January 11, 2011

FTR Trucking Update January 2011

With 2010 behind us, the focus is on an improving 2011! In 2010, we saw a spike in activity from March -
June with the market stabilizing with gradual improvement year on year. 2011 is forecasted to see a
much sharper incline in manufacturing and industrial production ramping up second quarter and
continuing through the year at improving levels. The impact on truck transportation will move lock-step
with these projections. While this is very good news for both shippers and carriers, there will be speed
bumps along the way that could impact both parties. Below I've stated key quotes from the FTR Trucking
Update report in black font followed by my comments in blue font. For your reference, the complete FTR
Trucking Update for January can be found following my summary.

¢ Conditions are in a short pause before a dramatic up shoot in 2011 due to capacity shortages.
No surprise here as manufacturers traditionally run inventory levels down at end of year
and begin ramping back up in late February to March in order to be at full speed in the
busier Spring/Summer period.

o We expect the current pause for inventory reductions to end in the first quarter of 2011. See
comment above.

e The economy is finally showing some upside potential. If true, then freight could get above 5%
growth in 2011. A 5% improvement on top of an already tightening capacity will have a
compound effect when the number of trucks taken out of service over the last 24 months
is also considered.

e For 2011, the high values for this stage of recovery are also the result of additional freight growth
and the implementation of Federal trucking regulations which effectively reduce capacity (HOS,
CSA). The regulatory data has been added to these calculations for the first time. Although the
impact of CSA and revised HOS rules can only be estimated at this point, the private & for-
hire fleets | have spoken with strongly believe that these two factors alone will result in a
double-digit effective decrease in load handling ability. Now, on top of CSA/HOS, add on
the 5% economic increase referenced above ...... trucks will be in short supply.

e FTR expects substantial rate inflation in 2011and 2012 due to a perfect storm of capacity
shortages and fuel price increases. By now, everyone (shippers & carriers) involved in truck
transportation should be fully aware of the impending capacity shortages and have
expectations of upward rate adjustments. However, | find that overall, many shippers are
not aware of how important the cost of fuel is to carriers; and subsequently, how
important their fuel surcharges are to carriers. As fuel increases, those shippers with
below-average fuel surcharges will not get trucks even if line-haul rates are in line with the
market. Carriers will not be willing to incur the time, cost, and resources to constantly
adjust line-haul rates to compensate for poor fuel surcharges.

¢ Now that assets are in full use, market adjustments, henceforth, will require the expense matters
of fixing deferred maintenance, purchasing new, expensive tractors, and sourcing drivers in a
rapidly tightening market. Carriers who tried to save money by reducing or delaying
preventative maintenance on equipment are now being forced to invest major dollars in
repairs. New equipment costs are up over 10% in a still-tight credit market. The driver pay
rate per mile will have to rise to compensate for fewer miles driven under the new HOS
rules. This will be further exacerbated by carriers competing for drivers with acceptable
CSA scores.

¢ Qil prices are again pushing up to a new two year high. Fuel prices continue to rise, just not as
fast as oil prices. Smart carriers will weigh shipper fuel surcharge scales (FSC) just as
heavily as rate-per-mile in determining which customers to service. Many carriers learned
a hard lesson in late 2007/early 2008 when fuel prices skyrocketed and FSCs did not
adequately keep pace. Carriers lost thousands of dollars that were not offset by rates.
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e After reducing or eliminating driver hiring and training capacity, carriers are slow or unable to
ramp up the hiring pipeline fast enough. The shortage of drivers will grow as freight demand
increases faster than carriers add drivers. As stated above, fewer qualified drivers per CSA
will compound this challenge.

e 2010Q3 bankruptcies were on par with what was seen during the prior quarter with 330 fleets
failing during the quarter. This down only 25 from the Q2 failures. Interesting that even though
the economy has been improving, carrier defaults are still at high levels. Many in the
industry believe that carrier failures could actually increase as used-equipment demand &
prices increase enough for lenders to take action on carriers behind in payments.

e On an annual basis, real GDP is forecast to increase 2.8% in 2010 and in 2011, and rise 3.2% in
2012. Manufacturing remains a large source of freight-movements. Industrial production is
forecast to increase 5.5% in 2010, 4.7% in 2011, and 5.9% in 2012. Manufacturing and industrial
production are the two drivers within the market served by the flatbed sector. If these
projections hold true, our customers business will improve which benefits both of us!

e Since this capacity crunch will be roughly twice as tight as 2004, physical shortages are likely.
When that happens, market order is disrupted and spot prices will skyrocket. We are looking at
an upside event with at least as much power as the downside event we just survived. If you are
a shipper who plays the spot-price market and is heavily reliant on freight brokers, you
may find yourself short of trucks and/or paying 20 - 25% premiums to get capacity.
Carriers who survived the recession remember those customers who were loyal to them,
supported them as best they could and have ongoing relationships.

