opportunity costs will have
to be taken into account, for if only real costs are considered, incorrect conclusions may
be drawn.
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Figure 2-24: Maintenance decisions based on lowest combined cost
Source: Wireman (1998:5)

The “vehicle” for achieving this competitive advantage is thus the application of the
proposed theoretical maintenance budgeting model as explained in section 2.4 above.
This model provides for the application of any changes that may occur in the external
market environment that may have a direct impact on financial performance of the
company, such as changes in the following areas: (i) exchange rate, (ii) inflation rate,
(iii) fuel price, (iv) taxation, (v) price of steel, etc. to name a few.

The areas highlighted in blue in Table 2.6, indicates that provision for these changes is
made in the maintenance budget's RB software so that their real-time impacts can be
visible in the rolling forecast for the company. This valuable information will allow a
company to know in real-time how its financial performance compares with the targets
set by senior management. It also enables senior management to know how the
maintenance department performs against the expected optimum cost of maintenance,
as depicted by Figure 2.24.
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Table 2-6: Allowance for changes in the external market environment

Machine Number: BF 002
Machine Type: CAT 789
Current Exch Rate (R/$): 6.30 Period 1 Budget Hours: 3836
Remain Budget Hours 1,354 Exch Rate: 6.30 PPl:  0.055
Description [Expected Current Current R/Hr Import Start Exp. Repair Budget R/Hr
Life (Hours) | Life (Hours)|Cost (Rand)| Rate Factor Life Cost (Rand) Cost
(A) (B) (€) (D) (E) (F) (G) (H) (U] )
470512
Cylinders
Steer Cylinder L/IH 15,000 10,575 14,270 0.95 0.75 11829 14,466 14,466 3.77
Steer Cylinder R/H 15,000 1,020 14,270 0.95 0.75 2374 14,466 0 0.00
Hoist Cylinder L/H 15,000 8,759 26,850 1.79 0.75 10113 27,218 0 0.00
Hoist Cylinder R/H 15,000 12,228 26,850 1.79 0.75 13582 27,219 27,219 7.10
Steering Ball Stud L/H 7,500 541 7,115 0.95 1 1895 7,115 0 0.00
Steering Ball Stud R/H 7,500 541 7,115 0.95 1 1895 7.115 0 0.00
Steering Line Boring| 5,000 541 3,500 0.70 0 1895 3,693 3,693 0.96
Hoist Cyl Bearing Set| 7.500 541 9,200 1.23 1 1895 9,200 0 0.00
Hoist Cyl Line Boring 7,500 541 3,500 0.47 0 1895 3,693 0 0.00
Sub-total 112,671 45,378 11.83

Source: Syferfontein Strip-mine (2000)

Thus, the link between the maintenance budget and competitive advantage resides in
the maintenance department’s ability and the speed at which they can adapt to the
changes in the external market environment (exchange rate, inflation rate, etc.),
preferably on a proactive basis rather than reactive basis.

The following chapter will deal with an empirical research within the South African coal
mining industry to test whether a need does exist for a maintenance budget, which is
aligned with market reality giving a company a competitive advantage. The South
African coal mining industry is chosen because collieries are highly mechanised and
capital-intensive and based on experience the maintenance function of a colliery is also
the function that controls about half of the direct mining costs. The empirical research
will include defining the research parameters, the sampling method and the design of
the questionnaire.
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3. EMPIRICAL RESEARCH IN THE SA COAL MINING SECTOR

The literature research in the previous chapter revealed that managers experience
many frustrations with the “traditional” budgeting approaches, which result in unrealistic
budgets being drawn up. This is particularly true for maintenance budgets, which create
the perception among senior management that maintenance budgeting at large
depends on a process of “thumb sucking”. The literature review also revealed that none
of the various budgeting approaches, when applied on their own, are conducive to a fast
changing environment and therefore it does not provide a company with a competitive
advantage. For this reason it was decided to integrate the various budgeting
approaches discussed in section 2.1 above into a theoretical budgeting model, which
will allow a company to have its maintenance budget aligned with market reality, giving
it a competitive advantage. This theoretical budgeting model and its application was
also discussed in great detail in the previous chapter. The benefits of applying this
integrated theoretical budgeting model were also highlighted. The link between the
maintenance budget and competitive advantage was aiso shown to be the speed at
which the maintenance department can proactively adapt to the changes in the external
market environment (i.e. exchange rate, PPI, and other indices).

Therefore, to enable the research to answer the question of what can be done to
change the perceived status of the maintenance budget from something based on a
“thumb suck” to something more scientific, it is wise {0 sample an industry sector where
the maintenance budget makes up the larger portion of a company's cost base. The
development of an integrated theoretical budgeting model, which allows a company to
match its maintenance budget with market reality for a competitive advantage, has been
discussed in chapter 2. This makes it suitable for use in a deductive approach to define
whether a need exists for having a maintenance budget that is matched with market
reality giving a company a competitive advantage. In this regard, a purposive sampling
method will be appropriate because the integrated theoretical budgeting model that has
been developed, enables suitable judgement regarding the selection of areas that will
best enable answering the research question and meeting research objectives.

The development of the integrated theoretical budgeting model prior to testing in the
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industry which elements it shouid be made up of poses somewhat of a risk because
some important issues relevant to the compilation of the model could have been
overlooked. This aspect should therefore also be tested. In addition, the extent to which
the various business units’ maintenance practitioners apply the various elements of the
integrated theoretical budgeting model in practice will aiso be tested. This will also
assist in determining the relevancy of the integrated theoretical budgeting model at a

colliery.

Therefore, should the research show that the expectations from the integrated
theoretical budgeting model are not aligned with the answers given by the targeted
group; the research approach should be revised.

3.1 Defining the sample

According to Wisniewski {2002:195} statistical inference is based on the following two
key assumptions about the sample data:

. the sample is a properly representative subset of the statistical population, and
- that the data collected is reliable and accurate.

It is thus clear that the sample area must be chosen correctly to maximise the value and
insights to be gained from it. Norden (2003:34) developed a very practical set of sample
area requirements, which according to him if they are complied with most of the learning
should then be transferable to a more general model. Table 3.1 represents these
sample area requirements. According to Norden (2003:34) the requirements in Table
3.1 narrow the choice of sample down to an environment wherein proper maintenance
is almost a prerequisite. These requirements are aligned with the requirements for a
deductive approach, capturing the information through a purposive sampling approach
as is applicable for this research.
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Table 3-1: Sample area requirements to be complied with

REQUIREMENT DESCRIPTION REASONING
High maintenance Must be a sector wherein This indicates that current
cost maintenance costs make up a maintenance actions are taking place
significant portion of the total budget. |and that this is a source of cost.
{Capital intensive Must be a sector that uses high This would indicate a need for
capital value equipment. maintenance.

Commodity product  {In a commodity product sector, the The focus on price puts pressure on
main source of competitive advantage |cost structures.
is lowest sales price.

Larger businesses Larger businesses are more likely to |Based on research done by Mitchell et
have better maintenance due to al (2002).
resource availability.

Access to researcher JAccess must be gained by the Without access, no research is
researcher into the required area. possible.

Serious breakdown  [If a breakdown could result in a Based on work done by Jonsson

consequences significant loss of income througha  |(1999).

I loss in production.

Source: Norden (2003:34)

3.1.1 Evaluating the coal mining sector as a sample area

In order to determine the suitability of the sampling area, Hill (2000:368) discovered a
usefut method that helps to gain proper insight into what is required from a product in
that market. An important requirement of this method is the clarity of description of each
of the important product dimensions as required by the market. Two types of
dimensions are allowed for, which are defined as order winners and qualifiers. Order
winning dimensions are the ones that ensure that the order is won and qualifying
dimensions are those that get a product into the market place or on the customer's short
list.

Table 3.2 represents Norden's (2003:34) application of Hill's method of linking the
operational process requirements to the coal market. From Table 3.2 it is thus clear that
the unit price is the most important order-winning dimension that is dictated by the coal
market. This is expected from commodity products because they compete mainly on
unit price.
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Table 3-2: Relevant order winners and qualifiers for coal

PRODUCT
SONING

DIMENSION CLASSIFICATION REA
Unit price v Price ultimately secures the order
Coal quality (Calorific Specific coal qualities are required by
energy value) v certain customers
Volume guarentee Must be able to deliver the volume

QQ required
On-time delivery Q Must deliver on time
Delivery capability Must be able to ship or rail product to
QQQ customer

Delivery speed Not as important a dimension

Legend: v - depicts the order winners
Q - depicts the gualifiers
Muitiple Q's or v depicts importance

Source: Norden (2003:35)

Due to the mechanised nature of coal mining, a number of large corporate coal mining
groups have to use high value capital equipment in their coal mining methods, whether
it is underground or on surface (Norden, 2003:35). According to research done by
Norden (2003:35) the direct maintenance cost as a percentage of operational cost for
the mining industry is in the region of 37%. This makes the mining sector the sector
wherein the maintenance component of operational cost is the highest. It outstrips its
nearest rival by at least 15%. Norden (2003:35) also discovered that the majority of
respondents in his research indicated that the direct maintenance cost which includes
maintenance material and maintenance labour, constitutes more than half of the
production cost of a colliery.

