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DRAYAGE SERVICES
CONCESSION AGREEMENT
FOR ACCESS TO THE
PORT OF LOS ANGELES

AGREEMENT NO.

THIS DRAYAGE SERVICES CONCESSION AGREEMENT (“Concession”) is made and

entered into the day of , 20 , by and between the CITY OF LOS
ANGELES, a municipal corporation, acting by and through its Board of Harbor Commissioners
("Port") and ("Concessionaire"). Defined terms used

and not otherwise defined herein shall have the meanings set forth in the Clean Air Action Plan
Chapter of Port of Los Angeles Tariff No. 4 (Section 20).

For and in consideration of the promises, and of the terms, covenants and conditions
hereinafter contained to be kept and performed by said parties, THE PARTIES HERETO DO
MUTUALLY AGREE AS FOLLOWS:

l. DRAYAGE TRUCK CONCESSION RIGHTS GRANTED

(@) Subject to the terms of this Concession, including without limitation the terms set
forth on the Schedules attached hereto and incorporated herein by reference, the
Port hereby grants to the Concessionaire a non-exclusive license to access Port
property for the purpose of transporting containers and/or other cargo to and
from marine terminals (“Drayage Service”). Concessionaire's right of access to
and use of the Port's facilities under this Concession shall be solely for the
purpose of conducting Drayage Service unless the Concessionaire obtains the
Executive Director’s prior written permission to access Port's property for other
purposes. Concessionaire's rights under this Concession shall be non-exclusive
and the Port intends to grant similar concession rights to other concessionaires
who meet and remain in compliance with Concession requirements. This
Concession is not transferable without prior written permission from the Port,
which shall be conditioned upon (1) satisfaction in full of the transferor
Concessionaire’s obligations to the Port, and (2) the proposed transferee’s
compliance with Concession qualifications and requirements. Concessionaire
requests to transfer shall be delivered to the Port in writing at least 30 days’
advance of any proposed substantial change in the ownership and control of
Concessionaire.  The Port shall not unreasonably deny transfer of the
Concession but may in its sole discretion choose to issue a new Concession in
lieu of transfer. The Port shall not withhold consent to transfer the Concession to
a wholly owned subsidiary of Concessionaire or to allow wholly owned
subsidiaries of Concessionaire to operate under the rights granted by this
Concession provided that such subsidiaries independently meet the
requirements of a concessionaire. In the event that Concessionaire allows any
wholly owned subsidiary to operate under the rights granted by this Concession,
Concessionaire shall be legally liable to Port for all performance, payments, acts
and omissions of such subsidiary related to this Concession.

(b) Drayage Trucks providing Drayage Service to the Port and operating under the
authority of and in compliance with the terms and conditions of this Concession
shall be referred to herein as “Permitted Trucks.” Permitted Trucks may include
Drayage Trucks leased or owned and operated by Concessionaire
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(“Concessionaire’s Trucks”) or, during the Transition Period (to the extent
permitted in Section 1l (d) below), leased or owned by contractor drivers and
performing Drayage Service on behalf of Concessionaire under the authority of
this Concession (“Contractors’ Trucks”). Regardless of ownership status,
Concessionaire shall cause all Permitted Trucks to comply fully with all of the
terms and conditions of this Concession.

(©) Concessionaire understands that, by granting this Concession to the
Concessionaire, the Port has not secured drayage service contracts between
Concessionaire and any customers, which contracts and obligations therein shall
remain the sole responsibility of Concessionaire.

I TERM OF AGREEMENT

This Concession shall be effective for a term of five (5) years commencing at 12:01 a.m.
on October 1, 2008 and terminating at 12:00 midnight on September 30, 2013.

M. CONCESSION REQUIREMENTS

As a condition to the right to provide Drayage Services under this Concession,
Concessionaire shall comply with all of the requirements set forth below and on the Schedules
attached hereto and incorporated herein by reference (collectively, the *“Concession
Requirements”) :

€)) Licensed Motor Carrier. Concessionaire must be a licensed motor carrier in
good standing and in compliance with the requirements of a valid license/permit
under either (1) a California Motor Carrier Permit issued by the California
Department of Motor Vehicles under the California Vehicle Code, or (2) a state
Motor Carrier Permit issued by another U.S. state, or (3) a Federal Motor Carrier
License (USDOT Number) and Operating Authority (MC Number).

(b) Permitted Trucks. Concessionaire shall utilize Permitted Trucks (as defined in
Section 1(b) above) to provide Drayage Service to the Port pursuant to this
Concession. To qualify as a Permitted Truck, all Drayage Trucks providing
Drayage Service operating under this Concession shall have required information
entered into and kept updated in the Drayage Trucks Registry and shall comply
at all times with Concession Requirements.

(©) Driver Compliance. Concessionaire shall be responsible for the compliance and
performance of its drivers or other personnel utilized pursuant to this Concession.

(d) Driver Hiring. Concessionaire shall initially be permitted to utilize employees,
independent contractor drivers (including without limitation owner operators), or a
combination thereof to achieve its full complement of drivers driving its Permitted
Trucks. Concessionaire shall be granted a transition period, as set forth in the
schedule below, by which to transition its Concession drivers to 100% Employee
Concession drivers by no later than December 31, 2013 (“Transition Period”).
During the Transition Period, Concessionaire shall meet the interim annual fourth
quarter milestones set forth below for the percentage of its Employee drivers.
“Employee” for the purpose of this Concession shall have the same meaning as
under Section 3121(d) of Title 26 of the United States Code, and may include
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full-time, part-time, temporary or seasonal Employees to permit Concessionaire
flexibility in driver staffing. The percentage of Concession drivers that are
Employees during Employee Transition Period shall be calculated as a
percentage of Employee drivers driving Permitted Trucks in Drayage Truck
transactions at the Port’s marine terminal gates based upon the proportionate
number of such transactions by Employee drivers relative to those of non-
Employees during the relevant time periods. Employee status data shall be
collected electronically daily with each Permitted Truck transaction at the marine
terminal gates. Reporting to both the Port and the Concessionaire will be made
guarterly, to enable Concessionaire to monitor level of compliance and make
adjustments to maintain the annual fourth quarter average. Compliance
measurement and reporting to both the Port and the Concessionaire will be done
annually, using the simple arithmetic average of all records for the fourth quarter
(October 1 through December 31). After December 31, 2012, all Concession
drivers shall be Employees.  Subject to drivers meeting Concessionaire’s
reasonable employment standards and all other qualifications being equal,
Concessionaire shall give a hiring preference to drivers with a history of providing
drayage services to the Port. The ultimate decision as to hiring shall rest with
Concessionaire. When Concessionaire has openings for Drayage Truck drivers
or administrative staff, Concessionaire shall post such job openings at the First
Source Workforce Development Office, a workforce development program that
provides prospective employee applicants through a non-exclusive job referral
system. Concessionaire shall also consult the First Source list of prospective
employee applicants prior to hiring.

EMPLOYEE DRIVER SCHEDULE — TRANSITION PERIOD

IMPLEMENTATION DATE % OF CONCESSION
Fourth Quarter (Oct. 1 — Dec. 31) DRIVERS THAT ARE
Average Measured on Below Dates EMPLOYEES
Fourth Quarter (Oct. 1 — Dec. 31)
Average Percentage
December 31, 2008 0%
December 31, 2009 20 %
December 31, 2010 66 %
December 31, 2011 85 %
December 31, 2012 95 %
December 31, 2013 100%
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(e) Clean Truck Tariff. Concessionaire shall cause all Concessionaires’ Permitted
Trucks to be modernized by either retrofit or replacement to comply with the
Clean Truck Program requirements in accordance with Section 20 of Port of Los
Angeles Tariff No. 4. During the Transition Period (as defined in Section 1l1(d)),
Concessionaire shall confirm that all Contractors’ Permitted Trucks that operate
under its Concession also comply with the Clean Truck Program requirements in
accordance with Section 20 of Port of Los Angeles Tariff No. 4.

) Compliance with Truck Routes and Parking Restrictions. Concessionaire shall
submit for approval by the Concession Administrator, an off-street parking plan
that includes off-street parking location(s) for all Permitted Trucks.
Concessionaire shall ensure that all Permitted Trucks are in compliance with on-
street parking restrictions by local municipalities. Permitted Trucks not in service
shall be staged off public streets and away from residential districts. Except
when diverted by posted detours or at the direction of police, Port, or other traffic
authorities, Concessionaire shall ensure that Permitted Trucks adhere to any
truck routes specified by local and state authorities or the Port, including routes
and permit requirements for hazardous materials, extra-wide, over-height and
overweight loads.

(9) Truck Maintenance. Concessionaire shall prepare an appropriate maintenance
plan for all Permitted Trucks. Concessionaire shall be responsible for vehicle
condition and safety and shall ensure that the maintenance of all Permitted
Trucks, including retrofit equipment, is conducted in accordance with
manufacturer's instructions. Maintenance records for all Permitted Trucks shall
be available for inspection by the Concession Administrator during normal
business hours or as previously arranged with Concessionaire.

(h) Compliance with Truck Safety and Operations Regulations. Concessionaire shall
ensure that all Permitted Trucks are in compliance with all applicable existing
regulatory safety standards. Concessionaire shall maintain and make available
for inspection by the Concession Administrator, all records required for
compliance with the Port’'s Clean Trucks Program and all existing regulatory
programs including U.S. Department of Transportation motor carrier safety
regulations, and State of California Biennial Inspection of Terminals program.
This includes driver qualifications, driver training, vehicle maintenance, safety
inspection, controlled substances and alcohol testing and hours-of-service for all
employee drivers and contractor drivers to the extent permitted during the
Transition Period under Section Il (d).

0] Driver Credential. Concessionaire shall ensure and keep records of enrollment
in the Transportation Worker Identification Credential (TWIC) program,
possession of a valid, current TWIC card and ongoing compliance with the
requirements of the TWIC program by all Concession drivers, including
employees and contractor drivers to the extent permitted during the Transition
Period under Section Il (d).

()] Compliance Tags. When entering and leaving Port Property and while on Port
Property, Concessionaire shall ensure that each Permitted Truck is equipped
with such means of Clean Trucks Program compliance verification as may be
specified by the Marine Terminal Operators of the Port's Terminals.
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(K) Security. To support the Port’'s safety and security measures, Concessionaire
shall ensure that all Permitted Trucks comply with applicable Federal, State,
Municipal and Port security laws and regulations, including without limitation, the
USA Patriot Act of 2001, Maritime Transportation Security Act of 2002 and
Department of Homeland Security regulations, including terminal and facility
security plans. When entering and leaving Port Property and while on Port
Property, Permitted Trucks shall be subject to safety and security searches in
accordance with applicable law.

)] Placards. When entering and leaving Port Property and while on Port Property,
Concessionaire shall post placards on all Permitted Trucks referring members of
the public to a phone number to report concerns regarding truck emissions,
safety and compliance to the Concession Administrator and/or authorities.

(m) Technology. When entering and leaving Port Property and while on Port
Property, Concessionaire shall implement technology required for the
Concession and /or the Clean Trucks Program. Port will consult with
Concessionaires prior to requiring new technology.

(n) Financial Capability. Prior to approval of Concession application, Concessionaire
has demonstrated to the satisfaction of the Executive Director that it possesses
the financial capability to perform its obligations under this Concession over the
term of the Agreement.

V. ADDITIONAL CONCESSION REQUIREMENTS — SCHEDULES AND CONCESSION
BULLETINS

The parties agree that this Concession is granted subject to all of the terms and
conditions set forth in the Schedules which are attached to this Concession and incorporated
herein by reference. In addition, the Port and/or the Concession Administrator(s) shall publish
from time to time, Concession Bulletins providing further detailed Concession procedures and
information to Concessionaires.

Schedule 1 - Concessionaire Information

Schedule 2 — Concession Fees, Reporting and Audit Requirements
Schedule 3 — Indemnification and Insurance Requirements
Schedule 4 — Default and Termination

V. PROGRAM ADMINISTRATORS

The Port may designate one or more administrative agent(s) to administer the Clean
Trucks Program and this Concession (“Program Administrators”). The Port shall provide written
notice to Concessionaire of the designation of Program Administrator(s) and appropriate
instructions regarding administrative policies and procedures to be handled by Program
Administrator(s).
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VI. COMPLIANCE WITH APPLICABLE LAWS

Concessionaire shall when entering and leaving Port Property and while on Port
Property, comply with Port of Los Angeles Tariff No. 4 and all applicable federal, state and
municipal laws, statutes, ordinances, rules and regulations that govern Concessionaire’s
operations, including without limitation, any laws, rules and regulations regulating motor carriers,
transportation, hazardous materials, safety, security, employment, traffic, zoning and land use.

VII. INTEGRATION

This document constitutes the entire agreement between the parties to this Concession
with respect to the subject matter set forth and supersedes any and all prior agreements or
contracts on this subject matter between the parties, either oral or written. This Concession
may not be amended, waived, or extended, in whole or in part, except in writing signed by all of
the parties.

VIll.  SEVERABILITY

Should any part of this Concession be determined by court or agency of competent
jurisdiction to be unenforceable, unlawful, invalid, or subject to an order of temporary or
permanent injunction from enforcement, such determination shall only apply to the specific
provision and the remainder of this Concession shall continue in full force and effect.

IX. GOVERNING LAW / VENUE

This Agreement shall be governed by and construed in accordance with the laws of the
State of California, without reference to the conflicts of law, rules and principles of such State.
The parties agree that all actions or proceedings arising in connection with this Agreement shall
be tried and litigated exclusively in the State or Federal courts located in the County of Los
Angeles, State of California, in the judicial district required by court rules.

X. NOTICES

In all cases where written notice is to be given under this Agreement, service shall be
deemed sufficient if said notice is deposited in the United States mail, postage prepaid. When
so given, such notice shall be effective from the date of mailing of the same. For the purposes
hereof, unless otherwise provided by notice in writing from the respective parties, notice to the
Port shall be addressed to: Concession Administrator, P.O. Box 151, San Pedro, California
90733-0151, and notice to Concessionaire shall be addressed to it at the Business Address set
forth in Schedule 1. Nothing herein contained shall preclude or render inoperative service of
such notice in the manner provided by law.

XI. AFFIRMATIVE ACTION

Concessionaire, during the performance of this Agreement, shall not discriminate in its
employment practices against any employee or applicant for employment because of
employee’s or applicant’s race, religion, national origin, ancestry, sex, age, sexual orientation,
disability, marital status, domestic partner status, or medical condition.
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Xll.  WAGE AND EARNINGS ASSIGNMENT ORDERS/NOTICES OF
ASSIGNMENTS

Concessionaire and/or any subcontractor are obligated to fully comply with all applicable
state and federal employment reporting requirements for the Concessionaire and/or
subcontractor's employees. Concessionaire and/or subcontractor shall certify that the principal
owner(s) are in compliance with any Wage and Earnings Assignment Orders and Notices of
Assignments applicable to them personally. Concessionaire and/or subcontractor will fully
comply with all lawfully served Wage and Earnings Assignment Orders and Notices of
Assignments in accordance with Cal. Family Code Sections 5230 et seq. Concessionaire or
subcontractor will maintain such compliance throughout the term of this Concession.

Xlll.  EFFECTIVE DATE

The Effective Date of this Concession shall be the last date of the execution dates of the
signatories to this Concession, as indicated opposite their signatures below.

THE CITY OF LOS ANGELES,

a municipal corporation,
by and through its Board of Harbor Commissioners

Dated: By

Executive Director

Attest
Secretary

(CONCESSIONAIRE'S NAME),
a[] Corporation[ ] LLC[] Partnership
[[] Sole Proprietorship[_] Other

Dated: By
(Signature)

(Print/Type Name and Title of Authorized Signatory)

Attest

(Print/Type Name and Title of Attesting Corp. Secretary
or Officer)

APPROVED AS TO FORM

’ 20_
ROCKARD DELGADILLO, Los Angeles City Attorney
By
(Assistant/Deputy)
7
Exhibit 1 - Pearson Declaration Attachment A 000053

Dkt. 08-1895



SCHEDULE 1 - CONCESSIONAIRE’S INFORMATION

Concessionaire confirms to the Port that the following information is true and correct and shall
immediately advise the Port in writing if any of such information changes or ceases to be true
and correct. Concessionaire may also be required to update such information by data entry in
the Drayage Truck Registry, Concession Registry and/or Driver Registry.

1.1 Legal Company Name and DBA:
1.2 Form of Entity and State of Incorporation/Partnership/Domicile:
1.3 Business Address:
1.4 Telephone: Facsimile:

E-mail:
1.5 Licensed Motor Carrier Information:

Motor Carrier No.:

Department of Transportation No.:

Standard Carrier Alpha Code:
1.6 Tax ID No.:
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2.1

SCHEDULE 2 — CONCESSION FEES, REPORTING AND AUDITS

Concession Fees

2.2

211

2.1.2

2.1.3.

214

2.15

A one time Concession fee of $2500 will be assessed to the Concessionaire.
The Concession fee shall be collected at the time of submission of the
Concession Application.

For each Permitted Truck, an annual fee of $100 will be assessed to the
Concessionaire (Annual Truck Fees). The Annual Truck Fees will be collected (i)
within 30 days of the Effective Date of this Concession for Permitted Trucks
registered as of the Effective Date, (ii) within 30 days of registration of additional
Permitted Trucks into the Drayage Truck Registry, and (iii) on the annual
anniversary date that each Permitted Truck was registered in the Drayage Truck
Registry (unless the Permitted Truck was registered prior to October 1, 2008 in
which case its anniversary date shall be October 1). Trucks for which an annual
fee has been paid for a particular year may be registered under multiple Port of
Los Angeles Concessions without the payment of any additional annual fee of
that year.

A Substitute Truck (a truck that specifically is substituted for a particular
Permitted Truck that is removed from the Drayage Truck Registry by
Concessionaire) shall not be subject to an additional annual fee for the year in
which the substitution occurs. A Substitute Truck inherits the anniversary date of
the truck it replaces.

These fees will be used to cover administrative costs of the Concession.
Payments shall be made by Concessionaire in the form of a check or such other
form of payment as directed in writing by the Port or Concession Administrator.

The failure of Concessionaire to pay the fees specified herein on time is a breach
of contract for which the Port may terminate (according to the procedures set
forth Schedule 4 of this Concession, DEFAULT, TERMINATION AND WAIVER,
or take such legal action hereunder as it deems necessary. The Port expects all
fees to be paid on time and Concessionaire has agreed to pay on time.

No new or renewed Concession will be approved for a Concessionaire that has
remaining unpaid balances under present or past Concessions, or has failed to
submit required reports under the present Concessions, or is in Default which is
continuing and has not been cured to the satisfaction of the Port.

Reporting Requirements

The Concessionaire shall be responsible to enter, update and maintain accurate data in
the Drayage Truck Registry, Concession Registry and Driver Registry, and notify the
Port or its designated agents within ten (10) business days of a change to any of the
following information:

(@)

Drayage Truck Registry information, including for each Drayage Truck in service
under the Concession, the year, make and model, status of compliance with EPA
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standards and retrofit, and annual miles driven, and any other information
required by the Concession Administrator

(b) Concessionaire Information (Schedule 1)

(© Driver list and status of commercial driver's license, TWIC compliance and
employee status

(d) Such other information related to the performance of this Concession as may
reasonably be required by the Executive Directors and Concession Administrator

2.3 Periodic Reviews/Audits

Concessionaire agrees that while this Concession in is effect and for one year thereafter
the Port, the Concession Administrator (or any other agent designated by the Port) may inspect
any property, offices or equipment utilized by the Concessionaire to perform Drayage Service,
and any files or records which the Port believes may demonstrate the extent to which the
Concessionaire has complied or has failed to comply with requirements set forth in this
Concession.
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SCHEDULE 3 - INDEMNIFICATION AND INSURANCE

3.1 Indemnity

Except to the extent of any negligence or willful misconduct of Port, Concessionaire shall
at all times indemnify, protect, defend, and hold harmless the Port and any and all of its boards,
officers, agents, or employees from and against all claims, charges, demands, costs, expenses
(including reasonable counsel fees), judgments, civil fines and penalties, liabilities or losses of
any kind or nature whatsoever which may be sustained or suffered by or secured against the
Port, its boards, officers, agents, or employees by reason of any damage to property, injury to
persons, or any action that may arise out of the performance of this Concession that is caused
by any act, omission, or negligence of Concessionaire, its boards, officers, agents, employees,
contractors, subcontractors or Permitted Trucks.

3.2 General Liability Insurance

Concessionaire shall procure and maintain in effect throughout the term of this
Concession, without requiring additional compensation from the Port, commercial general
liability insurance covering personal and advertising injury, bodily injury, and property damage
providing contractual liability, independent contractors, products and completed operations, and
premises/operations coverages within Concessionaire’s normal limits of liability but not less than
One Million Dollars ($1,000,000) combined single limit for injury or claim. Said limits shall
provide first dollar coverage except that Executive Director may permit a self-insured retention
or self-insurance in those cases where, in his or her judgment, such retention or self-insurance
is justified by the net worth of Concessionaire. The insurance provided shall contain a
severability of interest clause and shall provide that any other insurance maintained by Port
shall be excess of Concessionaire’s insurance and shall not contribute to it. In all cases,
regardless of any deductible or retention, said insurance shall contain a defense of suits
provision. Each policy shall contain an additional insured endorsement naming the City of Los
Angeles Harbor Department, its boards, officers, agents, and employees and a 30-day notice of
cancellation by receipted mail as shown in Exhibit “3-A".

3.3 Automobile Liability Insurance

Concessionaire shall ensure that the following insurance is in force at all times during
the term of this Concession for all Permitted Trucks: automobile insurance within
Concessionaire's normal limits of liability but not less than $1,000,000 combined single limit per
occurrence for transportation of all non-hazardous commaodities, including oil and hazardous
material in bulk and not less than $5,000,000 combined single limit for transporting hazardous
substances in cargo tanks, portable tanks or hopper-type vehicles with capabilities in excess of
3,500 water gallons, or hazardous materials meeting specified hazard classes or divisions within
the Hazardous Material Table (49 CFR 172.101). Each policy shall contain an additional
insured endorsement naming the City of Los Angeles Harbor Department, and its boards,
officers, agents, and employees and an endorsement requiring 30 days’ notice of cancellation
by receipted mail as shown in Exhibit "3-B".
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34 Workers' Compensation

Concessionaire shall certify that it is aware of the provisions of Section 3700 of the
California Labor Code which requires every employer to be insured against liability for Workers'
Compensation or to undertake self-insurance in accordance with the provisions of that Code,
and that the Concessionaire shall comply with such provisions before commencing the
performance of the tasks under this Concession. Concessionaire shall submit Workers'
Compensation policies that meet current California statutory requirements, and $1,000,000 in
employer’s liability coverage, whether underwritten or by the state insurance fund or private
carrier, which provide that the public or private carrier waives its right of subrogation against the
Port in any circumstance in which it is alleged that actions or omissions of the Port contributed
to the accident. See Exhibit "3-C".

35 Carrier Requirements

Except to the extent of any approved self-insurance, all insurance required by this
Concession shall be placed with insurance carriers authorized to do business in the State of
California and which are rated A-, VII or better in the Best's Insurance Guide. Carriers without a
Best's rating shall meet comparable standards in another rating service acceptable to the Port.

3.6 Notice of Cancellation

Each insurance policy described above shall provide that it will not be canceled or
reduced in coverage until after the Risk Manager of the Port has been given 30 days' prior
written notice by registered mail.

3.7 Evidence of Insurance

Concessionaire shall ensure that Special Endorsement forms, attached hereto as
Exhibits 3-A., 3-B and 3-C, are submitted to the Program Administrator as evidence of all
required insurance. Alternatively, a certified copy of each policy containing the additional
insured and 30-day cancellation notice language shall be furnished to Concession
Administrator. The form of such policy or endorsement shall be subject to the approval of the
Risk Manager of the Port.

3.8 Renewal of Policies

Except to the extent of any approved self-insurance,, at least 30 days prior to the
expiration of each policy, Concessionaire shall furnish to Program Administrator a renewal
endorsement or renewal certificate showing that the policy has been renewed or extended or, if
new insurance has been obtained, evidence of insurance as specified above.
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3.9.

Right to Self-Insure

Upon written approval by the Executive Director, Concessionaire may self-insure if the

following conditions are met:

Concessionaire has a formal self-insurance program in place prior to
execution of this Concession. If a corporation, Concessionaire must have
a formal resolution of its board of directors authorizing self-insurance.

Concessionaire agrees to protect the Port and the City, its boards,
officers, agents and employees at the same level as would be provided
by full insurance with respect to types of coverage and minimum limits of
liability required by this Concession.

Concessionaire agrees to defend the Port and the City, its boards,
officers, agents and employees in any lawsuit that would otherwise be
defended by an insurance carrier.

Concessionaire agrees that any insurance carried by Port or the City is
excess of Concessionaire’s self-insurance and will not contribute to it.

Concessionaire provides the name and address of its claims
administrator.

Concessionaire submits a Financial Statement or Balance Sheet prior to
Executive Director's consideration of approval of self-insurance and
annually thereafter evidence of financial capacity to cover the self-
insurance.

Concessionaire agrees to inform Port in writing immediately of any
change in its status or policy which would materially affect the protection
afforded Port by this self-insurance.

Concessionaire has complied with all laws pertaining to self-insurance.

3.10 Accident Reports

Concessionaire shall report in writing to Executive Director within fifteen (15) calendar

days after it, its officers or managing agents have knowledge of any accident or occurrence
involving death or bodily injury to a person who, as a result of the injury, immediately
receives medical treatment away from the scene of the accident , or damage in excess of
Two Thousand Five Hundred Dollars ($2500.00) to property, occurring upon Port property, or
elsewhere within the Harbor District of the City of Los Angeles if Concessionaire's officers,
agents, employees, contractors, subcontractors or Permitted Trucks are involved in such an
accident or occurrence. Such report shall contain to the extent available (1) the name and
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address of the persons involved, (2) a general statement as to the nature and extent of injury or
damage, (3) the date and hour of occurrence, (4) the names and addresses of known
witnesses, and (5) such other information as may be known to Concessionaire, its officers or
managing agents.
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City of Los Angeles
Los Angeles Harbor Department - Risk Management Section
GENERAL LIABILITY - ADDITIONAL INSURED ENDORSEMENT

In consideration of the premium charged and notwithstanding any inconsistent statement in the policy to which this endorsement is attached or any
endorsement now or hereafter attached thereto, it is agreed as follows:

1.

ADDITIONAL INSURED. The City of Los Angeles Harbor Department, its officers, agents and employees are included as additional insured’s
with regard to liability and defense of claims arising from the operations and uses performed by or on behalf of the named insured regardless
of whether liability is attributable to the named insured or a combination of the named and the additional insured.

CONTRIBUTION NOT REQUIRED. Any other insurance maintained by the City of Los Angeles Harbor Department shall be excess of this
insurance and shall not contribute with it.

SEVERABILITY OF INTEREST. This insurance applies separately to each insured against whom claim is made or suit is brought except with
respect to the company's limits of liability. The inclusion of any person or organization as an insured shall not affect any right which such
person or organization would have as a claimant if not so included.

CANCELLATION NOTICE. With respect to the interest of the additional insured, the insurance shall not be canceled, changed in coverage,
reduced in limits or non-renewed except after thirty (30) days prior written notice by certified mail return receipt requested has been given to
both the City Attorney of Los Angeles and the Board of Harbor Commissioners addressed as follows:

City Attorney Board of Harbor Commissioners
Harbor Division 425 South Palos Verdes Street
425 South Palos Verdes Street San Pedro, CA 90731

San Pedro, CA 90731 Attn: Risk Manager

APPLICABILITY. This insurance pertains to the operations and/or tenancy of the named insured under all written agreements and permits in
force with the City of Los Angeles Harbor Department unless checked below in which case only the following specific agreements and permits
with the City of Los Angeles Harbor Department are covered:

D Agreement/Permit Number(s):

Except as stated above, nothing herein shall be held to waive, alter or extend any of the limits, conditions, agreements or exclusions of the policy to
which this endorsement is attached.

(print/type

name), warrant that | have authority to bind the below-listed insurance
company and by my signature hereon do so bind this company.

Name:
Signature: Address:
Authorized Representative (ORIGINAL SIGNATURE required on copy Telephone:

furnished to the Board of Harbor Commissioners)

Report claims pursuant to this insurance to:

Includes (check as applicable):

Title: [J Broad Form Property Damage [J Contractual Liability
i L1 Personal Injury 1 Owned Automobiles
Organization: )
9 [J Independent Contractors [J Non-Owned Automobiles
Address: [ Premises-Operations ] Hired Automobiles
[J Explosion-Collapse Hazard [J Fire Legal Liability
1 Underground Hazard O
Telephone: O Products/Completed Operations O
Type of Coverage Limits of Liability Policy Period [ Deductible $
From [ Self-insured Retention $
For
To (Coverage)
[ Per Claim [ Per Occurrence [ Per Claim [ Per Occurrence
Other Conditions:
Named Insured and Address
Insurance Company Policy Number Endorsement Effective Date of
Number Endorsement
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City of Los Angeles
Los Angeles Harbor Department - Risk Management Section
AUTO LIABILITY - ADDITIONAL INSURED ENDORSEMENT

In consideration of the premium charged and notwithstanding any inconsistent statement in the policy to which this endorsement is attached or any
endorsement now or hereafter attached thereto, it is agreed as follows:

1.

ADDITIONAL INSURED. The City of Los Angeles Harbor Department, its officers, agents and employees are included as additional insureds
with regard to liability and defense of claims arising from the operations and uses performed by or on behalf of the named insured regardless
of whether liability is attributable to the named insured or a combination of the named and the additional insured.

CONTRIBUTION NOT REQUIRED. Any other insurance maintained by the City of Los Angeles Harbor Department shall be excess of this
insurance and shall not contribute with it.

SEVERABILITY OF INTEREST. This insurance applies separately to each insured against whom claim is made or suit is brought except with
respect to the company's limits of liability. The inclusion of any person or organization as an insured shall not affect any right which such
person or organization would have as a claimant if not so included.

CANCELLATION NOTICE. With respect to the interest of the additional insured, the insurance shall not be canceled, changed in coverage,
reduced in limits or non-renewed except after thirty (30) days prior written notice by certified mail return receipt requested has been given to
both the City Attorney of Los Angeles and the Board of Harbor Commissioners addressed as follows:

City Attorney Board of Harbor Commissioners
Harbor Division 425 South Palos Verdes Street
425 South Palos Verdes Street San Pedro, CA 90731

San Pedro, CA 90731 Attn: Risk Manager

APPLICABILITY. This insurance pertains to the operations and/or tenancy of the named insured under all written agreements and permits in
force with the City of Los Angeles Harbor Department unless checked below in which case only the following specific agreements and permits
with the City of Los Angeles Harbor Department are covered:

D Agreement/Permit Number(s):

Except as stated above, nothing herein shall be held to waive, alter or extend any of the limits, conditions, agreements or exclusions of the policy to
which this endorsement is attached.

Report claims pursuant to this insurance to:

| (print/type

name), warrant that | have authority to bind the below-listed insurance

company and by my signature hereon do so bind this company. Name:
Signature: Address:

Authorized Representative (ORIGINAL SIGNATURE required on copy
furnished to the Board of Harbor Commissioners)

Telephone:
Title:
Organization:
Address: Includes (check as applicable): O All Autos
[ Owned Automobile O Hired Automobile
Telephone: [J Non-owned Automobile O
Type of Coverage Limits of Liability Policy Period O Deductible $
From [ Self-insured Retention $
For
To (Coverage)
[J Per Claim [ Per Occurrence I Per Claim [ Per Occurrence
Other Conditions:
Named Insured and Address
Insurance Company Policy Number Endorsement Effective Date of

Number Endorsement
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City of Los Angeles
Los Angeles Harbor Department - Risk Management Section
WORKERS' COMPENSATION / EMPLOYER'S LIABILITY - SPECIAL ENDORSEMENT

In consideration of the premium charged and notwithstanding any inconsistent statement in the policy to which this endorsement is attached or any

endorsement now or hereafter attached thereto, it is agreed as follows:

1. APPLICABILITY. This insurance pertains to the operations and/or tenancy of the named insured unless checked below in which case only the

following specific agreements with the City of Los Angeles Harbor Department are covered:

|:| Agreement/Permit Number(s):

2. CANCELLATION NOTICE. With respect to the interests of the City of Los Angeles Harbor Department, this insurance shall not be canceled,
changed in coverage, reduced in limits or non-renewed except after thirty (30) days prior written notice by certified mail return receipt

requested has been given to both the City Attorney of Los Angeles and the Board of Harbor Commissioners addressed as follows:

City Attorney

Harbor Division

425 South Palos Verdes Street
San Pedro, CA 90731

Except as stated above, nothing herein shall be held to waive, alter or extend any of the limits, conditions, agreements or exclusions of the policy to

which this endorsement is attached.

Board of Harbor Commissioners
425 South Palos Verdes Street
San Pedro, CA 90731

Attn: Risk Manager

| (print/type
name), warrant that | have authority to bind the below-listed insurance
company and by my signature hereon do so bind this company.

Signature:

Authorized Representative (ORIGINAL SIGNATURE required on copy
furnished to the Board of Harbor Commissioners)

Title:

Organization:

Address:

Telephone:

Includes (check as applicable):

] Broad Form All States Endorsement

O Voluntary Compensation Endorsement

[ united States Longshoremens and Harbor Workers
Compensation Act

(] Jones Act

] other Continental Shelf Endorsement

[

L]

Type of Coverage Limits of Liability Policy Period
Workers' Compensation Statutory From

Employer's Liability To

Other Provisions:

Named Insured and Address

Insurance Company Policy Number Endorsement Effective Date of

Number Endorsement
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SCHEDULE 4 - DEFAULT AND TERMINATION

41 Default

In the event Concessionaire commits an event of Default (as defined in Section 4.2,
below), such event shall be deemed a Default and the Port shall give Concessionaire written
notice of such Default and the opportunity for the Concessionaire to cure or contest the Default
as set forth in the notice in accordance with Sections 4.3 through 4.4 herein. If the Concession
is terminated pursuant to Section 4.4 herein, the Port may deny any and all access to Port
property by the Concessionaire except to permit Concessionaire to remove its property. In the
event that the nature of the Default is such that it cannot be cured within the applicable cure
period, Concessionaire must take substantial steps toward corrections within the cure period,
and diligently continue efforts to complete the cure of the Default as soon as is reasonably
practicable during which time the applicable remedy will not be imposed. In the event that a
Notice of Default is issued by Port to Concessionaire, the provisions of Sections 4.3 and 4.4
below shall apply.

4.2 Events of Default

Circumstances that constitute a default under this Concession by Concessionaire
(“Default”) shall include, without limitation, the following:

@) Any act or failure to act which operates to deprive Concessionaire any of the
rights, powers, licenses, permits or authorities necessary for the proper conduct
and operation of Drayage Service in accordance with applicable laws;

(b) Any failure to comply with the terms and conditions of this Concession;

(©) Abandonment or discontinuance of Drayage Service for sixty (60) consecutive
days;

(d) Repeated violations of traffic rules and regulations in and around the Harbor
District or disregard of public safety;

(e) Any violation of the Patriot Act of 2001 or Department of Homeland Security
regulations, including any facility security plan;

() Any fraud or misrepresentation in the Concession application, information or data
submitted to the Port required under the Concession;

(9) Any effort to misrepresent that a Drayage Truck complies with Section 20 of Port
Tariff No. 4, to disable or fail to maintain in proper operation emission-control
equipment that has been installed in Drayage Trucks in Drayage Service, or any
use of a Drayage Truck in Drayage Service that does not comply with Section 20
of Port Tariff No. 4;

(h) Any assignment or transfer of this Concession or substantial change in the
ownership and control of Concessionaire that is not in accordance with Section
1(a) of this Concession;

0] The bankruptcy of Concessionaire; or the appointment of a receiver for
Concessionaire; or assignment of this Concession for the benefit of creditors; or
0) The failure to pay or repeated late payment of fees due under Schedule 2,

Concession Fees; or
(K) Violation of a Port Tariff, a City Ordinance, a State law, or a Federal law.

Any action by a Concessionaire’s boards, officers, agents, employees, contractors,
subcontractors or Permitted Trucks shall be deemed to be an action by Concessionaire for
purposes of this Concession. If Concessionaire has undertaken obligations contained in truck-
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grant or other agreements, with the Port or with others, this Concession shall not affect such
obligations contained in such other agreements.

4.3. Concession Enforcement Procedures

The following procedures shall apply in the event the Port issues a Notice of Default to
Concessionaire.

4.3.1.

4.3.2.

4.3.3.

4.3.4.

4.3.5.

The Executive Director, or any employee of the Port desighated by the Executive
Director, may issue a Notice of Default to a Concessionaire whenever there is
reason to believe that the Concessionaire has breached this Concession or
committed an event of Default

A Notice of Default shall be in writing, signed by the Executive Director or his/her
designee, state in detail the nature of the Default, state the cure period and terms
of cure, the Remedy that may be imposed if the Default is not cured within the
time permitted and not properly contested as permitted herein, and shall be
delivered by first class mail, overnight courier delivery or personal delivery to the
business address provided by the Concessionaire in its Application, or to any
officer of the Concessionaire.

A Notice of Default is an exercise of the Port’s proprietorship of the Harbor
District and of Port land and facilities and is not an action of the City of Los
Angeles in its sovereign capacity. A Notice of Default and any Remedy imposed
by a Notice of Default is independent of, and without prejudice to, any civil or
criminal proceeding, claim, penalty, fine, sanction, or remedy that may be
instituted or imposed by any governmental entity, including the City, by reason of
the same Default giving rise to the Notice of Default.

A Notice of Default shall also state whether the Default is being designated by
the Port as a Minor Default or a Major Default.

Minor Defaults.

4.3.5.1 The Remedy stated in a Notice of Default which is designated by the Port
as a Minor Default shall be effective and final thirty (30) calendar days
after the Notice of Default is mailed or personally delivered, unless the
Concessionaire has delivered a completed Notice of Contest to the Port,
on a form for such a purpose, that it contests the Notice of Default within
fourteen (14) calendar days.

4.3.5.2. If the Concessionaire has delivered a completed Notice of Contest under
Section 4.3.5.1, the Executive Director will designate a person (the
“Hearing Officer”), who did not sign the Notice of Default, to hold an
Informal Hearing on the Notice of Default. At the Informal Hearing, the
Port and the Concessionaire will present any relevant information and
legal contentions with respect to the Notice of Default. The Informal
Hearing shall be conducted informally under such procedures as may be
designated by the Hearing Officer and any rules of evidence may be
dispensed with. The Decision of the Hearing Officer on the Notice of
Default shall be final when rendered and shall include either upholding
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the Notice of Default and the Remedy stated therein or disallowing the
Notice of Default. The Decision shall be in writing and signed by the
Hearing Officer, but need not be accompanied by reasons or findings.

4.3.6. Major Defaults

4.3.6.1. The Remedy stated in a Notice of Default which is designated by the Port
as a Major Default shall be effective and final sixty (60) calendar days
after the Notice of Default is mailed or personally delivered, unless (i) the
Concessionaire has delivered a completed Notice of Contest to the Port,
on a form for such a purpose, that it contests the Notice of Default within
thirty (30) calendar days, or (ii) the Notice of Default contains the finding
set forth in Section 4.3.6.4, in which event the Remedy shall take
immediate effect as provided in Section 4.3.6.4.

4.3.6.2 If the Concessionaire has delivered a completed Notice of Contest under
Section 4.3.6.1, the Executive Director will designate a person (the
“Hearing Officer”), who did not sign the Notice of Default, to hold an
Informal Hearing on the Notice of Default. At the Informal Hearing, the
Port and the Concessionaire will present any relevant information and
legal contentions with respect to the Notice of Default. The Informal
Hearing shall be conducted informally under such procedures as may be
designated by the Hearing Officer and any rules of evidence may be
dispensed with. A transcription or recording of the Informal Hearing shall
be made. The decision of the Hearing Officer on the Notice of Default
shall be final, except as stated in Section 4.3.6.3. The Decision shall
include any of the following results: (a) upholding the Notice of Default
and the Remedy stated therein; (b) upholding the Notice of Default but
ordering a greater or lesser Remedy than stated in the Notice; or (c)
disallowing the Notice of Default. The Decision shall be in writing, signed
by the Hearing Officer, and shall briefly state the Hearing Officer’s
reasons for the Decision.

4.3.6.3. The decision of the Hearing Officer under Section 4.3.6.2 shall be final
unless either the Concessionaire or the Port staff, within ten (10) calendar
days requests that the Decision be reviewed by the Executive Director.
The Executive Director or his/her designee shall conduct the review
based upon the record created before the Hearing Officer and such
further arguments as may be ordered. The Decision upon review shall be
in writing and shall contain the Remedy. The Decision upon review shall
be final and whatever sanction is upheld thereby shall take effect ten (10)
days after the Decision.

4.3.6.4. A Notice of Default which designates a Major Default may contain a
finding that the Default constitutes a substantial risk of physical danger or
injury to the Port, its customers or facilities, or persons or property at or
near the Port. Such a Notice of Default may contain a Remedy that takes
effect immediately upon issuance of the Notice and is intended to prevent
or lessen the risk of danger or injury. If such an immediate Remedy is
contained in the Notice of Default, the Remedy shall take effect
immediately and shall remain in effect pending the procedures contained
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in Sections 4.3.6.2 and 4.3.6.3. If the Concessionaire completes a Notice
of Contest, the Port will endeavor to hold an Informal Hearing as
expeditiously as possible.

4.4 Remedy

The potential Remedy will be contained in a Notice of Default and may be imposed by
the Port for a breach of this Concession or other event of Default as follows:

4.4.1. For a Minor Default any one or more of the following may be contained in a

Notice of Default as a Remedy and imposed by the Port:

(@) A warning letter;

(b) An order that corrective action be undertaken within a specified period of
time;

(© An order that the cost of investigation and administration of the Default be
paid to the Port;

(d) An order that a course of education or training be completed within a
specified period of time.

4.4.2. For a Major Default any one or more of the following may be contained in a
Notice of Default as a Remedy and imposed by the Port:
(@) Any Remedy provided for a Minor Default;
(b) An order suspending for a period not to exceed thirty (30)] days the right of
the Concessionaire to provide Drayage Services at the Port;
(c) An order of revocation of this Concession Agreement and of the right of the
Concessionaire to provide Drayage Services at the Port.

4.4.3. For any Major Default in which there is a finding of willful or intentional fraud or
misrepresentation of material information in the Concession application,
information or data submitted to the Port required under the Concession, the Port
may order the revocation of the Concession Agreement and of the right of the
Concessionaire to provide Drayage Services at the Port, without the opportunity
to cure the Default.

4.4.4. The failure to comply with a Remedy imposed by the Port shall itself be grounds
for a Notice of a Major Default.
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San Pedro Bay Ports Clean Air Action Plan
Proposed Clean Truck Program

ECONOMIC ANALYSIS

Executive Summary

In essence, the Clean Truck Program is designed to reduce emissions from the heavy duty trucks
involved in port drayage to improve the health of people living in the communities surrounding
the ports of Los Angeles and Long Beach. It does this by requiring the Licensed Motor Carriers
(LMC) that arrange for the movement of containers to and from the ports to become licensed
concessionaires, and from 2008-2012, gradually bring the trucks under their auspices up to 2007
emission standards. During this period, this research found that for a variety of reasons, the port
truck driver pay will likely rise from its current median of $12 an hour to roughly $20 an hour.

Clean Environment, Strong Economy. If the Clean Truck Program is successful, the Southern
California Air Quality Management District estimated that from 2008-2025, it will yield a
cumulative economic benefit of $4.7 to $5.9 billion due to reductions in premature deaths, lost
work time and medical problems. Of this community benefit, 95% would come from 230-1,450
fewer deaths. With the program in place, the ports should be able to move forward with their
infrastructure plans. Eventually, this will allow them expand to a capacity of 42.5 million TEUs.
By roughly 2025, that will result in the ability of the ports to support 300,000 to 600,000 new
jobs that would be lost if that infrastructure cannot be built.

Challenges & Strategies. In the coming years, this analysis found that the port drayage sector
will face significant challenges that will put great pressure on port drayage firms. These include
the cost of retrofitting or replacing trucks; the Transportation Workers ldentification Credential
(TWIC) process that will reduce the number of drivers able to enter the port gates; the need for
more drivers to handle port growth; and a looming shortage of drivers both locally and
nationally. To meet these challenges, several strategies were reviewed. These included the need
by LMCs to offer higher pay to lure drivers regardless of whether they work as independent
owner operators (I00) or employees. The use of the existing combination of LMCs and 100s to
meet the challenge of cleaning up the trucking fleet. And, addressing the truck clean-up process
by having the LMCs own and clean-up the vehicles and use employee-drivers.

The Dilemma. Regardless of the challenges or the strategies for addressing them, one essential
dilemma continually arose in this analysis. As the port drayage sector is currently organized,
neither the LMCs nor their I0OOs have the financial strength to solve the new challenges facing
them. The lack of barriers to entry into the sector has led to ferocious price competition and left
them with little bargaining power vis-a-vis the shipping lines and beneficial cargo owners for
whom they work. This has left the firms in the sector with low net incomes and little net worth.
Thus, the LMCs do not have the internal ability to pay more to 100s to lure them into the field.
Neither do the LMCs or the I0Os have the ability to self-fund the clean-up of the trucking fleet.

In effect, this means that the Clean Truck Program is forced to pressure the weakest links in the
supply chain to rapidly clean-up the heavy duty trucks. Ideally, the extra costs imposed on the
LMCs and/or 100s to do so would be passed along to their customers in higher prices. That
would mean that the externalities like diesel emissions and poor public health, caused by the
acceleration in the use of the international supply chain, would be rapidly paid by the people
receiving the goods. Eventually, that will occur. However, because of the weak negotiating
power of the port drayage sector, prices will only likely go up when a crisis occurs due to the
inability of the LMCs to afford moving the freight. This analysis shows that by the time the
transition in prices is over, many of the LMCs will no longer exist.

Economic Analysis: Proposed Clean Truck Program i

Exhibit 1 - Pearson Declaration Attachment B 000073
Dkt. 08-1895



Where financial institutions have a role to play, such as assisting in fleet investments, most I0Os
and LMCs do not have the balance sheets or return on investment or sales to make them
candidates for obtaining loans or equity partners. Here, one change that might help the program
would be some form of port sponsored loan guarantees. Meanwhile, the Clean Truck Program’s
phase-in period, as well as the Fleet Modernization Grant Program, do provide some relief.
However, neither is sufficient to overcome the fundamental lack of financial power in the current
port drayage sector. In the case of the Fleet Modernization Grant Program, the analysis shows
that funding will need to be front loaded due to the Transportation Impact Fees (TIF) imposed on
the LMCs or 100s. In year one of the 5-year phase-in process, the reduction on profits due to
the TIFs on dirty trucks entering the ports would force the LMCs or 100s to try to retrofit or
replace their trucks immediately. All of the grant funds would thus be sought in that first year.

Changing Market Conditions. At its core, the crucial issue facing the port drayage industry is
the fact that there are no regulatory or financial barriers to new firms entering the business. That
is the reason for the intense competition and the lack of negotiating power that LMCs face in
trying to impact the prices paid to them by the economically powerful ocean shipping lines and
beneficial cargo owners. This situation appears to be changing because a variety of higher costs
from both the marketplace (e.g., higher wages) and the Clean Truck Program will likely make it
impossible for poorly financed new LMCs to be started. For the same reasons, some of the
weaker existing LMCs will also likely leave the business. The LMCs that survive the process
will thus be in a stronger bargaining position with their customers. Since the low labor costs and
lack of pricing power have been the reasons why national trucking firms have not been involved
in the port drayage sector, the changes occurring in the sector will probably encourage national
trucking firms to consider being competitors in it.

In creating the rules under which the Clean Truck Program will be implemented, the ports must
thus seek to ensure that the program does not so devastate the LMCs that significant shares of
port drayage capacity are lost. However, given the weakened state of the sector, it seems almost
impossible for the rules to be set in way that none of the players will be hurt.

Research Effort. These conclusions were reached through the following research effort. Step
one in the analysis was a survey of 403 truckers at two terminal gates at each of the two ports. In
addition, over 50 LMCs were interviewed, mostly one-on-one, and 136 LMCs were surveyed by
telephone. A few national trucking firms were interviewed, some that use 100s and some with
employees. In addition, interviews were held with beneficial cargo owners, Teamsters Union
officials, ILWU officials, a terminal operator, freight forwarders and LMCs not involved in
moving port cargo. Research was reviewed on a wide variety of topics including port security
issues, IRS tax codes industry financials, trucking regulations and economic reports. Statistics
were compiled on truck driver pay and benefits, truck prices, industrial land costs and multi-
modal transportation costs. With this background, five topics were analyzed to understand the
impact of market forces, security regulations and the Clean Truck Program.

Structure of Current Industry. First, was the structure of the current industry. It found the
LMCs are actually not trucking companies but rather brokers that arrange for the movement of
cargo. As such, they do not have a deep base of assets. As indicated above, the intense
competition among LMCs has left them with very little pricing power. This has resulted in
average returns on their revenues of just 5%. The bulk of their cost is the 70% of revenue they
pay, on average, to their 100s to actually move cargo. The 100s receive a median gross income
of $75,000, pay $46,000 in costs and earn a median net income of $29,000. On an hourly basis,

Economic Analysis: Proposed Clean Truck Program i
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they average about $12.00. 100s are required to have their trucks inspected for safety and
maintenance every 90 days with the records maintained by themselves and often their LMCs.
The California Highway Patrol is mandated to review these records every two years but only has
the budget to reach about half the IOOs and trucking fleets.

Impact of TWIC. A review of the security measures expected from the Department of
Homeland Security indicates that drivers with issues of legal work status or those convicted of a
long list of crimes will be barred from port entry. Based upon the survey of drivers (22%:
definitely not apply for TWIC), LMC interviews (median of 15% of drivers will not qualify),
Homeland Security New York estimate (50% would be disqualified) and U.S. Department of
Transportation HAZMAT rules (20% will not qualify), it was estimated that 15% to 22% of the
current port drivers would be barred by the TWIC rules. They will have to be replaced from
drivers not currently in the port drayage sector. A look at what is being paid to 100s in the
Inland Empire, and employee drivers and construction workers in Los Angeles County and
elsewhere, found that it would take about $20 an hour to lure new drivers to port drayage. That
is a significant increase over the current $12 an hour. The mathematics found that replacing the
2,500 to 3,700 100s with the 16,800 trucks frequently accessing the ports would require a price
increase of 24.3%. This also assumes the LMCs used the lack of capacity to raise their returns
from 5% to 8%.

For most container movements, the trucking costs are quite small and this increase would take
them from $150 to $187 on a move near the ports and $300 to $373 on a move to the Inland
Empire. That is a fraction of the $2,575 cost of the other modes of transportation involved in a
containers journey. On the median $70,000 value of the goods in a container, the new prices
would represent only 0.05% and 0.1% of that value. Meanwhile, given the lack of negotiating
power for LMCs, the price will only move up over time. If 50% of customers agreed to an
immediate increase and the others agreed in equal shares over six months, LMCs would still be
hurt badly. An average smaller LMC’s net cash flow loss would be $126,100, reducing the
average owner’s equity by 35% from $362,200 to $236,100. Larger LMCs would have an
average cash flow loss of $449,000, reducing the average owner’s equity by 25% from $1.77
million to $1.32 million.

Impact of Clean Truck Program Using LMC:100 Model. With the ports continuing to grow,
by 2012 there will be a need for 3,400 more drivers than today. Combined with the loss due to
TWIC, the total need would be 5,900 to 7,100. By 2012, from 42% to 55% of 100s would be
new to port drayage, assuming no retirements or turnover of current drivers. This underscores
the need for the $20 rate to lure new ones. Beyond that extra cost, the LMCs face a TIF for each
time an 100 drove a truck not up to 2007 emission standards into the port. If the TIF was $50,
the median annual cost to the LMCs would be $15,400 (median 308 trips). Since LMCs have a
median pre-tax profit for each truck under their auspices of $5,400, they would lose $10,000 a
year on the truck until the 100 retrofitted or replaced it. This would put intensive pressure on
the 100 to do so or be forced out of the business.

If the 100 replaces it, a $20,000 grant from the Fleet Modernization Grant Program would pay
for it with no tax consequence to the 100 because the full amount could be written off
immediately under IRS Section 179. However with every 100 trying to do this, the grant
program would immediately need $212 million for the 37% of the fleet that can be retrofitted.
For new trucks, there are two issues. Each 100 would ask for a grant of $80,000 from the grant
program. That would represent an immediate need of $850 million in grant funds for the 63% of
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the fleet that cannot be retrofitted. Altogether, the first year grant fund need would be $1.1
billion. Hence the need for it to be frontloaded.

Meanwhile, an 100 would need to borrow $28,500 to pay the balance due on a $100,000 tractor
plus 8.5% in sales taxes. However, our research suggests that most I00s are not in a position to
have strong credit ratings. In addition, the only collateral they would be able to offer is their
$20,000 interest in the truck. Also, the ports would lien the vehicle for their $80,000 interest
meaning the lender would be in second lien position. Without a port sponsored loan guarantee
program, few if any 100s would be able to get such loans. One alternative would be to have the
LMCs increase prices to their customers enough to generate the monies needed to pool funds and
assist the LMCs with their $28,500 financial gap. They would need to increase their prices
$18,000 to cover the 63% share of I00’s needing help. The price increase to cover those funds
plus other costs to the LMC and raising their profit margin from 5% to 7% would be 48.6%.

As indicated earlier, trucking costs are quite small and this increase would take them from $150
to $223 on a move near the ports and $300 to $446 on a move to the Inland Empire. That is a
fraction of the $2,575 cost of the other modes of transportation involved. On the median
$70,000 value of the goods in a container, the new prices would represent only 0.1% and 0.2% of
that value. Again, given the lack of negotiating power for LMCs, the price will only adjust
upwards over time. If 50% of customers agreed to an immediate increase and the others agreed
in equal shares over six months, an average smaller LMC’s net cash flow loss would be
$247,000, reducing average owner’s equity by 68% from $362,200 to $115,200. Larger LMCs
would have an average cash flow loss of $879,600, reducing the average owner’s equity by 50%
from $1.77 million to $888,900.

Impact of Clean Truck Program Using Employee-Drivers & Owned Trucks. The full Clean
Truck Program proposal is for the LMCs to acquire trucks from the 100s and have them
retrofitted or replaced. They would be driven by employee-rivers and parked in a truck yard.
Each of these three costs affects the price increase they will need.

e While the retrofitting or replacement of trucks was proposed over a five year period, the
mathematics of the TIF fees would put the LMCs under pressure to buy and clean-up a
fleet immediately. Assuming the Fleet Modernization Grant Program was frontloaded,
the cost of the clean-up effort would still be more expensive than for 100s. First the
LMCs would have to acquire trucks to be retrofitted or replaced. Second, they would
face tax consequences from the grants since they would be receiving $20,000 or $80,000
on several trucks, putting them well over the Section 179 threshold of $112,000.

For the LMCs, the immediate average cash flow outlay of buying a truck and paying
taxes on the $20,000 grant to retrofit it would be $39,500. The immediate average cash
flow of buying a old truck to salvage, paying $20,000 for their share of a $100,000 new
vehicle plus $8,500 in sales taxes, and also paying for the tax consequences of the
$80,000 grant would be $56,200. If half the fleet involved was retrofitted and half was
replaced, the average cost would be $47,900. As with 100s, the LMCs lack the financial
power to obtain theses funds without a port sponsored guarantee program.

e Ifan LMC is to hire drivers at $20 per hour for 45 hours a week (overtime: 1 hour a day),
50 weeks a year, the cost would be $46,700. On each driver, the LMC it is assumed to
pay $13,600 in benefits. All of these costs are state mandated except for 90% of the
premiums on a medical insurance policy for the driver only. The cost would total
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$60,300. Also, the employee driver has 110 fewer minutes a day of work due to
mandated breaks, morning preparation and evening clean-up and time waiting for repairs.
Further, they work 60 minutes less a day than 100s. The time they have available is thus
28% less than the 100s and there would be a need for extra drivers to make up for the
time lost compared to the 100s. The total cost is thus $77,400 to replace the 100s.
Increase in staff overhead due to owning trucks and employing drivers is assumed to be
offset by slip-seating and the expanded use of technology such as Radio Frequency
Identification and Automatic Vehicle Locators.

e Based upon the cost per truck of acquiring facilities found in markets across the country
including Sacramento, it was possible to estimate those costs for Fontana (50%), the Mid-
Cities San Gabriel Valley areas (25%) and South Bay (25%). Based upon the assumption
that firms would locate in these three areas by the percentages shown, it was determined
the cash flow outlay to acquire a facility would be $21,300.

Combined, the employee/truck ownership/yard approach would cost the LMC $146,500 per
truck. Compared to the costs today, the firm would require a price increase of 80% to keep itself
in the same position, except for an increase from 5% to 6% in its return on sales for taking on
these extra burdens.

Even with an 80% increase, trucking costs remain relatively insignificant. This increase would
take them from $150 to $270 on a move near the ports and $300 to $540 on a move to the Inland
Empire. That remains a fraction of the $2,575 cost of the other modes of transportation
involved. On the median $70,000 value of the goods in a container, the new prices would
represent only 0.17% and 0.34% of that value. Again, given the lack of negotiating power for
LMCs, the price will only adjust upwards over time. If 50% of customers agreed to an
immediate increase and the others agreed in equal shares over six months, an average smaller
LMC’s net cash flow loss would be $410,000, wiping out the average owner’s equity of
$362,200 and leaving the company’s equity at -$47,800 (bankrupt). A larger LMC would have
an average cash flow loss of $1.46 million, reducing the average owner’s equity by 83% from
$1.77 million to $308,600.

Changing Conditions. As was discussed earlier, at its core, the crucial issue facing the port
drayage industry is the lack of regulatory or financial barriers to new firms entering the business.
The result has been intense competition and the lack of LMC negotiating power over the prices
paid to them by their far more powerful customers. The higher costs from both the marketplace
(e.g., higher wages) and the Clean Truck Program will likely make it impossible for poorly
financed new LMCs to start and cause weaker LMCs to leave the business. The surviving LMCs
will thus be in a stronger bargaining position. Since the low labor costs and lack of pricing
power have been the reasons national trucking firms have not been involved in the port drayage,
the changes occurring in the sector will encourage them to enter it. Ultimately, the industry will
likely be made up of stronger local LMCs and those national firms that enter the market.
Together, they should be able to work with ports to use the technologies now available to lower
costs and increase productivity in terms of “turn” times and throughput.

Again, the challenge for the Clean Truck Program rules is to create rules that ensure that the
program does not so devastate the LMCs to the point that a significant share of port drayage
capacity is lost. However, given the sector’s weakened state, there are firms and people who will
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inevitably be hurt. A very rough estimate puts the losses at 376 mostly smaller LMCs and 1,500
back office workers and 376 owners of small businesses that locally serve the industry.

Summary. At its core, the Clean Truck Program is design to reduce air emissions in a timely
fashion yielding an economic benefit to the community of $4.7 to $5.9 billion due to a reduction
in premature deaths, loss of work and fewer medical problems. Some 95% of this benefit will
come from 230-1,450 people not dying. With the program in place, the ports will be in a
position to get their infrastructure plans approved. This will allow them to expand to their 42.5
million TEU capacity by the period 2020-2030. The result will be the ability of the ports to
support 300,000 to 600,000 new jobs that would be lost if that infrastructure cannot be built.

Unfortunately, there is a cost of attaining these goals. That will be the closure of some LMCs
and the loss of some of the non-driving jobs and small businesses involved with them, as well as
the closing off of port drayage as a route to upward mobility for some workers. It is the type of
choice that has led to the expression, “there is no such thing as a free lunch.” It is the reason that
economics is often referred to as “the dismal science.”
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San Pedro Bay Ports Clean Air Action Plan

Analysis: Proposed Clean Truck Program

John E. Husing, Ph.D., Economics & Politics, Inc.
Thomas E. Brightbill, CGR Management Consultants, LLC
Peter A. Crosby, CGR Management Consultants, LLC

1. Background

On November 20, 2006, at a special joint meeting of the Los Angeles Board of Harbor
Commissioners and the Long Beach Board of Harbor Commissioners, the San Pedro Bay Ports
Clean Air Action Plan (CAAP) was unanimously adopted. In doing so, the Commissioners
acknowledged the fact that the Ports “ability to accommodate the projected growth in trade will
depend upon their ability to address adverse environmental impacts (and, in particular, air
quality impacts) that result from such trade. The [CAAP] is designed to develop mitigation
measures and incentive programs necessary to reduce air emissions and health risks while
allowing port development to continue.™

Among the major elements of the CAAP are strategies designed to significantly reduce the
emissions from the Heavy Duty Vehicles that move containers in and out of the ports. This
effort, known as the Clean Truck Program, has two intertwined objectives:

e Conversion or retrofitting of the truck drayage fleet to cleaner technologies.
e Ensuring that the fleet is maintained at a level to stay clean.

