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Fleets  

Quality Distribution Inc. reported net income in the third quarter increased to $6.2 million from $0.4 million a year earlier.
· In the quarter, operating income increased to $15.3 million from $9.8 million a year earlier.

· Net income in the third quarter was adjusted $4.9 million as compared to an adjustment of $2.2 million a year earlier related to the write-off of debt issuance costs to the refinancing of a previous asset-based credit facility and redemption of Quality’s 11.75% PIK Notes.
· In the quarter, revenues excluding fuel surcharges increased 5.1% to $169.1 million from $160.9 million a year earlier.

· Quality Distribution implied revenue growth was driven by higher freight rates and energy freight volumes as bulk chemical volumes decreased.

· Quality Distribution implied it has seen higher freight volumes related to gas exploration in the Marcellus Shale region and anticipates opportunities in other shale regions.
· Quality Distribution implied management’s initiative to implement electronic onboard recorders (EOBRs) adversely impacted driver turnover.

· Quality Distribution implied the chemical division will be fully implemented with EOBRs by the end of the year.

· Quality Distribution implied that its financial structure has improved and if opportunities arise it may acquire other carriers.
Frozen Food Express Industries (FFE) Inc. reported a net loss of $13.7 million in the third quarter as compared to a loss of $2.3 million a year earlier.
· In the quarter, FFE reported an operating loss of $13.5 million as compared to an operating loss of $6.9 million a year earlier.
· In the quarter, FFE reported operating revenues excluding fuel surcharges increased 2.6% to $81.5 million from $79.5 million a year earlier.
· FFE implied truckload rates increased 4.5%, but the planned reduction in dry van services and a driver shortage that reduced the number of trucks in service caused truckload revenues to decrease 5.5%.
· FFE implied higher maintenance expenses related to an aging truck fleet.

· FFE is reducing fleet size as it eliminates it dry van division, which will reduce the average age of its tractor fleet resulting in lower maintenance expenses and improved fuel economy.
P.A.M. Transportation Services reported a net loss of $1.7 million in the third quarter from a loss of $3.0 million a year earlier.
· In the quarter, revenues excluding fuel surcharges decreased 5.6% to $70.6 million from $75.0 million a year earlier.
· P.A.M Transportation reported quarterly earnings were negatively impacted by a worker’s compensation claim that was $1 million more than anticipated. 

· P.A.M. Transportation continues to diversify its customer base as its largest customer made up approximately 20% of revenues in the third quarter as compared to roughly 40% four years earlier.

· P.A.M. Transportation implied revenue per total mile increased 10% in the quarter from the same period a year earlier, but was more than offset by higher fuel, maintenance and depreciation expenses.

· P.A.M. Transportation implied that in spite of taking 300 new tractors by the end of September, the majority of its tractor fleet is still past optimum age resulting in excessive maintenance/repair costs.

· P.A.M. Transportation changed its depreciation and salvage values in 2011 as compared to 2010 to reflect accelerated equipment replacement cycles, which has increased depreciation expenses in 2011 as compared to 2010.

· P.A.M. Transportation implied there remains greater pressure to reduce average age of its tractor fleet resulting in lower maintenance expenses and improved fuel economy that will more than offset higher depreciation expenses.
YRC Worldwide Inc. reported a net loss of $120.1 million in the third quarter as compared to a loss of $59.9 million a year earlier.
· In the quarter, YRC Worldwide reported an operating loss of $23.7 million as compared to a loss of $18.8 million a year earlier.
· In the quarter, revenues increased 12.3% to $1.28 billion from $1.14 billion a year earlier.

· The third quarter net loss included a $79 million non-cash charge related to fair value adjustments for derivative instruments embedded in the $140 million Series A notes and $100 million Series B note due 2015.
· YRC National Transportation reported operating revenues increased 11.5% to $841.6 million as tons per day increased 4.2%, shipments per day increased 5.5%, revenue per hundredweight increased 7.5% and revenue per shipment increased 6.2%.

· YRC National Transportation had an operating ratio of 100.9 in the quarter.

· The Regional Transportation business unit reported revenues increased 14.3% to $404.8 million, as tons per day increased 5.2%, shipments per day increased 3.6%, revenue per hundredweight increased 8.2% and revenue per shipment increased 10.4%.

· The Regional Transportation business unit had an operating ratio of 95.2.

· YRC Worldwide must implement a reverse stock split before December 31 in order for the price per common share to be above $1.00 required to be listed on NASDAQ.

UPS announced it expects shipment deliveries to increase 6% before the holiday shopping season.

