


LESSIATWE AHFAIRS AGENCY

LEGISLATIVE REFERENCE LIBRARY

I
e
0
(]

S
Mary Van Nimwege

oAt
pace Co

[
d
S

ed below we

Inutes are av

der t?_save
the files

m//c?3/y <9

/P& S/ (X XTI



TRANSPORTATION COMMITTEE MEETING AGENDP\0

CALL MEETING TO ORDER

2)  NOTE MONTH/DAY/YEAR WEDNESDAY,) JANUARY 31ST, 1990

CV 3 )/-NOTE TIME:
s' 10 tfp'C 4" Ar,\,\WJCi ™ A
8- 15 Ifi 4)NOTEMEMBERSPRESENTANDEXCUSED Al . OVA
/ly)/(\ ; (For the record, note any late arrivals to the meeting)

’\yAs J¥m y PARTICIPANTS TO SIGN WITNESS REGISTER

/ N

Ah* A A ORDER OF BUSINESS: Vv

| Iecon erenced overview on the State Equipment File

0 e % q(l?ne ?}chuc{ Anc%orage, Jtuneauqr\l%me Valo\

A Fa|r anks and Ketch

7)  INTRODUCE WITNESSES
***  FEor the record, 5 itnesses %othstafe their name, title,

it
mailing address and the name of the firm or agency they
repres nt.

8) THE NEXT COMMITTEE MEETING IS SCHEDULED:

MOrrow, Thurso\ Februar Tst at 8.15. a.m.
%s me[etln ibe a teleconference with the R
aska Trucking Association.
state eqmpment fleet. \
T A\
9)  ANNOUNCE TIME OF ADJOURNMENT . Qf\A %(

N T A



* ORIGINAL.

# SENT: 01/31/90 TIME: 08:18

of FROM: LIOCINE

& SUBJECT : = 90-01 —147; F'L; EQUIPMENT; 1-31
of PRINT DATE: 01/31/90 TIME: 08:1(3

ot

OFX OFX X OF0OX X OFX X K OFXX OFA-A XX GRX-X X X-CFX X X OFOFX X X X @BX X OFX X @FX X X X X

T\C NO: 90-01-147
DATE: JANUARY 31, 1990
SPONSOR: HOQ@SE TRANSPORTAT1ON
SUBJECT: STATE EQUIPMENT FLEET
%ffERATOR: INEZ WEBB

Z ANCHORAGE

PARTICIPANT LIST

OEOFX @FX X X @X X X X OFOFOFGEX X OECECROFX X CEX OECECEOFOEORX OFX OROFOFX X OFX OEX OFORCEX OEGF
TO TESTIFY:

1* LOUIS P. RUBINO, HOWARD COOPER CORP.

(2) CHARLES PARKER, SAHLBERG EQUIPMENT
MORRY [I-10LLOWELL, YUKON EQUIPMENT

4. GARY SCHADE, ALASKA TRUCK CENTER

XX X X CEX OECEAEX X X X OEX X X X X X X X X X XX X X Ce@RX CEX X X X CEX X @EX CEX X CEOFX X X

TO OBSERVE:

6. JOHN BUCK, ALASKA SALES AND SERVICE

AL A

BACKUP NUMBER - 361-1199
EMAIL ADDRESS - LIOCINE



X AAEX X X XXX XXX XF DX X XXX XX XXX XXX XXX XXX XXX XXX XXX XXX XX

X
X
X
X
X
X
X
X
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X
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DELIVER TO: "..I10CROD

ORIGINAL

SENT: 01/31/90 TIME: 08:34

FROM: LIOCINE

SUBJECT : 90-01 -147; FLI1I=2;EQUIPMENT ;1-31
PRINT DATE: 01/31/90 TIME: 08:35

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX

T\C NO: 90-01-147

DATE: JANUARY 31, 1990
SPONSOR: HOUSE TRANSPORTAT 10N
SUBJECT: STATE EQUIPMENT FLEET
MODERATOR: INEZ WEBB

SITE: ANCHORAGE

PARTICIPANT LIST

XXXXXXXIX XXX XXX XXX XXXX XXX X 0EX X X Oe0eCroeX X CeX OeoedeX X X X CeEX X OeX

T0

*

1

2.
3.
4.

TESTIFY:

LOUIS P. RUBINO, HOWARD COOPER CORP.
CHARLES PARKER, SAHLBERG EQUIPMENT
MORRY HOLLOWELL, YUKON EQUIPMENT
GARY SCHADE, ALASKA TRUCK CENTER

XXX XXX XX XXX XXX XX XXX XXX XX XX XXX XX XXX X X X X X X X X

T0

~
NN WN

OBSERVE:

JOHN BUCK, ALASKA SALES AND SERVICE
DON REDMOND, DJ1S ALASKA RENTALS, INC.
WARREN POLSKY, FREIGHT LINER ALASKA
JOHN SNOW, CRAIG TAYLOR EQUIPMENT

BACKUP NUMBER - 561-1199
EMAIL ADDRESS - LIOCINE



X XXX XOEX XOEX X X XX OEX X 0EX X X X OEX X OEX X CEX X X X X CEX X X X X X XX XX X X

%DELIVER TO: LIOCROD
X ORIGINAL

é IENI %&& IS\)/IO TIME: 08:46
§ BRINTDATE:  01/31/00 " TIME 08°46

OFX XX X OEX X CEX X X OEX X X X OEX CEX X X X X X X X X X X XX XX X CEX X 0EX X X X X X CCEX

T/C NO: 90-01-147

DATE: JANUARY 31, 1990

SPONSOR: HOUSE TRANSPORTATION COMMITTEE
SUBJECT: STATE EQUIPMENT FLEET
MODERATOR: BECKA BAKER

SITE: NOME

PARTICIPANT LIST

X 0e0EX OECEX CECEX OEX X OECECEX OEX CROEX OFX X X X X X OFX X X X X OFCECRCECEX OFX X OFCROFCEX
TESTIFIED

%AME/REPRESENTING ADDRESS
!

A.. A

3.
4.

5

GXXXXXXQXXXXXQXQXXXXXXXXXXQXXQXXQXQXXQXXXXXXGQXQX
OBSERVED

NAME/REPRESENTING ADDRESS

1. LARRY LABOLLE/REPRESENTATIVE FOSTER 1S OFFICE
FFFANK RICHARDSON/DEPTTOF*TRANSFORATION
iA

CEX XXX XXX XX 0EX X CEOFOFX X CROEDX X X XX X X X X GEX X X CEX OEX X X X XX X X X X X ot

TESTIFIED:
UNABLE:
OBSERVED:

TOTAL:

START TIME: END TIME:

XXX



X 3 X tox toé-x-X X X biob-oiobitoto b bt biotbbioiobbiotbd
L]

B DELIVER TO: LIOCROD

L)

o ORIGINAL

# SENT: 01731790 TIME: 08:27

* FROM: LTCCKTN

o SUBJECT: <H) TRANS; PL1 ; EQUIPMENT;1-31
o PRINTDATE: 01/31/90 TIME: 08:27

X
(o] 8] 8] 0] (0] (0110] (8] (8] (8] c3 (0] (0] (0] (9] cX CZ 0] C2 (0] € €4 €5 €5 2 €4 (0] 0] e (8] (8] (0] cX (0] 0] c3 (0] CX (0] (0] €4 cx 0] (0] (0] 0] (0] 3 (0] 5

T/C NO: 90-01-147

DATE: JANUARY 31, 1990

SPONSOR: HOUSE TRANSPORTATION COMMITTEE
SUBJECT: STATE EQUIPMENT FLEET
MODERATOR: JUNE ROBBINS

SITE: KETCHIKAN

PARTICIPANT LIST

B-obbt-bbhibbbhhbhiobhDDXDDXOX PHODHXXXDD-XDX DX X X X
TESTIFIED

iAME/REPRESENTING ADDRESS

Am A

XX XDX X XXX X X X X X totoX tototoX X X X X X X tototoX toX X X X X X X ©oX X toX X X
OBSERVED

NAME/REPRESENTING ADDRESS
1* STEVEN A _ KNUTSON, ADPS

BOX 8700, KETCHIKAN, Al 9990
2. CHRISTOPHER S. RANKIN, ADPS

BOX 8700, KETCHIKAN, AK 9990

XX 10X X oto0X X totoX X X X X X X X ooX XX X X DX X DX X X X X X X DX X X X

TESTIFIED:
UNABLE:

OBSERVED:
TOTAL:

START TIME: END TIME:



R epresentative Bette C ato, C hair

H ouse Transportation C om m ittee

DATE: PLACE:
DO YOU WANT WHAT SUBJECT/
NAME REPRESENTING  BUSINESS/PERSONAL MAILING ADDRESS ZIP (H PHONE (W) P'ONE  TO TESTIFY? WHICH BILL?
SEF l N
‘KeN U/HNGG6L T X T ToQH <D
H<#r-
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Y N
Y N
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etc., 1S not substantial. See the attachment which shows
these costs tfor the first 9 months of 1 589
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SEF PROCUREMENT OFFICER TRAVEL HISTORY 1989

COST
UATB
-20- -Bi Bu 531.00
01-20-89 Pre-Bid 8 4B ﬂ]ceGr S $
Ope 05 Police Vehicles . 166.00
%2088889 Tri |ncIuded 2 ay Reglonap Equip. Mgr. Meeting)
17- : 1,
02 1&89 PrefBld B%g gﬁgengﬁr&ars 4S/\(/)\/n 531.00
y it 4 Truc %ton
02-21-89 Open 044 Bush Graders 486.00
03-0(3-89 Opsn Eﬁ P?aﬁ(ss:e%g@r (iag 4Si\é\/n 531.00
48 Trucbs’ %/4 ?ton
06-08-89 Open 051 Hitches and Plows 506.00
07-18-89 Open 060 Used Belly Dumps 408.00
08-14}(89 Pre-Bid Eg§ Water Tankers 516.05
L Uses
" overnor's Car Lease
08-15-89 Pre-Bid Jet Runway Brooms
08-39-89 Opsn EE% %{tﬁu? Y(eBrooms 465.00
! Governor's Car Lease
-05- Pre-Bid 055 Wheel Loaders 7166.00
§§§§§§ (Corﬁ%uclted otherstantemgus?ness in Anchorage)
el Ope 08 EDY
-19- 057 26,
s 19 o Opgn 8?8 érloron] Og]o%eséoﬁs Reducer °20.00
Wheel Loader
-27- 064 Forklift .
o8 27 o BPeePBid 058 gno wplow Truck 03 fo

12 Trips - January-September = 9 months = 1.33 trips/month

Total Cost = $6,565.55 - Average I\/Ionthéy Cog $729 51
veraae Trip Cost
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INTRODUCTION TO STATE EQUIPMENT
FLEET (SEF) AND OVERVIEW OF
FLEET MANAGEMENT CONCEPTS

PREPARED BY:

SEF HEADQUARTERS STAFF
DECEMBER 14, 1989



STATE EQUIPMENT FLEET (SEF) ORIENTATION
SEF OVERVIEW

SEF is responsible for overall management of the state's vehicle
and equipment resources.

SEF is a service organization providing equipment support services
to all state agenc?es P g £quip Py

Support services are provided in the following functional areas:
0 Overall Polrcy and Procedures for Fleet Management
arr ou sa r}]
rov de centra 0 ersignt to Statewide Equipment Fleet

0O Financial Mana%ement of Highway Equipment Working Capital Fund

RNt B aB%
Fue? credrtycar
0 tPorO\LlllsdeersData and Management Analysis to Regional SEF Shops and
O Provide and Main arn a Statewide Computerized Equipment
Management System rr)
Earrs | vento anagement
Mua? mna]g gata and cost apalysis
— Utrn zatlon cata ang anaﬁysrs
O Equipment Related . Procur me t Servic s
Man |n quipment egnacement ram

% as ng equrpment d major parts

Pur
‘;ea
quipment Surplus



Bids Awarded
60T

50"
40

Nunber of

Bids Awarded 70

10-

86 87
Calendar year



STATE EQUIPMENT FLEET (SEF) ORIENTATION
ORGANIZATION
EF is a division of the rtment of Transportation and Public
EaCIﬁtIES a33|rgned o}b HF?IM-Iead uarters in |3uneau %[I} reports
to the Directo Management &Flnance

The SEF Headguarters unit has a staff of 12, all Jocate Juneau
except for on aErquEpment Operations Analyst who ; %ncmorage

unction a| SEF rovides ov rsight of the wide equipme
Ieetae nagemeH(%p 't to vegre IggJ SE 0ps 91 0s |t

egmpm nt user groups % l9 does not ¥ pe v %
of reglonal sho They report | ect | as
f“ er%lsPr(s) q Ma atters, and yt SE@?—I ove
leet policy a proce ures
he relationship between SEF HQ, regional shops, and user groups
|Ts shown in npfol?owmg |agrgm : P 4roap

DOT PF

VRO

SEF HQ

. . 4 .
Providing Equipment Support Services To

4 .
User Agencles
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STATE EQUIPMENT FLEET SHOPS
PRIMARY and SECONDARY
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STATEWIDE EQUIPMENT FLEET (SEF)
HEADQUARTERS STAFF - JUNEAU
TELEPHONE 465-2086

Ken Langel, Statewide Fleet Manager
Jess Bulkley, Procurement Officer
Bob Cramer, Equipment Coordinator

Steve Sims, Equipment Analyst

Barbara Bowns, Management Analyst
Cathy August-Miller, Accountant

Daryl Methvin, Equipment Analyst (Specifications)

SEF Anchorage - 269-5614

INFORMATION NEEDED

Replacement of Equipment
Status of New Equipment Delivery

Equipment Specifications

Heavy Parts Buying
Vehicle Leasing

Equipment Rates, Computer
Reports, Computer System
Questions, Data Analysis

Bids for New Equipment

Billing Information

General Fleet Information,
Problems, Complaints

PERSON TO CONTACT

Bob Cramer
Il I

Daryl Methvin

Steve Sims
n i

Barbara Bowns
Jess Bulkley

Cathy August-Miller

Ken Langel



STATE EQUIPMENT FLEET
FLEET SIZE AND COMPOSITION

Light Vehicles 3504
Trailers 630
Heavy Trucks 387
H
(ga éel%gmpme? 894
ers

ozers

owblowers

1SC

TOTAL VEH/EQCJIP 5415

In addition to tne above listed .items tQ fleet maintains over 1200
%leces 0f nonro nb ock h includes such F]e S as snowglows
ounted welders, boilers, brus c utters, and other accessories of

attacnments to eqmpment

The, fleet provides three individual levels of support for state
equipment.

