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STAFF REPORT

To: SBWMA Board Members

From: Joe La Mariana, Executive Director

Date: March 25, 2021 Board of Directors Meeting
Subject: Executive Director’s Report

Staff and Agency partners continue to be hard at work supporting numerous projects, programs, and facility
initiatives. Here are the highlights:

1. COVID-19/Shelter-In-Place (SIP) Status Update:
As previously reported, the SBWMA and its primary partners have taken extreme measures to protect our
colleagues while continuing with high-quality services, as follows:

a. Recology Operations:
All Residential, Commercial, and Multi-Family Dwelling collection services continue at our homes,
multi-family dwellings, and businesses that are open as regularly scheduled.

b. South Bay Recycling (SBR) Operations:
All franchised supported operations at the Shoreway Transfer Station and MRF continue
uninterrupted.

c. SBWMA Administrative Program Staff Ops:
All Staff continues to work remotely from home or, when needed, at Shoreway as our administrative
offices remain closed. All regular meetings continue to occur, and Staff remains in continued contact
with the Executive Committee, all Board and TAC members, contractors, and Agency/industry
partners, as needed.

2. Administration & Finance:

a. Annual Financial and Operational Systems Audit:
The annual financial systems and site operations contractual compliance audit has begun. This work
is being performed by R3 Consulting who has extensive experience in this work at our site. R3
Consultants’ independent findings and recommendations report will be reviewed by Staff, our primary
contractors (Recology and South Bay Recycling) and the Finance Committee before being presented
for board review in June.
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b. Expiring Operations Agreement - Public Procurement Workplan:

The SBWMA's Operating Agreement with South Bay Recycling expires on December 31, 2023. Staff
is presenting a 2-year workplan to perform this high-profile, major procurement process for Board
consideration in today’s agenda item 10A. Staff anticipates that an operator recommendation for the
new term will be presented for Board consideration by fall of 2022. 2023 is expected to be a detailed
transitional period that, depending on the contract awardee, may require operational transition,
specialized equipment procurement, and managerial staff development. Important note: all current
collective bargained agreements will be honored for the facility’s workforce, regardless of the selected
facility operator.

This agreement’s scope of work covers the operations of the Shoreway Environmental Center's
Transfer Station, Materials Recovery Facility (MRF) and public scale house, as well as that portion of
our agency-owned property. This contractor is also responsible for the longhaul transportation
operations of almost 500,000 tons of waste materials a year (solid waste; construction and demolition
materials; organic materials and recyclables), as well as serving as the materials broker for the
outbound commodities from our MRF. There is also extensive reporting and recordkeeping
responsibilities required by this agreement. Facility, operational and program data management is
essential to all major decisions.

At $20M/year, the SBWMA's facility Operating Agreement is our second largest contract. With an
anticipated 10-year base term, plus an option for additional years, the total value of this contract could
easily approach $250M. This is an incredibly important contract with significant financial
consequences to our ratepayers.

3. Committee Updates:

a.

b.

Finance Committee Meeting (no meeting held)

Legislative/Regulatory Committee (no meeting held)

Pub Ed/Outreach Subcommittee (no meeting held)

Technical Advisory Committee (no meeting held)

Zero Waste Committee (February 25)

The Committee was given the latest update on the Capital Projects at Shoreway, including the MRF
Phase 1 and O2E Projects and also discussed planning for MRF Phase 2 upgrades. Committee
members were briefed on the latest updates on the status of implementing the SB 1383 Compliance
Plan and given an update on the Bond Refunding account. The Committee discussed the Shoreway
Site Master Planning that includes the possible leasing of a sub-parcel of San Carlos airport land that
is immediately adjacent to our site.

4. Collection and Recycling Program Support and Compliance:

a.

Recology San Francisco Situation:

On March 4th, San Francisco’s City Attorney, Dennis Herrera, announced a $100M settlement between
Recology’s San Francisco operating business units and the City for rate overcharges that tie back to
the 2017 rate review process. Mr. Herrera also reported that a 6.8% rate rollback adjustment and
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substantial financial penalties were also assessed. Senior Recology management advised me of this
situation on March 4, A Recology press release is attached to provide the company’s comments on
this situation (Attachment A).This situation does not appear to involve the Recology San Mateo
County’s business unit. See Attachment B (SF Gate article, March 4, 2021).

The Executive Committee reviewed this situation in depth at our March 9" meeting. The SBWMA'’s
annual Contractor’'s Compensation Adjustment Application review process was discussed extensively.
This discussion reaffirmed the critical importance of having multiple levels of technical review by senior
SBWMA and knowledgeable member agency staffs in a fully transparent review process. Additional
checks and balances of our financial systems were also discussed, including the annual independent
audit of the Agency'’s contractor contract compliance and operations (by R3 Consulting); and the
annual independent audit of the Agency’s administrative financial systems (by Maze & Associates
through City of Redwood City). It was agreed that each of these elements provides our Agency with
essential process integrity check functions, and they must continue to ensure proper system integrity..

