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The Honorable William D. Ruckelshaus
Administrator

U.5. Environmental Protection Agency
40! M Street, S.W.

Washington, D.C. 20460

Dear Mr. Ruckelshaus:

Attached to this letter is a petition in which International Harvester Company requests
that the 80 dBA nolse standard be deferred beyond the January ), 1986 effective date until
such time as the air emisslons standards that were untll recently scheduled to be put into
effect for the 1986 model year are actually Implemented.

In announcing the EPA's three-year delay of the 80 dBA standard In February 1982, the
agency clted the need to provide near-term economic relief to the truck Industry and "to
permit manufacturers to align and economize the design requirements attendant to the 80
dBA standard with improved fuel economy designs and federal alr emissions standards
anticipated in the 1986 timeframe."

As you know, the economic condition of the truck industry has deterjorated considerably
since February 1982, In fact, sales for 1983 are running weil below levels projected at that
time, and the recovery in the truck markets that had been hoped for has not yet
materialized, Since IH's other major business--agricultural equipment--is even more
depressed than the truck business and Its prospects for recovery are also more remote,
any additional expense that diminishes the profit potential of the truck operations has a
disproportionate impact on the entire company.

During the 1985-88 period, IH and other heavy-duty engine manufacturers expect to
incorporate major modiflcations that will significantly enhance fuel economy. However,
further modliications must be made to incorporate the technology that wili be required to
meet the 1989 air emisslon standards, and those changes will In turn make necessary
further modifications to meet an 80 dBA noise standard, Deferring the implementation of
the 80 dBA standard to coinclde with the introduction of the 1982 engines would save
manufacturers the additional cost needed to bring the Interim, fuel-efficient 1985-88
engines into compllance with the more stringent noise standard.
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Finally, the lower than anticipated truck sales volumes mentioned above alter any
previous cost/benefit analysis of the 80 dBA standard. The per-vehicle cost vf compliance
Is increased, while the actual benefit to the community at large is reduced because fewer
new and qulet trucks will be In operation than was originally expected.

l urge you to give favorable and expeditious consideration to this petition. 1f you or your
staff would like to discuss any aspect of this petition further, please contact me or

Mr. Dean Stanley, Yice President, Engineering, Truck Group, International Harvester
Company, at (219) 461-5907.

Sincerely yours,
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INTERNATIONAL HARVESTER COMPANY

Petition for Amendment
Title 40 Code of Federal Regulations 1, Part 2035

Noise Regmation for Medium and Heavy Trucks

Presented to
The Honorable Willlam D. Ruckelshaus
Administrator, U.S. Environmental Protection Agency

September 26, 1983



International Harvester Company herein petitions the Administrator to grant an additional

interim deferral of the 80 dBA noise standard beyond the current January 1, 1986 effective

date.

The February 17, 1982 Federal Register contained EPA's previous rationale for deferring
the implementation of the standard from 1983 to 1986. The Information contained in this q
petition demonstrates that the same reasons for which EPA decided to grant the earlier

three«year delay still exist~~perhaps even to a greater degree. [H therefore requests an

i
. additional interim deferral of the standard. IH firmly believes that EPA's own data demonstrate

that an additional deferral will not impose an undue risk to the public's health and welfare

during this interim period.

EPA stated in the February 17, 1982 Federal Register that the purpose of its three-year
delay (from 1983 to 1986) was twofold:

First, to provide near-term economic relief to the truck industry by allowing them
. to temporarily divert those resources that would otherwise be used to comply with
" the 1983 80 dBA standard to help meet thelr near-term economic recovery needs;
and second, to permit manufacturers to align and economize the design
requirements attendant to the 80 dBA standard with [mproved fuel economy designs

and Federal air emissions standards anticipated in the 1986 timeframe."

EPA's above~stated reasons for the previous delay are even more applicable to the truck

industry today than they were in February 1982, in view of the following:
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The economic condition of the truck industry has drastically deteriorated since

the February 1982 deferral; and

The alr emission standards that were scheduled to become effective in the

1986 timeframe will probably not be implemented until the 1989 timeframe.

The following additional comments are intended to further emphasize the need for the

additlonal delay being requested:

L.