In summary, the good news for shippers is that the economy seems to be poised for increasing,
continued improvement throughout 2010/2012. The good news for carriers is that as our shippers'
business improves, so does ours! The smart shipper will be aligning itself with quality carriers that have
considerable resources right now in preparation for the coming months. The smart carriers will be
aligning themselves with shippers that have a positive impact on productivity (short load/unload times),
pay reasonable rates, and are very driver friendly.

As the year progresses and the economy / truck transportation sector evolve, | will continue to keep you
updated on the latest developments.

Best Regards,

Joon

Dan Taylor

Senior Vice President - Sales & Marketing
Melton Truck Lines, Inc.

918-234-8000 x600
taylor@meltontruck.com

Melton

Truck Lines, Inc.

www.meltontruck.com
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B We expect the current pause for inventory reductions to end
in the first quarter of 2011,

E Note that the 4% growth forecast for 2011 is on the low side
of historical averages. .

B The economy is finally showing some upside potential. If
true, then freight could get above 5% growth in 2011,

Active Truck Utilization (%)

Truck Fleet in Use vs. Active Trucks Avaitable

1009

90%“.5"' o i -

B5%

BO0%

75%

FO% et [T I -
NOV FEB MAY AUG NOV FEB MAY AUG NOV FEB MAY AUG NOV
'8 '9 ' ‘0% o9 10 10 10 10 '11 11 11 '1a
Source; FTR Associates; Copyright 2010 ~ Historical Average = 90%
® The high values for this stage of recovery reflect the conser-

vative fleet attitudes following the bad downtum,

Truckload Rates

15%, . ey
Net of Fuel Surcharge - Y/Y % Change ] i

H

10% § : i 4

5% . . . p "';-t‘”’"

0% | 4 : +
5% . / T

-10%

i P

5% i RN, < RN S

NOV FEB MAY AUG NOV FEB MAY AUG NOV FEB MAY AUG NOV

‘o8 09 ' ‘g9 'op 10 W 10 "1 ‘11 11 '11 'l
Source: Transport Fundamentals, FTR Associates’; Copyright 2010

m Rates have risen slowly in 2010 due to very conservative
labor and equipment policies that have suppressed cost in-

m For 2011, they are also the result of additional freight
growth and the implementation of Federal trucking regula-
tions which effectively reduce capacity (HOS, CSA 2010).
The regulatory data has been added to these calculations for
the first time.
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creases. Margins have increased substantialiy, however.

® FTR expects substantial rate inflation in 20§11 and 2012 due
to a perfect storm of capacity shortages and fuel price in-
creases.

Copyright 2011, FTR Associates



Overview

m There is no major change to the freight outlook this month.

®m Because the Q3 softening in macro-economic activity
slowed industrial production, trucking growth has slowed to
almost zero in Q4.

B A resumption in consumption and industrial production
growth promises solid 4% + growth in 2011.

W There is still a chance of better economics in 2011, which
would possibly double freight growth. See the commentary
section on page 9 for additional insights.

Van & Reefer Truck Loadings

m Dry Van growth has slowed in 2010Q4 as supply chains
have adjusted inventories in response to the slowed economy
of mid-2010. _

® Growth should resume soon. Look for growth to reach 5%
by mid-2011.

m  The reefer segment was slow in 2010 because of inventory
activity in the meat and dairy segments and because of the
slow service sector recovery (pharmaceuticals).

B This inherently slow growth segment should refurn fo its
normal }-2% growth rates in early 2011.

Platform & Bulk Truck Loadings

m The platform segment continues to lead the industry due to
stimulus-induced construction work and strong machinery
sales. This strength occurred despite continued depressed
performance in the lumber sub-segment.

® The bulk segment has benefited from strong fourth quarter
grain shipments.

B We expect that the inventory adjustments that have de-
pressed intermediate chemicals shipments to end in 2011.
That will spur growth in the tanks sub-segment of bulk.

Outlook

m The recent strong economic releases confirm our expectation
of overall truck growth's return to the 4% level.