Wet Re{ntal = For those thlcles/egm ment which ?re on the road
network or accessible to fleet se J e shops, fuel, repair, main-
tenance, and replacement are provide

ry Rental = road network, replacement of vehicles only (note;
Py repair provnfed upon request gs avalpab? Vi

Non Rental Agency ow edvehlcl ! |nvent and record keepi onl
I eyuser upon e ue(?

note: fve re a|r WI| be v to t
Ere |veh|ces mclu e ease

vallag ﬂ
onated ve |c|es om the federa government university veh|c es

etc.
The fleet composition is \clY renta’ gg
renta
renta

<D\oc>§>



FLEET DISTRIBUTION by District
4000 T Numbers of Uehicles

3364

429

Central Interior  South East  Western Southcent
District



Percent of Fleet Exceeding Target Replacement Age
Loyr

replacement age

replacement

[ >6 yr



STATE EQUIPMENT FLEET ORIENTATION

HIGHWAY EQUIPMENT WORKING CAPITAL FUND (HEWCF)

FINANCIAL INFORMATION

STATUTORY AUTHORITY: AS 44.74.010 - .050 establishes the HEWCF
and designates the fund to receive revenue from equipment rental
and expend these monies for a centralized equipment fleet.

OVERVIEW OF FUND ACTIVITY AND BUDGET PROCESS:

The HEWCF 1is a separate fund, which receives revenue from each
user of SEF equipment. User agencies receive an annual
appropriation for the equipment operating and replacement fees
charged by SEF from the General Fund.

HEWCF funds are wused for replacement of -equipment, for
operating and maintenance costs for all wet rental equipment
and to support SEF Headquarters.

HEWCF REVENUE:

1. Operating Revenue- Revenue received from monthly billings
to users for operating rates. These rates are designed to
recover labor, parts and other repair costs as well as fuel
costs for wet rental vehicles.

2. Replacement Revenue- The revenue received for the eventual
replacement of a vehicle. A monthly fee 1is charged based on
the acquisition cost less salvage value divided by the useful
life of the vehicle.

CURRENT VALUE OF EQUIPMENT: $95,000,000

ANNUAL OPERATIONS BUDGET: ANNUAL REPLACEMENT BUDGET:
REVENUE: $16 to $17 M REVENUE: $9.5 TO $10.5 M
EXPENDITURES: $19 to $20 M EXPENDITURES: $7 TO $10M
SUMMARY: Operating and replacement rates have not been sufficient
to cover actual expenditures since FY 1985. This was the result

of legislative budget cuts. Replacement of equipment has been
postponed in order to live within actual revenue.

In addition to budget cuts, $62.7 million of HEWCF reserve funds
were reappropriated back to the General Fund.



Fiscal Year 1989 Expenditures

Total $23.9 Million

Fuel Purchases
$2.3 Million



M $25- -REPLACEMENT PROGRAM REUENUE/EXPENDITUFA

M $20 I Replacement
Revenue

Expenditurei
M $15

Dollars
ii Millions
M $10

M $5 -

M $0
FY82 FY83 FY84 FY85 FY86 FY87 FY88 FY89

Fiscal Year



12000-r Equipment Replacement Cost per Vehicle

10000--

8008 Pickups 1/2
ton

lars 6000 Auto Sedans

Inflationary
Trend

4008

2000

83 84 85

Fiscal ¥ear



FUNDAMENTAL FLEET MANAGEMENT CONCEPTS
Fleet management is generally divided into two broad areas:

Asset Management

General management of the Fleet®"s resources
(What to buy, when to buy, how much to own, how to distribute

resources, etc.)

Maintenance Management

Specific management of the facilities, personnel, and techniques of
maintaining (service, repair, and overhaul) these resources.

Goals of Fleet Management

1 To provide equipment resources to users at the lowest possible
cost, and 2) To optimize the return on 1investment 1in equipment by

getting the most use for the least cost.

Optimization of Fleet Resources can only be accomplished by managing the
resource throughout its life cycle.

Equipment Life Cycle

Sometimes referred to as "cradle to grave equipment management", the
life cycle contains three distinct phases which need to be optimized

through good management.

Phase 1. Birth: Theoriginal purchase. What equipment is purchased
and how it is purchased will affect costs for its entire
life.

Phase 2. Life: Called the equipment®s economic life, the operation

and maintenance of equipment throughout its life. How much
it does and how long it lives for what maintenance cost

affects total life cost.

Phase 3. Death: Final disposal. Once it is no longer economical to
operate and maintain a unit, it should be disposed of. How
this phase is managed affects the total life cost.

Only when all three of these phases are integrated and managed

together, will return on investment be optimized.



Equipment Fleet Organization

Administrative

Some form of centralized fleet management is almost always used to
achieve optimization of fleet resources.

This 1is simply a function of the economy of scale that is possible 1in
areas of purchasing, repair part standardization, computer resources,
standardization of maintenance, and flexibility of shifting resources.
This economy of scale also allows for professional management of fleet
resources at a level not possible in smaller groupings.

Economic

Experience has shown that most fleets operate at lower cost when a
single agency owns the equipment and charges users a rental fee. Rates
are established to recover the cost for the unit"s eventual replacement.

Equipment 1is usually rented to customers in one of three ways:

1. Full Support, sometimes called wet rental, where the equipment company
provides maintenance and fuel. Sometimes maintenance is provided

without Tfuel.

2. Limited Support, sometimes called dry rental, where equipment 1is
provided with major maintenance only. Daily maintenance, service, and
fuel are provided by the customer.

3. Non Support. The customer pays a rental fee which represents
replacement costs only. The customer provides all fuel, service, and
minor as well as major repairs.

Equipment rates can be based on a combination of Tfactors, including
hours, miles, a flat rate per day, per week, or per month.

Most companies with central fleets base equipment rental on a fixed rate
per month or at least a minimum rate per month per unit. This
simplifies accounting, vreduces administrative cost, and creates an
incentive for the customer to not check out any more equipment than is
needed to get the job done.



Basic Areas of Focus for Fleet Management

Equipment Procurement. Buying the right eguipment for the job,
balancing guality with cost.

Equipment Utilization. Companies don"t want to spend money Tfor
equipment that 1isn"t going to be wused. Short-term needs can
often be better met through renting or leasing. Most companies
require a minimum annual utilization on equipment to justify

ownership.

Equipment Maintenance. A good preventive maintenance program is
essential for all units. A well managed overhaul and rebuild
program is usually found in fleets with heavy equipment and large

trucks.

Control of Damage and Abuse. Equipment costs will soar and life
be shortened if unnecessary abuse and damage is tolerated. Most
companies have policies that require users to pay for damage

caused by abuse.

Parts Inventory Management. Repair parts inventories for large
fleets can run in the millions of dollars. Attention must be
given to ensure these inventories are managed properly.

Data Analysis. Making the correct decisions about equipment
requires certain data about its use, cost of repairs, etc. For
large fleets, this represents a large volume of data. It can
only be managed effectively with a computerized system.
Equipment Downtime. Equipment can"t perform its function when
down for any reason. Fleets must manage this parameter.

Other Areas of Fleet Management

Warranty Recovery
Failure Analysis
Training

Quality Control

Fleet Standardization
Equipment Specifications
Equipment Surplus

Safety

Manpower Productivity
Equipment Productivity

eeoloNoNoNoNoNoNe)



CONFIDENTIAL

A SPECIAL REPORT ON THE
DEPARTMENT OF TRANSPORTATION AND PUBLIC FACILITIES
STATE EOUIPMENT FLEET
PROCUREMENT POLICIES AND PRACTICES

July 1, 1987 - August 15, 1989

Audit Control Number

25-4347-90-S

FINAL REPORT

Commissioner, Department of
Transportation and Public

Facilities Mark S. Hickey
DeDUtv Commissioners,

Department of Transportation D. Randy Simmons

and Public Facilities W. Keith Gerken

STATE or ALASKA DIMISION or LEGISLATIVE AUDIT



£ AUDIT DIVISION

v1/ PO. BOX W
JUNEAU. ALASKA 99811-3300
THE LEGISLATURE

BUDGET AND AUDIT COMMITTEE

October 18, 1989

Members of the Legislative Budget
and Audit Committee:

In accordance with a Legislative Budget and Audit Committee
special request and the provisions of Title 24 of the Alaska
Statutes, the attached report is submitted for your review.

A SPECIAL REPm ON THE
DEPARTMENT OF TRANSPQMmOif AND PUBLIC FACILITIES
STATBM"QKFPMENT FLEET

PROCUREMJENTAPAMICIES AND PRACTICES

- August 15, 1989

Audit Control Number

25-4347-90-S

As stated in the Report Objectives, Scope, and Methodology
section, the audit primarily involved a review of state
equipment fleet bids and contract *ards. Special attention
was given to those bids which ha\ been protested and the
reasons for the bid protests.

The audit was conducted in accordance with generally
accepted governmental performance auditing standards.

Randy Welker, CPA
Legislative Auditor
Division of Legislative Audit
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REPORT OBJECTIVES, SCOPE. AND METHODOLOGY

In accordance with a Legislative Budget and Audit Committee
request and the provisions of Title 24 of the Alaska
Statutes, a review was performed of the Department of
Transportation and Public Facilities (DOTPF), State
Equipment Fleet"s (SEF) procurement policies and practices.
The objectives, scope, and methodology of our review were as

follow:
Objectives
The objectives of our review were to:

1. Identify the total number of equipment contracts
entered into between July 1, 1987 and August 15, 1989;

2. Determine which of the* invitations to bid or contract
awards had been protested and for what reasons; and,

3. Analyze the award process for compliance with the
State"s procurement code (AS 36.30).

Scope and Methodology

The scope of our review 1included all invitations to bid
issued in FY 88, FY 89, and the first six weeks of FY 90.
Bid files maintained 1in the SEF offices were examined to
determine compliance with the procurement code and to gather

information on protest/appeals.

Members of the vendor community, SEF user agencies, and SEF
staff were contacted for information about SEF procurement

practices followed during our review period.
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ORGANIZATION AND FUNCTION

The Department of Transportation and Public Facilities
(DOTPF), wunder AS 44.42.020(11), 1is empowered to "supervise
and maintain all state automotive and mechanical equipment,
aircraft, and vessels, . . DOTPF has delegated these

duties to the State Equipment Fleet (SEF).

SEF 1is divided into two parts to carry out 1its responsi—
bilities: headquarters “staff and regional maintenance
staff. The headquarters staff performs the financial
operations for the fleet; the regional maintenance staff
fulfills the operational functions.

SEF Headquarters has a thirteen member staff including a
manager, contract officer, and three equipment operations
analysts. One equipment operations analyst position is
located 1in Anchorage; the rest are 1in Juneau. The manager
reports to the Director of the Division of Management and
Finance who 1is responsible tothe Deputy Commissioner of

Budget and Finance.

SEF Headquarters functions are administrative and financial.
They 1include management of the Highway Equipment Working
Capital Fund, developing rates for the operation and
replacement of equipment, billing and collecting revenue,
issuing statewide policy and procedures for the fleet,
preparing budgets, and managing the statewide equipment
program. Management of the equipment program consists of
procurement (bid specification writing, proposal evaluation,
and contract award) and scheduling equipment replacement.

The other section of SEF is the maintenance staff which 1is
part of the Division of Maintenance and Operations (M&) in
each region. Their duties 1include providing preventative,
routine, and major maintenance for all state equipment and
the assignment of vehicles according to SEF Headquarters
guidelines. The regional staffs report through the M&O
directors in their respective areas and the regional

directors to the Deputy Commissioner of Operations.

The two Deputy Commissioners account directly to the DOTPF
Commissioner.

This audit is concerned primarily with State Equipment Fleet
Headquarters and the equipment procurement function.
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REPORT CONCLUSION

Between the time that the Department of Transportation and
Public Facilities (DOTPF) was first delegated the purchasing
authority for the State Equipment Fleet (SEF) by the
Commissioner of Administration in June 1986 and the
completion of SEF reorganization in February 1989, there was
a distinct lack of management over fleet operations. This
was especially true for procurement operations as evidenced
by the number of protests and appeals filed by the vendors.

In our review of the contracts awarded during the time
period July 1, 1987 through August 15, 1989, we determined
that one hundred seventeen "bids" were requested for
proposals on equipment items. A "bid," as used here, counts
each individual lot listed 1in an invitation to bid as one
bid. Of the total number of items, twenty-two protests of
the bid awards (19%) were filed with the procurement
officer. Ten of the twenty-two decisions made on the
protests were further appealed to the DOTPF Commissioner.
Appendix A shows these statistics 1in more detail.

Filing a protest is the first step in obtaining a legal
remedy as provided by AS 36.30. A protest may be filed with
the nrocurement officer of the contracting agency against
the award of a contract, the proposed award of a contract,

or a solicitation for supplies, services, professional
services, or construction. The procurement officer has
fourteen days to 1issue a decision on the protest. The
protestor may appeal that decision to the Commissioner. The

Commissioner may dismiss the protest appeal without a
hearing, 1issue a decision without a hearing or provide for a
hearing of the protest appeal. The Commissioner may act as
the hearing officer or appoint someone to act for him. The
hearxng officer recommends a decision to the Commissioner
whc in turn makes the final decision on the protest appeal.
The last step may be an appeal of the Commissioner®s
decision to the Alaska superior court.

The protests received by SEF were focused on issues relating
to the bid specifications and whether or not deviations from
those specifications were material. Protestors alleged that
low bids were either unresponsive or prototypes (forerunners
of a model line, non-production models) or that rejected
bids contained only minor deviations which should have been
acceptable. Recommendations 1ave been made <calling for
improvement 1in the specification writing process, for the
development of specific procedures for establishing product

equivalents, and for the consistent application of
guidelines for the determination of material deviation from
the bid specifications. Appendix B details information on

the protested bids.

