—=
Rl I =

Transportation Il — Moving commodities by ralil

2014 Pacific Northwest Economic Region Summit
July 23, 2014

! = - Ty el
= y . |IlII|I W L] e -l - - .
d » N 5, : ! 3 ah
W L ¥ A "
f mm e dmre -
'- . — & S
—— - = ' . - -____—-' f — -
. - ! | — ’
i F o ——— = - - i [ S - =
r el . e - ' 2 il
" g - N = ¥ [ s — -
. ¥ b k. = 2 "J'- : . S L™ o - _f
! H " & ol . : 1 s - W
et " 4l \ A ] ] | - —l A
T L — ; = . E——
: | 4 - - LY
W p— R r iy F
i = e : -
L i - -

Canads




il
11111

OVERVIEW

« Importance of Freight Rail to Canada’s Economy
« Rail Capacity Considerations, Trends and Challenges

« Oil by Rail and Government Measures to Enhance Safety and Liability and
Compensation regimes for Rail

« Challenges in Grain Transportation
o Collaboration on Investments and Supply Chain Issues


Presenter
Presentation Notes
The purpose of my presentation today is to give people a brief overview of rail capacity in Canada, including the important role that freight rail plays in supporting the competitiveness of the Canadian economy. 
After briefly describing important considerations, trends and challenges impacting rail capacity, I would like to highlight important measures taken in regards to the movement of oil and grain by rail. 
I would like to conclude with a brief discussion of the important role for stakeholder collaboration and partnerships in addressing supply chain issues and capacity challenges.




FREIGHT RAILWAYS PLAY AN IMPORTANT ROLE IN SUPPORTING
CANADA’'S ECONOMY

Rail is the most economical means to move large quantities of products,
particularly high volumes of natural resources, over vast distances.

— 70 percent of surface freight moves by rail.

Canada’s two main freight railways, Canadian National (CN) and Canadian
Pacific Railways (CP), moved nearly 5.5 million carloads of product in
Canada:

— Total value over $120 billion.

— Total revenue approximately $11.1 billion (Canadian operations).

Most of the 60 short line railways provide important feeder service to Class
| railways, and at least six short lines service resource sectors (e.g. mining
companies) for transportation to ports (see Annex A for freight rail network
map).
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Presentation Notes
I wanted to start with a brief overview of the freight rail sector and its importance to the Canadian economy. 
Most long distance surface freight transportation [measured by tonne kilometer] in Canada is provided by rail. This is tied in large part to the cost-effectiveness of rail over long distances compared to trucking.    
The sector is dominated by two main carriers: Canadian National and Canadian Pacific.  Both provide services across Canada and into the United States and account for the overwhelming majority of Canada’s rail freight traffic.  Combined they moved nearly 5.5 million carloads in 2012 in Canada alone, and carried cargo valued at over $120 billion.  
Railways are particularly suited to moving large volumes of bulky products over vast distances, with the result that they are the preferred means to move significant quantities of natural resource products. At the same time, intermodal container traffic has been increasing, reflecting the rail sector’s involvement in intermodal and international supply chains and adoption of new methods to move products.  
In addition to CN and CP, there are approximately 60 short line railways that provide freight rail services.  Most are former branch lines of CN and CP and provide important feeder service to and from CN and CP’s networks.  Others operate more independently from the Class I railways – some of these, for example the Quebec North Shore and Labrador Railway, Wabush Lake Railway and Cartier Railway are owned by mining companies that use them to transport their products to ports and ultimately to international markets.



FREIGHT RAIL: CAPACITY CONSIDERATIONS

Successive policy and legislative changes have contributed to a
generally efficient, financially sound freight rail sector.

Two highly profitable national railways that invest significantly in their
networks and track infrastructure.

— In 2014, CN and CP committed over $3 billion investment to upgrade their
networks

Railway can increase fleets and crew size, but this can take many
months.

At the same time, railways are driving for increased efficiencies and

profitability.

