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Td. (425) 486-7722 bstassoc@seanet.com Fax (425) 486-2977

January 4, 2008

Mr. Christopher Wornum
Cambridge Systematics, Inc.
555 12th Street

Suite 1600

Oakland, CA 94607

Re: Final Review of Dr. Leachman’s Port and Modal Elasticity Report

Dear Chris:

Enclosed is our final review of the Leachman report. As you will recall, we initially prepared a
draft review in December, and then received comments from Dr. Leachman. This final review is
based upon the comments by Dr. Leachman.

In general, we agree with the report findings. Puget Sound container ports have significant
competition and imposition of a fee could lead to a significant loss of container traffic. The report
focuses on imports from Asia. However, for reasons sited in the report and further enhanced in
our review, there could be an equal or greater loss to other international traffic (specifically
exports and empty containers). There may also be a loss of domestic traffic due to competition
from Prince Rupert. Decision makers should proceed with care.

| trust this submittal meets your needs. Please feel free to call if you have any questions.

Very Truly Yours,

Paul Sorensen
Principal

PO Box 82388, Kenmore, WA 98028



BST Commentson the L eachman Report*

Findings

BST Associates has reviewed the Leachman Report@mzlirs with its conclusions.
The Leachman elasticity report concludes that:

» |If fees are imposed at Puget Sound ports but nmopeting ports, the Puget Sound
ports could lose substantial volumes of cargo.

» If fees are raised at other ports, Puget Sound pould match those fees and maintain
market share.

Puget Sound import volume is very elastic with ez$po potential container fees. If
unmatched by new fees at other ports, even relptsreall fees of $60 per FEU or less
would render supply-chain channels using otherspoire economically attractive for
imports to be consumed in most of the markets &statst of the Rockies.

 BST concurs that Puget Sound container trafficeig/ \elastic based upon recent
market response patterns. Puget Sound ports ee@stly lost market share without
any imposition of user fees.

* In addition, Seattle will lose intermodal traffic Prince Rupert since COSCO has
decided to shift its US Midwest intermodal traffiom Seattle to Prince Rupert. The
province of BC and Government of Canada have subsidhe development of the
Canadian Gateway (i.e., the Federal Governmenput8590 million into the project
and the BC Provincial Government has contributesO%illion). This includes a
direct public subsidy for construction of the camtéa terminal in Prince Rupert and
inland infrastructure.

For most points east of the Rockies and north@Mlason-Dixon Line, the total
transportation costs for cargo routed through Galif ports are competitive with Puget
Sound ports, regardless of whether the cargo mdivestly in ocean containers or is
transloaded into domestic equipment. Canadian Weast ports are also very
competitive with Puget Sound ports in regard totttal transportation costs for shipping
of ocean containers to certain inland US regiofisese factors make imports quite
elastic to potential fees at Puget Sound.

* BST concurs that, for intermodal container traffiestined for the northern states
located east of the Rocky Mountains, Puget Soungpetes with other West Coast
ports in both California and British Columbia (apdrhaps Mexico when they
develop), as well with all-water services to Easli®&oast ports. The combined
ocean and ralil rates from alternative ports ardasino those via Puget Sound ports to
key inland destinations.

As fees are instituted at other West Coast pdresPuget Sound ports may choose to
match these fees and maintain market share, enpiatched, to gain market share.

* Leachman assumes that the proposed fees for Washipgrts are not used to
improve infrastructure and that fees are not raag@dmpeting ports.

! BST Associates prepared draft comments on the Leachman report, which were then reviewed by Dr. Leachman (colored
yellow in the following report). BST Associates prepared a final response based upon Dr. Leachman’s comments (BST's final
review comments are colored green in the following report).



» At the present time, a number of container cham@es being implemented or
contemplated at other West Coast ports, includogrfot limited to):

o PierPASS in Los Angeles and Long Beach, which irepasfee on containers
trucked during the day to help subsidize nighttioperations. This is an
example of a charge that improves operational todly and has increased
port productivity in Los Angeles and Long Beaclth&d charges may be used
to fund infrastructure improvements that could iover productivity, but there
is a significant temporal problem between wherfeks are paid and when the
improvements are made (it could be several years).

o Clean Air Program: Long Beach and Los Angeles tthcaritiated a $35 per
TEU charge to help pay for replacement of oldertigd) trucks. This fee
provides a benefit to the community but does n@rrave the productivity of
container movements. The Port of Vancouver hasialposed a clean air
franchise fee. It is unclear whether these changikde applied in Prince
Rupert, Mexican or East/Gulf Coast ports.

o0 The cumulative impacts of these (and other) fees hat been fully
evaluated. Some of these charges may be implednanbd¢her ports on the
US West Coast (including those in Washingtonjhdtke types of fees are
implemented at the Washington ports but not atoatipetitive ports, such as
those in Canada, Mexico, and the US East and @al$iS, further impacts to
Puget Sound’s share of container traffic couldxXpeeted.

