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SMC? CZARLITE

Overview

SMC(C?3 is the foremost provider of data,
technology and education as an integrated
solution to the freight transportation commu-
nity. SMC?®s core competency is its pricing
expertise, which it delivers through data
services and technology tools that sim-
plify processes and promote collaboration
between buyers and sellers of transporta-
tion services. Throughout the year, SMC3
also offers industry education events that
are widely recognized for their content,
speakers and networking opportunities.

SMC3 CzarLite® is one of the company’s most
instantly recognizable products. The CzarLite
pricing system is the negotiation base for
thousands of LTL contracts. CzarLite pricing
products are licensed to hundreds of carri-
ers, including all 50 of the largest national,
multi-regional and regional LTL carriers.

The product is trusted because it has been
developed and reliably updated by SMC?
personnel, who possess decades of industry

experience.

CzarlLite in the Fortune 500
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UPDATE

Both carriers and shippers recognize the
value of CzarLite. Shippers of all sizes, from
many of the largest global organizations to
the less frequent shipper, utilize CzarLite
information to make informed LTL purchases.
CzarLite serves as a pricing benchmark from
which carriers can develop their overall pric-
ing offers — without this pricing benchmark,
it is virtually impossible for a shipper con-
ducting a bid to determine which carrier has
offered them the best bottom-line pricing.

SMC? routinely updates the data within its
CzarLite product. Each update reflects the
overall economics of providing freight trans-
portation services, as well as changes within
the U.S. Postal Service ZIP code system.
Consistent with prior updates, CzarLite base
rate updates do not include the impact of
fuel prices, which are in constant flux and
are addressed separately and individually by

the carriers.

The CzarLite family of products includes
base rates for point-to-point freight transpor-
tation within the contiguous United States
as well as between the United States and
Canada or Mexico. Base rates are also avail-
able for movements between Canada and

continued, next page
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SMC? CzarLite

is licensed

by nearly 50
percent of Fortune
100 companies
and 35 percent

of the entire
Fortune 500.



SMC? CZARLITE UPDATE

Mexico. Each time the CzarLite “domestic”
rates are updated the entire product family is
updated.

The most recent CzarLite update will become
effective March 31, 2008 and will reflect an
overall upward adjustment of 5.25 percent.
The purpose of this executive summary is

to explain the process SMC? uses to update
its CzarLite product and why this process
ensures the usability and applicability of
CzarLite benchmark rates over time.

True LTL Benchmark Pricing
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SMC3 believed that by establishing a common
baseline that served many pricing purposes,
both shippers and carriers could conduct

a variety of business activities economi-
cally and accurately. Today, shippers using
CzarLite can compare and ensure the com-
petitiveness of rate offers, and have a readily
available and understandable alternative to
individual carrier rates when conducting
their price negotiations. Furthermore, these
baseline rates allow those who purchase

transportation services to standardize several
critical areas of their business operations,
including accounting functions, computer
systems and purchasing agreements — offering
truly competitive rates to their customers and
creating economic value in terms of business
process improvement, increased productivity
and overall efficiency.

“As a transportation service provider, con-
sultant and payer of freight charges I have
no doubt that CzarLite rates are the most
reasonable and equitable pricing standard in
today’s market,” attests Bill Teague, presi-
dent of Veteran Traffic Service and executive
director of North Carolina Traffic League
(NCLTL). “CzarLite is my base rate of choice
because specific traffic lane pricing is non-
discriminatory.”

In contrast to CzarLite’s aggregated model,
LTL carriers’ pricing systems analyze their
individual line haul patterns, reshipment
centers and marketing strategies, determin-
ing that their most profitable traffic lanes are
those over certain mileage segments, between

Figure 1: CzarLite® Pricing by Region

Figure 2: Rates by Mileage Segments
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Figure 3: Logistics Costs as a Percentage of U.S. Gross Domestic Product (GDP)
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Source: Rosalyn A. Wilson, State of Logistics Report , Council of Logistics Management, 2006 (as presented by Chelsea White)

Industry expert and academic Chelsea C. White Ill, Ph.D., says an “uptick” in logistics costs as a percentage of

GDP signals decreased efficiency.
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key terminal markets or between certain
segments of their system structure. Each
carrier’s profitability changes shipment by
shipment, and is based upon the direction of
freight flow, time of year, or its other opera-
tional or marketing characteristics. CzarLite’s
system for developing base information
supports the macroeconomic issues of LTL
carriers without yielding to the micro operat-
ing and marketing issues of any individual
carrier.

