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TO ALL STAKEHOLDERS

This project proposes a comprehensive road and heavy rail infrastructure
solution between Nisku, Leduc and Edmonton in the south and Fort McMurray and the
various oil sands operations in the north.
The physical description of the project, its stakeholder benefits and a business
case to successfully achieve its financing and ongoing operation were outlined in the
Phase One report, dated March 15, 2004.
All the elements of the business case have now been examined in substantial
detail. As a result of this work the conclusions of Phase One have been confirmed. The
project will have positive economic and social benefits for all affected stakeholders.
In preparing the enclosed report, conservative volumes of industrial traffic and
realistic assumptions of the industrial and oversized volumes that will be attracted to
rail have been used. Costs have been carefully calculated. The project has been
thoroughly examined from the perspective of government, affected communities and
their citizens, as has its impacts on business, particularly present and future oil sand
operations. A wide range of project risks and their mitigation have also been studied.
I wish to emphasize one particular point – if the results of the project
investigation had turned out to be negative and the concept was determined to be
neither economically viable nor timely, we were completely prepared to walk away
from the initiative and recommend no further work.
However, such is not the case. The project does have significant merit and
should be pursued.
This Initiative identifies a rare opportunity to create a complete and
comprehensive infrastructure system that will help to assure that the enormous potential
of the Athabasca Oil Sands are realized.

Suite 3370, 150 – 6th Avenue S.W., Calgary, Alberta T2P 3Y7
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Clearly without the benefits of reduced capital and operating costs together with
the potential for new and enhanced export revenues that this project will generate, the
business of our oil sand operations both now and in the future will be impaired.
Without this comprehensive solution we will fall back upon “one at a time”
strategies, expanding a section of road here and building a new bridge there; a process
that rarely produces optimal results.
We would be left without the option of a heavy duty, high load capacity and
dependable rail service to the various oil sand operations in the Fort McMurray area; a
service that will provide efficient and low cost industrial freight operations initially and,
before too long I believe, an efficient and cost effective way to transport people.
Conventional oil production in Alberta has been declining for many years.
Natural gas production now appears to be beginning its slow but inevitable decline in
the province as well.
Our enormous oil sands resource represents Alberta’s great hope for future
generations. It is important that we adopt the necessary strategies for their orderly and
successful development. An effective, efficient and complete infrastructure system will
be a core element of a successful strategy if we are to attain the 5 million bpd potential
of oil sand production by 2030.
There is before us an important opportunity to continue with the realization of
this visionary project.
With the successful conclusion of a MoU by December 1st, 2004, we will be
well positioned to achieve financial closing in the spring of 2005. Construction will
then begin in 2005 with completion in 2009. Revenue service starting in 2010 would
create a new era of transportation dependability and efficiency in the region.

James K. Gray
Chairman
JKG:mma
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FOREWORD
The North East Alberta Transportation Initiative (“Initiative”) envisions a long-term
comprehensive surface transportation infrastructure solution for northeastern Alberta. This
comprehensive Business Case Verification Report (“Report”) has been prepared to determine
the optimal long-term comprehensive surface transportation infrastructure solution, its business
structure, financing solution and describes the steps required to achieve its implementation.
The Report also includes the assessment of tonnage values of freight in the region and the
mapping of the possible route and project costs.
The original work on this solution was called the Oils Sands Transportation Initiative (”OSTI”).
While the name referenced oil sands development, it was identified during the subsequent
Open House Information Sessions that the initiative encompassed a broader perspective well
beyond the oil sands activities in the region and thus the initiative name change to the North
East Alberta Transportation Initiative. The Report details a business solution to resolve existing
and future transportation issues and needs within the Athabasca Oil Sands (“AOS”) region of
northeastern Alberta. The AOS is primarily comprised of the Regional Municipality of Wood
Buffalo (RMWB). The proposed governance and implementation solution is the formation of a
not-for-profit industry service corporation named North East Alberta Transportation Corporation
(“NEATcor”) established by industry and the Government of Alberta.
Terms of Reference
Initiative Project Area
The Initiative project area encompasses the major surface transportation links between the
Greater Edmonton Area (GEA) to Fort McMurray and beyond to existing and proposed oil
sands developments as well as all other industrial users in the region.
Purpose
The purpose of the second phase of the Initiative is to undertake a comprehensive review of the
Initiative and a Business Case Verification to determine the optimal business structure and
financing solution needed to implement the Initiative along with the steps required to achieve
financial close for NEATcor. The Report also includes the determination of tonnage values
serving the existing AOS plants north of the Ft. McMurray region and mapping of the possible
route, project cost and revenues associated with freight traffic in and out of Fort McMurray and
northeastern Alberta. The defined costs and revenues will be assessed to determine the
potential and rationale for creation of a transportation authority established by the Government
of Alberta, Oil Sands producers, industrial users and the RMWB which is sustainable over the
long-term.
Tasks
1. Provide the following:
•

Develop the business, financial and governance structure of an Industry Service
Corporation (“ISC”);
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•

Identify major project risks and mitigation strategies;

•

Develop the applicable financing program, capital market assessment and financial
risk assessments;

•

Identify legislative changes and prepare draft legislation;

•

Develop necessary draft project agreements;

•

Develop a project procurement strategy;

•

Develop a project Implementation strategy;

•

Identify desired surface transportation infrastructure upgrade and maintenance
requirements to improve efficiency of transportation into and out of the AOS region;

•

Identify capital, maintenance and operating costs for the existing and desired
transportation infrastructure;

•

Undertake a Weigh-In-Motion (“WIM”) study of vehicle traffic along Highway 63;

•

Undertake traffic count studies at major relevant points; and

•

Establish potential revenues from export freight volumes.

