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6  LIFE CYCLE COSTING APPLICATION  
This guide has focused on how to create LCC models of mobile equipment, the inputs 
required, the risks associated with those inputs, and common investment analysis 
techniques. These are fundamental principals that must be understood in order to get 
value out of the LCC methodology. 

But what are the highest value applications of these models? This final section explains 
how to leverage the method to produce better forecasts, reduce costs and optimize 
performance of these critical fleet assets. 

The most valuable applications of LCC models of mobile equipment are: 

1. Budgets – LCC is a zero-based method that can be structured to support a 
vigorous budgeting process that identifies projected costs by asset, activity and 
period. The nature of mobile equipment is that costs are predictable but they occur 
both on a recurring basis and as distinct events – it is incorrect to simply build a 
budget based on historic run rates. For example, while it might be sensible to 
forecast fuel expense based on equipment usage, it is foolish to assume that 
maintenance costs will be the same from year to year since major component 
replacements do not occur annually.  

2. Resource Forecasts – the LCC structure identifies materials and labour content 
that can be extrapolated to determine major component schedules, workforce 
estimates, shop requirements and machine availability. These forecasts provide a 
rational basis for business planning and determining the feasibility of new 
projects. 

3. Evaluate Maintenance Tactics – LCC models offer a comprehensive framework 
with which to evaluate different maintenance tactics in terms of financial and 
productivity outcomes. For example, does it make sense to invest in a specific 
new condition monitoring technology? Where are the benefits likely to be realized 
and thus compared to the cost of enabling that technology? LCC models are 
structured to represent these elements right down to the specific task level, 
allowing managers not to just estimate costs and benefits associated with different 
tactics, but to connect the dots to specific activities that will change as a result of 
them. 
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To truly leverage an LCC model, that model must be constructed to a degree of detail that 
includes the following critical data at the task level: 

 Hierarchical position 

 Task description 

 Estimated labour, materials and miscellaneous cost 

 Interval 

 Expected downtime 

It can take considerable effort and knowledge to create these records, and they must be 
reasonably accurate, but once they are in place they provide exceptional value to the 
organization using them. 

Below is a sample from a detailed LCC model based on the previous exercise in this 
guide. It expands the task records to the level of detail necessary to support budgeting and 
resource forecasts in particular: 

Table 19: Detailed LCC Sample 

 

This model will support subsequent examples in this section. It is included in the PDF 
portfolio as LCC Application.xls.  

 



 
           

M.G. Currie & Company 

6.1 BUDGETS 

Consider the LCC model structure, referenced to time, activity and cost. Opportunities 
for this structure to support budgeting include: 

 The fleet can be modeled by aggregating individual machine LCC baselines, 
and machines can be added with different start dates or points in their life 
cycle   

 Add operating overheads, management salaries and other maintenance 
department costs, by extrapolating labour as the driver of these expenses  

 The budget for a specific period is easily defined because the LCC model is 
time-based, with cash flows delineated by type and period  

 Adjust the budget by altering specific input costs or maintenance intervals 

 Map all costs to company cost codes and expense elements 

 Report expense types by period 

 Update with actual maintenance costs to measure budget performance 

 Upload to corporate the budgeting system  

In addition to supporting budget development, LCC models provide an audit trail for 
assessing existing budgets that were derived from LCC models. They also offer 
flexibility in developing multiple budget scenarios according to various fleet 
compositions and operating conditions. 

Example: 
 
Open LCC Application.xls and review the setting. It is a model of the 12-year life of an 
8-truck fleet of 240 Ton electric drive vehicles, per: 
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After reviewing the model structure, open the O&M tab. There you’ll find parts, labour and miscellaneous items for every task 
summed for all 8 trucks. Tires, Fuel and Operator are similarly summed: 
 

Table 20: O&M Tab 
 

 
 
Note that this model represents labour in dollar terms (this assumes a labour cost per hour) and that it is adjusted for “wrench time”, or 
a labour efficiency factor that allows for non-productive labour such as clean-up, training, service reports, etc. Most companies 
assume a labour efficiency factor of 50% to 60%. 
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Next, open the Overheads tab. This worksheet uses labour hours (determined by dividing the actual labour expense by the assumed 
rate, in this case $60 per hour), to drive the entire group of overhead expenses such as supervision, facilities, tools, vehicles and IT. 
These resources are estimated in gross terms (for example 0.5 of a leadman’s time is required for the first two years, rising to a full 
time leadman once the crew reaches a certain size).  
 
Overhead costs are then determined by multiplying the quantity of each resource by its unit consumption rate: 
 

Table 21: Overheads Tab 
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Finally, open the Department Budget tab, where the O&M and Overheads are combined to create the projected budget required to 
operate and maintain this fleet for its 12-year life: 
 

Table 22: Department Budget 
 

 
 
Every item in this budget was calculated from zero-based principals using life cycle cost models of the trucks in the fleet. 
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