In designing a program to achieve these clean air objectives, the ports have proposed
implementation measures that also attempt to address three other concerns:

e One is the fear that the often reported shortage of U.S. truck drivers will ultimately lead
to an insufficient number of drivers to haul the growing volume of port containers.

e Related has been the issue of driver compensation since, on average, port truckers appear
to be among the lowest paid workers in the supply chain.

e Additionally, there is concern that trucking operations are conducted in a way that
enhances port security.

As implementation measures for the Clean Truck Program have been discussed, additional
considerations have been raised. Importantly, the Transportation Security Administration and
U.S. Coast Guard are about to undertake the Transportation Worker Identification Credential
(TWIC) program. This effort will likely reduce the supply of drivers eligible to access all U.S.
ports as under its draft provisions:

“Workers must provide biographic and biometric information to apply for a TWIC and
pay a fee of $107-$159 to cover all costs associated with the TWIC program. A TWIC
applicant must complete a TSA security threat assessment and will be disqualified from
obtaining a TWIC if he or she has been convicted or incarcerated for certain crimes
within prescribed time periods, lacks legal presence and/or authorization to work in the
United Staztes, has a connection to terrorist activity, or has been determined to lack mental
capacity.”

! San Pedro Bay Ports Clean Air Action Plan, Overview, P. 13.

2 Transportation Worker Identification Credential (TWIC) Implementation in the Maritime Sector; Department Of
Homeland Security, Transportation Security Administration, United States Coast Guard, 2006, p. 18.
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In addition, the proposed implementation program has raised numerous issues relative to the
economics of the port drayage system. These include, but are not limited to:

The profitability or lack of profitability of the Licensed Motor Carriers (LMC) that
currently arrange for the movement of containers to and from the ports.

The productivity or lack of productivity of the current business model whereby most
containers are hauled by truckers who are Independent Owner Operators (I00) working
under contract to LMCs.

If required, the degree to which LMCs can or cannot successfully transition to becoming
companies that own trucks and conduct trucking operations themselves. Most are
currently service firms that sell trucking services and arrange container movements. As
such, they have balance sheets with few tangible assets. As full scale trucking firms,
LMCs would shift to being heavily asset based operations.

The reasonableness or lack of reasonableness in the share of the revenue received by
LMCs that are paid to I0Os for moving containers.

The level of oversight or lack of oversight on matters including insurance, maintenance,
safety, and health status that LMCs exercise over the 100s that contract to haul
containers for them.

The willingness or lack of willingness of 100s to become employees of LMCs and the
pay, working conditions and lifestyle considerations that influence their views.

The efficiency or lack of efficiency in the speed at which containers inside the port gates
can be loaded once truck drivers arrive outside the gates to pick them up.

The pricing power or lack of pricing power of LMCs vis-a-vis the shipping lines that
assign LMCs a portion of transportation revenues that shipping lines have negotiated with
end-users like national retailers. These “store-door” contracts typically encompass the
full cost of moving containers from Asia to their final U.S. destinations across
combinations of ocean shipping lines, trucking firms and/or railroads.

The extent to which LMCs of various sizes will or will not have the financial ability to
bridge the transition between when the Clean Truck Program increases their gate fees or
operating costs and when they can raise their prices to cover these costs.

Also, wider economic issues will likely impact the success of the Port Truck Program.
Potentially important among these are:

The compensation conditions necessary to ensure the availability of a sufficient number
of drivers and trucks to move the growing volume of port containers.

If LMCs are required to own trucking fleets, the terms and conditions under which
financial institutions would assist them in acquiring the trucks owned by their 100s as
well as finance the LMCs’ share of replacing these older trucks with new rigs as required
by the Clean Truck Program.

® With reference to port drayage, the term LMC and trucking company will be used interchangeably in this report.
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e |f the program results in a consolidation in the number of LMCs, the impact that this will
have on administrative and support personnel working in the industry as well as the
survival of the largely Hispanic small businesses that currently help maintain trucks in
the port area (e.g., repair, tire, electrical, body & fender).

e The extent to which the fees on non-conforming trucks during the five year transition
period to clean vehicles may put some LMCs at such a competitive disadvantage that
they cannot survive.

Given the wide variety of economic issues raised by the Clean Truck Program, the Ports of Los
Angeles and Long Beach have retained Economics & Politics, Inc. (Dr. John Husing) and CGR
Management Consultants (Tom Brightbill, Peter Crosby) to study the implications of the five
iterations of the effort. In sequence, this report looks at:

1. The impact of the introduction of the TWIC program.

2. The added impact of the 5-year program to buy or retrofit trucks to 2007 standards with
no other changes in the industry.

3. The further impact of having LMCs become concessionaires with strict obligations to
oversee the insurance, safety, and health status of the I00s working with them as well as
to ensure that trucks are replaced or retrofitted to 2007 standards and maintained at that
level.

4. The impact of having, instead, the LMCs become concessionaires with the obligation of
acquiring trucks from their 100s, replacing or retrofitting them to 2007 standards,
maintaining them, and employing their former 100s and possibly others as drivers.

5. The added impact on the port drayage sector of large trucking corporations making the
decision to become competitors in it.

2. Clean Air & A Growing Economy

Clean Air Action Plan. The importance of the CAAP adopted by the Ports of Los Angeles and
Long Beach was highlighted by the fact that “in 2000, the Southern California Air Quality
Management District (SCAQMD) released results from its second Multiple Air Toxics Exposure
Study, which raised concerns about the impact of emissions from ships, trucks and trains in the
vicinity of the Ports and major transportation corridors.”® That report showed the degree to
which health risks were inordinately high near the ports and along Southern California’s
transportation corridors.’

As a result, the overview of the CAAP stated that, “the Ports share the goal of reducing air
pollution from existing and future port operations to acceptable regulatory health risk thresholds.
The Ports take responsibility to implement the measures in this [CAAP]. The generally accepted
health risk threshold for individual proposed projects is a 10 in 1,000,000 additional cancer risk.
It is recognized that the standardized modeling used to measure this risk is imperfect. Therefore,
the [CAAP] is multi-faceted. The [CAAP] includes stringent San Pedro Bay-wide standards that
achieve real emissions reductions; a nested set of implementation strategies; investment in the

* San Pedro Bay Ports Clean Air Action Plan Technical Report, Port of Los Angeles, Port of Long Beach, p. 3.
> Multiple Air Toxics Exposure Study Il, March 2000 Southern California Air Quality Management District.
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development and integration of new/cleaner technologies into port operations; and creation of a
comprehensive monitoring and tracking program that will document progress on all of these
elements.”® By its fifth year, the technical report supporting the CAAP calls for the program to
achieve annual reductions in three pollutants due to measures affecting ocean going vessels,
cargo handling equipment and heavy duty vehicles:’
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e Diesel particulate matter (DPM) released as a result of port operations would be
2,068 tons instead of the 3,898 tons that port growth would have created, a 1,830 ton
reduction or -47%.

e Oxides of nitrogen (NOx) emissions would be 23,032 tons instead of the 41,985 tons
the growth would have generated, an 18,953 reduction or —45%.

e Sulfur oxide (SOx) emissions would be 8,061 tons instead of the 16,933 tons that
would have come from normal growth trends, an 8,872 ton reduction or —-52%.

Decreased emissions of this magnitude will result in beneficial side effects for the community.
For example, there would be fewer air pollution related illness such as asthma and cancer. That,
in turn, would reduce health care costs for families and insurance companies. It would also mean
fewer lost work days for workers living in the area. It would mean that vulnerable people who
might not have survived in the air basin will, in fact, live full and productive lives.

® San Pedro Bay Ports Clean Air Action Plan Technical Report, Port of Los Angeles, Port of Long Beach, p. 10.
7 san Pedro Bay Ports Clean Air Action Plan Technical Report, Tables 6-1, 6-2, 6-3, p. 157.
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Clean Truck Program. In the statement by the Presidents of the Los Angeles and Long Beach
harbor commissions that prefaced the announcement of the CAAP, it was indicated that:

“A critical initiative in the Plan is a massive effort to deal with the well-recognized
problem of heavily polluting trucks driven by underpaid drivers. These trucks produced
10% of Port-related diesel particulate emissions and fully 25% of the NOx emissions.
The Ports have identified over 16,000 individual vehicles that make 80% of the trips to
and from Port terminals, so cleaning up those vehicles would eliminate a significant
portion of Port-related air pollution.”®

As proposed, the Clean Truck Program contains five elements. In summary, they include:’

e A 5-year program to replace/retrofit to at least 2007 emission standards (0.01 grams
per brake horsepower-hour & cleanest NOx when replaced) the 16,800 trucks
regularly serving the ports and have them driven by people earning the prevailing
wage. [highlighting added]

e A program restricting operation of trucks at the ports that do not meet CAAP clean air
standards and imposing fees and transportation charges to pay for cleaner trucks. The
charges to be imposed on “shippers” not drivers.

e A program to invite private trucking companies to hire drivers on terms offering
incentives and conditions to achieve the CAAP goals while resulting in adequately
paid drivers.

e A program to start with infusion of cash from Gateway Cities Program to fund 500
trucks to demonstrate the applicability of new retrofit technologies. The
demonstration program is to start in first quarter 2008 with the full 16,800 truck
program starting shortly thereafter.

e Ports to issue requests for proposal that will encourage truck fleets of alternatively
fueled vehicles like LNG.

Given these instructions from their Commissioners, the port staffs drafted a plan to implement
the Clean Truck Program. The following are key elements of it:*

e Licensed Motor Carriers will be required to pay a nominal fee for a concession giving
them the right to have trucks enter the port gates. Application fees will range from
$500_i$12’150 depending on number of trucks with permit fees costing $150 per
truck.

e Over a 5-year period, concessionaire truck owners will be required to use trucks that
the meet EPA 2007 or newer standards; or retrofitted trucks manufactured in 1996 or
later; or trucks replaced under the Gateway Cities Truck Modernization Program.

® President’s Statements, Final 2006 San Pedro Bay Ports Clean Air Action Plan, Port of Los Angeles, Port of Long
Beach, November 20, 2006.

° See footnote, page 3.

9 ports of Los Angeles and Long Beach Proposed Clean Trucks Program, April 12, 2007, Explanatory
Memorandum.

1 San Pedro Bay Ports Clean Trucks Program, Briefing Paper, ENVIRON International Corporation, July 2007, p. 6
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e Concessionaires will scrap and replace the oldest of the 16,800 trucks working in the
ports, and retrofit the others with the aid of a port grant program. This will occur
over a 5-year period, with progressively more recent non-retrofitted trucks barred
from the ports until only those meeting the EPA 2007 standard can enter. During the
transition, trucks not meeting that standard will be required to pay a fee each time
they enter the gate. The proposed truck phase-out schedule is:*?

1/1/2008 ban pre-1989 trucks

1/1/2009 ban 1989-1993 trucks

1/1/2010 ban un-retrofitted 1994-1995 trucks
1/2/2011 ban un-retrofitted 1999-2003 trucks
1/1/2012 ban un-retrofitted 2004-2006 trucks

e After a 5-year transition period, concessionaires must own, operate and maintain their
truck fleet and employ drivers to deliver drayage services to the ports. The proposed
truck ownership and driver employment schedule is:**

6/30/2008 20%
6/30/2009 50%
6/30/2010 60%
6/30/2011 80%
6/30/2012 100%

e A truck Fleet Modernization Grant Program will be established to pay up to 80% of
replacing an old truck with a new truck and up to 100% of labor and materials for
installation of retrofits to qualifying trucks. Only trucks owned by concessionaires
that will be driven by employees will be eligible. The program will use funds from
the CAAP, Southern California Air Quality Management District (SCAQMD), Truck
Impact Fees and possibly State Proposition 1B. Trucks must be installed with
automatic vehicle locators (AVL) and Radio Frequency ID (RFID) transponder
devices and essentially be used exclusively for port drayage.™

As indicated by the Presidents of the Boards of Harbor Commissioners of Los Angeles and Long
Beach, the objective of the Clean Truck Program is to assist in the reduction in the
environmental and health impacts of the operations of the two facilities. Specifically, the ports
have estimated that in 2001-2002, Heavy Duty Vehicles accounted for 10% of the Diesel
Particulate Matter (DPM), 26% of the nitrogen oxides (NOx) and 1% of the sulfur oxide (SOXx)
released by the use within the port area.”

2 ENVIRON International Corp., July 2007, p. 5.
3 Environ Briefing Paper, p. 7-8.
“ Environ Briefing Paper, p. 7.

1> San Pedro Bay Ports Clean Air Action Plan Technical Report, Port of Los Angeles, Port of Long Beach, p. 14,
from slide prepared by Environmental Management Division, Port of Los Angeles.
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s a result, over five years, the goal of the Clean Truck Program is to seriously reduce DPM and
NOx emissions Heavy Duty Vehicles. If the program is implemented as planned, the ports
estimate that it would achieve the following reductions by year #5:*°

Exhibit 1.-Reduction of Diesel Particulate Matter
Emissions With & Without CAAP Heavy Duty Vehicle Control Measures, 2001-2011
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Source: San Pedro Bay Ports CAAP Technical Report, Table 6-1

16 San Pedro Bay Ports Clean Air Action Plan Technical Report, Tables 6-1, 6-2, 6-3, p. 157.
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e Diesel particulate matter (DPM) released as a result of port operations would be
184 tons instead of the 966 tons that port growth would have created, a 782 ton
reduction or -81% (Exhibit 1).

e Oxides of nitrogen (NOx) emissions would be 4,041 tons instead of the 41,985 tons
the growth would have generated, a 6,228 reduction or —-61% (Exhibit 2).

e Sulfur oxide (SOx) emissions would be seven tons instead of the nine tons that
would have come from normal growth trends, a two ton reduction or —22%.

Exhibit 2.-Reduction of Oxides of Nitrogen Emissions
Emissions With & Without CAAP Heavy Duty Vehicle Control Measures, 2001-2011
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Source: San Pedro Bay Ports CAAP Technical Report, Table 6-2

Clean Truck Program: Economic Benefits of Health Impacts. Implementation of the San
Pedro Bay Ports Clean Truck Program will reduce particulate air pollution and result in public
health improvements. Studies have shown a strong relationship between particulate air pollution
and premature deaths, respiratory and cardiovascular illnesses, and other health effects. The
South Coast Air Quality Management District (SCAQMD) staff estimated the health benefits
from implementation of the Clean Truck Program, as described below. To provide additional
confidence for the analyses, benefits were estimated and monetized using two methodologies:

e The first is that used by the California Air Resources Board (CARB) for the health
benefit analysis of its recently adopted off-road diesel vehicles rule. This
methodology uses health benefit factors developed by CARB applied to the expected
emission reductions from the Port Truck Program.

e The second methodology is that used by the SCAQMD in the recently adopted 2007
Air Quality Management Plan (AQMP). This methodology uses air quality model
simulations to analyze changes in emissions and resultant ambient pollution levels
with implementation of the port truck program.

Both analyses conducted by SCAQMD are limited to health benefits due to reductions of
ambient particulate levels. Additional health benefits not quantified in these analyses would be
anticipated from reductions in regional ozone levels. In addition, these analyses did not estimate
benefits from reductions in localized cancer risks associated with reductions in diesel particulate
matter near facilities where trucks operate.
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Estimated Value of Health Benefits Using CARB Off-Road Rule Methodology.
Epidemiological studies have shown strong relationship between ambient particular matter (PM)
and premature deaths and respiratory and cardiovascular illnesses. CARB has established factors
to link emissions of primary and secondary PM to the adverse health effects'’ These factors
have evolved over time to reflect advancements in epidemiological research. These factors also
vary by air basin to reflect differences in population densities and composition of pollutants.

Using (1) the most recent port inventory data, (2) the most recent factors that CARB established
for the health benefit analysis of its off-road diesel equipment rule and (3) the emissions of
primary PM and NOXx (secondary diesel PM) resulting from the Ports Clean Truck Program, the
number of avoided cases for various health effects resulting from implementation of the Port
Truck Program was calculated for the period 2008 to 2025 (Exhibit 3).*° The analysis concluded
that the truck program would reduce between 230 and 1,450 premature deaths.

Health Effect Avoided Cases
Low Mean High
Premature Death 230 840 1,450
Hospital Admissions-Respiratory 110 180 250
Hospital Admissions-Cardiovascular 210 330 520
Asthma & Lower Respiratory Symptoms 9,870 25,390 40,520
Acute Bronchitis 0 2,100 4,550
Work Day Loss 126,790 149,600 172,380
Minor Restricted Activity Days 701,790 859,460 1,016,650

Source: Southern California Air Quality Management District, 2007

The monetized value associated with the avoided health effects in Exhibit 3 ranges from $1.7
billion to $10.1 billion with the median at $5.9 billion (in 2006 dollars).* The value of avoided
premature deaths accounts for approximately 95 percent of the estimated benefit. The estimated
value of an avoided death is $8.2 million for 2007, based on wage premiums for fatality risks of
various jobs and risks of accidental deaths. Values for later years are adjusted to account for
inflation and growth in real income. These valuations are consistent with the U.S. EPA’s
economic valuation methodology for health benefit assessments.

Using the same methodology discussed above, the SCAQMD staff also estimated program
benefits using the AQMP emissions inventory. Using that inventory, there would be 180 to
1,110 avoided premature deaths due to the Program (Exhibit 4). The monetary value associated

17 California Air Resources Board, Goods Movement Action Plan, Appendix A: Quantification of the Health
Impacts and Economic Valuation of Air Pollution from Ports and Goods Movement in California, Sacramento (pp.
61-62), CA, 2006.

18 california Air Resources Board, Proposed Regulation for In-use Off-road Diesel Vehicles, Appendix C: Health
Impacts from Off-road Diesel Vehicles, Sacramento, CA, 2007.

19 Based on a 3-percent discount rate. If a 7-percent discount rate were used, the range would be from $1.3 to $7.8
billion with the median at $4.5 billon.
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with the avoided health effects in Exhibit 2 ranges from $1.3 billion to $8 billion with the
median at $4.7 billion (in 2006 dollars).?’

Health Effect Avoided Cases

Low Mean High
Premature Death 180 650 1110
Hospital Admissions-Respiratory 90 140 190
Hospital Admissions-Cardiovascular 160 260 400
Asthma & Lower Respiratory Symptoms 7,570 19,440 30,990
Acute Bronchitis 0 1,610 3,470
Work Day Loss 97,140 114,600 132,040
Minor Restricted Activity Days 486,550 595,720 704,530

Source: Southern California Air Quality Management District, 2007

Estimated Value of Health Benefits Using 2007 AQMP_Methodology. This method uses air
pollution models to analyze changes in pollution levels and used a ratio of air quality
improvement from the Port Truck Program to the overall AQMP to calculate benefits.
Specifically, regional PM2.5 annual air quality model simulations were conducted to determine
the future year (2014) PM2.5 air quality assuming full implementation of the Port Truck
Program. The average PM2.5 air quality benefit was then compared to the net air quality
improvement presented in the 2007 AQMP PM2.5 attainment demonstration simulation. The
percentage of the air quality improvement attributable to the implementation of the port truck
program was calculated as the ratio of the two model simulations. This ratio was then used to
apportion the PM2.5 health benefits projected in the 2007 AQMP Draft Final Socioeconomic
Analysis to estimate the benefits of the proposed program. The benefits were further
apportioned throughout the 2008-2025 period to account for the implementation schedule and
natural fleet turnover. This methodology relies on the truck emission inventory in the AQMP
and is not based on the latest port inventory.

Based on this methodology, the SCAQMD staff estimated benefits from avoided deaths and
illnesses to be approximately $5.4 billion dollars during the period from 2008 through 2025.
This benefit estimate determined through the AQMP methodology is similar to the results of the
analysis using the CARB methodology and AQMP inventories described above in Section 11 (i.e.,
median value of $4.7 billion).

Employment & Economic Impact of Ports. As indicated, the Commissioners of the Ports of
Los Angeles and Long Beach are well aware of the need to achieve reductions in air emissions to
better the environment and improve the health of people living near the ports and throughout
Southern California. At the same time, they understand the vital economic role their facilities
play in the economic life of the region and the country. This has been underscored by several
reports that have estimated the impact of the ports on Southern California and the nation.

One measure is the share of U.S. containers that the flow through the Ports of Los Angeles and
Long Beach. In 2006, the two ports reported that 15.8 million twenty foot equivalent container

0 Based on a 3-percent discount rate. If a 7-percent discount rate were used, the range would be from $1.1 to $6.5
billion with the median at $3.8 billion.
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units (TEU) passed through them. This included 43.9% of U.S. imported containers and 25.4%
of U.S. exported containers. While market forces are expected to try and take container volume
much higher, the infrastructure constrained 2030 consensus forecast puts the volume at 42.5
million TEUs (Exhibit 5). The constraints on this forecast come from the capacity of Southern
California’s transportation system. This forecast would represent a compound annual increase of
4.48% from 2006-2030, compared to the annualized growth of 8.84% that occurred between
2000-2006. Industry actually sees growth of over 6%, if the infrastructure can handle it.

Exhibit 5.-Port Container Traffic
Ports of Los Angeles & Long Beach, 1990-2006 & 2030e (million TEUs)
2006 425

43.9% U.S. Imported Containers

25.4% U.S. Exported Containers
Q Y v > > » © A\ ) ) N\ ¥ Q %) > 2} © @
o O O ® & O L P ELE N

S N S S S RS S RS RS SO S S S S S &
TEU=20 foot equivalent container units
Source: Ports of Los Angeles & Long Beach; forecast: Moffatt & Nichol Engineers

Meanwhile, there have been numerous studies that have estimated the international trade flowing
through the San Pedro Bay ports on various geographic regions:

Exhibit 6.-Southern California Jobs Directly & Indirectly Supported

Port of Long Beach, 2001

her )
O: 3?165 Port Industries

1 4% 40,478

- / 12.8%

Retail Sales
113,046 —~
35.8%

Port Users
\ 157,741
50.0%

Note: Los Angeles, Orange, Ventura, Riverside, San Bernardino Counties
Source: Port of Long Beach Research & Analysis

e For 2001, the staff of the Port of Long Beach estimated that 315,611 jobs in the five
Southern California counties (Los Angeles, Orange, Riverside, San Bernardino,
Ventura) were directly and indirectly supported by their port’s activities (Exhibit 6).**

21 The Port of Long Beach Economic Impacts, Contributing to the Local, State & National Economies, Economic
Impact Five County Region, 2001, Port of Long Beach.
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Since recently revised CA Employment Development Department (EDD) data put the
area’s total 2001 wage and salary employment at 6,852,500,% the port alone was
responsible for one of every 22 jobs (4.6%) in the five county Southern California

area.

U.S. Rank California Port Total (bi) Imports (bi) Exports (bi) Total: 2000-2004
1 Los Angeles $148.5 $130.7 $17.8 45.9%
3 Long Beach $92.0 $74.8 $17.2 -6.3%
10 Oakland $26.9 $18.3 $8.7 7.5%
29 Port Hueneme $6.5 $6.4 $0.1 42.3%
34 San Diego $4.8 $4.7 $0.1 1.3%
39 Richmond $3.6 $3.4 $0.2 322.2%

Total All California Ports $289.1 $244.4 $44.7
Total All U.S. Ports $948.7 $718.8 $230.0
L.A.-LB Port Volume $240.5 $205.5 $35.0
LA-LB of U.S. 25.4% 28.6% 15.2%
LA-LB of CA 83.2% 84.1% 78.3%

Sources: U.S. Census Bureau, Foreign Trade Division

For 2004, the Public Policy Institute of California reported U.S. Census Bureau data
showing that the ports of Los Angeles ($148.5 billion) and Long Beach ($92.0
billion) handled a combined $240.5 billion or 25.4% of the $948.7 billion in two way
trade that passed through all U.S. ports. Their volume also represented 83.2% of the
$289.1 billion in two way trade passing through all of California’s ports (Exhibit 7).

Exhibit 8.-Summary Economic Impacts

Southwest Region, 2005 ($000)

$82,050,000

1,114,660

$39,240,000

$9,330,000

Trade Value Income Taxes
Note: Arizona, California, Colorado, Nevada, New Mexico, Utah

Source: Table 2, Trade Impact Study, BST Associates

Jobs

For 2005, a study prepared for the Alameda Corridor Transportation Authority and
the Ports of Los Angeles and Long Beach by BST Associates found that trade flowing
through the ports in 2005 was responsible for 1,114,660 jobs, $82.1 billion in trade
value, $39.2 billion in income and $9.3 billion in taxes their Southwestern area:
California, Arizona, Colorado, Nevada, New Mexico and Utah (Exhibit 8).%

22 Total All Industry Employment, 2001, CA Employment Development Department, revised in 2006.

28 California and the Global Economy: Recent Facts and Figures, 2006 Edition, Jon Haverman, Ethan Jennings,

Howard Shatz, Public Policy Institute of California, Table 12, p. 25.
24 Trade Impact Study Final Report, BST Associates Market Research & Strategic Planning, July 2007, Table 2, p.8.
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e For 2005, the Los Angeles Economic Development Corporation (LAEDC) indicated
that international trade was directly responsible for 450,100 jobs in the five Southern
California counties. Their data included Los Angeles International Airport. This
employment represented 6.4% of the 7,016,000 jobs in this area. Unlike the work by
the Port of Long Beach, their research did not estimate the jobs that were indirectly
created due to spending in the local economy by the people who held these
positions.”®

e For 2005, a study as part of the Multi-County Goods Movement Action Plan
(MCGMAP) funded by SCAG, Caltrans, San Diego Association of Governments, and
seven county transportation agencies built upon the 450,100 direct trade job estimate
of the LAEDC. The MCGMAP study estimated that the port portion of these jobs at
386,000. It was 396,000 jobs if Port Hueneme and Port of San Diego are included.

The MCGMAP study also estimated the indirect 2005 employment that would be
supported by the four ports at 344,050 jobs for a total job impact in the seven
Southern California counties (San Diego and Imperial added) of 740,103. That
represented one of every 11 of the 8,416,100 that existed in the seven county area
(8.8%). Note, it was conservatively found that each port related job indirectly
supported 0.87 jobs in the general economy.

Potential Lost Economic Impact if CAAP Unsuccessful. If port trade reaches the constrained
consensus forecasted level of 42.5 million TEUs by 2030, the MCGMAP study found that direct
port related employment in Southern California would reach 857,000 jobs, up 461,000.
However, if the CAAP fails and sufficient port infrastructure is not built, it will fall short of this
level. If the lack of port facilities restricted volume to 2/3rds of the constrained consensus level,
only 697,500 direct new jobs would be created. This would mean 159,500 fewer direct jobs by
2030. If lack of facilities restricted volume to 1/3™ of the consensus level, only 542,100 direct
new jobs would be created by 2030. Lack of growth would mean 304,900 fewer direct
positions.?®

In 2030, if San Pedro Bay port trade reached the constrained consensus forecast of 42.5 million
TEUSs, the total direct and indirect port related employment would reach 1,601,000, up 861,000
jobs from the 740,000 in 2005. If the failure of the CAAP led to a lack of port infrastructure and
volume was restricted to 2/3rds of that constrained forecast, only 1,303,000 total jobs would
supported, a gain of 563,000 from 2005. That would represent a loss of 298,000 direct and
indirect jobs that otherwise would have been created. If the failure of the CAAP caused port
volume to be restricted to 1/3 of the constrained consensus level, the total jobs supported would
reach 1,013,000, a gain of 273,000 from 2005. That would represent a loss of 588,000 direct and
indirect jobs that otherwise would have been created.?’

% |nternational Trade Trends & Impacts, The Southern California Region, 2005 and 2006 Forecast, Los Angeles
Economic Development Corporation, Table 5, p.23.

% Economic Impact of Southern California’s Ports, 2005, Multi-County Goods Movement Action Plan report, 2007,
John Husing, Exhibit 22, p. 16.

27 Economic Impact of Southern California’s Ports, 2005, Exhibit 22, p. 16.
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A separate MCGMAP study showed that the sectors involved in Southern California’s logistics
activities had average pay of $47,411 in 2005. At the low end, truck transportation was at
$36,317. This was the weighted average of $31,093 for port truck firms and $38,827 for non-
port firms. Together, they represented the second largest share of goods movement jobs at
92,294 (Exhibit 9).%

Exhibit 9.-Average Pay Per Worker By Logistics Sector
Southern California (7-Counties), 2005
Rail transportation $71,871
Wholesale trade $50,703
Support activities for transportation $49,011
Air transportation $48,259
LOGISTICS GROUP $47,411
Water transportation $41,797
Warehousing and storage $39,802
Couriers $37,136
Truck transportation ‘ $36,317
Sources: CA Employ. Develop. Dpt., U.S. RR Retirement Bd, U.S. Bureau of Econ. Analysis
U.S. Bureau of Econ. Analysis, 2002 Econ. Census, U.S. Census Bureau

Using their various methodologies, these several reports, from a wide variety of analysts, show
that the Ports of Los Angeles and Long Beach are very important assets to the Southern
California and U.S. economies. The livelihoods of large numbers of people today and in the
future will depend upon their success. Again, this is why the Port Commissioners have indicated
that “the [CAAP] is designed to develop mitigation measures and incentive programs necessary
to reduce air emissions and health risks while allowing port development to continue.”** [italics
added]

=i SR

28 Economic Benef
report, 2007, John HUSING,

Action Plan

2 San Pedro Bay Ports Clean Air Action Plan, Overview, P. 13.
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3. Port Drayage Motor Carriage: LMC-100 Model

Container movements to and from the ports of Los Angeles and Long Beach are largely
organized by Licensed Motor Carriers (LMC). Contrary to the implication of their name, most of
these entities are not trucking companies in the common understanding of the term. Rather, they
are essentially service companies that contract with either ocean shipping lines or with customs
brokers, freight forwarders or beneficial cargo owners (e.g., national retailers, exporters) to
move containers. To physically transport the cargo, almost all of the LMCs rely upon
independent owner operators (I00s) who own trucks and contract with the LMCs to handle their
container moves. Below is an explanation of how this system works.

Nationally, there are more than 600,000 for-hire motor carriage companies.®* While port
drayage firms are a small segment of this industry, they are not a defined subset of it and no
federal or state agency collects specific data on them. While not defined, port drayage motor
carriage firms are commonly understood to be companies picking up or dropping off goods at a
seaport as part of the nation’s ocean based international trade. Today, they are closely associated
with the movement of containerized cargo.

Frequency Classification. For most port drayage motor carriers, all or a portion of their
business involves hauling cargo through a port gate. A significant number of firms may have
some drivers who enter the ports on a regular basis, but have a majority of their business with
other types of trucking or logistics services. A few motor carriers may engage in port drayage on
a seasonal basis due to the nature of the products they haul (e.g., agricultural commodities).
Others may serve the port only during peak seasons like Christmas. The San Pedro Bay harbors
classify drayage truck operators based upon their frequency of port entry. Of a total of 41,000
trucks doing so in 2005:*

e Frequent: More than 7.0 times a week - 7,000 trucks
e Semi-frequent: 3.5 but less than 7.0 times a week — 9,800 trucks

e Infrequent: Less than 3.5 times a week 24,200 trucks

The first two of these categories represent roughly 80% of the port effort and thus are the 16,800
vehicles to be replaced or retrofitted to serious reduce heavy duty vehicle emissions.

Independent Owner Operators. Port drayage is a very competitive activity. Lack of barriers
to entry has created a very competitive port drayage sector. One result has been the creation of a
larger number of independent owner operators (I00). These entrepreneurial drivers own,
maintain and drive their own tractors. In the case of the ports, they contract with an LMC to haul
freight for them on a trip-by-trip basis. The 100s are independent contractors and retain the
prerogative of declining any particular load requested by their LMC, not working on a given day,
and contracting with more than one LMC at the same time. The 100s are not motor carriage
companies since they are not authorized to provide for-hire services to end users. Under
California and federal law, they must conform to all driver safety rules plus truck safety and
maintenance regulations (see safety & maintenance section below). Two recent surveys of 100

% Standard Motor Carriage and Transportation Statistics, Volume.12, Issue 2 reports as of August 2005, there were
613,242 for-hire, U.S. mail and other U.S. interstate motor carriers on file with the Federal Motor Carrier Safety
Administration.

®! San Pedro Bay Ports Clean Air Action Plan Technical Report, November 2006, p. 57.
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drivers have been conducted at the ports of Los Angeles and Long Beach. They have yielded
similar results with regards to pay in the industry:

e Dr. Kristen Monaco of California State University Long Beach surveyed drivers as
they entered the port gates and found that 2006 median net pay was $36,550.%* She
also found that pay had risen 1.5% per annum from 2003-2006. Applying that rate to
her 2006 pay levels yields a 2007 estimated median of $37,098. Using that figure,
and the fact that Dr. Monaco found that the 100s she interviewed worked an average
of 60 hours per week, 50 weeks a year, the median hourly pay was calculated at
$12.37.% As entrepreneurs, these drivers do not have paid vacation, employer paid
social security, employer paid workers compensation insurance or health insurance.

e CGR interviewed drivers in early 2007 as part of a survey for the Gateway Cities
Council of Governments. They were able to partially verify their data with tax
returns. Their work found a 2007 median income of $29,000. The lower annual pay
levels appear to be explained by the fact that the drivers cited an average workweek
of 50 hours versus 60 hours reported by Dr. Monaco.>* This difference may be
accounted for by the fact that CGR interviewed drivers at LMC yard locations and
may have captured a higher percentage of short haul drivers waiting to be sent for
loads. Using the 50 hour workweek that CGR found the 100s median hourly
earnings of $11.60. Again, as self-employed workers, they do not have paid vacation,
employer paid social security, workers compensation or health insurance.

Exhibit 10.- IOO Reported Annual Net Income

San Pedro Bay Ports, Drivers Exceeding 35,000 Miles, 2006
36.5%

B Drivers Of Over 35,000 Miles

Less than $10,000 $10-$15,000 $15-$20,000 $20-$30,000 $30-$35,000 $35-$40,000 $40-$50,000 $50-$75,000

Source: A Survey Of Drayage Drivers Serving The San Pedro Bay Ports, CGR Management Consultants, LLC

An important fact emerging from the CGR study was that 14.1% of the IOOs who drove over
35,000 miles netted in excess of $40,000 a year (Exhibit 10). Given their incomes, this group
of entrepreneurial drivers are unlikely to be willing to work for less.

%2 Incentivizing Truck Retrofitting in Port Drayage: A Study of Drivers at the Ports of Los Angeles and Long Beach,
Kristen Monaco, Ph.D., Department of Economics, California State University Long Beach, January 2007, p. 23.

¥ Monaco, p. 19.

% A Survey of Drayage Drivers Serving the San Pedro Ports, CGR Management Consultants, LLC, March 26, 2007.
Available at http://www.gatewaycog.org/publications, p. 24 at http://www.gatewaycog.org/publications.
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Licensed Motor Carriers. Another result of the ease with which firms can enter the port
drayage business has been the growth of Licensed Motor Carriers (LMC) to an estimated 800-
1,200. At the ports of Los Angeles and Long Beach, it is these entities that contract with
shippers to move cargo to and from the harbors. They also contract with customs brokers,
freight forwarders and end-users to move containers.

As indicated, most LMCs contract with 100s to actually enter the port gates to pick-up or deliver
freight. That said, it is the LMCs that are contractually responsible for port drayage. They must
also ensure that the 100s working with them conform to driver safety rules and meet truck safety
and maintenance regulations plus state insurance requirements. On a daily basis, the 100s
working with an LMC report to a dispatcher and are assigned loads. The price the 100s receive
for hauling these loads has been predetermined by agreement and generally depends upon the
distance of the haul.

It is industry practice for the formal relationships between the 100s and the LMCs to be 90-day
rotating contracts. Again, as independent contractors, the 100s have the right to not report for
work on any given day, as well as refuse any load, and work for multiple LMCs. However,
given the dependence of the IOOs on the LMCs for work and the need by LMCs to keep drivers,
the relationships with the well-established LMCs appear to be much stronger and last longer.
The most sophisticated LMCs have Automatic Vehicle Locator (AVL) devices on the trucks of
their IOOs and can identify their locations in real time.

By using 100s, as opposed to investing in tractors and hiring employee-drivers, the LMCs
require little capital investment, minimal administrative staff, and hence low fixed costs. They
are thus not traditional trucking firms which have substantial capital invested in their vehicles.
The minimal financial investment and low level of staffing required to start an LMC are reasons
why so many smaller ones have come into existence (see pricing power section below).

It is generally accepted that there are 800-1,200 LMCs providing some level of drayage with the
San Pedro Bay ports. Most are located in the greater Los Angeles metropolitan area, though
some are located in places like the Central Valley. Locations tend to depend on the share of their
business in port drayage, the location of their customers (e.g., Central Valley for agricultural
haulers) and when and where they were founded. Infrequent callers at the Ports tend to be
located farther away. Also, the larger the LMC, the more likely they will engage in a variety of
non-drayage operations. For the largest, many of their drivers likely do no port drayage work.*

LMC Size. To ascertain the characteristics of the LMCs serving the ports, two approaches were
taken. One was a telephone survey of 136 firms or over 10% of the LMCs. The second was
one-on-one and group interviews with over 50 companies. One result of the survey was to
ascertain the size of the LMCs classified by total number of drivers, whether they were involved
in port drayage work or not.* It found (Exhibit 11):

* These activities can include non-port related motor carriage, warehousing, transloading, cross docking, sorting
and transshipment of goods, logistics management, local delivery of truckload or less than truckload lots or acting as
third party logistics firms providing fleets services for a variety of organizations.

% The LMC phone survey was conducted Monday- Friday, 8am to 5pm. CGR principals and consultants made
calls. The contact list was randomly selected from the eModal motor carrier and vendor list for the ports that gave
LMC identification, address, contacts person, titles and phone numbers. The contacts were founders, owners,
presidents, operations managers, dispatchers, controllers or office managers who registered the LMC with eModal.
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e 57.6% had 25 or fewer drivers
e 18.2% had 76 or more drivers
e Median (half firms above & half below) number of drivers was 22.1
e The mean, distorted by the influence of larger firms was 61.2
These facts verify that the LMCs serving the ports are predominately smaller firms.

Exhibit 11.-LMCs By Number of Drivers, 2007

Driver Range Share Cumulative Share
1to 10 21.2% 21.2%
11to 25 36.4% 57.6%
26-75 24.2% 81.8%
76-250 13.6% 95.5%
251-1,000 4.5% 100.0%
Total 100.0%

Source: LMC Telephone Survey, CGR Management Services, August 2007

LMC Container Turns. A second result of the survey provided the distribution of average
container turns undertaken by an LMC’s driver during a day (Exhibit 12):

e 39.6% averaged 2.0 to 2.4 turns per day
e 72.9% averaged under 3.0 turns per day, meaning 27.1% averaged 3.0 turns or more
e Median was 2.0 turns per day

e The mean, impact by some more aggressive 100s, was 2.6 turns per day

Exhibit 12.-Average Container Turns A Day, 2007

Container Turns Share Cumulative Share
10to 19 15.6% 15.6%
20t024 39.6% 55.2%
251029 17.7% 72.9%
3.0t0 4.0 18.8% 91.7%
40t05.0 7.3% 99.0%
Over 5.0 1.0% 100.0%

Total 100.0%

Source: LMC Telephone Survey, CGR Management Services, August 2007

The median number of container turns that drivers are able to make in picking up loads at the
ports and bringing them to their destination is 2.0. It is affected by the longer distances that the
drivers for some LMCs must drive (see Length of LMC Trips). The mean number of container
turns was higher at 2.6. It is pulled up because 27.1% drivers are able to make 3.0 or more turns
per day. They likely work for the LMCs whose business primarily involves moving containers
from the ports to nearby facilities. This measure also is affected by the efficiency of port
operations in getting containers on to trucks.

Length of LMC Trips. Given the impact of port truck traffic on congestion near the two
harbors and along routes moving inland, another important finding was the share of drayage trips
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that were under 25 miles from the ports. This is an indication of the extent to which trucks are
primarily moving containers to nearby cross-docks, warehouses or intermodal rail yards, as
opposed to moving them longer distances. The more extensive trips would be to places like the
Inland Empire with its large base of distribution facilities or cross-country (Exhibit 13):

Exhibit 13.-Port Trip Distances, 2007

Cumulative Share Moving Containers 25 Miles Or Less

100.0%

92.6%
85.3%

38296 40.4%

29.4%

21.3%
8.1% 14.7%
1%

0% 1%-10%  10%-19% 20%-29% 30%-39%  40%-49% 50%-59%  60%-69% 70%-79% 80%-89%  90%-99% 100%

Source: Telephone Survey of 136 LMCs by CGR Management Consultants, LLC

e A cumulative total of 40.4% of LMCs indicated that less than half of their port trips
stayed within 25 miles of the harbors.

e For all LMCs, the median share of port drayage conducted within 25 miles of the harbors
was 50%, with the other 50% involved container moves of more than 25 miles from the
ports (not shown).

e The mean share of LMC port drayage within 25 miles of the harbors was nearly the same
at 49.4% (not shown). On average, 50.6% of LMCs moved containers over 25 miles.

These data suggest that over about half of the port drayage business involves moving containers
to locations that are not within the immediate vicinity of the harbors.

Share of LMC Operations In Port Drayage By Size. Depending upon size, LMCs have much
different levels of dependency on port drayage for the success of their companies (Exhibit 14).
To look at this and other issues, the LMCs were classified into five size categories based upon
the one-on-one interviews conducted for this project. These categories reflected the underlying
business organizations required to handle the amounts of drayage business implied by having
access to varying levels of drivers and trucks. The telephone survey provided 132 usable results
for gaining an understanding of these five size categories.

A key result showed the extent to which port operations were crucial to the success of LMCs of
various sizes. As would be expected, it showed that the smaller an LMC, the greater its
dependency upon port drayage work. Thus, for firms with 1-10 trucks, 83.1% of their effort was
port drayage. It was 79.4% for those with 11-25 trucks and 76.2% for LMCs with 26-75 trucks.
After that, the share of drayage business falls off dramatically. It is only 40.6% for LMCs with
76 to 250 trucks and 25.2% for firms with 251 or more trucks (Exhibit 14).

These are important results as they mean that the LMCs that are the largest and likely the
strongest financially are the ones able to exercise independence from decision making by the
ports, the shipping lines and the beneficial cargo owners like national retailers. The reverse is
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the case for the smaller LMCs. They are close to totally reliant upon those entities for their
success and survival and are less able to negotiate favorable rates on their own.

Source | Survey | Survey | #3/#4 |Data Sheet VFV';;Z Distribute #6| #7%1,000|  #8*#5 | #9*#4 | Exhibit12 | #10%411 Dis;rl“z’“te
e[ O | st WSS ST | | . | P coaee e
1-10 157 28 56| 831%|  233|  246%| 246 204| 1,143 20| 2286 51%
11-25 856 48| 178 794%| 381 403%| 403 320| 5,709 20| 11417 25.4%
26.75 1,500 32| 469 762%w| 244 258%| 258 196 9,207 20| 18414| 41.0%
76-250 2,469 18]  1372| 406% 7.3 7.7% 77 31| 4311 20| 8623 19.2%
251&Up| 3,100 6| 5167 252% 15 1.6% 16 4l 2075 20| 4149 9.2%
Total 8,082 132|  612| 4620 946 1000%| 1,000 756| 22,444 20| 44889 100.0%

Share of Port Drayage by Size of LMCs. An important question addressed in Exhibit 14 is the
extent to which the containers moving through the San Pedro Bay ports are handled by LMCs of
various sizes. To do so, the number of firms in each size category was weighted by the share of
that group’s operations that involve port drayage (column 5). Note, these calculations did not
reduce the number of LMCs, they only showed the distribution of firms based on their estimated
involvement in port drayage (column 7). That was done by multiplying the weighted shares in
each category times the 1,000 LMCs (mid-point of 800-1,200) estimated to be operating at the
harbors. Of the 1,000, the result estimated the array of firms, weighted by their number of trucks
and share of drayage work. The range was 246 in the 1-10 truck group to 16 for those with 251
or more (column 8).

Since none of the categories of LMCs was found to be 100% dedicated to port drayage, it was
necessary to calculated the number of full-time equivalent firms in each group, by reducing the
1,000 firms using the shares of drayage found in each size category. Thus, for the 246 LMCs
allocated to the 1-10 group, only 83.1% of their effort was in port drayage. They are thus acting
like 204 companies totally involved in drayage (column 9). In each category, the average
number of trucks and drivers was determined by the survey (column 4). Using those averages,
the total number of trucks in each group was calculated (column 10). Above (Exhibit 12), it was
shown that each truck in the drayage industry can make a median of 2.0 turns a day. Using that
factor with the number of trucks estimated in each category allows an estimate of the number of
containers each group is capable of processing per day (column 12). By size category, the
resulting shares of the port drayage business were (column 13):

1-12 trucks 5.1%
11-25 trucks 25.4%
26-75 trucks 41.0%
76-250 trucks 19.2%
251 ormore  9.2%
Note, these calculations are an estimate of the capability of each size category of LMCs if the

number of trucks and drivers that define that category are always in use. Clearly, this is not the
case. Some 100 drivers only work part time. The volume of containers has seasonal ebbs and
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flows. In addition, the number of containers that can be handled by each size group is
overestimated to the extent that moving the goods in one container may take as many as three
trucking operations. One might take a container to an LMC’s yard. A second one might move it
from there to a cross-dock so goods can be transferred from a sea to a landside container. A third
might move the landside container from there to an intermodal railyard. The distributions above
thus assume that these considerations affect all five of the size categories equally. To the extent
they do not, there would be a change in the relative importance of the various groups.

That said, the conclusion is that at the ports of Los Angeles and Long Beach, the bulk of port
drayage capacity among mid-sized and smaller firms with 71.5% of the business handle by firms
with from 1-75 trucks.

Safety & Maintenance. While market activities in the trucking industry are not regulated,
safety is. Since 2000, firms in interstate commerce, including those in port drayage, are subject
to audits of their driver logs, truck insurance, safety and maintenance records by the U.S.
Department of Transportation (DOT) through its Federal Motor Carrier Safety Administration
(FSCSA). However, the agency’s staffing level has meant that these regulatory efforts have been
limited. Thus, in 2006, FMCSA conducted just 10,353 compliance reviews nationally out of an
industry with over 700,000 registered motor carriers or under 2%.>’

In California, trucking firms are more vigorously regulated by the California Highway Patrol
(CHP) through its Biannual Inspection Program (BIT)*: “Under the program, all motor carrier
(truck) operators are required to have their truck “terminals” inspected by CHP every 25 months
to ensure that the operator is in compliance with state laws and regulations designed to promote
highway safety. A terminal is the location where the vehicles are garaged and maintained.
According to CHP, as of July 2006 about 68,000 terminals had enrolled in the program. These
terminals range in size from one truck (owner-operator) to more than 100 trucks.”*®

“During the inspection, CHP inspectors check the physical condition of a sample of the trucks
and trailers in a given terminal, as well as review the maintenance and driver records (including
vehicle inspection reports,*® repair records, and time cards for drivers) for compliance with state
laws and regulations ... The Governor’s [FY2008] budget request[ed] an increase of $7.7 million
and 71.5 positions to enable CHP to double its terminal inspections from about 18,000 to 37,000
annually ... The department currently inspects only about one-half of the terminals required to be
inspected in a given year.”**

¥ Motor Carrier Safety: the FMCSA’s Oversight of High-Risk Carriers, Opening Statement, Hon. Peter DeFazio's,
House Transportation & Infrastructure Committee, Subcommittee on Highways and Transit Hearing, July 11, 2007.

% California Vehicle Code Section 34501.12 requires any person or organization directing the operation of certain
trucks or trailers to participate in an inspection program conducted by the California Highway Patrol (CHP). The
law requires the CHP to inspect California truck terminals every two years.

% Analysis of the 2007-08 Budget Bill: Transportation, California Highway Patrol (2720), California Legislative
Analysts Office.

%0 California Vehicle Code 34505.5(a) a truck operator must have vehicle safety inspections every 90-day conducted
by qualified inspectors. California Vehicle Code Section 34505.5(c) requires that inspection records be maintained
for two years.

41 Analysis of the 2007-08 Budget Bill: Transportation, California Highway Patrol (2720).
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The most sophisticated LMCs maintain detailed copies of the truck safety and maintenance
inspection records as well as driver licenses, physical examinations, driving time logs and
insurance of the 100s that work with them. They do so as it is in their financial and liability
interest to ensure that their 100s are in compliance with state laws. They also assist the CHP by
arranging for truck inspections of their IOOs. Many of the sophisticated LMCs have contracts
with consulting firms such as National Safety Compliance to assist them with records
management and in dealing with the DOT and CHP.* Interviews with smaller LMCs (0-20
100s) did not reveal similar record keeping for their IOOs. Reduced formal oversight is perhaps
to be expected given the small sizes and cost burden of their non-driving office staffs.**

Profitability. Nationally, the motor carriage industry is relatively unprofitable due to its
competitive nature, with “operating ratios” showing that costs absorb well over 90% of revenues.
The industry is competitive at all levels. For example, the largest 50 national companies hold
less than 30% of the market.** Large publicly held motor carriage companies are the most
profitable. However, these big firms are not comparable to port drayage carriers because of the
average length of their hauls, breadth of their services and the fact that only a very small number
engage in drayage at any of the major ports. Interestingly, all of the publicly traded motor
carriage companies are classified as “small capitalization” companies by Wall Street criteria.

Port Drayage LMCs Estimated Profiles. Of the 800 to 1,200 LMCs estimated to be involved
with moving cargo at the San Pedro Bay ports, it was shown that only 18.1% have over 75
employees (Exhibit 11). Over half, 57.6%, have 25 or fewer drivers and trucks with 21.2%
having 10 or less. Container drayage at the San Pedro Bay ports is not an activity in which well
known firms are generally involved.

Industry statistics indicate that motor carriage firms of all types have average revenues of
$120,000 to $150,000 per driver (100 or employee). This suggests that LMCs with 25 drivers
can be expected to have revenues in the range of $3.0 to $3.5 million annually. DOT requires
trucking firms with annual revenues over $3 million to file a Form M comprehensive annual
financial report. Exhibit 15 provides highlights from those entities filing Form M nationally that
had revenues between $3 and $5 million in 2003, the latest year available.*

Based on interviews for this analysis and other reports on the San Pedro Bay ports, the firms
reported in Exhibit 15 are generally larger than the typical local drayage LMC.*® It thus
represents a reasonable upper estimate of performance and profitability for these local

%2 David Raslowsky, President (949)472-0645; cell (714)308-8476 draslowsky@nsc.com http://www.ncs2000.com

* A discussion of the likely pattern of office staff hiring, based on cost was held with Terry Klenske, Chairman of
San Bernardino County’s Workforce Investment Board and President of Dalton Trucking, a firm with 150 trucks.
He indicated that trucking firms can only afford to add certain functions as they reach size thresholds. From 0-25
trucks, dispatch and accounts receivable are added; after 25 trucks, specialists in regulatory compliance, human
resources and accounts payable begin to be added.

* First Research Industry Profile, “Motor carriage” updated June 2007. http://www.firstresearch.com

** Motor Carrier Annual Reports 2003 for Class | and Il Carriers. American Trucking Association, I1SBN 0-88711-
424-5. Data cited is for TL General Freight carriers with revenues between $3 and $5 million.

% A Survey of Drayage Drivers Serving the San Pedro Ports, CGR Management Consultants LLC, March 26, 2007.
Available at http://www.gatewaycog.org/publications. Incentivizing Truck Retrofitting in Port Drayage: A Study of
Drivers at the Ports of Los Angeles and Long Beach, Kristen Monaco, Ph.D., Department of Economics, California
State University Long Beach, January 2007.
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operations. Importantly, note that the “operating ratio”*’

99.4% of revenue for the firms that reported on Form M.

indicates that operating costs equaled

Statistic Value
Average Total Operating Revenues $4,109,000
Operating Ratio 99.4%
Average Net Operating Income (pretax) $24,425
Return on Capital 2.19%
Return on Owners Equity 5.29%
Total Assets $1,347,000
Accounts Receivable included in Total Assets $413,000
Total Owners Equity or Capital $362,200
Average number of drivers (32) and support employees (4) 36

Source: U.S. Department of Transportation, Bureau of Transportation Statistics, Form M, 2003 as reported
by the American Trucking Association.

This implies that a significant number of companies in this category had operating losses for the
reporting year. Note also that for smaller firms, many owner expenses like automobiles and
meals likely cause their true business costs to be somewhat overstated. Still, these data are
consistent with the roughly 5% operating ratios orally reported by local LMCs during the
interviews for this project. The $128,000 revenue per driver reported ($4.1 million/32 estimated
average drivers) is in line, though lower, than the overall industry experience cited earlier.*®

Assets & Financing Power. Adjusting the average total assets ($1,347,000) for accounts
receivable ($413,000), the average Form M reporting firm had just $934,000 in assets such as
trucks, furniture, fixtures, leasehold improvements or computer systems. This low investment
level means that the use of 100s, whose trucks would not be reported on Form M, is central to
their operations.

Meanwhile, the modest amount of owner’s equity or capital ($362,200) indicates a limited ability
to buy new equipment without external financing. This low level of equity, as well as the low
returns on equity (5.29%) and capital (2.19%), also represent significant hurtles to their ability to
borrow or attract new capital. Given these facts, personal owner guarantees would be expected
on any significant new debts or leases and the interest rates would likely be high, given the risk
of lending to firms with low capitalization and profitability.

*" The operating ratio is commonly used to describe financial results of operations. It is total operating expenses
divided by total operating revenue. Pre-tax profit as a percent of revenues is 1 minus the operating ratio. Thus
lower operating ratios represent more profitable operations.

“8 In addition to the 188 carriers reporting $3 to $5 million revenue on Form M for 2003, CGR also examined the
data for 67 carriers that reported “container” hauling as one of their top three lines of business. This classification
includes all types of container hauling and is not exclusive to drayage (port) movements. These carriers are
substantially larger with average revenues of $14.6 million and a Net Operating Income before tax of $398,400 for
an Operating Ratio of 97.3% or a pre-tax operating profit of 2.7% of operating revenues. These firms, however,
tend to have multiple lines of business beyond trucking per se and earn almost as much from non-trucking activities.
As a result, the average income after taxes is $517,800. They also have a more leveraged capital structure which
results in a higher return on owner’s equity. The relatively low amount of owner’s equity, $1.8 million, clearly
indicates that these carriers employ mostly 100s and do not own any substantial number of tractors.
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Pricing Power. One reason LMCs have thin financials, as well as the relatively low average pay
of 100s ($31,000 vs. $38,600 median for Southern Californian employee-drivers),* is the lack
of pricing power of LMCs versus ocean shipping lines and beneficial cargo owners. Annually,
some of shipping lines meet and establish rates that they will charge to beneficial cargo owners,
like national retailers, to move their cargo from its point of origination to its final destination.
The ocean lines can do so as they have limited anti-trust immunity. While these agreements are
often honored in the breach, ocean carriers tend to assign a portion of their “store-door” contract
revenues to the process of hauling containers between the ports and nearby locations. This
portion of the store-door rate is revenue to the LMCs that provide the drayage. Given the intense
LMC competition, the shippers are generally able to find a firm willing to move their freight at
the rate they want to pay. There is thus limited LMC pricing power under this arrangement.

Some end-users contract with the shipping lines to have their cargo moved only to the ports.
These beneficial cargo owners take responsibility for arranging with LMCs to have their
containers delivered to their facilities. Here, the LMCs have some ability to negotiate rates and
may also be able to contract for higher margin services beyond just transporting containers.

However, while the market power of the shipping lines is quite strong, that of the LMCs is very
weak due to the extreme competitiveness of the port drayage industry. This is one result of
deregulation and the resulting practice of using of 100s. As indicated, it has meant that LMCs
are essentially service companies that arrange to move freight and contract with 100s to
physically transport it. This has made it relatively easy for entrepreneurs to form new LMCs
since the capital investment required to begin is minimal. Often, this occurs when a dispatcher
breaks away from an established LMC and takes along personal relationships with a few 100s
and several customers. The result has been the formation of a large number of thinly financed
small competitors. There is a widely held belief in the port drayage industry that even at quite
low price levels, shipping lines can almost always find an LMC willing to contract to move a
container.

LMC:100 Model Summary. The port drayage business is quite entrepreneurial and very
competitive in its current mode of operation. Currently, the industry is largely organized with
LMCs obtaining business from shipping lines, brokers, freight forwarders and beneficial cargo
owners while relying upon 100s to physically move the cargo. It appears that about two-thirds
of the containers moved through the ports of Los Angeles and Long Beach are handled by LMCs
with 75 or fewer drivers and trucks. This partially results from the fact that the larger LMCs
tend to have their operations less concentrated in port drayage, with the reverse also true. While a
good deal of port drayage activity is carried out near the harbors, some of 40.4% of the LMCs
indicated that less than half of their port trips are within a 25 mile radius of the ports. Port
efficiency is important to the LMCs and their drivers, as any increase in the number of containers
handled in a day per truck increases their potential income. Today, the median such “turns” is
2.0. That translates to a rate of 308 containers per year by the average drayage driver.

The relationship between LMCs and 100s is a close one, with the most sophisticated LMCs
maintaining detailed records on their 100s. These include records on the legally mandated
requirements that the 100s must follow such as licensing, physical examinations, driving time
logs and insurance as well as records on the 90-day safety and maintenance check-ups that must
be performed on their vehicles. The intensive competition, plus lack of pricing power, has

“° See Exhibit 18, p. 32.
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resulted in an industry in which neither the typical LMCs or the average 100s are particularly
profitable.

4. Transportation Workers ldentification Credential

As indicated earlier, the Transportation Security Administration (TSA) and U.S. Coast Guard will
eventually undertake the Transportation Worker Identification Credential (TWIC) program. This
effort will reduce the supply of drivers eligible to access all U.S. ports as under its provisions:

“A TWIC applicant must complete a TSA security threat assessment and will be
disqualified from obtaining a TWIC if he or she has been convicted or incarcerated for
certain crimes within prescribed time periods, lacks legal presence and/or authorization to
work in the United States, has a connection to terrorist activity, or has been determined to
lack mental capacity.”

Thus, a key provision of Code of Federal Regulations (CFR) 1572.105 indicates with regards to
residency status that “a [TWIC] applicant applying for a security threat assessment must be:

1.

2.

3.

A citizen of the United States who has not renounced or lost his or her United States’
citizenship; or

A lawful permanent resident of the United States, as defined in section 101(a)(20) of the
Immigration and Nationality Act (8 U.S.C. 1101); or

An individual who is: (i) in lawful nonimmigrant status and possesses valid evidence of
unrestricted employment authorization; or (ii) a refugee admitted under 8 U.S.C. 1157
and possesses valid evidence of unrestricted employment authorization; or (iii) an alien
granted asylum under 8 U.S.C. 1158, and possesses valid evidence of unrestricted
employment authorization.”*

Also, those with the following convictions will be disallowed a TWIC card (CFR 1572.103):>

1. Espionage or conspiracy to commit espionage

Sedition or conspiracy to commit sedition

Treason or conspiracy to commit treason

A federal crime of terrorism (18 U.S.C. 2332(g)) or comparable State law

A crime involving a TSI (transportation security incident). Note: A transportation
security incident is a security incident resulting in a significant loss of life,
environmental damage, transportation system disruption, or economic disruption in a
particular area. The term "economic disruption™ does not include a work stoppage or
other employee-related action not related to terrorism and resulting from an
employer-employee dispute.

6. Improper transportation of a hazardous material under 49 U.S.C. 5124 or a
comparable state law

S e

% Transportation Worker Identification Credential (TWIC) Implementation in the Maritime Sector; Department Of

Homeland Security, Transportation Security Administration, United States Coast Guard, 2006, p. 18.
*! Code of Federal Regulations, Chapter XI1, (10-1-06 Edition) p 396.

52 TWIC Enrollment Port Brief, Lockheed Martin and Deloitte Consulting LLP, June 6, 2007, p.11-12.
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10.

11.

12

Unlawful possession, use, sale, distribution, manufacture, purchase...or dealing in an
explosive or explosive device

Murder

Threat or maliciously conveying false information knowing the same to be false,
concerning the deliverance, placement, or detonation of an explosive or other lethal

device in or against a place of public use, a state or government facility, a public
transportations system, or an infrastructure facility

Certain Racketeer influenced and Corrupt Organizations Act violations where one of
the predicate acts consists of one of the permanently disqualifying crimes

Attempt to commit the crimes in items (1)-(4)

. Conspiracy or attempt to commit the crimes in items (5)-(10)
13.

