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Law Enforcement Fleet Consolidation Committee

EXECUTIVE SUMMARY

The goal of the fleet consolidation committee was to identify deficiencies in current fleet management
programs in state law enforcement and opportunities for improvement.

Past studies by OPPAGA and the Mercury Associates have focused on identifying ways to reduce the
overall state vehicle fleet and were not specific to law enforcement vehicles. (Appendix I)

The members of this committee included both sworn law enforcement officers from different state
agencies (FHP, FWC, OALE, FDLE, DOC, and DEP) and non sworn budgetary and fleet managers
from those agencies. The committee sponsor is the police chief from Port Orange Police Department
representing the Florida Police Chiefs Association. We also had the Bureau Chief from DMS Fleet
Management on the committee. The diversity of committee members helped to make a better product.

It was obvious from the first meeting that some of the differences between agencies were caused by
miscommunication and inconsistent application of current policies, procedures and rules. This issue
was addressed by having an open dialog with the DMS representative and prompted the
recommendation to have a group of law enforcement fleet managers meet on a regular basis after the
transition committee work is complete.

For the majority of state law enforcement officers, the rigging and oultfitting of their vehicles is
centralized at DHSMV and FWC facilities depending on the type of vehicle to be outfitted. This ensures
consistency in the fleet and provides for better officer safety. If the DEP and OALE officers are merged
with FWC, there would be additional efficiencies to rig their vehicles at the FWC facility.

The most obvious issue identified and addressed by this committee is the lack of funding to replace
vehicles in a timely manner and a long term and consistently executed replacement plan. These issues
combined may cause safety issues to the general public and the officer as a result of higher incidents of
mechanical failures while responding to emergency calls and during routine law enforcement
operations. The committee has identified a long term solution to the funding problem that will ensure
we have a reliable fleet and each law enforcement agency is funded properly.

BACKGROUND

In accordance with the guidelines set by Chapter 2011-66 establishing the Law Enforcement
Consolidation Task Force, the Fleet Consolidation Committee was formed to conduct a review of the
fleet management and logistic programs in state law enforcement.

The scope of this team included:

e The evaluation of available fleet resources and pros and cons of refurbishing aging vehicles as
opposed to replacing them.

o To determine if primary fleet vehicles are being passed effectively and efficiently on to the
secondary fleet at the appropriate time.

e |s the schedule (frequency) for vehicles being replaced negatively affecting the fleet as a whole?
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¢ What is the manner and methodology of assignment of vehicles and the extent of vehicle
standardization within and across agency lines?

e What is the methodology of budgeting for vehicles?

e Are vehicles being serviced by private venders or by state agency mechanics?

o Are the aforementioned resources being shared?

EFFICIENCY OPPORTUNITIES

e Based on current replacement criteria, over one-third (38%) of state law enforcement land
vehicles (e.qg., cars, trucks, SUVs, vans, and motorcycles) are eligible for replacement. Within
one year, it is estimated that approximately two-fifths (42%) of these vehicles will be eligible for
replacement. (Appendix II)

e Currently there are inconsistent funding sources and amounts of funding for vehicle
replacement within state law enforcement agencies. This causes a situation where some
agencies have been able to replace their vehicles in a timely manner and others have fleets that
are in dire need of replacement. Due to recent budget cuts, all agencies are now in a situation
where significant investment is required to restore the fleet to a safe operational level.
Identifying and combining a permanent revenue source to replace all state law enforcement
vehicles will ensure that each agency has a safe and reliable fleet that will not break down
during a pursuit or while responding to an emergency call.

¢ Due to the increased mileage and age of existing law enforcement fleets, the cost to maintain
and operate pursuit vehicles is increasing dramatically. Because many of the state law
enforcement agencies use their vehicles regularly to tow boats or trailers and operate in rough
terrain and saltwater environments, the lifespan of the vehicle is shortened. Often, the cost of
maintenance and repairs exceeds the value of the vehicle, as described in the attached Mercury
Associates and OPPAGA reports.

o Currently surplus vehicle sale proceeds are not deposited into a trust fund for the replacement
of law enforcement vehicles.

e Currently there is no committee of state law enforcement fleet managers who regularly meet to
assess which vehicles are best suited for law enforcement use.

e Currently pursuit vehicles are defined by the Department of Management Services as vehicles
that have received that rating from the manufacturer. Pursuit vehicles have a different
replacement criteria than all of the other specialty vehicles that do not have this manufacturer’s
rating but are used routinely for pursuit and law enforcement patrol activities (such as pick-up
trucks and SUVSs).

e Currently there is no standard spare vehicle ratio with state law enforcement agencies. Some
agencies have very few spare vehicles in their fleet which causes significant operational
problems when the front line vehicles are out of service and the officer is not able to respond to
an emergency call for service in a timely manner.

o When pursuit vehicles exceed law enforcement replacement criteria, many agencies are
reassigning the vehicles to a less demanding, secondary fleet. Other types of law enforcement
vehicles (such as trucks and SUVs) that are still in a useable condition are reassigned to other
non-law enforcement divisions of their agencies.
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For example, drivable FWC patrol trucks are internally reassigned to biologists to use for their
research activities as they have no acquisition funds to purchase vehicles.

CONSOLIDATION OPPORTUNITIES

Most law enforcement rigging/up-fitting of new vehicles is already consolidated at the two largest patrol
agencies, FHP and FWC. With the MCCO/FHP merger last year, all the MCCO and FHP vehicles are
now processed through the FHP facility in Middleburg. Most of these vehicles are patrol sedans for
highway enforcement. FHP has also already partnered with FDLE to rig/up-fit their vehicles.
(Appendix Il1)

FWC currently rigs/up-fits all of their specialty patrol trucks, all terrain vehicles and vessels at their
facility in Tallahassee. If the DEP/Ag Law merger with FWC occurs this year, there would be an
efficiency gained if the rigging/up-fitting of these additional vehicles was done at the FWC facility
because of the specialty configuration of these vehicles. The DEP/Ag Law vehicles, vessels and ATVs
are similar to the FWC vehicles with their specialty configuration. (Appendix V)

Vehicles processed through the FWC/DHSMYV facilities are rigged/up-fitted consistently, proficiently and
with officer safety in mind. The committee has determined this process is efficient and cost effective to
the state. The FWC/DHSMV facilities have the physical capacity to assume the rigging/up-fitting for
additional state law enforcement agencies but would required an increase in the number of full-time
positions to ensure the vehicles are processed in a timely manner.

The vehicles used for state law enforcement patrol are not always police ready and in some cases may
be civilian vehicles that are up-fitted for law enforcement use. We attempt to purchase vehicles that are
prewired for law enforcement use. The manufacturers do not up-fit the vehicles for police use at the
factory. We have found the installs that are completed at the FWC and DHSMV facilities are more
reliable and cost effective than those done at local dealerships or private vendors.

In the past, agencies have tested the concept of leasing vehicles and it has proven unsuccessful.
Because of the extensive modifications needed to up-fit the vehicle with consoles, blue lights, radios,
and antennas, the leasing companies are hesitant to allow those types of changes to their vehicles.
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RECOMMENDATIONS

The committee recommends that a permanent funding source be identified to purchase all state
law enforcement vehicles each year. The funding should be maintained in a specific trust fund
managed by DHSMV or DMS and the funding distributed to each agency based on DMS
replacement criteria. The estimated recurring amount to purchase replacements for a reliable
law enforcement fleet is approximately $33 million per year. This amount covers replacing 20%
of the 5,196 vehicle fleet (including the cost of rigging/up-fitting supplies) and $4 million per year
for vessel and boat motor replacements. Any recurring appropriation in an individual law
enforcement agency budget specifically for the acquisition/replacement of patrol
vehicles/vessels should be removed from that agency and sufficient funding should be
appropriated solely to the agency responsible for managing the centralized trust fund. This trust
fund could primarily be funded by redirecting a registration fee, like the General Revenue
received for Decal on Demand.

The committee recommends that all vehicle and vessel sale proceeds be deposited in the trust
fund listed above to augment the dedicated revenue source for purchasing new vehicles and
vessels.

The committee recommends that a group of state law enforcement fleet managers be formed
that will meet at least bi-annually to discuss what vehicles are suitable for law enforcement use,
work with DMS to develop the annual law enforcement vehicle contract and continue the
efficiencies gained by this task force process. This group will ensure the quality, efficiency and
integrity of the state’s fleet program. This group will act as a cohesive advisory body and
provide mutual oversight on a variety of areas to include but not be limited to budget, parts,
maintenance, training, and facilities. The oversight includes maintaining quality control,
providing interagency advice, and technical assistance for the purpose of efficient operations,
while ensuring that individual agency objectives are met.

This committee recommends that DMS in conjunction with the Fleet Managers Group clarify the
definition of pursuit vehicles in the vehicle replacement criteria to include all law enforcement
vehicles used for pursuit or patrol activities and to establish the appropriate replacement criteria
based on the type and use of the vehicle. Any necessary rule changes should be made by
DMS and new guidelines distributed to all agencies.

This committee recommends that each state law enforcement agency establish and maintain a
spare vehicle ratio of 15% of their operational fleet to ensure that law enforcement officers can
respond to the needs of the citizen in a safe and efficient manner at all times.

The committee recommends that FHP continue the Pilot Project into Outsourced Fleet
maintenance and report back to the ongoing Law Enforcement Fleet Managers Group with its
findings. (Pilot will be completed by 12/31/2011)

The committee recommends that FHP continue the Pilot Project into refurbishing vehicles and
returning them to service in other uses and report back to the ongoing Law Enforcement Fleet
Managers Group with its findings.

