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Executive Summary

In accordance with the City Auditor’s 2003-04 Audit
Workplan, we have audited the utilization of metered
equipment and the replacement process of the Fleet
Management Division (FMD) of the General Services
Department (GSD). We conducted this audit in accordance
with generally accepted government auditing standards and
limited our work to those areas specified in the Scope and
Methodology section of this report.

Finding |

By Using Its Metered Equipment More
Efficiently, The City Can Potentially
Realize About $3.5 Million In Economic
Benefit

As of June 2003, the City of San José had 265 pieces of
metered equipment that are oftentimes very expensive to
purchase, operate, and maintain. However, we found that the
City is not using its metered equipment in the most cost-
effective manner possible. We based our conclusion on the
following:

e The City does not have utilization standards to manage
the efficient use of its metered equipment;

e Most of the City’s metered equipment is severely
underutilized;

e The City does not conduct utilization assessments to
identify low-use equipment that could be considered for
retirement, reassignment, or added to an equipment
pool; and

e The City’s practice is to provide departments with their
own piece(s) of metered equipment rather than pooling.

As a result, the City 1) maintains an oversized fleet of
underutilized metered equipment; 2) incurs excessive costs to
maintain and operate the City’s metered equipment fleet; and
3) has not promoted the efficient use of City resources. In our
opinion, the City Manager should designate the Fleet
Management Division (FMD) of the General Services
Department as the City entity that has the authority and
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responsibility to administer the City’s fleet of metered
equipment. In addition, the FMD, in conjunction with the City
Manager’s Office and other City departments, should develop
appropriate management controls for identifying and removing
unnecessary metered equipment from the City’s fleet. By so
doing, we estimate that the City can potentially reduce its
metered equipment inventory by as many as 107 units and
realize about $3.5 million in economic benefit. Of this $3.5
million in economic benefit, $2.8 million could be realized over
the next two years and the remaining $.7 million could be
realized over the next 3 to 13 years.

RECOMMENDATIONS
We recommend that the City Manager:

Recommendation #1 Officially designate the Fleet Management Division as the
City entity that has the authority and responsibility to
administer the City’s fleet of metered equipment.
(Priority 2)

We also recommend the Fleet Management Division:

Recommendation #2 Develop and consistently implement cost-effective
utilization standards for the City’s fleet of metered
equipment. (Priority 2)

Recommendation #3 Ensure the City has complete and current utilization
information for all of the equipment in its inventory.
(Priority 2)

Recommendation #4 Conduct frequent utilization assessments to identify

equipment for retirement, redeployment, or inclusion into
an equipment pool. (Priority 2)

Recommendation #5 Develop a proposal to establish and operate a City pool of
metered equipment. (Priority 2)

Recommendation #6 Establish an equipment pool to address the needs of the
City’s low-use equipment and develop a formal policy for
using and maintaining such a pool. (Priority 2)



Executive Summary

Recommendation #7

We also recommend the Fleet Management Division:

In conjunction with the City Manager's Office and City
departments analyze the City’s fleet of metered equipment
to determine the optimal cost-effective fleet size.

(Priority 2)

Finding I

The Environmental Services
Department’s Water Pollution Control
Plant Appears To Have An Excessive
Number Of Scooters

As of June 2003, the City of San José had 120 scooters in its
fleet, of which the vast majority is located at the Environmental
Services Department (ESD) Water Pollution Control Plant
(WPCP). Our analysis of the scooters and other vehicles at the
WPCP indicates that the WPCP has more scooters than
necessary. We based our findings on the following:

e The WPCP’s scooter utilization is lower than the
minimum use standards used for similar metered
equipment and

e When compared to similar treatment plants, the WPCP
had a third more scooters and other vehicles per
employee.

In order to more effectively manage the WPCP scooter fleet,
the FMD should determine an appropriate utilization level and
adjust the WPCP fleet size accordingly. The FMD should also
install hour meters on those pieces of equipment at the WPCP
without meters and track utilization.

RECOMMENDATION

Recommendation #8

We recommend that the Fleet Management Division:

Review the number of scooters and other vehicles at the
Water Pollution Control Plant for possible reductions and
consolidation and install hour meters on those pieces of
equipment without meters and track utilization.

(Priority 2)
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Finding 111

The Fleet Management Division Needs
To Develop Appropriate And Effective
Equipment Replacement Policies And
Procedures For Metered Equipment

The FMD is responsible for ensuring cost-effective equipment
replacement practices. To ensure that the City of San José’s
(City) resources are efficiently used, the FMD should replace
City equipment using consistent and appropriate criteria.
However, we found that the FMD has not developed or
implemented a consistent metered equipment replacement
policy. In addition, the FMD does not generally perform
mechanical assessments on metered equipment that is being
considered for replacement.

As a result, the City has accumulated an aged and costly
metered equipment fleet. In our opinion, the FMD should
develop and implement an appropriate Citywide metered
equipment replacement policy. By so doing, the FMD will help
ensure that the City has the right number, type, and age of
metered equipment.

RECOMMENDATIONS

Recommendation #9

Recommendation #10

We recommend that the Fleet Management Division:

Include metered equipment, regardless of funding source,
in its current efforts to develop and consistently implement
a cost-effective replacement policy for transport vehicles,
which incorporates repair costs and a minimum useful life.
(Priority 2)

Consistently follow its own prescribed procedure to conduct
a written comprehensive mechanical assessment on all
equipment considered for replacement. (Priority 2)



Introduction

In accordance with the City Auditor’s 2003-04 Audit
Workplan, we have audited the utilization of metered
equipment and the replacement process of the Fleet
Management Division (FMD) of the General Services
Department (GSD). We conducted this audit in accordance
with generally accepted government auditing standards and
limited our work to those areas specified in the Scope and
Methodology section of this report.

The City Auditor’s Office thanks the GSD, Budget Office, and
department staff who gave their time, information, insight, and
cooperation during the audit process.

Background

The FMD is responsible for managing the City’s fleets. The
FMD provides acquisition, maintenance, and repair services for
vehicles and equipment used in the general fleet, special funded
fleet, and the San José Police Department (SJPD) and San José
Fire Department (SJFD). The general fleet refers to the City of
San José (City) vehicles and equipment that the General Fund
supports, excluding emergency vehicles such as SJPD vehicles
and SJFD fire apparatus.

In February 2003, the City Auditor completed the first report
relating to vehicle replacements entitled, “An Audit of the Fleet
Management Division of the General Services Department’s
Vehicle Replacement Program.” In this report, we identified
significant savings associated with reductions in vehicle
purchases, weaknesses in the administration, and problems with
the City’s vehicle additions process. As a result of our
findings, we identified over $30 million in actual and potential
savings from reduced vehicle purchases and available Fund 552
balances for 2001-02 through 2004-05.

This report is the City Auditor’s second report on the FMD and
is on metered equipment. The City Auditor’s Office will issue
additional reports on the utilization and replacement of
transport vehicles and heavy trucks in the near future. Metered
equipment differs from other types of equipment in that its use
is tracked in hourly increments as opposed to miles. Hourly
measures are more appropriate for metered equipment because
its use tends to be stationary instead of being driven on roads.
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Thus, metered equipment captures usage information any time
the engine is switched on. Common types of metered
equipment include mowers, forklifts, and loaders as shown
below.

=| N ¥ L
iGrader

Metered equipment serves a variety of uses throughout the
City. For example, the street repair crews at the Department of
Transportation (DOT) use both loaders and rollers to repair
damaged roads. The Environmental Services Department
(ESD) uses loaders and bulldozers at the Water Pollution
Control Plant (WPCP) to maintain the effluent ponds. The
Parks, Recreation, and Neighborhood Services Department
(PRNS) uses mowers and tractors to manage and maintain our
local parks.

Audit Objective,
Scope, And
Methodology

Our audit objective was to evaluate the use of metered
equipment and the effectiveness of the FMD’s equipment
replacement process. More specifically, we 1) reviewed the
FMD database and auction sales information, 2) analyzed
equipment utilization rates, and 3) compared the data collected
to that of other like organizations and jurisdictions. The scope
of our audit included analyzing utilization and replacement
information from 1998 through 2003.

During our audit, we used the FMD’s equipment database and
also contacted the user departments to gather and document all
relevant equipment information. In addition, we selected a

1 «|_oaders” includes both loaders and backhoes.
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sample group of equipment to physically inspect and observe in
actual operation. During these visits, we also gathered
utilization data and documented which equipment had metering
devices and which did not. We gathered data for the equipment
that had meters and updated our equipment database
accordingly. By so doing, we were able to analyze the latest
and most accurate equipment information available.

In June 2002, the FMD upgraded its database software to a
Windows-based program called Fleet Anywhere. Given the
newness of the database, we determined that the GSD required
additional time to establish the system before we could perform
testing on the adequacy of controls over data entry, including
passwords, approvals, and database access.