Convictions for (1)-(4) are not eligible for a waiver

Also denied would be those convicted within 7 years, or released from incarceration within 5
years or indicted or with wants or warrants associated with:

1.

w N

Unlawful possession, use, sale, manufacture, purchase, distribution or dealing in a
firearm or other weapon

Extortion

Dishonesty, fraud, or misrepresentation, including identity fraud and money
laundering (except welfare fraud and passing bad checks)

Bribery

Smuggling

Immigration violations

Distribution, possession w/intent to distribute or importation of a controlled substance
Arson

Kidnapping or hostage taking

. Rape or aggravated sexual abuse

. Assault with intent to kill

. Robbery

. Fraudulent entry into a seaport

. Lesser violations of the RICO (Racketeer Influenced and Corrupt Organizations) Act
15.

Conspiracy or attempt to commit crimes listed on this page

Driver Survey Reaction When the TWIC program is instituted, it will lead to some reduction

in the supply of drivers and hence the trucks available for port drayage. A first cut of this impact
can be estimated from CGR’s Port Truck survey that was conducted for this report.”®

Altogether, 409 drivers were surveyed orally, mostly in Spanish. They were interviewed
in line sitting in their trucks, at food trucks or at terminal operators’ check-in/check-out
areas. Surveys were administered at lunch (46.7%), in the evening (49.1%) and in the
morning (4.2%). Two Port of Los Angeles terminals were used (Evergreen & China

%% See Appendix A for the survey methodology and complete results.
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Shipping) for 221 of the surveys or 54.0%. In 2006, the port accounted for 53.7% of the
San Pedro Bay TEUs. Two Long Beach terminals accounted for 188 surveys (California
United Terminal & Long Beach Container Terminal) or 46.0%. In 2006, the port
accounted for 46.3% of the 2006 TEUs. While total randomness was impossible, it is
important to note that CGR results were consistent with the 2006 survey work by Dr.
Kristen Monaco of California State University (CSU) Long Beach (Dr. Monaco):>*

e Mean and median age (39 Dr. Monaco; 42 CGR)

e Mean years driving (8.7 Dr. Monaco; 8.6 CGR)

e Mean truck year (1995 Dr. Monaco; 1995 CGR)

e Median truck year (1996 Dr. Monaco; 1996 CGR)

e Share of employee drivers (17% Dr. Monaco; 15% CGR)

e Interviewee rejection rate (35% Dr. Monaco, 2004: 27% CGR)

For the TWIC portion of this analysis, the key question on the Port Truck survey was:

“The federal government Department of Homeland Security will soon require a
Transportation Worker Identification Certificate “TWIC” card for everyone who enters a
port. This card will be required to enter a port and pick up or drop off a container. To
receive a TWIC card, you must be either a US citizen, or have a green card, or a legal
work permit, and pass a security test AND you must not have any felony (serious crime)
convictions within 7 years or prison time within 5 years. Given these conditions to obtain
the TWIC card, how likely are you to apply for one?”

Surveys Completed: 409

YES: 234 (57.2%) 1 will definitely apply
MAYBE: 85 (20.8%) | may or may not apply
NO:: 90 (22.0%) I definitely will not apply

If the “Maybe” responses were distributed in the same proportion as the “Yes” or “No” answers,
the shares would have been:

YES: 295 (72.2%)
NO: : 114 (27.8%)

CGR interviewed the surveying interviewers to understand the unwritten strength of the reactions
that were given in answering this question. The interviewers said that those who answered either
“Yes” or “No” on whether they would apply for a TWIC card were firm in their responses. The
hesitant ones ranked themselves in the “Maybe” category. It is also important to note that to the
extent the survey was random, it gives heavier weight to drivers who go through the gates
frequently versus those who do so less often. This is an important consideration when
considering the impact of TWIC on the ability of the ports to handle future cargo volumes.

LMC Views. The research for this analysis also involved interviewing nearly 70 companies
most of which were LMCs. They ranged in size to several with under five trucks to the largest,

> Incentivizing Truck Retrofitting in Port Drayage, A Study of Drivers at the Ports of Los Angeles & Long Beach,
Kristen Monaco, Ph.D., CA State University Long Beach, January 2007 p. 18 and powerpoint p. 4.
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Cal Cartage, with nearly 1,000 trucks. In the course of these sessions, the firms were asked what
share of their 100s they expected to lose as a result of TWIC. Most indicated that they
anticipated losing 10% or less of their own 100s but expected the sector to lose from 0% to
20%, with most estimating about 15%. Interestingly, almost all were of the opinion that
someone else’s firm would lose the bulk of these people.

There appear to be two main reasons why the LMCs expect the driver loss rates from TWIC to
be lower than was found in the driver’s survey. In part, it is due to a belief in their own drivers
because they know them. In part, it is because an IOO must have Class “A” license. To get one,
they must present social security and residency documentation to the California Department of
Motor Vehicles (DMV).> In recent years, DMV has tightened the documentation process and
the LMCs seem to believe that this has likely weeded out most of the industry’s undocumented
workers. However, they acknowledge that there are likely LMCs whose 100s have not been as
carefully checked as their own.

Meanwhile, several LMCs acknowledged a lack of understanding about the potential impact of
the TWIC law’s numerous felony provisions. Those requirements go far beyond those required
to gain a Class “A” driver’s license. For that reason, they recognize that there are an unknown
number of I00s who might not be able to get a TWIC card. This appears to be the main reason
for the range of 0% to 20%.

Florida’s Experience. Today, one state has a port access process similar to TWIC. Specifically:

Section 311.125, F.S., requires public, active Florida ports to use a Uniform Port Access
Credential card (FUPAC) to control port access and enhance port security. This section of
statute further requires that the system be designed to conform, as closely as possible, to
criteria established by the United States Transportation Security Administration for a
Transportation Worker Identification Card (TWIC).*®

Apparently, “Florida has credentialed over 100,000 port workers throughout the state. This
means that the FBI and [Florida Department of Law Enforcement] have conducted extensive
background checks.”™’ This process is not a centralized one and there are no public data on the
number of people rejected by the processes. However, rejections are reported to the Florida
Department of Law Enforcement. According to Nevin Smith of that agency, “hundreds have
been rejected for jobs since early 2001 because of criminal pasts.”®® Calls to the Port of Miami
found that for that single facility, 292 of 37,236 or 1% of people who applied for FUPAC cards
were rejected.®® Most of these were in the program’s first year. Since that time, few have been
rejected as unqualified workers know better than to apply. The Florida experience is helpful in
showing the share of people rejected by the system. It does not, however, provide any insight
regarding the greater question of workers who chose not to apply for port access.

*® Driver License and Identification (ID) card Information, CA DMV http://www.dmv.ca.gov/dl/dl_info.htm
Requirement includes social security card plus birth date verification and legal presence in the U.S. requirements.

% Project Number 2008-378, Florida Senate Interim Work Plan 2008 Session.

3" Congressional Record, U.S. Rep. Kathy Castor, quoted in June 2007 Report of Florida Legislative Committee on
Intergovernmental Relations.

%8 Job Cuts Feared Over Port Security 1D, NewsMax.com Wires Friday, April 21, 2006.
% Interview with James Maes, Assistant Director for Security, Port of Miami, (305) 215-9804.
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Other Reports. There has been a lot written about the TWIC program in the news media. Often
these views have been alarmist. Thus, the Wall Street Journal reported that:

Unauthorized workers often carry false Social Security numbers or work under the names
of others. But bosses at the area's dozens of trucking companies say they're not in the
position to verify whether documents provided by employment-seeking immigrants are
authentic. Such undocumented drivers account for as many as half of the port-trucking
work force nationwide, estimates Michael H. Belzer, professor of industrial relations at
Wayne State University. By comparison, more than 50 percent of crop workers are
undocumented, according to the U.S. Labor Department.®® [underlining added]

After a briefing on TWIC in Alabama, the state’s Press Register reported that:

"It has to do with our labor force and potential reduction of our labor force simply
because of the cost of the card, the time it takes to get a card, and the qualifications for
people to get a card,"” said Michael Douglas, managing partner at Premier Bulk
Stevedoring LLC ... There was nothing definitive, other than sitting and waiting on the
inevitable," he said. "I could see my workforce being reduced by 30 percent to 40 percent
for people who don't qualify or don't want to pay $140 for a work card." [underlining
added]

In 2006, ABC News reported that:

“The Department of Homeland Security recently investigated the New York and New
Jersey ports, and found stunning gaps in security. The new DHS report, obtained by
ABC News, shows that of the 9,000 truckers checked, nearly half had evidence of
criminal records. More than 500 held bogus driver's licenses, leaving officials unsure of
their real identities.”®* [underlining added]

Meanwhile, TSA has estimated that in its first year of implementation, the agency’s HAZMAT
regulation could mean a 20% reduction in the pool of qualified HAZMAT drivers. ®
Significantly, the qualifications for a HAZMAT driver’s license endorsement are very similar to
those required by TWIC.%® Also, in March 2006, the Pew Research Center Project issued a
report on undocumented workers. It found that 8% or 576,000 were employed in the
transportation and material handling sector where they represented 7% of all workers.**

TWIC Driver Losses. Given this review of what is known and unknown about the impact of
TWIC, it is clear that this report must tread carefully when deciding upon the program’s likely
impact on the loss of drivers and trucks on the drayage industry at the ports of Los Angeles and
Long Beach. The following assumption is therefore made:

% port security plan could slow deliveries, thin ranks of low-wage workers, Wall Street Journal October 17, 2006.

61 Criminal Records, Bogus Licenses Among Truckers at Key U.S. Port, Thousands of Port Truckers Go
Unscreened, Yet Many Have Criminal Records, ABC News, March 7, 2006.

62 The U.S. Truck Driver Shortage, Analysis and Forecast, Global Insight, May 2005, p.33.

63 Security Threat Assessment for Individuals Applying for a Hazardous Materials Endorsement for a Commercial
Drivers License; Final Rule, Federal Register, May 5, 2003.

% The Size and Characteristics of the Unauthorized Migrant Population in the U.S., 2005, Pew Research Center
Project, Pew Hispanic Center, March 7, 2006, p. 10-11.
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Given the driver’s survey result that 22.0% indicated that “I will definitely not apply,”
and the belief by most of the LMCs that their own losses would be under 10% but that the
industry’s losses would be higher, the assumption here will be a loss from 15% to 22%
of the current drivers most frequently arriving at the ports.

The rationale behind using the upper limit of 22.0% was as follows:

e The driver’s survey methodology was consistent with that of Dr. Kristen Monaco and is
valid in terms of giving a good picture of port drivers. Also, the survey was heavily
weighted in favor of those drivers most frequently coming to the ports since on a random
basis they were the most likely to be in line and thus included in the survey.

e The interview with the interviewers found that they felt that the 22.0% of drivers
indicating they would definitely not apply was a strongly held opinion. No reasons for
not applying were given. Speculation could run from understanding that their own prior
legal issues would prevent them being approved for a TWIC’s card, to concern that the
documentation they had previously used to obtain driving licenses may be questioned. In
these cases, the driver’s position would likely not change when the reality of the program
occurs.

On the other hand, the negative reaction could simply have been one of not wanting to
have “Big Brother” looking over their shoulders. Truckers, after all, are a notoriously
independent group. In that case, when TWICs becomes required, economic necessity
may cause them to reconsider.

0 There are three rationales for not going up to the 27.8% that would include an
allocation of the “Maybes.” These drivers were unsure. Though some will no
doubt break to the “No” side with more information, not including them allows
room for error for drivers who said “No” but might reconsider once the reality of
the program sets in.

e The very aggressive assessments of the TWIC impact found in the news are worrisome.
The first two of the three reports cited appear based more upon speculation than hard
evidence. However, the situation found by Homeland Security in New York-New Jersey
appears to be based upon solid evidence about truck driver arrest histories. It gives rise
to speculation that independent trucking is one sector of the economy where people with
arrest records can find good jobs. However, TWIC would bar them from port drayage.

e The TSA’s belief that its HAZMAT regulation would eliminate 20% of drivers is also a
reason for using this upper limit.
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Exhibit 16.-Driver Experience

Years of Driving or More, 2007

100.0%

66.5%

38.9%

14.2%

0-4 5-8 9-12 13-16 17-20 Over 20

Source: CGR Driver Survey, 2007

The rationale behind using the lower limit of 15.0% was as follows:

e The average drayage driver has been driving for 8.6 years according to the CGR trucker
survey. More importantly, the survey found 66.5% have been driving for five or more
years (Exhibit 16). They are thus not new to the drayage industry. In addition, the
drivers are not young. Their average age is 41.6 years old. Again, more importantly,
91.2% are 30 years or older and 59.7% are over 40 years of age (Exhibit 17).

Exhibit 17.-Age of Drivers
Age or More, 2007

100.0%
91.2%

1.7%

21-29 30-39 40-49 50-59 Over 60
Source: CGR Driver Survey, 2007

These facts mean that the vast majority of the drivers have been licensed and have
undergone license renewals for a considerable length of time. They are believed by their
LMCs to be unlikely to run into issues of legal documentation. It also means that, in
many cases, there have been long term relationships between the 100s and the LMCs for
whom they work. These facts are the reasons why the LMCs appear to believe that their
drivers will be able to qualify for TWIC cards.

e Despite having those facts in evidence, the reason for using 15.0% as the lower limit, and
not a lower figure, are threefold:

o Criminal records have not barred some drivers from being licensed but would
eliminate them from port drayage.
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0 TSA is of the belief that its very similar HAZMAT program will eliminate 20% of
drivers.

0 The Pew study that found 7% of trucking and material handling jobs are held by
undocumented workers.

Using the 15% to 22% range, the significance of the implementation of TWIC can be estimated
for the port drayage industry. Currently, there are roughly 16,800 trucks that the ports find
passing through the gates on a frequent or semi-frequent base to haul containers. It is these
trucks that the ports particularly wish to see replaced or retrofitted to 2007 standards. The
calculations of the potential environmental and health benefits of the Clean Truck Program are
based upon the ability of the program to do so. However, if TWIC knocks out 15% to 22% of
these drivers, assuming they keep their trucks, the impact would be to lose 2,520 to 3,696
vehicles from the program:

e 16,800 x 15% = 2,520 to 16,800 x 22% = 3,696
Here, there would be two effects:

e To meet its goals, the ports would have to find a way to clean up roughly 2,500 to 3,700
other trucks that are impacting the air basin managed by the SCAQMD.

e With no increase in efficiency, the industry would have to replace these trucks and
drivers to continue moving the same volume of containers through the ports.

Replacing Trucks. With some trucks diverted to non-drayage work because their owners either
do not qualify for TWIC cards, or opted out of applying for them, the ports would need to find
and clean-up 2,520 to 3,696 other trucks, not currently used in frequent or semi-frequent port
drayage. Some could come from IOOs that are currently infrequently serving the ports. Others
might be owned by drivers who might choose to start serving the ports. In either case, this would
lead to the same net clear air effect on the basin and the harbor area. It would, however, appear
to require some rethinking of the rules under which trucks would be eligible for subsidized
replacement or retrofitting.

Replacing Drivers. A more difficult issue would appear to be that of replacing the drivers who

frequently or semi-frequently serve the ports and would be lost due to the implementation of the
TWIC program. Here, the relative pay of employee drivers in Southern California’s various
counties, as well as the relationship between the pay of employee drivers and 100s, is relevant.

Courty Median tncome Above Below “twers. anare
Los Angeles $36,858 31,800 43.5%
Orange $39,021 -5.5% 8,450 11.6%
Ventura $37,752 -2.4% 3,000 4.1%
San Diego $40,830 -9.7% 6,750 9.2%
Inland Empire $40,206 -8.3% 23,090 31.6%
So. Calif. (6-Counties) $38,569 -4.4% 73,090 100.0%
Non-LA County $39,887 -7.6%
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100 Above/Below
6-County Median

100s — Dr. Monaco® $37,008 -3.8%

100s - CGR* $29,000 -24.8%

(1) 100 data for Monaco was for 2006. It was increased 1.5% for 2007 estimates.
Source: CA Employment Development Department Occupation Employment Survey, 2007; CGR Management
Consultants; Kristen Monaco, Ph.D. CSU Long Beach

In examining these issues, the best available data on employee-driver pay scales is from the
California Employment Department (EDD) through its Occupational Employment Survey
(OES). For first quarter 2007, EDD found that there were 73,090 workers in the Southern
California region’s six major counties (Los Angeles, Orange, San Diego, Riverside, San
Bernardino, Ventura) working in OES category 533032: Truck Drivers Heavy or Tractor Trailer.
These drivers earn wages and salaries. 100s are not included (Exhibit 18).

EDD: Employee-Driver Pay. As a group, the median pay of heavy truck drivers in Southern
California (one-half above/one-half below) was $38,569 based upon a 40 hour workweek, 52
weeks a year. By county, Los Angeles had the largest number of drivers (31,800; 43.5%) and
the lowest median ($36,858) pay. The Inland Empire had the second largest number of drivers
(23,090; 31.6%) and the second highest median ($40,206) pay, just under San Diego County
($40,830). Looking only at firms not in Los Angeles County, their median pay was $39,887.

Using the median, Los Angeles County’s employee-drivers earn 2.4% to 9.7% less than drivers
in the suburban counties. It is likely that the trucking firms in the county are more heavily
involved in short haul work than firms located in the suburban counties. This is the case given
the fact that the ports of Los Angeles and Long Beach are in the county as is 989 million square
feet (54.8% of Southern California’s 1,803 million square feet) of mostly older industrial space
to which goods are often brought. The same is also true due to its several intermodal rail yards.
In addition, the county is centrally located with regards to the region’s consumer and other
markets.

On the other hand, it seems likely that the higher pay that exists in the suburban counties is
occurring because as a share of their trucking sectors, firms in those areas are proportionately
more involved in long haul work. This would be most likely in relatively higher paying Inland
Empire which contains 377 million square feet of relatively new distribution space (20.9% of
Southern California total) and is the location of the passes in and out of Southern California
(Cajon: 1-15 & San Gorgonio: 1-10). Note: Los Angeles County and the Inland Empire
represent 75.7% of the industrial space in Southern California and have 75.1% of the heavy truck
employee-drivers.

Surveys: 100 Pay. Meanwhile, as indicated in early 2007, CGR Management Consultants and
Dr. Kristen Monaco of CSU Long Beach issued reports that estimated the net income of 100s:

e Dr. Monaco surveyed drivers as they entered the port gates and found that 2006
median net pay was $36,550.° She also found that pay had risen 1.5% per annum
from 2003-2006. Applying that rate to her 2006 pay levels yielded a 2007 estimated
median of $37,098. Using that figure, and the fact that Dr. Monaco found that the

8 Incentivizing Truck Retrofitting in Port Drayage: A Study of Drivers at the Ports of Los Angeles and Long Beach,
Kristen Monaco, Ph.D., Department of Economics, California State University Long Beach, January 2007, p. 23.
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I00s she interviewed worked an average of 60 hours per week, 50 weeks a year, the
median hourly pay was calculated at $12.37.%° As entrepreneurs, these drivers do not
have paid vacation, employer paid social security, employer paid workers
compensation insurance or health insurance.

e CGR interviewed drivers in early 2007 and partially verified their data with tax
returns. They found a 2007 median income of $29,000. The lower annual pay levels
appear to be explained by the fact that the drivers cited an average workweek of 50
hours versus 60 hours for Dr. Monaco.®’ This difference may be accounted for by the
fact that they were interviewed at LMC locations and may have been short haul
drivers waiting to be sent for loads. Using the 50 hour workweek, CGR found the
I00s median hourly earnings of $11.60. Again, as self-employed workers, they do
not have paid vacation, employer paid social security, workers compensation or
health insurance. Note: For drivers recording 35,000 or more miles, the CGR work
found that 14.1% earned $40,000 to $75,000. For these 100s, average compensation
is $16 to $30 per hour.

Net 100 Income To Draw Replacement Drivers. With this background, it is possible to
comment about the potential for replacing the loss of port drivers due to TWIC through various
sources. There would appear to be four potential sources of new drivers:

1. 100s not involved in port drayage

One potential source of new port drayage drivers would be 100s located in Southern California
that are not currently involved in port drayage. Here, non-employer firms in NAICS code 484
(truck transportation) are the relevant companies (I00s). Primarily, they were identified by the
U.S. Census Bureau using Schedule “C” tax filings with the U.S. Internal Revenue Service.®
According to the Census Bureau, there were 37,194 such 100s in Southern California during
2005 (Exhibit 19).%° Of these 100s, 91.6% were located in either Los Angeles County (22,897;
61.6%) and the Inland Empire (11,174; 30.0%).

2003-2005

Market Firms Total Average Estimated Estimate Estimated
Revenue Gross Revenue | Net Revenue | Hourly Rate2005 | Hourly Rate 1Q2007 Rate
Los Angeles County 22,897 | $1,857,664,000 $81,131 $31,409 $12.56 $13.83 8.00%
Orange County 2,497 $228,418,000 $91,477 $35,414 $14.17 $15.27 6.17%
San Diego County 2,256 $210,470,000 $93,293 $36,117 $14.45 $15.92 8.08%

% Monaco, p. 19.

67 A Survey of Drayage Drivers Serving the San Pedro Ports, CGR Management Consultants LLC, March 26, 2007.
Available at http://www.gatewaycog.org/publications, p. 24 at http://www.gatewaycog.org/publications.

% Non-employer Statistics data originate from administrative records of the Internal Revenue Service (IRS). Data
are primarily comprised of sole proprietorship businesses filing IRS Form 1040, Schedule C, although some of the
data is derived from filers of partnership and corporation tax returns that report no paid employees. These data
undergo complex processing, editing, and analytical review at the Census Bureau to distinguish non-employers from
employers, correct and complete data item.

% Non-employer Statistics, 2005 transportation and warehousing Census Bureau, for Southern California’s counties.
http://www.census.gov/epcd/nonemployer/
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Ventura County 626 $59,727,000 $95,411 $36,937 $14.77 $16.25 7.91%

Inland Empire 11,174| $1,194,530,000 $106,903 $41,386 $16.55 $18.09 7.37%

Southern California 37,194 | $3,340,339,000 $89,809 $34,768 $13.91 $15.32 8.07%

Source: Non-employer Statistics, 2005 Transportation & Warehousing, NAICS 484 Truck Transportation, U.S. Census Bureau

The 2005 gross revenues for these 100s averaged $89,809. Using the 38.7% ratio of median
gross income to median gross revenues for 100s found by CGR in their 2007 study,” it is
estimated that these 100s had net revenues of $34,768 in 2005. Assuming 50 hours per week for
50 weeks of work, the estimated hourly rate was $13.91 in 2005. Based upon the rate of increase
found in revenues found by the Census Bureau of 8.07%, the first quarter 2007 rate is an
estimated $15.32.

Many of these 100s are likely to be currently serving the ports of Los Angeles and Long Beach.
That is probably the reason that the estimated hourly rate in Los Angeles County, $13.83, was
much less than the rate in the suburban counties. For instance, in the Inland Empire, where the
second largest share of these firms is located, the estimated rate was $18.09 or 30.8% higher.

To lure some of these 100s into port drayage, it must be assumed that their pay would have to be
sufficiently above their current earnings to make a change worthwhile. Given the very blue
collar nature of the Inland Empire’s economy, and the fact that it has the second largest number
of 100s, it would be the most likely source for drawing the bulk of such additional firms.

Analysis: If a firm in the Inland Empire could earn a net of $5,000 more in port drayage
than its current business, that would seem like a sufficient incentive to make a
change. Such a boost would require an average 2007 net income increase of 11%
from $45,233 (50 hours a week, 50 weeks a year at $15.32) to $50,208. This
would represent an hourly net of $20.08. A rate of that magnitude or higher
would appear needed to cause inland based 100s to consider port drayage work.

2. Los Angeles County employee-drivers

If port drayage firms are to lure drivers performing other functions in Los Angeles County, they
must tap into a pool of some 31,800 heavy truck employee-drivers working in that area. As
indicated, by comparison to drivers in other Southern California counties, those in Los Angeles
County make less money. This would appear to indicate that many are already working in some
form of short haul trucking. Their hourly compensation can be derived as follows:

e With the median at $36,858, the hourly rate being paid to these drivers was $17.72
per hour based upon the 40 hours a week, 52 weeks a year used by EDD’s in its
calculations (2080 hours). This can be assumed to be 2000 hours of work (40 hours
x50 weeks) and 80 hours of paid vacation (40 hours x 2 weeks). Vacation pay is thus
worth $0.68 per hour.

e In 2007, employers must pay half of the social security tax for their employees or
7.65% on income up to $92,000. That represents $1.36 per hour based upon the
median pay of $17.72.

® A Survey of Drayage Drivers Serving the San Pedro Ports, CGR Management Consultants LLC, March 26, 2007.
Available at http://www.gatewaycog.org/publications, p. 24.
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e Employers must pay California state disability insurance (SDI) and unemployment
insurance including a workforce investment board rate. The SDI rate is 0.6%.
For the median rate of $17.72 per hour, that amounts to $0.11 per hour. The
combined unemployment insurance and WIB rate is 3.6% to a maximum of $7,000 or
an average of $0.12 per hour for 2,080 hours a year.

e Employers must also pay workers compensation insurance. The 2007 rate assumed
here is $8.63 per $100 of payroll. That is a modest rate for truckers (job code 7219)
quoted by Hartford Insurance Co. of the Midwest and picked from a wide array of
rates identified by the California Department of Insurance.”* That rate represents
$1.53 per hour based upon the $17.72 median pay.

e Also, drivers are likely to receive some medical insurance. According to the 2007
Health Benefits Survey by Kaiser Family Foundation, 64% of companies with three
to 199 employees that provide health insurance do so through Preferred Provider
Organization coverage (PPO).” In addition, 75% use plans that require an employee
to make a contribution.” To cover a single person, the 2007 PPO rate had an average
cost of $4,505 per year with the employees typically paying $491 (10.97%) and
employer paying $4,014 (89.1%). This benefit would be worth $1.93 per hour based
on 2,080 hours per year.

Combining the $17.72 median hourly rate with vacation pay, employer’s social security
contribution, SDI, unemployment & WIB, workers compensation insurance and health benefits
would mean that the average heavy duty truck driver in Los Angeles County is effectively
earning median pay of $22.76 an hour. This breaks down to $17.72 per hour, full pay for two
weeks of vacation, plus $5.04 in benefits. The full package is worth almost double exactly the
$11.01 to $11.60 an hour that Dr. Monaco and CGR found in interviewing 100s.

Analysis: If the workers estimated to be lost to the ports from the introduction of TWIC are
to be replaced, some drivers will likely have to be lured away from other heavy
truck driving functions in Los Angeles County. At the median, these workers are
earning roughly double what those serving the ports are making. Since 50% of
workers earn less than the median of $17.72 per hour plus $5.04 in benefits
($22.76), a rate sufficient to lure them into port drayage would be necessary.

According to EDD, the bottom 25% of the Los Angeles County’s heavy truck
drivers (7,900) earn $15.17 per hour or less. That would put the bottom 37.5%
(11,925) earning an estimated $16.45 per hour or less. Using calculations similar
to those above, that rate would be worth $21.27 per hour to a worker including
$4.83 in benefits. That combined package should be sufficient to lure some of the
11,925 workers making less than that into port drayage from the county’s general
trucking industry. At 40 hours a week, 52 weeks a year, their annual pay would
be $34,306, sufficient for a household with a part time second wage earner to

™ California Workers' Compensation Rate Comparison, California Department of Insurance, 2007.

2 Among Firms Offering Health Benefits, Percentage of Covered Workers in Firms Offering the Following Plan
Types, by Firm Size, 2006, Health Benefits Survey, Kaiser Family Foundation, Exhibit 4-4, p. 53.

3 Average Annual Premiums for Covered Workers for Single Coverage, by Plan Type and Firm Size, 2006, Health
Benefits Survey, Kaiser Family Foundation, Exhibit 6-4, p. 63.
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reach the middle class income threshold for a family ($40,000 to $60,000). The
full package would be $44,246 in salary and benefits.

3. Long haul drivers who might be willing to convert to port drayage work

If port drayage firms are to lure drivers from the other major trucking market, the Inland Empire,
they must tap into a pool of some 23,090 heavy truck employee-drivers working in that area. As
indicated, by comparison to drivers in Los Angeles County, these drivers make more money.
This could mean that many are involved in long haul trucking since, as stated, the two main
routes through the mountains and into Southern California are located in the area. Their hourly
compensation can be derived as follows:

e With the median at $40,206, the hourly rate being paid to these drivers was $19.33
per hour based upon the 40 hours a week, 52 weeks a year used by EDD (2080
hours). That was $1.61 per hour or 9.1% more than pay in Los Angeles County
($17.72). Again, this can be assumed to be 2,000 hours of work (40 hours x50 weeks)
and 80 hours of paid vacation (40 hours x 2 weeks). Vacation pay is thus worth
$0.74 per hour.

e In 2007, the employer paid social security tax at 7.65% represents $1.48 per hour
based upon the median pay of $19.33.

e The employer must pay California SDI at 0.6%. For the median rate of $19.33 per
hour, that amounts to $0.12 per hour. The combined unemployment insurance and
WIB rate is 3.6% to a maximum of $7,000 or an average of $0.12 per hour for 2,080
hours a year.

e Using the same workers compensation insurance rate of $8.63 per $100 of payroll
cited earlier, the benefit is worth $1.67 per hour based upon the $19.33 median pay.

e Allowing for the same medical insurance benefit discussed earlier with the employer
paying $4,014 for 89.1% of the cost of a PPO plan, the benefit would be worth $1.93
per hour at 2,080 hours per year.

Combining the $19.33 median hourly rate with vacation pay, employer’s social security
contribution, SDI, unemployment & WIB, workers compensation insurance and health benefits
would mean that the average heavy duty truck driver in the Inland Empire is effectively earning
median pay of $24.64 an hour. This breaks down to $19.33 per hour, full pay for two weeks of
vacation, plus $5.31 in benefits. The full package is worth 8.3% more than the Los Angeles
County combined rate of $22.76. It is also well over double the $11.01 to $11.60 an hour that
Dr. Monaco and CGR found in their surveys.

Analysis: If the workers estimated to be lost to the ports from the introduction of TWIC are
to be replaced, some drivers will likely have to be lured away from other heavy
truck driving functions in the Inland Empire. At the median, these workers are
earning well over double what those serving the ports are making. Since 50% of
workers earn less than the median of $19.33 per hour plus $5.35 in benefits
($24.68), a rate sufficient to lure some into port drayage would be necessary.

According to EDD, the bottom 25% of the Inland Empire’s heavy truck drivers
(5,773) earn $15.96 per hour or less. That would put the bottom 37.5% (8,656)
earning an estimated $17.65 or less. Using calculations similar to those above,
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that rate would be worth $22.67 per hour to a worker including $5.03 in benefits.
That combined package should be sufficient to lure some of the 8,656 workers
making less than that into port drayage from the inland region’s general trucking
industry. At 40 hours a week, 52 weeks a year, their annual pay would be
$36,702, again sufficient for a household with a part time second wage earner to
reach the middle class income threshold for a family ($40,000 to $60,000). The
full package would be $47,163 in salary and benefits.

4. Construction worker who might be willing to convert to port drayage work

It could be that port drayage firms will have to lure workers from other segments of the economy
to make up for those estimated to be lost because of TWIC. Generally, it is felt that workers in
the construction industry are the most logical ones to approach given their blue collar orientation
and educational levels.”* In Southern California, EDD estimated that there were 442,060
workers in construction occupations in first quarter 2007. Their hourly compensation can be
derived as follows:

e The median hourly rate being paid to these workers was $20.16 per hour based upon
the 40 hours a week, 52 weeks a year used by EDD (2080 hours). This can be
assumed to be 2000 hours of work (40 hours x50 weeks) and 80 hours of paid
vacation (40 hours x 2 weeks). Vacation pay is thus worth $0.78 per hour.

e In 2007, the employer paid social security tax at 7.65% represents $1.54 per hour
based upon the median pay of $20.16.

e The employer must pay California SDI at 0.6%. For the median rate of $20.16 per
hour, that amounts to $0.12 per hour. The combined unemployment insurance and
WIB rate is 3.6% to a maximum of $7,000 or an average of $0.12 per hour for 2,080
hours a year.

e Using an average workers compensation insurance rate for construction of $6.50
per $100 of payroll cited earlier, the benefit is worth $1.31 per hour based upon the
$20.16 median pay.

e Allowing for the same medical insurance benefit discussed earlier with the employer
paying $4,014 for 89.1% of the cost of a PPO plan, the benefit would be worth $1.93
per hour at 2,080 hours per year.

Combining the $20.16 median hourly rate with vacation pay, employer’s social security
contribution, SDI, unemployment & WIB, workers compensation insurance and health benefits
would mean that the average construction worker in Southern California is effectively earning
median pay of $25.18 an hour. This breaks down to $20.16 per hour, full pay for two weeks of
vacation, plus $5.02 in benefits. This pay is also well over double the $11.01 to $11.60 an hour
that Dr. Monaco and CGR found in interviewing 100s.

Analysis: If the workers estimated to be lost to the ports from the introduction of TWIC are
to be replaced, some workers will likely have to be lured away from other
occupations, with construction firms being the likely target. At the median, these
workers are earning well over double what those serving the ports are making.

™ The U.S. Truck Driver Shortage: Analysis and Forecast, Global Insight, May 2005, p. 30.
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Since 50% of workers earn less than the median of $20.16 per hour plus $5.02 in
benefits ($25.18), a rate sufficient to lure some of them into port drayage would
be necessary.

According to EDD, the bottom 25% of the Southern California’s construction
workers (110,515) earn $14.50 per hour or less. That would put the bottom
37.5% (165,773) earning an estimated $17.33 or less. Using calculations similar
to those above, that rate would be worth $21.94 per hour to a worker including
$4.61 in benefits. That combined package should be sufficient to lure some of the
165,773 workers making less than that into port drayage from the Southern
California’s construction industry. At 40 hours a week, 52 weeks a year, their
annual pay would be $36,047, again sufficient for a household with a part time
second wage earner to reach the middle class income threshold for a family
($40,000 to $60,000). The full package would be $45,629 in salary and benefits.

Conclusion. If the TWIC program’s criminal background and undocumented worker provisions
result in a reduction of between 15% and 22% of the 16,800 drivers currently making frequent or
semi-frequent trips through the gates of the ports of Los Angeles and Long Beach, there would
be the loss of from 2,520 to 3,696 drivers. There would also be the loss of their trucks:

The ports would need to find and clean-up 2,520 to 3,696 other trucks, not currently used
in frequent or semi-frequent port drayage. This may require some rethinking of the rules
under which trucks would be eligible for subsidized replacement or retrofitting.

The ports would need to find 2,500 to 3,700 drivers. Here, the issue is one of income.
Currently, the bulk of the work is being done by 100s whose 2007 hourly rate has been
estimated by Dr. Monaco at $12.37 per hour and CGR at $11.60 per hour. These drivers
do not have paid vacation, employer paid social security, workers compensation or health
insurance.

To replace these drivers, there are essentially four possibilities:

(0}

In Southern California, there were 39,450 non-employer trucking companies in
2005. In Los Angeles County, where most are likely port drayage 100s, the
estimated 2007 average hourly net income was $13.83. The second largest share
was in the Inland Empire where the 2007 rate was estimated at $18.09. It is the
most likely source of additional port drayage 100s. If an 100 in that area could
earn $5,000 more in port drayage, that would seem a sufficient incentive to shift.
The area’s average 2007 net income would have to rise about 11% from $45,233
to $50,208. This would mean a net rate of $20.08 an hour.

In Los Angeles County, there are some 31,800 employee-drivers with many
already doing short haul work. Of this group, the bottom 37.5% (11,925 drivers)
earn an estimated $16.45 per hour or less. They also likely have vacation pay,
employer’s social security contribution, SDI, unemployment insurance, workers
compensation insurance and possibly limited health benefits. The full package is
worth $22.80 an hour. Rates in this ballpark will likely be necessary to draw
some of these drivers into port drayage work.

In the Inland Empire, there are some 23,090 employee-drivers with many likely
involved in long haul work. Of this group, the bottom 37.5% (8,659 drivers) earn
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an estimated $17.65 per hour or less. They also likely have vacation pay,
employer’s social security contribution, SDI, unemployment insurance, workers
compensation insurance and possibly limited health benefits. The full package is
worth $22.71 an hour. Rates at this level will likely be necessary to draw these
drivers into port drayage work.

o In Southern California’s construction industry, there are some 442,060 blue collar
workers. The trucking industry often looks to them as a potential source of
drivers. Of this group, the bottom 37.5% (165,773 workers) earn an estimated
$17.33 per hour or less. They also likely have vacation pay, employer’s social
security contribution, SDI, unemployment insurance, workers compensation
insurance and possibly limited health benefits. The full package is worth $21.97
an hour. Rates at this level will likely be necessary to draw some of these
workers into port drayage work.

Note: In each case, it would appear that replacing a significant loss of port drayage drivers will
require incomes nearly double the roughly $11.00-$12.00 per hour currently being earned by
100s without benefits. The rates will have to move up to roughly $20 per hour. As this occurs,
the existing 100s would not work for less than the newer drivers entering the field. The general
pay level of all I00s would thus move up to these higher levels.

This anticipated increase in the labor cost for LMCs again brings two other key elements of the
port drayage industry into sharp focus:

e It was shown that the operating costs of LMCs are very high with most seeing 70% of
their revenue going to 100s and 95% or more needed to cover all operating costs.” If
the cost of their IOOs goes up 100%, most LMCs must raise their rates or cease to exist.

e However, there is a distinct lack of pricing power for the LMCs vis-a-vis the ocean
shipping lines and beneficial cargo owners like the national retailers. To date, this market
relationship has kept LMC profits very low and meant that they have essentially seen no
price increase for a lengthy period of time.

From these facts, it must be concluded that the port drayage industry is heading for a difficult
period. If the LMCs cannot pay more, they will not be able to replace the 2,500 to 3,700 drivers
and trucks lost due to TWIC. However, they cannot pay more if they cannot raise their prices.
To date, they have shown little ability to do so. The question becomes: how will prices be
raised? Here, there appear to be two general scenarios, one likely and one unlikely:

e Crisis Path. The most likely path is for a crisis to build as a lack of drivers and trucks
due to TWIC means that some containers cannot be moved from the ports in a timely
fashion. Retailers will see delivery delays and demand that shipping lines get the cargo
to them on time. That will pressure the ocean lines to raise what they are paying to
LMCs to get the job done. They will be reluctant to do so since the retailers will be
unwilling to pay more for deliveries. The crisis will thus build. Ultimately, the rates paid
to LMCs and by them to the 100s will start to rise but not until a lot of cargo is left
unmoved and ill will is created. As store-door contracts come due, some retailers may
renegotiate to have the ocean lines only move freight to the ports and use their own

"> Based upon LMC survey conducted for this report.
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resources or negotiate directly with LMCs to move the containers to their final
destination.

e Downfield Vision. A less likely path is for the ocean shipping lines, national retailers,
and the ports to recognize early on that the loss of drivers due to TWIC will be forcing
100 pay and LMC rates to increase. If the major players wish this to occur outside of a
crisis atmosphere, a meeting of minds might begin to be formulated whereby these
players, as well as leaders among the LMCs, begin to develop sufficient downfield vision
so that as an imminent driver shortage becomes evident, the pay scales to the 100s and
rates to the LMCs can begin to rise. That might eliminate decision making in a crisis
context.

Eventually, when prices are raised, the amount will again have important implications for the
port drayage sector. LMCs normally see 70% of their revenues passing through to 100s, and
have seen another 25% of their revenues going to other costs, giving them net pre tax profits of
5.0%. When prices rise, three types of scenarios appear likely (Exhibit 20):

e CGR’s 2007 survey of 100s found that that the net income of 100s was 38.7% of their
median income.” The $29,000 net median income in that study came from a median of
$75,000 in gross income paid to them by their LMCs. That meant 100s had $46,000 in
operating costs. With LMCs estimated to be paying 70% of their revenues to 100s, their
revenues from clients were $107,100 per driver. As LMC profits average 5%, they had a
pre-tax profit of $5,400 per 100, leaving $26,800 for their non-driver expenses.

e If 100 are to reach $20 per hour, incomes would be $50,000 (50 weeks, 50 hours) for an
equal effort. There operating costs of $46,000 would not change. This would require
that they receive $96,000 from their LMCs. That implies an increase in LMC revenues to
$137,100 per each 100, given that 70% is passed on to their drivers. This would
represent a 29.4% price increase. Raising prices would not increase LMCs non-driver
costs of $26,800, so their pre-tax profit would rise to $14,400 per driver, a 2.7-fold
increase.

e If LMCs were to raise their prices 24.6%, annual revenue would rise to $133,500 per
driver, the $101,000 gross income they would need to pay the 100s to bring their net
incomes to $50,000 would be the same. Their $26,800 in non-driver costs would also
remain the same. That would double their pre-tax profit to $10,700 per 100 (5% to 8%).

Current Ratios 29.4% Price Increase 24.6% Price Increase To yield | 24.3% Price Increase Keeps

100 Income to $20/Hr. Some Extra LMC Profit LMC Profit The Same
To 100s $75,000 70.0% $96,000 70.0% $96,000 71.9% $96,000 74.9%
Non-100 Costs $26,800 25.0% $26,800 19.5% $26,800 20.1% $26,800 20.9%
Pre Tax Margin $5,400 5.0% $14.4 10.5% $10,700 8.0% $5,400 4.2%
Total $107,100 100.0% $137.1 100.0%9 $133,500 100.0%| $128,100 100.0%

Source: Economics & Politics Inc. & CGR Management Consultants, LLC

"® A Survey of Drayage Drivers Serving the San Pedro Ports, CGR Management Consultants LLC, March 26, 2007.
Available at http://www.gatewaycog.org/publications, p. 24.
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e If IOOs were to receive the $96,000 gross income needed for their net incomes to reach
$50,000, but LMC profits were to stay at $5,400 per driver, then the LMCs would have to
raise their prices 19.5%. Annual revenue would then be $128,100 per 100. Of that
amount: $96,000 would go to 100s and $26,800 to non-driver costs, leaving LMC pre-
tax profit unchanged at $5,400 per driver.

Given the weak profit position of the LMCs today, if they gain any market power, a scenario like
the second of these three examples (24.6% price increase) would appear to be the minimum
acceptable to them. The first would be a tough sell to the ocean shipping lines and beneficial
cargo owners. However, the last option would be unacceptable to the LMCs as it would make
them nothing more than conduits for channeling money to their I0Os. According to Moffatt &
Nichol’s data a 24.6% increase would raise port drayage costs from $150 to $187 per container
for trips near the ports and $300 to $373 to the Inland Empire. This fee is still minor compared
to the $2,575 in costs for other portions of a container’s journey. These higher costs would
represent just 0.05% to 0.1% of the $70,000 median value of a container’s contents.

Transition. Assuming optimistically that LMCs could pass 50% a price increase of this
magnitude immediately to their customers in higher prices, but the other 50% only agreed to the
increase in equal shares over six months (8.3% per month), cash flow difficulties in the transition
would impact the LMCs. For an average smaller 10Os, they would have a net cash flow loss of
$126,075 reducing their average owner’s equity from $362,200 to $236,125. Larger I00s would
have average cash flow losses of $448,950, reducing their average owner’s equity from $1.77
million to $1.32 million (See “Transition page 72 for calculation’s details).

5. Clean Truck Program: LMC: 100 Model

At its core, the Clean Truck Program of the ports of Los Angeles and Long Beach is a major
element of the CAAP. As discussed in the introduction, its central purpose is to significantly
reduce the emissions from the Heavy Duty Vehicles that move containers in and out of the ports.
It intends to do so, first, by converting or retrofitting the truck drayage fleet to cleaner
technologies according to a strict schedule, and second, by ensuring that the fleet is maintained
in a manner that keeps it clean.

As requested by the ports, this section of the analysis isolates the impact of the Clean Air
Program’s clean air provisions from other considerations. It thus examines the impact of
converting, retrofitting and maintaining a clean trucking fleet serving the harbors. It delays an
in-depth discussion of changes in the business model until Section 6 below.

Goal. In speaking directly about the goal of cleaning-up the Heavy Duty Trucks serving the
ports, a portion of the preface to the CAAP announcement by the presidents of the Los Angeles
and Long Beach harbor commissions stated:

These trucks produced 10% of Port-related diesel particulate emissions and fully 25% of
the NOx emissions. The Ports have identified over 16,000 individual vehicles that make
80% of the trips to and from Port terminals, so cleaning up those vehicles would
eliminate a significant portion of Port-related air pollution.””’

" President’s Statements, Final 2006 San Pedro Bay Ports Clean Air Action Plan, Port of Los Angeles, Port of Long
Beach, November 20, 2006; complete paragraph on page 5 of this report.
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Among the five elements of the Clean Truck Program, portions of three of them called for
measures to replace and retrofit those trucks that most often enter the port gates:’®

e A 5-year program to replace/retrofit to at least the 2007 emission standards for the
16,800 trucks regularly serving the ports . . . .

e A program restricting operation of trucks at the ports that do not meet CAAP clean air
standards and imposing fees and transportation charges to pay for cleaner trucks. The
charges to be imposed on “shippers” not drivers.

e A program to start with infusion of cash from Gateway Cities Program to fund 500
trucks to demonstrate the applicability of new retrofit technologies.  The
demonstration program is to start in first quarter 2008 with the full 16,800 truck
program starting shortly thereafter.

Given these instructions from their commissions, the port staffs drafted a plan to implement the
Clean Truck Program. The following are the key elements for cleaning the vehicles: ™

e Over a 5-year period, concessionaire truck owners will be required to use trucks that
meet EPA 2007 or newer standards; or retrofitted trucks manufactured in 1996 or
newer; or trucks replaced under the Gateway Cities Truck Modernization Program.

e Concessionaires will scrap and replace the oldest of the 16,800 trucks working in the
ports, and retrofit the others with the aid of a port-sponsored grant subsidy. This will
occur over a 5-year period, with progressively more recent non-retrofitted trucks
barred from the ports until only those meeting the EPA 2007 standard can enter
(Exhibit 16). During the transition, vehicles not meeting that standard will be
required to pay a fee each time they enter the gate.

If the Clean Truck Program is implemented as planned, the ports estimate that it would achieve
the following reductions by year #5:%

e Diesel particulate matter released by port operations would be 184 tons instead of
the 966 tons that port growth would have created, a 782 ton reduction or -81%.

e Oxides of nitrogen emissions would be 4,041 tons instead of the 41,985 tons the
growth would have generated, a 6,228 reduction or —-61%.

e Sulfur oxide emissions would be seven tons instead of the nine tons that would have
come from normal growth trends, a two ton reduction or —22%.

Again, the SCAQMD was thus asked to estimate the economic value of the externalities
resulting from eliminating air borne emissions. The estimate ranged from $4.7 billion to $5.9
billion largely through the prevention of premature deaths.®*

LMCs Become Concessionaires. In examining the impact of these provisions of the Clean
Truck Program, it is assumed that LMCs will be the “concessionaires” held responsible for

"8 See footnote 6, page 4.

™ Explanatory Memorandum, Ports of Los Angeles and Long Beach Proposed Clean Trucks Program, April 2007.
8 San Pedro Bay Ports Clean Air Action Plan Technical Report, Tables 6-1, 6-2, 6-3, p. 157.

8 See discussion, pages 8-9 and Exhibits 3-4.
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clean-up of the trucking fleet. For the vehicles moving containers for them, the LMCs are the
entities that must:

Ensure that trucks are replaced or retrofitted to 2007 standards.

Pay extra fees for trucks entering the port gates that are not up to the 2007 standard
during the 5-year transition period.

Ensure that the trucks are maintained in a manner that keeps them clean once they have
been replaced or retrofitted.

Ensure that devices like RFIDs and AVLs are on the trucks entering the port gates.

Ensure that all requirements created as part of any grant or loan programs to clean the
trucks are fulfilled.

In this section, it assumed that the LMCs will be required to fulfill these obligations whether they
own the trucks or not, and whether they employ the people driving them or not. The discussion
of requiring LMC ownership of the trucks entering the ports gates and employing their drivers
are the changes in the business model that will be examined in Section 6.

Below the five major elements of the Clean Truck Program are described together with
commentary on their economic implications.

1.

Cleaning Up Heavy Duty Trucks. To initially change the nature of trucking fleet
serving the ports, tractors entering the gates will be required to either have engines
meeting 2007 on-road standards or trucks with 1996 or newer engines, retrofitted with a
California Air Resources Board (CARB) verified level 3 device with at least a 25% NOx
reduction.®? The ports have specified that the trucks meeting these rules may include:®

e Trucks that meet the U.S. Environmental Protection Agency’s (EPA) 2007 and
subsequent model year standards for on-road heavy-duty diesel engine emissions.

e Trucks retrofitted with CARB verified diesel emission control strategy (VDECS)
devices that achieve 85% or greater DPM reduction and 25% or greater NOX
reduction.

e Trucks replaced through the Gateway Cities Truck Modernization Program.

Meanwhile for trucks working outside of the harbor gates, CARB has paralleled the port
proposals by proposing regulations to reduce DPM and NOx emissions from heavy-duty
trucks transporting cargo to and from the ports and intermodal rail facilities within a 50
mile radius of the harbors. CARB’s proposal indicates that in Southern California this
radius extends as far inland as Burlington Northern Santa Fe’s (BNSF) San Bernardino
facility in the Inland Empire. Nearer the ports, it also includes several intermodal
facilities. If adopted, these rules would mean that trucks involved with either the ports or
the intermodal rail yards would have to meet clean air standards:

8 Discussion Draft, Minimum Concession Requirements, San Pedro Bay Ports Clean Air Action Plan, p.1.

8 Briefing Paper, San Pedro Bay Ports Clean Trucks Program, ENVIRON International Corp., July 2007, p. 4.

8 Requlation to Control Emissions from In-Use On-Road Diesel-Fueled Heavy-Duty Drayage Trucks, Air

Resources Board Draft Regulation Order July 6, 2007.
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Together, these rules would mean that 100s with tractors not corresponding to port or
CARB rules would be limited to moving containers that touch neither the ports nor the
intermodal rail yards. This would almost eliminate them from most of the international
container movement business. The ports would bar LMCs from using these 100s to
enter the port gates. Outside the gates, CARB’s rules would bar LMCs from using them
on any move involving the region’s intermodal rail yards.

To implement the Clean Truck Program, the ports have proposed a detailed phase-in
schedule. “Beginning July 1, 2008 the ports will deny access to older trucks according to
a ‘progressive ban’ on trucks of a certain model year, where the model year requirement
becomes more stringent with time.”® This process will occur over five years ending in
2012. The goal of the program is to clean-up the 16,800 heavy duty trucks which the
ports have identified as accessing the gates on a frequent (7,000; over 7 times a week) or
semi-frequent (9,800; 3.5-7 times a week) basis. This was from a total of 41,000 trucks
found to be entering their facilities in 2005.% The schedule would affect 18% to these
vehicles in 2008; 47% by 2009; 67% by 2010; 99% by 2011 and the small balance by
2012 (Exhibit 21).

Deadline Date Truck Model Years Total Trucks Affected Share of Trucks Affected
July 1, 2008 Pre-1989 2,999 2,999 18% 18%
July 1, 2009 1989-1993 4,798 7,797 29% 47%
July 1, 2010 1994-1995 3,372 11,169 20% 67%
July 1, 2011 1996-2003 5,377 16,546 32% 99%
July 1, 2012 2004-2006 254 16,800 2% 100%

TOTAL 16,800 100%

Source: San Pedro Bay Ports Clean Trucks Program, Briefing Paper, ENVIRON International Corp., 2007

Economic_Implications. As indicated, the purpose of the Clean Truck Program is to
clean up the 16,800 trucks classified as being used frequently or semi-frequently in port
drayage during 2006. During that year, Los Angeles and Long Beach harbors processed
a combined 15,760,000 TEUs. Assuming 1.85 TEUs per container, that represented
8,519,000 containers. Of these, 24.1% were handled by on-dock rail or 2,053,000
containers. That left 6,466,000 containers to be moved by truck. The ports have
estimated that 80% of these containers were moved by trucks entering the gates
frequently or semi-frequently.®” They thus handled 5,172,758 containers. Given that
16,800 trucks were identified as most often entering the port gates, their ratio to the
volume they handled was one truck per 308 containers (Exhibit 22).%

% San Pedro Bay Ports Clean Trucks Program, Briefing Paper, ENVIRON International Corp., 2007, p.5.
% see page 15.
8 San Pedro Bay Ports Clean Air Action Plan Technical Report, November 2006, page 57.

% The port’s estimate of 16,800 trucks to handle 5.2 million containers implies one truck per 308 containers. For 50
weeks a year, 5 days a week, that implies an average of just 1.23 turns per truck per day. That is below the 2.0
median found in the CGR survey of LMCs. However, not every one of the 16,800 trucks will work 250 days a year
in port drayage given the fact that 100s often perform hauls outside of the field, some workers take extra time off
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Year LA-LB Port Container s Or_1 Dock By By ) 80% High Frequ_enfy Clean Trucks
TEUs (1.85 TEU) Rail Share Rail Truck High Frequency| Truck Ratio(") Needed
2006 15,760,000 8,519,000 24.1% 2,053,000 6,466,000 5,172,758 308 16,800
2010 19,694,000 10,645,000 25.0% 2,661,000 7,984,000 6,387,243 333 19,165
2012 22,354,000 12,083,000 27.4% 3,311,000 8,772,000 7,017,948 347 20,239
2015 26,344,000 14,240,000 31.0% 4,414,000 9,826,000 7,860,480 368 21,362

(1) Assuming 2% per year efficiency increase

Source: Port of Long Beach Economic Development, Economics & Politics, Inc.

Forecast. Looking forward, the San Pedro Bay port volume forecast is for 19.7 million
TEUs in 2010 and 26.3 million TEUs in 2015.* Using a straight line interpolation of
these data, the Port of Long Beach’s economic staff has estimated the 2012 volume at
22,354,000 TEUs. That is the year the Clean Truck Program is to be in full operation. At
1.85 TEUs per container, it translates into 12,083,000 containers. By 2012, a straight line
interpolation of the anticipated growth in containers handled by on-dock rail puts it at
27.4% or 3,311,000 containers.”® That leaves 8,772,000 containers to be moved by truck,
of which 7,017,948 would be handled by high volume 100s.

Needed Drivers & Trucks. To forecast the number of frequent or semi-frequent trucks
needed to move this higher volume, an assumption is necessary about the change in the
ratio of these trucks to that volume. It is required to allow for the gradual increase in the
efficiency of port operations. Given that no dramatic increase has occurred in recent
years, it is assumed that the ratio will increase at 2% per year.** By 2012, that would put
it at one frequent or semi-frequent truck to 347 containers. In 2012, the Clean Truck
Program would thus need 20,239 drivers and clean trucks to handle 80% of port volume
(7,017,948). Rounding to 20,200, that would be 3,400 more than the 16,800 in 2006.

Note: To test the sensitivity of this assumption, a 0% per year gain in efficiency would
require 22,800 clean trucks or 2,600 more than the 20,200 needed at 2%. A 4% per year
gain in efficiency, would require 18,000 or 2,200 less than the 20,200 needed at 2%.

TWIC & Port Growth.** Here, the difficulties imposed on the ports by the TWIC
program must be restated. As estimated, from 15% to 22% of existing 100s providing
frequent or semi-frequent port drayage will either not qualify or not apply for a TWIC
card. They will represent a loss of 2,500 to 3,700 of the existing 100s, leaving 13,100 to
14,300 still serving the harbors.”® By 2012, the Port Clean Truck Program will need the
LMC/concessionaires to replace these lost 100s with new drivers and clean trucks.

and some containers must be handled multiple times. In addition, Exhibit 14 showed that no classification of LMCs
works exclusively in the port drayage, with rates running from a low of 25.2% among the large LMCs to 83.1% for
the smallest ones. The 1.23 turn ratios implied in the port data is thus not incompatible with 2.0 median.

8 San Pedro Bay Long-Term Cargo Forecast, Mercer Management Consulting, July 2001.

% On-dock shares from "San Pedro Bay Ports Rail Study Update", Parsons, Dec. 2006.

° Based on reported discussion by five major carriers at University of Denver Masters Degree in Logistics Course.

%2 The forecast does not extend to the issue of driver turnover. It would compound the challenges discussed here.

% See Conclusion of Section 4 on page 39.
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Adding the estimated 3,400 new drivers and clean trucks needed to handle port growth
increases the need to 6,000 to 7,100 to reach the required 2012 level of 20,200:

0 For the higher estimate of TWIC losses, there would be 13,100 remaining 100s
and a need for 7,100 new drivers and clean trucks, an increase of 54.5%.

o0 For the lower estimate of TWIC losses, there would be 14,300 remaining 100s,
and the need for 6,000 new drivers and clean trucks, an increase of 41.5%.

Increases In Driver Pay. At the current rates of pay among port drayage 100s, these
increases in the number of drivers and vehicles are unlikely. In Section 4, it was shown
that they are earning a median from $11.60 per hour (CGR) to $12.37 per hour (Dr.
Monaco). The alternative sources of drivers make much higher rates of pay:

0 Non-employee drivers in the Inland Empire, the most likely alternative supply of
I00s, are earning a median of $18.09 an hour and likely would want $20.08 to
change to port drayage.

0 Those Los Angeles County employee-drivers most likely to shift to port drayage
will need $16.45 per hour and a benefit package that would be bring the total to
$21.31 per hour. In the Inland Empire employee-drivers most likely to shift to
port drayage will need $17.65 per hour and a benefit package that would be bring
the total to $22.71 per hour.

o Convincing construction workers to change to drayage work would cost roughly
$17.33 an hour plus a benefit package that would bring the total to $21.97 per
hour.** These workers would likely have to acquire commercial driver’s licenses
and TWIC cards.

Rates will have to go to roughly $20 per_hour to lure new drivers and clean trucks into
port drayage. By 2012, they will make up a significant share of the industry. As this
occurs, the existing 100s would not work for less than the newer drivers entering the
field. The general pay level of all I00s would thus move up to these higher levels.

LMC Weak Finances & Lack of Pricing Power. The anticipated increase in labor costs,
reemphasizes the difficulty faced by the port drayage industry in that most LMCs spend
at least 95% of their revenues on operating costs. If their 100 costs nearly double, they
must increase their rates or cease to exist. However, the LMCs have shown little ability
to raise their prices given the imbalance of market power between themselves and their
ocean shipping and national retail customers.

Summary. From these facts, it must be concluded that the port drayage industry is
heading for an even more difficult period than described earlier. If the LMCs cannot pay
more, they will not be able to go from the 13,100 to 14,300 drivers and trucks left after
TWIC to the 20,200 needed to replace those lost to TWIC plus those required to handle
port expansion. However, they cannot pay more if they cannot raise their prices, an
action that their lack of market power has largely stifled. Here again, the same two
general scenarios would appear to apply:

% See Conclusion of Section 4 on page 39.
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o Crisis Path. Most likely is a slowly building crisis as lack of drivers and trucks
means containers are not delivered on time. Beneficial cargo owners (retailers,
wholesalers, manufacturers, exporters and others) will demand that this occur
putting pressure on the ocean lines to pay more to the LMCs to solve the problem.
However, since retailers will be unwilling to pay more, the ocean lines will do this
very reluctantly allowing the crisis atmosphere to build. Ultimately, the rates paid
to LMCs and the 100s will rise but not without significant ill will and a lot of
cargo stacked at the ports. Some shippers will ultimately abandon store-door
contracts and switch to using ocean lines for port to port freight movements.
They will contract separately with LMC for port truck drayage.

o Downfield Vision. Less likely is for the ocean shipping lines, national retailers,
and ports to recognize early that lack of supply will be forcing 100 pay and LMC
rates to increase. If the major players wish this to occur outside of a crisis
atmosphere, a meeting of minds might begin to be formulated with these firms
plus leaders among the LMCs. This might allow a path to be developed so that as
the shortage of drivers becomes evident, the pay scales to the 100s and rates to
the LMCs can begin to rise without the crisis.

As with the TWIC analysis, when the LMCs are able to raise their prices, the amount will
have important implications for port drayage. As stated there, LMCs normally see 70%
of their revenues passing through to 100s and spend another 25% on other non-100
costs, leaving them net pre-tax profits of 5.0%. The analysis differs from TWIC, as the
LMCs are likely to see their overhead workloads increase over time as port volume
increases, driving up their non-100 operating costs. From 2006-2012, the port volume
handled by high volume trucks is expected to increase 35.7% from 5.2 to 7.0 million
containers. If 80% of this work was absorbed by existing LMCs and new ones handled
20%, the expansion in activity to a typical existing LMC would be 28.5%. It is assumed
their non-100 costs increase that much going forward.

