


Procuring

Fleet

is not a commodity purchase

Fleet, for most employers,
is the second biggest
expense dfter staff. It is
therefore critical that the
procurement of vehicles
and related products and
services is undertaken
along best practice lines.

BEST
PRACTICE

Fleet procurement is complex as, when leasing a vehicle,
it is a ‘financial instrument’ that is being purchased — not
goods or services — within which are wrapped vehicles
and potentially a range of in-life services. It is therefore
critical that those undertaking the procurement process
understand what they are buying and that the plethora
of variables that comprise the price can change during
the lifetime of a contract.

All too frequently the sole objective of the procurement
process is price. Of course, price is a factor in every
procurement process, but it is far from the only one

in fleet and should not dominate at the expense of

other vital quality/service issues that are critical if vehicle
operating excellence is to be achieved over the lifetime
of a contract.

Too often fleet is viewed as yet another commodity

that is being purchased. As a result, the focus is on
‘nailing’ the best price. Having then achieved what in

the eyes of the team procuring the service believes is
‘the best price’, they then move to the next procurement
project whilst the fleet team implement and manage
what has been agreed.

In the complex world of fleet, such an approach is

far too simplistic. It is critical for an organisation to
understand clearly what is being procured, how the
service will manifest itself during the in-life period and
how costs, real and hidden, will potentially rise during
the contract period.

Procurement managers and financial teams have a key
role to play in negotiating fleet deals, but not at the
expense of other stakeholders, such as the fleet team.



Going to tender

Formal tendering for a fleet provider can help a business
ensure that it is receiving value for money and the level
of service needed to meet operational and financial
objectives. A strong tender process will help establish

a firm foundation to secure a robust fleet program.

There may be many reasons why a business would
put a fleet contract out to tender, but the following
are perhaps the four most obvious:

o Searching for a new supplier for fleet vehicles
and services

* Obliged to go out to tender (particularly public
sector organisations)

¢ Benchmarking the market

» Looking for leverage with an existing supplier

The Chartered Institute of Purchasing and Supply
(CIPS) define the procurement process as the steps
the procurement team must take to acquire the

right products and services for their organisation. It’s
important to recognise that the procurement process
will differ between organisations and will depend on:

e Business model

e Company size

e Location

e Company structure

e Human resources

e Budget and spending

o For public procurement there will be strict laws and
regulations that the organisation will need to adhere to.




Create a foundation

Jor your procurement process

CIPS suggests before undertaking any procurement

exercise to consider the following steps as they form

the base foundation of the process:

¢ Define business needs and develop specification — The
first step of the procurement cycle is to understand
and define the business opportunity or business need.

o Market analysis — The next stage is to conduct market
opportunity analysis, to assess the market options
available to you. Do you want to manage all fleet
services in house or outsource all or elements of the
fleet operations.

o Develop the strategy and plan — Your strategy and
plan should consider the potential impact of the
external environment. Conducting a competitive tender
is a good idea if there is some wider competition.

¢ Pre-procurement market test and engagement
This stage involves identifying both stakeholder
and business needs. Thinking about how changes to
implement the procurement strategy can meet those
needs flexibly.

¢ Develop documentation and detailed spec — Spend
time developing the tender documents. Include a
detailed breakdown of the volumes, service level
agreement and any terms and conditions.

e Supplier selection to participate in tender — Conduct
a Request for Information (RFI) at this stage as it will
help you to gain insights into suppliers.

e Issue tender documents — Send an Invitation to
Tender (ITT) and Request for Quotation (RFQ).

¢ Include detailed specs and documentation that have
been developed around the business requirements.
Don'’t forget to include clear timescales too of when
suppliers should respond.

¢ Bid and tender evaluation and validation — Once
tenders are submitted, it’s time for bid evaluation
and validation against a pre-defined award criteria.

¢ Contract award and implementation — Once you've
selected your supplier, a contract will be awarded.
This forms the foundation to manage the relationship.

e Logistics — Fleet operations need to be a smooth and
efficient process so a refresh of fleet vehicles needs
to be planned.

