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Introduction and Executive Summary

ÁThis report examinesthe ongoing decline of discretionary cargo volume through the
Ports of Los Angelesand Long Beachand its financial implications for the Alameda
CorridorTransportationAuthority (ACTA), the publicagencythat ownsand managesthe
AlamedaCorridor.

ÁTheanalysissummarizedby this report finds that the continuederosionof cargomarket
shareexpectedfor the port complexposesa severefinancial risk to ACTA, which may
require the Ports of L.A. and Long Beachto cover shortfalls in !/¢!Ωǎrevenuesand
earnings.

Á!/¢!Ωǎrevenuesand earningsare almost entirely reliant on usagefees on containers
transiting the Alameda Corridor. As such, it is heavily impacted by the flow of
άŘƛǎŎǊŜǘƛƻƴŀǊȅŎŀǊƎƻέςintermodal cargomoving through the Ports of LosAngelesand
LongBeachboundfor areasoutsidethe region.

ÁA May 2019analysisled by Dr. MichaelNachtof UCBerkeleyfound a steadydecreasein
the shareof Asia-origin containercargointo the United Statesthrough the port complex,
decliningfrom a 56%sharein 2003to 46%in 2018. Thisdeclinehasbeendrivenpartly by
the significantlyhigher cost of moving containersthrough SouthernCaliforniaports as
comparedto other port options in British Columbiaand on the U.S. Gulf Coastand East
Coast.

ÁConstructionof the AlamedaCorridor cost approximately$2.4 billion and was financed
primarilythroughbonds. Asof June30, 2018, ACTAhadlong-term revenuebonddebt and
accruedinterest exceeding$2.1 billion. The bonds require increasingdebt service,with
annualpaymentsincreasingsignificantlyevery five years: from $122 million in 2013 to
$164million in 2024, $225million in 2029, and$249million in 2034.

ÁThisreport finds that, if current trends continue, ACTAwill experiencesignificant cash
flow deficits beginningin 2024, growingfrom $47 million per yearfrom 2024to 2029, to
more than $100 million in 2029. Under this scenario,the accumulatedshortfall would
climb to nearly$1.2 billion by 2038.

ÁIf the annualdeclinein cargototals more than the 0.3%assumedfor this scenarioςasit
hassince2008ςlossesmayoccurearlierandgrowevenlarger.

Ports, Alameda Corridor and rail lines in the Los Angeles region



Introduction and Executive Summary (continued)

ÁShould terminal operators in the SanPedro Bay port complex be prevented from
installingnew technologiesthat would improve the efficienciesand cost structuresof
their facilities,this would likely acceleratethe Alameda/ƻǊǊƛŘƻǊΩǎfinancialchallenges
andraisesignificantquestionsaboutthe viabilityof the current financingstructure.

ÅThiscouldincludenegativelyimpact the ratingsof!/¢!Ωǎbonds.

ÁIndeed,a recentcredit analysisfromaƻƻŘȅΩǎInvestorsServicesstatesthat its current
stableoutlookάǊŜŦƭŜŎǘǎour expectationof limited diversionof discretionarycargoto
competingƎŀǘŜǿŀȅǎΣέand citessustainedunderperformanceof corridor volumeasa
factor that couldleadto a downgradeof!/¢!Ωǎbondcredit rating.

ÅThe Ports of LosAngelesand LongBeachςpublic entities funded by taxpayers-- are
obligatedto payaportion of anyfinancialshortfallthat ACTAexperiences.

ÁBased on aŜǊŎŀǘƻǊΩǎanalysis,as summarized in this report, and based on the
precedingNachtreport, it is clearthat enablingPier400and other containerfacilities
in the port complex to enhance terminal efficiencieswould better position the
gateway to attract future discretionarycargoand meaningfullystrengthenthe long-
term economichealth of the port, aswell asof the AlamedaCorridor.

About Mercator

ÁMercator InternationalLLCis a leadingindependentadvisorto stakeholdersacrossthe
international freight transportation sector and port industry. With significant
experience working in senior management positions for top global companies
throughout the industryςincludingoceancarriers,railroads,terminal operators,port
authorities,and financialinstitutions -- Mercator is trusted aroundthe world to make
informed insights and strategic recommendations,building upon and extending
beyondrigorousquantitativeanalysesof commercial,operational,andfinancialdata..

