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There continues to be economic uncertainty among fleets manifested by
extended cycling, right-sizing initiatives, and intense pressure to control costs.
The consensus is the worst is behind us, but 2010 will be a tough road.

BY MIKE ANTICH

I he economy went inlo a [reefall in

fourth quarter 2008 and first quar-
ler 2009, crealing a devaslaling impacl on
commercial fleels and the aulomative in-
dustry in general. Currently, there is 2 sense
among many Lthat the turmoil in the
commercial fleet market has stabi-
lized atter the pasl 18 tumultuous
maonths,

“There should be signs ol stabiliza- |
tion in 2010, but growth will be slow
and spending will be done carefully!
said Bob Adamsky, who managesa
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nearly 500-unil fleet for Del- Air Heating &
Air Conditioning in Sanford, Fla.

However, this assessment is not a uni-
versal industry consensus. Some see even
more challenges ahead. "Like everyone else,
7§ we have more challenges than ever
= o face in 2010;" said Alicia Ham-
masnid, fleel administrator for Am-
§ hisis in Bullalo Grove, TII.

Some challenges are “dark clouds
o) Lhe horizon,” such as the poten-
tial volatility of luel pricing, interest
rates, and uncertainty of used-vehi-
cle residual values,

“Every lleet, be il large or small, will be
impacted by the challenges before them in
2010. Whether it comes in the form of fluctu-
ating fuel prices, increased costs from man-
ufacturers, leasing companies struggling to
make ends meet, new governmental rules
and requirements to be met, or the ever-pres-
el demand to ‘make it work’ while culling
costs at every possible corner,” said Chuck
Kukal, fleet supervisor, adminisira-
tive services lor Infinity Insurance
Co. in Birmingham, Ala. .

Others believe 2010 will nol be
much different than 2009 lor com-
mercial fleets, which is not loo
comforling.

Based on responses from more than
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100 commercial fleet managers, the follow-
ing are the key issues facing their fleets in
the 2010 calendar-year.

Economic Uncertainty Remains

Although the economic freefall has
been halled, many companies are strug-
gling in today’s economic environment,
especially those in the housing and con-
structlion industries. Most companies in
these industries have reduced new-vehi-
cle orders and are decreasing the number
ol unils in operation.

“Our industry is very much tied to build-
ing. We are in the following wholesale sec-
tors: plumbing, pipe, valve, fittings, heating
and air conditioning, water works, sprin-
kler systems, and appliances. All of these
areas have been greatly impacted by the
recession. Additional fleet downsizing ap-
pears likely” said Rusly Evans, corporate
fleet manager for Ferguson Enterprises in
Newport News, Va.

However, sther segmenis of the
i luiial economy are improving, re-
sulting in a resumption of fleet ve-
' hicle orders.

“We held off on reordering many
. vehicles in 2009 because of the un-
vertainty of the economyy” said Keith
Scolan, manager, global Mleel for Tlli-



Automotive Fleet

T_-.-_:'-

January bttp://autofleet.epubxpress.com

-

B OAC

CIAL FLEET

MANAGEMENT IN 201

nois Tool Works, Inc. in Glenview,
TIl. *Now, with business looking bel-
Ler and cost savings in place, we are
replacing vehicles that should have
been retired last year, plus any ve-

list consolidation. and the crealion o
several company-wide policies and
processes. One example was moving
our executives from two- to three-
year vehicle cycles. The lighter oper-

hicles due up Lhis year” r aling environmenl has also enabled
some divisional fleel reorga-

Cost Confoinment Pressures SCOLAN nization, such as Lhe region-

Continue alizalion ol our company-wide fleet

Most leets reporl cosl conlainmenl isa
lop priority for the 2010 calendar-year and
most fleet managers feel confident aboul
meeting these goals.

“1am conlident that through active man-
agemenl and the sustainability program, this
will be achieved, We haven't had Lo delay or-
dering or downsize the lleet,” said Meegan
Herilage, manager, sales & marketing oper-
ations for Biogen Idec in Wellesley, Mass.

More fleets are seeking cost reductions
through operational efficiencies instead of
cutling new-vehicle orders.