¢ Contract performance and improvement — Contract
performance should be monitored and reviewed at
agreed periods.

o Supplier relationship management — Review your
portfolio of suppliers to develop the relationship
and achieve objectives.

o Asset management — Assessment should be carried
out to determine if business requirements have
changed and if the agreement is fit for purpose.



What you need to know
before you star

« Procuring a new fleet will take time, and with the
stakes and costs so high, businesses cannot afford to
rush the process. It is likely to take six months from
sitting down with potential suppliers to awarding the
contract.

While a tender process should typically take place
on a three-to-four-year cycle, organisations should be
continually surveying the market to ensure that their
suppliers are delivering cutting-edge fleet services and
solutions.

Some suppliers are prepared to pay a ‘signing on

fee’ or a so-called ‘golden hello’ to win fleet business
but vehicle leasing, and fleet management companies
offering such incentives are likely to get the cost of any
such payment back during the lifetime of the contract.
There is not a lot that is ‘fixed’ in a vehicle leasing
contract. In short, nothing is ‘free’ and the reasons
that vehicle leasing, and fleet management companies,
offering such incentives, will find for changing prices
are all legitimate. So, procurement managers and their
colleagues may award a contract believing that they
have ‘locked down’ a deal and secured a ‘golden hello’,
but it will invariably prove to be a false economy. It will
almost certainly be a case of ‘buy now pay later’.

The tender price is based on a specific moment in
time — it is a snapshot. Over the following months,
numerous variables will change; manufacturers will
introduce price rises, residual values will reduce
(occasionally they may even rise), interest rates and
the cost of funding will change, there will be changes
in service, maintenance and repair costs, discount
terms that vehicle leasing companies receive from
manufacturers may alter and car and van models will
be face lifted or even replaced. Costs relating to all
those factors contribute to a monthly lease rate, and
monthly rental costs will gradually increase, and the
price of a vehicle will change as those variables are all
factored into the price of each new vehicle introduced
to the fleet during the contract period.

It is not unknown for organisations to ignore the
terms and conditions outlined in their own tender
documents for the sake of obtaining a perceived
‘good price’. That can particularly apply to the
availability of out-of-hours servicing, which while the
requirement may be outlined in the tender documents
it might be ignored in favour of a cheap deal.

It is critical that if quotes obtained are out of line
with the market, then the question that must be asked
is “Why”? If the price is considerably lower, the answer
is almost certainly that a supplier is attempting to “buy’
business at a price that will be unsustainable across

the lifetime of the contract. As a result, the perceived
“saving” will evaporate and will, likely, become a cost.

It should be remembered that although a fleet
contract may be awarded for three years, the reality
will be that the customer/supplier relationship will
continue for many more years even if a new contract is
awarded to another supplier. Let’s take the scenario of
a four-year vehicle replacement cycle within a three-
year supplier contract. Cars and vans delivered by the
previous supplier could be on the fleet for almost a
further four years after the contract has ended. As a
result, it is not a three-year partnership, but a seven-
year relationship.
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Monitoring matters

« End-of-contract charges — notably mileage and damage
— are an easy way for vehicle suppliers to levy significant

fees. However, they can be mitigated during a vehicle’s
lifetime by applying mileage pooling and ensuring that
any damage is immediately repaired.

« Similarly early termination charges can prove to
be a lucrative revenue earner for suppliers if not
tightly negotiated up-front and then monitored.

» A damage waiver fee is something that many
procurement managers ask for, but it can become
easy to inflate the damage repair bill and recoup not
only the waiver fee, but additional cash.

* Vehicle downtime, particularly if it is unscheduled,
is a huge fleet cost and the knock-on effect in terms
of business efficiency can be significant — costing
organisations several thousands of pounds per
day — and can cause reputational damage. If vehicle
downtime is not managed efficiently replacement
vehicle costs may be incurred and, if vans, are unlikely
to be equipped to meet operational requirements. It is
therefore vital that vehicle downtime management is a
key component of the contract with a chosen supplier.

Contract hire with maintenance at its most minimal
involves the supply of a vehicle and drivers booking

their own car or van in for a service — which takes time

—and the garage then being paid for work undertaken.
However, from a fleet perspective contract hire

with maintenance can be much more, so it is critical
to understand what ‘with maintenance’ means. For
example, does it include service scheduling, service
due reminders and vehicle collection and delivery?

