FLEET COST REDUCTION
STRATEGIES
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Reasons that Opportunities Exist to
Reduce Fleet Costs
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What exactly does “reducing costs”’
or ‘‘saving money” mean?
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When we talk about reducing costs,
whose costs are we talking about?
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Strategies for Reducing Fleet Costs
Quickly — the Low-Hanging Fruit

Copyright © 2009 Mercury Associates, Inc. All rights reserved.



Strategies for Reducing Fleet Costs
Quickly — the Low-Hanging Fruit

Copyright © 2009 Mercury Associates, Inc. All rights reserved.



Strategies for Reducing Fleet Costs
Quickly — the Low-Hanging Fruit

Copyright © 2009 Mercury Associates, Inc. All rights reserved.



Strategies for Reducing Fleet Costs
That Uusually Take Time to Bear Fruit
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Increase Efficiency through
Outsourcing
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Increase Efficiency through Business
Process Reengineering
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Increase Visibility, Ownership, and
Management of Fleet Costs

competitively or to outs

Clear focal point for fleet cost , ‘
accountability
ey
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The Low-Hanging Fruit:

Changing Capital Financing Methods

Net Funding Requirements
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The Low-Hanging Fruit:

Changing Capital Financing Method

Total

Ad Hoc Cash Purchases

Year |

Years |-5

Years 1-10

$ 528.7M

Reserve Fund

T~
$ 2596 M

$ 5258 M

Bonds

$ 3540 M

Operating Leases
Annual Average

| Ad Hoc Cash Purchases

Years |-5

$ 449.6 M
Years I1-10

Reserve Fund $ 554 M
Bonds $ 35 M
Operating Leases $ 10.7M
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Economic Theory of Optimal Vehicle
Replacement
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Determining the Replacement Cycle

That will Minimize TCO

Capital, Operating, and Total Cost Trend Lines
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Determining the Replacement Cycle
That will Minimize TCO

REPLACEMENT CYCLE (years)

Mileage at replacement | 10,578 m 31,734 m 52,890 63,468 74,046 84,624 m

CAPITAL COST

Estimated Residual Value

$123,500

$83,978

$ 57,991

$ 44,977

37,176

$ 31,991

28,304

$ 25,556

23,436

Annual Depreciation

$66,500

$39,522

$ 25,987

$ 13,013

7,801

$ 5,186

3,687

$ 2,748

2,120

Cumulative Capital Cost

OPERATING COST

$66,500

$106,022

$ 132,009

$ 145,023

152,824

$ 158,009

161,696

$ 164,444

166,564

Annual Maint & Repair Cost

$ 36,017

$ 48,392

65,020

$ 87,361

117,380

$ 157,712

211,904

Annual Fuel Cost

$ 9,611

$ 9,998

10,401

$ 10,820

11,256

$ 11,710

12,182

Total Annual Operating Cost

$ 45,628

$ 58,390

75,421

$ 98,182

128,636

$ 169,422

224,086

Cumulative Operating Cost

TOTAL COST

$ 110,503

$ 168,894

244,315

|| A | A

$ 342,497

471,133

$ 640,556

864,641

$ 84,258

$ 81,809

$ 87,162

$ 95,824

Annual Total Cost| $ 95331 $ 75,567 $ 71,615 $ 71,404| $ 83,222| $103,368| $ 132,323 $172,170( $ 226,205
Cumulative Total Cost| $ 95,331 $170,898| $242513| $313,917| $397,139( $500,506| $ 632,829 $804,999| $1,031,205
Equivalent Annual Cost| $ 92,633 $ 80,883 i LNIN] $ 108,186 IR VLR ZL

Recommended
Replacement
Cycle
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Vehicle Purchase Prices

Vehicle Type Purchase Price

M 35 - 40 Ton Pit Truck § 540,000

50 - 60 Ton Pit Truck $ 750,000

85 - 100 Ton Pit Truck $ 1,250,000

LD Loaders $ 650,000

| MD Loaders $ 1,200,000

HD Loaders $ 1,600,000
Vil= URRY -
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Saving Money by Renewing an Old Fleet

Current v Recommended Replacement Cycles

\

Vehicle Type

35 - 40 Ton Pit Truck

Current
Replacmt
Age
(years)

30

Recomm
Replacmt
Age
(years)

EAC Under
Current
Cycle

$199,556

EAC Under
Recomm
Cycle

$86,778

50 - 60 Ton Pit Truck

31

$231,065

$89,475

| 85-100 Ton Pit Truck 20 9 $272,594 $157,050
LD Loaders 20 9 $248,758 $149,439
MD Loaders 29 9 $535,607 $273,560
HD Loaders 20 9 $493,996 $356,607

\/
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Saving Money by Renewing an Old Fleet

Current v Recommended Replacement Strategies

Gross Fleet Acquisition Costs

Cost (Millions)

Year 6 7 8 9
B Status Quo O Fleet Renewal

10

SIGMA
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Fleet Renewal v Status Quo

Average Asset Age

Years

Year 8 9 10

@ Renewal B Status Quo
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Fleet Renewal v Status Quo

Fleet Refurbishment Costs

Cost (Millions)
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Fleet Renewal v Status Quo

Combined Fleet Acquisition and Refurbishment Costs
$50
Ty $40
c
2 $30
=
- $20
3
(& $10
$0
Year 8 9 10
B Status Quo B Fleet Renewal

Copyright © 2009 Mercury Associates, Inc. All rights reserved.



