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Fleets  

USA Truck Inc. reported a net loss of $4.3 million in the third quarter as compared to a profit of $0.6 million a year earlier.
· In the quarter, USA Truck reported an operating loss of $5.9 million as compared to an operating profit of $2.3 million a year earlier.

· In the quarter, revenues excluding fuel surcharges increased 1.9% to $102.6 million from $100.8 million a year earlier.

· USA Truck reported operating challenges in the quarter – transition to a new operating software system for the Truck division, softer than expected freight environment and continual high number of unmanned tractors.

· USA Truck believes the problems transitioning to a new operating software system for the Truck division resulted in disruptions in load velocity, conservative booking of customers’ loads, lost freight opportunities and increased driver turnover.

· USA Truck also believes the freight environment was softer than anticipated, which made it more difficult to replace two major customers, one was dropped due to insufficient pricing and the other customer completed a project.

· The percentage of empty miles driven increased 200 basis points to 12.4% and average miles per truck decreased 13.2%.

· USA Truck’s base freight rate excluding fuel surcharges increased 7.2% as compared to the same period a year earlier.

· The Strategic Capacity Solutions business unit (brokerage operations) reported revenues increased 82% in the quarter to $18.4 million from $10.1 million a year earlier.

· USA Truck reduced its tractor fleet by 49 tractors due to number of unmanned tractors and plans to reduce the number of tractors purchased in the second half of 2011 to 155 units from earlier expectations of 250 tractors.

· The number of company-owned tractors without a driver was approximately 10% in the third quarter – that’s a lot of metal and rubber not generating revenue.
· USA Truck implied it brought in a new Chief Operating Officer in to run the Truck division and what I found interesting is the company did not mention its Spider Web network during the third quarter press release.
· The Spider Web freight network was part of USA Truck’s strategic plan to increase penetration in regional freight markets while keeping truck utilization high by increasing the number of loads per truck.
· USA Truck’s management is under pressure from Celadon Group’s purchase of a 6.3% stake in USA Truck with an intention of acquiring the company.
Landstar System Inc. reported net income in the third quarter increased 38.3% to $30.2 million from $21.8 million a year earlier.
· In the quarter, revenues including fuel surcharges increased 9.8% to $684.0 million from $622.8 million a year earlier.

· Revenues excluding fuel surcharges in the Truck business unit, freight hauled by owner-operators and brokerage operations increased 5.4% to $553.1 million from $525.0 million a year earlier.
· Revenue in the intermodal division, rail, air and ocean cargo increased 7% to $36.2 million.
· The number of trucks provided by owner-operators in the third quarter decreased to 8,314 units from 8,481 trucks in the same period in 2010.

· The number of loads hauled by owner-operators and carriers related to brokerage operations increased 0.7% to 353,980 from 351,580 a year earlier.

· Landstar System implied it was confident entering the fourth quarter in spite of inconsistent freight volumes in the fourth quarter over the past few years as monthly loads increased each month in the third quarter.
Old Dominion Freight Line Inc. reported net income in the third quarter increased 58.4% to $38.6 million from $24.4 million a year earlier.
· In the quarter, operating revenues increased 24.9% to $494.5 million from $396.0 million a year earlier.

· Old Dominion’s operating ratio decreased to a record 86.2 in the third quarter from 89.0 a year earlier.
· Old Dominion reported tonnage grew 9.6% in the quarter from the same period a year earlier and revenue per hundredweight excluding fuel surcharges increased 7.8%.

Celadon Group Inc. reported net income in its first fiscal quarter increased 21.5% to $5.4 million from $4.4 million a year earlier.
· In the quarter, revenues excluding fuel surcharges decreased 6.0% to $112.3 million from $119.5 million a year earlier.

· Average rate per loaded mile increased 3.7% to $1.53.
· Celadon Group implied the number of seated tractors decreased 6% from the same period a year earlier and management blamed the decrease largely on a driver shortage.

· Celadon implied the number of miles driven per tractor per week decreased 2.7% to 2,179.
· Carriers’ profitability is a function of truck utilization and profit margins and it is interesting that Celadon was able to increase profitability in the quarter while reporting lower tractor utilization implying the company experienced a large increase in profit margins.

