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v AUDIT COMMITTEE

ha
Report to the
EHESB,QERLEI Board of Harbor Commissioners
DATE: AUGUST 14, 2014
TEY: AUDIT COMMITTEE OF THE BOARD OF HARBOR

COMMISSIONERS

SUBJECT: AUGUST 21, 2014 AUDIT COMMITTEE MEETING MATERIALS -
FY 2014 FINANCIAL PERFORMANCE RESULTS AND
FINANCIAL MANAGEMENT ACTION ITEMS UPDATE

These agenda items are transmitted to the Audit Committee as part of the Financial
Management division’s annual reporting process and in response to discussions from the
June 19, 2014 Audit Committee meeting:

1. Fiscal Year (FY) 2014 Financial Performance Results — this summarizes the Harbor
Department’s financial performance for the fiscal year ended June 30, 2014,

2. Financial Dashboard — this provides a summary view of the Harbor Department’s
financial performance as of June 2014 which will be updated on a monthly basis
going forward.

3. List of capital improvement projects which are no longer capitalized — this list
provides further details regarding the $33.7 million expense incurred in FY 2014 for
projects which are no longer capitalized.

-—

GENE D. SEROKA
Executive Director

Attachments:

Attachment 1: Financial Performance Results for FY Ended June 30, 2014
Attachment 2: Financial Dashboard — June 2014

Attachment 3: List of Cancelled Projects now Expensed

MC:%:MC/Finance
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Executive Director’s
Report to the
Board of Harbor Commissioners

“FOR INFORMATION ONLY”

DATE: AUGUST 14, 2014
TO: THE BOARD OF HARBOR COMMISSIONERS

SUBJECT: FINANCIAL PERFORMANCE RESULTS FOR
FISCAL YEAR ENDED JUNE 30, 2014

SUMMARY

Based on unaudited financial statements, the financial results for the City of Los
Angeles Harbor Department (Harbor Department) for Fiscal Year (FY) 2013/14 ended
strongly with Operating Income (before Depreciation) of $219.5 million, its highest level
in 7 years. In summary, performance results for the Harbor Department are as follows:

Actuals Year-on-Year Actual-to-
FY Ended June 2014 (in Millions) | Comparison Budget
Comparison
8.2

Cargo Volumes : 4 56% 4 38%
Operating Revenues $426.6 ® 74% f 3.3%
Operating Expenses $207.2 4 1.0% ¥ 14%
Operating Income $219.5 4 14.2% 4 38.1%
$72.4 ¥ 27.9% ¥ 20.9%

Positive growth in cargo volumes (Transmittal 1) and a temporary General Rate
Increase (effective July 1, 2013 through November 25, 2013) pushed Operating
Revenues to $426.6 million, higher than budget and year-on-year. The Harbor
Department’s continued vigilance in holding down expenses kept Operating Expenses
to $207.2 million, $2.9 million or 1.4% lower than budget. While mandatory salary
adjustments and pension contribution rate increases drove Operating Expenses slightly
higher year-on-year, that growth was at a lower percentage rate than Operating
Revenues. As a result, Operating Income was better than budget and the same period
last fiscal year. Net Income of $72.4 million was lower both in terms of actual and
budget comparisons due to cancelled capital projects now expensed. Overall, the
Harbor Department remains healthy in its financial condition increasing its high level of
Net Position to approximately $3.1 billion and holding $265.8 million in unrestricted
cash.

ATTACHMENT 1
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DISCUSSION:

Through FY 2013/14 ended June 30, 2014, the Harbor Department meets or exceeds
the following key performance metrics indicative of healthy operations:

Performance Metric W As of 6/30/14

Debt Rating
Debt Service Coverage

Operating Margin

Actual-to-Budget Performance Comparison through June 30, 2013 (Transmittal 2)

Operating Revenues - Higher than budgeted cargo volumes by 3.8% (as measured by
TEUs or twenty-foot equivalent units) primarily drove total Operating Revenues of
$426.6 million higher than planned by $13.6 million or 3.3%. Of this increase, $17.7
million was attributed to Shipping Services being 4.9% higher than budgeted and at its
highest level since FY 2007/08.