STATE Or ALASKA -9 - DIVIIIONor LEGISLATIVE AUDIT



Between July 1987 and August 1989, twenty (20) bids were

cancelled. Cancellations are very costly not only for the
vendors but also for the users and the state equipment fleet
itself. "Inadequate specifications” in the imitation to

bid was the reason for thirteen (65%) of the cancellations.
Two bids (10%) were cancelled as the result of changes 1in
user needs and the entire 1invitation to bid had to be
rewritten. Clarification of the bid specifications and the
implementation of a new policy requiring users to approve
the specifications before the 1invitation to bid 1is 1issued
should help decrease the number of bid cancellations.
Appendix C identifies the cancelled bids and the
justification for their cancellation.

For almost two years after the SEF procurement function was
delegated to the Department of Transportation and Public
Facilities, there was no one in a management position
overseeing fleet operations. DOTPF®s decision in the fall
of 1988 to reorganize SEF was a positive step. The
reorganization of the fleet, including the hiring of a
manager, should 1improve the effectiveness and efficiency of

its operations.

Our review of the invitations to bid and procedures leading
to the subsequent contract awards indicated that the State
Equipment Fleet 1is in compliance with the provisions of
Alaska Statute 36.30, the State"s procurement code.

STATE OF ALASKA -6 - DIVISION oF UCOISLATIVK AUDIT
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AUDITOR'S COMMENTS

The equipment procurement function for the State Equipment
Fleet (SEF) was delegated to the Department of Transporta—
tion and Public Facilities (DOTPF) by the Commissioner of
the Department of Administration (DOA) 1in June 1986. This

authorization was given 1in anticipation of changes to be
made by new procurement statute, AS 36.30 which was

effective January 1, 1988. Prior to this delegation, the
Department of Administration, Division of General Services &
Supply, was responsible for SEF procurement. SEF developed
the bid specifications for 1its desired purchases and DOA
issued the invitations to bid, received the proposals,

conferred with SEF regarding the bid evaluations, made the
bid awards, and responded to protests and appeals. SEF now
performs the entire process.

After SEF received the delegation of purchasing authority
for state equipment purchases, the contract officer assumed
the responsibility for the whole procurement function.
Serious management problems began to surface and a series of
studies and reports were published regarding SEF
organization and management procedures.

The first of the studies was the Office of Management and
Budget®s (OMB) "Audit of State Equipment Fleet Management

Procedures™ in November 1987. The OMB audit recommended

that:

1. DOTPF should assume a larger management vrole over
equipment purchased and operated with state general
funds;

2. The Highway Equipment Working Capital Fund (HEWCF)
should be placed on a sounder financial base; and,

3. Existing policies should be followed by the department.

The audit was followed by a multi-agency task force study of
the "State Equipment Fleet.” While that report has yet to
be released final, some draft copies have been distributed.
Areas of concern addressed by the task force included HEWCF
rates, billing process, and cash flow system, SEF equipment
replacement policies, organizational structure, and the
establishment of a better communications network between SEF
and its users.

The final review was an in-house study released in September
1988 which recommended reorganization of SEF Headquarters,
including the upgrade of positions to establish a manager,
management analyst, equipment operations analyst, and
accounting staff. AlIl  three reviews concluded that the
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State Equipment Fleet needed "strong administrative,
financial, and technical guidance™ in order to 1improve its

efficiency and effectiveness.

As a result of the studies, DOTPF reorganized SEF and hired
a manager. The reorganization was completed 1in February
1989 with the hire of the new manager. Since that time the
manager has reviewed SHF"s past performance and problems and
started to implement changes necessary to improve
headquarters operations. Improvements to the procurement
function include the publishing of a new bid package, a
quarterly newsletter from SEF Headquarters to the vendors
outlining future planned acquisitions, and the establishment
of the -equipment operations analyst/specification writer
position 1in Anchorage. Toll free phone and fax lines have
been set up in Anchorage and Fairbanks allowing easy access

to SEF in Juneau.

Many of the vendors 1 complaints about SEF operations were
based on decisions made bv the previous contract officers.
Until recently, no new invitations to bid for equipment had
been distributed. Vendors are waiting to see how the "new
regime™ operates before they are willing to confirm that
things are improving. They are pleased that things that the
new manager promised them in the spring have been done or
are in planning stages. However, until SEF becomes
consistent 1in applying guidelines for assessing materiality
and whether or not a deviation from bid specifications is
major or minor, vendors will still protest contract awards.

The majority of the vendors who bid on state contracts
maintain their businesses in the Anchorage area. They would
have liked to have the entire procurement section of the
state equipment fleet moved to Anchorage instead of only the
specification writer. The vendors feel that the move would
improve user and constituent communications, save funds
spent on travel and per diem expenses by both the State and
the vendors, and make SEF more readily available to the

business community.

DOTPF, on the other hand, feels the added expenses of the
additional administrative support that would be necessary
outweigh the travel costs, and, 1in order to function as a
headquarters wunit, SEF should be. in Juneau with access to
its users, the Legislature, and DOTPF Headquarters personnel
and support staff. Regardless of how a cost analysis may
turn out, the Commissioner has decided to Kkeep SEF
Headquarters close to his office until it is determined to
be functioning effectively and efficiently again.

Any decision to relocate SEF procurement to Anchorage should
be postponed until the equipment operations analyst position
and other new methods of communication with the vendors have
been operating long enough to properly evaluate their



effectiveness. Reevaluation of the situation should be
performed in six to twelve months.

The department admits that a lot of mistakes were made in
the past but feels that they are working hard to correct the
situations that created them.
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FINDINGS AND RECOMMENDATIONS

Recommendation No. 1

The State Equipment Fleet should improve 1its specification
writing m the invitation to bid, should establish specific
procedures ror determining product equivalents, and should
consistently apply guidelines ror assessing material and
immaterial deviations from bid specifications during the

evaluation process.

The State Equipment Fleet (SEF) provides a service to all
state agencies by purchasing and maintaining fleet vehicles
and equipment for them. When a user desires to purchase new
equipment, he notifies SEF of his needs. An invitation to
bid (ITB) is prepared containing the bid specifications for
the desired item(s). Our review included all invitations to
bid and awards made by SEF during the period July 1, 1987
through August 15, 1989, a toral of 117 lots. Twenty-two
protests were made concerning those bids. Two of the
protestors were successful in ~heur. protests of the bids.
All of the protests addressed”aroblems with the bid
specifications in the inviratify bid. Twenty bids were
cancelled completely; fifte"T the cancellations were due
to inadequate specificat<effc \p the ITB.

a. SEF should impé&vy 1its specification writing 1in the
invitation to bzar

The Dbid specifications are drawn wup by the -equipment
operations analyst (specification writer) based on user
needs and information supplied by vendors. Users notify SEF
of their desire to acquire specific equipment. The spec
writer meets with them and tries to obtain a detailed
description of the requisite items before he writes the ITB.
He also meets with the vendors in a pre-solicitation
conference to determine if there 1is equipment available in
the marketplace that can fulfill the user®s demands. Then
the spec writer produces the bid specifications which are
incorporated into the invitation to bid.

IfT the final specifications 1in the invitation to bid do not
accurately reflect the user"s needs, either the user ends up
with equipment he does not want or the bid 1is cancelled.
SEF 030, 1ot 3, a bid for radial stacking conveyors, was
cancelled because subsequent review of the 1TB indicated
that the specifications were inadequate to describe the type
of item desired. When a bid is cancelled, everyone loses.
The user does not receive his desired equipment in a timely
manner; the vendors have to absorb the costs of putting a
proposal together; and, SEF 1loses all the time and money
already spent on the procurement as well as usually having
to start the whole process over again.
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Specifications have been written that asked for products
that are outdated and not 1in production anymore. SEF 039
requested bids for a "progressive build process diesel
powered cab and chassis.” It specified a battery disconnect
switch which had been discontinued for sale to original
equipment manufacturers in early 1987. It is now only
available from parts distributors as long as their supplies
last. In SEF 039 the successful bidder substituted another
switch which was more vreadily available. SEF finally
accepted. the substitute switch after considerable
correspondence and compromise. The substitute switch was
allowed to remain on the trucks, but the vendor was required
to supply a spare switch of the discontinued model 1in case

the substitute failed.

Demand for products that are outdated or not 1in production
anymore wusually occurs becaus™®/>the end user desires a
specific type of item on the”~Qu”ment. However, it is not
the responsibility of tjteNruser to keep abreast of

technological advances 1in Industry. More care needs to

be wused by the speciifTt”on writer in combining user

desires with prod™ 1”1l currently available in the
N

marketplace.

We recommend that  SEFMr"” continue its pre-solicitation
workshops with the users *atfcl vendors 1in order to get the
clearest possible 1TBs 1issued. - Ther"GEF manaeer has informed
us that a new

users to sign-o _r
distributed 1in the 1invitation to bid. These policies, if

followed through on, should be effective in cutting down on
bid cancellations and protests.

b. The State Equipment Fleet should establish specific
procedures for determining product equivalents.

Bid specifications in some 1invitations to bid make use of
brand or trade names to identify the "standard of quality,

performance or characteristics desired” in an item. The
statement "or State approved equivalent” follows the brand
name in an attempt to open competition. The new bid package

just developed by SEF states that "All such brand substitu—
tions shall be subject to the State"s approval."™ However,

no written standard procedures have been established as to
how to obtain designation as a substantially equivalent
product or when that designation needs to take place.

One vendor, on the basis of discussion at a pre-bid meeting
on February 17, 1989, concerning SEF 048, Ilot 7f, a bid for
light duty trucks with a towing package and power angle
snowplow installed, submitted a proposal listing what he
thought was a state-approved equivalent for the specified
snowplow. The contract was awarded to him; later SEF would



not accept his substitute saying it had not been previously
approved. The vendor ended up having to supply the snowplow
specified 1in the [1TB. We recommend that processes for
determining state-approved equivalents be established,
published, and circulated throughout the vendor community.

C. SEF should consistently apply guidelines for assessing
material™ and immaterial deviations from the ITB
specific ations during the evaluation process.

According to AS 36.30.170, 1in order to win a contract award
a bid must "conform in all material respects to the
requirements and criteria set out in the invitation to bid."
A minor informality is described in 2 AAC 12.990 as "matters
of form rather than substance which are evident from the bid
document, or are insignificant matters that have a
negligible effect on price, quantity, quality, delivery, or
contractual conditions and can be waived or corrected
without prejudice to other bidders."

Judging materiality during a bid evaluation <can be a

difficult process. What one person decides 1is a material
difference or a major deviation”iom the bid specifications
that will cause a proposal ermined unresponsive and

rejected, another sees a””™al”inor deviation that can be
ignhored. A recent invifanton» to bid (SEF 061) requested
proposals for a bus to feVsed for transporting prisoners 1in
the Anchorage area.”fclypiximum allowable width for the bus
was listed in the SOTLcmrications. One bid was received that
exceeded that width 5r one foot. How material 1is one foot?
In this case it was very material- as a van that was wider
than specified would not be able to access the sally port at
the Cook Inlet Pre-Trial Facility or the unloading area at

the Court House.

Of the twenty-two bid protests made between July 1, 1987 and
August 15, 1989, eight debated whether or not a deviation
was material or immaterial.

We recommend that guidelines established by SEF Dbe
consistently applied when personnel are trying to determine
whether a deviation from a bid specification is material or
immaterial. It is essential to have the proposals reviewed
to determine compliance with the bid specifications and the
contract award recommended by more than one individual,
preferably an equipment operations analyst and the contract
officer. Any deviations from the bid specifications
determined during the review need to be documented. The
reviewers should have technical knowledge of the equipment
being sought as well as procurement experience. If
agreement on a contract award cannot be reached by the two
people, a third person should be consulted to evaluate the
proposals and recommend an award.

The bid evaluation process should be considered a feedback
and reinforcement tool for the evaluators, and the entire
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procedure should be documented. IT one person is in
disagreement with the rest, it is necessary to support the
reasoning behind both that conflicting opinion and the final
decision. As the process is repeated through successive
bids, each evaluator will gain more experience in dealing
with materiality issues, and SEF will establish consistency

in determining materiality.
Recommendation No. 2

The State Equipment Fleet should develop an office policies
and procedures manual and a desk manual for each o01 1its

start positions.

An operations/policies and procedures manual provides office
orientation to new staff members and assists individuals who
need guidance 1in their responsibilities. It should clarify
all specific office policies and procedures.

An individual desk manual outlines 30b task specifications

for each position in the office. It enables a person not
familiar with the position to take over and perform the job
in an efficient and satisfactory manner. It serves as a

reference and a checklist for~Aring that all steps have
been accomplished in completi”Moa an assignment.

SEF does not currently haA”"these eorganizational/management

tools. In the last eigtff*tenunonths, there has been a high
turnover rate in SEF atMyand addition of new staff posi—
tions. Without an «pfcrations manual or a desk manual

available, each new ~jrson has had to start in a new job
without any guidance materials. This deficiency has contri—
buted to errors and omissions in the SEF procurement process
such as lack of proper notice of the invitations to bid and,
in SEF 052 relating to procurement of motor graders, the use
of an 1incorrect procurement method which resulted 1in a bid

cancellation.

SEF 052 was a rebid of an earlier ITB which had also been
cancelled. Because the contract officer felt that there was
a very limited amount of time available to procure the motor
graders, he attempted to purchase them through the use of an
alternative procurement method, a type B emergency
procurement. Approval for the use of the type B emergency
method should have been obtained from the DOTPF Commissioner
prior to the issuance of the ITB. This was not done and the
Commissioner, when the request reached him, decided that
there was not sufficient urgency to warrant an emergency
procurement.

We recommend that state equipment fleet personnel develop

desk manuals for their own positions and have them approved
by the SEF manager. These manuals should be continually
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updated so that they are kept current with present job
responsibilities. An office operations manual should also
be produced that will provide a guide to office policies and

procedures.

Recommendation No. 3

The State Equipment Fleet should identify pertinent
documents to be retained and implement a filing system for
its bid files that will ensure they are organized and

complete.

The new procurement code, Alaska Statute 36.30, transferred
the delegation of purchasing authority for SEF purchases to
DOTPF. The DOTPF Commissioner in turn delegated the author —

ity to SEF itself.

SEF did not, at that time, set up a filing system for its

bid files. A file 1is maintained for each bid but there is
no organization of the information. Many files either
contain more than one copy S~"fspecific item or are
completely missing important” *3b”iation. Not only are
there usually several coplE~AVFf \n 1item in the files, they
are placed in it in anirfflillcrsminate fashion. There 1is no

orderly arrangement o~~h~"tnformation within the file and,
in order to find anyt!\rpg, it is necessary to sort through
all the papers.