B Projected industrial production and freight growth rates ap-
pear to be low when compared to previous recoveries. The
outlook for freight volumes is good, but not spectacular.

m  These freight growth levels, although low by historical stan-
dards, are more than enough to create the capacity shortages
we first forecast a year ago, Only a double-dip recession,
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Trucking Update
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Fleet Costs Overview

We expect strong increases in trucking costs as fleets make
the transition from a downsizing period that produced strong
productivity gains on static levels of fixed and variable in-
frastructure. That reduced pressure on rates. So far in this
recovery, margins and fuel have been the prime movers in
trucking rates.

Now that assets are in full use, market adjustments, hence-
forth, will require the expense matters of fixing deferred
maintenance, purchasing new, expensive tractors, and sourc-
ing drivers in a rapidly tightening market.

There is considerable upside exposure to these forecasts
should capacity utilization reach the extremes we fear.

Publicly Traded Truckload Carrier Data

Revenue Net

{000,000s} Freight FuelSur. Income Total

201003 | $1,960.7  $319.1 | $108.5 | $2,092.9
Q/Q% | 3.4% 2.7% | 3.6% | 2.5%
Y/Y% | 103%  32.4% | 819% |  10.9%

Sources: Company Reports, FTR Associates

Fuel Environment

Oil prices are again pushing up to a new two year high.
Inventories of most petroleum products are falling,

Despite rising prices and falling inventories, total petroleum
product supplied is at the highest in the Jast two years.
Stocks of ULSD have been rising the past couple of weeks.
The higher oil prices plus rising supplies of ULSD have
squeezed refiners margins the tightest since August.

Fuel prices continue fo rise, just not as fast as oil prices.

Labor Environment

TRUCKING ENVIRONMENT |

Truckload Costs
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DRIVER LABOR: SHORTAGE/SURPLUS

B Reports from the field continue to confirm FTR’s year-old
forecast of a tightening driver market. This has occurred £ igg “eHistory |
despite a weak overall labor market. Two items conspire to |
overwhelm that dynamic. " a0
m  After reducing or eliminating driver hiring and training ca- 100 . ™ T y
pacity, carriers are slow or unable to ramp up the hiring -mg CETEREEe T
pipeline fast enough. The shortage of drivers will grow as 200 g L
freight demand increases faster than carriers add drivers. -300
i The probléfii Wiil be mad€ WoTs€ by dSeriEs of regleral Tegl- A e e o o
latory changes that have the effect of removing up to 8 8 8 8 § 8 8 8 & & g

200,000 drivers from the market place.

Souwe: FTR Associates
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New Truck Order Activity

E November net orders for U.S, and Canadian heavy-duty
trucks were 23,373, up 166% from last November’s 8,769
orders.

@ The m/m increase was 6,229 units, up 42.1%. Orders have
gained steady traction since August.

M  November is typically the strongest order month of the year.
Expectations were for net orders to reach 20,000+ units for
the U.S. and Canadian markets combined, and they certainly
exceeded that, but not quite to a level that would suggest an
expansion of the overail fleet.

New Truck Lead Time
B November was the largest month for orders in four years.
- The large order activity lifted backlogs above 65k, the high-
est since September 2008.

B The backlog/build ratio rose to 4.2 months, a low ratio de-
spite the large number of new orders.

m The higher orders still leave the backlog/build ratio below
the 6 months threshold, which means it is unlikely to prompt
significantly higher production levels.

E If, however, order levels are maintained anywhere near the
November level, production is likely to see a significant
ramp up.

Intermodal Environment

m  Although loadings declined from October, initial data indi-
cates November was stronger than normal.

m Reports of strong holiday retail sales bodes well for higher
import container movements into Q1 2011

m  Growth in domestic loadings next year is dependent on suc-
cessfully obtaining new domestic containers from busy Chi-
nese suppliers.

Bankruptcies

m 2010Q3 bankruptcies were on par with what was seen dur-
ing the prior quarter with 330 fleets failing during the quar-
ter. This is down only 25 from the Q2 failures.

m The freight environment has eased over the last few months
and fuel prices are on the rise. Still, the capacity situation is
a strong positive for any truck operation that is still running

m The number of trucks being taken off of the road were
nearly equal to the second quarter.
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TRUCKING BANKRUPTCIES

(ToTat NUMBER OF TRUCKS)

m As capacity continues o tighten in 2011, we expect the
number of trucks removed 1o quickly ramp down towards its
historical floor of just under 5,000 units per quarter.
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ECONOMIC ENVIRONMENT

MONTHLY BUSINESS & ECONOMIC HIGHLIGHTS

Most signals for early 2011 are gaining positive traction. Housing is likely o remain weak for atleast another

? . P . a

ichemher s Economic Environment: quarer or two. Fuel prices are rising, but not at an unsustainable rate. 2011 is looking up.