As explained below, the Leachman findings are basealpproximately one-third of the
container traffic that moves via the Ports of Seathd Tacoma (i.e., imports from Asia).
We suspect that the impacts on exports and emfagniational containers are as
sensitive if not more so than imports. Thus, teadhman findings may under-estimate
the impacts on Puget Sound container traffic.



General Commentary

The Leachman elasticity report is based on imdoota Asia (specifically those from
China).

Dr. Leachman’s COMMENT: The entire volume of impdrbm Asia to the USA is
considered in the Leachman model and report, msitijaports from China.

BST Final Comment: Understood. The confusionsigtdnfrom the transportation costs
presented from Shanghai in Table 8. These arerappl§t a subset of the model outputs.

This is a relatively small but very important subskthe total containerized cargo base
moving through Puget Sound ports. For the Pugeh&gports, foreign imports represent
around 39% of total container volume. The remaGth% consists of empty containers
(27%)), full international export containers (19%)d domestic containers (15%). Of the
full import containers moving through Puget Sound® China accounts for around
63%. Consequently, the Leachman model addressesdir36%-25%(63%x39%f

the total container traffic moving through the Pu§eund ports.

Figure 1 — Distribution of Container Cargo by Type
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Dr. Leachman’s COMMENT: The entire volume of impaotthe USA from Asia is
considered in the Leachman model and report, naitijaports from China. | would
estimate that abou86% of total container flows through the Puget Soundpare
accounted for by imports from Asia to the USA. Mueg, the prevailing rate structures
from the US railroads impose stiff penalties orastship lines if westbound rail
container volumes through each of the major WestsCport areas (Southern
California, Northern California, Puget Sound) aretrkept in balance with eastbound
rail container volumes. Thus westbound empty cartainovements are strongly tied to
decisions on how the lines handle Asian imports.

BST Final Comment: BST concurs that relative clearig rail rates have been the key
force in shifting intermodal containers from the \®No the PSW. This practice
underscores our concerns about the impact on eg@ortl empties. Please see
additional information presented below.



This could be problematic because we expect tleaséhsitivity of exports and empties
may be greater than that for imports for the foilogweasons.

The recent trend for empty containers at Puget &@ants has shown a significant
decline in this type of traffic. From 1996 throug®06, empty containers represented
20% to 28% of total international containers (fukmpty). Generally, empties trended
upward during this period in response to the steorggowth of imports relative to
exports. However, in 2007 (YTD through October)pties fell to less that 20% of
international container traffic. Some, but not aflthis shift can be explained by
increased export volumes. The number of emptipsas to be declining at Puget
Sound ports and at other West Coast ports. THiswegatively affect the terminal
operators in Puget Sound since empties generatauevfor them. It could also affect
rail service and rates because the railroads acenfpshippers to fully utilize railcars in
both directions. A decline in empties returningray to Puget Sound could exacerbate
this situation. Finally, the supply of emptiesngportant for local and regional exporters.

Figure 2 — Trend in Puget Sound Empty Internati@@itainers as a Percent of Total International
Containers
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Dr. Leachman’s COMMENT: The real reason for thelidecin empty container
movements through Puget Sound ports is as | exqalaabove. Rail rates to steamship
lines were revised starting in 2006 to impose péfialties if westbound and eastbound
container flows to any of the three West Coast magot areas are out of balance.
Before these new rates, it was advantageous tonst@g lines to return most empties to
Asia via the Puget Sound ports, as this saved aioutlays of cycle time on their
containers as well as reduced fuel consumptiorvésisels moving up the Coast from
California to the Puget Sound ports before retugnia Asia.

BST Final Comment: See below.

The proposed fee could also impact exports moviaghe Puget Sound ports. In some
cases, the products exported through Puget Soutslgre commodities whose prices



are set in world markets. An example is waste papieich has an average value of
$2,500 per FEU (around $130 per metric ton). Wpageer is the largest export from US
West Coast ports. A fee on this product could eleee or eliminate shipments through
Puget Sound ports. A secondary impact of the dsekexports of waste paper would
likely be increased use of landfills.

Other key Puget Sound exports are competitivelgpeed along the entire West Coast.
An example of this is animal feeds, which are pasgu or produced by companies with
operations throughout the region, such AndersonatalyGrain. Anderson has
operations in eastern Washington (exports via eatid Tacoma), eastern Oregon
(exports via Portland, Seattle and Tacoma), nantlilifornia (exports via Oakland) and
Southern California (exports via Los Angeles andd 8each). As with waste paper,
this product also has a price established in wmiddkets. Unilateral imposition of a fee
at Puget Sound ports fee could negatively impagbds here, causing a loss of local
jobs in the state as well as a loss of revenuendainer terminal operators.

