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Executive Summary

The importance of transportation to the overall prosperity of a society has long been
recognized. At the same time, however, it often suffers from “obvious obscurity” — thereis a
tendency to take for granted the critical role and importance of this sector. The focus of this
study is on the transportation system in Alberta and, in particular, on the elements d this
system associated with freight or goods movements.

An increasingly globaized world is changing our economy. Alberta’s economic strength and
overdl progperity isincreasingly reliant on our ability to compete on the world stage. Whether
asasource of adiverdfied range of value-added goods and services or as alow cost shipper of
commodities, our participation in these and other economic activities in the internationa arena
isvitd.

Remaining competitive in international markets is key to maintaining and enhancing Alberta's
living standards. Much of Alberta’s Gross Domestic Product (GDP) is dependent on
internationa exports and the province is increasingly competing with other countries as well
as other provinces.

In addition to supporting tourism, providing access to export markets, and being the
circulatory system of economic exchange, transportation is the one system that virtualy al
Albertan’s utilize and depend on daily.

It is with this consideration in mind that this report presents an examination of the current
status and future prospects of this vital sector, with an emphasis on goods movement in our
province. Of prime consderation is the role of transportation as the province moves towards
an economy in which vaue-added sectors are growing in importance. The analysisis based on
stakeholder interviews and workshops — Alberta businesses spesking out — as well as
econometric anaysis and areview of research in arange of fields.

The two main objectives of this study are as follows:

1. ldentify the role and demonstrate the importance of the transportation and logistics
sector to the Alberta economy through key economic indicators.

2. Undertake an andyss of the impact of future trends and developments in the
trangportation sector and provide a clear understanding of what is needed from
government and the private sector in terms of infrastructure, carrier services and
regulatory changes to meet the future demands of a growing vaue-added Alberta
economy over the next decade.




Key Findings:
On theimportance of Transportation to Alberta’s Economy...

Trucking, Rail, and Air move over haf of our $55 Billion worth of internationa
exports to market (2002)

Transportation and Warehousing is the 5" largest sector in Alberta' s economy, witha
2001 GDP of $6.4 Billion dollars

It employs directly over 95,000 employees, who collectively earn over $3 Billion in
sdaries annually

In the 1996-2001 period, this sector's GDP increased over 20%, employment
increased 45% and similar increases were redlized in the value and volume of goods
carried — figures well above the Canadian averages for this sector

As an example of this sector’s importance, Calgary’s Transportation and Logistics
sector is on the verge of displacing Oil and Gas as the city’ s top employment sector*
Officia statistics do not accurately capture the total spectrum of transportation activity
and its importance to our economy - up to 50% underestimation related to private
trucking or in-house services for example

On Future Growth in Value-added....

Our economic forecasting to 2010 (percent change from 2000 base in brackets)
identifies manufacturing (40%), construction (54%) and accommodation and food
services (32%) among the top growth sectors

Within the manufacturing sub-sectors, chemicals (87%), fabricated and primary
metals (77%), and food (25%) make up hdf of tota manufacturing output

The highest forecasted growth in Alberta is predicted for the computers and
electronics sector, at 205%

Related to manufacturing, the predicted growth in transportation output (tonnes) is
highest for trucking and air, followed by rail

On Transportation requirementsto meet Growth in Value-added...

Infrastructure needs in the major urban centres, which are the focal points for value-
added activity and goods digtribution, is atop priority — ring road developments are
welcome but may not be a complete solution to congestion related issues

Ensuring our trade corridors, regiona linkages and ports have the capacity and
characterigtics to not only support but promote economic activity

Funding for infrastructure needs to be increased, stabilized and aternative financing
options explored — such as public, private partnerships ( P3's)

Alberta needs to continue to lead in adopting policies and regulations that foster our
competitive edge — the use of long-combination trucks for example

1 Potyondi, B. (2003) The Logic in Logistics, Business in Calgary, April 2003, pp.14-19
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The move toward intermodaism and containerization is changing the face of
trangportation and is essentia to a value-added future

Labour shortages are a current issue that is pojected to become even more of a
challenge — transportation needs qudified and skilled labour to meet forecasted growth
and maintain our competitive advantage

Summary and Action Items

The following general action item is reflective of the viewpoint of many stakeholders and
often was voiced in conjunction with a range of issues.

Action Item:

Stakeholders in trangportation, whether industry, government or academia, work
collectively and consistently to raise the profile of transgportation.

As afollow up action item, it was argued by stakeholders and became obvious through
research activity, that improved accuracy of statistical information is aso critica — supporting
a better understanding of trangportation and, as a consequence, contributing to more effective
decision-making.

Action Item:

The Alberta Government increase its efforts to work with industry, other levels of
government, and other governments in ensuring that more accurate and timely data
reflecting the true contribution of the transportation sector is collected on an ongoing
basis and is used to enhance our understanding of the transportation system and its
needs.

In meetings and discussions with multiple stakeholders, the observation was made that
consultation with the citizens of Alberta continues to grow in importance, particularly as the
economy devel ops towards value-added. The issue of infrastructure funding for both renewal
and new development was raised congtantly. Differing priorities for infrastructure funding
were expressed. It was recognized that funding for infrastructure in Albertais not infinite and
that priorities expressed by stakeholders are not consstently agreed to. This leads to the
suggestion that ongoing input into provincia infrastructure funding by al stakeholders is
important.

Action Item:

In determining future funding alocations for Alberta’s transportation infrastructure,
Alberta Transportation will hold regular annual meetings jointly with transportation
stakeholders from al modes and municipaities. At this meseting, transportation
stakeholders will have an opportunity to identify Strategic opportunities, ther
infrastructure needs, funding proposals, and provide comments to Alberta
Trangportation. The Government, on the basis of these discussons and their own
internal review, will then determine the alocation of funds for transportation
infrastructure investment.
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Infrastructure

Road Infrastructure

Alberta’s future vaue-added economy and its mobile society will be even more dependent on
an efficient and safe road system. There are concerns about the long term hedth of our
highway system and the level of congestion in our maor cities. As vaue-added sectors
expand, the demands on the road system are going to increase and current pressure points will
become even more of an issue.

Action Item:
Alberta Transportation work with the municipalities, regiona economic devel opment
agencies and industry representatives in expanding its joint monitoring and planning
programs, including the setting of investment and road rehabilitation priorities. Focus
should be on key roads connecting Alberta’ s economic regions and facilitating access
to export markets.

A magor chalenge relates to the need for increased and more stable funding for our
infragtructure. Obvioudy, a stronger commitment from federd fuel tax funds would be
welcome, but al jurisdictions and stakeholders need to work together to resolve this funding
issue.

Action Items:

The Alberta Government continue to support and develop stabilized infrastructure
funding and take the lead with other provinces in developing a joint proposa among
Firg Ministers for a more equitable alocation of federa fuel taxesto the provinces.
The transportation industry support the vigorous pursuit of new and innovative
financing mechanisms including P3 partnerships, provincially-backed bond issues
with attractive tax incentives to investors, and royaty credit mechanisms to
resource companies in exchange for their direct funding of highway links to their
projects.

Rail and Intermodal

Over the next ten years in Alberta, value-added and lower vaue resource shippers will
continue to rely on rail to reduce market access costs with both bulk heavy haul and
intermodal container transport.

West coast port capacity should be as much a concern for Albertas rail access to export
markets as it is for British Columbia. According to B.C. port authorities and terminal
operators, trans-Pacific container growth through Vancouver is surging and may exceed
capacity within 10 years. Limited expansion options at Port Vancouver and Fraser Port may
warrant supplementary addition of container facilities at Prince Rupert. At the same time
efficient port access for bulk and break bulk marine trades must be retained.
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Action Item:
The Governments of Alberta and British Columbiajointly work with port authorities,
termina operators, raillways and shippers to project the best combination of bulk,
break bulk and container facility investments, and how best to finance them.

Air

Although the Province till has a smal pool of capital funding available for nonscheduled
arports, it has largely withdrawn from airport investment. While some of these airports serve
in a medi-vac or firefighting role, many attract very little activity in relation to their overal
cost of operation and maintenance.

A recent study sponsored by the Alberta Aviation Strategy Action Group has identified a
requirement for an investment of $97 million to further rehabilitate the province' s smaller
airports over the next ten years. In addition, the ten provinces participated in anational small
arport viability study that concluded that 50 percent of Canada s smaller airports will require
externa support in order to remain vigble.

Action Item:
The Alberta Government work in conjunction with the federal government,
municipalities and other aviation stakeholders, to develop a strategic plan on the future
of the province' s smaler non-scheduled airports.

The Cdgary and Edmonton airports have both identified efficient ground access as being vita
to their ongoing growth and development and to facilitate intermoda movements, both localy
and regiondly.

Action Item
Completion of ring-roads a Cagary and Edmonton should be given a more
immediate priority as a means of facilitating truck, bus, and automobile movements
that are important to Alberta’s arports and will be increasingly vitd to Alberta's
growing value-added economy.

Government Regulations and Policy

Motor Carrier and Bus Issues

A major challerge facing the motor carrier sector is, despite NAFTA, many regulations facing
the industry are dill inconsistent between jurisdictions.  The industry not only seeks
harmonization on vehicle weights and dimensions, for example, but would like to see
enforcement applied uniformly. Furthermore, there is an opportunity to enhance Alberta's
locationd advantage by expanding the use of long-combination vehicles (LCV’s) and working
with other jurisdictions to encourage their adoption esewhere.  This has important
implications for a value-added future where efficient use of equipment and driver resources
will be even more important.
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Action Item:
In conjunction with joint planning of future highway capitd and preservation
investment priorities, broaden the network of highway links permitting LCV traffic.

The industry recommends Alberta Government officias continue to work closdly with US and
Canadian Customs policy makers to:
Separate truck and passenger vehicles
Provide fast lanes for trucks at border crossings and appoint specidly trained officers
Employ ITS and new information processing technology such as Radio Frequency
Interface (RF) to load truck computers with customs clearance data that would be
recognized by customs officers at the border crossing.

Action Item:
Step up joint industry/customs/immigration planning towards eiminating
unreasonable border congestion utilizing the potentid of ITS (Intelligent
Transportation Systems) and RFI (Radio Frequency Interface), to pass information to
border points prior to arrival.

Rail and Intermodal Issues

According to the Railway Association of Canada, much of Northern Albertais now served by
shortline operations which require intermoda facility investment as well astrack rehabilitation
and bridge upgrades to accommodate the new transcontinental standard of 286,000 pounds
weight-on-rail for more economica, heavy loading railcars. Transportation stakeholders in
Northern Alberta have indicated that without this investment, the market competitiveness of
Northern Alberta shippersis constrained as they must load railcars lighter or incur higher cost
trucking to reach rail reload facilities or intermodal terminals on the transcontinental
mainlines.

The Railway Association of Canada is proposing public private partnerships in which railways
and governments share funding for srategic regiond rallway infrastructure investment.
Reflecting vastly differing ownership, cost and competitive models, current provincia policy
does not support public participation in private railway infrastructure funding.

Action Item:
All levels of government work together to investigate the feasibility of the proposas
put forward by the Railway Association of Canada regarding infrastructure investment
for shortline railways.

Air Issues

The liberalization of Canada s air service agreements is fundamental to the ongoing growth
and development of Alberta s value-added economy.  Present agreements contain provisions
that hamper the ability of passenger and cargo carriers to introduce capacity and operate in a
way that will adequately respond to the needs of the Alberta market.




Action Items:
The Alberta Government should seek official observer status at air treaty negotiations
between Canada and other countries.
Alberta should advocate for truly liberd ar service agreements that include such
provisions as fifth freedom rights and al-cargo co-terminalization.
Alberta should advocate for incluson of Canada in a proposed multi-laterd,
transatlantic open skies agreement with the European Union.
International all-cargo services should be addressed separately in ar service
agreements.

Various fees and charges are imposed on Alberta s aviation users that affect the ability of our
arports to compete with airports elsawhere including those in the United States and, in turn,
effectively serve the province' s growing vaue-added economy.

Action Items:
Take immediate action to eliminate the remaining Alberta Government tax on aviation
fud.
Alleviate the burden of any unreasonable taxes, fees and charges that impose a cost on
passengers and shippers and inhibit the ability of Alberta airports to compete
effectively in attracting traffic.

When Alberta s two magjor airports were transferred from federal to loca control they were
required to make annua rent payments to the federal government. At present, Cagary
Internationd and Edmonton International pay about $24 million and $3.0 million,
respectively, and by 2006 the amount will double a Cagary and increase five-fold at
Edmonton if current rent formulas are not re-negotiated on more reasonable terms.
Furthermore, the federa government does not contribute to the upkeep and improvement of
these airports in return for the rent it receives.

Action Item:
Advocate for re-negotiation of federal airport rent formulas on more reasonable terms

or, falling that, the outright transfer of airport ownership to Alberta’s local airport
authorities as they become viable.

The tourism sector is made up of a number of important players and the gateway role
played by Alberta airports, particularly at Edmonton and Calgary, is critical to the overall
success of the industry. Although the Alberta Government aready partners with industry
and the communities in tourism promotion, it is important that an appropriate share of
promotional funding be directed to partnerships with the airports.

Action Item:
The Alberta Government work with the province's airports in developing
partnerships and allocating funding for the promotion of Alberta’s tourism
development.




Industry Operations

Motor Carrier Issues and Opportunities

By 2013, the Alberta Motor Transport Association (AMTA) is forecasting $7 billion worth of
traffic between Alberta and the U.S., which is double the current level. Carriers are looking to
larger equipment combinations, and new technologies to enhance productivity. Intelligent
transportation systems and advanced vehicle communications are being adopted by more
firms seeking an edge.

The financia viability of smaler cariers in particular is chalenged by higher wages for
drivers and rising costs for fud, insurance and other inputs. The development of “reciprocal
insurance coverage,” an AMTA-sponsored program to address the self-insured component of
acarrier’ s coverage, iswelcome.

Action Items:
The AMTA should open a dialogue with the Alberta Government as a means of
supporting the AMTA sdlf-insurance initiative for small truck and bus companies.
The AMTA and the trucking industry will support the province in the
implementation and enforcement of a 100 km/hr speed limit for heavy
commercial trucks. The province should support this initiative as a means of
mitigating the insurance premium issue.

Bus Issues and Opportunities

An important operational challenge for the bus sector is to enhance ther image and their
attractiveness as a passenger dternative. Markets that could be developed include passenger
feeder systems to mgjor airports.

Action Item:
The bus industry, using al available means, should intensify its campaign to
achieve amore prominent position in a national passenger transportation strategy.
The initiative should enunciate a better balance in passenger subsidy programs,
particularly for poorly-served rural areas; enhanced competition through relaxed
and evenly administered regulatory practices;, and programs to create greater
public awareness of the advantages of motor coach travel.

Warehousing and Logistics

Warehousing and logigtics is a rapidly growing sector in Alberta, largely owing to a positive
business environment and the province's central geographic location.  However, future
growth in this sector could be seriously impaired by a shortage of suitably skilled workers and
increasingly congested road networks in and around our mgjor urban centres.

Action Item:
A high priority be assigned to the completion of ring-roads around Calgary and
Edmonton as a means of facilitating truck movements to, from and within Alberta's
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magjor urban centres. (note: action item also mentioned under air infrastructure issues,
page viii)

A high priority be assigned to the development and maintenance of internal road
systems for accessing industrial areas in mgjor urban centres that are commensurate
with the needs of a growing warehousing and logistics sector.

Alberta’'s secondary and post-secondary teaching ingtitutions be encouraged to
develop and expand programs for graduating students with the kind of skills required
by Albertal s growing warehousing and logistics sector.

Rail Issues and Opportunities

Rail/intermodal transportation in Alberta is in trangtion to accommodate a vaue-added
economy that <till retains a very substantial natural resources sector.  The rail/intermodal
outlook over the next ten years will focus on international market access- for emerging higher
vaue exports as well as conventiond lower value exports.

This ten year outlook is reflected in current Alberta rail traffic trends confirming a shift in
transportation demand characteristics. Coa and grain, the market mainstays of bulk trainload
transportation, are being displaced by a myriad of emerging intermoda container traffic
opportunities.

Intermodal container transport is the value-added favourite for the future and low backhaul
container rates are also attracting Alberta resource exports. However, buk rail and ship
trangport will dways move the greatest volume at the lowest cost. So, an adjustment period is
anticipated while the market seeks a baance:

in export versus import container freight flows and rates

in high versus low vaue/container versus bulk transport.

Action Item:
The railways reconsider extending lower cost rail-based container service beyond
consolidated intermodal hub terminals at Calgary and Edmonton to help
maximize the opportunity to access export containers from rural Alberta.

Air Issues

Owing to its strategic position on the grest circle routes, Alberta has the potentia to develop as
an internationa distribution platform for cargo destined for points throughout North America.
Cargolux aready provides freighter service between Calgary and Europe and an opportunity
has been identified by the Cagary Airport Authority for service between Albertaand Asa

Action Item:
The Alberta Government and the two major airports should cooperate to develop

Alberta as a competitive cargo destination and as a transshipment platform for cargo
moving between multiple overseas points and markets throughout North America
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Human Resources

The magnitude of the labour problem facing transportation is easy to underestimate, but the
facts are sobering. The trangportation workforce is aging rapidly and retirements will surge as
the “baby boom” generation beginsto depart the labour force. In this study, trucking, bus, and
warehousing and logistics were the sectors most voca about their human resources
chalenges. The issues are complex and include everything from public relations and public
perceptions to educationa programs and training.

A key component in addressing this human resources challenge is education and training.

In many cases, there are traditional avenues for persons wishing to enter the transportation
work force. However, just as transportation has undergone a transformation to a modern,
technology and information intensve sector, the education sector needs to transform its
trangportation offerings in step.

Action Items:
The Government of Alberta, with the support and advice of industry, expand its
support of the development of the Joint Learning Initiative throughout secondary
schoolsin this province,
Funding for courses in trangportation by Alberta Learning should be re-established
and applicable to the fall 2004 semester.
Alberta Learning, in conjunction with Alberta Municipa Affairs, loca communities
and industry where applicable, develop a needs assessment for Transportation /
Logistics Training in Albertal s rural communities to facilitate the development of such
skill training courses.
The Government of Alberta support a Centre of Excellence in Transportation and
related public policy research in Alberta, such as the Van Horne Ingdtitute, using the
ASRA modd for funding.
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INTRODUCTION

1 Introduction

recognized. At the same time, however, it often suffers from “ obvious obscurity” —

thereis atendency to take for granted the critical role and importance of this sector.

The focus of this study is on the transportation system in Alberta, in particular, on the
elements of this system associated with freight or goods movements.

T he importance of transportation to the overall prosperity of a society has long been

1.1 Study Context

An increasingly globalized world is changing our economy. Alberta' s economic strength and
overdl prosperity isincreasingly reliant on our ability to compete on the world stage. Whether
asasource of adiversfied range of value-added goods and services or asalow cost shipper of
commodities, our participation in these and other economic activities in the internationa arena
isvitd.

Remaining competitive in internationa markets is key to maintaining and enhancing Alberta’'s
living standards. Much of Alberta’ s Gross Domestic Product (GDP) is dependent on
international exports and the provinceis increasingly competing with other countries as well

as other provinces.

Export trade is particularly vital to our economy. Today, more than 2,000 Alberta businesses
export goods and services around the world. More than 35% of our economic activity, or $55
billion in 2002, can be traced to Alberta exports?.

While resource-based commodities such as naturd gas, oil, coal, whest, cattle, and lumber are
vital to the economy, vaue-added manufactured goods and services are playing an
increasingly important role in developing Alberta s economy and creating new opportunities
for Alberta business. For example, the share of manufactured goodsin Alberta s total exports
of goods increased from 24% ($4.7 billion) in 1992 to 28% ($15.5 hillion) in 2002.

The trangportation sector, which includes transportation logigtics, plays a significant role both
in providing direct benefits to the Alberta economy and in supporting the province' s export

1 Source: Alberta Economic Development Figures
2 |bid footnote 1
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INTRODUCTION

activities. On average, trangportation costs make up 16% of the final sdlling price of al goods
and services sold in Canada. 1n some industries, trangportation costs can exceed 50% of the
final selling price.

1.2 Study Objectives

The two main objectives of this study are asfollows:

|dentify the role and demonstrate the importance of the transportation and logistics sector
to the Alberta economy through key economic indicators such as employment, salaries
and wages, share of gross domestic product, etc.

Undertake an andysis of the impact of future trends and developmentsin the
trangportation sector and provide a clear understanding of what is needed from
government and the private sector in terms of infrastructure, carrier services and
regulatory changes to meet the future demands of a growing vaue-added Alberta
economy over the next decade.

1.3 Study Approach

In order to address these objectives, the approach involved three main components. Fird, a
series of workshops were organized and held in various locations in the Province in order to
alow industry and sector stakeholders to discuss their viewpoints. These workshops were
followed up with over 60 one-on-one interviews with key stakeholders. Second, a rigorous
econometric analysiswas carried out involving sector forecasts, and how forecasted changes
in various sectors trandate into changing demands in transportation. This component is the
quantitative balance to the more qualitative assessment associated with the workshops and
interviews. Finally, wherever possible, industry and academic research and reports were
reviewed in order to provide supporting evidence.

1.4 Report Structure

The report is divided into 7 main chapters. Chapter 2 sets the stage by describing the role of
the trangportation sector in Alberta’s economy in terms of modal activity and economic
impact and relevance. The results of the extensive econometric forecasting and andysis are
contained in Chapter 3. Chapters 4, 5, and 6 (Road, Rail and Air respectively) present a
gynthesis of the current issues and future chalenges, largely identified through the various
stakeholder contributions. The structure of each chapter is modal, and within each, discussion
of infrastructure, government regulations and policy, carrier operations, and human resources
are presented where warranted. The internd structure is driven by the questionnaire,
(Appendix A), which wasin turn driven by the terms of reference provided for thisstudy. The
discussion emphasizes future prospects for al aspects of transportation in an economy with an
increasing vaue-added orientation. Chapter 7 presents an overview and analyss of Human
Resources and the transportation sector with a particular focus on Alberta s educational
system.
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GOODS TRANSPORTATION IN ALBERTA I

2 Goods Transportation In
Alberta

The Role and Importance of Transportation for Alberta’s Economy and
Saciety.

2.1 Transportation and Society

It is safe to say that the vast mgority of Albertansrely daily on the transportation system in all
itsforms. Whether traveling to work, shopping, or socidizing, either on foot, by bus, by car or
by plane, transportation is the one sector Albertansuse daily. It is perhaps because of this
essentia role, that transportation often does not figure prominently in public and other
agendas. It issuch abasic need, that it is often taken for granted.

The Honourable JW. Pickersgill, former Minister of Transport and head of the Canadian
Transport Commission, expressed the view that transportation, as amgor driver in the
economy, was not given the appropriate attention by government, by the public and by

educators. Pickersgill stated that:

“For a country that depends more than any other intheworld on transport, we
devote lesstime and money to the economics of transportation” 2

His comment suggests that not only on an individual level, but from a broader perspective,
transportation remains underappreciated and subsequently, often poorly understood. Asthe
first action item of this report, it is appropriate that this Situation be the focus of attention.

Action Item:

Stakeholders in transportation, whether industry, government or academia, work
collectively and congistently to raise the profile of transportation

3 Cited by Dr. Barry Prentice, Director of the Transport Institute, University of Manitoba
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GOODS TRANSPORTATION IN ALBERTA

In generd, Alberta has one of the most enviable trangportation systemsin Canada, and is
relatively well served by the mgjor modes. We are a progperous province, reflected in high
levels of car ownership and use. Clearly, however, our mgjor centres, Calgary and Edmonton,
are becoming victims of their own success, and congestion issues are high on local agendas.
Recent funding announcements regarding the completion of much needed ring-roadsin each
centre are welcome for many citizens and businesses.