INDUSTRIAL PRODUCTION Aug Sep Qct Nov Impact Y/Y Chg. Comments

{Total industrial Production 0.2% C.1%  -0.2% 04% -~ 5.4% Uitilities railied and manufaciuring continues a steady climb,

Tolal Manufacturing® T 0A% U 02%  0.4%  0.3% .  a . B.0% Highestievels “of manuacturing in over two years,. e
Adtomeobile and Light Duty Motor % Tz% 2% 0% = 355 Viahicle production fell to the lowest Isve! since March - despile an
Vehicle Production improving sales environment.

BUSINESS |ND!CATORS

Unemployment Rate 9.6% 2.6% 9.6% 98% = «20 bp The second highest unemployed rate so farin 2010. i
Jab Creation (Payoll EmpIOyment) Ak 24k 72k 3k e 847k Senvice sector increased 54k despite the losses in retail, (
; turing index T Uegs 5447 T 56T 868 AT 280 bp -Paintng fo growth in manufacturing and in the economy. .
CONSUMER iNDICATORS

‘Consumer Confidence (Conference 53.2 48.6 48.9 541: @ 3.5 pis Lifted o the highest since June by higher expectations.

Board) .

Housing Starts 11.6%  «2.1% 111 R -5,8% Bestsingle family starts since end of Fed pro

‘Retail Sales 0.9% G% IR TTOER AT ¥7% Haifof the monthly gain came from gas siatons. :
Coasumer Price tndex TGRS AT T0.2% 0% A 1.1% Y% change in core pnces is oniyo gop T
OIL AND FUEL

:National Avg. iesel/Gal, 2950 2846 3.052 3140 « 12.5% Rising oil prices have squeezad refiners’ margins., |
W Texas Int. Crude Oil ($BBE) 76.82 7537 8414 @ 7B Total petroleum product supplied 1s the highestin two years. i

Ik

See the next page for an expanded set of monthly indicators

Overview _ , Economic Forecast Summary Table
m Recent data has been more upbeat with strong retail sales,
rising consumer confidence, and manufacturing picking up Q3 Q4f 2010F  2011F
strength, Real GDP is likely to hit trend growth in Q4. The ; ; [
probability of a more robust economy is growing. Reat GDP | 2.5% 2.8% % 2.8% 2.8% i
m Total IP increased 0.4% in November. The important manu- o
facturing compenent rose 0.3%. Industrial activity will Industrial § 5.9% 1.2% § 5.5 4.7% §
pause in Q4, but remain on a positive track in 2011-12. Production {IP} | | ]
® The ISM survey edged down to 56.6 in November from 56.9 Consumer Price | . o | . o
in October. Despite the dip, the index is above its third quar- Index {CPI} | 1.5% 0.4% | 1.5% 0.7% |
ter average and has been above 56 three out of the last four
months. Manufacturing looks solid going into 2011. F-Forecast . ] .
Saurces: FTR Associates, Witte Econometrics
Forecast
® On an annual basis, reai GDP is forecast to increase 2.8% in GOODS-PRODUCING SECTOR OQUTLOOK
remains a large source of freight-movements. Industrial pro- & 10~
ion i i 5% in 2010, 4,7% in 2011, 5 ; B
223“5(_)3 r’/lasiioggcze;t to increase 5.5% in 201 : g TPl - Egl’ﬁmﬁmm
B The goods producing sector is an aggregate of all the freight 8 e
generating components of the economy. The goods produc- 12
f&g 1secto‘rﬂi§ﬂfo'rec’:‘ansfnto increase 9.7% in 2010, 5.7% in 20 4 e
201 ard 501 i 201 w25
8 8 g 8 8 5 828 g ¢ ¢
S 8§ R R R § 8§ 8§ 8B 8’ R
Sources: FTR Associatng, Center for Econometric Mode Resvarch (CEMR)
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TABLE: U.S. MONTHLY INDICATORS

MONTHLY BUSINESS & ECONOMIC INDICATORS

INDUSTRIAL PRODUCTION
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728 8% Tenth déciine in new home saies in the last 15 months.

" .25.9% ‘Sales are weak butinventories feil to fowest level since March.

779 Haif of he monthiy gain came from gas statichs.”

""1.1% Y% change in core prices is only 0.6%

National Avg. Diesel/Gal.

2.95@

2945

3.062

340 =

12.5% Risiﬂg oil prices have squeezed refiners' margins.