Depressed State of the Truck Industry

To da.te, the truck industry has not shown any significant recovery from the
recession that started in 1980, The motor carrier. industry has just suffered lts
worst financial results in history, with over 43 per cent of ICC-regulated carriers
showing an operating loss in [982. In addition, over 300 major carriers have

gone out of business altogether, are in Chapter Il bankruptcy, or have reduced

or altered service since July of 1980 (American Trucking Assoclation, Inc.,

"What Is The Industry's Financial Condltion?", copy attached; also, see "Truckers

On The Skids", Industry Week, July 25, 1983, copy attached)

Largely as a result of this situation in the trucking industry, truck manufacturets
have seen their sales volumes plummet. U.5. medium/heavy truck industry

sales for 1982 were 54,5 per cent lower than 1979 sales (according to MVMA

Motor Vehicle Facts dc Figures, 1983) and sales thus far in |983 have not improved.
The decline for Class VI sales has been even more dramatic. Projected 1983
sales are 73,000 units compared to 192,889 unlits in 1979--a reduction of 62.1

per cent. This overall decline is even more significant when compared to the
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sales volumes that were being projected at the time EPA was petitioned by
industry for the previous delay. At that time, total 1983 Class VI through VIII
sales were projected to be approximately 315,000 units, of which Class VIII
sales were projected at [85,000 units (See IH letter dated December 23, 1980,
copy attached), Thus, current estimated 1983 Class VI through VIl sales are
running at 58 per cent (183,000 versus 315,000), and Class VIIl sales at 38.8 per,

cent (73,000 versus 187,800), of the earlier sales projections.

IH has continued to update projected vehicle consumer cost Increases for the
30 dBA effects. This task Is complicated by the uncertainty as to exactly

which englnes will be in production in 1986 and the length af time they will

remain In production. However, we can identify two different cost scenarlos .

that wiil provide a probable range of the Increased consumer cost. Qur cost
projections furnished to EPA by letter of December 23, 1980 indicated a cost
penalty of $360 for medlum-duty diesels, which are mostly Classes V1 and YII
(19,501 to 33,000 Ibs, GVW), and $515 for heavy-duty diesels In Class Y1II (above
33,000 lbs. GVW). We recently updated the cost scenario of maintaining our
basic existing englne lineup for 1986, and the respective projections are $295
for mediumn and $435 for heavy diesels. We believe the actual costs would fall

somewhere within the range of these two scenarios.

International Harvester's Flnancial Status

In recent years, International Harvester Company has suffered a dramatic
series of losses and a significant decline in its traditional markets. As shown
below, the Company's last profitable year was 1979, when worldwide net income

reached 5370 miilion on record sales of $8.4 hillion, with substantial record

losses occurring each year thereafter:

|8
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Sales Net Income (Loss)
(B1ll1ons) (Millions)
1979 $8.4 $370
1980 6.3 (387)
1981 7.0 (393)
1982 4.3 (1,638)
1983 (Forecast) 3.7 {(400+)

Contributing factors to IM's depressed financial condition include a six-month
strike in 1980 by its major union, the United Auto Workers; record-high
interest rates; and a general recession that started in 1980, leaving [H with
excess production capacity. For the first time in history, all three of IH's
principal markets {trucks, agricultural equipment, and construction machinery)

were depressed on a worldwlide basis at the same time.

In an effort to minimize cash flow losses, IH management implemented :irglstlc
cost-cutting measures. As part of this effort, the company is concentrating
its resources on the following core business: Medium and heavy duty trucks in
North America, and agricultural equipment and engines in North America and
Western Europe, Operations not related to these core product lines are being
disposed of. These include major actions such as the sale of its construction
equipment business to Dresser Industries In November 1982, the sale of the
axle/transmission operations to Dana Corporatlon in late 1982, the
consolidation of U.S. truck manufacturlng operations at its Springfield, Ohio
plant {leading to the closing of the Fort Wayne, Indlana truck assembly
operations), and the closing of or announced intention to sell or close plants in
Louisville, KY; Chicago, IL; Canton, IL; and Shadyside, OH, [H also sold
operations in New Zealand, the Netherlands, and the Philippines, and has

closed plants in Australia and Great Britain.
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Although IH has made substantial progress in downsizing Its operations and
reducing its break-even point, the company remains dependent on an upturn in

its major markets for its eventual survival. Recovery in the truck market,

which the company had forecast for 1983, has not materialized to the extent

earlier predicted.

During this same time period, and as a result of the U.5, economic recession,
the 1980 deregulation law and the 1982 Surface Transportation Asslstance Act,
the trucking industry has experienced, and is continuing to experience, the
greatest structural changes in its history. As a result, IH's limited available
resources must be focused on responding to major changes in market
conditions and demand. Implementation of the 80 dBA nolse standard in 1986
will divert manpower and critical capital resources that would otherwise be
expended to meet other necessary customer needs in 1984 and succeeding

years.