Please note that my colleagues and | welcome the ongoing transparent review of our financial
ecosystem on all levels.

b. SB 1383 Update
Implementation Planning: Staff has been hard at work on the numerous components of the SB 1383
implementation,. Currently staff is in the process of entering into contracts to support SB 1383
Compliance Plan work, including developing model ordinances for Member Agencies; providing
technical assistance on the Plan itself; and providing SB 1383 franchise amendment modification
support. Staff has also been working with counsel to work on MOUs with Member Agencies and the
SBWMA for assigning designated SB 1383 compliance activities, and developing a MOU with San
Mateo County’s Office of Sustainability on the Edible Food Recovery Program.

SBWMA Program Manager Il recruitment: Panel interviews were conducted on March 11th, The
panel consisted of SBWMA staff Julia Au, Grant Ligon, Cyndi Urman; as well as ‘Andra Lorenz, TAC
Vice Chair (Foster City) and Gordon Tong, TAC alternate (County of San Mateo). We thank each of
them for their keen insights and excellent input. This position is expected to be filled by May.

¢. Community Outreach and Environmental Education
I.  Trash to Art Contest Open until April 2!
The annual RethinkWaste Trash to Art will be taking online submissions for individual art
creations by 3rd through 5th grade students in the RethinkWaste service area through April
2nd. Winners will be announced during a RethinkWaste Earth Month event.

ii.  RethinkWaste Earth Month Events coming in April
Between Thursday April 15th and Thursday, April 22nd (Earth Day), Staff will be hosting a
series of events, including a virtual film screening of Plastic Wars paired with a presentation
from a panel of industry experts, a bin sorting review and waste trivia night with Recology San
Mateo County, a sing-along and story-time workshop for young students, and a special
Saturday of virtual Shoreway tours. The community will also be encouraged to participate in a
month-long litter collection challenge. We hope you can join us at one of these events. Please
find more information and how to sign up at: RethinkWaste.org/EarthMonth21
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lii.  Environmental Education (EE) Update
The Environmental Education (EE) Team continues to collaborate with San Mateo County’s
Office of Education (SMCOE) and other community partners and agencies on a range of
projects, including a joint FAQ waste reference document for school administrators, educators,
and students. After several rounds of revisions and edits, the EE Team is releasing a new and
improved RethinkWaste Lesson Booklet, which includes over 10 original lessons with full
audio and video instructions for students. You can find the final revised booklet at:
RethinkWaste.org/teachingtools.

iv.  Public Spaces Update
RethinkWaste staff continues to monitor and develop the Public Spaces Program with updated
downtown signage for Redwood City and San Carlos. In addition, new signage is being piloted
at Foster City’s Leo J. Ryan Park (pictured below). During this period, staff are conducting
waste audits to compare sorting accuracy to preliminary audits conducted in 2020.

New signage on existing recycling and landfill receptacles at Leo J. Ryan Park.

v.  Pub Ed and Outreach Updates
The Public Education and Outreach team has had their hands full with virtual events and
outreach campaigns. February’s virtual webinar was a collaboration between San Mateo
County Environmental Health Services and RethinkWaste to tackle the important topic of
household hazardous waste. Presenters informed the 30 attendees about what hazardous
waste is, safe cleaning alternatives, and proper disposal. The webinar included a demo on
cleaning without chemicals and staff facilitated a Q&A session with questions from the
audience.

In our on-going recycling campaign, staff, in collaboration with Recology had decals installed
onto 20 Recology trucks with messages and graphics encouraging the service area to recycle
and compost. Additionally, staff along with Recology’s Waste Zero team went out to multi-
family properties in East Palo Alto, Redwood City, and San Carlos to disseminate over 400
doorhangers with information about proper sorting and how their actions make a difference,
with appealing imagery and text in both English and Spanish.

The Holiday Battery Campaign concluded in January 2021 and the results showed great
success at the mostly digital campaign that ran in English, Spanish, and Chinese. Attachment
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C shows the high-level summary of the campaign results that show a significant increase in
impressions (views) of ads to the public as compared to the Summer 2020 Campaign, as well
as an increase in the engagements and clicks Staff hopes to have an on-going battery
outreach campaign as it was clear there is still a need for this on-going messaging to residents
about proper battery disposal.

5. Shoreway Operations and Contract Management
Work activity, site traffic and most material volumes at the Shoreway facility are at pre-COVID levels.

a. Summary of MRF Sort System Upgrades Process:

The Phase | MRF Sort System Upgrades Project was approved by the Board roughly one year ago
(9/26/2019). The project was installed on-budget and on-schedule in July 2020 and staff has been
“tuning” the system though the balance of 2020. Staff presented a summary of the project benefits and
financials to the Zero Waste Committee on February 25, 2021. Research for the MRF Phase Il upgrades
are currently being researched and designed.

b. Summary of Organics-to-Energy (O2E) Pilot:

After delaying the O2E Pilot start due to a lack of collected food waste due to the pandemic, the project is
poised to start up in April. With the addition of supplemental food waste delivered by a sister waste
management agency in Monterey (MRWMD), the SBWMA will aggregate enough food waste to start
Batch-Operations of the O2E project. Staff will update the Board on project results and the design of a
municipal solid waste processing system for the Transfer Station over 2021.

c. Commodity Marketing update:

The MRF continues to sort recyclable materials into grades and qualities which meet the local and export
market requirements. Over half of the recyclables produced are fiber, consisting of Old Corrugated
Containers (OCC, aka cardboard) or Mix Paper (MP). The only viable market for OCC and MP from the
bay area is in SE Asia. Those markets want our OCC and MP, which is loaded into export containers and
shipped from the Port of Oakland.