Pressure is put on the operational cost of a colliery due to coal's commodity status and
its price sensitivity. Research also indicates that maintenance is a key process in this
sector (Norden, 2003:35). Therefore, if the research is focussed on the South African
corporate coal mining industry, to which the author can gain access, all the
requirements, as set out in Table 3.1 will be met. This implies that by choosing a sample
area where these practices should be in place, there is a good chance that a need
exists for having a realistic maintenance budget that is aligned with market reality,
giving the business a competitive advantage. Furthermore, there will also be a good
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chance that the majority of the elements of the integrated theoretical budgeting model
are not yet evident in the budgeting processes of collieries. In short, the expectation is
that if the need for a realistic maintenance budget that is aligned with market reality,
does exist, then the extent to which the elements of the integrated theoretical model are

in use, will be low.

According to Norden (2003:36) there are some aspects regarding maintenance
execution that are peculiar to the coal mining sector. Even though these aspects, which
are listed in Table 3.3, do not disqualify the corporate coal mining sector as an
appropriate sample area, they have to be taken into account (Norden, 2003:36).

Table 3-3: Aspects of concern

I ASPECT IMPACT DISQUALIFIER? REASONING
Geographically spread |Decentralized All higher order maintenance
out maintenance strategies rely on some form of

structures & central control or governance. If
execution. No this can be achieved in a

geographically spread out
environment, the findings will be

conservative.
Different type of work | The mining culture is Different organizational cultures
ethic. very different from the exist even between different
culture in other No mines in the same mining group:;
sectors. this should be similar to sectoral
cutture differences.
EMost equipment assets |Maintenance needs If track can be kept of the
are physically moving [to be administered to relocation of the equipment,
about. equipment that is then the conservative view will
constantly moving have been incorporated. Moving
around. No equipment is also more prone to

degradation as the external
conditions will vary all the time.
Again this is conservative.

Maintenance is done in |Most maintenance is Many assets cannot be moved

less than perfect done in the field and to “ideal” maintenance

surroundings. not in workshops. No environments in order fo be
maintained.

Source: Norden (2003:36)

The aspects listed in Table 3.3 might affect the extent to which the research findings
can be generalised and extrapolated to other industries. However, Norden (2003:36)

states that company wide integrated maintenance and longer term maintenance
54



strategies may be important to most firms, regardless of their production environments.
Therefore, the findings from research data collected and interpreted regarding the need
for a realistic maintenance budget that is aligned with market reality and the extent to
which the elements of the integrated theoretical model are in use in the coal mining
sector should be applicable to other sectors as weil.

In the next subsection the questions for use in the questionnaire will be determined. A
discussion regarding the sampiing method and the guestionnaire will also be included.

3.2 Determining the questions to be asked

In the previous sections of this research report various budgeting approaches were
investigated, which revealed that various frustrations or weaknesses are evident with
the traditional budgeting approaches. An integrated theoretical budgeting model was
developed in an attempt to reduce/eliminate these frustrations and weaknesses and to
ensure that the maintenance budget will be matched with market reality, giving a
company a competitive advantage. Therefore, the frustrations experienced with
traditional budgeting, the extent to which the various elements of the integrated
theoretical budgeting mode! are already applied, and whether a need for such a model
exists in the South African coal mining sector, have to be tested and confirmed. Table
3.4 represents the issues and statements, which have to be verified.

Finally, the issues and statements represented by Table 3.4 have to be tested and
confirmed under the following conditions:

. within the coat mining sector of South Africa,

. all collieries to be included (i.e. underground, strip-mines, plants and services),
and
a stratified sample is required to test for differences in opinion at the different
levels of the organisations as proposed by Norden (2003:38).

55



Table 3-4: Issues and statements to be verified

ISSUE/STATEMENT

WHAT TO BE VERIFIED?

1. The maintenance budget is a signﬁwnt portion of
the total cost of a colliery

Confirm the magnitude of the maintenance budget as a portion of the
total cost of a colliery

2. Frustrations experienced with traditional budgeting

Confirm whether maintenance budgets constrain responsiveness and
whether they are a barrier fo change

Confirm whether mainienance budgets are strategically focused
Confirm whether maintenance budgets add only little value given the
time to prepare them

Confirm whether maintenance budgets focus on cost reductions
rather than value creation

Confirm whether mainlenance budgets strengthen vertical commard-
and-control

Confirm whether budgeting follows a process of "horse trading”
Confirm whether mainlenance budgets are time consuming to put
together

Confirm whether maintenance budgets are developed and updated
mostly annually

Confirm whether Excel spreadsheets are still used as the primary
software for developing maintenance budgets

3. Budgeting approaches in use al the coflieres

Confirm whether the colliery follows the traditional budgeting
approach

Confirm whether the colliery follows the aclivity based budgeting
approach

Confirm whether the colliery follows the zero-based budgeting
approach

Confirm whether the colliery follows quality function deployment as a
budgeting approach

Confirm whether the colliery follows a target budgeting approach
Confirm whether the colliery follows a life-cycle costing approach
Confirm whether the colliery follows a rolling budgeting approach

4. Extent to which the elements of the integrated
theoretical budgeting model are already in use

o e 8 &

Confirm whether a cost breakdown structure is developed during the
maintenance budgating process

® Confirm how often maintenance budgets are updated

Confirm whether collieries use enterprise management systems
Confirm whether the maintenance departments develop lists of
expected component lives for each machine/equipment type
Confirm whether the maintenance departments use statistical
software for developing expected component lives and pricing
Confirm whether the maintenance department makes use of
condition monitoring techniques for achieving optimal component
lives

Confirm whether the maintenance depariments make use of
scheduling software for scheduling component change outs
Confirm whether all future component repairs or replacements are
scheduled for determining annual expected costs

Confirm whether the maintenance budget is linked directly to
exchange rate and PPI

Confirm whether collieries have well-document and implemented
mainfenance strategies

exists

5. A need for an integrated theoretical budgeting model] ®

Confirm whether a need for a maintenance budgeting model, which
is synchronised with prevailing market reality, exists

Confirm whether a continuously updated mainienance budget would
assist the maintenance management team to become more cost
effective

Confimn whether it is accepted that the maintenance budget can
influence a colliery's competitiveness either positively or negatively

Source: Adapted and appiied from Norder (2003:37)
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3.2.1 The sampling method

The South African coal mining sector consists of a number of corporate coal mining
companies. These companies consist of a number of collieries, each having a number
of maintenance practitioners. The population of maintenance practitioners (colliery
engineers) is estimated from the database of the South African Colliery Engineer's
Association (SACEA). Membership of SACEA consists of 140 persons (SACEA,
2003:2). It is estimated that about 80 percent of the colliery engineers are affiliated to
SACEA and that 75% of the population of colliery engineers are practising as
maintenance practitioners, i.e. estimated that 25% of the population of colliery
engineers are not in charge of production machinery and thus not managing the
maintenance budget of equipment/machinery/plant used directly in the production or
beneficiation of coal. The population of colliery managers and divisional engineers was
estimated from the amount of colliieries as well as the amount of large mining
companies within the South African coal mining sector. Table 3.5 represents the
populations and required minimum sampie sizes for the two categories: colliery
managers and divisional engineers, as well as the practising maintenance practitioners
within the South African coal mining sector.

Table 3-5: Population and required minimum sample size

“:gk;'::; N PRACTISING
CRITERIA MAINTENANCE
DIVISIONAL PRACTITIONERS
ENGINEERS
{Estimated total population (N) 49 131
IProportion belonging to the speci
pecified
99% 5%
category (p%) 9
Proportion not belonging to the 1% 5%
specified category (q%)
[Conﬁdence level required (z) 90% (z = 1.65) 90% (z = 1.65)
lMargin of error required (e) + 5% +5%
Minimum sample size required (n) 1 52
Adjusted minimum sample size (n") for 9 7
populations < 10,000 3

However, according to Wisniewski (2002:199) for the sampling distribution to
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approximate to the Normal distribution, a “sufficiently large” sample (i.e. a sample size
of at least 30) must be taken. This however does not pose a problem due to the

exploratory nature of the research.

It was thus planned that the various organisational levels (divisional engineer, colliery
manager, engineering manager and section engineer) would be sampled by means of
an e-mailed questionnaire. According to Saunders, Lewis and Thornhill (2003:159) an
expected response rate of approximately 30 percent may be seen as reasonable. Table
3.6 shows the amount of respondents that has to be polled.