* Poor customer service from a chosen supplier is also

a ‘cost’. For example, it might take five minutes or more
for a fleet department member of staff or a driver to
have a telephone call answered. Based on the average
UK wage, multiplied by the number of calls relating to

a specific vehicle during its operating life and multiplied
by the size of the fleet it can add up to a significant
cost.

» Many efficient commercial vehicle fleets require

overnight service, maintenance and repair (SMR) to
keep vehicle downtime to a minimum. The debate
around the cost of using a franchise dealer versus an
independent garage for SMR work is almost as old

as the fleet industry itself, but independent outlets

are not always open 24 hours. Furthermore, there

may be issues around the use of non-OEM parts

when undertaking repairs at independent garages.
Independent garages may have lower labour rates than
franchise dealers, but the total cost of a repair factoring

in all issues may not be lower.




Brokers’ monthly lease rates are frequently cheaper
than those from contract hire and leasing companies,
but there are easily explained reasons for that. Most
brokers will source vehicles that manufacturers want
to ‘get rid of”. For example, models that are on run out
or are subject to ‘special terms’ for a limited period.

Therefore, they offer a ‘best buy on the day’ scenario.
As aresult, a top spec model that fits into a company
car choice list may be available at a knock down price
one day, but not the next so one employee may get
the vehicle and a colleague may not. That is a recipe
for disgruntled staff.

Furthermore, fleet decision-makers will end-up dealing
with multiple suppliers, there will be no consistency

of service or supply, no partnership or relationship
built and fleet benefits such as pooled mileage will

be unobtainable. Just as with a ‘signing on fee’, do not
be swayed by the headline attraction — in the case of
brokers the monthly vehicle rental — but look below
the surface as to what is actually being bought.

Do not be swayed by the
headline attraction — in the
case of brokers the monthly
vehicle rental.

The ideal procurement scenario

A good tender document will focus on what’s important
to the fleet decision-maker, the fleet operation and the
organisation, although a certain amount of “corporate
governance” box-ticking is inevitable.

To ensure that ultimately the “right” purchasing decision
is made and the “right” supplier appointed it is important
that:

* The tender has a high-level of marketplace knowledge
so the “right” suppliers are asked to tender;

* Potential suppliers tendering for fleet business have
knowledge of the organisation; an understanding
of the fleet set-up and the objectives of the exercise;

e There is a cultural fit between the parties. This soft
aspect is so often overlooked, but it is so important
that the right “feel” exists from day one of what will
often be a long-term relationship. A master/slave
relationship, either way round, is not conducive
to a successful contract period.

It is therefore a good idea that a prequalification stage
embracing a RFI from potential suppliers is part of

the procurement process. Responses from potential
suppliers should then be weighted and scored to enable
a shortlist to be compiled — perhaps a maximum of four —
who will then respond to the formal tender document.

Such research will result in a targeted tender exercise
being carried out involving potential suppliers that are
likely to be able to deliver, with those that have failed

to impress having been screened out. It then comes
down to a discussion about value for money, company
cultural fit and how certain fleet operating scenarios will
be managed. Asking a potential supplier to respond to
precise operational scenarios enables them to fully detail
the actions they would take and gives the opportunity
to compare and contrast in the real world.

As a result, the tender document reflects what is
happening to the fleet and should tackle specifics. The
objective and the areas of concern should be clear with
a precise list of questions that define what is essential
or desirable.

Having received ‘full and final offers’ from each short-
listed supplier, a balance score card approach should be
used to select the ultimate supplier. In life you generally
get what you pay for and that includes when tendering
for fleet services.




Drafting

a tender docu

However, it is also crucial to involve a range of other
personnel that can give vital insight to ensure an
appropriate document is compiled. An organisation’s
procurement department may well compile the
document and take the lead in the process, but it is vital
that they take advice and information from key parties
with appropriate skill sets — subject matter experts.