Finally, some exports such as pork and beef ami\Ruget Sound by rail (either direct
intermodal or refrigerated boxcar for reload intmtainers). These exports fit into the
category of discretionary products that can bertideeto other ports if it is less expensive
to do so. The tight competitive nature that Leaahrdescribes for intermodal imports
also applies to these discretionary exports.

Port charges at Seattle and Tacoma are currentlrlthan at competing ports on the
West Coast. These charges have been kept lovowdpra competitive edge. However,
a decline in container volumes has the affect ofdasing the average or marginal cost of
port operations for fixed costs such as rent.

Figure 3 — Prince Rupert Port Authority Identifioatof Potential Export Accounts

Export Opportunities
Northwest Transportation Corridor

Alaska and local Seafood (est. 75,000 — 100,000 TEUs per annum)
Pork (est. 100,000 — 160,000 TEUs per annum)

Beef (est. 40,000 — 80,000 TEUs per annum)

Forest Products (est. 120,000+ TEUs per annum)

Special Agricultural Products (est. 60,000 — 100,000 TEUs per annum)
— Pulses - Grains and Oilseeds
— Malt - Cubes, Pellets, Hay

Other (originating in Chicago-Memphis area)
— Cotton (est. 160,000 - 180,000 TEUs per annum)

— Recycled paper (est. 40,000 - 100,000 TEUs per annum)
— Soybeans (est. 130,000 to 170,000 TEUs per annum)

Petrochemicals/plastics (to be determined)

Developmental (to be determined)
— Log and modular home manufacture
— Bottled water

Domestic container traffic accounts for a largeaarstof total container traffic at Puget
Sound ports than it does at competing ports inf@ailia and British Columbia. Officials



in Alaska and Hawaii have already voiced their gifpon to additional fees. In response
to the unilateral imposition of new fees in Pugeti®d there is some potential for loss of
domestic traffic. In particular, exports from Sloedst Alaska that currently move
through Puget Sound ports could shift to Princed®ugr other ports. As shown in
Figure 3, Prince Rupert has evaluated potentiabexqpportunities, and is targeting
Alaskan and inland US refrigerated and dry cargoes.

For these reasons, BST Associates believes thaetistivity of the container markets in
Puget Sound could be larger than identified inLitbeachman report.

BST Final Comment: BST concurs that a relativengeain rail rates has been a major
force in shifting some intermodal containers frava PNW to the PSW. Figure 4
illustrates the relative rail rate increases for stieound full containers from Chicago to
the US West Coast. Rail rates from Chicago to BAficreased approximately 7% in
between 2000 and 2006, while rates from Chicag®e®-Tac increase by 15% over the
same period. Up until 2004 the increases in rates to Sea-Tac was comparable to the
increase to LA/LB. .

Figure 4 — Relative Rail Rates Chicago to USWQI$FOFC-COFC unit; index 2000 = 100%)
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BST Final Comment: As a result of these rate iases, LALB has experienced faster
growth in full westbound container traffic. In Z)Gull westbound traffic decreased in
Sea-Tac while it increased at LALB. See Figure 5.



Figure 5 — Full TOFC/COFC Traffic from Chicago t&WC (index 2000 = 100%)
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BST Final Comment: The situation was even moragunced for westbound empty
containers. Figure 6 illustrates the relative radte increases for empty westbound
containers from Chicago to the US West Coast. Saten Chicago to the Los Angeles
area were increase approximately 3% between 20002806, while rates to Sea-Tac
were increased by nearly 30% over 2000 levels.

Figure 6 — Relative Rail Rates Chicago to USWnijpty TOFC-COFC unit; index 2000 = 100%)
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BST Final Comment: The resulting impact on westdempties is shown in Figure 7.
Westbound empties from Chicago bound for LALB wpr&80% over 2000 levels while
empties bound for Sea-Tac were up only 110% owved Bérels but actually fell in
absolute terms between 2005 and 2006.

Figure 7 — Empty TOFC/COFC Traffic from ChicagdJSBWC (index 2000 = 100%)
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BST Final Comment: The railroads have largely awpbtished their goal of balancing
rail traffic, as show in Figure 8. Imbalances werg% to 20% during the period 2001
and 2004. Now the bidirectional imbalances areamtD%.

Figure 8 — Rail Unit Imbalances via US Southwestdarthwest Port Regions (% imbalance)

25%

20%

15% -

10% +

5%

0%
Northwest Southwest

02000 m 2001 2002 ©§2003 2004 m 2005 m 2006 O2007




Specific Assessment of the Leachman Model

We have the following specific questions and/or ownts about the Leachman report.