Since our other core business {manufacturing agricultural equipment) Is
substantially more depressed than the truck business, the performance of IH's
Truck Group Is particularly crucial to the company's ability to survive.
Therefore, healthy profitablility of the Truck Group is being looked to as a
necessary means of maintaining liquidity of the corporation until such time as
agricultural sales recover. Thls makes it even more important that the Truck
Group be able te concentrate its available resources on general business
opportunities. A further delay of the 80 dBA standard wlll be quite beneficial

to IH, by helping it to conserve and effectively utilize its vital resources.

Present and Future Engine Designs
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In the February 17, 1982 Federal Register, EPA stated that one purpose of the
three-year delay was to permit manufacturers to allgn, and thus economize,
the design requirements of the 80 dBA standard with improved fuel economy

designs and federal air etnission standards anticipated in 1986,

In July 1982, EPA heard tastimony on the non-availability of automatic regenerators
{or particulate oxidizer traps and, therefore, the lack of avallable technology

to meeta ;strlngent heavy-duty engine particulate standard in 1986. Manufacturers
indicated that such technology would not be available at least untll the 1988-89

timeframe, if then.

Engine suppliers at this time cannot describe the preclse engine changes needed
in 1983-89 to meet the new alr emission standards. However, they are convinced
that low flow cooling, electronic fuel controls, afterceoling, and charge air
cooling are some of the technologies that will be required. Colncident with

the requirement to reduce emissions is the need 10 improve fuel efficiency.
Since many of the above technologies improve fuel economy, engine manufacturers
have design and development programs under way to put them into production
prior to enactment of the anticipated air emlissions regulations. Due to the
complexity and scope of the programs, most manufacturers plan to incorporate
these new features into thelr engine families between 1985 and 1988. Even

with the new technology in production, they believe that further calibration
changes and redesign of sorne components and/or systems will be necessary to
enable them to meet expected future air emission requirements, except for

the particulate standards,
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With the new Interim engines planned for introduction at various dates between
1985 and 1988, old engine designs will be dropped from preduction. Thus, Imple~
mentation of the 80 dBA standard on January |, 1986 would require use of many
noise components andfor systems with a life expectancy of only one or two

years, The engineering and manufacturing expense needed to develop and
produce these systems would not be recovered, With the interim fuel-efficient
engines being Introduced between 1985 and the time new air emission engines

are Implemented, the additional complexity and expense needed to bring these
Interim engines into compliance with the more stringent nolse regulations

could be avoided with the delay being requested herein. Deferring. the imple-
mentation date of the 80 dBA standard to coincide with the new engines designed
to meet the expected air emission standards would prevent considerable duplication
of effort and, therefore, eliminate associated manufacturer and consumér’

Costs.

Near-Term Health and Welfare Effects

€%

An additional deferral in the 30 dBA standard will have very [ittle effect on
the health and welfare of the populace afiected by the noise from medlum and

heavy duty trucis.

As previously stated by [H, a sales-weighted sound leve!l analysis of our total / @

truck production for 1979 Indicated an average nolse level of 80.5 dBA. Thus, 14
-

-
as new trucks continue to replace old vehicies the average community noise [~

level will continue to decrease. This is not to infer that compliance with the
80 dBA standard will be easy. In order to assure compliance with a not-to-exceed

80 dBA standard, production units will have to be designed to achieve an acceptable
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margin of safety under the standard. As discussed earlier, new and revised
components and/or hardware will be necessary and will be reflected in an increase

in the purchase price of the vehicie,

At this time, it Is not the intent of this petition to debate whether or not the
community noise bepefits are commensurate with the associated costs of the

80 dBA standard. However, we believe a comment is in order, particularly

since a consensus on It'hat Issue has not been established. As noted earlier,

current truck sales a!zl"e drastically lower than the volumes on which the cost/benefit
analysis was based (L.e., Class VIl sales for 1983 are 61.2 per cent less than
projected as noted earller). It would appear that this development will result

in fewer total benefits to soclety than originally projected by EPA, thus @

- -

making the standard less cost beneficidl.

Conelusions

In summary, International Harvester Company requests that you give {avorable
consideration to our request for an additional deferral of the 1986 dBA standard.
Considering that little risk to the public's health and welfare is involved compared to the
cost increases and the depressed state of the trucking industry, and in particu'lar IH's
financial condition, we believe that such action is warranted. It will preclude the need for
redundant vehicie certification efforts, permit redirection of avallable limlted resources

to.more productive programs, and thus contribute to !H's assurance of survival.
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December 23, 1980

Mr. bavid G. Hawkins
Assistant Administrator
U. S. Envirommental Protection Agency .
Washington, D.C. 20460
Subject: Petition for Reconsideration -
1982 Medium and Heavy
Truck Noise Emission
Regulation.

