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Supply Chain 2008
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Southern California Goods Movement Issues
= [LWU Contract

= Ports’ Green Initiatives

=  Security / TWIC

= Infrastructure — Port, Highway, Railroads
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WCL Perspective — Logistics Advisory Services
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Supply Chain 1st Quarter 2008 Macro Trends

Companies are in a race to leverage emerging markets — both as

Globalization lower cost supply sources and as new sources of revenue

Corporations will increasingly implement Green Supply Chain

Going Green initiatives throughout their supply chain network

Record fuel prices and current slowing of U.S. economy will create
pressures on supply chain networks to maximize cost savings and
flexibility.

Global Economic
Conditions

Corporations will continue to pressure supply chain
Best for Less stakeholders to deliver high-value solutions at lowest
possible costs

Finding, quantifying, and minimizing supply chain risks could be the

Risk Mitigation most important issues that global businesses confront
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Major US Ports of Entry - Volume

Containerized Volume (TEU’s) Handled 2002 — 2007
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SoCal Port Volumes

Percent Growth at So Cal Ports
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Since 2003 we have seen a trend of decreasing annual volume growth resulting in 2007 to
an actual year-over-year decrease of -.58%b.

The '06-'07 decrease was a result of:
1.) Importers diverting cargos to other ports.

2.) Housing sector downturn (e.g. reduced furniture and ceramic tile imports, etc.)

3.) Softening of U.S. economy.
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So Cal Goods Movement Strengths

Mega Terminals for Mega Vessels Extensive Highway Infrastructure
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ILWU Contract
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= = ILWU Contract — 2008 Supply Chain Challenges

= |nternational Longshore and Warehouse Union
(ILWU) represents 14,000 employees at all West
Coast ports.

= The current contract applies to the period 2002-
2008, negotiations have been going on to have a
new contract in place before the current one expires
on July 1, 2008

= A 10 day lockout during contract renegotiations in
2002 cost the economy $1 billion a day; the
standoff ended when the Federal government
applied the Taft-Hartley Act.
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ILWU Contract — Potential Impact

Event Most Likely
ILWU Contract Contract terms will be agreed to by both parties
Outcome * No long term goods movement disruption

* Management will receive approval to introduce additional technology
and productivity processes

* Shippers will increasingly utilize alternative ports as a hedge against
strike impact

* Late 2008 into 2009 some importers will re-route containers back to
So Cal

Impact on Goods Movement

Reliability <= | No change

Cost I Slight increase as a result of costs due to health & safety matters

Speed I When shifts are modified, containers will move faster off the docks
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Ports’ Clean Air Action Plan
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= Green Initiatives — Clean Air Action Plan

= The Clean Air Action Plan was adopted in 2006 to
reduce emissions by 45% by 2011

= Affected operations:

= Ships — Slower Vessels/Low Sulfur Fuel/Modifications

= Terminal Operations — Electric Equipment
Railroads — Low Sulfur Fuel/Locomotive Replacement

Trucking — Tractor Replacement
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Green Initiatives — Trucking

= The Southern California ports imposed a truck
replacement tax of $70 per FEU on every container
leaving or entering a marine terminal by truck. :

= Fee will begin June 1, 2008. The goal is to raise *&=
$1.6 billion to subsidize purchase of cleaner trucks. "

= The port will ban all pre-1989
year trucks by Oct.1 2008

The Greening of Diesel Engines
= By Jan 1, 2012 all trucks calling e — s
on the ports have to meet

or be cleaner than 2007 EPA
standards on particulate matter
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Green Initiatives — Potential Impact

Event Most Likely

Green Initiatives | Aggressive pollution reduction programs

Outcome » Cost of moving goods through Southern California will increase

* One study by the Ports indicated up to a 40% trucking cost increase
due to the Clean Air program alone

* Importers due to truck replacement tax will continue to divert portions
of their cargo to different ports of entry depending upon port
capacities

» Other US ports such as Seattle, Charleston, New York, and others,
are implementing similar green programs in their regions

Impact on Goods Movement

Reliability l Reduction in reliability due to shortage of drivers

Cost I Up to 40% increase in trucking costs from SoCal ports

Speed l Initially, with a reduction in quantity of trucks, containers will move slower
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Security
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Security

So Cal ports use a variety of strategies to meet the Department of
Homeland Security requirements.

