MEETING THE FLEET FUEL
Cost CHALLENGE
STRATEGIES FOR SUCCESS

BY Joe McDonaLD

Fleet managers across the country saw a signilicant rise
in fuel prices throughour 2005, Although the rarger is one
thar keeps moving, and with prices seesawing in fairly short
timeframes, its clear that the recent trend has been
ppwards, In the WS, for example, while prices have
drapped from the high levels reached in the third quarter of
20038, the range is still 10 percent higher than a vear carli-
er. And even if prices continue on a downward path for
somme time, the question of what can be done ro mose effec-
tively manage fuel costs is one for which tleet managers
want the optimal answer,

Fleer indusery experts estimate that fuel can account for
as much as 25 percent of total fleet costs, As a result, there
is an increasing focus on identifying and exceuring serare-
vies for effecrively managing business fleer fuel costs.
Approaches can include:
® Fosuring thar vehicle sclection is most appropriare for

the intended vehicle use
B Encouraging efficient driving pracrices
B lmplementing fuel management programs that enable

fraud detecrion and monitoring premium fuel purchases
® Fuel purchase hedging

Examming cach of these straregies and their associared
rrade-offs can provide a conerere return on the nme invese-
ed in the form of creating an optimal fuel management
strateey for the business fect.

Vehiele Seleerion

Since every extra mile per gallon (mpe) means fuel sav-
ings, appropriate vehicle choice can deliver substantial sav-
ings ro the borrom line. For example, if a 1,000-vehicle fleer
averaging 2,300 miles per month per vehicle increases from
24 o 24 mpe, the result can be savings of over $410,000
annually based on a fuel price of $2.30 per gallon.

Light trucks provide an example from another perspec-
rive. Half-ton pickups average 20-25 percent better fuel
mileage than 34 ton trucks. As a result, if loads can be
reduced enabling lighter trucks to be unlized, significant
savings can be realized. However, fleer managers must keep
in mind that heavy loading of lighter trucks will not only
result in addiconal fuel consumption, but also in higher
MAINTENANCE COSTS,

Savings can also be achieved by selecting sedans rather
than sport utility vehicles or crossovers and, within the
sedan class, downsizing from six-evlinder maodels to com-
pact four-cvlinder sedans.

Following is a chart illustraring fuel expenses for several
vehicle rypes, assuming 25,000 miles per vear and an aver-
age price per gallon of $2.50,
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“ Fleet industry experts estimate that fuel can account for
as much as 25 percent of total fleet costs.” /. vi.....u
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While ic's evident thar mpg should be seriously consid-
ered when evaluaring vehicle cost, fleer managers muse also
bear in mind other factors including appropriate vehicle
use, storagefeargo space requirements, company image,
driver perception, wherther the vehicle will be used ro trans-
port customers or prospects, and safety issues, If fleer vehi
cles are used by highly compensated sales representatives,
each peneraring over 1M in annual sales, then annual fuel
costs of $3,000 may nor be significant when weighed
against  such  factors  as  company  image and
customer/prospect perceprion. However, if the organizarion
has 1,000 sales representatives, resulting in annual fuel
costs of $3M, it may be necessary to make some adjust-
ments in vehicle selecrion ro improve the botrom line, Bur
be aware that moving to a smaller vehicle can engender
unwanted cultural change for drivers and the trade-offs of
such a move should be carefully considered throughour the
decision-making process,

Driving More Efficiently

Ar a basic level, driving more efficiently will wcou 1w
lower fuel costs for every driver. Practices to encourage
include:
B Avoiding rapid accelerarion and braking
# Avoiding speeding
# Avoiding excessive idling
8 Using cruise conrrol
® Using overdrive gears

Regular communication to drivers about these efficient
driving practices can contribute to overall fleer fuel savings.

Fuel Management Programs

The trade-offs in time and resources required to imple-
ment and enforce fuel cosr savings seraregies should always
be considered. However, the benefits of an effective fuel
management program almost always outweigh any time or
resource investment. For example, a fuel management pro-
gram is a useful tonl for cost savings strategies that involve
traud protection or monitoring premium fuel purchases. In
addition, the administration and reporting provided by a
fuel management program significantly reduce the fleet
manager’s time commitment for realizing the benefits of
such strategics. Finally, a managed fuel policy, complere
with resricted fuel cards and proactive purchase monitor-
ing, tends to deter drivers from fraudulent fuel purchases
and premium fuel use.

