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RATING ACTION COMMENTARY

Fitch Af rms Alameda Corridor
Transportation Auth, CA's Sr,
Sub & Second Sub Revs;
Outlook Negative
Thu 03 Dec, 2020 - 3:00 PM ET
Fitch Ratings - New York - 03 Dec 2020: Fitch Ratings has af rmed the Alameda Corridor
Transportation Authority's (ACTA) $986 million in senior bonds at 'A', $488 million in
subordinate revenue bonds at 'BBB+', and $557 million in second subordinate revenue
bonds at 'BBB'. The Rating Outlook on all bonds remains Negative.
ACTA also has $84 million in unrated series 2012 bonds, which are on parity with the rated
senior revenue bonds.

RATING RATIONALE
The ratings re ect a vital rail corridor that handles nearly a third of the throughput for the
San Pedro Bay ports (SPB ports; Port of Los Angeles and Port of Long Beach, both rated
AA/Stable). Backstop commitments from the ports provide some revenue stability and
mitigate against the authority's exposure to throughput volatility and rate adjustment
limitations. Credit concerns include ACTA's heavily back-loaded debt structure, which Fitch
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expects to trigger several years of shortfall advances after 2026 if the debt is not
restructured and/or volume and in ation growth remains modest.
The 'A' rating on the senior lien re ects superior coverage levels, stronger structural
protections, and an expected lack of dependence on shortfall advances, while acknowledging
the open nature of the lien for future restructuring transactions. The rst subordinate and
second subordinate bond ratings of 'BBB+' and 'BBB', respectively, re ect the liens'
subordinated positions within the ACTA debt structure, lower coverage levels, weaker
structural protections, and expected reliance upon shortfall advances post 2026.
The Negative Outlook re ects ongoing downside risk from coronavirus-related volume
disruptions, exacerbated by ACTA's reliance on continued growth in excess of in ation to
cover its backloaded debt service coupled with its relatively modest levels of unrestricted
cash. Because of its liquidity position and accelerating debt service pro le, ACTA remains
more exposed than the ports it services to volume declines stemming from ongoing negative
economic effects of the coronavirus. Management is considering a refunding of $350 million
to reduce debt service in 2022-2025, which would help alleviate near-term pressure.