“We are looking maore at our processes
and linding where we can make cosl-saving
changes as opposed Lo reducing orders?” said
Kimberly Fisher, lleet administrator, Nucle-
ar Pharmacy Services lor Cardinal Heallh-
care in Dublin, Ohio.

‘This approach was echoed by Mark
Leuenberger, fleel director at Cox
Enterprises in Atlanta, “In 2009, we
were able Lo apply resources to a va-
riety of cost-saving initiatives. These
included vehicle and uplit standard-
iration, data development, selector

persannel, which is having a posi-
tive impact on the bottom line,” said
Levenberger.

Angther industry-wide cosl-con-
lainmenl measure revolves around
downsizing engine sizes. Switching
Lo lour-cylinder engines allows fleels {that
are primarily automobiles) to maintain
the same-size vehicles necessary to meet
lleet applications without downsizing to
smaller models.

“Cosl conlainmenl will conlinue tobe a
primary focus in 2010. For us, thal means
keeping our acquisilion costs and operat-
ing expenses in line,” said a fleet manager
who wished to remain anonymous. “"Once
we've laken delivery ol our remaining 2010
madel-year vehicles, we'll be roughly 50-per-
cent lour-cylinder engines. With-
in the next 24 months, we will have
replaced all cars with a four-cylin-
der model”

A new cost conlainment challenge
is the 2010 EPA dicsel emission
niandates. The new regulations,
which went into eflect Jan. 1, will
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increase truck costs,

“The greatest issue in 2010 will be coping
with Lhe increased cost of trucks required 1o
meel emission slandards and weak residu-
al values for our class of trucks idled by the
economic slowdown,” said Evans of Fergu-
son Enterprises.

Other cosl containment initiatives
are tocused at soit costs. "Most cost
increases are in areas that are notal-
ways on paper or in clear view, such
as driver downtime and lost revenue
while wailing for a vehicle to be ser-

LEVENBERGER viced,” said Adamsky of Del-Air. "Cost

cutting in fleet operations will require
more crealive ways Lo find savings.”

Fleets Exdend Cycling

In a recessionary economy, it is normal
for management to demand expense reduc-
tions and limjl capital expenditures. Since
tleet is usually among the lop 10 corporate
capilal expenditures, there is pressure Lo de-
fer vehicle replacements,

“Vehicles will continue 1o increase thewr
lime in service as companies become more
conservative on spending for equipment,”
said Adamsky.

Many corporations held oif ordering new
vehicles in the 2009 model-year (and 2008-
MY) due to uncerlainties facing their busi-
nesses and the overall economy. This was
particularly true for companies in the con-
struction, healthcare, and automotive suppli-
er markels, which implemented deep spend
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reductlions. One strategy has been Lo down-
size the (leet by not ordering replacement
vehicles. Many fleets abandoned their sec-
ond order cycle or spring buy. Other lleels
adopted temporary “freezes” on new-ve-
hicle orders,

These measures usually were coupled
wilh a decision lo extend replacement cy-
cling. More and more fleets are moving to
a 75,000- 1o 85,000-mileage replacement
parameler.

“Due to the significant downlurn in the
economy, all leases are being reviewed 1o
determine it it is best to extend 12 months
or replace as scheduled, taking into con-
sideration the mileage and condition ol
the vehicle” said Katie Rixman, fleel ad-
ministrator for Brown-Forman in Louis-
ville, Ky. “Mosl leases are being extended,
and we hope residuals will be more encour-
aging nexl year”

Many other fleets are investigaling the fea-
sibility of extending vehicle service lives.

“We are also exploring keeping vehicles
longer,” said David McCauley, tleet manager
for Red Bull North America, lne. in Plano,
Texas. “Instead of A years/75,000 miles, we
are loeoking at 4 years/90,000 miles”

Another factor contribuling te longer
service lives Jor Mleel vehicles is Lhe soll re-
sale market. “While the economy played a
small role, forcing us to become more cay
nizant of efficient asset utilizalion
in lieu ol"adding nel additions, the
number one contribuling factor
was the abysmal secondary mar-
ket for used commercial vehicles, ¥
where sales values were significanl-

ly depressed and the disposilion cy-
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tles were exponentially longer,” said Steven
LaPorte, business manager, North American
transporlation operations for [ron Moun-
tain Information Management, Tne. "As a
resull, we judiciously extended the opera-
Lional hiecycle of our equipmenl.”