Fleet Renewal v Status Quo

Fleet Acquisition & Refurbishment Depreciation
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Fleet Renewal v Status Quo

Fleet Maintenance and Repair Costs

Cost (Millions)

Year

@ Fleet Renewal B Status Quo
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Fleet Renewal v Status Quo

Fleet Fuel Cost
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Fleet Renewal v Status Quo

Total Fleet Costs

Cost (Millions)

Year 8 9 10

B Fleet Renewal B Status Quo
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Value (Millions)

Fleet Market Value
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Fleet Renewal v Status Quo
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Economic Comparison of Fleet

Renewal and Status Quo Scenarios

Fleet Costs/Asset Value Under Fleet Renewal Scenario (millions)

Cost Category/Year 1 2 3 4 5 6 7 8 9 10 Total
Gross Replacement Costs $ 432($ - |[$ o08[s 20[$ 663 46|$ 553 463[s 05| 443 1139
Total Annual Depreciation $ 47|$ 43[$ 39| 37|$ 373 37|s 38[s 78[s 55(s 513 463
Annual M&R Cost $ 20($ 12($ 1.3($ 14| % 15]$ 16($ 17($ 1.4($ 15(% 16($ 15.1
Annual Fuel Cost $ b53|$ 53[s 558 578 593 61]$s 63[$ 63[s 65($ 673 597
Annual Total Cost $ 120($ 108|$% 10.7|$ 108|% 11.1|$ 114($ 118($ 155|% 135|% 134|% 121.1
Ending Fair Market Value $ 440($ 392|$ 359|$ 334|$% 337|% 333[$ 329($ 553[$ 494|$ 463 ‘

Fleet Costs/Asset Value Under Status Quo Scenario (millions)

Cost Category/Year 1 2 3 4 5 6 7 8 9 10 Total
Gross Replacement and Refurbshmt Costs $ 21|$ 22[$ 11|$s 20[$ 97[s 27[$ 553 40[s 593 154[$ 506|
Total Annual Depreciation $ 36|$ 34|3 29[ 26($ 38[s 33[s 35(s 37[$ 45[s 73[s 38.7|
Annual M&R Cost $ 3.2($ 36|% 39|% 43| % 38| % 35| % 34| % 37|% 39|% 38($ 37.1}
Annual Fuel Cost $ 5.8($ 6.0/ % 6.3| % 6.5(% 6.5 % 6.6| % 6.8| $ 70| % 72|$ 7413 66.1]
Annual Total Cost $ 127($ 131|$ 13.1|$ 133|$ 14.1|$ 134($ 13.7($ 144|$ 156|% 185|% 141.8
Ending Fair Market Value $ 151|$ 138|$ 119|$ 114|$ 17.2|$ 165($ 184($ 186($ 199|$ 278 '

Savings (Costs) Associated with Fleet Renewal Scenario (millions)

Cost Category/Year 1 2 3 4 5 6 7 8 9 10 Total
Cumulative Savings from (Cost of) Renewal $ 07]$ 29|$ 53|%$ 78|%$ 108|$ 128($ 147($ 136($ 157|% 207
Increase (Decrease) in Value of Assets $ 290[$ 254|$% 240|$ 221|$ 165/% 16.8($ 145($ 36.7[$ 295/$ 185
Net Annual Savings (Costs) from Renewal $ 296|$ 283|$ 293|$ 299|% 273($ 296|$ 29.2|$ 504|$% 452|$ 393
NPV Savings (Costs) from Fleet Renewal

v SINIEN -
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Cumulative Savings From Fleet
Renewal

Year 5 Year 10 Year 15 Year 20
Subtotal Subtotal Subtotal Subtotal

NPV of Savings

PV Increase in Asset Value

Total PV Savings
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Net Fleet Replacement Funding
Requirements by Financing Approach

Total Year 1 Years 1-5 Years 1-10

Ad Hoc Purchases

Loans

Operating Leases
Annual Average Years 1-5 Years 1-10
Ad Hoc Purchases

Loans $ O5M| $
Operating Leases $ 0O8M| $ 41 M
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How Mercury Associates Helps
Organizations Reduce Fleet Costs
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measurement programs
Design and implement cost charge-bac
systems '
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For Further Information
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