The trucks that move goods operate on a system dominated by passenger cars. The same can
be said for air where the mgority of flights are related to people movement. Rail, with some
exceptions, islargely afreight oriented mode. Although trucking may be ardatively small
portion of system vehicles on roads, the movement of goodsis critica to our economy and
therefore our overal well-being asaprovince. It isthe circulatory system for our economy —
responsible for not only moving goods for industries, but supplying the consumer goods on
which we depend.

2.2 Transportation and the Economy

Introduction

For too long, little attention has been paid to the importance of transportation as a driver of the
Alberta and the Canadian economies. Trangportation is often thought of in persona terms,
often because of the correlation between transportation and our persond needs for travel to
and from work, school and other family-related activities. Trangportation is much more
important then it seems &t first glance, afact reflected in the following quote.

“ Transportation isomnipresent in Canadians lives. Transportation opens marketsto
natural resources, agricultural products and manufactured goods, it supports service
industries, and it alleviates the challenges delimited by topography. Transportation
also links communities and reduces the effects of distances separating people from
each other. Assimple astheseimplied and oversimplified roles of transportation are,
the intertwined and inter dependent rel ationships between transportation and the
economic and social fabrics of our society are complex—thisis because theseroles
are diverse and comprise many separate evolving circumstances and conditions
delimiting needs’” .4

Growth in the economy and qudlity of life are very dependent upon Alberta s ability to
develop well-paying jobs in order to fulfill the potentia for our economic future. Exports to
other countries are increasingly becoming a higher percentage of overall economic output
indicating a deeper and deeper involvement by Albertain the continental and global
economies. Therdatively small sze of its domestic market means Alberta must increase
exportsin to order to continue growth in the economy and improve overal standard of living.

Severa expected projects in the Y ukon, Northwest Territories and northern Alberta could
have significant incremental impacts on the province’s economy over the next decade.

4 Transport Canada — Transportation in Canada 2002 Annual Report, Page 1
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These include:

Continued expansion of existing and possible new oil sands projects;
Ongoing oil and gas exploration and development;

Mining projects;

The Mackenzie Valley pipeline and,

The possibility of acrude ail pipeline from the Fort McMurray areato Prince
Rupert or Kitimat.

agkrwpdE

The $5 billion, 1300km Mackenzie Valley gas pipeline from the Mackenzie Delta to
northern Alberta, to be built by 2010, will have very large direct and indirect economic
impacts on the economy. Concomitant with these projects will be the need for expanded
road, air and possibly rail transportation services and facilities in Alberta.

The Edmonton Chamber of Commerce has established a Transportation Sub Committee
of the Northern Strategy Task Force to address transportation related issues resulting
from northern development projects.

By the Numbers

The trangportation sector in Albertaisimpressve on a number of fronts. It isadiverse sector
home to thousand’ s of firms, from single, independent truckers, to magjor North American
companies like Canadian Pacific Railway, Trimac, and WestJet to name afew.

The Alberta transportation system directly generates $750 million each year in vehicle
registration fees, operators' licenses, and provincid fue taxes

Alberta' stwo International Airports handled over 12 million passengers in 2002
Alberta s highways support freight movements traveling millions of collective
kilometersaday —in the city of Edmonton aone, 3.16 million vehicle kilometers a
day?!

Therall system moves more than half of non-pipeine exportsto vital North American
and offshore markets

Firms like Canadian Tire, Sears, WaMart and many more have chosen to locate mgjor
distribution and logistics facilities in our two mgjor cities

These facts provide aquick impression of the scope and activity related to transportation.
More traditiona economic facts provide further details. 1n 2001, Transportation and
Warehousing' s contribution to Alberta s GDP was over $6.4 billion —5.3% of tota provincid
GDP*. This places the sector 5" in importance behind oil and gas, finance, insurance and real
edtate, and manufacturing but ahead of retail and wholesale trade, education, and hedlth
services.

The 2002 figures indicate an Alberta Transportation and Warehousing workforce of
approximately 96,000 workers or 5.9% of the provincid labour force. An estimate of their

5 Alberta Transportation (2003) Edmonton Region Commodity Flow Study: note, this figure includes both goods and
service vehicle movements
6 Source: Alberta Economic Development
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sdary earnings would be $3.6 hillion dollars annually?, representing a significant economic
contribution within Alberta’s economy. Proportionately, the size of this sector isafull percent
above the Canada wide figure of 4.9%, indicating alarger role for transportation in Alberta's
economy compared to other jurisdictions.

Thisis confirmed in Figure 2.1, which illustrates in absolute and relative terms, the changein
trangportation employment during the period 1990-2002. In absolute terms, Albertal s net gain
of 32,000 employees clearly leads Western Canada by awide margin, and the relative growth
(within the transportation sector) at 45%, is well above the Canadian average of 10.6%¢.
Alberta was responsible for 65% of the employment growth in the transportation sector in
Canada between 1992-2002. The growth during this time period is not surprising given the
overd| growth in Alberta s population and economy. Other sectors of the Alberta economy
aso exhibited impressive employment gains during this period.

Transportation Employment Change 1990-2002

60.0
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40.0

B Absolute Change (thousands)
Bl Relative Change (percentage)

30.0 ¥

20.0 1

10.0

0.0 -

Alberta B.C. MB SASK Canada

Source: Figure derived from Roach, R. (2003) State of the West, 2003, Canada West Foundation Publication Series

The increasing importance of logistics and warehousing, particularly in the Calgary regionis
aso evident in recent employment figures’. In Cagary, employment in this sector has jumped
over 40% between 1996 and 2001 — going from 25,000 to 35,000 employees. In fact, the
transportation and logistics sector in Cagary is now rivaing the petroleum industry in terms

7 Based on a 2000 average weekly salary of 740 dollars as reported by Statistics Canada, Labour Force Survey
8 Source: Roach, R. (2003) State of the West, 2003, Canada West Foundation Publication Series

9 Source: Statistics Canada (2003), Labour Force Statistics, CMA Level,
http://www.statcan.ca/english/Pgdb/labor47e.htm, accessed August, 2003
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of being the number one employment sector. In Edmonton, growth during this same period
has been strong, at 24%, increasing from 22,000 to 27,000 employeest.

Behind the Numbers

There are anumber of very important points to appreciate when discussing transportation in
the context of Albertal s economy:

- Trangportation is a derived demand — activity is driven by other economic sectors that
demand transportation services — these sectors could not exist wit hout it because
trangportation delivers their inputs and their final products to market
Our current officia statistics do not accurately reflect the true economic importance of
transportation and significantly underestimate true activity largely because the focusis
on for-hire or activities of firms whose sole business is moving goods, and not
accounting for al the goods moved and impacts associated with private movements —
firmswho transport their own goods (e.g farmers trucking grain to market).
Transportation is not a sector in the economy like “chemicas’ or “computers’ - itis
an aspect of the overall economy like exports or production — commodities and
markets may change and disappear but transportation is a constant.

Trangportation represents a significant cost in the export of goods and plays akey role
in Alberta s ability to compete effectively in Globa markets.

The firg point above isthe basis for arguing that trangportation should be higher on any public
or economic development agenda. To quote one industry perspective: “1n Canada,
transportation and trade are joined a the hip. If you can’t provide transportation, you can’t
provide trade.”*? Given the prominence of the export component of Alberta s economy, and
the forecasted growth in this sector, this point becomes even more critical. At the sametime,
it isessential not to lose sight of the fact that beyond the export component of the economy,
transportation’ srole is equally vital. Alberta sinternal production and consumption also
functions on a transportation foundation.

Related to the second bullet, above, is the issue of the inability of andysts to accurately
quantify and capture the role of trangportation. For example, in trucking, thereisamaor
distinction between the for-hire segment — firmsthat carry goods for compensation — and
private or in-house trucking where a company like Safeway has their own fleet of trucks that
carry their own goods.  Similarly, farmers that truck their goods or construction companies
that truck their materials may not be reflected in officid datigtics.

Inthe U.S. for example, much has been made of arecent switch to the use of a “transportation
satdllite account” within their national accounting framework. Essentiadly thisisamuch more
detailed gpproach to capturing trangportation activity within the economy, leading to very
different GDP calculations since they include private or in-house trangportation. They
estimate that up to 50% of overdl activity and economic impact had been missng under the

10 Potyondi, B. (2003) The Logic in Logistics, Business in Calgary, April 2003, pp.14-19
11 1bid, footnote 9
12 Robertson, R. (2003) Winding Road Ahead, Materials Management and Distribution, Jan./Feb 2003, p. 14
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previous approach*. This new satellite accounting approach has been adopted for other
sectors in Canada (e.g. tourism) but not for transportation. A recent study of Manitoba' s
trucking sector smilarly found that private or in-house transportation represented a mgjor
portion of overall trucking activity*.

Another key finding in the U.S. study was that the new accounting approach dtered the
perspective on which economic sectors relied most heavily on transportation services. While
sectors like agriculture and manufacturing are mgjor transportation users, their research
concluded this was aso true for sectors like construction and even eements of the service
sector. Thisfinding in particular has important implications considering Alberta’s move
towards a more vaue-added economy.

The bottom line is that while officid dtatistics give usagood sense of what’s going on, they
do not reflect the complete picture and therefore should be viewed with caution. To quote the
U.S. study:

“Trangportation may have a greater influence on the competitiveness of U.S. products

in internationa markets than previoudy thought, and the economic benefits of transportation
infrastructure investments are larger (up to 5 times) than estimates based on for-hire
trangportation data aone’.*

Transportation is a very dynamic sector and the increasing prominence of seamlesslogisticsin
the scheduled economy and the use of intermodalism have presented new challenges in terms
of tracking and quantifying importance and impacts. On the logigtics Side, widdy varying
estimates of the sze of this sector range from afew billion dollars to over ahundred hillionin
Canadaalone®.

Action Item:

The Alberta Government increase its efforts to work with industry, other levels of
government, and other governments in ensuring that more accurate and timely data
reflecting the true contribution of the transportation sector is collected on an ongoing
and timely basis and is used to enhance our understanding of the transportation system
and its needs.

In meetings and discussions with multiple stakeholders, the observation was made that
consultation with the citizens of Alberta continues to grow in importance, particularly as the
economy devel ops towards value-added. Theissue of infrastructure funding for both renewal
and new development was raised constantly. Differing priorities for infrastructure funding
were expressed. It was recognized that funding for infrastructure in Albertais not infinite and

13 BTS (Bureau of Transportation Statistics), (1998) The Economic Importance of Transportation Services: Highlights of
the Transportation Satellite Accounts, BTS/98-TS/4R, April 1998

14 University of Manitoba Transport Institute, (2000), Economic Impact, Structure & Market Perspectives of the Manitoba
Trucking Industry, report prepared for Manitoba Department of Highways & Government Services, Manitoba Trucking
Association

15 Op cit, BTS footnote 13, p 22

16 Bess, 1., and McKeown, L. (1997) The emergence of logistics services: Measurement issues, Statistics Canada, Services
Division, Catalogue no. 63-016-XPB, Ottawa
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that priorities expressed by stakeholders are not consistently agreed to. This leads to the
suggestion that ongoing input into provincid infrastructure funding by al stakeholders is
important.

Action Item:

In determining future funding alocations for Alberta’s transportation infrastructure,
Alberta Transportation will hold regular annual mestings jointly with transportation
stakeholders from al modes and municipaities. At this meseting, transportation
stakeholders will have an opportunity to identify strategic opportunities, their
infrastructure needs, funding proposals, and provide comments to Alberta
Trangportation. The Government, on the basis of these discussions and their own
internd review, will then determine the dlocation of funds for transportation
infrastructure investment.

2.3 The Transportation Sectors

In the following sub-sections of this chapter, abrief overview of the various modesis
presented. The focusin each is on the importance and impact of these sectors, particularly as
they relate to Alberta s economic vitdity and performance.

2.3.1 Road
Alberta’s Road System

Alberta primary and secondary highways are composed of 30,000 km of road and 3,800
bridges, for which Alberta Transportation is directly responsible. The rural road system
congsts of 135,000 km of roads and 8,800 bridges for which the Province provides alarge
portion of funds for upgrades and maintenance. The replacement cost of the total road and
bridge system in Albertais estimated at over $52 hillion.

Alberta Trangportation administers a $1.1 billion annual budget to care for the provincid road
gystem. Of this, some 27% are grants to the municipal governments to maintain urban roads
and/or secondary highways under their jurisdiction.

Commercid truck and bus mode segments of Alberta s transportation system, and the
infrastructure on which it depends and performs, represents 15% of the tota traffic on the
highway system, the balance, being automobiles and light trucks and vans. Thisfigureis
higher for regiond and rura roads and typicaly lower for mgjor urban routes (according to
Alberta Transportation figures).

Canadian Bus Industry

The bus industry in Canada is generally considered to consist of: inter-city bus services,
school bus service; urban trangit service; and charter services. In addition to passengers, bus
parcd expressis a sgnificant market for inter-city carriers.
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Motor Coach Canada, Inc. (MCC), the main spokesman for the industry, reports that the
industry provides scheduled services to 3000 communities (rail serviceslessthan 500), using
3000 buses providing up to 60 million passenger-trips ( VIA moves 4 million), through 295
companies employing some 15,000 people. MCC further states that each bus contributes
$7,000-10,000 per day, per coach, to the economy and directly supports atota of 169,000
jobsin the country in dl its functions.

The Canadian Trucking Industry

The trucking industry in Canadais made up of thousands of companies, many of them small
and family-owned. In Canada, truck fleets that carry freight for other companies are called
“for-hire’ truckers and make up about 60% of the industry. The balance is private trucking
where a company (e.g., manufacturing, retail, or resource company) owns and operatesiits
own vehicles.

The Canadian Trucking Alliance (representing the provincid trucking associations) in a recent
survey, published information putting the total heavy truck population in Canada at 580,000
(i.e., vehicles with gross weight above 4,500 kilograms). There are 700,000 registered trucks
in Canada, in dl categories. Canadian heavy trucks generated 18.6 billion vehicle-kilometres
in 2001, earning atota of $52.5 hillion in revenuest.

Alberta’s Trucking Industry

Alberta accounts for afull 25% of the total heavy truck population in Canada, which, dong
with Ontario (39%) and Quebec (11.5%), represents 75% of the total Canadian fleet. B.C. has
but 5%, the same as Manitoba, while Saskatchewan accounts for 8.5%%.

Of the approximate 145,000 total registered trucks and buses in Alberta, approximately 35,000
are commercidly licensed and are registered with gross vehicle weight (GVW) capecitiesin
excess of 11,000 kgs, requiring a Class 1 driver’s license to operate. These units carry the bulk
of commercia freight into, out of, and within the province.

Totd traffic volume (including automobiles and recreationa vehicles) in Albertaisincreasing
by 3.5% per year, and over the next 10 years could increase by 40%. Registrations of heavy
trucks, by contrast, have increased by 270% in the last 10 years, reflecting the rapid economic
growth in the province, specifically in resource project construction and oil and gas
exploration activity, and particularly in the Peace River and Fort McMurray regions®.

Over 60% of al freight moved within the Province (excluding pipeine volumes) is moved by
truck.?2 The “for-hire” trucking segment grew 48% from 1995 to 2000, an average of amost
10% per year®. Thisreflects the trend by shippers to contract out transportation of ther goods

17 Canadian Trucking Alliance (2003) “The Trucking Industry, FAQ”, http://www.cantruck.com/industry/fags.htm,
accessed Sept., 2003

18 1bid, footnote 17

19 Source: Alberta Transportation — Truck Registration Statistics

20 Source: Consulting Engineers of Alberta — Submission to Province of Alberta Financial Management Commission
21 |bid: footnote 20
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to commercid carriers, previoudy carried by their own trucks (e.g., oil company petroleum
product distribution); and diversfication of industry in Alberta from rail-oriented resource
segments to secondary and high technology manufacturing, more suited to truck transport;
hedlthy resource industry construction activity; and expanded oil and gas exploration and
production within the province.

Alberta s export market is a prominent piece of our economic fabric. Canada, asawhole, is
more reliant on exports than most mgjor nations, 5 times that of the U.S. The U.S. isthe
largest single consumer of our exports, and trucking is often the mode of choice for getting
vaue-added goodsto U.S. destinations. From 1996-2001, Alberta's total North American
truck exports grew in vaue by 97%, which exceeded the growth rate of any other non-pipeline
transportation mode.

2.3.2 Rail and Intermodalz2

Albertais served by Canadian National (CN) and Canadian Pecific Railway (CPR), the two
transcontinental Class 1 railwaysin Canada. Both railways provide heavy haul rail corridor
connections to mgor market gateways on the West Coadt, in the East and the U.S. Midwest.
Alternate rail gateways available to Alberta shippers include Burlington Northern Santa Fe
(BNSF) at Shelby, Montana (56 km south of the Alberta border) and BC Rail at Dawson
Creek, B.C. (42 km west of the Alberta border).

The Canada Transportation Act (1996) has facilitated Class 1 Rallway rationdization in terms
of branchline abandonments or transfers to short line operators. That rationdization processis
essentialy complete in Albertaand four regiona short lines now operate the former Alberta
Resources and Northern Alberta Railway network extending from the Canadian Nationa
mainline®.

These regiona shortlines extend the option of rail accessinto Northern Alberta dong mgjor
resource development corridors.

Lakeland and Waterways Railway (LWR) and the Athabasca Northern Railway (ANR)
pardlel Highway 63 to the Fort McMurray staging areafor oil sands projects.

Mackenzie Northern Rallway (MKNR) pardlels the Mackenzie Highway (Hwy. 35) to
the Mackenzie River barge terminal and tanker truck transfer point at Hay River, NWT.

AlbertaRall Net (ARN) paradlels Highway 40 and Highway 2 to the Alaska Highway and
British Columbia Railway (BCR) gateway a Dawson Creek, B.C*

All of these were former CN lines. Transfer to shortline operators has retained avery
substantia regiona railway component in Alberta that may otherwise have been abandoned as

22 Information depicted in this section is derived from multiple sources including Statistics Canada, The Railway
Association of Canada, Vancouver Port Authority and Alberta Transportation.

23 Central Western Railway(CWR), which was the first short line in Alberta, has now been virtually abandoned
24 The Hythe-Dawson Creek portion of this is line is currently retained inactive by CN
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part of transcontinental railway rationaization. Inturn, Alberta shortlines have been
rationalized and merged into what is becoming a highly sophisticated segment of the railway
industry including North American RailNet (ARN) and Raill America(MNKR, LWR and
CWR).

Regiona shortlines continue to serve Northern Alberta shippers with connectionsto Class 1
mainlines as before, but under alocdly oriented, independent cost regime that has increased
productivity and prolonged viability. Over the next ten years, in addition to supporting new
agriculture and forest indudtry initiatives, Albertaregiona shortlines will provide acritical
connection for development of the oil sands, arctic gas, and northern mines.

The connection of these regiond railways to the transcontinental rail system serving Albertais
shown in the following map.
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There are 4,279 miles of track in Alberta operated by over 6,000 railway employees receiving
$400 million in annual compensation (Railway Association of Canadafigures). However, the
economic impact of rail in Albertais more than these figures would indicate.

Including domestic trade, the total of rail traffic moved in and out of Albertaisamost 50
million tonnes per year. However, most of thisis outbound traffic and most of the outbound
traffic isfor Albertainternational exports, either offshore or transborder to the United States
and Mexico.

Alberta Rail Traffic Flows
(47.9 Million Tonnes in 2001

25,000,000 T
20,000,000 A
15,000,000 A
10,000,000 V7
5,000,000 id
0] Outbound Inbound
O Canadian Domestic 10,600,000 6,600,000
B International Offshore 18,400,000 2,100,000
O International Transborder 10,000,000 200,000
Total Rail Tonnes 39,000,000 8,900,000

Source: Alberta Transportation and Trade Report 2001: Statistics Canada Trade Merchandise
database custom tabulation prepared for Alberta Transportation

The Alberta economy is oriented toward internationa trade, moving some 68 million tonnes
of exportsto foreign marketsin 2001. After pipeline commodities, rail moves most of those
exports from Alberta by weight.

Alberta Transborder / Offshore Exports
(68 Million Tonnes in 2001)

Truck
7%
Pipeline v Offshore Rail/ Marine
0 and
51% Transborder Rail 42%

Source: Alberta Transportation and Trade Report 2001: Statistics Canada Trade Merchandise
database custom tabulation prepared for Alberta Transportation
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Tota export tonnes moved by rail are only 9% less than the tota of pipeline exports; and 86%
of non-pipeline tonnes move by rail - elther to offshore export position or transborder to the
United States.

High-speed Rail

The Government of Alberta has commissioned a pre-feasibility study for a high-speed
rail link between Calgary, Red Deer and Edmonton. The growth in population being
experienced in Albertais significant. In particular, the growth in the Edmonton/Calgary
corridor creates an unparalleled opportunity to capture and focus a pattern of growth that
will result in acorridor of economic power being developed between the three centres.

A focused planning strategy for the linking of Calgary/Red Deer/ Edmonton could result
in these communities being viewed as one economic unit by North American and world
communities. Irtroduction of high-speed rail could build upon, or be the catalyst for the
policies of regional transportation authorities that would guide the development of
regional transportation infrastructure connecting into the high-speed rail system.

High-speed rail could address the ecological concerns created by increasing congestion
and pollution in the corridor. High-speed rail has become a great success in other
countries linking major centres and resulting in the revitalization of old city cores. The
establishment of a high-speed link has also generated new real estate development and
business activity in the proximity of the terminals and generally enhanced industrial
investment.

2.3.3 Air

A number of Alberta-based aviation advocacy groups representing various facets of the
industry have recently merged into a new organization called Aviation Alberta, which
provides for a unified and coordinated agpproach on important industry issues.

Aerospace manufacturing in Alberta currently accounts for aout 1,000 jobswhile air
trangportation services in the province account for another 13,200 jobs, made up of the
scheduled airlines at 7,300, the non-scheduled operators at 1,400 and related support services
at 4,500. %

Alberta s scheduled airports currently handle over 12 million passengers ayear and over
150,000 metric tonnes of cargo. The two mgor airports a Edmonton and Cagary, where most
of the province sairport activity occurs, together account for an annual total economic impact
of $4.75 hillion.*

The Alberta aviation network is made up of two mgjor internationa airports at Cagary and
Edmonton and a system of ten smaller scheduled airports at other communities located
throughout the province. Edmonton is adso served by the City Centre Airport whichprovides

25 Alberta Transportation
26 Edmonton Airports and Calgary Airport Authority
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servicesto small charters, private and corporate aircraft, training, military, industrial and medi
vec flights. Scheduled flights at this facility are presently limited to a maximum of ten
passengers and are expected to be consolidated to Edmonton International on January 1, 2005.
Cargo traffic was moved to Edmonton Internationa on January 1, 2004.

These arports are linked to each other and scheduled airports throughout Alberta and
elsawhere through a network of mainline, regiona and feeder air services. There are dso 150
non-scheduled airports situated throughout the province that are developed to differing
standards and experience varying levels of traffic.

Alberta Air Trade

Albertd s historic performance in import/export markets, including the rest of Canada,
illustrates the growing importance of the air cargo mode in the movement of high-vaue and
time-sengitive goods.

According to Alberta Government figures”, in 2001 Albertaimported $3.3 billion worth of
goods by air and exported $1.6 hillion, reflecting an imbaance favouring the inbound
direction and illustrating the comparatively under-developed nature of Albertal's
manufacturing and value-added sectors.

Further illustrating the point, in 2001 the air transport mode carried 7.2 percent of the value of
Alberta stotal non-pipeline exports. By vaue, air exports increased by 46 percent during the
1996-2001 period and, by volume, 165 percent. During the same period the value of air
imports grew by 81 percent.