Table 3-6: Actual sample sizes required

COLLIERY
MANAGERS & MAINTENANCE
CRITERIA DIVISIONAL PRACTITIONERS
ENGINEERS
Estimated response rate (re%) 65% 30%
Actual sample size required (n°) 14 123

The author of the research report gained access to the respondents within the South
African coal mining sector via the contacts network deveioped by being a council
member of SACEA.

The questionnaires were e-mailed to the respondents as an attachment to a covering
letter, which is presented as “(First cover letter)” within Appendix C. Questionnaires
were e-mailed a second time to those respondents not responding within the required
period under another covering letter, which is presented as “(Second cover letter —
reminder)” within Appendix C. Respondents were given a choice of replying either by e-
mail or facsimile.

3.2.2 The questionnaire

The questionnaire was developed according to the guidelines proposed by Sanders et
al (2003:280). Chapter 2 of this research report together with Neely et al (2001:6) were

used as a basis for developing the questions and statements used in the questionnaire.
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Against this basis the questionnaire was developed to test the questions posed in Table
3.4. A data requirements table, Appendix A, was drawn up to ensure that the data
collected will enable the research questions and statements to be answered and the
objectives achieved. An extract of the data requirements table presented by Appendix A
is shown in Table 3.7.

A questionnaire for doing descriptive research (Saunders ef al, 2003:281), Appendix B,
was used in collecting primary data only. The questicnnaire consists of closed-ended
statements and questions. The Likert or summated scale (Huysamen, 2001:125) was
used to measure the opinions of the respondents regarding the closed-ended
statements. The statements were scaled from 1 to 10, increasing in intensity of
agreement. The following rule was applied to determine the levels of agreement:

Disagree: For any number selected from 1to 3
. Unsure: For any number selected from 4 to 5
. Agree: For any number selected from 6 to 10

Some true (Yes) or false (No) closed-ended questions and statements were also
included where only one response had to be chosen. In addition some list statements
were also included to offer the respondents some responses to choose from in order to
determine some background information of the respondents.

The questionnaire consists of 36 questions and statements of which the first seven
questions and statements are relevant to the population background. However, 29
questions and statements explore the extent to which the integrated theoretical
budgeting model is already in use, confirming the frustrations experienced with
traditionai budgeting approaches, and confirmation of the need for an integrated
theoretical budgeting model.

Each question of the questionnaire was coded, grouped and placed in a spreadsheet
matrix to ensure ease of response data capturing and analysis thereof.

The questionnaire was presented to expert maintenance practitioners to evaluate the

validity (clear wording of questions using terms that are likely to be familiar to, and
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understood by respondents) and intent of the questions and statements.

Table 3-7: Extract from the data requirements table in Appendix A

{Ressarch objective is twolold: (1) To defermine whether a need exists, among coa! mines within the South African coal mining sector,
for having a realistic maintenance budget that is aligned with market reality, giving the business a competitive advantage. (2) Extent to
which the slements of the infegrated theoretical budgeting model is used in the coal mining sector.

Type of research: Predominantly descriptive, although wish to determine the extent to which the proposed theonstical maintenance
budgeting modef is used by maintenance practitioners.
Check included
Investigative questions Variable(s) required Detall in which data measured Category in
questionnaire
Maintenance budgets sre time Maintenance budgets are ime | Yes, No Frustrations
consuming to put fogether consuming /
(behavicur)
Maintenance budgets constrain  |Opinion whether maintenance {Degree of agreement on a scale of 1|Frustrations
responsiveness and are often a | budgets constrain to 10. Disagree = 1, Agree = 10.
barrier to change (bshaviour) responsiveness /
Maintenance budgets are rarely  |Opinion whether maintenance |Degree of agreement on a scale of 1|Frustrations
sirategicaily focused and offen hudgets are rarely strategically |to 10. Disagree = 1, Agree = 10,
coniradictory (behaviour) focussed /
Maintenance budgets add little Opinion whether maintenance |Degree of agreernent on a scale of 1 |Frustrations
value, especially given the time to |budgets add litte value fo 10, Disagree = 1, Agree = 10,
prepare them (behaviour) /

Source: Adapted from Saunders et al (2003:290)

The results of the empirical research will be presented in the next chapter of this
research report.
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4. THE RESULTS

The goal of this chapter of the research report is to present the facts discovered by the
research questionnaire presented by Appendix B. In section 3.2.2 of the previous
chapter a rule was applied to the first 13 statements of the “Questions/Statements”
section of the questionnaire for all the replies received from the respondents in order to
present the factual results of the research in a sensible manner.

4.1 The number and distribution of respondents

4.1.1 Sample size

The respondents were divided into two groups, namely: practising maintenance
practitioners, and colliery managers and divisional engineers. Of the 165 questionnaires
e-mailed, only 63 were returned, of which 6 were either incomplete or not completed at
all. This equates to a response rate of 34.5%. The respondents of the population, as
represented by Figure 4.1 (statement 2 of the background information section of the
questionnaire), were made up of mine managers (4%), divisional engineers (12%),
assistant resident/section engineers (35%) and resident engineers/engineering
managers (41%).

Respondents' job positions

12%

41%

il Section Engineer/ARE l Engu;ec;nng Manager/RE
|00 Mine Manager [ Divisional Engineer

Figure 4-1: Percentage of population of respondents
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4.1.2 Distribution of respondents

From Table 4.1, the 57 respondents represent the six major coal mining groups within
the South African coal mining sector. These coal mining groups are presented as
Company A, B, C, D, E and F. It is also important to note that 43 responses were
received from the practising maintenance practitioners compared to an expected
minimum sample size of 37. Further more, it is also important to note the 14 responses
were received from the colliery managers and divisional engineers compared to an
expected minimum sample size of nine. ‘

Table 4-1: Distribution of respondents per company

COLLIERY MANAGERS PRACTISING
& DIVISIONAL MAINTENANCE TOTAL
COMPANY ENGINEERS PRACTITIONERS
Qry % QryYy % QTY %
Company A 1 2% 5 9% 6 11%
Company B 2 4% 10 18% 12 21%
Company C 3 5% 3 5% 8 11%
Company D 0 0% 9 16% 9 16%
Company E 8 14% 15 26% 23 40%
Company F 0% 1 2% 1 2%
TOTAL 14 25% 43 75% 57 100%

4.2 Background information

4.2.1 Type of colliery represented

The research was intended to include the different types of operations within the South
African coal mining sector. From Figure 4.2 (question 1 of the background information
section of the questionnaire) the split of the actual responses received indicates that
14% of the respondents are from beneficiation plants, 16% are from strip-mines, 19%
are from service operations and 51% are from underground mining operations.
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Respondents’ business unit type

14%

‘ |i Beneficiation Plant | Underg_rbund Colliery O Strip-mine [ Services

Figure 4-2: Type of colliery represented

4.2.2 Annual production distribution of the collieries

Figure 4.3 presents the responses to the question (question 3 of the background
information section of the questionnaire) regarding the annual coal production
expressed in metric tons for the colliery.

Distribution of business units' annual production
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Figure 4-3: Annual production distribution of the collieries

The mean annual production is 7.3 million tons, the median is 6.0 million tons and the
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standard deviation is 4.5 million tons.

4.2.3 Maintenance cost distribution

Figure 4.4 presents the responses to the question (question 4 of the background
information section of the questionnaire) regarding the portion of the total budget of the
colliery controlled by the maintenance department. The mean portion of the total budget
controlled by the maintenance department is 51.3%, the median is 54.5% and the
standard deviation is 18.0%. The maintenance portion of the total budget includes
labour, materials, utilities and depreciation costs.

Median
54.5%
ean , .,

Maintenance cost as a % of the total budget ‘

. Std. Deviation
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Number of business units
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Figure 4-4: Maintenance cost distribution

4.2.4 Distribution of time spent on the maintenance budget

Figure 4.5 presents the responses to the question (question 5 of the background
information section of the questionnaire) regarding the amount of time in man-hours
maintenance personnel spend annually on preparing the new maintenance budget. The
mean time the respondents spend on annual maintenance budget preparation is 1 024
man-hours, the median is 480 man-hours and the standard deviation is 1 725 man-
hours. The time in man-hours, which is spent annually on the maintenance budget,
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include the whole maintenance department.

Distribution of time spent on the annual
maintenance budget
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Figure 4-5: Distribution of time spent on the maintenance budget annually

4.2.5 Maintenance budget update frequency

Figure 4.6 presents the responses to the question (question 6 of the background
information section of the questionnaire) regarding the maintenance budget update
frequency.

Budget update frequency
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Figure 4-6: Maintenance budget update frequency
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The split of the actual responses received indicates that 4% of the respondents have
real-time budget updates, 5% of the respondents update their maintenance budgets
monthly, 16% of the respondents update their maintenance budgets every six months
and 75% of the respondents update their maintenance budgets annually.