* We understand the need to protect confidential lnlatéhere are several conclusions or public
data inputs that are not sufficiently documentéthis makes it difficult to validate study
inputs, as well as results.

0 We request the actual numbers on elasticity theenie Figure S-2 in the Puget
Sound report and Figure S-3 in the San Pedro Bayrire A spreadsheet with the
values would be appreciated.

Dr. Leachman’€©OMMENT: | have enclosed such a spreadsheet vidtirtailing.
BST Final Comment: Received.

* How long is long run and how long is short run? e Thodel purports to be long-run but
apparently uses current published rates. Leaclsagnthat in the long run everything that is
intermodal is discretionary, but more discussiothisissue should be provided.

Dr. Leachman’sCOMMENT: As explained in the report, “long run” arighort run” refer to

the suitability of the model for supporting longrteand short-term decisions, not to particular
time frames for evolution of trade flows. In theagdRun model, service quality at other ports is
assumed to be fixed, even when substantial volareediverted to those ports. The idea is that
investments or fees in the home port need to Wifigdseven if other ports make changes to
accommodate more market share at current serviestgjuSince decisions about investments in
infrastructure have very long-term implicationsg(e.20-30 year bonds), this assumption is
prudent to support such decision-making.

BST Final Comment: There is an uneven (or diffeadntate of terminal and inland
rail development at alternative corridors. Thisubm create congestion at individual
ports and present an opportunity or constraintéompetitors.

» Leachman developed a transportation cost matmgukd ports (only 9 appear in the text of

the report):
Row Ports Assumed trans-load warehouse site
1 Vancouver, BC. Abbotsford, BC.
2 Seattle-Tacoma, WA. Fife, WA.
3 Oakland, CA. Tracy, CA.
4 Los Angeles — Long Beach, CA. Ontario, CA.
5 Houston, TX. Baytown, TX.
6 Savannah, GA. Garden City, GA.
7 Charleston, SC. Summerville, SC.
8 Norfolk, VA. Suffolk, VA.
9 Port of New York — New Jersey. 50% East BruokyiNJ and 50% Allentown, PA.
10

o Is the 18 Prince Rupert? Is it reasonable to assume ttest far Prince Rupert are
similar to those for Vancouver BC? We assumerti@me attractive rates have been
offered at Prince Rupert in order to attract COSCO.

10



Dr. Leachman’sCOMMENT: The above table shows only the ports @itinomically practical
trans-loading services available to use in conmectivith consolidation — de-consolidation
inventory strategies, not all ports included in thedel. (Consolidation — de-consolidation of Asia
— US imports is not economically feasible via Caaagborts because of the need to pay double
customs duties.) Two other ports included in tredyais are Prince Rupert and Lazaro-Cardenas.
Prince Rupert has very competitive IPI rates tocago and Memphis that were included in the
analysis. Rates to other points from Prince Rupkt were included. LC has rates and service
somewhat competitive to Texas and southeastertspolmese also were included.

BST Final Comment: 11 port areas were examined.

» Leachman’s model develops costs for 21 US regibtmy are these regions defined, and do
they make sense? What is the build-up for thegierne — counties, MSAs, BEA regions?
This should be specifically provided and mapped.

Dr. Leachman’sCOMMENT: Each region is represented as a singlatlon where all Regional
Distribution Centers (RDCs) serving that region @agsumed to be located. The distribution of
goods from RDC to retail outlets within each regiscommon to all logistics alternatives. Thus
the build-up and mapping of regions are irrelevdrte choice of locations for RDCs in the model
reflects actual current practice at several larg8 tktailers. For ease of reference, | repeat from
the report the definitions of regions:

BST Final Comment: These regions appear reasoralilé would be useful for the
reader to have them better defined. Our goal ovpling a peer review was to verify
or compare estimates where possible. The docurni@mia the report does not
allow this to be accomplished.

1 Atlanta Atlanta Region — including Alabama, Geargnd 50%
of Florida. Regional distribution center assuneté
in Duluth, GA.

2 Baltimore Baltimore Region — including Marylari2C and
Delaware. Regional distribution center assumeceto b
in Frederick, MD.

3 Boston Boston Region — including Rhode Island,
Massachusetts, New Hampshire, Vermont and Maine.
Regional distribution center assumed to be in Mdfo
MA.

4  Charleston  Charleston Region — including 50%aitB Carolina.
Regional distribution center assumed to be in
Summerville, SC.

5 Charlotte Charlotte Region — including North Giszwa and 50%
of South Carolina. Regional distribution center
assumed to be in Salisbury, SC.

