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In this article we observe early returns
for 2024 related to the class 8 used truck
market. We also provide commentary
on freight rates, market volatility, the
potential for negative equity in operator
fleets, and spotlight current and future
EPA standards.

With an election year looming and inflation
still a major issue, the Cass Transportation
Index for January ‘24 indicates that the
average cost of a shipment was down
-2.6% m/m and 18% y/y in the 10th
consecutive month of double digit y/y
decreases. While trucking demand remains
soft overall, rising import and intermodal
trends are key leading indicators of a
potential recovery in trucking this year.
Backing up this notion, ACT Research has
reported that January preliminary North
America Class 8 net orders were 27,000
units, up 600 units from December and
45% from a year ago. These statistics seem
to suggest that freight is headed towards
a potential recovery.

However, for as long as our
transportation team at Hilco Global
has been following production volume
and pricing trends over the years, we
have found that OEM behavior in this
area rarely has a direct correlation with
what is happening in the used space in
real time. Frequently, publications like

Hunter

ACT research express optimism for the
truck market that is mostly seen through
the prism of OEM order trends and
production volume. Importantly, though,
what is typically most relevant to both
our clientele and ABL lenders are today's
values for predominantly used fleet.

In regard to the used market, while

the largest correction in class 8 used
trucking occurred from the second half of
2022 through Q1 2023, a steady rate of
depreciation still continued through the
end of 2023. What is somewhat surprising

is that early returns in the auction

space since the beginning of 2024 are
suggesting that the market is continuing
to soften. August 2023 sales were only
1% lower than August 2022 sales, but
September sales were 3.2% lower than
September 2022. October was 6.3%
lower, and then dropped 17.5% lower in
November. December 2023 sales were
19.9% lower than December of 2022.

How do those involved in transportation
feel about this? It depends on where they
sit. For buyers who are well positioned
to acquire additional fleet, this is an ideal
scenario and a perfect time to obtain
later model, lower mileage units at a
reasonable price. For ABL lenders or
operators who leveraged the market
value of a fleet 2+ years ago for a
generous borrowing base, it may now
be advisable to take a serious look at the
market and gauge exposure.

It is important to point out that the market
correction didn't just affect average

pricing for used trucks and trailers. Nearly
88,000 trucking companies closed their
doors in 2023 joined by 8,000 brokerages.
If these seem like rather significant
numbers, it's because they are. And while
many of those trucking entities were single
owner operators or managed small fleets,
the trend is clearly concerning.



With capacity still outpacing demand,
larger regional and nationwide providers
are certainly best positioned to handle the
challenges of a constrained marketplace.
Potential adversity, however, is around
every corner for trucking companies,
especially for owner operators and small
fleets. The cost of operating a truck and/
or a trucking company continues to be
largely unsupported by the current freight
environment. High fuel, insurance, parts
and maintenance costs, truck purchase
payments and the impact of increased
regulation still linger from a premium
marketin ‘20, '21, and '22. While each of
these forces by itself would be significant,
in combination they are conspiring

to significantly limit carriers’ ability to

turn a profit.

We are constantly reminded of the
cyclical nature of the transportation
industry. Inevitably, we reach the bottom
of a cycle and that is precisely where we
find ourselves today. So when will it get
better, or is it actually likely to get worse
before a state of better arrives?

As we bounce along the bottom, it is
highly challenging to accurately forecast
the path of freight recovery, particularly
given the notable growth and strain

that the industry has seen. When we
look at the factors impacting carrier
profitability, freight rates clearly stand
out with many carriers feeling the pinch
and wondering how much longer they
can endure. Contract rates have been
very competitive, and shippers have
seemingly been in the driver's seat when
it comes to negotiation. That leverage is
hedged by the spot rate market. Current
spot rates are approximately 20% below
fleet cost and the outlook for profitability
any time soon is grim.

It now appears that, unfortunately, the
only real way to expedite a recovery is
to remove trucks from the market. The
current state of over-capacity needs
to be addressed and we expect to see
more carriers continuing to release
equipment into the used truck market,
both strategically and by necessity.
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In tracking auction activity during the
first quarter of 2024, we have noted an
increase in volume and late model low
mileage trucks. Importantly, because

of the increase offerings entering the
market, buyers can afford to be highly
selective when it comes to make, model,
usage, volume, and location.

Given current freight market volatility,
location is important and should be
carefully considered when deciding

to buy or sell. Trucks, for example, that
look essentially the same on paper are
experiencing highly varied market returns
from one auction to the next and from one
region to another. Case in point, a 2019
Peterbilt 579 tandem axle truck tractor
with standard miles might sell for $26K
USD one day and $50K USD the next day
at a different sale in a different region.

Carriers, of course, are very aware of,
and burdened by, overcapacity and
will actively be pushing aged and
overutilized equipment into the market
at least through the first half of 24, in
many cases by necessity. This increase
in equipment for sale (via dealers and
at auction) will continue to exacerbate
pricing pressure, which we expect to
result in increased defaults as the burden
of negative equity trucks become
unserviceable for carriers.