The committee recommends a statutory change stating that all Law Enforcement vehicles
(marked and unmarked) be exempted from SunPass charges.
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APPENDIX |

Mercury Associates and OPPAGA reports

e See attached separate documents for each report.
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APPENDIX Il

Law Enforcement Vehicle Replacement Eligibility

Summary
Number of Estimated Estimated
) Number of Percent
Vehicles . L Percent
. Vehicle  Eligible for Vehicles Eligible for Eligible for
Vehicle Type Eligible for Replacement
Count Replacement Replacement
Replacement  as of October .
as of October . in September
2011 in September 2011 2012
2012
Cars 3,627 1,659 1,905 47% 54%
Trucks 904 172 128 19% 14%
SUVs and Vans 716 109 150 15% 21%
Motorcycles 49 21 13 43% 27%
Sub-Total 5,196 1,961 2,196 38% 42%
Boats & Airboats 428
Other 253
Total All LE Vehicles 5,624

! Estimated Number of Vehicles Eligible for Replacement in September 2012 is a calculation of the total
number of vehicles that are projected to meet eligibility for replacement by September 2012, less the
estimated number of new replacement vehicles that will be placed in service between October 2011
and September 2012 (using the same number of vehicles that were placed into service during FY2010-
2011).

Law Enforcement vehicles used for this report are those vehicles that have been marked in the
Equipment Management Information System (EMIS) with assigned use code C2 or E2:

C2 Assigned Use Code = Law enforcement (assigned to employee who is subject to emergency
calls from his residence for law enforcement).

E2 Assigned Use Code = Law enforcement support (vehicle is used to support law enforcement
activities, but is not available for general use, and is not assigned to an employee)

Replacement eligibility for cars, trucks (up to and including 1 ton pickups trucks), SUVs/Vans, and
motorcycle was determined for this report by using the Replacement Eligibility Factor (REF) calculation.
The REF score is calculated by the Equipment Management Information System (EMIS) using the
following factors: age, life odometer, condition, days down, lifetime maintenance costs, and
maintenance costs for last 12 months, life cost per mile, and vehicle operational status. Vehicles with a
minimum REF score of 300 points are deemed eligible for replacement. Replacement eligibility for
boats, airboats, and "Other" type vehicles was not calculated for this report.

Data source for this report: EMIS data extracted October 17-24, 2011.
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Law Enforcement Vehicle Replacement Eligibility

Cars
Number of Estimated Estimated
) Number of Percent
Vehicles . s Percent
: . Vehicles Eligible for L
Agenc Vehicle Eligible for Eligible for Replacement Eligible for
gency Count  Replacement 9 P Replacement
Replacement as of October .
as of October . in September
2011 in September 2011 2012
2012
Highway Safety Motor Vehicles 2,201 1,304 1,497 59% 68%
Fish & Wildlife 51 21 22 19% 13%
Department of Law Enforcement 272 20 29 7% 11%
State Attorney Districts 349 89 96 26% 28%
Financial Services 183 61 68 33% 37%
Environmental Protection 34 1 6 3% 18%
Business and Professional Reg. 147 59 68 40% 46%
Department of Corrections 96 73 76 76% 79%
Office of the Attorney General 75 0 0 0% 0%
Agriculture & Consumer Services 94 13 23 14% 24%
Department of Transportation 16 14 15 88% 94%
Public Defender Districts 8 4 5 50% 63%
School for the Deaf & Blind 1 0 0 0% 0%
Total 3,527 1,659 1,905 47% 54%

! Estimated Number of Vehicles Eligible for Replacement in September 2012 is a calculation of the total
number of vehicles that are projected to meet eligibility for replacement by September 2012, less the
estimated number of new replacement vehicles that will be placed in service between October 2011
and September 2012 (using the same number of vehicles that were placed into service during FY2010-
2011).

Law Enforcement vehicles used for this report are those vehicles that have been marked in the
Equipment Management Information System (EMIS) with assigned use code C2 or E2:

C2 Assigned Use Code = Law enforcement (assigned to employee who is subject to emergency
calls from his residence for law enforcement).

E2 Assigned Use Code = Law enforcement support (vehicle is used to support law enforcement
activities, but is not available for general use, and is not assigned to an employee)

Replacement eligibility for cars, trucks (up to and including 1 ton pickups trucks), SUVs/Vans, and
motorcycle was determined for this report by using the Replacement Eligibility Factor (REF) calculation.
The REF score is calculated by the Equipment Management Information System (EMIS) using the
following factors: age, life odometer, condition, days down, lifetime maintenance costs, and
maintenance costs for last 12 months, life cost per mile, and vehicle operational status. Vehicles with a
minimum REF score of 300 points are deemed eligible for replacement.

Data source for this report: EMIS data extracted October 17-24, 2011.
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Law Enforcement Vehicle Replacement Eligibility

Trucks
Number of Estimated Estimated
) Number of Percent
Vehicles . . Percent
: . Vehicles Eligible for o
Vehicle Eligible for g Eligible for
Agency Count  Replacement Eligible for Replacement Replacement
Replacement as of October .
as of October . in September
2011 in September 2011 2012
2012*
Highway Safety Motor Vehicles 56 14 -6 25% -11%
Fish & Wildlife 604 112 77 19% 13%
Department of Law Enforcement 59 6 12 10% 20%
State Attorney Districts 21 5 8 24% 38%
Financial Services 66 12 19 18% 29%
Environmental Protection 59 6 -3 10% -5%
Business and Professional Reg. 19 11 10 58% 53%
Department of Corrections 1 0 0 0% 0%
Office of the Attorney General 0 N/A N/A N/A N/A
Agriculture & Consumer Services 19 6 11 32% 58%
Department of Transportation 0 N/A N/A N/A N/A
Public Defender Districts 0 N/A N/A N/A N/A
School for the Deaf & Blind 0 N/A N/A N/A N/A
Total 904 172 128 19% 14%

! Estimated Number of Vehicles Eligible for Replacement in September 2012 is a calculation of the total
number of vehicles that are projected to meet eligibility for replacement by September 2012, less the
estimated number of new replacement vehicles that will be placed in service between October 2011
and September 2012 (using the same number of vehicles that were placed into service during FY2010-
2011).

Law Enforcement vehicles used for this report are those vehicles that have been marked in the
Equipment Management Information System (EMIS) with assigned use code C2 or E2:

C2 Assigned Use Code = Law enforcement (assigned to employee who is subject to emergency
calls from his residence for law enforcement).

E2 Assigned Use Code = Law enforcement support (vehicle is used to support law enforcement
activities, but is not available for general use, and is not assigned to an employee)

Replacement eligibility for cars, trucks (up to and including 1 ton pickups trucks), SUVs/Vans, and
motorcycle was determined for this report by using the Replacement Eligibility Factor (REF) calculation.
The REF score is calculated by the Equipment Management Information System (EMIS) using the
following factors: age, life odometer, condition, days down, lifetime maintenance costs, and
maintenance costs for last 12 months, life cost per mile, and vehicle operational status. Vehicles with a
minimum REF score of 300 points are deemed eligible for replacement.

Data source for this report: EMIS data extracted October 17-24, 2011.
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Law Enforcement Vehicle Replacement Eligibility

SUVs & Vans
Number of Estimated Estimated
) Number of Percent
Vehicles . . Percent
: L Vehicles Eligible for o
Vehicle Eligible for g Eligible for
Agency Count  Replacement Eligible for Replacement Replacement
Replacement as of October .
as of October . in September
2011 in September 2011 2012
2012*
Highway Safety Motor Vehicles 132 24 34 18% 26%
Fish & Wildlife 45 9 7 20% 16%
Department of Law Enforcement 254 20 42 8% 17%
State Attorney Districts 37 9 13 24% 35%
Financial Services 51 11 7 22% 14%
Environmental Protection 71 5 13 7% 18%
Business and Professional Reg. 17 13 15 76% 88%
Department of Corrections 29 10 5 34% 17%
Office of the Attorney General 15 0 0 0% 0%
Agriculture & Consumer Services 57 7 15 12% 26%
Department of Transportation 0 N/A N/A N/A N/A
Public Defender Districts 7 1 -1 14% -14%
School for the Deaf & Blind 1 0 0 0% 0%
Total 716 109 150 15% 21%

! Estimated Number of Vehicles Eligible for Replacement in September 2012 is a calculation of the total
number of vehicles that are projected to meet eligibility for replacement by September 2012, less the
estimated number of new replacement vehicles that will be placed in service between October 2011
and September 2012 (using the same number of vehicles that were placed into service during FY2010-
2011).

Law Enforcement vehicles used for this report are those vehicles that have been marked in the
Equipment Management Information System (EMIS) with assigned use code C2 or E2:

C2 Assigned Use Code = Law enforcement (assigned to employee who is subject to emergency
calls from his residence for law enforcement).

E2 Assigned Use Code = Law enforcement support (vehicle is used to support law enforcement
activities, but is not available for general use, and is not assigned to an employee)

Replacement eligibility for cars, trucks (up to and including 1 ton pickups trucks), SUVs/Vans, and
motorcycle was determined for this report by using the Replacement Eligibility Factor (REF) calculation.
The REF score is calculated by the Equipment Management Information System (EMIS) using the
following factors: age, life odometer, condition, days down, lifetime maintenance costs, and
maintenance costs for last 12 months, life cost per mile, and vehicle operational status. Vehicles with a
minimum REF score of 300 points are deemed eligible for replacement.

Data source for this report: EMIS data extracted October 17-24, 2011.
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Law Enforcement Vehicle Replacement Eligibility
Motorcycles

Estimated

Number of Estimated
) Number of Percent
Vehicles Vehicles Eligible for percent
Vehicle Eligible for 9 Eligible for

Agency Eligible for Replacement

Count  Replacement Replacement as of October

as of October

Replacement
in September

2011 in Sggtlezrpber 2011 2012

Highway Safety Motor Vehicles 49 21 13 43% 27%
Fish & Wildlife 0 N/A N/A N/A N/A
Department of Law Enforcement 0 N/A N/A N/A N/A
State Attorney Districts 0 N/A N/A N/A N/A
Financial Services 0 N/A N/A N/A N/A
Environmental Protection 0 N/A N/A N/A N/A
Business and Professional Reg. 0 N/A N/A N/A N/A
Department of Corrections 0 N/A N/A N/A N/A
Office of the Attorney General 0 N/A N/A N/A N/A
Agriculture & Consumer Services 0 N/A N/A N/A N/A
Department of Transportation 0 N/A N/A N/A N/A
Public Defender Districts 0 N/A N/A N/A N/A
School for the Deaf & Blind 0 N/A N/A N/A N/A

Total 49 21 13 43% 27%

! Estimated Number of Vehicles Eligible for Replacement in September 2012 is a calculation of the total
number of vehicles that are projected to meet eligibility for replacement by September 2012, less the
estimated number of new replacement vehicles that will be placed in service between October 2011
and September 2012 (using the same number of vehicles that were placed into service during FY2010-
2011).