Major
Accomplishments
Related To This
Program

In Appendix B, the Director of General Services informs us of
the Fleet Management Division’s recent accomplishments.
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By Using Its Metered Equipment More
Efficiently, The City Can Potentially
Realize About $3.5 Million In Economic
Benefit

As of June 2003, the City of San José had 265 pieces of
metered equipment that are oftentimes very expensive to
purchase, operate, and maintain. However, we found that the
City is not using its metered equipment in the most cost-
effective manner possible. We based our conclusion on the
following:

e The City does not have utilization standards to manage
the efficient use of its metered equipment;

e Most of the City’s metered equipment is severely
underutilized;

e The City does not conduct utilization assessments to
identify low-use equipment that could be considered for
retirement, reassignment, or added to an equipment
pool; and

e The City’s practice is to provide departments with their
own piece(s) of metered equipment rather than pooling.

As a result, the City 1) maintains an oversized fleet of
underutilized metered equipment; 2) incurs excessive costs to
maintain and operate the City’s metered equipment fleet; and
3) has not promoted the efficient use of City resources. In our
opinion, the City Manager should designate the Fleet
Management Division (FMD) of the General Services
Department as the City entity that has the authority and
responsibility to administer the City’s fleet of metered
equipment. In addition, the FMD, in conjunction with the City
Manager’s Office and other City departments, should develop
appropriate management controls for identifying and removing
unnecessary metered equipment from the City’s fleet. By so
doing, we estimate that the City can potentially reduce its
metered equipment inventory by as many as 107 units and
realize about $3.5 million in economic benefit. Of this $3.5
million in economic benefit, $2.8 million could be realized over
the next two years and the remaining $.7 million could be
realized over the next 3 to 13 years.
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The City Has 265
Pieces Of Metered
Equipment

Exhibit 1

As of June 2003, the City of San José had 265 pieces of
metered equipment. The equipment was grouped into
equipment types by using the FMD’s assigned class codes as
shown in Exhibit 1.

Number And Type Of City Metered Equipment As
Of June 30, 2003

Number Of

Equipment Type Equipment
Road Graders 2
Dozers 4
Rollers 9
Sweepers-PKL/Lawn 10
Forklifts 25
Tractors 28
Mowers 33
Loaders 34
Scooters 120
Total 265

Many pieces of equipment are very expensive to purchase,
operate, and maintain. For example, some loaders cost over
$300,000 to purchase and average thousands of dollars in
maintenance cost per year. Accordingly, the City must
establish policies and procedures that insure that the purchase
of such equipment is the most cost-effective option.

The City Does Not
Have Utilization
Standards To
Manage The
Efficient Use Of Its
Metered
Equipment

Utilization standards are necessary to help determine the need
to add, replace, or remove equipment from a fleet. However,
the City has not developed or implemented utilization standards
to help manage the City’s fleet of metered equipment. Without
utilization standards there can be no assurance that City
equipment is used efficiently.

In 2001, the FMD hired a consultant to assist them in
developing utilization standards and an appropriate replacement
schedule. Although the consultant was unable to produce cost-
effective minimum utilization standards, he suggested using as
a starting point the “non cost-effective” minimum utilization
standards shown in Exhibit 2.
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Exhibit 2

Exhibit 3

100%—
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40%—

20%—

0%~

Consultant’s Recommended Minimum Use
Standards For Metered Equipment

Annual Minimum
Equipment Use Standards
Dozer 360 Hours
Forklift 240 Hours
Grader 360 Hours
Loader 360 Hours

To satisfy the levels of utilization shown in Exhibit 2,
equipment would only need to be used on average 20 to 30
hours per month.

Although the consultant did not provide specific use levels for
all types of City equipment, we applied the 360 hours per year
standard to equipment that appeared to be used the most, and
the 240 hours per year standard to equipment that appeared to
serve a more limited function. Specifically, in addition to the
consultant’s recommended standards, we applied the 360 hours
per year standard to tractors and the lesser 240 hours per year
standard to rollers, mowers, scooters, and sweepers.

Summary Of The Percentage Of Metered
Equipment Used Less Than 360 Or 240 Hours Per
Year

Rollers
Sweepers
Forklifts
Tractors
Loaders
Mowers
Dozers

Road Graders
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Exhibit 3 is a summary of the percent of the City’s metered
equipment that was used less than 360 or 240 hours per year.
As shown above, most of the City’s metered equipment was
used less than the 360 or 240 hours per year standard. We
should note that 100% of the City’s rollers, road graders, and
sweepers are used less than the minimum utilization standards.

In our opinion, the lack of utilization standards hinders the
City’s ability to effectively manage its metered equipment fleet.

Most Of The City’s
Metered
Equipment Is
Severely
Underutilized

Prior to analyzing the utilization of the City’s metered
equipment fleet, we benchmarked several private industry
sources and documented how they used their equipment. When
considering whether or not to purchase a new piece of
equipment, private industry determines what the appropriate
usage level must be in order to justify purchasing the
equipment. By first determining what the appropriate use level
is, the purchaser can ensure that the acquisition of a piece of
equipment constitutes the most cost-effective means of meeting
the fleet’s needs before the acquisition occurs. Additionally,
the fleet managers will be less likely to acquire equipment
needlessly if they are able to identify at what point purchasing a
piece of equipment is more economical than other options such
as pooling or leasing equipment.

Exhibit 4 is a comparison of the City’s average annual usage of
several types of metered equipment to both the consultant’s
suggested minimum annual usage and private industry annual
average usage.
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Exhibit 4 Comparison Of The City’s Average Annual Usage
Of Selected Metered Equipment To The
Consultant’s Suggested Minimum Annual Usage
And Private Industry Annual Average Usage

700+

Dozer Forklift Grader Loader/Backhoe

‘ @ City Average B Consultant Standard B Industry Data ‘

As shown above, with the exception of dozers, the City’s
average annual usage is far below the consultant’s suggested
minimum annual usage standard and private industry’s annual
average usage.

We also compared the City’s annual usage of loaders to the
California cities of San Diego, Los Angeles, and Sacramento,
as well as Tucson, Arizona. We compared loaders’ usage
because they are common pieces of equipment in city fleets.
Once again, we found that all of the 4 cities we surveyed for
comparison purposes used their loaders more per year than
San José and 3 of these 4 cities used their loaders more than
twice as much per year as shown in Exhibit 5.
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Exhibit 5 Comparison Of The City Of San José’s Average
Annual Usage Of Loaders To Other Like Cities

500

450~

San José San Diego Los Angeles Tucson Sacramento

We also found that all of the City departments with metered
equipment are underutilizing their metered equipment. For
example, the Parks, Recreation, and Neighborhood Services
Department (PRNS) used a 1997 loader an average of only 19
hours per year (about 1.6 hours per month). The Environmental
Services Department (ESD) used a 1994 forklift an average of
only 46 hours per year (about 2.8 hours per month). The
Airport used a 2001 tractor an average of only 66 hours per
year (about 5.5 hours per month). To better quantify the
severity of the City’s metered equipment underutilization, we
calculated the average annual use for the equipment that we
identified as falling below minimum use standards. Exhibit 6
summarizes those instances where City departments are using
metered equipment less than the minimum annual hourly use
standard.
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Exhibit 6 Summary Of Those Instances Where City
Departments Are Using Metered Equipment Less
Than The Minimum Annual Hourly Use Standard

Average Annual Hourly Percentage Below
Minimum Use For Equipment The Minimum
Annual Hourly Used Below The Annual Hourly Use
Type Of Equipment | Use Standard | Minimum Use Standard Standard
Rollers 240 160 33%
Forklifts 240 99 59%
Mowers 240 126 47%
Sweepers-PKL/Lawn 240 68 71%
Road Graders 360 202 44%
Dozers 360 264 27%
Tractors 360 85 76%
Loaders/Backhoes 360 136 62%

As shown above, in those instances where City departments are
using metered equipment less than the minimum annual hourly
standard, they are significantly below that standard. For
example, departments were using 15 of the 34 loaders and 14 of
the 28 tractors less than 100 hours per year (8 hours per month).

When we met with the departments to discuss their
underutilization of metered equipment, they conceded that the
fleet had grown and was underutilized in part because they did
not feel that the FMD could fully meet their needs. By having
their own fleets of metered equipment, departments have been
self-managing their individual equipment needs. This strategy
has led to an oversized and costly fleet of metered equipment
which lacks the structure and controls needed to run a cost-
effective and efficient equipment fleet.

The City departments and the FMD acknowledge that having
each department self-manage its metered equipment fleet can
lead to fleet management problems such as excessive
equipment and underutilization. However, according to the
FMD, it does not have the authority to establish and implement
cost-effective utilization standards for the City’s metered
equipment.