4.2.6 Use of an enterprise management system (EMS)

The responses to the statement (statement 7 of the background information section of
the questionnaire) whether the company makes use of an enterprise management
system (EMS) are presented by Figure 4.7. From all the responses, 95% of
respondents confirmed that they were using an EMS and 4% confirmed that they were
not using an EMS.
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Figure 4-7: Use of an EMS

4.3 Frustrations with traditional budgeting

4.3.1 Constrain responsiveness and a barrier to change

The responses to the statement (statement 1 of the questions/statements section of the
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questionnaire) that maintenance budgets constrain responsiveness and are often a
barrier to change, are presented by Figure 4.8. From the responses received, 60% of
respondents agreed with the statement, 14% were unsure and 26% disagreed with the
statement.

Maintenance budgets constrain responsiveness and
are often a barrier to change

35 60%

Number of respondents

Disagreement Unsure Agreement
i Respondents' replies

Figure 4-8: Constrain responsiveness and a barrier to change

4.3.2 Rarely strategically focused and often contradictory

Figure 4.9 presents the responses to the statement (statement 2 of the
questions/statements section of the questionnaire) that maintenance budgets are rarely
strategically focused and often contradictory. From all the responses received, 58% of
respondents agreed with the statement, 12% were unsure and 30% disagreed with the
statement.
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Maintenance budgets are rarely strategically
focused and often contradictory
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Figure 4-9: Rarely strategically focused and often contradictory

4.3.3 Adds little value for the time to prepare

Figure 4.10 presents the responses to the statement (statement 3 of the
questions/statements section of the questionnaire) that maintenance budgets add little
value, especially given the time to prepare them.

Maintenance budgets add little value,
especially given the time to prepare them
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Figure 4-10: Adds little value for the time to prepare
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From all the responses received, 58% of the respondents disagreed with the statement,
17% were unsure, and 25% agreed with the statement.

4.3.4 Focus on cost reduction rather than value creation

Figure 4.11 presents the responses to the statement (statement 4 of the
questions/statements section of the questionnaire) that maintenance budgets focus on
cost reduction rather than value creation. From all the responses received, 21% of the
respondents disagreed with the statement, 18% were unsure and 61% of respondents
agreed with the statement.

Maintenance budgets focus on cost reduction
rather than value creation
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Figure 4-11: Focus on cost reduction rather than value creation

4.3.5 It strengthens vertical command-and-control

Figure 4.12 presents the responses to the statement (statement 5 of the
questions/statements section of the questionnaire) that maintenance budgets
strengthen vertical command-and-control. From all the responses received, 7% of the
respondents disagreed with the statement, 19% were unsure and 74% of the
respondents agreed with the statement.
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Figure 4-12: Strengthens vertical command-and-control

4.3.6 Budgeting follows a process of “horse trading”

The responses to the statement (statement 6 of the questions/statements section of the
questionnaire) that budgeting within the business units follow a process of “horse
trading” (i.e. a process of negotiating on a give-and-take basis between decision making
levels), are presented by Figure 4.13. From all the responses received, 25% of the
respondents disagreed with the statement, 12% were unsure and 63% of the
respondents agreed with the statement.

70



Budgeting within our business unit follows a
process of "horse trading”
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Figure 4-13: Budgeting follows a process of “horse trading”

4.3.7 Budgeting is a time consuming process

Figure 4.14 presents the responses to the statement (statement 14 of the
questions/statements section of the questionnaire) that maintenance budgets are time
consuming to put together.
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when put together
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Figure 4-14: Budgeting is a time consuming process
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From all the responses received, 84% of all the respondents confirmed that in their
opinion the statement is true, but 16% of the respondents confirmed that in their opinion

the statement is false.

4.3.8 Budgets are developed and updated too infrequently

Figure 4.15 presents the responses to the statement (statement 15 of the
questions/statements section of the questionnaire) that maintenance budgets are
developed and updated too infrequently, usually annually. From all the responses
received, 74% of the respondents confirmed that in their opinion the statement is true,
but 26% of the respondents confirmed that in their opinion the statement is false.

' Maintenance budgets are developed and
| updated too infrequently, usually annually

B
o O

W b
g o

w
o

Number of respondents

- =k NN
oL oo oW
L I L

Yes No ‘
Respondents’ replies |

Figure 4-15: Budgets are developed and updated too infrequently

4.3.9 Excel spreadsheets are used as the primary software

Figure 4.16 presents the responses to the statement (statement 16 of the
questions/statements section of the questionnaire) that the business unit is still using
Excel spreadsheets as the primary software for developing maintenance budgets. From
all the responses received, 74% of the respondents confirmed that this statement is true
for their business unit, but 26% of the respondents confirmed that this statement is not
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true for their business units.

In our business unit we still use Excel
| spreadsheets as the primary software for
‘ developing maintenance budgets

Number of respondents

Respondents' replies

Figure 4-16: Excel spreadsheets are used as the primary software

4.4 Budgeting approaches in use at collieries

4.41 The traditional budgeting approach

The responses to the statement (statement 7 of the questions/statements section of the
questionnaire) that budgeting in the business unit follows an iterative top-down and
bottom-up approach coordinated from head-office, is represented in Figure 4.17. From
all the responses received, 16% of the respondents disagreed with the statement, 9% of
the respondents were unsure and 75% of the respondents agreed with the statement.
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Annual budgeting in our business unit follows
an iterative top-down and bottom-up approach
coordinated from head-office
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Figure 4-17: Traditional budgeting approach

4.4.2 The activity based budgeting approach

Figure 4.18 presents the responses to the statement (statement 17 of the
questions/statements section of the questionnaire) that budgets in the business unit
consist of information based on activity and resource consumption rates.

Budgets in our business unit consist of
information based on activity and resource
consumption rates

Respondents’ replies i

Figure 4-18: The activity based budgeting approach
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From all the responses received, 88% of the respondents confirmed that the statement
is true for their business unit, but 12% of the respondents confirmed that the statement

is not true for their business unit.

4.4.3 The zero-based budgeting approach

Figure 4.19 presents the responses to the statement (statement 18 of the
questions/statements section of the questionnaire) that annual budgeting in the
business unit is based on first principles (as if it was prepared for the first time, from
“scratch”). From all the responses received, 47% of the respondents confirmed that the
statement is true for their business unit, but 53% of the respondents confirmed that the
statement is not true for their business unit.
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Figure 4-19: The zero-based budgeting approach

4.4.4 The quality function deployment budgeting approach

Figure 4.20 presents the responses to the statement (statement 19 of the
questions/statements section of the questionnaire) that budgeting within the business
unit follows a process of evaluating the impact that each of the different
equipment/machinery/component replacement scenarios has on the profit of the
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business unit. From all the responses received, 67% of the respondents confirmed that
the statement is true for their business unit, but 33% of the respondents confirmed that
the statement is not true for their business unit.

Budgeting within our business unit follows a
process of evaluating scenario impact on
profit

Number of respondents
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Figure 4-20: The quality function deployment budgeting approach

4.4.5 The target budgeting approach

Figure 4.21 presents the responses to the statement (statement 20 of the
questions/statements section of the questionnaire) that prior to developing an annual
budget within the company, the CEO sets targets and objectives with which budgets
have to be aligned.
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Prior to us developing an annual budget
within our company, our CEO sets targets and
objectives with which we have to align our
budgets

Number of respondents

Respondents' replies

Figure 4-21: The target budgeting approach

From all the responses received, 81% of the respondents confirmed that the statement
is true for their company, but 19% of the respondents confirmed that the statement is
not true for their company.

4.4.6 The life cycle costing approach

Figure 4.22 presents the responses to the statement (statement 21 of the
questions/statements section of the questionnaire) that budgets in the company are
focused on finding the lowest long-term total cost of ownership of equipment/machinery.
From all the responses received, 63% of the respondents confirmed that the statement
is true for their company, but 37% of the respondents confirmed that the statement is
not true for their company.
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Figure 4-22: The life cycle costing approach

4.4.7 The rolling budgeting approach

Figure 4.23 presents the responses to the statement (statement 8 of the
questions/statements section of the questionnaire) that budgets in the business unit are
updated every few months in an attempt to reassess the business unit's outlook several
times per year. From all the responses received, 60% of the respondents disagreed with
the statement, 6% of the respondents were unsure and 34% of the respondents agreed
with the statement.

Budgets in our business unit are updated every
few months in an attempt to reassess the business
unit's outlook several times per year
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Figure 4-23: The rolling budgeting approach
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4.5 Extent to which the theoretical model is used

451 Goals

The same responses as confirmed in subsection 4.4.5 (statement 20 of the
questions/statements section of the questionnaire) for the target budgeting
approach are also valid for this element.