The global shipping crisis continues to impact all ports on the west coast of the US and the Port of
Oakland is no exception. SBR continues to prioritize our OCC and MP shipments and allocate precious
cargo space on vessels willing to take export cargo from the Port of Oakland. The situation fluid, but at
this time all OCC and MP has been exported from the Port of Oakland, thus avoiding having to transport it
down to LA for storage or trans-loading (see pic below). See Attachment D (NY Times article, March 6,
2021) and Attachment E (Regional No. American (Port) Update Summary, March 10, 2021) for more
details on this situation.

Cargo ships waiting to unload at Long Beach Harbor; Credit: Dan Domonoske
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d. Airport Land Acquisition Project—Shorter Term
The County recently advised agency staff that the only lease option that is currently being considered for
this property is about 5 years. The County envisions a large-scale project for this site in the future which
may utilize much or the entire site. This information significantly changes the agency’s level of interest in
this property. While a short term lease still has strong value to the SBWMA in serving as temporary staff
parking and as an equipment lay down area during a planned mandated underground storage tank (UST)
replacement project by 12/31/25 (estimated to be 12-18 months), this position modifies our longterm
planning considerations regarding other high-value projects. Therefore, a short term lease option will
continue to be pursued to support the UST project needs, but it currently appears that any long term site
optimization benefits will only occur by “rethinking” our current site’s layout. More information will follow as
our discussions evolve.

e. Shoreway Facility Master Plan/Site Optimization Project

At its February 25t meeting, the Zero Waste Committee provide Staff with strong supportive feedback
regarding the need to proceed with a formal site planning assessment and review, also known as a
Shoreway Facility Master plan. This direction was provided before the County’s current position towards a
long term lease (see above) was known. This situation creates great urgency in the agency'’s critical
planning process to responsibly plan for the agency’s operational requirements for our space-constrained
16-acre site in the future.

Accordingly, Staff will develop a workplan to implement a Shoreway Environmental Center site master plan
that will include optimizing the site operations and layout, while factoring future program requirements.
Staff envisions having a proposal for Zero Waste and Finance Committee discussion later in the spring,
and for Board consideration in June.

Respectfully submitted

Joe La Mariana
Executive Director

Attachments:

Attachment A — Recology Press Release: Recology Announces Correction to Mistake in San Francisco
Rates

Attachment B — SF Gate Article: Recology to repay San Francisco customers nearly$100M in
overcharged fees

Attachment C — RethinkWaste Holiday Battery Campaign: Final Report

Attachment D — New York Times Article 03/06/2021: ‘I've Never Seen Anything Like This’: Chaos
StrikesGlobal Shipping

Attachment E - Port Customer Summary Update 03/10/21 from Regional North American
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Recology Announces Correction to Mistake in San Francisco Rates

Recology Brought Mistake to Attention of San Francisco City Attorney;
Will Pay Back Customers, Adjust Rates Going Forward

SAN FRANCISCO, Calif, March 4, 2021: Recology today announced that it has reached a
resolution with the San Francisco City Attorney addressing a mistake in the 2017 rate
calculation for certain of Recology’s San Francisco customers.

Effective April 1, 2021, Recology will reduce rates by 6.796% for all affected San Francisco
customers to correct the mistake. Additionally, subject to the approval of the San Francisco
Board of Supervisors, Recology will issue payments to current and former customers affected
by the mistake:

¢ Payments to current customers will be made by September 1, 2021.

e Payments to former customers will be made on a rolling basis. The company will work
diligently to reach all former customers and will report to the City on a monthly basis as
to all paid and unpaid balances.

“We value our customers, and making them whole for this mistake is our top priority,” said Sal
Coniglio, Chief Executive Officer of Recology. “As soon as we learned of the mistake, we took
immediate action. We are grateful to the City Attorney for helping us reach a resolution that
benefits our San Francisco customers. We are reviewing our internal processes and working
with the City to ensure an issue like this never reoccurs.”

In total, Recology will pay current and former San Francisco customers $86.6 million, plus
interest, in order to account for the miscalculated rates that have been in effect since July 1,
2017. It is estimated that a single-family household in San Francisco with standard service will
receive payments equivalent to approximately $35 per year for each year that the miscalculated
rates were in effect. Actual payments will vary based on a number of factors, including the
service level and customer type. Customers will be notified of their payment amounts in the
coming months.

Background on the 2017 Rate Application Miscalculation

By City law, Recology’s San Francisco rates are set prospectively through a public ratemaking
process. The rate model identifies revenues at current rates, and projects needed revenues for
future rates, in order for Recology to recover its costs and earn a set profit of about 9%.