Virtudly al ar import traffic moved over Calgary and Edmonton.  On the export sde, 72
percent originated in Calgary, 15 percent originated in Edmonton and 11 percent was up-lifted
in Vancouver, no doubt because of a shortage of up-lift capacity in Alberta and the resulting
leakage of traffic to the westcoast by surface transport.

Of the $1.6 billion that Alberta exported by air in 2001, 51 percent was destined for the U.S.
The top ten countries for Albertaair exports are summarized in the following table.

2001 Alberta International Exportsby Air
Top 10 Countries®®

United States $796 million 51%
United Kingdom 7 5
Taiwan 61 4
Japan 50 3
France 48 3
Italy a7 3
Hong Kong 40 3
Audtralia 35 2
Singapore 27 2
United Arab Emirates 24 2

27 Alberta Transportation, ‘2001 Alberta Transportation and Trade Report’, Alberta Air Trade.
28 1pid.
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Of the $796.2 million that was exported by air to the U.S. in 2001, the top ten states were as
follows.
2001 Alberta Exportstothe U.S. by Air

Top 10 States™
New York $181 million 23%
Texas 79 10
California 72 9
Tennessee 65 8
Florida 51 6
Illinois 21 3
Georgia 20 3
Washington 20 3
New Jersey 20 3
Indiana 15 2

The four largest export categories were eectronics, machinery, photo-medica equipment and
meset products, representing 88 percent of the air export totd. By value, the four largest import
categories were eectronics, machinery, aircraft parts and photo-medical equipment,
accounting for 85 percent of tota air imports.

2.3.4 Logistics and Warehousing

Warehousing and logistics have been an important component in Alberta s transportation
scene for decades. However, more recently, the information revol ution associated with the
internet and e-commerce has trandated into a mgor shift in how these two facets relae.
Supply chain management and logistics is much more time oriented — representing the
“scheduled economy” and the notion of awarehouse — where inventories St for long periods —
has been replaced by distribution centres and just-in-time (J T) production where the
inventory rolls on the highway or rails and is delivered as needed.

Supply chain management is the industry term that is often used to describe this. It is defined
&

“Planning and coordinating the materids flow from source to user as an integrated system
rather than, as was 0 often the case in the past, managing the goods flow as a series of
independent activities...the god is to link the marketplace, the distribution network, the
manufacturing process and the procurement activity in such away that customers are serviced
at higher levels and yet at lower cost. In other words to achieve the goa of competitive
advantage through both cost reduction and service enhancement.” ®

In Alberta, Edmonton and Calgary represent the two magjor logistics and warehousing hubs. In
Calgary, since 2000, over 3 million 5g. ft. of distribution facilities have been developed, as
firms like Sears, Canedian Tire, and third party logistics provider, SCM (the company

29 |bid.
30 Christopher — 1999, quoted by Athabasca University, Centre for Innovative Management, Supply Chain Collaboration
Survey 2002
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sarvicing WaMart' s operations in Western Canada) have set up operations. As mentioned
previoudy, this sector is close to being the number one employer in Cagary — for many, a
recognition that immediately challengestraditional thinking. Firms have been drawn to locate,
in Alberta by a number of factors: affordable and developable land, a skilled workforce, a
central geographic location and awell devel oped transportation system providing vita access
to markets.

2.3.5 Pipeline

The pipdine network in Albertais the Oil and Gas sector’ s highway system and isamost as
lengthy as our road network. This largely subsurface system is typicaly trested as uniquein
trangportation and in many cases, is isolated from broader transportation studies. Thisistrue
in this report as well, where pipeline transportation was not in the terms of reference.
However, most Albertan’s gppreciate that pipelines carry our largest single export, oil and gas,
to markets and is the circulatory system of our major industry sector.

Thereisinevitability to the future development of one or more pipelines to carry naturd gas
from the Canadian Arctic and Alaska to North American markets. It appears that within the
next decade an dl-Canadian pipeline, will be built first. Alaskan gas will later be transported
along ether the Alaska Highway route through Alaska, Y ukon, and northern BC, or the “over-
the-top” route through the Beaufort Sea and adong the Mackenzie Vdley, generdly following
the Canadian “stand aone” pipeline corridor.

Large-scale logistics operations to complete materiad movements within the planned
construction schedules pose the potentia for significant impacts to the territoria transportation
systems for each of the aternative project routings. In Alberta and British Columbia, subject
to certain rehabilitation requirements, existing rail and highway systems have adequate
capacity to facilitate the scheduled material movements detailed in currert construction plans.
Rolling stock for rail transportation (mainly fuel and pipe) is available from exigting fleets, as
are trucks to move materias from railheads to pipeline stockpile sites 3.

2.4 Conclusion

This chapter opened with an argument that transportation is underappreciated and perhaps
undervaued by not only the generd public but by decision makers in government and
industry. It ishoped that this perspective will change in the future. Certainly the facts and
discussion in this chapter would strongly support this. Regardless of unit of measure — jobs,
economic impact, both direct and in-direct, societal importance — transportation is without
question, avital component of our current success and future prospects.

31 Source: Prolog Canada Inc. (2003), Arctic Gas Pipeline Construction Impacts on Northern Transportation, report
prepared for Transport Canada, Prairie and Northern Region
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Chapter

3 Future Prospects: An
Economic Forecast

Albertan’s both, from a socid and economic standpoint. The following chapter

provides forecasts for various economic sectors in Alberta and then relate these

forecasts to changes in demand for transportation services. The essentia questions
being addressed in this section are

T heinitia sections of this report have outlined the critical role of transportation to

What are the forecasts for key sectors of Alberta s economy looking forward to 20107?
How do these forecasts trandate into changes in transportation services demanded?

The details on data sources, forecasts, and results are described completely in Appendix C.

3.1 Economic Activity 2004 to 2010

Econometric anadysis was used to produce forecasts of growth in each main sector of Alberta
GDP through the year 2010. The manufacturing sector provides the mgjority of future growth
in value-added production, so forecasts for the components of the manufacturing sector are
aso provided. The forecasts of future growth in each industry sector are transformed into the
corresponding increases in transportation demand for rail, truck, and air. In this chapter, only
the output of the forecasting model is discussed, focusing on the vaue-added sectors and on
the implications for future transport demand. Because independent empirical analysisis
crucid to the forward-looking nature of this study, along appendix that contains the details of
the specification, estimation, and validation of the forecasting model, has been provided.

The following figures show plots of the historica data on the various industry sectors for the
interval 1971-2001 and the forecasts over the interval 2004-2010. At the time the Statistical
analysis was conducted, the most current complete year of Alberta GDP data was 2001.
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Because 2002 and 2003 data may be released shortly after thisreport isin print, and because
they are years of extreme events including SARS, mad cow, drought, and the aftershocks of
9/11, the forecast beginsin 2004. Thefinal year of the forecast period is 2010; forecasting
farther than this into the future is imprudent because the forecasting model |oses precision
rapidly as the forecast horizon increases.

Of note when reviewing the next series of graphs:
the fact that the y-axis scale (GDP Vaue) varies for each economic sector
the more variable the actua history, the greater the potentia range in the forecast
al data provided by Alberta Economic Development: forecast details are outlined in
Appendix C
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In the case of manufacturing, the third largest sector of our economy and characterized as
vaue-added, substantia growth isforecasted. The forecasted growth to 2010 (from a base
year of 2000) is 40%. For comparison purposes, consder that from 1990-2000, GDP for this
sector actudly increased 80%. The growth in manufacturing will trandate into increased
activity for the mgjor modes. Trucking is the key and dominant mode for manufacturing and
thiswill continue. However, containerization (inter-modd) is trandating into greater activity
for rail on portions of routes. Air cargo is also driven in part by higher vaue eectronic and
machinery components (il field equipment for example) as well as specialized commodities
that can absorb the comparatively higher shipment costs. The bottom line isthat growth in
manufacturing trandates into greater demand for all modes, but particularly trucking.
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Looking at the sectors that make up the broader category of manufacturing presents insight

into the growth of specific value-added sectors. Among the most important manufacturing

sectors are Fabricated Metals, Food, and Chemicals; they are the top three in manufacturing
and represent over 50% of sector activity (2001 figures).
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Source: Base Data and Forecast more fullv described in Abpendix C: Actual Data Provided bv Alberta

The food sector experienced resurgence in the last decade and forecasts points to continued
growth of nearly 25% out to 2010. Fabricated and Primary Metals have exhibited steady
growth that has accelerated recently. Figuresindicate this sector is poised for impressive
growth of 77%. Asacomparison, its actuad GDP change from 1990 to 2000 was just over
100%
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Source: Base Data and Forecast more fullv described in Appendix C: Actual Data Provided bv Alberta
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Chemicds (depicted below) represent the largest component of the manufacturing sector and
itsforecast isthe most impressive of the top 3 at 87%. In comparison, this sector grew by
55% between 1990 and 2000. In this sector, the forecasted growth will likely have more of an
impact on rail than other modes. Rail is often the preferred mode given the characteristics of
the chemica market- bulk goods with often hazardous elements.
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Source: Base Data and Forecast more fullv described in Appendix C: Actual Data Provided bv Alberta

From alayperson standpoint, the Computers, Electronics, Electrica Equipment, Appliances
and Components (hereafter referred to as Computers and Electronics) is perhaps most
identifiable as a value-added sector and acritica part of the high tech economy. Its forecast
illustrated in the graph below, isfor the largest growth of any sector analyzed at, 205% .

Alberta's Computers, Electronics,
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Source: Base Data and Forecast more fullv described in Appendix C: Actual Data Provided bv Alberta
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The following collection of graphs represents the mid-grouping of manufacturing sectors with
respect to their contribution to manufacturing GDP. Each sub-sector exhibits strong growth,
ranging from 63% for Paper and Allied Products to 96% for Plastics and Rubber over the
2000 to 2010 period.
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It is clear from acloser look at manufacturing this value-added sector is not only important to
Alberta s economy, but is forecasted for strong growth in the future. For the mgjority of these
sub-sectors, this growth will trandate into more trucking activity, but rail (often via
containerization and inter-modal) and air will also see increasing activity as aresult.

Returning to the broader categorization of Alberta’s GDP, the figures below, illustrate the
future trends for Wholesale and Retail Trade, two sectors traditionaly viewed as heavily
reliant on transportation services. Their growth prospects between 2000 and 2010 are 23%
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and 20% respectively. These figures are not as large as others reviewed thus far, but they are
much more reliable figures, in that the error associated with this forecast is much smdler.
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The sectors discussed thus far tend to be associated with heavy reliance on modern supply
chain logistics and by default, trucking and to a lesser extent air and inter-modalism.

However, considerable innovation and use of modern practices is associated with resource and
commodity sectorsin which transportation costs are amgjor portion of fina product prices. It
is therefore useful to examine future prospects for those sectors as well.
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In the case of both the forestry and agriculture sectors, there has been historic volatility, driven
by the nature of commodity markets, which tend to swing with westher and global market
changes. Despite this, both sectors exhibit moderate growth in the forecast period, Forestry at
23% and Crop and Anima at an impressive 60%. Aswill be argued in the following section
on transportation demand, these sectors still remain more sengtive to transportation in terms
of their competitiveness, and as these sectors move towards more vaue-added activity, it is
likely that their reliance on trangportation will not only continue, but increase. On the
agriculture side, containerization is becoming more widely used, in part because of the need
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for “identity preservation” of speciaty crops and by-pass of traditiond grain-hopper car
operations. Thisimplies more trucks on the roads moving containers to inter-moda facilities
for onward movement to export markets but aso, more activity for the rail segment. A similar
use of containerization for export markets is having an impact on forestry, trandating into
increased trucking and rail activity depending on the market.

Given transportation’s unique, derived demand nature, it is not surprising that its historic GDP
component reflects more sharply, the overall trendsin other sectors, and the economy asa
whole. Thereis speculation that part of the inconsistency viewed below is related to Satistical
issues and changing methods of capturing data rather than industry changes. According to
edtimates, this sector is expected to grow 21% between 2000 and 2010.
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Source: Base Data and Forecast more fullv described in Appendix C: Actual Data Provided bv Alberta

The forecasted growth in this sector is substantia, but perhaps not asimpressive as growth in
other sectors reviewed like manufacturing and its sub-sectors. However, it is essentia to
appreciate and re-iterate the fact that trangportation is not like other economic sectors. It is
fundamentd to the economy, a part of its centra functioning. Further, it isachalengeto
accurately capture transportation activity in officia satigtics like those on which the above
figureisbased. There should be no doubt that as our economy expands, transportation will
respond and grow in kind — more trucking, more rail activity, more air cargo and more inter-
modalism between dl three.

3.2 Traffic Demand 2004 to 2010

For each trangportation mode in this section a forecast of future demand in response to future
economic growth in the main vaue-added sectors of the Alberta economy, isprovided. The
details of the approach taken are provided in Appendix C. Briefly; historica information on
trucking, rail and air activity in Alberta has been used to develop a responsiveness to
economic activity - linking dollar value of sector output with a tonne-kilometre of modal

42



FUTURE PROSPECTS: AN ECONOMIC FORECAST

activity. Following that, forecasted changes in economic activity are used to establish what
thiswill trandate to in terms of activity output for the various modes.

Trucking

The table below contains point estimates of the percentage increase in tonnes of trucking, from
abase year of 2000 for three key sectorsin the City of Cagary. These estimates are based on
examining the activity of for-hire trucking firms and the goods they typicdly ship. The
economic forecasts of the previous section represent growth in demand for transportation
services. The specific amount of that growth in demand is captured in the table below.

Calgary For-hire Trucking Demand Growth
(percent from 2000 base)
Industry Sector
Year Forestry Manufacturing Wholesale
2004 6.463 18.668 9.177
2005 8.929 25.044 11.064
2006 11.607 31774 12.952
2007 14.427 38.870 14.839
2008 17.362 46.355 16.727
2009 20.398 54.249 18.615
2010 23.534 62.574 20.503
Source: Calculations documented in Appendix C

Given the forecast growth in these sectors, and trangportation’ s responsiveness to these sectors
it isnot surprising to view substantial forecasted output growth in trucking. Manufacturing as
the critical value-added sector, is highly reliant on trucking. Thisis particularly true with the
adoption of Jugt-in-time (JT) production methods, which minimize plant inventories in favour
of timely and flexible ddlivery of goods. The wholesale sector, focused on finished goods, is
aso heavily truck reiant. The value of the goodsin reation to the cost of shipping implies that
trucking is the mode of choice, especidly when the need to reach a geographicaly diverse set
of cusomersisfactored in. Findly, forestry isasector in which trucking and containerization
are having a grester impact.

Edmonton For-hire Trucking Demand Growth
(percent from 2000 base)
Industry Sector
Year Forestry Manufacturing Wholesale
2004 3.231 5.911 7.026
2005 4.464 8.167 8.471
2006 5.803 10.616 9.916
2007 7.213 13.196 11.361
2008 8.681 15.880 12.807
2009 10.199 18.657 14.252
2010 11.767 21.525 15.698
Source: Calculations documented in Appendix C

In Edmonton, the pattern of growth is smilar, yet the absolute changes are not as greet asis
the case for Cadgary.
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Rail and Intermodalism

Rail output is typicaly much less sengtive to the change in output associated with the
economic sectors explored in the analysis. The forecasted growth in their activity relative to
the year 2000 is not substantial, but fits within the redlity of modern rail transport. In the table
below, it makes sense that there will not be considerable rail output growth associated with
wholesaling, given the previous arguments made. In the case of manufacturing, the increase
can be related to the prominence of intermodalism.

Alberta Rail Demand Growth
(percent from 2000 base)
Industry Sector
Year Forestry | Manufacturing Wholesale
2004 1.812 2.476 1.720
2005 2.504 3.322 2.074
2006 3.255 4.214 2.428
2007 4.046 5.156 2.782
2008 4.869 6.149 3.136
2009 5.721 7.196 3.490
2010 6.601 8.300 3.844

Source: Cdculations documented in Appendix C.

Air

The high cost of air cargo transportation implies that only goods that can absorb these costs
utilize this mode; it is a specialty, high value good mode of transportation. Subsequently, the
bulk of air cargo activity is related to high vaue manufactured goods, or those with extreme
time sengitivity. Our estimates of elasticities were therefore only caculated for Cagary, at
1.06 and Edmonton, at 0.06, for the manufacturing sector. These numbers suggest that in
Cagary, information technology manufacturing output is what drives the relatively higher
demand for air cargo, while in Edmonton, the low eagticity suggests that manufacturing in
Edmonton does not rely extensively on air for goods movement.

Air Demand Growth in Output
(percent from 2000 base)
Airport
Year Calgary Edmonton
2004 20.383 1.142
2005 27.344 1.533
2006 34.692 1.945
2007 42.440 2.379
2008 50.612 2.838
2009 59.231 3.321
2010 68.321 3.831
Source: Calculations documented in Appendix C.

This conclusion is reflected in the above table of forecasted increase in demand, or tonnes of
ar cargo output related to manufacturing in Edmonton and Calgary. Quite clearly, Cagary is
forecasted to see substantia growth in air freight out to 2010.
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4 Road Transport

prospects facing the road transport sector in Alberta. The primary source of

information is stakeholder input, obtained from a number of workshops and a series of

interviews. The information was collected along two main themes — “current issues’
and “future prospects’. Within these themes, questions asked of interviewees pertained to
infrastructure, government policy, carrier and firm operations and those related to human
resource i Ssues.

T he goal of this chapter isto provide an andysis of the major issues and future

4.0 Motor Carrier Activity

Entry to the industry is largely deregulated and dependant only on the condition of the truck
equipment to be operated and drivers with ademerit free, Class 1 license. Applicants for entry
into the bus service industry must prove a case for public convenience and necessity, and
historicaly, opposition to the issuance of competing licensesis aggressive.

The trucking industry is composed of motor carriers, - private (carry their own goods) and “for
hire’ trucking companies that specidize in moving awide variety of resource products and
vaue-added goods to urban, intra-provincid, inter-provincial, and export markets. A recent
study analyzing truck traffic within the Edmonton Region®? reveded that 72% of the trucks
observed were owned by the company producing the goods being shipped, plus 10%
operating leased vehicles. Most of these are used in local operations, however, and include
such service vehicles as gravel trucks, ddivery vans, redi-mix concrete trucks, etc.

The following graphic displays the volume of Alberta-originating freight moved by the for-
hire trucking industry, in 2000, within and out of the Province - nearly 40 million tonnes®
which is a 46% increase over 1995.

32 Source: Edmonton Regional External Truck Commodity Survey
33 Source of Information on all Charts and Graphs included in this section a combination of : Statistics Canada “For Hire
Trucking Survey” and Statistics Canada Trade Merchandise database custom tabulation prepared for Alberta Transportation
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2000 Alberta Originated For-Hire Trucking

Total: 39.28 million tonnes (mt)

1%
0.23 mt

5%
2.12 mt

Source: Statistics Canada For-Hire Trucking Survey: Adapted by Alberta Transportation

For inbound cargo in 2000, the following diagram demonstrates the source of the 37 million
tonnes of freight, and its intra- Alberta distribution — a 50% increase over 1995.

2000 Alberta Destined For-Hire Trucking

Total: 36.82 million tonnes (mt)

<1%
0.02 mt

5%
1.91 mt

Source; Statistics Canada For-Hire Trucking Survey: Adapted by Alberta Transportation
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Exports

Alberta’s export market is a prominent piece of our economic fabric: like Canada as awhole,

RT

we are more reliant on exports than most mgjor nations, 5 timesthat of the U.S. TheU.S. is

the largest single consumer of our exports, and trucking is often the mode of choice for getting

vaue-added goods to U.S. destinations.

2001 Top 10 Commodities Alberta Exports to the U.S. by Truck (ranked by value)
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Source: Statistics Canada: Canadian International Merchandise Trade: Adopted by Alberta Transportation

The above chart displays the top 10 commodities, in 2001 shipped by truck to the US,
representing $8.7 billion of Alberta export products. From 1996-2001, Alberta'stota North
American truck exports grew in value by 97%, which exceeded the growth rate of any other
nonpipeline transportation mode.

The vdue of Albertas truck exports to Mexico jumped from $8.9 million in the year 1996 to
$278.0 million in 2001 - a3000% increase. This rise in demand was dtributable to Alberta's

meat and edible meat by-products, which, in the short term, will be adversely impacted by the

BSE issue.

Alberta's exports, by truck travel on anumber of different corridors and through a variety of
geographic gateways before reaching their intended destination, as the following map

indicates.
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2001 Province of Gateways for Alberta Exports to the U.S. by Truck (value)

$0.50 $4.87 $194 $1.02 $0.24 $0.07
(in billion doliars) -

Source: Statistics Canada: Canadian International Merchandise Trade: Adopted by Alberta Transportation

In vaue, 6% of the goods moved to the west of Albertaand 38% moved to the east before
arriving in the U.S.. Fifty six percent of the value of Alberta goods traveled south directly.

The following chart demongtrates the US regions to which Alberta freight is trucked.

2001 Alberta Exports to the U.S. Regions by Truck (value)

D West @ south & Central © Northeast
53,018 million $2,350 million  $1,802 million $1,444 million

*ULS. regions oulside the 48 continental states account for 3107 miflion,
and 1% of total Albeita export value by trick.

Source: Statistics Canada: Canadian International Merchandise Trade: Adopted by Alberta
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Of the $8.7 billion of Alberta exportsto the U.S. by truck, the western and southern U.S. states
were the most important markets. $3.0 billion or 35% of the Province's truck exports went to
the U.S. western region, where the CANAMEX Trade Corridor is located. Montana, 1daho,
Utah, Nevada, and Arizona, al situated aong this corridor, received $1.0 billion of Alberta
goods by truck in 2001.

From 1996-2001, Albertas truck exports to the western region increased by 49% in value.
This region was Albertals most consstent and reliable trading partner as it accounted for about
40% of the province's truck exportsto the U.S. during that period.

Alberta exported 240% more in value in 2001 to the southeast region by truck when compared
to the year 1996. Texas, on the Camino Real Trade Corridor, adjacent to the CANAMEX
Corridor, accounted for $858.4 million of Alberta's truck exportsin 2001. Moreover, the
Alberta- Texas truck export relationship grew 130% between 1996-2001.

Imports

The following chart demongtrates the top ten commodities trucked into the province from the
USin 2001, representing 73% of the total imports by value (63% by weight, atota of 1.3
million tonnes).

2001 Top 10 Commodities Alberta Imports
from the U.S. by Truck (ranked by value)

Top 10 Commodities Million $ %o
& machinery 1,752 30
electronic machinery 695 12
@ vehicles/parts 388 7
[— iron products 280 5
photo/med. equip. 278 5
[— plastics 194 3
reserved for special use 157 3
%“vegetables/roots 155 3
(@ misc. chemicals 152 3
live animals 144 2

Source: Statistics Canada: Canadian International Merchandise Trade: Adopted by Alberta Transportation
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The high vaue of machinery and el ectronics equipment reflects the current high level of
investment in new oilsands projects, refineries and up-graders a Fort McMurray and the Fort
Saskatchewan areas. These products point, perhaps, to the “vaue-added” manufacturing
potentia in the years ahead and represent opportunities available to Alberta-based companies.

A smilar chart follows that describes the top 10 commodities imported into Alberta from the
US- ranked by weight.

2001 Top 10 Commodities Alberta Imports
from the U.S. by Truck (ranked by weight)

Top 10 Commodities ~ Kilotonnes %
& machinery 202 10
|/} mineral compounds 183 9
'gatvegetables/roots 176 9
cereals 144 7
fertilizers 106 5

= iron products 102 5
food industry waste 96 5
@ fruit and nuts 94 5
ﬁx live animals 77 4
? paper products 76 4

Source: Statistics Canada: Canadian International Merchandise Trade: Adopted by Alberta Transportation

With reference to this figure, the most important commodities imported from the US by truck
were machinery, mineral compounds and vegetables.