4.5.2 Strategies

The same responses as confirmed in subsection 4.2.6 (statement 7 of the
background information section of the questionnaire) whether the business unit is
making use of an EMS, are also valid for this element.

. Figure 4.24 presents the responses to the statement (statement 28 of the
questions/statements section of the questionnaire) that the business unit has a
well-documented and implemented maintenance strategy. From all the responses
received, 68% of the respondents confirmed that the statement is true for their
business unit, but 32% of the respondents confirmed that the statement is not true
for their business unit.

; At our business, we do have a well-documented
| and implemented maintenance strategy
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Figure 4-24: A well-documented and implemented maintenance strategy exists
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4.5.3 Forces

Figure 4.25 presents the responses to the statement (statement 27 of the
questions/statements section of the questionnaire) that the maintenance budget
for the business is linked directly with the exchange rate and the PP, as it affects

specific equipment/machines.

The maintenance budget is linked directly with
the exchange rate and PPl as it affects specific
equipment/machinery

51% ' 49%

Number of respondents

Respondents' replies

Figure 4-25: The budget is linked with the exchange rate and PPI

From all the responses received, 51% of the respondents confirmed that the
statement is true for their business units, but 49% of the respondents confirmed
that the statement is not true for their business units.

4.5.4 Activities

The same responses as confirmed in subsection 4.4.2 (statement 17 of the
questions/statements section of the questionnaire) for the activity based budgeting
approach are also valid for this element.

The same responses as confirmed in subsection 4.4.3 (statement 18 of the
questions/statements section of the questionnaire) for the zero-based budgeting
approach are also valid for this element.
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The same responses as confirmed in subsection 4.4.6 (statement 21 of the
questions/statements section of the questionnaire) for the life cycle costing
approach are also valid for this element.

Figure 4.26 presents the responses to the statement (statement 9 of the
questions/statements section of the questionnaire) that during the budgeting
process a cost breakdown structure (bill of materials) is developed to avoid
“forgetting things”.

During the maintenance budgeting process a '
cost breakdown structure is developed to avoid
"forgetting things"
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Figure 4-26: A cost breakdown structure is developed

From all the responses received, 11% of the respondents disagreed with the
statement, 23% of the respondents were unsure and 66% of the respondents
agreed with the statement.

Figure 4.27 presents the responses to the question (question 22 of the
questions/statements section of the questionnaire) whether the maintenance
department develop a list of expected component lives for each
machine/equipment type.
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Does the maintenance department develop a list
of expected component lives for each
machine/equipment type?
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Figure 4-27: Develop a list of expected component lives

From all the responses received, 89% of the respondents confirmed that the
maintenance departments do develop a list of expected lives, but 11% of the
respondents confirmed that their maintenance departments do not develop these
lists.

Figure 4.28 presents the responses to the question (question 23 of the
questions/statements section of the questionnaire) whether the maintenance
department use statistical software for developing expected component lives and
component pricing for equipment and machinery. From all the responses received,
35% of the respondents confirmed that their maintenance departments do use
statistical software for developing component lives and component pricing, but
65% of respondents confirmed that their maintenance departments do not use
statistical software.
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Figure 4-28: Statistical software is used

Figure 4.29 presents the responses to the question (question 24 of the
questions/statements section of the questionnaire) whether the maintenance
department use condition monitoring techniques for achieving optimal component
lives.

Does the maintenance department use
condition monitoring techniques for achieving
optimal component lives?

Yes No

Respondents’ replies

Figure 4-29: Condition monitoring techniques are used

From all the responses received, 95% of the respondents confirmed that the
statement is true for their maintenance departments, but 5% of respondents

83



confirmed that the statement is not true for their maintenance departments.

Figure 4.30 presents the responses to the statement (statement 25 of the
questions/statements section of the questionnaire) that the maintenance
department make use of scheduling software for scheduling component
changeouts. From all the responses received, 56% of the respondents confirmed
that the statement is true for their maintenance departments, but 44% of the
respondents confirmed that the statement is not true for their maintenance

departments.

The maintenance department makes use of
scheduling software for scheduling component
change outs

Number of respondents
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Respondents’ replies

Figure 4-30: Scheduling software is used

Figure 4.31 presents the responses to the statement (statement 26 of the
questions/statements section of the questionnaire) that all component repairs or
replacements are scheduled to determine annual expected expenditures. From all
the responses received, 70% of the respondents confirmed that the statement is
true for their business units, but 30% of the respondents confirmed that the
statement is not true for their business units.
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Figure 4-31: Component repairs or replacements are scheduled

4.5.5 Rolling budget (forecast)

The same responses as confirmed in subsection 4.2.5 (question 6 of the
background information section of the questionnaire) for the maintenance budget
updating frequency are also valid for this element.

4.6 Need for an integrated theoretical budgeting model

4.6.1 The maintenance budget can influence competitiveness

Figure 4.32 presents the responses to the statement (statement 13 of the
questions/statements section of the questionnaire) that the maintenance budget can
influence the company’s competitiveness either positively or negatively. From all the
responses received, 4% of the respondents disagreed with the statement, 1% of the
respondents were unsure and 95% of the respondents agreed with the statement.
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Figure 4-32: The maintenance budget can influence competitiveness

4.6.2 Continuously updated budgets assist in becoming more cost effective

Figure 4.33 presents the responses to the statement (statement 11 of the
questions/statements section of the questionnaire) that a continuously updated

maintenance budget would assist the maintenance management team to become more
cost effective.

A continuously updated maintenance budget
would assist the maintenance management team
to become more cost effective
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Figure 4-33: Continuously updated budgets assist in becoming more cost effective



From all the responses received, 9% of all the respondents disagreed with the
statement, 3% of the respondents were unsure and 88% of the respondents agreed with

the statement.

4.6.3 Need for a maintenance budgeting model

Figure 4.34 presents the responses to the statement (statement 29 of the
questions/statements section of the questionnaire) that respondents do have a need for
a maintenance budgeting model ensuring that the maintenance budget is synchronised
with prevailing market reality, giving the business a competitive advantage. From all the
responses received, 89% of the respondents confirmed that they do have a need for a
maintenance budgeting model, but 11% of the respondents confirmed that they do not
need a maintenance budgeting model.

We do have a need for a maintenance budgeting
model ensuring that the maintenance budget is
synchronised with prevailing market reality, giving
our business a competitive advantage
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Figure 4-34: Need for a maintenance budgeting model
This chapter was a factual presentation of the research findings, but in the next chapter

the statistical results presented will be interpreted in terms of the research problem
introduced at the beginning of the report.
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5. DISCUSSION, CONCLUSION & RECOMMENDATIONS

The data collected by means of the questionnaires were presented as findings in the
previous chapter, which also highlighted some important issues. These issues will be
discussed individually, after which it will be concluded and recommendations made.
This chapter will be closed with suggestions about further research, which may be
pursued in some areas that could possibly benefit from further research.

5.1 Representativeness of the data

For the sample data to be representative of the population it needs to conform to the
statistical minimum representative sample size as presented by Table 3.5. Furthermore,
the sample has to be more than 30.

When testing the representativeness of the sample it can be seen that the sample is
representative of the total population of practising maintenance practitioners, i.e. 43
respondents versus a minimum requirement of 37. This claim can be made with a
confidence level of 90% and a 5% margin of error. However, even though it can also be
said with the same confidence level and margin of error that the colliery managers and
divisional engineers’ group sample is representative of the population, i.e. 14
respondents versus a minimum requirement of nine, the minimum sample size of 30 is
not complied with.

This implies that the data cannot be generalised because part of it is not statistically
significant, i.e. less than 30 in the sample. It should however be noted that it was
previously stated that the data will be used in a deductive approach in order to explore
this subject further. Furthermore, the South African coal mining sector was chosen as
an area where the theoretical budgeting model should be applied to the maintenance
budget due to the reasons listed in Table 3.1. However, the concerns listed in Table 3.3
are all reasons in support of the generalisation of the data as well as the need for the
implementation of a maintenance budgeting model, which is synchronised with
prevailing market reality giving a business a competitive advantage. It can thus be
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concluded that the data can be generalised and applied to other functions within a
business, e.g. the financial, human relations, procurement and supply, projects, etc.

Although Table 4.1 shows that one of the six coal mining groups only had one
respondent who replied to the questionnaire, a fairly equal distribution of respondents
from the other five coal mining groups was received.

Furthermore, Figure 4.2 illustrates that the types of collieries the respondents are
employed at, comply with a general ratio of the types of collieries that can be expected
in the South African coal mining sector. This ratio is typically three underground
collieries to one strip-mine (i.e. 3:1), (COMSA, 2003:9). Beneficiation plants and other
services (central workshops, bulk material handling facilities, etc.) could be part of either

an underground colliery or strip-mine.