— Some shippers claim these increased efficiencies have come at the expense of
shippers, and that the level of service they receive sometimes results in forgone
sales and/or penalties paid to marine vessels.
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By and large, our legislative framework seems to be functioning as intended. Canada’s two largest railways are operating profitably, and are substantially investing in their infrastructure in order to remain competitive in the North American market.
For example, in 2014, CN committed $2.1 billion investment in strategic initiatives and additional track improvements in Western and Eastern Canada as well as the United States. In 2014, CP committed up to $1.3 billion in capital spending including strategic investments in its “Northern line” (Edmonton to Winnipeg).
As you know, railway capacity is a factor of track infrastructure, as well as the availability of locomotives, crews and cars. Railways can increase fleets and crew size to meet projected increases in demand, but this can take many months. Therefore, railway capacity is finite at any given point in time, and railways will seek to maximize their asset utilization to move multiple commodities while meeting statutory obligations on rail service under the Canada Transportation Act.
Capacity can also be increased through operational changes and infrastructure improvements.  However, in some corridors, there are physical limits that create bottlenecks (e.g., in urban areas or through the Rockies).  And it takes time for railways to adjust capacity to meet demand which can put pressure on the system.
The recent grain issues, and some of the criticism we have heard from non-agricultural shippers about the difficulties they had with service this spring suggests that market forces may not produce optimal outcomes.
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FREIGHT RAIL: EMERGING TRENDS, CHALLENGES AND POLICY
PRESSURES

« Theresource sector is continuing to grow.

Over the next decade, Canada’s four key commodities are expected to grow at an

average annual growth rate between 2.3 to 3.9% (Comtois & Slack, March 2014).

Raises questions about the capacity of the rail system to move all products,
including to meet cyclical production patterns.

Two areas of notable growth are in Oil by Rail and grain.

The growth in Asian markets and the predominance of the Asia-Pacific Gateway
(through Vancouver and Prince Rupert) produces pressure in this corridor.

2013 Other
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Freight rail capacity will face increased pressure due to several factors.
The share of grains, crude petroleum, iron ore and forest product exports now make up over a quarter of total exports and continues to increase. These key commodities are all heavily reliant on the capacity of Canada’s rail-based supply chain to access the global marketplace.
The continued growth of the resource sector, with the exception of forest products, combined with the increase in containerized traffic heightens demand for rail service.  Over time, rail transportation will potentially need to expand capacity to accommodate cumulative growth.  
In addition, continued growth in Canada’s exports to Asian markets has produced increased pressure on the Asia-Pacific Gateway corridor, including the ports of Vancouver and Prince Rupert. In 2013 28 percent of Canada’s $28.5 billion total exports were shipped to Asia.
Oil by rail and grain are two notable sectors where issues regarding rail capacity have recently come to the fore. I’ll discuss the growth in these commodities in the coming slides.
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Key commodity exports are shifting towards Asia
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The shifting patterns in trade towards Asia can be seen across Canada’s key commodity exports. 
While the United States remains a key trading partner, Canada’s trade with Asia has increased substantially. The United States remains a vital trading partner, but is declining in share of key commodity exports.
As illustrated in these charts China’s share of the exports in all four key commodities is rising.


CONTINUED GROWTH IN DEMAND FOR FREIGHT RAIL WILL
CHALLENGE CAPACITY

2026 RA,
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As Canada’s trade with Asian economies continues to increase, key rail transportation corridors will potentially need to expand capacity to accommodate cumulative growth.  
In projecting out to 2026, expected growth in traffic will increase pressure on Canada’s rail network at various points across the supply chain. In particular, increased pressure on those corridors supporting the flow of exports to ports on the West Coast. 
Furthermore, the integrated nature of the transportation system means pressure felt at key points can cascade to other points in the system in other regions and for other modes causing broader negative impacts on the entire system. For example, service disruptions this past winter due to severe weather impacted the entire supply chain.




Canadian Crude Oil Production Forecast

Canadian Crude Oil Production

Total* Canadian (including oil sands) 3.24 3.88 4.85 6.03 6.74
Eastern Canada 0.20 0.23 0.25 0.18 0.09
Western Canada 3.04 3.65 4.61 5.85 6.65

Conventional (including condensate) 1.25 1.37 1.38 1.40 1.44
Oil sands (bitumen & upgraded) 1.80 2.28 3.22 4.45 5.21

Source: Crude Oil - Forecast, Markets & Transportation, June 2013 (CAPP)
*Totals may not add up due to rounding
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In addition to pressures on capacity resulting from shifting trade patterns, we can also see emerging trends within specific commodities, such as crude oil.
Over the next 10-20 years, Canadian crude oil production is expected to increase substantially. It is reasonable to expect that such a substantive increase in production will lead to implications for the capacity of the supply chain as producers seek to get their product to markets.


GROWTH IN OIL BY RAIL

Global demand for oil is
increasing, Canada has
abundant resources, but does
not have the full capability to
access the international market.

