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Introduction and Executive Summary

Thisreport examinesthe ongoing decline of discretionary cargo volume through the
Ports of Los Angelesand Long Beachand its financial implications for the Alameda
Corridor Transportation Authority (ACTA, the publicagencythat ownsand manageghe
AlamedaCorridor.

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

i i i i ; . BNSF Rail Lines
Theanalysissummarizedoy this report finds that the continuederosionof cargo market anHne

share expectedfor the port complexposesa severefinancial risk to ACTAwhich may
require the Ports of LA. and LongBeachto cover shortfallsin ! / ¢ re@afuesand ®  Railyards

earnings Los Angeles Rail Lines

UP Rail Lines

I/ ¢ Ire@efuesand earningsare almost entirely reliant on usagefees on containers
transiting the Alameda Corridor As such, it is heavily impacted by the flow of
G RA & ONB® G NB @teriddal cargo moving through the Ports of Los Angelesand
LongBeachboundfor areasoutsidethe region

A May 2019analysided by Dr. MichaelNachtof UCBerkeleyfound a steadydecreasen
the shareof Asiaorigin containercargointo the United Statesthrough the port complex,
decliningfrom a 56%sharein 2003to 46%in 2018 Thisdeclinehasbeendrivenpartly by
the significantlyhigher cost of moving containersthrough Southern Californiaports as
comparedto other port options in British Columbiaand on the U.S Gulf Coastand East
Coast

Los Angeles

Constructionof the AlamedaCorridor cost approximately$2.4 billion and was financed
primarilythroughbonds Asof June30, 2018 ACTAadlongterm revenuebond debt and
accruedinterest exceeding$2.1 billion. The bondsrequire increasingdebt service,with
annual paymentsincreasingsignificantlyevery five years from $122 million in 2013 to
$164millionin 2024, $225millionin 2029 and $249millionin 2034

Thisreport 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
climbto nearly $1.2 billion by 2038

If the annualdeclinein cargototals more than the 0.3% assumedor this scenariog asit
hassince2008¢ lossesmayoccurearlierandgrow evenlarger.
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Introduction and Executive Summary (continued)

Shouldterminal 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/ 2 NNXikdgcidEhallenges
andraisesignificantquestionsaboutthe viability of the currentfinancingstructure.

A Thiscouldincludenegativelyimpactthe ratingsof ! / ¢ bods

Indeed,arecentcredit analysifrom a 2 2 Rl@v@siorsServicestatesthat its current
stableoutlook & NJb T durSekpédiationof limited diversionof discretionarycargoto
competing3d | U S ¢ &nécites sustainedunderperformanceof corridor volumeasa
factorthat couldleadto adowngradeof! / ¢ boRdkcreditrating.

A The Ports of LosAngelesand LongBeachc¢ public entities funded by taxpayers-- are
obligatedto paya portion of anyfinancialshortfallthat ACTAexperiences

Basedon a S NI &nalyi®, as summarizedin this report, and based on the
precedingNachtreport, it is clearthat enabling Pier400and other containerfacilities
in the port complexto enhanceterminal efficiencieswould better position the
gateway to attract future discretionarycargo and meaningfully strengthenthe long-
term economichealth of the port, aswell as of the AlamedaCorridor.

About Mercator

Mercator InternationalLLds a leadingindependentadvisorto stakeholdersacrossthe

international freight transportation sector and port industry. With significant
experience working in senior management positions for top global companies
throughout the industry ¢ includingoceancarriers,railroads,terminal operators, port

authorities, and financialinstitutions -- Mercator is trusted around the world to make
informed insights and strategic recommendations, building upon and extending
beyondrigorousquantitativeanalyse®of commercialpperational,andfinancialdata..

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

BMNSF Rail Lines
UP Rail Lines
m Railyards

Los Angeles Rail Lines

Los Angeles

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

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

The percentageof containertraffic movingthrough USand Canadiarports that is routed through the ports of LosAngelesand LongBeachhasbeenin
declinefor someyears,asshownin the graphbelow.