The statutes require certain steps to be taken in the
procurement process 1including adequate public notice of the
invitation to bid, written notice of intent to award a
contract, justification for the use of alternative
prjcurement methods, and deadlines for legal protests. In
order to prove compliance with those requirements, it is
necessary to have some physical evidence that they have
taken place. The bid files are the logical place to store
the appropriate documentation.

We recommend immediate implementation of a filing system for
the bid files. A check list of documentation required for
each bid should be maintained in each file. As an 1item is
placed in the file, it should be checked off. An occasional
review of the check list would ensure that not only has all
the required documentation baen acquired and stored, but
also that all the obligatory steps in the bid process have

been taken.

Attention should also be giver, to a system of file

organization. It could be set up so that each 1item of
information can be found in the same place in each bid file
or a system of indexing could be developed. Whatever design

is chosen for organizing the bid files, the effort should be
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1B ) - ITEM

SEF 01A -
Rnplil Intervention
Vehicle

SEF 015 -
Crash/Flre/Rescue
Vehicle

=, SEF 016 -

Crash/Fire/Rescue
Vehicle

SEF 023

Light Vehicles

SEF 024 -
Sweeper

Crawler dozer

SEF 027 -
Rotary Snowplows

SEF 028 -
4 yard Street
Sweepers

AWARDEE

Emergency
One

Emergency
One

Emergency
One

Alaska Sales
* Service

Sahlberg
Equipment

N.C. Hachin-
ery

Alaska Truck
Center

Sahlberg
Equipment

$ PROTESTED

$146,379

206,792

206,762

889,026
4 lots

27,875

94,870

485,222

217,172

PROTESTOR

Fire-Banti

Fire-Batin

Fire-Bann

Sahlberg
Equipment

Construction
Machinery

Craig Taylor
Equipment Co.

Sahlberg
Equipment

Howard Cooper

APPENDIX B

DOTPF - SEF

SCHEDULE OF PROTESTS AND APPEALS

July 1, 19t)7 = August 15, 198?

ISSUE PROTESICD/APPEAI.ED

Questioned why their hid was
rejected.

Same as SEF 014.

Same as SEF 014.

Low bid did not conform to
ITB specifications.

CM (low bid) should not have
been determined unresponsive
Equal offered was state-of-
the-art product.

State accepted offer that
would not be in compliance
with the performance
specifications.

Low bid was a prototype. (1)
4 parts did not meet bid
specifications.

Howard Cooper's low bid
vejec :ed as determined to be
a prototype.

DECISION on PROTEST

Did not lollow
required format In
proposal.

Same as SEF 01A

Same as SEF 014.

Determined to be
minor deviations
by SEF. Untimely
protest.

Product offered by
CMI was unacceptable
equal.

Untimely protest.

Low bid was not a
prototype. 4 parts
were in conformance.

Subsequent review
determined HC not
a prototype.

RESULT

Withdrawn

Withdrawn

Withdrawn

Denied

Denied

Denied

Denied

Revised
Award

APPEALED?

0

no

no

no

no

no

yes

DECISION on
APPEAL

n/a

n/a

n/a

n/a

Denied by
Hearing Offi-
cer.



APPENDIX A

DOTPF - SEF
Summarv of Bid Awards
July 1, 1987 - August 15, 1989

Number of Dollar Value % of Total % of Total
Type of I temn _ ltems (D) of Items (4) Bids Requested Dollar Value
Bids Requested 117 $14,487,336 100.00% 100.00%
Bid Cancellations (3) 20 17.09%
Bids are Rebids of
Previous Bids 15 12.82%
Protests Made (2) 22 $4,150,502 18.80% 28.65%
Appeals Made $2,016,370 8.55% 13.92%

Note: (¢))
€)
®

*

Number of bids requested includes all individual lots in each request.
Number of protests made includes multiple protests on a single bid.

Bid cancellations include bids canrelled as a result of the appeal
protest.

Dollar value amount of items does not include any funds expended on
long-term vehicle leases.
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Bid Number - Item

SEF 018 -
Long-Term Vehicle Lease

SEF 030 -
Stacking conveyors

SEF 033 -
Crash/Fire/Rescue Vehicle

SEF 036 -
Crash/Fire/Rescue Vehicle

SEF 038 -
Jet Runway Brooms

SEF 041 -
Snowplows & Hitches

SEF 044 -
Motor Graders

SEF 049 -
Trucks/Service Bodies

«T»Tr or ALASKA

APPENDIX C

DOTPF - SEF

Schedule of Bid Cancellations
July 1, 1987 - August"15, 1739

Lot O
1-8
7
8
10

E ntity
Requesting
Cancellation

SEF

SEF

User

User

SEF

SEF

SEF

SEF

User

User

SFF

SEF Justification for Cancellation

Specifications were inadequate.
(Rebid as SEF-021.)

All bids were rejected.
Specifications were inadequate.
(Rebid as SEF-035.)

User determined needed 3,000 gal.
unit instead of 1,500 pal. as
listed in ITB. (Rebid as SEF-036.)

Rebid of SEP 033. Cancelled due
to "unexpected charges in the
needs of the user group” as a
result of accident with similar
vehicle. (Not rebid yet.)

As a result of an appeal to the
Commissioner, all bids were
rejected. Inadequate specs in ITB.
(Rebid as SEF-054.)

Proposed equipment did not meet
ITB design specifications.
(Rebid as SEF-051.)

No bids received for item.
(Rebid as SEF-051.)

Low bid contained material
deviation from specs; 2nd low
exceeds available funding.
(Rebid as SEF-052.)

No need for 24,000 pound trucks;

Specs did not require early
delivery; Specs were inadequate to
describe size required; not in
State's best interests. (Rebid as
SEF-063.)

Specs did not require early
delivery; not in State's best
interests.  (Not rebid yet.)

Ne bids received. (Not rebid yet.)

DIVISION or LEGISLATIVE AUDIT
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SEF 030 »
Sand Spreaders

SEF 031 -

Crash/Fire/Rescue
Vehicle

-mSEF 038 -

5

9

Jet Runway Brooms

-

mMSEF 048 -

5
<
n
>
0
h

Light Duty Trucks

SEF 049 -

Heavy Trucks

(1)
N/A - Not applicable.

A prototype

AWARDEE

Howard Cooper

Alaska Truck
Center

Alaska Truck
Center

Sahlberg
Equipment

Emergency One

Howard Cooper

Alaska Sales
Alaska Sales
Nye Ford

Cal
Worthington

Cal
Worthington

is defined as a one

$ PROTESTED

$179,998

138,095

13,101

170,156

305,582

161,999

222,893
545,61
46,913

68,262

23,644

of a kind model;

PROTESTOR

Sahlberg
Equipment

Sahlberg
Equipment

Sahlberg
Equipment

Alaska Truck
Center

Oshkosh
Truck Corp.

Sahlberg
Equipment

Anch
Anch
Anch

Chrysler
Girysler
Qtrysler

Anch Chrysler

Anch Oiryslcr

3uTy 1,

not produced commercially;

APPENDIX B
(continued)

DOTPF - SEF

SCHEDULE OF PROTESTS AND APPEALS
1987’ -7Ggi.S't'l5," . l« ¥/ "

ISSUE PROTESTED/APPEALED

Howard Cooper product reallly
la a prototype.

Alaska Truck Center product
is a prototype.

Alaska Truck Center product
is a prototype.
State la sole sourcing a

competitive product.

OTC's (low bid) deviations
were minor and therefore
acceptable.

Last minute specifications

were added that were not ftilr

or reasonable, eliminated

competition or were ambiguous.

Material error by both the
low bidders and SEF.
Independent verification was
used.
on bid documents.

Same as SEF 048.

Unlinltlaled alterations

a forerunner of a model

DECISION on PROTEST

Howard Cooper
product not a

prototype.

ATC product la not
a prototype.

ATC product Is not

a prototype.

Untimely protest.

Deviations were
material.

Amendments were
result of pre-bid
mtg. with vendors.

RESULT

Denied

Denied

Denied

Denied

Denied

Denied

Bids evaluated fairly.

All deviations were
Judged to be minor.
Use of independent
verification is
okay.

Same as SEF 048.

line.

Denied
Denied
Denied

Denied

Denied

APPEALED?

yes

yes

no

yes

yes

yes
yes
yes

yes

yes

DECISION on
APPEAL

Commissioner
upheld contract
officer. Denied
hearing.

Hearing officer
overturned bid
award.

n/a

n/a

Commissioner
denied appeal
w/out a hearing.

Comnissioner
rejected <4*
bids. Rebid as
SEF 054.

Commissioner
upheld hearing
officer's deci-
sion to affirm
contract officer
decision.

Same as SEF W48.



Bid Number - ltem

SEF 052 -
Motor Graders

SEF 060 -
Used Belly Dunmps

STATE Or ALASKA

DOTPF - SEF

Schedule of Bid Cancellation;.
July 1, 1987 - August 15, 1989

Lot O

91-

E ntity
Requesting
Cancellation

SEF

User

SEF Justification for Cancellation

Issued as an emergency
procurement prior to receipt
of Consaisaioner‘s approval.
Comnissioner determined that
not urgent enough for use of
emergency procurement.  (Rebid
of SEF-044. Rebid as SEF-053.)

Inadequate specs; all bids
exceeded available funds. All
bids were rejected. (Not to
be rebid.)

OMSION CF LEGISLATIVE AUDIT
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were protested. Although we agree that this 1is an
unacceptable number of protests, | believe it is important
to give the proper perspective here by stressing that in
only 2 cases (or 1% of the total) did vendors prevail 1in
their protest or appeal.

This would indicate that although vendors felt aggrieved by
SEF decisions, those decisions were ultimately deemed to be
correct by various avenues of the protest process including
outside appeal officers. We would submit that changes in
the procurement law had as much to do with the number of
protests as the actual decisions made by SEF personnel.

Recommendation No. 1

The State Equipment Fleet should improve its specification
writing in the 1invitation to bid, should establish specific
procedures for determining product equivalents, and should
consistently apply guidelines for assessing material and
immaterial deviations from bid specifications during the

evaluation process.

SEF records show slightly different totals for bids,
protests and cancellations than you show in your
introductory paragraph. However, the difference does not
appear to be substantial and would not significantly change

your findings.

The research done by SEF also indicates that the protest

trend has improved in the last 9-10 months. It was
recognized in 1988 that there was a problem in this area and
steps were taken to improve the procurement process. We

feel it is important to point this out.

a. SEF should .improve its specification writing in the
Invitation to Sid.

There 1is general agreement that specification writing needs
improvement. Three steps have been taken to address this
within the last six months. First, a revised specification
format was established for use by the specification writer.
Second, pre-solicitation conferences are being held with
users and vendors before final specifications are put out to
bid. Finally, we are now asking user groups to sign off on
final specifications.

We agree with your recommendation and will continue to use
these policies towards the end of improving all
specifications.



STEVE COWPER. GOVERNOR

EPARTMENT OF TRANSPORTATION AND PUBLIC FACILITIES

PHONE
November 28, 1989

Randy S. Welker

Legislative Auditor

Division of Legislative Audit NOV 2 81989

P.0. Box W

Juneau, Alaska 99811-3300 LEGISLATIVE
AUDIT

RE: Response to Preliminary Audit Report on:

"A Special report on the Department of
Transportation and Public Facilities, State
Equipment Fleet, Procurement Policies and
Practices, July 1, 1987 - August 15, 1989."

Derar Mr. Welker:

State Equipment Fleet (SEF) staff and myself have reviewed the
subject Preliminary Audit Report. Our response to the Report
Conclusion and to each recommendation is as follows.

Report Conclusion

There are several comments that need to be made relative to
statements in the Report Conclusion.

Although the total reorganization of SEF Headquarters staff
was not completed until February 1989, it is inaccurate to
portray that group as being without management from 1986
until then. After it was determined by the department that
a higher level of management was needed to oversee SEF
(Equipment Manager Range 23 versus Equipment Coordinator
Range 21), steps were taken to temporarily assign an "Acting
Manager™ 1in 1988. A permanent manager was appointed 1in
February of 1989. It appears that your audit substantiates
our conclusion that additional management and reorganization
was required. It should also be noted that the reorgan-—
ization and additional positions were accomplished without
any increase in the section®s budget. Transfers between
budgeted line items and cost reductions made this possible.

As to protests, they are a normal part of the procurement

process. The Report Conclusions show that 19% (22 of 117)
of the bid lots between July 1, 1987 and August 15, 1989

-23-
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b. SEF should establish specific procedures for determining
product equivalents.

SEF agrees with this recommendation and will work to
establish such procedures. These procedures will be
communicated to the vendors by incorporation in the new bid
package, with expected implementation during the first

quarter of 1990.

c. SEF should consistently apply guidelines for assessing
material and immaterial deviations from the ITB
specifications during the evaluation process.

SEF agrees with this recommendation and had made a decision
to pursue this prior to the initiation of the audit. As the
audit report pointed out, materiality is a difficult issue.
Efits very nature, many decisions must be made on a "case
by case" basis and cannot be predetermined and published.
However, we do feel it is possible to develop guidelines
that will help achieve consistency and we will work towards
that end. We will communicate these guidelines to the
vendors via a "bidder"s list mailing”™, with implementation
anticipated during the first quarter of 1990.

I would point out that the "materiality"” language 1in AS
36.30 was written to provide the flexibility to make awards
that are in the best interests of the state and to preclude
throwing bids out for minor technical defects. This 1is
consistent with practices at the Division of General
Services and Supply, Department of Administration.

In an effort to more clearly communicate that materiality is
a definite part of our bid award process, a letter was sent
to all vendors addressing its basis in law and the
requirement by statute that it be used in determining bid

awards.

The bid evaluation process you have recommended whereby a
minimum of two reviewers are used with disagreement
moderated by a third reviewer, has already become standard
practice within SEF.

Recommendation No. 2

The State Equipment Fleet should develop an office policies and
procedures manual and a desk manual for each of its staff

positions.

SEF concurs with this recommendation. This process has already
begun and will include a complete rewrite of all SEF Policies and

-25-
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Procedures, It is anticipated implementation will take until
the end of CY 1990.