SMC?¥s tried-and-true system for updating
the CzarLite data has been refined to provide
a consistent perspective of transportation
pricing that does not react to momentary
economic influences. Short term changes
such as stock market fluctuations, weather
and infrastructure impacts or seasonal traffic
patterns do not overtly influence the annual
adjustments. This disciplined viewpoint
means there is less volatility in the CzarLite
benchmark and allows shippers and carriers
to eliminate the risks involved with other
base-rate options and conduct their negotia-
tions with confidence.

Current Industry Issues
& Trends

SMC?s strong connections to the shipper
and carrier communities give the company
direct access to the expertise of a variety

of key subject matter experts. Whether it

is through one-on-one contact or an SMC?
educational forum, SMC3 executives stay
abreast of the latest transportation industry
trends. Important industry legislation and
U.S. economic activity is also closely moni-
tored, reinforcing the SMC? Pricing Expertise
Delivered® brand.

TRUCKING VOLUMES AND
PRODUCTIVITY

Several economic and industry experts
addressed trucking’s current instabil-

ity and uncertainty at the 2008 SMC3
Winter Conference, held January 22-23

in Atlanta. Chelsea C. White III, Ph.D.,
Schneider National Chair of Transportation
and Logistics at the Georgia Institute of
Technology, discussed how reduced truck-
ing productivity due to industry regulations

continued, next page



According to Alan M. Gayle,
senior investment strate-
gist and director of asset
allocation for Trusco Capital
Management, housing
market indicators strongly
contribute to consumers’
“overall sense of well-
being” and corresponding
consumer spending figures.

The height to which hous-
ing starts rose mid-decade
were “only indicative that
we were in an unsustain-
able bubble,” said Gayle.
The bubble burst when
high inventory met with
low affordability, as
depicted in Figure 4.
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Family

Figure 4: Trending of the U.S. Housing Market
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Sources: Census Bureau, National Association of Realtors/Haver Analytics (as presented by Alan Gayle)

and infrastructure bottlenecks is contribut-
ing to an incline in logistics costs. Citing
port, rail and roadway congestion, White said
that congestion also has a dramatic effect on
profitability because it slows down supply
chains, builds inventory and increases vari-

ability.

Also at the 2008 SMC?® Winter Conference,
trucking industry analyst Jon A. Langenfeld
of Robert W. Baird & Company drew a con-
nection between the financial health of the
transportation industry and the overall econ-
omy, saying that trucking companies lead
the market up or down, and right now the
United States is in a “freight recession.” He
said he does not feel the market has stabi-
lized yet, but statistics are showing that we
are nearing the end of this slowdown, which
began in January 2006.

“We’re already bottoming on the demand
side — the key is when pricing will bottom,”
Langenfeld said. He said he believes this will
occur sometime in the first half of this year,

and once this occurs, the industry will move
back toward a higher capacity environment.
“Trucking stocks will then lead the market
higher,” he speculated.

Pointing to a bullish long-term LTL pricing
outlook, Langenfeld commented, “Prices must
go higher to produce fair returns.”

Agreeing with Langenfeld in his Winter
Conference presentation, investment strate-
gist Alan M. Gayle outlined why our current
economic situation is not promising a strong
2008. Citing market indicators, he discussed
national issues such as the housing crisis, a
soft labor market, record level energy prices
and tight credit.

“The trucking industry is likely seeing the
worst now, but improvement will be slow,”
Gayle said, predicting that the second-half
recovery in 2008 would be more “L” shaped
than “V” shaped. In other words, the market
will continue to be soft through year end.
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INDUSTRY LEGISLATION AND
REGULATION

Perhaps one of the biggest “unknowns” in
the trucking industry is the direction legis-
lation will take and the ultimate financial
impacts it will have on daily operations. The
FMCSA’s 2003 hours-of-service (HOS) rule is
still tied up in the court process, leaving car-
riers in a quandary over the legality of their
drivers’ hours. Furthermore, stricter licensing
regulations have resulted in an even shal-
lower driver pool.

Changing patterns in the supply chain are
expected to place new requirements upon the
nation’s transportation infrastructure as well
as the fleets of both national and regional
carriers. In fact, current data indicate that
the miles traveled by commercial vehicles are
increasing more rapidly than the miles trav-
eled by personal vehicles.!

Signed by President George W. Bush in 2005,
the $286 billion Highway Reauthorization
Bill is meant to provide a long-term solu-
tion to the nation’s growing infrastructure
problem. While these programs await

implementation carriers continue to incur
increasing costs due to travel delays caused
by traffic congestion throughout the highway
system. Even upon implementation, however,
the situation isn’t expected to immediately
improve because carriers will then face con-

struction delays.