Taking the collegiate approach ensures that the tender
considers all issues that relate to the fleet decision-
making process. Ensuring that the appropriate skill sets
are involved will mean that the tender document fully
reflects the organisation’s position on a range of issues
and that will ultimately help to ensure that the supplier
organisation eventually chosen is strategically a good fit.




* The fleet manager who will be expert in operational
requirements

* The finance director/department funding options,
pricing strategy, supplier financial analysis

* The HR manager/department so staff recruitment
and retention considerations can be considered

e The health and safety and environmental manager
(which may also include quality control) as it is vital
that fleet decision making embraces an organisation’s
Environmental and Social Governance (ESG) agenda

* The legal manager/department robust agreements
underwriting the selected bidder

* Fleet drivers particularly those at the wheel of light
commercial vehicles. A van is the employee’s office
and it is important that they are correctly specified
to match the requirements of the job — drivers are

invariably best placed to know exactly what is required.

With many years of experience of being involved in

fleet tenders Venson has found some tender documents
to be concise, to the point and generally well-written.
However, others are sometimes vague and appear to
have been written by people with little to no knowledge
of either the fleet their organisation operates or the
wider fleet market.

The tender document should reflect what is happening
within the fleet and tackle specifics. Potential suppliers
can then deliver solutions that address those issues.




should be approached?

It is vital for prequalification
meetings to occur and a
dialogue to be in place with
potential suppliers that enable
them to ‘get under the skin’

of the organisation and truly
understand its goals and not
simply deliver an off-the-shelf
response. It also helps to define
market innovation since the

last fleet tender exercise.

Reading the fleet press, talking to peers, attending
Association of Fleet Managers (AFP) meetings and
industry networking will help in finding the handful

of organisations that are likely to be the most suitable
supplier of products and services to meet requirements.
Surveying the market and taking on board the views of
other fleet industry professionals will result in a targeted
tender exercise being carried out involving potential
suppliers that are likely to be able to deliver the required
solution.

Additionally, the incumbent provider(s) should not be
ignored. It is essential that the organisation involves them
in the process and discusses with them the reasons for
the tender exercise, for example, any procedures that
could be improved on; and new services required.




What should be included
in the tender document?

Tender documents are invariably split 60:40
one way or the other — price versus quality — but
frequently, quality of service gets lost in translation.

Choosing the right supplier(s) involves much more

than scanning price lists. The choice will depend on a
wide range of factors such as value for money, quality,
reliability and service. How organisations weigh up the
importance of the different factors will depend on
business priorities and strategy. A tender is a ‘snapshot

in time’ and over time the range of products and services
may change which is why it is very dangerous to base
supplier selection solely on the tender response with
price the arbiter.

Having surveyed the marketplace and clearly defined the
fleet requirement, the tender document can be compiled
giving a clear brief on requirements. Good, advanced
planning will pay dividends in terms of shortening the
tender process. If bidders come back with numerous
questions, it can highlight poor planning and a failure

to identify requirements and what is expected of
potential suppliers.

After putting together, a structured and focused tender
document, a short list of potential suppliers should be
compiled based on the tender responses. A successful
tender process is the foundation for a mutually beneficial
business relationship.



'Tender

evaluation

Taking a ‘full balanced score

card approach’, appropriately

weighted and measuring key
criteria including capability,
risk, financial stability, ESG
issues as well as value for
money and price will, done
properly, ensure that the
organisation with the highest
score will win the contract.

This is an objective view of the bidders not skewed
by bias or one particular strength or weakness in
their submission.

When scoring a tender response price should account
for no more than 40% of the scorecard. Weighting the
tender more than 50% for price - unless it is a very
simple commodity - is missing a trick and making price
too important. The biggest issue for many organisations
is confusing value for money with price. The fact is that
there are so many other things in supplier relationships
that will be ignored by scoring price so highly. Equally,

if the price is suspiciously low, ask why?
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It is vital that service delivery is scored, particularly when
tendering for fleet services. It is crucial that vehicles are
working for the business and not standing idle - vehicle
downtime because of a failure to take action is a huge
business expense.

