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The American Rental Association represents 231 members in more than 500 locations throughout California.  Many of our members have fleets of diesel-powered equipment that are subject to the provisions of California’s off-road and on-road diesel emissions regulations.  ARA members have some of the cleanest on and off road fleets in the State. Rental Companies practice a replacement business model. Renters want access to the newest equipment. Rental Companies turn over their fleets based upon dollar utilization, first cost, resale value and maintenance costs. Many of our members have told us that the unanticipated deep economic recession has put extreme pressures on their business that has resulted in aging of both rental on-road and off-road fleets.  Since dollar utilization and resale values are severely depressed, fleet owners are holding equipment longer.  Instead of replacing equipment, ARA members have reduced fleet size, reduced employment, and stopped replacing units to preserve cash.  Factually, fleets with average ages of 3-years in 2008 are now 5-year old fleets because of the lack of capital needed to replace equipment. 

 Our economist, IHS Global Insight, estimates that year over year (YOY) rental revenue decreased by 24% between 2008 and 2009 and will bottom during this year at about 62% of 2007 levels in nominal dollars and 58% in 2007 dollars assuming 2% inflation. They predict a full recovery sometime after 2014, which is the end of their performance period. Real revenues adjusted at a 2% discount rate are predicted to be 89% of 2007 revenues in 2014. A survey of a small group of ARA businesses suggests that the IHS Global Insight trend was correct last year, yielding a YOY revenue decline of 19.7% +/- 7.2% between 2008 and 2009.

More importantly, utilization, that is annual hours of operation, has decreased reducing construction and industrial equipment rental revenue that is mostly driven by rental of diesel equipment. With a near constant composition fleet, emissions from the rental fleet are essentially proportional to rental activity, which in turn is directly related to rental revenue. Assuming proportionality, we would estimate that rental company emissions will be only 58% of 2007 levels in 2010 and about 89% of 2007 emissions in 2014 with no fleet replacement.

Likewise, Global Insight predicts that historic levels of capital spending will not occur through 2014. We estimate based upon their national capital-spending estimate that capital spending this year in California will be only 29.7% of the 2007 budget (28% in 

2007 dollars).  By 2014, capital spending in 2007 dollars is estimated to be 97% of 2007 dollars. But, because Tier 4I and Tier 4 equipment will be more expensive, we estimate that businesses will only be able to replace 81% of the horsepower compared to 2007 in 2014.  

Businesses are more pessimistic about the nature and timing of a recovery.  Importantly, they suggest that they don’t believe that their capital spending will seamlessly track revenues as predicted by Global Insight because the recession has severely harmed their balance sheets. Businesses expect that capital spending for equipment replacement will lag revenues up to twelve months. Survey respondents have reduced their fleets since 2008 by 16% measured in horsepower with a range of 5% to 30%.  Global Insight’s capital budget estimating model was not calibrated against such a recessionary event. We believe that their estimates for capital replacement are optimistic, especially on the downturn. No business we surveyed indicated that they had bought any significant amount of new equipment from 2008 to present. The outlook for 2010 is that sales of existing equipment will greatly exceed any equipment replacement. Thus, fleets will not turnover equipment, but instead will continue to shrink by selling older less reliable units. 

We received several reports regarding employment that suggest that employment has declined directly as revenue has declined.

We have examined two off-road fleets. These are a fleet owned by a National Chain and a fleet owned by a large California Independent. Both fleets are averaging compliant through 2013 based upon their 2010 DOORS fleet with no replacement or retirement actions.  We used the IHS Global Insight capital budget and revenue estimates to renew these fleets. Neither fleet is likely to be compliant in 2014 and they probably would not be compliant in 2015 as well.  This would require the businesses to substantially shrink their fleets just when rental revenues are growing, hampering their recovery from the recession. 

Likewise, we examined an on-road fleet from a large independent who rents both on and off-road equipment. The fleet consists of delivery and service trucks and the rental fleet. While this fleet owner did invest in new trucks in 2007, 2008 and 2009, he believes that he needs to make a substantial investment to comply after 2012. Again, the availability of that capital is uncertain. Without delivery trucks, he cannot be in the off-road rental business. The biggest problem with the on-road rule is the requirement that all trucks have filters in 2014; retrofits are currently very costly and can exceed the very low resale values of trucks in the current market. 