SPB shares of the North American port totals, 2007 - 2018

SPB Share of North American Port Market
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A{ t .taaévolumesharedeclinedfrom about35.4%in 2007to 30.8%in 2018 basedon AmericanAssociatiorof Port Authorities(AAPAX}tatistics

Al | ¢ sh@ré(basedonthe volumeshandled,asreported by ACTAJell from 13.4%in 2007to 8.3%in 2018
A Therate of sharelosssince2007hasaveragedust under0.5%per year.

AConverselythe @ y 2 y ¢ hob-intermodal (local + transload)portion of { t .thEolighput ¢ asa percentageof total North Americanport volume¢
has beenfairly steadyduringthe sameperiod.

A Thus,not surprisingly the lossof discretionaryintermodal volumes moving on the AlamedaCorridor has been the primary causeof the SPBport
complexlosingsharein the North Americaport containertraffic market since2007.
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ACTA’s Volume History

NS

Asthe chart below indicates,revenuegeneratingcontainervolume for ACTAfollowing the GlobalFinancialCrisisof 20082009, peakedin 2014 and has

sincedeclined

ACTA container volumes (in TEUs) — 2008 - 2018

AThedatapresentedabovewascompiledfrom! / ¢ fisGadyear(FY)2018Report(issuedon March28, 2018 andprior& S | réfdbra
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AOf the 4.76 million TEUsreported by and for ACTAIn calendaryear (CY)2018 58% are estimatedto have beenimport loads, 32% were
exportloads,andthe remainderwere empty containers
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ACTA’s Debt Service Payments

As of June30, 2018 ACTAhad longterm debt in revenue bonds of $1.646 billion and accruedinterest payableof $5025 million, accordingto the
I dzi K 2 N20L8REpartavailableon-line.

Thechartbelowshows! / ¢ bBn@ualpaymentscheduleor principalandintereston thoselongterm obligations

ACTA principal and interest payments — 2019 through 2038

ACTA Debt Service Schedule
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Al | ¢ he@rierm scheduleddebt servicepaymentsgrowfrom $103.3 millionin FY2019to $122.1 millionin 2023
A Subsequenamountsare $164 million p.a. (20242028, increasingo $225million p.a. (20292033, andto $249million p.a. (20342039).

A Thischartwasconstructedunderthe assumptiorthat there is no further refinancingof! / ¢ tu€eéntdebt structure.
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Projecting ACTA’s Volumes — North American Port Container Market Outlook

Because / ¢ vofumesincludesignificantportions of exportloadsand empty containers,Mercator concludedthat projectionsof ! / ¢ vofud@eswould
be most effectivelyproducedby projecting! / ¢ toflavolume shareof total North Americanport containerthroughput ¢ insteadof forecasting! / ¢ !
total (bi-directional)volumesbasedonly on the SPBLJ2 Ndbriibidedprojected shareof projected Asiaimport TEUvolumesinto the USand then making
further assumptiongboutfuture exportloadand empty containervolumesmovingon the Corridor.

Mercator consequentlyutilized a longterm forecastof North Americanport containerthroughputthat we constructedwith alinearregressiormodel, with
combinedUSand CanadiarGDPasthe primary macroeconomicdriver. Our model producedthe growth ratesfor the O 2 v (i A af§refditedait volumes
overthe nexttwenty 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/Canadiamggregateport containermarket, then the growth ratesin the latter market forecastedby
a S NI | ragebklRdr@nodel (asshownon the prior page)wouldresultin! / ¢ vofu@esincreasingrom 5.19 million TEUSN FY2018to 9.74 million TEUs
by FY2040. Thisvolumetrajectoryis plotted below.

