Q&A Winter 2011
Q:
Our private fleet is considering obtaining for-hire carriage. What are the pros and cons and what is the process if we decide to go forward?
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A:
In an effort to continue to improve utilization and create more efficiency by filling more of those empty miles, 68% of the respondents to the 2010 NPTC Benchmarking Survey report having for-hire authority. That is a dramatic increase from previous years. 

Of those fleets operating for-hire authority, 8% have internal sales personnel, while 44% use brokers and 33% act as brokers. In the overwhelming majority of the cases (96%), the internal company freight takes precedence over the outside freight. This indicates that private fleets use for-hire authority as a supplemental strategy to fill empty backhauls – a philosophy that enables them to keep their focus on their internal customer.

Interestingly, the potential to better utilize equipment by optimizing their freight allows those fleets with for-hire authority to operate at a cost of 22% less -per-mile without any decline in customer service. In addition, these fleets are generally better managed as measured by:

· the percent of empty miles (23% for fleets with for-hire authority vs. 27% without)

· the proclivity towards growth (91% of fleets with for-hire authority are in a growth mode compared to 70% of those without)

· the implementation of technology (91% for fleets with for-hire authority vs. 50% without)

However, the movement towards for-hire carriage does tend to exacerbate driver turnover as those fleets with for-hire authority reported turnover of 15% as compared to 9% figure reported by those fleets without for-hire authority. In addition, slip seating is not as prevalent in those fleets with for-hire authority; the percent of slip seating is reported at 29% for fleets with for-hire authority vs. 60% without.

Before making the decision to obtain for-hire authority consider the pro’s and con’s of the decision:

Advantages

· Profit Center Mentality - Entire team responsible for profitability creates an entrepreneurial spirit. Always looking for ways to generate revenue or reduce cost.

· Visibility - Monthly P&L statements are visible to all senior management. As a cost center, our costs were buried within many other departmental statements which created difficulty in gauging performance.

· Service - Challenge to improve service while increasing revenue. Demand to increase utilization of labor and equipment without sacrificing service.

· Control - We are now able to communicate specifically to what the actual cost will be to do special services for sales/customers so that we all know what the additional charge will be and who will be absorbing that charge.

· Better Partner - We believe that we are a better partner with our internal customers as well as a profit center with our 3rd party customers to strengthen our corporate profitability.

· Tax liability on the leases of which now we have none.

· Overall liability in case of a major accident, but parent company assets are not exposed in the event of liability.

· Enhances the ability to quantify value-added proposition for mother company.

· Provides dedicated service at or below market pricing.

· Competes with outside carriers for business on the basis of service, price and safe fleet reputation.

· Produces consistent EBITDA and high ROI multiples.

· Ensures controlled capacity for emergency service.

· Provide upper management  with first-hand industry knowledge of costs, productivity and innovations.

Disadvantages

· Priorities - Must make sure that both internal and external customers are treated fairly and that service is maintained or improved in all areas.

· Visibility - Cannot hide monthly performance and you need to be prepared to justify results and address issues quickly.

· You are now much easier for the company to spin off.

· Must comply with requirements for a separate corporation; board meetings, minutes, separate accounting and employment procedures, financial reporting and taxation.

· Must establish loss and damage claims procedures and work with customers to resolve claims disputes.

· Must establish billing practices and resolve customer billing issues.

 

Most private fleets indicate that billing, business practices and labor charges stayed the same as being a department of the company.

The first order of business is to analyze the company’s total transportation requirements. Perhaps there is freight that currently is traveling by other modes that could help establish a balance in a private fleet operation. For instance, a private fleet that is hauling primarily finished goods to retail outlets may look to see if its returning equipment can be loaded with the company’s inbound raw materials.

If more is still needed, many fleets are opting to establish themselves as for-hire carriers, which gives them the opportunity to fill what would otherwise be empty backhaul miles with revenue-producing freight.

For many years, private fleets were prohibited from hauling for anyone but their parent company. But, in the early 1980s, a series of regulatory initiatives opened the door to more liberal interpretation.

The first of these initiatives, inter-corporate hauling allowed private fleets to solicit and haul freight from wholly owned companies under the corporate umbrella.

However, inter-corporate hauling is usually easier said than done. Conflicting priorities and objectives between sister companies make it difficult to establish priorities. Differing equipment configurations also add to the complexity.

The key to successful inter-corporate hauling, as with any transportation business relationship, is good communication and commitment from top management. A formal communication process must be in place that includes all functions of the undertaking. Also, a formal scheduling and dispatch methodology and the setting of common goals are critical.