The rates are designed to include an amount that is collected for City-directed purposes and
passed on to the City. Recology does not earn a profit margin on these passthrough amounts.

The 2017 rate model spreadsheet supporting Recology’s rate application did not accurately
account for certain revenue that is passed on to the City in calculating revenues at current rates.
The inadvertent omission of these amounts resulted in a rate increase that was higher than was
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necessary — to cover the difference between revenue at current rates (which was incorrectly
calculated, due to the omission) and projected net revenue requirements.

This mistake was not discovered during the 2017 ratemaking process by any of the many
entities involved in the process, which included Recology, the City Attorney’s Office, multiple
City agencies, including the San Francisco Department of Public Works (SFPW), and
independent consultants retained by SFPW.

Recology’s current senior leadership and Board of Directors learned of the mistake in November
2020 through an unrelated investigation conducted by Recology’s outside counsel. The
investigation also found that certain staff in Recology’s San Francisco operations became aware
of the mistake as early as December 2018, and that they informed both SFPW and the City’s
Department of the Environment (SFE) at that time. Shortly thereafter, Recology staff also
informed the independent rate consultant retained by SFPW in connection with the 2017
ratemaking process.

After learning of the mistake in November 2020, Recology leadership promptly brought the
issue to the City Attorney’s Office, even as Recology’s outside counsel continued to investigate
the matter.

Recology’s investigation has not identified any evidence indicating that the mistake was
intentional.

Additional Components of Today’s Resolution

Separate and apart from the rate mistake, today’s settlement also addresses donations, gifts,
and meals provided directly or indirectly to City officials. Recology has agreed to not make any
gifts of any value to any City employee or Officer or make any behested payments, and agreed
to heightened disclosure requirements.

As part of the resolution with the City — and in relation to both the gifts issue as well as the rate
miscalculation — Recology has agreed to pay a settlement amount of $7 million, without
admitting any liability.

Recology has a new CEO as well as a new Chair of its Board of Directors, both effective
January 1, 2021. The Company has already implemented significant measures to improve its
compliance policies, training, and procedures.

“We are confident in Recology’s current leadership and have implemented measures to improve
the company’s commitment to a culture of service and compliance. Today’s resolution is in
keeping with the actions we have taken over the course of the last year,” said Christa Steele,
Chair of the Recology Board of Directors. “At Recology, we are proud to serve our communities
and will continue to take seriously our responsibility to our customers.”

Recology is a 100% employee-owned integrated resource recovery company providing
materials collection, processing, and outreach and education to customers throughout
California, Oregon, and Washington. Recology finds new ways to process and reuse what was
once considered waste, collecting and recovering recyclables to be re-purposed into new
products. Recology has more than 3,700 employees, who serve over 150 communities.
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Recology to repay San Francisco customers nearly
$100M in overcharged fees

SFG sfgate.com/bayareal/article/Recology-to-repay-San-Francisco-customers-nearly-16000866.php

A pile of recycled cardboard sits on the ground at Recology's Recycle Central on Jan. 4, 2018, in San
Francisco.
Justin Sullivan/Getty Images

If you're a Recology customer in San Francisco, you may soon see a sizable reimbursement
check.

The waste-collecting company agreed Thursday to pay back $94.5 million in overcharged
fees and interest, City Attorney Dennis Herrera announced. In addition, Recology must also
lower residential and commercial rates beginning April 1, which will save customers $6.1
million from April through June. The settlement comes on the heels of a probe by Herrera's
office that alleges Recology inflated its fees for years.

The city attorney said most households will get about $190 back.

The issues date back to the tenure of disgraced former Public Works head Mohammed Nuru,
who was arrested in January 2020 on a slew of corruption and bribery charges, ensnaring
multiple city agencies and partners.
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Federal prosecutors have alleged Nuru took bribes from Recology in exchange for allowing
them to keep their rates overinflated. Four months ago, ex-Recology executive Paul Giusti
was also arrested for his alleged role in the scandal; prosecutors say Giusti paid more than $1
million in bribes to Nuru, whose city role included the right to approve garbage collection fee
rates.

“With this legal action, we are making San Francisco ratepayers whole and sending a clear
message that cozying up to regulators won’t be tolerated,” Herrera said in a statement.
“Mohammed Nuru may have had his challenges keeping the streets clean, but he clearly
excelled at cronyism, slush funds, and indifferent oversight. While ratepayers were taking a
hit to their wallets, Mr. Nuru was soliciting money for lavish parties from the company he
was supposed to be regulating. It’s outrageous."

In October, a Mission Local investigation found that San Francisco customers' garbage fee
rates spiked at the same time Recology began donating to a nonprofit controlled by Nuru.

Recology has changed names over the decades, but since the 1930s the company has had a
monopoly on San Francisco waste collection.

"The ramifications of our work with the City Attorney on this investigation are not abstract —
there are real financial consequences for San Franciscans,” City Controller Ben Rosenfield
said in a statement. “It’s only right that our residents are repaid for the unjustified rates they
were charged."