ACTA volume outlook to 2040 with no loss in share of the North American port container market

ACTA Volume Throughput (Container TEUS)
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Projecting ACTA’s Cash Flow — Reference Scenario with Maintenance of Current Share @

If ACTANcreasests per-TEUchargesn line with projected CPJ and the resultingratesare appliedto the forecastedvolumesfrom the prior page(after
breakingdown the projectedtotal volumefor ACTAbetweenwaterborneloads,waterborne empties,and non-waterborneloads),then! / ¢ bfrating
revenuesshouldgrow continuouslyfrom $117millionin FX.8to $323V in 2038 asplotted below.

Moreover,thoserevenuesshouldexceedexpenseginclusiveof debt servicepaymentson principalandinterest)in all but five of the nexttwenty years

ACTA Cash Flow Outlook to 2038 -- with no loss in share of the North American port container market

Outlook for Annual ACTA Cash Flows
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Thereasonfor the shortfallsin cashflows in 20242025 and againin 20292031 is the aforementionedstep-up in debt servicepaymentsin 2024 (from
$122millionto $164 million)andagainin 2029(from $164 million to $225million).
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Projecting ACTA’s Volumes — Scenario with Modest Share Loss @

If the SPBports becomelessattractive asan intermodal gateway, and accordingly ACTAoses0.2 points of market shareeachyearthrough 2030 (such
that its shareof the North Americanport marketdropsfrom 8.3%in 2018to 5.9%in 2030), with no further sharelossthereatfter (i.e., volumethen growsat
the samerate asthe US/Canadiamggregatemarket), then ACTAwould experienceminimal, absolutevolume growth over the next 11 years(with total
volumeremainingin the 5.2-5.3 million TEUrangeuntil 2030 before experiencingnodestannualincreaseso 6.9 million TEUdy 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 ACT Aexperiencedrom 2011to 2018(asshownon page3), andtakinginto accountthe predictionsin the Nacht/Martin report,
this particular scenarioshouldbe consideredasan optimistic outcome
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Projecting ACTA’s Cash Flow — Scenario with Modest Share Loss @

If ACTANcreasests per-TEUchargesn line with projected CPJ and the resultingratesare appliedto the forecastedvolumesfrom the prior page(after
breakingdown the projectedtotal volumefor ACTAbetweenwaterborneloads,waterborne empties,and non-waterborneloads),then! / ¢ bfrating
revenuesshouldgrow continuouslyfrom $117millionin FYL8to only $234millionin 2038 asshownin the graph

However after 2023 ! / ¢ br@ectedexpenseginclusiveof 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

Outlook for Annual ACTA Cash Flows
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Moreover,the accumulatedshortfall would exceed$250 million by 2030and climb to $700 million by 2038 evenwith ratesincreasingwith CPIduring
this period.
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Projecting ACTA’s Volumes — Scenario with Additional Share Loss @

If ACTAoses0.3 points of market shareeachyearthrough 2030 (suchthat its shareof the North Americanport marketdropsto 4.7%in 2030 andthen
holds steadythereafter,then! / ¢ Wdlugne could be expectedto declineto 4.2 million TEUsby 2030, before growingwith the overall market, which
would bringvolumeto 5.5 million TEUdy 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
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Theannualsharelossassumptiorreflectedabove(of 0.3%per yearfor ten years)is still lessthan what ACT Aactuallyaveragedrom 2008to 2018
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Projecting ACTA’s Cash Flow — Scenario with Additional Share Loss @

If ACTANncreasesdts per-TEUchargesin line with projected CP] and the resultingratesare appliedto the forecastedvolumesfrom the prior page (after
breakingdown the projectedtotal volumefor ACTAbetweenwaterborneloads,waterborne empties,and non-waterborneloads),then! / ¢ bpRrating
revenueswould plateauin the $129-130million rangefrom 2024to 2030 beforeincreasingo $189million by 2038 asplotted below.