Current Ratios 43.6% Price Increase, Truck Replace & | 48.6% Price Increase, Truck Replace,

Increase 100 Income to $20/Hour 100 to $20/Hr, Double LMC Earnings

To 100s $75,000 70.0% $96,000 62.4% $96,000 60.3%
Non-100 Costs $26,800 25.0% $34,400 22.4% $34,400 21.6%
Truck Replacement Charge $0 0.0% $18,000 11.7% $18,000 11.3%
Pre Tax Margin $5,400 5.0% $5,400 3.5% $10,700 6.7%
Total $107,100 100.1% $153,800 100.0% $159,200 100.0%

Source: Economics & Politics Inc. & CGR Management Consultants

There is one additional major consideration. Of the 16,800 trucks that the ports anticipate
be brought to clean air standards, they estimate that 10,622 will have to be replaced
(63%).”> To avoid Transportation Impact Fees, the LMCs will put pressure on their
LMCs to replace these trucks as soon as possible. However, it will be difficult if not
impossible for many of them to acquire the $28,500 (20% of truck $100,000 price plus
$8,500 in sales taxes) in financing they will need to do so (see TIF-I00s Pay TIF

% Scenario 7, Appendix, San Pedro Bay Ports Clean Air Action Plan Technical Report, p. 27
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discussion below). The alternative is for the LMCs to try and raise prices to the ocean
shipping fleet and/or the beneficial cargo owners to pay for this part of the program. On
average, the increase required would be 63.2% of $28,500 or $18,000. With that
background, two scenarios appear likely (Exhibit 23):

o If 100 incomes were to reach $20 per hour (50 hours x 50 weeks) or $50,000 a
year for an equal effort, there would be no increase in their $46,000 operating
costs. They thus would need to receive $96,000 from their LMCs. At 70%, this
would require LMC annual revenues of $135,800 per truck. With higher LMCs
volume, there would be an assumed increase in non-driver costs to $34,400. That
would leave pre-tax profit of $5,400 per truck. However, the LMCs would need
to raise another $18,000 to help fund their share of replacement trucks. Thus,
revenue would have to increase to $153,800 per 100. A price increase of 43.6%
would be needed to increase LMC revenues from $107,100 to $158,800 per truck.

o For LMCs to want to stay in port drayage and deal with the extra issues, they
might desire to see their thin profit margin double from $5,400 to $10,700 per
truck working for them (5% to 7%). The funds going to an 100 would remain at
$96,000; their non-driver costs would remain at $34,400. The truck replacement
supplement would stay at $18,000. For this to happen, their total revenue would
have to go from $107,100 to $159,200 per truck, a price increase of 48.6%.

Given the weak profit position of the LMCs, the same logic would appear likely to
govern their behavior here as with TWIC case. It they are to gain any market power, a
scenario like the second one (price increase of 48.6%) would appear to be the minimum
acceptable to them. But, it would likely be a tough sell to their customers. However, less
would be unacceptable to the LMCs, as it would make them simply conduits for
channeling money to their I00s. According to Moffatt & Nichol data, a 48.6% increase
would raise port drayage costs from $150 to $223 per container for trips near the ports
and $300 to $446 to the Inland Empire. This fee is still minor compared to the $2,575 in
costs for other portions of a container’s journey. These higher costs would represent just
0.1% to 0.2% of the $70,000 median value of a container’s contents.

Transition. Again, assuming optimistically that LMCs could pass 50% a price increase
of this magnitude immediately to their customers in higher prices, but the other 50% only
agreed to the increase in equal shares over six months (8.3% per month), cash flow
difficulties in the transition would impact the LMCs. For an average smaller 100s, they
would have a net cash flow loss of $247,025 reducing their average owner’s equity from
$362,200 to $115,175. Larger 100s would have average cash flow losses of $896,650,
reducing their average owner’s equity by 50% from $1.77 million to $888,900 (See
“Transition” page 72 for calculation’s details).

2. Tracking Devices. Another aspect of the proposed Clean Truck Program could have the
side effect of helping to increase the efficiency of port operations. There will be a
requirement that all tractors entering the port gates under the auspices of LMC-
concessionaires be equipped with an RFID transponder. These devices will provide the
capability to access information on a remote/central server database with a key number.
This might include, but not be limited to:

e The LMC’s identification number
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e The truck’s identification number

e The truck’s license plate number

e Thedriver’s license identification number

e Thedriver’s TWIC identification number

e The cargo container’s identification number

The RFIDs and the corresponding port database related to them will be used to track a
wide variety of information such as if a truck is affiliated with an LMC that has paid the
fees to be a concessionaire or due to Truck Impact Fee (TIF) requirements, and whether
the truck itself has passed its regularly required clean air and maintenance evaluations.

Further, the trucks will be required to have an AVL device. This will allow the ports to
know where the trucks are located and help the ports to monitor the geographic
provisions of the Fleet Modernization Grant Program (below).

Economic Implications. While the RFID and AVL devices will be required to assist the
port in managing and monitoring vehicles under the Clean Truck Program, these devices
could have the side effect of helping increase the efficiency of port operations. This
could help reduce the price increase necessary to allow 100s to earn more and LMCs to
be more profitable. It could do this by increasing the number of containers that each 100
can move in a day (“turns”).

Above, it was shown that in 2006 the ratio of containers handled by high volume trucks
(5,172,758) to the number of such vehicles (16,800) was 308 to one. In estimating the
number (20,200) needed to handle containers volume in 2012 (7,017,948), efficiency was
assumed to increase 2% per year to 347 to one (Exhibit 24). The cumulative efficiency
gain for the period was 12.7%. Put another way, on average, frequent or semi-frequent
trucks could handle 12.7% more work in 2012. Given a split of the extra revenue
between 100s and LMCs, each could earn a little more without a price increase.

Exhibit 24.-Annual Efficiency & Need Trucks, 2006-2012

Extra High Volume Trucks To Handle 1.8 million Extra Containers

B Extra Trucks Needed [ ] Container Volume Per High Frequency Truck

5,321
4,672
4,045
3,439

2,854

5,993

2,289
1,742
308 317 327 337 347 357 368 378 1213390 401 413
702
208

0.0% 0.5% 1.0% 1.5% 2.0% 2.5% 3.0% 3.5% 4.0% 4.5% 5.0%
Annual Efficiency Increase

If, however, efficiency were to be increased at 3.0% per year from 2006-2012, the ratio
would grow to 368 to one, a cumulative 19.5% increase in the volume of containers each
high volume truck could handle would occur in the six year period (Exhibit 25).
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Are such increases in efficiency possible? Yes. A study of the increases in productivity
by sector in the U.S. economy found that from 2000-2004, the distribution sector’s
productivity increased at 3.1% per year.*® The possibilities for the ports of Los Angeles
and Long Beach are that great given the potential efficiency involved in the use of RFID,
AVL devices and other technology that can coordinate the location of containers and the
timing of truck arrivals. Dr. Anne Goodchild, Assistant Professor of Transportation at
the University of Washington indicates, “port appointment systems can be tied to
terminal operating systems and real-time sensors (RFID or AVL) to improve terminal
operations. For example, during idle periods, RTG crane operators can ready containers
to make containers for the next appointments available. Such a system could notify an
RTG operator that a truck has arrived at the gate and that he should begin to retrieve the
relevant container, reducing truck wait time at the stacks.”

Exhibit 25.-Containers Per High Volume Truck, 2006-2012

Extra Efficiency from Assumed Efficiency Levels

B Container Volume Per High Frequency Truck [[] Increased Capacity 413 34.1%

401
368 378 390 0.2%
6.6%
308

0.0%

0.0% 0.5% 1.0% 1.5% 2.0% 2.5% 3.0% 3.5% 4.0% 4.5% 5.0%
Annual Efficiency Increase

Annual efficiency increases in the neighborhood of 3% compounded would likely be
sufficient to keep 100 incomes and LMC profits competitive with other trucking sectors,
once they have achieved parity with them. However, as discussed, the difficulty remains
that the current low incomes of 100s will require increases in pay approaching 100% to
lure drivers from other sectors into port drayage. Given the thin profit margins on which
LMCs operate, they will still require sufficient price increases to make that possible.

For the highly competitive port drayage sector, the very aggressive efficiency increases
that this technology has created for major package delivery firms, less than a full
container load (LTL) companies and interstate trucking operations are very unlikely to
occur. The problem is the time, training and coordination necessary to create a tightly
integrated, relatively error free computer system, given the large number of small
LMC/concessionaires, many with limited computer understanding.

% Modeling Aggregate Productivity at a Disaggregate Level; New results for U.S. sectors and industries, Carol
Corrado & Paul Lengermann, Federal Reserve Board; Eric J. Bartelsman, Free University, Amsterdam, J. Joseph
Beaulieu, Brevan Howard, Inc. Table 5, July 5, 2006, p. 24.

%" Estimating the Impact of the Clean Trucks Program on Terminal Operations (draft), Anne Goodchild and Karthik
Mohan, University of Washington, 2007.
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3. Truck Impact Fees (TIF). Trucks that are not banned from accessing the ports, but do
not meet the “clean” trucks standards, will be charged a TIF at the gate for each inbound
move or, per the progressive ban, they will be prohibited from entering terminals. The
TIF (including an administrative surcharge) will be assessed to the LMC with which the
truck is affiliated. The current TIF estimate is between $34 and $54 per inbound-gate
move. Once the five-year fleet turnover period is completely funded, the ports will stop
collecting the TIF. The fees would be one source of funds for the Fleet Modernization
Grant Program designed to help fund retrofits or replacement trucks (see #4).%
According to the CAAP announcement statement of the two port board presidents,
charges like the TIF were “to be to be imposed on ‘shippers’ not drivers.”*

Economic Implications: TIFE. In looking at the TIF, it is important to understand that
the fees will be substantial. Under the LMC-100 business model that currently
dominates port drayage, TIF fees would be charged to the LMCs while the non-compliant
trucks would be owned by 100s. If such an 100 made 308 trips per year,'® the annual
cost to its LMC would range from $10,500 to $16,600. Assuming the TIF is set at $50
per inbound trip, near the high end of this range, the annual cost would be $15,400.

As indicated earlier, most LMCs have pre-tax profit margins of 5% or less. Thus, it was
estimated that with revenue of $107,100 per truck, the firm could pay the median gross
income to its 100s of $75,000, leaving $26,800 for other expenses and 5% for pre-tax
profit of $5,400 (Exhibit 23). However, if the LMC is charged $15,400 a year for TIF
because the truck does not yet meet clean air standards, it would lose $10,000 on every
truck of this type, unless the TIF is passed on to its customers (Exhibit 26).

Revenue & Net
Current LMC Pay
Total Revenue $107,100
Pre-Tax Profit $5,400
TIF @ $50 $15,400
Post-TIF Profit (Loss) ($10,000)

Since the financial viability of the LMCs will not allow them to absorb TIF costs of this
magnitude, they will be under enormous pressure to only use I00s whose vehicles meet
clean air standards. Alternatively, the LMCs will to seek to have the ocean shipping lines
or beneficial cargo owners pay the fees.

100s Pay TIFE. In the first case, the LMCs would indicate to those 100s with trucks that
have not yet met the clean air standards that the TIF will be deducted from their normal
drayage rates. One result would be for the 100s to quickly try to access the Fleet
Modernization Grant Program:

o0 Retrofit. Those 100s whose trucks qualify for retrofit will want that done as
soon as possible under the Fleet Modernization Grant Program. This would

% Discussion Draft, Minimum Concession Requirements, San Pedro Bay Ports Clean Air Action Plan, p.1.
% San Pedro Bay Ports Clean Air Action Plan Technical Report, Port of Los Angeles, Port of Long Beach, p. 10.

1001 MC survey found that the average driver handled 308 containers per year. See discussion, p. 24.
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require the ports to give them access to it for 100% of the estimated $20,000 cost
of such work.’ Given the anticipated volume of such requests, the question
arises as to whether the grant program will be able to fund all such early requests
(see discussion under Fleet Modernization Grant Program section below).

0 Purchase. Those 100s whose trucks need to be replaced will want to quickly do
so using the Fleet Modernization Grant Program. Here, the ports must give them
access to it for the 80% share of such a purchase or about $80,000. Again, the
I00s ability to acquire these funds will depend on whether the program has
sufficient money to handle the volume of such requests. It will also depend upon
whether the 100s can obtain financing for their share of the truck purchase.'*

This last issue requires a look at a typical 100’s finances. If one receives an
$80,000 grant for a new truck, it would face no tax liability as the full cost is
immediately deductible under IRS Section 179.'® However, the IOO would have
to borrow $20,000 for their share of the price plus $8,500 for Los Angeles County
sales taxes unless they can access other sources of funds. For loans of this size,
lenders typically want FICO credit scores of at least 660, with a desire for over
700. Nationally, 73% of credit applicants exceed 650 and 58% are above 700.*%.
Given the average 100’s modest income, it can be reasonably assumed that most
have FICO scores well below these averages. Compounding this difficulty is the
likelihood that the ports would place liens against trucks for their 80% stake in
them. A lender would thus be in second position for an 100’s 20% share in the
event of a repossession. Few would want to do so. Most 100s would thus not
qualify and would likely leave port drayage unless an alternative for funding truck
replacement could be found.

Note: Discussions with major lenders indicated an interest in pursuing 100
financing via a structure including port guarantees to limit a lender’s potential
losses. Terms might involve the lender and ports allocating profits and losses
from repossessions over the grant program’s life. Rates would be about 10%.

At the moment, it appears unlikely that the Fleet Modernization Grant Program will have
early access to the funds necessary to finance the 100 grants needed for the volume of
retrofits and truck purchases that will likely occur if the TIF is introduced and this
scenario unfolds. In addition, without a guarantee program, there appears to be little
chance that lenders will assist those I00s needing new trucks to purchase them.

Customers Pay TIF. The other option is for the LMCs to raise rates to ocean shipping
lines and/or beneficial cargo owners. However, as has been stated, the highly
competitive nature of port drayage gives LMCs relatively little bargaining power

191 paul Lewis, President, Boerner Truck Center of Huntington Park, a big retrofitter, quoted about $20,000
depending upon which vendor and make and year of tractor. Port of Los Angeles supplied a similar figure, $19,500.

192 The $100,000 tractor price is the within the range for 2007 Freightliner Columbia tractors found on-line. It is
also the figure used by the ports. There would be an 8.5% sales tax for purchases in Los Angeles County, 7.75% in
Orange, Riverside and San Bernardino counties.

193 |RS Code Section 179 allows $112,000 in equipment purchases to be immediately written off.

104 http://www.myfico.com
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compared to their large customers. The one scenario under which LMCs can impose
higher rates is when their own profitability or the viability of their 100s begins to cause
one or both to stop handling port drayage. That would set off the “crisis path” in which
the ocean lines and/or beneficial cargo owners would face the choice of either paying
higher rates or seeing their cargo anchored in San Pedro Bay. Given the known financial
condition of LMCs and 100s, plus the fact that TIF will start at a time certain, it could be
that ocean lines and/or national retailers will accept the inevitability of such a crisis and
move to avoid it by accepting contracts in which the TIF rates can be passed on. In either
case, that option was included in the discussion of the price increases needed by LMCs to
ensure sufficient capacity to move containers through the ports (Exhibit 23, page 48).

Economic Implications: Dray-Offs. Meanwhile, a second potential impact of the TIF
would be to change the way in which LMCs organize their operations. As long as they
remain under intense cost and profit pressures, LMCs can be expected to seek ways to
keep costs down for themselves and possibly their I00s. One potential method would be
to bifurcate their businesses between drayage involving ports and intermodal rail yards
and container movements involving neither. This could lead to “dray-offs” whereby in-
bound cargo is moved from the ports by an 100 whose tractor is clean air compliant,
while outside the gates it is interchanged to one that is not. For out-bound cargo,
containers could be transported to near the gates by an 100 with an unapproved tractor
and then interchanged to one with an approved vehicle.

Rules could be promulgated to ban such practices but they face enforcement difficulties.
Beyond the problem of uncovering the use of this process, there is the fact that it is
already common to transfer long distance loads from 100s with tractors specializing in
port drayage and 100s that make long distance runs. Also, some LMCs already use one
group of drivers to move containers from the ports to their yards. Later, another group of
drivers takes them to their final Southern California destinations. Further, it is common
place for sea-going forty foot containers to be moved to a cross-dock where goods are
transferred to a 53 foot landside container which another tractor hauls from there either to
an intermodal yard or cross-country. It will be a challenge to sort out when these are
normal practices and when they are used to skirt clear air rules.

4. Fleet Modernization Grant Program. As stated, the Ports intend to establish a grant
program to fund the retrofit and/or replacement of the drayage fleet using funds allocated
through the port CAAP, SCAQMD, $400 million in State Proposition 1B bond funds (if
available), and the TIF. Below, it is shown that the TIF will likely yield roughly $160
million less than anticipated. Grant funds from the program would only be available to
approved concessionaires, and by extension in this section, to the 100s working under
their auspices. Trucks that qualify for retrofit technology will be awarded grants
covering up to 100% of the labor and materials for that installation. In general, an older
truck must be turned in and scrapped to qualify for a grant for a new replacement truck.
In that case, grants would cover up to 80% of the purchase.'® The implications of this
program for 100s were outlined above (#3). To maximize their investment in the grant
program, the ports are considering requiring those accessing the program to agree to use
their vehicles exclusively for port drayage and to make a minimum number of port trips

1% Briefing Paper, San Pedro Bay Ports, Clean Trucks Program, ENVIRON International Corp., July 2007, p. 5.
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per week. This represents a difficulty as the destinations and frequencies of trips are
controlled by the shipping lines and beneficial cargo owners not the I00s and LMCs.

Economic Implications: Insufficient Funds. For the Fleet Modernization Grant
Program, the most important economic consideration is whether it will be funded to the
extent necessary to complete its mission in a timely manner. The TIF logic explained
above concluded that under the LMC-100 model, there would be a rapid demand for
funds to immediately retrofit or replace 100 trucks. This would be exciting from a clean
air perspective since the program would be generating demand for clean vehicles much
faster than called for by the truck retrofit and replacement schedules. However, this
beneficial result could be frustrated by the insufficiency of funds for this to occur. The
odd result would be for the grant program’s lack of funds to leave 100Os out of
compliance, with TIF costs being imposed that would generate the money to clean-up the
trucks, only later. In the meantime, LMCs and 100s would most likely absorb some
portion of the TIF, reducing their incomes.

Here, the difficulty stems from the manner in which the Fleet Modernization Grant
Program is to be funded. The $400 million (22% of budget) in Proposition 1B funds have
not yet been allocated to it. Meanwhile, the phase-in process for the Clean Truck
Program was shown earlier (Exhibit 21 above). Using it, the grant program assumes that
of the trucks that would be subject to the TIF, there are 5,959 that can ultimately be
retrofitted. Of those: 564 would be retrofitted in year one; 3,118 in year two; and 2,274
in year three.'® Until they are retrofitted, the truck owners are assumed to pay the TIF at
$50 per in-bound move for an average of 308 trips or $15,400."% It is also assumed that
these trucks are retrofitted at the end of each year as shown in the grant plan.

Of the $1.2 billion of revenue in the Fleet Modernization Grant Program, $209,779,000
or 17.4% is anticipated to come from the $15,400 per year in TIFs that will be paid by the
owners of trucks that can be retrofitted, until the retrofit is completed (Exhibit 27). The
fees for trucks to be retrofitted by the end of year 1 would pay $15,400; those at the end
of year 2 would pay $30,800; and those at the end of year 3 would pay $46,200. This
will be done while waiting to receive a grant for a free retrofit.

Period Retrofitted Vehicles Year 1 Year 2 Year 3 TIF Before Retrofit
Year 1 564 $8,685,000 $0 $0 $8,685,000
Year 2 3,118 $48,017,000 $48,017,000 $0 $96,034,000
Year 3 2,274 $35,020,000 $35,020,000 $35,020,000 $105,060,000
Total TIF ($) 5,959 $91,722,000 $83,037,000 $35,020,000 $209,779,000
Economics of Self Retrofit In Lieu Of TIF |
TIF Paid Self Retrofit Net
Year 1 $15,400 $16,800 -$1,400
Year 2 $30,800 $16,800 $14,000

196 Technical Appendix to the CAAP, Scenario 7, p 27. The estimates are actually stated for FY 2006/07, 2007/08
and 2008/09. We are treating them as years 1, 2 and 3 of the plan respectively as obviously planned actions will
vary from the dates shown in the Appendix.

07 gee footnote 100.
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Year 3 | $46,200 | $16,800 | $29,400 | | ||

Source: Scenario 7, Technical Appendix to San Pedro Bay Ports Clean Air Action Plan, CGR Management Consultants, LLC

However, since it is estimated that a truck owner can self-retrofit for $16,800 by avoiding
the cost of port administrative and incentive fees, this would not make sense.'®. True,
the truck owner that retrofits by the end of year 1 would end up $1,400 better off than
paying for a self-retrofit. However, those that would be retrofitted by the end of years 2
and 3 would, respectively, be worse off by $14,000 and $29,400.

The LMCs or 100s will seek to avoid these costs for two reasons. First, the TIF is not
fixed and may be increased to generate sufficient funding for the program. Second, it is
more economical for owners to retrofit their vehicles themselves and avoid the TIF
entirely. Thus, any owner with a truck planned for retrofit in years 2 or 3 who can
borrow $16,800 at any interest rate below 74% will gain economically by retrofitting
their trucks in year 1. Assuming that at least 80% of the owners of such trucks do so, the
Fleet Modernization Grant Program will be reduced by about $160 million or 8.9% of its
estimated budget. Combined with the Proposition 1B funds, this analysis means 31.1%
of the program’s funding may be in jeopardy.

Economic Implications: Exclusivity. In reviewing the potential economic impact of the
exclusivity requirement, it is important to understand the degree to which the LMCs
serving the ports are engaged in non-port work. Here, the survey of 136 LMCs
conducted for this report is informative. It found that the share of LMCs that had at least
some business with non-port related customers was 72%. Importantly, for 19% (one in
five), non-port business involved 50% or more of their operations (Exhibit 28). These
figures are not surprising given the need to locally transport goods within Southern
California’s $945 billion economy. However, for these firms, flexibility in the use of the
I00s with whom they work is vital to the efficiency of their operations and, thus, their
profitability.

Exhibit 28.-Share of LMCs With Business Other Than Port Drayage
Ports of Los Angeles & Long Beach, 2007

Source: Telephone Survey of 136 LMCs by CGR Management Consultants, LLC

198 Cost details shown in the Appendix to the 2006 San Pedro Bay Ports Clean Air Action Plan Technical Report, p.

27.
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If accessing the Fleet Modernization Grant Program requires numerous 100s to work
exclusively in port drayage, it will create practical problems for the multifunctional
LMCs that use them. For example, an LMC might normally have an 100 dray a port
container to a customer, pick up a non-port related load there and move it elsewhere
before coming home. If the IOO could not perform the second haul, it would have to
return empty (bobtail). Meanwhile, a non-port related 100 would have to bobtail out to
the customer to move the second load. Situations like this would be inefficient and costly
to the LMCs and eventually their customers. They would also increase the volume of
truck trips on Southern California’s roads and increase emissions. The exclusive use
provision could also be a significant factor for smaller LMCs who lose a major port
drayage customer. Since it would be presumably known that the LMC has received a
grant with an exclusive use restriction, their options for replacing the lost business would
be limited and their rate negotiation ability curtailed.

5. Clear Air Device Maintenance. Another aspect of the Clean Truck Program would be
the requirement that concessionaire/LMCs have a maintenance program for all trucks
operating under their auspices whether their own or belonging to 100s. The program
must ensure that there is adherence to manufacturer’s recommended maintenance
schedules for vehicles and retrofit devices, and that records are maintain providing
evidence of compliance. It also bars tampering in anyway with emission control devices.
The program further requires that there be a facility specific maintenance plan.

Economic_Implications: Maintenance Oversight. The Clean Truck Program will
clearly give the ports a vested interest in ensuring that once vehicles used for port
drayage meet clean air standards, they stay that way. The requirement that there be a
facility specific maintenance plan seems to imply that they are considering going into the
on-site inspection business to ensure that this occurs. This would be a costly undertaking
and use funds that might better be applied to other purposes such as helping to clean-up
more vehicles. This is particularly true given that the California Highway Patrol is
already charged under California law with annually inspecting every terminal in the state
in a two-year cycle (CHP’s BIT program).’®® Those inspections are being undertaken for
the sake of truck safety. However, it would appear to be a small step to have the CHP’s
jurisdiction expanded to include looking at vehicles and inspecting records to ensure that
air quality maintenance is also being routinely performed. Here, the difficulty is the fact
that the CHP has been underfunded for its BIT responsibilities and is currently only
inspecting about one-half of the terminals required. Here, the ports, the CHP and the
LMCs might develop a program to ensure that the 100s working with the port are among
those reached each year.

In addition, since all tractors accessing the ports will have RFID devices, it would seem
to be relatively inexpensive for the ports to set up stations inside the terminal gates to
which tractors could periodically be diverted for a rapid emission check. The fact that a
vehicle is to be out of compliance would be entered on the computer record for the
vehicle. The next time a vehicle with that RFID entered the gates, it could be rechecked
and barred from future entry until it has been brought into compliance.

109 See footnote 38, page 21.
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At its core, the Clean Truck Program is designed to modernize the fleet of heavy duty vehicles
involved in port drayage. Given the high cost of retrofitting or replacing the vehicles plus the
relatively weak financial condition of most LMCs and 100Os, the program proposes a phase-in
period and Fleet Modernization Grant Program to ease the cash flow burden. Ultimately, it is the
expressed desire of the ports that “shippers” not drivers pay for the clean-up program. It is
assumed here that this means a combination of the ocean shipping lines and/or the beneficial
cargo owners (mostly national retailers). The program attempts to bring this about through the
marketplace. TIF costs are imposed on LMCs vehicles under whose auspices 100s are bringing
trucks that do not meet clean air standards through the port gates. Since neither the LMCs or the
I00s can afford the TIF costs, the LMCs will logically attempt to raise drayage rates to offset
both the higher costs they must pay to attract an expanded labor supply and offset the Clean
Truck Program’s costs. Given their relative lack of negotiating power vis-a-vis their customers,
this will not happen without the threat or actual occurrence of a port drayage crisis. However,
given the current economics of the LMCs and 100s, this would appear to be the path by which
the Clean Truck Program will eventually be funded.
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6. Clean Truck Program: Truck Ownership/Employee Model

In considering how to carry out the Clean Truck Program, the ports of Los Angeles and Long
Beach have proposed major changes in the manner in which Southern California’s port drayage
industry is organized. Their intent was outlined by the two port commission presidents in their
instructions to their staff upon the announcement of the CAAP. They expressed a desire that:

a. “The Ports undertake a 5-year, focused effort to replace or retrofit the entire fleet of
over 16,000 trucks that regularly serve our Ports with trucks that at least meet the
2007 control standards and that are driven by people who at least earn the prevailing
wage.” [italics added]

b. “The Ports establish within their respective districts a program that restricts the
operation of trucks that do not meet the clean standards established in the Plan.
Further, that we impose a system of fees and transportation charges to raise the
necessary funds to pay for the cleaner trucks. These fees would be imposed on
““shippers’, and not on the drivers.” [italics added]

c. “The Ports will invite private enterprise trucking companies to hire the drivers on
terms that offer the proper incentives and conditions to achieve the Clean Air Action
Plan goals while resulting in adequately paid drivers.” [italics added]

d. “The Ports begin this program with an infusion of cash to the Gateway Cities
Program that would fund a 500-truck program that will demonstrate the applicability
of new retrofit technologies. This demonstration program will be activated in the 1st
quarter of 2007, and the full 16,800-truck program will be rolled out shortly after.” 1

To carry out these instructions, the ports have proposed to use their tariff authority to require that
the LMCs become the concessionaires with the exclusive right to have trucks working under
their auspices enter the port terminals. Under the program, LMCs would be required to:

e Obtain port concession licenses, LMCs would pay a one time application fee and
annual renewal fees of about $5,000.

e Meet as yet undefined balance sheet levels and insurance requirements to ensure
industry stability.

e Acquire ownership of the trucks operating under their auspices according to a strict 5-
year time schedule.

e Have their trucks retrofitted or replaced to 2007 clean air standards according to a
strict 5-year time schedule.

e Ensure that all requirements created as part of any grant or loan programs to clean the
trucks are fulfilled since the Fleet Modernization Grant Program would only grant
funds to retrofit or replace trucks owned by concessionaires.

e Pay fees (TIF) for trucks entering the port gates under their auspices that are not up to
the 2007 clean air standard during the 5-year transition period.

e Ensure that their trucks are maintained in a manner that keeps them clean once they
have been replaced or retrofitted.

19 Overview, Presidents Statements, San Pedro Bay Clean Air Action Plan, Final 2006.
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e Maintain detailed records on truck maintenance and safety work as required by the
CHP’s BIT program and DOT, plus records on inspection and maintenance of clean
air equipment.

e Have a facility where their trucks are parked when not in use as well as where they
can be maintained and inspected.

e Use only employee-drivers to operate their trucks according to a strict 5-year
schedule, with preference given to drivers who have a history of involvement in port
drayage.

e Maintain employee records, oversee drivers logs and health examination schedules
and ensure that drivers have TWIC and other appropriate licensing.

e Require drivers to not park the LMC’s trucks on nearby city streets and to only use
defined routes in driving through communities in the port area.

e Install RFIDs and AVLs on their trucks.

Below the major elements of the Clean Truck Program are described together with commentary
on their economic implications. For brevity, where the results are the same as the analysis of the
Clean Truck Program under the LMC:IOO model in Section 5, reference is made to the
appropriate material discussed there.

1. Acquiring Trucking Fleet Ownership & Meeting Clean Air Standards. As indicated,
LMC/concessionaires will be required to own the vehicles accessing the ports under their
licenses and bring these vehicles up to clean air standards. Since most do not currently
have trucking fleets, that aspect of the requirement will represent a fundamental shift in
their business model from being service firms with relatively thin balance sheets to being
trucking companies with significant investment in vehicle assets.

Vehicle Prices. For purposes of this analysis, it is assumed that $11,500 is the average
price of pre-1996 tractors and $32,200 is the average for subsequent models. New 2007
tractors are estimated to cost $100,000.**! In both cases, the LMC would have to pay Los
Angeles County’s 8.5% sales taxes on their purchases. Given these figures, there are a
variety of issues associated with the increased capital needs that would result from the
requirement for concessionaires to own their tractors:

e Retrofit. For an LMC, the least expensive option would be to acquire post-1995
tractors from their 100s who would then become employees. The vehicles could
then be retrofitted to meet clean air standards using the proposed Fleet Modernization
Grant Program. Under the most favorable assumption, that program would be fully
funded and able to pay 100% of all retrofits. The funds that LMCs would need for
this option in the first year would then be the price of acquiring the tractors, the sales
taxes, and the first year’s income tax liability on the grant funds.*?

111 The existing tractor prices are averages developed from the offering prices of Freightliner tractors listed for sale
wwww.commericaltractortrader.com. New truck prices are from several on-line sources and the ports.

12 Grants to acquire or retrofit trucks would likely be considered taxable income to the recipient and subject to state
and federal income taxes. Depending on the recipient’s taxable status, this would create a need for cash to pay the
income taxes in the year when the grant is received. The amount of tax paid will potentially be offset in future years
by the depreciation deductions and the eventual recovery of the asset’s salvage value. The critical issue is grant
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It is assumed that the LMCs will follow this strategy for 50% of their fleets. In fact,
only 34% of the port drayage fleet is post-1995 vehicles.'™®> Given the lower cost of
retrofitting versus buying trucks, 50% is used in the belief that the LMCs will argue
strenuously to be allowed to buy other post-1995 tractors in SCAQMD?’s air basin.

The 50% factor is used to determine the fleet purchases required by LMCs in various
size groups. Among small and mid-sized LMCs, these ranged from six trucks for
firms in the 1-10 range, to 47 for those in the 26-75 range. Given that LMCs of 76-
250 trucks only devote 40.6% of their operations to port drayage, their average fleet
size of 137 was reduced to a port fleet requirement of 56 trucks. For LMCs with 251
or trucks, port drayage was 25.2% of their activity. Their average fleet of 517 was
reduced to a need for port operations of 130 trucks.

Note: This approach means that the larger LMCs will likely find it in their interest to
bifurcate their operations, reserving part of their fleets exclusively for the port
drayage work. The balance of their operations could continue using 100s with their
existing trucks, possibly subject to CARB’s proposed rules.*

In each LMC size category, it is assumed that the firms will fill 50% of their truck
needs by buying and retrofitting post-1995. The number will range from 3 for firms
with 1-10 trucks, to 65 for the largest firms (Exhibit 29).

Size Range Average Trucks Purchase & Retrofit
1-10 6 3
11-25 18 9
26-75 47 24
76-250 56 28
251 & Up 130 65

Source: Exhibit 14 as adjusted

o0 To acquire a used tractor that can be retrofitted, an LMC must pay $32,200 or
$34,937 with sales tax. The $20,000 to retrofit the vehicle would be paid by the
port grant program. However, an income tax liability would be created. This
would be the $20,000 grant less the first of five years of depreciation at 20%. It
would be taken against 80% of the purchase price to allow for salvage value. The
tax would thus be 32% of $14,410 or $4,611. The total cost in year one would be
$39,548 (Exhibit 30).

o0 For LMCs in the 1-10 range, the average expenditure (rounded) to buy and
retrofit trucks would be $119,000. It would be $356,000 for firms of 11-25 trucks
and $949,000 for those with 26-75 trucks. Among larger LMCs, those with 76-

recipient’s ability to meet the cash flow requirements. Another potential factor is the applicability of IRS code
Section 179 that would allow “small businesses” to write off the entire grant under certain circumstances. When
applicable it would completely eliminate the federal income tax consequences of the proposed grants.

113 See Exhibit 21, page 45.

1 proposed CARB regulations may restrict the use of the existing 100 fleet but would not impact the independent
contractor status of 100s.
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250 trucks would need to spend $1,107,000 for trucks they would use exclusively
in port drayage. It would be $2,571,000 for those with 251 or more.

Cost of Acquiring a Used Tractor $32,200

Sales Taxes in Los Angeles County @ 8.5% $2,737

Purchase Cost $34,937

Retrofit Cost $20,000

Fleet Modernization Grant $20,000 ($20,000)
Value of depreciation deduction @ 20% of .80 of price (%5,590)
Taxable Income $14,410

Income tax @ 32% 15 $4,611 $4,611

Total Cash Required in Acquisition Year $39,548

Total Fleet Size Avg. Trucks Cash Required

1-10 3 $118,645

11-25 9 $355,934

26-75 24 $949,157

76-250 28 $1,107,350

251 & Up 65 $2,570,635

e New Trucks. For LMCs, the more expensive option would be to acquire pre-1996
trucks from their IOOs who would become employees. These vehicles could then be
turned in for scrapping in exchange for grants to help buy new trucks under the
proposed Fleet Modernization Grant Program. Under the most favorable assumption,
that program would be fully funded and able to pay 80% of the purchase price. The
cost of this option to the LMCs would be the prices of the old tractors, sales taxes on
the $100,000 for new trucks plus a $20,000 investment in them, and any income tax
liability on the grant funds."™® It is assumed that LMCs will fill their truck needs by
using this strategy for 50% of their vehicle needs.

o To acquire a used tractor to be turned in for scrapping, the price would be
$11,500. The new truck would cost $100,000 with $20,000 paid by the LMC plus
$8,500 paid in sales tax. The $80,000 grant program would create an income tax
liability. This would be the grant value less $17,700 for the first of five years of
depreciation at 20%"’. 1t would be calculated against 80% of the $108,500
purchase price to allow for salvage value. The tax would thus be 32% of $51,140
or $16,365. The total cash required in year one would be $56,256 (Exhibit 31).

115 Assumes the LMC exceeds the limits of the Section 179 deduction as do all of the following examples.

118 Again the tax liability is incurred in the year in which the grant is received and may be offset by other factors,
such as operating losses, normal depreciation or Section 179 depreciation. In the subsequent four years, the LMC
would have depreciation deductions and no grant income and, hence, lower taxable income.

Y For tax purposes, trucks are depreciated over five years. The depreciable amount is the total purchase price,
$108,500 less an estimated salvage value of $20,000 or $17,700 per year. In addition there would be a first year
deduction for the cost of acquiring the old truck to be scrapped.
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0 For LMCs in the 1-10 range, the average expenditures (rounded) to buy new
trucks would be $168,000. It would be $506,000 for firms of 11-25 trucks and
$1,294,000 for those with 26-75 trucks. Among larger LMCs, those with 76-250
trucks would need to spend $1,575,000 for trucks they would use in port drayage.
It would be $3,656,000 for those with 251 or more.

Cost of Acquiring a Used Tractor to Scrap $11,500

Cost of New Tractor $20,000

Sales Taxes @ 8.5% $8,500

Purchase Cost $40,000
Fleet Modernization Grant $80,000
Value of depreciation deduction @ 20% ($17,700)
Scrap Value of Used Tractor ($11,500)
Net Taxable Income $50,800

Income tax at @ 32% $16,256 16,256

Total Cost $56,256

Total Fleet Size Avg. Trucks Cash Required

1-10 3 $168,768

11-25 9 $506,304

26-75 23 $1,293,888

76-250 28 $1,575,168

251 & Up 65 $3,656,640

e Total Cost of Fleet Creation. If the LMCs in the various size ranges are to continue
operating at their current capacities, assuming they can fund 50% of a fleet under the
retrofit provisions of the Fleet Modernization Grant Program and 50% under its
salvage and replacement scenarios, the amount of average capital that must be raised
by LMCs would vary by size (rounded): $288,000 for LMCs in the 1-10 range,
$863,000 for firms averaging 11-25 trucks, and $2,243,000 for those with 26-75
trucks. Among larger LMCs, those with 76-250 trucks would need to spend an
average of $2,683,000 for trucks they would use in port drayage. It would be
$6,227,000 for those with 251 or more (Exhibit 32). In each case, the cost per truck
would be the average of $39,548 (retrofit) and $56,256 (new) or $47,902.

Exhibit 32.-Average Cash Flow for LMC Fleet Creation

Total Fleet Size Avg. Trucks Cash Required
1-10 6 $287,413
11-25 18 $862,238
26-75 47 $2,243,045
76-250 56 $2,682,518
251 & Up 130 $6,227,275

Financing. It will likely be difficult for LMCs to finance these fleet purchases. It was
shown earlier that the financial strength of mid-sized port drayage LMCs with average
revenues of $3 million to $5 million was reflected in data published on Form M balance
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sheets for U.S. trucking firms.**® Given the estimated $107,100 in LMC revenue per
100, these ranges are reflective of firms with 28-50 trucks. LMCs of this size and
smaller operate an estimated 71.5% of the capacity of the port drayage industry.'?

Form M showed that on average U.S. trucking firms with $3 to $5 million in revenue had
owner’s equity of $362,200. That means that few if any of the mid-sized or smaller
LMCs that dominate the San Pedro Bay’s port drayage sector have the internal financing
to undertake the required truck purchases and retrofits described above. In addition, their
low levels of equity plus low returns on equity (5.29%) and capital (2.19%) represent
significant hurtles to borrowing or attracting new capital.

For many LMCs, personal owner guarantees would thus be required for any significant
new debts or leases. The interest rates would likely be high, given the risk of lending to
firms with low capitalization and profitability. For the owners of the weakest LMCs, low
FICO credit scores may be an issue in obtaining credit.

Compounding this difficulty would be the fact that the LMCs would have to borrow
$56,256 to finance each new $100,000 truck, or fund that amount from other sources.
However, their equity in the vehicle would only be $20,000 in the first year. The port
grant program would be the primary lien holder on the vehicle to ensure that title did not
transfer without their approval. A lender would thus have a secondary position on just
$20,000 of a truck’s value for a loan of $56,256 and be in second position for the balance
if there was a default.

Based on these factors and discussions with several large financial organizations, it
appears that the most expeditious financing structure would be to have a portion of the
ports contribution to the Clean Truck Program be used as a guarantee in a structured
financing arrangement that could cover all LMCs in the program. Terms might involve
the lender and ports allocating profits and losses from repossessions over the grant
program’s life with lending rates of about 10%. Lacking such an overall financing
framework, it should be expected that many LMCs will have difficulties arranging
financing on a timely basis, a problem that would impede their ability to comply with the
Clean Truck Program. In that case, they would have to attempt to pass the extra cost on
to the ocean shipping lines and/or beneficial cargo owners via higher rates.

Risk, Fixed Costs and Peaking. For LMCs, the acquisition of tractors will immediately
increase their fixed cost of operations due to licensing fees, insurance and capital carrying
costs. The firms would face these costs whether or not the vehicles were in revenue
service. This problem will be compounded by the difficulty and cost of trying to balance
their employment levels with fluctuations in their volumes (see #3 Employees Replace
I00s). The risk of this situation will likely cause LMCs to try to get by with fewer
vehicles and drivers and aim for more consistent business levels. This will particularly
be an issue for mid-sized and smaller LMCs where idle trucks and employees can quickly
cut into profits. As indicated, such firms represent over 70% of port drayage capacity. A

118 See discussion on pages 23-24 and balance sheet data in Exhibit 15.
119 See Exhibit 20, page 41.

120 See discussion on page 20 and data in Exhibit 14.
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side effect of the higher fixed costs of truck ownership and having employee drivers
would thus be to reduced flexibility of LMCs to deal with peak container volumes.

Full Service Leasing. Another possible route to finance LMC trucking fleets could be
through a comprehensive port leasing program. One leasing firm indicated that their
mass truck purchases would allow them to lease a $104,139 Freightliner tractor to LMCs
for $1,680 per month ($14,000 a year) plus $350 a month ($4,200 per year) for
maintenance, a total cost of $2,030 per month ($24,360 a year). This would require the
ports to invest $655 million to buy down the cost of the trucks and cover a loss pool.
That would be instead of needing the ports to invest an estimated $1.8 billion for the
Fleet Modernization Grant Program. If the ports were to spend $823 million further
buying down the program’s capital cost, while allowing for the loss pool, trucks could be
leased to LMCs for $1,151 per month plus $350 for maintenance, a total of $1,501 or
$18,012 per year.

A lease program approach would have the advantage of causing the scarce funds
available for the Fleet Modernization Grant Program to go further. It would also provide
new vehicles and consistent maintenance. It would also offer a way around the
difficulties that LMCs appear to face in being able to finance the acquisition of their
fleets. And, it would alleviate LMCs from having to create maintenance organizations.

However, in the long run, a leasing program like this would be more expensive to the
LMCs. They would be spending $14,000 to $20,000 a year for five years for the trucks
or $69,000 to $101,000 in five years. That is much more than the one time cost of
$39,548 for acquiring a retrofitted truck or $56,256 for a new one. It is also far more
than 100s are currently spending for the trucks being used on behalf of the LMCs today.
121 1n addition, the LMCs might be able to maintain their vehicles for under the $4,200
per year. The greatest difficulty with the leasing approach is that it would be in
perpetuity, where the Fleet Modernization Grant Program is designed to end in five years.

An important consideration may be the fact that a comprehensive leasing program run
through the ports would create cost elements known to the entire harbor community. To
the extent that these costs are above those historically faced by the LMCs, this might
make it easier for them to verify at least a part of the basis upon which they are
demanding higher prices from ocean carriers or beneficial cargo owners.

Transition. The logical conclusion of this analysis is that cash flows in the years when
LMCs acquire trucks will be under serious strain. For many, survival will depend on
how fast they can improve their cash flows by charging higher rates to the ocean shipping
lines or beneficial cargo owners. Three other considerations will impact the speed at
which they will need to have this occur. First, from 2008-2012, the Clean Truck Plan
sets deadlines by which trucks of varying vintages must be replaced or retrofitted to clean
air standards if they are to access the ports.*?> Despite this phase-in process, LMCs will
be under great pressure to make the transition almost immediately due to the requirement
that they pay a TIF penalty each time an unclean truck under their auspices accesses the

121 The February 2007 CGR survey of 100s found that 20% had truck payments averaging $879 a month or $10,548
per year (maintenance not included). The other 80% reported owning their tractors outright.

122 See Exhibit 21 p. 45.
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harbors. Second, the cash flow pressures on LMCs will be amplified by the requirement
that they increase their share of employee-drivers to specified thresholds over a 5-year
period. Third, there will be the requirement that LMC/concessionaires maintain truck
yard facilities where vehicles can be parked, repaired and inspected. After these issues
have been discussed, the economic implications of the speed at which LMCs might be
able to raise shipping rates will be discussed.

2. Truck Impact Fees. Section 5 included a detailed discussion of the fact that during the
5-year transition period, the LMCs will be assessed a TIF estimated at $34 to $54 each
time a truck under their auspices that has not yet met clean air standards enters a port.
Using a $50 TIF level, the estimated cost was $15,400 per truck (assuming 308 trips per
year). It was shown that such a fee would cause an LMCs to annually lose $10,000 using
such a truck as, at 5%, their net pre-tax profit averaged only $5,400 per truck. Even if
they were able to raise prices to double their profit to $10,800, the loss would still be
$4,700 on each truck. Their financial viability will not allow them to absorb these TIF
costs for very long. They will be under great strain to acquire and clean up trucks as fast
as possible. The TIF will thus mean that the cash flow pressures discussed above would
likely hit most LMCs early in the Clean Truck Program. Similarly, the Fleet
Modernization Grant Program would need to be funded much earlier than proposed.

3. Employees Replace 100s. According to the proposed Clean Truck Program, LMC-
concessionaires will be required to use progressively larger shares of employee-drivers
on a trip weighted basis (Exhibit 33). In hiring drivers, they will be required to give
preference to people with a past history of providing port drayage services.'*

Exhibit 33.-Required Share of Employee Drivers

Date Share of Employee Drivers Required
June 30, 2008 20%
June 30, 2009 40%
June 30, 2010 60%
June 30, 2011 80%
June 30, 2012 100%

Employee Payroll Cost. As LMC employees, workers would need to make a basic wage
rate that is the same as that needed to attract workers to the industry due to TWIC and the
expansion of port operations. That was estimated at $20 per hour."®* It is assumed this is
paid for:

1,800 hours a year (40 hours a week, 45 weeks)

80 hours per year of vacation pay (40 hours, 2 weeks)

80 hours per year for holidays (10 federal holidays, 8 hours a day)
40 hours per year personal time like sick leave (40 hours, 1 week)
2,000 hours x $20.00 = $40,000

O O O O O

123 Discussion Draft, Minimum Concession Requirements, San Pedro Bay Ports Clean Air Action Plan, June 2007

124 See discussions, page 39 and page 47.

Economic Analysis: Proposed Clean Truck Program 66

Exhibit 1 - Pearson Declaration Attachment B 000144
Dkt. 08-1895



The other 80 hours of a normal 52 week a year schedule, the driver is assumed to be idle
(2 weeks, 40 hours) due to fluctuations in business conditions. In addition, during the 45
weeks when the employee is working, an average of 1.0 hours of overtime or 225 hours is
assumed at the California 150% rate for time over eight hours per day:

o $20.00 x 1.5 = $30.00 per hour x 225 hours = $6,750.
0 Total wage compensation would be $40,000 + $6,750 = $46,750.

Employee Benefit Cost. In addition, the LMC must pay a variety of benefits for
employees.® California requires state disability insurance at 0.6%:

0 $46,750 x 0.6% = $1,683

The state also requires unemployment insurance and a contribution to the workforce
investment board. The combined rate is 3.6% on a maximum of $7,000 of payroll:

o $7,000 x 3.6% = $252

In addition, there is California’s workers compensation insurance requirement. The 2007
rate assumed here is $8.63 per $100 of payroll. That is a modest rate for truckers (job
code 7219) quoted by Hartford Insurance Co. of the Midwest and picked from a wide
array of rates identified by the California Department of Insurance.*®

0 $46,750/100 = 467.50 x $8.63 = $4,035

Also, drivers are likely to receive some medical insurance. According to the 2007 Health
Benefits Survey by Kaiser Family Foundation, 64% of companies with three to 199
employees that provide health insurance do so through Preferred Provider Organization
coverage (PPO).**" In addition, 75% use plans that require an employee to make a
contribution.® To cover a single person, the 2007 PPO rate had an average cost of
$4,505 per year with the employees typically paying $491 (10.7%). The employer cost:

0 $4,595 per year - $491 by employee = $4,014

Under federal law, the employer must also pay a 50% portion of the social security taxes
on an employee. The employer’s share is 7.65% of the payroll:

0 $46,750 x 7.65% = $3,576

Employee Wage & Benefit Cost. Given the financial pressures operating on LMCs, it is
assumed that they do not pay either the family rate for medical insurance nor do they
make contributions to an employee retirement plan when they first move into hiring
employees instead of using 100s. Total cost for a typical future LMC employee would
be:

o Combined benefit package: $13,560

125 The non-payroll cost factors were discussed thoroughly in Section 4 (TWIC) of this report. See page 35.

126 California Workers' Compensation Rate Comparison, California Department of Insurance, 2007.

127 Among Firms Offering Health Benefits, Percentage of Covered Workers in Firms Offering the Following Plan
Types, by Firm Size, 2006, Health Benefits Survey, Kaiser Family Foundation, Exhibit 4-4, p. 53.

128 Average Annual Premiums for Covered Workers for Single Coverage, by Plan Type and Firm Size, 2006, Health
Benefits Survey, Kaiser Family Foundation, Exhibit 6-4, p. 63.
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Total wage compensation:  $46,750
Total employee cost: $60,310 for 2,225 hours ($27.11/hour)
Current median 100 net earnings are $29,000 for 2,426 hours ($11.95/hour)*?

LMC employee would costs $65,914 to draw sufficient drivers to offset TWIC
and port expansion, 2.08 times 100 current net earnings ($29,000).**

o O O O

Time Available. Workforce rules and work practices vary between employees and
I00s. Employees are paid for time spent on tasks that 100s do as part of their
businesses. During an average day, 100s were found to work an average of 10 hours or
600 minutes. Employee-drivers are assumed to work eight straight time hours and one
hour overtime, a total of nine hours or 540 minutes. However, they actually only have
430 of those minutes available since several functions absorb 110 minutes of their time:

o 20 minutes required for work breaks under California law***

o 30 minutes, pre-trip preparation, inspection, fueling

o 30 minutes, for average wait time during the year for minor maintenance
0 30 minutes, post-trip clean-up and log book

The 430 minutes available to employee-drivers would be 28.3% less than the 600
minutes available to 100s. Thus, future employee-drivers would cost an LMC some 2.08
times higher than today’s 100s during the time they are working but actually have 28.3%
less of that time available. Allowing for that fact, the hourly cost of a future employee-
driver is thus 2.67 times higher than today’s 100 driver.

Non-Driver Operating Costs, Slip-Seating, Technology. The LMCs must incur the
cost of operating trucks under the employee model. Those costs include:

0 Fuel and fuel taxes estimated at 40,000 miles per year, $3.00 per gallon with
tractors averaging 5 miles per gallon: $24,000.%*

0 Average interest payments on loan payments for truck giving equal weight to
retrofit and purchase scenarios: $2,511'%

Tire costs were estimated at $0.04 per mile for 40,000 miles or $5,600.%*
Maintenance was estimated at $0.10 per mile for 40,000 miles or $4,000.**
Licenses, taxes and permits (not port concessionaire) estimated at $1,000

129 o Survey Of Drayage Drivers Serving The San Pedro Bay Ports, CGR Management Consultants, p.9.
130 MC hourly rate ($23.60) to assure labor force would be 2.48 times 100 current average hourly rate ($11.95).

131 45,3 Rest Periods. Enforcement Policies And Interpretations Manual, Division of Labor Standards Enforcement.
Section 12 of each of the Orders) provides: (A) Every employer shall authorize and permit all employees to take rest
periods ... at the rate of 10 minutes net rest time per 4 hours or major fraction thereof.

32 Annual Miles from A Survey Of Drayage Drivers Serving The San Pedro Bay Ports, CGR Management
Consultants, p. 13; California cost of diesel per gallon from Energy Information Agency; miles per gallon from
CGR.

133 See Cost of LMC Fleet Purchase of New Trucks, Exhibit 30, page 62.
134 Estimated cost per mile by TCI Truck Leasing.

Economic Analysis: Proposed Clean Truck Program 68

Exhibit 1 - Pearson Declaration Attachment B 000146
Dkt. 08-1895



o Liability, accident, physical damage, cargo insurance estimated at $9,000**°
o0 For each truck, the LMC is spending $42,111

Under the 100 system, the drivers pay these types of costs out of the $75,000 in gross
income payments made to them by LMCs. These costs will be higher under the LMC
employee model due to higher insurance coverage, paid maintenance work and larger
loans. In addition, most of today’s LMCs would incur the extra cost of the staff to handle
the management of organizations that own trucks and employ drivers. This would
include people: carrying out driver recruitment, background checks and supervision;
payroll and benefits compliance; driver safety, TWIC, health, log book and licensing
oversight; port security and clean air compliance; office and truck software and hardware
functions; yard security and clean-up.

However, these higher costs will be partially or completely offset by two changes in port
drayage operating procedures. The first is the fact that slip-seating (more than one driver
per truck) will be possible for some of the trucks operated by the LMCs. This would
most likely apply to the 50% of drayage trips that are within 25 miles of the ports.**®® It
would be less likely to apply to the 50% of trips that go farther away. Where slip-seating
is a factor, the fixed costs of the vehicle (insurance [$9,000], interest payments [$2,511],
fees & permits [$1,000]) are spread across more than one driver, effectively lowering the
impact of the LMCs cost differential in operating a truck fleet.

Also, with the Clean Truck Program, there will be the potential of greatly increasing the
average number of container “turns” per truck per day for drivers, particularly those with
shorter runs, due to the universal adoption of technologies like RFIDs and AVLs. This
creates the potential for the real time integration of port terminals, LMC headquarters,
warehouses, cross-docks and intermodal facilities, together with on-board truck
computers and locator devices. During this project’s interview process, this potential was
brought up separately by some of the larger LMCs, the ILWU, engineering analyst Anne
Goodchild, the Teamsters, terminal operators and major national firms.**’

Given that the truck operations and non-driver employee costs, on the one hand, and the
capabilities of added efficiency via slip-seating and technology, on the other, move in
opposite directions, the assumption is made that they will roughly balance. Neither is
therefore quantified. In particular, this assumption is made due to the time, training and
coordination necessary to create a tightly integrated, relatively error free computer
system, given the large number of small LMC/concessionaires, many with limited
computer understanding.

35 Qverdrive Partners in Business Manual, co-written by American Truck Business Services, for a program
sponsored by Freightliner Trucks and Castrol, 2006 edition. $1 million primary liability insurance ($5,000); $1
million in non-trucking-use liability insurance ($450); physical damage insurance ($2,400); cargo insurance
($1,000).

136 See discussion of median trip distances on page 19.

37 Over 50 local LMCs were interviewed one-on-one; ILWU interviewed August 24, 2007; for Dr. Goodchild, see
footnote 91, page 46; Teamsters interviewed August 8, 2007; discussions held with Yellow-Roadway on August 28,
2007; UPS part of a group of interviews on July 25, 2007, Schneider National in mid-July 2007.
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Total Labor Cost Increase By LMC Size. For the five LMC size categories used in this
analysis, it is next necessary to use the wage and benefit information above to identify the
change in costs that will take place in moving from using 100s to hiring employee-
drivers (Exhibit 34). To summarize, the future average employee-driver will earn
$46,750 per year working 2,000 hours of straight time and 225 hours of overtime. The
basic hourly rate of $20 will be necessary to draw drivers to port drayage. Voluntary and
legally mandated benefits will have estimated annual costs of $13,560 per employee.
Total annual cost will thus be $60,310. To absorb their work load, the average employee-
driver will have 28.3% less time than the average 100. This will create a need for more
employee-drivers. Meanwhile, $29,000 is the net median earnings of today’s 100s.

Finally, the extra non-labor costs facing LMCs, and the change in productivity from
activities like slip seating and adopting technology are treated as offsetting one another.

Cost per Job: | $46,750 $13,560 $60,310 28.3% $60,310 $84,590 $29,000
Category Ave.rage Annual Annu.al Annual sz;lstl:())i:ity V\IEertI::rs Tote:;(:;z:bor 100 Model Increased
Size Wages Benefits Labor Cost Labor Cost

0-10 6 $280,500 $81,359 $361,859 $102,527 2 $464,386 $174,000 $290,386
11-25 18 $841,500 $244,078 $1,085,578 $307,580 5 $1,393,159 $522,000 $871,159
26-75 47 $2,197,250 $637,315 $2,834,565 $803,127 13 $3,637,692| $1,363,000| $2,274,692
76-250 56 $2,618,000 $759,354 $3,377,354 $956,917 16 $4,334,271| $1,624,000| $2,710,271
251 & Up 130 $6,077,500 | $1,762,787 $7,840,287 $2,221,415 37| $10,061,702] $3,770,000| $6,291,702

Sources: Annual wage factor discussion, p.65- 66; annual benefits discussion, p. 66, availability factor discussion, p. 77.

In each case, it will cost LMCs 2.08 times more in wages and benefits for their employee-
drivers, but the amount of time available for their workforces will be 28.3% less. Thus,
for example, companies in the 26-75 truck range would have an average total wage and
benefit bill of $2.83 million for 47 trucks with one driver each. However, they will need
28.3% more workers to get the work done. That adds $803,000 in cost or the equivalent
of 13 drivers. The total cost to operate the 47 trucks would thus be $3.64 million. That
contrasts with $1.36 million using 100s, a $2.27 million difference. The cost of future
employees will be thus be 167% higher than costs of using today’s 100s.

4. Truck Yard Facilities. Under the Clean Truck Program, LMC/concessionaires “must
agree to provide off-street parking for port drayage trucks when not in service,” and they
must “prepare a facility specific maintenance plan for all trucks under their concession
agreement.” **® [italics added] To identify the potential cost of buying and building
yards, data was acquired on the cost per truck of facilities recently built by Penske Truck
Leasing in Sacramento California, Lakeland Florida and Springfield Missouri. The
facilities included parking, offices and truck repair bays. Two facts are evident. First,
California property is much more expensive than property in other states (Exhibit 35).
Second, less space per truck is used in California, probably for that reason. The key
findings from these data are that in Sacramento, there was 581 square feet of space used
per truck and the cost per truck was $15,496.

138 Minimum Concession Requirements, Discussion Draft, San Pedro Bay Clean Air Action Plan, June 2007
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Sacramento, CA Lakeland, FL Springfield Mo.
Acres 10 8 7
Square Feet per Acre 43,560 43,560 43,560
Square Feet Per Site 435,600 348,480 304,920
Trucks 750 550 400
Square Feet per Truck 581 634 762
Cost $9,000,000 $6,000,000 $5,000,000
Cost Per Truck $15,496 $9,470 $6,559

Source: Penske Truck Leasing

Given those facts, data was used from Grubb & Ellis to determine the relative cost of
industrial space per square foot a month between Sacramento and three Southern
California locations. This was used as an index of the relative cost that would exist per
truck to create such space. It was determined that if cost in Sacramento (McClellan, 1-80)
was $15,496 per truck, in South Bay near the ports it would be 70.3% higher or $26,385.
The cost in either the Mid-City area north of the ports or in the San Gabriel Valley would
be 54.1% more or $23,872. Inland Empire space in Fontana would cost 11.9% more or

$17,346 (Exhibit 36).

Exhibit 36.-Cost Of Truck Yard Space

County or Area Site Cost per Truck In::j:rl:ﬂ':ir;?j(;\eﬂger DI f‘f(-e:?z:lces
Sacramento McClellalan/I80 $15,496 $0.37 0.0%
Los Angeles South Bay $26,385 $0.63 70.3%
Los Angeles MidCity/San Gabriel $23,872 $0.57 54.1%
Inland Empire Fontana $17,346 $0.41 11.9%

Source: Industrial space from Grubb & Ellis, calculations Economics & Politics, Inc.

Depending upon where an LMC decided to locate its facilities, this leads to a wide range
of potential truck yard costs to them. For instance, for LMCs of 26-75 trucks, the
average number of trucks is 47 vehicles. The costs would be $817,243 in Fontana, $1.12
million in Mid-Cities/San Gabriel Valley, $1.24 million in the South Bay area and $1.06
million if they spread 50% inland and 25% in the two Los Angles County areas (Exhibit
37). In fact, many LMCs will find it difficult to locate ample land except in the Inland
Empire because industrial space in Los Angeles County is already heavily used. That is
reflected in its 1.8% industrial space vacancy rate, the tightest in the U.S. It is thus

assumed that 50% of the space is located in the Inland Empire and 25% each in the two
Los Angeles County markets. The weighted average cost would thus be $21,237 per
truck.

Per Truck $17,346 $23,872 $26,385 $21,237
LMC Size Category Avg. Trucks Fontana Mid-Cites/S. Gabriel South Bay Weighed Avg.
0-10 6 $104,074 $143,232 $158,309 $127,422
11-25 18 $312,221 $429,696 $474,927 $382,266
26-75 47 $815,243 $1,121,985 $1,240,088 $1,059,105
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76-250

56

$971,354

$1,336,833

$1,477,552

$1,261,913

251 & Up

130

$2,254,928

$3,103,362

$3,430,031

$2,760,812

5. Economic Implications of LMCs Owning Trucks, Hiring Workers, Buying Yards.

If future LMCs become concessionaires and must fulfill the requirements of the Clean
Truck Program outlined in this section, the pressure on their cash flows will rise
substantially over the current situation. Specifically, they will be required to buy and
retrofit or replace trucks, pay a TIF each time an unclean trucks under their auspices
enters the ports during the 5-year transition period, find and hire more expensive workers,
and obtain yards to park and maintain their vehicles.