Shipping Services Revenues and TEU Trends
FY 2007 — FY 2014
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The higher cargo volumes are attributed to organic growth and to cargo owners
stockpiling inventory given the uncertainty over International Longshore and Warehouse
Union labor contract negotiations. New service calling at the Port of Los Angeles (Port
or POLA) through the G6 Alliance contributed to the organic growth. The G6 Alliance
provides a network covering all three major East-West trade lanes and operates a total
of 29 services. Four of the container-shipping lines (i.e., NYK, APL, Hyundai, and MOL)
that are part of the G6 Alliance operate at the Port, helping to drive more cargo to
POLA. Larger vessel services also contributed to the growth, as well as general
improvement in the economy; the Department of Commerce recently announced that
real Gross Domestic Product increased by 4.0% in the second quarter of 2014.

Partially offsetting the higher Shipping Services Revenues were other Operating
Revenue components that in total were $4.2 million lower than budgeted:

e Rentals — Lower by $5.2 million or 11.5% primarily as a result of a misclassification
of $7.2 million in budgeted Wharfage (Shipping Services) under Rentals, partially
offset by $2.1 million in higher rate of fixed rental resets and gross receipts than
projected;

e Royalties, Fees and Other — Higher by $0.5 million or 8.1% due to a higher level of
utility reimbursements from customers for Alternative Marine Power™ (AMP™) by
$1.0 million, partially offset by lower billings of about $0.5 million for work performed
by Construction and Maintenance Division (Construction and Maintenance) for
customers and other miscellaneous revenues; and

e Clean Truck Fees — Higher by $0.6 million or 36.7%, with fees being higher by $0.7
million, partially offset by $0.1 million in lower concession application fees.

Operating Expenses — Overall lower spending in Outside Services and other expense
components, partially offset by lower capitalization were the primary drivers of the lower
than budgeted Operating Expenses. Details by expense component are as follows:

o Salaries & Benefits $112.1 million: Flat to budget.

Higher capitalization kept this expense component flat to budget, which continues
to account for over 50% of total Operating Expenses. At a gross level (before
capitalization), salaries and benefits of $136.3 million were higher than projected by
$1.6 million or 1.2%. While the average full-time filled positions of 939 was lower
than the budgeted 940, higher overtime by $0.6 million for Port Police and a higher
provision for benefits liability by $1.6 million drove gross expenses higher than
planned. The higher benefits liability provision was necessary due to an increased
level of accumulated unused employee vacation, sick, book overtime, etc. as of
fiscal year-end compared to the same period last fiscal year. Offsetting this was
$1.7 million in higher capitalization for indirect overhead, partially offset by lower
capitalized salaries for Construction and Maintenance as that division is devoting
more time to maintenance operations.
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o Marketing and Public Relations $2.7 million: & by $1.1 million or 29.3%.
Promotional and advertising expenses were lower by $0.6 million as certain planned
events such as Navy Days did not occur, and efforts were made to control and lower
costs. Additionally, a new advertising agency contract is still in progress and was
not available during the fiscal year. Sponsorships were also lower by $0.3 million as
the Harbor Department implemented a new grants-based sponsorship program, with
timing of some applications and awards occurring after fiscal year-end. Domestic
and foreign trade representation services were also lower by $0.1 million as the
Business & Trade Development Division re-strategized its usage.

o Travel $0.6 million: & by $0.4 million or 43.1%.
A department-wide effort was made to be more strategic in the usage of travel for
both business development and training and employee development purposes,
which resulted in lower spending.

« Outside Services $26.3 million: <& by $9.4 million or 26.3%.
Primary drivers of the lower spending in Outside Services are as follows:

o Environmental Assessment Services (lower by $4.1 million) primarily due to
project delays and lower level of requests from divisions;

o Information Technology Services (lower by $1.4 million) due to timing in
invoices for software maintenance, and lower consulting services and
maintenance services for the Engineering Division’s Project Information Control
System;

o Maintenance Services (lower by $1.3 million) for Construction and Maintenance
due to lower spending for fire life safety system contractor and fountain
maintenance,

o Cruise Terminal Operations (lower by $0.7 million) for the new operator, which
costs were lower than anticipated;

o Legal Services (lower by $0.5 million) for City Attorney;

o Executive Coaching Services (lower by $0.3 million) for Executive Office; and

o Miscellaneous Professional Services (lower by $1.1 million) for other
department-wide divisions (net).