For more information on the settlement, see the press release from the city attorney's office
here.
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Holiday Battery Campaign: Final Report

The RethinkWaste Holiday Battery Campaign ran from December 14, 2020 through
January 31, 2021. The campaign aimed to educate, inform, and provide resources to
single-family and multi-family home residents within the service area about A) why
responsible battery handling matters and B) the different methods of correctly handling
batteries. By utilizing data collected through an online survey conducted in Spring 2020
and lessons learned through the Spring/Summer 2020 Battery campaign, SGA created
and launched a multi-channel outreach and public education campaign to residents
within the RethinkWaste service area to decrease the number of batteries found in
Shoreway’s MRF sort line.

The goals of this campaign included the following:
1. Educate the audience on how to responsibly handle their batteries through the
different methods available to them in their service area
Reduce the number of all battery types found in Shoreway’'s MRF sort line
Increase participation in the curbside battery collection program
Increase battery bucket participation from MFDs
Promote the need to tape battery terminals
Create multicultural outreach materials (in Spanish and Chinese)

ok wmN
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Holiday Battery Campaign: Final Report

Definitions

CTR (Click-through rate): The percentage of clicks relative to the number of impressions.
Average CPC (cost per click): The average dollar amount of each click the ad gets.
Average CPV (cost per view): The average dollar amount of each view the video ad gets.
View rate: The percentage of people who watched the video after they first saw the video
or thumbnail.

Reach: Number of unique individuals who saw the ads at least once.

Impressions: Number of times the ad was on screen.

Bounce rate: Bounce rate is single-page sessions divided by all sessions, or the
percentage of all sessions on your site in which users viewed only a single page and
triggered only a single request to the Google Analytics server.

Ad Strategy

One of the advantages of a digital campaign is having the flexibility to run multiple ads in different
formats (i.e. static images, animated gifs, videos) and see real-time results to better understand
which ad types are best resonating with intended audiences. SGA tested several different
messages across the Facebook and Google platform while monitoring performance results on a
weekly basis (or more frequently). We compared ads within the same audience segment,
stopping those that were underperforming to reroute ad dollars to the ads acquiring the most
clicks and reach. Ad run time and “turn off dates” are noted in the breakdown of ad performance,
starting on page 9. SGA also utilized Facebook Pixels and Google conversion tags to help retarget
ads to an audience segment mostly likely to take action from the ads, i.e. visit the RethinkWaste
battery webpages.
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Holiday Battery Campaign: Final Report

Overview

Between December 14, 2020 and January 31, 2021, SGA ran ad campaigns across
Facebook/Instagram, and the Google Ads Network (search, display, and video) for RethinkWaste.
The goal of this campaign was to drive residents in the RethinkWaste service area to their Rethink
Batteries page in an effort to raise awareness about proper battery recycling. Our target
audiences varied by campaigns and were defined as follows:

Platform & Target Language:
e Facebook/Instagram: English & Spanish
e Google Ads (Search): English
e Google Ads (Display): English, Spanish, Traditional Chinese
e Google Ads (Video): English, Spanish, Traditional Chinese

Target Area & Demographics:
e English
o Target Area: Belmont, Burlingame, East Palo Alto, Foster City, Hillsborough,
Menlo Park, Redwood City, San Carlos, San Mateo (9 Cities)
o Target Demographic: M&F, 25-55
e Spanish
o Target Area: Belmont, Burlingame, East Palo Alto, Foster City, Menlo Park,
Redwood City, San Carlos, San Mateo (8 Cities)
o Target Demographics: M&F, 25-55
e Traditional Chinese
o Target Area: Belmont, Burlingame, East Palo Alto, Foster City, Menlo Park,
Redwood City, San Carlos, San Mateo (8 Cities)
o Target Demographics: M&F, 45-65+

Campaign Spending

e Total Campaign Spending: $8,604.55

o Facebook Total: $2,669.59 (30% of total campaign spending)
m English Campaign: $1,719.94
m Spanish Campaign: $949.65

o Google Total: $5,934.96 (70% of total campaign spending)
m Search Ads: $1,425.20 (English)
m Display Ads: $750.53 (English), $750.56 (Spanish), $750.91 (Chinese)
m Video Ads: $779.71 (English), $737.00 (Spanish), $741.05 (Chinese)
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Holiday Battery Campaign: Final Report

Overall Campaign Performance

Campaign Totals / English + Spanish + Chinese
Total Impressions: 2,147,733 | Total Clicks: 34,310

Facebook Campaign / English + Spanish
Total Impressions: 414,698 | Total Clicks: 5,029 | Total Reach: 99,988

Google Ads Search Campaign / English
Total Impressions: 10,557 | Total Clicks: 671

Google Ads Video Campaign / English + Spanish + Chinese
Total Impressions: 152,908 | Total Clicks: 1,798 | Total Views: 29,861

Google Ads Display Campaign / English + Spanish + Chinese
Total Impressions: 1,569,570 | Total Clicks: 26,812

Amount Amount L et
Campaign |Campaign
Spent Spent (%) CPCP 9 CTRp 9

Grand Total (Facebook Ads + Google Ads) = $8,604.55 2,147,733 34,310 1.60% $0.25 $0.33 1.06%

The overall campaign was very successful, and earned approximately 2.1 million impressions and
34, 310 clicks. The average campaign cost per click (CPC) was $0.25, which was significantly
lower compared to $0.33 in the previous campaign. The average click through rate (CTR) was
1.60% compared to 1.06% in the previous campaign.