Dear Mr., Hawkins:

A meeting was held on December 18, 1980 with combined EPA and IH staff
representation to discuss and clarify the various aspects and questions
raised in your November 1§, 1980 lecter to Intermational Harvester Truck
Group President Mr. J. Patrick Kaine. A copy of the presentation is
attached for. your information, During the meeting, several cther requests
were made for further clarification of the issues presented in our

second submissdion to Mr. Costle dated October 2, 1980. The answers to
these additional issues follow.

l. Additional Cost Items

It was noted in the December 18, 1980 meeting that the IH reported
National Economic Impact values jncluded only the vehicle purchase
price increase to the consumer in constant 15981 dollars. As such,
several additional cost items, as menticned iIn the petition submissions
and in the meeting, must be considered iIn an aggregate analysis of

the economic effect.

(A) ransmission Cover Cost Effect

As noted in the December 18 meeting, our current analysis
suggests an approximate addicional £2.8 to $3.5 millien
dollar impact to the economy due to the added usage of
transmission covers. This was not previously included in
the EPA Background Document,

(8) Inflationary Impact
The National Economic Impact values were as previously

noted in censtant 1981 dollars. Therefere, the anticipated
inflationary increases for the years 1982, 1983, and 1984

-mum GACUP ENGINEERING 7911 Maver Aosd  Fort Wayna. (nduand 46803 Fhone 218 4815128
AItEL ety 10 P O, Das 1109 Fort Wayne, iciand 46801
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should be included. This would represent an additional
accumulative impact of over $40 million for the three
year period noted.

Fuel Loss

The economic impact of the fuel lost due to weight increase
of the 80 dB(4) components was likewlse mot included in

our National Economic Impact wvalues.. As reporred previocusly,
IE estimated the fuel lost economic impact based on the
sales weighted, 10 typical vehicle secenaric to be 51,785,000
in 1982, $2,482,000 ip 1983 and $2,973,100 {ia 1984, We

now believe these values ro be fairly conservative but
necessary additions to an overall analysis. The fuel

losses poted here do not include losses due to engine
backpressure and air restriction ingreases,

Increased Maintenance Costs

The initial EPA Background Document did not consider the
transmission cover issues, As such, Che EPA maintenance

cost analysis did not acceunt for this situation. International
Harvester has determined that an additilonal service time

of one=half heur is required teo remove and replace the

proposed transmission cover. This factor should be added

to the complete analysis.

Other Items

The following items will represent further economic
increases due to the 80 d8(A) regulation bur, due to time
constraints, were not analyzed by IH.

(a) Increased Operational Costs due te the lost
revenue effect of vehicle wedght increase because
of the 80 dB(A) abatement components,

{b) Lost performance costs due co engine back pressure
and air restyiction increases.

GVW Classifications

In reference to the vehicle classification differences between the
EPA Background Document and the IH submissions, the following
information is provided. 7This data classifies US Industry Retail
Sales projection in a GVW category for the years 1982, 1983, and
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Calendar Year
U.5, Industrvy Retail Sales Projections (000}

Classification 1882 1983 1984
GV Class 8

Heavy 145.9, 166.2 184.7

Med XB Gas 3.0 2.8 2,3"

MRED 15.1 18,8 22.3

Total 164.0 187.8 209.3
GWW Class 7

Med XB Gas ' 26,6 24,9 20.3

MRD 33.8 66.8 79.1

Total 80.4 + 91,7 99.4

GVW Class 5,6

Med XB Gas 29.5 27.7 2.6
MRD 6.8 8.5 10.0
Total 36.3 36.2 32.6

ey

MED = Medium Ducy
A8 = Except Bus
MRD = Mid Range Diesel

The above data excludes buses as noted. The previous data as
described in our December 18 meeting did inelude buses based on the
scenario that many of the items released for production in the base
truck models would alse be ineluded in the bus packages. The above
data 1s a calendar year, analysis; whereas, the previously presented
data was based on our corporate fisecal year.