Uneven 2010-MY Ordering

Many commercial lleels deferred 2009-mod-
el ordering. Some fleets purchased no re-
placement vehicles and skipped the 2009
ordering cycle allogether. A large number
of commercial lleets decreased the volume
of their 2009 ordering and are now playing
catch-up with the 2010 model-year.

One factor inlluencing 2010 orders was
some lleets have downsized due to the vol-
umne of layofls in their salesand service staffs,
eliminating the need for as many company
vehicles as required in the past.

“Our 2010 orders were fewer Lhan 2009
primarily because we downgized our sales
force, redeploved newer vehicles, and sold
the older models,” said David Haslerud,
fleet manager, Administrative Services lor
M in SL Paul, Minn.

Another lleet manager who wished Lo be
anonymous cited a similar reason for the
cutback in 2010 orders. “Vehicle orders will
decrease for the (2010) spring order cycle.
This is due 10 reassignment of surplus ve-
hiclies as a result of territory realignments,”

siiid the fleet manager,

Other companies are right-siz-
ing their fleets, which minimizes
the number of required replace

= menl vehicles. “Based on the econ-
oy, we are laking steps to right-
stz our Deet — moving vehicles
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around and runaing them a liltle longer.
‘Therefore, the nel effect is fewer orders
for the 2010 model-year,” said a service
fleel manager.

However, other lleets are increasing their
Neet orders, “We are currently increasing
the size ol our lleel with an expanded cus-
tomer service program,’ said Hammond
of Ambius.

Other tleets accelerated their diesel truck
purchases o avoid the Jan. | deadline when
only diesels compliant with the new 2010 EPA
diesel emission standards can be sold.

“T ramped up my replacement orders
Lo purchase trucks to avoid ulilizing the
2010 models built after Jan. 17 said Lisa
Kneggs, {leet manager for Coinmach
Corp. & Appliance Warehouse. “Antici-
pation of price increases and new driver
responsibilities lo maintain the required
urea {diesel exhaust lmd) will be chal-
lenging for years Lo come.”

The new diesel emission standards
have increased fleet acquisition costs since
2010-compliani diese] engines are more
expensive than predecessor models. The
increased costs average $6,000-510,000,
In addition, faclors such as the use ol die-
sel exhaust lluid with selective catalytic re-
duction (SCR) systems and advanced ex-
haust gas recirculation (EGR) systems will
play a large role in increased {leet costs lor
years Lo come.

Fleet managers also fear increased cosl
burdens on OEMs, such as the new CAFE
requirements, may lead to higher acquisition
prices and smaller incenlive programs.

Concerns About Reduced Franchised
Dealer Foolprints

OEM downsizing of franchised dealer net-
works has many lleel managers concerned
the closures will negatively inlluence lleel
operations in lerms of increased OTD limes,
along with longer commutes by drivers (o
courtesy delivery dealers for replacement
vehicle pick-up or warranty repairs.

Many fleel managers ciled cancerns aboul
widespread dealership closings among the
Detroit 3. These concerns were typically
posed as questions: “With the closing of
dealerships, how fast can we gel warran-
ty work done? Will driver productivity de-
crease due 1o additional windshield time
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FACTORS INHIBITING COMPANY EFFORTS
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Green flest iniﬁchves and sustainability are still i |mporfnnl to cnmmerclul fleets, but many Heet
managers report their corporate manogement now sees “green” only through an economic per-
spechive. Despite these economic concerns, many companies, especially multinationals, remain
fully committed to achieving sel-imposed sustainability largets.

10 [ind dealerships? Will courlesy delivery
charges increase sigmficantly?”

T am beginning Lo see  lol of problems
{more than usual} at the dealer level with
courlesy deliveries, More and more, deal-
ers are not doing |hese deliveries, and my
drivers have (o drive 60-80 miles one way
to pick up a car. T had several cars thal had
to be re-routed because the dealer refused
to accept Lhe car from the transporter. The
reasan [ was given is that the dealer is no
longer doing courtesy deliveries. T can see
this becoming the next hot problem for my
kind ol lleet,” said a lleet manager who man-
ages a 1,000-plus vehicle fleet.