! Totaf fndustrie! Productton minus Energy & Mmmg
2 TEU - Twenty Foot Equivalent Units (Containers); dale includes Long Beack, Los Angeles, Oakland, Seatfie, Tacoma.
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TABLE: U.S. ECONOMIC ACTIVITY

U.S. Economic & Manufacturing Activity

b

GDP Components 201D 201t 2009 2010 2011
Billions of 20058, SAAR* { a1 @ a3 o4 a1 Q2 03 04 Annuaf
Real GDP | 13139 132195 13,277 13,360;! 13,450 13557 13,662 13,773] 12,881 13,245 13,613 |
% Change {SAAR) | 3.7% 1.7% 2.5% 2.8% 2.7% 2.9% 3.1% 3.3% | -2.6% 2.8% 2.8% |
Consumer Expenditures | 9225 9276 9340 9,399 9,456 9,534 9,618 9,708 | 9,154 9,310 9,579
% Change (SAAR) | 1.9% 2.2% 2.8% 2.5%! 2.5% 3.3% 3.6% 3.8% | 1,2% 1.7% 2.9% |
Residential Fixed Investment | 331 350 323 321% 321 323 327 333 | 343 331 326 |
% Change {SAAR) | -12.3%  256% -275%  -31% |  0a% 2.7% 5.3% 7.9%| -22.9% -3.4% -1.6% 1
Change-Business Inventories H 44.1 68.8 1115 106.5 F 101.5 91.5 815 71.5 | -113.1 82.7 86.5 |
Real Exports i 1616 1,652 1,678 1,704 1,733 1,759 1,784 1,807 | 1,491 1,662 1,771 |
% Change (SAAR} I 114% 9.1% 6.3% 6.4% 7.0% 6.3% 5.6% 5.3% | -9.5% 11.5% 6.5% |
Real imports | 1955 2,001 2,184 2,206% 2,231 2,259 2,288  2,315] 1,854 2,112 2,273 |
% Change (SAAR) | 11.2%  335%  16.8% 4,0%§ 4.6% 5.2% 5.2% 48%| -13.8% 13.9% 7.7% |
Output of Goods-Producing Sector | 6,004 6,164 6,262 5,3455 6,428 6,508 6,585 6,667 § 5,646 6,194 6,547 |
% Change (SAAR) | 130%  11.1% 6.5% 5.4%. 53% 5.1% 4.8% 5.0%} -10.2% 9.7% 5.7% |
Housing Starts - Millions ] 0.62 0.60 0.58 058 0.56 0.58 0.62 0.70 | 055 0.59 0.61 |
% Change (SAAR) | 426%  -94% -114%  -53%  -13.4%  14.7%  354%  645%| -38.4% 73% 3.2% |
CPIl index I 2,18 217 218 218 218 219 220 220 2.15 2,18 219 |
% Change {SAAR) [ 15%  -0.7% 1.5% 0.4%: 0.4% 0.9% 1.3% 1.3% | -0.3% 1.5% 0.7% |
Auto Sales - Millions {SAAR) ! 11.0 11.3 116 12.34] 12.3 13.0 13.7 14.2 | 10.4 11.5 13314
3 Month T-Bill Rate, % f 0.l 0.1 0.2 0} 01 0.1 0.2 02| 0.2 0.1 021
Moody AAA Bands, % i 53 5.0 48 48 4.8 4.7 4.7 ay| 5.3 49 47
Unempidyment Rate, % ] 9.7 9.7 9.6 9.7 10.0 9.8 9.5 9.1 | 9.3 9.7 9.6 |
Federal Surpius, $ (SAAR) | -1,314.2 -1,3365 -1,338.0 -1,237.2i| -1,341.1 -1,3418 -1,3368 -1,330.8| -1,251.8 -1,3315 -1,3376|
Industrial Production {IP) oo : 1 AT o009 2010 2011
Index: 2002 = 100, SAAR* ; al Q2 a3 o4 a1 ez a3 o8] Annuat |
Non-Durables | 915 92.4 93.0 93.5 94,3 95,2 96.3 97.5 } 89.0 92.6 95.8 |
% Change (SAAR) | 4.8% 4.0% 2.9% 2.2% 3.4% 3.8% 4.5% 5.3% -6.0% 4.0% 3.5% |
Durables i 26.0 89.1 80.5 91.4; 92.9 94.6 96.4 98.5 | 82.1 9.2 95.5 |
% Change {SAAR) i 93%  154% 6.2% 4.2%: 7.0% 7.3% 7.9% 91% | -14.9% B.7% 7.2% |
Total IP {includes Mining & Utilities) | 90.6 92.2 93.6 93.9 95.0 96.2 87.5 93.0 | 87.7 92.6 96.9 |
% Change {SAAR) I 7.1% 7.2% 5.9% 1.2%] | 4.9% 5.0% 5.7% 6.5% | 9.3% 5.5% 4.7%}

* . SAAR is Seasonally Adjusted Annual Rates or Seasonally Adjusted Quarter to Quarter Changes at Annual Rates.