Law Enforcement vehicles used for this report are those vehicles that have been marked in the
Equipment Management Information System (EMIS) with assigned use code C2 or E2:

C2 Assigned Use Code = Law enforcement (assigned to employee who is subject to emergency
calls from his residence for law enforcement).

E2 Assigned Use Code = Law enforcement support (vehicle is used to support law enforcement
activities, but is not available for general use, and is not assigned to an employee)

Replacement eligibility for cars, trucks (up to and including 1 ton pickups trucks), SUVs/Vans, and
motorcycle was determined for this report by using the Replacement Eligibility Factor (REF) calculation.
The REF score is calculated by the Equipment Management Information System (EMIS) using the
following factors: age, life odometer, condition, days down, lifetime maintenance costs, and
maintenance costs for last 12 months, life cost per mile, and vehicle operational status. Vehicles with a
minimum REF score of 300 points are deemed eligible for replacement.

Data source for this report: EMIS data extracted October 17-24, 2011.
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Law Enforcement Vehicle Replacement Eligibility
Boats/Airboats and Other

Boats /

Agency Airboats Other Other Type
Highway Safety Motor Vehicles 0 171 Aircraft, Trailer, Bus, Semi/Heavy Truck, Motorhome
Fish & Wildlife 402 8 Trailer, Bus, Semi-Truck, Swamp Buggy, Forklift
Department of Law Enforcement 0 15 Aircraft, Bus, Semi/Heavy Truck, Motorhome
State Attorney Districts 0 1 Bus
Financial Services 0 48 Trailer, Semi/Heavy Truck, Motorhome
Environmental Protection 25 1 Bus
Business and Professional Reg. 0 0
Department of Corrections 0 0
Office of the Attorney General 0 0
Agriculture & Consumer Services 1 9 X-Ray Truck, Outboard Motors, ATV
Department of Transportation 0 0
Public Defender Districts 0 0
School for the Deaf & Blind 0 0

Total 428 253

1 Estimated Number of Vehicles Eligible for Replacement in September 2012 is a calculation of the
total number of vehicles that are projected to meet eligibility for replacement by September 2012, less
the estimated number of new replacement vehicles that will be placed in service between October 2011
and September 2012 (using the same number of vehicles that were placed into service during FY2010-
2011).

Law Enforcement vehicles used for this report are those vehicles that have been marked in the
Equipment Management Information System (EMIS) with assigned use code C2 or E2:

C2 Assigned Use Code = Law enforcement (assigned to employee who is subject to emergency
calls from his residence for law enforcement).

E2 Assigned Use Code = Law enforcement support (vehicle is used to support law enforcement
activities, but is not available for general use, and is not assigned to an employee)

Replacement eligibility for boats, airboats, and "Other" type vehicles was not calculated for this report.
Replacement eligibility for cars, trucks (up to and including 1 ton pickups trucks), SUVs/Vans, and
motorcycle was determined for this report by using the Replacement Eligibility Factor (REF) calculation.
The REF score is calculated by the Equipment Management Information System (EMIS) using the
following factors: age, life odometer, condition, days down, lifetime maintenance costs, and
maintenance costs for last 12 months, life cost per mile, and vehicle operational status. Vehicles with a
minimum REF score of 300 points are deemed eligible for replacement.

Data source for this report: EMIS data extracted October 17-24, 2011.
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APPENDIX Il

General efficiencies at FHP operated rigging/up-fitting facility in Middleburg, FL:

Initial receiving point for vehicles and equipment

Provides for uniformity of equipment installation

Provides for quality control

Allows us to fabricate needed brackets/materials that are not readily available on open market
for new vehicles

Allows us to fabricate items without need for purchasing from private vendor, who would mark
up price

Allows us to take advantage of volume pricing by purchasing in bulk quantities

Provides simple/distinct organizational structure with clear lines of responsibility for rigging/up-
fitting

Allows us to assist other agencies with rigging/up-fitting needs without charging them for it,
thereby saving the state money, whenever our resources permit

Uses inmate labor to strip old patrol cars and prep for auction at great savings to the state
Serves as a service center to refurbish used parts to reuse in new vehicles

Houses the Troop G impound lot for seized vehicles
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APPENDIX IV

Benefits, efficiencies and cost saving measures as a result of the FWC North Florida Shop:

Quality control (have tried “out-sourcing” with negative results).

Consistency / uniformity of statewide fleet.

Fabrication of brackets and other accessories as needed.

Central receiving location for all statewide L.E. fleet, vehicles, vessels and boat motors.
Central receiving location for surplus fleet to be stripped (recycling) for auction.
Centralized parts distribution center for mechanics, radio technicians and computer mounting
accessories.

Bulk purchases and volume discounts from vendors.

Custom rigging/up-fitting to fit special needs of equipment assignment.

Reconditioning / refurbishing / re-painting of vessel hulls to extend use.

Ensure all useable parts are recycled from turn-in vehicles and vessels and used while
rigging/up-fitting new equipment

Organized special rigging/up-fitting details to expedite delivery to the field.

e Custom fabrication of non-fleet related equipment for division use.
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VIERCURY!

April 13, 2007

Dear Sirs:

Mercury Associates, Inc. is pleased to submit this report on our study of the Florida
Department of Transportation’s (FDOT) fleet management operations. The objective of our
study was to identify ways that FDOT can save money, improve efficiency in the delivery of
services to the public, and enhance the productivity of State employees.

The report that follows is the product of hundreds of hours of work by a team of eight
consultants. While we have found significant cost saving opportunities for FDOT, we also
have identified areas that have suffered from consistent under-funding that will require future
investments by FDOT if fleet operations are to be optimized. We also are recommending
fundamental changes in the way that FDOT organizes and finances its fleet management
program, as well as changes in a number of fleet related policies.

Mercury's study represents a snapshot of a period in time. Since Mercury completed
the study and submitted its draft reports, improvements in fleet management are
already occurring. Such positive and rapid response, where it has proven possible, is to
be commended.

We would like to thank FDOT staff and employees at all of the agencies that participated in
this study. The cooperation and courtesy extended to our staff by all State employees
involved in this study was much appreciated.

Very Truly Yours:

Randall G. Owen
Senior Vice-President

16051 Comeprint Circle: Gaithersburg, MD 20877
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EXECUTIVE SUMMARY

This report presents the results of Mercury Associates’ strategic review of fleet
management activities in the Florida Department of Transportation. FDOT owns a
comparatively large fleet of over 7,000 assets (when all units with motors and/or wheels
are included in the count). We estimate that the costs for FDOT to own and operate its
large and diverse fleet exceed $55 million each year.*

Mercury's study represents a snapshot of a period in time. Since Mercury completed
the study and submitted its draft reports, improvements in fleet management are
already occurring. Such positive and rapid response, where it has proven possible, is to
be commended.

All large service organizations operate sizeable fleets of vehicles, of course, and it is no
exaggeration to say that the business of State government in Florida could not be
accomplished without a fleet of vehicles and other motorized equipment. Our focus in
conducting this study for FDOT, therefore, was on identifying ways to improve
management of fleet assets in order to provide necessary services in the most efficient
manner possible, leverage economies of scale, reduce redundancies, and save money.

In the following sections of this Executive Summary we highlight the most important
findings and recommendations from our study, with a focus on strategic issues that will
have the greatest impact on the cost and quality of fleet services in FDOT. A complete
list of study recommendations is also provided at the end of this section of our report.

STRATEGIC IMPROVEMENT OPPORTUNITIES

v' From a strategic perspective, the most pressing problem facing FDOT in the area of
fleet operations is the lack of an adequate fleet replacement planning process that
secures sufficient funding to replace fleet assets. The replacement funding limit of
$8 million per year, a recurring cap which requires a legislature budget request to
increase, has resulted in large segments of FDOT's fleet exceeding standard
industry replacement criteria by a large margin. In truth, even before this limit was
imposed, FDOT was not devoting adequate resources to replacing fleet assets.
During the past seven years, the average funding to replace FDOT vehicles has
been $9.5 million. With a replacement value of $277 million, FDOT needs to
appropriate an average of around $30 million each year to replace its vehicles. The
gap between funding needed and funding provided is also steadily growing.
Whereas 35% of funding needs were met in 2000, only about 13% of the funding
required was actually provided in 2006.

Y Inclusive of asset depreciation, replacement of fleet assets, maintenance and repair, fuel, personnel
costs, and overhead costs. Total of $5,000 per Vehicle Equivalent Unit, as explained in the full report.
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While FDOT and State officials should be concerned that the funding gap is growing,
even more alarming is the large backlog in replacement funding that has
accumulated over the years. Our analysis shows that 62% of the vehicles in FDOT’s
fleet (4,500 units) now exceed the Department’'s established replacement criteria.
Replacing these units will cost $145 million. The facts are inescapable: $8 million
per year in funding is entirely inadequate to fund replacement of a $277 million fleet.

This lack of adequate funding to replace the fleet has led to high operating costs,
excessive vehicle downtime, lost employee productivity, and “fleet creep” as many
organizations have accumulated spare vehicles to compensate for unreliable front-
line units. Consequently, while decision makers in the past may have believed that
they were saving the State money by limiting funding for replacing FDOT's fleet
assets, in reality this action simply deferred a significant funding obligation to future
years and has ultimately cost, rather than saved, the State money.

FDOT needs to develop a long-range fleet replacement plan that has the following
elements:

e Establishes defensible fleet replacement criteria that are based on an analysis of
life-cycle costs;

e Forecasts future year funding requirements so that a multiple year strategy can
be developed to reduce the funding backlog;

e Explores alternative financing approaches.