There are some statements in Recommendation No. 2 that need
clarification. Reference is made to SEF 052 as "the use of an
incorrect procurement method which resulted in a bid cancella—
tion." SEF 052 was a rebid of an earlier Invitation to Bid (ITB)
which had been cancelled. The user agency (DOT&PF Maintenance
and Operations) requested alternate procurement methods be used
because they needed the equipment sooner than a formal bid
process would allow. The contract officer correctly processed a
Request for Alternate Procurement (RAP) and was using an approved
and correct procurement method. However, during this process,
closer scrutiny by the using agency revealed that their needs
really did not qualify under the Type B emergency. The RAP had

already been approved before the ITB was issued. As a result of
the user agency determining that they really did not have a Type
B emergency, SEF cancelled the ITB. It is important to note here

that the contract officer was complying with the request of the
user agency and had based his decisions on information they
provided. His approach and methodology were correct and in

accordance with statutes.

Recommendation No. 3

The State Equipment Fleet should identify pertinent documents to
be retained and implement a filing system for its bid files that
will ensure they are organized and complete.

SEF concurs with this recommendation. A preliminary filing
system has already been developed with full implementation
expected prior to the end of 1989.

Additional Comments

We agree with the Auditor®s comments that any decision to
relocate the SEF procurement staff should be postponed and
reevaluated at a future time. We 1intend to do this once
sufficient time has passed for a proper evaluation.

We were pleased with the report conclusion that the State
Equipment Fleet is in compliance with all provisions of Alaska
Statutes 36.30. We were confident that your review would not
reveal improprieties or illegal activities, either intentional or
unintentional, and we were pleased to see your report confirms

this to be so.
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summary

We appreciate the opportunity of providing our response to this
preliminary report. We will look forward to reviewing the final
version. In the meantime, please do not hesitate to ask if 1 can

be of further help.

Sincerely,

Mark S . Hickey
Commissioner

cc: Robert N. Bartholomew, Director, Management & Finance
Ken Langel, Manager, Statewide Equipment Fleet
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BUDGET AND AUDIT COMMITTEE /
December 12, 1989

Members of the Legislative Budget
and Audit Committee

We have reviewed the Department of Transportation and Public
Facilities®™ (DOTPF) response to our preliminary report. Our
comment follows:

Recommendation No. 2

Overall DOTPF concurred with the recommendation. As a point
of «clarification, they mentioned that the P.equest for
Alternate Procurement (RAP) for SEF 052 had been approved by
the Commissioner. Therefore it had been correctly processed
by the contract officer and was in accordance with Alaska
Statute 36.30. To support this statement the department was
able to locate a signed copy of the RAP which had not been
included in the SEF 052 procurement file.

This clarification does not change our recommendation for
the development of an office policies and procedures manual
and a desk manual for each staff position.

Randyis. Welker, CPA
Legislative Auditor
Division of Legislative Audit
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STATE EQUIPMENT FLEET TASK FORCE

INTRODUCTION

The State Equipment Fleet (SEF) Task Force was established to review several
aspects of fleet operations and organization. The primary goals of the Task
Force were to develop recommendations which would improve the operations of the

fleet, stabilize the fiscal condition of the Highway Equipment Working Capital

Fund (HEWCF), and address the concerns of user agenices.
The Task Force focused its work on the following objectives:

1. Review of the current replacement program to ascertain whether conversion
to managing the HEWCF using the cash flow concept is working., If not

suggest remedies.

2. Address alternatives to state vehicles, including use of privately owned

vehicles or lease vehicles.

3. Review current SEF organizational structure, i.e., centralization vs.

regionalization for most efficient management structure.

4. Review and suggest policy guidelines on the number and use of state

vehicles.



5. Review effectiveness of current rate structure for both the replacement

program and operations. Recommend necessary changes.

6. Review effectiveness of billing and accounts receivable process including

the use of Equipment Management System (EMS) and suggest improvements.

7. Address and develop communication plan which will allow user groups to

keep informed on SEF operations.

The members of the SEF Task Force are:

Frank Allan, Administrative O fficer, Department of Public Safety

Elizabeth Engle, Director, Design and Construction, Northern Region, DOT&PF
Jack Kreinheder, Policy Analyst, Office of Management and Budget

Donald Morfield, Director, Maintenance and Operations, Central Region, DOT&PF

D. Randy Simmons, Deputy Commissioner, Budget and Finance, DOT&PF

EXECUTIVE SUMMARY

The main findings and recommendations of the Task Force are summarized below,

with the numbers coresponding to. the ssues listed above.

1. The cash flow method of managing the HEWCF is not working adequately,
and has placed the SEF in a financially unsound position. We recommend

that a legislative appropriation or series of appropriations, to the HEWCF
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to partially restore previous reappropriations from the fund would be the
most financially prudent option. Based on current information, an appro-
priation or appropriations in the range of $ million to $8 million would

be necessary to eliminate the current replacement backlog.

If this option is not feasible because of revenue considerations or other
factors, several less attractive alternatives must be considered. These
include but *. e not limited to, raising user replacement rates (which
would simply shift the cost to agenices), replacing vehicles through
lease/purchase agreements, or eliminating the current replacement funding
system entirely and relying on annual capital appropriations by the

Legislature.

The SEF needs to develop an accurate cash flow projection system if cash
flow financing is to be continued. The SEF should also make more accurate

estimates of replacement costs, particularly for extended life vehicles.

The Task Force evaluated several alternatives to the present SEF structure,
including utilization of vehicles owned by state employees, replacing HEWCF
vehicles with vehicles leased from the private sector, and replacing the
SEF with a system in which each department would operate its own vehicles.
None of these alternatives were determined to be preferable to the current
SEF structure, because they are not cost-effective, or administratively
practical, or both. However, unless some amount of supplemental funding

is provided to eliminate the current replacement backlog, agencies may be
forced to rely on lease/purchase arrangements for vehicle replacements,

even though the long-term costs of this alternative are higher.
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It is the Task Force's recommendation that no major changes to the
organizational structure be made at this time. That is, the regional
operations should continue to report to the MO Directors in their
respective regions and the HQ functions should continue to report to the
Director of Management and Finance in Juneau. As to the location of the
HQ functions, because of their statewide nature it is recommended that
these functions continue to be performed out of Juneau with one exception;
that exception relates to the purchasing function. Since the majority of
vendors reside in Anchorage it is recommended that on a trial basis, one
purchasing specialist be located in Anchorage (but continue to report to
HQ) in an effort to determine if additional efficiencies can be attained.
However, the Task Force supports the current proposed DOT&PF internal

reorganization of the Headquarters SEF section in order t> improve the

efficiency of SEF operations.

The SEF needs to take a larger role in approving vehicle replacements and
evaluating vehicle utilization. Procedures should be developed which
will identify vehicles that are under-utilized. The SEF should also
monitor the utilization of existing vehicles on a regular basis, rather

than waiting until a replacement is needed.

These recommendations involve a major shift from current practices and
will require support from the Governor's Office to be effective. We
recommend that a directive from the Governor or Chief of Staff requiring

the new procedures be issued to all user agencies.



The SEF should review the current rate structure, both operating and fixed,
to establish rates that will allow for the collection of sufficient revenues
to replace and operate essential equipment. Fixed and operating costs

must be based on acquisition costs and actual operating costs and should

be reviewed and adjusted yearly. Formulas should be simple and computerized
for ease of calculation. Anticipated rates need to go to users early in

the fiscal year to allow them to budget accordingly. To the extent possible,

rates should not be influenced by political pressure.

We have identified twelve modifications which would reduce duplication of
effort and improve the billing and accounts receivable process of the
EMS. These include: (a) provide a or.e-entry system for vehicle use in
EMS that would be entered by field personnel, verified at the user agency
level, by SEF and then be read by AKSAS to produce billings; (b) modify
EMS to include "inception-to-date” data on vehicle replacement costs; and

(c) current month billing for both operating and replacement costs would

be beneficial to users.

Communications between the HQ's SEF, regional SEF staff and user agencies
needs to be improved. The Task Force recommends that regional SEF offices
receive reading file updates, and possibly a newsletter, which could be
passed on to user agencies informing them Of SEF policy updates and infor-
mation relating to vehicle usage. As the main contact point for user
agencies, the regional SEF staff needs to be familiar with all SEF policies
and procudures. We also recommend that an Annual Fleet Report be established

to provide comprehensive information on the SEF to users.
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The Task Force recognizes that it may not be feasible to implement every one

of these recommendations because of limitations in funding and staff resources

as well as other factors. However, we believe that the changes we have suggested
are important steps in improving the efficiency of the fleet. They are also
necessary to restore the HEWCF to a sound fiscal basis, which will result in

the lowest long-term cost for meeting the state's vehicle and equipment needs.
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TASK ISSUE #1

"Review the current replacement program to ascertain whether conversion to
managing the HEWCF using the cash flow concept is working. If not, suggest

remedies."
RECOMMENDATIONS

0O The cash flow financing method is not working adequately, and has placed
the SEF in a financially unsound position. We recommend that a legislative
appropriation or series of appropriations to the HEWCF to partially restore
previous reappropriations from the fund would be the most financially
oruoent option. Based on current information, it appears that an appro-
priation or appropriations in the range of $6 million to $8 million would

be neccessary to eliminate the current replacement backlog.

If this option is not possible, other alternatives must be considered,
including raising user replacement rates, replacing vehicles through
lease/purchase agreements, or dropping the current replacement funding

system entirely and relying on annual appropriations by the Legislature.

° The SEF needs to develop an accurate cash flow projection system if cash
flow financing is to be continued. Parts of this system are already in

place, but additional work is necessary to accurately project replacement

costs and revenues.

0 More accurate estimates of replacement costs should be developed,

particularly for extended life vehicles.
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° The SEF staff should determine the feasibility of tracking replacement

charges by individual vehicle and department, rather than commingling

replacement funds.

DISCUSSION

Our review of the current and projected financial condition of the HEWCF clearly
demonstrates that the cash flow financing method as presently administered is

not working adequately, and has placed the SEF in a financially unsound position.

Because of insufficient funds in the HEWCF, the SEF is approximately one and a
half years behind on most scheduled equipment replacements. In addition,
current and projected replacement revenues arc- not expected to be large enough
to allow the SEF to "catch up" with this replacement backlog and to fund future
replacement needs. This replacement backlog has resulted in equipment and
vehicles being operated beyond their useful lives, increasing the cost of

operations and maintenance and placing upward pressure on user rates.

This situation has been caused primarily by the drawdowi. f the HEWCF oalance
through several large legislative reappropriations of HEWCF monies, and the
reduction of user replacement rates in FY87 to levels too low to cover actual
replacement costs. It appears that the FY87 reappropriation of $25 million

from the HEWCF removed about $12 miillion more than the fund could spare.

We believe that the cash flow financing system can operate properly once the
HEWCF balance and replacement rates are restored to adequate levels and the

replacement backlog is eliminated. Based c.i our review to date, it appears
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that a legislative appropriation or series of appropriations to the HEWCF in
the range of S6 million to $8 million will be necessary to eliminate the
replacement backlog and restore the SEF to sound financial footing. Additional
analysis by the SEF staff cf replacement funding requirements anf rate levels

is necessary to r?fine this estimate.

A second alternative for restoring the HEWCF balance would be to increase user

replacement rates substantially above the level of actual replacement costs for

several years. However, this option would just spread the cost of eliminating
the backlog across all user agencies. If neither of these actions is taken,
replacement delays will continue to occur, operating and maintenance costs

will increase, and the risk of operating potentially unsafe vehicles will rise.

Why Cash flow Financing is Not Working

For many years, the HEWCF was operated on a sinking fund basis in which the
monthly replacement fees paid by vehicle users accumulated in the fund so that
when a vehicle was replaced the cost was covered by the replacement revenues
which accrued in the HEWCF over the life of the vehicle. In contrast, the
current cash flow method of financing vehicle replacements does not allow
replacement revenues to build up in the HEWCF, but instead collects just enough

revenue each year to cover the cost of replacements for that year.

DOT&PF made the conversion from sinking fund to cash flow financing in FY86
when it became apparent that the cash balance left in the HEWCF after several
legislative reappropriations from vhe fund was only large enough to meet the

immediate needs of the replacement program. Between FY83 and FY87, a total of
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S62.7 million was reappropriated from the HEWCF to the general fund. Figure 1

shows the amounts reappropriated in each year and the end-of-year balance of

the HEWCF.
HWCF Finances: FY 83 - 88
30
Millions of
Dollars 20 Year-end Balance

0 Revenues
a  Reappropriations

83 84 85 86 87 88

Fiscal Year

The largest reappropriation from the HEWCF was made in FY87, when S25 million
was transferred to the general fund. It appears that a major error was made
in estimating how much money could be removed from the HEWCF, while still
enabling the fund to cover vehicle replacement costs. About S12 million more
was reapproDriated in FY87 than was possible without causing a shortfall in

replacement funds.



The SEF may have been able to adjust to the decreasing balance of the HEWCF and
make a successful conversion to cash flow financing if replacement rates had
remained stable. However, in FY86 DOT&PF determined that replacement rates

were excessive, and reduced rates by an average of 21 percent.

In FY87, replacement rates were again reduced initially by about 7 percent, and
then were lowered an additional 49 percent in response to Governor Sheffield's
mandate to reduce all agency operating budgets. All of the parties invovled
apparently recognized that with this reduction, the FY87 rates were well below
the levels necessary to fund vehicle replacement costs, but the decision was

made that the state's immediate fiscal situation required the rate reduction.

In FY88, replacement rates were increased by 47 percent, but even with this

increase, average FY88 rates were still 35 percent below FY86 levels and

49 percent lower than FY85 rates.

Figure 1 shows the replacement revenues to the HEWCF in FY85-88. These revenues
fell from $17.4 million in FY85 to $5.2 million in FY87, and are projected

to rebound somewhat to about $8.0 million in FY88.

The sharp decrease in replacement rates and revenues, combined with the large
reappropriation from the HEWCF, has left the HEWCF with insufficient funds to
replace many of the vehicles which have been determined to need replacement

in FY86-88. SEF staff estimate that the average delay in replacement is now

approximately one and a half years.