Anolher concern was raised regarding
vehicle availability and OTD delays. “Vehi-
cles may be harder to obtain due to factory
preduction schedule changes, and OTT de-
lays will most likely be prevalent” said Her-
itage of Biogen Idec.

Fuel is Fleet's Damocles’ Sword

Fuel prices have declined dramatically
from astronomical highs in 2008, The glob-
al economic recession has been a key fac-
tor for downward pressure on fuel prices,
which caused worldwide fuel consumption
Lo drop sharply. In addition, the deep reces-
sion forced many ileets to downsize due to
widespread corporate layolls, contributing
Lo a decrease in overall fuel spend.

Although fuel cosls have stabilized, fleet
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managers are wary ol sudden price lluclu-
ations as seen in 2007 and 2008,

“The recenl moves in the price of fuel and
the weakening dollar make me very nervous,”
said an insurance company fleel manager.

Forecasting fuel prices is difficult due
to pricing volatility and sensitivity lo ex-
ternal variables. However, the consensus
holds that low Tuel prices are a lemporary
phenomenon. The wild card as to how long
luel prices will stay low is contingent on the
strength of the global economic recavery.
This uncertainty is the watchword for al-
most all lleel managers.

“Budgeting for fuel is a challenge; up or
down — who knows?” said Kneggs
of Coinmach Corp. & Appliance
Warehouse. Another fleet manag-
er who wished to remain anony-
mwus said he budgeled lor a 7-per-
cent increase in fuel prices for 2010,
However, many lleet managers are
wondering whether they budgeted
enough lor fuel.

“As the economy rebounds, will Lhe price of
fuelincrease? Ifso, did we as a company bud-
get accuraiely?” said another fleet manager
who also wished 10 remain anonymous.

The consensus view among fleet ob-
servers is the global recession seems Lo
be boltoming out, so the fuel price lore-
cast for 2010 is dependent on the slope
of recovery for the global economy. The
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faster the recovery, the grealer the prob-
abilily of higher fuel prices due Lo greal-
er demand [or a finite resource, The long-
Lerm lorecast ol fuel prices, however, is
they will trend upward.

Sustainability 54l Strong

Green {leel and sustainability are still
impoerlant 10 commercial fleets, but many
tleel managers reporl corporate manage-
ment now sees green only through an eco-
nomic perspeclive.

“My fleet will conlinue Lo locus on the
asset {the total number and size of vehi-
cles) and driver behavior as primary strat-
egies Lo lower our carbon foolprint. We
will continue to review and adopt tech-
nology as economically feasible. The op-
erative words are economically feasible,”
said one tleet manager who wished to re-
MaIn anonymous.

Despile these economic concerns, many
companies remain fully committed to achiey-
ing self-imposed sustainabilily Largets, which
viten include their Neel operations.

“We have a corporate suslainability
initialive in place with a goal of reduc-
ing our company's overall carbon lool-
print by 2015, said Heritage of Biogen
Tdec. “I am responsible for developing
and delivering the ileet efliciency inilia-
Live. lts abjectlives are 10 reduce fuel con-
sumption/emissions, increase mpg and our
EPA greenhouse gas (GHG) score, and
develop a realistic GHG reduction goal,
Changes made in support of the suslain-
alvlity initiative will result in con-
taining or reducing year-over-vear
fleet costs, while benefiting the en-
vironment.”

Companies are adopling a vari-
cly of taclics 10 meet green fleel ini-
tialives, such as buying more hybrids,
adopting anti-idling policies, switch-
ing to four-cylinder engines, increasing over-
all Mleel mpg, and migrating to smaller class-
es of vehicles.

Rescle Volues Uncertuin

Economic indicators, as well as public
and expert opinions, generally concur the
recession is over and, though high unem-
ployment remains a concern, at leasl a mild
recovery is underwa)', wrote Tom Kontos,
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TOP COMMERCIAL HYBRID FLEETS
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Industry-wide, hybrid vehicles represen a very small percentage of total fleet unils in opera-
tion. However, some major Aeets, such as Johnson & Johnsan, have mode significant commit-

menls o hybrid vehicles.

execulive VI customer strategies
and analytics for ADESA Corp., in
a recent assessment of the used-ve-
hicle market.

