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Fleets  

Knight Transportation Inc. reported net income increased slightly to $16.7 million in the third quarter from $16.6 million a year earlier.
· In the quarter, revenues excluding fuel surcharges increased 13.2% to $183.4 million from $162.1 million a year earlier.

· Knight Transportation reported revenue excluding fuel surcharges per tractor increased 4.6% driven by a 2.3% increase in miles per tractor and 2.2% increase in revenue per mile excluding fuel surcharges.

· Knight Transportation implied high fuel costs have been a drag on profitability as fuel surcharges have not adequately offset the cost.

· Knight Transportation’s training and driver development programs, such as subsidiary Squire, helps the carrier to source and develop drivers for Knight Transportation.

· Knight Transportation’s capacity remains relatively flat as the company operated 3,939 tractors including owner-operators in the third quarter as compared to 3,912 units a year earlier.

Heartland Express Inc. reported net income in the third quarter decreased 15.8% to $15.4 million from $18.3 million a year earlier.
· In the quarter, revenues excluding fuel surcharges decreased 3.0% to $105.1 million from $108.4 million a year earlier.

· Heartland Express implied profitability is being hurt by the lack of supply of available drivers and high diesel fuel prices.

· The company remains focused on fuel surcharges, fuel economy and fuel purchasing to dampen the affects of high diesel fuel prices.

· Heartland Express implied it continues to upgrade its tractor fleet with the average age at 1.8 years which results in improvements in fuel economy.

· Heartland will continue to aggressively upgrade its trailer fleet as well through early 2012.

· The average age of a trailer was 4.2 years at the end of the third quarter as compared to 6.3 years a year earlier.

Paper Transport (PTI) is field testing two 12-liter prototype CNG engines made by Cummins and installed in a Freightliner and Kenworth truck.

· Cummins does not expect full production of a 12-liter CNG engine until the first quarter of 2013.

Saia Inc. reported net income in the third quarter increased to $4.8 million from $2.5 million a year earlier.

· In the quarter, revenues increased 14% to $268.3 million from $234.7 million a year earlier.
· LTL tonnage increased 2.6% from the same period a year earlier and LTL per workday was flat and weight per shipment increased 2.6%.
· The LTL yield increased 11.6% due to fuel surcharges and higher base rates.

· Saia is reporting meaningful price increases in contract renewals of approximately 6.9%.

· Saia reported higher costs in the third quarter related to health insurance, purchased transportation and maintenance.

Arkansas Best Corporation reported net income of $12.3 million in the third quarter as compared to a loss of $0.7 million a year earlier.

· In the quarter, revenues increased to $510.9 million from $445.5 million a year earlier for a daily increase of 14.7%.
· ABF Freight System reported revenues increased 13.8% to $466.3 million from $409.9 million a year earlier.

· Revenue per hundredweight increased 15.9% including fuel surcharges.

· ABF Freight reported the freight environment was soft in the third quarter and in October was 6% to 7% lower than the same period in 2010.

· ABF Freight is focused on better pricing as it recovers from the recession.

Universal Truckload Services Inc. reported net income in the third quarter increased to $5.4 million from $2.9 million a year earlier.
· In the quarter, revenues excluding fuel surcharges increased 15.1% to $164.2 million from $142.7 million a year earlier.

· In the quarter, revenues including fuel surcharges for the truckload business unit increased 16.8%, brokerage revenues increased 24.0% and intermodal revenues increased 25.9% from the same period in 2010.

· The average number of owner-operators in the third quarter increased to 3,205 from 3,148 owner-operators in the same period a year earlier.

A software system now being used by FedEx Express and FedEx Ground customers will now be available to FedEx Freight customers to help manage multiple LTL shipments.

UPS Freight has developed a service UPS Freight Pickup Notifications that provides customers with notification of the pickup process – when driver en-route to pickup the shipment and notifying when the pickup is made.

· This service keeps all parties, shipper, receiver and third-party up-to-date of the shipment status.

· The service is free.

TransForce has entered into an agreement to acquire Quik X Transportation.

This will increase TransForce’s presence in the expedited LTL market.

Frozen Food Express Industries (FFE) plans to reduce its non-driving workforce by 12% to reduce costs.
· FFE is selling the trucks (almost 300 tractors) and trailers (more than 400 trailers) in its dry freight division to Celadon.

Government Regulations & Environment

The Federal Motor Carrier Safety Administration (FMCSA) has sent its new Hours-of-Service rules to the Office of Management and Budget (OMB) for final review.
· The OMB has the authority to recommend changes to the final product, but OMB is part of the Obama Administration, so you would think FMCSA has consulted with the White House before developing its new Hours-of-Service rules.