50



ROAD TRANSPORT

4.1 Motor Carrier: Current Issues

4.1.1 Infrastructure

The road infrastructure on which the trucking industry operatesin Albertais on balance, a
good system and in fact, is better on average than many other Canadian jurisdictions®.
However, a number of important considerations cast a different light on the Situation:

- Much of the secondary road infrastructure was put in place during the 1985-1992
period and is reaching a critical point in its life gpan. Preservation capita investment is
required to avoid safety problems, vehicle damage, and higher user operating costs —
al the product of poor road maintenance.

The longer highway maintenance is delayed, the higher the costs — for example,
delaying maintenance by 5 years can increase the cost 5 fold*

Urban road systems and many smaller rurd roads are in need of investment and
upgrading, either related to growth pressures® or years of maintenance neglect —to
quote arecent TD Bank study “An eroding transportation system and congestion

could soon lead to costs in the hundreds of millions of dollarsin lost time and impeded
trade flows’

The Alberta components of the National Highway System (TransCanada 1 and 16) are
critical to our economy yet remain underfunded.

These arguments are part of afoundation supporting the industry stakeholders' position that
there is an “investment deficit” in transportation infrastructure. Thisis particular true with
respect to key pointsin the system — regiona corridors and transshipment points (mgor urban
centres) — that have amajor impact on supply chains critical to the value-added sectors of the
economy. Specific infrastructure needs that were identified in stakeholder discussions are
outlined in section 4.2.1.

The lack of infrastructure funding and its inconsistent ddlivery exacerbate the Stuation. The
quantity of funding available is the responsibility of al levels of government; however, the
federal government is responsible for one of the mgor funding controversies. The federa
government collects more than $5 billion*” annudly in federd fue taxes, yet returns only a
very small proportion directly to the system from which it derives this tax revenue. For
example, their recently announced establishment of a 10-year $2 billion transportation
infrastructure investment fund is unimpressive considering the funds are to be spread around
al provinces, and over ten years. In contragt, trucking's voice in Alberta, the Alberta Motor
Transport Association (AMTA), is aware that the Alberta government isinvesting at least as
much asit is collecting in Provincid fud taxes, in highway maintenance and construction. In
fact, Alberta collects $600 million from its nine cents/litre tax, and spends $1.1 billion to build

34 Flakstad, N., (2002) Roadweary, Alberta Venture, December, 2002, pp. 67-70, Also confirmed by Rob Wiebe, Senior
Director, Transportation, Loblaws Companies/Westfair foods.

35 Alberta Transportation — “Future Highway Needs: A 10 Year View on Alberta’s Transportation Needs.”,
http://www.trans.gov.ab.ca/Content/doctype523/production/pol288.htm, accessed Oct., 2003

36 TD Bank, Financial Group (2003) The Calgary-Edmonton Corridor: Take Action Now To Ensure Tiger’s Roar Doesn’t
Fade, TD Economics Special Report, Spring 2003

37 Flakstad, N., (2002) Roadweary, Alberta Venture, December, 2002, pg 70
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and maintain roads. Further, the five cents alitre tax rebate to Cagary and Edmonton has been
awelcome funding source in support of infrastructure maintenance and expansion.

In addition, many fed that the Federal Government does not fully understand the problem, or
the urgency with which it should be addressed. The explicit view of the current government is.
“Federd fud taxes are an instrument of fisca, not trangportation policy and are an important
source of general revenue’ .

In contrast, our biggest competitor and market, the U.S,, has a history of large, dedicated
federd transportation funding programs driven by system revenues like fuel taxes: for
example, the Intermodal Surface Transportation Efficiency Act (ISTEA) of 1991. The current
Transportation Equity Act for the 21st Century (TEA21) program involves investing US$218
billion over a6 year program, with emphasis on highways, bridges and transit. For Canada,
the per capita equivaent of this type of funding program would be $3 hillion per year. The
Canadian Government is currently providing only $120 million per year of which Alberta
receives $10 million per year.

The U.S. federa government returns gpproximately 90% of its road-related revenuesto the
American road system. As an example, Colorado received $280 million during their 1999
fiscal year from their federa government (approximately 35% of their total budget). In
Canada, federd transfers to the provinces are by comparison, insignificant. A proportionate
contribution towards Alberta s annua $1.1 billion transportation budget would be $385
million, considerably more than the current $10 million provided.

It is not only the amount of funding for infrastructure that is at issue, but the consstency in its
delivery. Groups like the Consulting Engineers of Alberta (CEA) and the Alberta
Roadbuilders and Heavy Construction Association (ARHCA) are used to having the funding
tap turned on and off frequently but recent abrupt changes in funding commitments have led
to considerable negative impacts on their sector® (for example see Flakstad). The Province
has, in the past, had apolicy of spending windfal resource revenues on a one-time basis rather
than adopting strategies that would see predictable investments made over alonger period of
time. Furthermore, as funding pressure from other sectors increases, transportation is often
used as a budget release vaue. The unpredictable infrastructure funding means long-term
business planning by both the infrastructure industry and municipdities is very difficult. The
Province' s recently-implemented sustainability fund program addresses this need and, if
managed as designed, will go along way toward stabilizing infrastructure investment.

It isnot as Implistic as one sector arguing that their funding is more important than another —
fixing potholesis not more important than health care. But, without an efficient and well
supported road infrastructure, the prosperity which we al enjoy would be threatened ©. In
part, many argue that is a continua case of under appreciation. To that end, groups like the
Van Horne Ingtitute, Westac, ARHCA, Alberta Transportation and many others are launching

38 Transport Canada (2003) StraightAhead: A Vision for Transportation in Canada, Transport Canada Report TP 14054,
Ottawa, pg. 53

39 Flakstad, N., (2002) Roadweary, Alberta Venture, December, 2002, pp. 67-71,

40 Westac and VVan Horne Institute, (1999), Moving Forward, A Guide on the Importance of Transportation in Canada,
Westac and The Van Horne Institute, publishers, Calgary, Alberta
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the “Trangportation Awareness Partnership” program whose mandate is to expand public
awareness of transportation and increase understanding of its contributions to our economy.

4.1.2 Government Regulations and Policy

Border Issues

The Canadian perspective on border crossing issues is from a trade orientation, however, in a
post 9/11 world, the U.S. very much views border ingpections and entry requirements as a
matter of nationa security. Thereislittle debate around the need for security, but the
incongistency in rules as they apply to shipments and/or carriers and complications of new
programs are adding codts to trucking movements and contributing to delays*. These border
congestion issues can likely be partialy mitigated by joint industry/customs/immigration
planning utilizing technologies like ITS (Inteligent Transportation Systems) and RFI (Radio
Frequency Interface) to passinformation to border points prior to arrival.

On November 20, 2003 the U.S. Department of Homeland Security released final rules,
which will alow U.S. Customs and Border Protection to collect cargo information
necessary to identify high-risk shipments whichcould threaten the safety and security of
the United States. The timelines apply to both inbound and outbound shipments from the
United States and include:

Inbound:
- Air & Courier — 4 hours prior to arrival in U.S,, or “wheels up” from certain

nearby areas

Rail — 2 hours prior to arrival at U.S. port of entry

Vessal — 24 hours prior to lading at foreign port

Truck — Free And Secure Trade (FAST): 30 minutes prior to arrival in U.S.; non

FAST: 1 hour prior to arrival in the U.S.

Outbound:
- Air & Courier — 2 hours prior to scheduled departure from the U.S.
Rail — 2 hours prior to the arrival of the train at the border
Vessdl — 24 hours prior to departure from U.S. port where cargo is laden
Truck — 1 hour prior to the arrival of the truck at the border

Although a much bigger issue in Eastern Canada (Ontario has 7 — 8 million truck crossings/yr.
-- Alberta has 300,000), current border crossing inspections and reporting procedures cause
sgnificant delays and increased costs to Alberta motor carriers. Given the growth in trade
with the U.S. and the increasing reliance on trucking for moving the output of the vaue-added
economy, the situation is likely to worsen. The Coutts-Sweetgrass crossing, although low in
absolute ranking nationally (10™), has consistently had the largest annual percentage increases

41 Sanchez, M. (2003) Chaos Reigns, Materials Management and Distribution, March 2003, pp. 23-25
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over the last six years, and recently being among the few to show positive increases in border
crossings®.

Fuel Efficiency

Frequent and widdly fluctuating fuel prices, atrucker’s second largest cost center after wages,
make it difficult for companies to maintain stable freight rates. Fud cost adjustments are often
smply tacked on to prevailing rates, to the dismay of the shippers.

Since 1990 the trucking industry has improved its fuel efficiency and thus reduced green
house gasesin relative terms. Recent changesin regulationsin the USA have reversed this
trend. Engine design changes mandated by the EPA have reduced emissions such as NOx and
Particulate Matter, but with areduction of fuel efficiency. Since the U.S. isnot aKyoto
sgnatory, these engines will lessen air pollution but may not coincide with the CO, reduction
Kyoto targets established in Canada.

Engine manufacturers are producing products to meet US regulations. Alternative
technologies are not currently viable and the Canadian trucking industry only has the choice of
purchasing engines that meet US standards. The uncertainty of the future impacts of Kyoto
risng from the absence of future emission standards, exacerbates the problem.

4.1.3 Industry Operations
Inter-modal

Inter-modalism is the best combination of transportation options to ensure the consistent,
timely and cost-€effective delivery of goods. CN and CP have invested heavily in intermodal
facilitiesin Cagary and Edmonton that have been a critical piece in the increasing importance
of their warehousing and logistics sectors.

Thereis no doubt that containerization has revolutionized globa logistics and trucking is one
modal component in the container system — the last mile mode. Subsequently, length of haul
isthe key consderation in discussions around intermodalism and trucking. Intermodaism
makes sense when the length of haul is beyond a threshold distance. Many in the trucking
industry view intermodalism as another niche component in an aready incredibly diverse
industry*.

The AMTA suggested that inter-modal trangportation can result in up to 15% savings to
shippers. They further contend that the shift from road to rail for containers and piggy-back
trailers has the potentia to increase much more. However, the challenges of going outside of
traditional moda silos often contribute to opportunities not being fully realized.

42 Nix, F. (2002) Making the Best of It, Canadian Transportation and Logistics, April, 2002, pp19-21

43 Mark, K. (2002) Intermodal Momentum, Materials, Management and Distribution, July/August, 2002, pp 23- 24
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Insurance

Liability insurance policy premiums are increasing rapidly, atrend that has impacted all
aspects of trangportation insurance. In part, thisisrelated to fiscal challenges within the
insurance sector which have trandated into rapidly increasing premiums. Within trucking,
smaller carriers are more prone to an inability to handle these increases given that they aready
operate within very dirict parameters financialy. Some insurance companies (e.g. Zurich
Life) have smply withdrawn from the trucking business segment and as aresult, firms are
banding together to “salf-insure’.

4.2 Motor Carrier: Future Prospects

4.2.1 Infrastructure

Funding Strategy for Alberta Roads

Many have argued that increases in funding for roads and stabilization of that funding is a key
component in ensuring the longevity and utility of this essentid infrastructure. Inamore
vaue-added economy, the road system and its users play a more important role and therefore,
itsvitality is centra to competitive advantages. Pressure on the federal government for
increased funding of road infrastructure via fuel taxes needs to be sustained.

The ARHCA and its members recommend the creation of a stabilization fund to ensure more
predictable funding in both the short and long terms. A three-year rolling stabilization fund
would marry nicely with Alberta Transportation’s three-year business plan cycle policy
(dthough they operate on a one-year budget). Municipalities, dependant on provincia funding
grants, could plan accordingly. The recommended system could alow for spending reductions
in any given year should it become obvious that the economy is declining over the longer
term.

Action Item
The Alberta Government continue to support and develop stabilized infrastructure

funding and take the lead with other provinces in developing a joint proposa among
First Ministers for amore equitable allocation of federal fud taxes to the provinces.

Alternative Financing

The Alberta Government should consider private, public partnerships (P3's) for financing
selected highway or bridge projects, after suitable risk and financid viability analyss. Asan
example, an AEDA Trangportation Committee member suggested the new roads badly
required north of the existing Suncor and Syncrude operations near Fort McMurray be built by
oilsands project developers, and financed through aroyalty tax credit regime. Many such
precedents exist in the mining and oil and gas sectors, where such programs stimul ated
investment.
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Many jurisdictions employ toll roads caculated in avariety of ways and used to finance
infrastructure as well as manage system flows. These tall roads can be developed in a number
of ways, including P3's and on the basis of bonds.

The creation of provincia or provincially backed municipal bonds programs should be
pursued, with the support of the Federa Governmert. These bonds, with attractive tax
features, are apopular fisca tool in the US, and are used to underwrite the cost of new capita
projects. Alberta’ s existing impressive credit rating would ensure low financing costs, and
would have the effect, if offered within Alberta alone, to keep Albertan’s investment dollars
working within Alberta.

Action Item:
The transportation industry support the vigorous pursuit of new and innovative
financing mechanisms including P3 partnerships, provincially-backed bond issues
with attractive tax incentives to investors, and royalty credit mechanisms to
resource companies in exchange for their direct funding of highway links to their
projects.

Alberta’s Highway Needs

Alberta Transportation estimates that the next ten years will require arelatively flat annual
investment of $1.1 billion*. This expenditure will cover the combined needs for maintenance
of the existing network, capital improvements and the Municipa Transportation Grants.

Regarding the highway system and future improvements, the AMTA, for example, isnot as
concerned about the generd capacity question (outside of urban areas and specific corridors)
as the safety issues. They advocate the need for more rest areas with separation from the
highway, spaced efficiently at 125 km +/- apart. Such improvements would assst in managing
driver fatigue, dways a sgnificant concern for fleet managers.

The AMTA, ARHCA, and trucking companies interviewed would aso promote:
- the addition of more passing lanes
longer sight distances
widening of shoulders
more grade separations
improved sgnage
enforcement of speed and traffic laws

Stakeholders were vocd in expressing needed road capacity expansionsin anumber of key
areas. A number of suggestions have a distinct regional focus but the mgority relate to the
more obvious highway capacity expansions required to promote economic growth in Alberta,
in particular, asit relates to moving goods in a“ seamless’ fashion to/from our trading
partners.

44 1bid Footnote 35
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The full “twinning” of the Trans Canada Highway No. 1 from Reginato Vancouver and the
Y dlowhead Highway from Saskatoon to Vancouver are among the improvements seen as
important to public safety and economic growth. These are key links on the “Nationdl
Highway System” and for many stakeholders, their current status is unacceptable. Canadais
the only G-7 nation without a nationa highway progrants.

The City of Medicine Hat, makes a strong economic case, based on a recently commissioned
Van Horne study, to twin Highway 3 through Lethbridge to the BC border. Thiswould link
the City and other Southern Alberta communities to the CANAMEX trade route, and provide
another mgjor east-west highway to potentialy relieve traffic stress on the TransCanada
Highway 1 through the City of Cagary. The widening of the Edmonton — Calgary Highway
2 corridor, has been suggested by stakeholders, considering that it facilitates one of the fastest
growing economic regions in North America . New routes such as alink between Fort
McMurray and Peace Country should be considered, as well as extending Hwy 63 to Fort

Chipewyan.

The City of Red Deer and loca businesses are promoting a new look at the Howse Pass route,
completing a new major east-west link extending from Red Deer via Highway 11, Icefidds
Parkway, Howse Pass link connecting with the TransCanada Hwy number 1 just north of
Golden, BC. Savings of up to 15% are suggested for shipping costs to Vancouver for Red
Deer north traffic, while relieving existing congestion on the TCH No. 1 and lessening
environmenta concerns associated with further National Park highway expansion.

Investment Safety Benefits

Adequate capita investment in road rehabilitation and upgrades results in the following safety
improvements®, after post congtruction comparisons are made by provincid traffic officials on
accident data:

Pave highway — reduced collision rate of 29%

Add/widen shoulders — reduced collision rate of 42%

Add interchange — reduced collison rate of 44%

Twin Highway — reduced collision rate of 47%
These expenditures result in lower hedlth care, insurance, and socid costs and less human
trauma.

Action Item:
Alberta Transportation work with the municipalities, regiona economic devel opment
agencies and industry representatives in expanding its joint monitoring and planning
programs, including the setting of investment and road rehabilitation priorities. Focus
should be on key roads connecting Alberta’ s economic regions and facilitating access to
export markets.

45 Source: Alberta Transportation
46 |bid Footnote 35
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4.2.2 Government Regulations and Policy

Vehicle Size & Weights

The trucking industry requires a nationa standard for vehicle size and weights across Canada
and other north-south mgjor trade routes, including the entire CANAMEX corridor. The
Western Canadian TAC standard of 62,500 kg maximum gross vehicle weight (GVW),
within 25m overal length on 8 axles should become the standard for al jurisdictions.

Long Combination Vehicles (LCV’s)

Alberta and other Government regulators should consider permitting the expanded use of
LCV'’s, including “Turnpike Doubles’ (2 x 12.2-16.2m trailers, 37 m overdl); “Rocky
Mountain Doubles’ (1 x 12.2-16.2m trailer/1 shorter to meet 31 m overdl) and “triples’ (3
trailers not exceeding 35 m overdl). Further, working towards having their use gpprovedin
neighbouring jurisdictions would be a considerable benefit to operations based in Alberta and
serving western North American markets, essentialy increasing our current locationa
advantage.

Action Item:
In conjunction with joint planning of future highway capital and preservation
investment priorities, broaden the network of highway links permitting LCV traffic.

US Border Crossings

The industry recommends Alberta Government officids continue to work closdly with US and
Canadian Customs policy makers to:
Separate truck and passenger vehicles
Provide fast lanes for trucks at border crossings and appoint specially trained officers
Employ ITS and new information processing technology such as Radio Frequency
Interface (RF1) to load truck computers with customs clearance data that would be
recognized by customs officers at the border crossing.

The industry is encouraged that the Free and Secure Trade (FAST) program for low-risk
carriers and PreArriva Reporting System (PARS) are scheduled to be implemented this fal.

Action Item:

Step up joint industry/customs/immigration planning towards eliminating
unreasonable border congestion utilizing the potentid of ITS (Intelligent
Trangportation Systems) and RFl (Radio Frequency Interface), to pass information to
border points prior to arrival.
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Security Inspections
The industry recommends joint US/Canada jurisdictional efforts to:

Eliminate harassment of out-of-province plated carriers

Apply ITS technology to expedite weigh scale and safety ingpections by transmitting
load contents, axle loads, driver and company profiles to the station upon approach.
The scale operator would signd the driver to ether proceed or signal to stop for an
ingpection.

Develop congstency amongdt jurisdictions in the gpplication of ingpection methods
and weigh scale procedures.

4.2.3 Industry Operations
Inter-modal

Inter-modal transportation isincreasing. The abundance of empty containers west-bound from
Chicago and Eastern Canada digtribution bases, to be returned to Asian shipping points,
represents a big opportunity for Alberta companiesto develop marketsin Asafor their
products featuring attractive “back-haul” shipping rates. Smilarly, back-haul shipments of
vaue-added products from rurd regions could reduce costs for outbound shipments from
Cagary and Edmonton distribution centres.

Future Inter-modal Shifts

AMTA predicts the current long distance trucking operation’s shift to inter-modal rail service
will “max” out at 15% of the current long-haul trucking market. One trans-continenta genera
freight motor carrier felt alarger percentage shift will occur as the railways and truckers gain
familiarity with the shipper’s (and their customers) service needs, and logistical requirements.
AMTA, however, feds JT supply schedules and tight distribution service requirements will
attain an ultimate balance il favouring full truck shipments.

Kyoto Emissions

Responsible trucking companies and their association (AMTA) have recommended to
provincia authorities areduction of the speed limit to 100 kph. Thiswould reduce fuel
consumption up to 10%, depending on type of service, on Alberta highways and lessen truck
emissions by proportiond levels.

The Alberta Government, in cooperation with the appropriate federal authorities, should
consider R&D initiatives and investigate funding options for the development of “madein
Canada’ truck and bus motor designs. Such innovations as hydrogen-assist systems for diesdl
engines have yielded bench and sdlected field test results indicating fud consumption
reductions of up to 50%. These initiatives would mitigate the current problem confronting the
industry of being captive to US-produced engines that meet US emission specs, but exacerbate
the problem and challenge to meet Kyoto targets.
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For example, in the United States, new 2003 Caterpillar on-highway truck engines have been
fitted with the company’s new “ACERT” technology that they claim meets U.S Government
emission stlandards better than other manufacturers. In addition, their new engines provide fuel
consumption levels three to five percent better than competing models, and equal to their 2001
models. Ironically, to reduce particulate emissions, one of the severd features of ACERT
technology is an exhaust after-treatment process involving a catalyst that chemically converts
hydrocarbons to carbon dioxide and water, increasing the difficulty in meeting Kyoto CO,
reduction targetsin Canada.

ITS (Intelligent Transportation Systems)

Many future productivity advances will involve the application of advanced integrated
information processing computers, high capacity communications networks, new technologies
and management gtrategies, leading the way to improved operationd safety, capacity and
efficiencies in the trangportation system. Progressively, these systems are being integrated
with their shipper and customer’ s networks so that each shipment can be measured for
logitics performance.

RFI (Radio Frequency Interface)

Productivity advances in the future will aso see RFI devices download information from on-
board truck computers for awide variety of operationa control systems and inspection
procedures. Such things as driver and engine performance, fuel and lubricant quality, safety
featuresin brake systems, etc., will be monitored and measured at the will of management.

The same technology can be used to transmit load contents, axle weight distribution, driver
profile, and corporate data from a truck-mounted smart chip to weigh scale operators and/or
safety ingpection officers to save time and expense in moving freight to markets.

Equipment

Turnpike doubles, if and when approved on additional routes in the primary highway network,
would allow motor carriers to achieve higher levels of productivity. It would also position
them better for the inevitable integration into the inter-modd rail system as two forty foot
containers (if within permissible weight limits) can be carried by a single tractor.

Insurance Costs

AMTA isinvegtigating the concept of a“Reciprocal Insurance Policy” which would provide
smadller carriers with coverage for the self-insured portion of an accident claim. The
Superintendent of Insurance has been approached with the idea and apparently is supportive.
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Action Items:

The AMTA should open a dialogue with the Alberta Government as a means of
supporting the AMTA sdf-insurance initiative for small truck and bus companies.
The AMTA and the trucking industry will support the province in the
implementation and enforcement of a 100 km/hr speed limit for heavy

commercia trucks. The province should support thisinitiative as a means of
mitigating the insurance premium issue.

4.3 The Bus Industry

4.3.1 Current Issues
The System

The bus industry in Canada is generally considered to consist of: inter-city bus services, school
bus service, urban trangit service, and charter services. In addition to passengers, bus parcel
expressis a ggnificant market for inter-city carriers.

Motor Coach Canada, Inc. (MCC), the main spokesman for the industry, reports that the
industry provides scheduled services to 3000 communities (rail serviceslessthan 500), using
3000 buses providing up to 60 million passenger-trips ( VIA moves 4 million), through 295
companies employing some 15,000 people. MCC further states that each bus contributes $7-
10,000 per day, per coach, to the economy and directly supports atotal of 169,000 jobsin the
country in al its functions.

Inter-city busing in Albertais dominated by Greyhound Lines of Canada, acompany that is
servicing demand for the population segment not traveling by ar or passenger vehicles.
Greyhound Canada' s parent, Laidlaw Inc., provides inter-city bus services in most of the rest
of Canada through subsidiaries such as Grey Goose, Voyageur Colonid, and other firms
including Greyhound. The Laidlaw family of companiesis estimated to account for 45% of dl
scheduled bus ridership in Canada.

