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Truths

m Most government leaders think they know
all they need to know about fleets

m Most government leaders are clueless
about fleet operations

m Most Fleet Managers have a very difficult
time in getting the time and attention to
educate their leaders, let alone those
higher up and in other organizations




Typical Governmental Fleet Dollar
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+ What are they?
+ And how do they work?
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More Truths — Financial Knowledge

m Most government leaders are clueless
about fleet costs

m Many government leaders do not know
what an ISF is — let alone how one is
supposed to work

m Most Fleet Managers have minimal
understanding of government finance

"
Government Fund Accounting

m What is a fund?
e A fund is a separate fiscal and accounting
entity

m Why do state and local governments use
fund accounting?
o GAAP requirement
e Legal compliance
e Segregates financial resources for specific
purposes

"
Government Fund Accounting

m How do governments structure their many
funds?

e Three GAAP categories
+ Governmental
+ Proprietary
+ Fiduciary
e Seven generic fund types
e Two account groups for general fixed assets
and general long-term debt




D. Account Groups

The Reporting Entity
(0] } A Fund Types
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Three GAAP fund categories Soneral General
Seven generic fund types Fund Long-term
Two account groups Assets Debt
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Internal Service Funds

m Used to account for government-sponsored
operations that provide goods or services
primarily to other departments within the same
government, or to other governments, on a cost-
reimbursement basis

m Allow for full cost recovery from consumers of
goods or services (however, GAAP does not
require that ISFs use fully burdened costs)

= Not intended to over- or under-recover costs
(surpluses and deficits)
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Internal Service Funds (contq)

m Perceived duplications of expenses

Fleet ISF - Parts Customer Agency - Parts
Cost Revenue Cost Revenue
$150
$150 $150

Total cost of “Parts” = $300 ???
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Internal Service Funds (cont’d)

m Budget must be permitted to float
e Ex. Rash of accidents
e Ex. Natural disaster
= Vehicle and equipment using agencies are
responsible for their fleet and for getting the
resources needed to keep it going
e Ex. Fuel
e Ex. Additional vehicles
e Ex. Maintenance

" JEE
Internal Service Funds (cont’d)

m Understand your lines of business
e |f | spend time or resources on it, can | charge for it?
e |f | am charged for it, can | charge for it?

m Educate:
e Bosses
e Budgeting authorities
e Finance (?)
o My customers
o My employees

" JEE
Business Plan

m Easy to understand

m Only a few pages

m Recognizes both strengths and challenges
m Targeted to bosses and customers

m Simple, clear objectives




Life-Cycle Cost of Vehicles

Operation

Time/Utilization

Economic Life

m 30 Years
e 1-year life-cycle — 30 vehicles
e 2-year life-cycle — 15 vehicles
e 3-year life-cycle — 10 vehicles
e 4-year life-cycle — 7.5 vehicles
e 5-year life-cycle — 6 vehicles
e 6-year life-cycle — 5 vehicles
Etc.

Economic Life 1-Year Vehicle

m Purchase price (W/upfitting)  -$24,000
m Resale +$17,760
m Discount rate (1 year) 3.420%
m PV of resale +$17,173
m NPV of vehicle -$6,827
= Maintenance -$1,898
m PV of maintenance -$1,861
= NPV total -$8,688




Economic Life 2-Year Vehicle

m Purchase price (W/upfitting) -$24,000
m Resale +$14,400
m Discount rate (1 year) 3.860%
m PV of resale +$13,350
m NPV of vehicle -$10,650
m Maintenance -$3,268
m PV of maintenance -$3,126
= NPV total -$13,776

Economic Life (contd.)
NPV NPV/Per Year

m 1-year -$8,688 -$8,688
m 2-year -$13,776 -$6,888
m 3-year -$17,314 -$5,771
m 4-year -$20,897 -$5,224
m 5-year -$23,292 -$4,658
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Economic Life (contd.)
Equivalent Annual Cost (EAC)
r(l+r)"
EAC=NPVXx ————
@+r)"-1

(Where r is the discount rate less
inflation and n is the period of time)




Economic Life (contd.)