The combination of the cash flow needed to pay for these requirements (rounded) would
average $879,000 for LMCs of 1-10 trucks, $2.64 million for those with 11-25 trucks and
$6.89 million if they have 26-75 trucks. Among the largest firms, the costs would

average $8.21 million for firms with 76-250 trucks and $19.05 million for those with over
250 trucks (Exhibit 38). Importantly, these increases assume that the LMCs have access
to a fully funded Fleet Modernization Grant Program to purchase and retrofit or replace
all of their vehicles. (Note: Labor cost factor includes pay, benefits and extra workers)

Truck Clean-Up Labor Cost Yard Total Cost 100 Model Difference
Per Truck $47,902 $77,398 $21,237 $146,537 $75,000 $71,537
0-10 $287,413 $464,386 $127,422 $879,221 $450,000 $429,221
11-25 $862,238 $1,393,159 $382,266 $2,637,663 $1,350,000 $1,287,663
26-75 $2,251,399 $3,637,692 $998,140 $6,887,231 $3,525,000 $3,362,231
76-250 $2,682,518 $4,334,271 $1,189,273 $8,206,063 $4,200,000 $4,006,063
251 & Up $6,227,275 $10,061,702 $2,760,812 $19,049,789 $9,750,000 $9,299,789

Sources: Exhibit 31 (buy & retrofit or replace trucks), Exhibit 33 (wage, benefits, time), Exhibit 36 (yards)

Using today’s 100s, the firms in these categories are currently paying an average of
$75,000 for each 100 they are using. Deducting that amount from the costs for the
average future LMC in each of the five size categories, shows that for firms in the 0-10
category, the average increased cash outflow (rounded) would be $429,000. It would be
$1.29 million for those with 11-25 trucks and $3.36 million for those with 26-75 trucks.
Among larger firms, the average increased cash outflow would be $4.01 million for
LMCs with 76-250 trucks and $9.30 million for those with 251 or more.

Again, today’s 100s are paid a gross income of $75,000 to handle the equivalent of the
labor and truck ownership for LMCs. This requires total LMC revenue per 100 of
$107,100 (Exhibit 20, page 41 & column 1, Exhibit 39). To allow the average 100’s net
income to reach the estimated $20 per hour needed to attract more drivers due to TWIC
and expanded port volumes, it was also shown that 100 gross incomes must reach
$96,000 (Exhibit 23, page 48). That and other changes meant that their annual revenue
per truck would have to rise to $159,200 from today’s $107,100, requiring a price
increase of 48.6% (column 2, Exhibit 39).

To replace what is now supplied by 100s, most future LMCs would have to buy and
retrofit or replace trucks using their share of costs from the Fleet Modernization Grant
Program (average: $47,902 per truck). As they would have trouble financing this cost, it
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would need to become part of their rate calculation. They would have to hire workers
and pay wages and benefits in a tighter labor market plus use more workers for the same
volume ($77,398 per truck), and open a facility to park and maintain trucks ($21,237 per
truck). The combined cost of these functions (rounded) would be $146,500. If LMC
profits stayed the same as the case in which they had doubled to $10,700, and other costs
remained at $34,400 (non-operating staffing increases are assumed to be offset by
efficiency gains), then revenue per truck would have to rise to $191,700, a level
substantially above average for the trucking industry including long haul trucking.

That would require prices to the ocean shipping lines or beneficial cargo owners to
increase 80.0% compared to today’s use of 100s. It would be 20.4% higher than the
price required under the 10O model, to raise 10O net income to $20 per hour, pay for
truck replacement costs not covered by the grant program, and increase the LMCs profit
from $5,400 to $10,700 per truck (5% to 6%). According to Moffatt & Nichol data, an
80% increase would raise port drayage costs from $150 to $270 per container for trips
near the ports and $300 to $540 to the Inland Empire. These fees are still minor
compared to the $2,575 in costs for other portions of a container’s journey. These higher
costs would represent just 0.17% to 0.34% of the $70,000 median value of a container’s
contents.

48.6% Price Increase, Truck Replace,
100 to $20/Hr, Double LMC Earnings

80.0% Price Increase, Truck Replace,

Using Current 100s
g ~u Pay Employees & LMC Earnings

Labor, Truck, Facility $75,000| 70.0% $96,000 60.3% $146,500 76.4%
Other Costs $26,800 25.0% $34,400 21.6% $34,400 17.9%
Truck Replacement Charge $0 0.0% $18,000 11.3% $0 0.0%
Pre Tax Margin $5,400 5.0% $10,700 6.7% $10,700 5.6%
Total Annual Revenue $107,100 | 100.0% $159,200 100.0% $191,700 99.9%
Price Increase 48.6% 80.0%

Source: Exhibit 23 (Current IOO & 100 with 100% Pay Gain), medium sized factors from Exhibit 36

Impact of TIF. As discussed, each time a truck not up to clean air standards enters a port
gate, it will cost its LMC a TIF. Assuming a fee of $50 and a median of 308 trips a year,
the annual cost would be $15,400 per truck. It was shown earlier, that LMC’s average
pre-tax profit margin is 5% or $5,400. If they must pay $15,400 a year in TIF because a
truck is not yet up to clean air standards, their annual loss on the vehicle would be
$10,000. Even with the 53.2% price increase postulated to help the LMC greatly increase
the pay of their drivers, help finance replacement trucks and double their own profits to
$10,800, the $15,400 TIF would leave them with an annual loss of $4,600. The typical
LMC will realize that it cannot survive if it is paying the TIF and will seek to acquire and
retrofit or replace trucks as fast as possible. Here, the difficulties with the Fleet
Modernization Grant Program will come into play in that 31% of its funding is
questionable given attempts to avoid the TIF and whether Proposition 1B funds will be
forthcoming.

Transition. Given this analysis, there appears to be two paths along which the Clean Truck
Program might take the port drayage industry. The key in both cases is the fact that there is not
enough money in the combination of the LMCs and 100s to fund the clean-up effort as well as
the labor supply changes implied by TWIC, port growth and the associated change to employee-
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drivers. The Fleet Modernization Grant Program and the truck and employee phase-in processes
will help, but the mathematics of the TIF and the resources available to the grant program will
likely mean that LMCs will be forced to try and clean up their vehicles and thus move to an
employee model faster than funds will be available to lower their costs of doing so.

At its core, this means that a full scale Clean Truck Program will depend upon the speed with
which the LMCs can alleviate their cash flow problems by increasing prices to the ocean
shipping lines and/or the beneficial cargo carriers. As indicated, the increase must be on the
order of the 80% discussed above. Here, they will meet stiff resistance. Again, the two potential
paths cited earlier come into play:

e Crisis Path. Ocean shipping lines will have difficulty finding LMCs to move their cargo
and delivery deadlines will rapidly slip. Beneficial cargo owners will demand on-time
delivery putting pressure on the shipping lines to pay more to the LMCs to solve the
problem. However, since retailers will be unwilling to pay more, the shipping lines will
do so very reluctantly allowing the crisis to build. Ultimately, the rates paid to LMCs and
the 100s will rise under the employee/truck ownership model but not before there has
been serious disruption in the supply chain and the potential reallocation of trucks and
drivers to non-port business. Some beneficial cargo owners will abandon store-door
contracts and switch to only using ocean lines to transport cargo to the ports. They will
have to contract separately with the LMCs to move their containers to their facilities.

e Downfield Vision. Less likely is for the ocean shipping lines, terminal operators,
beneficial cargo owners and ports to recognize early that the pending driver shortage and
the Clean Truck Program are about to put the LMCs under severe cash flow pressures. If
the major players wish this to forestall a crisis, a meeting of minds might be formulated
whereby increases in rates are negotiated between the players and leaders among the
LMCs. This might allow the financial crunch to be solved without the crisis.

However, even under favorable circumstances, it is likely that the transition period will be one in
which a good deal of the capacity of the port drayage industry will be financially unable to
continue operating. An example using relatively optimistic assumptions shows the reason for
this:

At the moment when LMCs feel they must raise prices because of the pending increases in
pressure on their cash flows, it is assumed that ocean shipping lines and beneficial cargo
owners representing 50% of their revenues agree to the new rates in advance. In those cases,
the LMCs can raise their new prices to reflect the increases in their cash needs as soon as the
costs are incurred.

Assume that the remaining 50% of LMC customers only agree to the new rates in equal
proportions over the ensuing six months. At the end of that period, the LMCs current prices
and revenues will represent full recovery of all of their new costs, and their profits will be
back to their pre-transition level. By that time, however, the LMCs will have accumulated
substantial losses during the “catch up” period. Customers following this path will likely be
those that have contractual rate agreements that allow them to resist price increases based on
those contracts terms. Most, but not all, store-door contracts reference the ocean carrier’s
tariffs including the local drayage cost with the tariffs generally changeable on 30 days
notice.
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In particular, shippers will resist the LMC price increases due to their size (80%) and the fact
that LMCs will be asking for them based on projected, not historical costs, and that a
calculation of this nature is often subject to error. For a shipper of 200 containers a week
(10,400 a year), an 80% cost increase would raise the cost of an average dray of $300 per
container to $540. Their total cost would go from $3.1 million to $5.6 million a year, up $2.5
million. Any corporation would delay such an increase as long as possible and explore other
options, even if the resulting increase in the cost for a single item at the retail level would be
insignificant. The LMC’s price increase would only be acceptable to such an organization if
no clear, lower cost alternative is available. Corporations will take time to satisfy themselves
that this is the case.

For purposes of the analysis, seasonality is ignored and it is assumed that LMCs will earn
their revenues evenly over the six month period in which the second half of its customers are
gradually agreeing to price increases. The resulting impact of delays varies according to the
size of the LMCs. Two are considered. One has Form M™* revenue of $3 to $5 million a
year (average of $4.1 million). The other has Form M revenue of $14.6 million a year. These
are larger firms that include container hauling as one of their three primary lines of business.

Exhibit 40.-Impact Of Delays In Price Increases

Firm Revenue Base Firm Revenue Base

Metric $3 mi to $5 million $14 million
Owner’s equity pre-transition $362,200 $1,768,600
Accumulated loss at breakeven ($410,000) ($1,460,000)
Owner’s equity at the end of the transition loss period ($47,800) $308,600

Despite the fact that 50% of an LMC’s clients (ocean shipping lines, beneficial cargo
owners) are assumed to be willing to immediately accept a substantial price increase, and the
balance agree to do so equally over a six month period, the analysis shows both the smaller
and the larger LMCs ending the transition period in serious financial difficulty:

e The smaller firm had owner’s equity before the transition period of $362,200. During
the transition, the firm has cumulative loses of $410,000. The owner’s equity is
wiped out, falling to a negative $47,800. The firm is bankrupt.

e The larger firm had owner’s equity before the transition period of $1,768,600.
During the transition, the firm has cumulative loses of $1,460,000. Here, the owner’s
equity has fallen by 82.6% to $308,600.

In effect, even under relatively optimistic assumptions about the ability of an LMC to raise
prices, the transition period will pose very significant financial risk. To the average LMC
considering making what amounts to a transition from its current role as a service firm arranging
container deliveries, to a new role as an asset-based trucking operation, this analysis has real
world implications. It indicates that for both small and large LMCs, there is the risk of the
destruction of their firms and possibly bankruptcy. For those that survive, the question arises as
to how they would recoup the accumulated loss created during the transition period.

139'U.S. Department of Transportation requires trucking firms with annual revenues over $3 million to file a Form M
comprehensive annual financial report. See page 23.
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Economic_Implications of the Transition Period. The pressures on the cash flows of the

LMCs, and the impact of not having the ability to instantaneously gain acceptance of price
increases to deal with them, leads to several conclusions:

The Clean Truck Plan strategy appears to be relying upon pressure on the cash flows of
LMCs to ultimately force the ocean shipping lines and beneficial cargo carriers to
participate in helping to reduce emissions at the ports by paying higher prices that would
be used to clean up the trucking fleet. However, the data strongly suggest that the weak
financial strength of the LMCs will not allow most of them to survive the transition
period to higher prices, even under relatively favorable conditions.

The existence of this financial risk, or even the perception of it, will undoubtedly cause
some LMCs to shift from port drayage to other trucking or logistics activities. Some may
elect to withdraw from port drayage or even trucking. Already, among the over 50 LMCs
that participated in one-one-one and group interviews, several indicated that they are
currently planning or are in the process of re-directing their businesses to non-port
drayage activities. Some indicated that they would dispose of their businesses, rather
than risk transition to an employee-based concessionaire model.

Recognizing their lack of financial staying power, and given their historic inability to
quickly adjust their prices, LMCs will logically attempt to minimize the higher costs from
the concessionaire’s employee requirements. One identified strategy would be to split
their companies into two entities. One would become the concessionaire and essentially
act as a container shuttle service with a yard as close to the ports as possible. The second
would be responsible for moving containers from there to their final destinations using
100s with their existing tractors. This strategy would most likely be followed by larger
LMCs with significant non-port business. The survey of 136 LMCs revealed that 26%
had less than 60% of their business concentrated in drayage.

This strategy would effectively reduce the number of tractors involved in drayage by
concentrating “pure” drayage operations into a smaller number of tractors and employee-
drivers. It would reduce the number of IOOs who would have to become employees and
keep a number of tractors in service that are now anticipated to be replaced or retrofitted.
Those tractors, however, could be expected to spend less time close to the ports and more
time hauling containers to final customer destinations.

A result of the truck retrofitting and replacement program, as well as the employee-driver
mandate, 100s would be divided into two categories. Those with tractors that can be
retrofitted would be favored as employees since the only cost of doing so would be the
purchase price since the grant program would retrofit them.'*°. Those 100s with tractors
that must be replaced would likely be avoided as employees since the concessionaire
would have to buy their tractor, pay another $20,000 for a replacement tractor and likely
incur an income tax liability on the replacement grant.*** Some of these workers will
have to leave the port drayage sector.

140 In addition, there may be income tax liability on the Ports’ contribution for the retrofit device.

1 This continues to assume new tractors with 2007 engines cost $100,000 and the Clean Truck Program pays for

80%.
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Dilemma. At the end of each chain of logic in this report, there has been the same dilemma.
Regardless of the challenges (TWIC, port growth, looming driver shortages, cleaner trucks) or
the strategies for addressing them (higher pay, LMC:IOO, employee drivers, LMC truck
ownership), neither the LMCs nor the 100s ultimately have the internal financial strength to
solve the riddles facing the port drayage sector. Simultaneously, they lack the ability to raise
their prices to force their customers to do so. Where financial institutions have a role to play,
such as assisting in fleet investments, most 100s and LMCs do not have the balance sheets or
return on investment or sales to make them candidates for obtaining equity partners or loans,
without some form of port sponsored guarantees. While the Clean Truck Program’s phase-in
period and the Fleet Modernization Grant Program could provide some relief, neither appears
sufficient to overcome the fundamental lack of financial power in the port drayage sector. It
appears that the Fleet Modernization Grant Program’s funding will need to be front loaded
due to the TIF pressures for I00s or LMCs to quickly retrofit or purchase replacement trucks.

It is this financial weakness and the desire for survival that stands at the root of the way that the
LMCs can be expected to react to the Clean Truck Program’s various features. As each aspect of
the program threatens to add to their cash flow pressures, it brings an immediate attempt to seek
ways to minimize it. Hence, reactions occur such as pursuing non-port lines of business,
dividing fleets, finding ways to continue relying on 100s, or favoring drivers with newer
vehicles.

At its core, the problem for the port drayage industry is one of negotiating power. The LMCs
cannot raise their prices in a timely fashion because they do not have the power to do so. Any
strategy that needs them to be able to do so will fail. The contrast between the LMCs and their
customers is stark. The LMCs are very small highly entrepreneurial firms with little financial
power, who daily face survival under a system of brutal competition in a highly disorganized
sector. They face shipping lines and beneficial cargo owners that are large corporations with
strong financial statements, who face limited numbers of competitors and operate within well
organized industries. This difficulty even extends to the technology that could be a route to
greater success for the port drayage firms. Thus, the information systems that have allowed
major trucking operations like UPS to become highly efficient and cost effective rely upon the
universal adoption and installation of compatible hardware and software systems operated by
people trained in the use of common protocols.
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7. Changes In Market Structure

Together, TWIC, the imminent growth of the ports, the need to reduce port related emissions,
and the Clean Truck Program appear very likely to cause the port drayage industry to undergo
two important changes. The first is the increase in pay per hour that will be required to lure
drivers from other trucking sectors into port drayage. This change will be market driven and
stem from the need to both fill the driver positions lost due to enhanced port security as well as
those gained because of port growth. This adjustment will arrive at a time when the aging of the
trucking industry’s labor force and the rates of driver turnover are already putting upward
pressures on driver incomes nationally.

A second change will be the increase in fixed costs, operating costs and cash flows that LMCs
will face as they become concessionaires and respond to the Clean Truck Program. Together,
these adjustments will make it difficult for new, poorly financed LMCs to be formed. They will
also probably cause a share of the existing port drayage LMCs to be unable to continue in the
business.

As firms react to these changes in the cost of running their operations, the result will likely be
reduced competition within the port drayage sector. The result will be an increase in the price
negotiating power of the LMCs that remain. Also, these changes should increase the interest that
national trucking firms are already showing in entering the business.

Pay Scales. It has been estimated that LMCs will have to pay $46,750 in annual driver income
(100s or employees) if they are to lure new people into Southern California’s port drayage
sector. As indicated, this higher rate will be necessary due to TWIC and port volume. One
impact will be to narrow the gap between the pay of port drayage drivers and those drivers
working for national trucking companies, whether they are unionized and not. To cite five
examples:

e Schneider National indicates that its drivers now earn a median of $54,500 based upon
those with three or more years of experience earning $40,000 to $60,000, plus the firm’s
decision to boost pay another $4,500 due to the driver shortage **?

e Yellow Transportation pays its drivers $22.21 per hour. Straight time, that represents
$46,200 per year.'*®* With an average of one hour a day of overtime, the rate would be
$54,526.

e UPS pays its drivers $27.34 per hour.*** Straight time, that represents $56,900 per year.
With an average of one hour a day of overtime, the rate would be $67,100.

e JB Hunt pays an average of $50,000.
e FedEx Ground pays $40,000 to $70,000, with most drivers earning $50,000-$55,000.*4°

142 Schneider National boosts driver pay, The Business Journal of Milwaukee, August 13, 2007

3 My Yellow.com, Drivers Wanted, http://www.myyellow.com/

144 Fact Sheet, Driving Success: Why the UPS Model For Managing 103,500 Drivers Is A Competitive Advantage,
UPS http://pressroom.ups.com/mediakits/factsheet/

145 Data from the websites for these firms.
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The narrowing of the pay gap between major trucking firms and those that are working in port
drayage will increase the probability that national firms will choose to compete in the sector
since their higher pay scales have been a main reason why they are not currently doing so.

Barriers To Entry & Competitiveness. Many of the LMCs interviewed in the process of this
study indicated that the lack of minimum financial or regulatory barriers to starting an LMC has
led to intense competition that has left them with little or no ability to exert control over their
prices. The result has financially weakened nearly every firm in the business. Simultaneously,
the ferocious competition and lack of pricing power that have characterized port drayage is cited
by major trucking companies as another reason they are not currently in the market. In such an
atmosphere, they cannot make money.

Though the fundamental intent of the Clean Truck Program is to reduce air emissions at the San
Pedro Bay ports, one of its unintended effects may be to significantly reduce competition in the
port drayage sector. This is the case as the program directly and indirectly creates financial
thresholds over which firms must climb to enter or stay in the business. These may come in
several forms depending upon final decisions about the structure of the program:

e Annual Concession fee. It was shown above that the average LMC is making $5,400 in
pre-tax profit per truck. One suggestion has been a flat fee of $5,000 per LMC. For a 10
truck firm, that would amount to $500 per truck or 9.3% of pre-tax profit.**® It would be
4.6% of pre-tax profit. Another is for an annual fee of $150 per truck. For all firms that
would amount to 2.8% of pre-tax profit.

e Transportation Impact Fees. The level of TIFs could represent a significant barrier to
the continued operation of smaller LMCs that cannot immediately bring tractors under
their auspices up to clean truck standards. Calculations at a $50 TIF showed it would
annually cost a firm an average of $15,400 for each truck that has not been retrofitted or
replaced. That would be sufficient to wipe out the equivalent of three times the firm’s
pre-tax profit for any affected vehicle.**’

e TWIC. The need for LMCs to pay higher incomes to lure truckers into becoming 100s
in the port drayage industry due to the losses because of TWIC will put significant cash
flow pressures on the existing smaller LMCs. The firms will need a 24.6% increase in
prices to handle increasing the pay of 100s to $20 per hour. If they cannot raise their
prices in a timely manner to pay the extra amounts, the financial difficulties imposed by
the transition process will come into play.'*®

e TWIC and Port Expansion & 100 Help on Clean Truck Financing. The need for
LMCs to pay higher incomes to lure truckers into becoming 10Os in the port drayage
industry will put significant cash flow pressures on the existing smaller LMCs. The firms
will need a 48.6% increase in prices to handle increasing the pay of 100s to $20 per hour
plus assist them to raise funds to retrofit their trucks. Again, if they cannot raise their

1% See LMC requirements page 59 and Briefing Paper, San Pedro Bay Clean Truck Program, ENVIRON
International Corp., p. 6.

147 See Exhibit 26, page 52.
198 See Exhibit 20, page 41.
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prices in a timely manner to pay the extra amounts, the difficulties imposed by the
transition process will come into play or more so.***

e TWIC, Port Expansion, Employee Requirement & Clean Truck Financing. The
possibility that LMCs will be required to both pay higher incomes to lure truckers into
the port drayage industry plus pay benefits and buy and retrofit or replace trucks on top of
that would put even greater strain on them. The firms will need an 80% increase in prices
to handle this combination of increases in their costs.™®® If they cannot raise their prices
in a timely manner to pay the extra amounts, the extreme difficulties imposed by the
transition process will come into play.**

These various scenarios would have three impacts that would benefit the long term
competitiveness of the stronger LMCs as well as the willingness of large national firms to enter
Southern California’s port drayage business:

e The concessionaire fee, and in particular the TIF level, would tend to make it difficult for
smaller LMCs to enter the market and would likely cause some to have to leave it.

e The increased pay scales needed to lure drivers into becoming either IOOs or employees
would increase the cost of conducting business as an LMC. If the firms cannot rapidly
pass these extra costs on to their customers via higher prices, many will be forced to
leave the sector. Simultaneously, as shown, these pay increases would eliminate part or
all of the labor cost disadvantage that national companies would be under in entering the
sector. It would be partial if the LMC:100 structure is retained, as benefits would not be
part of the package. It would be total under the LMC:employee-driver structure with
benefits included.

e The need to raise prices to assist 100s in buying new trucks or to help LMCs in buying
and retrofitting or replacing trucks would put pressure on the cash flows of the LMCs. If
they cannot rapidly raise prices to generate this cash, many will be forced to leave the
sector with the smaller firms being the most vulnerable. Also, to the extent that price
increases do occur, the result would be to further eliminate the competitive disadvantages
that national firms would face in entering port drayage.

In creating the rules under which the Clean Truck Program will be implemented, the ports must
ensure that the program does not so devastate the LMCs that significant shares of port drayage
capacity are lost. However, given the weakened state of the sector, it seems almost impossible
for the rules to be set in way that none of the players will be hurt. The result will thus be to
reduce the competition faced by those LMCs that survive the transition. That, in turn, will
increase their bargaining power vis-a-vis the ocean shipping lines and beneficial cargo owners.
At the same time, since the cost of cleaning-up the trucking fleet will increase the prices paid for
drayage, the Clean Truck Program will probably encourage national trucking firms to enter the
market.

149 See Exhibit 23, page 48.
150 See Exhibit 39, page 73
151 See Exhibit 40, page 75
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Powerful Market. The difficulties facing the port drayage sector raise the question as to why
either the stronger LMCs or national trucking corporations would want to remain in it. The
reason begins with a single fact. The increase in the volume of trade moving through the ports of
Los Angeles and Long Beach, and, for that matter, through most other major American ports, is a
direct reflection of the increasing competitiveness and growth of the world economy. As such,
involvement in the port drayage business represents a tie into one of the most aggressively
growing segments of the U.S. economy in both the long and short terms. This is particularly true
with regards to Asia where trade increased 16-fold from 1990-2005 and 2.5 times from 2000-
2005 (Exhibit 41). The compound growth of two-way Asian trade from 2000-2005 was 6.29%,
despite the national recession in 2001.

1990 2000 2005 Multiple: 1990- 2005 Multiple 2000-2005

China $15,237 $100,018 $245,462 16.1 25
Japan $89,684 $146,479 $138,091 1.5 0.9
Korea $18,485 $40,308 $43,780 2.4 1.1
Taiwan $22,666 $40,503 $34,838 15 0.9
Malaysia $5,272 $25,568 $33,703 6.4 1.3
Thailand $5,289 $16,385 $19,892 3.8 1.2
India $3,197 $10,687 $18,808 5.9 1.8
Singapore $9,801 $19,178 $15,118 15 0.8
Indonesia $3,341 $10,367 $12,017 3.6 1.2
Philippines $3,884 $13,935 $9,248 2.4 0.7
Other $7,477 $17,846 $27,600 3.7 15
Asia $184,332 $441,274 $598,557 16.1 2.5

2000-2005 6.29%

1990-2005 8.17%

Source: U.S. Census Bureau, U.S. Trade in Goods, Imports & Exports

Involvement at the ports of Los Angeles and Long Beach is particularly enticing since it is the
complex most directly tied to Asian trade, and because they are, by far, the largest such complex
in the U.S. In 2006, they handled 37.8% of U.S.’s two way trade, nearly triple the volume of
New York and well above the combined share of the 114 other ports starting with Oakland, the
seventh largest (Exhibit 42).

Port TEUs Share of U.S.
Los Angeles, CA 5,633,666 20.5%
Long Beach, CA 4,756,609 17.3%
New York, NY 3,628,747 13.2%
Savannah, GA 1,580,925 5.8%
Charleston, SC 1,493,285 5.4%
Norfolk, VA 1,409,733 5.1%
Other 114 U.S. Ports 8,970,461 32.7%
Total 27,473,426 100.0%

Source: Port Import Export Reporting Service (PIERS), collected from Vessel
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For the LMCs that are able to stay in the business, and any national firms that choose to join
them, the fact remains that they will be operating in conjunction with the key facilities in one of
America’s strongest sector.

National Firms. As they are potentially key players in Southern California’s port drayage
sector, it is necessary to understand the point of view of national trucking firms. During the
interview process, direct contact was made with YRC Logistics (Yellow Worldwide affiliate),
Schneider National and UPS. There was also an indirect contact from BNSF Logistics, the
railroad company’s trucking arm. In each case, the firms indicated an interest in doing business
at the ports of Los Angeles and Long Beach. However, each also expressed reservations due to
the impossibility of succeeding in the market as long as the lack of barriers to entry means that
no drayage firm will have the market power to negotiate favorable prices with the ocean shipping
lines and beneficial cargo owners.

Financial Strength. A look at financial information on three national trucking firms that were
interviewed shows that they have substantial economic strength (Exhibit 43):

e Yellow Worldwide is a trucking corporation that had $9.9 billion in revenue in 2006.
The full company has a total of 60,000 employees. Historically, the company has been
known as an LTL carrier. In Southern California, its two major cross-docks are in the
Inland Empire. YRC Transportation President Michael Smid has clearly indicated his
firm’s interest in becoming involved in port drayage in Southern California to supplement
their international supply chain operations. In 2006, Yellow Worldwide’s return on
equity was 12% that year and it has a market capitalization of $1.7 billion.

e Schneider National had 2006 revenue of $3.5 billion and a total of 22,300 employees.
Since it is the country’s largest privately held trucking firm, its return on equity is
unknown. The firm recently acquired cross-dock and deconsolidation center operator
American Port Services in 2005 in order to “enhance door-to-door import service.”
American Port Services had a leased facility nine miles from the ports of Los Angeles
and Long Beach to deal with Asian imported trade.

152

Company 2006 Revenue (000) Drivers After Tax Net Margin ROE Markfet (:$bil.li0n)
(5yr Avg.) 5yr Avg. Capitalization
Schneider National $3,500,000 22,300 NA NA NA
UPS $47,547,000 87,033 9.22% 24.1% $52.5
JB Hunt $3,328,000 17,150 4.94% 19.2% $4.1
Yellow Transportation $9,919,000 9,809 2.21% 12.0% $1.7

(1) 2003 Form M figure adjusted by CPI to 2007
Sources: Standard & Poor’s Reports, Company Annual Reports, Forbes Top 1,000 Privately Held Firms, DOT Form M

e UPS is primarily in the package delivery business. However, they now also have an arm
specializing in logistics. In Southern California, that portion of the business is centered
next to their Western Regional Headquarters in Ontario. The firm clearly is making a
commitment to being involved in port activities given their claim that “UPS Supply
Chain Solutions offers a full array of global ocean freight and transportation services. We
can handle almost any size shipment, from less-than-container loads to full containers,

152 Schneider Logistics to Acquire American Port Services, Logistics Today, June 27, 2005
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special equipment, and oversized cargo.”*** The parent company had 2006 revenue of
$47.5 billion and employs 428,000 people. Its return on equity was 20.4% in 2004 and
its market capitalization is $52.5 billion.

Should such firms decide to become players in the port drayage industry, they certainly have the
financial power to invest in and maintain the types of trucks required by the Clean Truck
Program. However, to date, the lack of pricing power in the port drayage sector has kept them
out of the sector. However, if that changes, they will likely become competitors in it.

Technology. As has been discussed, one of the difficulties faced by today’s highly competitive
but unorganized port drayage sector is its inability to gain the efficiency and cost benefits of the
information systems that have been developed for the trucking industry. This is the case due to
the inability of the weaker LMCs to install the necessary hardware and software systems on the
trucks working with them, and most importantly, to have their staffs trained to consistently and
accurately use them. This technology is being adopted by large national trucking firms and is
significantly increasing the efficiency of their supply chains and lowering the cost of their
operations. The technology comes in five forms:**
e Gateway Facilitation. This is the technology most frequency discussed at the ports.
Devices such as RFIDs allow driver identification and verification, non-intrusive
inspections, compliance facilitation, weigh-in-motion, and electronic toll payments.

e Intelligent Freight Technologies Asset Tracking. This technology allows a trucking
company to track tractors, trucks, chassis, trailers, containers and shipments/cargo as well
as to monitor driver adherence to routes.

e On-Board Status Monitoring. This technology allows drivers to monitor vehicle
operating parameters, cargo and freight condition, as well as detect intrusion or
tampering, plus it permits remote locking and unlocking, automated hazmat placarding,
and provides driver emergency call buttons.

e Network Status Information. This technology allows for congestion alerts and
avoidance, carrier scheduling and support and first responder to support in cases of
safety, homeland security, and traditional law enforcement incidents.

e Freight Status Information. These systems include web-based freight portals for
intermodal data exchange, establishing data standards, hosting web based services, and
the standardized transfer of electronic freight information.

Some of this technology is inexpensive but requires training and standardized uses of it to be
effective. Other systems are more expensive and can only be afforded by companies able to
make a serious commitment to them. Meanwhile, the more comprehensive and interrelated the
uses of these systems, the greater companies will benefit from the efficiency and cost reductions
they can supply. Today, the ferocity of competition and unorganized condition of the port
drayage industry reduces the ability of the most advanced systems to be used. For that reason, if

153K eep Your Business Sailing Worldwide,UPS Supply Chain Solutions,
http://www.ups-scs.com/transportation/ocean_freight.html

>4 The Reach of Intelligent Freight Technologies, Freight Management & Operations, Federal Highway
Administration, http://ops.fhwa.dot.gov/freight/intermodal/freight_tech_story/
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the level of competition in the port drayage industry is moderated, it is probable that the
remaining LMCs and any national firms in the market can be organized to use these technologies
more intensively.

Economic Implication of The Increased Use of Technology. There will be several side effects
if it becomes common place for port drayage firms to have systems of the kind described:

e It will allow the significant gains in the efficiency of cargo throughput that have been so
intensely desired by the myriad of companies dependent upon the ports.

e Greater numbers of “turns” would increase the profits of the remaining LMCs.

e Since large trucking firms are generally already adept at using these systems, their
knowledge and experience would represent a competitive advantage. It would also
increase the likelihood of their entering the port drayage sector.

e It will provide the technological framework to assist with the enhancing of port security
for the cargo and the people accessing them.

Transition. As has been discussed, it appears that the LMCs will soon face a variety of cost
increases, some driven by the marketplace with others dependent upon the form that the Clean
Truck Program eventually takes. These will include:

e Fees for concession applications and renewals as well as for TIFs under the Clean Truck
Program.

e Wage increases due to the need to lure drivers into port drayage because of TWIC and
port growth. There may also be the need to add workers due to the reduced time
available to each driver in the event of an employee-driver mandate.

e |If employee-drivers are required, labor costs would rise due to the need to pay employee
benefit costs.

e Costs that will be incurred to retrofit or replace trucks. These will be higher or lower
depending on whether or not the Fleet Modernization Grant Program is fully funded.
They will also vary depending upon whether LMC owned trucks are mandated.

Combined, these factors will make it very difficult for new, marginally financed LMCs to be
formed. Also, some of the weaker LMCs currently in the port drayage market will probably not
be able to continue in the business. This will expand the negotiating power of those LMCs that
are left when they approach their customers with adjustments in their rates.

Simultaneously, it is likely that the national trucking companies will begin to make a serious
effort to penetrate the San Pedro Bay port drayage sector. This is particularly true, given the
need and desire by the trucking industry to increase their footprint within international supply
chain management. Southern California’s port drayage activities are of particular importance to
them due to huge size and rapid growth of the ports of Los Angeles and Long Beach, the role
that they play with regards to Asia trade, and the experience that firms will gain as they work to
expand their port drayage activities nationally.

A national viewpoint is necessary to understand how this penetration would probably unfold. Of
late, Wall Street investment firms have become very aggressive in seeking situations where
mergers and acquisitions can allow corporate value to be created in a sector. This occurs as the
breadth of control by firms with strong management teams expands, operations reach the critical
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mass required for technologies that raise efficiency and lower costs, and increased market share
provides firms with greater negotiating power over prices.

Generally, the strategy that equity firms have followed is to partner with an established
corporation that is noted for its strong management. The financial players will fund the mergers
or acquisitions within a targeted sector in return for just over or under 50% of the deal. Their
funds will be used to acquire targeted firms and the corporation will manage the larger venture
that results. Over four or five years, if the process is successful, the stronger resulting operation
will create greater value and be reflected in higher stock prices. At that point, the equity partners
will cash out and move on to other situations.

There are, of course, variations on this theme. A corporation with strong net worth or borrowing
power may undertake this process on its own. Or, an equity firm may attempt to form new
corporate entities by creating management teams from scratch. However, the essential results for
a targeted sector will be the same. There will be larger entities, more power in the hands of the
selected management teams, a greater use of information and other technologies, fewer
competitors, greater negotiating power for the remaining firms and fewer workers, and a
narrower market for the sector’s suppliers and service providers.

In the case of Southern California’s port drayage industry, this process will be somewhat
different than the norm. First, it will be regarded in financial circles as the test case for
undertaking this process nationally. This is the case since the very rapid increase in volumes at
the ports of Los Angeles and Long Beach are the precursor to what will eventually occur
throughout the country. Second, the firms to be acquired or combined are much smaller than is
typical of mergers and acquisition deals. This is the true, because until now, large corporations
have generally not been involved in port drayage.

Since national players are not known entities in Southern California’s port drayage business, any
firms attempting to enter the industry will start by seeking to acquire a few local LMCs. This
will give them access to knowledgeable staffs with institutional understanding about the
operation of the sector. It will also give them access to the contractual arrangements these LMCs
have with ocean shipping lines and/or beneficial cargo owners. Gradually, those firms (and their
100s) who qualify and choose to make the transition will be integrated into the operations of the
parent company.

Such a process will not start until the point at which national trucking firms have a degree of
confidence that changes in the marketplace are making it impossible for new small competitors
to get started by using their willingness to undercut prices. It may also depend upon the extent to
which increases in costs, for the reasons cited earlier, cause some of the existing LMCs to exit
the market. In both cases, the key for the entry of national firms will be changes in the port
drayage business that will allow the remaining competitors to begin to exert some control over
their prices in negotiation with ocean shipping lines and beneficial cargo owners.

Economic _Implications. There will be both positive and negative implications of the
anticipated changes in the structure of Southern California’s port drayage sector:

e Pricing. As the transition occurs, the firms remaining in the market, both local and
national, will have greater negotiating power. This will give them a stronger ability to
have their prices more quickly reflect their costs and desired profit levels. From the
standpoint of the ports, the prices paid by ocean shipping lines and beneficial cargo
owners will more completely reflect the cost of dealing with externalities, such as
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increased congestion and emissions, that have resulted from the rise of international
supply chain management. The port communities will benefit as these changes will
eventually mean that the trucking fleet will be brought up to clean air standards.

However, some of the customers of the port drayage industry will see the increased cost
of port drayage in Southern California as detrimental to their operations. The ports of
Los Angeles and Long Beach will thus experience cargo diversion as the elasticity of
cargo pricing causes shipping lines and beneficial cargo owners to transfer their
shipments to other facilities. That will remain an issue until the conditions that have first
appeared in Southern California spread to other ports across the nation.

e Consolidation. Ultimately, the marketplace, possibly abetted by the Clean Truck
Program, will make it difficult for new small LMCs to enter the port drayage sector and
encourage some LMCs to leave. Those local LMCs and national corporations that
remain will likely have the strongest balance sheets and better management. Both will
gain from having greater control over the market conditions impacting businesses. The
ports will benefit as they will be working with an industry that is better organized, has
greater financial flexibility and is more able to implement technological systems that will
allow for greater port throughput. The remaining firms will also have the financial
wherewithal to upgrade their trucks on a regular basis and assist in security oversight of
freight and people accessing the harbors. Their larger size will mean that programs such
as the CHP’s BIT program will be more likely to provide safety record audits, driver
records review, maintenance checks and, possibly, adherence to clean air standards.

For four groups, however, there will be downsides to this process:

o0 Consolidation will mean that some of the LMCs will either be forced out of port
drayage or out of business altogether. Some of the owners of these firms will end
up working in management for the remaining drayage firms. Some will work as
LMCs outside of port drayage. Others will need alternative jobs or ventures.
This last situation will primarily apply to those who own the smaller LMCs.

o0 Among I0O0s, those that are able to bring their trucks up to clean air standards
will maintain their relationships with their existing LMCs, or if those fail, they
will end with the surviving companies. In the short term, they will remain
entrepreneurs. Depending upon the form that the Clean Truck Program takes,
over time, some will become employee-drivers, some may be able to remain 100s
in port drayage, and others will be forced to work as 100s outside of port
drayage.

Those 100s that cannot clean-up their trucks will either be forced to become
employee-drivers or to work as 100s outside of the sector. Whether they can
become port drayage employee-drivers will depend upon their ability to qualify
under TWIC and meet the hiring standards of the remaining firms. Given the
shortage of trucks drivers, it is doubtful that they will end up unemployed.

o0 Among the non-driving staffs of the LMCs, those working for firms that survive
the port drayage consolidation will maintain their current positions and likely will
be joined by others as the LMC expands. Those that work for firms that leave
port drayage but continue acting as LMCs should also retain their jobs. The
difficulty will be those who work for firms that go out of business. These will
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primarily be the smallest LMCs. Some will find work with national firms
entering the sector. Others will need alternative employment.

0 Today’s port drayage industry is serviced by a host of small firms that provide
supplies, maintenance service and office functions. They include vendors such as
fuel stations, tire shops, truck parts suppliers and used truck sales. Small shops
provide safety checks, engine and transmission repair, brakes alignment and
replacement, tire repair, reconditioning of pneumatic air systems, welding and
electrical work. Service firms often act as outside accountants, bookkeepers,
insurance representatives or lawyers.

As the port drayage industry consolidates, many of the functions performed by
these small businesses will be performed in-house by the remaining LMCs and
national trucking firms. Some of the owners of these firms will be able to
continue in their existing roles. Others will be hired on to the staffs of the
expanded firms remaining in the industry. However, some will be forced to look
for other work.*>

The magnitude of the loss of work by LMC owners forced out of business, the back
office personnel who lose jobs, and entrepreneurs who lose businesses, at best, can be
very roughly quantified. This is done under a worst case scenario:

Based upon the LMC survey, the number in each size range was estimated (1).

The share of LMCs that would end up with the owner ultimately needing
alternative work was very roughly estimated with the share varying by size (2).
The resulting number was estimated at 376 (3).

0 The LMC survey allowed an estimate of the average number of back office staff
working within LMCs in each size range (4).

That permitted an estimate of the total number of back office staff at 4,273 (5).

The shares of back office workers who might lose their jobs and not find
alternative work in the growing portions of the port drayage sector were roughly
estimated at 50% of those in LMCs that end-up with difficulties (6). This yielded
a back office staff loss of 751 jobs (7).

LMCs Owners Lost Back Office per Firm Back Office Loss Other Loss Total

0-10 246 50.0% 123 3.5 861 25.0% 215 123 461
11-25 403 45.0% 181 40| 1,612| 22.5% 363 181 725
26-75 258 25.0% 64 46| 1,184| 125% 148 64 277
76-250 77 10.0% 8 6.6 510 5.0% 26 8 41
251 & Up 16 0.0% 0 6.6 105 0.0% 0 0 0
Total 1,000 376 4,273 751 376 1,504

15 Discussion Draft, Minimum Concession Requirements, San Pedro Bay Clean Air Action Plan, p. 2.
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o It was very roughly estimated that for every LMC to go out of business, one other
small firm in the community would as well, with the owner needing alternative
employment, yielding 376 (8).

0 The total job loss due to consolidation was thus very roughly estimated at 1,504
(9). This estimate is, of course, dependent upon the three rough factors used in
the calculation. However, it probably gives a reasonable order of magnitude as to
the job losses that the community will feel due to consolidation.

Note: The LMC owners who go out of the business and the back office personnel who
lose jobs are the reason that one component of the Clean Truck Program requires
concessionaires to participate in a referral program for filling employee vacancies via a
workforce development program consistent with existing city efforts. Currently, this
program has not been conceived as providing an outlet for small business owners
impacted by any consolidation process.

Beyond numbers, the consolidation process will have one other ramification. Today,
Southern California faces a very difficult issue in that 44.0% of its adult population has
not had a single class beyond high school (Exhibit 45). The share is 47.8% in Los
Angeles County.

Exhibit 45.-Adults With Formal Educations of High School or Less

Persons 25 & Over, 2005

62.1%

50.9% .
47.8% 47.4% 44.0%

37.0% 36.2% 35.2%

Imperial San Bernardino  Riverside Los Angeles So. Calif. Ventura Orange San Diego

Source: 2005 American Community Survey, Cenus Bureau

These data strongly imply that the region’s economy has a need for jobs that provide
upward economic mobility for a significant share of the region’s workforce. The port
drayage sector has been one industry in which a large number of people in this category
have found work, be it as 100s, owners of LMCs, back office personnel or owners of
small businesses supporting the industry. Here, consolidation will have two impacts.
First, it will close off the ability of small entrepreneurs to enter this field and reduce the
number already in it. Second, it will eliminate some of the jobs currently in the sector.

Summary

At its core, the Clean Truck Program is design to reduce air emission in a timely fashion yielding
an economic benefit to the community of $4.7 to $5.9 billion due to a reduction in premature
deaths, loss of work and fewer medical problems. Some 95% of this benefit will come from
230-1,450 people not dying. With the program in place, the ports will be in a position to get
their infrastructure plans approved with reduced health risk to the community. This will allow
them to expand to their 42.5 million TEU capacity by the period 2020-2030. The result will be
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the ability of the ports to support 300,000 to 600,000 new jobs and global trade capacity that
would be lost if that infrastructure cannot be built.

Unfortunately, there is a cost of attaining these goals. That will be the closure of some LMCs
and the loss of some of the non-driving jobs and small businesses involved with them, as well as
the closing off of port drayage as a route to upward mobility for some workers. It is the type of
choice that has led to the expression, “there is no such thing as a free lunch.” It is the reason that
economics is often referred to as “the dismal science.”
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Appendix A
Driver Survey Methodology and Results

As part of this analysis, 409 port drayage truck drivers were surveyed. The survey was conduced
inside both Ports while drivers were waiting outside terminal gates or were at lunch trucks
parked outside the terminal gates. The survey locations, days of the week and general times of
day are shown below.

Day of the Time of Day — Number of
Location — Port and Terminal =ay oLthe (N)oon or Beginning completed %
Week - .
— of (E)vening shift surveys
Port of Los Angeles
Evergreen Terminal Thursday N 46 11.2
Evergreen Terminal Thursday E 36 8.8
Evergreen Terminal Tuesday N 19 4.6
Evergreen Terminal Tuesday E 57 13.9
Evergreen Terminal 158 38.6%
China Shipping Terminal Tuesday N 39 9.5
China Shipping Terminal Tuesday E 24 5.9
China Shipping Terminal 63 15.4%
Total Port of Los Angeles 221 54.0%

Port of Long Beach

California United Terminals Thursday N 55 13.4
California United Terminals Thursday E 40 9.8
California United Terminals Wednesday N 29 7.1
California United Terminals 124 30.3%
'Il_'gpn%ilr?:? ch Container Tuesday E 44 10.8
.IFgPrg“E:fCh Container Wednesday N 17 4.2
I{gpn%ilr?:?ch Container Friday N 3 7
Long Beach Container Terminal 64 15.6%
Total Port of Long Beach 188 46.0%

The survey was conducted by on-site by bi-lingual interviewers as drivers became available in
their trucks or at the lunch wagon. We attempted to interview drivers based on their sequence of
arrival at the terminal waiting line. This was not practical, however, for those drivers
interviewed at the lunch wagon. Approximately 20% of the surveys were conduced at the lunch
wagon. A $10 participation incentive was paid for all drivers who participated. A copy of the
survey questionnaire used by the interviewers is reproduced at the end of this Appendix.

The frequency at which individual drivers arrive at the terminals is a function of the nature of
their hauls. As an example, drivers who are involved in hauling containers from the Ports to the
Intermodal rail yards, a distance of some 6 miles have much shorter driving times as compared to
drivers delivering containers to Riverside County. These drivers can be expected to be in the
line to enter a terminal more frequently compared to the “longer” haul drivers.

As a result, the drivers available to participate in the survey were reflective of the frequency of
which they visit the Ports and the results are proportionate to the calling frequency of the drivers.
However, the survey was not a true random survey, as it can be assumed that not all drayage

Economic Analysis: Proposed Clean Truck Program 91

Exhibit 1 - Pearson Declaration Attachment B 000169
Dkt. 08-1895



drivers were working at the terminals where the survey was conduced and hence there was not an
equal probability of all drivers being selected. Also we did not conduct surveys at all Port
terminals. We do not, however, consider these practical limitation to be material.

The key results of the survey are shown below along with the number of respondents to the
various questions in parenthesis.

Driver Demographics

Statistic

Average Median
Driver Age (409) 41 42
Years of Experience (409) 8.6 7
Survey Responses
Number Percent of Responses
Employment Status (409)
100s 349 85.3%
Employee 60 14.7%
TWIC Application — I00s Respondents only (349)
Will Apply 201 57.6%
Will Not Apply 76 21.8%
May/May Not Apply 72 20.6%
TWIC Application — Respondents Currently Employed
(60)
Will Apply 33 55.0%
Will Not Apply 14 23.3%
May/May Not Apply 13 21.7%
100s Respondents Willing To Become An Employee (349)
Yes 68 19.5%
No 110 31.5%
May/May Not 169 48.4%
Other Responses 2 0.6%
100 Respondents Willing to Sell Tractor if Employed
(334)
Yes 205 61.4%
No 129 38.6%
Expected Hourly Compensation of IOO Respondents to Become Employees (345)
$15 to $20 48 13.9%
$21 to $25 68 19.7%
$26 to $35 119 34.5%
$36 to $50 98 28.4%
Over $50 12 3.5%
Average 100 Salary Expectation (345) $33 NA
Median 100 Salary Expectation (345) NA $30

Notes 1. Percentage may not add to 100.0% due to rounding.

2. In cases where respondents answered in annual compensation expectations, we converted the
expected annual compensation to an hourly rate by dividing by 2,080. Otherwise hourly responses

were used.
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To allow for uncertainty in driver responses, Yes, No and Maybe answers were permitted for the
questions about applying for the TWIC credential (referred to as a card for survey purposes —
see the interviewer questionnaire at the end of this appendix) and their willingness to become an
employee. To estimate the number who can likely be expected to either apply or not apply for
TWIC and become or not become employees, the ratio of yes and no answers can be used to
allocate the “maybe” answers. For 10Os there were 201 Yes responses (72.6%) to the intent to
apply for TWIC and 76 No’s (21.8%). Allocating the 72 “maybe” responses on those
percentages results in total estimated Yes response of 253 or 72.5% and 96 No’s or 27.5%. It is
interesting to note that the percentage of drivers who indicated they would not apply for TWIC is
slightly higher for employees (23.3%) than it is for IOOs (21.8%).

Based on 16,800 frequent and semi-frequent port drayage drivers, the survey data equates to an
estimated loss of 27.9% or 4,687 drivers when the requirement to have a TWIC credential to
enter the Ports without an escort becomes effective.

To further estimate the impact of TWIC in conjunction with the potential requirement to have the
100s become employees, we analyzed the combined response of the I0OOs who responded that
they would definitely apply for TWIC and would definitely be willing to become employees, i.e.
they answered Yes to applying for TWIC and Yes to becoming an employee. 53 of 349 100s, or
15.2%, answered yes to those two questions.
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Driver Survey

An Oral Survey. This survey is anonymous. Do not record any personal information.

How old are you? Years. How many years have you been hauling port containers? Years
1. Are you an independent owner operator who owns your own tractor? OR are you an employee
of trucking company (licensed motor carrier) and drive a company tractor (Please indicate by

checking one).
2. If you own your own tractor, what year is it? (enter the model YEAR of the tractor)

3. What is the zip code (or city) where you normally park your truck at night or when it is no being

used? What is the zip code (or city) where you live?

4. The federal government department of Homeland Security will soon require a Transportation Worker
Identification Certificate “TWIC” Card for everyone who enters a port. This card will be required to
enter a port and pick up or drop off a container. To receive a TWIC card, you must be either a US
citizen, or have a green card, or a legal work permit, and pass a security test AND you must not have
any felony (serious crime) convictions within 7 years or prison time within 5 years. Given these
conditions to obtain the TWIC card, how likely are you to apply for one? (Mark with an X what is

the driver’s answer)
YES, I will definitely apply MAYBE | will apply NO, I definitely will not apply

5. There is a proposal to have all owner operators who serve the Ports become employees of Port
licensed trucking concessions. As an employee, in addition to your pay, you would receive fringe
benefits such as overtime, health insurance, paid vacations, paid holidays, and paid sick time, pension
retirement, etc. Also as an employee the company would provide a company tractor and would not

need to own or supply a tractor.

a. Are you willing to become an employee of a trucking company? (Mark with an x what you

prefer about the possibility of becoming an employee.)

YES MAYBE Depends on what I could earn __ Definitely NO Other response:
b. Would you be willing to sell your tractor after you became an employee? YES NO
6. For me to become an employee, | would expect to be paid a base wage of $ per
hour (fill inthe hourly wage rate you expect), and/or annual wages of $ per year
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Appendix B
Licensed Motor Carrier (LMC) Survey

As part of this analysis, a survey of 136 port drayage LMCs was conducted. Based on an
estimated population of 1,000 LMCs, this represents a 13.6% sample. Companies were selected
from those in the eModal database.™®® Companies were selected as potential survey respondents
using a systematic random selection method. eModal is an open system that allows anyone to
register. It is also designed to support operations at various ports. As a result, it includes
numerous entries from entities outside the Southern California area and can include multiple
entries for the same LMC.

Based on a random start, every tenth name entry on the eModal list of 4,000 companies was
selected. If the listing was based out of state another candidate was selected and called, using a
specific “next company” methodology. If company indicated it did not provide port container
drayage services it was excluded from the survey and the method described above was used to
select a replacement. Respondents at the individual LMCs were limited to owners, executives
and dispatchers. A copy of the survey instrument is provided at the end of this appendix.

Survey Results

LMC Size
LMC was measured by the total number of drivers used. As defined total drivers includes any
combination of 100s and employee drivers. The average number of total drivers in the sample
was 30.2 with a median of 15. The size distribution is shown below:

Distribution of LMCs by Size

40%
35% A
30% A
25%
20% -
15% A
10% A

5% -

0%

1to 10 11to 25 26to 75 76 to 250 251& Over
Total Number of Drivers

156 eModal, is an information link for a “Port Community System,” www.emodal.com.
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Involvement in Port Container Drayage

The survey ask respondents to estimate the percentage of work or business that is port container
drayage. Other questions ask the percentage of work or business from other activities to assure
that the total estimated percentage of the various lines of business totaled to 100%. The
distribution of the estimated percentage of business from port container drayage (PCD) is shown
below.

LMC % Involvement in PCD

30%
25% -
20% -
15% —

_Na0l

5% | |_|
0% D I I |_| I I:l

1to 11to 20to 30to 40to 50to 60to 70to 80to 90to 100%
10% 19% 29% 39% 49% 59% 69% 79% 89% 99%

% of Business in PCD

The average LMC surveyed reported 72% of the their business was port container drayage
related. The median percentage reported was 80%.

As you can see by the chart, there is a significant number of LMC serving the ports that derive
the majority of their business from non-port sources. Only 49% of the respondents indicated
they conducted 80% or more of their business in port drayage activities. Pure (100%) port
drayage companies constitute only 28% of the respondents.

Haul Distance

The extent to which LMCs conduct their operations in close proximity to the port is an important
consideration. To explore this parameter of LMC operations, respondents were ask to estimate
the percentage of container hauls that were to destinations within 25 miles of the ports.

The responds indicate that an average of 49% of the port containers are delivered to destinations
that are with in a 25 mille radius of the Ports. The distribution of the percentages reported is
show below.
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As shown only some 21% of LMCs operate 80% or more of their business within 25 miles of the
ports. For 22% of the LMCs, having a haul less than 25 miles is a reasonably rare event
occurring on 19% of the time or less.

Round Trips Per Day

The number of round trips per day, or “turns” a driver can make affects his productivity, which
in the case of an 100 directly effects his compensation. In the case of an employee driver, it
affects the LMC’s labor costs. LMC respondents were asked to estimate the number of turns per
day their port container drivers average. The average number of turns reported was 2.6 with a
median of 2.0. The lower median value is congruent with the fact that many of the smaller
LMCs are known to dominate the very short haul segment of the drayage business (port to rail
yards, etc.) and the distribution of LMCs by size. The distribution of responses is shown below:

Distribution of Turns per Day

45%
40%
35% -
30% -
25%
20% -
15% A
10%

5% -

0% B

lto<2 2to<25 25<3 3<4 4to<5 5 ormore

% of LMCs Reporting

Turns per Day
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LMC were ask to estimate the total average waiting time experienced by their drivers. There
were 96 responses that averaged 2.2 hours and had a median of 2.0 hours. The distribution of
reported total waiting time is shown below.

% of LMCs Reporting Wait Times
45%
40% -
35% -
30%
25% -
20% -
15% -
10% -
5% ,_| ]
0% I I I I I I
0.8tol 1.01to 1.51to 2.01to 251to 3.01to Over 4
1.5 2.0 2.5 3.0 4.0
Reported Average Total Wait (Hours)
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LMC Telephone Survey

1. Date: Interviewer initials: eModal list sequence number
2. Does your company provide port container hauling services? (circle one): YES NO
If the answer to question 2 is NO, thank the person and select the next carrier in accordance

with the instructions provided. This does not count as a completed survey.
If answer to question 2 is YES, continue with survey.

3. What % of your company’s work or business is port container drayage? %
4. What % of your company’s business is other transportation work that is not port container
drayage %
5. What % of your company’s business is other work besides transportation?
%

(for example: Warehousing)
(Note to interviewer: The answers to Questions 3, 4, and 5 should total to 100%)

6. What % of your container hauls are less than 25 miles one way, gate to destination?
%

7. What is the range of the # of port drayage Independent Owner Operators you use?

(low-high)

What is the # of employee drivers you have?

Total range # of port drivers?

8. How many “turns” or round trips does each of your port drayage container drivers

average per day?

9. What average total waiting time in line and inside the gate per container pickup and/or
delivery do your port container drivers experience?

10. How many tractors does your company own? tractors

11. Are there other companies in your ownership "family” YES NO

If yes, how many?
How many total port drayage drivers does your entire company family use?

Names of companies in “family” of companies:

a d.

b. e

c f.
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DRAFT

Clean Truck Program Option Assessment

As part of the decision making process for the Clean Truck Program, the Port of Los Angeles
and the Los Angeles Mayor’s Office have requested an analysis of the implications of three
variations in how the implementation process for the program might take place. These different
approaches are referred to below as Option A, Option B and Option C. They present different
ways in which the trucks, drivers and grant funds could be organized in attempting to meet the
goals of the program.

This report is organized into the following sections:
1. Goals. Lays out the purposes of the Clean Truck Program.

2. Policy Criteria. Enumerates the criteria on which the three options will be evaluated to as-
sessing the implications of the way they would go about achieving the program’s goals.

3. Implementation Issues. Discusses the evaluation issues that will be covered in discussing
how each of the three options deals with each of several policy criteria.

4. Options: Common Elements. Describes the common factors needed in each of the three
options if they are to meet the goals of the Clean Truck Program.

5. Options: Differing Elements. Lays out the elements on which the three options fundamen-
tally differ.

6. Assessment. Evaluates the implications of the three options with respect to each policy cri-
teria in light of the issues that must be addressed to reach the Clean Truck Program’s goals.

Note: This analysis is not intended to reach a final conclusion. Rather, it is intended as a tool to
assist policy makers in reaching their own final judgments about how the Clean Truck Program
should be implemented.

1. Goal

On November 20, 2006, the San Pedro Bay Ports Clean Air Action Plan (C4A4P) was unani-
mously adopted by the Los Angeles Board of Harbor Commissioners and the Long Beach Board
of Harbor Commissioners. In doing so, the commissioners acknowledged the fact that the Ports
“ability to accommodate the projected growth in trade will depend upon their ability to address
adverse environmental impacts (and, in particular, air quality impacts) that result from such
trade. The CAAP is designed to develop mitigation measures and incentive programs necessary
to reduce air emissions and health risks while allowing port development to continue.”"

Among the major elements of the CAAP are strategies designed to significantly reduce the emis-
sions from the Heavy Duty Vehicles that move containers in and out of the ports. This effort,
known as the Clean Truck Program, has two intertwined objectives:

e Conversion or retrofitting of the truck drayage fleet to cleaner technologies.

e Ensuring that the fleet is kept at a level to maintain air quality.

' San Pedro Bay Ports Clean Air Action Plan, Overview, P. 13.
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In designing a 2program to achieve these clean air objectives, the ports further addressed three
other concerns:

o The fear that the documented shortage of U.S. truck drivers will ultimately lead to an in-
sufficient number of drivers to haul the growing volume of port containers.

e Related is the issue of driver compensation since, on average, port truckers appear to be
among the lowest paid workers in the supply chain.

e Additionally, there is concern that trucking operations be conducted in a way that en-
hances port security.

A corollary to these issues are concerns than the Transportation Worker Identification Credential
(TWIC) program as well as the transition to the Clean Truck Program might cause drivers to
leave port drayage, causing a disruption of cargo flows and interfering with the import and ex-
port supply chains. Such a disruption could adversely impact Southern California’s economy. -

From these statements, the goals of the Clean Truck Program can be summarized as:

1. Throughput. Allowing port growth to continue without disruption given the significant
economic impact it has on Southern California and the nation.

2. Truck Clean-Up. Cleaning up the adverse environmental impacts caused by heavy duty
trucks moving goods to and from the ports and keeping those trucks clean.

3. Driver Supply and Pay. Ensuring that the pay of port drivers is high enough to attract a
sufficient number of truck drivers to move port cargo.

4. Security. Providing for the security of the ports in conjunction with the TWIC program.

2. Policy Criteria

To assess the implications of how the Clean Truck Program would be implemented under Op-
tions A, B and C below, four major criteria are used. These can be thought of as questions, the
answers to which show the extent that each option is able to address one of the five major goals

of the program:

1. Throughput. To what extent will each option ensure that the ports are able to maintain and
grow the volume of containers moving through them without any short term disruptions?