Another important ingredient of compensated inter-corporate hauling is ensuring all divisions realize savings as a direct result of the program. It must be cheaper – or the service that much better – for the sister company to use the private fleet as opposed to outside carrier alternatives. At the same time, a fleet should not forget to charge enough to cover not only costs, but to make an agreed-upon profit.

Cost and Legal Requirements

Expanding service beyond the scope of the in-house private fleet should be approached like any other business proposition – with analytical vigor, intellectual honesty and a well-developed strategy. This section will focus on the elements necessary for a successful strategic partnership.

The for-hire authority application process is relatively simple. Here is a link to the FMCSA’s application forms and instructions for acquiring for-hire motor carrier authority.  It is a simple three-step process:

To provide this service in interstate commerce, the company would need to apply operating authority from the Federal Motor Carrier Safety Administration by filing Form OP-1 and submitting a $300 application fee. Once the application and fee are submitted, the applicant must file Form BOC-3, setting out its process agents in each state in which operations will be conducted. These agents act as the carrier’s representatives in those states, in the event that any legal notices or documents must be served. This service is available for fees ranging from a one-time charge of $75 to annual fees of up to $200. 

Once you receive a notice from the FMCSA that your application has been received (usually within a couple of weeks), have your liability insurance carrier file evidence with the FMCSA that you have the required $750,000 in liability insurance ($5 million for hazardous materials carriers). You cannot make this filing yourself—your insurer must file it for you.

You must also file Form BOC-3 showing that you have agents for service of process in all 48 (or 50) states where you intend to operate.  A process agent is a legal representative whose presence in the state subjects your company to the jurisdiction of the courts in that state in the event of an accident (assuming that you have no other facilities or employees in the state).  There are a number of services listed in the linked instructions that will provide this service for you for a nominal fee each year.

Depending on the scope of the operation, a carrier may have several thousand dollars invested in federal and state fees before the first for-hire load is ever moved. It is important to remember that private carriers are exempt from all economic regulations of DOT’s Surface Transportation Board. (This is the old Interstate Commerce Commission that was folded into the DOT). However, for-hire carriers are not exempt.

As a private fleet engages its for-hire authority, it falls under the scope of these regulations that require all rates and charges to be published and kept on file with the appropriate governmental authorities. In addition, financial reports may be required depending upon the carrier’s size. In the event that a private fleet acquires contract carrier authority, a legal written contract must exist between the carrier and all shippers served. The rates covered by those contracts have to be published and on file.

There are also additional expenses associated with marketing, business solicitation, customer service, training, expediting claims, billing and handling complaints.

A formal contract agreement between the parties should be developed and cleared by legal departments. The agreement must outline all services and should include a provision for cargo and general liability. The rates to be charged should be clearly indicated in a separate schedule, including accessorial charges. The contract should also include performance expectations with goals set for on-time delivery, cargo condition, invoicing, and so on.

A review committee should be established to keep the channels of communication open. The purpose is to nip any problems in the bud before they threaten to undermine the strategic partnership. The review committee should periodically monitor how the agreement is progressing toward the goal. Minutes of each meeting should be kept.

Many private fleets spread themselves too thin in the quest for the attraction of revenue-producing freight. They send their equipment all over the place and forget to provide the quality of service expected by their parent company. The successful private fleets that exercise for-hire options solicit business within existing traffic lanes. In other words, the for-hire option is simply supplemental to private operators.

The operation of an effective, full-service backhaul program requires a number of additional managerial tasks over and above those required in a typical private carriage operation. At the top of the list is the increased communication and coordination required between the fleet operations staff and the purchasing department. To be service- and cost-effective, backhaul movements must be planned and coordinated to maximize the use of drivers and equipment, and to minimize the operation of empty miles. Without planning, effective communications and coordination between all parties concerned, a backhaul movement can cost more than it is worth.

To properly plan and coordinate an effective backhaul program, several areas of responsibility must be assigned:

· Rates to be charged must be established or negotiated

· Pickup and delivery of backhaul loads must be coordinated

· All required documentation must be prepared and processed

· A billing and collection procedure must be established and maintained

· Pickup and delivery records must be maintained for future reference

· Any loss or damage claims filed must be processed and resolved

· Potential sources must be identified, in-company and/or outside for backhaul movements

The cost to staff a fleet department to handle these added responsibilities must be included in the construction of the fully distributed cost to operate the fleet. If not, these costs will be understated. If effective, the backhaul program should generate the revenue and savings to more than offset the higher administrative costs.
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