Ports, Alameda Corridor and rail lines in the Los Angeles region

http://acta.org/revenue_finance/rating_agency_releases/Moodys April 2018.pdf


SPB Ports’ Share of North America’s Port Container Throughput

Thepercentageof containertraffic movingthrough USand Canadianports that is routed through the ports of LosAngelesand LongBeachhasbeen in
declinefor someyears,asshownin the graphbelow.

Á{t.Ωǎtotal volumesharedeclinedfrom about35.4%in 2007to 30.8%in 2018, basedon AmericanAssociationof PortAuthorities(AAPA)statistics.

Á!/¢!Ωǎshare(basedon the volumeshandled,asreportedby ACTA)fell from 13.4%in 2007to 8.3%in 2018.

ÅTherate of sharelosssince2007hasaveragedjust under0.5%per year.

ÁConversely,theάƴƻƴ-!/¢!Σέnon-intermodal(local+ transload)portion of{t.Ωǎthroughputςasa percentageof total North Americanport volumeς
has beenfairly steadyduringthe sameperiod.

ÁThus,not surprisingly,the lossof discretionaryintermodal volumesmoving on the AlamedaCorridor hasbeen the primary causeof the SPBport
complexlosingsharein the North Americaport containertraffic market since2007.

SPB shares of the North American port totals, 2007 - 2018
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ACTA’s Volume History

Asthe chart below indicates,revenue-generatingcontainervolumefor ACTA,following the GlobalFinancialCrisisof 2008-2009, peakedin 2014and has
sincedeclined.

ÁThedatapresentedabovewascompiledfrom!/¢!Ωǎfiscalyear(FY)2018Report(issuedon March28, 2018) andpriorȅŜŀǊǎΩreports.

ÁOf the 4.76 million TEUsreported by and for ACTAin calendaryear (CY)2018, 58% are estimatedto havebeen import loads,32% were
export loads,andthe remainderwereemptycontainers.

ACTA container volumes (in TEUs) – 2008 - 2018
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ACTA’s Debt Service Payments

As of June30, 2018, ACTAhad long-term debt in revenuebonds of $1.646 billion and accruedinterest payableof $502.5 million, accordingto the
!ǳǘƘƻǊƛǘȅΩǎFY2018Reportavailableon-line.

Thechartbelowshows!/¢!Ωǎannualpaymentschedulefor principalandintereston thoselong-term obligations.

Á!/¢!Ωǎnear-term scheduleddebt servicepaymentsgrowfrom $103.3 million in FY2019to $122.1 million in 2023.

ÅSubsequentamountsare$164million p.a. (2024-2028), increasingto $225million p.a. (2029-2033),andto $249million p.a. (2034-2038).

ÁThischartwasconstructedunderthe assumptionthat there isno further refinancingof!/¢!Ωǎcurrentdebt structure.

ACTA principal and interest payments – 2019 through 2038
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Projecting ACTA’s Volumes – North American Port Container Market Outlook

Because!/¢!Ωǎvolumesincludesignificantportionsof export loadsandempty containers,Mercatorconcludedthat projectionsof!/¢!Ωǎvolumeswould
be mosteffectivelyproducedby projecting!/¢!Ωǎtotal volumeshareof total North Americanport container throughputςinsteadof forecasting!/¢!Ωǎ
total (bi-directional)volumesbasedonly on the SPBǇƻǊǘǎΩcombinedprojectedshareof projectedAsiaimport TEUvolumesinto the USand then making
further assumptionsaboutfuture exportloadandemptycontainervolumesmovingon the Corridor.

Mercatorconsequentlyutilizeda long-term forecastof North Americanport containerthroughputthat we constructedwith a linearregressionmodel,with
combinedUSandCanadianGDPasthe primarymacro-economicdriver. Ourmodelproducedthe growth ratesfor theŎƻƴǘƛƴŜƴǘΩǎaggregateport volumes
overthe next twenty yearsshownin the graph.

North America port throughput volume year-over-year growth rates (%) – 2019 through 2040
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Projecting ACTA’s Volumes  – Reference Scenario with Maintenance of Current Share

If ACTAmaintainsits current 8.3% shareof the US/Canadianaggregateport containermarket, then the growth rates in the latter market forecastedby
aŜǊŎŀǘƻǊΩǎregressionmodel(asshownon the prior page)would result in!/¢!Ωǎvolumesincreasingfrom 5.19million TEUsin FY2018to 9.74million TEUs
by FY2040. Thisvolumetrajectoryisplotted below.