Compenent Cost Breakdown

The following analysils represents an approximate breakdown of the
variocus components of the IH cost per unit walues presented in our
October 8, 1980 submission.
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Percentage Analvsis
83 dB(A) to 80 dB(A)
10 Typical Vehicle Scenario

. i
T b e

Med. Duty Med. Duty Heavy Duty
Gas Diesel Diesel
Reported Cost/Unit $120 $360 $515
Cost Component:
(a) Engine J— 21x %
{(b) Fan Clutch B4¥% . —~—— L%
(e} Sump Covers — 17% 297
(d) Exhaust 1% 9% 13%
(e} Shielding 25% 38% 15%
(£} Transmissions - 15% 1z
Total 1o00% 100% 100%
4, Deadlines
As noted in our December 1l8th meeting, the next eritical cormitment
date is February lst 1980. After February 1, tooling commitments
will be made to our suppliers to ensure adequate lead time for
production. If an affirmative decision is made prior ro February 1,
1980 to withdraw the 1982 B0 dB(A) regulation, the deferred costs to
International Harvester are estimated zo be $6,520,000. These
costs include tooling expenditures, engineering costs, manufacturing
start up expensas and obsolescence factors for both the Truck and
Engine Divisions of International Harvester. In addition, an
affirmative response to our petition will aveid signifigant consumer
cost increases in an a2lready severely overburdened economy.
We believe the above information, that was presented in ocur combined
staff meeting of December 18, has effeetively answered your questions
relative to our second submission., We thank you for the opportunity
to meet with your stzaff and are confident an affirmative answer to
our petition will be expeditiously fortheoming.
F. L. Krall ‘
Manager, Technical Legislation
International Harvester Company
(219/4616623)
hr

ee: Henry Thomas, EPA

Attachment
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‘What is the industry’s financial condition?

S

% CONTINUED FINANCIAL AND BUSINESS DECLINES FOR ICC REGULATED
; MOTOR CARRIERS OF PROPERTY IN 1982 PRODUCE WORST YEAR IN HISTORY

The motor carrier industry in 1982 suffered its worst financial results in
history, seeing its composite operating ratio (operating expenses as a percent
of gross revenues) rise te 98.29 and its income after tax margin fall to one-
half of one percent {50 cents per $100.00 of revenues). The 1982 results reflect
a trend in deterioraced earnings and financial health that has been upending
since 1977, and the present dismal results eclipse those of 1960, the previous
low point in industry earnings.

With declines exparienced in 21l quarters of 1982 from the comparable
quarters of 1981, the 1982 results show a significantly deteriorated industry
position. Based on 497 Class I and Il carrier submissions to the ICC, tonnage
of 292.88 million in 1982 was off{ 10.79 percent from 328.30 million tons in
1681. Vehicle miles declined 7.17 percent to 9,19 billion from 9.90 billien

miles.

Revenues for the 497 carriers totalled $19.34 billion, a decline of 5.76
; percent from $20.52 billion in 1981, Expenses declined to 519.01 billion from
$19.78 billion, Since the expense decline of 3.88 percent was less than the
4 revenue slippage, net carrier operating income fell —- to $329.84 million from
$745.64 million, or by 55.76 percent. Ordinary income befare taxes fell by 64.B4
percent to $227.11 million from $646.22 million, With income taxes taking over
57 percent of these earnings, ordinary income after taxes was $97,56 millien in
1982, 73 percent lower than the 1981 earnings of $393.83 million. The full year

(over)
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1982 operating ratio was 98.29, compared to 96.37 in 1981, and the profit margin
was 0.50 percent {50 cents for every $100.00 of revenues) compared to 1.92 per-
cent in 1981,

for the year as a whole, 40 percent of the individuval carriers had operat-
ing ratios of 100 or above, indicating operating losses. Based on final net,

.almost 43 percent of the carriers ended 1982 'with a net loss. In the fourth

quarter of 1982 specifically, 59 percent of all carriers experienced losses in
operating their trucking business. This is in addition to the 300.major carriers
{employing 55,800} which®Have gone out of .business altogether, are-in Chapter

'11- bapkruptey orchave.reduced..or..altered service .since July of..1980.

0f the top 100 carriers by revenue, 45 had net losses in 1982. The profic
margin of these firms was 0.42 percent and their return on equity was 2.19 per-
cent in 1982 compared to 11.10 percent in 1981,

April 1983

american Trucking Associations, Inc.
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Last year, the frucking industry's profits disappeared. Some of the big :guys are still
making money, but many carriers are veering toward bankruplcy—or are alrcady in the
ditch. Is there a trucking shortage down the road?

Fhotof Bat Cawnpws] Prcrure (Gronsy Chaelf John Sruce
. ’, '.' .
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BY BRIAN 5, MOSKAL
he nation’s trucking industry is up to its axles in

trouble.