Other Alberta companies such as Pacific Western Trangportation, Brewster, and Accent Lines
offer niche services such asinter-city expresslinks (e.g., Red Arrow), tours, charters, and
trangt services. The other magjor component of the industry is the school bus system, which is
virtually 100% privately operated on (generdly) long-term contracts.

Inter-city bus scheduled ridership declined from 46 million ridersin 1970 to 14 million in
2001, according to the December 2002 Report of the Standing Senate Committee on
Trangport and Communications”. Reasonsinclude: rising income and car ownership;
urbanization; the expansion of urban trangit systems to surrounding areas; and an out-dated
government regulation system.

47 Report of the Standing Senate Committee on Transport and Communications — Intercity Bus Service in Canada.”

61



ROAD TRANSPORT

Buses provide the safest trangportation according to Transport Canada and the US Department
of Transportation. MCC points out how directly this meets the first of the eight guiding
principles of the federa government’s Sraight Ahead policy statement: “highest practicable
safety and security of life.”

Due to their dominance in the industry, it isimportant to note that the Laidlaw/Greyhound
family in North Americais currently financialy challenged, as evidenced by public news
releases in recent months. While the U.S. Company seems to be in the worst shape,
Greyhound Canada has commenced rationalizing its operations and adopting sirategies
designed to increase cash flow. 2003 results to date indicate reduced passenger usage, and
increased operating costs. No capital spending on new equipment is planned for 2004, and
low-dengity routes will see cutsin frequency. To the extent that Laidlaw does start
withdrawing certain low dengty inter-city service links, the current (fragmented) provincid
economic regulation of the industry across the country may soon be challenged.

The private bus industry aso provides specialized services such as shuttles and limousine
service in urban centers for accessing airports, city centers and mgor employment sites (e.g.,
oilsands plants).

Industry Image

Bus operators work hard at eevating the percelved role and image of the industry, but readily
admit that despite advertising and promotion efforts, the public till views bus as the “mode of
last resort.” The industry aso feds that “ governments’ give them little status or modal
recognition, but a the same time admit they could do a better job in assembling reliable
performance statistics.

Motor Coach Canada recently presented a paper to the Deputy Minister of Transport for
Canada,® designed to create a better awareness of the contribution of inter-city bus service to
the passenger trangportation industry in Canada.

Operating Cost Issues

The current operating issues identified above for motor carrier operations are (generaly) the
same problems confronting bus companies, i.e.:
- difficulty in recruiting and keeping properly trained drivers
risng fue codts
risng insurance premiums (particularly since 9/11. Some insurance companies are
ingsting on up to $200,000 deductible on persond injury coverage).

One operator expressed rising legal costs in the bus industry as an increasing concern. In part,
thisis driven by passengers who are becoming increasingly more litigious.

48 Presentation to Deputy Minister of Transport “The Inter-city Motor Coach Industry in Canada” — June 26, 2003
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MCC dso takes issue with the extent and nature of the heavy subsidization of VIA Rail and
the transit monopolies, while the bus industry provides competitive services using fare levels
et to recover itsfull cost of operation.

Regulations & Policy

The provinces administer the rules governing the economic regulation of the busindustry in
Canada. Thereis concern over the absence of consistency across the country in the control of
entry and fares. Over the last 15 years, controls have varied from strict, through relaxed, to
being eliminated altogether.*

The December, 2002 Senate Report on Inter-city Bus Service in Canada pointed out that even
in heavily regulated (entry and rates) provinces the industry has experienced abandonment of
sarvice in rurd areas and in low-density markets. This problem could be exacerbated if the
Laidlaw companies withdraw service to these areas due to the rationalization of their
operations.

The Alberta Motor Transport Board looks for evidence of commercia viability and interprets
the application’s “fairness’ to the existing service provider, and hears evidence on the
economic impacts to the operator. Generaly speaking, these cases target only the runsthat are
profitable to the existing carriers, such as Greyhound.

While the bus industry generally applauded the recently announced transportation policy
gatement * Sraight Ahead —A Vision for Transportation in Canada” it had the following
comments on the document:
failed to recognize the role and significance of Canada’ s motor coach industry
alocated |ess than one page (of 84 pages) to bus, that transports 33% of al Canada's
scheduled inter-city passenger traffic
contradicted some of the recommendations of the July 2001 Canada Transportation
Act Review Pand regarding VIA Rall subsidization

4.3.2 Future Prospects

The opportunities outlined in the corresponding motor carrier “ Future Progpects’ and “Human
Resources’” sectionsin this report equaly apply to the bus industry.

Specificaly, new driver training initiatives and improvement of working conditions will tend
to attract younger people to the industry.

Perhaps the most prominent issue facing the industry in the eyes of the MCC is the absence of
anational passenger strategy and/or vison — to define the role of inter-city busing and its
relationship to the nationa transportation system.

49 1bid footnote 47
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Action Item:

The bus industry, using al available means, should intensify its campaign to
achieve a more prominent position in a national passenger transportation strategy.
The initiative should enunciate a better balance in passenger subsidy programs,
particularly for poorly-served rural areas; enhanced competition through relaxed
and evenly administered regulatory practices; and programs to create greater
public awareness of the advantages of motor coach travel.

Buses should be considered in the future as an integral part of the feeder system to major
arports. In time, they should have the ability to write “through” ticketsincluding air links, to
any destination from smaller centers.  The industry, directly and through its associations,
seeks amore prominent role for busin a balanced nationa integrated multi-modal passenger
trangportation system. Indeed, Canada s motor coach industry would point out the inherent
flexibility of the bus mode to coordinate services with rail, marine, automobile and air modes
for seamless trangportation services.

4.4 Warehousing and Logistics

4.4.1 Current Issues

This segment of the trangportation industry has grown in prominence as manufacturing,
retailing and other vaue-added sectors have adopted practices like just-in-time production and
quick response retailing. Gone are the days of lengthy storage of high volumes of goods and
products as the transportation system itself has becoming the “rolling inventory” carrier.
Consequently, many of the issues facing the various modes that are outlined in this study
directly impact this sector. There are however a number of key current issues they face.

Warehousing operations are located mainly in our mgor cities and therefore share the
challenges of urban congestion. More creative mechanisms to finance required urban
infrastructure capacity expansions should be identified.

In addition to road congestion, the provision of trandt servicesis akey issue.
Currently, trangit services often do not extend into more industria locations, yet many
of their employeeslack access to other dternatives and firms have taken to providing
their own bus services.

Finding and maintaining skilled and semi-skilled workers is another major chalenge,
not only for distribution centres but for the trangportation firms they work with.
Developing their workforce and raising it as a viable career opportunity is atop
priority.

Developing back-haul opportunitiesis akey operationa concern. Many distribution
centres send shipments into more rura parts of Alberta and Western Canada but
struggle to find return or back-haul moves.
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4.4.2 Future Prospects

The current locationd advantage enjoyed by Edmonton and Calgary as points for providing
logistics and distribution services to Western Canada and indeed, North Americaare dowly
being eroded, in part by our success. Consequently, there is an urgent need to address the
concerns outlined above.

Forward planning for warehousing and other industrial land uses should include
trangportation rationalization and traffic analyds, to avoid future urban traffic
congestion or exacerbating existing problem aress.

Congestion will not disappear, but efforts should be made to ensure that loca accessto
magjor routes and intermodal facilities within Calgary and Edmonton is given the
priority this sector fedsit deserves — the funding for ring-roads is welcome but they
are not an infrastructure panacea. The recent announcement in Cagary by the Alberta
Minister of Transportation that a public/private funding arrangement is being carefully
examined to underwrite the $250 million capita cost of the Stoney Trail ring-road, is
encouraging.

Asthis sector grows and identifiable clusters of activity develop, trangit services can
hopefully be developed as well, which would be a huge boost to attracting a workforce
The efforts to increase the pool of quaified labour for this sector as outlined in the
human resources education section of this report are badly needed as the demand for
labour increases and looming demographic trandtions evolve

Alberta’ s permitting the use of 53 foot containers, is a huge advantage to distributors.
Extended use of this equipment and long combination vehicles LCV’s on Alberta
highways will enhance distribution productivity. Thisis particularly true as vaue-
added production increases outsde of our mgor centres.

Warehousing and logistics is arapidly growing sector in Alberta, largely owing to a positive
business environment and the province's central geographic location.  However, future
growth in this sector could be seriously impaired by a shortage of suitably skilled workers and
increasingly congested road networks in and around our mgjor urban centres.

Action Item:
A high priority be assgned to the completion of ring-roads around Cagary and
Edmonton as a means of facilitating truck movements to, from and within Alberta's
magjor urban centres.
A high priority be assigned to the development and maintenance of internal road
systems for accessing industrial areas in mgjor urban centres that are commensurate
with the needs of a growing warehousing and logistics sector.
Alberta's secondary and post-secondary teaching ingtitutions be encouraged to
develop and expand programs for graduating students with the kind of skills required
by Alberta s growing warehousing and logistics sector.
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5 Rail Transport

and, over aten year planning horizon, projects the prospects for both public and

private sector stakeholdersin therail mode. Thisis primarily aqualitative outlook on

changes taking place in the rail/intermodal transportation sector based on an extensive
series of interviews conducted with industry stakeholders (Appendix B).

T his assessment identifies current challengesto rail carriers and shippersin Alberta;

It is noteworthy that the Albertarall network also servesin a passenger context, which is
minor in terms of overall traffic volumes. VIA Rail operatesits transcontinental service
through Edmonton and Jasper and its Skeena service between Jasper and Prince Rupert.

Rocky Mountaineer Railtours operates a seasond daylight service between Cagary and
Vancouver and between Jasper and Vancouver. Aswell, Canadian Pacific Railway operates a
seasond, overnight tour train, on acircle route from Calgary through southwestern Alberta
and southeastern B.C.

5.0 System Context

Of atotd 28 million tonnes of exports moved from Alberta by rail, 18.4 million tonnesis
internationd traffic positioned for overseas export a Vancouver, Prince Rupert, Montred,
Halifax and other smaler ports. Its distribution is explained in the figure below.

Overseas Export Positioning by Rail From Alberta
(18.4 Million Tonnes in 2001)

e _[x=
S >

2% Ex Prince
Rupert <
71% Ex
Vancouver S

3% Ex
Montreal

|14% Ex Al

Source: Alberta Transportation and Trade Report 2001: Other Ports

Statistics Canada Trade Merchandise database
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The 10 million tonne baance of exports moved (illustrated in the next figure) by rail from
Albertaistransborder traffic to the United States and Mexico. Most Alberta transborder rail
traffic diverts south to the U.S. from the eastbound Canadian transcontinental mainlines at
either Moose Jaw, Saskatchewan (CPR) or Winnipeg, Manitoba (CN).

Transborder Exports Delivered By Rail From Alberta

17% via ]
BC/US 11% via %% vi
Border AB/US ovia .
Border SK/US  37% via
Border MN'ON/US
Border

Source: Alberta Transportation and Trade Report 2001

Asan intermoda container traffic is having a sgnificant impact on Alberta as these containers
pass through the province aong international trade corridors between West Coast ports and
Eastern Canada/Midwest U.S. markets. Of over 1.5 million twenty foot equivaent container
units (TEUSs) currently handled at the Port of Vancouver, it is estimated that at least 50% move
through Alberta.

Asia Import Container Flows By Rail Through Alberta

i

1.5 Million
TEU'sHandled
at Vancouver

Source: Port of Vancouver Statistics
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Dramatically increasing volumes of high value Asian imports to North America have
driven up eastbound rail traffic. Ocean carriers are seeking to balance rail flows with
incentive rates for westbound containers that otherwise would return empty. Asaresult,
marine lines are willing to load lower value Alberta exports to Asia at backhaul ratesin
containers returning empty from the east. Thisis an important, if perhaps transient,
advantage for Alberta export development which will last as long as marine container
lines seek to keep ships loaded in both directions at VVancouver. Delay of full rated
eastbound traffic in Asiafor lack of containers held for loading marginal revenue
westbound traffic in Alberta, may cause marine carriers to either raise westbound rates or
expedite the return of empty westbound containers to ports.

5.1 Rail/ Intermodal: Current Issues

The conventiona role of railwaysin Alberta, providing multi-car and trainload commodity
trangportation to bulk and break/bulk West Coast marine terminas for resource exports, is
changing. Dramatic growth of intermodal container trangportation is setting the infrastructure
investment agenda in face of flat or declining demand for traditiona bulk transportation.

The rail market transition underway in Albertais firmly focused on intermodal as well as
forest products and chemicals traffic growth. Even though coa and grain comprised
close to half of Alberta’s originating traffic in 2001, coa is now in sustained decline and
diversion to containerized shipments for specialty agriculture products is anticipated to
curtail conventiona hopper car movement of primary agricultural goods.

Although intermodal is gill ardatively smal segment of rail traffic (10%), it has grown by
amost 50% since 1995 and is projected to continue dramatic growth. However, within low to
no growth export demand for primary agricultura products and increasing export demand for
forest products, shippers are shifting to container transportation - for reasons related directly or
indirectly to value-added production.

Alberta Rail Traffic : Current Composition and Ongoing Changes

(Approximate Weight Based Traffic Composition in 2001)
Marine container backhaulswill increasingly attract
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Source: PROLOG Canada Inc.
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The badance of this chapter provides an assessment of current rail/intermodal challengesin the
context of a static bulk commodity market, risng intermodal container demand and ongoing
industry adjustments.

5.1.1 Infrastructure: Railway Rationalization
Railway Restructuring

The two Canadian transcontinental railways have achieved impressive productivity
improvements with rationaized and restructured operations (e.g., less track, fewer employees,
consolidated terminds and shortline transfers). While the results have significantly increased
the overal competitive position of Canadian National and Canadian Pecific Raillway from a
profitability perspective, some regiond congtraints have been imposed on the Alberta market
for rail freight shippers.

Transfer of the former Alberta Resources Railway and Northern Alberta Railway network to
shortline operators allowed the transcontinental railways to retain the connecting traffic, il
Setting rates with shortline shippers, but not incurring the shortline costs. However, shortline
operators do not have the internal financing capability of the Class 1 carriers for infrastructure
improvements to extend heavy haul corridors and intermodal container capability beyond the
transcontinental mainlines,

According to the Railway Association of Canada, much of Northern Albertais now served by
shortline operations which require track rehabilitation and bridge upgrades to accommodate
the new transcontinenta standard of 286,000 pounds weight-on-rail for more economicd,
heavy loading railcars. This congtrains the market competitiveness of Northern Alberta
shippers who must load cars lighter or incur higher cost trucking to reach rail reload facilities
on the transcontinental mainlines. It dso congrains the extension of heavy haul rall
dternativesto pardld highways for logistics support of Alberta oil sands projects, Arctic gas
pipelines and other northern resource devel opments.

Similarly, the competitiveness of speciaty agri-foods and forest products requiring export
marine containers is constrained by an intermodal rail system which requiresrelatively long
haul trucking from Northern Albertato reach centralized hub terminalsin Cagary and
Edmonton.

Remote intermodal transfer facilities have been closed to improve container-handling
productivity with consolidated terminals. However, the emerging concept of containerizing
crops at the farm gate presents a new intermodal market opportunity that is pre-maturely
constrained by the latest round of rail service and termina rationalization in Alberta.

In Saskatchewan, Canadian Nationd is re-evaluating rail access for the crop containerization
market and has taken a step back toward outlying intermodal transfer facilities. In a pilot
project partnership with Marine Container Services of Montreal, CN is providing serviceto a
satellite agricultural products container termina at Moose Jaw with connecting rail car shuttle
to the CN Intermoda Hub at Saskatoon. As CN readily points out though, thisis a market
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anomaly with CN able to reach into CP territory over its own tracks, and that anomaly is not
pardleled in Northern Alberta.

In Northern Alberta, the Class 1 railways may not see the need to invest in regiona shortline
railway upgrading or intermoda facilities because they can capture much of the traffic at
truck-to-rail reload facilities or hub container terminals on their transcontinental mainlines.
The Class 1 railways can remain relatively indifferent as to whether connecting traffic is
received from regional truck hauls or shortline railways.

Class 1 railways would only consider funding for shortline infrastructure investrrents — if
those investments could show an atractive return from significant new traffic attracted to the
transcontinental mainlines. Proposed extension of the Athabasca Northern Railway beyond
Fort McMurray to directly access Alberta oil sands developmert may be a case in point.

Railway Consolidation

North American railway infrastructure integration is ongoing with mergers, acquisitions and
aliances. Through this process, Canadian Nationa and Canadian Pacific Rallway have
extended operations into the Chicago/Midwest and Eastern U.S. market, becoming as much
American as Canadian railways.

Canadian Pecific Railway previoudy integrated Soo Line operations and acquired the
Delaware and Hudson to obtain Chicago and New Y ork access and more recently has
increased U.S. access under a market aliance with Union Pacific Railroad.

Canadian Nationd has absorbed the Wisconsin Central and Illinois Centra to obtain direct
access to Mid- America and the Gulf of Mexico while a proposed merger with the Burlington
Northern Santa Fe Railroad was placed in abeyance. Both Canadian Nationa and Canadian
Pecific Rallway (aswell as BNSF and OmniTRAX) proposed to acquire British Columbia
Railway operations extending from the Dawson Creek gateway to Northern Alberta. On
November 25", 2003, the Government of British Columbia announced that Canadian National
will take over the operations of BCRail*.

These mergers, acquisitions and aliances provide single carrier service to more destinations;
but they also limit Alberta shippers access to competitive rail gateways. Undoubtedly with
the continued momentum of North American infrastructure integration, Alberta might realize
the most efficient rail system from consolidation of essentiadly parallel Canadian Nationa and
Canadian Pacific routes through Western Canada (as much from the flexibility to reassign
traffic to the most efficient route as from further rail line abandonments). However, for the
large rail dependent shippers in the province, without intra-moda competition, thereisno
guarantee that productivity gains would pass through to lower rates.

50 Calgary Herald, Wednesday, November 26t, 2003 page E4
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5.1.2 Public Policy Issues: Rail Industry Challenges

Industry restructuring - by railways and shippers - is chalenging traditiona perceptions of the
rail mode and cresting new public policy challenges both within and beyond Albertals borders.

Key challenges posed by current infrastructure capacity congtraints in Alberta and beyond
include:
- Extending lower cost rail based container service into rura Alberta beyond Edmonton
and Cagary hubs and extending heavy haul rail corridors to accommodate northern
Alberta development projects.
Expanding container capacity at B.C. ports for anticipated influx of imports from
China accompanied by new liner services that might otherwise go to more distant U.S.
ports.
Maintaining marine terminal capacity for pulp and dimensional lumber traffic il
using break bulk shipping or that may revert if westbound export container demand
and rates surge.

Key Chalenges posed by current carrier adjustments and shifting supply of rail/intermodal
services include;
Marine carriers wanting faster turn around on high rated import containers from China
potentialy reducing container availability and/or increasing backhaul rates that
currently advantage Alberta
Shortlining of the former Alberta Resources and Northern Alberta Railway network
impairing access to capital required for long term infrastructure renewal.
Railway Mergers, Acquisitions and Alliances curtailing competitive options for rail
dependent Alberta shippers. (e.g., BCR may be acquired by CN within one year, CN
and CPR may merge together or with others within ten years).

Key chalenges posed by current shipper adjustments and shifting demand for rail services
include:
A permanent decline in Alberta coa exports shifting unit trains from long to short
hauls.
Forest products heavy haul rail demand increasing to achieve lower costsin U.S.
markets.
Forest and agyriculture products container demand increasing to obtain backhaul rates
to Asa
Identity preservation and segregation of genetically modified organisms (GMO'’s)
pulling some specidty agriculture products out of the conventional grain transport
system.

5.1.3 Industry Operations - Commodity Transport Adjustments
Bulk commodity transportation by rail still moves most of Alberta's resources to export

position. The Alberta commodity sector is dependent upon bulk rail transportation for both
transhorder exports and offshore export positioning. However, the Alberta commodity sector
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is restructuring to reduce costs, add value and access sustainable markets. Current
restructuring by railway shippers that has changed the nature of railway operationsincludes
the following.

Grain

The Canadian Grain Handling and Transportation System is being dramatically rationalized
within ongoing regulatory reformsthat in turn are driving grain company consolidation.
Trangdtion to amore commercia system of incentive, cost-based, trainload rates (versus
regulated, distance-based, carload rates) has motivated grain company consolidation to
achieve the highest possible throughput thresholds to obtain the lowest possiblerail rates.

High Throughput Elevators that can load full trainloads are the result of consolidating smaller
country eevators aswell a merging mgjor grain company operations®>. Over the next ten
yearsthis trangtion is anticipated to reinforce demand for high-volume bulk grain

trangportation.

However, Alberta Agriculture reports that bulk transport demand may be diminished asthe
agri-food industry diversifies further up the value chain. High volume bulk rail transport out of
the province will not be required for grains diverted to the Alberta livestock market or for
locd processing into higher value food products. As well continuing crop shift to specialty
products requiring identity preservation and segregation from genetically modified grains may
militate against use of the traditional bulk transportation system. The higher-vaue
trangportation choice is the container/truckload ot which reportedly could divert up to 30% of
current elevator system volume®.

Forest Products

The softwood lumber dispute with the United Statesis driving industry restructuring in
Canada. Ironicdly, the imposition of tariffs, rather than reducing, has actually increased
transborder exports Rail carriers report that one of the biggest trangportation problems from
the softwood lumber dispute has been a short fal in car supply for the influx of transborder
forest products shipments.

In the short term according to Alberta lumber producers, while high cost mills are closing,
efficient mills are producing more to maintain profitability by increasing revenues at lower
margins. In the longer term, capita intensive mill consolidation is anticipated for greater
productivity gainsto retain U.S. market share with lower Canadian forest product prices.

Ultimately the forest products industry may amalgamate with Key Production Centres seeking
maximum economies of scale for lowest market prices. From atransportation perspective,
thiswill lead to concurrent consolidation of cutting rightsin Alberta Forest Management
Areas requiring much longer log hauls. Extending productivity improvement to log hauls will

51 High Throughput Elevators in Alberta have been principally constructed by Agricore-United following merger of the
former Alberta and Manitoba Wheat Pools with United Grain Growers, as well as by Louis Dreyfus and Cargill
52 source: Alberta Agriculture
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entail increased subgtitution of rail for truck as pioneered by Alpac to reduce both
transportation costs and greenhouse gas emissions.

The Alberta Forest Products Association reports that local vaue-added manufacturing of
mouldings, doors, windows, etc. currently consumes 10% of forest products production which
could increase up to 25% over the next ten years. This higher-vaue traffic will move in trucks
or containers. In addition, efforts to diversify awvay from the perennialy problematic U.S.
market may a so focus future forest products transportation on containers for offshore export
markets.

Coal

Wholesale restructuring of the western Canada coa industry includes mutual asset transfers
between the Fording Canadian Coa Trust and the Luscar Energy Partnership. Asareaullt,
most metalurgical coa mining will be controlled by Fording in British Columbia and most
therma coal will be controlled by Luscar in Alberta and Saskatchewan.

Luscar reports that metallurgical coa reserves in Southeast British Columbia have been
consolidated with Fording operations and are now the mainstay of coa exports from Western
Canada. Northeast B.C. cod production has been terminated and Alberta cod production for
export isin steep decline from 6 to 8 million tonnes annually in recent yearsto a negligible
amount now®,

Alberta production is mostly therma coa. Production, now concentrated under Luscar,
exceeds 25 million tonnes/year. However, following termination of supply contracts with
Ontario Hydro and curtailed offshore exports, Luscar is now focused on supplying cod for
mine-mouth power generation which will largely replace coa train operations or at least cut
them back to short shuttles for nearby power plants within the province.