In 2006, the ports handled 44% of U.S. imported goods and 24% of U.S. exports.> It has
been repeatedly stated by the port staff, the harbor commissioners and city leaders that they
see it as their obligation to ensure that the ports are able to continue being this key link in
U.S. and Southern California international trade.

2. Clean Trucks. To what extent will each option lead to meeting the clean truck requirements
and deadlines passed by the two Boards of Harbor Commissioners?

If the Clean Truck Program is implemented as planned, by its fifth year, it is anticipated that
diesel particulates from port truck operations would be 184 tons instead of the 966 tons that
port growth would have created, down 782 tons (-81%). Oxides of nitrogen emissions would

2 Statements of the Presidents of the Los Angeles & Long Beach Boards of Harbor Commissioners, San Pedro Bay
Clean Air Action Plan, Overview, Introduction.

3 Port Import Export Reporting Service (PIERS), collected from Vessel Manifests and Bills of Lading, as reported
by U.S. Department of Trade Maritime Administration.
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be 4,041 tons not the 10,269 tons anticipated, a 6,228 ton cut (—6/%). Sulfur oxide emis-
sions would be seven tons not nine tons, down two tons (-22%).* The port staff, the harbor
commissioners and city leaders have repeatedly indicated that achieving these reductions is
the primary reason for the Clean Truck Program.

Note: Earlier implementation could have significant air quality benefits for the various port
communities. If the program were to be completed by the end of 2009, for instance, diesel
particulates would be down 782 tons that year instead of 442 tons; oxides of nitrogen emis-
sions would be down 6,228 tons instead of 3,329 tons.

3. Driver Supply. To what extent will each option impact the supply of port drayage drivers?

Pay scales are one consideration that will impact the supply of drayage drivers. There are
also other issues such as the desire of some drivers to be employees and others to remain In-
dependent Owner Operators (/OO); the desire for some drivers to be union members and
others not; the desire for some drivers to have benefits and others to retain their tax status as
self-employed; and the potential need to convince non-drayage drivers to work in the con-
gested port environment.

4. Driver Pay. To what extent will each option assist port drayage drivers to receive compen-
sation on a par with other truck drivers in Southern California to enable sufficient driver

supply for the sake of port cargo throughput?

It is generally acknowledged that the U.S. faces a shortage of truck drivers that will increase
in the coming years.” Further, it has been estimated that the federal TWIC security process
will remove from 15% to 22% of the drayage drivers currently serving the San Pedro Bay
ports.6 In addition, the expansion of the ports will increase the need for drayage drivers.
Also, there will be driver losses due to turnover and retirements. Combined, these factors
underscore why the port staff is concerned that drivers receive sufficient pay to ensure a sup-
ply of drivers to handle port throughput.

5. Security (TWIC) & Driver Oversight. To what extent will each option result in maximum
compliance with national security requirements and ensure that truck drivers are meeting le-
gal requirements to be driving their vehicles?

For reasons of safety and security, the ports would like to ensure that drivers involved in
drayage are qualified to drive heavy duty trucks under DMV and DOT regulations. It will
thus be a requirement of the port permits that LMCs maintain oversight and records of the
qualifications of their drivers, be they employees or IOOs.

Meanwhile, in December 2007, the Transportation Security Administration (7S4) and U.S.
Coast Guard are scheduled to begin registration for the TWIC program. An applicant “must
complete a TSA security threat assessment and will be disqualified from obtaining a TWIC if
he or she has been convicted or incarcerated for certain crimes within prescribed time peri-

4 San Pedro Bay Ports Clean Air Action Plan Technical Report, Tables 6-1, 6-2, 6-3, p. 157.

5 “There is already a shortage of long-haul heavy-duty truck drivers equal to perhaps 1.5% of the over-the-road
driver workforce, or about 20,000 drivers. In the absence of substantial market adjustments, this driver shortfall —
projected demand less projected supply — would rise to 111,000 in 2014.” The U.S. Truck Driver Shortage, Analy-
sis and Forecasts, Global Insight, Inc., 2004, Executive Summary.

® San Pedro Bay Ports Clean Air Action Plan, Economic Analysis Proposed Clean Truck Program, p. 28.
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ods, lacks legal presence and/or authorization to work in the United States, has a connection
to terrorist activity, or has been determined to lack mental capacity.”’

As the Licensed Motor Carriers (LMCs), under whose auspices drivers work as employees or
I0O0s, have the greatest understanding of their drivers, the port staff, harbor commissioners
and city officials want to see that knowledge efficiently harnessed in the initial implementa-
tion of the TWIC process. '

In assessing the implications of how the Clean Truck Program would be implemented under Op-
tions A, B and C below, there are several additional criteria that will be used. Again, these can
be thought of as questions, the answers to which show the extent that each option is able to ad-
dress an important aspect of the Clean Truck Program.

6. Maintenance of Clean Truck Devices. To what extent will each option ensure that clean
truck emission control equipment and technology is maintained according to manufacturer’s
specifications?

As indicated in the discussion of the goals of the Clean Truck Program, it is not sufficient to
simply clean-up the trucking fleet.® For the program to be a success, the emission equipment
on the new trucks must be properly maintained over time so that the full benefit of the
cleaner vehicles is realized.

7. Required Truck Safety and Maintenance Check-Ups and Repairs. To what extent will
each option ensure that truck owners have their vehicles undergo regular check-ups and
safety inspections plus have necessary repair work completed?

Already, port drayage firms are subject to audits of their driver logs, truck insurance, safety
and maintenance records by the U.S. Department of Transportation (DOT). However, the.
agency only has the staff to oversee 2% of carriers, nationally.” In addition, every 25
months, the California Highway Patrol (CHP) through its Biannual Inspection Program
(BIT)m is supposed to review the records of 90-day truck safety and maintenance check-ups
by every state trucking firm as well as their driver’s logs. CHP is also supposed to physically
check a sample of their trucks.”/ However, CHP only has staffing for about half this work.'?

Given the intensity of truck operations near the ports, the port staff, harbor commissioners
and city leaders would like to see stronger oversight of truck maintenance and safety. One
potential side effect of the Clean Truck Program could be to assist DOT and CHP in being
able to do so.

” Transportation Worker Identification Credential (TWIC) Implementation in the Maritime Sector; Department Of
Homeland Security, Transportation Security Administration, United States Coast Guard, 2006, p. 18.

® See bottom of p. 1.

® Motor Carrier Safety: the FMCSA’s Oversight of High-Risk Carriers, Opening Statement, Hon. Peter DeFazio's,
House Transportation & Infrastructure Committee, Subcommittee on Highways and Transit Hearing, July 11, 2007.

10 California Vehicle Code Section 34501.12 requires any person or organization directing the operation of certain
trucks or trailers to participate in an inspection program conducted by the California Highway Patrol (CHP). The
law requires the CHP to inspect California truck terminals every two years.

1! California Vehicle Code 34505.5(a) a truck operator must have vehicle safety inspections every 90-day conducted
by qualified inspectors. California Vehicle Code Section 34505.5(c) requires that inspection records be maintained
for two years.

12 Analysis of the 2007-08 Budget Bill: Transportation, California Highway Patrol (2720), California Legislative
Analysts Office.
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- 8.

10.

11.

Technology Installation and Training. To what extent will each option ensure that the
trucking fleet has installed required technology and that drivers are trained in a manner that
will allow the Clean Truck Program to be administered while assisting the ports with future
efforts to increase efficiency and throughput ?

To administer the Clean Truck Program, it will be necessary for trucks be equipped with Ra-
dio Frequency Identification Devices (RFID) and Automatic Vehicle Locators (4VL). In
addition, these and other technologies could be needed on trucks as part of a future technol-
ogy program designed to increase the speed of port cargo throughput. This would be in the
interest of the ports. It would also be in the interest of LMC and drivers as increased
throughput directly impacts driver compensation.

Parking and Parking Facilities. To what extent will each option enhance comphance with
local trucks parking ordinances and result in LMCs providing parking? .

Local communities have expressed repeated concern over heavy duty trucks being parked il-
legally in their neighborhoods. There is considerable interest by the ports, the harbor
commissioners, city officials that firms provide parking facilities for their trucks.

Geographic Use of Trucks. To what extent will each option ensure that the trucks financed
via the Clean Truck Grant Program meet minimum usage requirements in port drayage?

The purpose of the Clean Truck Grant Program is to assist the drayage industry in overcom-
ing its lack of capital in replacing trucks. It is thus reasonable for the ports to insist that
trucks financed with their assistance meet minimum mileage percentage requirements for
work in port drayage. The issue is the extent to which different options will result in more
effective oversight on these issues.

Insurance. To what extent will each option ensure that the ports are being adequately cov-
ered for the liability arising from their role in the oversight of who can enter the ports and
who can help acquire trucks that might be involved in an accident? What level of collision
insurance should be carried on trucks funded by the Clean Truck Grant Program?

Most of the trucks acquired via the Clean Truck Grant Program could not have been bought
by their registered owners without the assistance of the ports. Given recent horrific acci-
dents, the ports have an interest in being protected from liability arising from their
participation in the process. Meanwhile, the ports have an obvious interest in seeing collision
insurance on the trucks that they have helped finance.

3. Implementation Issues

There are Clean Truck Program implementation issues that will be discussed in evaluating the
performance of Options A, B and C with respect to each of the 11 policy criteria. Again, these
can be thought of as questions:

1.
2.

Success. In broad terms, will the option succeed on a given criteria?

Timeliness. Will there be relative differences in the length of time it will take each of the
three options to show meaningful results under each of the policy criteria? :

Effectiveness. Will there be differences in the relative effectiveness of each of the three op-
tions in achieving the intent of each of the policy criteria?

LMC Costs. With regards to each of the policy criteria, will there be differences in the ex-
tent that each of the three options will impact the fixed or variable costs of drayage firms?
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S. Average LMC Size. With regards to each of the policy criteria, will there be differences in
the impact that each of the three options will have on the number of trucks working under the
auspices of the average LMC?

6. LMC Participation. Will there be differences in the classification of firms willing to par-
ticipate in the market under each of the three options, in light of each of the policy criteria?

7. Program Management. Will there be differences in the ability of the policy criteria to be
straightforwardly implemented and enforced under each of the three options?

8. Maximize Return. Under each of the three options, will there be differences in the return on
investment of publicly raised funds, measured in terms of reaching the program’s goals?

9. Cooperation. Under the various policy -criteria, will there be differences among the three
options in the willingness of major market participants to cooperate in achieving the pro-
gram’s goals?

4. Common Elements: All Three Options

Under all three forms of organization, there are common elements which the Clean Truck Pro-
gram will require. That said, there may be differences in the effectiveness and side effects of the
way in which they are met under Options A, B and C. Those elements include:

1. Company Standards. To receive a permit to operate at the ports, a firm must be a Licensed
Motor Carrier (LMC) in good standing and in compliance with the requirements of a valid li-
cense/permit under a California (C4) Motor Carrier Permit issued by the CA Department of
Motor Vehicles and/or a Federal Motor Carrier License (U.S. DOT Number) and Operating
Authority (MC Number). '

2. Clean Truck Deadlines. By January 1, 2012, all trucks operating under the auspices of a
company must meet the Clean Truck Program standards as defined in the CAAP:

e Trucks that meet the CA Air Resources Board’s (CARB) 2007 and subsequent model
year on-road Heavy-Duty Diesel Engine emissions standards.

e Trucks manufactured in 1995/1996 or later retrofitted with CARB Verified Diesel
Emission Control Strategy (VDECS) that achieve 85% or greater PM reduction (Leve!
3) or greater NOx reduction.

¢ Liquefied natural gas (LNG)-fueled trucks.
e Trucks that have been replaced via the Gateway Cities Truck Modernization Program.

To be allowed on to a port terminal’s property, the trucks working under a company’s aus-
pices must either be retrofitted or replaced to meet the Clean Truck Program standards in
accordance with the following progressive schedule:

e October 1, 2008, no drayage truck of model year 1988 or older can enter the ports.

e January 1, 2010, trucks must be powered by a 1994-2003 model year engine certified
to CA or U.S. emission standards, and a level 3 VDECS which achieves a minimum
85% reduction in PM emissions and a minimum 25% reduction in NOx emissions, or
a 2004 or newer model year engine certified to CA or U.S. emission standards.

e On January 1, 2012, trucks must be equipped with an engine that meets or exceeds
2007 model year CA or U.S. heavy-duty Diesel-Fueled On-Road emission standards.
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10.

11.

Note: These are the outside deadlines. There is nothing barring the program from attaining
the deadlines earlier than these dates and there are significant air quality beneﬁts to the local
communities from doing so.

Truck Technology Equipment. By October 1, 2008, the LMCs will be financially and pro-
grammatically responsible for the installation of RFIDs or port approved alternatives as well
as AVLs on trucks operating under their auspices. If driver training is required as part of the
technology plan, LMCs will be responsible for seeing that its drivers receive such instruction.
If the ports later require additional technology and/or training as part of a port throughput
technology plan, the LMCs will also be responsible for the costs and deadlines of the plan.

Truck Lists. Upon receiving a permit, an LMC must provide the ports with a comprehen-
sive list of every heavy duty truck operating under its auspices, whether company or I00
owned, and certify that these trucks meet the Clean Truck Program model year requirements
and keep records verifying these facts that are subject to inspection. The truck list is to be
updated quarterly.

Clean Air Maintenance. Upon receiving a permit, an LMC will be responsible that emis-
sions equipment on company trucks or IOO trucks (if IOOs are allowed to operate under an
LMC'’s auspices) are maintained in conformance with manufacturer’s specifications and keep
records verifying this fact. The records would have to be available for inspection.

Safety Maintenance & Inspections. Upon receiving a permit, an LMC will be responsible
for heavy duty truck maintenance and safety inspections and record keeping for them, as well
as coordinating random truck inspections in conformance with the CHP BIT and DOT pro-
grams. Originals or copies of all records must be on file with the LMC. This applies to
company trucks and IOO trucks (if IOOs are allowed to operate under an LMC'’s auspices).

Parking. Upon receiving a permit, an LMC must ensure that trucks operating under its aus-
pices are parked in conformance with the ordinances of the cities and counties where they
operate. It must also have available a yard where these trucks can be parked, maintained, in-
spected and repaired and submit the location to the ports. This applies to company trucks
and 10O trucks (if IOOs are allowed to operate under an LMC'’s auspices).

Drivers. Upon receiving a permit, an LMC must provide the name, address and other identi-
fication information of any employee or IOO driving trucks under its auspices and update the
list quarterly. The drivers must be fully qualified to operate the vehicles specified above and
possess a valid California Drivers License for the appropriate class of vehicle. If an LMC
chooses or is required to use employees, it must give a hiring preference to drlvers with at
least two years experience providing drayage to the ports.

Driver Oversight. LMCs will be responsible for ensuring that their employee drivers and/or
IOOs have current licenses, physical examinations and have maintained their driving time
logs. They must maintain records to this effect on their premises.

TWIC. LMC will be responsible for preliminary background checks on their drivers and
ensure that their employee drivers and/or I00Os have qualified under DMV, DOT and TWIC
requirements and maintain records verifying their eligibility on their premises.

Workforce Development. Upon receiving a permit, an LMC’s must agree to work with Los
Angeles and Long Beach based Workforce Development Programs to assist in the identifica-
tion, training, and placement of workers affected by changes in the drayage sector.
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12. Clean Truck Grant Program: Third Party Institution. The ports will contract with a

third party institution that will be given responsibility for receiving and disbursing Clean
Truck Grant Program funds, taking financial ownership of the trucks and administering grant
program requirements. The ports will agree to assist the third party institution in enforcing
the terms of its agreements with LMCs and registered truck owners whether company owned
or IOO owned. The third party institution, such as Cascade Sierra, will be responsible for:

e Monitoring whether an LMC is conforming to agreed upon terms to allow either it, or
IOOs operating under its auspices, to receive Clean Truck Grant funds. This will be
reported to the LMC and the ports.

e Negotiate terms with the LMC that will allow its IOOs to be eligible for grant funds,
if I0Os are allowed. This could include, but not be limited to liability protection for
themselves and the ports, as well as terms that will help guarantee I0O income
growth since that will be the source of loan repayments. Conformance to these terms
will be reported to the LMC and the ports.

e Monitoring whether an LMC and/or IOOs operating under its auspices are current on
payments for their share of financing for replacement trucks bought through the Clean
Truck Grant Program. This will be reported to the LMC and the ports.

e Monitoring that company and/or I0O owned trucks replaced via financing from the
Clean Truck Grant Program are used in port drayage in the Southern California Air
Quality Management District (SCAQMD) for an agreed upon minimum percentage of
their annual mileage. This will be reported to the LMC and the ports.

e Monitoring that a truck financed via the Clean Truck Grant Program is being main-
tained, inspected and repaired as required below (#14) or being used within the
SCAQMD area the required percentage of miles (#17) or is violating parking re-
quirements (#7). This will be reported to the LMCs and the ports.

Clean Truck Grant Program: Eligibility. Monies will only be available to replace exist-
ing trucks. There will be no financing available to retrofit trucks as the technology does not
perform as well as new trucks. To be eligible for assistance, a heavy duty “legacy” truck
must be turned-in for replacement.

Note: Legacy trucks are those in port drayage at the time the Clean Truck Program starts
whether owned by an LMC or by an I00 working under the auspices of one or more LMCs.

Exception: if fewer trucks than allotted are available for replacement from a model year at
three months before the deadline for their retirement, non-legacy trucks of that model year
historically used in the SCAQMD, may be retired instead.

Clean Truck Grant Program: Maintenance. All required maintenance on emission con-
trol devices and all required safety and truck maintenance work on trucks funded via the
Clean Truck Program must be performed by vendors or LMC employees certified by the
third party institution to perform the work. Reports on this work shall be electronically up-
loaded by the vendors or LMCs to the third party institution. It will share these reports with
the LMC under whose auspices-the truck is working. The LMC will be ultimately responsi-
ble for ensuring that this work is completed and maintaining such records whether for its own
trucks, or if allowed, IOOs working under its auspices. Failure to perform required mainte-
nance would be a reason to bar a truck from the ports.
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13. Clean Truck Grant Program: Liability Insurance. LMC will be responsible for maintain-
ing liability insurance on vehicles operating under its auspices financed via the Clean Truck
Grant Program funds whether company, or if allowed, I00 owned. A policy limit of $5 mil-
lion shall apply with the ports and third party institution or agents named as additional
insureds.

14. Clean Truck Grant Program: Collision Insurance. The registered owners of trucks fi-
- nanced under the Clean Truck Grant Program shall have insurance in an amount equal to the
value of the truck.

15. Clean Truck Grant Program: Usage. LMC will be responsible for having trucks financed
under the Clean Truck Grant Program, whether company or if allowed, IOO owned, used in
port drayage in SCAQMD for an agreed upon minimum percentage of their annual mileage.

16. Clean Truck Grant Program: Enforcement. Should the various terms of the Clean Truck
Grant Program not be met, the following actions would occur:

e If the registered owner of a truck financed by the Clean Truck Grant Program falls
too far in arrears, the ports could bar its access of the truck through the gates and the
third party institution could repossess the truck.

o If required maintenance on emission control devices and all required safety and truck
maintenance work on a truck financed by the Clean Truck Grant Program is not being
done, the ports could bar a truck from entry through the gates until it has been done.

e If a truck financed by the Clean Truck Grant Program is not being used in port dray-
age in the Southern California Air Quality Management District (SCAQMD) for an
agreed upon minimum percentage of their annual mileage, the ports could bar its ac-
cess through the gates and the third party institution would repossess the truck.

e IfI0Os are allowed, any LMC that has agreed to terms with the third party institution
that make it possible for I0Os working under its auspices to be eligible for Clean
Truck Grant Program that subsequently violates those terms, could have its access
permit suspended by the ports. Note: To access the ports, the IOOs that own the
trucks could work under the auspices of another LMC’s permit.

5. Three Options

Option A

The following are the additional qualifications for Option A:

1. Trucks. An LMC must own, operate and control all heavy duty trucks used under its aus-
pices by January 1, 2012. Until all trucks are company owned, LMC will be responsible for
assisting the CHP and DOT in random checks on heavy duty trucks of IOOs operating under
its auspices, including arranging appointments and providing a location for inspections.

2. Drivers. Drivers of the trucks operating under an LMC’s auspices must be company em-
ployees by January 1, 2012. '

3. Grant Program. Only eligible LMC owned trucks can be turned-in for replacement and re-
ceive assistance via the Clean Truck Grant Program. An LMC is responsible for staying
current on payments for its share of truck replacement costs. An LMC will be responsible
for maintaining collision insurance on company owned vehicles financed in part with Clean
Truck Grant Program funds with an initial policy limit equal to the value of the truck.
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Option B

The following are the additional qualifications for Option B:

1.

Trucks. LMC may own, operate and control the heavy duty trucks it uses in port drayage or
it may have contractual relationships with I0Os who own and operate trucks used in port
drayage under its auspices. LMC will be responsible for assisting the CHP and DOT in ran-
dom checks on heavy duty trucks of IOOs operating under its auspices, including arranging
appointments and providing a location for inspections. For ease of comparison, only the
100 owned truck option will be considered.

Drivers. Drivers of the trucks operating under an LMC’s auspices can be company employ-
ees or IOOs or any combination thereof. For ease of comparison, only the 100 option will
be considered. :

Grant Program. Eligible LMC owned trucks as well as IOO owned trucks operating under
its auspices can be turned in for replacement and get assistance via the Clean Truck Grant
Program. LMC must stay current on payments for its share of truck replacement costs for
company owed trucks. IOOs must stay current on their truck payments with both being
monitored by the third party institution. Again, for ease of comparison, only the 100 option
will be considered.

Revenue Split. As a result of its agreement with the LMCs, the third party institution has an
interest in seeing incomes of I00s are sufficient to ensure repayment of any loans or leases.
For the IOOs operating under its auspices to be eligible for Clean Truck Grant Program assis-
tance, an LMC could be required to provide records to the third party institution indicating
the historic share of revenue from drayage work that payments to its IOO group have com-
prised. It could then be required to certify that any percentage increase in those revenues will
lead to a commensurate percentage increase in the payments to its IOO group with adjust-
ment allowed for extraordinary expenditures required by the Clean Truck Program. Any
such contractual agreement would be subject to the enforcement provisions of the contract
between the third party institution and the ports.

Option C

The following are the additional qualifications for Option C:

1.

Trucks. LMC may own, operate and control the heavy duty trucks it uses in port drayage or
it may have contractual relationships allowing trucks owned by 10Os, listed as involved in
port drayage at the start of the Clean Truck Program, to operate under its auspices. Until all
trucks are company owned, the LMC will help DOT or CHP in arranging time and place for
I00’s operating under its auspices to have truck inspections.

Drivers. Drivers of the trucks operating under an LMC’s auspices can be company employ-
ees or IOO drivers that are on any LMC’s original list of driver or any combination thereof.
If a company wishes to expand and no I0O drivers from the original lists from all LMCs are
available, it must hire new drivers as employees and own their trucks.

3. Grant Program. Same terms as Option B.

4. Revenue Split. Same terms as Option B.
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6A. Assessment (5 Major Issues)

1. Throughput. To what extent will each option ensure that the ports are able to maintain
and grow the volume of containers moving through them without any short term disruption?

Description & Analysis

The issue of throughput is essentially one of the availability of truck capacity. The San Pedro
Bay harbors have classified drayage truck olperators based upon their frequency of port entry.'
Of a total of 41,000 trucks doing so in 2005:™

e Frequent: More than 7.0 times a week - 7,000 trucks
e Semi-frequent: 3.5 but less than 7.0 times a week — 9,800 trucks
e Infrequent: Less than 3.5 times a week 24,200 trucks

The first two of these categories, or 16,800 trucks, handled roughly 80% of the port’s truck borne
throughput in 2005. That is roughly the number of trucks that must be kept in port drayage in the
immediate future if throughput is to be uninterrupted.'> It is the ability of Options A, B and C to
meet this truck capacity issue that must be assessed:

Option A. This approach would have all trucks owned by the LMCs and driven by employees.
Today, few LMCs are organized in this manner. To have sufficient trucks, the LMCs must:

e Acquire legacy trucks from IOOs and turn them in for replacement vehicles

A list of all trucks operating frequently and semi-frequently at the ports will be sup-
plied to the ports at the beginning of the program. For purposes of this analysis, it is
assumed that $11,500 is the average price of pre-1996 tractors and $32,200 is the av-
erage for subsequent models.'® If pre-1996 trucks are assumed at $11,500 and 1996-
2006 trucks at $32,200, the weighted average is $18,539. For the 16,800 trucks, the
LMCs would have to raise $311 million over the course of the Clean Truck Program
to buy them. This would be over and above the cost of replacement trucks.

e Hire drivers to run the trucks

Here, the issue that arises is the willingness of I0Os to become employees. A No-
vember 1, 2007 survey of 140 I0Os, randomly selected at the port gates at noon and 5
p.m., was conducted by the port’s economic consultants using female interviewers.

'* There is no “drayage industry” per se. LMCs have customers who may or may not need goods moved to or from
the ports (drays). The LMCs may use employee drivers or IOOs to make these moves. I0Os have the option of
refusing any potential work assignment from an LMC. Thus the frequency at which any 100 appears at the ports is
a function of the customers of their LMCs and their willingness to accept that type of haul. The same is true of em-
ployee-drivers with the clear exception that they cannot refuse assigned hauls. It is not possible for an 100 or
employee-driver to choose to go into port drayage. They can associate themselves with an LMC (or in the case of
100s with one or more LMCs) and generally accept the type of moves needed by its customers. They end up being
a frequent, semi-frequent or infrequent I0O to the degree that is the type of work assigned by their LMC.

14 San Pedro Bay Ports Clean Air Action Plan Technical Report, November 2006, p. 57.

15 A calculation of the number of frequent and semi-frequent trucks needed to maintain 2007 throughput concluded
that the number of container moves at peak requirements was 37,000 per day. This would require 21,150 trucks. It
would be 16,914 trucks at 1.75 turns each, if 20% of the cargo was moved by infrequent trucks.

16 The existing tractor prices are averages developed from the offering prices of Freightliner tractors listed for sale
wwww.commericaltractortrader.com.
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The IOOs reported a median of 12.0 port visits a week, with only three in the “less
than 3.5 times a week” or infrequent group. In summary, IOOs representing 52.2% of
truck cargo throughput said “No” with 93% indicating they had an alternative em-
ployment strategy should that be required. Since each I0O represents one truck, a

look at this survey is in order (see Appendix A):

Question: If you were paid an hourly rate of $20 per hour and drove either a company truck or
had your truck’s expenses completely covered, and were given employee benefits such as health
insurance for yourself (not your family), paid vacations, sick leave, workers compensation insur-
ance and state disability insurance? If this were the case, would you be willing to become an
employee (that means giving up your status as an [00):

Raw Data : ; Uncertain Responses Allocated by Yes/No
45 (32.1%) Yes ’ 39.1% Yes
70. (50.0%) No 60.9% No

25 (17.9%) Maybe/Uncertain
140 (100.0%) Total responses
Weighting Driver Responses by Frequency of Port Calls (throughput impact)

Raw Data Uncertain Responses Allocated by Yes/No
28.4% Yes 35.3% Yes

52:2% No » 64.7% No

19.4% Maybe/Uncertain

Question. The 70 “No” respondents were also asked, “Drivers who are not employees would
not be allowed into the Ports. So my question is what else do you think you would do if you
could not enter the port? Possibilities include:”

17%
19%
30%
27%
7%

Become an “over the road” or “long haul” driver

Seek work from local LMCs who offer non-port drayage work. LMC Name?
Move to another location to drive there. Where?

Leave trucking for another occupation. Specifically? 6 identified firms, 13 didn’t

Don’t know

Exhibit 1 - Pearson Declaration Attachment C 000192

Since the completion of this survey, questions were raised about its accuracy.
Change To Win recommended that Greenberg Quinlan Rosner conduct further re-
search. In talks with that firm, it was found that they had surveyed a sample from
6,000 drivers who had indicated to Change To Win an interest in being employees.
While the results of that sample have not been made available, Greenberg Quinlan
Rosner indicated orally that they were similar to those cited above. California Cart-
age, the largest port drayage firm, also reported conducting a survey of their I0Os
with the interviewer told to ask whether they would stay with the company if required
to be employees. They indicated a similar result to those above.

The issue then arose as to the extent I0Os saying “No” fully understood their eco-
nomic situation and how being employees would change it. Another random survey
possibly using the e-Modal list is thus being negotiated with Greenberg Quinlan Ros-
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ner in which 10O flexibility or inflexibility will be tested by gi‘vin}g them more infor-
mation about being employees and seeing if their answers change.

Note: If the new survey shows an “education” program could change some IOOs atti-
tudes to being employee-drivers, it must be implemented almost immediately since
2,100 IOO trucks will be banned on October 1, 2008. Loss of a major share of these
drivers would compound the shortage from TWIC and the fact that even an extensive
“education” program will not convince all skeptical IOOs to become employees.

This additional work will also seek to identify the extent to which large national firms
would be willing to enter the local short-haul trucking market (which is what the bulk
of the drayage market is) if a deficit of drivers appears. It will additionally test the
conditions under which drivers working for an LMCs not essentially in port drayage
would be willing to sever their current I0O or employee relationship and associate
with a national LMC whose customers require more “drays” to and from the ports.

¢ Overcome the potential loss of drivers due to TWIC

A related throughput issue is the concern that 15% to 22% of existing frequent or
semi-frequent I0Os will be removed from port drayage due to the TWIC process.
This would occur for three reasons: non-status to work in the U.S.; felony convic-
tions; unwillingness to apply. Of the 16,800 drivers in question, this would represent
2,520 to 3,696." Here, the willingness of either TWIC eligible IOOs or employees
driving for LMCs, that are not heavily involved in port drayage, to become employee-
drivers with LMCs that are heavily involved in drayage is relevant.

Fundamentally, this would likely be an earnings issue with drayage LMCs competing
with non-drayage LMCs to acquire the services of drivers willing to be employees
and have a higher portion of their work involve moves to/from the ports.'® It is part
of the mechanism that should raise earnings in drayage (see Appendix B) The will-
ingness of TWIC eligible infrequent IOOs and non-port workers to become frequent
or semi-frequent employee-drivers is an issue that Greenberg Quinlan Rosner will be
tasked to address.

Note: the LMC would still have to acquire legacy trucks to turn in to obtain the
equipment for these employee-drivers. Here, the provision that a shortage of legacy
trucks can be made up by other trucks that have been operating in the SCAQMD is
relevant.

e Drivers and trucks to accommodate port growth

. Assuming the forecasted increase in port activity from 2005-2012, as well as a rise in
the share of throughput handled by on-dock rail, plus a 2% rise in trucking productiv-
ity, it was estimated that 20,200 trucks would be needed by 2012, an increase of
3,400 beyond those needed to replace TWIC Josses.!” To accommodate this growth,
the LMCs would likely have to find this capacity from drivers working for LMCs
largely outside of port drayage. Under this option, they would face two problems:

17 San Pedro Bay Ports Clean Air Action Plan, Economic Analysis Proposed Clean Truck Program, p. 29-32.

18 San Pedro Bay Ports Clean Air Action Plan, Economic Analysis Proposed Clean Truck Program, p. 34-40.

19 San Pedro Bay Ports Clean Air Action Plan, Economic Analysis Proposed Clean Truck Program, p. 45-46.
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* There would be the earnings competition between drayage LMCs competing with
non-drayage LMCs to acquire the services of workers willing to become frequent
or semi-frequent employee-drivers.

e There would be the need to acquire trucks for these drivers to run without port as-
sistance. At an average cost of $50,000 for used 2007 vehicles, which would
likely decline over time, they would need to fund $170 million (or less) in vehi-
cles without port assistance.

LMC’s with infrequent drivers

Another factor is the impact of the employee mandate on out-of-state firms who
provide drayage services as well as Southern California firms that infrequently
send trucks to pick up a load. There has been essentially no discussion or defini-
tion of how and to what extent this mandate would be a requirement for them.
While there are an estimate 16,800 trucks that call on the ports more than 3.5
times a week, there is an estimated 24,000 additional trucks that call less than 3.5
times a week. If they are to be included, most would likely resort to “dray-offs”
whereby their trucks would bring cargo near the ports and transfer it to LMCs that
have permits to bring containers through the gates.

Option B. An LMC may own heavy duty trucks or it may have contractual relationships with
I00s who own and operate the trucks used in port drayage under its auspices. Today, almost all
LMCs use I0Os. To have sufficient trucks:

Legacy trucks must be turned in for replacement vehicles

A list of all trucks operating frequently and semi-frequently at the ports will be sup-
plied to the ports at the beginning of the program. The LMC would not have to
acquire legacy trucks for the IOOs in port drayage. This is the case since in this
model, the IOOs themselves will be turning in the trucks for replacement under the
Clean Truck Grant Program. There is thus no added cost for legacy truck acquisition.

Find drivers to run the trucks

Since LMCs fundamentally use 100Os, the drivers come with their trucks.

Overcome the potential loss of IOOs due to TWIC

As indicated, a related throughput issue is the concern that 15% to 22% of existing
frequent or semi-frequent I0Os will be removed from port drayage due to the TWIC
process, or 2,520 to 3,696. Here, the important issue is the willingness of TWIC eli-
gible I00s working for LMCs not heavily involved in port drayage to contract with
firms that are. Fundamentally, this would be an earnings issue with drayage LMCs
competing with non-drayage LMCs to acquire the services of these I0Os. It is part of
the mechanism that should raise earnings in drayage (4dppendix B). Here again, the
provision allowing a shortage of legacy trucks to be made up by I0Os bringing other
trucks that have been operating in the SCAQMD is relevant.

Drivers and trucks to accommodate port growth

To accommodate port growth, it was calculated that there would be a need for 3,400
additional IOOs beyond those needed to replace TWIC losses. Under option B, the
LMCs would face two problems: ‘

Exhibit 1 - Pearson Declaration Attachment C 000194 4

Dkt. 08-1895



* There would be the earnings competition between drayage LMCs competing with
non-drayage LMCs to acquire the services of I0Os willing to work for them as
frequent or semi-frequent I00s.

¢ The new IOOs entering port service would need to be able to acquire at least used
2007 vehicles at an average cost of $50,000 nearer to 2007 with the price declin-
ing over time. They would not have port assistance.

LMC’s with infrequent drivers

These firms could retain their existing form of organization.

Option C. An LMC may own its heavy duty trucks or have contractual relationships allowing
trucks owned by 100s, listed as involved in port drayage at the start of the Clean Truck Pro-
gram, to operate under its auspices. As indicated, today almost all LMCs are organized using
I00s. To have sufficient trucks under Option C:

Legacy trucks must be turned in for replacement vehicles due to TWIC losses

A list of all trucks operating frequently and semi-frequently at the ports will be sup-
plied to the ports at the beginning of the program. The LMC would not have to
acquire legacy trucks for the IOOs in port drayage regardless of whether those I0Os
have historically worked for them or have previously worked through another LMC.
This is the case since in this model, the IOOs themselves will be turning in the trucks
for replacement under the Clean Truck Grant Program. There is no added cost for
legacy truck acquisition with one exception.

As indicated, TWIC will likely result in the loss of 2,520 to 3,696 frequent or semi-
frequent port drayage I0Os. To replace them, drayage LMCs in Option C would
have to either convince TWIC eligible IOOs working for LMCs not heavily engaged
in drayage to contract with them, or hire employee-drivers not currently working for
LMCs involved in port drayage. In the second case, the LMCs would have to acquire
legacy trucks that have been operating in the SCAQMD for the new employee-drivers
to run. No cost estimate is possible as there is no way to estimate to what extent the
I00 deficit can be made up with TWIC eligible infrequent I00s. However, it is
unlikely to be zero.

Find drivers to run the trucks

As just stated, to replace the 2,520 to 3,696 frequent or semi-frequent I0Os lost to
TWIC, drayage LMCs in Option C would have to either convince TWIC eligible
I00s working for LMCs not heavily engaged in drayage to contract with them, or
hire employee-drivers not currently working for LMCs involved in port drayage.

Drivers and trucks to accommodate port growth

To accommodate port growth, it was calculated that there would be a need for 3,400
additional drivers and trucks beyond those needed to replace TWIC losses. Under
Option C, the LMCs would face two problems:

o There would be the earnings competition as drayage LMCs compete with non-
drayage LMCs to acquire the services of workers willing to become frequent or
semi-frequent employee-drivers. This is the case as expansion and TWIC are
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unlikely to both be accommodated by infrequent IOOs switching to becoming fre-
quent or semi-frequent 100s.

o There would be the need to acquire trucks for these drivers to run without port as-
sistance. They would need to fund $170 million (or less) in used 2007 vehicles
without port assistance.

LMC’s with infrequent drivers

The infrequent LMCs would have some I0Os on the list of those allowed to re-
main as I0Os. However, they would also have drivers who are not. At the point
where they could not find IOOs on the list, they would be put in the position of
having employee drivers, if that provision is to apply to them. Eventually, this
would most likely resort to “dray-offs” whereby their trucks would bring cargo
near the ports and transfer it to LMCs that have permits to go through the gates.

Implementation

1. Success. Will throughput continue uninterrupted under each option?

Option A. The attitudes of IOOs toward becoming employees raise questions about
the possibility that throughput will be maintained and the ability of drayage firms to
handle TWIC or port expansion. The key will be the degree that behavior of I00s
deviates from their expressed opinions. There is also the difficulties raised by the
need of LMCs to raise the added $311 million for truck acquisition without port assis-
tance as well as the difficulty created by the need to raise $170 million (or less) for
used trucks to accommodate port growth. Further, there is the question of the status
of LMCs that infrequently send trucks to the ports. If they are covered by the em-
ployee mandate, a high volume of “dray-offs” would result.

Option B. The ability to handle TWIC appears to be an earnings issue with port
drayage LMCs competing for IOOs with LMCs not fundamentally in port drayage.
The ability to accommodate port growth will be inhibited by the need of IOOs to have
at least used 2007 trucks costing $50,000 nearer 2007 (and less later) with no finan-
cial assistance available from the ports.

Option C. As long as there are sufficient IOOs to accommodate existing volume,
TWIC and port growth, this is the existing system. However, it is unlikely that there
will be IOOs to make up for both TWIC losses and port growth. To the extent that is

‘true, the reluctance of IOOs to be employees will be a throughput issue. So also will

be the need for an unknown amount to be raised for trucks to be acquired for em-
ployee-drivers under TWIC. There is also the difficulty created by the $170 million
(or less) the LMCs must raise for used 2007 trucks to accommodate port growth.
Again, there is the question of the status of LMCs that infrequently send trucks to the
ports. If they are covered by the employee mandate, eventually, a high volume of
“dray-offs” would result.

2. Timeliness. Will throughput be impacted by delays in implementing an option?

Option A. The need by LMCs to find drivers willing to be employee-drivers to re-

place IOOs leaving the sector as well as those lost by TWIC and needed for port
expansion appears likely to significantly slow down this option’s ability to accommo-
date growth. There might also be delays due to the need of LMCs to raise the extra
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capital to buy trucks to be turned in for replacement with their prospect of doing so
unknown. In particular, if the results of the driver surveys to date prove even 50%
predictive of actual behavior, the ports face a driver loss of 3,500 to 4,000 I0Os not
willing to be employee-drivers.

e Option B. LMCs will be able to keep IOOs that qualify under TWIC. There will be
some delay while driver earnings increase to allow LMCs to recruit I0Os to replace
those lost under TWIC and to accommodate port growth.

e Option C. LMCs will be able to keep I0Os that qualify under TWIC. There will be
some delay as LMCs seek to find drivers willing to be employee-drivers to replace
those lost by TWIC that are not filled by infrequent I0Os. There will also be a delay
as LMCs seek to find IOOs or others willing to be employee-drivers to accommodate
port growth.

3. Effectiveness. How well will throughput be managed under each option?

e Option A. An industry organized in this fashion is capable of accommodating port
throughput. By 2012, given company control over their trucks and drivers, it could
lead to larger local firms and the willingness of national carriers to acquire them and
enter drayage. Effectiveness could be hampered by “dray offs” if LMCs that infre-
quently have trucks visiting the ports are included in the employee mandate.

e Option B. An industry organized in this fashion will accommodate port throughput.
By 2012, the extra cost of operation will likely lead to larger local firms but the com-
petitive environment may or may not be sufficiently attractive to induce national
carriers to enter the local short haul market.

e Option C. An industry organized in this fashion will accommodate port throughput.
By some time after 2012, given ultimate company control over their trucks and driv-
ers, it could lead to larger local firms and the willingness of national carriers to
acquire them and enter drayage. Effectiveness could be hampered by “dray offs” if
LMCs that infrequently have trucks visiting the ports must have employee-drivers.

4. LMC Costs. What will happen to the cost of operation of LMCs under each option?

e Option A. LMCs must raise $311 million to acquire trucks from their I0Os. LMCs
would be required to pay state mandated benefits and would have less driver time
available for driving from each employee due to mandated work breaks, pre-trip
preparation, post trip clean-up and waiting time for minor maintenance during a given
pay period. The difference over I0Os is a 59.5% increase in labor costs to accom-
plish the same work at the same underlying base pay (see discussion page 31 )20

e Option B. LMCs would not have to raise funds to acquire trucks from their I0Os.
The difference of using I0Os compared to employee-drivers would be 59.5% less in
labor costs to accomplish the same work (see discussion page 31).

e Option C. LMCs would have to raise unknown amount of funds to acquire trucks to
the extent that they cannot find IOOs from the initial list to accommodate TWIC. For
that share of their workforce that would be employee-drivers, there would be a 59.5%
increase in labor costs over using I0Os (see also discussion page 31).

20 San Pedro Bay Ports Clean Air Action Plan, Economic Analysis Proposed Clean Truck Program, p. 66-70.
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5. Average LMC Size. What will happen to the size of LMCs under each option?

Option A. The higher LMC costs incurred in this option due to the need to raise
capital to buy trucks, the higher competitive rates to acquire drivers and the compara-
tively higher of labor costs of employees versus I0Os would result in industry
consolidation by 2012 and larger remaining firms.

Option B. The higher LMC costs incurred in this option due to the need to pay com-
petitive rates to acquire I0Os, due to both TWIC and port growth, would result in
some industry consolidation and larger firms. It would be less than in the other op-
tions as firms would have the lower labor cost compared to having employees and
would not have to raise capital to acquire trucks to turn in for replacement vehicles.

Option C. The higher LMC costs incurred by the requirement to acquire more trucks
and have some employee-drivers in this option would result in some industry consoli-
dation though over a longer period of time than with Option A.

6. LMC Participation. What will be the willingness of LMCs to stay in drayage?

Option A. One on one interviews with over 50 LMCs conducted in the July and Au-
gust 2007 found literally no desire to be in an industry with employees among the
major existing LMCs. The smaller LMCs indicated that having employees along
with increased insurance, required truck-borne technology and maintaining yards
would likely force them out of business. Interviews with national LMCs found some
interest in being in a market with employees. That willingness was conditioned upon
market conditions that may exist by 2012 under this option, but not much sooner.

Option B. The LMCs interviewed indicated a strong interest in remaining in the in-
dustry and using [0Os. Some smaller LMCs indicated that increased insurance,
required truck-borne technology and maintaining yards might force them out of busi-
ness. The willingness of national LMCs to consider the market was less strong under
this condition as it would not yield the concentration they feel is needed by 2012.

Option C. To the extent that this option requires employees and has the extra costs
of providing trucks for them, it would not be the preference of existing LMCs. It
would increase market concentration somewhat by 2012 but probably not enough to
fill the needs of national companies.

7. Program Management. Will an option make it easier or harder to administer the program?

Option A. Reducing the number of market participants and having companies own
their trucks and employ their workers would ultimately make program management
easier.

Option B. A reduction among smaller market participants would ultimately make
program management easier than today. However, the firms would have less control
over their IOOs than they would if they owned trucks and had employee-drivers.

Option C. This would be the most difficult option to administer given the likely con-
fusion and difficulty of tracking at what point firms must change from IOOs to
employees. Some reduction in market participants would alleviate part of that prob-
lem. However, the firms would still have IOOs over which they would have less
control than in the part of the operations involving owned trucks and employees.
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8. Maximize Return. To what extent will an option maximize the port’s financial effort?

* Option A. If it can be implemented, there will be clean trucks under this option.
e Option B. Ifit can be implemented, there will be clean trucks under this option.
e Option C. If it can be implemented, there will be clean trucks under this option.

9. Cooperation. To what extent will groups be willing to cooperate in implementing the Clean
Truck Program in light of the throughput issue?

e Option A. Environmental & labor groups have indicated that with the employee
mandate, they will support the Clean Truck Program and encourage its implementa-
tion. The' LMCs have concluded that it is not in their interest to assist the ports in
implementing the Clean Truck Program if it includes the employee mandate and will
seek to delay or stop it. As it is the LMCs which must manage throughput, their op-
position is a difficulty.

e Option B. Existing LMCs have concluded that it is in their interest to assist the ports
in implementing the Clean Truck Program if there is no employee mandate. If this
option is chosen, they will likely work closely with the ports to see that the program
moves ahead. The environmental & labor groups have indicated that without the em-
ployee requirement, they will be opposed to the program and not support its
implementation. As it is the LMCs that must manage throughput, their support is an
advantage.

e Option C. This option neither gives environmental and labor groups the employee
mandate they seek nor does it avoid the employee mandate opposed by the LMCs. In
that respect, it gives neither group what it seeks. On balance, it is likely to be viewed
more favorably by the environmental and labor groups as ultimately there would be
an employee mandate. For that reason, it would likely be opposed by the LMCs who
would fight its implementation, though perhaps less vigorously.

2. Clean Trucks. To what extent will each option lead to meeting the clean truck require-
ments and deadlines passed by the two Boards of Harbor Commissioners?

Description & Analysis

Essentially, the issue of clean trucks is whether port drayage firms, using the funds to be made
available by the ports via a third party institution, can obtain clean'trucks in a timely manner. At
the outside, this means that by January 1, 2012, all heavy duty trucks operating under an LMC’s
auspices must be 2007 or subsequent model years, or LNG fueled, or replaced by Gateway Cities
Truck Modernization Program, or manufactured in 1995/1996-2006 and retrofitted with CARB
VDECS. Ports funds will only be available for 2007 or new trucks but truck owners could retro-
fit 1995/1996-2006 trucks on their own. It is the ability of Options A, B and C to meet this clean
truck deadline that must be assessed:

Option A. This approach would have all trucks owned by the LMCs. To have sufficient trucks,
the LMCs must:

e Acquire legacy trucks from IOOs and turn them in for replacement vehicles
As indicated earlier, a list of all trucks operating frequently and semi-frequently at the

ports will be supplied to the ports at the beginning of the program. For purposes of
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this analysis, it is again assumed that $11,500 is the average price of pre-1996 tractors
and $32,200 is the average for subsequent models. For the 16,800 trucks, the LMCs
would have to raise $311 million to buy the legacy trucks to be turned in for replace-
ment vehicles. This would be in addition to the cost of the new replacement trucks.?!

Overcome the potential loss of trucks due to TWIC

A related throughput issue is the concern that 15% to 22% of trucks used frequently
or semi-frequently will be removed from port drayage if IOOs leave the sector due to
the TWIC process. The LMC would have to make up for the shortage of legacy
trucks by buying other trucks that have been operating in the SCAQMD and turning
them in for replacement vehicles.

Staying current on truck payments

LMCs must stay current on their truck payments to the third party institution. The in-
stitution’s use of port grants, its non-profit status, its fleet purchasing power and
negotiating strength with financial institutions, as well as depreciation allowances,
will allow it to develop lease-to-own programs with reasonable payment levels. Note,
the earlier analysis showed that with the higher fixed costs associated with this op-
tion, thinly capitalized LMCs would need immediate rate increases to provide the
cash flow to stay in business. To the extent rate increases were delayed, it should be
expected that many of the current LMCs would be forced out of business.?

Trucks to accommodate port growth

To accommodate port growth, it was estimated that by 2012, the LMC would have to
increase their fleet of port trucks by another 3,400 vehicles. At an average cost of
$50,000 for used 2007 vehicles, which would likely decline over time, they would
need to fund $170 million (or less) in vehicles without port assistance.

Option B. This approach would allow trucks to be owned by the LMCs or their IOOs. To have
sufficient trucks, the LMCs must:

Acquire legacy trucks from IOOs and turn them in for replacement vehicles

A list of all trucks operating frequently and semi-frequently at the ports will be sup-
plied to the ports at the beginning of the program. The LMC would not have to
acquire legacy trucks for the IOOs in port drayage since the IOOs will be turning in
the trucks for replacement under the Clean Truck Grant Program. There is thus no
added cost for legacy truck acquisition.

Overcome the potential loss of trucks due to TWIC

LMCs would make up for losses by contracting with infrequent I0Os or non-port
IOOs that have been operating in the SCAQMD to enter port drayage. As trucks
would come with these drivers, there would be still be no additional expenditure to
acquire legacy trucks to be turned in for new replacement vehicles.

Stay current on truck payments

2 Seep. 11

2 San Pedro Bay Ports Clean Air Action Plan, Economic Analysis Proposed Clean Truck Program, p. 76-77.

20
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IOOs must stay current on their truck payments to the third party institution. As indi-
cated, that institution has a variety of devices to develop lease-to-own programs with
reasonable payment levels. :

e Trucks to accommodate port growth

To accommodate port growth, it was estimated that by 2012, the LMC would have to
add sufficient IOOs to increase their capacity by 3,400 trucks. The new 10Os would
have to buy trucks without port assistance that would cost them an average of
$50,000 for used 2007 vehicles, with that figure declining over time.

Option C. An LMC may own its heavy duty trucks or have contractual relationships allowing
trucks owned by 10Os, listed as involved in port drayage at the start of the Clean Truck Pro-
gram, to operate under its auspices. To have sufficient trucks under Option C: :

e Acquire legacy trucks from IOOs and turn them in for replacement vehicles

A list of all trucks operating frequently and semi-frequently at the ports will be sup-
plied to the ports at the beginning of the program. As long as sufficient IOOs exist,
the LMC would not have to acquire legacy trucks for the IOOs in port drayage since
the I00s will be turning in the trucks for replacement under the Clean Truck Grant
Program. There is thus no added cost for legacy truck acquisition.

¢ Overcome the potential loss of trucks due to TWIC

LMCs would make up for TWIC losses by paying infrequent IOOs or non-port I0Os
that have been operating in the SCAQMD to enter port drayage. To the extent there
were sufficient infrequent I0Os available, the trucks would come with these drivers
and there would be no additional expenditure to acquire legacy trucks. However, if
there are not, the LMC would have to make up for the shortage of legacy trucks by
buying other trucks that have been operating in the SCAQMD and turning them in for
replacement vehicles to be driven by employee-drivers.

e Stay current on truck payments

I0Os and LMCs must stay current on their truck payments to the third party institu-
tion. As indicated, that institution has a variety of devices to develop lease-to-own
programs with reasonable payment levels.

e Trucks to accommodate port growth

To accommodate port growth, it was estimated that by 2012, the LMC would have to
add sufficient trucks to increase their capacity by 3,400 trucks. At an average cost of
$50,000 for used 2007 vehicles, which would likely decline over time, they would
need to fund $170 million (or less) in vehicles without port assistance.

Implementation

1. Success. Will trucks be cleaned up under each option?

e Option A. There is a difficulty due to the need by LMCs to raise an added $311 mil-
lion for legacy truck acquisition without port assistance to maintain throughput and
TWIC replacement plus the need of $170 million (or less) for trucks to accommodate
port growth.
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Option B. There is no need to acquire legacy trucks as the IOOs will be turning in
their existing trucks for replacements with or without TWIC. The ability to accom-
modate port growth will be inhibited by the need of I0Os to have at least used 2007
trucks at a cost of $50,000 closer to 2007 and less closer to2012.

Option C. As long as there are “grandfathered” IOOs to accommodate existing vol-
ume and TWIC, there is no need for additional funds to acquire legacy trucks.
However, it is possible that there will not be enough qualified I0Os to make up for
TWIC losses. If that is true, the LMCs will need to raise an unknown amount for leg-
acy trucks to be acquired to get replacement trucks for TWIC replacement employee-
drivers. Also, there is the need to raise $170 million (or less) for trucks to accommo-
date port growth.

2. Timeliness. Will clean trucks be acquired according to port deadlines under each option?

Option A. The port environmental container fees will raise sufficient funds to clean
up trucks sooner rather than later. The need by LMCs to raise the extra $311 million
to buy legacy trucks to be turned in for replacements, plus raise the $170 million (or
less) for port growth, may cause implementation to stay on the existing schedule or
possibly slower.

Option B. Port environmental container fees will raise sufficient funds to clean up
trucks sooner rather than later. Existing IOOs can turn in legacy trucks for replace-
ments in advance of the port schedule. The need for new I0Os to come with trucks
costing $50,000 (or less) to accommodate port growth will cause the program to have
more difficulty closer to 2012.

Option C. Port environmental container fees will raise sufficient funds to clean up
trucks sooner rather than later. Existing IOOs can turn in legacy trucks for replace-
ments in advance of the port schedule. The need by LMCs to raise an unknown
amount for legacy trucks to be acquired to get replacement trucks for TWIC replace-
ment employee-drivers, plus the need to raise $170 million or less for trucks to
accommodate port growth, may cause implementation to move on the existing sched-
ule or possibly slower.

3. Effectiveness. How well will clean truck aéquisition be managed under each option?
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Option A. In the near term, provided companies can find the funds for legacy trucks,
the port deadlines will be met. Nearer to 2012, to the extent that national firms find
an interest in entering a market organized in this manner, it may be easier for the
$170 million (or less) to be raised to accommodate port growth.

Option B. In the near term, the port deadlines may well be exceeded as there is no
barrier to I0Os acquiring new trucks early. To accommodate growth, it will be more
difficult to get I0Os later in the program as they will need at least used 2007 trucks
with costs of $50,000 nearer to 2007 cost, less later. Also, the LMCs will not be able
to directly influence whether I00s stay current on their payments.

Option C. In the near term, the port deadlines may well be exceeded as there is no
barrier to I0OOs acquiring new trucks early. However, LMCs will need to find funds
for legacy trucks to provide replacement vehicles for some TWIC replacement em-
ployee-drivers. Later in the program, they will need $170 million or less for used
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2007 trucks for employee-drivers. This model will be unlikely to have national firms
interested in the market by 2012.

4. LMC Costs. What will happen to the cost of operation of LMCs under each option?

e Option A. LMCs must raise $311 million to acquire trucks from their I0Os. Nearer

‘ to 2012, it might be easier to raise the $170 million (or less) needed for port growth

as national firms may be interested in the market. They will also need 59.5% more
funds for employee-drivers than I0Os for the same workload (discussion page 31).

e Option B. LMCs would not have to raise funds to acquire trucks from their I0Os.
Nearer to 2012, they would have difficulty finding I0Os with used 2007 trucks cost-
ing $50,000 (or less) to accommodate port growth.

e Option C. LMCs would have to raise unknown amount of funds to acquire trucks to
the extent that they cannot find [OOs from the initial list to accommodate TWIC
losses. Nearer to 2012, they must raise the $170 million (or less) needed for port
growth with national firms not yet interested in the market.

5. Average LMC Size. What will happen to the size of LMCs under each option?

e Option A. The higher LMC costs incurred in this option, due to the need to raise
capital to buy trucks, would encourage industry consolidation by 2012. It might also
encourage national firms to enter the market.

e Option B. Since I0Os own the trucks under option B, the clean truck acquisition
portion of the Clean Truck Program would-do little to raise costs among LMCs and
by itself would not impact industry consolidation and increased size.

e Option C. The higher LMC costs incurred by the requirement to acquire more trucks
for their employee-drivers in this option would result in some industry consolidation,
particularly closer to 2012, but much less than in Option A.

6. LMC Participation. What will be the willingness of LMCs to stay in drayage?

¢ Option A. See comments in Throughput #7. LMCs strongly prefer to avoid the em-
ployee model. National firms might be induced to enter the market closer to 2012.
There is a short term risk of LMCs deciding to abandon port drayage.

e Option B. Same comments in Throughput #7. LMCs strongly prefer the I0OO model
but smaller I0OOs would not likely survive.

e Option C. Same comments in Throughput #7. LMCs strongly prefer to avoid the
employee model. National firms would not be induced to enter the market by 2012.

7. Program Management. Will an option make it easier or harder to administer the program?

¢ Option A. Redubing the number of market participants and having companies buy-
ing trucks to own would ultimately make program management easier.

e Option B. A reduction among smaller market participants would ultimately make
program management easier than today. However, the firms would have less control
over the ability of their IOOs to acquire trucks and stay current on them than if they
owned the trucks themselves.
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Option C. This would be the most difficult option to administer given the likely con-
fusion and difficulty of tracking when firms are required to change from IOOs to
buying trucks for themselves. Some reduction in market participants would alleviate
some of that problem. However, the firms would still have less control over the abil-
ity of their many IOOs to acquire trucks than buying trucks for themselves.

8. Maximize Return. To what extent will an option maximize the port’s financial effort?

Option A. There will be clean trucks under this option.
Option B. There will be clean trucks under this option.

Option C. There will be clean trucks under this option.

9. Cooperation. To what extent will groups be willing to cooperate in implementing the Clean
Truck Program in light of the clean truck acquisition issue?

Option A. See comments in Throughput #10. Environmental & labor groups favor
this option. LMCs oppose it. As it is the LMCs that must buy the trucks, their oppo-
sition is a difficulty.

Option B. See comments in Throughput #10. Environmental & labor groups oppose
this option. LMCs favor it. As it is the LMCs that must work with their IOOs that
are acquiring the trucks, their support is an advantage.

Option C. See comments in Throughput #10. Neither environmental and labor
groups nor LMCs get what they want, but this moves closer to the environmental and
labor position. As the LMCs must both buy trucks and work with their IOOs that are
acquiring them under this option, their opposition is a difficulty.

3. Driver Supply. To what extent will each option impact the port drayage driver supply?

Description & Analysis

Port throughput capacity is, in part, dependent upon the ability of LMCs working in port drayage
to keep their own drivers and obtain other drivers from LMCs not essentially working with in
port drayage. In part, this is a pay issue. However, it is also an issue of other factors influencing
the supply and demand for port drayage drivers:

There is a growing shortage of heavy truck drivers in the U.S. This could well lead
to more of the drivers leaving LMCs specializing in port drayage to work with firms
doing other forms of trucking. '

It has been estimated that TWIC will remove 2,500 to 3,700 of the drayage drivers
currently working with LMCs serving the San Pedro Bay ports. Port expansion will
require these firms to have an additional 3,400 drayage drivers. Together, that means
5,900 to 7,100 of the 20,200 drivers who will have to work for LMCs handling fre-
quent and semi-frequent drayage moves with the ports by 2012 are not currently
doing so. That represents 29% to 35% of the 2012 workforce that will have to be re-
cruited from LMCs whose customers are primarily outside of port drayage.”

Z See p. 13.
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e An added difficulty will be the need to replace any drivers who leave port drayage
- LMCs due to natural turnover in the sector. That turnover is roughly 11% per year.*

¢ Depending upon the option, there may also be the need to replace some share of I0Os
who choose to leave LMCs specializing in port drayage because they do not wish to
be employees.

The effect of Options A, B and C on the supply and demand of drivers working for LMCs spe-
cializing in drayage must be examined:

Option A. This approach would have all drivers become employees of LMCs and drive trucks
owned by the LMCs. The issues this form of organization raises include:

¢ Hire employee-drivers to move cargo

As indicated earlier, the issue that arises for Option A is the willingness of IOOs to
become employees with 50% of I0Os representing 52.2% of truck cargo throughput
indicating ‘“No” (without allocating unknowns) with 93% indicating they had an al-
ternative employment strategy should that be required (see Appendix A). That general
finding has apparently been reinforced by work done for Change To Win by Green-
berg Quinlan Rosner and internally by California Cartage.

Two questions remain. One is the believability that 8,400 of the I0Os would leave
port drayage LMCs if forced to become employees. Related is the question of how
“flexible or inflexible IOOs would be on the employee issue once presented with addi-
tional information that would allow them to better judge their own economic
situations. Further polling is underway by Greenberg Quinlan Rosner to look at this
issue. If their work shows a radical shift in opinion with more information, part of
Option A must be a port sponsored information strategy designed to rapidly change
this predisposition of the IOOs to not remain with port drayage firms if required to do
so as employees.

The immediate issue faced by the ports is that 2,100 pre-1989 trucks owned largely
by IOO drivers are to be banned October 1, 2008. Loss of any significant number of
these drivers compounds the short-term issue of driver supply. If they are to be con-
verted to employees, it requires: (1) a campaign to convince them, (2) negotiations
with each to acquire their legacy trucks, (3) acquisition of financing by the LMCs to
buy the trucks and (4) certification of their eligibility for a new truck grant. To avoid
losses, these tasks must be accomplished by August or September if they are to have a
replacement truck by October. If these drivers leave their port drayage LMCs and
join non-port LMCs, it would be unlikely that they would return to a port drayage
LMC in the future. Their loss would require port drayage LMCs to compete for driv-
ers who are currently working with non-drayage LMC. That would appear to be
primarily a pay issue.