Although passage last year of the Surface
Transportation Act of 1982 focused attention on a long-
term transportation challenge—~-rebuilding bridges, high-
ways, and other elements of the decaying U. S,
infrastructure—~the over-the-highway freight hauiers are
mote concerned with an immediate problem: survival,

The advent of a more competitive deregulated market
and the agonies of a four-year recession have clamped the
trucking industry in the jaws of a high-{ixed~cost /excess-
capaciry vise, Between January 1979 and November 1982 a
total of 63 general-freight motor catriers went out of
business—nearly one-fourth of the 285 firms ineluded in
the national rucking industry data base developed by
Arthur Andersen & Co, Even big names like Wilson Freight
Co., Spector Red Ball, Hemingway Transport, and—most
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recently—Gordon Transports Inc, have wound upin Chap-
ter 11 bankruptcy proceedings.

Excess capacity began to develop when the Motor Car-
rier Act of 1980 enabled ttucking firms to use their equip-
ment more efficiently, And the recession idled even more
tractor-tratlers as traffic levelsdropped 30% below the 1972

eak,

The result has been some heavy price-cutting. Shippers
now enjoy berter and more-individualized service at rates
no higher than they were paying two years ago. But ana-
lysts warn that this won't last. When the current shakeout
is over—some think it will continue another two years—
rates will begin to shoot upward.

Shrinking returns, The recession that began in 1975 was
accompanied by a series of Interstate Commerce Commiis-
sion azdministrative rulings that incteased competition
while holding down rate increases—an appatent sttempt
to force the trucking industry to embtace deregulation.
The palicy had two effects, First, i1 made managing a
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“If the economy comes back strong

.« there won't be enough trucks to
handle the freight”

I N S, B O S I ST M

trucking company more difficult—putting a premium on
the quality of individuai managements, Second, it greatly
reduced the trucking industry's profitability,

Priorio 1978 the average return on equity for the indus-
try was about 17%, But, since then, trucking profits have
virtually disappeated. A study commissioned by the Regu-
lar Commpn Carrier Conference of the American Trucking
Assns.—and released earlier this year—rfound that:

» 1982 was the fourth successive year of economic recession
for the trucking industry, exceeding the duration of the
downturnsin many other sectars,

# Motor carriers’ aftertax return on equity slipped to 50%
in 1981—and to zero last year, This compares with a 13.7%
return for manufacturing indusiry in 198! and an esti-
mated 9.7% last year. {A slight, almost negligible, im-
provement was recotded in the [irst quarter of this year;
data indicate that the 500 largest carriers showed a com-
bined profit of less than 1%-—compared with a combined
lossin the first quarter of 1982.)

* The deterioration of generalcommodity-trucking earn-
ings hasaffected carriers of allsizes.

& The market share of the very largest motor carriers has
inereased significantly in recent years, But the earnings of
even these carriers are far from adequate, In fact, of the
carriers fanked among the top ten as of Dec, 21, 1981, Jive
reported operating deficits in the first nine monthsaf 1982,
and one=T.LME.D.C. Inc., Lubbock, Tex.~went bank-
tupt,

¢ Since early 1979, carriers representing 14.1% of total
industry fevenues have gone out of business; and studies
indicate that carriers accounting for an additional 35.4% of
total revenues are candidates for fajlure, .

“Taken together, the results of the study ralse important
questions as to the continued viabiliry of the motor-carrier
industry,” says Dr. Irwin H. Silberman, an economie and
financial consultant who authored the study. “It appears
that, when the economy finally recovers, the industry will
have difficulty finincing needed new and replacement
equipment.* !

Capacity crunch Jooms. Dr. Silberman, president of [r.
win H. Silberman & Associates Inc,, Potomac, Md.,'warns
that shippers may eventually have to pay a high price for

the short-run benefit of lower freight rates, ") [the current
price-cutting} is destroying the carriers, what is the ship-
pergetting?” he asks,

The facts point to a deterioration in trucking-industry
capacity, Dr. Silberman and others point out, An analysis
by the Bethesda, Md.-based Transportation Div. of Booz.
Allen & Hamilton Ine, shows that, just to maintain canstant
capacity levels, the U, S, transportation sector will need
capital in excess of 556 billion (1980 dollars) each year

i through 1990, Of that tatal, (ot-hire trucking will require

$6.76 billion annually, while private carnage will require
$34.2 billion peryear, :

But investments have been falling far short of the need.
And equipment acquired in better times is now under-
utilized or inappropriate for shifting markets. The prob-
lem, notes a Booz, Allen report, is “insufficient profits to
fund equipment investments. Even under the more-secure
regulated environment, the trucking industry had diffi-
culty raising the 530-plus billion [needed annualiy).”