KEY RATING DRIVERS
Essential Corridor, Elevated Volatility - Revenue Risk (Volume): Midrange
The corridor provides an essential intermodal transportation link between the SPB ports and
two of the nation's largest railroads, Union Paci c and BNSF. However, ACTA's loaded
throughput has exhibited slightly more volatility than that of the SPB ports as a result of its
exposure to trans-loading and shipment of intermodal cargo to some lower growth regions
beyond the Southern California basin. ACTA's import cargo is also somewhat susceptible to
diversion, though limited diversion is expected given timing ef ciencies provided by the SPB
ports and the railroads. ACTA's share of SPB port imports has declined modestly in recent
years to approximately 30% of total TEUs. Positively, elasticity to rate increases has been
low and is expected to remain low going forward given ACTA's current rate framework.
Moderate Rate-Making Ability - Revenue Risk (Price): Midrange
ACTA has a moderate ability to modify rates as evidenced by its rate framework that tracks
rate increases to changes in the consumer price index (CPI) for Los Angeles, Anaheim and
Riverside. Annual rate increases are subject to a minimum threshold of 1.5% and a maximum
threshold of 4.5%, which protects against very low or negative in ation but limits the
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authority's ability to offset sharp declines in volume with commensurate rate increases. Rate
increases for calendar 2019 and 2020 were 4.1% and 3.2%, respectively. Periods of lower
in ation growth are somewhat mitigated by the allowance of shortfall advances by the SPB
ports, which have an obligation to cover up to 40% of any debt service payment. ACTA is also
able to pass through many M&O costs directly to the BNSF and Union Paci c railroads,
though ACTA remains responsible for its own administrative costs and capital refurbishment
through the Reserve Account.
Minimal Capital Needs - Infrastructure Renewal/Development: Stronger
ACTA's capital improvement planning mechanisms are considered strong and re ect the
anticipated needs of both the ports and the railroads. The corridor is in good condition and is
currently operating well above medium-term throughput forecasts, resulting in modest
future expected capital needs. The asset bene ts from $55.8 million in available cash
balances as of October 2020, well above expected annual capital spending of approximately
$6 million. No additional borrowing for capital-related projects is expected over the near
term.
Back-Loaded Debt Structure - Debt Structure: Stronger (Senior); Midrange (Subordinate and
Second Subordinate)
ACTA's debt structure is xed-rate and largely back-loaded, with approximately 40% of total
outstanding debt in the form of capital appreciation bonds. The lower debt structure score of
ACTA's two subordinate liens re ects the liens' subordinated position within the overall
debt structure, weaker structural features, and reliance on shortfall advances to meet
obligations post scal 2026 unless additional restructuring occurs. The authority is exploring
a possible refunding of senior lien bonds to reduce debt service between 2022-2025, in
addition to reducing any near-term shortfall advances that might occur as a result of the
coronavirus pandemic. The principal amount of the refunding would be approximately $350
million.
Financial Pro le
ACTA bene ts from solid senior full-term rating case average debt service coverage ratios
(DSCRs) of 2.7x, and adequate rst subordinate and second subordinate full term average
DSCRs of 2.0x and 1.3x, respectively (including the port's contingent obligations and ACTA's
administrative costs). Overall, ACTA's coverage ratios are at the upper end of Fitch's
indicative guidance for ports, representing Fitch's view that additional nancial cushion is
necessary to offset ACTA's increased volume and price risk. Rating case year ve leverage
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(including contingent obligations and administrative costs) is adequate for the senior and
rst subordinate lien at 4.4x and 7.4x but elevated on an all-in basis at 10.3x. Higher leverage
is mitigated by ACTA's relatively modest capital needs, which should allow for progressive
deleveraging through nal maturity.

PEER GROUP
In comparison to 'A' category rated ports within Fitch's portfolio, ACTA has a lower
percentage of minimum annual guaranteed revenues but higher Fitch rating case coverage
representing the additional cushion necessary to offset ACTA's lower degree of revenue
stability.

RATING SENSITIVITIES
Factors that could, individually or collectively, lead to positive rating action/upgrade:
---A return to a Stable Outlook could be possible, and the ratings af rmed, if Fitch sees
sustained recovery in volume and revenues due to the easing of pandemic-imposed
restrictions resulting in normal throughput and/or passenger patterns or the adaption of
strategies that convincingly stabilizes the nances.
Factors that could, individually or collectively, lead to negative rating action/downgrade:
--A prolonged period of material throughput declines that presents further challenges to
stabilize the nances of the affected ports;
--Further credit erosion of the major shippers, terminal operators, or cruise counterparties
that result in payment delinquencies to the ports;
--Sustained deterioration in port liquidity levels.

BEST/WORST CASE RATING SCENARIO
International scale credit ratings of Sovereigns, Public Finance and Infrastructure issuers
have a best-case rating upgrade scenario (de ned as the 99th percentile of rating transitions,
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measured in a positive direction) of three notches over a three-year rating horizon; and a
worst-case rating downgrade scenario (de ned as the 99th percentile of rating transitions,
measured in a negative direction) of three notches over three years. The complete span of
best- and worst-case scenario credit ratings for all rating categories ranges from 'AAA' to 'D'.
Best- and worst-case scenario credit ratings are based on historical performance. For more
information about the methodology used to determine sector-speci c best- and worst-case
scenario credit ratings, visit [https://www. tchratings.com/site/re/10111579].

