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By,

Beg
Borrow
Steal
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o meet emergency, seasonal, and other
intermittent, unpredictable, and/or
infreguent needs for vehicles or
equipment cost effectively

1lo obtaini vehicles or equipment more

guickly than may be possible if they are
purchased or leased

o obtain vehicles, or equipment for
which you cannot secure the funds
needed to purchase or lease
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Can the asset be leased or rented locally?

Do) you expect to use the asset more than
once?

Do you expect to use the asset onia
regular basis for more than six months?

Are there or will there be sufficient fiinds
to purchase or lease the asset?

What is the average capital and eperating
cost per day, week, or month to own or
lease the asset?

What is the cost per day, week, or month
to rent the asset?

Which of these two costs is lower?
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Adl hoc (i.e., year-to-year) allocations or
appropriations of cash

Accumulation off cashi reserves in a fleet
replacement fund, tsually throughi the use
of ani internal leasing or replacement cost
charge-back program

Borrewing cashifrom financial institutions,
including the financing units off vehicle
manufacturers

Borrowing cash fromi investors throughi the
ISsuance off bonds

Leasing from a leasing company, bank, or
commercial finance company.
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TThe method used tor pay.
for the acquisition of an' asset

| e amoeuni off money
reguired to acquire an asset under a

particular financing method
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Because year-over-year funding
feguirements can vary dramatically
dependingl on the type of financing used
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Total Years 1-5 Years 1-10

Financing Approach A $ 265.4 M $517.6 M

Financing Approach B $ 265.6 M $ 526.6 M

Financing Approach C $ 93.2 M $ 339.4 M

Financing Approach D $158.6 M $420.1 M

Annual Average Years 1-5 Years 1-10

Financing Approach A $ 53.1 M $ 51.8M
Financing Approach B $ 53.1 M $ 52.7 M
Financing Approach C $ 18.6 M $ 339M
$ 31.7M $ 42.0M

Financing Approach D

VIERC URY!
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Because year-over-year funding
feguirements can vary dramatically
depending on the; type of financing used

Because year-over-year fiunding
fequirements are a key deter

minant of

AW MUCh money most organizations

devote to fleet replacement

Because the amounts of fune
organization devotes to fleet

S dn

replacement determine whet
an old or a young fleet

ner it has
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Comparative Distribution of Vehicles by Model Year
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Comparative Distribution of Vehicles by Model Year
and Capital Financing Approach
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Controlling employee and! public satety

Controlling fleet maintenance and repair:
costs

Managing total costs of asset ownership

Promoting employee productivity,

Promoting| efficiency: of fleet
manhagement and maintenance activities

Projectingl a positive imagde to
customers, Upper management,
taxpayers, ‘elected officials, and/or the

general publlc
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Capital, Operating, and Total Cost Trend Lines
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REPLACEMENT CYCLE

1 2 3 4 ) 6 7 8 9
Mileage at replacement 10,578 21,156 31,734 42,312 52,890 63,468 74,046 84,624 95,202

CAPITAL COST

Total Residual Value ERRIIR1]

$ 83,978

$ 57,991 $ 44,977 37,176 | $ 31,991 28,304 $ 25,556 23,436

ALPEINRE e $ 28,500 $ 77,522 $ 25987 $ 13,013| $ 7801 $ 5186( $ 3687 $ 2,748]| $ 2,120

ol VBl Elifoy| $ 28,500 $ 106,022| $132,009| $ 145,023| $ 152,824 $ 158,009( $ 161,696 $164,444| $ 166,564
OPERATING COST

AAOGITE YA OIS $ 19,951 $ 26806 $ 36,017| $ 48392 $ 65020| $ 87361 $ 117380| $157,712| $ 211,904

Annual Fuel Cost I JE:X:1:1| $ 9239 $§ 9611 $ 9998 $ 10401 $ 10,820 $ 11,256 $ 11,710 $ 12,182

ICIEWGLTEINCTEWhNO A $ 28,831 $ 36,045| $ 45628| $ 58,390| $ 75,421 $ 98,182| $ 128,636| $169,422( $ 224,086

Cumulative Operating Cost [ERIEPLEE]] $ 64876 $110,503| $168,894( $ 244,315| $342,497( $ 471,133| $640,556| $ 864,641

TOTAL COST

Annual Total Cost 57,331 $113567| $ 71,615| $ 71,404 $ 83,222| $103,368( $ 132,323| $172,170| $ 226,205

Cumulative Total Cost 57,331 $170,898| $242,513( $313,917| $397,139( $500,506| $ 632,829 $ 804,999( $1,031,205

NPV of Cumulative Total Cost 54,086 $ 161,225 $228,786| $ 296,148 $374,659| $472,176( $ 597,009| $ 759,433| $ 972,835