EAC
m 1-year $8,768
m 2-year $7,029
m 3-year $5,974
m 4-year $5,475
m 5-year $4,963

Economic Life (contd.)

EAC is often used as a decision making tool in
capital budgeting when comparing investment
opportunities of unequal lifespans.

A practical example where the cost of capital is 5%:

Machine A B
Investment cost $50,000 $150,000
Expected lifetime 3 years 8 years
Annual maintenance  $13,000 $7,500
EAC $31,360 $30,780

So When Should Vehicles be Replaced?

Dump Trucks

— = 1473 units in sample
e R2=0.9374
. m Significant cost

>>>>>> I increase in year 9

o Cost deviation increases
$15,000

G 2 m EAC declines years 6 to
8

m Life Cycle:
e 8 Years

%
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So When Should Vehicles be Replaced?

Administrative Sedans

m 1484 units in sample
e R?=0.8923

m [nitial jump in cost years

3to4and5to 6
e EAQ costs level years 4
to 10.

m Costs begin to rise
again in year 9 and
increase significantly in
years 11 and 12.

m Life-Cycle:

e 8 years

O
Types of Lives
m Economic life

m Technological life
m Service life

Replacement Planning

m Tactical

m Strategic




Baseline Strategic Replacement Plan
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BREPLACEMENT REQUIREMENTS *NET OUTLAYS

Key Statistics

m Original Purchase Price $6.5M
m Estimated Book Value $2.3 M
m Average Vehicle Age 6.6 yrs
m Number of Units 255

= Avg. Vehicle Life-to-Date Miles 42,540
» Avg. Recommended Replacement Cycle 7.7yrs
m Estimated Replacement Cost $10.8M
= Avg. Annual Replacement Cost $1.5M
m Avg. Investment per Year for Last Five Yrs $1.0M
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Reduced Replacement Spending

Increase in total cost

Increase in turn-around time
Decrease in vehicle availability
Increase in breakdowns
Decrease in salvage value
Customer dissatisfaction

Fleet creep
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Downsize the Fleet to Reduce Cost

m How many miles per year do you need to
drive and be reimbursed at $0.585 per
mile before it becomes more cost effective
to provide the driver with a state-owned

sedan?
1,500 administrative sedans 8 yr. avg. life
1 to 12 years of age with majority in2 16,000 avg. annual mileage
to 7 year range $0.042 avg. maintenance cost per mile
$14,000 avg. cost of sedan $0.20 avg. fuel cost per mile

$2,100 anticipated salvage value

Downsize the Fleet to Reduce Cost

$1.00
$0.90 \
$0.80 \
$0.70
$0.60
$0.50
$0.40
$0.30
$0.20
$0.10
$0.00

o

S & S S S S S S O O
S LSS LS LSS

4,272 mi.

L o
& &
[N
Miles per Year

~—— Reimbursement Rate —— Cost of Govt Sedan

L
Optimization Theory

Demand

Time

—— Demand
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Optimization Theory
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MOTOR POOL OPTIMIZER

File.

Please enter the requested infarmalion about yaur flot, |

Fleet Specifications | rOwned Vehicles

People served:
Demands per day:

Mileage per dispatch:
Workdays per year:

Alternate Vehicles

Daily Usage: | ez | $31.50 | $0.05 [ 7smiles] [ 1.2days]

Weekly Usage: | 15z [ sis700 | 30.05| [ 4S0miles] [ 7.5 days
Monthly Usage: | 5z [ ssbron] | $0.05| [ 1200 miles] [ 206 days

Daily ownership cost 13.00

Utilization cost [per mile]:

Mean Time Out: 3.1 days
200 miles

KRS

Percent of demand satisfied:

% of Total $/Unit Time $/Mile Miles/Dispatch  Days/Dispatch

Fstart | 11 & 51 I

How many peaple are served by the fleet?