Sources: Witte Econometrics; FTR Associates
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SEASONALLY ADJUSTED :
0003 f aasings Oriisted
Sep-10 Oct-10 Nov-10 Dec-10 Jan-11 Feb-11 Mar-11 10'02 1043 1004 11'Q1 1102
Total Truck Loadings 54,808 $4,743 54,805 54,820 55,150 55,323 55501 161,979 164,380 164,469 165974 167,626
Truck Utilization Rate {36)* 94.6% 93.7% 84.0% 94.7% 56.2% 597.2% 88.2% 92.5% 94.4% 94.1% 97.2%  100.0%
Commodity Groups
Food & Kindred Products 7,736 7,477 7,436 7418 7,457 7,460 7462 22221 22,910 22,331 22,379 22,376
Stone, Clay, Glass & Concrete 5,765 5,737 5,742 5,755 5,783 5,802 5822 16,796 17,250 17,234 17407 17,589
Nonmetallic Minerals, Except Fuels 5,345 5473 5,489 5,506 5,527 5,545 5,565 16,778 16,343 16,469 16,637 16,810
Chemicals & Allied Products 5,223 5,070 5,052 5,049 5,080 5,080 5,100/ 15142 15458 15,170 15270 15,357
Transportation quipment 3,214 3,316 3,342 3,365 3,360 3,390 3,432 9,564 9,745 10,023 10,182 10,672
Other 27,526 27,670 27,744 27,828 27,944 28,034  28,120| 81477 82,674 83,242 B4098 84,824
Tratier Types
Dry Van 19,721 19,625 19,641 19,682 19,782 19850 19519 57,967 55,033 58948 59,551 60,175
Reefer Van 3,825 3,750 3,742 3,739 3,751 3,754 3,757 11,184 11,360 11,232 11,262 11,281
Piatform 6,768 6,768 6,787 6,814 6,857 6,889 6921 19,675 20,252 20,369 20,667 20,946
Bulk 24,494 24,600 24,635 24,685 24,760 24829 24904| 73143 73,735 73,920 74,493 75,224
Y/Y % Change ?
Total Truck Loadings 3.8% 13% -0.1% 2.3% 3.3% 3.7% 23% 6.8% 8.8% 1.1% 3.1% 3.5%]
Commodity Groups .
Food & Kindred Products 3.6% -5.3% -5.3% -5.5% -25% 2.7% -2.7% 3.8% 3.6% -5.3% -2.6% 0.7%
Stone, Clay, Glass & Concrete 2.9% 20% -3.3% S4% 2.4% 7% 5.2% 5.1% 1.4% 1.2% 5.1% 4.7%
Nonmetallic Minerais, Except Fuels 3.0% 12.1% 6.6% 19.3% 18.8% 16.7% 103% 4.2% 5.5% 12.4% 15.2% 0.2%
Chemicals & Allied Products 3.1% -5.0% -5.8% -7.7% -6.4% -5.2% -5.9% 5.7% 2.9% -6.5% -5.8% 1.4%
Transportation Equipment 6.8% 10.4% 10.3% 9.8% 7.7% 8.6% 8.9% 20.8% 11.7% 10.2% 8.4% 11.6%
Other 4.0% 1.4% 0.9% 21% 3.8% 3.6% 2.5% 7.3% 4.6% 15% 3.3% 41%
Trailer Types
Dry Van 5.2% 0.2% -0.6% 0.0% 1.0% 1.4% 1.1% 9.0% 5.0% -0.1% 1.1% 3.8%
Reefer van -0.5% -5.4% -6.0% -5.7% -2.7% -2.8% -3.0% 0.3% 0.9% “5.7% -2.8% 0.8%
Piatform 6.6% 4.0% -0.3% 5.4% 5.6% 7.3% 5.9% 11.2% 6.4% 3.0% 6.3% 6.5%
Bulk 2.7% 2.6% 1.3% 4.7% 5.5% 5.7% 3.2% 5.0% 3.5% 2.8% 4.8% 2.8%