@Al | A | A

Equivalent Annual Cost 55,709 $ 84,258 $ 80,883 BENWLK YA $ 81,809 $ 87,162 $ 95,824 $ 108,186 EEPMPLE L
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$15,489,640
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Annuall funding| requirements eguall purchases
prices of assets to be replaced less proceeds
firom| the sale of used vehicles

Pros
\/ehicles are owned free and clear as soon as they

are paid for
Cons

Pay-before-you-go approach results in lumpy: year-
over-year fiunding requirements

Volatile fiunding needs: coupled with competition
fior available funds almost always results in under
fiunding of replacement purchases and old fleets

Does not promote recognition of vehicle capital
costs or management of TCO
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Cash reserves are accumulated in a special
account or revolving fiund, usually through the
Use off aninternal lease or replacement cost
charge-back system

Pros

Pay-aisyoUuEgor approedch makes, year-over year

iunding requirements smooth and predictable

Use ofi cost charge-back system promotes
recognition of fixed costs

Cons

Revolvinglfunds andi cost charge-back systems are
difficult toradminister properly andfcashi reserves

are susceptible to raiding during tough economic

times

Costly to establish if fleet is old
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Various Types, Including:
Commercial Paper Program
Certificates of Participation
General Obligation Bonds
Revenue Bonds

Pros
Pay-as-you-go appreach

Use of cost charge-back system promotes
recognition off fixed costs

Cons

Politicizalle
Use often constrained by borrowing caps

More complicated to administer than other types
of borrowing

Improper use can result in ever increasing debt
burdens
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Frequently referred to as lease purchases

Available from both commercial banlks and
many. vehicle/equipment manufacturers

Pros
Pay-as-you-go approach
Use off cost charge-back system promotes

recognition of fixed costs

Cons
Require long-term perspective and commitment
Difficult to stop usingl once started
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Essentially a long-term rental or rent-to-own
agreement

Asset can be returned to lessor or acquired at
end of term

Fair Market Value

$1 Buy Out

Pros

Pay as youl gor approach

Use ofi cost charge-back system promotes
recognition of fixed costs

Relatively easy: to gualify for

Cons

Higher cost of capital than any other debt financing
approach

No interest savings if lease is terminated early
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Two Types:

Open end (widely used by corporate fleets in US)

Closed end (widely used by corporate fleets: in
Europe, and by individuals in US)

Pros:
Pay-as-you-gor approach

Cost of leasing is not considered to be debt

Often bundled with asset management Services

Elexible in comparison withi capitall leases
Cons

Taxable
Higher cost of capital

Off balance sheet (usually not good for investor-
owned! utilities)
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Vehicle Type Months Miles

Copyright © 2008 Mercury Associates, Inc. All rights reserved.




Vehicle Type Purchase Price
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Gross Replacement Costs

(Millions)

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027

Fiscal Year
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Total number of units

Number of asset types

Current average age (years)

Imputed average replacement cycle (years)

Average recommended replacement cycle
(years)

Original purchase price
Replacement cost

Average annual replacement cost
Current replacement backlog

Number of units that exceed age and/or
usage criteria for replacement

Percentage of units that exceed age and/or
usage criteria for replacement

Copyright © 2008 Mercury Associates, Inc. All rights reserved.




Gross Replacement Costs

(Millions)

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027

Fiscal Year
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Statistic

Baseline

Smoothed

Year 1 Replacement Expenditures

$220.2 M

$ 60.5M

Used Vehicle Sale Proceeds in Year 1

$ 255M

$ 3.8M

Net Replacement Cost in Year 1

$194.7 M

$ 56.7M

# Vehicles Replaced in Year 1

5,340

2,192

# Vehicles Replaced in Years 1-5

8,723

7,177

Total Replacement Expends in Years 1-5

$377.5M

$305.3 M

Total Sale Proceeds in Years 1-5

$ 70.3M

$ 399M

Total Net Replacement Cost in Years 1-5

$307.2 M

$265.4 M

Average Annual Net Replacement Cost for
Years 1-5

$ 614 M

$ 53.1M

Average Annual Net Replacement Cost for
Years 1-10

$ 59.1 M

$ 51.8M
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Ad Hoc Appropriations off Cash
Reserve Fund and Charge-Back System
General Obligation Bonds

Operating Lease
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Under a Reserve Fund

Charge-back rates are based on net
capital cost of each vehicle (i.e., sale
proceeds are returned to fund)

Replacement rates are calculated for each

venicle and incliide two components:
, Depreciation
, Replacement Surcharge

Book value ofi current assets estimated
based on original purchase price;less
projected residual value

Interest earning rate of 3 percent
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Under a Bond Program

Einancing periods used are 60 or 120
months

> Allfvehicles with a life expectancy in excess
off 60 moenths are assumed! to be financed
over 120 months

> Alllothers are assumed to be financed over
60 months

All-in COC in both cases is 3.89 percent

Current approach involves rolling
purchases, financed with commercial
paper inte GO bonds with 96-monthl term