Without a resurgence in world market therma coa pricesthat can absorb high rail ratesto
tidewater, future mine development in Albertawill be for power plants close to coa mines,
with short or no rail requirements.

Chemicals

Vdue-adding in Albertas energy sector has dready driven a change in transportation demand
from pipdlineto rail at the Edmonton/Fort Saskatchewan and Joffre/Prentiss petrochemical
complexes. These complexes extract feedstocks (primarily ethane) from the Alberta export
pipeline system and manufacture petrochemica products that are then shipped by rail hopper
or tankcar.

53 Alpac has reduced greenhouse gas emissions and improved log haul productivity with a 10 year contract to replace 500
long distance truckloads per day with local truck shuttles from cutting areas to satellite log landings adjacent to the
Athabasca Northern Railway for rail movement including 25 miles of running rights over the Lakeland and Waterways
Railway from Boyle to the Alpac mill.

54 Source Luscar Energy Partnership
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Sulphur production is a chemicd by-product of the Alberta petroleum industry used primarily
in the manufacture of sulphuric acid and phosphate fertilizer. Widdy fluctuating world
market prices for sulphur determine whether it is a profitable by-product or an environmental
cost of production . Either way, rail hopper or tankcar transport are il required respectively
for prilled sulphur (primarily for offshore export) or molten sulphur (primarily for transborder
export).

Growth in petrochemical/sulphur transportation may pardld increasing synthetic crude and
heavy oil production in northeastern Alberta along with ethane extraction anticipated from
Arctic gas pipelines. However, the current trend is a shift from offshore to transborder
exports.

In summary, as aresult of resource industry restructuring, market repositioning and/or
commodities being pushed up the value chain within Alberta, the derived demand for rail
operaionsis:

flat or declining for bulk carload or trainload transportation.
increasing for intermodal container trangportation, and
shifting from offshore to transborder for chemica exports

Particularly significant is the beneficia dynamic of traffic passing through the province with
container imbalances that currently favour Alberta exports. As reported by container ports and
terminals, as well as ocean carriers and railways, an abundance of empty containers are made
available for Albertaexports at discounted backhaul rates to balance traffic flows that are
driven by eastbound Asian imports to North America.

5.2 Rail / Intermodal: Future Prospects

Rail/intermoda transportation in Albertais emerging from the rationalization and
restructuring that has been implemented by the North American railway industry to improve
productivity and achieve an acceptable return on investment. Asaresult - with exception of
the shortline segment - the railway industry generdly, and the two Canadian transcontinental
Class 1 rallwaysin particular, are in a position to sustain strong economic performance going
into the next ten years.

Alberta stands to benefit:
with high quality intermoda logistics support
o for expanding inter-regiona distribution
0 and value adding activity
with continuing low cost conventional bulk commodity transportation
o for northern resource devel opment
0 and export market positioning.
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However, the extent to which the province can maximize this benefit will depend considerably
upon joint private and public sector validation of the full scope of railway opportunitiesin the
province and the infrastructure funding philosophy to support them.

5.2.1 Infrastructure Prospects: Future Investment Scenarios

Strategicaly, the scope of Albertasinterest in infrastructure investment should be broadened
geographically and modally to better accommodate a ten year economic development outlook.

Geographicdly, that includes influencing infrastructure investment beyond provincial borders
to build on the dynamic international trade corridor that happens to pass through Alberta
between British Columbia ports and the Eastern Canada/Midwest U.S. marketplace. Alberta
shares with British Columbia avital vested interest in maintaining the globa attraction of this
state-of-the-art international trade route through Western Canada.

That vita interest includes expanding terminal capacity a West Coast ports to expedite
increasing container traffic that is offsetting declining activity at conventiona bulk/break bulk
terminals. The extent to which marine container lines might otherwise be diverted to U.S.
ports could compromise backhaul opportunities for Alberta offshore exports.

At the same time it will be important to monitor the transition from bulk to container for
Alberta (and B.C.) resource commodity exports. Most pulp and much dimensiona lumber
traffic may not be converted to container transportation and the balance of traffic that can shift
may revert to bulk - if the influx of imports from China prompts faster, but empty, return of
containers. While it may fluctuate with container traffic imbalances, bulk shipping can il be
expected to consstently move the greatest volume of resource commaodities to offshore
markets. Therewill dways be acommensurate requirement to preserve termina capacity that
might otherwise be converted to container operations.

Fraser Port, Prince Rupert and Vancouver are dl proposing to serve the same rapidly
expanding container trade with a corresponding de-emphasis and even disnvestment in
facilities for the bulk and break-bulk trades. Appropriate facility use and reinvestment timing
to achieve the best mix of complementary regiond infrastructure may get lost among loca
preferences and priorities.

A more coordinated and complementary approach to infrastructure investment and planning a
west coast ports might be initiated by the Governments of Alberta and British Columbia
working jointly with port authorities, termina operators, railways and shippers. Within this
gpproach some form of west coast ports planning authority may evolve with, for example, a
tax incentive financing provision for port access and termina investment targeted to optimize
commercid benefit with the least public impact.

Action Item:
The Governments of Alberta and British Columbiajointly work with port authorities,
termina operators, railways and shippers to project the best combination of bulk,
break bulk and container facility investments, and how best to finance them.
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Modally, broadening the Alberta outlook includes building on the relative advantages of
private rail and public highway infrastructure while minimizing recourse to the public purse.
A more modally balanced agpproach might include public/private partnerships to plan and fund
future regiona railway extension of heavy haul corridors and intermodal transfer facilities as
proposed by the Railway Association of Canada.

A complementary approach might see public/private partnerships funding railway
infrastructure to relieve motor vehicle congestion on parald highways gpproaching capacity.
Higher-speed passenger and/or trailer-on-train services could reduce the impact of capacity
congtraints along the Highway 2 portion of the North/South Trade Corridor; or aong portions
of the Trans-Canada Highway through the Mountain Parks. Potentialy extending trailer-on-
train operations to the Coutts/Sweetgrass border crossng might also dleviate future problems
with U.S. Homeland security inspections and the implicitly greater cost of delays for
individual highway trucks - each with its own driver.

5.2.2 Public Policy Prospects - Balancing Costs and Benefits

Over aten year planning horizon, the Government of Albertamust carefully and credibly
insure the best balance of both highway and railway infrastructure investment for goods
trangport. This presents a public policy conundrum in that railways are privately financed
infrastructure used mainly for freight trains operated by the owners of the track.

However, Alberta highways are essentialy self-financed public infrastructure used for much
more than truck transport.  Alberta requires highways to meet the political imperative
throughout the province for convenient personal, commercial and emergency access - that is
by al kinds of motor vehicles, not just transport trucks.

Based on technical studies, Alberta Trangportation reports that the portion of highway
construction and maintenance cost attributed to motor carriers is more than covered by
provincid truck fuel taxes. Furthermore, to the extent that any public investment in private
rail infrastructure might reduce truck traffic, highway expendituresin Alberta would not be
proportionately reduced as:

highway capacity is primarily afunction of automobile traffic, and

highway maintenance is largely a function of a cold wesather climate.

A successful railway lobby to cut the provincid diesd fud tax to 1.5 centg/litre from the 9
centg/litre till paid by trucks has drastically reduced the value of rail traffic froman Alberta
treasury perspective. Asaresult, the prospect of diverting any truck traffic to railways may
not be particularly attractive to a provincial government that would face lower fuel tax
revenues to cover unchanging highway expenses. It should be recognized that the Province of
Albertaviewsthe fuel tax reduction as an investment by the province in railways.

However, while the current economics of public highway infrastructure investment are well
balanced in the short-run, a broader policy perspective may be necessary to properly balance
the full long term socid, environmenta as well as economic costs and benefits of both railway
and highway transportation in Alberta.
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From a public sector perspective, funding some portion of railway as well as highway
infrastructure may warrant reconsideration in view of future economic, socia and
environmental opportunities:

To lower rail carload/bulk commodity transportation cost that could increase North
American market access for Northern Alberta shippers through funding for regiond
short line extension of railway heavy haul corridors.

To lower rail cost for marine container trangportation that could increase offshore
export market access for Northern Alberta shippers through funding for regional
truck/rail transfer facilities beyond Calgary and Edmonton intermodal terminals.
To increase highway travel safety (and perhaps moderate highway construction or
maintenance requirements) that could result from diverting both heavy haul and
container traffic from longer combination vehicles to parald rail corridors,

To relieve Highway 2 congestion on the North-South Trade Corridor with funding for
infrastructure improvements on the parallel Coutts-Cagary-Edmonton rail route to
accommodate trailer-on-train service (and higher-speed passenger rail capability).
To facilitate subgtitution of rail for highway operations where that can be shown to
reduce Alberta greenhouse gas emissions (and potentialy attract additional Kyoto
impact funding from the Federa government).

From a private sector pergpective, potentia future public funding of railway infrastructure
will require reconsideration of traditional track ownership implications including recognition:

That public funding for Albertaregiona shortlinesis defacto funding for feeder traffic
to connecting transcontinental railways which previoudy owned the tracks and still
control the rates that extend to shortline shippers,

That any public funding for private railway infrastructure to reduce transportation
costs does not ensure that those cost savings will necessarily result in lower rates for
rail dependent Alberta shippers; and

That public funding of privately controlled rail infrastructure will likely carry with it
some requirement to manifest benefits beyond increasing railway profitability at
taxpayer expense.

Regardless of the extent to which any modally broadened transportation policy ultimately
encourages subgtitution of rail for highway, a countervailing public interest policy must
recognize that whether transcontinentd railways are funded directly - or indirectly through
connecting regiona shortlines - for shippers dependent upon one railway, thereis no
guarantee that reduced costs will be passed through to lower rail rates rather than higher rall
profits.

One such countervailing public interest policy option was proposed (see footnote 50) by
Canadian Pacific Raillway. To introduce the market discipline of multi- firm competition onto
the B.C. provincia government infrastructure investment in British Columbia Railway, the
CPR proposa was.
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"...for severa Class 1 railwaysto jointly acquire BCR and for those railways to operate BCR
asasubgdiary that is neutrd to its parents. The subsidiary would provide each of the parents
equal commercial and operationa accessto present and future customers at levelsthat ensure
the viability of the subsdiary. The owners would compete by dealing directly with the
customer on an overdl rate and service package.™

A variation of such a public interest option could be implemented on a geographicaly broader
basis to adequately offset the legitimate policy perspective in Alberta that the competitive
modd for rail doesn't compare to that of truck - and therefore precludes flow through of public
funding benefits. Competing transcontinental train servicesjointly operated on consolidated
rail plant connecting to neutral regionda shortlines might be extended right across Western
Canadain pardld with public/private partnerships for strategic railway infrastructure funding.

The railways and various levels of government will have to investigate the full scope of
strategic opportunitiesin order to realize potentiad benefits that may be available from any
public participation in funding for private railway infrastructure.

Action Item:
All levels of government work together to investigate the feasibility of the proposas
put forward by the Railway Association of Canada regarding infrastructure investment
for shortline railways.

5.2.3 Industry Operations - Shifting to Containers

Whilerail carload/bulk commodity transportation continues to move most of Alberta exports,
intermoda rail transportation is increasingly important and growing rapidly with new markets
for Alberta products.

This growth results from diverse but converging attractions:

= Mog sgnificantly - export positioning from Albertais uniquely advantaged with a
complementary array of low-cost backhaul options in both domestic highway
intermoda and marine export containers.

= Increasingly important - door to door protection provided by intermodal container
trangportation insures identity preservation (e.g., for agriculture products), €liminates
trand oad product damage (e.g., for specidty agriculture and forest products) and
increases shipment security for higher value goods (e.g., for éectronics)

=  Other features - Access to frequently scheduled container ship sailings and ability to
accommodate customers with smaller container load lots - versus bulk/break bulk ship
loadings - aswdl as avoiding the additiona handling cost of mult-modal trand oads
otherwise required at ports and/or inland terminals.

55 Rob Ritchie, President, Canadian Pacific Railway, speaking in Prince George, B.C. (November, 2002).
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=  Andfindly - Shifting agricultural products to containers and bypassing the elevator
system alows the railways to avoid some residua economic regulation otherwise
imposed by the grain transportation rate cap.

The convergence of these attractions is causing a sgnificant shift within the rail mode from
conventiond rail carload traffic to intermodal rail container service for Alberta outbound
shipments®*.

The ability to take advantage of multiple backhaul opportunities outbound from Cagary and
Edmonton Intermoda Terminals includes both marine export contai ners returning empty
westbound and domestic intermodad rail vans returning empty eastbound. The Burlington
Northern Santa Fe intermoda facility at Shelby, Montana just below the Alberta border, aso
provides an additiona source of backhaul opportunities.

Alberta appears uniquely positioned to balance traffic flows and obtain discounted outbound
intermodal rail rates that better conventional railcar pricing for traffic typicaly loaded in one
direction. However, traffic flows are dways in flux and current backhaul opportunities may

be subject to future reversal.

Aswdl inbound intermoda shipments to Alberta are growing with an increasing emphasis on
rail transportation that has resulted in a significant shift from long haul highway for both
domestic and international supply chain logistics®.

The growth of inbound intermodal rail trafficisat least in part due to:

* investment in high capacity intermodal terminas by CN and CPR at Cagary and
Edmonton;

= associated provisions for marine container storage/domestic use of international
containe's;;.

= padld proliferation in Alberta of intermodal, rail oriented inter-regional distribution
centres,

=  plusCN or CPR partnerships for rail movement of motor carriers own intermodal
equipment.

However, the grestest growth of intermodal operationsis in container traffic passng through
the province that neither originates nor terminatesin Alberta. This growth derives directly
from successful partnering by the Port of Vancouver with the two transcontinental Canadian
Class 1 raillways to attract marine container lines seeking fast doublestack container train
access to the Eastern Canada and Chicago/Midwest U.S. market. That partnership has seen
the number of marine container lines caling at VVancouver double from 13in 1995to0 26 in
2003.

56 Source: Alberta Forest Product Shippers Association, Canadian Pacific Railway, and Alberta Agriculture
57 Source: Canadian Pacific Railway, Canadian Tire, and Sears Canada
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Further growth of this trade corridor through Albertais anticipated with new liner services
supporting an increasing influx of importsto the U.S. and Canada from China. Whether this
eastbound influx continues to provide an abundance of westbound containers at discounted
backhaul rates that can enhance market access for Alberta exportsis an important
congderation for the future.

Action Item:.

» Theralways reconsder extending lower cost rail-based container service beyond
consolidated intermodal hub terminas at Calgary and Edmonton to help maximize
the opportunity to access export containers from rura Alberta.
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6 Air Transport

that will need to take place over the next 10 yearsto facilitate future shiftsin the
provincial economy, particularly with respect to increased vaue-added opportunitiesin
processing, manufacturing and tourism.

I n this chapter we examine the current state of the Alberta aviation sector and the changes

Albertais centraly located in Western Canada and isidedlly Situated as a goods distribution
centre and passenger hub for the four western provinces and parts of the U.S.  Itisaso
located on the grest circle routes from Europe and Asa and offers mgor potentia as an
international transshipment point for North America

From a tourism perspective Cagary and Edmonton are the primary airport gateways for
internationally renowned tourist destinations like Banff, Jasper, Lake Louise and the Rocky
Mountains. Our analysisis based on a series of stakeholder interviews and areview of the
current literature.

6.0 Air Transport in Alberta

Alberta Airports

Calgary International Airport: Cagary Internationa Airport isoperated by the Calgary
Airport Authority, under along term lease agreement with the federal government.  The
Cagary Airport Authority aso leases and manages Springbank Airport, a federally-owned
reliever facility located just west of the city.

In 2002, Cagary Internationad handled amost 8.0 million enplaned- deplaned passengers,
which was about double the 1992 volume. Domestic traffic accounted for 73 percent of the
total, while transborder and internationd traffic accounted for 19 percent and eight percent,

respectively.

According to the Cagary Airport Authority, it is expected that passenger traffic at Cagary

will continue to grow in response to a strong Alberta economy, major energy projects, cheaper
fares and the city’ songoing role as an international tourist gateway. Passenger volumes are
expected to reach 11.4 million by the year 2012, reflecting average annua growth of 3.7
percent. While domestic traffic is expected to increase by an average of 3.4 percent,
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transborder and other internationd traffic is anticipated to increase by 4.3 percent and 4.8
percent, respectively.

Air cargo infrastructure at Calgary Internationa currently consists of 400,000 sg. ft. of private
warehouse space, alarge cargo apron, alive animd facility and adedicated areafor the cargo
integrators. Future devel opment includes a centralized air freight village and aparalée

runway, which will serve both passenger and cargo activity.

In 2002, cargo traffic at Cagary was forecast to reach 81,700 metric tonnes® , which was well
over double the 1992 volume. Thistotal was made up of domestic traffic at 43 percent,
transborder traffic at 25 percent and other internationd traffic at 32 percent. It is expected
that cargo traffic at Calgary will continue to grow in response to new cargo services, a
growing mix of higher-value products and the re-capture of export traffic thet is currently
being trucked to non-Alberta airports for up-lift. Based on present forecads, it is expected to
reach 113,500 metric tonnes by the year 2012, reflecting average annua growth of 3.3
percent. While domestic traffic will increase by an average of 1.7 percent, transborder and
other international traffic will increase by 3.9 percent and 4.9 percent, respectively.

Edmonton International Airport: Edmonton Internationa Airport is operated by Edmonton
Airports under alease agreement with the federd government. City Centre Airport is owned
by the City of Edmonton and managed by Edmonton Airports under along-term lease
agreement.  Edmonton Airports also manages Villeneuve and Cooking Lake Airports, both
genera aviation facilities.

In 2002, Edmonton Internationa Airport handled amost 3.8 million enplaned-deplaned
passengers, which was over double the 1993 volume. Domestic traffic accounted for 87
percent of the total while transborder and other internationa traffic made up the remainder at
10 percent and three percent, respectively.

According to Edmonton Airports, passenger traffic at Edmonton is expected to continue to
grow in response to the underlying strength of the Alberta economy. By the year 2012 total
traffic is expected to reach 4.9 million passengers, reflecting average annual growth of 2.7
percent. Domedtic traffic is expected to increase by an average of 2.2 percent while
transhorder and other internationd traffic will grow by 4.6 and 7.9 percent, respectively.

Cargo facilities at Edmonton International currently include two multi-tenant warehouses
operated by IAT and cargo terminals operated by Air Canada, First Air, Braden Burry
Expediter Services (BBE) and Echo Bay Mines. There are also two cargo gpronsand a
federal import quarantine station.

In 2002, combined cargo traffic at Edmonton International and Edmonton City Centre reached
39,615 metric tonnes, most of it occurring at the former facility. By 2007, the latest forecast
year, traffic is expected to reach 51,000 metric tonnes, reflecting average annua growth of 5.2
percent.

58 |n 2002, actual cargo traffic at Calgary was well ahead of the forecast volume at 105,478 metric tonnes.
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Other Alberta Airports: There are ten other scheduled airports located at smaller
communities across the province. These airports are Situated at Lethbridge, Medicine Hat,
Lloydmingter, Fort McMurray, Grande Prairie, Peace River, High Level, Cold Lake, Rainbow
Lake and Fort Chipewyan.

Although traffic forecasts are not readily available for these airports, it isillustrative to review
historic passenger growth at some of the more active facilitiesin northern and southern
Alberta

In 2002, the Grande Prairie Airport handled 185,831 passengers, which was over double the
1992 volume. This impressive growth reflects Grande Prairi€’ s ongoing development asa
regiond retail centre, the introduction of WestJet service in 1999 and ail, forestry and
agricultura activity in the region. Similarly, in 2002 the Fort McMurray Airport handled
193,906 passengers, which was amost three times the volume handled ten years earlier and
mainly reflects the significant impact of oilsands development intheareas.  Another factor
contributing to air travel at these communitiesistheir considerable distance from the mgjor
cities and their consequent reliance on air travel.

In Southern Albertajust the reverse has happened.  1n 2002, Lethbridge recorded 54,357
passengers, which was one-third less than the volume reported in 1992,  Medicine Hat
reported 27,403 passengers in 2002, which represents a 42 percent decline from ten years
earlier. These reductions probably reflect the more mature nature of these economies, the
relatively close proximity of the mgjor cities, the availability of good ground transportation
aternatives and the ability of the airlinesto enter and exit markets under de-regulation.

Alberta Air Service

Passenger: In Alberta scheduled passenger serviceis centered around the two international
arports a Calgary and Edmonton, where mainline domestic and internationa flights interface
with regional and feeder services.

Air Canada (including Zip), WestJet and Jetsgo are the principal providers of mainline
domestic service to mgjor cities across Canada®. In the transborder market, Air Canadaand a
number of U.S. carriers provide scheduled service from Edmonton and Cagary to a number
of mgor cities throughout the Lower 48%. In the transatlantic market carriers like Air Canadef*
(and its code share partners) and Air Transat provide service to gateways like London and
Frankfurt.

While there s presently no single-plane scheduled service between Albertaand Asia, charter
service that operates on a seasond basis may evolve into scheduled service.

59 WestJet and ZIP are both headquartered in Calgary.

60 The U.S. airlines serving Alberta include American, United, Delta, Continental, Northwest, America West, Alaska,
Horizon and Skywest.

61 Air Canada also provides ‘seamless’ interline service throughout the world through its membership in the Star Alliance
which includes Lufthansa, United, Air New Zealand, ANA, Asiana, Singapore, SAS and others.  There is presently no
Canadian airline that is a partner in the One World alliance.
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Canadian North, First Air and Air North operate jet services between Alberta and the
Northwest Territories and Y ukon.

Carrierslike Jazz (Air Canada), Peace Air, Centra Mountain Air and Air Mikisew operate
predominantly turbo-prop services at Lethbridge, Medicine Hat, Grande Prairie, Peace River,
High Levd, Cold Lake, LIoydmingter, Fort McMurray, Rainbow Lake and Fort Chipewyan.

It is noteworthy that service at smaler Alberta communitiesis mostly oriented toward Cagary
or Edmonton, often making direct air travel between these smaller communities circuitous and
inconvenient. However, thisistypica of ‘hub-and-spoke vs‘ point-to-point’ operations where
the directness of service is dependent on the availability of viable passenger volumes.

Cargo: Although amgor share of cargo is carried in the bellies of passenger arcraft, Alberta
is aso served by a number of mgjor al-cargo carriers, including Federal Express, UPS,
Purolator, DHL, BAX Global, Cargolux, Emery and CargoJet.

The integrators (air couriers) generdly consolidate shipments at Calgary and Edmonton and
then move traffic over various routings for destinations in Canada, the U.S. and esewhere
throughout the world. For example, Federa Expressat Calgary isfed by Morningstar from
communities in Alberta, Saskatchewan and B.C. Beyond Cagary, traffic destined for other
parts of Canadaiis carried on aMorningstar B727 while al international traffic is carried on a
daily A310 flight to the Federd Express hub in Memphis, Tennessee.

Purolator, on the other hand, isfed a Cagary and Edmonton by air and ground trangportation
from smaller communities. All domestic shipmentsto the east must transit over Winnipeg
while all shipmentsto Vancouver go direct. All shipments destined to the U.S. move over
Winnipeg to the Airborne facility in Wilmington, Ohio. Other internationa shipments are
handed over to DHL at Cagary.

The integrators report thet there isadirectional traffic imbaance between Albertaand the U.S.
that favours the northbound direction, confirming that the bulk of Alberta s high-vauetradeis
on the import sde. However, thisimbaance is correcting itself as more vaue-added and
manufactured goods are produced in Alberta and move by air to export markets.