ceed

Micros...| ByGraph... [ moro.. ‘@%@%Q@é@@@) 1:54 ab
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OTOR POOL OPTIMIZER
File:

1000000 Press "M’ to mark the current solution for printing.

00000
600000
Total
Cost 400000
200000

DU 20 40 60 a0 12 40 160 180 200

Variable Cost of Alteinate Vehicles q Variable Cost of Owned Vehicles
‘ Number of Vehicles Owned | *Fiiod Cast of Owned Vehicles

Dptimal Solution
Humber of Vehicles Dwned: 93 Number of Vehicles Dwne: 130
Annual Cost of Dwned Vehicles: $462.226 Annual Cost of Dwned Vehicles: $587.500
Fixed: $302,250 Variable:  $159,976 Fixed: $422.500 Variable:  $165,000
Hum of Alt Vehicles Used Yearly: 228 Brint | | Num.of Alt. Vehicles Used Yearly: 0

Annual Cost of Alt. Vehicles: $23 465 Annual Cost of Alt. Vehicles: ]

Fixed: Variable:  $2,141 e Fixed: Variable:  $
Total Annual Cost: $485,691 2t Total Annual Cost: $587.500
A$102K

MOTOR POOL OPTIMIZER
File
20000000 , Press 'M' to mark the current solution for printing.
15000000
10000000
Total
Cost

5000000

470 672 B74 1007 1200 1502 1704 1906 2108 2310 2513 2685
Variable Cost of Altermale Vehicles ; Variable Cost of Owned Vehicles
Number of Vehicles Owned | *pryoq'Cost of Dwned Vehicles

Number of Vehicles Owned: [l 155
Annual Cost of Dwned Vehicles: $1,213.46

Dptimal Solution
Humber of Vehicles Dwned: 100
Annual Cost of Dwned Vehicles: $889,492

Fixed: $555.250 Variable:  $334.242 B Fixed: $860.638 Variable:  $352.825
Num_of Alt Vehicles Used Yearly: 676 Erint Num_of Alt Vehicles Used Yearly: 0

Sean| | e || @

Annual Cost of Al Vehicles:  $63,882 Annual Cost of Al Vehicles:  $

Fixed: Variable:  $9.281 - Fixed Variable:  $

Total Annual Cost: $959.374 it Total Annual Cost: $1.213.46
A$254K

@ Be g o] [FSL0TAHEE zssm

MOTOR POOL OPTIMIZER
File
20080000
!
15000000
10000000
Total
Cost

5000000

o
L 1

Press "M to mark the current solution for printing

1097 lasg

Optimal Solution
Humber of Vehicles Owned: 100
Annual Cost of Dwned Vehicles: $889,492
Fixed: $555.250 Variable:  $334,242
Hum.of Al ¥ehicles Used Yearly: 676
Annual Cost of Alt. Vehicles:  $69,882
Fied: Variable:  $9,281
Total Annual Cast: $959,374

1502 1704 1906 3108 3310 2513 2685

Variable Cast of Alteinate Vehicles q Variable Cost of Owned Vehicles
‘ Humber of Vehicles Owned | *Fiyoq Cost of Dwned Vehicles

Number of Vehicles Dwned: [ 0

Annual Cost of Dwned Vehicles: $

Fired: Variable:  $

Num.of Alt.Vehicles Used Yearly: 12830
Annual Cost of All, Vehicles:  $1,326.80
Fired: Variable:  $176,204
Total Annual Cost: $1.326.80

A$367K

Fstart | 11 & 51 || ElMiarss..| Baeph.. |[@rore. [$ B dDELBE 1203m
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In Summary

m Financial structure

m Educate on how you are financed
m Business plan

m Life-cycle cost

m Strategic replacement plan

m Downsize to reduce cost

m Optimization theory

Les Rucker

National Director Fleet Management Consulting
MAXIMUS
(610) 225-8352  lesrucker@maximus.com
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