We have provided the outline of such a plan in the body of this report. Given the size
of the replacement funding backlog, we believe that FDOT has little choice but to
borrow the funds required to replace its fleet. This will make reducing the funding
backlog much more affordable, will spread the cost of owning the fleet over the
useful life of the assets, and will impose fiscal discipline by establishing an adequate
recurring funding plan.

v" Another significant problem in FDOT's fleet operations is a lack of centralized,
coordinated, and consistent management. While a centralized fleet management
program exists (i.e., under auspices of the Program Resources Division of the State
Maintenance Office (SMO), coordination of fleet activities is mostly passive and
inconsistently applied. In reality FDOT has nine separate fleet management
programs (7 Districts, headquarters, and the Turnpike Enterprise) which each
organization has largely developed to meet its own needs under the loose policy
guidance provided by SMO. There is also a high degree of variability in fleet
practices even within each District.

The organization, roles, and responsibilities related to fleet management in FDOT
today are fractionalized, blurred, and overly diffuse. This situation has promoted
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short-term thinking and parochial interests over a strategic perspective of what is
best for FDOT as a whole. Improving FDOT'’s fleet management practices will
require considerable focus and effort. This undertaking will not be successful, in our
view, without creation of a more centralized approach that establishes clear lines of
authority and responsibility over management of FDOT's fleet assets.

v' Our analysis indicates that FDOT's maintenance and repair costs are double
industry benchmark levels. This is likely related for the most part to the age of the
fleet and to inadequate oversight of shop operations. Lowering maintenance and
repair costs to industry standard levels would produce annual savings of around $11
million.

v" FDOT would be well served by taking steps to own a newer, smaller fleet. Adoption
of an optimized fleet replacement planning and funding strategy should enable
FDOT to reduce the size of its fleet by around 350 units in the short-term. This
reduction would conservatively produce savings and cost avoidance of
approximately $4.2 million over the next five years. Additional reductions in future
years will be available as the need for most spare vehicles is eliminated and FDOT
implements our recommendations for development of a cost charge-back system
and for a strengthened on-going utilization management program.

v Financial management practices is another area that requires improvement if FDOT
is to optimize its fleet program. FDOT uses the State-wide Equipment Management
Information System (EMIS) to track its fleet costs and other statistics. However, the
manner in which costs are tracked in this system has resulted in FDOT significantly
understating its fleet operations costs. This had led the organization to make
significant management decisions (regarding the costs and benefits of outsourcing
and keeping older vehicles in service, for instance) based on inaccurate cost and
other performance data. It has also led FDOT to under-recover revenue from
reimbursable jobs (from the federal government and the Turnpike Enterprise for
instance).

FDOT needs to develop a standardized costing model for use by all shops coupled
with development of a charge-back system to accurately distribute fleet related costs
to fleet users, programs, and activities. Structuring fleet financial practices to operate
on a cost reimbursement basis will provide a number of positive benefits for FDOT
including:

e Improved recognition of cost by FDOT fleet employees as services are sold
rather than given away (or sold for less than their fully burdened cost);

e Improved recognition of costs by fleet users as price signals are consistently
provided through the cost charge-back process;

e Better activity based costing of FDOT functions as the fully burdened cost of fleet
services are added to organizational costs;
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e Better shop management decisions as service offerings are based on an analysis
of competitiveness with alternative service providers; and

e Better fleet asset management decisions based on market economic principals
and life-cycle cost analysis.

v" Maintenance practices vary to a significant degree from District to District and from
shop to shop. Some shops outsource all preventive maintenance services and
perform all repair work in-house. Others do completely the opposite. Still others
outsource all services. Most shops fall somewhere between these extremes to
varying degrees. Internal shop operating procedures are all over the map, to such an
extent that as we visited District shops it was often not apparent that shops were
part of the same parent organization.

These differences in approach are not the product of a rational analysis of local
needs. Rather, differences have grown over time due to a lack of central direction,
arbitrary decisions made by managers who have long ago retired, inaccurate cost
data, and poor management reporting. SMO should take steps to make fleet
maintenance practices more consistent by developing processes to identify best
practices, taking an active role in consistently applying these practices across all
Districts and organizations, and developing key performance indicators and
management reports. SMO should also expand and update the Mobile Equipment
Manual (MEM) to provide improved policy guidance to FDOT staff.

v' The State’s EMIS system is outdated, difficult to use, and as currently implemented
does not provide sufficient value to FDOT to justify the effort and cost required to
operate the system. Much of the information contained in the system is inaccurate
(which may contribute to incorrectly imputed values, such as charge-back rates) and
a number of needed reports are not available (generally because requests for such
reports have not been made). We recognize that report writing features are available
to any user who has access to the EMIS Reporting component, but users do not
take advantage of the functionality, which may raise questions about how friendly it
is for users in the field or the need for training. In any event, the adage that “if you
can’'t measure it, you can't manage it’ applies to management of FDOT's fleet
operations. Consequently, acquisition of a centralized fleet management information
system must be, in our opinion, a near term strategic initiative for FDOT.

v" We have also provided a number of tactical recommendations to improve existing
fleet related business processes in a number of areas, including maintenance
management, policy and procedure development, and vehicle acquisition and
disposal.

v" We do not mean to leave the impression that FDOT's fleet management program is
entirely dysfunctional. A number of aspects of FDOT’s fleet management program
are working well and the employees whom we met during this review were all
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dedicated fleet professionals focused on doing their best for the organization. Their
efforts are, however, hampered by a number of factors, including an ineffective
organizational alignment, parochial attitudes, inaccurate cost information, outdated
practices, inconsistent processes, and poor management systems.

v FDOT should develop a formal plan for implementing the recommendations
contained in this report. This plan should include the following elements:

Assignment of priorities, responsibilities, and timelines to each recommendation
for improvement;

Development of a model action and task plan for implementing a particular
business process improvement strategy that could then replicated by work teams
of FDOT, DMS, and/or other State employees assigned to tackle specific
improvement initiatives;

Development of a process for measuring the impact of improvement initiatives on
fleet costs and service levels;

Scheduling of quarterly implementation progress review meetings and reports to
FDOT and DMS management on the status of cost reduction and business
process reengineering efforts;

LISTING OF RECOMMENDATIONS

1.

Strengthen the role of SMO in overseeing the agency’s fleet management
program and provide appropriate resources to SMO to fulfill its expanded mission

Centralize supervision of fleet operations in each District under the District Fleet
Manager.

Develop a cost charge-back system to meet the following goals:

= Recover all direct and indirect costs associated with providing fleet
services;

= Comply with federal costing standards as detailed in OMB (Office of
Management and Budget) Circular A-87;

= Avoid cross-subsidization among service activities, vehicles types, and
rate payers;

= Treat all rate payers equitably;

= Promote cost recognition by sending clear price signals to vehicle users
thus providing incentive for the proper operation and care of valuable
State assets;

= Develop rates that are intuitive and easily comparable to private sector
alternatives; and
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= Provide transparency by developing rates and rate model that are clear
and well documented.

4. Update rates each and every year.

5. Update equipment rental rates (for allocating fleet costs to jobs and programs)
yearly and develop an annual report that compares total fleet costs by District
against costs distributed through the rental rates.

6. Develop improved cost reporting practices that include monthly and annual
department-wide fleet cost reports. These reports should compare Districts,
outsourced shops versus FDOT shops, and track trends year to year.

7. Develop a long-term fleet replacement planning program which provides a
systematic, quantifiable, and, hence, defensible foundation for year-to- year
replacement spending proposals. FDOT should prepare and update each year a
multiple year (10 to 20 years) fleet replacement plan for all vehicles in order to
precisely calculate future year funding requirements.

8. Determine the feasibility of increasing fleet replacement funding levels through a
change in capital financing approaches from cash to a debt financing approach
that spreads the cost of vehicles over their useful life.

9. Centralize fleet replacement planning, budgeting, and decision making within the
SMO. While District staff should have appropriate input into the replacement
planning process, SMO should set priorities to replace the vehicles each year
that will provide FDOT with the greatest financial and operational benefits.

10.Develop a FDOT-wide points system for determining which vehicles to earmark
for replacement to enable the replacement of the worst vehicles across the
organization, rather than district or yard specific.

11.Standardize the points system for application statewide. Program the system
into a software package (such as Microsoft Excel) and implement it as one of a
standard suite of fleet management tools accessible statewide. Develop and
implement training in how to use the points system (via Webinar for interactive
training or an on-line training module for access as needed by users).

12.Develop a procedure for handling unplanned replacements, which would include
a process for substituting vehicles requiring immediate replacement (e.g.,
accidents) in place of those already earmarked via the replacement planning
process.

13. Establish a process for mid-year replacements. Perhaps create a reserve fund at
HQ or establish a lease contract which could be bought out after the annual
funding allocation is available. Assess use of the motor pool as a vehicle
replacement resource. Gather several years of data on the total number and
types of vehicles requiring unplanned replacement and determine whether some
vehicles added to the motor pool annually could meet unexpected replacement
needs.
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14.Evaluate the criteria for “totaling” a vehicle by performing a cost study to identify
the optimum point at which a vehicle should be replaced rather than repaired.
Develop a model into a software package (such as Microsoft Excel) and
implement it as one of a standard suite of fleet management tools accessible
statewide. Develop and implement training in how to use the cost analysis tool.

15. Convene a vehicle standardization working committee with representatives from
each FDOT organization and include both operating and fleet people. Identify a
few job classifications (those that are both numerous and common in every
District) that could logically use a standardized type of truck and gather input
from the working committee to allow the development of complete, detailed
specifications for the chosen vehicle types. This should be a step by step,
ongoing effort.

16.Provide additional training for all FDOT fleet management personnel in the area
of vehicle selection and specification to enable them to communicate more
effectively with vehicle users and FDOT fleet management, and to educate them
regarding the value of vehicle standardization. Fleet shop supervisors are the
“first line of defense” against uncontrolled vehicle customization.

17.Solicit top management support for standardization efforts by explaining the
extent of the customization problem and its associated costs and the benefits of
standardization. Such support will be needed to create the policies and
procedures necessary to cause the individual Districts to accept standardized
vehicles.

18.Establish a financial structure where auction revenues directly offset vehicle
purchases in order to incentivize fleet users to be more cost-conscious in
evaluating decisions to send a vehicle to auction versus scrapping or
cannibalizing it for parts.