e Materials and Supplies $6.9 miIIion:" by $0.5 million or 6.9%.
The lower than budget result in this category is primarily driven by $0.3 million in
higher capitalization by Construction and Maintenance with a budget that includes
67% of department-wide Materials and Supplies operating budget. Another $0.2
million in lower spending and higher capitalization by various divisions accounted for
the remainder.

o City Services $33.5 million: & by $2.7 million or 7.6%.
Lower spending was primarily driven by higher capitalization by $1.7 million in
overhead allocations, as well as $0.5 million in City Attorney services to be paid in
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subsequent billings, $0.2 million in lower Information Technology Agency services
due to timing in billing for Geographic Information System (GIS) imagery, and $0.3
million (net) in lower spending for various other City of Los Angeles Department
services. '

e Other Operating Expenses $24.0 million: 9 by $0.3 million or 1.3%.
The lower than budget resulted from lower spending for:

o Environmental Incentives (lower by $2.2 million) due to a lower level of
incentive requests;

o Provision for Bad Debt (lower by $1.5 million) due to a lower level of doubtful
accounts receivables;

o Litigation (lower by $0.8 million);

o Other expenses, e.g., memberships, inventory adjustments, insurance,
equipment rental and higher capitalization (lower by $0.8 million); partially offset
by higher

o Pollution Remediation (higher by $3.2 million) due to updated estimations of
remediation liability;

o Electricity (higher $1.4 million) for AMP™ which are reimbursed by customers;
and

o Provision for Workers Compensation (higher by $0.4 million) as a result of
higher actuarial estimates than budgeted.

e Clean Truck Program $1.1 million: "'by $0.6 million or 35.3%
Included in Other Operating Expenses but reported separately are Clean Truck
Program administrative expenses of $1.1 million which were lower as a result of
synergy between the Harbor Department and the Port of Long Beach having the
same program administrator, special studies rescheduled to next fiscal year, and
other process changes. As a note, the $1.1 million in expenses for this program
were offset by $2.1 million in Clean Truck Program revenues this fiscal year.

Non-Operating Revenues and Expenses — This category includes revenues and
expenses that are considered not directly related to core operations.

Non-Operating Revenues (i.e., interest income, operating grant receipts and other
reimbursements) of $21.0 million were $4.6 million or 28.2% higher than budget. This
was primarily attributed to $3.5 million in higher settlements and refunds, which include
recoveries from litigation, cost-share reimbursements and other refunds. Additionally,
operating grant receipts were higher by $0.9 million as well as pass-through grant
receipts that were higher by $1.8 million. Partially offsetting the increase was $1.9
million in lower interest and investment income due to a general decline in interest rates
and lower cash balances.
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Non-Operating Expenses (i.e., interest expense, debt issuance costs, pass-through
grant disbursements, capital projects cancelled, loss on sale of assets, etc.) of $43.8
million were $26.2 million or 149.1% higher than budget. Primarily driving this were
$33.7 million in capital projects cancelled or not completed and $1.8 million in higher
pass-through grant disbursements. Partially offsetting the increase was $5.9 million in
higher than budgeted capitalization of interest, and $1.3 million in lower interest
expense.

Year-to-Year Performance Comparison (Transmittal 3)

Operating Revenues — Driving the $29.2 million or 7.4% year-on-year increase in total
Operating Revenues of $426.6 million were Shipping Services Revenues, that were
$30.0 million or 8.6% higher than the same period last fiscal year.

e Shipping Services - Of total Operating Revenues, $377.8 million or 89% are
attributed to Shipping Services Revenues, which are comprised of:

Shipping Services Revenues
By Component
FY 2014 vs. FY 2013

($ in Millions)
Shipping Services
Components FY 2014 | FY 2013 A%

Wharfage $350.6 $322.7 8.6%
Space Assignment $13.6 $13.2 3.1%
Pilotage $7.5 $6.9 8.4%
Dockage $4.9 $4.7 5.1%
Lay Day Fees $1.0 $0.1 | 766.7%
Demurrage $0.2 $0.2 -2.2%