Both Facebook and Google Ads performed better in this campaign than the previous one:
Facebook Ads’ average CPC was $0.53 compared to $0.57 in the previous campaign.
Google Ads’ average CPC was $0.20 compared to $S0.27 in the previous campaign.

Overall for this holiday campaign, Google Ads had a higher CTR at 1.69% compared to 1.21% of
Facebook Ads.
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‘'ve Never Seen Anything Like This’: Chaos Strikes
Global Shipping

@& nytimes.com/2021/03/06/business/global-shipping.html
March 6, 2021

Off the coast of Los Angeles, more than two dozen container ships filled with exercise bikes,
electronics and other highly sought imports have been idling for as long as two weeks.

In Kansas City, farmers are struggling to ship soybeans to buyers in Asia. In China, furniture
destined for North America piles up on factory floors.

Around the planet, the pandemic has disrupted trade to an extraordinary degree, driving up
the cost of shipping goods and adding a fresh challenge to the global economic recovery. The
virus has thrown off the choreography of moving cargo from one continent to another.

At the center of the storm is the shipping container, the workhorse of globalization.

Americans stuck in their homes have set off a surge of orders from factories in China, much
of it carried across the Pacific in containers — the metal boxes that move goods in towering
stacks atop enormous vessels. As households in the United States have filled bedrooms with
office furniture and basements with treadmills, the demand for shipping has outstripped the
availability of containers in Asia, yielding shortages there just as the boxes pile up at
American ports.

SBWMA BOD PACKET 03/25/2021 AGENDA ITEM: 6 ATTACHMENT D - p1


https://www.nytimes.com/2021/03/06/business/global-shipping.html?action=click&module=Top%20Stories&pgtype=Homepage
https://www.nytimes.com/2021/03/06/business/global-shipping.html?action=click&module=Top%20Stories&pgtype=Homepage

Containers that carried millions of masks to countries in Africa and South America early in
the pandemic remain there, empty and uncollected, because shipping carriers have
concentrated their vessels on their most popular routes — those linking North America and
Europe to Asia.

And at ports where ships do call, bearing goods to unload, they are frequently stuck for days
in floating traffic jams. The pandemic and its restrictions have limited the availability of
dockworkers and truck drivers, causing delays in handling cargo from Southern California to
Singapore. Every container that cannot be unloaded in one place is a container that cannot
be loaded somewhere else.

“I've never seen anything like this,” said Lars Mikael Jensen, head of Global Ocean Network
at A.P. Moller-Maersk, the world’s largest shipping company. “All the links in the supply
chain are stretched. The ships, the trucks, the warehouses.”

Economies around the globe are absorbing the ripple effects of the disruption on the seas.
Higher costs for transporting American grain and soybeans across the Pacific threaten to
increase food prices in Asia.

Empty containers are piled up at ports in Australia and New Zealand; containers are scarce
at India’s port of Kolkata, forcing makers of electronics parts to truck their wares more than
1,000 miles west to the port of Mumbai, where the supply is better.

Rice exporters in Thailand, Vietnam and Cambodia are forgoing some shipments to North
America because of the impossibility of securing containers.

The chaos on the seas has proved a bonanza for shipping companies like Maersk, which in
February cited record-high freight prices in reporting more than $2.7 billion in pretax
earnings in the last three months of 2020.

No one knows how long the upheaval will last, though some experts assume containers will
remain scarce through the end of the year, as the factories that make them — nearly all of
them in China — scramble to catch up with demand.

Since they were first deployed in 1956, containers have revolutionized trade by allowing
goods to be packed into standard size receptacles and hoisted by cranes onto rail cars and
trucks — effectively shrinking the globe.

Containers are how flat panel displays made in South Korea are moved to plants in China
that assemble smartphones and laptops, and how those finished devices are shipped across
the Pacific to the United States.

Any hitch means delay and extra cost for someone. The pandemic has disrupted every part of
the journey.
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“Everybody wants everything,” said Akhil Nair, vice president of global carrier management
at SEKO Logistics in Hong Kong. “The infrastructure can’t keep up.”

Image

The traffic jams off Los Angeles have become so severe that ships have exhausted all the anchorage
spots.Credit...Coley Brown for The New York Times

The Havoc Begins Like This

More than a decade ago, during the global financial crisis, shipping companies saw their
businesses savaged.

As a mysterious virus emerged in China early last year — prompting the government to shut
factories to contain its spread — the shipping industry braced for a replay. Carriers cut their
services, idling many of their vessels.