11
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We recommend the City Manager:

Recommendation #1:

Officially designate the Fleet Management Division as the
City entity that has the authority and responsibility to
administer the City’s fleet of metered equipment.
(Priority 2)

We also recommend the Fleet Management Division:

Recommendation #2

Develop and consistently implement cost-effective
utilization standards for the City’s fleet of metered
equipment. (Priority 2)

The City Does Not
Conduct Utilization
Assessments To
Identify Low-Use
Equipment That
Could Be
Considered For
Retirement,
Reassignment, Or
Added To An
Equipment Pool

12

Utilization assessments are an important tool for effective fleet
management. When performed properly, a utilization
assessment can create an accurate snapshot of the state of the
equipment fleet. In addition, a utilization assessment may
identify opportunities to streamline the size and composition of
the fleet through equipment reductions, reassignments, and
increased sharing of equipment. A utilization assessment
should address

e The frequency and purpose of equipment use;
e The age and condition of the existing fleet; and

e Possible alternatives to current equipment assignments.

According to the Manual of California City and County Best
Fleet Management Practices and Performance Measures,
utilization data should be monitored through exception
reporting and the results should be reported to the departments.
An annual summary with recommendations should be
performed during the budgetary process and coordinated with
City budget analysts. However, the FMD has not conducted
utilization assessments to identify equipment whose retention is
questionable.

During our analysis, we identified several pieces of equipment
in the City’s inventory that had substantial decreases in
utilization. For example, the GSD has used a rotary mower an
average of 351 hours per year during its 16 years in service.
However, during the last four years, the GSD has used the
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mower an average of only 81 hours per year. The ESD has
used a loader an average of 537 hours per year during its 17.5
years in service. However, during the last two years, the ESD
has used the loader an average of only 199 hours per year. The
Airport has used a tractor an average of 288 hours per year
during its 18.4 years in service. However, over the last four
years, the Airport has used the tractor an average of only 14
hours per year.

We also identified several examples of equipment with low
utilization and higher cost. For example, the Department of
Transportation (DOT) has a loader with a replacement cost in
excess of $300,000 that it used on average only 120 hours per
year (about 10 hours per month) over the past 3 years. During
the same time period this loader also incurred over $35,000 in
repairs and maintenance. The GSD has a forklift with an
estimated replacement cost of $37,000 they used only 1 hour
during a 2-year period. However, this forklift also incurred
over $4,700 in repair and maintenance costs during the same
period. This forklift effectively cost the City $4,700 for 1 hour
of use, not including depreciation costs for 2 years. The DOT
also has a lawn mower that has an estimated replacement cost
of $11,000 that was used less than 6 hours over the past 2 years.
However, this mower still incurred over $1,000 in repairs and
preventative maintenance over the same period.

In our opinion, the FMD should identify equipment that is not
meeting minimum utilization standards for possible
reassignment or retirement.

We recommend that the Fleet Management Division:

Recommendation #3

Ensure the City has complete and current utilization
information for all of the equipment in its inventory.
(Priority 2)

Recommendation #4

Conduct frequent utilization assessments to identify
equipment for retirement, redeployment, or inclusion into
an equipment pool. (Priority 2)

13
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The City’s Practice
Is To Provide
Departments With
Their Own Piece(s)
Of Metered
Equipment Rather
Than Pooling

Pooling is the shared use of a vehicle or equipment by multiple
individuals or departments. Fleet management may use pooling
as a tool to maximize utilization and insure efficient use.
However, the FMD pool does not contain any metered
equipment. Instead, the FMD assigns all metered equipment to
individual departments and programs. The FMD also allows
departments to manage the use of their equipment and merely
encourages departments to share their metered equipment.

In the June 2003 Budget Message, the Mayor directed the
Manager to “...work with the City Auditor to develop a
strategy for all City departments owning these vehicles to share
the cost of purchasing and maintaining this equipment.”

Establishing a centrally-controlled metered equipment pool
would reduce the number of pieces of metered equipment and
improve metered equipment utilization levels. Since many City
departments use the same type of metered equipment, pooling
such equipment would also allow the City to leverage funding
from multiple funds including the General Fund, as well as the
Airport, Treatment Plant Operating, and Water Utility funds.
The FMD can establish a metered equipment pool because
many of the City departments that use the same equipment are
located at the same facilities. In addition, departments can
transport most of the City’s metered equipment throughout the
City on trailers as shown in the images below.

14
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When we presented City departments with the idea of pooling
metered equipment, some departments expressed concerns over
the FMD’s ability to appropriately manage a large City pool.
These departments were concerned that an FMD-managed
metered equipment pool would not provide equipment in a
timely manner. However, running an effective pool is not the
sole responsibility of the FMD. In order for a City pool to be
successful, it will require the support and assistance of the City
Manager’s Office, the FMD, and all departments that use
metered equipment. The FMD will need to evaluate the
programmatic needs of City departments and establish a
metered equipment pool to meet those needs. In addition,
departments will have to coordinate and plan their work
schedules to facilitate the use of a City pool. According to the
FMD, establishing a City pool of metered equipment will
present many challenges. For example, the FMD will have to
win the confidence of the City departments that a pool of
metered equipment will be able to meet their needs during
critical or time-sensitive periods. In addition, the FMD will
need to identify any additional resources it may need to manage
a metered equipment pool. However, we believe having an
available pool of metered equipment is critical for the efficient
management of the City’s metered equipment fleet.

Other government jurisdictions also support and advocate the
use of equipment pools. The United States Department of the
Interior Bureau of Land Management (BLM) advises that,
whenever possible, local fleets should be pooled to ensure the
maximum use of the fleet. According to the Manual of
California City and County Best Fleet Management Practices
and Performance Measures, a centralized motor pool should be
used “...to minimize the size of the fleet and the number of
permanent assignments in the fleet...” They also promote
pooling equipment across departments and agencies in a
municipal organization. Fleet managers may even contract for
pool units with rental equipment firms for vehicles and
equipment that are used infrequently, or for back-up units.

The FMD’s own consultant recommended in February 2002
“...that the use of vehicle and equipment pools be expanded
and that a formal policy and procedures be implemented for
customer departments...” However, as of September 2003, the
FMD has not produced any policies or procedures to promote
metered equipment pools.
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In addition, because the FMD does not pool metered equipment
it has had to rent metered equipment, even though similar
equipment is available within the City’s currently underutilized
fleet. For example, the City owns 34 loaders, of which 86% are
used less than the consultant’s non cost-effective utilization
standard of 360 hours of use per year. Of the 34 loaders,
departments use 5 of them on average less than 20 hours per
year. Nonetheless, between July and December 2002, the City
rented loaders from Hertz on 13 separate occasions to
accommodate the City’s limited use needs.

We recommend that the Fleet Management Division:

Recommendation #5

Develop a proposal to establish and operate a City pool of
metered equipment. (Priority 2)

Recommendation #6

Establish an equipment pool to address the needs of the
City’s low-use equipment and develop a formal policy for
using and maintaining such a pool. (Priority 2)

The City Can
Reduce Its Metered
Equipment By As
Many As 107 Units

16

The City’s metered equipment fleet has become unnecessarily
expensive and is larger than needed. In an effort to address
some of the problems presented in this audit, we analyzed the
fleet to identify underutilized and costly equipment that could
potentially be removed from service. We targeted the oldest
and most costly equipment for retirement consideration. In our
opinion, the City can potentially retire 107 pieces of metered
equipment. Doing so would allow the City to avoid
replacement costs in excess of $3 million. Additionally, by
retiring this equipment, the City could potentially avoid over
$220,000 in annual maintenance costs and receive over
$250,000 in auction revenue. In total, the City could
potentially realize about $3.5 million in economic benefit by
removing 107 pieces of aged, costly, and underutilized metered
equipment as detailed in Exhibit 7.
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Exhibit 7 Estimated Potential Economic Benefit From Retiring
Underutilized And Costly Metered Equipment
Avoided Estimated

Number Of Annual Avoided Estimated

Equipment Maintenance Replacement Auction
Description To Remove Cost Cost Revenue Total Savings
Graders 1 $5,012 $207,600 $1,270 $213,883
Rollers 3 $10,035 $171,032 $12,394 $193,461
Mowers 5 $15,722 $119,914 $6,688 $142,324
Sweepers 7 $8,042 $184,975 $24,121 $217,138
Forklifts 10 $30,951 $374,428 $7,673 $413,051
Tractors 17 $48,531 $400,658 $86,243 $535,432
Loaders 19 $64,305 $1,144,663 $106,967 $1,315,935
Scooters 45 $39,733 $435,960 $9,260 $484,953
Total 107 $222,330 $3,039,231 $254,616 $3,516,176

*Figures are rounded to the nearest dollar.

We should note that of the metered equipment we identified for
retirement, 76% have met or will meet in the next 2 years, the
FMD’s replacement guideline of 15 years in service. The
remaining pieces of metered equipment will meet the 15-year
guideline over the next 3 to 13 years. This subject is discussed
in greater detail in Finding 111 of this report.