Cargolux serves Cagary three times aweek with awide-body freighter on three different
routings that extend from the U.S. westcoast to Luxembourg in Europe. Cargolux advises that
the main categories of freight they move out of Cagary to Europe and beyond are ailfield
equipment, horsemeat and electronics, with oilfield equipment offering the greatest potential
for the foreseedble future.  They dso confirm that much of their traffic is coming from the re-
capture of freight that was formerly trucked to gateways outside Alberta for up-lift.

Although both mgjor airports believe an opportunity exists, Alberta does not presently have
all-cargo service to Asa because of obstacles created by our domestic industry and fostered by
Canada s current regulatory environment.
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6.1 Air Transport: Current Issues

The World Airline Industrys2

Air Passenger : Economic activity (GDP) is expected to grow annually by 3.2 percent over
the next 20 years and it is the mgor driver of world passenger demand .  Other factors that
drive demand are the globdization of trade and the de-regulation and liberdization of the
arline industry, which stimulates air travel through lower fares, new services and added
frequencies.

World passenger demand has been negatively impacted by the collapse of the technology
sector in early 2001, the terrorism attacks of 9/11 and, more recently, the outbreak of SARS.
The fear factor and the cost and inconvenience of added security have also dampened
passenger demand, particularly in short-haul markets where security costs condtitute alarger
ghare of the overd| fare.

Growing from areduced post-9/11 base, it is expected that world passenger demand will
increase by 5.1 percent annually over the next 20 years. China and South Americawill lead
this growth, while North America will reduce its share of world traffic because of its relative
maturity and consequent slower growth.

Air Cargo: Air cargo is defined to include express, freight and mail.  However, the
distinction between express and freight is becoming blurred as the two types of operations
increasingly encroach on each other’ s markets with new product offerings. It is noteworthy
that over the last decade the average internationa express shipment has increased in sze from
2.7kg.t04.0kg.

Technology devel opments that were expected to impact cargo demand have generated mixed
results.  While the on-line ordering of goods has not met expectations in terms of fulfillment
traffic, new logistics websites for matching air cargo capacity and demand have been
successful in creating new business for some cargo carriers. And, while eectronic
document transmission has made significant inroads into the express market, it is not expected
to entirely replace envelope and parcel services— but has caused the integrators to move into
the shipment of larger freight.

After experiencing a period of strong growth, world air cargo traffic started to decline in 2001
in response to adowdown in the U.S. economy and the collgpse of the technology boom.
Theair cargo sector continued to dide throughout 2001 and the downturn was only made
worse by the terrorist attacks of 9/11.  Cargo traffic began to turnaround in early 2002, partly
in response to the strength of the Asian market.

Air cargo demand is aso driven by economic activity, as measured by GDP.  World GDP
growth is expected to remain strong for the foreseeable future and, accordingly, air cargo
traffic is expected to grow at an average annud rate of 6.4 percent over the next 20 years.

62 Based on information developed by the Boeing Company “Current Market Outlook,
20027
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The Asan markets are expected to lead this growth while more mature markets like North
Americawill grow at rates below the world average.

Over the next 20 years the number of al-cargo (freighter) aircraft in the world fleet is expected
to increase by over 70 percent, with most of the growth occurring in medium and large wide-
body aircraft.  The trend toward wide-body freighters will mean that the average payload per
arcraft will increase sgnificantly.

The Canadian Airline Industry

The Canadian airline industry is currently going through amgjor change.  Since most airlines
carry both passengers and cargo, this change will have important implications for the long-
term growth and development of the Alberta economy.

When Air Canada completed the takeover of Canadian Airlinesin 2000, it was left with a
dominant share of the Canadian airline market. However, a decline in full-fare business
travel inthe aftermath of 9/11 and intense competition from new and emerging low-cost
carriers has made it increasingly difficult for network carriers like Air Canada to succeed
financidly.

It is expected that the low-cost carrier will become the mode for the airline industry in Canada
and elsawhere, particularly in short-haul markets where surface options are very competitive.
Air Canadawill likely emerge from bankruptcy protection during the first half of 2004 and, in
order to be competitive and survive, is expected to become alower cost airline and occupy a
smaller share of the domestic market - while other low-cost carriers will step forward to fill

any resulting vacanciesin capacity.  Air Canadawill continue to be a player in internationa
markets and there will continue to be niche opportunities to serve the full-fare traveller. It is
unlikely that business travel will return quickly to pre-9/11 leves, if ever, and most carriers
will have to operate at the low-fare end of the market in order to succeed.

In order to maintain frequency under conditions of reduced demand it islikely that some city-
pairswill be down-gauged to smaler aircraft.  Although passenger hubs never really took
hold in Canada s linear east-west market (except at Toronto and Vancouver), throughout
North Americait is expected that point-to-point service will increasingly supplant expensive
hub operations, which will take some of the strain off airports during pesk traffic periods.

Owing to the evolving cost-consciousness of the airline indudtry, it is unlikely that smaller
communities will continue to be served to the extent they have in the past, unless service can
be demongtrated to be financidly viable on a stand-aone basis. Gone are the days when
short-haul feeder operations were cross-subsidized by full-fare travel in the long-haul
segments.  Indeed, certain short-haul services at smaller communities may be replaced by
more cost-effective ground transportation aternatives.

Despite these changes, air cargo will continue to be mainly carried in the bellies of passenger
flights, with some marked shift to dl-cargo aircraft in the short-term.

86



AIR TRANSPORT

The Alberta Aviation Sector

Albertais alandlocked province that is located a considerable distance from the major
markets of the world and has comparatively fewer trangportation options at its disposal.
Moreover, as Alberta-produced goods take on more value they will become increasingly air-
trangportable as the cost of shipping becomes less of afactor in the overdl price of the
delivered product. Findly, fast cycle logistics chains are becoming increasingly reliant on the
air transport of high-value goods in order to reduce inventory requirements, guarantee ddlivery
times, reduce loss and damage enroute and capitalize quickly on market opportunities.

The expected growth and diversification of the Alberta economy will bode well for passenger
and cargo services, as economic activity is an important driver of demand in both sectors.
Demand will aso be stimulated by the introduction of new service, for example the ongoing
evolution of low-fare service in passenger markets.

Over the next decade Albertawill continue to be mainly served by the two mgor airports at
Cagary and Edmonton, which will undertake improvements to facilities and servicesto
accommodate passenger and cargo growth in achanging provincia economy.

Cagary and Edmonton will continue to be the focus for international, transborder and
mainline domestic services, supported by a system of airports and air services throughout
Alberta and extending into Saskatchewan, Eastern B.C., the Northwest Territories and Y ukon.
Owing to changes in the financid structure of the airline industry, some short-haul markets
will become less suited for air service and, instead, will be served by more cost-€effective
ground transportation dternatives.  For example, air passenger traffic in the Cagary-
Edmonton market has declined by two-thirds over the last 20 years because of restrictions
placed on Edmonton City Centre Airport, the changing economics of the the two cities and
increased competition from the surface modes.

Ongoing development in Northern Alberta (e.g. oilsands, wood products) and the promise of
maor mining and pipeline developments in the Northwest Territories and Y ukon will shift the
focus northward and enhance the role of Edmonton and Calgary as the primary aviation
gateways for northern development.  There will aso be growing interest on the part of
northern communities for improved air access to the two mgor cities, both for persona travel
and to foster economic development in their aress.

In genera, the two magjor airports did not identify the ongoing need for added facilitiesas a
magjor chalenge as both airports have privately-funded capital programs in place and are
expanding facilities astraffic warrants.  Although there was some interest expressed in
infrastructure improvements, there was greater interest in lessening the burden of regulation,
government policy, airport overhead and the regulatory obstacles thrown up by Canadian
carriers againgt foreign airline route applications.
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Alberta Aviation Trends

Although detailed passenger and cargo forecasts are not available for Alberta, it is possible to
gain areasonable understanding of future growth based on global trends, expected growth at
Cagary and Edmonton and the province s historic trade patterns.

Passenger: Over the next decade scheduled passenger traffic at Edmonton and Calgary is
expected to grow at an average annud rate of threeto four percent.  While the domestic
market will continue to account for the dominant share of traffic, the fastest growth will occur
in transborder and other internationa markets, where growth rates will approach or exceed
five percent.

Scheduled traffic across Northern Alberta will likely continue to grow at rates in excess of five
percent per year, buoyed by the economic activity at communities like Grande Prairie and Fort
McMurray. Traffic a smaler communities in Southern Albertawill likely remain relatively
flat because of the more mature nature of these economies and the availability of
comparatively attractive ground transportation aternatives.

Cargo: Itisexpected that air cargo activity will continue to be concentrated at Edmonton and
Cagary. Itwill grow at an average rate of three to five percent and into a broader range of
higher value goods, including energy-related equipment, electronics and agri-foods.  Thisis
based on the continued devel opment of Albertal s manufacturing and va ue-added sectors and
forecasted growth at Edmonton and Calgary.

Even higher rates of growth will be achieved through the stimulative effect of new cargo
sarvices. It isaso expected that the current imbalance favouring import traffic will become
less pronounced as Albertal s manufacturing and va ue- added sectors develop and grow.

While domestic cargo will continue to grow at an average rate of around two percent, the
greatest growth will occur in transborder and other international markets where rates will
range from four to five percent.

6.2 Air Transport: Future Prospects

6.2.1 Government Regulations and Policy
International Air Service Agreements

The liberdization of Canada s international air service agreements is fundamental to the
ongoing growth and development of Alberta s value-added economy. Present agreements
contain restrictions that hamper the ability of foreign passenger and cargo carriers to introduce
capacity and operate in away that will adequately respond to the needs of the Alberta market.
Indeed, the lack of cargo capacity in Alberta has caused cargo to be transported to other
gateways outside the province for up-lift. Even the so-called * open skies' treaty with the
U.S. contains regtrictions that prevent a U.S. carrier from enplaning traffic at an Alberta point
and transporting it to a third country (fifth freedom rights) or serving more than one Alberta
point on the same cargo flight (co-termindization).
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The European Union has recently received authority from its 15 member countries to
negotiate asingle aviation treaty withthe U.S.  Thiswould replace existing agreements
between the U.S. and 11 EU countries. It would ultimately create an open transatlantic
market between the U.S. and the EU within which airlines from any of the member countries
could operate free of any restrictions on routes, fares and frequencies. Canada could be
severdly disadvantaged if it did not become party to such an agreement since Canadian
passengers would be encouraged to flow over U.S. gateways where fare and service options
would be relatively more attractive.

Since most cargo is carried in the bellies of combination aircraft, passenger and cargo
operations have traditionally been addressed under the same agreement.  However, dl-cargo
sarvices are different than passenger services and require greater flexibility in how they are
alowed to operate.  Accordingly, a case can be made for giving all-cargo services separate
treatment within air service agreements.

It issuggested that dlowing U.S. al-cargo services, particularly the integrators, to co-
terminalize would have a damaging effect on their Canadian counterparts.  However, it can
be argued that the purpose of internationd air serviceis to foster development in al industry
sectors, not just the airline sector. 1t isaso important for air service to be sufficiently flexible
to fully capitaize on the free-trade opportunities that are available under NAFTA and other
liberalized trading arrangements.

Action Items:
The Alberta Government should seek officia observer status at air treaty negotiations
between Canada and other countries.
Alberta should advocate for truly liberd air service agreements that include such
provisions as fifth freedom rights and all-cargo co-terminalization.
Alberta should advocate for inclusion of Canada in a proposed multi-lateral,
transatlantic open skies agreement with the European Union.
Internationa al-cargo services should be addressed separately in air service
agreemerts.

Taxes, Fees and Charges

Various fees and charges are imposed on Alberta s aviation users that affect the ability of our
airports to compete with airports elsewhere and, in turn, effectively serve the province's
growing vaue-added economy.

The Alberta and federal governments both impose taxes on aviation fuel. The federa
government charges an excise tax of 4.0 ¢ per litre on jet fud and in 1996 the Province
reduced its tax from 5.0¢ to 1.5¢ alitre. Although the current Alberta charge seems nomind,
for awide-body aircraft flying along-haul segment it represents a Sizable additiona cost and
makes our airports uncompetitive with airports el sewhere.
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In the aftermath of 9/11, the Canadian government implemented a passenger security charge
thet amounts to $14.00 on adomestic flight and $24.00 on an internationa flight for areturn
ticket. This charge creates another disincentive for people to fly, particularly in short-haul
markets where it represents a substantial share of the overal ticket price. 1t can aso be
argued that the cost of additiona security should be spread across the entire Canadian public
and not funded by the air passenger aone.

Since 9/11 insurance costs in the aviation industry have skyrocketed and are generdly much
higher in Canada than in the U.S., where government provides a gregter level of support for
the industry.

Nav Canadais the non-government, non-shareholder entity that in 1996 took over the
operation and administration of Canada’ s air navigation services from the federal government.
It derivesits revenue largely from terminal and enroute chargesit applies to aircraft that
operate in Canadian air space. These charges can be substantia, particularly for wide-body
arcraft, and can affect the competitiveness of Alberta' s mgjor airports and their ability to
attract internationa air services.

Smaller scheduled airports like Grande Prairie and Fort McMurray may incur substantial
additiona coststo meet new federa standards for Aircraft Emergency Intervention Services
(CAR 308).

Action Items:
Take immediate action to diminate the remaining Alberta Government tax on aviation
fud.
Alleviate the burden of any unreasonable taxes, fees and charges that impose a burden
on passengers and shippers and inhibit the ability of Alberta airportsto compete
effectively in attracting traffic.

Airport Rent

When Alberta s two mgor airports were transferred from federd to loca control they were
required to make annua rent payments to the federal government. At present, Cagary
International and Edmonton Internationa pay about $24 million and $3.0 million,
respectively, and by 2006 the amount will double at Cagary and increase five-fold at
Edmonton if current rent formulas are not re-negotiated on more reasonable terms.

Since the airport authorities were formed at Edmonton and Cagary both have been responsive
to local economic development and have improved their respective airports in away that
would not have been possible under previous federd control.  Furthermore, the federal
government does not contribute to the upkeep and improvement of these airports in return for
therent it recelves. Therefore, the current rent is punitive in the circumstances.

Sincethisrent is passed onto the user, it imposes yet another cost on the travelling and
shipping public that affects the ability of our airports to compete with airports €l sewhere and,
in turn, support the development of the Alberta economy.
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Action Item:
Advocate for re-negotiation of federal airport rent formulas on more reasonable terms

or, falling that, the outright transfer of airport ownership to Alberta’s local airport
authorities as they become viable.

6.2.2 Infrastructure and Services
Airport Ground Access

The Calgary and Edmonton airports have both identified efficient ground access as being vita
to their ongoing growth and development and to facilitate intermoda movements, both localy
and regiondly. The City of Edmonton and the City of Cagary have also stressed the need to
complete ring-road development in order to relieve overal congestion and facilitate the
movement of trucks within and around the two maor cities.

It isimportant to note that trucks will play an increasingly important role as Alberta s vaue-
added economy evolves. It isaso noteworthy that the Alberta and federal governments have
recently committed joint funding for further construction (not completion) of proposed ring-
roads at Cagary and Edmonton.  More recently, the Province has announced that the
southeast leg of the Edmonton ring-road will be congtructed under a‘ public- private-
partnership’ and, if successful, this same model will be extended to ring-road completionin
both Calgary and Edmonton.

Action Item
Completion of ring-roads at Calgary and Ednonton should be given amore
immediate priority as ameans of facilitating truck, bus, and automobile movements
that are important to Alberta s airports and will beincreasingly vitd to Alberta's
growing value-added economy.

Foreign Trade Zones

Although foreign trade zones are not officialy recognized in Canada, the federal government
does offer a program that provides varying degrees of duty-relief on imported goods thet is not
tied to a specific geographicd ste.

The Bonded Warehouse option provides relief from duties and taxes (including GST) for up to
four years. These charges only become payable on the portion of goods that ultimately enter
the Canadian economy.  While in this environment goods may undergo some value-added
manipulation, including labelling, packaging, testing and assembly.

The Duty Rdliefs option provides up-front relief from duties for up to four years on imported
components that become part of a manufactured product that is exported.

The Duty Drawback option dlows for the refund of duties and taxes on the portion of
manufacturing inputs that were imported into Canada and then ultimately exported in a
finished product.
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While thereis anot aregulated requirement for specific geographical dtes, thereisan
attractive opportunity to instdl physical fecilities at Alberta’s mgor airports that would serve
to promote the province s vaue-added economy.

Action Item:
Create ‘Foreign Trade Zones at Alberta’s mgjor airports that would enhance the
international profile of these airports, provide awareness of Canada’ s duty deferral
program and creste an international showcase for the province' s vaue-added products.

Non-Scheduled Airports

In the future some important decisons will have to be made about Alberta s extensve system
of smaller non-scheduled airports.  While the contribution of these airports to the provincia
economy can vary, approximately 80 of these facilities have benefited from extensive Alberta
Government funding in the past.

A recent study sponsored by the Alberta Aviation Strategy Action Group has identified a
requirement for an investment of $97 million to further rehabilitate the province' s smaller
arports over the next ten years. In addition, the prairie provinces participated in a national
small airport viability study that concluded that 50 percent of Canada' s smaller airports will
require externa support in order to remain viable.

Although the Province till has asmal pool of capitd funding ($2.0 million) available for
non-scheduled airports, it has largely withdrawn from arport invesment.  While some of
these airports serve in amedi-vac or firefighting role, many attract very little activity in
relation to their overall cost of operation and maintenance.

Action Item:
The Alberta Government work in conjunction with the federa government,
municipalities and other aviation stakeholders, to develop a strategic plan on the
future of the province's smaller non-scheduled airports.

Tourism Development

Albertais an international-calibre tourist destination and tourism is an important driver of the
Albertaeconomy. However, it will require ongoing promotion and development to attract
growing volumes of vigitors, particularly in view of fluctuations in world economies and
recurring international crises.

The tourism sector is made up of a number of important players and the gateway role played
by Albertaarports, particularly at Edmonton and Calgary, is critical to the overall success of
theindustry.  Although the Alberta Government aready partners with industry and the
communities in tourism promotion, it isimportant that an appropriate share of promotiona
funding be directed to partnerships with the airports.
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Action Item:
The Alberta Government work with the province' s airports in developing

partnerships and allocating funding for the promotion of Alberta’s tourism
devel opment.

International Cargo Development

Owing to its strategic position on the grest circle routes, Alberta has the potential to develop as
an internationa distribution platform for cargo destined for points throughout North America.
Cargolux already provides freighter service between Calgary and Europe and an opportunity
has been identified by the Calgary Airport Authority for service between Albertaand Asa
There is dso an opportunity to build on this capacity and develop Alberta as a transshipment
point for cargo flights from multiple overseas points.

Alberta’' s development as a transshipment platform will aso provide critical massto assst the
province s growing vaue-added economy in ng international markets. However,
Alberta s ability to compete in this areawill be influenced by the availability of airport
infrastructure and the burden of fees and charges and government regulationthat foreign
carriers encounter when trying to operate in Canada.

Action Item:
The Alberta Government and the two magjor airports should cooperate to develop
Alberta as a competitive cargo destination and as a transshipment platform for cargo
moving between multiple overseas points and markets throughout North America

Northern Alberta Communities

The future of scheduled air service a smaler Alberta communities will depend on their ability
to sustain traffic at prevailing fares.

Mogt air service a smaller communitiesis oriented toward the mgor cities of Cagary and
Edmonton.  In short-haul markets surface transportation aternatives are normally quite
compstitive and, indeed, may supplant existing air service.  However, on longer routes, like
a communities in Northern Alberta, surface transport is aless atractive option and air service
takes on amuch more critical role.

During the interview process Grande Prairie and Peace River expressed a need for improved
ar service to Edmonton, particularly City Centre Airport, as an economic development tool
and as an incentive for skilled workersto moveto theregion.  The ability of transplanted
workers to readily access amenities in the mgjor cities makes re-location to Northern Alberta
more acceptable.

It is noteworthy that in the U.S. local government and industry have entered into incentive
arrangements with the airlines to ‘ guarantee’ a certain number of seats as a means of ensuring
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areasonable levd of air service at salected smaller communities.  Alberta communities
lacking air service and convinced of latent demand may wish to consider such incentives.

Action Item.

Where surface transport does not exist or does not offer an attractive aternative, the
airlines should be encouraged by loca government and industry to maintain a suitable
levd of service at smaler Alberta communities — perhaps with innovative incentives.
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7 Human Resources and
Education

resources dimension of Alberta’ s transportation sector. Almost every stakeholder

pointed to a human resources issue which requires concerted action on the part of

industry, educators and government. The looming workforce shortages associated
with retiring baby-boomers across the economy are even more pronounced in the trucking and
ralway sectors. The truck and bus industry is experiencing persstent driver shortages today.

T he goal of this chapter isto provide amore focused examination of the human

7.1 Human Resources: Industry Perspectives

7.1.1 Motor Carriers

Motor carriers operating both large and small fleets are finding the availability of properly
trained driversto be a serious and growing problem. The concern that a class one commercia
driverslicense is viewed astoo easy to obtain in Alberta, is being addressed by Alberta
Transportation. Drivers under the age of twenty-five find that increased insurance premium
costs form a significant barrier for their employability.

Driver Training & Work Conditions

Larger motor carriers are training their own drivers but acknowledge the poor image truck
drivers have as acareer. There is arequirement to move it towards a“ professon” and promote
it more aggressively in high schools and with parents.

The Alberta Motor Trucking Association has suggested the introduction of a* graduated”
license program regime which would lead up to the awarding of a Class 1 license. This
regime would include either a completed apprenticeship program, or the accomplishment of a
number of years service with specific experience being required. Such an initiative is currently
being pursued by the Trangportation Training and Development Association (TTDA), funded
by the Province of Alberta and The Canadian Trucking Human Resource Council (CTHRC).
Post secondary ingtitutions have expressed an interest in including this program in their course
curriculum.
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The new national safety code which has been introduced by the Federd Government revises
the hours of work for drivers. The proposal provides for longer rest periods between shifts
and greater flexibility in adding unused driver time to subsequent shifts. In no case however,
can adriver work more than 13 hours behind the whed. It is anticipated that the new code
should be approved by Parliament in the near future.

Mogt carriers welcome the changes and see them as a partid remedy to reversing the growing
trend of drivers leaving the field due to hours spent away from their families.

7.1.2 Warehousing and Logistics

The warehousing and logistics sector has identified devel oping and maintaining a workforce,
as aprimary concern. The skills the industry is seeking are beyond driving and handling
products. Thereisaneed identified for computer literate individuals with strong problem
solving and team work skills. Their sector is very information intensive, with the electronic
exchange of information being as important as the physica exchange of goods.

7.2 Education

7.2.1 Context: The role of Education

The growth of Western Canada’ s economy over the past two decades has enabled Albertans to
experience a high standard of living and a high qudity of life. Other portions of this study
presented in greater detail, an analysis of the economy of Alberta. It is however, worth noting
that other studies are concluding that in order for Alberta and Western Canadato sustain and
maintain a high qudity of life for its resdents over the long term, policy makers and leaders
must come to grips with anumber of important challenges. The region will soon face serious
labour shortages that will make it difficult for the economy to perform beyond its current level
of potentia output.