Yet even amid the downturn, orders surged for protective gear like surgical masks and gowns
used by frontline medical staff, much of it made in China. Chinese factories ramped up, and
container ships carried their products to destinations around the planet.

Image
Demand for personal protective equipment like masks and gloves meant shipping containers full of
those goods were sent to ports far from the main trading routes.Credit...Agence France-Presse —
Getty Images
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Unlike the financial crisis, when the economic recovery took years to gather force, Chinese
factories came roaring back in the second half of 2020, yielding robust demand for shipping.

As shipping companies deployed every vessel that could float, they concentrated on routes
with the greatest demand — especially China to North America.

Pressure built as Americans refashioned their spending. Deprived of vacations and
restaurant meals, they bought video game consoles and pastry mixers. They outfitted their
homes for remote work and distance learning.

Exercise equipment shipped by container from Asia to North America more than doubled
between September and November, compared with the same period a year earlier, according
to analysis by Sea-Intelligence, a Copenhagen-based research company. Shipments of stoves,
ranges and cooking equipment nearly doubled in that span. Disinfectants increased by more
than 6,800 percent.

“All of the stuff that’s been growing has been basically pandemic induced,” said Alan
Murphy, the research group’s founder.

Viewed broadly, the volume of global trade dipped by only 1 percent in 2020 compared with
the previous year. But that doesn’t reflect how the year unfolded — with a plunge of more
than 12 percent in April and May, followed by an equally dramatic reversal. The system could
not adjust, leaving containers in the wrong places, and pushing shipping prices to
extraordinary heights.

Peter Baum’s company in New York, Baum-Essex, uses factories in China and Southeast Asia
to make umbrellas for Costco, cotton bags for Walmart and ceramics for Bed Bath & Beyond.
Six months ago, he was paying about $2,500 to ship a 40-foot container to California.

“We just paid $6,000 to $7,000,” he said. “This is the highest freight rate that I have seen in
45 years in the business.”
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In early September, he waited 9o days to secure space on a ship for a container of wicker
chairs and tables.

Another U.S. importer, Highline United, which imports women’s shoes from China and
Hong Kong for brands like Ash and Isaac Mizrahi, is paying more than five times its usual
price for shipping.

“It’s a classic supply and demand issue,” said Kim Bradley, the chief operating officer of the
company, which is based in Dedham, Mass.

Image
Kim Bradley, the chief operating officer of Highline United, at her office in Dedham, Mass. The
company, which makes women’s shoes in China, is paying much higher prices for
shipping.Credit...Simon Simard for The New York Times

Traffic Backs Up at California’s Jammed Ports

At the twin ports of Los Angeles and nearby Long Beach, unloading has been slowed by a
dearth of dockworkers and truck drivers as the virus has sickened some while forcing others
to quarantine.

“It is anticipated that the backlog in volume will remain until midsummer,” the director of
the Los Angeles port, Gene Seroka, said at a recent board meeting.

The ships off Los Angeles have exhausted available anchorage spots, resorting to so-called
drift boxes — zones where they float freely, like planes circling over congested airports.

Major consumer brands — from the sportswear-maker Under Armour to Hasbro, the game
and toymaker — have been dealing with shipping bottlenecks.

Peloton points to port congestion as a factor behind its delays in delivering its high-end
stationary bicycles. To shorten wait times, Peloton outlined plans to invest $100 million in
air shipping and expedited ocean freight.

But even in normal times, airfreight is roughly eight times the cost of sea shipment. Most
airfreight is carried in the cargo holds of passenger jets. With air travel severely constrained,
so are available cargo slots.

Image
Three massive cranes arrived in Oakland, Calif., earlier this year, to help the port unload the largest
cargo ships.Credit...Jim Wilson/The New York Times

Some shippers have rearranged their schedules, stopping off in Oakland, Calif., 400 miles to
the north, before continuing to Los Angeles. But containers are stacked on ships in
configurations set by their destinations. A sudden change in plans means moving the stacks
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around like a Jenga game.

And the port in Oakland is dealing with its own pandemic problems. Dockworkers are home
tending to children who are not in school, said Bryan Brandes, the port’s maritime director.

“In normal times, vessels come directly into Oakland,” Mr. Brandes said. “Right now, we’re
ranging anywhere from seven to 11 vessels at anchorage.”

Empty Containers Are Being Shipped Back to Asia

The dysfunction on the American West Coast has caused problems thousands of miles away.

Scoular, one of the largest agricultural exporters in the United States, loads grain and
soybeans into containers at terminals like Chicago and Kansas City, and then sends them by
rail to Pacific ports en route to Asia.

Given the prices fetched by containers in Asia, shipping carriers are increasingly unloading
in California and then immediately putting empty boxes back on ships for the return leg to
Asia, without waiting to load grain or other American exports. That has left companies like
Scoular scrambling to secure passage.

Delays at the ports frequently bump Scoular’s containers to different vessels, forcing the
company to redo its customs paperwork — another delay.

“It’s the schedule reliability that is a problem,” said Sean Healy, Scoular’s carrier relations
manager. “It’s a global issue.”