6 Chicago Chicago Region — including lllinois, lada, and
Michigan 50% of Wisconsin. Regional distribution
center assumed to be in Joliet, IL.

7 Cleveland Cleveland Region — including 50% of@éad 25% of
New York. Regional distribution center assumetéeo
in Chagrin Falls, PA.

8 Columbus  Columbus Region — including 50% of OHregional

11



distribution center assumed to be in Springfieldl. O

9 Dallas Dallas Region — including Oklahoma and 5%
Texas. Regional distribution center assumed tm be
Midlothian, TX.

10 Harrisburg  Harrisburg Region — including 50% of Reylvania.
Regional distribution center assumed to be in
Allentown, PA.

11 Houston Houston Region — including Louisiana, Misgpi and
50% of Texas. Regional distribution center assutoned
be in Baytown, TX.

12 Kansas City Kansas City Region — including Kandiyraska,
lowa and Missouri. Regional distribution center
assumed to be in Lenexa, KS.

13 Los Los Angeles Region — including Arizona, New

Angeles Mexico, 66% of California, 67% of Nevada, 33% of
Utah, and 50% of Colorado. Regional distribution
center assumed to be in Ontario, CA.

14 Memphis Memphis Region — including Arkansas, Tesaesand
Kentucky. Regional distribution center assumelddo
in Millington, TN.

15 Minneapolis Minneapolis Region — including North Dakota, South
Dakota, Minnesota and 50% of Wisconsin. Regional
distribution center assumed to be in Rosemount, MN.

16 New York  Minneapolis Region — including North Da&kpSouth
Dakota, Minnesota and 50% of Wisconsin. Regional
distribution center assumed to be in Rosemount, MN.

17 Norfolk Norfolk Region — including Virginia. Regiah
distribution center assumed to be in Suffolk, VA.

18 Oakland Oakland Region — including Wyoming, 50% of
Colorado, 67% of Utah, 34% of California, and 3386 o
Nevada. Regional distribution center assumed tio be
Tracy, CA.

19 Pittsburgh Pittsburgh Region — including West Miigiand 50%
of Pennsylvania. Regional distribution center assal
to be in Beaver Falls, PA.

20 Savannah Savannah Region — including 50% of FloRegional
distribution center assumed to be in Garden Ci#y, G

21 Seattle- Seattle Region — including Washington, Oregon, ¢dah
Tacoma and Montana. Regional distribution center assutned
be in Fife, WA.
22 Toronto Not included in study

Leachman allocates imports to these regions basquuehasing power from US Dept of
Commerce. This data (purchasing power by regibolld be provided in the report. We
have used retail sales, population, income andamgnt in other analyses and found little
overall variation. However, using purchasing pomaly introduce income elasticity effects,

12



specifically if higher income groups avoid the bigx retailers. This could occur in New
York, for example, and may lead to a misallocatibimport containers.

Dr. Leachman’sCOMMENT: See Table 6 in the report. My opinionhiattincome elasticity
differences from region to region are negligibléeTbig-box retailers are well-patronized in all
regions of the country. Moreover, the import sigis of the big-box importers have been adapted
recently to supply chains involving wholesalers amdller retailers.

BST Final Comment: We understand the reasons éasisumption but it could be
tested empirically.

» Imports were allocated to 8 US regions in the Szard®Bay Report. The split is based on
1996 data from the 199%®ng-Term Cargo Forecast

Dr. Leachman’sCOMMENT: The allocation of the imports to regionsttie 2005 report was
solely for the purposes of studying discretionaaffic. It had nothing to do with the Elasticity
Model. In the Elasticity Model there is no allocatiof imports to regions based on 1996 data.
Imports are allocated to destinations solely baged®005 purchasing power statistics for the 21
continental US regions as defined above.

BST Final Comment: Understood.

o How were imports allocated to the 21 destinatiand,why use such old data?

Dr. Leachman’sCOMMENT: See above comment.
BST Final Comment: Understood.

0 We concur with the difficulty of using PIERS datat lojuestion how the theoretical
allocation of imports by purchasing power is grotmithed with other data that
reflect actual practices? More discussion onasiect would be helpful.

Dr. Leachman’sCOMMENT: The predictions of the model in terms mpart strategies
practiced by individual retailers correlate welltviactual practice.

BST Final Comment: Again, our goal in providingeep review was to verify or
compare estimates where possible. The documentatibe report does not allow
this to be accomplished.

» Import values (declared values) came from the Wbridtle Atlas (Global Trade Information
Services). This database has a reported 99 coryntygoles. Is the data at 2-digit HS? If so,
there may be some significant problems with wetjjlateerages of value, cube and weight.