Con-Way Inc. reported net income of $29.1 million in the third quarter as compared to a net loss of $8.2 million a year earlier.
· In the quarter, operating income increased to $61.1 million from $12.5 million a year earlier.

· In the quarter, revenues increased 8.4% to $1.38 billion from $1.27 billion a year earlier.
· Con-Way implied the freight environment was soft in the quarter, but improved each month.

· The business unit Con-Way Freight reported revenues increased 5.8% to $843.3 million driven by an improved yield including fuel surcharges and operating income increased to $40.7 million from $13.1 million a year earlier.
· Revenue per hundredweight excluding fuel surcharges increased 6.7%.

· Tonnage per day decreased 5.5% from the third quarter in 2010.

· Con-Way Freight’s operating ratio decreased to 95.2 from 98.4 a year earlier.

· The business unit Con-Way Truckload reported revenues including fuel surcharges increased 12.8% to $158.7 million and operating income increased 43.7% to $7.9 million from $5.5 million a year earlier.
· The improvement in revenues was largely driven by higher rates, as revenue per total mile increased 4.6% excluding fuel surcharges.

· Con-Way Freight’s operating ratio decreased to 93.6 from 95.3 a year earlier.
· Menlo Worldwide Logistics reported revenues increased 12.7% to $417.1 million driven by revenue growth from transportation management and warehouse management services.
· Menlo Worldwide Logistics’ operating income increased to $12.7 million from a loss of $6.3 million a year earlier.
Ryder System Inc. reported net income increased to $56.5 million from $38.8 million a year earlier.

· In the quarter, revenues increased 19.3% to $1.57 billion from $1.32 billion a year earlier.

· The Fleet Management Solutions (FMS) business unit reported revenues excluding fuel increased 12% to $824.7 million and operating income increased 35% to $74.2 million from $54.8 million a year earlier.

· Higher operating income was driven by strong demand and higher pricing for commercial rental and used truck sales were favorably impacted by higher prices.

· The Supply Chain Solutions (SCS) business unit reported revenues excluding subcontracted transportation increased 26% to $326.8 million and operating income increased 47% to $22.4 million from $15.2 million a year earlier.
· Revenue growth was driven by TLC acquisition, higher volumes and new business.
· The Dedicated Contract Carriage (DCC) business unit reported revenues excluding subcontracted transportation increased 26% to $149.5 million and operating income decreased 3% to $8.4 million from $8.6 million a year earlier.

· In the first three quarters, capital expenditures increased to $1.17 billion from $861 million a year earlier.
The Hub Group subsidiary Comtrak Logistics acquired certain assets of Challenge Transportation, an intermodal drayage company headquartered in Newark, NJ.
· A strategic initiative of Hub Group is to expand its drayage network.

· Challenge Transportation has 41 drivers.

ABF expanding its freight hauling services to include less-than-container load (LCL) and less-than-truckload ocean cargo services for customers importing goods from China, Hong Kong and Taiwan.
· Ocean LTL will feature guaranteed weekly departures on a fixed day and schedule that will expedite freight.

Mesa Unified School District (Arizona) has acquired 27 buses powered by propane.
The school district estimates it will reduce fuel expenses by $105,000 annually.

· Propane is less fuel efficient than diesel, but a lower price for propane including a federal reimbursement of 50 cents per gallon more than offsets a decrease in fuel efficiency.

TransForce reached an agreement to acquire all the shares of I.E. Miller Services, a provider of rig relocation services, including disassembly, transportation and reassembly of oil and gas drilling rigs.

· I.E. Miller operates seven terminals in Texas, Louisiana, Oklahoma, Colorado and North Dakota.

Government Regulations & Environment

On January 1, 2012, the ports of Los Angeles and Long Beach will no longer be assessing a Clean Truck fee on trucks with an engine 2006 or older, as these trucks will be ban from the ports’ marine terminals.

· The PortCheck web site (www.pierpass-tmf.org) will remain open in January 2012 for payment of billed and accrued Clean Truck Fees prior to Jan. 1, 2011. 

· PortCheck will be refunding Clean Truck Fees that were deposited in accounts but not spent. Customers should check their accounts and request their deposit refund no later than Jan. 15, 2012. Deposit refunds that are not requested by January 15, 2012 may be forfeited as unclaimed deposits. 

· Customers with questions may contact the PortCheck Customer Service Center at (877) 863-3310 for assistance. 