Closely Managing Fraud

Fraud is an arvea where the potential for savings is depen-
dent on drivers' currene behavior, If there is lirde corrent
fraudulent acriviry, the opportunity for savings is necessar-
ily minimal. However, it's clear that monitoring fraud is a

“must be done™ action item and there are several roals thar

will prove useful to every Heet manager who is considering
or reviewing a fraud derecrion program.

A policy manual thar clearly specifies the condinons for
fuel card usage is the initial fraud deterrent. Points to cover
in the manual include rental car fueling procedures, enter-
ing accurate mileage, purchase of the appropriate grade of
fuel and consequences for non-compliance.

In addition, a fuel management program provides the
maonitaring rhar is key ro derecring and eliminaring fraud, Ir
includes monitoring acrivities through PIN usage, card lim
its, reports that identify multiple same-day transactions,
high dollar rransacrion repores and rransacrion audirs,

Astomating Preminum Fuel Purchase Monitoring

While the initial perceprion is typically that monitoring
premium fuel purchases is an area with huge savings poten-
tial, the practical realities often result in a different sce
nario. The average price difference between regular unlead-
ed and premium fuel is typically abour 5.09 per gallon and
premium fuel purchases typically run abour 10 percent of
total flect fuel purchases. Given those figures, the adminis-
trarive time needed ro stop all premium fuel usage waould
tend to offser most, if not all, of the potential savings. This
is especially true if there is no fuel management program in
place.

With such a program, fleet managers can take a far more
strategic—and wsually more effective approach. They can,
for example, generare a premium fuel vsage report each
quarter that identifies drivers responsible for the top 80
percent of premium fuel purchases and, based on the
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“ The henefits that can be delivered hv a formal fuel manaaement
program are worth consideration hy virtually every fleet manager
engaged in the hattie to lower fleet fuel costs.”

report, can send e-mails to repeat offenders and their man
agers reminding them that purchasing premium: fuel s
against fleer policy. These messages can be further rein-
torced with documentation explaining that premium fuel 15
not necessary tor proper vehicle eare. In this way, fleet
managers can reduce or eliminare policy non-compliance
among those individuals costing the company the most in
premium fuel purchases without expending excessive time
and resources.

Additional Benefits
Premiom fuel monitoring and fraud detection are two

kev deliverables of a fuel management program. Addition-

al benefits include:

® Easy aceess to datafacnionable repore

® Inregrarion of fuel managemenr dara wirth other tieer
costs (e.g., maintenance, collision and rental charges)

® Scamless payment mechanism

® Inregration with orher fleer systems thar enables automa-
tion of certain key processes such as automatic fuel card
issuance when a new vehicle is ordered
Tor effectively leverage these benefits, the fleer manager

must fully understand how to use the information delivered

by a fucl management program. Recommended practices
include:

w Fully utilizing data provided by fuel card vendors, which
includes detailed information on the retailer, the brand
and grade of fucl, number of gallons purchased, cost per
gallon, total cost and odometer reading. Data from these
cards can also identify and categorize non-fuel purchases
such as food, vil and car washes.

B Using some tvpe of regional fuel comparnson report to
recognize good driver behavior in locations where expen-
ditures are below average

B ldentifying surplus or underutilized vehicles throogh a
fuel usage reporr

Hedging
As fuel prices soared throughouor 2003, hedging fuel pur-

chases became a rechnique that gained wide visibility

throuzhout the national business media. Hedgzing is actual

Iy a form of risk manage-
ment. A fleet manager pays
for the assurance of consis-
tent pricing by buving con-
tracts to purchase fuel ar
ser prices in the furore,
This strategy may be
appropriate for fleers with
strict budpering  parame-
ters where a steady price is
more important than the
lowest price. For those

foe MeDonald

focused on cost savings,

however, hedging is a los-

ing proposition if prices

trend downwards as they did from the third quarter of
2005 to year-end, so it should realistically be viewed as a
fuel purchase savings gamble.

Making the Right Choice

There are multiple viable strategies for managing fuel
expense. Factors such as driver behavion, fleer composition,
availahle resources among the fleer office staff and the
overall nature of the business must all be weighed in deter-
mining optimal fuel management strategies for cach orga-
nization. The benefits that can be delivered by a formal Fuel
management program are worth consideration by virtually
every fleer manager engaged in the battle to lower fleer fuel

costs, TIg

Ed. - Joe McDanald is director of aceount sanagenient at
Wiheels, Inc. and directs afl aceouwnt management initiatives.
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