= Radiation Portal Monitors: All import loaded pr— Be—
containers are x-rayed. ' i

= US Coast Guard security strategy: Patrol
boats meet potential high target vessels five
miles out to sea

= C-TPAT: Participating importers have
certified the goods movement processes
from overseas factory to final destination

= TWIC are biometric credentials for workers
who require unescorted access to secure
areas of ports.

C-TPAT: Customs-Trade Partnership Against Terrorism

TWIC: Transportation Workers Identification Credential
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Security — Potential Impact

Event Most Likely
Security Variety of tightened security processes — Local & National
Initiatives
Outcome  High-priority objective is to avoid cargo delays

* Goods movement costs will increase

» Some ports will be impacted greater than others due to the
implementation of the TWIC Program

Impact on Goods Movement

Reliability l Due to TWIC Program there will be a drop in the number of

Cost I eligible drivers which will increase cost, reduce service quality
and speed. Itis estimated that drayage costs due to TWIC could

Speed l potentially increase 50% — 100%
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Infrastructure
Ports, Rail, & Highway
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Infrastructure - Ports

The Ports of LA / LB have committed millions of dollars to improving
infrastructure capacity and efficiency in goods movement.

Ports of Long Beach/Los Angeles Infrastructure Improvement Projects

e Gerald Desmond Bridge Replacement
o . 8th Street Rail Yard Facility

@8l - CUT/LBCT Terminal Expansion

e ITS Terminal Expansion

e PCT Terminal Expansion

e APL Terminal Expansion

e TraPac Terminal Expansion

e 110 Freeway Access Ramp

e C Street Access Ramp

e Gaffey Street/SR 47 Flyover

e Fries Ave Grade Separation

WCL Consulting
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Infrastructure - Railroads
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Infrastructure - Railroads

The BNSF and UP railroads have been focused on increasing intermodal
terminal and track capacity while eliminating grade crossings

To South
Central
To Palmdale, Mojave &
. Bakersf .| Route/Salt
East / West Corridor | Lake city

To
2L Forecasted: I~

e 390 daily trains by 2025

L \ Colton Flyover
(TCIF PPP
] project?)
BMNSF/
To
=) Route

Single Track
jf‘j' Intermodal Terminal I [oubie Track
I il Track

=== New Track Capacity
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Union Pacific Intermodal Container Transfer Facility

$400 million investment waiting for environmental approval

L T T gt (o

WCL Consulting

World Class Logistics Consulting, Inc.



Multi-million dollar investment waiting for community and
environmental approval
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| BNSF SCIG Community Outreach

= 100 percent of the truck fleet servicing SCIG will be 2007 or newer
upon facility opening — exceeding compliance with the San Pedro
Bay Ports Clean Air Action Plan (CAAP).

= Trucks serving SCIG will be limited to traveling on specified non-
residential truck routes and be equipped with global positioning
satellite (GPS) devices to monitor and enforce compliance.

= BNSF’s operating contractor will give qualified local residents first
priority for all new job offers at SCIG.

= BNSF will fund a workforce training program to assist area residents
in obtaining these jobs.

=  BNSF will plant an "urban forest" at the site to improve air quality and
aesthetics.

= BNSF will fund construction of a sound wall east of SCIG to diminish
current freeway noise and looks forward to working with local
residents to determine its location.
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The major highway
infrastructure improvements
include adding truck lanes
and improving interchanges
on the 710 freeway, 60
freeway, and truck passing
lanes through the Cajon and
Tejon pass.
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= Infrastructure — Highway

= Federal, State and Local Highway Improvement Funds?

— Federal:
1.) The check is in the mail.

— State:
1.) Highway Bond Issue — Still pending.
2.) A bill SB 974 by Sen. Alan Lowenthal was introduced in 2007

but put on hold until 2008. The bill would impose a container fee
of $30 per TEU to pay for infrastructure and environmental

mitigation projects

— Local:
1.) In January 2008 the Southern California ports imposed a
Ports Infrastructure Improvement Tax of $30 per FEU on all
containers moving in and out of the ports by truck and rail. The
goal is to raise $1.4 billion within seven years. The fee will take
effect on January 1, 2009.
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Infrastructure — Potential Impact

Event Most Likely
Infrastructure Port, rail, and highway infrastructure long term improvements
Improvements
Outcome » Short term congestion and delays

* Importers will consider diverting higher proportions of cargo to other
ports of entry pending completion of major products

 Importers and exporters will expect to see infrastructure
improvements as a result of user fees.