Note that average recommended
replacement cycle is 75 months
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Under a lLease Program

Open-ended operating lease

> Asset must be retained fiorr minimum of 12
months, aiiter which it cani be turned in at any
time before or after planned lease term

, City participates in gain or loss oni sale; of

asset at end of lease

Llease periods range from 48 to 84
MOonths

Interest rate usediis 5.3 percent for all
PEriods

Sales tax is calculated at 7.5 percent of
capitalized cost and is collected at lease

Inception
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(Millions)

$120

$100

$80

$60

$40

$20 1

Net Funding Requirements

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027

Fiscal Year

I Ad Hoc Appropriations IReserve Fund

= Operating Lease =~ GO Bonds
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Total Years 1-5 Years 1-10

Ad Hoc Appropriations $ 265.4 M $517.6 M

Reserve Fund and Charge-Back System $ 265.6 M $ 526.6 M

Bonds $ 93.2 M $339.4 M

Operating Leases $158.6 M $420.1 M

Annual Average Years 1-5 Years 1-10

Ad Hoc Appropriations $ 53.1 M $ 51.8M
Reserve Fund and Charge-Back System $ 53.1 M $ 52.7M
Bond's $ 186 M $ 339M
$ 31.7M $ 42.0M

Operating Leases

VIERC URY!
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Why: pay: it?

Copyright © 2008 Mercury Associates, Inc. All rights reserved.




Copyright © 2008 Mercury Associates, Inc. All rights reserved.




Gross Replacement Costs

(Millions)

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027

Fiscal Year
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Average Vehicle Age Associated with Implementing Smoothed
Replacement Plan

Average Vehicle Age (years)

07
Current2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026
Age

Year

Copyright © 2008 Mercury Associates, Inc. All rights reserved.



Fleet Renewal Scenario - First 10 Years and Beyond
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Status Quo Scenario - First 10 Years and Beyond
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% Decrease Age Cost % Increase
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Year ‘ Gallon

Miles per Annual
Gallons Used

Current 6,063,458

Annual
Savings

53,349

1

5,996,941

287,298

5,942,923

425,840

5,887,905

569,449

5,834,861

$
$
$
$
$

718,636

5,782,764

$

873,958

5,731,589

$ 1,036,022

5,681,312

$ 1,205,491

5,631,910

$ 1,383,087

2
3
4
5
6
7
8
9

5,583,359

$ 1,569,604

5,535,638

$ 1,569,604

5,059,919

$ 3,452,889
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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 Cost $57 $58 $58 $57 $58 $56 $57 $69 $92 $79 | $641
Annual Asset Depreciation $34 $34 $37 $39 $41 $42 $42 $46 $54 $53 | $422
Annual Maintenance and Repair Cost $24 $20 $17 $15 $14 $16 $17 $17 $17 $17 | $175
Annual Fuel Cost $15 $16 $16 $17 $17 $18 $18 $19 $19 $20 | $174
Annual Total Cost! $74 $70 $71 $70 $72 $75 $78 $82 $90 $89 | $771
Ending Fair Market Value of Assets $107 | $127 | $140 | $149 | $155 | $157 | $157 | $163 | $180 | $187

Cost Category/Year 1 2 3 4 5 6 7 8 9 10 Total
Gross Replacement Cost $21 $22 $22 $23 $22 $23 $23 $24 $24 $25 | $228
Annual Asset Depreciation $24 $20 $20 $21 $21 $21 $21 $21 $21 $21 | $210
Annual Maintenance and Repair Cost $26 $28 $30 $31 $34 $35 $37 $41 $45 $47 | $355
Annual Fuel Cost $15 $16 $17 $17 $18 $18 $19 $19 $20 $21 | $180
Annual Total Cost! $65 $65 $67 $69 $73 $74 $77 $81 $86 $89 | $745
Ending Fair Market Value of Assets $84 $85 $85 $85 $86 $86 $85 $83 $82 $83

Savings (Costs) Associated with Fleet Renewal (millions)

Cost Category/Year 1 2 3 4 5 6 7 8 9 10 | Total
Cumulative Savings from (Costs of) Fleet Renewal (59) | ($14) | (318) | (319) | ($19) | (319) | ($20) | ($21) | ($24) | ($25)
Increase (Decrease) in Value of Assets from Renewal $23 $41 $55 $64 $69 $71 $72 $80 $97 | $104
Net Annual Savings (Costs) from Fleet Renewal? $14 $28 $38 $44 $51 $52 $52 $60 $73 $78
NPV Savings (Costs) from Fleet Renewal? $41
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Status Quo Scenario - First 10 Years and Beyond
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Paull Lauria
Mercury Associates, Inc.
16051 Comprint Circle
Gaithersburg, MD 20877

301 519 0535

plauria@mercury-assec-com
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