-11-



It is important to note that the vehicles which have been designated for

replacement have not just reached the end of their "paper lives," but have been
individually inspected and determined to be either unsafe or more expensive to
operate and maintain than to replace. As more replacements have been deferred,

operating and maintenance costs for many of these vehicles have increased

substantially.

In summary, the conversion to cash flow financing has not been the real cause
of the current financial problems of the SEF; the primary causes have been
reducing the HEWCF balance and annual replacement revenues to the point that

cash flow financing cannot provide sufficient funds to make the necessary

replacements.

An addtional factor was that the conversion from sinking fund to cash flow
financing was not planned by DOT&PF, but instead occurred by default as the
Legislature appropriated money from the HEWCF to the point that sinking fund
financing was no longer possible. As a result, the detailed financial analysis
which is necessary to properly administer a cash flow financing system was

not implemented by the SEF. When the HEWCF had a large cash balance, precise
annual projections of revenues and replacements were not as necessary, but such

projections are essential when revenues must match replacement costs on a

year-to-year basis.

Restoring the HWCF to a Sound Financial Basis

We believe that the cash flow financing method can operate properly once the

HEWCF balance and replacement rates are restored to adequate levels and the

replacement backlog is eliminated. Realistically, cash flow financing s

-12-
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probably the only way the SEF will be able to operate for the foreseeable
future, since reverting to the sinking fund method would require a very

large appropriation to the HEWCF.

The first step which is necessary to improve the financial condition of the
HEWCF is to develop an accurate cash flow projection system. This system should
be able to forecast both replacement costs and revenues over a two year period.
Parts of this system are already in place, but further work is necessary to

complete a reliable system for managing the HEWCF.

As part of this effort, more accurate estimates of replacement costs need to be

developed, particularly for extended life vehicles (vehicles which have reached

the end of their paper lives, but have been inspected and approved for continued
use). Under current procedures, replacement projections assume that all vehicles
in the extended life class will be replaced in the next year, when in fact,

many of these vehicles may be usable for several years. Therefore, current

replacement projections tend to overstate the number and cost of vehicles to be

replaced.

The SEF staff should also investigate the feasibility of tracking replacement
charges by individual vehicle and department, rather than the current approach
of commingling all replacement funds in a single account. This alternative
could allow the SEF to make adjustments for actual replacement costs that were
higher or lower than the charges collected, and would allow agencies to be
credited for vehicles which were not replaced. In addition, user agencies may

have more confidence in the HEWCF if an individual accounting of their replacement

funds is available.

-13-
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These measures are important steps in improving management of the HEWCF, but they
will not solve the SEF's biggest problem—the backlog of vehicle replacements

and the insufficient balance of the HEWCF. There are essentially five options

for addressing the problem:

1. Obtain a legislative appropriation or series of appropriations to the

HEWCF in order to restore the fund balance to a level that will cover

the cost of the replacement backlog.

2. Increase user replacement ates above the level needed to cover actual
replacement costs. The additional revenue could then be used to eventually

eliminate the replacement backlog.

3. Enter into lease/purchase agreements for replacement vehicles instead

of purchasing outright.

4. Eliminate the current replacement system and the HEWCF entirely and

rely on annual capital appropriations by the Legislature to fund

replacements.

5. Take no action.

Of these options, restoring the balance of the HEWCF through a legislative
appropriation or appropriations is probably the best solution from a financial
management standpoint. Justification for such an appropriation(s) can be
provided by the fact that the FY87 reappropriation of $25 million from the

HEWCF was largely responsible for the current financial condition of the HEWCF.

Nevertheless, obtaining such an appropriation”™s) may be difficult.

-14-
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Based on available information, it appears that an appropriations) in the range
of $6 million to $8 million would be necessary to eliminate the current replace-
ment backlog. Additional analysis of replacement funding requirements and

rate levels is necessary to refine this estimate.

Increasing user replacement rates could accomplish the same objective over a
longer period, but this approach would simply spread out the cost of an
appropriation(s) to the HEWCF over all user agencies, and would increase their
budgets accordingly. Substantial resistance to this approach from user
agencies is to be expected, because with the exception of the low FY87

rates, the agencies have already paid for the vehicles awaiting replacement.

The lease/purchase option is discussed in detail in a separate section of this
report. This alternative would allow the SEF to acquire replacement vehicles
with no initial purchase cost, but would increase yearly user costs suDstantially.
In addition, a buyout cost of as much as 25 percent of the vehicle cost may be
required at the end of the lease term. In summary, lease/purchase agreements
would defer vehicle purchase costs, but would increase overall cost of the SEF
to the state. Therefore, this option only postpones the financial problems of

the HEWCF, rather than providing a lasting solution.

A fourth alternative would be to eliminate the HEWCF and relay on annual appro-
priations by the Legislature to fund vehicle replacements. This approach

would avoid the need to restore the balance of the HEWCF. It might also result
in more legislative scrutiny of replacement funding requests. However, this

alternative would eliminate the advantages of centralized financial management



of the SEF, and would result in extensive duplication of effort among agenices.
This duplication of effort would probably make this replacement approach more

expensive in the long run than the current HEWCF structure.

Taking no action would result in continued replacement delays, and is likely

to increase operating and maintenance costs as older vehicles must be main-

tained and overhauled beyond their useful lives. Operating rates would have
to be increased to cover these additional costs. In addition, the likelihood
of agencies operating potentially unsafe vehicles will increase if vehicles

designated for replacement continue to be operated indefinitely.
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TASK ISSUES #2

"Address alternatives to state vehicles, including the use of privately owned

vehicles or lease vehicles.”

RECOMMENDATIONS

The Task Force recommends that the SEF as currently structured and the HEWCF
remain in effect and that prior withdrawals from the fund be replaced to the

level that would allow for the replacement of agency vehicles as scheduled.

DISCUSSION

This item can be broken down into five options that have been examined in

detail. They are:

1) Utilization of vehicles owned by state employees and, in effect leased

by the state from them.

2) Replace HEWCF vehicles with vehicles leased from the private sector.

3) Replace HEWCF vehicles with vehicles leased from the private sector

with title transferred to the state at the conclusion of the lease or

with a buy out option.

4) Replace the SEF with a system in which each department operates its

own vehicles.
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5) Maintain the SEF with changes to improve its operation.

Employee Owned Vehicles

Under this option, state employees would purchase vehicles specified by
the state as to make, model and equipment. These vehicles would then be
leased back to the state based upon either mileage driven in service of
the state or by hours of operation in state service. This type of option
has seen some success in the public sector but appears to be limited to
small law enforcement organizations with |limited responsibilities and a

uniform operating environment.

Advantages:

a. No state vehicle purchase costs.

b. Limited inventory responsibilities.

c. Savings would be realized in the areas of SEF maintenance personnel

costs if employee was responsible for providing a well maintained

vehicle.

Disadvantages:

a. This option could not be universally employed within the fleet
because heavy equipment is too expensive for employees to purchase

initially. If this option was employed only on light duty vehicles,
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potential savings would be limited dueto having what would amount to
two fleets; one owned by the state and one not. Administrative

costs would be increased over the present SEF requirements.

The SEF and the user agencies would still be responsible for determining
equipment specifications and requirements. The administrative costs
would not be removed under this plan; indeed they may be increased due

to the complexities involved and the follow-up required to assure

compliance.

Additional accounting controls would need to be put into effect to
prevent potential fraudulent claims on hour or mileage reporting.

This again would increase administrative costs.

A potential exists that if all maintenance costs were borne by the

state, the employee would tend to incurunreasonably high maintenance

to protect the employee's asset.

If the employee was responsible for maintenance there is a possibility
that he or she might cut corners to save money. This may result in
unsafe vehicles being operated in state service. Any resulting
accidents could legally be attributed to the state for not assuring
that the appropriate maintenance was performed. At a minimum, the
state would need to put in place a maintenance oversight organization
to protect itself against potential litigation. Again, this would
incur additional expense for SEF or at le~st maintain a portion of
the current SEF staff involved in the maintenance of the fleet.

This would partially offset any potential savings.
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If the employee was promoted or transferred to a position that would
require a different vehicle type either because of work assignment or
climate, how would this program handle such a situation? It could not
without the state purchasing the original vehicle or placing an unreason-
able demand upon the employee. A related problem exists on termination.

Would the employee be stuck with a vehicle he does not want?

Standardization ai.a compatibility of vehicle equipment would be difficult
to maintain. Radios, lightbars, etc. would all be troublesome to make

uniform. This is not workable in a state as diverse as Alaska.

How would the vehicles be insured? The employee's private insurer would
be reluctant to insure such a vehicle in state service because the
insured population would be insufficiently large to cover the exposure.
If the state covers the vehicle while it is in state service and the
private insurer while otherwise employed, conflicts would be sure to
arise. Employees would tempted to charge damage to Risk Management

rather than their own insurance to keep their personal expenses minimized.

If the employee's vehicle was involved in an accident or otherwise in
need of a repair requiring time when it would not be available, how
would the employee obtain a replacement? Short term rentals are
often not readily available and usually could be expected not to have
compatible equipment (radios with correct crystals, Ughtbars with

the correct colored lenses, etc.).
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Potential savings of utilizing employee-owned vehicles leased back to the
state would be lost to a multitude of legal, administrative and operational

difficulties and therefore, this option is not recommended by the Task

Force.
Straight Leasing of Vehicles

This plan of operation would cal; the state to lease all or part of

its fleet from the private sector and return the vehicle to the lessor at

the conclusion of the lease. This possible option is not addressed in
detail due to the universal refusal of potential vendors to accept a
straight lease. They are categorically disinterested in having to accept
back a large number of similar vehicles at the end of a lease period. As

stated earlier, this option is not feasible because potential vendors

have universally refused to accept straight leases.

Lease/Purchase Option

This option would replace the current HEWCF vehicles with a fleet

obtained from entering into lease/purchase agreements with appropriate
vendors. It appears through discussion with potential vendors that
agreements could be signed whereby the state preferably would automatically
obtain title to vehicles at the end of the lease or where a depreciated

purchase price would be required at the end of the lease.
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Advantages:

a. No state vehicle purchase costs. This may be the only way to provide

replacements if the HEWCF reappropriations are not replaced.

b. Ultimate ownership of the vehicle would revert to the state at the
end of the lease and they could begin normal HEWCF treatment at that

time if their life could be extended.

C. Sale of disposed vehicles could be used by the HEWCF (assuming current

treatment remains in effect).

d. A potential for savings exists if the lessor provides maintenance.
Such maintenance could, however, only be provided in cities such as
Anchorage, Fairbanks, Soldotna and Juneau and not in out-lying
communities. Several difficulties exist related to turn around
time, priority for service, hours of operation, etc. Some vendors

will not provide maintenance at all.

Disadvantages:

a. Increased yearly cost to agencies. Contacts were made with numerous
vendors to obtain comparison figures which reveal that the fleet would
cost substantially more under this option. Refer to Attachment 1.

The substantial increase in the lease vs. SEF replacement cost is
attributed to the existence of a profit margin in the lease data and
the cost of lessors having to finance the leases, neither of which

have a corresponding requirement in SEF costs.
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b. No savings in SEF administrative costs since the same fleet data
would need to be maintained. Further, such costs may increase as

periodic payments would need to be made, contracts negotiated, etc.

C. Pool of repair cars (paid off older vehicles) would no longer be
available to provide short term replacements as cars are repaired
from accidents or to cover major mechanical related down time.
Thus, more vehicles would need to be leased to cover the need,

increasing the fleet costs further.

d. Operating cost data necessary to effectively manage the operation

of the fleet would be lost if a portion of the fleet's maintenance

was performed by one or more vendors.

e. Depending upon how the lease or leases were written, a buy-out cost
of as much as 25% of the cost of the vehicles might need to be
made in the final year of the lease. This would complicate the

budget process as well as still require a substantial cash outlay

by the state.

Lease/purchase of replacements for the SEF/HEWCF fleet units is a costly
alternative that is not recommended by the Task Force. It should be noted
however, that unless some amount of supplemental funding is provided the

lease/purchase of replacement vehicles may be the only option available.
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Agency Responsibility

This alternative changes the existing vehicle responsibility from the SEF
within the DOT&PF to each user department. This change would require

statutory changes to AS 44 and other related statutes.

Advantages;

a. Such a change would eliminate past criticism of the fleet by smaller

user departments.

b. Potential savings would be available to DOT&PF as some of the fleet

management and related costs were shifted to the user departments.

Disadvantages;

a. The agencies would have to absorb the management of their portion
of the current fleet. This might or might not involve transferring

of SEF fleet resources to user agencies.

b. The user agency would forced to provide its own replacement
vehicles to c les involved in accidents, etc. It would
not have access to a pool of vehicles currently available from the

combined agency needs presently addressed by the SEF.

c. Statewide vehicle operating cost data will be lost as each agency

maintains its own records.




d. No financial savings is anticipated under the alternative and
administrative costs may increase overall as each department must

develop knowledge of vehicle management.

There appears to be no substantive reason for making such a change other
than to provide an overly simplified response to addressing some user
departments misinterpretation of the SEF and the HEWCF. Based upon the

absence of justification this change is not recommended by the Task Force.

SEF/HEWCF Retention

This option involves maintaining the revolving fund concept (HEWCF) managed
by the SEF under DOT&PF as is currently the case, bu <**ith some improvements.
Suggested changes include a better defined and justified operating rate
structure and improved communications with the executive branch, the

Legislature and particularly with user departments (Task Issue #7).

Advantages;
a. Least expensive method to obtain replacement vehicles over the long run.
b. No disruption of the current level of service, management system or

budgeting process.

C. Knowledgeable centralized management and purchasing staff in place.
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d. Pool of repair vehicles is available to all departments.

e. Training time/funds available are being used to refine current

operations rather than introduce an entirely new system.

f. Overall, the existing system is less cumbersome than possible lease
programs.
g. Due to having the responsbility for managing the entire fleet for the

state, SEF provides volume purchases of repair parts, group shipments

of vehicles and other user support.

Disadvantages;

a. Insufficient funds exist in the HEWCF to maintain the existing fleet.

b. The HEWCF provides an inactive substantial pool of funds that is a

tempting target during period's of declining revenue.
The Task Force recommends that the current SEF and HEWCF remain in

effect and that prior reappropriations from the fund be replaced to the level

that would allow for the replacement of agency vehicles as scheduled.
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TASK ISSUE #3

"Review current SEF organizational structure, i.e. centralization vs. regional—

ization for most efficient management structure."”