“This should strengthen vehicle
demand in the months ahead;” said
Kontos. “At Lhe same Lime, used-
vehicle inventory will be tight due
Lo Jow levels of new vehicle trade-ins, de-
pressed rental vehicle sales, and declining
off-lease and repossession volumes. These
supply-demand conditions will support
used-vehicle prices as we enter Lhe 2010
tax season, when tax relunds help stim-
ulate used-vehicle sales by cash-strapped
consumers,” added Konlos, Traditionally,
used-vehicle values rebound in the spring,
triggered by income tax returns and im-
proved weather condilions.

In addition, many lleels report Lhey have
changed replacement paramelers and are
keeping vehicles in service longer. Asa re-
sull of deferring 2009 replacements, many
models taken out of service in 2010 will
have much higher mileage, negatively im-
pacting resale values.

The economic downturn has helped
reduce mainlenance cosls due to low-
er utilization rates; however, trucks are
being kepl in service for tonger periods,
which Lhrealens (o increase [utare main-
tenance costs and decrease resale values.
The ongoing sluggish business environ-
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ienl is the key reason for the solt
resale markel.

“There is an overabundance of
used units due lo small businesses
not needing as many of Lhese trucks
hecause of the slowdown in con-
struction, delivery applications, and
landscaping,” said Ricky Beggs, VP
and managing edilor of Black Book. “This
slowdown has caused wholesale in-
venlory ol used medium-duties Lo
remain higher than buyer demand.
The oversupply of medium-dulies is
causing prices 1o remamn solt. One
possible silver lining for the future

is the current decreased volume of '
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new medium-duty truck sales may
result in a shortage of used Lrucks lwo or
three years lrom now. A decrease in sup-
ply has traduionally put upward pressure
on resale prices.”

Long-term, a growing number of used-
vehicle market observers are bullish on the
wholesale markel and predict a used-vehi-
cle shorlage in the 2011-2012 timeframe,
They reason if the new-vehicle markel gen-
erates the used vehicles of omorrow, there
will be fewer used vehicles in the future,
In addition, lease originations declined in
2008 and 2009, which means lewer oll-
lease unils entering the wholesale market
36 months Jater. When demand exceeds
supply, resale prices will rise.
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Doing More with Less

Mosl [lvet managers say their jobs have
become more challenging in the past 18
menths. Although fleet managers for years
hiave been asked to do more work with fewer
resources, many say Lhis approach will unly
accelerate in 2010 and beyond

“It is really not o different trom other
yeirs, in that we are challenged to do more
with less. What is different is that we are be-
ing encouraged to be more radical in our
ideas, In other words, nothing is sacred,”
said a lleet manager who wishes 10 remain
AnONymous.

Other fleet managers shared similar per-
spectives. “With all the downsizing wilh-
in companies over Lhe years, the big buz
words were ‘do more with less. It’'s now to
the point where companies have gotten so
thin, the new words are “what are we nol
going to do anymore. And that bothers
me,” said one fleel manager who wished to
be anonymous.

Doing more wilh less not only impacts
fleel managers, bul also Neet drivers, pos-
ing a commumnicalions dilemma.

*An added challenge that we are lac-
ing is limited access to our drivers. As our
drivers are being asked to do more and
expected to increase their performance
and resulls, we are restricted in how and
whil we communicate 1o them,”
sand a fleet manager who wished
1 remain anonymous.

Other fleet managers say Lhey are
thriving on the rapid-fire change oc-
vurring in our business. “T've had
mwre [un this year managing our
fleei than any year since [ started in
the business 10 years ago. The challenging
economy has created opportunilies. Tak-
ing advantage of some deals has nelted sav-
ings and forced us to search for ways to do
things more efliciently, which will again re-
duce our costs. The most rewarding thing 1
do is lind solulions thal save lime and mon-
ey. It feels pood Lo be able to deliver big-dol-
lar expense savings when the revenue side
of the business is struggling,” said one fleet
manager in Lhe Southeastern U.S.

Other fleet managers find dealing with
challenges, in and of themselves, rewarding,
“The mosl rewarding part of my job is thal
there is always a challenge, and even more
so today” said one ficet manager. &