Impact on Goods Movement

Reliability I No change in short term, moderate increases in reliability long term

Cost I Slight increases due to new user fees

Speed I No change in short term, moderate increases in speed long term
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Export Growth — Potential Impact

Event Most Likely

Growing Export | Based on the US dollar exchange rate export volumes will continue to

Volumes see double digit growth
Outcome * An increasing volume of bulk agricultural products are shipping in
containers

» Vessels returning to Asia are weighing out thereby reducing space for
empty containers

» Exports are increasing demands for chassis

* Increased export volumes through terminals are occasionally adding
to congestion and delay

Impact on Goods Movement

Reliabilty §

I Increasing export volumes will contribute to increased terminal congestion

Cost and delays as well as periodic equipment shortages.

Speed I
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Executive Briefing
Summary
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Supply Chain Network Implications

Goods Movement Impact

1. ILWU Contract

The ILWU Contact will likely be settled without goods movement
(July 1, 2008)

disruption. Evaluate the feasibility of diversifying critical shipments
to alternative Ports of Entry pending approval of the new contract.

2. Port’s Green Program | Goods movement costs will go up due to Green Initiatives. Evaluate
the impact of increased trucking costs and reduced reliability on your
supply chain. Develop and implement mitigation strategies if these
are significant for your organization.

3. Security / TWIC Security Initiatives will impact costs and reliability. Develop and
Implement mitigation strategies if these are significant for your
organization.

4. Infrastructure Goods will move slower and be more costly to transport pending
approval and completion of major infrastructure projects. Your
organization should evaluate these constraints against future
volume and service requirements in optimizing your network.

5. Exports Increasing export volumes will contribute to increased terminal
congestion and delays as well as periodic equipment shortages.
Develop and implement mitigation strategies if these are significant
for your organization.
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SoCal Port Fees Summary

SoCal Port Fees Per FEU

Truck Replacement Fee $70

Infrastructure Fee $30

Lowenthal Bill SB974 $60
Total $160/FEU

What these fees mean:

Importer of 50,000 Containers = $8,000,000
Importer of 25,000 containers = $4,000,000
Importer of 10,000 containers = $1,600,000
Importer of 5,000 containers =  $800,000
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= Conclusions

= The SoCal Ports goods movement costs, speed
and flexibility will be seriously impacted.

= Similar goods movement issues and challenges are
Impacting other U.S. ports.

= |mporters and 3PLs will need to develop more
Innovative strategies to help minimize and manage
risk.
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U.S. Ports of Entry Goods Movement Capability Assessment

0, 0,

© ©

O,

Objectives Approach

Provide visibility on goods
movement reliability,

speed, and cost control
capabilities at US Ports

Profile importers global
| supply chain
| requirements

Help shippers make
more intelligent strategic
and tactical supply chain
network decisions

¢ goods movement

I weaknesses

Identify goods movement
Port of Entry trends and
impacts on risk mitigation

| on using specific goods
i movement stakeholders
i firms.

Establish a goods
movement risk
management process

implementation of proc-

i new Port of Entry

Port of Entr)

| Assess Port infrastructure

‘5; stakeholders strengths and

¢ Provide recommendations

Assist and coordinate the

i esses and systems at the

Resources Timeline

Previous WCL
Consulting Port of
Entry Assessment
Engagements

Phase [:
WCL Port of Entry
39-point assessment
approach

Assessment

WCL Consulting
North American
database
containing more
than 9,500 names Phase II:
Port

WCL's in-depth knowl- Assessment
edge of Port goods
movement operations

and interfaces

WCL's consulting
team is made up of
professionals whom
average 25 years of
experience each and
have held senior ex-
ecutive positions in
both the supply chain
industry and the
consulting profession

Phase llI:
Implementation

Capability Assessment Model

Importer Needs

Project
Priorities

Clearly define
importers’ supply chain
requirements

_ Effective collaboration
with supply chain
partners

 Identification and

minimization of risk

factors

Achieve speed,
frequency, consistency,
and reliability in goods
movement =
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S Executive Briefing - Nugget

“*Knowledge has to be improved, challenged, and
Increased constantly, or it vanishes.”

- Peter Drucker
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Thank you very much!

Jon DeCesare
562-435-2600
jondecesare@wclconsulting.com

www.wclconsulting.com
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Next Featured Webinar:

U.S. Goods Movement Challenges and
Impact on Warehouse Network Decisions

When: Thursday, April 24t, 2008 8:00 am PT / 11:00 am ET

REGISTER NOW: Space is limited for this free webinar so register
today by going to wclconsulting.webex.com
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