I want my MPG
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The United States has seen record fuel prices over the past few years, with cost/gallon reaching its pinnacle around midyear 2008.   Fuel is now officially the second largest distribution expense next to driver wages.  Seems like all we talk about nowadays is the high cost of fuel.   Pundits believed that the high cost of fuel would stabilize and come down quicker than reality has shown us.   In truth, fuel prices, as shown in the table below, have risen more than 200% compared to four years ago!



	5-Year Historical Fuel Prices
	United States

	YEAR
	Cost/Barrel

	June, 2004
	$25.50

	June, 2005
	$34.83

	June, 2006
	$44.79

	June, 2007
	$63.84

	June, 2008
	$117.82


Source: As reported by the Energy Information Administration
When considering these price increases, it’s clear to see why the airline industry and other businesses dependent upon fuel or other petroleum products are in trouble.  Fuel costs and volatility have caused businesses to search for creative solutions to help ease the impact that rising fuel prices are having on profitability.  So, what’s the solution?  The answer is the implementation of a comprehensive fuel management program that consists of both traditional methods to increase fuel economy and some creative financial solutions that result in lowering the price risk associated with fuel.

Comprehensive Fuel Management (‘CFM’)

CFM can be attacked on two fronts, specifically, fleet management and buying/finance practices.  Let’s take a look at each initiative separately.
Fleet Management
There are a number of conservation practices that can be employed to increase fuel economy, including:

1. Optimizing your fleet life cycle replacement strategy.  Generally speaking, any truck more than 3 years old is technologically obsolete.  A sound replacement strategy is generally 5 years for tractors, 8 years for trailers, and 6 years for straight trucks.  This not only results in higher resale value and improved cash-flow, but additionally improves fuel economy through technological advancements in engine technology (emissions notwithstanding).


2. Using on-board computers (OBC’s) to reduce speed and increase driving efficiency.   OBC’s have been found to increase fuel economy by as much as 20% through road speed and engine idle monitoring, progressive shifting  (utilizing low-RPM shifting techniques to squeeze-out more MPG’s.  Shifting quicker at lower RPM’s has been found to increase fuel economy) and driver performance management, and braking optimization.  Additionally, some OBC’s also incorporate the ability to communicate with drivers, typically resulting in more efficient load and backhaul scheduling which will further increase fuel economy.
3. Keeping tires properly inflated. Tire pressure can dramatically impact fuel economy – as much as 3-4%.  The U.S. Department of Energy estimates that we waste more than 1.2 billion gallons of gasoline every year due to low tire pressure.  For numerous reasons, our tires generally lose about 1 to 2 psi every month.  Lose 1 psi in all four tires, and your fuel economy will fall by 0.4 percent.

4. Training drivers on how to maximize fuel economy.  Drivers should be trained in all aspects of fuel conservation, including proper pre-trip inspection, ensuring adherence to maintenance schedules, proper shifting techniques, and the importance of keeping proper tire inflation.


5. Consolidating routes and converting from LTL to Truckload wherever possible.  Perform a detailed evaluation of your entire distribution network, paying particular attention to the structure of all outbound routes/loads.  Look for opportunities to consolidate routes and/or loads while maximizing cube wherever possible.


6. Using computerized routing and optimization software to reduce unnecessary miles and adverse traffic patterns.  These programs typically reduce asset requirements by 5% - 10% while decreasing mileage by as much as 15%.


7. Planning routes through major cities during off-peak traffic times by partnering-up with your key customers to establish more flexible shipping and receiving times.  Easier said, than done, I know.  But, in cooperation with a few of your customers, you may be able to redesign your distribution network such that a percentage of routes are run off-peak.


8. Reducing or eliminating deadhead (empty) miles.  Coordinate the most efficient backhauls in your network – analyze each and every backhaul such that you are minimizing total miles required to secure the backhaul.  Do not backhaul because it’s the logical thing to do; make sure each and every backhaul is not only profitable but also is evaluated very carefully to minimize mileage. 
9. Properly maintaining all equipment (engines) such that air and fuel filters are routinely inspected and changed when required.  Over the years it has become a normal practice to extend service intervals to save money.  While that might be true, you may want to analyze the tradeoff associated with extended intervals as it relates to a reduction in fuel economy as clogged air or fuel filters can be detrimental to fuel conservation.


10. Specing the lightest weight truck that will do the job to save weight.  Eliminate personal items wherever you can to further reduce weight.   Use in-cab heaters, low-resistance tires, aerodynamic fairings, aluminum wheels, etc. as much as possible toshave pounds off each piece of equipment.  Ask your original equipment manufacturer (OEM) for assistance here.


11.  Employ a driver fuel economy incentive program that focuses on engine idle time reduction.  Instill a ‘gotta-get-more mpg’s’ mindset.


12. Utilize synthetic oils and lubes to reduce friction and increase fuel economy.  Synthetics will reduce friction and can increase mpg’s.  Be sure to check with your OEM to make sure you aren’t voiding any warranty.
 
Creative Buying & Finance

There are also a number of buying-related practices that can be followed to lower fuel costs, including:
1. Buying in bulk.  Larger volume purchases will reduce cost/gallon slightly.
2. Buying lower cetane diesel and lower octane gasoline wherever possible.  Most diesel engines operate well running fuel with cetane ratings of 40-55.  Ask your OEM about the performance/cost tradeoff associated with diesel fuel cetane.  Also, check with your fuel supplier as to the options available for diesel fuel quality. 
3. Using OPIS (Opis.net) based pricing.  Research the lowest cost/gallon fuel in your region of the Country by using the OPIS fuel pricing report.  I have found as much as $0.3/gallon by using the OPIS reporting system.
4. Using a retail ‘fleet-purchase-card’ that has rebates and price incentives.  Strategic fuel merchants use “retail-minus” or “rebates” measured as a percentage off the posted retail price  to drive fleets to their locations.  However, be careful here as rising fuel and carrying costs tend to shrink distributor margins, thereby translating into fewer discounts to fleet buyers.  Additionally, make sure the retail merchant’s locations are ‘on-route’ and do not increase mileage such that the price incentive is offset by the increased miles to secure the fuel.

5. Implement a fuel price risk management program that employs index-based pricing, hedging or futures.  Some fleets have engaged in index-based pricing programs commonly referred to as “cost-plus” pricing.  This type of pricing involves an agreement between a fleet and a third party that offers the fleet the opportunity to pay a price based upon an index.  Instead of paying the posted street price, the price is based upon a published index (price plus taxes, delivery, and a fixed margin).  The theory behind this practice is the fleet pays less-than-retail price for fuel by negotiating a fixed margin in areas where the contract margin is below the historical average.      Some financial institutions offer price risk management programs to support fleets.  Hedging, for example, can be used to ‘lock-in’ a predetermined future price of fuel, but is best left to the experts.   A comprehensive hedging program can be an invaluable tool to help manage the price of fuel and offset the risk of adverse price movements.   

Conclusion

A comprehensive fuel management program will yield significant dividends and improved profitability.  The first step is taking fuel costs very seriously; that is, making it a priority to lower overall fuel costs by let’s say 20% during the next plan year.  The steps outlined in this article will not only reduce fuel consumption, but will also have a positive impact on the environment due to less pollution as a result of your efforts.  Keep on truckin!
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