· Interesting Celadon Group reported its cash/cash equivalents decreased to $516,000 in its fiscal first quarter from $25.7 million in its fiscal fourth quarter ending June 30, 2011.

· Celadon has acquired a 6.3% stake in USA Truck and USA Truck’s board of directors implied it is not interested in meeting with Celadon.
· Celadon Group is interested in acquiring USA Truck and is considering other actions.
UPS Inc. reported net income in the third quarter increased 5.1% to $1.04 billion from $991 million a year earlier.
· In the quarter, revenues increased 8% to $13.17 billion from $12.19 billion a year earlier.

· In the quarter, operating income remained flat at $1.62 billion.

· Average daily volume increased slightly to 15.1 million packages from 15.0 million a year earlier.

· The U.S. Package business unit reported revenues increased 6.5% to $7.77 billion and operating income decreased 0.5% to $1.01 billion from $1.02 billion a year earlier.

· Total domestic volume was flat in the quarter reflecting a sluggish economy.

· The International Package business unit reported revenues increased 14.2% to $3.06 billion and operating income decreased 2.4% to $409 million from $419 million a year earlier.
· The growth rate of package volumes in the Asia-to-U.S. trade lane decelerated in the third quarter resulting in excess capacity.
· The Supply Chain and Freight business unit reported revenues increased 5.3% to $2.34 billion and operating income increased 10.2% to $195 million.

· UPS Freight drove the Supply Chain and Freight business unit results in the quarter as revenues increased 15% driven by increases in revenue per hundredweight and slightly higher weight per shipment, while average daily volumes decreased slightly.
· UPS Freight introduced PharmaPort 360, a temperature controlled service designed specifically for the healthcare industry, pharmaceuticals, vaccines and biologics.

The first Mexican domiciled truck cross the border in the pilot program.

· The truck was operated by Transportes Olympic hauling a large steel drilling structure.
Ryder System continues to expand the availability of CNG trucks as the company is retrofitting two facilities in Livonia and Grand Rapids, Michigan, as part of a joint venture with UBCR LLC.

· UBCR collects, transports and processes aluminum cans, plastic and glass bottles from Michigan’s largest grocers.

· UBCR will convert its 16-unit fleet to CNG and the trucks will be leased from Ryder as well as maintained by Ryder.

Government Regulations & Environment

The California Air Resources Board is amending Transportation Refrigeration Unit Regulation for carriers that acted in advance of the deadline for compliance.

· Under the amendment, owners of model year 2003 and older refrigerated engines that met the low-emission standard by December 31, 2008 will not have to meet the ultra-low refrigerated standard until December 31, 2006, a year later than previously required.

The Federal Motor Carrier Safety Administration (FMCSA) published in the Federal Register a Supplemental Notice of Proposed Rulemaking for a Unified Registration System (URS) to prevent closed for-hire trucking and passenger carriers from reopening under a new DOT number.
· The URS would replace four current identification and registration systems with a single online system to simplify the process, but would also identify chameleon carriers.

· Carriers would have only one USDOT number, which would be used for registration, operating authority and insurance.
· It will be at least two years before any final rule can be issued because of the required comment period.

The California Air Resources Board (CARB) regulation requiring vehicles with GVW rating above 26,000-pounds to be equipped diesel particulate filters (DPF) is nearing as the regulation is effective January 1, 2012.
· Truck operators wanting more information can contact the diesel hotline at (866) 634-3735 or visit arb.ca.gov. 

The California Air Resources Board (CARB) has approved a $15,000 incentive for the first Transit Connect Electric purchased by commercial or municipal fleet.
· The program runs from November 1 to February 2012.

· The structure of the program changes after February 2012.

· More details on the program are available at www.californiahvip.com
OEMs and Parts and Services Suppliers

MAN plans to invest $570 million in Brazil from 2012 to 2016 to double production.
· Volkswagen Group wants to increase production of the MAN and Volkswagen brands to more than 140,000 units.
· MAN currently produces 77,000 vehicles per year at its plant in Resende, Rio de Janerio state.

Ford plans to build its full-size Transit van at its Kansas City Assembly Plant.
· The full-size Transit van will join Ford’s 2013 model year product line.

BorgWarner filed a lawsuit accusing Cummins Inc. of infringing on three patents related to a titanium wheel used in engine turbochargers.
· The compressor wheels at issue in the case direct air to the engine’s intake manifold.