Figure 4.3 confirms that 34 of the respondents (i.e. 60%) are employed at large
collieries with an annual production of coal between 4.0 and 12.0 million tons. This is
typical of the large corporate type collieries within the South African coal mining sector.

Lastly, Figure 4.4 shows that 43 of the respondents (i.e. 75%) indicated that their
maintenance departments control more than 40% of the total budget of their collieries.
This is typical of the highly mechanised nature of collieries. This supports the argument
as presented in section 3.1.1 wherein the South African coal mining sector is chosen as
a sample area due to its need for better maintenance practices based on the high cost

of maintenance in this sector.

From the above discussion it can be concluded that the data is representative of the
South African coal mining sector.

5.2 Frustrations experienced with traditional budgeting

Figure 5.1 presents a summary of the results given in section 4.3 to the respondents’
replies regarding the frustrations experienced with the traditional budgeting approach. It
is thus evident from Figure 5.1 that the respondents overwhelmingly confirmed these
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frustrations. Except for statement 3 from the “Questions/Statements” section of the
questionnaire, these results are totally in line with the results achieved from the

research completed by Neely et al (2001:6).
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Figure 5-1: Frustrations experienced with traditional budgeting

Therefore, it can be concluded that colliery managers, divisional engineers and
maintenance practitioners within the South African coal mining sector widely criticise the
traditional budgeting approach and that it is not enhancing synchronisation with an ever
changing competitive environment.

5.3 Budgeting approaches in use at the collieries

Figure 5.2 presents a summary of the results given in section 4.4 to the respondents’
replies regarding the budgeting approaches currently in use at the collieries. The
respondents confirmed the use of some of the budgeting approaches at their collieries.
The research shows that the budgeting approaches least used by the collieries were
that of ZBB (statement 18 of the questions/statement section of the questionnaire) and
RB (statement 8 of the questions/statements section of the questionnaire).
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Figure 5-2: Budgeting approaches in use at collieries

Therefore, it can be concluded that colliery managers, divisional engineers and
maintenance practitioners within the South African coal mining sector use the different
traditional budgeting approaches very inconsistently and that these approaches are not
used to enhance the colliery’s competitive advantage.

5.4 Use of an integrated budgeting model

Figure 5.3 presents a summary of the results given in section 4.5 to the respondents’
replies regarding the extent to which the elements of the integrated theoretical
budgeting model are already in use at the collieries. It is evident that the respondents
confirmed the use of some of the elements of the integrated theoretical budgeting model
at their collieries, some to a large extent and some to a lesser extent. However, the
elements of the model least used by the collieries were that of ZBB (statement 18 of the
questions/statement section of the questionnaire)) RB (statement 8 of the
questions/statements section of the questionnaire), extent to which statistical software is
used (question 23 of the questions/statement section of the questionnaire) and whether
the maintenance budget is linked directly to the exchange rate and PPI (statement 27 of
the questions/statements section of the questionnaire).
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Figure 5-3: Extent to which the model is in use

Therefore, it can be concluded that colliery managers, divisional engineers and
maintenance practitioners within the South African coal mining sector are using some of
the elements of the integrated theoretical budgeting model, although very inconsistently.
It is further concluded that the collieries within the South African coal mining sector do
not make use of an integrated budgeting model to enhance their competitive advantage.

5.5 Need for an integrated budgeting model

Figure 5.4 presents a summary of the results given in section 4.6 to the respondents’
replies regarding the need for an integrated theoretical budgeting model. It is thus
evident from Figure 5.4 that the respondents overwhelmingly confirmed that they do
have a need for an integrated theoretical budgeting model.
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(29) A need for a

maintenance budgeting |
model exists i

{11) Continuous
updating leads to cost

gi

Statements

competitiveness either 95 |
positively/negatively

i T T T T T T T T T 1
0O 10 20 30 40 5 60 70 8 9 100
(%)

I Disagree W Unsure [0 Agree OYes ENo

Figure 5-4: The need for an integrated budgeting model

Therefore, it can be concluded that colliery managers, divisional engineers and
maintenance practitioners within the South African coal mining sector do have a need
for an integrated theoretical budgeting model. It is further concluded that when this
model is applied to the maintenance budget it will ensure synchronisation with prevailing
market reality, giving a colliery a competitive advantage.

5.6 Conclusions

From the preceding discussions the following conclusions can be drawn:

That the data is representative of the South African coal mining sector.

. That the conclusions drawn and recommendations made can be generalised and
applied to other functions within a business.

. That colliery managers, divisional engineers and maintenance practitioners within
the South African coal mining sector widely criticise the traditional budgeting
approach and that it is not enhancing synchronisation with an ever changing
competitive environment.

That due to the time consuming character of the annual development of budgets,
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maintenance personnel’s focus on their maintenance function get distracted when
they spend too much time on this.

That the majority of collieries do not develop their budgets from first principles, i.e.
budgets are not prepared as if it was done for the first time.

That two thirds of the collieries do not update their budgets more frequent than
once per year. In fact, the remaining one third do not update their budgets more
frequently than twice per year.

That colliery managers, divisional engineers and maintenance practitioners within
the South African coal mining sector use the traditional budgeting approach very
inconsistently. None of the collieries involved in this research had adopted any of
the approaches researched in the literature, in its purest form. All of them
implemented some customised approach.

That at least two thirds of all maintenance budgets developed at collieries are not
done scientifically, i.e. making use of statistical software for determining optimail
component repair/replacement lives and costs.

That the success of the maintenance function depends on a well-documented and
implemented maintenance strategy, which reflects in the financial performance of
a colliery. A maintenance strategy’s function is to ensure that the maintenance
opportunity gaps are closed in the most economically optimal way.

That the collieries within the South African coal mining sector do not make use of
an integrated budgeting modei to enhance their competitive advantage. This also
leads to the conclusion that this link is not as evident as could have been
expected.

That an intense need was expressed for an integrated budgeting model, which can
be applied to the maintenance budget to ensure a competitive advantage.

These conclusions support the objective set at the beginning of this research report to

determine whether a need exists for having a realistic maintenance budget that is

aligned with market reality, giving the business a competitive advantage.

Finally, the integrated theoretical budgeting model, which was developed to assist the

maintenance practitioner in compiling a realistic maintenance budget, which is aligned

with the current market reality, will give any colliery (and for that matter any business) a

competitive advantage when applied.
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5.7 Recommendations

From the above discussions and conclusions the following recommendations can be

made:

That collieries and other capital-intensive businesses in general that are in pursuit
of operational excellence, should implement the integrated theoretical budgeting
model as a strategic tool in maintaining and sustaining a long-term competitive
advantage.

. That maintenance budgets have to be aligned with maintenance strategies and
that strategic planning and management processes have to be introduced in
support thereof. These processes need to be value-based and focussed on
continuous improvement. The true drivers of shareholder value have to be
identified, focused on and managed.

. Although the research did not explicitly investigate how collieries manage the
evolution of their budgeting systems, many might have a predicament because
they have never adapted their budgeting processes and systems to suit the fast
changing competitive environment. It is thus recommended to establish processes
now so that they can evolve their budgeting processes and systems over time in
order to catch up with their competitors.

. That collieries and other capital-intensive businesses should make better use of
the huge amounts of data stored in the memory banks of their EMS servers.
However, the challenge remains to be that of real-time updating of budgeting and
other business performance information. An integrated approach should be
followed, linking supplier pricing, exchange rates and PPl to the LCC of
equipment/machinery/plant, ensuring the lowest total cost of ownership (TCO).

. That collieries and other capital-intensive businesses shouild embrace technology
that will allow them to quickly capture and disseminate raw data required for
decision making and forecasting. This means acquiring special software to be
interfaced with an existing EMS (e.g. SAP, MIMS, etc.), allowing managers to
spend more time analysing data rather than attempting to update forecasts
manually.

. That change management principles be incorporated in the business processes to

form an integral part of any change induced to the business.
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If a colliery, or any other capital-intensive business implements these recommendations
in a controlled and structured manner as proposed by the change management
process, the maintenance budget will be matched with market reality ensuring that the
colliery or business gain a competitive advantage over its competitors.

5.8 Future research areas

Since the inception of globalisation, competitiveness is not a matter of choice anymore
but a matter of survival. Focus will thus continue to be on maintenance cost optimisation
and real-time budgeting will certainly enhance any business's competitiveness.
Businesses should therefore be encouraged to implement the use of the integrated
theoretical budgeting model in an attempt to secure a competitive advantage. The
following list proposes possible research opportunities that can be conducted as follow
up studies to the research presented in this research report.

. investigate how world-class companies manage the evolution of their budgeting
processes and systems.

. Follow a business over time as it implements the use of the integrated theoretical
budgeting model to explore its competitiveness as a result of using the model.