FORECAST FORECAST
2009 2010 2011 2012 2008 2009 2010 2011 2012
Total Truck Loadings 620,470 651,831 674,385 707,285  -57%  -15.8% 5.1% 3.5% 1.9%
Truck Utilization Rate {34)° 920%  B5.2%  03.6%  99.3% 100.0%
Commodity Groups
Food & Kindred Products 87,813 90,445 89,565 50,760 0.1%  -10.5% 3.0% -1.0% 1.3%
Stoneg, Clay, Glass & Concrete 65,542 £7,B50 70,921 75,463 -10.5% -22.1% 3.5% 4,5% 6.4%
Nonmetallic Minerals, Except Fuels 62,650 64,036 £7,754 71,753 -14.2% -17.8% 2.2% 5.8% 5.9%
Chemicais & Allied Products 58,852 61,986 £1,773 64,216 -4 8% -12.1% 5.3% -0.3% 4.0%
Transportation Equipment 33,727 38,724 43,341 48,704 -13.0% -16.2% 14.8% 11.9% 12.4%
Other 311,385 328,789 341,029 356,388 -34% -15.9% 5.4% 3.7% 4.5%
Trailer Types
Dry Van 220,648 234,828 242,212 254,347 -5.4% ~15.9% 6.4% 3.1% 5.0%
Reefer Van 45,391 45,376 45,221 46,073 2.6% -7.7% 0.0% -0.3% 1.9%
Platform 74,020 79,747 84,580 91,113 5.2% -22.1% 7.7% 6.1% 7.7%
Buik 280,411 291,880 302,371 315,752 -7.3%  -15.1% 4.1% 3.6% 4.4%
Notes:

- Preliminary Data: Based on economic data and subject to revision until anaual freight data is avaitable.

* . ¥/¥ % Change: Current period vs, year-ago period.

3. Truck Utilization Rate: Trucks in use as a percentage (%) of trucks actively competing for freight.
Total Truck Loadings includes both Tractor/Trailer Loadings and Straight Truck Loadings.,

source: FTR Associates; Copyright 2011
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NOTES BY THE DASHBOARD LIGHT ....

Upside Recovery Potential

The macro-economy may be turning. Will it matter?

Over the past two months, economic releases have sharply
recovered from their summer doldrums. With the exception of
housing statistics, the reports have been uniformly positive,
highlighted by the long-awaited improvement in employment
statistics (though still inconsistent), strong Christmas season
retail sales, and very strong exporis. It appears that the em-
ployed majority of the population has regained sufficient confi-
dence to begin spending again. This is how most recoveries
enter their acceleration stages.

What would an upside scenario look like?

Should this momentum continue we could get a 2011 above
the 2.8% FTR GDP growth, a number similar to most contem-
porary forecasts. Importantly, such a number is well below the
rapid growth stage numbers of previous recoveries. In the 70°s
and 80’s, the average quarterly growth {(annualized) during re-
covery acceleration stages was above 6%. Even in the more
gradual recoveries following the ’91 and *02 recessions, the
peak growth stages averaged 4%. As to freight - the latter re-
coveries still managed to generate 6.9% truck freight growth,
well above the 3.5% number in the current FTR forecast.

Trend vs, Cyclical

Importantly, weakness in housing, the recent banking failures,
and skittish bond markets still provide powerful arguments for
slow trend economic growth, FTR agrees with the prevailing
consensus that the long run sustainable growth in GDP is now

below 3%, after running about 3.5% cver the last twenty years.
What we are most likely experiencing now is a “normal” up-
ward cyclical response, a temporary recovery phenomenocn that
can easily add 200 basis points to the underlying potential of
the economy. It is coming as a pieasant surprise to many indus-
try observers, perhaps because the bi-polar nature to economic
commentary has emphasized the negative in the aftermath of
the worst downturn since the Great Depression. (It has its own
name now, the “Great Recession.™)

Truck Impact
Next month, FTR will be conducting an in-depth analysis of

this upside potential, tracing its effect from the economy,
through trucking, to equipment demand. In the interim, consider
this: the existing FTR forecast already contemplates a very tight
truck market by the end of 2011. The upside potential simply
increases that probability. It brings in to view the potential for
widespread spot shortages of capacity, where some goods will
not move. This is a situation we avoided in the last capacity
crunch in 2004. Since this capacity crunch will be roughly
twice as tight as 2004, physical shortages are likely. When that
happens, market order is disrupted and spot prices will sky-
rocket. We are looking at an upside event with at ieast as much
power as the downside event we just survived.