CREDIT UPDATE
Performance Update
On a yoy basis, ACTA's TEUs decreased 11.8% in the 12 months ending Sept. 30, 2020. This
decline re ects the strain on TEU volumes imposed by the outbreak of coronavirus
beginning in February 2020. Similarly, TEUs at the SPB ports decreased 6.6% for the same
period, with Port of Los Angeles declining 10.9% and Port of Long beach declining 1.1%.
Although ACTA increased rates 3.2% (loaded TEUs) and 3.3% (empty TEUs), total operating
revenues decreased 8.0% in scal 2020 due to the stresses imposed on TEU activity by the
outbreak of coronavirus. Fiscal 2020 administrative expenses, excluding depreciation and
maintenance-of-way expenses, increased 9.7% from scal 2019. This increase is re ective of
the 25.8% increase in professional services expense from scal 2019 levels. On a yoy basis
(July-September 2020), scal 2021 YTD revenues have increased 1.4% from the same period
of the prior year, re ecting the rebound in TEU and cargo volumes from troughs experienced
in February 2020.
In scal 2020, Fitch calculated that the authority would have needed a $4.9 million shortfall
advance in order to meet its obligations. The authority indicated that it had suf cient
available cash balances from prior debt restructurings and interest earnings to remedy the
shortfall. Similarly, the authority speci ed that this approach will also be used in 2021 to
ful ll its obligations.
In scal 2020, Fitch-calculated senior DSCR (including contingent obligations, net of
administrative costs) decreased to 1.9x, from 2.3x in scal 2019. Total Fitch-calculated DSCR
for scal 2020 remained stable at 1.3x. Fitch-calculated senior net-debt to cash ow
available for debt service increased to 7.2x and total leverage increased to 14.2x. These
weakened nancial metrics are driven by lower cash ow available for debt service in scal
2020.
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The Authority's Governing Board approved the selection of both a new ACTA chief
executive of cer and chief nancial of cer in 2020. Fitch will monitor management's policies
going forward.
ACTA is exploring options to refund some of its senior lien debt. The purpose would be to
reduce the authority's debt service between 2022-2025, in addition to reduce any near-term
shortfall advances that might occur as a result of operational and nancial issues arising from
the coronavirus pandemic. The principal amount of the refunding would be approximately
$350 million.

FINANCIAL ANALYSIS
Fitch Cases
Fitch's rating case assumes that TEU volumes do not return to pre-coronavirus outbreak
levels until scal 2023. From there, Fitch assumes 1.5% TEU growth for inbound and empty
containers, coupled with in ationary rate increases of 1.5%, and in ationary administrative
cost growth of 2%. Under these assumptions, full-term DSCRs average 2.7x (senior), 2x ( rst
subordinate) and 1.3x (second subordinate). Additionally, year ve leverage under these
assumptions yield 4.4x (senior), 7.4x ( rst subordinate) and 10.3x (second subordinate).
Fitch's severe downside case includes similar assumptions to the rating case, with a slower,
more gradual return to pre-coronavirus TEU volumes by scal 2024. This analysis yields fullterm average DSCRs of 2.6x (senior), 2.0x ( rst subordinate) and 1.3x (second subordinate).
In addition, year ve leverage under these assumptions yield 4.5x (senior), 7.5x ( rst
subordinate) and 10.4x (second subordinate).
While current metrics are considered adequate for their respective ratings, both Fitch's base
and rating case require shortfall advances in order to meet obligations through debt
maturity as a result of ACTA's back-loaded debt service obligations. Credit quality could be
compromised to the extent the authority becomes dependent on shortfall advances to meet
obligations. However, Fitch views positively the long tail currently provided by the use
permit and the presence of call options within ACTA's debt structure, which should provide
for suf cient nancial relief via a refunding or restructuring transaction if necessary.

SECURITY
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Security
Bondholder security includes the pledged revenue stream and all other monies held by the
trustee except for the M&O fund and the reserve account, both of which are for purposes of
operating and capital maintenance of the corridor. Pledged revenues consist primarily of the
volume assessment charges payable by the railroads and debt service shortfall advances
payable by the ports. Shortfall advances from the ports are subordinate to their own costs
and debt obligations. A use and operating agreement among ACTA, the ports and the
railroads governs the volume assessment of charges.