ACTA volume outlook to 2040 with no loss in share of the North American port container market
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Projecting ACTA’s Cash Flow  – Reference Scenario with Maintenance of Current Share

If ACTAincreasesits per-TEUchargesin line with projected CPI, and the resultingratesare appliedto the forecastedvolumesfrom the prior page(after
breakingdown the projectedtotal volumefor ACTAbetweenwaterborneloads,waterborneempties,and non-waterborneloads),then!/¢!Ωǎoperating
revenuesshouldgrowcontinuouslyfrom $117million in FY18to $323M in 2038, asplotted below.

Moreover,thoserevenuesshouldexceedexpenses(inclusiveof debt servicepaymentson principalandinterest)in all but five of the next twenty years.

ACTA Cash Flow Outlook to 2038 -- with no loss in share of the North American port container market
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Thereasonfor the shortfallsin cashflows in 2024-2025, and againin 2029-2031 is the aforementionedstep-up in debt servicepaymentsin 2024(from
$122million to $164million)andagainin 2029(from $164million to $225million).



Projecting ACTA’s Volumes  – Scenario with Modest Share Loss

If the SPBports becomelessattractive asan intermodal gateway, and accordingly,ACTAloses0.2 points of market shareeachyear through 2030(such
that its shareof the North Americanport marketdropsfrom 8.3%in 2018to 5.9%in 2030), with no further sharelossthereafter (i.e., volumethen growsat
the samerate as the US/Canadianaggregatemarket), then ACTAwould experienceminimal, absolutevolumegrowth over the next 11 years(with total
volumeremainingin the 5.2-5.3 millionTEUrangeuntil 2030) beforeexperiencingmodestannualincreasesto 6.9 millionTEUsby 2040.

ACTA volume outlook to 2040 with 0.2% annual loss in share of the North American port container market through 2030
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Giventhe lossof sharethat ACTAexperiencedfrom 2011to 2018(asshownon page3), andtakinginto accountthe predictionsin the Nacht/Martin report,
this particularscenarioshouldbe consideredasan optimistic outcome
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Projecting ACTA’s Cash Flow  – Scenario with Modest Share Loss

If ACTAincreasesits per-TEUchargesin line with projected CPI, and the resultingratesare appliedto the forecastedvolumesfrom the prior page(after
breakingdown the projectedtotal volumefor ACTAbetweenwaterborneloads,waterborneempties,and non-waterborneloads),then!/¢!Ωǎoperating
revenuesshouldgrowcontinuouslyfrom $117million in FY18to only$234million in 2038, asshownin the graph.

However,after 2023,!/¢!Ωǎprojectedexpenses(inclusiveof debt servicepayments)would exceedoperatingrevenuescontinuouslyuntil 2038.

ACTA cash flow outlook to 2038 - with 0.2% annual loss in share of the North American port container market through 2030

Moreover, the accumulatedshortfall would exceed$250 million by 2030and climb to $700 million by 2038, evenwith rates increasingwith CPIduring
thisperiod.
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Projecting ACTA’s Volumes  – Scenario with Additional Share Loss

If ACTAloses0.3 points of market shareeachyearthrough 2030(suchthat its shareof the North Americanport market dropsto 4.7%in 2030) and then
holds steadythereafter, then!/¢!Ωǎvolume could be expectedto declineto 4.2 million TEUsby 2030, before growingwith the overall market, which
wouldbringvolumeto 5.5 millionTEUsby 2040, asshownin the graphbelow.

ACTA volume outlook to 2040 with 0.3% annual loss in share of the North American port container market through 2030

Theannualsharelossassumptionreflectedabove(of 0.3%per yearfor ten years)isstill lessthanwhat ACTAactuallyaveragedfrom 2008to 2018.
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Projecting ACTA’s Cash Flow  – Scenario with Additional Share Loss

If ACTAincreasesits per-TEUchargesin line with projected CPI, and the resultingratesare appliedto the forecastedvolumesfrom the prior page(after
breakingdown the projectedtotal volumefor ACTAbetweenwaterborneloads,waterborneempties,and non-waterborneloads),then!/¢!Ωǎoperating
revenueswouldplateauin the $129-130million rangefrom 2024to 2030, beforeincreasingto $189millionby 2038, asplotted below.

However,after 2022,!/¢!Ωǎprojectedexpenses(inclusiveof debt servicepayments)would exceedoperatingrevenuescontinuouslyuntil 2038.