Georgia utility regulators approved a plan by Atlanta Gas Light to build CNG vehicle refueling stations.
· The Atlanta Gas Light program is designed to stimulate private funds in investment in CNG vehicles and CNG refueling stations by allowing Atlanta Gas Light to invest in CNG equipment at refueling stations using proceeds from the Universal Service Fund.
OEMs and Parts and Services Suppliers

Rush Enterprises Inc. reported net income in the third quarter increased to $16.0 million from $14.2 million a year earlier.
· In the quarter, revenues increased 71.6% to $696.4 million from $405.8 million a year earlier.

· Rush Enterprises has been expanding its aftermarket capabilities to offset the cyclical volatility in truck sales.

· Aftermarket services include mobile service units, mobile technicians who staff customers facilities, a proprietary line of parts and accessories, new diagnostic and analysis capabilities, factory certified service for alternative fuel vehicles and assembly services for specialized bodies and equipment.

· Aftermarket services account for more than 60% of total gross profits.

· Rush Enterprises had an absorption rate of 116% in the third quarter, which are parts, service and body shop sales as a percentage of fixed costs.

· Parts, service and body shop sales increased to $182.6 million in the third quarter from 136.1 million in the same period a year earlier.

· Rush Enterprises sold 2,472 new heavy duty trucks, 1,427 new medium duty trucks, 301 light duty trucks and 1,170 used trucks as compared to 1,283 new heavy duty trucks, 650 new medium duty trucks, 28 light duty trucks and 899 used trucks from the same period a year earlier.
Fleets searching Paccar Parts’ electronic catalog system can now utilize vehicle maintenance reporting standard codes (VMRS) for easier parts searches.
· The system uses VMRS codes for industry consistent cataloging of parts, such as diesel particulate filters.

Solus Solutions and Technologies showcased EPA and CARB certified products at ATA’s Maintenance Conference and Exhibition including a split skirt configuration that improves fuel economy by more than 5%.
· The split skirt feature rugged flex skirt panels weighing less than 200-pounds and provide easy access to the undercarriage of the trailer.

Carrier Transicold introduced a new Supra City Z (Zero Engine) refrigeration unit for trucks that eliminates the diesel engine within the refrigeration unit to reduce noise and emissions, while providing constant refrigeration temperatures at idle speed.
Paccar Financial announced U.S. customers can now pay bills online through its website.
· Customers can also access account balances and request payoff quotes online.

Crede Holdings completed the acquisition of Paxton-Mitchell Corporation, which is an industrial foundry and machining business located in Omaha, Nebraska.
· Grede plans to expand work at the Omaha facility as it transfers work from other locations.

· Crede has diversified its customer base to reduce volatility as now 60% of revenues come from non-automotive customers.

Detroit Diesel has released the first part of a four-part training video series to help drivers enhance the performance of their vehicle’s engines.

· The four-part series features guidelines to optimize fuel economy and performance, information about SCR and diesel exhaust fluid, updates on DDEC, which is Detroit Diesel’s proprietary electronic engine monitoring system.

Bright Automotive announced it has entered into an agreement with AM General to be the exclusive North American assembler of the Bright IDE, a plug-in hybrid electric work truck.

Navistar has reached an agreement with Rand McNally to make available Rand McNally’s IntelliRoute TND truck GPS units as an in-dash option on International trucks beginning January 2012.
· The in-dash units will have several customized screens as well as a listing of International dealers’ locations.

· The units will also be available for aftermarket installation at International dealers.

· Pana-Pacific worked with Navistar to integrate the TND units into the International truck models.

Dana Holdings announced Dana drive and steer axles will be available to the entire aftermarket.
· The new program will make available Dana 30, 44, 60, 70, and 80 model axles with Spicer components to the entire aftermarket.
· In the past, Dana axles available to the entire aftermarket were limited to remanufactured units or those found in the salvage marketplace.

Bridgestone Americas Tire Operations broke ground in Graniteville, South Carolina on a new facility to produce off-road radial tires.

· Bridgestone is also expanding capacity at a facility in Aiken County, South Carolina that produces passenger and light truck tires.

Pilot J is purchasing seven Bosselman travel centers in Iowa, Kansas, South Dakota and Nebraska.

· The two companies also agreed to expand Bosselman’s Boss Truck Shops to 20 addition Pilot J travel centers across the U.S.

· Bosselman will also add Grandma Max’s Restaurants to some Flying J travel centers.

Fleet Marketing Environment

The Bureau of Labor Statistics reported nonfarm payrolls expanded by 80,000 jobs in October following job growth of 158,000 and 104,000 in September and August.
· Private sector employment expanded by 104,000 jobs in October, following growth of 191,000 jobs in September.
· Government employment decreased by 24,000 jobs in October following losses of 33,000 jobs in September.

· The unemployment rate was roughly unchanged at 9.0% in October from 9.1% in September.
· The manufacturing sector added 5,000 workers in October and has remained flat for the past three months.

· The employment report implies the U.S. economy continues to moderately expand.

· Employment gains will support sluggish-to-moderate growth in consumer spending in the near term.