0 TEU volumes were developed from PIERS data

0 WTA value and PIERS TEU volumes were combined logroodity type. Again, is
this 2-digit HS?

13



0 Since PIERS commodity codes includes some coddsdibat appear in the
Harmonized System (“00”), the values of these wafecated to the other 99
categories based on a weighted average. Doesé smnse to allocate them that
way, or do the goods in this category fall primyaiil a small number of the other
categories?

Dr. Leachman’sCOMMENT: Please read page 21 of the report wheeehthndling of the
PIERS and WTA data is explained. The two-digit codityn codes in PIERS and WTA match
except for one. It is important to account forialports and have consistent totals of PIERS and
WTA data. This is why an allocation of the misn&dcbode was necessary. In the end, only a
single weighted-average declared value for eachneodity code is obtained. As explained in the
text, some of the codes are very aggregate, leadiag unrealistic, lumpy non-Pareto-like curve.

I smoothed out each value category and re-sumrhedgsulting distribution is a Poisson-like or
Pareto-like curve, which | strongly believe is thigape of the real distribution. This is my
judgment.

BST Final Comment: The lumpiness may be realigticlwcould impact model

results.

» Leachman calculated a weighted-average contairer(%i274.4 cubic feet per TEU) and
applied that to all 99 commodity groups.

0 This is the capacity of the container, not the naof the commaodity.

o0 Why not use the container size field from PIERS?y\Wht use the containerized
volume field from PIERS?

Dr. Leachman’sCOMMENT: | only have TEU totals for each commoditythe PIERS
summaries that | receive. But | doubt such detailathave any significant impact on the analysis.

BST Final Comment: Perhaps it would have no impé&idwever, our concern
remains that it may lead to an over-estimate of éoMve transloadable cargo.

Figure 9 — Percent of Container Capacity Used a8 40-foot Containers
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» Figure 9 suggests that most cargo does not cubeByutising the $/cu ft of the container, the
impact of transportation charges on product valag be understated. However, this may be
partially compensated for by using low value armghhialue products.

Dr. Leachman’sCOMMENT: What matters is the $ per cu ft of comminapacity that is
shipped, not the $ per cu ft of actual imports.

BST Final Comment: The transportation cost usiqgfcu ft of cargo would likely
be higher than using the container capacity. Tasld result in larger impacts from
unilateral imposition of fees.

» Leachman presents the TEU volumes by declared palueubic foot, in $4.00 increments. It
is a lumpy graph, but on Page 52 of the San Pedyor&ort Leachman states that the real
distribution must exhibit a Pareto or Poisson-ikape.

0o Why must it be smoothed? Smoothing could also estemate the impact of
transportation charges on lower valued cargo.

Dr. Leachman’COMMENT: See comment above. | do not believe theteing has any impact
whatsoever of low-valued cargoes.

BST Final Comment: Perhaps and perhaps not.

o Aren't there distinct groups (i.e. furniture, cliotly, electronics) that account for most
of the containerized imports? There are differatas for these products.

Dr. Leachman’sCOMMENT: See Table 1 for the contributions of the 15 commodities.
Transportation rates paid by major importers getigrare not distinguished by commodity.

BST Final Comment: Is this true for smaller impesfe Our point here is that the
ocean rates are averages and could have more srih@gact on specific importers.
According to the Leachman report, large importecs@unt for around 3.8 million
TEUs (page 26). However, there were 13.5 milli@$ from Asia (Chins, NE Asia
and SE Asia) in 2006. Large imports thus only acted for 28% of the Asian
import trade. Our question focuses on whethemtloelel relies too much on large
importers and thus under-estimates the impacts froposition of fees.

» Leachman states that retail values are roughlyldale declared values. What is the basis for
this? Table 1 shows that the retail sales in shares are 46% higher than the duty value of
imports. Since 98% of shoes are imported this usedul example of the ratio of sales to
import value.

Table 1 — US Shoe Store Sales in 2006

Millions
Shoe Store Sales
Total Retail Sales 25,488
Import Value 17,493
Sales ratio to Import Value 146%
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Dr. Leachman’sCOMMENT: My statement said “roughly double”. Itgeneral long-standing
practice that retail prices are roughly double wéssdle prices. This comment is not really part of
model development. What matters is how importdueapeline and RDC inventories compared
to declared values. Please read page 20 to asodtiaiassumptions that are made.

BST Final Comment: We agree that this is the tradél concept but wonder if
introduction of big-box retailers with slim margiase putting additional pressure on
rate differentials. Major retailers have a relagly small margin to operate with —
between 11% and 34% of the value of sales (seed-iift). The main method to
create profits has been by squeezing transportatasts.

Figure 10 - Margin between Sales & Costs of Goald S
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» Should the retail value be used instead of impat dalue?

