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TO:   

Interested Procurement Officers and Fleet Managers

FROM:
Allen Register, CPPO, Senior Procurement Manager

RE:

Time Sensitive Notice - Vehicle Contracting in 2009 
Date:

August 19, 2009

We have met with the big 3 vehicle manufacturers (Ford, GM, and Chrysler) to determine how the market and bankruptcy proceedings will impact our previous, current, and future vehicle contracts plus to discover what we can expect in the upcoming bid cycle.  The good news follows:
1. All ongoing performance obligations from previous and current statewide term vehicle contracts, such as warranties and repair parts availability, will be fully performed by the contractors and the manufacturers they represent.

2. All 3 manufacturers and our normal dealer/distributor base plan to continue aggressively pursuing “Government Fleet Sales”.

3. The majority of the manufacturers’ suppliers have, thus far, been able to weather the market and bankruptcy processes of both GM and Chrysler.  

4. We can proceed with our normal annual vehicle bid cycle with the exception of the cab & chassis bid (reference #1 below).

Now for the bad news:
1. The market, primarily an EPA mandate regarding diesel engines effective 01/01/2010, is necessitating a shift in bidding cab & chassis.  Reference the paragraph below regarding cab & chassis strategic sourcing to see what we think are key vehicle buying considerations this fall. 

2. While the majority of the vehicles types we routinely position contracts for are still available in the market, some will have reduced competition at the manufacturer’s level due to consolidated product lines.  An example would be a vehicle that previously had 3 manufacturers competing may be down to 2.  GM’s exit of the medium truck chassis market is a significant blow to competition.

Cab & Chassis Strategic Sourcing Information:  Much like 2 years ago, an EPA diesel engine change mandate is scheduled for the beginning of a calendar year, which is during the manufacturers’ normal production period for the model year.  The EPA mandate is expected to result in price increases in the $5,000 - $8,000 per unit range (depending on the size of the engine).  This results in the inability of manufacturers to hold their pricing beyond the end of November 2009.  A reduction in production time also results in a reduction in production slots available.    We are NOT confident that manufacturers will be accepting orders for 2010 model year cab chassis beyond October 30, 2009.   

With the above in mind, we elected to process an expedited cab & chassis bid that is scheduled to open on 08/25/2009.  We anticipate the contracts will be available for placing orders on or around 09/08/2009, which is almost 2 months earlier than normal.  Our customers should have approximately 2 months (from around 09/08/2009 – 10/30/2009 or a little beyond) to place orders for the significantly lower priced 2010’s.   We strongly recommend our customers look at their fleet needs for the next 12-24 months and consider shifting assets in this year’s budget to purchase their anticipated cab & chassis needs for 2010 and 2011 year models.  
In addition to the obvious pricing consideration, there is a technical advantage as well.  As pointed out by our colleagues at SCDOT, the manufacturers are using differing technologies in the 2011 model year to achieve the EPA requirements.  It may be advantageous to limit purchases during the 2011 model year and monitor how the various technological approaches perform.

Finally, we currently plan to solicit the 2011 model year cab/chassis and have contracts available for ordering toward the end of March 2010.  The manufacturers have indicated they will have pricing available and start accepting orders by that time. 

We hope this information is both useful and helpful to our customers as they strive to make every budget dollar count. 
_988614360