In order to arrive at our estimated potential economic benefit in
Exhibit 7, we calculated the age, average yearly maintenance
cost, and the average yearly use for all metered equipment we
identified. We used this information to form a list of the oldest
and costliest equipment in the City’s fleet which could be
considered for retirement. Our next step was to determine the
City’s total hourly needs per equipment type. This was
accomplished by adding the average yearly use for all
equipment within an equipment type. The sum of the average
yearly use produced the total City need in terms of total fleet
hours. We divided the total hours by the minimum use
standards shown in Exhibit 6. Doing so, gave us an estimated
equipment need assuming all equipment retained is used at the
minimum use standard. The difference between the current
City fleet use and our estimated fleet need provided us with an
estimated number of equipment to remove from service as

shown in Exhibit 7.

However, we must note that we did take care in trying to adjust
for City needs that could require the purchase and retention of
unique pieces of equipment such as stripers, chippers, and
dozers. In addition, we recognized the fact that some
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equipment such as forklifts, does not easily lend itself to
frequent transfer from place to place, and we thus allowed for
the retention of at least one piece of equipment per location.

Our last step was to calculate the potential economic benefit
that would be produced if the number of unnecessary
equipment we identified was removed from service. Our
avoided annual maintenance cost was a summation of the
annual maintenance cost of the equipment we identified as
potential retirements. To calculate the estimated avoided
replacement costs, we used a combination of recent purchase
values adjusted for inflation, and the FMD’s estimated
replacement values. Lastly, we calculated the estimated auction
revenue by taking the estimated replacement value and
depreciating it 20 percent per year over its time in service. In
our opinion, our estimate of the potential economic benefit
from retiring underutilized and costly metered equipment is
conservative.

In addition to reducing the overall cost of the metered
equipment fleet, retiring the 107 pieces of metered equipment
would also significantly reduce the average age of the fleet as
shown in Exhibit 8.

Exhibit 8 Estimated Fleet Age Reduction By Retiring
Underutilized And Costly Metered Equipment

Current Average Average Age Average

Average Number Of Age Of After Age
Equipment Age Of Recommended | Equipment | Recommended Percent

Type The Fleet Retirements Retired Retirements Reduction

Graders 21 1 24 19 13%
Rollers 9 3 16 5 41%
Mowers 6 5 14 5 24%
Sweepers 10 7 12 5 44%
Forklifts 16 10 22 12 24%
Tractors 10 17 13 6 43%
Loaders 11 19 15 6 45%
Scooters 12 45 16 7 39%

Retiring the 107 aforementioned pieces of equipment would
result in the City retiring the oldest and most costly
underutilized metered equipment. However, the FMD should
analyze the City’s fleet of metered equipment to determine the
optimal cost-effective fleet size.
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Accordingly, we recommend that the Fleet Management
Division:

Recommendation #7

In conjunction with the City Manager's Office and City
departments analyze the City’s fleet of metered equipment
to determine the optimal cost-effective fleet size.

(Priority 2)

CONCLUSION

The City’s metered equipment is significantly underutilized. In
our opinion, the City Manager should designate the FMD as the
City entity that has the authority and responsibility to
administer the City’s fleet of metered equipment. In addition,
the FMD needs to establish written cost-effective utilization
standards for metered equipment and apply those standards to
identify opportunities to reduce the fleet and pool the remaining
pieces of equipment for Citywide use. Furthermore, the FMD
should analyze the City’s fleet and conduct frequent utilization
assessments to ensure that the City’s fleet continues to be
utilized effectively and efficiently. In order to accomplish these
changes, the FMD will need to make certain that its database
has complete and current information. This will ensure that the
City is using its costly metered equipment as economically and
efficiently as possible and could potentially produce about

$3.5 million in economic benefit for the City of which

$2.8 million could be realized over the next two years and the
remaining $.7 million could be realized over the next 3 to

13 years.

RECOMMENDATIONS

Recommendation #1

Recommendation #2

We recommend that the City Manager:

Officially designate the Fleet Management Division as the
City entity that has the authority and responsibility to
administer the City’s fleet of metered equipment.
(Priority 2)

We recommend that the Fleet Management Division:

Develop and consistently implement cost-effective
utilization standards for the City’s fleet of metered
equipment. (Priority 2)
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Recommendation #3

Recommendation #4

Recommendation #5

Recommendation #6

Recommendation #7

20

We recommend that the Fleet Management Division:

Ensure the City has complete and current utilization
information for all of the equipment in its inventory.
(Priority 2)

Conduct frequent utilization assessments to identify
equipment for retirement, redeployment, or inclusion into
an equipment pool. (Priority 2)

Develop a proposal to establish and operate a City pool of
metered equipment. (Priority 2)

Establish an equipment pool to address the needs of the
City’s low-use equipment and develop a formal policy for
using and maintaining such a pool. (Priority 2)

In conjunction with the City Manager's Office and City
departments analyze the City’s fleet of metered equipment
to determine the optimal cost-effective fleet size.

(Priority 2)



Finding I

The Environmental Services
Department’s Water Pollution Control
Plant Appears To Have An Excessive
Number Of Scooters

As of June 2003, the City of San José had 120 scooters in its
fleet, of which the vast majority is located at the Environmental
Services Department (ESD) Water Pollution Control Plant
(WPCP). Our analysis of the scooters and other vehicles at the
WPCP indicates that the WPCP has more scooters than
necessary. We based our findings on the following:

e The WPCP’s scooter utilization is lower than the
minimum use standards used for similar metered
equipment and

e When compared to similar treatment plants, the WPCP
had a third more scooters and other vehicles per
employee.

In order to more effectively manage the WPCP scooter fleet,
the FMD should determine an appropriate utilization level and
adjust the WPCP fleet size accordingly. The FMD should also
install hour meters on those pieces of equipment at the WPCP
without meters and track utilization.

The WPCP Has
The Vast Majority
Of The City’s
Scooters

The WPCP has 94 (78%) of the City’s 120 scooters. The image
below depicts typical scooters which are used to transport
employees throughout the WPCP.
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The WPCP’s As with all types of equipment, it is critical to have accurate
Scooter Utilization and up-to-date use information in order to appropriately

Is Lower Than The manage the City fleet. However, we found that of the 94
Minimum Use scooters located at the WPCP, 47 (50%) did not have the
Standards Used For metering devices necessary to track utilization. Furthermore, of
Similar Metered the 47 scooters that did have metering devices installed, 41
Equipment (87%) were utilized less than the minimum use standard of 240

hours per year. In fact, the average use for these 41 scooters
was only 90 hours per year.

We also compared the use of the WPCP scooters to the scooters
at the San Jose Airport. Like the WPCP, the Airport has 7
scooters that it uses to transport employees short distances to
and from their work areas. However, unlike the WPCP, the
Airport’s scooters accumulate on average over twice the
number of hours per year as the WPCP’s scooters as shown in
Exhibit 9.

Exhibit 9 Comparison Of Scooter Use At The WPCP To
San José Airport

Department Hours Per Year
South Bay, CA (WPCP) 128°
San José Airport 305

Appropriate utilization is critical for the efficient management
of a fleet. We found questionable utilization at the WPCP
which warrants further analysis. As with other equipment, the
City needs to establish cost-effective minimum utilization
standards to promote the efficient use of scooters.

When Compared The WPCP occupies about 170 acres and treats roughly 120

To Similar million gallons per day (MGD) of effluent. There are 145
Treatment Plants, employees at the WPCP that conduct technical work and are the
The WPCP Had A primary users of the scooters. The WPCP technical staff uses
Third More scooters primarily to transport themselves and their tools to and
Scooters And Other from their worksites. Scooter assignments for the WPCP
Vehicles Per operations personnel are distributed as shown in Exhibit 10.
Employee

2 We excluded two scooters because we concluded their meters may not be accurately recording their usage.
These two scooters had abnormally high usage. When we questioned ESD staff, they were unable to provide
a reason for the abnormally high use.
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Exhibit 10

Summary Of Scooter And Other Vehicle

Assignments At The WPCP For Plant Operations

Basis Of Scooter Assignment Total Number Of
Individual Scooters And
Pool Employees Other Vehicles
Plant Operations
Electric Shop 7 7
Instrumentation & HVAC 10 10
Maintenance 2 2
Mechanics 23 23
Operations 16 16
Paint Shop 8 8
Power and Air 7 7
Total Scooters 23 50 73
Sedans, Trucks And Vans 28
Total Scooters And Other
Vehicles 101

In addition to the scooters, WPCP operations personnel also

have 28 sedans, trucks and vans available for their use. In total,
the WPCP operations has 73 scooters and 28 sedans, trucks and
vans to transport its 145 employees. In addition, the WPCP
operations assign 50 of the 73 scooters to individual employees.
This means that only the designated employees assigned to
these 50 scooters can use them.