Just in case there wasn't already enough
uncertainty looming in the transportation
space, enter “CARB 2024"” and "EPA
2027." CARB (California Air Resources
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Board) 2024 and EPA 2027 are the

most recent and significant emissions
regulations to impact diesel trucks in
recent years. California typically tends to
take the most aggressive approach to
emissions standards and implementations
of more specific controls to fleets and
areas of operation. For example, CARB
2024 is implementing ZEV targets and
phasing out aged heavy-duty trucks.

The EPA 2027 mandate is requiring
manufacturers to lower NOx and other
air pollutants starting in model year 2027.
Calling the new rules “the strongest-ever
national clean air standards to cut smog-
and soot-forming emissions from heavy-
duty trucks,” the EPA claims that they are
“80% stronger than current standards.”

There is no doubt that regulation will
continue to be a theme in transportation
for the foreseeable future and will
ultimately impact fleet purchasing and
de-fleeting decisions. While the specific
implications of CARB and EPA 27 are
nuanced and differ based on locale and
fleet size, trucking companies will be
forced to update equipment to meet
the EPA regulations. These updates will
come in the form of costly 2027 model
year equipment—likely at a 10%-20%
cost increase. Costs to manufacturers to
develop compliance technologies are
extremely high and will, no doubt, be
ultimately passed on to the consumer.
As a result, we can expectto see
significant prebuy activity in the industry
starting as early as 2025 and continuing




through 2026. In order for carriers to be
compliant with upcoming regulations
non-compliant equipment will be pushed
into the secondary market on the heels of
an already challenged used truck market.

From a CAPEX perspective, it is very
important for operators and lenders with
operators in their portfolios to be aware
of average age of fleet and the cost of
compliance. While the market remains
soft now in early 2024, we expect to see
that used trucking equipment which can
still be operated with valid exemption
status to the EPA 2027 requirements will
be in demand in the midterm. More to
come on this topic as we move closer to
observing serious prebuy behavior over
the next 2-3 years.

For now, we are keeping a close eye

on today’s auction and wholesale value
trends, in particular, to see whether a
soft start to 2024 is more of a seasonal
"hangover” or whether an inconsistent
marketplace is likely here to stay for the
remainder of the year.

STARTING WITH ACCURATE VALUES
FROM DAY ONE IS A MUST

Hilco Valuation Services is one of the
world’s largest and most diversified
business asset appraisers, valuation
advisors and the largest in the market
driven value space. We serve as a trusted
resource to countless companies,

their lenders and professional services
advisors. Hilco provides value opinions
across virtually every asset category
imaginable, including extensive expertise
across transportation, construction,
material handling and related asset
categories. Our proven track record

in liquidation of fleet assets and direct
investment in the ownership and
operation of trucking and over the road
fleet leasing companies makes Hilco
uniquely adept at understanding current
markets and how they affect asset value.
Reach out to our team today to discuss
your or a client’s business needs.

We are here to help.
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BRYAN COURCIER IS SR. VICE
PRESIDENT, TRANSPORTATION &
CONSTRUCTION ADVISORY WITHIN
HILCO VALUATION SERVICES

Bryan is responsible for business
development, sourcing and relationship
management within Hilco’s expanding
transportation, energy services and
heavy equipment sectors in both

the valuation and asset acquisition/
liquidation practices. He also serves

as Chief Operating Officer at two of
Hilco's operating companies within the
commercial transportation space: H19
Capital headquartered in Indianapolis,
IN and H19 Sutton Leasing in Detroit, Ml
with roughly $200,000,000 in combined
transportation lease portfolio currently
under management. Bryan previously
served as National Account Manager at
Ritchie Bros. Auctioneers, with a focus
on insolvency, restructuring and special
situations within the construction and
heavy equipment industry. He has deep
knowledge and experience in equipment
lending and asset management functions
from a valuation, liquidation, banking
and finance perspective and is an active
member of the Turnaround Management
Association, the Commercial Finance
Association and the American
Bankruptcy Institute. Contact Bryan

at bcourcier@hilcoglobal.com

or 720.636.5123.

MITCH HUNTER IS DIRECTOR,
TRANSPORTATION & CONSTRUCTION
ADVISORY AT HILCO GLOBAL

Mitch is actively involved in business
development efforts, client and
partnership relationship management
and sourcing efforts across the
transportation, energy services and

heavy equipment sectors for both Hilco's
valuation and asset acquisition/liquidation
practices. Having previously served as
National Account Manager at Ritchie Bros.
Auctioneers, with a focus on the
transportation sector’s manufacturers,
dealer groups and large fleets, Mitch
possesses an extensive working
knowledge of asset valuation,
remarketing, and liquidation. He is

an active member of the Turnaround
Management Association and Used Truck
Association as well as a regular participant
in industry conferences, seminars, trade
shows, and association events. Contact
Mitch at mhunter@hilcoglobal.com

or 720.520.2904.
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