In any case, the loss of even one-third the drivers predisposed to not become employ-
ees (2,800) would represent a 16.5% reduction in capacity that would have to be
made up by people willing to leave LMCs not fundamentally involved in port drayage
to become employee-drivers of LMCs that are. This would largely be an earnings is-
sue with drayage LMCs competing with non-drayage LMCs to acquire the services of

24 A Survey Of Drayage Drivers Serving The San Pedro Bay Ports, CGR Management for Gateway Cities Council
of Governments, 2007
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these workers. It is part of the mechanism that should raise earnings in drayage (see
Appendix B).

Overcome the potential loss of drivers due to TWIC

If 2,520 to 3,696 frequent and semi-frequent port drivers working for port drayage
LMCs are lost due to TWIC, this may compound their need to obtain employee-
drivers from non-drayage LMCs. This would not be true if those lost because of
TWIC are the same people who have already indicated they would leave port drayage
LMCs rather than become employee-drivers. It would be the case if the drivers lost
due to TWIC are I0Os that indicated a willingness to be employees. Greenberg
Quinlan Rosner is being asked to determine the extent to which TWIC will compound

‘the need for drivers to be hired away from non-drayage LMCs.

Drivers to accommodate port growth

If the forecasted increase in port activity from 2005-2012 leads to the need for an ad-
ditional 3,400 employee-drivers, this will add further to the need for port drayage
LMCS to compete to recruit people willing to become employee-drivers from non-
drayage firms.

Meanwhile, the LMCs would face the need to supply these additional drivers with at
least used 2007 clean trucks. These will cost about $50,000 near 2007 and less later
and cannot be financed with port assistance.

Option B. An LMC may use employees or have contractual relationships with I00s who own
and operate the trucks used in port drayage under its auspices. Today, almost all port drayage
LMCs use I00s. The issues this form of organization raises include:

Contract with IOOs to move cargo

Almost all port drayage LMCs use IOOs to move freight for them. This relationship
would not change. There is thus no need for the LMCs to replace them.

Overcome the potential loss of I00s due to TWIC

The loss of 2,520 to 3,696 100s providing frequent or semi-frequent drayage moves
for port drayage LMCs would require their replacement by I00s working for LMCs
not fundamentally in port drayage. Essentially, this would be an earnings issue with
drayage LMCs competing with non-drayage LMCs to acquire the services of these
IO0Os. This would be part of the market mechanism that should raise earnings in port
drayage (Appendix B).

Drivers and trucks to accommodate port growth

Port drayage LMCs will need to add 3,400 IOOs to accommodate port growth by
2012. Again, they will need to acquire the services of I0Os that have been working
for LMCs not fundamentally in port drayage This would largely be an earnings issue
with drayage LMCs competing with non-drayage LMCs to acquire the services of
these IOOs. This would also be part of the market mechanism that should raise earn-
ings in port drayage. '

The growth issue will be compounded by the need to find I0Os with clean trucks.
Used 2007 trucks would cost about $50,000 closer to 2007 and less closer to 2012.
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these workers. It is part of the mechanism that should raise earnings in drayage (see
Appendix B).

Overcome the potential loss of drivers due to TWIC

If 2,520 to 3,696 frequent and semi-frequent port drivers working for port drayage
LMCs are lost due to TWIC, this may compound their need to obtain employee-
drivers from non-drayage LMCs. This would not be true if those lost because of
TWIC are the same people who have already indicated they would leave port drayage
LMCs rather than become employee-drivers. It would be the case if the drivers lost
due to TWIC are I0Os that indicated a willingness to be employees. Greenberg
Quinlan Rosner is being asked to determine the extent to which TWIC will compound

‘the need for drivers to be hired away from non-drayage LMCs.

Drivers to accommodate port growth

If the forecasted increase in port activity from 2005-2012 leads to the need for an ad-
ditional 3,400 employee-drivers, this will add further to the need for port drayage
LMCS to compete to recruit people willing to become employee-drivers from non-
drayage firms.

Meanwhile, the LMCs would face the need to supply these additional drivers with at
least used 2007 clean trucks. These will cost about $50,000 near 2007 and less later
and cannot be financed with port assistance.

Option B. An LMC may use employees or have contractual relationships with I0OOs who own
and operate the trucks used in port drayage under its auspices. Today, almost all port drayage
LMCs use I0Os. The issues this form of organization raises include:

Contract with IOOs to move cargo

Almost all port drayage LMCs use I0Os to move freight for them. This relationship
would not change. There is thus no need for the LMCs to replace them.

Overcome the potential loss of IOOs due to TWIC

The loss of 2,520 to 3,696 100s providing frequent or semi-frequent drayage moves
for port drayage LMCs would require their replacement by I0Os working for LMCs
not fundamentally in port drayage. Essentially, this would be an earnings issue with
drayage LMCs competing with non-drayage LMCs to acquire the services of these
I0Os. This would be part of the market mechanism that should raise earnings in port
drayage (Appendix B).

Drivers and trucks to accommodate port growth

Port drayage LMCs will need to add 3,400 IOOs to accommodate port growth by
2012. Again, they will need to acquire the services of IOOs that have been working
for LMCs not fundamentally in port drayage This would largely be an earnings issue
with drayage LMCs competing with non-drayage LMCs to acquire the services of
these I0OOs. This would also be part of the market mechanism that should raise earn-
ings in port drayage. '

The growth issue will be compounded by the need to find IOOs with clean trucks.
Used 2007 trucks would cost about $50,000 closer to 2007 and less closer to 2012.
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port drayage LMCs. Port growth would have the same result. However, in the last
case, the I0Os must have used 2007 trucks at a cost of $50,000 closer to 2007 and
less closer to 2012.

Option C. As long as there are sufficient IOOs to accommodate existing volume,
TWIC and port growth, this is the existing system. However, it is unlikely that port
drayage LMCs will find enough IOOs on the initial list to make up for both the TWIC
losses and port growth. To the extent that is true, the potential reluctance of I00s
working with non-port drayage LMCs to become port employee-drivers would be a
throughput issue. So also will be the unknown needed for trucks to be acquired for
use by employee-drivers under TWIC. There is also the difficulty created by the
$170 million (or less) that port drayage LMCs must raise to provide trucks to their
drivers to accommodate port growth.

2. Timeliness. Will throughput be impacted by delays in implementing an option?

Option A. The need by port drayage LMCs to get drivers from non-drayage LMCs is
heaviest under this option including the immediate need to replace some fraction of
the 2,100 IOOs who have pre-1989 trucks to be banned on October 1*. They must
get drivers willing to be employees to replace IOOs who refuse to do so. They must
get employee-drivers to replace those lost due to TWIC, and they must find em-
ployee-drivers to handle port expansion. This burden will likely slow down this
option’s ability to accommodate throughput. There may also be delays due to the
need of LMCs to raise the extra capital to buy trucks to turn-in for replacement. An
important consideration is the apparent willingness of large existing LMCs to give up
their port drayage business rather than have employees.

Option B. Port drayage LMCs will be able to keep their existing I0Os until TWIC
requires them to compete with non-port drayage LMCs for more drivers. There will
be some delay while port driver earnings increase to allow this to occur. Port drayage
LMCs must also compete for IOOs from non-port drayage LMCs to accommodate
port growth. That means time will also be needed for incomes to adjust to make this
possible.

Option C. Port drayage LMCs will be able to keep their existing I0Os until TWIC
requires them to compete for more drivers with LMCs not fundamentally involved in
drayage. To the extent these are IOOs on the initial port list, they will not have to be-
come employees. However, TWIC will likely cause a need to hire some employee-
drivers. Finding them, as well as employee-drivers to accommodate port growth will
likely slow down the LMCs ability to operate. There may also be delays due to the
need of LMC:s to raise the extra capital to buy trucks to turn-in for replacement.

3. Effectiveness. How well will throughput be-managed under each option?

Option A. An industry organized in this fashion will accommodate port throughput.
By 2012, given company control over their drivers, it could lead to larger local firms
and the willingness of national carriers to acquire them and enter drayage. However,
the short term loss of some port drayage LMCs would represent a serious loss of in-
stitutional knowledge and capacity and would likely disrupt the pace of truck cargo
flows. '

28

Exhibit 1 - Pearson Declaration Attachment C - 000208

Dkt. 08-1895



e Option B. An industry organized in this fashion will accommodate port throughput.
By 2012, the extra cost of operation will likely lead to larger local firms but not suffi-
ciently large to induce national carriers to acquire them to enter drayage.

e Option C. An industry organized in this fashion will accommodate port throughput.
By some time after 2012, given ultimate company control over their drivers, it could
lead to larger local firms and the willingness of national carriers to acquire them and
enter drayage.

4. LMC Costs. What will happen to the cost of operation of LMCs under each option?

e Option A. Port drayage LMCs will have to pay enough to convince existing I00s to
convert to employee-drivers as well as convince drivers working for non-port drayage
LMCs to do so. They need to overcome IOO resistance to being employees. The
LMCs will see their costs rise due to the 59.5% extra cost of employee-drivers (see
discussion, page 31). They will also have to purchase trucks to be turned in as re-
placement vehicles.

e Option B. Port drayage LMCs could keep their existing I0Os. They would have to
compete for the IOOs of non-drayage LMCs to deal with the issues of TWIC and port
growth. This would raise their labor costs. However, they would not have to over-
come resistance to a basic shift in their relationship to their IOOs.

e Option C. Port drayage LMCs could keep their existing I0OOs. They would have to
compete for the IOOs of LMCs not fundamentally in drayage to deal with TWIC. If
not enough I0Os from the initial list can be recruited, the port drayage LMCs would
have to recruit drivers from non-drayage LMCs to become employees. Certainly,
they would have to recruit drivers from non-drayage LMCs to become employees to
handle port growth. Driver resistance to being employees would likely raise labor
costs in the last two cases.

5. Average LMC Size. What will happen to the size of LMCs under each option?

e Option A. The higher port drayage LMC costs incurred in convincing IOOs to be-
come employee-drivers, as well as the need to buy trucks to turn in as replacements,
would likely lead to more industry consolidation by 2012 and larger remaining firms.

e Option B. The higher port drayage LMC costs incurred in this option due to the need
to pay competitive rates to-acquire I0Os from non-drayage LMCs because of TWIC
and port growth would result in some industry consolidation and larger firms. How-
ever, this would be less than in the other options.

e Option C. The higher LMC costs incurred by the requirement to recruit some em-
ployee-drivers to deal with TWIC as well as employee-drivers to deal with port
growth would result in some industry consolidation but less than in Option A.

6. LMC Participation. What will be the willingness of LMCs to stay in drayage?

e Option A. See comments in Throughput #7. LMCs strongly prefer to avoid the em-
ployee model. National firms might be induced to enter the market closer to 2012.

e Option B. Same comments in Throughput #7. LMCs strongly prefer the I0O model
but smaller IOOs would not likely survive.
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e Option C. Same comments in Throughput #7. LMCs strongly prefer to avoid the
employee model. National firms would not be induced to enter the market by 2012.

7. Program Management. Will an option make it easier or harder to administer the program?

e Option A. Reducing the number of market participants and having companies em-
ploying their workers would ultimately make program management easier. However,
the short term loss of some of the largest port drayage LMCs would represent a seri-
ous loss of institutional knowledge and ability to manage the program.

¢ Option B. A reduction among smaller market participants would ultimately make
program management easier than today. However, the firms would have less control
over the [OOs than employees.

e Option C. This would be the most difficult option to administer given the likely con-
fusion and difficulty of tracking when firms are required to change from using I0Os
to hiring employee-drivers. Some reduction in market participants would alleviate
part of that problem. However, LMCs would reach 2012 not being either IOO or em-
ployee-driver companies. ’

8. Maximize Return. To what extent will an option maximize the port’s financial effort?

e Option A. There will be clean trucks under this option. However, the short term loss
of some of the largest port drayage LMCs would represent a serious loss of institu-
tional knowledge and likely slow port throughput despite the expenditure of funds.

e Option B. There will be clean trucks under this option.
e Option C. There will be clean trucks under this option.

9. Cooperation. To what extent will groups be willing to cooperate in implementing the Clean
Truck Program in light of the driver supply issue?

e Option A. See comments in Throughput #10. Environmental & labor groups favor
this option. LMCs oppose it. As it is the LMCs that must hire workers, their opposi-
tion is a difficulty. '

e Option B. See comments in Throughput #10. Environmental & labor groups oppose
this option. LMCs favor it. As it is the LMCs that must arrange for IOOs, their sup-
port is an advantage.

e Option. C. See comments in Throughput #10. Neither environmental and labor
groups nor LMCs get what they want, but this moves closer to the environmental and
labor position. As the LMCs must both hire workers and arrange for 100s, their op-
position is a difficulty.

4. Driver Pay. To what extent will each option assist port drayage drivers to receive com-
pensation on a par with other truck drivers in Southern California to enable sufficient driver
supply for the sake of port cargo throughput?

Description & Analysis

Today, port drayage drivers are estimated to earn less income on an hourly basis than other seg-
ments of Southern California’s heavy duty trucking industry. IOO hourly median earnings in
2007 were estimated at roughly $12.00 per hour. The Census Bureau 2005 data, updated to
2007, indicated that IOO rate was $18.09 in the Inland Empire and $16.26 in Southern Califor-
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nia’s counties exclusive of Los Angeles. - It was $13.83 in Los Angeles County, likely held down
by port drayage drivers. Meanwhile, 2007 median hourly rates for employed drivers varied from
$17.72 in Los Angeles County to $19.33 in the Inland Empire.25

The gap between the hourly earnings of port drayage and other heavy duty truck drivers, be they
I0O0s or employees, is one that would threaten port throughput if it continued. This is true due to
the difficulties cited in the Section 3:

e A U.S. shortage of heavy truck drivers and competition for drivers that could lead to
more drivers leaving firms with customers who require port drayage.

e The need to replace 2,500 to 3,700 of the drivers working for port drayage firms who
will be lost due to TWIC.

e The need to add 3,400 drivers to port drayage firms due to port growth.

e The need to replace drivers who leave port drayage firms due to the 11% natural
turnover.

e The need to replace some share of IOOs that choose to leave LMCs providing port
drayage because they do not wish to be employees.

Since the I00s and employee-drivers working in firms whose customers are primarily outside of
port drayage earn more than those with firms specializing more heavily in port drayage, the
competition for drivers should raise the drayage incomes.

The effect of Options A, B and C in narrowing the earnings gap of drivers working for firms
specializing and not specializing in drayage must be examined due to its impact on maintaining
port throughput:

Option A. This approach would have all drivers become employees of LMCs and drive trucks
owned by the LMCs. This option will impact driver incomes as follows:

¢ Employee-drivers and benefits

When a driver becomes an employee, the LMCs is required to pay state mandated
benefits and comply with state work rules. If a worker averaged the same hourly rate
as an 100, the combination of state disability and unemployment insurance, man-
dated workers compensation insurance, employer paid social security taxes and a
voluntary driver’s health insurance policy, represents a 24.3% benefit package.

Also, if employee-drivers are paid hourly, they would receive time and half for over-
time and be paid for undertaking tasks IOOs perform for free including: state
mandated work breaks, pre-trip preparation, post trip clean-up and waiting time for
minor maintenance during a given pay period. That accounts for 28.3% of their time.
If they are paid by the load, they would not be covered by these rules.

Turning the logic around, LMCs would pay 24.3% more for benefits plus need an ad-
ditional 28.3% more workers to accomplish the same amount of cargo movement.
Together, LMC’s would have a 59.5% increase in labor costs.?®

% San Pedro Bay Ports Clean Air Action Plan, Economic Analysis Proposed Clean Truck Program, p. 32-34.

% San Pedro Bay Ports Clean Air Action Plan, Economic Analysis Proposed Clean Truck Program, p. 76-77.
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¢ Employee-drivers and earnings

Hourly pay to drivers working for LMCs specializing in port drayage will go up as
they are forced to compete for the drivers of LMCs that do not fundamentally work in
port drayage. Whether it is Option A, B or C, the LMCs must deal with competition
for their drivers as well as the need for drivers to replace those lost due to TWIC, as
well as those needed due to port growth and the natural turnover of drivers. The
unique challenge for option A will be the need to also deal with the loss of I[OOs who
do not wish to be employees and any reluctance of I0Os working for non-drayage
firms to become employee-drivers. That added condition would mean that the LMCs
would likely have to pay more per hour to obtain the same number of workers.

If employee-drivers are paid by the load, they could increase their pay by handling
more cargo trips. If paid in that way, the degree to which their LMCs would have to
pay more to convince them to leave non-drayage LMCs would likely be reduced.

e Organized labor and increased incomes

The fact that an LMC’s drivers become employees does not mean they will be suc-

cessfully organized. It does, however, open up that possibility. If it occurs, there is

the likelihood that unionization would raise wages and/or benefits beyond those es-

tablished by market forces. Here, an important consideration is that LMCs as a group

are thinly financed and cannot fund increased labor costs without an immediate in-

crease in their revenues to pay for them. As indicated earlier, even small delays in
. obtaining increased rates would logically result in many LMCs failing.?’

On the other hand, during interviews, a significant share of the larger LMCs indicated
an unwillingness to stay in port drayage if there was any prospect of having their
companies organized.

Option B. An LMC may use employees or have contractual relationships with IOOs who own
and operate the trucks used in. port drayage under its auspices. Today, almost all LMCs use
I00s. This option will impact driver incomes as follows:

o Employee-drivers and benefits

As drivers would remain JOOs, they would continue their status as independent con-
tractors. Their pay level would not include state mandated benefits or work rules.
They would exchange these benefits for the ability to use Form C of the federal in-
come tax which allows numerous deductions unavailable to employees. They also
would retain the ability to refuse loads, determine their own working hours, and de-
cide when and how long to take time off.

e Employee-drivers and earnings

Earnings of I0Os working for LMCs specializing in port drayage will go up as their
LMCs are forced to compete for the IOOs of LMCs that do not fundamentally work
in port drayage. Under Option B, that competition will occur as port drayage LMCs
face the need for IOOs to replace those lost due to TWIC, plus add IOOs due to port
growth, and find I0Os to replace their natural turnover. They would not have to
overcome the unwillingness of some IOOs to become employees. The ability of

27 See bottom of page 20
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LMCs to acquire drivers would thus be done at a somewhat lower equivalent hourly
cost. 100s would retain the opportunity they currently have to increase their earnings
by handling more cargo trips.

Organized labor & increased incomes

As I0Os are independent contractors, they are not eligible for union organization. To
ensure that IOOs are able to make truck payments under the Clean Truck Grant Pro-
gram, the third party institution could negotiate an agreement with the [OOs that any
percentage increase in their revenues would lead to a commensurate percentage in-
crease in the share of revenues going to their I0Os. Discussions with industry
representatives indicated a willingness to do so.

Option C. LMCs may use employee-drivers or have contractual relationships allowing trucks
owned by 10Os, listed as involved in port drayage at the start of the Clean Truck Program, to
operate under its auspices. This option will impact driver incomes as follows:

Employee-drivers and benefits

As long as LMCs can find I0Os from the initial list, their drivers would continue
their status as independent contractors. Their pay level would not include state man-
dated benefits or work rules. They would exchange these benefits for the ability to
use Form C of the federal income tax which allows numerous deductions unavailable
to employees. They would also retain the ability to refuse loads, determine their own
working hours, and when and how long to take time off.

As the need to find additional drivers grows, the LMCs would ultimately be required
to hire employee-drivers. For this part of their capacity, mandated state benefits
equivalent to 28.3% of labor costs would apply. If the employee-drivers work by the
hour, so also would mandated work rules covering overtime and time off. If they in-
stead work by the load, fewer work rules would apply but they would have access to
greater income from handling more loads.

Employee-drivers and earnings

Earnings of 100s working for port drayage LMCs will go up as their LMCs are
forced to compete for the IOOs of LMCs that do not fundamentally work in port
drayage. Under option C, that competition would occur as port drayage LMCs face
the need for IOOs to replace those lost due to TWIC, plus the need to add I0Os due
to port growth, and find IOOs to replace their natural turnover.

LMC would not have to overcome the unwillingness of some I00Os to become em-
ployees until they could no longer find IOOs on the initial list of those eligible to
work in the sector. At that point, the LMCs would face the challenge discussed in op-
tion A of the need to deal with the possible reluctance of some IOOs working for non-
drayage firms to become employee-drivers. That added condition would mean that
the LMCs would likely have to pay more per hour to obtain the same number of
workers.

Organized labor

By 2012, it is unlikely that the LMCs would have a sufficient number of employee-
drivers for them to be organized. After that date, this would become more of a possi-
bility as the ability of LMCs to fill their needs with “grandfathered” IOOs is reduced.
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At that point, union organization would be a possibility with the likelihood it would
raise wages and/or benefits beyond those established by market forces. Here, again, it
is important to note that a large share of the LMCs have indicated an unwillingness to
stay in port drayage if there was the prospect of having their companies organized.

Implementation

1. Success. To what extent will each option assist port drayage drivers to receive compensation
on a par with other short truck drivers in Southern California to enable sufficient driver sup-
ply for the sake of port cargo throughput?

Option A. Competition for drivers, between LMCs specializing in port drayage and
those that do not, will force up pay. Employee-drivers will receive state mandated
benefits amounting to 24.3% of their hourly rate. If they are paid hourly, they will be
under overtime and state mandated work rules. If they are paid by the load, they can
increase their incomes by handling more loads. Due to the reluctance of some I0QOs
to become employee-drivers, LMCs will likely have to pay more to get drivers. A
limit may be their ability to pass along added payroll costs to their customers.

Option B. I0Os would fundamentally be paid as they are today except that TWIC,
port growth and driver turnover will force port drayage LMCs to compete with non-
drayage LMCs for IOOs. As incomes paid by the non-drayage LMCs are higher, this
will cause earnings to increase. Also, potentially raising IOO incomes is the possibil-
ity of an agreement between the LMCs and the third party institution to match any
percentage increases in their revenues with a percentage increase in the combined
amount going to all of their IOOs. If that did not occur, any earnings gains would be
up to market forces. Note: some [OOs make much more than what would be avail-
able to employee drivers. These drivers are unlikely candidates to become employees.

Option C. Initially, IOOs would fundamentally be paid as they are today except that
TWIC, port growth and driver turnover will force port drayage LMCs to compete
with non-drayage LMCs for IOOs. As incomes paid by the non-drayage LMCs are
higher, this will cause earnings to increase. As port drayage LMCs can no longer find
I0Os on the initial list, they would be required to convince drivers from non-drayage
LMCs to join them as employee-drivers. The port drayage LMCs would likely have
to pay somewhat more to over come resistance to that relationship.

2. Timeliness. Will throughput be impacted by delays in implementing an option?

Option A. The possibility that larger LMCs would leave port drayage in the short
term rather than risk an employee-driver mandate and unionization would represent a
significant time barrier to implementing this option.. When that difficulty is over-
come, port drayage LMCs and the ports would face the hurdle of convincing I0Os to
become employee-drivers. As that will not be 100% successful, it lengthens the time
in which employee-drivers must be recruited from people working for non-drayage
LMCs. This option also faces the challenge of the 2,100 drivers of the pre-1989
trucks due to be banned October 1, 2008. Here, an important consideration would be
the possibility that larger port drayage LMCs would leave the busmess rather than
risk an employee-driver mandate and unionization.

Option B. The I00s working for existing port drayage LMCs would retain their ex-
isting status, so throughput would continue uninterrupted. There would be the time
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needed to raise earnings to recruit I0Os from non-drayage LMCs to deal with TWIC
and port growth.

Option C. The 100s working for existing port drayage LMCs would retain their ex-
isting status, so throughput would continue uninterrupted. There would be the time
needed to raise earnings to recruit [OOs from LMCs not fundamentally involved in
drayage to deal with TWIC. To the extent that there are insufficient IOOs on the port
list from that source, the port drayage LMCs would have to compete with non-
drayage LMCs to acquire employee-drivers. Here, an important consideration would
be the medium term possibility that larger port drayage LMCs would leave the busi-
ness rather than risk an ultimate employee-driver mandate and unionization.

3. Effectiveness. How well will throughput be managed under each option?

Option A. An industry organized in this fashion could accommodate port through-
put. However, the short term loss of some of the largest port drayage LMC would
represent a serious loss of institutional knowledge and likely disrupt the pace of truck
cargo flows. By 2012, given company control over their drivers, this option could
lead to larger local firms and the willingness of national carriers to acquire them and
enter drayage. Again, there is the potential loss of some of the largest port drayage
LMCs and the negative impact that would have on port truck cargo flows.

Option B. An industry organized in this fashion will accommodate port throughput.
By 2012, the extra earnings of IOOs will likely lead to larger local firms but not suf-
ficiently large to induce national carriers to acquire them to enter drayage. A key will
be the relationship of the ports to the third party institution on issues ranging from
IOOs in arrears on their payments, to trucks not being properly maintained, to LMCs
not following through on contract provisions to have their share of funds going to
I0Os go up equal at the same percentage rate as increases in their revenues.

Option C. An industry organized in this fashion will accommodate port throughput.
By some time after 2012, given ultimate company control over their trucks and driv-
ers, it could lead to larger local firms and the willingness of national carriers to
acquire them and enter drayage. However, there is the potential medium term loss of
some of the largest port drayage LMCs and the negative impact that would have on
port truck cargo flows. '

4. LMC Costs. What will happen to the cost of operation of LMCs under each option?

Option A. LMCs would be required to pay state mandated benefits and would have
less driver time available from each employee due to mandated work breaks, pre-trip
preparation, post trip clean-up and waiting time for minor maintenance during a given
pay period. The difference over 10Os is a 59.5% increase in labor costs to accom-
plish the same work at the same underlying base pay. There would also be the cost of
acquiring trucks to be turned in for replacements under this option.

Option B. The difference of using IOOs compared to employee-drivers would be
59.5% lower labor costs to accomplish the same work. LMCs will also not have to
raise the funds to acquire trucks from their IOOs to be turned in for replacements.

Option C. The difference of using I00s compared to employee-drivers would be
59.5% lower labor costs to accomplish the same work. LMCs will also not have to
raise the funds to acquire trucks from their IOOs to be turned in for replacements.
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These situations would prevail as long as there are I0Os from the initial list that can
be used. Once that source is exhausted, the LMCs would have to hire employee-
drivers. For that share of their operations, there would be a 59.5% increase in labor
costs over using JOOs.

5. Average LMC Size. What will happen to the size of LMCs under each option?

e Option A. The higher labor costs and company infrastructure to support an em-
ployee-driver workforce would reduce the number of competitors and increase the
size of remaining firms. Closer to 2012, national LMCs may be willing to acquire
some of these firms and enter the market.

e Option B. The higher LMC costs incurred to pay competitive rates to acquire I00s
due to TWIC and port growth would result in some industry consolidation and larger
firms. It would be less than in the other options as firms would have the lower labor
cost compared to having employee-drivers.

e Option C. The higher LMC costs incurred by the requirement to acquire more trucks
and have some employee-drivers in this option would result in some industry consoli-
dation but less than in Option A. National LMCs may consider acquisitions and
entering the market under this option, but that would occur sometime after 2012.

6. LMC Participation. What will be the willingness of LMCs to stay in drayage?

e Option A. LMCs have expressed a willingness to leave port drayage rather than risk
the employee-driver model and unionization. National firms might be induced to en-
ter the market closer to 2012.

e Option B. Same comments in Throughput #7. LMCs strongly prefer the IOO model
but smaller IOOs would not likely survive.

e Option C. Same comments in Throughput #7. LMCs strongly prefer to avoid the
employee model. National firms would not be induced to enter the market by 2012.

7. Program Management. Will an option make it easier or harder to administer the program?

e Option A. The loss of institutional knowledge from larger LMCs abandoning port
drayage would make it difficult to administer the program. That said, LMCs with
employee-drivers have more control than LMCs with I0Os.

e Option B. A reduction among smaller market participants would ultimately make
program management easier than today. That said, LMCs with IOOs have less con-
trol than LMCs with employee-drivers.

e Option C. This would be the most difficult option to administer given the likely con-
fusion and difficulty of tracking when firms are required to change from IOOs to
employee-drivers. Some reduction in market participants would alleviate some of
that problem. Still, LMCs with many IOOs have less control than LMCs with all em-
ployee-drivers. In addition, there could be the medium term loss of larger LMCs not
wishing to risk unionization.

8. Maximize Return. To what extent will an option maximize the port’s financial effort?

e Option A. If this option leads to a loss of larger LMCs, the expenditure of funds by
the ports would not gain maximum efficient use.
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e Option B. There will be clean trucks under this option and continued availability of
the existing infrastructure to continue throughput.

e Option C. There will be clean trucks under this option.

9. Cooperate. To what extent will groups be willing to cooperate in implementing the Clean
Truck Program in light of the driver pay issue?

e Option A. See comments in Throughput #10. Environmental & labor groups favor
this option. LMCs oppose it. As it is the LMCs that must hire workers, their opposi-
tion is a difficulty.

e Option B. See comments in Throughput #10. Environmental & labor groups oppose
this option. LMCs favor it. As it is the LMCs that must arrange for I0Os, their sup-
port is an advantage.

e Option C. See comments in Throughput #10. Neither environmental and labor
groups nor LMCs get what they want, but this moves closer to the environmental and
labor position. As the LMCs must both hire workers and arrange for I100Os, their op-
position is a difficulty.

5. Security (TWIC) & Driver Oversight. To what extent will each option result in
maximum compliance with national security requirements and ensure that truck drivers are
meeting legal requirements to be driving their vehicles?

Description & Analysis

In December 2007, registration for the TWIC program is set to begin. All IOOs and employee-
drivers will be required to complete a TSA security threat assessment and will be disqualified
from obtaining a TWIC if the agencies find they have been convicted or incarcerated for certain
crimes in a given time periods, lack legal presence and/or authorization to work in the United
States, has a connection to terrorist activity, or has been determined to lack mental capacity.

It has taken the Department of Homeland Security a very long time to put together the TWIC
process. There will be qualification rules that need explaining including topics like convictions,
incarcerations and immigration status.. There will be fees to be paid, forms to fill-out and docu-
ments to be assembled. Drivers will have to give fingerprints or other forms of physical
identification. When the TWIC cards are issued, the rules for their use must be understood in-
cluding the card-reading technology that will be installed and used by the drivers. The
complexity of this process will require explanation, training of the drivers and efforts to mini-
mize the loss of workers simply scared by the complexity of the process.

Meanwhile, there is a more general concern that there may be drivers working in port drayage
who may not be meeting DMV and DOT licensing, physical examination and log book reporting
requirements. Under the terms of their permits, LMCs would be required to provide oversight of
these driver qualifications. Also, there is the worry that the Clean Truck Program may adversely
affect some workers in the drayage industry. There is thus a desire to have the LMCs participate
in efforts to ensure workers have access to workforce programs to retrain and place them.

Here, the issue is the extent to which there are differences in the ability of firms organized ac-
cording to options A, B and C to assist in making the TWIC and driver oversight processes.

Option A. This approach would have all drivers become employees of LMCs. Under this op-
tion, the personnel and TWIC processes would be approached as follows:
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Personnel Function

Companies with employee-drivers will need personnel specialists. One of their func-
tions would be to ensure that drivers are qualified under DMV and DOT rules to run
the trucks owned by the LMCs. They will thus ensure that company employee-
drivers have up-to-date licenses, physical examinations and log books, plus maintain
documentation of these facts. Further, the personnel people must ensure that em-
ployee-drivers regularly update their qualifications. And, they would be responsible
for the need of preliminary background checks on new drivers to ensure that they are
qualified under DMV, DOT and TWIC rules. Another personnel function would be
to refer workers who have lost their positions due to the Clean Truck Program to
Workforce Investment Board efforts in Los Angeles or Long Beach.

TWIC Program Explanation to Drivers

When TWIC first begins, the personnel people can be utilized to explain the TWIC
program to the drivers so that they understand who is eligible and who is not under
that program’s complex rules. The personnel specialists can also teach the drivers
about the process they will be going through so that those who do qualify are less ap-
prehensive about how it works. That is particularly important given the large share of
immigrants involved in port trucking.

TWIC Program Sign-up

When the TWIC sign up process begins, the personnel people can work with their
employee-drivers to help arrange for fees, filling-out of forms, compilation of docu-
mentation and fingerprinting or other physical identification.

TWIC Program Operation

Once the program goes into effect and cards are issued, the personnel departments
can help ensure cards reach the drivers and that they understand the rules on how they
are to be used. In addition, the personnel departments can keep copies of documenta-
tion in case future questions arise about the eligibility of their drivers.

- Option B. This approach would have most drivers remain as I0Os working under the auspices
of an LMC. Under this option, the personnel and TWIC processes would occur as follows:

Personnel Function

The requirements of the port permit will come into play for LMCs, even though they
do not have employees. First, they will be responsible for ensuring that IOOs associ-
ated with them are maintaining their qualifications to drive heavy duty trucks under
DMV and DOT rules. This means that the LMCs must know that their IOOs have
current licenses, physical examinations and have maintained their driving time logs.
The LMCs will be required to maintain documentation of these facts. Effectively,
this requirements will mean that the LMCs, even those without employees, must have
personnel specialist(s).

Second, the LMCs will be responsible for preliminary background checks on new
IOOs to ensure that they meet DMV, DOT and TWIC requirements. This would be
an additional function for their personnel specialist(s). Third, the LMCs will be made
responsible for referring workers who might lose their positions due to the Clean
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Truck Program to Workforce Investment Board programs run by Los Angeles or
Long Beach.

TWIC Program Explanation to Drivers

One function of personnel person(s) would be to explain the TWIC program to the
I0Os working under the auspices of an LMC so that drivers understand who is eligi-
ble and who is not under the complex rules. They could also be used to teach the
drivers about the process they will be going through so that those who do qualify are
less apprehensive about how it will work. Again, this is important given the large
share of immigtants involved in port trucking.

TWIC Program Sign-up

When the sign up process begins, the personnel people working for an LMC can work
with their IOOs to help arrange for fees, filling-out if forms, compilation of documen-
tation and fingerprinting or other physical identification.

TWIC Program Operation

- Once the TWIC program goes into effect and cards are issued, the personnel people at

the LMCs can help ensure cards reach their [OOs and can help their IOOs understand
the rules of how they are to be used. In addition, the records departments of the
LMCs can keep copies of TWIC documentation in case future questions arise about
the eligibility of their drivers.

Option C. During the TWIC inauguration period, this approach would also have most drivers
remain as I0Os working under the auspices of an LMC. Again, the same requirements of the
port permit will come into play for LMCs, even though they will not yet have employees. As a
result, they must have oversight of the IOOs eligibility to be driving heavy duty trucks under
DMV, DOT and TWIC rules while maintaining records to these effects.

Program Explanation
Same as in Option B.
Program Sign-up
Same as in Option B.
Program Operation

Same as in Option B.

Implementation

1. Success. To what extent will each option assist in the success of driver oversight and TWIC?

Option A. The LMCs will be working with the administrators of the TWIC program
while also maintaining personnel oversight of their own employee-drives with regards
to DMV and DOT rules. For this reason, they should be able to exert a great deal of
control over the success of driver oversight and the implementation of TWIC.

Option B. While the LMC will have people designated to work with I00 oversight
and record creation and maintenance, they will still be working with independent con-
tractors and thus will not have as much direct control over the qualifications of their
drivers under DMV and DOT rules or the success of the TWIC process.
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e Option C. While the LMC will have people designated to work with IOO oversight
and record creation and maintenance, they will still be working with independent con-
tractors and thus will not have as much direct control over the qualifications of their
drivers under DMV and DOT rules or the success of the TWIC process. Later, as
they have employee-drivers, this situation will more closely resemble option A.

2. Timeliness. Will throughput be impacted by delays in implementing an option?

e Option A. As the LMCs will be overseeing the DMV and DOT qualifications of
their own drivers as well as working with the TWIC program to sign-up their own
employees, they should be able to exert a good deal of control over the speed at
which these process are undertaken.

e Option B. While the LMC will have people designated to work with IOO oversight
and record maintenance, they will still be working with independent contractors and
thus have less control over the willingness of the drivers to conform to requirements
and time lines. However, there is significant individual motivation for IOOs to main-
tain their eligibility under DMV and DOT rules and to complete the TWIC process
since without licenses, their earning ability will be limited.

e Option C. See option B. As the LMCs acquire more employee-drivers, the situation
will more appropriately resemble option A.

3. Effectiveness. How well will throughput be managed under each option’s handling of em-
ployee qualifications and TWIC?

e Option A. As LMCs will be working with the qualifications of their own employee-
drivers under DMV, DOT and TWIC requirements, they should be able to exert a
great deal of control over the efficiency of the process.

e Option B. While the LMCs will have personnel people designated to oversee the
DMV, DOT and TWIC qualifications of their IOOs, they will still be working with
independent contractors and thus have less control over the efficiency of driver con-
formance to requirements and time lines.

e Option C. See option B. As the LMCs acquire more employee-drivers, the situation
will more appropriately resemble option A.

4. LMC Costs. What will happen to the cost of operation of LMCs under each option?

e Option A. The LMC will need to hire personnel people to work with their employees
to fulfill the requirement that their drivers are qualified to work under DMV, DOT
and TWIC regulations. This will increase their costs of operation.

e Option B. The port permits will require LMCs, including those using IOOs, to have
oversight of the qualifications of their drivers under DMV and DOT rules as well as
to help them fulfill TWIC qualifications. There would thus be an increase in cost to
undertake these requirements.:

e Option C. The port permits will require LMCs, including those using IOOs, to have
oversight of the qualifications of their drivers under DMV and DOT rules as well as
to help them fulfill TWIC qualifications. There would thus be an increase in cost to
undertake these requirements.

5. Average LMC Size. What will happen to the size of LMCs under each option?
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e Option A. The addition of one or a small number of people to perform the IOO over-
sight and record keeping functions will increase costs. Along with several other
smaller functions, this will likely lead to some industry consolidation.

e Option B. There will be the addition of one or a small number of people to perform
the 100 oversight and record keeping functions. Along with several other smaller
functions, this will likely lead to some industry consolidation.

e Option C. See options A and B.
6. LMC Participation. What will be the willingness of LMCs to stay in drayage?

e Option A. No change, except added costs may force some LMCs to leave drayage.
e Option B. Same as option A.
e Option C. Same as option A.

7. Program Management. Will an option make it easier or harder to administer the program?

e Option A. As the LMCs will have personnel people working with employee drivers
to ensure that they are qualified under DMV, DOT and TWIC rules, it should be
straightforward for managers of the TWIC process to work with them in coordinating
the sign-up and qualification process.

¢ Option B. As the LMCs will have personnel people working with I0Os to ensure
that they are qualified under DMV, DOT and TWIC rules, it should be efficient for
managers of the TWIC process to work with them in coordinating the sign-up and
qualification process. However, because the IOOs are independent, coordination with
them will not be as straightforward.

e Option C. As the LMCs will have personnel people working with IOOs to ensure
that they are qualified under DMV, DOT and TWIC rules, it should be efficient for
managers of the TWIC process to work with them in coordinating the sign-up and
qualification process. However, because the IOOs are independent, coordination with
them will not be as straightforward. Later, as more drivers become employees, the
situation will be easier. '

8. Maximize Return. To what extent will an option maximize the port’s financial effort?

e Option A. There should be an efficient relationship.

e Option B. There should be a close relationship but not as efficient due to the inde-
pendent nature of the IOOs. ‘

e Option C. There should be a close relationship but not as efficient due to the inde-
pendent nature of the IOOs.

9. Cooperate. To what extent will groups be willing to the cooperate on the Clean Truck Pro-
gram in light of the TWIC issue? :

e Option A. 100%.
e Option B. 100%.
e Option C. 100%.
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6B. Assessment (Other Issues)

6. Maintenance of Clean Truck Devices. To what extent will each option ensure that

.clean truck emissions control equipment is maintained according to manufacturer’s specifica-

tions?

Description & Analysis

As indicated in the discussion of the goals of the Clean Truck Program, it is not sufficient to
simply clean-up the trucking fleet. For the program to succeed, the emissions equipment on the
new trucks must be property maintained over time so that the full benefit of the cleaner vehicles
is realized. Here, the issue is the extent to which there are differences in the ability of firms or-
‘ganized according to options A, B and C to ensure that this occurs.

Option A. This approach would have all trucks owned directly by the LMCs. The following
would be the manner in which the issue of emissions equipment maintenance would take place:

Control of Trucks

Under this option, the trucking fleets would be directly controlled by the LMCs.
They would be in a position to directly undertake clean air device maintenance for
their fleets.

Clean Air Maintenance

As the LMCs control the trucks, they will be able to directly ensure that either their
staff or independent mechanics maintain clean air devices according to manufac-
turer’s specifications.

Clean Air Maintenance Reporting

The third party institution overseeing the Clean Truck Grant Program would certify
the technical competence of the LMC or independent mechanics handling clean air
device maintenance. Those individuals would be required to upload maintenance re-
ports to the third party institution. It would be in a position to report to the LMCs and
the ports that the devices are or are not being properly maintained.

Enforcement

If the clean air devices are not being properly maintained, the ports could bar a vehi-
cle from entry through the gates until it is.

Option B. This approach would have most trucks owned by I0Os working under the auspices
of LMCs. The following would be the manner in which the issue of emissions equipment main-
tenance would take place:

Control of Trucks

Under this option, the I00s would directly control their trucks. Under their agree-
ments with the third party institution, they would be required to keep emissions
equipment maintained according to manufacturer’s specifications. In addition, the
permits under which LMCs operate would require them to ensure that their IOOs are
fulfilling this maintenance obligation.

Clean.Air Maintenance
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With I00s owning the trucks, they will have to use either independent mechanics or
mechanics employed by the LMCs under whose auspices they are operating to main-
tain the emissions equipment on their trucks. '

Clean Air Maintenance Reporting

The third party institution overseeing the Clean Truck Grant Program would certify
the technical competence of the independent mechanics or LMC mechanics handling

“clean air device maintenance. Those individuals would be required to upload mainte-

nance reports to the third party institution. It would then report to the LMCs and
ports whether the devices are or are not being properly maintained properly.

Enforcement

If the clean air devices are not being properly maintained, the ports could bar vehicles
from entry through their gates until they are. This fact would strengthen the resolve
and the power of the LMCs to ensure that their IOOs are properly maintaining the
emissions control equipment on their trucks.

Option C. Under this option, most trucks would be under the control of I0Os “grandfathered”
into the Clean Truck Program. To the extent LMCs cannot find I0Os on the initial list, the
trucks driven by employee-drivers would have to be owned by the LMC. The following would
be the manner in which the issue of emissions equipment maintenance would take place:

Control of Trucks

Under this option, the I0O0s would directly control most of the trucks. Under their
agreements with the third party institution, they would be required to keep emissions
equipment maintained according to manufacturer’s specifications. In addition, the
permits allowing LMCs to operate within the ports would require them to ensure that
their IOOs are fulfilling this obligation. For the smaller number of company owned
trucks, the LMCs would have direct control and responsibility for clean air device
maintenance.

Clean Air Maintenance

The IOOs owning their trucks will have to use either independent mechanics or me-
chanics employed by their LMCs to maintain the emission equipments on their
trucks. For company owned trucks, the same choices are available.

Clean Air Maintenance Reporting

The third party institution overseeing the Clean Truck Grant Program would certify
the technical competence of the independent mechanics or LMC staff mechanics han-
dling clean air device maintenance. Those individuals would be required to upload
maintenance reports to the third party institution. It would then send status reports to
the LMCs and ports. as to whether the devices are or are not being properly main-
tained.

Enforcement

If the clean air devices are not be properly maintained, the ports could bar a vehicle
from entry through the gates until they are. This fact would strengthen the resolve
and the power of the LMCs to ensure that their IOOs are properly maintaining the
emissions control equipment on their trucks.
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Implementation

1. Success. To what extent will each option assist in ensuring that emissions devices are being
maintained in conformance with manufacturer’s specifications?

Option A. As the LMC own the trucks, they can directly ensure that proper clean air
device maintenance occurs. The third party institution will re-enforce the situation
through its certification of the staff or independent mechanics handling the mainte-
nance and the requirement that maintenance records be uploaded to them. The ports
can assist by barring trucks that are not being properly maintained from entry through
their gates until they are. '

Option B. The fact IOOs own the trucks, puts the LMCs one step removed from di-
rectly ensuring that proper clean air device maintenance occurs. Their obligation to
ensure that this takes place and the fact that the third party institution is certifying
staff or independent mechanics handling the maintenance would strengthen the ability
of the LMCs to do so. So would the fact that maintenance records must be uploaded
by the mechanics to the third party institution which will share the records with the
LMCs. The ports would strengthen the LMCs resolve by barring trucks that are not
being properly maintained from entry until they are.

Option C. Most trucks will be owned by the 100s, also putting the LMCs one step
removed from directly ensuring that proper clean air device maintenance occurs. On
these vehicles, the situation is the same as option B. On company-owned trucks, the
control of emissions maintenance is direct and the situation is the same as option A.

2. Timeliness. Will there be delays in implementing emissions control maintenance that might
slowdown the Clean Truck Program?

Option A. There is no reason throughput would be adversely impacted by a system
that has the LMCs properly maintaining the emissions devices on their own trucks,
with oversight by the third party institution and enforcement by the ports.

Option B. There is no reason throughput would be adversely impacted by a system
that has the third party institution and the LMCs overseeing that the IOOs properly
maintain the emissions devices on IOO owned trucks. The system is strengthened
because information on emissions control maintenance must be uploaded by the me-
chanics to the third party institution which will share it with the LMCs and the ports.

Option C. For IOO trucks, there is no reason throughput would be adversely im-
pacted by a system that has the third party institution and the LMCs overseeing that
the IOOs properly maintain the emissions devices on IOO owned trucks. For these
trucks, the situation is similar to option B. For company owned trucks, it is similar to
option A.

3. Effectiveness. How well will emissions device maintenance be managed under each option?

Option A. LMC can directly manage the maintenance of emission devices on their
trucks. Their need to do so is strengthened by the certification of mechanics and up-
loading of maintenance records to the third party institution. Enforcement by the
ports in barring trucks not being correctly maintained is also important.

Option B. LMCs must work through their [OOs on the maintenance of emission de-
vices. Their ability to do so is aided by the certification of mechanics and uploading
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of maintenance records to the third party institution, with that information shared with
the LMCs. Enforcement by the ports in barring trucks not being correctly maintained
strengthens the resolve and ability of the LMCs to ensure that the IOOs are fulfilling
this obligation.

e Option C. LMCs must work through their [OOs on the maintenance of emission de-
vices. They can handle the issue directly on their own trucks. Their ability to oversee
their LMCs is strengthened by the certification of mechanics and uploading of main-
tenance records to the third party institution, with that information shared with the
LMCs. Enforcement by the ports in barring trucks not being correctly maintained is
also important.

4. LMC Costs. What will happen to the cost of operation of LMCs under each option?

e Option A. There will be an increase in the cost of operation as mechanics specializ-
ing in maintaining emissions devices are either hired on staff or independent
mechanics are paid.

o Option B. There will be some increase in the cost of operation as people are hired to
oversee that IOOs are using mechanics specializing in maintaining emissions devices
as required. Also, LMCs may elect to pay mechanics to provide this service to their
I00s.

e Option C. There will be some increase in the cost of operation as people are hired to
oversee that IOOs are using mechanics specializing in maintaining emissions devices
as required. Also, LMCs may elect to pay mechanics to provide this service to com-
pany owned trucks and could make that service available to their IOOs.

5. Average LMC Size. What will happen to the size of LMCs under each option?

e Option A. Hiring one or more mechanics to ensure that emission control devices are
being properly maintained or retaining independent mechanics to provide this service
would cause some increase in costs and bring about some consolidation in the dray-
age business.

e Option B. Hiring one or more people to ensure that IOOs are having their emission
control devices properly maintained, as well as possibly employing mechanics to pro-
vide this function, would cause some increase in costs and bring about some
consolidation in the drayage business.

e Option C. Hiring one or more people to ensure that I0Os are having their emission
control devices being properly maintained would cause some increase in costs and
bring about some consolidation in the drayage business. The costs would be in-
creased to the extent one or more mechanics were hired to ensure that that emission
control devices are being properly maintained on company trucks, or independent
mechanics are engaged to provide this service. The increase in costs would bring
about some consolidation in the drayage business..

6. LMC Participation. What will be the willingness of LMCs to stay in drayage?

e Option A. The increase in costs will likely eliminate some LMCs from drayage.

e Option B. The smaller increase in costs would still likely eliminate some LMCs
from drayage.
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e Option C. The increase in costs will likely eliminate some LMCs from dfayage.

7. Program Management. Will an option make it easier or harder to administer the program?

e Option A. It will be possible for the third party institution to ensure that mechanics
working with emission control devices on their trucks are qualified, and accept up-
loads of maintenance reports from them. It will thus be a straightforward issue for
them to oversee that LMCs are maintaining these devices. The ports also will receive
this information and the RFIDs on the trucks can be used to identify and bar entry to
trucks in violation of emissions control device maintenance obligations.

e Option B. It will be possible for the third party institution to ensure that mechanics
working with emission devices on IOO owned trucks are qualified, and accept up-
loads of maintenance reports from them. This will be reported to the LMCs whose
permits require them to ensure that their IOOs are having this work done. This makes
management of process one step less direct. The LMCs role will be strengthened by
the fact that the ports will also receive this information and the RFIDs on the trucks
can be used to identify and bar entry to vehicles in violation of emissions control de-
vice maintenance obligations.

e Option C. On IOO owned trucks, the situation is the same as option B. On company
owned trucks, it is the same as option A.

8. Maximize Return. To what extent will an option maximize the port’s financial effort?

e Option A. The system can act efficiently.
e Option B. The system can act slightly less efficiently but still accomplish the task.
e Option C. The system can act slightly less efficiently but still accomplish the task.

9. Cooperate. To what extent will groups be willing to the cooperate on the Clean Truck Pro-
gram in light of the emission equipment maintenance issue?

¢ Option A. 100%.
e Option B. 100%.
¢ Option C. 100%.

7. Required Truck Safety and Maintenance Check-Ups and Repairs. To what
extent will each option ensure that truck owners have their vehicles undergo regular check-
ups and safety inspections plus have necessary repair work completed?

Description & Analysis.

Given the intensity of truck operations near the harbors, port leaders have an interest in the
safety of trucks used in the area. DOT is supposed to subject LMCs to audits of driver logs,
insurance, safety and maintenance records. It only has the staff to cover 2% of U.S. carriers.
CHP through its BIT program is supposed to review 90-day truck safety and maintenance
check-up records of every IOO and LMC with trucks in a 25 month cycle. They are also

supposed to physically check a sample of trucks. They only have staffing for half this work. -

Given the holes in the oversight system, the ports will require that all safety and truck main-
tenance work on trucks funded via the Clean Truck Program must be performed by
independent or LMC mechanics certified by the third party institution to perform the work.
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These individuals will be required to electronically upload records of their maintenance work
to the third party institution. It will share these reports with the LMCs under whose auspices
the trucks are working. The LMCs will be responsible for ensuring that this work is com-
pleted and maintaining records for its own trucks, or any I0Os working under their auspices.
Failure of the required safety and maintenance check-ups as well as repair work to be per-
formed would be a reason to bar a truck from the ports until it is done.

These conditions should make the LMCs the point of contact for the CHP in its BIT work,
rather than having the agency have to go to each. I00. That should increase the CHP’s over-
sight range and efficiency.

Option A. This approach would have all trucks owned directly by the LMCs. The following
would be the manner in which the issue of safety and maintenance check-ups and repairs would

take place:

Control of Trucks

- Under this option, the trucking fleets would end up directly controlled by the LMCs.

They would be in a position to directly undertake safety and maintenance check-ups
and repairs on their fleets.

Clean Air Maintenance

As the LMCs control the trucks, they will be able to directly ensure that either their
staff mechanics or independent mechanics perform required inspections and repairs.

Clean Air Maintenance Reporting

The third party institution overseeing the Clean Truck Grant Program would certify
the technical competence of the LMC or independent mechanics handling the truck
safety and maintenance check-ups and repairs. Those individuals would be required
to upload maintenance reports of their work to the third party institution. It would be
in a position to report to the LMCs and ports whether a truck is or is not being prop-
erly maintained.

Enforcement

If trucks are not being properly subjected to safety and maintenance inspections and
repairs, the ports could bar a vehicle from entry through the gates until it has.

Option B. This approach would have most trucks owned by I0Os working under the auspices
of LMCs. The following would be the manner in which the issue of truck safety and mainte-
nance inspections and repairs would take place:

Control of Trucks

Under this option, the I0Os would directly control their trucks. Under their agree-
ments with the third party institution, they would be required to have truck safety and
maintenance inspections and repairs undertaken. In addition, the permits that LMCs
have to operate at the ports would require them to ensure that their IOOs are fulfilling
this obligation.

Clean Air Maintenance
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With I00s owning the trucks, they will have to use either independent mechanics or
mechanics employed by the LMC under whose auspices they are operating to under-
take truck safety and maintenance inspections and repairs on their trucks.

¢ Clean Air Maintenance Reporting

The third party institution overseeing the Clean Truck Grant Program would certify
the technical competence of the independent mechanics or LMC mechanics handling
the truck safety and maintenance inspections and repairs. Those individuals would be
required to upload maintenance reports to the third party institution. It would then be
in a position to report to the LMCs and the ports whether truck safety and mainte-
nance inspections and repairs are or are not being undertaken.

e Enforcement

If the truck safety and maintenance inspections and repairs are not being properly
maintained, the ports could bar a vehicle from entry through the gates until it has.

Option C. Under this option, most trucks would be under the control of I0Os “grandfathered”
into the Clean Truck Program. To the extent LMCs cannot find IOOs on the initial list, the
trucks driven by employee-drivers would have to be owned by the LMCs. The following would
be the manner that safety and maintenance check-ups and repairs would take place:

e Control of Trucks

Under this option, the I0Os would directly control most of the trucks. Under their
agreements with the third party institution, they would be required to have truck
safety and maintenance inspections and repairs undertaken. In addition, the port per-
mits of the LMCs would require them to ensure that their IOOs are fulfilling this
obligation. For the smaller number of company owned trucks, the LMCs would have
direct responsibility for having safety and maintenance check-ups and repairs occur.

e (Clean Air Maintenance

The I0Os will have to use either independent mechanics or mechanics employed by
their LMCs to undertake safety and maintenance check-ups and repairs on their
trucks. For company owned trucks, the same choices would be available.

e Clean Air Maintenance Reporting

The third party institution overseeing the Clean Truck Grant Program would certify
the technical competence of the independent mechanics or LMC staff mechanics han-
dling safety and maintenance check-ups and repairs. Those individuals would be
required to upload maintenance reports to the third party institution. It would be in a
position to report to the LMCs and ports whether safety and maintenance check-ups
and repairs are or are not occurring.

e Enforcement

If the safety and maintenance check-ups and repairs are not being undertaken, the
ports could bar a vehicle from entry through the gates until it has.

Implementation

1. Success. To what extent will each option ensure that truck safety and maintenance check-
ups and repairs are being performed?
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Option A. As the LMCs own the trucks, they can directly ensure that truck safety
and maintenance check-ups and repairs occur. The third party institution will re-
enforce the situation through its certification of the staff or independent mechanics
handling the maintenance and the fact that maintenance records must be uploaded to
the institution. The ports would assist by barring trucks that are not being properly
maintained from entry until this work has been performed.

Option B. The fact IOOs own the trucks, puts the LMCs one step removed from di-
rectly ensuring that truck safety and maintenance check-ups and repairs occur. Their
obligation to ensure that this takes place and the fact that the third party institution is
certifying staff or independent mechanics handling the maintenance would strengthen
the ability of the LMCs to do so. So would the fact that maintenance records must be
uploaded by the mechanics to the third party institution which will share the records
with the LMCs. The LMCs resolve and ability to oversee the IOOs would be en-
hanced by the fact that the ports would bar entry of trucks that are not being properly
maintained until this has been done.

Option C. Most trucks will be owned by the 1I0Os, also putting the LMCs one
stepped removed from directly ensuring that proper clean air device maintenance oc-

~curs. For these vehicles, the situation is the same as option B. On company owned

trucks, the situation is the same as in option A.

2. Timeliness. Will there be delays in implementing truck safety and maintenance check-ups
and repairs that might slow down the Clean Truck Program?

Option A. There is no reason throughput would be seriously impacted by a system in
which the LMCs must have their truck subjected to regular safety and maintenance
check-ups and repairs, with oversight by the third party institution and enforcement
by the ports. :

Option B. There is no reason throughput would be seriously impacted by a system
that has the third party institution and the LMCs overseeing that the I0Os regularly
have their trucks subjected to safety and maintenance check-ups and repairs. It is
helpful that information must be uploaded by the mechanics to the third party institu-
tion which will share it with the LMCs and the ports. It is also helpful that all parties
understand that the ports will bar entry to trucks that have not been properly checked
and repaired.

Option C. For IOO owned trucks, the situation is the same as option B. For the few
company owned trucks, it is the same as option A.

3. Effectiveness. How well will safety and maintenance check-ups and repairs be managed un-
der each option?

Exhibit 1 -

Option A. LMC can directly manage the safety and maintenance check-ups and re-
pairs on their trucks. Their need to do so is strengthened by the certification of
mechanics and uploading of maintenance records to the third party institution. En-
forcement by the ports in barring trucks not being correctly maintained will ensure
that this is done. '

Option B. LMCs must work through their IOOs to ensure that safety and mainte-
nance check-ups and repairs are occurring on 100 owned trucks. Their ability to do
so is strengthened by the certification of mechanics and uploading of maintenance re-
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cords to the third party institution, with that information shared with the LMCs. En-
forcement by the ports in barring trucks not being correctly maintained provides the
necessary incentives for the I0Os and LMCs to make the system work.

Option C. LMCs must work through their IOOs to ensure safety and maintenance
check-ups and repairs are occurring. They can handle the issue directly on their own
trucks. In the first case, the situation is the same as option B. In the second, it is the
same as option A.

4. LMC Costs. What will happen to the cost of operation of LMCs under each option?

Option A. There will be some increase in the cost of operation as mechanics special-
izing in safety and maintenance check-ups and repairs are either hired on staff or
independent mechanics are paid. For most LMCs, this would be a new function since
they would now own trucks.

Option B. There will be some increase in the cost of operation as people are hired to
oversee that IOOs are using certified mechanics to undertake safety and maintenance
check-ups and repairs as required. Also, LMCs may elect to hire a mechanic to pro-
vide these services to their [OOs.

Option C. There will be some increase in the cost of operation as people are hired to
oversee that IOOs are using certified mechanics for safety and maintenance check-
ups and repairs as required. Also, LMCs would have to hire a mechanic to provide
this service to company owned trucks and might possibly make that service available
to their IOOs.

5. Average LMC Size. What will happen to the size of LMCs under each option?

Option A. Hiring one or more mechanics to ensure that safety and maintenance
check-ups and repairs are being properly conducted, or retaining independent me-
chanics to provide this service, would cause some increase in costs and bring about
some consolidation in the drayage business.

Option B. Hiring one or more people to ensure that IOOs are having their safety and
maintenance check-ups and repairs undertaken, would cause some small increase in
costs and bring about some consolidation in the drayage business.

Option C. Hiring one or more people to ensure that [OOs are having their safety and
maintenance check-ups and repairs undertaken, would cause some increase in costs
and bring about some consolidation in the drayage business. The costs would be in-
creased to the extent one or more mechanics were hired to ensure that that emission
control devices are being properly maintained on company trucks, or independent
mechanics are engaged to provide this service. The increase in costs would bring
about some consolidation in the drayage business.

6. LMC Participation. What will be the willingness of LMCs to stay in drayage?

Exhibit 1 -

Option A. The increase in costs will likely eliminate some LMCs from drayage.

Option B. The smaller increase in costs would still likely eliminate some LMCs
from drayage.

Option C. The increase in costs will likely eliminate some LMCs from drayage.
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7. Program Management. Will an option make it easier or harder to administer the program?

e Option A. It would be possible for the third party institution to ensure that mechan-
ics overseeing safety and maintenance check-ups and repairs on their trucks are
qualified, and accept uploads of maintenance reports from them. This will make it
straightforward for them to oversee that LMCs are maintaining these devices. The
ports also will receive this information and have the power to bar trucks from their
gates. The trucks would be identifiable through their RFIDs.

e Option B. It would be possible for the third party institution to ensure that mechanics
overseeing safety and maintenance check-ups and repairs on I0OO owned trucks are
qualified, and accept uploads of maintenance reports from them. This will be re-
ported to the LMCs whose permits require them to ensure that their IOOs are having
this work done. This makes the management of process one step less direct. The
LMCs role will be strengthened by the fact that the ports will also receive this infor-
mation and have the power to bar trucks from their gates and can readily identify
them through their RFIDs.