Since 2000, oil moving by rail
has doubled in terms of
tonnage and share. Today it
accounts for 10% of all rail
tonnage handled and it is
increasing.
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While Canada has abundant resources to respond to increasing global demand for oil, there are challenges in getting these resources to global markets. The movement of crude oil by rail has increased significantly with the United States receiving 99% of Canada’s crude petroleum exports.
Rising North American oil production and limited pipeline capacity have led industry to increase oil by rail movements to reach refineries and markets. Shipments of oil by rail have rapidly increased, faster than economic growth and increases risk of displacing shipments for other goods (e.g., agricultural and forestry products), although oil by rail only accounts for roughly 10% of all rail tonnage.
Indeed, Canadian Association Petroleum Producers (CAPP) estimates that about 700,000 barrels per day of crude oil could potentially be transported to markets by rail in 2016; a three-fold increase over today’s level.




LAC-MEGANTIC
e On July 6th, 2013, a Montreal, Maine & Atlantic train derailed in Lac-

Mégantic killing 47 people after sixty-three tanker cars loaded with crude
oil ruptured or exploded.

 The Government continues to take concrete action in response to the
incident.

10
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As you know, last summer a Montreal, Maine & Atlantic train derailed in Lac-Mégantic, Quebec killing  47 people after sixty-three tanker cars loaded with crude oil ruptured or exploded. 
The Government has taken concrete actions following the Lac-Megantic incident, relating to safety and security as well as the liability and compensation regime.
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RAILWAY SAFETY UPDATE

Over the past several months, TC has:

v

v

v

v

issued Emergency Directive to enhance safety of existing railway operations and
security of railway transportation

issued Protective Directions requiring shippers/importers of crude oil to conduct
classification testing, and rail companies to share information with municipalities

approved revised Canadian Rail Operating Rules to strengthen operational safety
requirements

accelerated development of new regulations (e.g., grade crossings, DOT-111s)

... and continues to:

v

v

work closely with key stakeholders (e.g., Federation Canadian Municipalities)

collaborate with US colleagues (FRA, PHMSA, US DoT) to coordinate policy and
regulatory activities (e.g., improved tank car standards)

prepare for final Transportation Safety Board report on Lac-Mégantic
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Regarding the safety of railway operations and the transportation of dangerous goods, Transport Canada has:
issued Emergency Directive to enhance safety of existing railway operations and security of railway transportation ;
issued Protective Directions requiring shippers and importers of crude oil to conduct classification testing, and for rail companies to share information with municipalities;
approved revised Canadian Rail Operating Rules to strengthen operational safety requirements;
accelerated development of new regulations (for example related to grade crossings and DOT-111 tank cars); and
completed a review of current liability and compensation regime for federally regulated railways (ACG to provide  preferred text)
We also continue to work closely with key Canadian stakeholders (like the Federation Canadian Municipalities) and collaborate with our US colleagues, in particular the US Department of Transportation, the Federal Railroad Administration, and the Pipeline and Hazardous Materials Safety Administration to coordinate policy and regulatory activities.  This work includes, for example, efforts to further improve rail tank car standards.








LIABILITY AND COMPENSATION

In the 2013 Speech from the Throne, the Government commitment to “require
shippers and railways to carry additional insurance so they are held accountable”.

The Minister responded to this commitment by launching a review of the liability
and compensation regime for federally regulated railways in January 2014.

The goal of this review is to align the regime with the “polluter pays” principle
present in the liability regimes of other modes, and ensure that sufficient funds are
available to adequately compensate potential victims, pay for clean-up costs, and
ensure taxpayers are protected in the event of an incident.

Through the review’s consultation process, the Department heard from over 25
stakeholders, including large and small railways, a range of commodity shippers,
the Federation of Canadian Municipalities, and several provinces.

12
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The Minister responded to the Government’s Speech from the Throne commitment to “require shippers and railways to carry additional insurance so they are held accountable” by launching a review of the liability and compensation regime for federal railways in January 2014.
The goal of the review is to strengthen the regime by ensuring that adequate resources would be available to respond to not only day-to-day occurrences, but also a catastrophic event, and by aligning the regime with the “polluter pays” principle. 
Transport Canada is developing options for a strengthened regime, informed by this stakeholder input. 






CHALLENGES IN GRAIN TRANSPORTATION

Western Canada produced a record 76 million metric tonnes (Mmt) of grain this year —
50 percent higher than the 10-year average.

Harsh winter weather significantly diminished rail performance.

To help the grain transportation system reach the goal of getting product to market
quickly and more efficiently, the Government enacted, the Fair Rail for Grain Farmers
Act in May 2014

— minimum volume requirements for the movement of grain by CN and CP.

— extend interswitching distance from 30km to 160km in Alberta, Saskatchewan and
Manitoba for all commodities.

— prescribe operational terms in arbitrated Service Level Agreements (SLA).