Western Star announced Eaton Ultra-Shift Plus automated transmissions will be available on Western Star day cab models mated with a DD13 engine.
· The Ultra-Shift Plus automated transmissions will also be available on Western Star 4700 truck models equipped with DD13 or Cummins ISL engines beginning in January 2012.

Trans Tech Bus all-electric Type A school bus will travel 100 to 200 miles on a single charge.
· eTrans is built on Smith Electric Vehicles’ Newton platform.

· The bus features a 120-kW electric induction motor powered by two 278-volt lithinium ion batteries and is equipped with a regenerative braking system to help recharge the batteries.

· A small auxiliary unit powered by compressed natural gas or propane powers the bus heating and air-conditioning systems.

Kenworth expanding its medium duty product line with new Kenworth K270 Class 6 and K370 Class 7 cabovers, designed for pickup-and-delivery applications.

· The K370 and K270 models will feature 6.7-liter Paccar PX-6 engine with standard 220-hp rating and 520 lb.-ft. torque.

· The K370 will be available with an Allison 2500 HS and RDS 5-speed automatic transmissions.

· The K270 will be available with an Allison 2100 HS and RDS 5-speed automatic transmissions.

Stemco had added a new feature to its AirBat tire pressure monitoring system, a tire pressure log.

· Sensors record and time-stamp tire pressure information, retaining in memory the duration and lowest recorded pressure for each low pressure tire event.

· This new feature will help maintenance managers understand unusual tread wear and/or tire failures.

Isuzu Commercial Truck of America and Utilimaster Corporation has begun production of the all new Reach commercial walk-in van.
· The walk-in van is assembled at Utilimaster’s Wakarusa, Indiana facility.

· The Reach body sits atop Isuzu’s NPR chassis.
· The van is powered by Isuzu’s 3.0-liter diesel engine and is turbocharged to generate 150-hp.

· The engine is mated to an Aisin medium duty six-speed automatic transmission.

· Reach is offered with a 12- or 14-foot body.

Volvo implied that its I-Shift is so very much efficient because the company provides the hardware and software, so knows the entire process of the automated transmission.

· The I-Shift comes with a host of features including a feature for construction applications, “rock-free”, that will literally rock the truck back and forth, thereby creating longer tread paths to assist a truck when it becomes stuck.

Mitsubishi Fuso Truck of America is offering a new air deflector on its 2012 Canter FE/FG standard-cab models.

· The air deflector reduces aerodynamic drag to improve fuel economy.

· The air deflectors can be installed on 2005-2010 standard-cab FE and FG models.

PeopleNet has formed a partnership with SpeedGauge that offers fleets a real time email with a driver triggers a speeding event.

· PeopleNet and SpeedGauge are also partnering with Brazos Specialty Risk Inc. to give PeopleNet onboard recorder (EOBR) customers that subscribe to “speed monitoring” a 5% to 10% insurance discount on pay-per-mile auto liability insurance.

· The insurance is available to fleets with 15 or more vehicles and the entire fleet is installed with EOBRs.
Mitsubishi Heavy Industries has developed a truck refrigeration unit that simultaneously controls temperature in two separate cargo compartments with different temperature settings entirely by heat pump.

· The heat pump enables effective transfer of thermal energy from the compartment needing a lower temperature from the compartment requiring higher temperature.

· At maximum, the new unit, TDJSHP series, will reduce energy consumption by 75% compared to a conventional system.

· Mitsubishi Heavy Industries will launch sales in April 2012.

Penske Leasing announced by early next year it will have fully equipped 370 of its major U.S. fueling locations with bulk DEF.
Peterbilt announced enhancements to its 2012 medium duty cabover Model 210 and Model 220 truck models.
· Peterbilt designed a pair of lightweight chassis and frame rail while strategically positioning the electrical system to optimize body installation and to reduce weight to optimize payload and fuel economy.

· Both models are powered by Paccar PX-6 diesel engine with horsepower rating 250 and torque rating up to 660 lb.-ft.

Hino and Cummins scored one and two in the J.D. Power and Associates Medium Duty Truck Engine and Transmission Customer Satisfaction Study.

· Hino ranked particularly high in engine reliability, dependability and accessibility to components for service/maintenance.