CONSUMER AND
CONFIDENCE

INVESTOR

Consumer and investor confidence makes
money travel. When spending increases
inventories shrink, truck capacity tight-

ens and the overall economy of trucking
improves. In an attempt to lessen consum-
ers’ economic pressures, Congress recently
approved a stimulus package that would
include mailing tax “rebate” checks to the
American public. However, early estimates
are showing that this attempt to bolster con-

sumer spending will be largely ineffective. AGE <

“Most rebates have very little impact upon
consumer behavior, but they have substan-

s

tial impact upon voters,” comments Donald

Ratajczak, Ph.D., consulting economist and

continued, next page



This economic uncertainty
ripples through trucking,
creating real concern
about financial decision
making within an organi-
zation as well as slowing
investments from outside
contributors.
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emeritus professor, J. Mack Robinson
College of Business, Georgia State
University. “Only the households that truly
are facing a liquidity squeeze will use the
rebates immediately. Most households will
pay off debts or add to savings with the
rebates, viewing them as a future debt
(those rebates are provided by borrowing,
after all).”2

Beginning last year, the Federal Reserve
made an effort to stimulate the nation’s econ-
omy with a series of significant rate cuts.
Even so, on February 20, the Fed lowered its
economic forecast for GDP growth and raised

its unemployment projections.

“Heightened investor concerns about the
credit quality of mortgages, especially sub-
prime mortgages with adjustable interest
rates, triggered the [current] financial tur-
moil,” Federal Reserve Board Chairman Ben
S. Bernanke has said. “Although the baseline
outlook envisions an improving picture, it is
important to recognize that downside risks
to growth remain, including the possibilities
that the housing market or the labor market
may deteriorate to an extent beyond that cur-
rently anticipated, or that credit conditions
may tighten substantially further.”?

This economic uncertainty ripples through
trucking, creating real concern about finan-
cial decision making within an organization
as well as slowing investments from outside
contributors. With this financial uncertainty
the industry’s access to financial markets
erodes and therefore the opportunity to
plan and build for more prosperous times
dissipates. This credit squeeze combined
with the slowdown in purchasing by both
the consumer and business sectors implies
a continuation of trucking’s current eco-
nomic woes.

CZARLITE UPDATE

The SMC?3 Carlite Update
Process

As previously mentioned each update to
CzarLite reflects economic issues and their
impact on the cost of carriers’ business oper-
ations, as well as changes within the U.S.
Postal Service ZIP code system. The regular
updates SMC? makes to CzarLite maintain
its longstanding reputation as the industry’s
premier LTL rate benchmarking system.
Moreover, the company’s externally-certified
update process guarantees that the product
effectively represents nationwide economic

realities.

ECONOMIC PROCESS
DESCRIPTION

Motor carrier costs involve numerous inputs
that are unique to the motor carrier industry
and the actual carrier involved. Recognizing
this, SMC? pioneered and developed the
Carrier Cost Index (CCI) in 1999 to more
accurately quantify the increased labor,
labor-related and non-labor expenses in a
carrier’s operations. Because it accurately
reflects the market basket of products and
services consumed by LTL carriers in their
operations, the CCI is fundamental to the

CzarLite update process.

The CCI is tailored to address the costs

of the products and services an LTL car-
rier purchases in their normal course of
doing business. Unlike the Bureau of Labor
Statistics’ Consumer Price Index (CPI)

and Producer Price Index (PPI), the SMC3-
published CCI successfully measures the
proper proportions of labor and related oper-
ating expenses that define trucking. The CCI
divides motor carrier costs into two major
categories: 1) labor and labor-related costs,
and 2) non-labor costs. The overall weighted
average of costs and marginal income con-
tribute to SMC?’s formula for CzarLite base

rate adjustments.
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Labor accounts for approximately 64 percent
of the total expenses of the carriers, while
non-labor expenses account for the balance of
36 percent. The use of indices to approximate
the increase in labor and non-labor expenses
in the motor carrier industry is not new; in
fact, it is an acceptable alternative to actual
expense increases, provided that the proper
index is used to update the appropriate
expense. The SMC? CCI applies to specific,
identifiable expenses, aligning the process
with the recommendations of the Bureau of
Labor Statistics.

ZIP CODE UPDATES

Most individuals in the United States are
not exposed to their ZIP code changing very
often. However, it does happen for a vari-
ety of reasons. These changes are controlled
by the U.S. Postal Service (USPS). Postal
Bulletins are published every two weeks and
are available on the USPS Web site at www.
usps.com/cpim/ftp/bulletin/pb.htm.