Image

Grain producers in the United States are facing difficulties in exporting their products to Asia
because demand for containers is so high.Credit...Jenn Ackerman for The New York Times

No One Knows How This Ends

In recent weeks, shipping carriers have aggressively moved empty containers to Asia,
increasing availability there, according to data from Container xChange, a consultant in
Hamburg, Germany.

Some experts assume that as vaccinations increase and life returns to normal, Americans will
again shift their spending — from goods back to experiences — reducing the need for
containers.

But even as that happens, retailers will begin building up inventories for the holiday
shopping binge.
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The stimulus spending plan moving through Congress may generate hiring that could

prompt another wave of buying, as previously jobless people replace aging appliances and
add to their wardrobes.

“There could be a whole other subset of consumers out there that haven’t been able to
consume,” said Michael Brown, a container analyst at KBW in New York. “You are
potentially looking at some shortages for quite some time.”

Image
Even after life begins to return to normal, it’s unclear how long global shipping will be
backlogged.Credit...Coley Brown for The New York Times
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Customer Advisory
March 10, 2021

Regional North American Update Summary
Dear Valued HMM Customer,

Please be advised the Regional North American Update Summary as below:

Summary:

% As of March 10, 33 container ships at anchor in LA/LB. 11 container ships anchored in OAK with another
11 waiting outside in drift boxes.

Terminal Operations:
< USWC
O LA/LB - Currently 33 container ships anchored outside of the port complex
= Terminal Congestion is at critical levels with a few terminals at or above their capacity
76% - 118% in LA/LB
= Influx of Import Cargo is still continuing to create congestion — import volume is expected
to decrease slightly from Week 10 to Week 11 by around 5 %. However, that volume is
expected to come back from Week 11 to Week 12
=  On-Dock rail cargo 20,062 Week 10, expected 19,047 Week 11 and 19,837 expected in
Week 12
=  Still seeing a Truck shortage in the LA/LB area due to COVID issues, chassis and
congestion
= Berth Congestion due to ships off proforma expected — Average wait 7.7 Days
e Current ships at anchor 33 with another 10 inbound on 03/11
0 OAK - Currently 22 container ships anchored outside of the port complex
=  OAK terminals are operating on a first come first served basis to try to combat their
growing number of ships at anchor — 11 at anchor with 11 in drift boxes awaiting
anchorage positions — 3 more inbound on 03/13
= Terminal Congestion is at critical levels with terminals at or above their capacity -
estimated at 85%+ in OAK terminals
% USEC
0 NYNJ — Currently experiencing berth congestion due to schedule delays, vessels off-proforma
= Car supply still the major obstacle and the terminal is currently at 8 days dwell on
terminal for inbound rail cargo

O ORF -0 ships at Anchor
0 ILM -0 ships at Anchor
O CHS -0 ships at Anchor
0 SAV - 13 ships at Anchor
Page 1 0of 2
1-877-7THYUNDAI www.hmmz21.com/usa
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% Gate Operations:
O TurnTimes

Turn Time 2h

LA/LB 1h 25m (t<5m)
NWSA Th 40m (£5m)
Oakland 1h 55m (£5m)
MNY/MNJ 1h 45m (£5m)

Rail Operations:
¢+ Congestion in Terminal Rail Operations:

24h

1h 30m (£ <5m)
Th 40m (£ <5m)
1h 50m (£ <5m)

1h 40m (£ <5m)

7d

1h 35m (£<5m)
Th 50m (£<5m)
1h 45m (£ =5m)

Th 35m (£<5m)

0 Shortage of rail cars and terminal capacity issues are adding to dwell times on terminals for the

USWC & the USEC

0 Service is still affected in many areas because of COVID-19 and winter weather for the UP, BN CP,

CN, CSX and the NS

= CAN - VCR — Average 3.4 days dwell

= SEA/TAC — Average 3.8 days dwell
= LA/LB - Average 15 days dwell

= QOAK - Average 3.2 days dwell

= CAN-HAL - Average 1.2 day dwe
= NYNJ - Average 8.7 days dwell

= Norfolk — Average 2.14 days dwell

=  Wilmington — Average 2.0 days dwell

= Charleston — Average 2.0 days dwell

= Savannah — Average 3.8 days dwe

= Jacksonville — Average 1.50 days dwell

Miscellaneous Information:

®,

< HMM will have sufficient staffing at all times to meet your needs

0 We appreciate your continued support of HMM. If you have further questions, please contact

your local sales representative or our Dallas Customer Service Center:

= 1-877-749-8632 or www.hmm?21.com/usa

0 Terminal information should be obtained directly from terminal websites for the most up to date

information

(Web bookings, Track & Trace, Quotes, Vessel Schedule, etc.)
¢ Use email for general inquiries (email addresses can be found in the “Offices and Contact” section of our
website) and phone calls for urgent matters / escalations only.

Respectfully,

HMM (America), Inc.
Americas Headquarters — Irving, TX

¢+ Our digital tools are available for use on our website at http://www.hmm21.com

*The above notice has also been uploaded on our website at: http://www.hmm21.com/cms/business/usa/information/news/index.jsp
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