· Since inventories are in equilibrium with sales throughout the supply chain, moderate growth in consumer spending will pull commodities through the supply chain resulting in moderate growth in manufacturing output.

The Institute for Supply Management (ISM) reported its Purchasing Managers’ Index (PMI) for the manufacturing sector decreased to 50.8 in October from 51.6 in September.
· A reading above 50 implies the manufacturing sector is expanding.

· The New Orders Index increased to 52.4 in October from 49.6 in September.

· The New Orders Index was below 50 for three consecutive months, which CMVC anticipated to a moderate inventory correction by retailers and wholesalers in response to slowing growth in consumer spending during the spring and summer in response to rising food prices and high-energy prices.

· The Customers’ Inventories Index decreased to 43.5 in October from 49.0 in September.
· The decrease in Customers’ Inventories Index implies more producers believe that their customers’ inventories are too low, which CMVC believes signals the end of the inventory correction.

· The Export Orders Index decreased to 50.0 in October from 53.5 in September, which is worrisome as exports are expected to be a substantial stimulus to growth.

· The ISM Manufacturing Index supports other economic data implying a U.S. economy that is moderately expanding.
· Sluggish-to-moderate growth implies the U.S. economy is susceptible to moderate shocks that could push the economy into another downturn.
The Census Bureau reported new orders for manufactured goods increased 0.3% in September following an increase of 0.1% in August.

· Excluding transportation equipment, new orders for manufactured goods increased 1.3% in September.

· New orders for durable goods decreased 0.6% in September following an increase of 0.1% in August.

· New orders for nondurable goods increased 1.0% in September.

· The inventory correction is completed, so CMVC predicts a moderate accelerate in new orders over the next few months as wholesalers and retailers orders for manufactured goods become more responsive to sales.

· The acceleration in orders will be moderate, since consumer spending is expanding at sluggish to moderate growth rates.
CMVC Commentary and Analysis
To say the 2007-2009 recession has impacted new truck sales is an understatement as new Class 8 and medium duty vehicle sales (Classes 6/7) will be below replacement demand volumes for 5 consecutive years (2007-2011) and medium duty vehicle sales will probably be below replacement volumes again in 2012.  The 2007-2009 recession has resulted in an extended downturn in new truck sales as compared to past recessions and the extended depressed truck sales period will impact the parts aftermarket in the years to come.  
Since deregulation of the trucking industry in 1980, Class 8 truck sales have been below replacement demand volumes for only two consecutive years twice (1982/1983 and 1991/1992) as a result of recessions, so the changes in vehicle demographics as a result of past recession has been moderate in comparison to the 2007-2009 recession.  The steep and prolonged downturn in Class 8 and medium duty vehicle sales from 2007-2011 will have a greater impact on parts aftermarket sales,  as vehicles purchased during 2007-2011 period come in for their first parts repair/replacement cycle as compared to the downturn in truck sales during previous recessions.  During the past recessions, truck sales were only below replacement demand volumes for two consecutive years, so changes in vehicle demographics was moderate.  Not the case during the 2007-2009 recession, as [image: image1.wmf]U.S. Class 8 Truck Retail Sales Above/Below 
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new Class 8 and medium duty sales are below replacement demand volumes for five consecutive years, so changes in vehicle demographics is much larger and will have a larger impact on the parts aftermarket as these vehicles purchased from 2007 to 2011 slowly depreciate and come in for their first parts’ repair/replacement cycle.  
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For example, Class 8 vehicles 1 to 6 year old, model years 2010 to 2005, make up 32.5% of aftermarket brake drum sales in 2011.  Class 8 vehicles 7 to 15 years old (model years 2004 to 1996) make up 46.0% of aftermarket brake drum sales in 2011.  Aftermarket brake drum sales of Class 8 vehicles 1 to 6 years old will surely decrease in the future as trucks sold during 2007 to 2011 come in for their first brake drum replacement, which implies an increase in the share aftermarket brake drums sold to vehicles 7 to 15 years old.  Changes in vehicle demographics will impact parts’ distribution patterns and brand preferences.
Brand preferences by truck operators change as vehicles transition to second and third truck owners who have different product attribute preferences than new vehicle owners.  Class 8 trucks sold during the strong sales period of 2004 to 2006 will slowly transition to second owners, who have different brand preferences than first owners due to differences in applications.  Many aftermarket suppliers offer multiple brands, for example tire makers, to meet a diversified truck population customer base with different customers’ product attribute preferences.    
In conclusion, new truck sales are slowly climbing out from the 2007-2009 recession, but the depressed truck sales period of 2007-2011 while impact the parts aftermarket in the years to come.    

Give CMVC a call if you would like to discuss how we could project changes in parts aftermarket sales to meet your company’s planning requirements.  

Subscribers do not have permission to distribute Week in Review beyond their company employees.
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