“Whatwe are seeing is the graying of the trucking indus-
tTy’s capacity,” says William M, Legg. a partner and trans-
portation specialist with Alex Broewn & Sons Inc., a Bal-
timore invesiment-banking firm. “The quality of the
existing capacity in terms of age and productivity has been
diminished,”

Shipments of truck-trailers recorded by the Truck Trailer
Manufacturers Assn., Alexandria, Va., show a decline from
241,000in 1979 to 95,000 last year. And a forecast by Alcus
sees trailer shipments rising from 100,000 this year 1o
170,000 in 1966, still well below the 1979 peak,

Short life, Despite a cumulative 50% increase in the
cost-of-living index since 1978, the current-dollar value of
the trucking industry’s produetive capacity has remained
flat. Little new investment is being made, and deprecintion
is being used to teduce bank debt, rather than to replace
rolling stock,

That may seem all well and good, in light of the current
excess capacicy, But it should be remernbered that a truck
doesn't last very long~normally only seven years at
100,000 miles a year of interstate use. Consequently, carri-
ers can't live off their depreciation forever. And the idled
trucks don’t really represent much of 2 reserve, since many
of them are being cannibalized for pants to keep other
trucks on the road,

Coupled with short equipment life, inadequate teturn
en investment can reduce industry eapacity quickly, *If
you adjust the rate of return for inflation, the industry has
been running a real-dollar deficit now for mare than four
years,” says Alex Brown's Mr, Legg. *“That deficit will show
up in a greatly diminished ability to replace obsolete
capacity—a particularly important point because the
newer equipment is both more fuel-efficient and maore
productive under the new size and weight Jaws.*

{The Surface Transportation Act of 1982 permits
B0.000-b trucksand “twin® trailers on interstatesand other
designated roads. In addition, maximum ruck width has
been increased from 96 in. to 102 in. Some transportation
experts estimate that the greater length and width could
increase productivity by 25%,)

Hidden problem. Since 1978 the trucking industrv's
capacity has shrunk by nearly 30% in real-dollar lerms. Mr.
Legp calculates. And unless the industry's rate of return
improves, more capacity will be lost through business
failuresand equipment obsolescence.

A capacity shortage could become evident within the
next two or three years, some analysts suggest, But the
problem is not yet widely apparent because today’s de-
pressed tonnage levels mask the underlying shrinkage.
The current excess capacity, however, could sviporate
quickly as: An improving economy boosts tennage, ship.
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pers reduce private lleets to take advantage of lower rates
and more responsive service from commoen carriers, and
consalidation continues,

Although most operators are generating a marginal re-
turn at best, a small group of carriers has been enjoving
adequate-or-better profitability. (See table on Page 41.) Last
year, for example, Roadway Services Inc, reported 576 mil-
lien in net income—a 6.6% return on sales. And Consoli-
dated Freightways In¢. maintained a 4.6% margin with
§54.8 million in earnings,

Carriers with strong balance sheets and solid manage-
ment teams have been picking up markel share as other
carriers have [altered. For exampie, the marketshare for the
top ten carners grew from 34.7% in 1976 10 about 42% in
1982,

That trend is likely to continue, “Because rates won't
increase quickly,” savs Mr. Legk, “we expect a significant
number of carriers that have been barely holding on’ to
leave the business, The traffic that is gained through con-
solidation, combined with diversion {rom private carriage
and additional tonnage from economic growth, will even.
tually put a strain on the system, We believe that the
trucking industry will become capacity-constrained in the
next three to four vears—much as it was in 1968, 1973,and
1978."

Mixed opiniona. Not all trucking-~company executives
agree that a serious capacity shortage is Jikely. But J, Har-
wood Cochrane, chairman of Overnite Transportation Co..
Richmond, Va., is among thase who think it's a possibility,

*Yes, if the economy comes back strong.—say a 16% up-
turn in the next 16 months—thete won't be enough trucks
to handle the freight,” Mr. Cochrane says,

However, twoother trucking executivesand a consultant
are more sepguine, Bob Johnson, president of Transus Inc,
(formerly Georgia Highway Express), Atlanta, says: “WWe
don't feel that it's the end of the world, There is a crisis in
the trucking industry, but a lot of companies did well in
16821 personatly don’t see a poor transporsation future for
the nation. But those carriers that went into the recession
with a heavy debt structure and slim profits are in trouble
now.,"

Earl N. Hoekenga, the former chairman of Ryder Truck

Lines Inc., adds: “1 don’t think we’ll ever reach a point’

where we don’l have enough trucking capacity, Somebody
is always waiting in the wings to provide truck service,”
Mr. Hoekenga, who (s now president of Bridgestone Inc.,
iransportation leasing and consulting firm in Jacksonvitle,
Fla., points out that companies like Consolidated, Road-
way, and Ryder *will find ways to expand into markets
where other trucking companies are floundeting.”