19.Conduct an analysis of the cost and benefits of establishing contracts with
multiple auction companies throughout the State to decrease average days to
sale and to minimize costs related to transportation of surplus vehicles to Tampa
for sale.

20.Establish FDOT-wide standard procedures with performance metrics to ensure
that disposal request paperwork is processed in a timely manner to minimize lag
time between out-of-service dates and auction.

21.Establish FDOT-wide guidelines for prepping vehicles for auction to maximize
sale prices.

22.The SMO Fleet Manager should take steps to enforce the utilization management
policies and procedures already in place in the MEM.

23.Revise the MEM to improve utilization management policies and procedures to
better structure the “idle days” report, and to standardize minimum utilization
levels for each District. The standards should vary according to the urban/rural
nature of the District, or the type of operation such as Turnpike or MCC.
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Standards should also vary by vehicle/equipment type, although many types can
be aggregated into larger “groups” such as “light duty”, or “heavy construction
equipment”.

24.Initiate a program of rotating vehicles when practical. Rotating helps even out
vehicle use in terms of miles or hours. If a particular vehicle is newer and
mileage is higher than other vehicles, it could be rotated with vehicles with lower
mileage or hours and hasten its depreciation and disposal.

25. Establish or expand motor pools where practical.

26.Establish equipment rental contracts so Districts can use renting instead of
purchasing for equipment that is used infrequently and has low utilization.
Private contractors would rent low use vehicles and equipment as required, but
FDOT tends to own everything despite low usage.

27.Perform a complete, detailed utilization study that is supported by the top levels
of FDOT management and use the results to rightsize the fleet.

28.Develop policy documents targeted in writing style and content to respective key
audiences.

29.Provide policy documents on line with “key word” search capabilities and links to
forms and sources of information relevant to the audience.

30. Clarify and strengthen appropriate policy areas that are overly vague in setting
protocol or procedures.

31.Develop or flesh out manual areas on a) driver qualifications and safety, b)
accident management, c) environmental compliance, d) accounting codes that
shops should use, e) shop-related work to be outsourced, f) duties of District fleet
managers, and g) motor pool management.

32.Strengthen the quality assurance program through more specific performance
measures and provision of explanations of how to develop such measures.

33.Develop compliance scorecards for the quality assurance program and
incorporate into the policy manual information on requirements and procedures
for reporting on and meeting the measures. Include in the policy a discussion of
the standards for levels of performance (e.g., pass/fail or red/amber/green) and
required actions to mitigate low performance.

34.Convene a fleet maintenance task force to review the Preventive Maintenance
Program with the goal of setting improved schedules, establishing uniform task
lists for ABC levels of PM work, and establishing guidelines for which types of
maintenance work should be performed in FDOT shops versus outside
commercial repair shops. The task force should also establish expectations and
quality assurance standards to ensure consistency in shop management relating
to forms, parts and vendor service, purchasing, operating hours, training, shop
physical plant, tools and equipment, etc. Each District should contribute one
experienced maintenance representative to the task force.
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35. Establish a business-case analysis model for assessing whether to outsource all
or any part of the fleet maintenance program. Develop a process for obtaining
approval for this fundamental change in fleet maintenance. Develop
performance measures pertinent to an outsourced fleet maintenance program
and obtain reports of those measures regularly (a task which should be
undertaken immediately for those shops already outsourced in District 4).

36.Adopt a uniform process (through EMIS or otherwise) to track repair cost
avoidance due to warranty work performed at no cost. Even though warranty
repairs carry no direct cost, dealer shops that perform the work will provide, upon
request, a cost summary “no-charge” invoice for the work that shows how much
the repair would have cost had been a charge. Require all shops to collect this
information to enable FDOT HQ fleet management to evaluate and compare
shop performance in this area during QAR reviews. Shops showing low warranty-
cost avoidance merit further investigation.

37.FDOT HQ fleet management should work with DOT Fiscal to address the rules
covering the purchase of vehicle repair parts and services to minimize the
administrative process(es) that causes an inordinate amount of vehicle
downtime.

38.Require use of the “Work Code” in EMIS to track instances of field breakdowns
and the time and cost associated with them (we understand there may already be
such a code; specifically, the repair code "C" [Road Call] indicates a field
breakdown. Two other codes can further distinguish this issue. The Discovery
Code "E" [Breakdown] and one of the Cause codes which gives a simple reason
for the breakdown). The aforementioned fleet maintenance task force should
carefully define how all work codes are to be used and provide examples. This
information should be published in the updated version of the Mobile Equipment
Manual (MEM).

39.The fleet maintenance task force should develop and communicate a
standardized process for when and how to process work orders. Include the
standards in the MEM.

40. Investigate the reason(s) for low productive hours per mechanic.

41.Establish a model for shop staffing and undertake an annual review of staffing
levels based upon the model. Use the model and the review as one source of
information in managing shop and maintenance program performance.

42.Undertake a more thorough examination of actual fleet maintenance costs based
on financial reports. Simple, comprehensive fleet cost reports are needed.
Performance metrics such as cost per VEU (Vehicle Equivalent Unit, which is
fully explained in the full report, which follows) should be re-calculated each year
and tracked over several years (at least a five year look-back) to determine
whether costs are increasing, declining, or remaining steady. This will also
provide a valuable tool to assess the effects of any fleet management changes
implemented by FDOT.
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43.Develop a system of key performance metrics and require regular calculation and
tracking of the measures. Assess conformance with the performance monitoring
system as part of the QAR. An annual “State of the Fleet” report should be
consistently prepared.

44 Establish and align mechanic and fleet personnel training with the performance
standards against which they will be measured.

45, Establish reasonable, standardized levels of parts and service purchasing
authority to all shops. These should be made part of the policy in the MEM.

46.Study parts management and identify ways to improve parts management to
reduce cost and improve productivity.

47.Initiate a revision of the QAR Program to consolidate the language into a uniform
document and ensure that any changes in policies and/or procedures have been
included.

48.Increase the factors audited in the quality assurance reviews to include such fleet
management performance measures as, at a minimum, those shown in Table 12
of the report.

49.Continue the current schedule of vehicle and shop inspections with
improvements recommended in this report implemented to ensure no
deterioration of current standards and performance.

50.Impose a fuel surcharge to recover costs to build, maintain and service fueling
site facilities and equipment. Via the surcharge, other agencies’ purchases can
help to offset FDOT administrative and capital costs for fueling.

51.Revise bulk fuel reports to provide sufficient detail to enable shop personnel and
District Fleet Managers to easily identify other agencies’ fuel use to ensure FDOT
is reimbursed accurately.

52.Explore the feasibility of reducing fuel costs by committing to higher volume fuel
purchases and leveraging the combined volume of two or three Districts.

53. Continue to monitor, via the QAR process, the way FDOT shops enter work order
information to ensure that the data is as accurate and complete as possible.

54.Endorse efforts by DMS to provide an improved fleet management information
system.

55.Work with the FDOT Comptroller’s office to define and develop meaningful and
comprehensive fleet management cost reports.
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INTRODUCTION

BACKGROUND AND SCOPE

In September 2006, the State of Florida contracted Mercury Associates to perform a
comprehensive review of FDOT’s fleet operations and Florida DMS, Division of Fleet
Management's policies and procedures. This report details findings and
recommendations specific to FDOT fleet operations. Our review of DMS policies and
procedures is addressed in a separate report, a draft of which was submitted to the
State on March 13, 2007.

FDOT is decentralized in accordance with legislative mandates and is comprised of
seven Districts, a Turnpike Enterprise, and various headquarters organizations. FDOT'’s
equipment inventory of approximately 7,300 vehicles accounts for 29% of the State’s
total inventory of approximately 25,000 pieced of fleet equipment. Other State agencies
are similarly decentralized, have access to the same statewide contracts, operate under
the same general policies, and receive comparable levels of fleet support from DMS.
Therefore, our analysis of FDOT'’s fleet operations provides a microcosmic perspective
on management practices, operational challenges and savings opportunities that are
likely pervasive statewide.

To assist the State in setting the strategic direction for its fleet program and maximize
fleet cost effectiveness, our review of FDOT examined, from a relatively high level, the
diversity and commonalities among FDOT’s Districts/enterprise organizations’ informal
policies and practices and approaches for implementing State-mandated procedures.
Findings and recommendations derived through this project pertain to fleet
management, in general, as well as specific fleet functions, such as acquisition,
disposal, sourcing of parts and services, fueling, and optimizing vehicle utilization.

APPROACH AND METHODOLOGY

Our approach to working with the FDOT was, as it is with all of our clients, highly
interactive. We recognize that in a decentralized organization such as FDOT, there are
several different stakeholders who have an interest in the outcome of this project. To
that end, our consulting team met with FDOT fleet management and maintenance
representatives from each District and the Turnpike Enterprise organization.

Our work plan included the following seven tasks:

e Task 1: Initiate and Manage the Project
e Task 2: Collect and Review Information
e Task 3: Analyze Data and Benchmark Conditions and Performance

e Task 4: Conduct Interviews, Site Visits, and Focus Group Sessions
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e Task 5: Evaluate Fleet Management-Related Legislation, Regulations, and
Policies

e Task 6: Conduct Best Management Practices Evaluation

e Task 7: Present Findings and Recommendations

Study Methodology

We began this project by providing FDOT with a written information request which
identified the specific quantitative data and documentary material pertaining to fleet
operations and management practices necessary for the analysis. We then used the
guantitative information collected via this request to examine the condition, utilization,
cost, and other performance indicators relative to vehicles and equipment in FDOT’s
fleet as well as the organizations that manage and maintain these assets.

Examples of the quantitative data requested include:

e A fleet inventory containing the following information on each vehicle/piece of
equipment: year, make, model, serial number (VIN), license plate number class
code, user agency name and code, vehicle in-service date, original purchase
price and/or current book value, life-to-date maintenance and repair cost, current
meter reading, utilization during a recent 12-month period, maintenance and
repair costs during a recent 12-month period (broken out by labor, parts, and
subcontractor charges), type of fuel used, and gallons (or gallon equivalents) of
fuel consumed in a recent 12-month period;

e A mechanic roster showing, by mechanic, hours charged to work orders,
overtime hours worked, hours of training received, and hours of paid leave, all in
a recent 12-month period; and current certifications;

e An inventory of bulk fueling facilities, and the number and capacity of storage
tanks and gallon of fuel dispensed, by product type, in a recent 12-month period;

e Disposal/auction records to detail cost to prepare, transport, and sell vehicles
relative to vehicle book value.