. Study businesses that have considered implementing the integrated theoretical
budgeting modei and chosen not to impiement it, in order to gain an understanding
of differences between model adopters and non-adopters.

. Investigate the impact of trying to implement such a new budgeting model in the
business, without having a comprehensive and applicable change management
plan.
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7. APPENDICES

7.1 APPENDIX A: Data requirements table

Research objective is twofoid: (7) To determine whether a need exists, among coal mines within the South Affican coal mining sector,
for having a realistic mainfensnce budget that is aligned with market reaiity, giving the business a competitive advantage. (2) Extent to
which the elements of the integrated theorafical budgeling model is used in the coal mining sector.

Type of research: Pradominantly descriptive, eithough wish to determine the extent to which the proposed thecretical maintenance
budgeting modei is used by maintenance practitioners.

if it was prepared for the first time,
from "scratch”) {behaviour)

Check included
Investigative questions Variable(s) required Detail in which data measured Category in
questionnaire
Maintenance budgets are time Maintenance budgets are time |Yes, No Frustrations
consuming to put together consuming \/
(behaviour)
Maintenance budgets constrain  |Opinion whether maintenance |Degree of agreement on a scale of 1|Frustrations
responsiveness and are oftena  |budgets constrain to 10. Disagree = 1, Agree = 10.
barrier to change (behaviour) responsivenass /
Maintenance budgels are rarely  |Opinion whether maintenance |Degree of agreement on & scale of 1 |Frustrations
strategically focused and often budgets are rarely strategically |lo 10. Disagree = 1, Agree = 10.
contradictory (behaviour) focussed /
Maintenance budgets add litte Opinion whether maintenance |Degree of agreement on a scale of 1|Frustrations
value, especially given the lime to (budgets add little value to 10. Disagree = 1, Agree = 10.
prepare them (behaviour) /
Maintenance budgets focus on Opinion whether focus is on Degree of agreement on a scale of 1 |Frustrations
cost reduction rather than vailue  |cost reduction rafhier than to 10. Disagree = 1, Agree = 10.
croation (behaviour) vaiue creation
Maintenance budgels strengthen |Opinion whether maintanance |Degree of agreement on & scale of 1 |Frustrations
vertical command-and-control budgets strengthen vertical to 10. Disagree = 1, Agree = 10.
{behaviour) command-and-control
Maintenance budgets are Devedoped and updated too Yes, No Frustrations
developed and updated too infrequently
infroquently, usually antiually /
{behaviour)
Annual budgeting in our company |Opinion whether budgeting Degres of agreement on a scale of 1|Budgeting
follows an fterative fop-down and  |follows the traditional fo 10. Disagree = 1, Agree = 10. approaches
bottom-up approach coortinated  |budgeting approach
from head-office (behaviour) \/
Budgets in our company consist  |Follows the activily based Yes, No Budgeting
of information based on activity  |budgeting approach approaches
and resource consumption rales
(behaviour) /
Annual budgeting in our business |Follows the zero-based Yes, No Budgeting
unit is based on first principles (as |budgeting approach approaches /
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Check included}

achieving optimal component
lives? (hehaviour)

Investigative questions Variable(s) required Detail in which data measured Category in
questionnaire

Budgeting within our company Follows quality function Yes, No Budgeting

Ifo!lows & process of evaluating  |deployment as a budgeting approaches
the impact that each of the spproach
different ‘/
equipment/machinery/component
replacement scenarios has on the

Nprofit of the business unit
(behaviour)
Prior to us developing an annual  |Follows the target budgeting | Yes, No Budgeting
budget within our compeny, our  |approach approaches
CEO sets targets and objectives
with which we have {o align our /
budget. (behaviour)
Budgets in our company is Follows the fife cycle costing | Yes, No Budgeting
focussed on finding the lowast approach approaches
long-term fotal cost of ownership
of equipment/machinery \/
(behaviour)
Budgets in our business unit are  |Opinion whether the business |Degree of agreement on a scale of 1|Budgeting
updated avery few months in an  |unit foflows the rolling to 10. Disagree = 1, Agree = 10. approaches
attempt to reassess the business |budgeting approach
unit's outlook sevearal timas per /
vear {behaviour)
Success of the mainfenance Opinion whether success of the |Degree of agreement on a scale of 1|Nead
function is dependant on the maintenance function depends {to 10. Disagree = 1, Agree = 10.
qualily of the maintenance on the quality and /
strategy and its implementation  |implementation of a
(behaviour) maintenance strategy
How often is the maintenarice Time frequency Real-fime, monthly, 6-monthly, Model
budge! updated? (atiribute) annually, more than annual /
During the maintenance Opinion whether cost Degree of agreament on & scaie of 1 |Madel
budgeting process a cost breakdown structures are to 10. Disagree = 1, Agree = 10.
breakdown structure (bill of drawn up ‘/
materials) is developed lo avoid
“Yorgefting things" (behaviour)
Does the maintenance Set expected lives for Yeas, No Modet
deparimant develop a list of components
expected component lives for J
each machine/equipment lype?
(beshaviour)
Does the maintenance Using statistical modelling to Yes, No Modet
department use statistical determing expected
software for developing expected [component lives
component lives and component ‘/
pricing? (behaviour)
Doas the maintenance Using condition monitoring Yes, No Model
department use condition techniques
monitoring techniques for

~
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investigative questions

Variable(s) required

Detait in which data measured

Category

Check included
in
guestionnaire

The maintenance department
makes use of scheduling
software for scheduling
component change outs
{behaviour)

A scheduler exists

Yes, No

Model

J

All future component repairs or
replacements are scheduled fo
determine annual expected
expenditures (behaviour)

Scheduler is used to determine
annual expenditures

Yes No

Model

A continuously updated
maintenance budgef would assist
the maintenance management
team to become more cost
effective (behaviour}

Opinion whether cost
effectiveness improves with
continuously updated
maintenance budgets

Degree of agreement on a scalke of 1
fo 10. Disagree = 1, Agree = 10.

Model

The company makes use of an
enterprise management system
(EMS) (bahaviour)

EMS used

Yes, No

Model

The maintenance budget can
influance the company’s
competitiveness aither positively
or negatively (behaviour}

Opinion whether
competitiveness s influenced
by the maintenance budget

Dagroe of agreement on @ scale of 1
to 10. Disagree = 1, Agree = 10.

Need

The maintenance budget in our
business s linked directly with the
axchange rate, PP and other
indices (behaviour)

Linked with market reality

Yes, No

Model

What portion of the total budget of
your business unit doas the
maintenance department control -
ingluding labour, matenals,
utilities, and depreciation?
(attnbute)

Percentage of total budget

Actual number

Background

What is the annual coal
production expressed in metric
fons for the business? (atfribute)

Size of the business expressed
in metric tons

Actual number

Background

At our business we do have a well
documented and implemented
jmaintenance strategy (behaviour)

Maintenance strategy
documented and implermented

Yes, No

Model

We do have a need for a
maintenance budgeling model
ensuring that the maintenance
budge! is synchronised with
pravaiiing market realiy, giving
our business a compelitive
advantage (behaviour}

A need exists

Yes, No

Model

SN NS NN NN Y TS

In our company we still use Excel
spreadsheets as the primary
software for developing
maintenance budgets (behaviour)

Excal spreadsheets are used

Yes, No

Frustrations

~
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Check included
Investigative questions Variable(s) required Detail in which data measured Category in
questionnaire
Budgeting within our company Opinion whether the business |Degree of agreement on a scale of 1 |Frusirations
follows a process of “horse unit's budgeting process to 10. Disagree = 1, Agree = 10. /
trading” (behaviour} foflows a process of "horse
trading”

My job position within our Determine the position Section Engineer/Assistant Resident |Background
company is . . .(attribute) Engineer, Engineering /

Manager/Resident Enginser, Mine

Manager, Divisional Engineer
How much time do maintenance | Total man-hours spent Actual number Background
personnel spend in man-uours (for\annuslly
the whole maintenance /
department) annually on
preparing the new budget?
(attribute)
The business unit | am curmently | Delermine the business unif Beneficiation Flant, Underground Background
employed inis a ... (attibute)  |type Collery, Strip-mine, Services V4
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7.2 APPENDIX B: The survey questionnaire

QUESTIONNAIRE

Developing a Maintenance budget

for a competitive advantage

Procedure for completing the questionnaire

1. Always select the response on questions and statements, which is
most applicable to you and/or your business unit.

2. Only tick the one tick box, which is most applicable.

Example 1:
The business unit | am currently employed inisa. ..

[ ] [ X []

Beneficiation Underground Strip-mine Services
Plant Colliery
Example 2:

Usually the findings of one research project suggest problems, which
may be pursued in further research projects.