RECOMMENDATIONS

It is the Task Force"s recommendation that no major changes to the organizational
structure be made at this time. That is, the regional operations should continue
to report to the M&0 Directors in their respective regions and the HQ functions
should continue to report to the Director of Management and Finance 1in Juneau.

As to the location of the HQ functions, because of their statewide nature it is
recommended that these functions continue to be performed out of Juneau with

one exception; that exception relates to the purchasing function. Since the
majority of vendors reside in Anchorage it is recommended that on a trial basis
one purchasing specialist be located in Anchorage (but continue to report to

HQ) in an effort to determine if additional efficiencies can be attained.

DISCUSSION

Over the past several years, the SEF has been organized in a number of different
ways. In the regions, the organizations have run the garnet from the SEF

Equipment Managers reporting to the SEF Director located in Juneau to Administra—
tive Directors located in the regions to the M&0 Directors which is the current
organization. SEF HQ personnel have either reported to the SEF Director or

Administrative Director located in Juneau (current organization).

-27-



DRAFT

The current organization is quasi-Regional, that is, some functions are

centralized and performed in Juneau while others are performed in the regions.

The centralized operations currently include a staff of nine positions that
report to the Director of Management and Finance. Their primary duties are to
manage the statewide equipment program, Including determining when and what
equipment should be replaced, specifications writing, bidding, and contract
award; setting policy by promulgating and distributing P&P"s; preparing HQ
budgets and overseeing regional budgets; managing the HEWCF; billing and
collecting revenue; conducting excess/surplus sales; procuring lease vehicles;

and devloping operating and replacement rates for the equipment.

The regional staff report to the M&0 Directors in t®™eir respective region and
are responsible for the day-to-day operations of SEF. These include but are
not limited to: provide preventative, routine, and major maintenance for all
state equipment; order and procure parts; and administer SEF operations within

guidelines established by HQ including assignment of vehicles, budget preparation,

payment of bills, etc.

There have been a number of questions raised recently as to the effectiveness
and effeciency of the current organization. Some feel that the SEF should be

divisionalized as it was in the past and all SEF personnel reporting to a division

director in Juneau.

In order to formulate recomendations in this area, the Task Force reviewed
previous audits and reports on SEF organization. Additionally, we interviewed

and solicited comments via a written questionnaire from SEF and non-SEF personnel.



The key report that was done on this subject was the Morrison-Knudsen Study

that was commissioned by the department in 1983-84. The major recommendations

of that study were:

0 "Based on functional considerations it is recommended fleet function

In the field be assigned to the Maintenance and Operations units at

managerial parity with other M&0 sections."”

0 "At the centralized headquarters level assign the fleet to the Standards

and Technical Services Division."

0 "Evaluate the benefits associated with Jlocating the central function in
Anchorage so as to best coordinate with the Department of Administration

and equipment vendors who are located in Anchorage."

Only the first recommendation was followed completely. An evaluation based on

the third recommendation was recently completed and one of our recommendations

was taken from that evaluation.

In order to evaluate the effectiveness of the current organization and to
determine if the other two recommendations could provide benefits to the SEF,

the following questions were asked of fleet and non-fleet personnel:

0 Is SEF operating efficiently and effectively under the current organi—

zational structure?
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0 If not, can the fleet operate efficiently and effectively under the

current strucutre?

< Should the regional SEF personnel report to HQ SEF?

0 Should HQ SEF report to the Director of Management and Finance or the

Director of Engineering and Operations Standards?

The only clear-cut concensus was to question 3; the overwhelming majority felt
that reigonal SEF personnel should continue to report to regional M&0O Directors.
This was based on the fact that most people felt that the functions performed in
the regions were of a different nature than those performed by the HQ unit and

it would be more efficient to have the direction come from the individual regions.

As to the other questions, there was no clear concensus. Most felt that there

were pro"s and con"s to each specific situation. Vihat came out of the discussions
was fairly consistent. Most agreed that no matter what the organization, the

following needed to be done:

0 The duties and responsibilities of each unit needed to be clarified and
written down. Some people were unclear as to who had what authority
which has caused confusion and inefficiencies.

<= Policies and procedures needed to be followed.

< The HQ equipment coordinator position needed to be filled as soon as

possible with a qualified individual.
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< Staffing levels need to be addressed to insure their is sufficient
qualified staff to perform the duties required. A number of people felt
that the HQ unit is understaffed to perform the duties required of them.

This is also apparent from reviewing the 1987 OMB Audit on the fleet.

As to the recommendation of locating the HQ functions in Anchorage, the fleet
recently completed an evaluation of this concept. They talked not only to

regional personnel, but also to local vendors in Anchorage. It was concluded

that:

0 HQ SEF functions as a unit and ongoing communications between the HQ
sections 1is essential. The flow of information between the Accountant,
Management Analyst, Specifications writers, C.0., etc., is essential.
Moving the C.0. and specification writers to Anchorage, while addressing

one problem, would create another, more serious problem.

0 In order to maintain the HQ group unity, if any part moved to Anchorage,
the entire group should go. This prepresents problems as the Accountant
and Management Analyst functions rely heavily on other DOT&PF HQ units.

Moving SEF HQ to Anchorage would require more staff to fill these voids.

0 Too much familiarity is not good. One of the reasons vendors want
ready access to the C.0. and Specification Writer is to sell their point
of view. Although this is not completely bad, the possibility of
influencing a decision concerning the outcome of a bid review or the way
specification 1is written must be a consideration. Distance, and the

resultant hassle free work time associated with the Juneau environment,

may be a plus.
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0 The majority of the user agency contacts are located in Juneau. These

are the vehicle coordinators assigned by other departments to oversee

their agency®s needs.

To address vendor concerns it was recommended that:

< A toll free number for vendors be established to Juneau.

0 Competitor bid packages should be available in the regions for review.

0 The intent to award letter should be fax"ed to all vendors, not just

the low bidder.

0 A purchasing specialist should be located in Anchorage on a trial basis

to see 7f efficiencies could be gained.

These recommendations were accepted by the Commissioner and are currently in
place. Additionally, a number of reorganization recommendations within HQ

SEF were made and accepted. They include:

0 Upgrade of vacant existing HQ Component, Microfilm Operator | position

to Manager.

Upgrade of vacant existing HQ Component, Supply Technician Il position

to Management Analyst II.

<= Transfer in from SE SEF and upgrade of existing Clerk Il to Accounting

Clerk 1I1I1I.
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0 Transfer in from Interior SEF and upgrade of existing Equipment Mechanic

WG 1V to Accountant 111,

0 Retention of existing Automotive Equipment Coordinator position.

0 Add a second Equipment Operations Analyst on a PFT basis as soon as an
available PCN can be identified. Until then it is essential to bring

on a non-permanent employee to complete the needs of the FY87-88

program in a timely manner.

< Utilize Non-permanent Supply Officer Il to complete the needs of the

FY87-88 replacement program and begin the FY89 program.

No additional funding was required to make these changes. Additionally, this
reorganization should allow the HQ SEF unit to perform required duties more

efficiently and effectively.

Based on the above, it is the Task Force"s recommendation that no major
organizational changes be made at this time. It could not be determined that
any deficiencies in the SEF were caused by the organizational structure. On
the other hand, if the SEF staff had clear direction as to who was responsible
for what, consistent support from upper management to get the job done, and

sufficient resources to do the job, then the current organization should be

able to function more efficiently.
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ISSUE #4

"Review and suggest policy guidelines on the number and use of state vehicles."

RECOMMENDATIONS

0

The SEF needs to take a larger role in approving vehicle replacements and

evaluating vehicle utilization. Procedures should be incorporated into
the replacement review process which will identify vehicles that are

under-utilized or used inefficiently.

The SEF should also monitor the utilization of existing vehicles on a

regular basis, rather than waiting until a replacement is needed.

The first two recommendations will require support from the Governor®s
Office to be effective. We recommend that a directive from the Governor or

Chief of Staff requiring the new procedures be issued to all user agencies.

When under-utilized vehicles are identified alternatives such as pooling
of agency vehicles, short-term rentals, and use of employee-owned vehicles
should be considered before replaciing or retaining the vehicle. User
agencies should be required to demonstrate why these or other alternatives

would not be feasible substitutes for a low-use vehicle.

The current procedure of providing credits to user agencies for vehicles
turned in should be improved by implementing a system to allow credits to be
carried forward beyond the current year. In addition, agencies should be

required to justify the upgrade or purchase of a new vehicle using such credits.
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DISCUSSION
This review focused on the following areas:

< Agency and SEF replacement policies and procedures;

0 Assumption of a larger role by the SEF in approving vehicle replacements;
0 Minimum vehicle mileage and other usage requirements;

0 Alternatives to the retention of low-usage vehicles; and,

0 Issuance of credits to agencies for vehicles not replaced.

Current Vehicle Replacement Policies

Under current SEF procedures, only two options are considered when vehicles
used by either DOT&PF or other agencies are reviewed for replacement: (1)
replace the vehicle; or (2) continue to use the vehicle if its condition

and maintenace history allows. The option of removing the vehicle from

the fleet is not addressed, and no review of the utilization of the vehicle
is made (other than total mileage or hours of use). This type of utiliztion
review is left up to each agency. However, it appears that most agencies

do not routinely conduct this type of review either, despite the budget

incentives to reduce excess costs.

Without a routine procedure for reviewing the usage level and type of use
for individual vehicles, there could be a significant number of vehicles
which are underutilized and adding unnecessary costs to the state"s equip—
ment budget. Hot enough information is readily available to determine

the full extent of this potential problem, but it is clear that good
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management of the vehicle fleet requires some type of regular evaluation
and monitoring of vehicle usage. This is especially true as the size of
the state workforce declines and agencies are reorganized or assume

different responsibilities.

Expanding the Role of the SEF in Vehicle Replacements

The current state statues regarding SEF appear to grant the agency the
authority to approve or disapprove vehicle replacements. However, the

SEF has never exercised this authority, other than by extending vehicle
lives, and a tradition of user agency autonomy in this area is firmly
established. If the SEF is to assume a stronger role in evaluating vehicle
utilization and replacements, some type of directive from the Governor's
Office to all user agencies will probably be necessary to accomplish this
change. The Governor®s Chief of Staff has previously stated his support

for justification of vehicle replacements.1

Additional staff support for the SEF may also be necessary if the SEF is
to undertake additional responsbilities in reviewing vehicle utilization.
The existing staff is already fully occupied in keeping up with the

routine operations of the fleet. The added staff cost would probably be

more than offset by reductions in vehicle operating and replacement costs.

An alternative approach would be to require each user agency to conduct
its own regular review of vehicle utilization. While this approach might

be more popular with user agencies, DOT&PF would probably be able to

1 Memorandum to Mark Hickey from Garrey Peska, 12/1/87.
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accomplish this task more objectively and consistently. User agencies
should be encouraged to evaluate the utilization of their vehicles and to
not replace under-utilized vehicles, but giving final authority over this

type of review to user agencies would be similar to having agencies conduct

their own audits.

In addition to reviewing vehicle utilization when replacement is due, the
SEF should also monitor vehicle usage on an ongoing basis. The Equipment
Management System (EMS) could be modified to produce an exception report
when vehicles are used less than a certain number of miles or hours per
month or year. If a vehicle fell below this minimum use level, it would
not necessarily be removed from the fleet, but user agenices could be

required to explain why the vehicle was used infrequently.

Vehicle Utilization Factors

The variables which could be included in a periodic vehicle utilization
review include: mileage driven or hours of operation per year and per

month, number of days of use per year, number of users per vehicle, and

type of use, i.e., transportation, maintenance. This review would need

to consider special needs for seasonal vehicles, which may accrue relatively

few miles per year, but which are used intensively during the summer or

winter months.
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Alternatives to Low-Usage Vehicles

The vehicle utilization review should also consider alternatives to the
retention or replacement of a vehicle that is used infrequently. In some
cases, such as for certain emergency and safety vehicles or specialized
equipment, there would be no practicalalternatives to continued state

ownership of the vehicles, even though the vehicles have low utilization.

However, for other uses, such as routine employee transportation, short—
term vehicle rentals or pooling of vehicles among agency divisions may
provide valid alternatives to keeping low-use vehicles. The use of vehicle
pooling could be facilitated by designating a person in each agency to
coordinate vehicle assignments and usage. Another alternative for routine
transportation would be to encourage the use of privately owned vehicles,
with reimbursement to vehicle owners for mileage driven on state business.
This approach could be substantially less expensive than maintaining a

vehicle that is used infrequently or seasonally.

The number of vehicles available for use by any agency ("R class" vehicles)

could be increased as the number of agency vehicles is reduced to provide a

cushion for peak needs or user agencies.

Under current SEF policies, agencies can receive a credit for the replace—
ment fees paid on vehicles which are no longer needed and are turned in.
This credit can be applied to the upgrade of another vehicle which is

being replaced or the purchase cf a different vehicle which is needed by

the agency. However, the credit must be used in the same year it is
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received, because the SEF does not have a system in place for tracking
these credits over a multi-year period. Establishing a system which would
allow agencies to carry forward credits to future years would increase the

incentive to turn in under-utilized vehicles and avoid the "use it or lose
it" situation which now applies to replacement credits. In addition,

agencies should be required to justify the upgrade or purchase of a new

vehicle.

See attachment #2, dissenting opinion by Frank Allan, Administrative Officer,

Department of Public Safety.
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TASK ISSUE #5

"Review effectiveness of current rate structure for both the replacement program

and operations. Recommend necessary changes."

RECOMMENDATIONS

SEF should review the current rate structure, both operating and fixed, to
establish rates that will allow for the collection of sufficient revenues to
replace and operate essential equipment. Fixed and operating costs must be

based on acquisition costs and actual operating costs and should be reviewed

and adjusted yearly. Formulas should be simple and computerized for ease of
calculation. Anticipated rates need to go to users early in the fiscal year to
allow them to budget accordingly. To the extent possible, rates should not be

influenced by political pressure.