The Pacific Legal Foundation (PLF) on behalf of a group of companies and trade organizations in California have filed a lawsuit against the Environmental Protection Agency for failure to submit independent scientific evidence with respect to medium and heavy duty greenhouse gas emission standards.
· Federal law implies that the EPA can not issue new clean-air regulations without submitting for proposals independent scrutiny by its Science Advisory Board.

The Washington State Patrol’s Commercial Vehicle Division is using automated license plate readers at 12 entry points into the State to find if drivers are violating hours-of-service rules.
· At weigh stations, officers will check how long the trucks have been on the road that day and will verify drivers’ logbooks.

OEMs and Parts and Services Suppliers

WilcoHess, an operator of travel plazas and convenience stores in the southeastern U.S. a signed an exclusive agreement with Terra Environmental Technologies, to supply its entire diesel exhaust fluid (DEF) needs.

· This is a multi-year contract.

Jacobs Vehicle Systems has developed a new integrated engine braking technology that integrates the functionality of a standard compression release brake into an ultra-small footprint of a valve bridge.

· The lightweight design provides excellent retarting performance with zero valve train height increase.

· The Bridge Brake is especially suited for small-displacement engines.

· This technology replaces the standard exhaust valve bridge with a braking valve bridge.

Isuzu Motors is extending suspension of operations at plants in Thailand due to supply disruptions as a result of floods.
· Isuzu operates a truck assembly plant, an engine plant and other facilities in Thailand.

· To-date, operations in Japan had not been harmed due to the floods in Thailand.
Michelin has completed private placement to institutional investors of its 9.98% stake in Hankook Tires for proceeds of 405 million euros.

· Michelin no longer holds a stake in Hankook Tire.
Nissan North America will expand is commercial van into a passenger version when in introduces the NV3500 HD.

· The van will have capacity for 12 people in four rows and will offer two engines, 317-hp V-8 engine and 261-hp V-6 4.0-liter.

· Both engines will be mated with a 5-speed automatic transmission.

· The NV3500 HD will be built in Canton, Mississippi.
LOOK Trailers has purchased trade names and intellectual property and limited assets of Pace American Enterprises.

· LOOK Trailer will begin producing Pace American and Cargo Express products at its current plants and LOOK is exploring re-opening Pace American’s Middlebury, IN manufacturing facility.

Pierce Manufacturing recalling 724 trucks due to a potential problem with the Meritor Wabco electronic stability control module.
· Under certain road and driving conditions, vehicle body roll and road inclination characteristics may adversely affect the slip angle calculation of the electronic stability control system (ESC) causing the ESC to perceive an over-steering situation and therefore apply the outer wheel brake on the front axle until the vehicle is perceived to be stable.

Clean Energy Fuels Corporation has signed an agreement with Waste Management to provide maintenance and repairs for Waste Management’s CNG fueling stations throughout the U.S.
· Clean Energy Fuels is partnering with Quarles Petroleum, a Mid-Atlantic fleet fuel station operator, to add natural gas fueling stations to select Quarles Petroleum stations.
· Quarles operates approximately 125 fueling stations.

· Fleets are adopting alternative fuel trucks at a much faster rate than hybrid and electric trucks and the availability of alternative fuel is expanding.

· The infrastructure to transport natural gas is build, but what is required is the last miles in transporting natural gas to fueling stations.

· CMVC predicted fleets would adopt alternative fuels at faster rates than hybrids and electric vehicles due to the economics and availability, as utilities want to increase the sales of natural gas.

· CMVC believes hybrids and electric vehicles will be in niche market segments.

Ridewell has introduced a new disc brake version of the Ridewell axle.
· The new axle is available with Wabco PAN 22 air disc brakes.

Smith Electric Vehicles has filed a registration statement with the Securities and Exchange Commission for an initial public offering, which could raise $125 million.
· The company plans to open a factory in the Bronx, NY.

· Smith Electric has unveiled an electric school bus with Tans Tech Bus.

Harvest Partners, a private equity firm, purchased TruckPro from Oaktree Capital Management.
· Oaktree Capital will keep a stake in TruckPro.

· Harvest Partners plans to expand TruckPro nationally.

· TruckPro currently operates 62 stores throughout 17 states.

Cummins Emissions Solutions, a division of Cummins, is in the advanced stages of a new urea dosing system, EcoFit Urea Dosing System, that is designed to meet upcoming regulations in China, India and Russia.
· EcoFit will be a brand for aftertreatment products.
Qingdao Doublestar Industrial is opening its first North American tire distribution center in Memphis, TN to warehouse and distribute Doublestar branded medium and heavy duty truck tires.