Much of the quantitative data we requested was available via EMIS or through other
systems, such as those used for payroll and procurement.

The information gathered also identified a wide array of documentary material that we
used to assist us in developing an understanding of FDOT-specific policies, directives,
procedures, and practices in the fleet management area.

Examples of the materials in our original request included:

e Operating and capital budgets
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e Charge-back rate model and rates

e Organization charts and personnel rosters

e Position descriptions

e Mission documents and annual reports

e Policy and procedure documents

e Commonly used recordkeeping forms and management reports

e Sample vehicle specifications, contracts, purchase orders, and vendor invoices

We used the quantitative data collected in this task to analyze fleet-related conditions,
costs, and performance levels. Analysis of this data helped us identify specific fleet
management activities for which opportunities for cost reduction and/or performance
improvement appear attainable.

We conducted a number of face-to-face interviews and meetings with FDOT staff in
Tallahassee as well as District and Turnpike Enterprise personnel. During these
meetings, we focused on understanding overarching fleet issues relative to FDOT, in
general, and to the District/Turnpike Enterprise, specifically. We believed that it was
essential for our project team to obtain varying perspectives about the history of the
fleet services program, past success and challenges, the current fiscal situation, political
issues and considerations that we need to be aware of, and the general perceptions of
management officials regarding the organization and operation of fleet services
activities. These insights not only enabled us to conduct the project more efficiently,
they also helped to ensure that we did not overlook issues that are of interest to
important stakeholders.

Our team also toured nearly all of the maintenance facilities and yards for each
District/Turnpike Enterprise to obtain insight into workflow, staffing levels, age and
guality of equipment/tools and depth of parts and supplies among the various FDOT
operations. We find that valuable information is typically obtained through informal
discussions with the mechanics, parts clerks and front line supervisors.

Finally, this study benefited from the separate, but concurrent review of DMS policies
and procedures (also conducted by Mercury). Insights obtained through information
gathered as part of that initiative via interviews, research and a survey of Fleet Steering
Committee members supplemented our knowledge and understanding of FDOT fleet
operations in and of themselves as well as relative to its sister agencies and the State
as a whole.

Although the scope for and nature of this FDOT Fleet Management Assessment is
relatively high level, our findings and recommendations provide a “road map” for
specific, near-term initiatives to lead to cost-savings, efficiencies and overall improved
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management and maintenance of FDOT'’s fleet resources — many of which may be
translatable to other State agencies as well. Additionally, we identify several functional
areas in which FDOT should conduct further review and analysis to garner greater cost
savings and greater efficiencies, such as through a comprehensive, unit-by-unit vehicle
utilization review to identify specific equipment to retain, replace, dispose of or redeploy,
or a fleet maintenance operational review of staffing, services, parts and outsourcing
options for maintaining FDOT’s vehicles.

Guiding Principals

In assisting FDOT in identifying opportunities to reduce costs and improve service in all
or some fleet activities, our project team was guided by four key principles that we have
found to be critical to managing and operating a fleet of any size and composition
effectively and efficiently. Each of these is discussed briefly below.

Quality Matters. Low-quality fleet assets and services directly affect the cost and
quality of services that FDOT provides to the citizens and taxpayers of Florida. The
guality of the services provided by fleet management and maintenance sections within
each FDOT organization is of paramount importance because, without vehicle and
equipment users, there would be no need for such organizations. In a word, meeting
the needs of FDOT for vehicles and equipment is the reason for the existence of fleet
management and maintenance personnel. Thus, the most important indicators of
performance pertain to the results or outputs of fleet management efforts, namely, the
safety, availability, suitability, reliability, efficiency, and environmental soundness of the
vehicles, equipment, and related goods and services FDOT uses to perform their
mission. We recognize the potential risk of emphasizing the importance of service
quality in a fleet study project focused primarily on achieving cost savings, but the
single-minded pursuit of cost savings absent a full understanding of the impact of cost
reductions on fleet quality would not only ignore the fundamental purpose of a fleet
management program, but run the risk of actually increasing overall State costs.

Costs Must be Controlled. Any organization can provide high-quality services if cost
control is no object. Unfortunately, few have the luxury of working for organizations —
whether in the public or private sectors — in which this is the case. Managing the costs
of the vehicles and services provided by an organization is important for two reasons.
First, all public-sector organizations have a fundamental fiduciary responsibility to use
taxpayers’ money wisely, regardless of whether they deliver a high-profile, “front-line”
service such as law enforcement, or a behind-the-scenes, “support” service such as
fleet management and maintenance. Second, in contrast to a lot of the jobs performed
by State employees, many fleet management activities are capable of being outsourced
to the private sector if they cannot be performed cost effectively in house.
Consequently, the need to provide services that are competitive in cost as well as
guality with those offered by contractors and vendors is an inescapable reality of public-
sector fleet management in the 21 century.
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Fleet Management is Tactically Demanding. Fleet services organizations have
always had to perform many different vehicle-related activities every day: scheduling
vehicles for maintenance and repair services, assigning work orders to mechanics,
farming out certain jobs to vendors, ordering parts, submitting warranty claims,
supervising mechanics, processing vendor payments, preparing management reports,
and so forth. Moreover, technological, regulatory, and other developments over the last
decade or so have significantly increased the attention fleet organizations must devote
to organizational management activities. High-performance fleet organizations today
must be multi-faceted and multi-talented, handling demands encompassing everything
from contract negotiation and vendor performance control to risk management and
human resources management; and from information technology to cost accounting and
financial reporting. Under these circumstances, it is common for such organizations to
get caught up in the demands of performing some tactical activities — simply repairing
vehicles, for instance — while neglecting others. Such neglect, however, can have
serious consequences, such as when an improperly trained, supervised, and/or
equipped mechanic injures himself on the shop floor, or performs a vehicle repair
incorrectly, resulting in an accident. Managing a fleet operation well requires mastery of
a very large number of disciplines and processes, many of which have nothing to do
with “turning wrenches” per se.

A Strategic Approach is Essential to Success. A strategic approach to fleet
management is one in which the interrelationships among, and between, the many
vehicle management and business management functions that the FDOT must perform
to optimize fleet performance and costs is both understood and managed. For
example, optimizing vehicle performance requires effective acquisition, operation,
maintenance, and replacement processes. Deficiencies in any one of these areas can
undermine fleet performance no matter how good an organization’s practices are in the
other three. Moreover, effective performance in each of these areas requires
collaboration or, at a minimum, coordination with non-fleet management organizations.
It is difficult to maximize mechanic efficiency and productivity, for instance, if a fleet
maintenance organization is hamstrung by employee classification, compensation,
evaluation, and other policies and procedures that create disincentives for employees to
improve their performance. Similarly, it is difficult to ensure a high degree of vehicle
reliability or availability, no matter how vigilant mechanics and operators are, if budget
and finance organizations cannot ensure that there is sufficient funding to replace all
vehicles in a timely manner. A strategic perspective is critical for tying together the
myriad, interdisciplinary and inter-departmental responsibilities, authority, policies, and
procedures that collectively determine the efficiency and effectiveness of a fleet
operation.
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FDOT FLEET OPERATIONS REVIEW

FLEET MANAGEMENT ROLES AND RESPONSIBILITIES

FDOT's fleet management activities are largely decentralized, which is in keeping with
the Department’s general organizational structure. While a central fleet management
organization exists within the Program Resources Division of the State Maintenance
Office (SMO), there is no Department fleet manager per se. SMO staff (four positions)
provide high level policy oversight and coordination of fleet activities in the Department
and do not generally involve themselves in the details of how DOT Districts manage
their fleets.

FDOT's Mobile Equipment Manual (MEM) describes the roles and split of
responsibilities between SMO and Districts. SMO'’s responsibilities are described as
follows:

1. Set Policy and promulgate Procedures for all equipment and vehicle related matters for the
FDOT Statewide.

2. Review and approve all equipment and vehicle acquisitions.
3. Coordinate training of personnel whose positions primarily relate to equipment and vehicles.

4. Quality Assurance of all vehicle and equipment related matters statewide. This includes
approval and monitoring of District Quality Control programs and activities.

5. Coordinate the following vehicle and equipment related activities with the SMO Information and
Analysis section, (I. & A.), who shall be responsible for their accomplishment.

a. Management of the statewide Automated Fuel Accounting System, including fuel system
maintenance contracting, data collection and reduction, and providing system use keys to
state agencies other than FDOT. I. & A. will procure keys for FDOT offices which are
statewide, such as Tolls, Turnpike, Materials, and MCCO. I. & A. will process all requests for
fuel credit cards.

b. Gathering and sorting of data relating to utilization, down time, operating cost, and other
information necessary for the management of the FDOT equipment fleet.

6. Any other vehicle and/or equipment related function which can be handled with better cost
effectiveness from a central location than from a District

6. Any other vehicle and/or equipment related function which can be handled with better cost
effectiveness from a central location than from a District.

SMO fleet staff also performs the following functions:

e Liaison with the Department of Management Services on fleet related issues;

e Licensing of new vehicles;
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e Determining distribution of available capital funding to replace DOT vehicles each
year (according to an established formula);

e Supporting the fleet service requirements of central DOT organizations in
Tallahassee.

While a casual reading of the above duties might suggest that SMO plays an active role
in the management of FDOT's fleet, this is not the case. SMO's role is limited and, for
the most part, passive. The following points illustrate this issue:

e While SMO calculates the distribution of capital funding each year, Districts choose
the actual vehicles that are replaced with no input from SMO. The lack of an
organization-wide perspective may result in vehicles that are less important to the
successful fulfillment of FDOT’s mission being replaced in one District while critical
needs are not met in others. Moreover, Districts are able to manipulate the funding
process by holding back and not replacing older vehicles. This practice, readily
admitted to by some Districts, increases the average age of a District fleet, thereby
resulting in an increased share of annual funding.

e The QAR process, while excellent, is limited in scope to mainly maintenance issues.
Critical asset management activities and issues are not reviewed;

e The Motor Equipment Manual is limited in its scope and has only had one minor
update in the past decade;

e Few performance measures are monitored and trends are not tracked over time.
SMO cannot tell if FDOT fleet costs are decreasing or increasing year to year; and

e FDOT staff involved in fleet management activities rarely get together to discuss
issues and share best practices. No training is conducted and fleet staff do not
participate in professional feet management associations.