To date, regulatory relief for off-road fleets has been directed toward fleets using the BACT approach in the form of a proliferation of credits. Rental fleets that prefer to not retrofit equipment have been excluded from relief. Fairness dictates that any action taken by the Board should be extended to all fleets and covers all compliance approaches.  A major problem with off-road regulatory relief to date is that it provides no real relief to any business. This is because the use of credits, for example activity credits, only delays expenditures for a few years only then to require full expenditure to meet the BACT commitment. Our analysis shows that the problem for rental fleets is after 2013. The relief that is needed is for the recovery years beyond 2013 because businesses may not have the financial capability to ramp up their fleets to the level required to fully satisfy the requirements of the regulation. 

Here is what some of our members have told us (we have paraphrased in some instances). Every member who responded stated that they were in compliance for the off-road rule.

· ARB should stop revising the regulations with temporary fixes, and create some certainty. I would consider refinancing the company since we own the property the company sits on to satisfy these regulations and stay in business. 

· We are a small fleet. We sold a significant amount of equipment to prepare for compliance. Others did nothing. The economy collapsed and we don’t have the revenue base to replace equipment. We no longer have equipment we could be renting. Put the on-road rule off to 2018. 

· All small businesses in California are suffering. If ARB demands these repairs, they should provide financial assistance or back off for 5 to 7 years to allow recovery and growth. 

· Delay the off-road averaging provisions for at least 3 years and delay the filter requirement for on-road trucks until 2017.

· We are an independent. With the rule as is, we will have to sell a huge part of the fleet, which would hurt our ability to generate revenue. Buying good late model equipment would be a good option, but because of the bad economy Hertz and United are also not turning their fleets and those two companies were the best source of late model good used equipment. 

· We do not have the capital to expedite a replacement strategy. We will most likely have to transfer non-compliant equipment to locations out of state and “not offer” certain equipment categories. We as small operators are in an even less competitive position versus the larger companies. Our on road truck fleet is composed of four vehicles that are pre-2007. If we cannot operate this fleet until the economy recovers, we will have to outsource or not offer delivery, resulting in a decrease of service to our customers. 

· We are a single store medium fleet. Since October 2008, we have replaced about 10% of our equipment, amounting to 309 HP of Tier 1 and replaced it with 354 hp of Tier 4I.  Because we are a medium fleet, we have no compliance requirement until 2013. If we were a large fleet today, we would be out of compliance. The expected meager economic recovery over the next few years simply will not support the acquisition of new units. Even if the recovery is markedly greater than expected, the continued cost of meeting the compliance benchmarks will outpace any return on the investment. I believe a complete rescinding of the rule until the State’s unemployment rate falls below 5.4% is reasonable, fiscally responsible, and environmentally appropriate. 

It is evident that the off-road equipment rental companies are suffering much like the rest of the construction industry. We are unable to advance any plan related to modifying the on-road and off-road regulations since staff has provided no revised inventory estimate. We believe that the State should request relief from EPA regarding the PM2.5 NAAQS attainment date due to the extraordinary circumstances. This seems appropriate because the entire premise of the attainment plan is faulty due to the recession and obviously the SIP needs to be amended. In the meantime, the two regulations should be stayed. 

We think the Board has leeway with respect to direct diesel PM emissions.  In the rule making process, we believed that Staff reported that the inventory reductions for both NOX and PM promised by the rule were absolutely necessary to meet the attainment demonstration with the key years being 2014 and 2015. At the Board meeting where the on-road rule was adopted, we were led to believe that the 2014 PM requirements for filters could not be relaxed because every reduction possible was needed. In subsequent conversations with staff, we now have the opinion that the NOX reductions were established principally for attainment demonstration while PM reductions were primarily driven by the legislative targets embodied in the Diesel Risk Reduction Plan that have nothing to do with Federal Clean Air Act Requirements.  Diesel PM has been named as a hazardous air toxic in California. But, its impact on health is not instantaneous; instead, it is long-term exposure that counts. Since diesel PM has been reduced due to the economy in the past few years, it appears that the Board might have some latitude to reduce PM reduction requirements in the future without reducing the health benefits promised by the regulations.