DISCUSSION

The primary purpose of the SEF is to procure and maintain essential state owned
equipment as mandated by statute and regulations. To do this, the SEF collects
revenue from user groups in the form of fixed fees and operating fees. Fixed

fees are the monthly rental charges that provide for replacement of worn out

equipment. These fees are based on replacement costs, expected vehicle/equipment
life and estimated salvage value. Fixed fees are established fo~ each equipment
class and applied to all vehicles in that class. The operating or usage fee

is used for the maintenance of equipment. It is based on analysis of past
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practice, use of a particular class of vehicle and historical service cost.

Operating fees are charged on a per hour/mile of reported usage with some

exceptions for equipment attachments.

The recently completed OMB audit on the SEF management procedures reviewed the

rate structure area. The Task Force recommendations came predominantly from

that review.

OMB found that:

In 1985 the SEF reviewed fixed rates and determined that they could be
reduced. This review included past spending levels for the replacement
program. The SEF also reviewed the procedure used to estimate expected

vehicle life. As a result, the SEF changed the fixed rates.

In FY86, the SEF reduced fixed fees by an average of 21 percent. At the
same time, the expected vehicle life was also increased. Rate changes
resulted not only in reduced user cost, but also diminished revenue

available for vehicle replacement. Rates in FY87 were further reduced.

In August 1986, the Governor ordered major reductions in all operating
budgets using general funds. The HEWCF was not considered a general fund
but its revenues came from other state agencies general fund budgets.
DOT&PF decided to further reduce the FY87 fixed rates by another 49
percent as a one-time help to reduce agency operating budgets. This
decision coupled with the original reduction, amounted to an average

reduction of 55.7 percent below FY86 rates.
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This decision changed the foundation for establishing rates. Instead of
rates based on the criteria discussed previously, rates in FY87 reflected
the need to reduce agency budgets. The new rates no longer bore any

relationship to vehicle replacement costs.

The FY88 rates reflect the decision to maintain low user budgets.
Although FY88 rates were raised by an average of 47.1 percent, the FY88

rates still average 48.7 percent less than the rate in FY85.

DOTSPF has not made any changes to usage fees in three years. While fixed
rates were declining, usage fees remained stable. The many variables that
are used to determine rates have changed over the years. With the aging

experienced by the fleet, average maintenance costs can also change.

Based on those findings, OMB recommended that "DOT&PF should establish a rate
structure tha"- will provide the HEWCF with sufficient revenue to enable the

replacement of essentail equipment and encourage efficient vehicle usage."

It has been over a year since OMB issued its findings and recommendations. There
has been a fixed fee rate adjustment in FY89 and there is a proposed operating rate
adjustment in FY90. These adjustments were based on the most current information
avialable to the SEF. They were not calculated using a set formula that can be
consistently applied. It is still recommended that SEF review this area and

set rates based on an accepted formula that can be consistently applied and

will ensure efficient vehicle use, needed equipment replacement, and protection

of the current investment. Additionally, the rates should be adjusted annually
with users being informed as soon as possible about a potential rate adjustment.

Political pressure should not influence the setting of rates.
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TASK

ISSUE #6

"Review effectiveness of billing and accounts receivable process including the

use of EMS and suggest improvements."

RECOMMENDATIONS

0

Provide a one-entry system for vehicle use in EMS that would be entered

by field personnel at some appropriate level, verified at the user

agency level, by SEF and then read by AKSAS to produce billing. This
would involve a refinement of the EMS/AKSAS interface work presently being
considered. It is estimated that such a change v/ould handle operating
costs (based upon mileages) and replacement costs (based upon the
identification numbers of the vehicles incurring the mileages). This
process 1is estimated to cover 80% - 90% of the total funds received by

the HEWCF. Only special billing for items such as repairs to dry vehicles,

etc. would not be covered by this change in procedures.

Modify EMS to include "inception-to-date” data on vehicle replacement costs.
Add a field to EMS that would keep a running total of costs per vehicle

each month from the date of initial assignment through the current date.

0 Corrections should be acknowledged either by a phone call or note. Changes

made would thus be confirmed, and changes denied could be discussed and a

mutual resolution be determined.

0 Either pro-rate costs by the half-month, or do not charge the final month

replacement cost for the replaced vehicle.
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Billing each component for actual usage would he ideal. There would need
to be clear communication between SEF personnel and the users when this
would be initiated so that users would not deny charges on the basis of

duplicate billings (same vehicle In two components).

If costs were pro-rated, the partial amount charged would be an automatic

flag that the vehicle had been turned in (or whatever the specific case

might be).

Similar to the first recommendation, mounds of work and significant clerical

time would be saved if the number of operations could be cut.

Some class rates vary from DOT&PF region to region (i.e., A152P). If the
class code could be an automatic change when the department user code is
changed, this problem would be eliminated. Ideally, EMS could be modified
so that all class codes and department user codes would have to begin

with the same letter, or would not be accepted in the systen.

A modification of EMS so that the status code would be changed automatically

on the appropriate date would save a lot of record keeping and correspondence.

Runs should be distributed at regular intervals, or at least be made

available so users would know what procedure to follow in order to request

current inventory runs when they are needed.

Current month billing for both types of costs would be beneficial to users.
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DISCUSSION

A review has been made of the effectiveness of the HEWCF billing system and the
collections process. The review has indicated that the system is inefficient
and that extensive duplication of effort exists. The following specific short—
comings have been identified (the numbering of these shortcomings corresponds

to the recommendations listed above):

(1) Data relative to the usage of vehicles 1is handled several times within
each user agency and then several times by SEF personnel to generate the

billings and again by the user agency personnel in reconciling the billing

back to the original usage data. This is a textbook example of bureaucratic

duplication of effort that is costly both to the agencies and to the SEF.

(2) When the EMS system was put in place the "inception-to-date™ (not year-to-
date) accumulation of replacement costs was one of the items of information

that was not retained. This had been an item of data that existed in the

pre-EMS data retention system which was a useful tool in determining vehicle

replacements. SEF needs some way to determine total costs incurred per

vehicle (not just current fiscal year). Inception-to-date in addition to

(not instead of) year-to-date figures would be most helpful when considering

replacing vehicles.

(3) When corrections are requested, users do not see a subsequent document
allowing or denying their requests. If these requests were acknowledged
by correspondence or even over the phone, users could know the status of
the changes without having to take the time to continue to check EMS at

regular intervals. In many cases, users find that the changes are not
made and the same requests must be made on the subsequent billing.
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(4) Replacement costs are not pro-rated when a new or additional vehicle 1is

®)

(6)

M

assigned, even though users have been told pro-ration is possible. There are
cases when users have been charged a full month®s replacement cost for the

replaced vehicle in addition to the replacement vehicle.

Operating costs are not split 1f a vehicle is re-assigned during the month.
For instance, a vehicle shows 1000 miles usage on the 15th, and is transferred
from "B" Detachment to Anchorage JS - at month"s end the car shows 2000

miles usage. One billing code is billed for the total usage.

Lack of pro-rating affects vehicle count. When one vehicle replaces another,
the old one remains on the report to be charged final usage and the new one

is added. This also results in replacement costs for two cars as described

in Nn.

If users could enter their own usage, bills would be paid much sooner.

Presently users enter the mileages in their PC to generate monthly vehicle
reports. Those reports are then sent to each DOT&PF region for data entry.
Once the regions have the information entered, SEF HQ notifies them that

they can check their usage through an EMS function. Users are given approxi—
mately two weeks to check. Then the bills are printed in Juneau and sent to
them. Users then reconcile the billings, and process for payment through

the Dual Authorization function of AKSAS. If users could make the initial
entry for monthly usage of their vehicles with the Dual Authorization function,
literally weeks of work and much clerical staff payroll could be saved. SEF

could have their money at least a full month sooner.
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(10)

(11)

(12)

When a vehicle is transferred from "A" Region (DOT&PF) to "B" Region
(DOT&PF), for example, the department user code will be changed in EMS,
but the class code is not. This should be automatic, or at least obivous

that the change needs to be made.

There should be a faster, more convenient manner for changing status to
Wz/DZ. Presently users keep a manual listing of each vehicle and the date
it is to be converted to the "Z" Class. Users send a monthly list to notify
each DOT&PF Kegion which cars are scheduled for class change in the coming
month. It would be faster and more convenient if a feature could be

added to EMS that would make these changes automatically.

If users received an inventory run at regular known intervals, they could

eliminate some of their correspondence to DOT&PF. Such a run would be

helpful in many areas.

Presently users are billed for March usage and April replacement costs.

(The usage is current month; replacement costs are in advance.) We submit
that if these were billed for the same month less errors would occur;

hence, less time for correction request forms, etc. Problems could be

lessened, particularly the last month of the fiscal year.

Replacement costs are not high enough. At the end of the scheduled
vehicle life, there will not be enough replacement costs paid to replace
that same class vehicle. Potential problems created as a result are many

and could be serious.



TASK [1SSUE #7

"Address and develop communication plan which will allow user groups to keep

informed on SEF operations.”

RECOMMENDATIONS

Communications need to be improved from the SEF HQ"s to both regional SEF staff
and user agencies. The Task Force recommends that regional SEF offices receive
reading file updates, and possibly a newsletter, which could be passed on to
user agenices apprising them of SEF policy updates and information relating to
vehicle usage. As the main contact point for user agencies, the regional SEF
staff needs to be familiar with all SEF policies and procedures. We also
recommend that an Annual Fleet Report be established to provide comprehensive

information on the SEF to users.

DISCUSSION

An improved flow of information to regional SEF offices and user agencies on
SEF policies, rates and other issues would enhance efficient management of the
fleet and increase the satisfaction of users with SEF operations. At present,
many SEF users are uncertain about SEF policies and procedures, particularly
the establishment of operating and replacment rates. An Annual Fleet Report,

and possibly ; newsletter, could be the basic elements of a comunication plan.
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DRAFT

The Annual Fleet Report should be distributed to all user agenices, as well as
OMB. The report would contain a brief Executive Summary covering the main

points and a much more detailed report for those interested. The first report
would probably be much more detailed than subsequent reports, because it would

need to discuss the history of the fleet and how it developed into what we have

now.

Specifically, the first report would include the following items:

1. Executive Summary
2. History/Concept of the State Equipment Fleet
3. Current Status of the fleet
4. Fund Financial Analysis
a) Rate Supporting Calculations, both Operating and Replacement
5. SEF Organization
a) Services Provided
6. Equipment Management System

7. Goals and Objectives of the fleet

If a subsequent major event, such as a rate change, took place, an amendment to
the report could be made. Tne report should contain an in-depth analysis of
the rates that are going to be charged in the next budget preparation cycle.
This would answer in advance most of the questions asked by budget analysts and

would eliminate a major source of dissatisfaction among SEF users.

The Annual Fleet Report would provide a one-stop reference for any administrator

or legislator who wishes to obtain an understanding of the fleet.
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ATTACHMENT #1

State Equipment Fleet Task Force
Lease/Purchase Cost vs. Highway Equipment Working Capital Fund Cost
Yearly Costs

The following vehicles are representative of the types of vehicles utilized by
state agencies. Lease estimates were obtained from more than one potential
vendor in each case. The HEWCF replacement rates are those used in the FY89

budget.

Lease/ Difference

Class Description Purchase HEWCF (HEWCF

_____ savings)
108 Intermediate Sedan 3,914 1,584 2,330
115 Police Interceptor 5,958 3,576 2,382
152 4x4 Vehicle (Blazer type) 5,506 2,964 2,542
154 4x4 Pickup 5,080 2,364 2,716
217 8 Cy Dump truck with snow 19,536 15,804 3,690

plow and full hydraulics

338 3 1/2 Cy Loader 21,000 16,032 4,968
351 14,000 Ib Grader 12,504 6,672 5,832

Conclusion - Potential leased vehicle rates are over 33% higher than HEWCF rates.



ATTACHMENT #2

TASK ISSUE #4

"Review and suggest policy guidelines on the number and use of state vehicles."

Do Not Concur:

The policy should simply be that the departments determine the number and use
of their vehicles based on their operational needs and their budget capabilities.
The state pays senior executives to manage their departments and we should not

arbitrarily limit their use of resources.

I take strong objection to the current first recommendation in the draft of the
final report which notes in part "The SEF needs to take a larger role in
approving vehicle replacements....” While | cannot speak for other departments,

I am comfortable with the current review process that is made of the DPS fleet
requirements which consists of independent condition and mileage review by
representatives of both DPS and the SEF. During a meeting of the representatives
of both departments it is determined if the vehicle should be extended or
replaced. At that time it is determined if the vehicle is to be retired or
reclassified into an "L " car (recycled patrol vehicle for less critical duties

- they have replaced many cars formerly leased for administrators). There 1is

no problem as noted in the report that the vehicle"s continued use is not
addressed. This first recommendation is addressing a perceived problem that |

do not believe exists. The report even notes that "Not enough information is
readily available to determine the full extent of this potential problem.._.." If
this 1is correct, which | believe it is, then how can the Task Force make a
recommendatio.. until a sufficient amount of information is made available and

appropriately analyzed?



I do agree with the remaining recommendations under Task Issue #4 dealing with
monitoring the utilization of existing vehicles, identifying under-utilized
vehicles and providing credits for vehicles turned in, but I strongly believe
that a close liaison with user agencies is critical. If users are dictated to
regarding replacement determination and use they will be reluctant to endorse

the SEF and its support will be eroded further.

In conclusion, my concern is primarily that the Task Force recommendation
proposes to limit users agency participation in the determination of their
fleet needs and to shift this authority to the SEF. I do not find this

recommendation acceptable from a user management point of view.
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PETITION

-TO THE STATE OF ALASKA: JAN 29 1990

The Statewide Alaskan automotive and equipment business community members
once again are requesting that the Department of Transportation, Public
Facilities address their responsibilities to the Alaskan constituency and
state agencies.

We request that the State Equipment Fleet ™adquarters be transferred to
Anchorage, Alaska.

JUSTIFICATION

1. Stop needless travel in and out of Juneau. Curtail ineffective user
and constituent communications. Prevent lost productivity of Juneau
personnel. Eliminate per-diem and travel expense.

2. Eliminate questionable procurement and award practices and procedures
which continue to increase at an alarming rate. (Reference Federal
procurement regulations C.F.R. 41 and concurrent comptroller general
case rulings which were the basis for State title 36.)

3. Gain centralized management to service and respond to the majority of
the user agencies and statewide agencies.

4. Eliminate lost productivity of all state agencies due to untimely
equipment replacement. This will result in safe and cost effective
state programs.
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