We compared the employee-to-vehicle ratio of the WPCP to
similar treatment plants in Seattle, Washington (WA); Fort
Worth Texas, (TX); Denver, Colorado (CO); and Los Angeles
County, California (CA). We selected these plants for
comparison because they shared similar critical qualities such
as size, capacity, ability to produce energy, and being a
recipient of the EPA National Operations and Maintenance
Excellence Award (OME) for large advanced plants as shown
in Exhibit 11.
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Exhibit 11

Commonalities Of The Chosen Treatment Plants
OME
Energy Award
Service Area Acres | MGD [ Producer Recipient

South Bay, CA (WPCP) 170 120 o4 M
Seattle, WA 95 115 [l O
Fort Worth, TX 136 166 | |
Denver, CO 200 150 O 4|
Los Angeles County, CA 215 350 M O

As shown in Exhibit 12 below, the WPCP has about .70

scooters and other vehicles per employee while the plants we
surveyed have from .44 to .47 scooters and other vehicles per
employee. In other words, the WPCP would have to reduce its

Exhibit 12

Scooters And Other Vehicles-To-Employee Ratio

complement of 73 scooters by 24 scooters to bring it in line
with the highest vehicle-to-employee ratio of the plants we

surveyed.

Comparison Of The WPCP’s Scooters And Other

Vehicles-To-Employee Ratio To Other Similar

Treatment Plants

South Bay, CA (WPCP) Seattle, WA

Fort Worth, TX

Denver, CO

Los Angeles County, CA

E Scooters And Other Vehicles




Finding Il

Exhibit 13

In addition to the 101 scooters and other vehicles, the WPCP
has assigned 21 scooters to non-operations personnel. Unlike
WPCP operations staff, which uses the scooters to transport
tools and equipment to and from worksites, non-operations
plant personnel use the scooters merely for transportation
purposes. The distribution of scooters for non-operations is
shown in Exhibit 13.

Summary Of Scooter Assignments To Non-

Operations
Total Number Of
Scooters Assigned
WPCP Non-Operations Groups To Non-Operations
ESD

Administration

Environmental Services Building (ESB)

GSD

Stores

= (k|00 |00

Training

Total 21

We also found that in addition to the scooters shown above,
many of the non-operations groups had other vehicles available
to them as well. This raises additional questions regarding their
need for scooters. For example, the administration group has
13 sedans and trucks to transport them within and outside the
plant. In addition, the Environmental Services Building (ESB)
has six scooters assigned to them even though most of the ESB
personnel have been moved from the WPCP to offices near
McCarthy Ranch. The only ESB personnel remaining at the
plant are located at the laboratory and conduct their work
primarily within the laboratory building. Therefore, laboratory
personnel now have no real need for scooters. Furthermore, as
shown above in Exhibit 13, GSD staff at the WPCP has 5
scooters and 6 trucks available to them, while the Stores group
has the use of one scooter and 3 trucks.

According to WPCP officials, the plant has a higher scooter and
other vehicles-to-employee ratio because it is a large advanced
plant. This advanced technology, which includes the ability to
produce energy, is staff intensive. Additionally, the WPCP
assigns the majority of its scooters to the plant’s technical staff.
The WPCP officials also believe that having a large fleet of
scooters is preferable to having a large fleet of trucks or sedans
because scooters are cheaper to purchase, less expensive to
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maintain, and are environmentally friendly. Finally, the ESD
noted that due to the potential of having to evacuate the plant
during chlorine- or sulfur-related emergencies, scooters were
necessary to get everyone to safety.

Although scooters may be less expensive to purchase and
maintain than full-size vehicles, having 94 scooters at the
WPCP appears to be excessive. As shown in Exhibit 12,
similar treatment plants are able to function with a third less
scooters and other vehicles-per-employee. Additionally,
technical staffs at these treatment plants share scooters and
other vehicles and sometimes these plants provide employees
with alternative modes of transportation, such as bicycles, to
travel the short distances between buildings. We also reviewed
the ESD’s current WPCP Emergency Response And
Evacuation Plan to determine the importance of scooters during
an evacuation. The plan states that, “Personnel should move to
evacuation assembly sites by means of electric carts and
bicycles or on foot. When it is necessary to use a motor-driven
vehicle, drive at the same rate as the electric carts.” Thus,
scooters are not the only means available to safely evacuate
WPCP personnel during an emergency.

We recommend that the Fleet Management Division:

Recommendation #8

Review the number of scooters and other vehicles at the
Water Pollution Control Plant for possible reductions and
consolidation and install hour meters on those pieces of
equipment without meters and track utilization.

(Priority 2)

CONCLUSION

26

When compared to similar treatment plants, the WPCP has a
third more scooters and other vehicles-per-employee. In our
opinion, the FMD needs to analyze and evaluate the scooters
and other vehicle needs of the WPCP and adjust the fleet
accordingly. In addition, the FMD should install hour meters
on those pieces of equipment at the WPCP without meters and
track utilization.
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RECOMMENDATION

Recommendation #8

We recommend that the Fleet Management Division:

Review the number of scooters and other vehicles at the
Water Pollution Control Plant for possible reductions and
consolidation and install hour meters on those pieces of
equipment without meters and track utilization.

(Priority 2)
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This Page Was Intentionally Left Blank
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The Fleet Management Division Needs
To Develop Appropriate And Effective
Equipment Replacement Policies And
Procedures For Metered Equipment

The FMD is responsible for ensuring cost-effective equipment
replacement practices. To ensure that the City of San José’s
(City) resources are efficiently used, the FMD should replace
City equipment using consistent and appropriate criteria.
However, we found that the FMD has not developed or
implemented a consistent metered equipment replacement
policy. In addition, the FMD does not generally perform
mechanical assessments on metered equipment that is being
considered for replacement.

As a result, the City has accumulated an aged and costly
metered equipment fleet. In our opinion, the FMD should
develop and implement an appropriate Citywide metered
equipment replacement policy. By so doing, the FMD will help
ensure that the City has the right number, type, and age of
metered equipment.

The FMD Has Not
Developed Or
Implemented A
Consistent Metered
Equipment
Replacement Policy

Cost-effective replacement standards are essential for efficient
fleet management. However, the FMD has not developed or
implemented a consistent replacement policy for metered
equipment. The FMD has a metered equipment replacement
guideline of 15 years in service. However, the FMD has not
followed this guideline consistently. This lack of an official
metered equipment replacement policy has resulted in 1) the
FMD assessing metered equipment replacements on a case-by-
case basis, 2) inconsistent equipment replacements, and 3) an
aged equipment fleet that is costly to maintain and operate.

According to FMD staff, prior to the vehicle purchasing freeze,
they developed the City’s replacement list by reviewing the
previous year’s vehicle replacement list to identify any vehicles
or equipment that had not been replaced. The FMD also added
to the replacement list vehicles and equipment that were
removed from service due to major mechanical failure or
accidents. The FMD then created a tentative replacement list
which it distributed to the user departments for input. The
departments reviewed the list and provided feedback to the
FMD. The FMD then ranked the vehicles and equipment,
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Exhibit 14

giving the highest priority to those that were out-of-service,
followed by those with the highest maintenance cost. Lastly,
the FMD ranked replacement candidates based on equipment
age, mileage/hours, and mechanical assessments.

However, we found that the FMD did not consistently follow
its own 15-year equipment replacement guideline. In fact, of
the 33 retired pieces of equipment we were able to identify, 17
(52%) were removed from service prior to having completed
15 years in service. Moreover, some of the equipment that was
removed from service had been in service for as little as 6
years. Conversely, we also identified equipment that had been
in service for as long as 37 years. Such disparity is further
evidence of how low utilization coupled with the lack of an
official replacement policy can lead to inconsistent metered
equipment replacements.

The FMD’s current 15-year replacement guideline for metered
equipment does not take into consideration the total hours
incurred on the equipment. However, some agencies and
organizations use the total hours accumulated as a measure to
identify equipment for replacement. Industry publication
Grounds Maintenance recommends that as a general rule, one
should project the lifetime hours for gas engines at 100 hours of
life per horsepower, and diesel engines at 125 hours of life per
horsepower. Specifically, smaller equipment, such as mowers,
with engines rated at between 20 and 100 horsepower should
have a useful life between 2,000 and 7,500 hours.

A United States Department of the Interior Bureau of Land
Management (BLM) study found that, industry-wide, the
average life for construction equipment is between 6,000 and
16,000 hours as shown in Exhibit 14.

BLM Industry-Wide Economic Life For
Construction Equipment

Industry-Wide Economic Life
Equipment Total Hours
Skid Steer Loader 6,000
Agricultural Tractor 8,000
Tractor/Loader/Backhoe 8,000
Forklift, rough Terrain 9,300
Excavator, Tracked 9,200
Articulated Loader 11,000
Forklift, Industrial 11,200
Crawler Bulldozer 12,120
Motor Grader, Articulated 15,850
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Exhibit 15

An Arizona State University (ASU) College of Engineering and
Applied Sciences study confirmed the BLM’s findings.
Specifically, the ASU study found that the average useful life
for metered equipment was between 9,500 and 16,000 hours as
shown in Exhibit 15.