We are willing to share all of the details of our analysis with staff. Substantial material has already been provided to the Executive Officer and Off-Road Rule Staff as a part of the EO’s March hearing. 
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North America: Economic Analysis

The U.S. construction and industrial equipment rental segment is heavily dependent on the overall U.S. construction
industry. Declining construction activity in 2009 and 2010 is reflected in reduced rental revenue for this segment.
Residential construction is in recovery, albeit a slow one, while the decline in construction of nonresidential structures is
accelerating and continuing to pull rental revenue down. In 2009, stimulus efforts allowed infrastructure construction to
grow 1.1 percent. While stimulus support will increase in 2010 and 2011, it will not be enough to prevent infrastructure
declines, as state and local budget deterioration will offset federal infusions and limit demand for construction equipment.
With weak demand, rental revenues for construction and industrial equipment will continue to fall through 2010. From its
peak in 2007 to its projected trough in 2010, rental revenue in this segment is expected to fall more than 30 percent. IHS
Global Insight believes the steepest decline in construction and industrial equipment rental revenue occurred in 2009,
when revenue fell 21.0 percent.

Although rental revenue in this segment will begin to show signs of an impending improvement in 2010, it will not be until
2011 that growth returns. Industrial production in manufacturing, as well as residential construction, will expand in 2010,
supporting demand for construction and industrial equipment rentals. Nevertheless, the accelerating collapse in
nonresidential construction will outweigh these improvements, dragging rental revenue down through 2010.

A rebound in construction and industrial equipment rental revenue will come in 2011. At this point, the recovery in
residential construction and industrial production will be well under way, and nonresidential construction will be slowly
approaching its trough. Growth in residential construction and industrial production will be strong enough to reverse the
downward trend in rental revenue, supporting growth in the segment of 3.8 percent. Continued declines in nonresidential
construction will postpone a strong recovery in rental revenue until 2012, when revenue is expected to climb 15.0 percent.
Growth will persevere through the later years of the forecast period. The drivers return to stable growth in 2013 and 2014,
and growth in rental revenue remains strong, slowing to 9.1 percent by the end of the forecast period.

Note: The forecasts for the construction and industrial equipment rental revenue at the regional, state and metropolitan
statistical area levels are derived using a modified set of economic indicators due to data availability.

The State of the Equipment Rental Industry Outlook 2009-2014 Market Monitor is a member service of the American
Rental Association.
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North America: Rental Revenue Charts
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North America: Data Summary Tables

Data Summary

Billions of U.S. Dollars (Unless Otherwise Noted)

2007 2008 2009F

Const. & Indust. Equipment
Rental Revenue

254  25.0

Residential Construction 495.3 351.3

Nonresidential Construction 655.9 720.5

Construction Employment

(Millions) el =
US Manufacturing Industrial
Production Index 1138 110.3

(2002=100)

Note: The letter 'F indicates a forecast year

Data Summary - Growth Rates

Percent Change, Year-on-year
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Const. & Indust. Equipment
Rental Revenue 7.1% -1.8% -21.0% -10.6% 3.8% 15.0% 13.7% 9.1%

Residential Construction -19.7% -29.1% -31.6%  6.5% 34.7% 31.0% 13.2% 4.7%

Nonresidential Construction ~ 18.5%  9.9% -4.7% -13.8% 0.7% 7.6% 7.8% 7.6%

Construction Employment -0.8% -5.5% -13.5% -8.8% 0.6% 7.7% 7.8% 3.9%

US Manufacturing Industrial
Production Index 15% -3.1% -11.0% 5.0% 5.2% 6.3% 4.7% 3.7%

Note: The letter 'F indicates a forecast year
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States: Rental Revenue Charts
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States: Data Summary Tables

Data Summary

Dollars (Unless Otherwise Noted)
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Data Summary - Growth Rates

Percent Change, Year-on-year
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U.S. Investment: Economic Analysis