— compensation payable to the shipper for direct expenses following a determination
that the railway is failing to fulfill its service obligations.

The Government also pursues an array of collaborative partnerships with stakeholders
across the supply chain.

13
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Switching away from oil by rail, issues with the transportation of grain this past winter are an acute example of what can occur when rail service is challenged by periods of peak demand and service disruptions.
As I am sure most of you know, the Government took action to address specific transportation challenges in the grain  sector, first with an Order in Council on March 7th of this year, that mandated volume requirements and later in the month with the Bill C-30, the Fair Rail for Grain Farmers Act that extended the volume requirements and added some additional measures to  address related rail service issues.  
The measures enumerated on the slide will sunset in 2016 unless extended by Parliament.  This was meant to address the immediate challenges, but coordinate with the broader review of rail issues that will be undertaken in the CTA Review that was announced by Minister Raitt on June 25, 2014.  
In addition to regulatory measures, the Government engages stakeholders through an array of collaborative partnerships and forums to ensure Canadian shippers have access to effective, efficient and reliable supply chains.






ASIA PACIFIC GATEWAY INITIATIVE

Launched in 2006, the Asia-Pacific Gateway and Corridor Initiative aims to
establish the best transportation network facilitating global supply chains
between North America and Asia.

Collaboration among public and private sector partners led to investments
In strategic infrastructure projects, domestic and international outreach, and
policy and regulatory measures that support a competitive business
environment.

To date, the Government of Canada has invested approximately $1.4
billion in APGCI infrastructure projects, in partnership with all four western
provinces, municipalities and the private sector, for a total project value of
approximately $3.5 billion.

14
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The Asia-Pacific Gateway Initiative is an example of collaborative partnerships and infrastructure investment to increase capacity and fluidity of Canada’s transportation system.
Since the launch of the Initiative, Asia-Pacific Gateway partners have steadily increased the Gateway’s share of container imports, despite the challenges of the global economic recession, through a steadfast commitment to invest in new capacity and improved infrastructure, and a collaborative approach to improve efficiency and reliability across the entire supply chain.
These projects are key to improving the movement of goods and people by addressing bottlenecks and improving multimodal connections.
System capacity has been enhanced to support the flow of record volumes of trade in both Prince Rupert and Vancouver, and strengthened vital connections to improve performance and efficiency of the Asia-Pacific Gateway.  
For example, the Government provided a contribution of $30.2 million under the Asia-Pacific Gateway and Corridor Transportation Infrastructure Fund for the construction of 3 road/rail overpasses, which will help to ease traffic congestion through the City of Surrey, the City of Langley and the Township of Langley. Project completion was announced in June 2014. These overpasses will improve the flow of traffic and shipments through the Roberts Bank Rail Corridor, increase trade with the Asia-Pacific region and enhance the security and environmental sustainability of the transportation system, as well as the quality of life of neighboring residents.
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STAKEHOLDER COLLABORATION AND PARTNERSHIPS

 Asia Pacific Performance Table — Intermodal:
— Meets quarterly to discuss intermodal metrics, operations optimization and
winter contingency planning

— Representatives from rail, trucking, shipping lines shippers, terminal operators,
labour, port

« Commodity Supply Chain Table:

— Meets bi-annually to promote exchanges on logistical issues affecting supply
chains in Canada for commodities that are shipped by rail through different
gateways and trade corridors; discuss the development and implementation of
relevant and evidence-based supply chain performance metrics to increase the
visibility of the overall system performance

— Representatives from rail, shippers (grain, mining, forest products etc), port,
shipowners

15
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As part of APGCI, Transport Canada co-chairs with industry the Asia Pacific Performance Table on Intermodal Containers. Meeting on a quarterly basis, this group discusses performance metrics for the movement of intermodal containers and identifies strategies to optimize operations, including winter contingency planning. Memberships includes representatives from various sectors of the supply chain.
Another example of a collaborative partnership is the recently established Commodity Supply Chain Table to provide a forum to address issues that affect the freight logistics system, facilitate partnership building and develop supply chain performance metrics.
In conclusion, increasing global demand, particularly from Asia, for Canada’s key commodities will present challenges for particular aspects of our transportation system, including rail capacity.
Strong partnerships and strategic investments will remain key in going forward. As well, safety and security initiatives,  and enhanced liability and compensation regimes will also be critical to further strengthening the safety, efficiency and competitiveness of Canada’s transportation system.







ANNEX A: CANADIAN CLASS 1 AND SHORT LINE RAILWAYS
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Annex B: Crude Oil Takeaway Capacity vs. Supply Forecast
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