ASU Average Useful Life For Metered Equipment

Total

Equipment Hours
Rollers 9,500
Wheel Loaders 12,300
Crawler Dozers 12,500
Graders 14,300
Scrapers 16,100

The FMD has not established useful life criteria for its own
metered equipment replacement process. When we analyzed
the FMD’s auction data we found that most of the equipment
the FMD retired was removed from service prior to having
accumulated 6,000 total hours. In fact, 30 of the 31 pieces
(97%) of retired equipment for which total use data was
available were retired from service prior to accumulating 6,000
total hours. Thus, it appears that the FMD has retired many
pieces of metered equipment from City service that still had a
substantial amount of useful life remaining.

Our office is currently working with GSA in developing
replacement standards for transport vehicles. In our opinion,
the FMD should include metered equipment in its current
efforts to develop replacement standards for transport vehicles.

We recommend that the Fleet Management Division:

Recommendation #9

Include metered equipment, regardless of funding source,
in its current efforts to develop and consistently implement
a cost-effective replacement policy for transport vehicles,
which incorporates repair costs and a minimum useful life.
(Priority 2)
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The FMD Does Not
Generally Perform
Mechanical
Assessments On
Metered
Equipment That Is
Being Considered
For Replacement
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Although mechanical assessments are part of the FMD’s
replacement guidelines, we found that the FMD did not perform
any mechanical assessments on the 19 pieces of metered
equipment that the City auctioned off during 2001-02. A
mechanical assessment would have documented the condition
of the equipment prior to its removal and would have indicated
why the vehicle needed to be replaced. Accordingly, the lack
of mechanical assessments may have caused the City to auction
equipment that did not need replacement.

By not incorporating mechanical assessments into the
equipment replacement process, the FMD replaced some
equipment that may have been in good mechanical condition.
Likewise, the FMD may have overlooked equipment in poor
mechanical condition. Numerous organizations, including the
California Department of Consumer Affairs and the American
Automobile Association, recommend the use of mechanical
assessments to ascertain the condition of vehicles and the cost
to repair any problems. Some recommendations instruct the
evaluator to

e Perform an engine compression test;
e Perform a contamination diagnosis of oil and fluids;

e Check fan and belts, electronic system, power steering,
air conditioner, and transmission; and

e Check cooling system, braking system, and suspension.

Furthermore, the Manual of California City and County Fleet
Management Practices and Performance Measures, details best
management practices to help local governments improve their
fleet management. According to this manual, vehicle
evaluations should be performed on vehicles considered for
replacement. These evaluations should include an analysis on
whether the vehicle should be retained, replaced, or repaired.
In our opinion, the FMD should consistently follow its own
prescribed guidelines to conduct a comprehensive written
mechanical assessment on each vehicle considered for
replacement.
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We recommend that the Fleet Management Division:

Recommendation #10

Consistently follow its own prescribed procedure to conduct
a written comprehensive mechanical assessment on all
equipment considered for replacement. (Priority 2)

CONCLUSION

The Fleet Management Division of the General Services
Department needs to improve their administrative controls over
the City’s metered equipment fleet to ensure that the FMD
replaces only those pieces of metered equipment that are
economically justified and programmatically required. In
addition, the GSD should develop and implement an
appropriate Citywide metered equipment replacement policy.

RECOMMENDATIONS

Recommendation #9

Recommendation #10

We recommend that the Fleet Management Division:

Include metered equipment, regardless of funding source,
in its current efforts to develop and consistently implement
a cost-effective replacement policy for transport vehicles,
which incorporates repair costs and a minimum useful life.
(Priority 2)

Consistently follow its own prescribed procedure to conduct
a written comprehensive mechanical assessment on all
equipment considered for replacement. (Priority 2)
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TO: Gerald Silva, City Auditor FROM: Jose Obregon

SUBJECT: Response to Audit Recommendations DATE: January 5, 2004
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The General Services Department has reviewed the final draft of “An Audit of the Utilization
and Replacement of the City’s Metered Equipment.” We are in agreement with the
recommendations of the report; however, there are some general findings and conclusions in the
report where additional analysis needs to be performed as a prerequisite to final implementation
of the recommendation. Where that is the case, those items are discussed in the
 Administration’s response. '

In support of the recommendations in the report titled “An Audit of the Fleet Management
Division of the General Services Department’s Vehicle Replacement Program” (Audit #03-03),
General Services has already taken actions to address some of the recommendations in this
report. In addition General Services continues to examine the utilization practices of the
municipal fleet and will incorporate the recommendations of this report in its’ internal analysis
and review of utilization practices of the municipal fleet.

Specifically relative to the potential $3.5 million in “economic benefit “ that could be realized
by the retirement of the underutilized equipment, approximately $3.0 million relates to the
replacement cost of this equipment. This potential savings is already an integral part of the on-
going vehicle replacement freeze that was put in place by General Services in 2002-2001.
Metered equipment is part of this freeze and such equipment will only be replaced upon
validation of the use and need for the equipment in line with the audit recommendations.

Recommendation #1 City Manager:
Officially designate the Fleet Management DlVlSlOll as the City entity that has the authority
and responsibility to administer the City’s fleet of metered equipment.

The Administration concurs that the Fleet Management Division should be officially designated
as the City entity that has the authority and responsibility to administer the City’s fleet. Fleet
Management currently focuses on maintenance, repair and acquisition of vehicles and
equipment.  Without this designation, individual user departments will continue to make
decisions on fleet deployment and request funding for acquisitions through the budget process.
This designation would make Fleet Management responsible for establishing utilization and
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replacement guidelines, and other controls that will be consistent throughout the organization.

In order to implement this recommendation, the following steps will be taken:

e Fleet Management will work collaboratively with the City Manager’s Budget Office, by
way of the Vehicle Committee currently in place, to make fleet size and fleet replacement
decisions. The Vehicle Committee is comprised of the Budget Director, the Deputy
Director of General Services and the Fleet Manager.

e The Vehicle Committee will employ utilization analysis relative to the specific uses of
equipment to establish utilization guidelines to ensure that equipment resources are used
cost-effectively and efficiently.

o Fleet Management will procure, maintain and assign City fleet assets in the most
effective manner to support City programs.

Recommendation #2 Fleet Management Division:
Develop and consistently implement cost-effective utilization standards for the City’s fleet
of metered equipment.

Fleet Management agrees with this recommendation. It should be pointed out that utilization
guidelines, in order to be successful, must not only be cost-effective, but must also ensure that
the City will continue to be able to provide high-quality, timely services to the public.

In “An Audit of the Fleet Management Division of the General Services Department’s Vehicle
Replacement Program” (Audit #03-03), the Auditor’s Office said that it is “analyzing the City’s
vehicles and heavy equipment to 1) determine an appropriate fleet size, 2) develop a vehicle fleet
management capability, and 3) ensure that future City vehicle and heavy equipment

replacements and additions will be cost effective and needed.” In order to do this, an analysis of
utilization guidelines is required. Fleet Management postponed revision and implementation of
utilization guidelines based on the expectation that the Auditor’s analysis and recommendations
would provide insight in this area. Replacement purchase decisions have not been made, since
there has been a freeze on vehicle replacement since 2000-2001.

Fleet Management completed a consultant study in 2001 regarding vehicle and equipment
replacement guidelines. As a result of that study, initial utilization guidelines were identified.
Fleet Management is currently in the process of accumulating data for analysis to implement
utilization guidelines and replacement schedules to support the City’s equipment needs. Fleet
Management expects to be fully prepared to implement a replacement program incorporating
utilization guidelines in the next fiscal year and is in the process of reducing fleet size based on
utilization analysis relative to the specific uses of equipment. These efforts apply to the entire
City fleet, including transport vehicles and heavy trucks, and are not restricted to metered
equipment.

In developing utilization guidelines, a number of factors must be taken into account, as
mentioned above. The consultant study, the National Association of Fleet Administrators
(NAFA), and the American Public Works Association (APWA) all point out that, since cities are
driven by the “service-on-demand” expectations of the community, they cannot focus only on
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cost effectiveness. The principles of Investing in Results remind us that effective programs must
address quality, timeliness, and customer satisfaction of services provided, as well as the cost of
those services.

As part of Finding 1, which encompasses this recommendation, the Auditor has preliminarily
identified a potential “economic benefit” of $3.5 million based on certain assumptions listed in
the report. In particular, one of those assumptions is that “Most of the City’s metered equipment
is severely underutilized.” The Administration feels that until a thorough analysis of the
essentiality of each piece of equipment to the specific demands of each City program it supports
1s conducted, the extent of the finding is premature. The potential “economic benefit” is
determined based on a reduction of 40% of the City’s metered equipment. The Administration
recommends that a reduction of this magnitude not be undertaken without first completing an
analysis to determine the degree of service level impacts that might result from these reductions.
This analysis will be a joint effort between Fleet Management and the user departments and will
be undertaken immediately, to be completed by October, 2004. When the analysis has been
completed, utilization guidelines will have been developed for implementation. The potential
reduction in metered equipment will be the result of a joint effort between Fleet Management
and the user departments, with final approval of the Vehicle Committee. There will be regular
communication with the Auditor’s Office during the duration of the analysis.