And Fred H. Tolan, traffic counse] for the Pacific North-
west Traffic League, a group of 1,500 shippers, also down-
playsthe potential fora trucking shortage, “Everybody has
heard about it. Truckers have been talkingabout it since the
tecession and deregulation,” he says. “But 1 don't seeit, |
have [aith in the American free-enterprise system. Rates
will go up and that will take care of the industry’s capital
needs.I'd put those fears on the back burher—way back on
the back burner.*

ANKERS GETTOUGHER
Whatever the prospeets for a capacity crunch,
many individual carriers certainly face a fiscal
crunch, Eor one thing, interest costs have become
burdensonte. In 1976 the industry as a whole paid
$82.5 million in interest—or about one-eighth of its $671.9
million in income that year, the Silberman study reveals.
But in 1981, interest costs rose to $207.6 mullion, ar neatly
ette-half of its $444.5 million in income,
Oneresultis that bankersare taking a more rigorouslook

at trucking firms’ balance sheets than they did in the days
of regulated trucking. In the past, truckers could ¢ite their
“operating rights” as an assel when seeking a loan. But
those rights—certainly an intangible asset—vanished
with the Motor Carrier Act of 1980,

“The trapdoor has opened underneath the trucking in-
dustry due to deregulation.’ says one midwest banker.
“Before deregulation, we looked at a trucher's assets—not
his cash ffow,"

Now, banks want to know if a trucker has carved out a
market niche, They want to see a five-year cash-flow ana-
tysis. They want to know whether the carrier is a high-cost
high-service or a low-cost low-service company. And they
evaluate managerial skill in deciding whether or nat to
grant a trucking company a lean,

“We're trying to be more of a strategic lender 1o the
trucking industry,” another midwest banker sayscandidly.
“We ask ourselves whether a trucking company has fo-
cused on its market strengths, You can’t be a Branifl Air-
ways and be something to everyone,”

Honeymoon over? Capital formation, certainly, has be-
come more difficult for the weaker carriers, says an East
Coastbank executive. “Truckersaren’t buying as many new
tractor-traller combinations as they would in healthier
economictimes,”

Bank officials point out that if they were to stop lending
to truckers, the equipment vendors might step in to prop
up equipment sales, But truckers aren’t particularly happy

“Companies that account for about
half of the capacity in the trucking
industry are in dire straits”

about that prospect, since venders rypically impose higher
finance charges than do banks,

At least one midwest bank is taking a novel approach in
issuing [oans to trucking companies, It is insisting that the
equipment supplier take 5% o 15% of the credit risk;and if
the bank repossesses the equipment, the vendor must take
responsibility for reselling the equipment,

“1f the honeymoon is over in the (rucking industry, then
everybody-—~including’ the banks—must move aggres-
sively to determine which companies will be around the
longest,” saysone banker,

Not only have carriers found it harder to borrow money
for new equipment, but also less of theirinternally gener.
ated cash {low has been reinvested, Dr. Silberman ob-
serves. Capital spending “declined precipitously” in 1980
and 1581, he notes, as companies diverted earnings to
reduce debt incurted between 1976 and 1979, *Indeed,
long-term debt declined by $§338.5 million from the end of
1979 o theendof 1981,” he points out.

Cutlook. Near-termn, the prospects for a return (0 ade-
quate profitability are scant, And that doesn’t augur well
for renewed cepital investment,

Mr, Legg al Alex Brown believes that the industry needs
a5% to 10% return on equity, afteradjustment forinflation,
to be able to purchase new plant and equipment. “The
trucking industry hasn’t had a return that has even covered
the rate of inflation since 1578, he asserts. “] think the
[capacity] shartage will come before the returns come in
for the truckers.’

Dr, Silberman is even more pessimistic. “This industry
needs a feturn on equity, after taxes, of 18% to 20% for five
years o repait much of the damage that has occurred in the
last five years,” he says. “Companies that account for about
half of the capacity in the trucking industry are in dire
siraits, [t's a real question how long the industry can pro-
vide service under these circumstances.” ]
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