Asset Description
Alameda Corridor Transportation Authority is a public body that administers the Alameda
Corridor, a 20-mile multi-track freight rail system linking the ports of Los Angeles and Long
Beach, the two largest container ports in North America, with the transcontinental rail
network east of downtown Los Angeles.

REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY DRIVER OF
RATING
The principal sources of information used in the analysis are described in the Applicable
Criteria.
ESG CONSIDERATIONS
Alameda Corridor Transportation Authority has an ESG relevance score of '4' for Labor
Relations and Practices due to follow-on impacts of labor relations between port tenants
and longshoremen at the ports of Los Angeles and Long Beach during periods of contract
negotiations, which may potentially have a negative impact to the credit pro le, and is
relevant to the rating in conjunction with other factors.
Unless otherwise disclosed in this section, the highest level of ESG credit relevance is a score
of '3'. This means ESG issues are credit-neutral or have only a minimal credit impact on the
entity, either due to their nature or the way in which they are being managed by the entity.
For more information on Fitch's ESG Relevance Scores, visit www. tchratings.com/esg.
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APPLICABLE CRITERIA
Infrastructure and Project Finance Rating Criteria (pub. 24 Mar 2020) (including rating
assumption sensitivity)
Ports Rating Criteria (pub. 15 Oct 2020) (including rating assumption sensitivity)

APPLICABLE MODELS
Numbers in parentheses accompanying applicable model(s) contain hyperlinks to criteria
providing description of model(s).
GIG AST Model, v1.1.2 (1)
ADDITIONAL DISCLOSURES
Dodd-Frank Rating Information Disclosure Form
Solicitation Status
Endorsement Policy
ENDORSEMENT STATUS
Alameda Corridor Transportation Authority (CA)

EU Endorsed

DISCLAIMER
ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND
DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING
THIS LINK: HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN
ADDITION, THE FOLLOWING HTTPS://WWW.FITCHRATINGS.COM/RATINGDEFINITIONS-DOCUMENT DETAILS FITCH'S RATING DEFINITIONS FOR EACH RATING
SCALE AND RATING CATEGORIES, INCLUDING DEFINITIONS RELATING TO DEFAULT.
PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS
https://www.fitchratings.com/research/infrastructure-project-finance/fitch-affirms-alameda-corridor-transportation-auth-ca-sr-sub-second-sub-revs-outlook-ne…

9/12

12/3/2020

Fitch Affirms Alameda Corridor Transportation Auth, CA's Sr, Sub & Second Sub Revs; Outlook Negative

SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF
INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND
PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF
THIS SITE. DIRECTORS AND SHAREHOLDERS RELEVANT INTERESTS ARE AVAILABLE AT
HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY. FITCH MAY HAVE PROVIDED
ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD
PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS
BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY
PAGE FOR THIS ISSUER ON THE FITCH RATINGS WEBSITE.
READ LESS