A recent report by TD Economics™ indicates that the economy of the Calgary/ Edmonton
corridor has regped the benefits of one of the most highly skilled workforces in the world.
One of the challenges identified in the study is that rapid growth in the corridor is creating
vulnerability in the al-important areas of education and innovation. The study notes thet
Albertalags behind other provincesin share of high school students moving on to post-
secondary education highlighting the region’s reliance on luring well-educated individuas
from other provincesfor its pool of skilled workers. The TD study also recognizes that both
the private and public sectors in the Calgary/Edmonton corridor have been witnessing
growing labour shortages in recent years.®

63 The Conference Board of Canada — Insights on Western Canada (A Socio-Economic Report for Western Canada)
(Draft) May 2003, Page 1

64 TD Economics Special Report, (Take Action Now to Ensure Tigers’ Roar Doesn’t Fade), April 22, 2003, pg. 2

65 |hid pg. 24
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The importance of education in Western Canada has recently been confirmed by a recent
survey of Western Canadians carried out by the Canada West Foundation . Not surprisingly,
heslth care and the environment ranked highest in the range of concerns for Western
Canadians, however, improving the K — 12 education system and improving the post-
secondary education system also ranked very highly. These prioritieswould likely be
reflective of the priorities of Albertans.

The Canada West Foundation survey indicated that there was a high priority in the West for
retaining young people. Thisisaconcern that focuses on small towns and reflects an outward
migration by those who attain a higher level of education. The development of rurd industries
isapriority in Western Canada.

The concerns over the retention of young people and the development of rura industries could
have a common point of intersection with transportation and transportation education. . With
the development of value-added productsin rura communities, the need for transportation and
logistics expertise can most likely be fulfilled by alocaly trained resident.

The magnitude of the labour problem facing transportation is easy to underestimate, but the
facts are sobering. The transportation workforce is aging rapidly and retirements will surge as
the “baby boom” generation begins to depart the labour force. For some modes of
trangportation, the downsizing that occurred following deregulation in 1987 magnifies the
effect. For example, the railways had surplus labour and therefore had no need to recruit
younger employees for many years. Consequently, the average age of the remaining
workforce increased faster and as retirements now occur in this decade, replacement rates will
be higher than previoudy experienced.®

The Jobs For The Future Committee of the Alberta Economic Development Authority has
presented a draft study to the Authority entitled, “An Urgent Call to Action”. The report
indicates that there is*a current and growing shortage of highly skilled people to fuel the
economy and fill the jobs industry so desperately needs to keep their businesses going and
Alberta s economy growing. Simply put, we cannot achieve the full potentia of Alberta’'s
economy if we do not have the people to do the work, fill the jobs, create new ideasin
innovations, build the businesses and drive the economy”.

The report continues, “ Alberta s shortages of skilled labour are a serious problem today and
al indications are that those shortages will become even more acute in the future. Albertais
not aone. Across Canada and around the world, many provinces, states and countries are
facing smilar challenges of attracting and keeping the highly skilled people they need”.
The study notes that Albertais moving towards a value-added economy and that global
economies are changing around the world.

It isrecognized in Alberta, through reports developed by the Alberta Financial Review
Commission that Alberta cannot count on resource revenues forever. The new energy

66 Canada West Foundation — Looking West 2003 — A Survey of Western Canadians — Page 14

67 Dr. Barry Prentice, National President, National Transportation Week, 2003 — President’s Message
68 AEDA, Jobs for the Future Committee (2003) “An Urgent Call to Action” — Page 2

69 |hid — Page 2
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technologies being utilized to develop oil sands production, enhanced oil recovery, coa bed
methane and clean coa technologies, al demand skilled workers, particularly in the field of
supply chain and logitics.

“An Urgent Cdl to Action” makes some specific recommendations which are completely
congstent with the recognition that skilled and knowledgeable workersin the field of
trangportation/supply chain/logistics need to be trained through educational programs
established today upon which we can build for the future.

“The potentia of Albertals economy is outstanding, particularly as we move more into value-
added sectors and increase our ability to compete in a globa marketplace” Unless action is
taken, Albertawill fall short of achieving the goa of having the most highly skilled workforce
intheworld. The wesakest link is our ability to educeate, train, attract and retain a sufficient
supply of highly skilled people to fuel and sustain Albertal s economy. More importantly, we
will not be able to ensure that young Albertans have the skills they need to participate in and
shape the future of Albertal s economy”.™

7.2.2 Current Status: Where Are We Today?

When the Van Horne Ingtitute was founded over ten years ago, it was very clear that there
were little or no structured courses in trangportation studies available to sudents wishing to
develop acareer inthe field. Fortunately, over the last ten years there have been some
developments in transportation education and related public policy research, but we have only
scratched the surface.

In 2000, Transport Canada engaged the Research Traffic Group to do an inventory of
professond training in trangportation across Canada. The Terms of Reference for the study
included the following observation.

“On amore fundamental level, severa persons and organizations have suggested that the
availability of professional education in transportation and university transportation centresin
Canadais not adequate and that there is a shortage of the quaified personne required by
governments and the transportation sector”.™

The study continues in its introduction by noting, “It seems relevant to start by considering
why, athough transportation accounts for approximately 7% of Canada s economic activity,
the demand for university trained transportation specialists would seem at least an order of
magnitude lower”.” The study indicates that severd potential reasonsincluding the
trangportation function and its management is perceived to be below universty trained
professiond level and that the job market is satisfied by the hiring of candidates with more
general skills and that transportation knowledge can be picked up on the job.

70 An Urgent Call to Action — Page 29
1 Research in Traffic Group, Inventory of Professional Training in Transportation 2000 — Page 1
72 |bid, pg 1
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Today that mindset has changed significantly. Member companies in the Van Horne Ingtitute
continue to lobby for and insst upon the development of educationa curriculum which will
place graduates with transportation skills within their organization. The company will then
expose the new employee to the specific characteristics and requirements of its business.

The Transport Canada study identified only one forma university transportation centre and
indtitute in Alberta: The Van Horne Indtitute' s Centre for Transportation Studies at the
University of Calgary. They concluded, correctly, that Calgary does not have an operational
transportation program (in 2000) other than the civil engineering program which isaso
referred to in the study.

A review of current transportation education in Alberta demonstrates that there has been some
progress since the Transport Canada study. However, Albertal s transportation industry has
requested that we emphasize to the Government of Albertathat there is some significant
distance till to be traveled to achieve the goa of meeting the needs of the industry for skilled
professonds.

This pleais supported by arecent survey by the Centre for Innovative Management at
Athabasca University. Under the direction of Dr. Peter Carr, the Centre carried out a supply
chain collaboration survey in 2002 with the assistance of the Canadian Purchasing Research
Foundation. The key messages coming out of that survey indicate that technology is
advancing the ability of companies to increase their efficiency in the supply chain but that
technology requires/ forces the upgrading of skillsfor current employees and demands high
kill levels of those entering the workforce.™

7.2.3 Current Programs and Recommendations for Action

As population demographics shift, it is probably fair to conclude that there will be significant
competition over awide variety of industriesto attract graduates from the upcoming student
population. In order to be successful in attracting individuas into a career in transportation,
the awareness level of secondary school students as to the role transportation playsin the
economy, must be enhanced. The challenge to enhance the awareness as to the importance of
trangportation as a career to secondary school students should be addressed jointly by Alberta
Learning and the trangportation industry.

The Joint Learning Initiative in Logistics (JLI)

The JL1 has been devel oped by a consortium of education, business and governmernt partners.
Modest funding has been granted by Alberta Learning for the development of logistics
modules which have been taught in the fina two yearsin a selected number of high schoolsin

Cdgay.

This program, entitled “Career Pathways’, includes some very detailed learning in logistics.
Students are given opportunities to explore many aspects of distribution, warehousing and
trangportation of goods from producer to consumer. A student is exposed to designing,

73 Centre for Innovative Management, Athabasca University - Supply Chain Collaboration Survey 2002.
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controlling, implementing, managing and operating the transportation of such goods. This
initiative has been very well received by students and parents and has started to create an
awareness amongst that cohort as to the importance of transportation and more to the point,
that a career in transgportation is available and attractive.

The logistics modd will be built upon, improved and digitized to make it available to schools
across Albertaand Canada. The joint learning initiative should be extended for applicationin
schools attended by Aborigind and Inuit students interested in seeking acareer in
trangportation and logistics that will assist them to develop their potentia and that of their
communities.

The continued and enhanced support of the Alberta Government to ensure that the target of
expanding the availability of this program is redlized, cannot be too highly recommended. .
The trangportation industry must do its part by working with educators to support this
initiative. Greater awareness of transportation/ supply chain management/logistics as a career
will lead to greater demand for post-secondary education in this field, thereby meeting the
needs of the trangportation industry.

Action Item:
The Government of Albertawith the support and advice of industry expand its support

of the development of the Joint Learning Initiative throughout secondary schoolsin
this province.

Southern Alberta Institute of Technology/University of Calgary -2 + 2

SAIT and the University of Cagary have collaborated on a unique transportation education
program which, as afollow on to the Career Pathways/JLI initiative could be referred to asthe
2+ 2+ 2. Theprogram is designed with multiple entry points. The entrance requirement to
both SAIT and University of Cdgary arethe same. A student canenter SAIT for two years of
supply chain/logistics and related subjects, graduating at the end of that period with a Diploma
and enter the workforce. The student could choose to ladder the two-year Diplomainto an
additiond two years at the University of Cagary leading to adegree in transportation studies.
The course awaits funding from Alberta Learning. Like the other courses described herein,
industry support can be clearly demonstrated.

Grant McEwan College

Grant McEwan College has developed a Bachelor of Applied International Businessin Supply
Chain Management. It isafour-year applied degree program that has been operating for three
years a the College. Its funding was granted by Alberta Learning under the Access Program.

Mount Royal College

Mount Royd College has developed an Applied Internationa Businessin Supply Chain
Management course based in part on the course offered by Grant McEwan College. There has
been no Access funding for this program and the organizers are attempting, with modest
success, to raise funds from the private sector to initiate the course offering in the fall of 2003.

100



HUMAN RESOURCES AND EDUCATION

As of the date of writing this report, Mount Roya had received 80 qudified applications for
the 35 pogitions available.

Athabasca University

Athabasca University has developed the Supply Chain Collaboration Online Research
Ingtitute (SCCORI). This Indtitute is developing collaboration for online research which will
alow practitionersin the field to work together on a co-operative basis to determine
opportunities for relationship management in the supply chain.

The Center for Innovative Management has a so devel oped the Supply Chain Collaboration
Survey supported by the Canadian Purchasing Research Foundation. This survey has been
referred to in this study. The study indicates the growing importance of supply chain
management in organizations and supports the need for enhanced training and education
opportunities.

Other Transportation Offerings in Alberta

During the course of researching this report, a number of other course offerings with
transportation components were identified. The following list is not meant to be exhaustive
but represents a sample:

Fairview College-warehouse training program;

Lakeland College — Professiona Transport Operator program;

NAIT — 2-year programsin: Aviation Filot Training, Avionics Engineering Technology,
Petroleum Engineering Technology, and Teecommunications Engineering Technology,
SAIT — 2-year programsin: Aircraft Maintenance Engineers Technology, Avionics
Technology, Automotive Service Technology , Rail Traffic Control,

SAIT — 1-year programsin: Aircraft Structures Technician, Heavy Equipment Technician,
Railway Conductor,

SAIT — Firg-year of the Business Administration- Automotive Marketing (note: al students
must transfer to Georgian College in Barrie, ON, to complete the program and graduate from
Georgian).

In addition, SAIT offers gpprenticeship programs in the following areas. Automotive Service
Technician, Auto Body Technician, Recreation Vehicle Service Technician, Transport
Refrigeration Technician, Heavy Equipment Technician.

What is the demand for transportation/supply chain skills?

The report and recommendations of the Jobs For The Future Committee focus on the
trangtion of the Alberta economy from resource-based to value-added. Thefindingsin this
report are predicated as well, on thistrangition. The demand for knowledgeabl e transportation
practitioners will grow as the shift towards a knowledge-based economy occurs.™

74 Centre for Innovative Management, Athabasca University - Supply Chain Collaboration Survey 2002
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Dr. Barry Prentice observes that “Contrary to many mature industries, the employment
outlook for transportation is very postive. Unlike production oriented industries,
transportation and logistics services are difficult to automate. Certainly agreat dedl of new
equipment and innovations have been added in the past few decades. Much of this technology
is directed a improving the speed and accuracy of freight and passenger movements in order
to keep up with the added volume of activity. The growth of international trade has spurred
the demand for transport. For example, Canada/U.S. trade has more than doubled since the
sgning of NAFTA. This has been a corresponding increase in the volume of transport
services'.™

The determination of the actual number of employees who require transportation-related skills
will dways be achdlenge. The Career Pathway in logistics initiative of the Cagary Board of
Education has identified some 60,000 jobsin logistics growing at an annud rate of 10%.
Transport Canada® notes that in 2002, employment in Canada rose by 2.2% with the creation
335,000 jobs. Over thelast five years, the number of full-time jobs related to transportation
totaled more than 800,000. Transport Canadais not, however, in a position to assess whether
total employment in the transport sector followed the national trend, particularly given that the
air trangport industry was severely affected by the economic dowdown and air transport
related employment decreased by 7.2%.

The following datigtics are informative:
Grant McEwan College — 80 students per year will graduate from the Bachelor of
Applied Internationa Businessin Supply Chain Management.
University of Cagary — attendance in existing theme school coursesis growing. The
University has identified the transportation degree program as a priority for funding
gpplications.
Joint Learning Initiative — students are graduating out of high school with a
knowledge of the value of a career in trangportation. They need to be connected with
existing and expanded course offerings. SAIT — current program of Careersin
Trangportation indicate 96% of their graduates from the previous year are employed”

The most recent Alberta Careers Update for 2003, indicates that:

Employment growth in Albertawill continue, but at a somewhat dower pace. The annual
average employment growth rate for the past five years has been 3% but that is expected to
decline to 2% for the next few years. A mgor challenge will be matching the demands of the
new workplace in a changing economy with the skills of Albertal s workforce.

Employment growth will not fit neatly into any one category or industrial sector. Growth is
expected in sectors such as resources, manufacturing, services, and information and
communi cations technology, but even within these sectors, there will be strong and wesk
aress of growth. Over the next five years, there will be strong demand for occupations that
need universty degrees, especialy in tourism, nursing, and industria and electronic

SDr. Barry Prentice, National President, National Transportation Week, 2003 — President’s Message
6 Transport Canada — Transportation in Canada 2002 Annual Report (Page 8)
7 SAIT — Graduate Employment Statistics 2002
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engineering. Projections are that over afifth of al new jobswill go to university graduates.
Nearly athird of al new jobs will be occupations requiring post-secondary college, technica
and trades training.™

The Government of Albertahasarea opportunity to become proactivein the field of
trangportation education. In so doing, Albertawill be seen to be responsive to the objectives
contained in “Partnering for the Future - A Transportation Vision for Canada’ drafted the
Provincid and Territorial Ministers of Trangportation. Investment in transportation education
would reflect the objectives contained in that paper of sustained funding programs, providing
mobility and reasonable access for all Canadians and the development of an efficient
trangportation system. ™

Action Item:

Funding for courses in trangportation by Alberta Learning should be re-established
and applicable to the fall 2004 semester

At thelocd leve, Alberta Learning, in conjunction with Alberta Municipa Affairs, could
develop a series of skills training courses in transportation/supply chain/logigtics related fields
in both the urban and rura regions of this Province. These courses could be developed
collaboratively between major post-secondary ingtitutions offering courses through satellite
units established in the rurd areas. The ddivery of coursesin warehousing, transport operator
programs, and basic supply chain/logistics would allow loca students to learn and continue to
live in their communities. Thiswould aso support initiatives designed to assist aborigina
communities to develop programs that are relevant to their way of life within their existing
community structures.®

Action Item:

Alberta Learning, in conjunction with Alberta Municipa Affairs, local communities
and industry where applicable, develop a needs assessment for Transportation /
Logistics Training in Alberta s rurd communities to facilitate the development of such
skill training courses.

If Albertaisto become aleader in the post secondary education and training of individuas
who will facilitate our emerging value-added economy and presumably smilar economies
across North America, then it follows that an investment in education in transportation is a
necessity. We would advise the Government of Albertato consider the development of
Centres of Excellence in Transportation Education and Public Policy Research.

78 An Urgent Call to Action — Page 15

9 Partnering for the Future — A Transportation Vision for Canada — Provincial and Territorial Minister responsible for
transportation highway safety, August 2002

8 |n communities where resource extraction offers opportunities for local employment and career development, reference
should be made to the multi-party training plan developed in Saskatchewan in 1993 for the extraction of uranium. This
plan was developed by the Saskatchewan Department of Education, Training and Development, the Federal Government
represented by HRDC, the mining industry and the Grand Council of Status Indians. See Large Mines in the Community,
the World Bank, Washington, DC 2001

103



HUMAN RESOURCES AND EDUCATION

The Alberta Government can take credit for the development and funding of a number of
centres of excellence through the Alberta Science and Research Authority (ASRA). Examples
for this development are as follows.

1. The Alberta Agricultura Research Ingtitute is the primary agency in Albertafor
funding, co-ordinating and promoting strategic agricultural research initiatives and
technology transfer in the agriculture and food sector.

2. The Alberta Energy Research Ingtitute provides strategic direction to position
Albertafor the future in energy development and invests in research and technology to
enhance the sustainable development of the Province' s abundant energy resources.

In 2001, ASRA helped establish the Nationa Ingtitute for nano-technology at the University
of Alberta. It dso helped cregte the Banff International Research Station for mathematical
innovation and discovery.

The Government of Alberta could use that experience to develop, through the Alberta
Economic Development Authority (AEDA), asimilar program for the funding of a Centre of
Excedlence in Transportation Studies. The Van Horne Ingtitute currently works on the
development of courses in trangportation and public policy research in thisfield. Itsrole could
be expanded to work closdly with the academic programs currently being provided at the post-
secondary level and focus search activitiesin transportation on those issues which government
and industry determine jointly to be of importance in the development of this province.

Action Item:

The Government of Alberta support a Centre of Excellence in Transportation and
related public policy researchin Alberta, such asthe Van Horne Ingtitute, using the
ASRA modd for funding.
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Appendix A: Workshop Questionnaire

Dear Participant:

In advance of your participation in our upcoming Futurelook 2003 workshop, we would ask
that you take some time to review and think about the following questions that will form the
focus of our discussons.

As gtated in our introductory message to you, the god of this workshop will be to solicit your
views on the current issues facing the transportation sector and, more importantly, how
trangportation will change in the future and how it will respond as our economy movesto a
more vaue-added focus.

Among the more obvious issues of the day would relate to taxation and spending on
infrastructure, impact of Kyoto ratification, continental competitiveness, and looming skills
shortages. But there are more, and specifically, we want to get your viewpoint on the magor
issues you are currently contending with and expect to contend with in the coming years.

These questions are meant to be a guide to the discussion and to get the ball rolling but not a
limiting element. They are organized into sections to provide structure, but not to indicate

priority.
Section A

1. With respect to the current Alberta transportation and logistics environment, what is your
understanding of the major issues facing this sector in the following areas?

a) infrastructure and operations

b) government regulations and policy

¢) human resources and training

d) carrier and other services

2. With respect to the current non-Alberta trangportation and logistics environment, what is
your understanding of the mgjor issues facing this sector in the following areas?

a) infrastructure and operations

b) government regulations and policy

¢) human resources and training

d) carrier and other services

Section B
1. What are your current mgjor product or service lines?

2. What percentage of your business would you associate with each ling?
3. What new markets (products) do you see developing in the next 10 years?
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4. What would your percentages of business activity look like 10 years from now, factoring in
these new markets?

5. Geographicaly, what percentage of your activity would be within Alberta, Canada, North
America, and Globd?

6. Given your expectations in 4, what would your geographic percentages look like 10 years
from now?

Section C
(Based on your answersin section B)

1. What infrastructure and services will be needed to serve your future business activity needs
(ie. Inyour current and potential markets)

Section D

One of the main economic trends of interest is the shift from a resource/commodity-based
focus to amore vaue-added focus. Growth in agricultura processing, manufacturing, and
other value added sectors is occurring. The next series of questions is related to this change.

1. What do you see as being the infrastructure needs associated with the shift to a more vaue-
added economy?

2. Broadly speaking, what is your understanding of how this shift will impact the
trangportation and logistics sector at large, and your activities specificaly?
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Appendix B: Interview List

1. AEDA Transportation and Infrastructure Committee

Gordon Pearce, Pearce Consulting Services (Chair)
Garth Atkinson, Calgary Airport Authority

Scott Clements, Edmonton Regional Airports Authority
Robert B. Colborne, Pacific Western Transportation Ltd.
Darshan Kailly, Canadian Freightways Limited

2. Alberta Transportation Providers

Air
Aviation Strategy Action Group
Calgary Airport Authority
Cargolux Airlines International S.A.
Edmonton Airports
NorTerra/Canadian North
Purolator Courier Ltd.
WestJet Airlines Limited
ZIP Air

Magjor Distribution and Warehousing Companies
Canadian Tire Corporation
Coca-Cola Bottling
Sears Canada
Supply Chain Management (Wal-Mart)
Tibbett & Britten Group
Westfair Foods Ltd.

Transportation Associations
AlbertaMotor Transport Association
Alberta Roadbuilders & Heavy Construction Association
Railway Association of Canada

Ports and Marine
BCR Marine
China Ocean Shipping
Enterprises MACAY Inc.
Evergreen Americalnc.
NATTAC Commaodities Inc.
Port of Prince Rupert
Port of Vancouver
Terminal Systems Inc.

Consultants
R.P. Erickson & Associates
SVS Strategic Value Services
Transportation & Logistics Consulting
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Truck and Bus

Rail

Canadian Freightways Limited
Exalta Transport
Gibson Trucking

Pacific Western Transportation Ltd.

Trimac Corporation

Alberta RailNet Inc.
Athabasca Northern Railway
Canadian National Railway
Canadian Pacific Railway
Mackenzie Northern Railway

Freight Forwarders

Agriculture

Forest

Other

The Cole Group
Schenker Canada

Agricore United

Agrium Inc.

Canadian Fertilizers

Louis Dreyfus Canada Limited
Transfeeder Inc.

Alberta Forest Products Association

Alberta Forest Products Shippers Association

Alberta Pacific Forest Industries
Millar Western Forest Products

Canadian Manufacturers and Exporters Association

Luscar Ltd.

Insurance Bureau of Canada
NOVA Chemicals

Shell Canada

Training and Educational Institutions
- Centre for Transportation Engineering & Planning, Civil Engineering, University of Calgary

Ingtitutes

Chinook College (Logistics)

Mount Royal College (Supply Chain Management, Bissett School of Business)
NAIT (Transportation of Dangerous Goods)

SAIT (Transportation Department)

The Van Horne Institute (Selected membership)
Western Centre for Economic Research, University of Alberta
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Peace Region Conference Call
(Representatives from industry, government and economic devel opment participated)
- Ainsworth Lumber Co. Ltd.

Alberta Economic Development
Alberta RailNet Inc.
Canadian Forest Products Ltd.
City of Grande Prairie
County of Grande Prairie No. 1
County of Saddle Hills
Daishowa-Marubeni International Ltd.
Falher Alfafa
Falher Seed
Grande Prairie Chamber of Commerce
High Level Council
La Crete Mill
Manning Diversified Forest Products
Northern Alberta Development Council
Weibe Transport Inc.
Weyerhaeuser Canada Ltd.

Key Provincial Government Departments
Alberta Agriculture
Alberta Economic Development
Alberta Transportation

Cluster Representatives
Calgary and Edmonton
Calgary Economic Development
Economic Development Edmonton

Municipal & County Government
- City of Cagary

City of Edmonton
City of Ft. McMurray
City of Grande Prairie
City of Lethbridge
City of Medicine Hat
City of Red Deer
Northern Sunrise County

Regional Economic Development Agencies
Central Alberta Economic Partnership
Northern Alberta Development Council

Appendix C: Economic Modeling Component

The CD-Rom included with this report contains the detailed economic forecasting component
which isintroduced and discussed in Chapter 3. The appendix includes afull explanation of
the forecasting procedure as well as presentation and discussion of the empirical and Statistical
andysis.
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