Recommendation #3 Fleet Management Division: _
Ensure the City has complete and current utilization information for all of the equipment in its
inventory.

Fleet Management agrees with this recommendation. Consistent with Recommendation #12 of
Audit #03-03 mentioned above, Fleet Management’s past and present practice is to utilize a data
management team to manage, configure, test, audit, and update the database. At present the new
Fleet Anywhere database processes an average of 58,200 record transactions a month with an
error rate of 2%. The data management team audits the database on a daily basis to minimize
erroneous entries. All queries and reports used for billing, performance measurement, analysis,
and business decision-making are audited for erroneous data. The data is researched and required
corrections are made in the database. The queries and reports are then rerun to confirm
corrections and ensure accuracy. Fleet Management’s highest priority is to ensure data integrity
to support data driven decision-making and to facilitate the application of best business practices.

However, it is important to note that attaining and maintaining accurate meter readings is one of the
fleet industry’s biggest challenges due to human error, inoperable meters, and equipment without
meters. Fleet Management will continue to work with departments to minimize these issues as much
as possible.

Recommendation #4 Fleet Management Division:
Conduct frequent utilization assessments to identify equipment for retirement,
redeployment, or inclusion into an equipment pool.
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Fleet Management agrees with this recommendation. Fleet Management will continue its efforts to
conduct utilization assessments for the City fleet as a whole. As a result of these efforts, a budget
reduction proposal was implemented for FY 2003-04 to remove or redeploy underutilized light
transport vehicles from the City fleet.

After this initial focus on light transport vehicles, Fleet Management intends to schedule meetings
regarding metered equipment and heavy trucks with departments starting in January 2004. Fleet
Management agrees with the Auditor that utilization assessments are an important tool for effective
fleet management and that when used properly can create a snapshot of the state of the fleet.
Utilization assessments, conducted in cooperation with user departments, who have a full
understanding of the operational uses of vehicles and equipment, should address:

e The frequency and purpose of equipment use;

e The age and condition of the existing fleet; and

e Possible alternatives to current equipment assignments

It is important to note that, although certain vehicles may appear to be underutilized based on
miles/hours only, some cannot be used for alternative purposes. For example, a tractor at the
Airport is utilized 60 hours per year to remove paint from runways. It is a one of a kind,
specialized piece of equipment in the City and is not available on the rental market.

Recommendation #5 Fleet Management Division:
Develop a proposal to establish and operate a City pool of metered equipment.

Fleet Management agrees with this recommendation. It is expected that such a proposal will
need to be facility based and departmentally coordinated. In addition, Fleet Management will
need to coordinate closely with the City Manager’s Budget Office and gain support for possible
“start up” costs for transport equipment and staff resources. Additionally on-going costs will
need to be properly assigned to the various funds. Finally, and most importantly, Fleet
Management will need to collaborate with City departments to ensure availability concerns are
addressed. An investment proposal will be developed and submitted as part of the FY 2004-05
budget process to implement this recommendation.

Recommendation #6 Fleet Management Division:
Establish an equipment pool to address the needs of the City’s low use equipment and
develop a formal policy for using and maintaining such a pool.

Fleet Management agrees with this recommendation, provided that the proposal developed in
response to Recommendation #5 is accepted. It should be recognized that an equipment pool that
services construction needs and other uses is quite different from the existing fleet pool, which is
designed to address the occasional transport needs of City employees not assigned a City vehicle. As
stated in the comments provided for Recommendation # 5, establishing such a pool will require an
evaluation of the programmatic needs and seasonal demands of City departments, the identification of
any additional resources necessary to manage such an equipment pool and a formal policy for using
and maintaining such a pool.

38



Response to Audit Recommendations
January 5, 2004
Page S

Recommendation #7 Fleet Management Division:
In conjunction with the City Manager’s Office and City departments analyze the City’s
fleet of metered equipment to determine the optimal cost-effective fleet size.

Fleet Management agrees with the recommendation, and is currently working with the City
Manager’s Office and departments to identify the optimal fleet size, based on the factors
discussed earlier in this response. Further analysis is required to identify potential reductions or
redeployments. Fleet Management will be meeting with departments in January, 2004 to initiate
discussions on optimizing the size of the entire City fleet, not only metered equipment, but heavy
trucks and transport vehicles as well. Fleet anticipates that optimizing the fleet will be an
ongoing challenge and a priority of Fleet Management given that optimal fleet size is dynamic,
based on the programmatic needs of the City and the levels of services delivered to the
community.

Recommendation #8 Fleet Management Division:
Review the number of scooters and other vehicles at the WPCP for possible reductions and
consolidation. '

Fleet Management and the Environmental Services Department agree with this recommendation.
To this point some initial analysis has been performed to better identify the variables that must
be considered in the review recommended in Recommendation # 8. Some important points that
need to be considered in the analysis include:

1. The definition of utilization needs to be more comprehensive and should examine the
cost/benefit ratio, as well as hourly usage,

2. Benchmarking against other facilities should include more relative variables,

3. A more complete analysis of the essentiality of each electric cart and its direct connection to
the specific demands within the Manage Wastewater Core Service must be completed.

Below is a more thorough discussion of each of these points, along with additional information
to provide clarification on a number of passages in the audit that are of concem.

#1 — The definition of utilization needs to be more comprehensive and examine cost/benefit ratio
as well as hourly usage

As previously noted in response #2' FMD and ESD recognize that the analysis of utilization of
carts should be expanded to include all aspects, not just hours of utilization. Investments are
made in equipment to gain efficiency/productivity, profitability, safety, and many other valuable
factors. As in the metered equipment analysis, more extensive and detailed analysis is required
before specific actions are pursued. ESD looks forward to meeting with FMD, beginning in

! Recommendation 2, page 2.
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January 20042, to determine what key utilization standards will be used in its review of scooters
and other vehicles usages at the WPCP.

#2 — Benchmarking against other facilities should include more relative variables

As noted above, FMD and ESD concur with Recommendation #8, however, the use of relative
variables, such as whether benchmarked facilities allocate vehicles to be “shared” or whether
personnel walk to their job sites, should be included in the benchmarking analysis. As such,
plant management will undertake a detailed review of plant operations, maintenance staff
assignments, plant configurations and operations and overall staff productivity impacts while
working with FMD to assess the utilization of plant scooters, beginning in January 2004.

#3 — A more thorough analysis of the use of electric carts and their purpdse, as well as more
accurate data. should be used in the review of their benefit

As a part of the Plant’s initial review, the following key factors were recognized in the
evaluation of assessment — first, the equipment’s purpose:

Type 1

These carts are employed first and foremost as work platforms. They are designed and outfitted
to be a trade person’s mobile toolbox with space for supplies and parts. These are heavy-duty
carts capable of carrying heavy loads including toolboxes, ladders, supply boxes, safety
equipment, etc. This enables employees to fully respond to routine maintenance and
emergencies without having to repeatedly return to a central area for necessary items. These
carts are customized by the workgroups and by the individual employees to reflect the work they
do. These carts typically carry unique tools (often mechanics’ personal tools), parts and
supplies related to the area and trade skills for which they are used.

Type 2
For this type of usage, carts are dedicated to trades persons and operators for use of transporting

themselves and specialized equipment for the routine, round-the-clock, operations and ,
maintenance of the Plant. This may range from taking samples at various stages of the process,
to maintenance and operation of the numerous electric generators located throughout the Plant.

- These carts are “pooled” among the specialized group of employees since they do not carry as
many tools and equipment, and are used by several different staff persons across a 24-hour shift
and are not customized in a manner similar to the Type 1 carts.

Type 3 :
The third group of carts are those specifically “pooled” at strategic locations for the sole purpose

of transporting all other employees around the Plant in an efficient manner.
These carts provide expediency and safety relative to moving staff within the plant complex.

Because of the variances in the uses of these carts, it is more useful to analyze usage based on

2 Recommendation 4, page 3.
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these three categories of u‘sage:

Cart Type Hours/Year Plant Inventory
Type 1 144 ' 50
Type 2 290 23
Type 3 272 21
Total 94

This data represents each cart’s yearly usage during its’ entire years of service at the Plant. Only
the Type 1 carts fall below the utilization line drawn of 240 hours per year. As stated, however,
Type 1 carts are not designed nor intended for the primary function of transportation. They serve
as the mobile workshop and toolbox for the assigned mechanic. The median annual maintenance
cost of the carts is $800, and the annualized acquisition cost is $750 over the 20-years life span.
The benefit gained is that the average O&M worker has access to a mode of transportation and
evacuation, that travels about three times faster than walking. ESD believes that the productivity
gained by having highly compensated trades person, in a mobile work platform, outfitted and
supplied to efficiently meet his or her mission, outweighs the fact that the hours used are below
the standard.