Total $377.8 $347.9 8.6%

A maijority of the $30 million increase in Shipping Services Revenues is for Wharfage,
which was $27.9 million or 8.6% higher year-on-year. Contributing factors to this
increase were higher cargo volumes, a general rate increase for approximately 5
months, and TEU rate and compensation adjustments. As discussed previously,
organic growth and pre-labor contract negotiations drove cargo volumes higher year-on-
year by 5.6% compared to the Harbor Department’s estimated 3% organic TEU growth
factor for FY 2013/14. Collectively, in comparing loaded TEU’s year-on-year, all other
United States ports experienced a 3.5% increase in cargo volumes versus the Harbor
Department's 4.3% growth in loaded TEU’s. Other Shipping Services Revenue
components were also higher year-on-year; in particular, Lay Day Fees were higher by
$0.9 million or 766.7% due to changed operator contract terms as well as a 25%
increase in cruise ship calls.
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Partially offsetting the higher Shipping Services Revenues were other Operating
Revenue components that collectively were $0.8 million lower compared to the same
period last fiscal year:

e Rentals — Lower by $2.7 million or 6.4% due to the cancellation of land and
warehouse rental agreements (primarily for California Cartage Company, Inc.) and a
one-time fee of $0.8 million billed to the U.S. Custom House in the prior fiscal year.

e Royalties, Fees and Other — Higher by $1.3 million or 24.4% in permits, concession
fees, and utility reimbursements from customers.

e Clean Truck Fees — Higher by $0.7 million or 50.4% in clean truck, concession, and
annual truck fees.

Operating Expenses — Operating Expenses of $207.2 million were higher year-on-year
by $2.0 million or 1.0%, primarily driven by mandatory salary adjustments and pension
contribution rate increases and lower capitalization, with lower spending in Outside
Services and pollution remediation expenses partially offsetting the increase. Details by
expense component are as follows:

e Salaries & Benefits $112.1 million: f $2.6 million or 2.4%.

While average filled positions in FY 2013/14 were 937 compared to 952 in FY
2012/13, mandatory salary adjustments and pension contribution rate increases
drove Salaries and Benefits higher year-on-year. On average, salary adjustments
increase by approximately 3% annually. Pension contribution rates increased by
4.9% and health benefits by 7.5% in FY 2013/14. Higher capitalization primarily
due to overhead allocations and lower overtime by $0.3 million primarily for Port
Police partially offset the increase.

e Marketing and Public Relations $2.7 million: &> by $0.4 million or 12.4%.
As previously discussed, lower promotional expenses and sponsorships and higher
 overhead capitalization contributed towards the lower year-on-year spending.

o Travel $0.6 million: & by $0.7 million or 55.3%.
A department-wide effort was made to be more strategic in the usage of travel, as
previously discussed.

o Outside Services $26.3 million: <@ by $5.6 million or 17.5%.

Primary drivers of the lower year-on-year spending in Outside Services include:

o Environmental Assessment Services (lower by $4.2 million) due to
reclassification of projects to capital, project delays, lower hazardous waste
emergency response service requests, and Clean Air Action Plan savings;

o Maintenance Services, including Hiring Hall (lower by $3.4 million) for lower
spending in Construction and Maintenance for fire life safety system contractor
and fountain maintenance, and higher capitalization;
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o Overhead Allocations to Capital (higher by $1.3 million), further reducing
Outside Services operating expenses; partially offset by higher

o Security Camera Maintenance (higher by $1.4 million) due to delays in
contract renewal last fiscal year, and lower capitalization;

o Cruise Terminal Operations (higher by $0.6 million) due to a 25% increase in
cruise ship calls compared to last fiscal year; and

o Legal Services ($0.8 million) for City Attorney services.

e Materials and Supplies $6.9 million: i by $0.5 million or 7.0%.
Year-on-year increase is primarily due to higher spending for Port Police operations,
- and maintenance of additional facilities by Construction and Maintenance.

e City Services $33.5 million: S by $0.1 million or 0.3%.
This expense component is slightly higher year-on-year due to higher City Attorney
services by $1.5 million, partially offset by higher overhead capitalization of $1.7
million. The higher City Attorney expenses are primarily a result of a furlough in FY
2012/13, which was discontinued in FY 2013/14.