COPYRIGHT
Copyright © 2020 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall
Street, NY, NY 10004. Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435.
Reproduction or retransmission in whole or in part is prohibited except by permission. All
rights reserved. In issuing and maintaining its ratings and in making other reports (including
forecast information), Fitch relies on factual information it receives from issuers and
underwriters and from other sources Fitch believes to be credible. Fitch conducts a
reasonable investigation of the factual information relied upon by it in accordance with its
ratings methodology, and obtains reasonable veri cation of that information from
independent sources, to the extent such sources are available for a given security or in a
given jurisdiction. The manner of Fitch's factual investigation and the scope of the thirdparty veri cation it obtains will vary depending on the nature of the rated security and its
issuer, the requirements and practices in the jurisdiction in which the rated security is offered
and sold and/or the issuer is located, the availability and nature of relevant public
information, access to the management of the issuer and its advisers, the availability of preexisting third-party veri cations such as audit reports, agreed-upon procedures letters,
appraisals, actuarial reports, engineering reports, legal opinions and other reports provided
by third parties, the availability of independent and competent third- party veri cation
sources with respect to the particular security or in the particular jurisdiction of the issuer,
and a variety of other factors. Users of Fitch's ratings and reports should understand that
neither an enhanced factual investigation nor any third-party veri cation can ensure that all
of the information Fitch relies on in connection with a rating or a report will be accurate and
complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the
information they provide to Fitch and to the market in offering documents and other reports.
In issuing its ratings and its reports, Fitch must rely on the work of experts, including
independent auditors with respect to nancial statements and attorneys with respect to
legal and tax matters. Further, ratings and forecasts of nancial and other information are
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inherently forward-looking and embody assumptions and predictions about future events
that by their nature cannot be veri ed as facts. As a result, despite any veri cation of current
facts, ratings and forecasts can be affected by future events or conditions that were not
anticipated at the time a rating or forecast was issued or af rmed.
The information in this report is provided "as is" without any representation or warranty of
any kind, and Fitch does not represent or warrant that the report or any of its contents will
meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to
the creditworthiness of a security. This opinion and reports made by Fitch are based on
established criteria and methodologies that Fitch is continuously evaluating and updating.
Therefore, ratings and reports are the collective work product of Fitch and no individual, or
group of individuals, is solely responsible for a rating or a report. The rating does not address
the risk of loss due to risks other than credit risk, unless such risk is speci cally mentioned.
Fitch is not engaged in the offer or sale of any security. All Fitch reports have shared
authorship. Individuals identi ed in a Fitch report were involved in, but are not solely
responsible for, the opinions stated therein. The individuals are named for contact purposes
only. A report providing a Fitch rating is neither a prospectus nor a substitute for the
information assembled, veri ed and presented to investors by the issuer and its agents in
connection with the sale of the securities. Ratings may be changed or withdrawn at any time
for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any
sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not
comment on the adequacy of market price, the suitability of any security for a particular
investor, or the tax-exempt nature or taxability of payments made in respect to any security.
Fitch receives fees from issuers, insurers, guarantors, other obligors, and underwriters for
rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable
currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued
by a particular issuer, or insured or guaranteed by a particular insurer or guarantor, for a
single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the
applicable currency equivalent). The assignment, publication, or dissemination of a rating by
Fitch shall not constitute a consent by Fitch to use its name as an expert in connection with
any registration statement led under the United States securities laws, the Financial
Services and Markets Act of 2000 of the United Kingdom, or the securities laws of any
particular jurisdiction. Due to the relative ef ciency of electronic publishing and distribution,
Fitch research may be available to electronic subscribers up to three days earlier than to
print subscribers.
For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an
Australian nancial services license (AFS license no. 337123) which authorizes it to provide
credit ratings to wholesale clients only. Credit ratings information published by Fitch is not
intended to be used by persons who are retail clients within the meaning of the Corporations
Act 2001
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Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a
Nationally Recognized Statistical Rating Organization (the "NRSRO"). While certain of the
NRSRO's credit rating subsidiaries are listed on Item 3 of Form NRSRO and as such are
authorized to issue credit ratings on behalf of the NRSRO (see
https://www. tchratings.com/site/regulatory), other credit rating subsidiaries are not listed
on Form NRSRO (the "non-NRSROs") and therefore credit ratings issued by those
subsidiaries are not issued on behalf of the NRSRO. However, non-NRSRO personnel may
participate in determining credit ratings issued by or on behalf of the NRSRO.
READ LESS

SOLICITATION STATUS
The ratings above were solicited and assigned or maintained at the request of the rated
entity/issuer or a related third party. Any exceptions follow below.
ENDORSEMENT POLICY
Fitch's approach to ratings endorsement so that ratings produced outside the EU may be
used by regulated entities within the EU for regulatory purposes, pursuant to the terms of
the EU Regulation with respect to credit rating agencies, can be found on the EU Regulatory
Disclosures page. The endorsement status of all International ratings is provided within the
entity summary page for each rated entity and in the transaction detail pages for all
structured nance transactions on the Fitch website. These disclosures are updated on a
daily basis.
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