Dr. Leachman’sCOMMENT: Please read page 20. Pipeline and RDCritories are valued at
levels intermediate to declared value and retalugaThis is consistent with practice in actual
large retailers | have met with.

BST Final Comment: Understood with reservations.

* Inventory costs for the top 83 importers of corgared Asian goods were modeled. These
top 83 importers accounted for just 32% of US doat&zed imports from Asia.

0 Leachman estimated the average declared valuealbr @ these firms based on
PIERS and interviews.

0 PIERS numbers were adjusted to estimated actualbersmby adding 10%.
However, Target apparently reported that their ispeere under-reported by PIERS
(330,000 TEU actual vs. 202,000 reported), so ugdey10%?
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Dr. Leachman’SCOMMENT: My judgment. Other importers reported IERS numbers were
closer to their actual figures.

BST Final Comment: Understood with reservations.

0 The remaining 68% of import volume was divided iibincrements of cubic-foot
values, ranging from $2.00 per cubic foot to $7(@0 cubic foot, in $4.00 dollar
increments. This is a big assumption and distabuh the smoothed manner may
overstate the value of the cargo.

Dr. Leachman’sCOMMENT: No. Please read report carefully. Remajrimport volume was
assigned to the value categories such that theathdistribution, including the large importers,
matched the smoothing of the actual overall valsgillution in Figure 1.

BST Final Comment: Understood with reservations.

0 We agree with the use of the inventory carrying bos are not exactly sure how it
was done in the model.

a. Low value products incur a 20% carrying cost. Highued products can carry
up to a 50% carrying cost. However, it is not knavhat specific rates were used.

Dr. Leachman’sCOMMENT: 50% carrying costs apply only to electosnand fashion goods
importers. For all others, 20% is assumed.

BST Final Comment: Understood.

b.  We assume that the number of days of the tripvideti by 365 days times the
value of the product times the carrying cost rafes an example, a low valued
product via Seattle to Chicago would incur 29 d@& mean lead time plus 6 day
transit time)/365 times $15/cu ft times 20% = &@#ft/or $613 per 40 foot container
carrying cost.

» Transportation costs (Leachman) were modeled basedated tariffs and confidential data
from interviews. It is unclear exactly what sounas used. As a crosscheck, BST Associates
compared the rate per container with other sowftdata (Drewry for ocean & port charges,
plus STB data for rail rates to Chicago). Thera isignificant difference between the
Leachman and BST estimates. BST is 10% to 15%rléove\West Coast intermodal to
Chicago and 5% to 10% higher for East Coast intdafrto Chicago.
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Figure 11 — Comparison of Transportation Rates fBhranghai to Chicago via Selected Gateways ($
per 40 foot container)
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Dr. Leachman’SCOMMENT: | stand by my rates. They reflect actusitacts and quotations
used in the trade. | suspect rates BST obtainedrfports via the West Coast are lower because
they do not include destination dray, and there beadifferences in fuel cost recovery surcharges.
| suspect rates BST obtained for imports via thet E@ast are higher because large, nation-wide
importers have negotiated better rates than arered to other customers.

BST Final Comment: Our sources are updated annweltyrepresent another basis
for assessing rates. It is unclear how close th&idential contract rates paid by
larger importers are to the rates charged to snralheporters, who represent the
majority of imports.

* Leachman indicates that long-term rail contractsesrding, and as a result some steamship
lines are seeing rail rates increase by 25% to £4@%6h leads to a lot of disparity in IPI rates.
Leachman also indicates that rail rates do natidectharges for repositioning equipment.

0 Anecdotal information suggests that new intermealals (to the Midwest) favor Los
Angeles and Long Beach over Oakland and Puget Solinid differential is said to
partially explain the shift of cargo back to Losgites and Long Beach in 2006 and
2007.

Dr. Leachman’sSCOMMENT: No. The shift back to LA and Long Beac20d6 and 2007 is due
almost entirely to two factors: (1) Certain linekifeed vessel strings from LA-LB to Seattle-
Tacoma for the 2005 shipping season as a response 2004 meltdown at LA — Long Beach.
Because the 2005 shipping season at LA-LB was imyzbved, the lines shifted the strings back
to LA-LB for the 2006 season. (2) The rail ratddrg effect in 2006 and 2007 require lines to
balance inbound and outbound rail container flowseach port area. This forced many more
empties and export containers to shift from Seatileoma to LA-LB in 2007.

BST Final Comment: Our point is that these shiftsuored due to differential rates
as described above.
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0 A recent article in The Journal of Commerce suggbstt increased US West Coast
intermodal rail rates have led to a shift to altevaervicel

Dr. Leachman’sCOMMENT: Not clear. Panama Canal costs are wayonjHe steamship lines,
so they have sharply raised all-water rates. |khom balance the all-water market share has not
changed appreciably.