DISAGREE AGREE
OO0 00XROOO
1 2 345 67 8 910

3 Where you are required to type in a value, simply position the pointer
inside the box and type in the required value.

Exampie 3:
What is the annual coal production expressed in metric tons for your

business unit?
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BACKGROUND INFORMATION

The business unit | am currently employed inisa. ..

Benegciation Under[;]ound Sh'ipl:-rLine Services
Plant Colliery

My job position within our business unitis . . .

Section Engineer Engineerinlg:llhnager Mine Elnager Divis;icml;1 Engineer
Assist. Res. Engineer Resident Engineer

What is the annual coal production expressed in metric tons for your

[ 1 mittion tons

What portion of the total budget of your business unit does the
maintenance department control - including labour, materials, utilities,

[ 1%

How much time do maintenance personnel spend in man-hours (for the

business unit?

and depreciation?

whole maintenance department) annually on preparing the new

budget?
I:} Annual man-hours

How often is the maintenance budget updated?

U t Ol a H

Real-time Monthly 8-Monthly Annually > Annual

The company makes use of an enterprise management system (EMS)

(e.g. SAP, MIMS, etc.). 1 O
Yes No
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QUESTIONS / STATEMENTS

Maintenance budgets constrain responsiveness and are often a barrier

to change. DISAGREE AGREE

COOOOOO00E

1 23 4 567 89 10

Maintenance budgets are rarely strategically focused and often

contradictory. DISAGREE AGREE

COOOO00O0O00

1 2 3 45867 8 9 1

Maintenance budgets add little value, especially given the time to

prepare them.  pisaGree AGREE

NN EEEEEN.

12 3 45 67 8 9 10

Maintenance budgets focus on cost reduction rather than value

creation. DISAGREE AGREE

OOOOOCOO0d

12 3 4 5 67 8 9 1

Maintenance budgets strengthen vertical command-and-control.

DISAGREE AGREE

O

1 2 3 4 5 67 8 9 10

Budgeting within our business unit follows a process of "horse trading"
(i.e. negotiating on a give-and-take basis between decision making
levels).

DISAGREE AGREE

OOOOO0O0000

12 3 4 5 617289 10

Annual budgeting in our business unit follows an iterative top-down and
bottom-up approach coordinated from head-office.

DISAGREE AGREE

I

12 3 4 5 67 8 9 10
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10.

1.

12.

13.

14,

Budgets in our business unit are updated every few months in an
attempt to reassess the business unit's outlook several times per year.

DISAGREE AGREE

COO0OO0O00000

12 3 45 678 9% 10

During the maintenance budgeting process a cost breakdown structure
(bill of materials) is developed to avoid "forgetting things™.

DISAGREE AGREE

OOOOOO000d

12 3 45 67 8 9 1

The maintenance department has an effective way of updating
maintenance related information.

DISAGREE AGREE

OOCO0O00000

12 3 4 5 67 8 9% 10

A continuously updated maintenance budget would assist the
maintenance management team to become more cost effective.

DISAGREE AGREE

CIOO0O00O0000]

12 3 456 7 8 9% 10

Success of the maintenance function is dependant on the quality of the
maintenance strategy and its implementation.

INSAGREE AGREE

IEE NS EE R

12 3 4 5§ 67 8 9 10

The maintenance budget can influence the company's competitiveness

either positively or negatively.
DISAGREE AGREE
OH000O00O04a
1 2 3 456 7 8 9 1
Maintenance budgets are time consuming to put together. O 0
Yes No
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15.

16.

17.

18.

19.

20.

21.

22,

23.

Maintenance budgets are developed and updated too
infrequently, usually annually.

In our business unit, we still use Excel spreadsheets as the
primary software for developing maintenance budgets.

Budgets in our business unit consist of information based
on activity and resource consumption rates.

Annual budgeting in our business unit is based on first
principles (as if it was prepared for the first time, from
“scratch”).

Budgeting within our business unit follows a process of
evaiuating the Iimpact that each of the different
equipment/machinery/component replacement scenarios
has on the profit of the business unit.

Prior to us developing an annual budget within our
company, our CEO sets targets and objectives with which
we have to align our budget.

Budgets in our business unit are focussed on finding the
lowest longterm total cost of ownership of
equipment/machinery.

Does the maintenance department develop a list of
expected component lives for each machine/equipment
type?

Does the maintenance department use statistical software
for developing expected component lives and component
pricing?

Yes
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24.

25

26.

27.

28.

29.

Does the maintenance department use condition-
monitoring techniques for achieving optimal component

lives?

The maintenance department makes use of scheduling
software for scheduling component change outs.

Al future component repairs or replacements are
scheduled to determine annual expected expenditures.

The maintenance budget in our business unit is linked
directly to the exchange rate and PPI as it affects specific
equipment/machines.

In our business unit, we do have a well-documented and
implemented maintenance strategy.

We do have a need for a maintenance budgeting model
ensuring that the maintenance budget is synchronised with
prevailing market reality, giving our business a competitive
advantage.

THANK YOU!

Yes

Thank you for taking the time to complete this questionnaire.

It is appreciated.

Please return the completed questionnaire electronically to

schalk.vanwyk@sasol.com or fax it to (017) 614-5256.
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7.3 APPENDIX C: Introducing a self-administered questionnaire

(First cover letter)

From: Van Wyk, Schalk (SWI1) [mailto:Schalk.VanWyk@sasol.com]
Sent: 03 September 2004 04:47

To: jarmstrong@coal.anglo.co.za

Subject: Budgeting Questionnaire

Importance: High

Dear Mr Armstrong,

] am doing a research project, which is part of my dissertation to be
submitted in partial fulfiiment of the requirements of the MBA degree.
Attached is a research questionnaire with the purpose to determine
whether a need exists at collieries within the South African coal-mining
sector for having a realistic maintenance budget that is aligned with
market reality, giving them a competitive advantage.

You are one of a smali number of people who are being asked to give
your opinion on this issue. You were selected from the SACEA and
SACMA membership lists because of your South African coal-mining
experience. In order that the resuits will truly represent people who
have experience with the maintenance budgeting process, it is
important that your questionnaire is completed and returned. It would
take about 15 minutes of your time to complete the questionnaire.

All the information you provide will be treated with the highest
confidentiality. Please answer all the questions and at a time when you
are unlikely to be disturbed. Your answers are essential to building an
accurate picture of the need for a maintenance budget, which is
aligned with market reality, giving a colliery a competitive advantage.

Please retum your completed questionnaire to me electronically at
schalk.vanwyk@sasol.com or fax it to (017) 614-5256 on or before 10
September 2004.
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| hope you find compieting the questionnaire enjoyable, and thank you for
taking the time to heip me. If you have any queries, or would like to have
more information about this research project, please cail me on 082-454-
7772.

Thank you for your help.
Yours sincerely

Schalk van Wyk
Manager SCS

Sasol Mining {Pty) Ltd

Sasol Coal Supply

Private Bag X1015 Secunda 2302 South Africa
Telephone: +27 {0) 17 614 5041

Facsimile, +27 (0} 17 614 5256

Mobile +27 (0} 82 454 7772

schalk.vanwyk@sasol.com www._sasol.com
S3M: 29

NOTICE: Please note that this eMail, and the contents thereof, is subject to the
standard Sasol eMail disclaimer which may be found at:
http://www.sasol.com/disciaimer

If you cannot access the disclaimer through the URL attached and you wish to
receive a copy thereof please send an eMail to disclaimer@sasol.com

This email was scanned and cleared by NetIQ MailMarshal.
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{Second cover letter — reminder)

From: Van Wyk, Schalk (SWJ) [mailto:Schatk.VanWyk@sasol.com]
Sent: 13 September 2004 02:47 PM

To: Sichamba, David (South Witbank — XCSA}

Subject: Budgeting Questionnaire

Importance: High

Dear Mr Sichamba,

| have noticed that you have not yet retumed your completed
questionnaire. | am attaching another copy hoping that you would take 15
minutes of your valuable time to complete and return it to me. Please be
so kind to return it on or before Thursday, 16 September 2004. Your
opinion is valued greatly.

Thank you for your cooperation in this valuable survey.

Yours sincerely

Schalk van Wyk
Manager. 5C&

Sasol Mining (Pty) Ltd

Sasol Coal Supply

Private Bag X 1015 Secunda 2302 South Africa
Telephone: +27 {0) 17 614 5041

Facsimile: +27 {0) 17 614 5256

Mabife: +27 (0} 82 454 7772

schalk.vanwyksasol.com www.sasol.com
SSM. 29

NOTICE: Please note that this eMail, and the contents thereof, is subject to the
standard Sasol eMail disclaimer which may be found at:
http://www.sasol.com/disclaimer

If you cannot access the disclaimer through the URL attached and you wish to
receive a copy thereof please send an eMail to disclaimer@sasol.com

This email was scanned and cleared by NetlQ MailMarshat,

112