· The study is based on 1,037 primary maintainers of one-year old conventional medium duty trucks.

Hankook Tire Canada is introducing three new tire models to its truck and bus product line.
· The DH06, AH15 and AH24 were designed with Hankook’s e3 technology and intended for medium duty applications.

· DH06 and AH24 are available in six sizes including 11R22.5 and 11R24.5 in both 14 and 16-ply ratings.

· AH15 is available in 385/65R22.5 18-ply rating.

SKF expanded its Cajamar, Brazil factory that makes second-generation hub bearing units with integrated ABS.
Hankook Tire America increasing commercial tire prices up to 8% effective November 1.
Fleet Marketing Environment

The Bureau of Economic Analysis reported the U.S. economy expanded by 2.5% in the third quarter following growth of 1.3% in the second quarter.
· The growth rate of consumer spending accelerated to a 2.4% in the third quarter following growth of 0.7% in the second quarter.

· Consumer spending on goods expanded 1.4% in the third quarter following a decrease of 1.6% in the second quarter.

· Consumer spending is expanding at sluggish-to-moderate growth rates and household balance sheets can not sustain strong growth in spending (4.5%+ growth).
· Business investment spending on machinery/equipment accelerated to 17.4% growth in the third quarter from 6.2% growth in the second quarter.

· Business balance sheets are strong and businesses need to replace aging equipment and machinery.

· Business investment spending will remain relatively strong in the short-term.

· Business investment spending on structures increased 13.3% in the third quarter from a growth rate of 22.6% in the second quarter.

· Business investment spending on structures is recovering from depressed levels and will be constrained by high vacancy rates of commercial real estate.

· Residential investment spending increased 2.4% in the third quarter following growth of 4.2% in the second quarter.

· The recovery in residential investment spending will be volatile and sluggish since residential real estate will remain excess for an extended period of time.

· Exports expanded by 4.0% in the third quarter following growth of 3.6% in the second quarter.
· The growth rate of exports has decelerated over the past two quarters, which is a bit alarming since exports are expected to provide a strong stimulus to growth.

· Government spending was unchanged in the third quarter (0.0%) following a decrease of 0.9% in the second quarter.

· State and local government spending decreased 1.3% in the third quarter following a decrease of 2.8% in the second quarter.

· The growth rate of government spending will be a drag on growth in the medium term, since state and local governments are reducing spending to close budget deficits and the federal government in the medium term mush change its fiscal policy (spending/revenues) as well since the federal budget deficit is at unsustainable levels.

· Inventory investment increased $5.4 billion following an increase of $39.1 billion in the second quarter.

· This bodes well for freight growth since modest inventory investment implies inventories are in equilibrium with sales, so final sales to domestic purchasers will pull commodities through the supply chain – manufacturers, wholesalers, retailers.

· The growth rate of final sales to domestic purchaser (consumer, business and government spending) accelerated to 3.2% growth in the third quarter from 1.3% in the second quarter.
· In short, the GDP report implies the U.S. economy continues to expand at sluggish-to-moderate growth rates and the large increase in stock market indexes was exaggerated as investors were concerned about a downturn in the economy in the third quarter.
· Economic imbalances will remain a drag on the economy’s growth rate in the medium term.

The Bureau of Economic Analysis implied personal income increased 0.1% in September following a 0.1% decrease in August.

· Personal consumption increased 0.6% in September following growth of 0.2% in August.

· Spending can not sustain much stronger growth than income for a sustainable period of time, since households’ balance sheets are weak and debt is at high levels as households are in the process of de-leveraging.

· The personal savings rate decreased to 3.6% in September from 4.1% in August.

· CMVC does not foresee households reducing savings to sustain spending, since household wealth remains well below its peak in 2007.

· Households have increased savings since 2007 to rebuild wealth.

The Census Bureau reported new orders for durable goods decreased 0.8% in September following a 0.1% decrease in August.
· Excluding transportation, durable goods orders increased 1.7% in September.

· Excluding defense, durable goods orders decreased 1.1% in September.

· Business investment spending on machinery and equipment will support durable goods orders as businesses need to replace aging equipment and machinery and businesses can increase capital expenditures while keeping balance sheets strong.