¢ Option C. On IOO owned trucks, the situation is the same as option B. On company
owned trucks, it is the same as option A.

8. Maximize Return. To what extent will an option maximize the port’s financial effort?

e Option A. The system can act efficiently.
e Option B. The system can act slightly less efficiently but still accomplish the task.
e Option C. The system can act slightly less efficiently but still accomplish the task.

9. Cooperate. To what extent will groups be willing to the cooperate on the Clean Truck Pro-
gram in light of the emission equipment maintenance issue?

e Option A. 100%.
e Option B. 100%.
e Option C. 100%.

8. Technology Installation and Training. To what extent will each option ensure that
the trucking fleet has installed required technology and that drivers are trained in a manner
that will allow the Clean Truck Program to be administered while assisting the ports with fu-
ture efforts to increase efficiency and throughput?

Description & Analysis

To administer the Clean Truck Program, the trucks entering the port gates must be equipped
with RFID and AVL devices. In addition, these and other technologies could be needed on
port drayage trucks as part of a future port technology program designed to increase the
speed and volume of port cargo throughput. It would be in the interest of the ports as well as
LMCs and drivers to increase throughput since it will allow the ports to expand while also
increasing the profits of the LMCs and the compensation of the drivers.

As part of the permit process for LMCs, if driver training is required as part of the technol-
ogy plan, the LMCs will be responsible for seeing that drivers under its auspices receive such
instruction. Training is important as the use of common software systems is often the key to
the effectiveness of modern supply chain systems.
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Option_A. This approach would have all trucks owned directly by the LMCs. The following
would be the way in which the truck borne technology training would be implemented:

¢ Driver Training

As the drivers would be employed by the LMCs, the firms would have direct control
over any training the drivers are required to receive.

e Enforcement

Trucks will be required to have the technical devices on board to be allowed to enter
the port gates. If, under a technology plan, the drivers working for an LMC are
poorly trained, the ports could elect to refuse to allow them future entry into the har-
bors since they have been disruptive to throughput efficiency.

Option B. This approach would have most trucks owned by I0Os working under the auspices
of LMCs. The following would be the manner in which a truck borne technology training would
be implemented:

¢ Driver Training

The LMCs would be responsible for ensuring that IOOs operating under their aus-
pices are trained in the use of any technology required by the ports as part of the
Clean Truck Program or any port throughput plan.

e Enforcement

Trucks will be required to have the technical devices on board to be allowed to enter
the port gates. If, under a technology plan, the drivers working for an LMC are
poorly trained, the ports could elect to refuse to allow them future entry into the har-
bors since they have been disruptive to throughput efficiency.

Option C. Under this option, most trucks would be under the control of IOOs “grandfathered”
into the Clean Truck Program. To the extent LMCs cannot find I0Os on the initial list, the
trucks driven by employee-drivers would have to be owned by the LMCs. The following would
be the manner in which truck borne technology training would be implemented:

¢ Driver Training

The LMCs would be responsible for ensuring that IOOs operating under their aus-
pices are trained in the use of any technology required by the ports as part of the
Clean Truck Program or any port throughput plan. The same would apply to their
company drivers.

e Enforcement

Trucks will be required to have the technical devices on board to be allowed to enter
the port gates. If, under a technology plan, the drivers working for an LMC are
poorly trained, the ports could elect to refuse to allow them future entry into the har-
bors since they have been disruptive to throughput efficiency.

Implemehtation

1. Success. To what extent will each option ensure that the truck borne technology plan of the
ports is implemented?
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e Option A. As the LMCs own the trucks, they ensure the required devices are in-
stalled on their vehicles. If they are not installed, or not functioning, or their drivers
are poorly trained and disruptive to throughput, the ports can bar their entry through
the gates.

¢ Option B. Though the IOOs own the trucks, the LMCs under whose auspices they

are moving cargo would still be responsible for ensuring the required devices are on

" the trucks of their I0OOs. The LMCs control over training would be less strong with

I0Os than it would be with employees. For 10Os, the incentive for being well

trained would come from the fact that the ports could bar a driver’s entry through the
gates if their lack of training was being disruptive to port throughput efficiency.

e Option C. To the extent that the LMCs continue to use IOOs, their situation would
be the same as option B. To the extent drivers from the initial list are not available
and they must hire employee-drivers and own the trucks, it would be the same as in
option A.

2. Timeliness. Will there be delays in implementing the truck borne technology plan of the
ports that might slow down the Clean Truck Program?

e Option A. There is no reason throughput would be seriously impacted by a system in
which the LMCs own their trucks and hire the drivers. They would be directly re-
sponsible for RFIDs and AVLs being on the trucks and the training of the drivers.

e Option B. The I0Os owning the trucks, but the LMCs would responsible for ensur-
ing RFIDs and AVLS are on the trucks. The requirement that the LMCs train
independent drivers could make the training process less efficient and less thorough.

e Option C. As most trucks will be IOO owned, the situation will be similar to option
B. For the few company owned trucks, it would be the same as option A.

3. Effectiveness. How well will the truck borne technology plan of the ports be managed under
each option?

e Option A. With LMCs owning the trucks and training their employee-drivers, the
process should be very efficient and effective. They can ensure that the RFIDs and
AVLs are on their vehicles. They would undertake the training of their drivers. The
power of the ports to bar trucks would enforce discipline on the process.

e Option B. Though the IOOs own the trucks and the LMCs are responsible ensuring
RFIDs and AVLs are on them. Training should be effective, given the desire of the
I0Os to continue entering the ports, and the need of the LMCs to have them able to
do so.

e Option C. Though in most cases, the I0OOs would own the trucks, and the LMCs
would be responsible ensuring RFIDs and AVLs are on them, the desire of the I00s
to continue entering the ports, and the need of the LMCs to have them able to do so,
should ensure that the training process is effective. For the few company owned
trucks and employee-drivers, the process would be straightforward.

4. LMC Costs. What will happen to the cost of operation of LMCs under each option?

e Option A. There will be some increase in the cost of operation as devices are pur-
chased and installed on the trucks. Also, as the LMCs have employees, they would
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have to have personnel departments. One of their functions would be to design and
implement technology training.

e Option B. Even though the LMCs do not have employees, they would likely have to
have someone overseeing [0Os from the standpoint of a wide variety of permit re-
quirements, including the training required here.

e Option C. There will be some increase in the cost of operation as devices are pur-

" chased and installed on company trucks. Initially, even though the LMCs do not have
employees, they would likely have to have someone overseeing I0Os from the stand-
point of a wide variety of permit requirements, including the training required here.
As the LMCs would increasingly be required to have employee-drivers, they would
ultimately need personnel specialists who would undertake this function.

5. Average LMC Size. What will happen to the size of LMCs under each option?

e Option A. There would be little impact on the costs of operation and thus on indus-
try consolidation and LMC size.

¢ Option B. Same as option A.
¢ Option C. Same as option A.
6. LMC Participation. What will be the willingness of LMCs to stay in drayage?

e Option A. Little if any.
e Option B. . Little if any.
e Option C. . Little if any.

7. Program Management. Will an option make it easier or harder to administer the program?

e Option A. The fact that LMCs directly own the trucks and are responsible for the
training of their employees would make it clear who was responsible for a truck and
the performance of a driver. That would make administration of the program quite
direct. '

e Option B. The fact that IOOs own the trucks but LMCs are responsible for the train-
ing of the drivers could make it a little less clear who was responsible for the
performance of a driver. That would make administration of the program a little
more difficult. The fact some I0Os drive for more than one LMC would compound
the difficulty. '

e Option C. The fact that IOOs own most of the trucks, but LMCs are responsible for
the training of those drivers, could make it a little less clear who was responsible for
the performance of a driver. That would make administration of the program some-
what more difficult. For company owned vehicles and employee-drivers, the
situation would be more straightforward. However, the fact that LMCs would have
both would likely add to confusion.

8. Maximize Return. To what extent will an option maximize the port’s financial effort?

e Option A. The system can act efficiently.
e Option B. The system can act slightly less efficiently but still accomplish the task.
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e Option C. The system can act slightly less efficiently but still accomplish the task.

9. Cooperate. To what extent will groups be willing to the cooperate on the Clean Truck Pro-
gram in light of truck borne technology requirements?

e Option A. 100%.
e Option B. 100%.
¢ Option C. 100%.

9. Parking and Parking Facilities. To what extent will each option enhance compliance
with local trucks parking ordinances and result in LMCs providing parking?

Description & Analysis

Local communities have expressed repeated concern over heavy duty trucks being parked il-
legally in their neighborhoods. There is considerable interest among port and other local
officials that firms provide parking facilities for their trucks. As a result, upon receiving a
permit, LMCs would be required to ensure that trucks operating under their auspices are
parked in conformance with the ordinances of the cities and counties where they operate.
The LMCs must also have a yard available where these trucks can be parked, maintained, in-
spected and repaired. The location must be submitted to the ports. This applies to company
trucks and any IOO trucks allowed to operate under the auspices of the LMCs.

For those LMCs that currently have such facilities, the issue is relatively straightforward.
For those that do not, the issue is one of cost. If they were to buy land near the ports, it was
estimated that the one time purchase cost would be: $26,385 per truck (South Bay); $23,872
(Mid-Cities/San Gabriel Valley); $17,346 (Fontana)*® If they were to lease the site, using a
9% capitalization rate, the annual cost would be: $2,375 per truck (South Bay), $2,148
(Mid-Cities/San Gabriel Valley); $1,561 (Fontana). Depending upon the size of the firm,
these costs could be a difficult financial barrier for them:

_Exhibit 9-1Yard Annual Lease Cost by Firm Size & Location

Lease @ 9% $2,375 $2,148 $1,561
" FirmsSize | AveragéTrucks | SouthBay | MidCity/San Gabriel | Fontana
0-10. 6 $14,248 $12,891 $9,367
11-25 18 $42,743 $38,673 $28,100
2675 47 $111,608 $100,979 $73,372
76-250 56 $132,980 $120,315 $87,422
251 & Up 130 $308,703 $279,303 $202,944

Enforcement would require creation of a system whereby jurisdictions would be able to report
parking tickets to the third party institution handling the Clean Truck Program. It would, in turn,
inform the ports of the need to enforce penalties using RFID numbers of offending vehicles.

Option_A. This approach would have all truck owned directly by the LMCs. The following
would be the manner in which truck parking requirements would be implemented:

e Available yard for parking

28 San Pedro Bay Ports Clean Air Action Plan, Economic Analysis Proposed Clean Truck Program, p. 71.
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Since the LMCs would directly own their trucks, they would be responsible for pro-
viding a location where their trucks could be parked in off-hours. For those that
currently have such facilities, the issue is relatively straightforward. For those that do
not, the issue would be the one-time purchase cost or annual lease costs.

e Drivers conform to local parking ordinances

Since the LMCs hire the drivers, they would be in a position to directly exert control
over where they parked their vehicles during off-hours.

e Enforcement

It would be clear whether an LMC had a yard where their trucks can be parked in off-
hours. An LMC whose drivers regularly receive parking tickets, as reported by juris-
dictions to the third party institution, would be subject to sanctions by the ports up to
and including barring their trucks from entering the ports.

Option B. This approach would have most trucks owned by I0Os working under the auspices
of LMCs. The following would be the manner in which truck parking requirements would be
implemented:

e Available yard for parking

While the I0Os own the trucks, the LMCs would be required to provide a location
where they could be parked in off-hours. For LMCs that currently have such facili-
ties, the issue is relatively straightforward. For those that do not, the issue would be
the one-time purchase cost or annual lease costs.

e Drivers conform to local parking ordinances

Since the LMCs contract with IOOs to move containers for them, their influence over

the drivers is indirect. Their ability to exert control over where the I0Os park their

vehicles during off-hours would be the subject of agreements between the LMCs and

the I0Os. They would have a facility available for them. However, many I0Os take
- their vehicles home with them.

e Enforcement

It would be clear whether an LMC had a yard where their IOOs could park their
trucks in off-hours. However, as many take their trucks home with them, enforce-
ment would be a matter of jurisdictions reporting illegal parking to the third party
institution handling the Clean Truck Program. It would report this difficulty to the
LMC and the ports using the RFID number. An IOO that regularly gets parking tick-
ets could lose its ability to handle port drayage through its LMC. The ports could
also bar a frequent offender from passing through the port gates.

Option C. Under this option, most trucks would be under the control of IOOs “grandfathered”
into the Clean Truck Program. To the extent LMCs cannot find IOOs on the initial list, the
trucks driven by employee-drivers would have to be owned by the LMCs. The following would
be the manner in which truck parking requirements would be implemented:

e Available yard for parking
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While most trucks would be owned by I00Os, some would be company-owned. In ei-
ther case, the LMCs would be required to provide a location where these trucks could
be parked in off-hours. For those that currently have such facilities, the issue is rela-
tively straightforward. For those that do not, the issue would be the one-time
purchase cost or annual lease costs. '

Drivers conform to local parking ordinances

For the large share of trucks that are I0O owned, the situation would be similar to op-
tion B with the LMCs exerting indirect control over their drivers. For the smaller
share of trucks that are company owned, it would be similar to option A, with the
LMCs exerting direct control over their drivers.

Enforcement

For the large share of trucks that are IOO owned, the situation would be similar to op-
tion B, with the LMCs responding to reports from the third party institution that I0Os
are regularly receiving parking tickets. The LMCs would be forced to take action to
conform to their permits. The ports would also be in a position to bar the JOOs from
entry. For the smaller share of trucks that are company owned, it would be similar to
option A, with the ports relying on information from the third party institution and
barring vehicles that are being regularly ticketed from entering the gates.

Implementation

1. Success. To what extent will each option ensure that the truck parking requirements would
be implemented?

Option A. It will be straightforward to check that an LMC has a parking yard. As
the LMCs own the trucks, it should be relatively easy for them to enforce parking re-
quirements on their drivers. The ports can set up a system whereby parking tickets
are reported to them by the third party institution and they could undertake appropri-
ate sanctions against LMCs that have frequent violations.

Option B. It will be straightforward to check that an LMC has a parking yard. As
the IOOs own the trucks, the LMCs would have to rely on reports from the third party
institution that IOOs are regularly receiving parking tickets. To defend their permits,
they would be required to potentially suspend doing business with an offending 100.
The ports would be receiving the same information and could bar an IOO from entry.

Option C. To the extent that the LMCs continue to use I0Os, their situation would
be the same as option B. To the extent drivers from the initial list are not available
and they must hire employee-drivers and own the trucks, it would be the same as in
option A.

2. Timeliness. Will there be delays in implementing truck parking requirements that might
slow down the Clean Truck Program?

‘Exhibit 1 - Pearson Declaration Attachment C 000237

Option A. Four issues may arise. The first is the potential difficulty some LMCs
will have in finding parking sites, given the intensity of industrial development near
the ports. The second is the ability of some LMCs to afford to buy or lease yards.
The third is the need to set up a reporting system between the third party institution
and the jurisdictions potentially impacted by illegal truck parking. The fourth is the
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time need to set up a smooth system via which that institution would parking tickets
to the LMCs and the ports so they could take action against repeat offenders.

Option B. See Option A.
Option C. See Option A.

3. Effectiveness. How well will the truck parking requirements of the ports be managed under
each option?

Option A. With LMCs owning the trucks and hiring their employee-drivers, the
process should be very effective. The power of the ports to bar trucks and penalize
LMCs whose drivers repeatedly receive parking tickets would force discipline on the
process.

Option B. Though the IOOs own the trucks, and the LMCs are responsible for en-
forcing parking requirements on them, the process should be effective given the
desire of the IOOs to continue entering the ports, the need of the LMCs to cease using
offending I00Os to protect their permits, and the ability of the ports to bar offending
IOOs from entry. This will likely be a more difficult job than with company owned
trucks, since IOOs may work for more than one firm.

Option C. To the extent that the LMCs continue to use I0Os, their situation would
be the same as option B. To the extent drivers from the initial list are not available
and they must hire employee-drivers and own the trucks, it would be the same as in
option A. In either case, the system would be effective in enforcing parking require-
ments.

4. LMC Costs. What will happen to the cost of operation of LMCs under each option?

Option A. There may be an increase in the cost of operations as parking yards are
purchased or leased. Also, as the LMCs have employees, they would have to have
personnel departments whose functions, among others, would include disciplining
drivers repeatedly receiving parking tickets.

Option B. There may be an increase in the cost of operations as parking yards are
purchased or leased for IOO parking. Also, even though the LMCs do not have em-
ployees, they would likely need someone overseeing I00Os from the standpoint of a
wide variety of permit requirements including this one.

Option C. There may be an increase in the cost of operations as parking yards are
purchased or leased for IOO parking. Also, even though the LMCs have few em-
ployees, they would likely need someone overseeing I0Os from the standpoint of a
wide variety of permit requirements, including this one. Ultimately, the LMCs would
need personnel departments as their number of employee-drivers grows.

5. Average LMC Size. What will happen to the size of LMCs under each option?

Option A. There will be a reduction in the number of LMCs as some will not be able
to afford the extra cost of buying or leasing a parking yard. The extra cost of having
personnel people would have some impact on LMC costs and consolidation as well.

Option B. Same as option A.
Option C. Same as option A.
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6. LMC Participation. What will be the willingness of LMCs to stay in drayage?

e Option A. Cost will force some LMCs out of the sector.
e Option B. Cost will force some LMCs out of the sector.
e Option C. Cost will force some LMCs out of the sector.

7. Program Management. Will an option make it easier or harder to administer the program?

e Option A. The ability to check whether a yard exists would be straightforward and
could be made a responsibility of the third party institution. The fact that LMCs di-
rectly own the trucks and are responsible for the behavior of their employees would
make it clear that they are responsible if drivers repeatedly receive parking tickets as
reported by the third party institution. RFID numbers could be used to bar an LMCs
trucks from entry.

e Option B. The ability to check whether a yard exists would be straightforward and
could be made a responsibility of the third party institution. The fact that IOOs own
the trucks, but LMCs are responsible for whether IOOs operating under their auspices
are repeatedly receiving tickets, makes that situation more complex for the third party
institution. It would have to report violations to both the LMC and the ports. To de-
fend its permit, the LMC would have to hold its I0Os responsible for repeated
infractions including potentially ceasing to use them. The ports could use RFID
numbers to bar an offending IOO from entry.

e Option C. The situation is more confused in that the LMC would have a large num-
ber of I00s for which it is responsible but a growing number of company-owned
trucks and employee-drivers. To the extent there IOOs repeatedly receiving parking
tickets, action would have to come from a combination of the LMCs and the ports.
To the extent the parking violations are by company-drivers, the ports that would
have to undertake enforcement against the LMC.

8. Maximize Return. To what extent will an option maximize the port’s financial effort?

e Option A. The system can act efficiently.
e Option B. The system can act slightly less efficiently but still accomplish the task.
e Option C. The system can act slightly less efficiently but still accomplish the task.

9. Cooperate. To what extent will groups be willing to the cooperate on the Clean Truck Pro-
gram in light of the parking issue?

e Option A. 100%.
e Option B. 100%.
e Option C. 100%.

10. Geographic Use of Trucks. To what extent will each option ensure that the trucks
financed via the Clean Truck Grant Program meet minimum usage requirements in port
drayage?
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Description & Analysis

The purpose of the Clean Truck Grant Program is to assist the drayage industry in overcom-
ing its lack of capital in acquiring clean trucks. It is thus reasonable for the ports to insist that
trucks financed with their assistance meet minimum mileage percentage requirements for
work in port drayage. The issue is the extent to which different options will result in more
effective compliance on this issue.

Specifically, LMC will be responsible for having trucks financed under the Clean Truck
Grant Program, whether company or IOO owned, used in port drayage in the SCAQMD for a
minimum -percentage of their annual mileage. The measurement of conformance with this
requirement will be established using such parameters as total miles driven, geographic range
of trips, and frequency of trips to the ports. The third party institution undertaking the Clean
Truck Grant Program would be required to monitor this measure for each truck it finances.
Information from the vehicles would have to be taken from the AVLs and RFIDs and up-
loaded to institution. It would report lack of compliance to the LMCs and the ports.
Ultimately, the third party institution could be asked by the ports to repossess a truck.

Option A. This approach would have all trucks owned directly by the LMCs. Under it, the
minimum port drayage usage by trucks financed through the Clean Truck Grant Program would
be enforced as follows:

e Usage Reporting

Under the terms of their grants, the LMCs would be required to upload to the third
party institution the total mileage, geographic range of use, frequency of port entry
and other pertinent data of trucks financed via the Clean Truck Grant Program.

e Enforcement

Based upon the data received from LMCs, the third party institution would determine
whether the trucks financed by the Clean Truck Grant Program are being used in port
drayage the required share of the time. If not, this fact would be reported to the LMC
and the ports. The third party institution could eventually determine that a truck is so
far in violation that it needs to be repossessed.

Option B. This approach would have the trucks owned by I0Os working under the auspices of
LMCs. Under it, the minimum port drayage usage by trucks financed through the Clean Truck
Grant Program would be enforced as follows: '

e Usage Reporting

In this model, the IOOs own the trucks. Their agreements with their LMCs would al-

~ low the downloading of usage data from the RFIDs and AVLs on their vehicles. For
those 10O trucks financed via the Clean Truck Grant Program, the LMCs would need
staff people capable of downloading total mileage, geographic range of use, fre-
quency of port entry and other pertinent data from these trucks and uploading it to the
third party institution. '

e Enforcement

Based upon the data received from LMCs, the third party institution would determine
whether the I0OO owned trucks financed by the Clean Truck Grant Program are being
used in port drayage for the required share of the time. If not, this would be reported
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to the I00s, the LMCs and the ports. The third party institution could eventually de-
termine that an [OO’s truck is so far in violation that it needs to be repossessed.

Option C. Under this option, most trucks would be under the control of IOOs “grandfathered”
into the Clean Truck Program. To the extent LMCs cannot find I0Os on the initial list, the
trucks driven by employee-drivers would have to be owned by the LMCs. Under this approach,
the minimum port drayage usage by trucks financed through the Clean Truck Grant Program
would be enforced as follows:

Usage Reporting

To the extent, the IOOs own trucks financed by the Clean Truck Grant Program, their
agreements with their LMCs would allow the downloading of usage data from the
RFIDs and AVLs on their vehicles. The LMCs would need staff people capable of
downloading total mileage, geographic range of use, frequency of port entry and other
pertinent data from these trucks and uploading it to the third party institution. To the
extent the LMC owns the trucks, it would upload the usage data on its own trucks to
the third party institution.

Enforcement

To the extent the third party institution receives data on the usage of IOO trucks fi-
nanced via the Clean Truck Grant Program, the same enforcement mechanisms in
option B would apply. To the extent data is about company owned trucks, the en-
forcement processes in option A apply. In either case, the third party institution
would send appropriate warnings and could eventually decide that a truck that is so
far out of compliance that it should be repossessed.

Implementation

1. Success. To what extent will each option ensure that the truck drayage use requirements
would be implemented?

Exhibit 1 -

Option A. As the LMCs own the trucks, they can directly download data on truck
usage from their vehicles and upload it to the third party institution. They will need
staff able to do so. The third party institution would have rules to determine if a truck
financed by the Clean Truck Grant Program is out of compliance. It could warn the
LMC if this is occurring. The LMC would be under pressure to comply as it needs
the use of the truck.

Option B. As the IOOs own the trucks, their agreement with the LMC would allow
the company to regularly download the information needed to determine if they are
complying with the Clean Truck Grant Program. The LMC will need staff able to do
this as well as to upload the information to the third party institution. The third party
institution would have rules to determine if an IOO truck financed by the Clean Truck
Grant Program is out of compliance. It could warn the LMC if an IOO’s vehicle is
not in compliance. The IOO would be under pressure to comply as it needs the use of
the truck.

Option C. To the extent that the LMCs use 100s, the System is designed to ensure
that IOOs comply with the port usage requirements as in option B. To the extent
drivers from the initial list are not available and the LMCs must hire employee-
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drivers and own the trucks, it is the LMCs that need to comply. In either case, the
LMCs and/or IOOs would be under pressure to comply or lose their vehicles.

2. Timeliness. Will there be delays in implementing truck usage requirements that might slow
down the Clean Truck Program?

e Option A. There should be no delay in implementing the program once usage pa-
rameters are set, the reporting systems between the LMCs and the third party
institution are created and the LMCs have staff able to handle the software systems.

e Option B. There should be no delay in implementing the program once the usage pa-
rameters are determined, the reporting systems between the IOOs and the LMCs are
designed as well as the reporting systems between the LMCs and the third party insti-
tution. Also, the LMCs must have staff able to manage the software systems, and the
I0O0s must agree to regularly allow the LMCs to download data from their trucks.

o Option C. To the extent the firm continues to use I0Os, option B would apply. To
the extent the firm must own its own trucks and have employee-drivers, option A
would apply. In both cases, the vehicle’s usage would be reported to the third party
institution and the truck’s registered owner and the LMCs would be under pressure to
ensure they are complying with port drayage use requirements.

3. Effectiveness. How well will the truck usage requirements be managed under each option?

e Option A. With LMCs owning the trucks, the process of downloading usage data
and sending it on to the third party institution should be very efficient. The ability of
the third party institution to warn an LMC about a vehicle being out of compliance,
and its power to ultimately repossess a truck, provide enforcement discipline.

e Option B. With IOOs owning the trucks, the ability of the LMCs to download usage
data and send it on to the third party institution should be relatively efficient. The ex-
tra step required is for IOOs to cooperate in having this done as per their agreements
with the LMC under whose auspices they are working. Meanwhile, the ability of the
third party institution to warn an LMC that an IOOs vehicle is moving out compli-
ance, and the institution’s power to ultimately repossess a truck, should provide
enforcement discipline on the LMC and the 100.

o Option C. To the extent that the LMCs continue to use I0Os, their situation would
be the same as option B. To the extent drivers from the initial list are not available
and they must hire employee-drivers and own the trucks, it would be the same as in
option A. In either case, the system would should be effective in enforcing truck us-
age requirements. :

4. LMC Costs. What will happen to the cost of operation of LMCs under each option?

e Option A. The LMCs will need to have staff members who can handle the
downloading of data from their trucks and the uploading of it to the third policy insti-
tution. If a truck is moving out of compliance, these people will also need to
coordinate with schedulers to ensure that trucks are kept in compliance.

e Option B. The LMCs will need to have staff members who can handle the
downloading of data from the trucks of their IOOs and the uploading of these data to
the third policy institution. If an IOO’s truck is moving out of compliance, the staff
members will need to coordinate with schedulers to ensure that trucks are being kept
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in compliance. This will likely be a more difficult and costly job than with company-
owned trucks, since I0O0Os may or may not want to take specific loads and they can
work for more than one firm.

e Option C. To the extent that the LMCs continue to use IOOs, their situation would
be the same as option B. To the extent drivers from the initial list are not available
and they must hire employee-drivers and own the trucks, it would be the same as in
option A. In either case, the system would likely be more difficult and thus costly in
enforcing drayage usage requirements for [OOs than for their company owned trucks.

5. Average LMC Size. What will happen to the size of LMCs under each option?

e Option A. There will likely be the need for extra staff to handle the data systems for
monitoring truck usage and for coordinating truck usage with schedulers to ensure
compliance. This will increase the cost of operations for the LMCs. Combined with
other similar small increases in costs, this could cause some industry consolidation.

e Option B. Same as option A except the costs will likely be greater due to the diffi-
culty of coordinating truck usage among 10Os that may not always wish to undertake
some loads and may work with more than one LMC. That would add to the pressures
for consolidation.

e Option C. Same as option B.
6. LMC Participation. What will be the willingness of LMCs to stay in drayage?

e Option A. Cost will force some LMCs out of the sector.
¢ Option B. Cost may force more LMCs out of the sector.
e Option C. Cost will force more LMCs out of the sector.

7. Program Management. Will an option make it easier or harder to administer the program?

e Option A. The fact that LMCs directly own the trucks makes it relatively easy to ob-
tain the data needed to track truck usage and report it to the third party institution.
The third party institution would be dealing with a limited number of LMCs to inform
them that trucks are moving out of compliance.

e Option B. The fact that IOOs own the trucks makes it one step more complicated to
obtain the data needed to track truck usage since the LMCs must get it from the I0Os
before reporting it to the third party institution. The third party institution would be
working through a limited number of LMCs and using them to inform their IOOs that
‘their trucks are moving out of compliance. However, it would have to deal with a
large number of IOOs should it need to repossess vehicles. Meanwhile, the LMCs
face a more difficult task in administering the program since they must track 100
trucks owned by drivers who can refuse loads and work with more than one firm.

e Option C. The difficulties are similar to option B for IOO owned trucks. The man-
agement issue for LMCs would be somewhat easier as part of their fleet would be
company owned.

8. Maximize Return. To what extent will an option maximize the port’s financial effort?

e Option A. The system can act efficiently.
e Option B. The system can act slightly less efficiently but still accomplish the task.
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e Option C. The system can act slightly less efficiently but still accomplish the task.

9. Cooperate. To what extent will groups be willing to the cooperate on the Clean Truck Pro-
gram in light of truck usage requirements?

e Option A. 100%.
¢ Option B. 100%.
¢ Option C. 100%.

11. Insurance. To what extent will each option ensure that the ports are being adequately
covered for any liability arising from their role in the oversight of what trucks can enter the ports
and who can get help in acquiring? What level of collision insurance should be carrier on trucks
funded by the Clean Truck Grant Program?

Description & Analysis

Most of the trucks acquired via the Clean Truck Grant Program could not have been bought by
their registered owners without the assistance of the ports. Given recent horrific accidents, the
ports have an interest in being protected from liability arising from their participation in the
process, as does the third party institution overseeing the program. A policy limit of $5 million
has been suggested as part of the Clean Truck Grant Program. *® The contracts would require
that the ports and third party institution be named as additional insureds. Meanwhile, another
condition of the Clean Truck Grant Program would be for the borrowers to have collision insur-
ance equal to the value of the trucks financed for them by the program.*®

Option A. This approach would have all trucks owned directly by the LMCs. Under it, the in-
surance provisions on trucks financed through the Clean Truck Grant Program would be
enforced as follows:

e Insurance Requirements

Under the terms of their Clean Truck Grant Program contracts, the LMCs would be
required to have $5 million in liability insurance with the ports and the third party in-
stitution named as additional insured. They would also be required to have collision
insurance equal to the value of the vehicles acquired via the grants.

o Enforcement

If the LMCs failed to maintain this insurance, it would be a violation of their con-
tracts for the trucks and the third party institution could repossess them.

Option B. For the IOOs operating under the auspices of an LMC to be eligible for Clean Truck
Grant Program funds, the LMC must first agree to contract provisions with the third party institu-
tion. The third party institution’s contract with the ports to administer the program has a
provision under which the ports agree to assist it in enforcing its contracts for the program:

¢ Insurance Requirements

2 The extra cost per truck for $5 million policy as opposed to a $1 million policy would be between $1,800 and
$2,000 per tractor. The smaller the fleet, the more cost. For example, an LMC with 40 tractors probably will pay
$2,000 extra per truck or $80,000 more per year for the larger policy. A fleet with 100 tractors would likely pay an
extra $1,800 per truck or $180,000 more per year.

30 Collision insurance runs at 2 1/2 % of the value subject to a $1,000 deductible. For a year, physical damage in-
surance on a $100,000 tractor would be $2500. It would go down each year as the value of the tractor fell.
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Under the terms of their Clean Truck Grant Program contracts with the third party in-
stitution, the LMCs would be required to have $5 million in liability insurance to
cover trucks financed by the program and driven by I0Os under their auspices. The
ports and the third party institution would be named as additional insured. In addi-
tion, the IOOs would be required to have collision insurance equal to the value of the
trucks acquired via the grants.

o Enforcement

If the LMCs failed to maintain this insurance, it would be a violation of their con-
tracts with the third party institution. It could request that the ports help enforce this
provision by barring IOO trucks that were to be covered by the LMC’s policy from
entry into the ports. The IOOs could still operate under the auspices of a different
LMC that agreed to offer their liability coverage.

If the IOOs are not current on their collision insurance, the third pafty institution
could repossess their vehicles.

Option C. Under this option, most trucks would be controlled by I0Os “grandfathered” into the
Clean Truck Program. To the extent LMCs cannot find IOOs on the initial list, the trucks driven
by employee-drivers would have to be owned by the LMCs. Under this approach, the insurance
provisions on trucks financed through the Clean Truck Grant Program would be as follows:

e Insurance Requirements

Under the terms of their Clean Truck Grant Program contracts with the third party in-
stitution, the LMCs would be required to have $5 million in liability insurance to
cover trucks financed by the program and driven by I0Os under their auspices. They
would be required to have the same insurance on any company trucks acquired via the
program. The ports and the third party institution would be named as additional in-
sured. In addition, the IOOs would be required to have collision insurance equal to
the value of the trucks acquired via the grants. The LMCs would be required to have
this insurance on vehicles it acquired under the program.

¢ Enforcement

If the LMCs failed to maintain this insurance, it would be a violation of their con-
tracts with the third party institution. It could request that the ports help enforce this
provision by barring trucks that were to be covered by the policies from entry into the
ports. The IOOs could still operate under the auspices of a different LMC that agreed
to offer their liability coverage. If this provision was violated for LMC owned trucks,
the third party institution could repossess their trucks.

If the IOOs or the LMC are not current on their collision insurance, the third party in-
stitution could repossess their vehicles.

Implementation

1. Success. To what extent will each option ensure truck insurance requirements are met?

e Option A. As the LMC would be the registered owner of the trucks being insured, it
would be a straightforward policy transaction to fill the provisions of the agreement
- with the third party institution that is administering the Clean Truck Grant Program.
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Option B. In this case, the IOOs own the trucks and would need to have collision in-
surance to cover the value of the vehicles acquired under the Clean Truck Grant
Program. The liability issue is more complex. Under the terms of the LMCs contract
with the third party institution, it would be required to maintain liability policies cov-
ering 10O trucks operating under its auspices. If it failed to do so, the agreement
between the third party institution and the ports would come into play with the ports
having agreed to bar gate access to trucks in violation of Clean Truck Grant Program
provisions negotiated by the third party institution. The IOOs could still operate un-
der the auspices of a different LMC that agreed to offer their liability coverage.

Option C. Same as option B for IOO owned trucks. Same as option A for company
owned trucks.

2. Timeliness. Will there be delays in implementing truck insurance requirements that might
slow down the Clean Truck Program?

Option A. There should be no delay in implementing the Clean Truck Program as
the insurance provisions are directly between the third policy institution administering
the grant program and the LMCs that are the registered owners of the trucks.

Option B. There may be some delay in implementing the Clean Truck Program as
the insurance provisions involve contracts between the port and the third party institu-
tion administering the grant program as well as contracts between that institution and
the LMCs under whose auspices IOOs are acquiring trucks.

Option C. To the extent the firm continues to use I00s, option B would apply. To
the extent the firm must own its own trucks and have employee-drivers, option A

- would apply.

3. Effectiveness. How well will truck insurance requirements be managed under each option?

Option A. There should be no loss of effectiveness in implementing the Clean Truck
Program as the insurance provisions are directly between the third policy institution
administering the grant program and the LMCs that are the registered owners of the
trucks.

Option B. There may be a loss of effectiveness in implementing the Clean Truck
Program due to the insurance provisions involving both contracts between the ports
and the third party institution administering the grant program as well as contracts be-
tween that institution and the LMCs under whose auspices IOOs are acquiring trucks.

Option C. To the extent the firm continues to use I00s, option B would apply. To
the extent the firm must own its own trucks and have employee-drivers, option A
would apply.

4. LMC Costs. What will happen to the cost of operation of LMCs under each option?

Option A. The insurance provisions will cause extra costs to LMCs for their colli-
sion and liability insurance.”!

Option B. The insurance provisions will cause extra costs to LMCs for their liability
insurance.

3! See footnote 29, page 65
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e Option C. The insurance provisions will cause extra costs to LMCs for their liability
insurance. If the LMCs are required to have company trucks, their costs would be
higher due to their need to carry collision insurance.

5. Average LMC Size. What will happen to the size of LMCs under each option?

e Option A. The insurance provisions will likely cause some consolidation in the
drayage sector due to the extra costs to LMCs of their required collision and liability
insurance coverage.’>

e Option B. The insurance provisions will likely cause some consolidation in the dray-
age sector due to the extra costs to LMCs of their required liability insurance
coverage.

e Option C. The insurance provisions will likely cause some consolidation in the dray-
age sector due to the extra costs to LMCs of their required liability insurance
coverage. If the LMCs are required to have company trucks, their costs would be
higher due to their need to carry collision insurance.

6. LMC Participation. What will be the willingness of LMCs to stay in drayage?

e Option A. Extra liability and collision insurance costs will force some LMCs out of
the sector.

e Option B. Extra liability costs may force some LMCs out of the sector.

e Option C. Extra liability costs will force some LMCs out of the sector. If company
trucks are required, extra collision insurance costs may add to the difficulty.

7. Program Management. Will an option make it easier or harder to administer the program?

e Option A. The fact that LMCs directly own the trucks would make it straightforward
for the third party institution to administer its insurance requirements under the con-
 tracts for the Clean Truck Grant Program.

e Option B. The third party institution would have straightforward oversight of colli-
sion insurance contract provisions agreed to by IOOs that have acquired trucks via the
Clean Truck Program Grant. Administration of liability insurance provisions would
be more complex since they involve the two stage contract relationship between, first,
the third party institution and the LMCs under whose auspices trucks have been ac-
quired, and second, the contract with the third party institution and the ports. That
agreement would have the ports bar gate access to trucks in violation of Clean Truck
Grant Program provisions. The IOOs could still operate under the auspices of a dif-
ferent LMC that agreed to offer their liability coverage.

e Option C. The insurance difficulties for LMCs would be similar to option B for I0O
owned trucks. They would be the same as option A for trucks that the LMCs have
acquired as company owned.

8. Maximize Return. To what extent will an option maximize the port’s financial effort?

e Option A. The system can act efficiently.

¢ Option B. The system would be somewhat cumbersome to administer.

32 See footnote 30, page 65
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e Option C. The system would be somewhat cumbersome to administer.

9. Cooperate. To what extent will groups be willing to the cooperate on the Clean Truck Pro-
gram in light of the truck insurance issue?

¢ Option A. 100%.
¢ Option B. 100%.
e Option C. 100%.
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APPENDIX A

Results of the Driver Preference Survey
Conducted October 25 — November 1, 2007

Summary

At the request of the two ports, a second random survey of 140 drivers was undertaken to more
deeply probe the question of the willingness of IOOs to become employees. The data were gath-
ered at the port gates during lunch time or at 5 PM. The results have very important implications
for port throughput. This is the case due to the significant number of IOO drivers who indicate
that they are unwilling to become employees and have specific ideas of what they would do if
forced to make the change. '

The raw (unweighted) results show 50% of the IOOs are not willing to become employees under
the stated conditions. When the Maybe/Uncertain responses are allocated to yes and no, the raw
responses indicate that 60% of the IOOs will not become employees

Significant is the result when the responses are weighted by the calling frequency reported in the
survey. The weighted response indicates that 52.2% would not become employees and this
grows to a 65% no; 35% yes split when the Maybe answers are allocated.

Respondents were also asked about their view of requiring employee drivers. 46% thought it
was a bad or very bad idea.

Survey Methodology

This survey followed the protocols of the prior survey. Arrangements were made with terminal
operators to be at the gates either during lunchtime or at 5 PM. Due to time constraints, the sur-
veys were conducted at the Evergreen and CUT terminals only. Drivers were solicited to
participate in the survey either in their trucks or at the lunch wagons. A $10 incentive was of-
fered for their participation. Bilingual (in Spanish) interviewers conducted the survey. The $10
incentive was paid at the conclusion of the survey. The survey participants were limited to
Independent Owner Operators (I00Os); no employee drivers were interviewed. The question-
naire that was used by the interviewers is at the end of the analysis of the results.

Survey Results

1. Port Calling Frequency

The average respondent indicated they called at the ports 14.4 times a week with a median
response of 12 times per week. Only three respondents (including one that did not answer
this question) called less than 3.5 times per week.

2. Willingness to Become an Employee

The unweighted (raw) responses to the question regarding willingness to become employees
at a wage rate of $20/hour plus the benefits as described were:

45 (32.1%) Yes

70 (50.0%) No ,

25 (17.9%) Maybe/Uncertain
140 (100.0%) Total responses
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Allocating the Maybe/Uncertain responses in proportion to the yes/no responses yields the
following:

39.1% Yes

60.9% No

The calling frequency from Question 1 allows the responses to be weighted to reflect the
relative importance of each respondent to the ports’ drayage. Thus a driver calling at the
ports say 20 times per week would be weighted at 20, while one calling 3 times a week
would be weighted at 3. This reflects that the more frequent caller’s response is 20/3 or 6.67
times more important than the less frequent caller. Using weighted responses, the distribu-
tion of answers is:

28.4% Yes

52.2% No

19.4% Maybe/Uncertain

Again allocating the Maybe/Uncertain responses in proportion to the yes/nos yields the fol-
lowing:

35.3% Yes

64.7% No

For the 70 no respondents, i.e. unwilling to become an employee, interviewers ask “What
would you do if you were unable to enter the ports?” Responses were semi-structured with an
“Other” answer possible. The results were:

e 12 (17%) Become an over the road I00
e 13 (19%) Seek non-drayage local driving work
o 21 (30%) Relocate, some identifying specific locations, e.g. TX, AZ
e 19 (27%) Leave trucking for another type of job
o 6 identifying specific occupations or companies

o 13 not identifying alternative

5 (7%) Don’t Know or made no specific response.

3. Truck Retention

The distribution of responses to the question of the respondent’s willingness to sell their
truck at its fair market value if they were employees was:

64 (46.4%) Yes

40 (29.0%) No

34 (24.6%) Maybe/Uncertain
138 Total responses

29 of the 34 Maybe/Uncertain respondents indicated they would need to know a specific
price before deciding.
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4. Overall Reaction to Employee Concept

Reaction to the idea that port truckers might have to become employees was measured on a
five-point scale. The possible responses to question “How do you feel about the idea that
port truck drivers might have to be employees to drive into the ports?” were: “This is a very
good idea, this is a good/OK idea, I don’t know about this idea or other neutral responses,
this is a bad idea and this is a very bad idea.” Respondents were read the entire list of poten-
tial responses and ask to select -one. There were 137 responses to this question as follows:

20 (14.6%) This is a very good idea

21 (15.3%) This is a good idea

33 (24.1%) I don’t know/no opinion/neutral

30 (21.9%) This is a bad idea

33 (24.1%) This is a very bad idea

Adding the sub-categories together:

29.9% Total “good idea”
24.1% Neutral
46.0% Total “bad idea”

Survey Instrument

Are you an Independent Owner Operator who owns or leases your truck?

If NO, discontinue interview.

1. On average how many times per week do you come to either the POLA or POLB?
(Total including both ports together)

2. What location do you go to most often? (location of container delivery from the Port or
pick up to go to the Port) (geographical location, city) ‘

Locations vary. No “most common” destination

3. There are a lot of changes going on at the Ports. One of the options being considered is to
restrict access to the Ports to drivers who are employees of a LMC (i.e. no I0Os would
be allowed into the Ports).

IF you were paid an hourly rate of $20 per hour and drove either a company truck or had your
truck’s expenses completely covered, and were given employee benefits such as health insurance
for yourself (not your family), paid vacations, sick leave, workers compensation insurance and
state disability insurance? If this were the case, would you be willing to become an employee
(that means giving up your status as an 100)

Yes No Maybe/ Uncertain

IF NO to Q3.

 Under this option, drivers who are not employees would not be allowed into the Ports. So my
question is what else do you think you would do if you could not enter the port? Possibilities in-

clude:

Become an “over the road” or “long haul” driver
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Seek work from local LMCs who offer non-port drayage work. LMC Name?

Move to another location to drive there. Where?

Leave trucking for another occupation. Specifically?

Other

4. If you were to become an employee, would you be willing to sell your truck for its fair
market value to your LMC-employer?

Yes No Maybe/ Uncertain
IF Maybe/Uncertain to Q4.
What would cause you to make a yes or no decision to sell your truck?
Need to know a specific price
Need to know who I would work for
____ Depends on whether I can get non-port trucking work

Other

5. Having thought about these questions, how do you feel about the idea that port truck
drivers might have to be employees to drive into the ports? Please answer based on the
following: (Interviewer to read list)

This is a very good idea
This is a good/OK idea
I don’t know about this idea (Or other neutral answers)
This is a bad idea
This is a very bad idea
Why do you feel this way?

Thank you for your time.
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Appendix B
Market Factors In Obtaining Needed Port Drayage Drivers

Driver Need. There are several reasons why LMCs heavily involved in port drayage will likely
need to augment their supply of drivers from firms not primarily involved in the drayage busi-
ness. Of their 16,800 drivers, these include estimated losses due to TWIC (average of 2,500-
3,700 range = 3,100), the need for drivers to accommodate port growth (3,400), a year’s worth
of driver losses due to 11% normal turnover (1,850). The number of drivers that port drayage
LMCs would have to attract from LMCs not heavily involved in port drayage would thus be
8,350. ‘

Potential Sources of Supply. Largely, the drayage LMCs would look for drivers from two
groups. First, there are employee drivers working in Southern California. In 2007, EDD esti-
mated that number at 73,090 (Exhibit A below). Second, there are I00s working in Southern
California outside of port drayage companies. In 2005, the U.S. Census Bureau used U.S. Inter-
nal Revenue Service data to estimate that number at 37,194. However, this would have included
the 16,800 in port drayage. Deducting them, the number of I0Os not at the ports would be
20,394 (Exhibit B below). Combined with the estimate of all drivers, the total supply of drivers
not involved as IOOs with port drayage firms can be estimated at 93,484.

In effect, the port drayage LMCs would be looking to entice 8,350 drivers out of 93,484 working
either as employees or IOOs of non-port drayage firms. That would represent 8.9% of all
drivers outside of port drayage or one of every 11.2 drivers.

Historically, a third source of drivers has been available to the LMCs. This has been the large
number of immigrants, largely from Mexico and Central America, who have entered the sector.
However, that group has become problematic. In the past, they could become port drayage I00Os
with an aging for about $12,000 truck. Under the Clean Truck Program, they will be required to
come with at least a used 2007 truck costing about $50,000. That will represent a significant
barrier for them. In addition, there is the intensive U.S. debates abouit restricting immigration,
reducing illegal immigration and national security (TWIC).

D A edia bloyee P23 0 alITo 2 0
) s =¥ O acto alle @ U0
County Median Income Hourly Rate Employee Drivers Driver Share

Los Angeles $36,858 $17.72 31,800 43.5%
Orange $39,021 $18.76 8,450 11.6%
Ventura $37,752 $18.15 3,000 4.1%
San Diego $40,830 $19.63 6,750 9.2%
Inland Empire $40,206 $19.33 i 23,090 31.6%
So, Calif; (6:Counties) ~ $a38569| s18.54] 73,000 100.0%
100s - Dr. Monaco' $37,098 $12.37

I00s - CGR' $29,000 $11.60

(1) IOO data for Monaco was for 2006. It was increased 1.5% for 2007 estimates.

Source: CA Employment Development Department Occupation Employment Survey, 2007; CGR Management
Consultants; Kristen Monaco, Ph.D. CSU Long Beach

Port Drayage 100 Pay. When port drayage I0Os go to the market to acquire drayage drivers,

they will encounter a problem. Currently, work at the ports, based upon the earnings and hours
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of service attributable to I0Os, has IOOs earning from $11.60 to $12.37 per hour. These figures
were calculated as follows: ’

¢ Dr. Kristen Monaco of California State University Long Beach surveyed drivers as
they entered the port gates and found that 2006 median net pay was $36,550.* She
also found that pay had risen 1.5% per annum from 2003-2006. Applying that rate to
her 2006 pay levels yielded a 2007 estimated median of $37,098. Using that figure,
and the fact that Dr. Monaco found that the IOOs she interviewed worked an average
of 60 hours per week, 50 weeks a year, the median hourly pay was calculated at
$12.37.3* As entrepreneurs, these drivers do not have paid vacation, employer paid
social security, employer paid workers compensation insurance or health insurance.

¢ CGR Management Consultants interviewed drivers in early 2007 and partially veri-
fied their data with tax returns. They found a 2007 median income of $29,000. The
lower annual pay levels appear to be explained by the fact that the drivers cited an av-
erage workweek of 50 hours versus 60 hours for Dr. Monaco.®® This difference may
be accounted for by the fact that they were interviewed at LMC locations and may
have been short haul drivers waiting to be sent for loads. Using the 50 hour work-
week, CGR found the I00s median hourly earnings of $11.60. Again, as self-
employed workers, they do not have paid vacation, employer paid social security,
workers compensation or health insurance. Note: For drivers recording 35,000 or
more miles, the CGR work found that 14.1% earned $40,000 to $75,000. For these
I0Os, average compensation is $16 to $30 per hour.

When the port drayage LMCs that have been employing these IOOs go to the market for more
drivers, they will have to compete with LMCs paying more than this. The burden will be a
strong one, given that they will need to capture one of every 11.2 such drivers.

Southern California Employee-Driver Pay. As indicated, the largest number of heavy duty
truck drivers (73,090) are working as employees. The best available data on their pay scales is
from the California Employment Development Department (EDD) through its Occupational Em-
ployment Survey (OES). The relevant category is OES 533032: Truck Drivers Heavy or Tractor
Trailer.

As a group, the median pay of heavy truck drivers in Southern California (one-half above/one-
half below) was $38,569 based upon a 40 hour workweek, 52 weeks a year (Exhibit A). By
county, Los Angeles had the largest number of drivers (31,800, 43.5%) and the lowest median
(336,858, 817.72 per hour) pay. The Inland Empire had the second largest number of drivers
(23,090, 31.6%) and the second highest median ($40,206; 319.33 per hour) pay, just under San
Diego County (340,830, 319.63 per hour).

Non-Port Drayage 100 Pay. A smaller potential source for new port drayage drivers would be
IOOs located in Southern California that are not currently working with port drayage LMCs
(20,394). Here, non-employer firms in NAICS code 484 (truck transportation) are the relevant
companies (/OOs). Primarily, they were identified by the U.S. Census Bureau using Schedule

33 Incentivizing Truck Retrofitting in Port Drayage: A Study of Drivers at the Ports of Los Angeles and Long Beach,
Kristen Monaco, Ph.D., Department of Economics, California State University Long Beach, January 2007, p. 23.

* Monaco, p. 19.

3 A Survey of Drayage Drivers Serving the San Pedro Ports, CGR Management Consultants LLC, March 26, 2007.
Available at http://www.gatewaycog.org/publications, p. 24 at http://www.gatewaycog.org/publications.
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“C” tax filings with the U.S. Internal Revenue Service.® According to the Census Bureau, there
were 37,194 such IOOs in Southern California during 2005 (Exhibit 19).>” Taking out the
16,800 working in port drayage, the net would be 20,394. Other than Los Angeles County,
where most I0Os are likely involved in port drayage, the largest supply was the 11,174 IOOs in
the Inland Emplre (30.0%).

Exhibit B.-Estimated Hourly Rates, 2005 to 1% Qtr. 2007

Non Employer Truckmg Firms, Southern Callforma

Market Firms R'[otal Average Estlmated Estlmate . EstilﬁatedA 2003-2005
evenue Gross Revenue | Net Revenue | Hourly Rate 2005 Hourly Rate 1Q2007 Rate

Los Angeles County 22,897 | $1,857,664,000 $81,131 $31,409 $12.56 , : | 8.00%
Orange County 2,497 |  $228,418,000 $91,477 $35,414 $14.17| 6.17%
San Diego County 2256|  $210,470,000 $93,293 $36,117 $14.45| 8.08%
Ventura County 626 $59,727,000 $95.411 $36,937 $1477| 7.91%
Inland Empire 11,174 | $1,194,530,000 $106,903 $41,386 $1655| 7.37%
Southern Callfornla 1 37_,_19,4 $3,340,339,000 ” $891809 . B $34,768 , - <$1 3.‘93' . 8.07%
Port Drayage I00s 16,800
Non-Drayage I00s | . 20,394 |

Source: Non-employer Statistics, 2005 Transportation & Warchousmg, NAICS 484 Tmck Transportatlon U S. Census Bureau

The 2005 gross revenues for these IOOs averaged $89,809. Using the 38.7% ratio of median
gross income to median gross revenues for I0Os found by CGR in their 2007 study,*® it is esti-
mated that these IOOs had net revenues of $34,768 in 2005. Assuming 50 hours per week for 50
weeks of work, the estimated hourly rate was $13.91 in 2005. Based upon the rate of increase
found in revenues found by the Census Bureau of 8.07%, the first quarter 2007 rate is an esti-
mated $15.32. Note, the rate in Los Angeles County ($13.83 in 2007) was consistent with the
findings of Monaco (§/2.37 in 2006). Also, note that the rate in the Inland Empire, where the
second largest share of these IOOs was located, was estimated at $18.09.

Competition To Acquire Port Drayage Drivers. For port drayage LMCs, to obtain an 8.2%
share of non-port drayage drivers to make up for their losses, they will have to compete in the
open market with non-drayage LMCs that are already paying more than they are. One source
would be the Inland Empire. Here, they could try and convince I0OOs to work with them. For
instance, port drayage LMCs might offer to pay Inland Empire IOOs a net of $5,000 more to
work with them than their current LMC. That would seem like a sufficient incentive to over-
come some of the resistance to commuting daily to the ports. Such a boost would require an
average 2007 net income increase of 11% from $45,233 (50 hours a week, 50 weeks a year at
$15.32) to $50,208. This would represent an hourly net of $20.08.

3 Non-employer Statistics data originate from administrative records of the Internal Revenue Service (IRS). Data
are primarily comprised of sole proprietorship businesses filing IRS Form 1040, Schedule C, although some of the
data is derived from filers of partnership and corporation tax returns that report no paid employees. These data un-
dergo complex processing, editing, and analytical review at the Census Bureau to distinguish non-employers from
employers, correct and complete data item.

37 Nén-employer Statistics, 2005 transportation and warehousing Census Bureau, for Southern California’s counties.
http://www.census.gov/epcd/nonemployer/

38 A Survey of Drayage Drivers Serving the San Pedro Ports, CGR Management Consultants LLC, March 26, 2007.
Available at http://www.gatewaycog.org/publications, p. 24.
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Another opportunity might be for port drayage LMCs to convince some of the employee-drivers
in the Inland Empire to work for them. Here, they would be trying to tap a potential pool of
some 23,090 drivers, many likely working for long haul trucking firms. Their current hourly
compensation can be derived as follows:

e With the median at $40,206, the hourly rate being paid to these drivers was $19.33
per hour based upon the 40 hours a week, 52 weeks a year used by EDD (2080
hours). If a 2,000 hours of work a year is assumed (40 hours x50 weeks) with 80
hours of paid vacation (40 hours x 2 weeks), vacation pay is worth $0.74 per hour.

e In 2007, the employer paid social security tax at 7.65% represents $1.48 per hour
based upon the median pay of $19.33.

e The employer must pay California SDI at 0.6%. For the median rate of $19.33 per
hour, that amounts to $0.12 per hour. The combined unemployment insurance and
WIB rate is 3.6% to a maximum of $7,000 or an average of $0.12 per hour for 2,080
hours a year.

e Using the same workers compensation insurance rate of $8.63 per $100 of payroll
cited earlier, the benefit is worth $1.67 per hour based upon the $19.33 median pay.

. Allowmg for the same medical insurance benefit discussed earlier with the employer
paying $4,014 for 89.1% of the cost of a PPO plan, the benefit would be worth $1.93
per hour at 2,080 hours per year.

Combining the $19.33 median hourly rate with vacation pay, employer’s social security contri-
bution, SDI, unemployment & WIB, workers compensation insurance and health benefits would
mean that the average heavy duty employee truck driver in the Inland Empire is effectively earn-
ing median pay of $24.64 an hour. However, not all drivers earn the median. According to
EDD, the bottom 25% of the Inland Empire’s heavy truck drivers (5,773) earned an average of
$15.96 per hour. That would put the bottom 37.5% (8,656) earning an estimated $17.65 per hour
or less. Using calculations similar to those above, that rate would be worth $22.67 per hour to a
worker including $5.03 in benefits. That combined package should be sufficient to lure some of
the 8,656 workers making /ess than that into port drayage from the inland region’s general truck-
ing industry with the pay equal to $47,163 per yéar.

A third source might be Los Angeles County’s 31,800 heavy truck employee-drivers. As indi-
cated, by comparison to drivers in other Southern California counties, they make less money
probably because many are already working in short haul trucking. Their hourly compensation
can be derived as follows:

e With the median at $36,858, the hourly rate being paid to these drivers was $17.72
per hour based upon the 40 hours a week, 52 weeks a year used by EDD’s in its cal-
culations (2080 hours). This can be assumed to be 2000 hours of work (40 hours x50
weeks) and 80 hours of paid vacation (40 hours x 2 weeks). Vacation pay is thus
worth $0.68 per hour.

o In 2007, employers must pay half of the social security tax for their employees or
7.65% on income up to $92,000. That represents $1.36 per hour based upon the me-
dian pay of $17.72.

e Employers must pay California state disability insurance (SDJ) and unemployment in-
surance including a workforce investment board rate. The SDI rate is 0.6%. For the
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median rate of $17.72 per hour, that amounts to $0.11 per hour. The combined un-
employment insurance and WIB rate is 3.6% to a maximum of $7,000 or an average
of $0.12 per hour for 2,080 hours a year.

e Employers must also pay workers compensation insurance. The 2007 rate assumed
here is $8.63 per $100 of payroll. That is a modest rate for truckers (job code 7219)
quoted by Hartford Insurance Co. of the Midwest and picked from a wide array of
rates identified by the California Department of Insurance.’® That rate represents
$1.53 per hour based upon the $17.72 median pay.

e Also, drivers are likely to receive some medical insurance. According to the 2007
Health Benefits Survey by Kaiser Family Foundation, 64% of companies with three
to 199 employees that provide health insurance do so through Preferred Provider Or-
ganization coverage (PPO).4° In addition, 75% use plans that require an employee to
make a contribution.*' To cover a single person, the 2007 PPO rate had an average
cost of $4,505 per year with the employees typically paying $491 (10.97%) and em-
ployer paying $4,014 (89.1%). This benefit would be worth $1.93 per hour based on
2,080 hours per year.

Combining the $17.72 median hourly rate with vacation pay, employer’s social security contri-
bution, SDI, unemployment & WIB, workers compensation insurance and health benefits would
mean that the average heavy duty truck driver in Los Angeles County is effectively earning me-
dian pay of $22.76 an hour. Again, however, not all workers earn the median income.
According to EDD, the bottom 25% of the Los Angeles County’s heavy truck drivers (7,900)
earn $15.17 per hour or less. That would put the bottom 37.5% (11,925) earning an estimated
$16.45 per hour or less. Using calculations similar to those above, that rate would be worth
$21.27 per hour to a worker including $4.83 in benefits. That amount of hourly pay should be
sufficient to lure some of the 11,925 employee drivers workers making less than that to become
100s with port drayage LMCs. The full package would be $44,246 in salary and benefits.

Challenge. The market challenge facing port drayage LMCs will thus be to compete with non-
port drayage LMCs for their IOOs and employee drivers. They will need to move 8.9% of these
drivers (8,350 of 93,484) if they are to replace their own 10Os lost due to TWIC and natural
turnover, plus add the drivers need for port growth. That would represent a huge market shift
and it cannot be done without competing for drivers on a basis of pay.

To move I0Os from the Inland Empire, the primary alternative source, they will have to pay the
equivalent of $20.08 per hour. To capture employee drivers from the Inland Empire, they will
have to pay the equivalent of $22.67 an hour. To capture employee drivers from Los Angeles
County, they will have to pay the equivalent of $21.27 per hour.

Like it or not, the customers of the port drayage LMCs will be forced to compensate them suffi-
ciently to acquire these drivers. Otherwise, they will not be able to move their cargo.

Note: If the employee model goes into effect and just 33% of 8,200 IOOs who have stated a
preference to leave drayage LMCs rather than be employees, actually do so, the port drayage

39 California Workers' Compensation Rate Comparison, California Department of Insurance, 2007.

“® Among Firms Offering Health Benefits, Percentage of Covered Workers in Firms Offering the Following Plan
Types, by Firm Size, 2006, Health Benefits Survey, Kaiser Family Foundation, Exhibit 4-4, p. 53.

4l Average Annual Premiums for Covered Workers for Single Coverage, by Plan Type and Firm Size, 2006, Health
Benefits Survey, Kaiser Family Foundation, Exhibit 6-4, p. 63.
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LMCs will need another 2,800 drivers. In that case, the total need for drivers would be 11,150.
That would represent 11.9% of all heavy duty truck drivers not working for port drayage LMCs
or one of every 8.4.
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