Total investment in new fleet and inventory by the equipment rental industry declined 62.2 percent to US$4.4 billion in
2009. Near-term investment contractions can be traced to macroeconomic conditions. With drastic slowdowns in
construction, tight credit, and weak business and consumer confidence, the current economic climate discourages
investment. Since the current economic conditions have led to declining rental equipment utilization, rental companies
have been pulling back on investment. The construction and industrial equipment rental segment has borne the brunt of
the investment slowdown. In 2009, total investment by construction and industrial equipment rental companies fell 68.5
percent. The shrinking investment by this segment is accompanied by a decline of 48.7 percent in general tool investment
and a more temperate decline of 3.4 percent in party and event investment. Construction and industrial equipment leads
total investment in volume terms of the three rental segments due to the higher cost of equipment in the construction and
industrial equipment segment and the highest market share of revenue the segment possesses. In 2009, construction and
industrial equipment is estimated to have accounted for 63.0 percent of total rental investment. Cautious spending on
rental fleet and inventory is forecast to continue through 2010, with total investment by the rental industry only growing at
6.7 percent that year. 2011 is forecast to bring growth as markets turn around. From 2011-2014, the rental industry is
expected to experience a strong double-digit expansion in investment as rental companies begin to rebuild and replenish
their aged fleet/inventory to accommodate returning stronger demand for their services.

The rental industry’s investment rate measured as a share of rental revenue has been declining since 2005, from 41.8
percent in 2005 to 31.5 percent in 2008. This share dropped dramatically in 2009 to 14.5 percent — the fact that rental
revenue was falling as well makes the magnitude of the decline in investment even greater. The share of investment in
revenue is forecast to increase from 2010-2014, but remain below 30 percent until 2013. At the rental segment level, the
investment rate dropped only slightly for the party and event segment, but fell substantially for the construction and
industrial equipment and general tool segments in 2009. The price point for new fleet for these two segments is higher,
resulting in higher investment costs for rental companies. Furthermore, construction and industrial equipment and general
tool rental companies are faced with sharper and more prolonged downturns, which will require them to take more
cost-cutting measures.

Note: Investment estimates for the construction and industrial equipment and general tool rental segments are based on
Bureau of Economic Analysis (BEA) data. Since the previous release of the Market Monitor data in November 2009, BEA
has updated and revised its figures. Thus, the historical estimates presented differ from those reported earlier.

The State of the Equipment Rental Industry Outlook 2009-2014 Market Monitor is a member service of the American
Rental Association

U.S. Investment: Investment in Fleet/Inventory Charts
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U.S. Investment: Data Summary Tables

Data Summary

Millions of U.S. Dollars

Const. & Indust. Equipment
Investment

8,837.0 8,666.0 2,742.3 2,948.6 4,216.5 6,390.7 8,689.4 9,918.4

General Tool Investment 2,498.8 2,511.6 1,288.1 1,352.6 1,649.2 2,154.0 2,502.6 2,845.6

Party and Event Investment 3436 337.1 325.6 348.7 366.7 388.8 401.2 4121

Total Investment 11,679.5 11,514.7 4,356.0 4,649.9 6,232.4 8,933.5 11,593.2 13,176.2

Note: The letter 'F' indicates a forecast year

Data Summary - Share of Revenue

As a Share of Rental Revenue

Const. & Indust. Equipment

e 34.7% 34.7% 13.9% 16.7% 23.0% 30.3% 36.3% 37.9%
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Party and Event Investment 15.1% 14.7% 14.4% 14.9% 15.2% 15.5% 15.7% 15.9%

Total Investment 31.6% 31.5% 14.5% 17.0% 22.1% 27.8% 32.0% 33.5%

Note: The letter 'F' indicates a forecast year

Data Summary - Growth Rates

Percent Change, Year-on-year

Const. & Indust. Equipment
Investment -17.8% -1.9% -68.4% 7.5% 43.0% 51.6% 36.0% 14.1%

General Tool Investment -23.1% 0.5% -48.7% 5.0% 21.9% 30.6% 16.2% 13.7%

Party and Event Investment 13.5% -1.9% -3.4% 7.1% 5.2% 6.0% 3.2% 2.7%

Total Investment -18.3% -1.4% -62.2% 6.7% 34.0% 43.3% 29.8% 13.7%

Note: The letter 'F' indicates a forecast year
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