The limited role of SMO has, in our view, contributed to the lack of a standardized
approach to managing DOT fleet operations that we observed during our review (this
issue is discussed in detail in subsequent sections of this report). In reality FDOT has
nine separate fleet management programs (7 Districts, headquarters, and the Turnpike
Enterprise) which each organization has largely developed to meet its own needs under
the loose policy guidance provided by SMO. To make matters worse, there is a high
degree of variability in fleet practices even within each District. Most District shops do
not report to the District Fleet Manager but instead to Yard Engineers. This reporting
relationship means that fleet practices are largely the product of local decisions rather
than a considered analysis of actions that will result in the most efficient and effective
fleet operations for FDOT as a whole.

We in no way intend the above discussion as a criticism of FDOT fleet staff. The
employees that we met during this review were all dedicated fleet professionals focused
on doing their best for the organization. Their efforts are, however, hampered by a
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number of factors including an ineffective organizational alignment, parochial attitudes,
out dated practices, inconsistent processes, and poor management systems.

We do not mean to suggest that fleet management activities in FDOT should be
organizationally centralized under SMO. We are, however, recommending that fleet
management activities transition to more administrative centralization with SMO
assuming a more expansive and active role in managing the fleet. Under this
arrangement, SMO would take on additional duties and an expanded responsibility for
managing FDOT's fleet assets by:

e Focusing on the asset and financial management aspects of fleet that will have the
greatest impact on lowering the total cost of ownership for FDOT;

e Developing processes to identify best practices;

e Taking an active role in consistently applying these practices across all Districts and
organizations;

e Developing and updating fleet related policy and procedure manuals;

e Developing key performance indicators;

e Developing effective data analysis, reporting, and communication processes;
e Auditing compliance with all fleet activities (not just maintenance), and

e Developing and maintaining an annual business plan and “state of the fleet” report.

SMO will require additional resources to effect these changes and improvements.
These resources can be in the form of new staff positions, positions transferred from
Districts, contract staff/vendors, or a combination of approaches.

FDOT should also consider consolidating management of field shops under the
appropriate District Fleet Manager. Yard Engineers do not need to directly supervise
shops in order to be provided an appropriate level and priority of service. Having a
single central point of management for fleet assets in each District will clarify roles and
responsibilities, streamline reporting relationships and communication with SMO, and
facilitate implementation of more consistent fleet management practices.

The organization, roles, and responsibilities related to fleet management in FDOT today
are fractionalized, blurred, and overly diffuse. This situation has promoted short-term
thinking and parochial interests over a strategic perspective of what is best for FDOT as
a whole. Improving FDOT'’s fleet management practices will require considerable focus
and effort. This undertaking will not be successful, in our view, without creation of a
more centralized approach that establishes clear lines of authority and responsibility
over management of FDOT’s fleet assets.
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Recommendations

1. Strengthen the role of SMO in overseeing the agency’s fleet management program
and provide appropriate resources to SMO to fulfill its expanded mission.

2. Centralize supervision of fleet operations in each District under the District Fleet
Manager.

FLEET FINANCIAL MANAGEMENT

In this section of the report we review issues such as cost reporting and control and the
distribution of costs to end users. In our experience, implementation of an accurate cost
charge-back system is one of the most powerful tools that an organization can
implement to control fleet related costs. Such systems clarify the total cost of ownership
for an organization by aggregating all fleet costs into a single cost pool. If costs are
charged-back to end users in a transparent manner that users can understand, then
market economic forces are created that exert downward pressure on overall costs.

FDOT'’s practices in this area are, unfortunately, severely lacking. As a rule, costs are
not charged back to end users of fleet vehicles. Where costs are charged back, such
as to the Turnpike Enterprise or fuel charges to other State agencies, the process for
calculating rates produces inaccurate charges. Perhaps the clearest indication that
FDOT's fleet related financial practices require improvement is that no one in the
organization could readily tell us what total fleet costs were this year, last year, or any
year for that matter.

Background and Industry Best Practices

There are basically two ways that operating funds can be provided to a fleet
management organization to support the management, maintenance, and fueling of a
fleet: through direct appropriations to the organization or through the use of a charge-
back system which recovers the organization’s costs through charges to other
organizations for the goods and services it provides them.

Similarly, there are two ways that capital funds can be provided to support the
acquisition of new and replacement vehicles: lump-sum amounts can be appropriated to
the fleet management organization or to the departments it serves on an ad hoc basis,
or capital costs can be amortized over the lives of the vehicles in the fleet through the
use of a reserve fund and charge-back system or a debt financing arrangement such as
a lease-purchase program.

There are three reasons why the use of a cost charge-back system is preferable to the
direct appropriation of funds to a fleet management organization, a fleet user
department, or some combination of the two. One is that properly designed charge-
back systems improve the consumption and provision of fleet resources by 1) illustrating
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linkages between the behavior of vehicle users and the costs of the vehicles and related
services they consume; and 2) encouraging fleet users to hold fleet management
organizations accountable for the quality and costs of the goods and services the latter
provide.

The second reason for implementing a charge-back system is to promote equitable
treatment of fleet users. Since users pay only for the resources they consume, there is
no cross-subsidization of fleet costs under a properly designed and implemented
charge-back system. One of the implications of this benefit is that fee-supported
departments and programs pay the full cost of the fleet resources they consume and do
not receive any subsidies from the general fund, which often occurs when a fleet
management organization is part of the General Fund.

The third reason for implementing a charge-back system is to ensure the timely
replacement of capital assets. Using a charge-back system to accumulate replacement
funds allows for vehicle capital costs to be amortized over several years thereby making
it easier to accommodate peaks in annual fleet replacement spending requirements
which usually cannot be accommodated by (generally static) operating revenue
sources.

Since using a charge-back system to finance a fleet operation means selling vehicles
and related services rather than giving them away, fleet users behave much more cost
effectively than they do when such resources are given to them. For the same reason,
users also put much more pressure on fleet management organizations to charge
competitive (with comparable organizations and the private sector) prices for goods and
services than they do when they receive these resources free of charge.

The use of charge-back rates is often associated with establishment of an Internal
Service Fund. These funds are used by state and local governments to account for the
financing of goods and services provided by one department or agency to other
departments or agencies, and to other government jurisdictions, on a cost-
reimbursement basis. The use of Internal Service Funds has the following advantages:

e The ability to identify and accumulate the total cost of a support activity, including
the depreciation of capital assets;

e Facilitates costing and pricing of support services;

e Allows for the accumulation of funds for equipment replacement; and

e Allows the allocation of General Fund overhead costs to the Internal Service
Funds for redistribution to the benefiting programs.

The design and management of ISFs and charge-back systems should comply with the
guidelines of the Federal Office of Management and Budget (OMB) Circular A-87. OMB
A-87 establishes principles and standards for determining costs for federal awards
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carried out through grants, cost reimbursement contracts, and other agreements with
state and local governments. The purpose of OMB A-87 is to provide a uniform
approach for determining allowable costs incurred by local governments. To the extent
that the Florida DOT receives any federal funding, either directly or on a pass-through
basis, the guidelines of OMB A-87 must be followed — at least for calculating the fleet
service costs that are charged to federally subsidized programs. Even where no federal
funding is involved, many cities have adopted OMB A-87 guidelines as the de facto
standard for the design of charge-back systems and the management of internal service
funds.

Basic principles articulated in this circular (and OMB Circular A-21 for institutions of
higher education) require that charge-back-funded organizations (they need not be
classified as internal service funds) operate on a break-even basis; recover only
allowable costs from federally funded customer organizations; make adjustments for
under and over recovery of costs (preferably through adjustments to future billing rates);
bill all users at the same rate for similar services; utilize billing units which represent
services provided or benefits received; and not improperly utilize revenues generated by
one type of service to finance the delivery of another type of service. ISF's are
permitted to have fund balances (reserves) that are being accrued for the purpose of
asset replacement as well as to finance near-term working capital requirements. Any
reserves being accumulated for financing operations are limited to three months’ worth
of operating expenditures by OMB A-87 guidelines.

The purpose of a charge-back system is not merely to recover the costs of providing a
good or service. If it were, this objective could be achieved far more easily by
appropriating all of the funds needed to operate a fleet to one agency, which would then
be responsible for delivering fleet resources to whoever needed them (that is, by
financing fleet operations the old-fashioned way). Internal service funds and charge-
back systems were invented, first and foremost, to promote cost recognition and control.
In other words, fleet cost charge-back systems should be designed to enable and
encourage fleet users to see, care about, and control fleet costs (for example, to
purchase the least costly vehicle for a given job, to keep the size of their fleet to the
minimum size possible, and to care for vehicles properly). This requires that the rate
structure and billing process clearly illustrate the linkage between fleet user behavior
and fleet costs.

Usage (i.e. by the mile or engine hour) and time-based (i.e. monthly) systems do a poor
job of illustrating this linkage because they treat vehicle costs as either entirely fixed (in
the case of time-based rates) or entirely variable (in the case of usage-based rates),
when some vehicle costs are fixed while others are variable. In addition, they base
charge-back rates on the costs of an average vehicle, which few individuals or agencies
actually operate. The development of rates by class often results in inequitably high
rates for new assets and inequitably low rates for older assets, which usually require
more maintenance and repair. Users are thus misled as to the appropriateness of
replacing older, higher maintenance assets in a timely manner.
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Service-based charge-back rates make it easier for both fleet users and fleet
management service providers to see how much specific goods and services cost.
Insofar as transaction-specific costs are itemized on customer bills, this type of rate
structure encourages the efficient provision and consumption of fleet resources and
services. Time and usage-based rates, in contrast, make it difficult to discern what
portion of a user agency’s monthly charges is attributable to vehicle maintenance, fuel,
other fleet management services, and so forth.