Most ZIP code changes are at the five digit
level, with three digit changes occurring

less frequently. When changes occur at the

five digit level these changes normally con-

stitute the assignment of new ZIP codes or

the elimination of existing ZIP codes, both S
representing minor changes required to

accomplish fine tuning of a complex system.

Changes at the three digit level have greater

impact and significance because they reflect

systemic changes found in the population The SMC3 CCl applies
to specific, identifiable
expenses, aligning

the process with the

and economic data of the impacted areas.

ZIP code changes are always addressed in

h Li d . 7IP cod . recommendations
the CzarLite product, since code pairs of the Bureau of
are crucial in determining the distance com- Labor Statistics.

ponent of rating a shipment. Sometimes a
change will affect a base rate or a series of
rates, and other times the change will have
no effect — however, each change must be
thoroughly researched and adjudicated. And,
since CzarLite is offered to both carriers and
shippers at multiple levels, prior levels are
also adjusted for ZIP code changes. Thus
they may differ slightly from the original
issue of the product in a prior period on spe-
cific points.

continued, next page
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PROCEDURAL VERIFICATION &
ECONOMIC REVIEW

The mathematical computations SMC3 uses to
update CzarLite are verified by an indepen-
dent Certified Public Accountant (CPA). This
verification process ensures that the input
data and mathematical processes are accurate
and that the CzarLite update is an equitable
method for the usability and applicability of
the baseline rates over the represented time
period.

SMC?3 also utilizes an economic review panel
to make recommendations related to the eco-
nomic portion of the CzarLite update. The
panel is comprised of outside experts Donald
Ratajczak, Ph.D. and Irwin Silberman, Ph.D.,
whose familiarity with the U.S. economy

and the transportation industry, as well as
their lengthy history of accurate economic
research and forecasting, helps assure the
practical, fair and carrier-independent nature

of CzarLite rates.

“Our task here has been to insure that ship-
pers and carriers may continue to rely upon
CzarLite in all of the many ways it has tradi-
tionally been employed, and to facilitate the
development of new strategies by shippers
and carriers in response to changing market

conditions,” said Silberman.

CZARLITE UPDATE

Source: SMC? GRC Member Survey

Conclusion

SMC3 CzarLite offers LTL shippers, logis-

tics service providers and carriers the most
viable price benchmarking product through
unmatched data accuracy and integrity. The
all-inclusive system of rates covers shipments
throughout the United States and between
the United States, Canada and Mexico, pro-
viding true, door-to-door base pricing. Having
been in use in the freight transportation
marketplace for nearly a quarter of a century,
CzarLite has become the base rate of choice
and is relied upon industry wide to strength-
en carrier-shipper relationships.

More About SMC?3

Shippers, carriers and logistics service pro-
viders look to SMC? for the industry data,
technology tools and general know-how to
achieve greater success in supply chain man-
agement. Our LTL pricing expertise is used
by more than 5,000 customers to improve
collaboration, streamline processes and sup-
port business decisions. Whether you are
procuring transportation services or supply-
ing them, we can show you how to save time

and money for a higher return on investment.
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TECHNOLOGY TOOLS

We are committed to researching and develop-
ing the best solutions for our customers’ needs,
and then delivering those solutions through
integrated technology systems. Our technology
tools are structured to meet the needs of buyers
and sellers of transportation services, as well as
the 3PLs, freight payment companies and other
organizations that manage processes for them.
Some of SMC?s best-known technology products
include Bid$ense®, RateWare®, BatchMark® and
FastClass®. Additionally, SMC?%s program interfac-
es and software components contain several
setup options that enable effective integration
with any system.

INDUSTRY DATA

Our comprehensive transportation database,
combined with the skill and experience of staff
programmers, data analysts and industry experts,
provides easy access to accurate information.

We offer a variety of data packages and services
involving shipment rating, points of service,
transit times, ZIP codes, point names, mileages,
commodity classification and more. And, our
CzarLite® base rate system is recognized as an
LTL industry standard for shipper-carrier rate

negotiations.

EDUCATIONAL SERVICES

SMC? maintains a leadership role in providing
transportation industry education to shippers, car-
riers, logistics service providers and transportation
software developers. Our educational programs
are based upon the principles of advanced learn-
ing and peer networking, bringing transportation
professionals and industry experts together on a
regular basis through a variety of forums. Topics
presented include global business strategy, tech-
nology trends, economic forecasts, government
regulations, training and development, loss and
damage prevention, and more.

, MARCH 2008
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