However after 2022 ! / ¢ br@iectedexpenseqinclusiveof 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

Outlook for Annual ACTA Cash Flows
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Moreover,the accumulatedshortfall would exceed$420 million by 2030and climb to nearly $1.2 billion by 2038 evenwith ratesincreasingn stepwith
the CPuringthis period
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Summary Observations

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

Almport loaded containersaccountfor about 51% of the collective Chart #» Competitive Bypass Trends
throughput of the ports of Los Angelesand LongBeach,and are
clearly the driver of the aggregate marine volume of { t . Qi

terminals,asexportloadsaccountfor only about 19-20% 2003-2030
(Projected 2019 to 2030)

Market Share of Total U.S. Asian Imported Containerized Cargo,

A Asiais the sourceof about 94% of the import loaded containers 60%

movingthrough SPBports. 50%

40%

AThus, the loss of share in the North American port container 30%
marketby the SPBoorts that hasoccurredsince2007 (asshownon 20% M - X
page3) is correlated with the ports of LosAngelesand LongBeach 0% '

0%

handling decliningsharesof import containersfrom Asia relative

to the other portsin the USand Canada R R A R P
A Most of this volume can be considereddiscretionary and able to TETESW e PNWANOCAL - memEC &GO
move through multiple North AmericanWest Coastports. Source: Martin Associates

A Sincethe non-intermodal componentof Asianimports through SPB
is largelycaptive,the SPBLJ2 NlbsgeSn sharesof Asiancontainer
importsto the USare directly attributable to lossesof intermodal

import traffic flows (that would otherwise generaterevenuesfor AThe NachfMartin/Henry report on Sustainingthe San Pedro Bay
ACTA) Communi'tv Ports'projected tha‘g the I_DSW(SPB)LJQ NEhar€of Asian
A Alossof import intermodal traffic flows through the SPEgateway containerimportsinto USports will declinefrom 46%to 42%from 2018to

alsoresults in a loss in westbound/outbound volumes of export 2030 asshownin the chartabove o
loadedandempty containers A That loss is roughly comparableto a S N I ihigl N&2&ario for ACTA
presentedon prior pagesg with ACTAosing0.3%shareper yearuntil 2030

NachtMartin/Henry report linkage

ATherespectiveshare projectionsof both reports representa slower rate
of declinethan wasexperiencedverthe prior elevenyears

ANonethelessjt could be arguedthat the earlier report understatesthe
risk for I / ¢ !v@udne lossesfor the 20192030 period ¢ becausethe
SPBports have also been losing Asianimport volumesto the ports in
BritishColumbiaandtheselossesare likely to increase
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Summary Observations

Growingthreat from British Columbiaports

A PrinceRupertPort Authority announcedin May its new master plan,
includingthe developmentof a new containerterminal with a capacity
of 2.5 million TEUs/yearto be availableby or before 2029

A Thiswould be in addition to a capacityexpansionof about 0.7 million
TEUgeryearto the existingterminal by early2022

AThe VancouverFraserPort Authority (VFPA)ntends to build a new
terminal of comparablecapacity(2.4 million TEUer 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
800,000 TEUs/year

AMost of the incrementalcapacityin these two ports developedover
the next decade will be targeted to capture Asianimports to US
destinations

A Thus,these developmentswill further intensify the competition for
discretionaryintermodal cargothat is presently flowing through the
SPBoortsand ACTA

Photo of a BNSF stack train transiting the Alameda Corridor cut

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

PORT of
vancouver

Outlook for ACTA

ATherisk of ACTAexperiencingmajor cashshortfallsin the next decadec
absentthe mitigation of the comparativecost disadvantage®f the SPB
port complex¢ is veryreal.

Aa SN analy$iEod ! / ¢ !histdrical volumes, revenues operating
expensesand debt service payments/scheduldeadsto the conclusion
that further sharelossesof Asianimports into the USand Canadaby the
SPBports to other North Americanports (andhencestagnantor reduced
volumes for ACTA will result in massive cash shortfalls for the
Authority after 2023 rangingfrom:

A $250-$420million in accumulatedossesby 2030
A$700-$1200million in accumulatedossesby 2038

A Given that SPBports are contractually bound to cover! / ¢ !c&@
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

Alnactionwill likely resultin further gainsof intermodal cargoby both BC
ports and USEastand Gulf ports.
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