e Other Operating Expenses $24.0 million: ; by $8.8 million or 26.8%.
The lower than budget result in this category is a combination of lower spending in
certain components, partially offset by higher spending in utilities:

o Pollution Remediation (lower by $8.4 million) as a result of higher remediation
in FY 2012/13 for GATX, Southwest Marine, soil sediment, partially offset by re-
estimations of remediation liability;

o Allocations to Capital (higher by $1.7 million), further reducing Other Operating
Expenses;

o Provision for Bad Debt (lower by $1.4 million) due to a lower level of doubtful
account receivables;

o Environmental Incentives (lower by $1.3 million) due to a lower level of
incentive requests;

o Provision for Workers Compensation (lower by $1.1 million) as a result of
lower actuarial estimates compared to last fiscal year;

o Litigation (lower by $0.5 million); partially offset by higher

o Electricity (higher $5.1 million) for AMP™ reimbursable by customers; and

o Water (higher by $0.7 million) for new facilities.

e Clean Truck Program $1.1 miIIion:fby $0.2 million or 17.8%
Year-on-year higher spending was for the relocation of the Terminal Access Center
from San Pedro to Wilmington and a slight increase in administrative costs to
process concession amendments.

Non-Operating Revenues and Expenses — Non-Operating Revenues of $21.0 million
were $13.6 million or 39.4% lower year-on-year. This was primarily attributed to $14.6
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million in lower operating grant receipts and $4.7 million in pass-through grant receipts,
$2.4 million in lower interest/investment income due to a general decline in interest
rates and lower cash balances, and $1.0 million in lower environmental
reimbursements. Partially offsetting the decrease were $6.3 million in lower unrealized
losses and $2.7 million in higher settlements and rebates. Higher unrealized losses
occurred in FY 2013 due to lower market value of investments held on behalf of the
Harbor Department by the City Treasurer.

Non-Operating Expenses of $43.8 million were $25.4 million or 138.0% higher than
budget. As previously discussed, primarily driving this were capital projects cancelled
or not completed that were higher year-on-year by $31.4 million. Partially offsetting the
increase were $4.7 million in lower pass-through grant receipts and $1.0 million in lower
interest expense. -

Capital Improvement Program (CIP)
Budget Performance — Actual spending in FY 2013/14 was $329.1 million or 82.3% of
the Capital Improvement Program (CIP) budget of $399.9 million.

Maijor projects completed include:

e Port-wide AMP™ Installations: $50.4 million for installations at Yang Ming, YTI,
Everport, APL, and APMT/CUT terminals;

e China Shipping Container Terminal (Berths 100-102): $31.1 million for
completion of 375 linear feet of expanded wharf, an AMP™ installation at Berth 100,
and the development of approximately 37 acres of new backlands;

e Downtown Harbor: $17.7 million for design and construction of a waterfront
promenade, plaza and town square from Fire Station 112 to 6™ Street; and

o POLA Fiber Optic Network: $6.5 million for the second phase of the design and
construction of a fiber optic network around the port complex. f

Major in-process projects include:

e TRAPAC (Berths 135-147): $91.4 million for automatic stacking crane
infrastructure, backland grading and paving, utilities installation and design and
preliminary construction of the TRAPAC Administration Building;

e Berth 200 Rail Yard: $61.0 million for design and construction of yard site, tracks,
yard office building, diesel engine service facility and rail yard track connections;

e Wilmington Grade Separation: $33.0 million for design and construction of a
grade separation in South Wilmington to carry vehicular traffic over railroad tracks to
Port terminals; and

o Other transportation improvements: $11.7 million for various transportation
projects including: C-Street/I-110 access ramp improvements, John S. Gibson
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Intersection/I-110 access ramp improvements, |-110/SR-47 connector improvements
and Terminal Island street improvements.

The lower than budget spending of $73.8 million was primarily due to:

o Port-wide AMP™ installations: Lower by $43.6 million as project equipment was
delivered and paid for towards the end of FY 2012/13 versus FY 2013/14; and
e Transportation Program: Lower by $20.3 million as a result of
o Berth 200 Rail Yard and Connections lower by $16.9 million due to construction
delays and lower contingency spending;
o Harry Bridges Boulevard improvements lower by $5.6 million for lower than
budgeted Los Angeles Department of Water and Power charges; and
o |-110/SR-47 and John S. Gibson Intersection/I-110 improvements higher by $2.4
million.

<

UGENE D. SEROKA
Executive Director
Transmittals:
1. TEU Throughput Comparison — FY Ended June 30, 2014
2. Actual-to-Budget FY 2013/14 — June
3. Year-to-Year Performance Report YTD June 30, 2014 and 2013

W ,
MC:KP:EY:MC/Finance
cc. Deputy Executive Directors
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