In addition, some “special” metered equipment [a forklift] is essentially permanently stationed at
the WPCP’s Headworks Facility. At this station, the forklift is used several times a day for very
short periods to transfer and dump materials that are screened out. The only reasonable
alternative to this would be to construct additional automated machinery to perform this task;
however, the cost would be greater than having the forklift stationed at this point for its
numerous daily activities. It is also not likely that this forklift could be shared with other areas
of the Plant due to the frequency of use, and the fact that the conditions under which it operates
make it less than desirable to be shared around the Plant.

FMD and ESD concur in principle that the electric carts should be regularly reviewed for total
utilization, including the additional factors described above. We believe it is likely that a small
number of electric carts can be retired from the fleet.

Recommendation #9 Fleet Management Division:

Include metered equipment, regardless of funding source, in its current efforts to develop
and consistently implement a cost-effective replacement policy for transport vehicles,
which incorporates repair costs and a minimum useful life.

Fleet Management concurs with this recommendation and is developing a cost-effective
replacement policy for all fleet equipment as discussed in the response to the first vehicle audit,
Audit #03-03. The replacement policy is anticipated to be finalized by March, 2004.

Recommendation #10 Fleet Management Division: ,
Consistently follow its own prescribed procedure to conduct a written comprehensive
mechanical assessment on all equipment considered for replacement.
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Fleet Management concurs with this recommendation. A process was instituted in response to
Audit #03-03 that ensures that written comprehensive mechanical assessment on all equipment
considered for replacement are conducted.

Jose Obregon
Director, General Services
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APPENDIX A

DEFINITIONS OF PRIORITY 1, 2, AND 3
AUDIT RECOMMENDATIONS

The City of San Jose's City Administration Manual (CAM) defines the classification

scheme applicable to audit recommendations and the appropriate corrective actions as

follows:
Priority Implementation | Implementation
Class! Description Category Action3
1 Fraud or serious violations are Priority Immediate
being committed, significant fiscal
or equivalent non-fiscal losses are
occurring.?
2 A potential for incurring Priority Within 60 days
significant fiscal or equivalent
fiscal or equivalent non-fiscal
losses exists.?
3 Operation or administrative General 60 days to one year
process will be improved.

1 The City Auditor is responsible for assigning audit recommendation priority class numbers. A
recommendation which clearly fits the description for more than one priority class shall be assigned the
higher number. (CAM 196.4)

2 For an audit recommendation to be considered related to a significant fiscal loss, it will usually be
necessary for an actual loss of $25,000 or more to be involved or for a potential loss (including
unrealized revenue increases) of $50,000 to be involved. Equivalent non-fiscal losses would include,
but not be limited to, omission or commission of acts by or on behalf of the City which would be likely
to expose the City to adverse criticism in the eyes of its citizens.

(CAM 196.4)

3 The implementation time frame indicated for each priority class is intended as a guideline for
establishing implementation target dates. While prioritizing recommendations is the responsibility of
the City Auditor, determining implementation dates is the responsibility of the City Administration.
(CAM 196.4)
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- APPENDIX B

SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

TO: Gerald Silva, City Auditor FROM: Jose Obregon

SUBJECT: Recent Accomplishments by General DATE: January 6, 2004
Services Department Fleet
Management Division

Approved Date

There have been numerous milestones and accomplishments by the Fleet Management Division
of the General Services Department. Guiding these accomplishments are the philosophies
embraced by staff that strive to employ best business practices, perform outstanding customer
service and facilitate the effective delivery of city services. Staff welcomes these challenges and
‘1s committed to improving fleet management operations by pursuing audit recommendations and
internal process improvements that improve fleet management. Listed below are some recent key
accomplishments achieved by Fleet Management:

> A freeze of general fleet vehicle purchases was implemented in November 2001, and is still
in place. This freeze covers the purchase of heavy/metered vehicles. Vehicle Committee
approval is required for exemptions to this freeze. All vehicle purchase exemptions are
based on an evaluation that takes into account impacts on critical service delivery, historic,
current and projected maintenance costs, vehicle age, vehicle mechanical condition and the
existing complement of like equipment and its utilization in the using department. Any
recommendations relative to purchase have been and will continue to be presented to
Council. This analysis process is applied to all vehicle purchase exemptions regardless of
funding source.

» A Vehicle Committee is in place. It is comprised of representatives of the Budget Office and
General Services and formalizes the coordination that already occurs between the two
departments. This committee reviews and approves all redeployments, reductions or
exemptions for purchasing of vehicles regardless of funding.

» Fleet Management has been performing utilization assessments to identify opportunities to
right size the composition of the light transport fleet through equipment reductions,
reassignments, and increased sharing of equipment. Fleet Management plans to use a similar
approach to manage metered equipment as well as heavy trucks. As a result of these efforts
and as part of the implementation of Fleet Management’s FY 2003-04 budget proposal, the
Vehicle Committee has been actively engaged with Departments since June of 2003 to

B-1



Recent Accomplishments by General Services Fleet Management Division
January 6, 2004
Page 2

address underutilization of light transport vehicles. Communication and collaboration with
departments is essential in that Fleet Management is not in a position to have operational
expertise at the level of detail required to fully analyze a program’s need for equipment.

> Fleet Management has developed and is pursuing the implementation of an effective
replacement program that positively impacts safety, vehicle availability, fleet size,
environment impact, maintenance cost, employee morale and organizational image. A sound
vehicle replacement program is important to government agencies since reliable vehicles and
equipment are essential to the provision of services to our community. Equally important, a
municipal fleet must be sized, utilized and replaced in the most cost-effective manner. Due to
the diversity in type and usage that is found in a municipal fleet, an effective replacement
program must align vehicle utilization and condition with City and department strategic goals
and community service expectations.

To this end, Fleet Management has developed replacement guidelines in terms of vehicle age
and usage (miles or hours). Fleet Management will utilize these guidelines to forecast
replacement-funding requirements, develop yearly replacement budgets and provide
departments with criteria that must be met as a pre-requisite to potential replacement.
Maximizing and equalizing utilization will be an integral and joint effort that will dictate
decisions leading to replacement. In addition to the age/mileage guidelines, Fleet
Management has developed other factors that will be considered in fleet replacement
including maintenance and repair costs, comprehensive mechanical assessment data,
reliability and type of service/vocation performed. All of these factors align with past audit
recommendations.

» InFY 2002-03, Fleet Management retrieved all loaned vehicles and developed a process for
loaning vehicles on a short-term basis that includes Vehicle Committee review. In line with
audit recommendations these actions reduce the loan vehicle complement by 85% and
accounted and validated all continued loan vehicles.

> To facilitate the disposition of vehicles, General Services retains a professional auction house
to auction off surplus vehicles and equipment. In the past months, General Services
enhanced the competitive nature of this process by expanding outreach to a broader audience
by piloting real-time auction process that utilizes the Internet.

> Information technology and the scope and type of data that is generated by the technology
are a critical component in an effective fleet management program. During the past two years
General Services has been actively engaged in implementing our current fleet management
program and database, “Fleet Anywhere”. This program is regarded as one of the best fleet
management software programs available. Fleet Anywhere is used by some of the largest
most notable private and public sector fleets internationally, i.e. PG&E, USMC, Pepsi-Cola,
United Airlines, US Airways, etc. By implementing new upgrades upon release, we have
stayed current with this technology. We also participate in reporting to the International
City/County Manager’s Association with the database, which allows us to share and
benchmark information with other agencies. With this tool, Fleet Management will be better
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equipped to monitor fleet utilization, assess vehicle operating and maintenance cost data and
formulate cost effective fleet replacement strategies.

» Fleet Management has implemented a global motor pool management module in its fleet
database that is being tested on a small scale in order to validate its effectiveness and identify
any changes that are necessary. The pilot was started in July of 2003 with the Standard
Operating Procedures in place and is being run against a parallel system to ensure success.
This module will be valuable in our efforts to implement future “vehicle and equipment
pools” as a means of meeting the Department’s operational needs.

» General Services has and will continue to promote the sharing of equipment throughout the
organization. This effort is intended to meet the periodic needs of a department by utilizing a
specialized piece of equipment that is assigned to meet the on-going needs of another
department. As an example the Water Pollution and Control Plant has borrowed the
Department of Transportation 950 Caterpillar loader over the last two years for the heavy-
duty work of loading bio-solids for hauling. These loaders have large bucket capacity and
are employed by DOT to load trucks efficiently, reducing year round hauling contract
expenses. Additional examples include PRNS loaning a man lift to the Airport for a painting
project, Building Management providing an aerial bucket truck 15 days a month to the DOT
tree crew, and Parks loaning a flat bed trucks to DOT to facilitate equipment relocation
operations. By coordinating the periodic use and sharing of this equipment, General Services
has reduced rental costs, increased the utilization of high cost equipment and continued to
meet the operational needs of departments. It is our intent to utilize this experience in our
efforts to develop and implement a formal vehicle and equipment pool element in our fleet
management program.
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7/ Jose Obregon

Director of General Services
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