Freightliner Trucks has launched Work Smart Strong Finish Retail Sales program that for a limited time offers incentives for new Freightliner Business Class M2 trucks or 114SD trucks in dealer inventory or trucks financed or leased through Daimler Truck Financial by December 30.
· Canadian customers can select two options – up to $4,300 for an extended basic chassis warranty plus a $1,500 Freightliner Trucks Customer Support MasterCard prepaid card or two, up to $5,800 for an extended basic chassis warranty.

Fleet Marketing Environment

The Institute for Supply Management (ISM) reported its Non-Manufacturing Purchasing Managers’ Index (PMI) decreased slightly to 52.9 in October from 53.0 in September.
· A reading above 50 implies an expanding non-manufacturing sector.

· The New Orders Index decreased to 52.4 in October from 56.5 in September.

· The Inventory Index decreased to 45.5 in October from 51.5 in September implying businesses reduced inventories in October.

· The New Export Orders Index increased to 54.0 in October from 52.0 in September implying exports will continue to be a stimulus to the U.S. economy in the near term.

· The ISM Non-Manufacturing report implies the non-manufacturing sector is moderately expanding.
· Expansion of the non-manufacturing sector will moderately stimulate employment gains.
CMVC Commentary and Analysis
In spite of a sluggish economic recovery, U.S. commercial truck retail sales are trending upward due to a number of factors, including the upward trend in fleet capacity utilization.  The factor, fleet capacity utilization, has a large affect on truck sales due to impact on operations and profitability.    
For-hire carriers’ profitability is a function of profit margins and truck utilization, so fleet capacity utilization plays a direct role in carriers’ profitability.  Fleet capacity utilization also indirectly affects profit margins as low fleet capacity utilization swings the pricing power pendulum towards shippers while high fleet capacity utilization shifts the pricing power pendulum to carriers.  The pricing power pendulum has been slowly shifting towards carriers as fleet capacity utilization, particularly Class 8 fleet capacity utilization, has been trending upward.
Businesses that operate private fleets, profitability is also a function of profit margins and asset utilization, which for businesses that operate private fleets is typically not measured by truck utilization.  For example, retailers generally measure asset utilization as sales per square foot of retail space.  Private fleet capacity is correlated with business capacity, since the private fleet supports the primary or core functions of the business, so an upward trend in business capacity utilization implies an upward trend in truck utilization as well.  Higher business capacity utilization supports higher business profits.  

Fleet capacity utilization directly affects profitability for for-hire carriers and indirectly reflects business capacity utilization of businesses that operate private fleets, so fleet capacity utilization influences returns to truck investment. 
Fleet capacity utilization also influences the rate at which trucks depreciate or loss economic value.  High truck utilization accelerates depreciation, while low truck utilization slows the rate at which trucks depreciate.  In the Class 8, medium duty (Classes 6/7) and midrange (Classes 3-5) truck markets, the combination of an upward trend in truck utilization, accelerating depreciation, and high average age of trucks implies rising maintenance expenses are stimulating new truck sales.  
The level of fleet capacity utilization also determines the amount of investment related to capacity expansion/contraction in response to meeting freight volumes/business sales.  Low fleet capacity utilization implies trucks are being under-utilized, so fleets have the capacity in place to meet higher freight volumes/business sales and may require fleets to reduce capacity to bring fleet capacity in equilibrium with freight volumes/business sales.  High fleet capacity utilization implies fleets have less room to boost truck utilization to meet expanding freight volumes/business sales, thereby putting pressure on fleets to expand capacity to meet higher freight volumes/business sales.  
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The upward trend in fleet capacity utilization began during the second half of 2009 from  low levels, so fleets had the capacity in place to meet expanding freight volumes/business sales.  CMVC predicts Class 8 fleet capacity will begin to expand during the second half of 2012 as fleets need to meet capacity to meet higher freight volumes/business sales.

In conclusion, one of the factors that has a large influence on truck sales, fleet capacity utilization is trending upward in spite of a sluggish economic recovery as fleets reduced capacity during the recession and have kept capacity relatively stable during the recovery.  In the near term, an upward trend in fleet capacity utilization will stimulate truck sales related to pent-up replacement demand as accelerating truck depreciation causes fleets to replace aging trucks with high maintenance expenses.  

The risk to the outlook for fleet capacity utilization is the freight environment as fleets in the medium term will be very conservative in expanding capacity following the deep recession.  The U.S. economy is expanding at sluggish-to-moderate growth rates as the economy is still in the process of correcting for large imbalances and this makes the economy vulnerable to moderate shocks, such as the debt crisis in Europe and the repercussions upon the global financial system.  
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