BST Final Comment: Ocean rates for all water seggibhave increased significantly
relative to USWC rates. Despite this, market st continued to increase. It is
constrained by Panama Canal capacity at the preser@ but this will change in the
long-run. Also, new services using the Suez arengpon line. See Figure 12.

Figure 12 — Market Share of US Imports from China
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0 As shown in Figure 13, Puget Sound ports gaineétehahare in 2004 and 2005 and
then lost share in 2006 and 2007 YTD. This illtsis the sensitivity of imports to
rate differentials.

Figure 13 — Puget Sound Share of West Coast IS@sBusund for the Midwest
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Dr. Leachman’SCOMMENT: No. It illustrates the sensitivity to podngestion and to the new
reguirement to balance westbound and eastboundiocentflows at each port. The meltdown at
LA — Long Beach in summer of 2004 caused the ghifb Seattle — Tacoma. The success of
PierPASS caused the shift back. The new requireframt the railroads for balanced flows
caused a further shift of westbound containeraiaé not an issue of significant rate differentials,
unless one insists on referring to the penaltiestibalanced flows as “rates”.

BST Final Comment: We are not insisting but wekthinat changes in rates and
capacity can shift cargo quickly.
» Diversification of supply chains as a hedge agamoest risk is not considered. Leachman

states that the value of risk mitigation due tahgismultiple ports may more than offset
proposed container fees.

0 Isn't this what is happening in the shift of con&s to Vancouver and Prince Rupert
as well as East/Gulf coasts and perhaps Mexideeifuture?

Dr. Leachman’sCOMMENT: | was speaking primarily about large imgos practicing
consolidation — deconsolidation at multiple pofiteey choose ports of entry and make investments
in import warehouses. Diversification is importdotthem and it is something they can control.
For importers using IPI services to direct-ship marboxes to inland RDCs, they have little
control over port of entry. So in that case divigation of ports is something of value to, and
controlled by, the lines rather than the importefdy opinion is that the lines are not pursuing
diversification to the extent that large importars pursuing it. Expansion into Prince Rupert and
Mexico is not being driven by the lines. Inste&®, lines are being solicited to do it by port
developers and landside carriers serving those pats.

BST Final Comment: This has the same effect.

4 The source for this data is IANA and includes Western Canada, Pacific Northwest (Washington and Oregon) and Pacific
Southwest (California)
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» Leachman says that for small importers, ones wéth flestinations, or for low-valued
commodities, transloading does not make sense.

0 Some third-party logistics providers serve the Emaiporters. It is unclear what
criteria are used to determine large versus simgjbers.

Dr. Leachman’€©COMMENT: It is not a matter of capital facilitids. fact, all the large importers
outsource trans-loading to third parties. The isgibaving sufficient volume to do the 5-to-3 re-
packing of the contents of marine boxes into dambekes without having half-box-loads left
over. See page 26 of the report. My rule-of-thusnhtileast 10 TEUs per week to each RDC
during the off-peak season is required to practioasolidation-de-consolidation. Because some
wholesalers are now practicing this strategy, witlir retail customers playing the role that
RDCs do in a large importer, the trans-loading piree has expanded to embrace smaller
importers.

BST Final Comment: Understood but the viabilityrahsload also has to do with the
cargo characteristics (low cube can take betteraadage of transload than cargoes
that weight out).

0 As a result, for the 19 proxy groups (68% of imgpttansloading does not make
sense, so they are assumed to be 100% IPI intekmbDdas that make sense? The
decision by Maersk and Cosco to reduce inland poimdy increase transloading.
However, there is little anecdotal evidence thatighoccurring yet?

Dr. Leachman’sCOMMENT: | watch IANA and port data closely. Asnid-2007, trans-loading
had not picked up significant market share of Asmports USA-wide. But | believe its market
share grew in the second half of 2007 and will icomt to grow in the coming years. As a
percentage of total import volume through the PoftSeattle and Tacoma, trans-loading has
picked up substantial share since 2005.

BST Final Comment: The jury is still out. We da®ée any see any growth in
transload through October 2007.

Figure 14 — IANA Data for Southwest Region Eastlobun
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» The model assumes that 50% of shipping occurstbvee months in late summer & early
fall. Why is that?

Dr. Leachman’sCOMMENT: This was merely a comment in the 2005rtepraditionally, this
shipping peak was the case, reflecting the dynpaitern of US retail sales over the year. But the
peak has substantially smoothed out in recent y@#ues build-up starts earlier, and the increased
use of gift coupons has spread sales into JanuashyF@bruary. Actually, the model makes no such
assumption about volume dynamics. The model is.stat

BST Final Comment: Understood.
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