We’ll have more details for you next month.

www.FTRAssociates.com
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GLOSSARY

APPENDIX

SOURCES

AVERAGE LENGTH-OF-HAUL
Tonmites divided by tons.

INTERMODAL

Rail Intermodai Loadings of Units Originated, Confains international
and Domestic Containers as weli as Trailers shipped via rail. The
transfer of a container or {railer to another railroad for the purpose of
terminating the shipment or passing it to another railroad is only counted
as one loading. Intermodat is defined as a movement of a container or
traiter via more than one mode of transportation (i.e. rail and fruck).
Units shown in thousands, actual seasonally adjusted.

SAAR
Seasonally Adjusted Annual Rate

STCC

Standard Transportatiocn Commodity Code (Similar {o the SIC/NAICS
Codes with a few added categories designed for transportation
movements)

TON
Ton Criginated by specific mode (i.e. one ten of coat shipped by rail
and then by water wouid be shown as two fons of coal).

This is Domestic Traffic Only. Export movements are included only as
far as the border or to a porl in which i will be directly exparted. The
same is true for Imports, An import is counted once i reaches the
border or a port.

Tons are shown in thousands, actual seasonally adjusted.

TONMILE
One ton moved one mile,

TRUCK LOADINGS

Truck loadings is the estimated number of truck loads originated in the
United States plus truck loads that come fo U.S. destinations from
Mexico and Canada, It is tons divided by the average tons per fruck.

TRUCKING CONDITIONS INDEX

This index tracks the deviation from trend in fifteen different metrics
that represent five major conditions in the U.S. truck market. The major
conditions are: volumes, active capacity utilization, fuel, cost of capital,
hankruptcies, The index tracks ievel, raie of change, and expectations
for each major condition. The fifteen individual metrics are combined
into a single weighted average index that {racks the market conditions
that influence fleet behavior. A positive score represents good,
opimistic conditions; a negative score represents bad, pessimistic
conditions.

“ACTIVE” TRUCK UTILIZATION RATE

This metric calcuiates the percentage of the population of active trucks
that is required to move the U.S. truck freight. In general, a figure above
95% indicates a tight market where the majority of the truck popuiation
is at work. A figure below 90% indicates a weak market where a
significant portion of the truck population is idie.

ASSOCIATION OF AMERIC AN RAILROADS
Profiles of U.S. Railroads Database; Freight Commodily Statistics;
Railroad Facts; Weekly Rail Traffic Report

AVONDALE PARTNERS
Trucking Bankruptcies

BUREAU OF LABOR STATISTICS (BLS)
Payroll Empioyment, Consumer Price Index, Producer Price Index

CASS INFORMATION SYSTEMS
Cass Freight Index

CONFERENCE BOARD
Leading Economic Indicators, Consumer Confidence index

ENO PUBLICATIONS
Transportation in America

FEDERAL RESERVE
Industriai Production Statistics, Chicago Fed National Activity Index

FREIGHT TRANSPORTATION RESEARCH (FTR)} ASSOCIATES
Freight Forecasting Modetl

INDIANA UNIVERSITY
Center for Econometric Modeling Research (CEMR}

INSTITUTE FOR SUPPLY MANAGEMENT {IS\)
1SM Manufacturing Index

SURFACE TRANSPORTATION BOARD (FORMERLY ICC)
Public Use Wayhbill

TRUCK/TRAILER OEMS
Monthly Market Indicators

U.S. CENSUS BUREAU
Economic Census, Monthly indicators

U.S. DEPARTMENT OF AGRICULTURE
Crop Reports

U.S. DEPARTMENT OF COMMERCE
industrial Reports; Commaodity Fiow Surveys, Monthly Indicators

U.S. DEPARTMENT OF ENERGY
Coal Staiistics; Petroleum Statistics; Natural Gas Statistics, Fuel Prices

U.S. GEOLOGICAL SURVEY
Minerals Commodity Summaries

U.S. FOREST SERVICE
Timber Statistics

U.S. NATIONAL OCEANIC AND ATMOSPHERIC ADMINISTRATION
Fisheries Repoit

WARD’'S AUTOMOTIVE GROUP
RS-35 Report, FS-3 Report

WATERBORNE COMMERCE STATISTICS CENTER-

U.S. ARMY CORPS OF ENGINEERS
Waterborne Commerce of the United States — Part 5, National Summa-
ries

WEST.COAST PORTS

Container Acfivity; Los Angeles, Long Beach, Oakland, Tacoma, Seat-
tie,
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