In life you generally get what you pay for and that
includes when tendering for fleet services. If a supplier
can significantly undercut its competitors there is usually
a very good reason for it, which is why it is key to focus
on value for money and monitor contract performance
against key performance indicators.

e It should be remembered that although a fleet contract
may be awarded for three years, the reality will be that
the customer/supplier relationship will continue for
many more years even if a new contract is awarded to
another supplier.

« If the supplier was perceived as ‘poor’ during the period
of the three-year contract — and if they were good, why
would a company change —imagine what service will
be like during the run-out of the remaining vehicles. In
short, it is vital to know exactly what is being signed up
to as there is no ‘come and try it’ option, have a clear
understanding of what the costs are over the contract
period and, during the lifetime of the agreement,
continually challenge suppliers against service level
agreements (SLAs) and Key Performance Indicators
(KPIs) and benchmark activity.




Having assessed tender responses, a dialogue with
shortlisted suppliers is important as it gives them the
chance to clear up any ambiguities and reshape their
tender answers if necessary.

The final short list should contain no more than four
suppliers. This means focus can be given to obtaining
‘full and final offers’ from the companies deemed best-
in-breed to supply the required services.

There are key characteristics that should be looked for
when identifying and short-listing possible suppliers.
Good suppliers should be able to demonstrate that
they can offer:

e Quality and reliability

e Speed and flexibility

e Value for money

e Strong service and clear communication

e Financial security

Choosing the
successful bidder

¢ Do your research and make sure you have an idea
of the market prices

» Take a whole life cost approach rather than looking
at monthly contract hire cost alone

¢ Consider the whole service package each

organisation offers

o Take recommendations, reviews and customer
testimonials into account.



contract

The decision-making is complete, and the contract

is awarded, so it is important to have in place a

mechanism to ensure that what has been negotiated
foris supplied to the required standard. This starts
with a well drafted contract in plain English which
outlines the obligations of both parties.

Undoubtedly there is an element of ‘getting to know
you’ on both sides but the conclusion of the tender
process marks the start of the hard work for fleet
operators as they work with their chosen provider to
ensure a smooth implementation process.

Crucial to ensuring great service delivery is to have service
level agreements (SLAs) in place that both parties are
happy with and that are supported by key performance
indicators (KPIs), performance standards and processes
that measure quality, driver satisfaction, competence,
price and other issues.

While SLAs and KPIs need to be ‘reasonable’ on both sides
they also need to have teeth and sanctions for failures to
perform to agreed standards.

The purpose of performance measurement is ultimately
to drive future improvements and there are two main
ways KPIs can be used to achieve this kind of management
power.

e Using KPlIs to spot potential problems or opportunities

» Using KPIs to set targets that will deliver strategic
goals.

Regular reviews and reporting are all part of the
relationship/partnership with the chosen supplier, but
it is important to separate the operational contact from
structured fleet reviews.

The former ensures that the contract works on a day-to-
day basis while the latter should ensure that the goals
and targets as set out in the contract are being met, with
the results being achieved by the supplier presented in
accurate and credible reports.

A simple mechanism for monitoring supplier quality is
to ask colleagues who deal with the company on a day-
to-day basis. If there are, for example, continual invoice
queries then that is one indication that service levels



drive future i
there are two main ways

can be used to achieve this
kind of management power.




Venson fleet management solutions

Company vehicles are an important asset for supporting core
business operations and that’s why our contract hire and
fleet management solutions are created in response to our
clients’ needs and are based on our commitment to long term
partnership and exceptional customer service.

Testimony to this is our client retention rate of 96%.

Along with exceptional service we ensure our clients receive
great value from their fleet, by delivering solutions that are
based on impartial advice and that provide tangible financial
return. We can do this because we’ve only ever specialised in
managing fleets, so our knowledge and in-depth understanding
of the market is the best in this sector and relevant to public,
private, not for profit and emergency service organisations.

We also believe in true partnership, working with fleet
operators and their drivers to ensure they always receive the
most appropriate solution to support their operational and
financial needs.

If you have any questions or would like to discuss the
future of your fleet, please call 0330 094 7803 and speak
to one of our fleet consultants or visit www.venson.com for
more information.

venson

Venson Automotive Solutions Ltd
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Middlesex
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