ACTA cash flow outlook to 2038 -- with 0.3% annual loss in share of the North American port container market through 2030

Moreover,the accumulatedshortfall would exceed$420million by 2030andclimb to nearly $1.2 billion by 2038, evenwith ratesincreasingin stepwith
the CPIduringthisperiod.
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Summary Observations

Generalconclusions

ÁImport loaded containersaccountfor about 51% of the collective
throughput of the ports of LosAngelesand LongBeach,and are
clearly the driver of the aggregate marine volume of {t.Ωǎ
terminals,asexportloadsaccountfor onlyabout19-20%.

ÁAsia is the sourceof about 94% of the import loaded containers
movingthroughSPBports.

ÁThus, the loss of share in the North American port container
marketby the SPBports that hasoccurredsince2007(asshownon
page3) is correlatedwith the ports of LosAngelesand LongBeach
handlingdecliningsharesof import containersfrom Asia, relative
to the other ports in the USandCanada.

ÅMost of this volume can be considereddiscretionary and able to
movethrough multiple North AmericanWestCoastports.

ÁSincethe non-intermodalcomponentof Asianimports throughSPB
is largelycaptive,the SPBǇƻǊǘǎΩlossesin sharesof Asiancontainer
imports to the USare directly attributable to lossesof intermodal
import traffic flows (that would otherwise generaterevenuesfor
ACTA).

ÁA lossof import intermodal traffic flows through the SPBgateway
also results in a loss in westbound/outbound volumes of export
loadedandemptycontainers.

Nacht/Martin/Henry report linkage

ÁThe Nacht/Martin/Henry report on Sustaining the San Pedro Bay
Community Ports projected that the PSW(SPB)ǇƻǊǘǎΩshare of Asian
containerimports into USportswill declinefrom 46%to 42%from 2018to
2030, asshownin the chartabove.

ÅThat loss is roughly comparableto aŜǊŎŀǘƻǊΩǎthird scenario for ACTA
presentedon prior pagesςwith ACTAlosing0.3%shareper yearuntil 2030

ÁTherespectiveshareprojectionsof both reports representa slower rate
of declinethanwasexperiencedoverthe prior elevenyears.

ÁNonetheless,it could be arguedthat the earlier report understatesthe
risk for !/¢!Ωǎvolume lossesfor the 2019-2030 period ςbecausethe
SPBports have also been losing Asian import volumes to the ports in
BritishColumbia, and theselossesare likely to increase.

Market share of US Asian import containers by gateway region, 2003 - 2030



Summary Observations

Growingthreat from BritishColumbiaports

ÁPrinceRupertPort Authority announcedin May its new masterplan,
includingthe developmentof a new containerterminalwith a capacity
of 2.5 millionTEUs/year,to be availableby or before2029

ÅThiswould be in addition to a capacityexpansionof about 0.7 million
TEUsperyearto the existingterminalbyearly2022

ÁThe VancouverFraserPort Authority (VFPA)intends to build a new
terminalof comparablecapacity(2.4 million TEUsper year)duringthe
sameperiod, but if that project is not approved,it will probablythen
add a fourth berth at Deltaport, with a capacity gain of at least
800,000TEUs/year.

ÁMost of the incrementalcapacityin these two ports developedover
the next decade will be targeted to capture Asian imports to US
destinations.

ÁThus,these developmentswill further intensify the competition for
discretionaryintermodal cargothat is presently flowing through the
SPBports andACTA.

Outlook for ACTA

ÁTherisk of ACTAexperiencingmajor cashshortfalls in the next decadeς
absentthe mitigation of the comparativecost disadvantagesof the SPB
port complexςis very real.

ÁaŜǊŎŀǘƻǊΩǎanalysisof !/¢!Ωǎhistorical volumes, revenues, operating
expenses,and debt servicepayments/scheduleleads to the conclusion
that further sharelossesof Asianimports into the USandCanadaby the
SPBports to other North Americanports (andhencestagnantor reduced
volumes for ACTA) will result in massive cash shortfalls for the
Authority after 2023, rangingfrom:

Å$250-$420million in accumulatedlossesby 2030

Å$700-$1200million in accumulatedlossesby 2038

ÁGiven that SPBports are contractually bound to cover !/¢!Ωǎcash
shortfalls, it is imperative that the two ports go on the offensive to
improve volume outcomes, inclusive of taking actions to increase
container handling operating efficiencies and retaining as much
discretionarycargoaspossible.

ÁInactionwill likely result in further gainsof intermodal cargoby both BC
ports andUSEastandGulfports.

VFPA’s Roberts Bank Terminal 2 (artist’s rendering)

Photo of a BNSF stack train transiting the Alameda Corridor cut
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