A good charge-back system promotes efficiencies in both the provision and
consumption of fleet resources. Conversely, a poorly designed charge-back system is a
constant irritant, and will do nothing to allay concerns about the legitimacy of user
charges, the efficiency of shop employees, and the cost competitiveness of
maintenance services.

Analysis of Current FDOT Practices

In terms of cost reporting and control, practices within FDOT vary widely. In a few
Districts we observed very good cost reporting practices with budgets and expenditures
monitored on a consistent basis. However, even in these situations costs were reported
by cost center (i.e. yard/shop) and not rolled up into a total District fleet account.
Moreover, most District Fleet Managers are not provided with budget and expenditure
information for cost centers that they do not manage. Consequently, only one District
that we visited had a comprehensive view of fleet costs and this was mainly because
the fleet manager is also the budget manager for the District.

SMO staff also does not monitor Department-wide fleet costs. No budget and
expenditure trends are tracked. District costs are not compared to each other. Life-
cycle costs are not analyzed. The absence of these types of activities impacts the
effectiveness of efforts to control costs.

In terms of cost allocation practices, FDOT does not typically distribute costs back to
fleet users. Rather, Districts receive a lump sum budget allocation for fleet operating
costs (i.e. maintenance, repair, fuel) and do not charge costs back to other
organizations. The lump sum allocation includes funds for providing services to the
Turnpike Enterprise and Motor Carrier Compliance organizations. However, because
the process and basis for determining fleet costs is flawed and greatly understates
actual fleet costs (discussed in detail below), the allocations are not accurate. This is
especially problematic for the Turnpike organization, which, as an enterprise fund,
should pay its actual costs rather than receive subsidies from the FDOT general fund.

Fuel costs are billed back to State departments outside of FDOT but costs do not
include any burden to recover administrative and infrastructure costs. Consequently,
FDOT is providing “free” fuel services to other State agencies.
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Fleet capital costs are not distributed directly back to operating units and programs.
However, replacement costs are included in rental rates that are used to distribute
equipment costs to jobs through the department’s Maintenance Management System.
While the MEM states that rental rates will be updated annually, we were told that an
update had not been completed in at least five years. Moreover, since FDOT does not
reconcile charges allocated to jobs through rental rates against actual fleet costs, it has
no way of knowing if rates require updating.

The MEM contains a section on calculating hourly labor rates (page 43). The process
described is simplistic and not in keeping with industry best practices. The method for
calculating the cost basis understates fleet costs because many indirect and no
overhead costs are included. Productive hours are estimated rather than based on an
analysis of actual time for mechanics. No markups are mentioned for the parts, sublet
or fuel service lines of business.

Evidence that the process for calculating shop rates is flawed is provided by the range
of hourly rates resulting from application of the methodology. EXxisting rates, which have
not been updated in at least a decade, range from a low of $19.26 per hour to a high of
$55.00 per hour — a difference of nearly 300%. Most shop labor rates are in the $20 to
$30 range, which would have been low in the 1990s when they were calculated and are
unbelievably low today. Because these rates are used to bill services to FDOT jobs and
programs - some of which are reimbursable by the federal government, other State
agencies, and FDOT enterprise funds — inappropriately low shop rates results in FDOT
understating its fleet costs and under recovering legitimate reimbursements. In other
words, inaccurate fleet financial practices and rate development processes cost FDOT
money.

Another problem with the current cost reporting and rate development processes is that
FDOT cannot determine if its fleet costs are competitive with alternative service
providers — whose costs are fully burdened. Since FDOT has already outsourced fleet
maintenance services in a number of Districts, it has done so without a full
understanding of the cost implications of this action because no accurate baseline was
established to compare against contractor costs. Consequently, FDOT cannot know
with any reasonable degree of certainty if outsourcing has saved or cost the
organization money.

Optimizing cost management and control depends upon an organization’s ability to
accurately accumulate, track, and report cost information. Accounting structures and
practices that understate costs do not promote good management because decisions
are often based on incomplete or inaccurate cost information. Structuring fleet financial
practices to operate on a cost reimbursement basis will provide a number of positive
benefits for FDOT including:
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Improved recognition of cost by FDOT fleet employees as services are sold rather
than given away (or sold for less than their fully burdened cost);

Improved recognition of costs by fleet users as price signals are consistently
provided through the cost charge-back process;

Better activity based costing of FDOT functions as the fully burdened cost of fleet
services are added to organizational costs;

Better shop management decisions as service offerings are based on an analysis of
competitiveness with alternative service providers; and

Better fleet asset management decisions based on market economic principals and
life-cycle cost analysis.

A service based (direct) charge-back system, which charges customers for the actual
costs of the products and services that they consume, would provide FDOT with all of
the benefits detailed above. We recommend the following rate structure:

Labor — Fully burdened hourly rate;

Parts — Cost plus percentage mark-up for administrative costs;
Vendor services — Cost plus percentage mark-up;

Fuel — Cost plus cents per gallon markup for administrative costs;
Vehicles — Replacement cost per month;

Fleet Administration — Monthly cost per vehicle;

Fleet replacement fee — Monthly cost per vehicle.

An Internal Service Fund for fleet operations would enable FDOT to accumulate
reserves for the future replacement of fleet assets and would facilitate accurate pricing
of fleet services.

Recommendations

3. Develop a cost charge-back system to meet the following goals:

e Recover all direct and indirect costs associated with providing fleet services;
e Comply with federal costing standards as detailed in OMB Circular A-87;

e Avoid cross-subsidization among service activities, vehicles types, and rate
payers;

e Treat all rate payers equitably;

e Promote cost recognition by sending clear price signals to vehicle users, thus
providing an incentive for the proper operation and care of valuable State assets;
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e Develop rates that are intuitive and easily comparable to private sector
alternatives; and

e Provide transparency by developing rates and rate model that are clear and well
documented.

4. Update rates each and every year.

5. Update equipment rental rates (for allocating fleet costs to jobs and programs) on an
annual basis and develop an annual report that compares total fleet costs by District
against costs distributed through the rental rates.

6. Develop improved cost reporting practices that include monthly and annual
department-wide fleet cost reports. These reports should compare Districts,
outsourced shops versus FDOT shops, and track trends over time.

FLEET REPLACEMENT PLANNING AND FUNDING

In this section of the report we provide our analysis and recommendations relative to
FDOT's fleet replacement program. In our view, the advanced age of FDOT's fleet and
the absence of a consistent and rational approach to planning for the replacement of
vehicles is the most pressing fleet management related problem facing the organization.

This section begins with a conceptual discussion of the major elements of an effective
fleet replacement program. This discussion lays out the “philosophical” framework our
project team used in approaching the review and evaluation of the current fleet
replacement program. In this task we also assessed the average annual and long-term
replacement costs of the fleet, compared these costs with actual replacement funding
levels over the last five years or so, and explored the fiscal and economic benefits of
alternative capital financing approaches such as leasing and lease purchasing.

Background and Key Concepts

The economic theory of equipment replacement is well known to fleet managers, and is
illustrated graphically in the diagram below at right. As a vehicle ages, the capital cost
of the unit diminishes, and its operating cost increases. The combination of these two
costs produces a U-shaped total cost curve. Ideally, a piece of equipment should be
replaced around the time that its annual operating costs begin to outweigh its annual
capital costs — that is, when the two cost curves intersect and the total cost curve begins
to turn upward.

Thus, deferring replacement purchases to ECONOMIC THEORY OF VEHICLE
accommodate temporary budget constraints REPLACEMENT

does not necessarily increase total fleet costs
immediately. However, if an organization
traditionally has not done a good job of replacing
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equipment in a timely manner, even a temporary reduction in replacement spending can
result in immediate increases in fleet operating — principally maintenance and repair —
costs. Thus, decision makers who assume that cutting replacement purchases is a
good way to help balance the budget need to understand that such cuts may not only
transfer fleet costs from the capital to the operating side of the general ledger, but may
also actually increase overall fleet costs. Regardless of its net effect on current fleet
costs, the deferral of replacement purchases unquestionably increases future
replacement spending needs, often resulting in growing and increasingly unmanageable
equipment replacement backlogs.

The total cost curve is different for every type of vehicle. This variability is caused by
differences in the design and engineering of different types of vehicles, the effects of
differences in operating environments, the quality of care the vehicle receives, and other
factors. As a result, most organizations develop recommended replacement cycles for
a class or type of vehicles, which will approximate the optimal replacement cycle for
most of the units in that particular class. This is most often accomplished in an informal
manner based on discussions with mechanics and drivers, and a comparison of
replacement cycles with peer organizations.

Even the best replacement cycle estimation efforts (or policies, for that matter) will not
ensure the timely replacement of vehicles, however, if an organization does not make
funds available to replace vehicles in accordance with established guidelines or policies.
Even during good economic times, securing sufficient funds to replace vehicles and
equipment in a timely manner is a challenge for many organizations. This challenge
stems less from a lack of appreciation of the importance of vehicles or of the need for
them to be regularly replaced than from the difficulty of dealing with year-to-year
replacement spending needs that are inherently lumpy in most organizations. The
“Cash” graph below shows the annual replacement costs over a period of 20 years of a
government fleet of about 600 vehicles and pieces of equipment?. As can be seen,
year-to-year fleet replacement spending requirements are quite volatile, with peaks and
valleys of varying magnitude occurring routinely throughout the 20-year period. Note
that funding requirements in 2013 are over three times more than in 2008. This
unevenness is common in virtually all mixed-vocational fleets.

2 This fleet is used for illustrative purposes only but is consistent with most governmental fleet operations.
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The biggest impediment many organizations face to replacing vehicles in a timely
manner is the lack of a replacement financing program that can effectively deal with
fleet replacement spending needs that fluctuate from year to year. Specifically, they do
not have a good mechanism for accommodating year-to-year changes in spending
requirements when the source of funds for such expenditures is relatively static. The
solution to this problem lies in pursuing one of two courses of action: eliminating the
volatility in fleet replacement spending requirements, or eliminating the volatility in
replacement funding requirements.

The “Cash” gra