CMVC Commentary and Analysis

Reading editorials in trade publications, the surprise among writers is the upward trend in commercial vehicle sales while the U.S. economy is expanding at sluggish to moderate growth rates.  Truck sales are being stimulated by aging truck populations resulting in increasing truck maintenance expenses causing businesses to upgrade their fleets.  This is a normal occurrence during an economic recovery as fleets extend truck trade-cycles during the recession in response to lower business profits that weakened business balance sheets.  The U.S. economy, however, normally expands at faster growth rates than the current recovery, which will impact truck sales during the next stage of the truck recovery.
The U.S. economy’s sluggish growth rates will impact the next stage of the truck recovery when the stimulus to truck sales shifts to fleet capacity expansions from pent-up replacement demand.  During a typical truck recovery, pent-up replacement demand gradually decreases as businesses upgrade their truck fleets, but truck sales continue to trend upward at relatively strong growth rates as the stimulus to truck sales shifts to capacity expansion as a growing economy increases freight volumes requiring fleets to expand capacity.  Sluggish growth in the U.S. economy implies the upward trend in truck sales will decelerate as the stimulus to truck sales shifts from pent-up replacement demand volumes to fleet capacity expansion.  Nine quarters following the end of the 2007-2009 recession, industrial production is 6.2% below its peak and final sales to domestic purchasers is 0.9% below its peak of the previous cycle.  Nine quarters following the end of the 2001 recession, industrial production was 0.6% below the peak and final sales to domestic purchasers was 8.1% above the peak of the previous cycle.  Nine quarters following the end of the 1990-1991 recession, industrial production was 9.3% above the peak and final sales to domestic purchasers was 9.4% above the peak of the previous cycle.  The U.S. economy’s growth rate during the current recovery is sluggish as compared to past recoveries implying modest growth in fleet capacity to meet expanding freight volumes.    
Nine quarters following the end of the 2001 recession, U.S. Class 8 truck retail sales in the first quarter of 2004, seasonally adjusted annual rate, were 175,410 units which was above replacement demand of 146,000 trucks.  This equates to an annual increase in capacity of 1.4% during the first quarter of 2004.  Nine quarters following the end of the 1990-1991 recession, U.S. Class 8 truck retail sales in the second quarter of 1994, seasonally adjusted annual rate, were 186,457 units which was above replacement demand of 116,200 trucks.  This equates to an annual increase in capacity of 4.8% during the second quarter of 2004.  Nine quarters following the end of the 2007-2009 recession, U.S. Class 8 retail sales in the third quarter of 2011, seasonally adjusted annual rate, were 176,564 units which is slightly below replacement demand of 179,000 units.  Industrial production and final sales to domestic purchasers in the third quarter of 2011 remain below their peaks.
In conclusion, if the U.S. economy continues to expand at sluggish growth rates the upward slope in truck sales will decelerate as the stimulus to truck sales gradually shifts to fleet capacity expansion from pent-up replacement demand volumes. At the moment, truck sales (midrange, medium duty and heavy duty) are gaining momentum as business profits have recovered and fleets are replacing aging trucks with high maintenance expenses.  The average age of a Class 8 and medium duty truck (Classes 6/7) are at their highest levels since deregulation in 1980, so there is still much truck pent-up replacement demand to be satisfied.  The upward trend in truck sales implies fleets have begun to satisfy pent-up replacement demand volumes, so over time pent-up replacement demand volumes will gradually decrease.  If the U.S. economy continues to expand at sluggish growth rates then the shift to truck sales being stimulated by capacity expansion from pent-up replacement demand volumes will cause the growth rate of truck sales to decelerate.  Truck sales will continue to increase, but the rate of growth will decelerate, since sluggish economic growth implies moderate expansion in fleet capacity to meet expanding freight volumes.  CMVC predicts the U.S. economy will expand at sluggish to moderate growth rates for an extended period of time as compared to past recoveries and economic expansions, since households are still in the process of de-leveraging and are about half-way through the process of strengthening their balance sheets, state/local governments are in the early stages of strengthening their balance sheets as well, which will constrain state/local government spending and the federal governments’ budget deficit is unsustainable that will require large adjustments in fiscal policy (increase revenues and slower/lower growth in spending). (See Visibility of the Supply Chain – Freight Environment for General Freight For-Hire Carriers)
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