1. Develop a preferred infrastructure upgrading program with capital, maintenance and
operating costs.
2. Undertake a cost-benefit assessment to establish the range of freight tonnage required
to support the preferred upgraded infrastructure system.
3. Review the cost-benefit assessment with affected stakeholders to establish potential
impacts and define the level of confidence associated with the range of economic
assumptions and parameters utilized.

4. Outline an organizational structure and process to implement the business structure in
early 2005 and concurrently begin construction to achieve full system completion in mid
2009 to support debt service payment obligations targeted to begin in 2010.
Stakeholders
The Initiative stakeholders include the participants as noted on the following page. All
stakeholders contributed to the funding of the preparation of the Report and have provided
valuable input and information for the Report. The Initiative stakeholders believe that without a
long-term strategic transportation plan and supporting infrastructure for servicing oil sands and
regional developments, other industrial users and the communities in the region and specifically
the RMWB, will adversely impact the growth potential of the region and the economy of Alberta
and Canada.
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Albian Sands/Shell

Canadian Pacific Railway

Imperial Oil-ExxonMobil

ATCO Group
Athabasca Northern Railway

Deer Creek Energy Ltd.

OPTI-Nexen Ltd.

Devon Energy Inc.

Petro-Canada

Birch Mountain Resources Ltd.

ENCANA

Suncor Energy Inc.

Canadian National Railway

Government of Alberta

Syncrude Canada Ltd.

Canadian Natural Resources Ltd.

Husky Energy Inc.

Titanium Corporation Inc.

Initiative Project Team
The Initiative is the creation of the Athabasca Oil Sands Transportation Corp. (AOSTC).
AOSTC was incorporated solely to produce the Business Case - Verification Report. AOSTC
assembled expert nationwide specialists with proven records of providing transportation
infrastructure design, build, finance and operate solutions. The core of these specialists have
previously and successfully worked as a team providing major transportation infrastructure
solutions such as Strait Crossing’s (“SCI”) Confederation Bridge and the establishment of NAV
Canada to name a few similar examples.
The current Initiative project team responsible for preparing this report includes a staff and
consultants in excess of 40 experts. The leadership of this team consists of the following
individuals and their respective affiliations:
Chairman - James K. Gray, O.C., Athabasca Oil Sands Transportation Corp.
Project Leader - Paul Giannelia, Athabasca Oil Sands Transportation Corp., (SCI)
Project Advisor – Eric Newell
Project Communications – Rod Love, R. Love Consulting Ltd.
Project Consultation – Barry Styles, Highwood Communications Ltd.
Project Demand - Barry Fitzsimons, Stantec Consulting Ltd.
Project Finance - Duncan McCallum, RBC Capital Markets
Project Governance - Guy David, Gowling Lafleur Henderson LLP
Project Implementation - Phillip Lockwood, P.Eng.,SC Infrastructure (SCI)
Project Legal - Kerry Powell, Gowling Lafleur Henderson LLPl
Project Scope - Carl Clayton, P.Eng, PE, Stantec Consulting Ltd.
Project Structure - J. David Pirie, SC Infrastructure (SCI)
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LEGAL NOTICES
1. Confidentiality
This document is the confidential property of the Athabasca Oil Sands Transportation Corp.
(AOSTC) and has been prepared exclusively for the clients and the project identified herein.
The material herein reflects AOSTC professional judgment given the information available
to AOSTC at the time of preparation. Nothing herein may be reproduced, reused or
modified without the prior written authorization of AOSTC.
2. Freedom Of Information And Protection Of Privacy (FOIP) Laws:
The records and documents stipulated in the grant agreement as being required or
prepared by AOSTC may be subject to freedom of information and privacy laws. Should
AOSTC or the Stakeholders receive a request under FOIP legislation for any of these
records or documents, and such request not be contested by AOSTC or Stakeholders,
AOSTC will provide these records at the Stakeholders’ cost within 15 days from the
request.
3. Third Party Use of the Documents
This report represents work performed by AOSTC to prepare the Business Case
Verification recommendations for improving the operating efficiency of the current
transportation system as well as developing a new and improved system. This Report
should not be relied upon for any purpose other than that for which it was intended. Any
representations contained in this Report are not in any way guaranteed or warranted by
AOSTC or its consultants, if any, or their respective employees.
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ABBREVIATIONS TABLE
AADT
AIH
AIHA
AIP
ALPAC
ANR
AOS
AOSTC
AT
BC
BSE
CM
CN
CNRL
CO2
CP
DAO
DBRS
DB
EBITDA
FMA
FMIUG
FOIP
FTL
GAAP
GCOS
GEA
GoA
GoC
Initiative / NEATI
ISC
IUG
Km
MoU
MTI
N/A
NEATcor
NPV
O&M
OCIP
OSTI
Report
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Average Annual Daily Traffic
Alberta Industrial Heartland
Alberta’s Industrial Heartland Association
Agreement in Principle
Alberta-Pacific Forest Industries Inc.
Athabasca Northern Railway
Athabasca Oil Sands
Athabasca Oil Sands Transportation Corp.
Alberta Transportation
British Columbia
Bovine Spongiform Encephalopathy or mad cow disease
Construction Manager
Canadian National Railway Company
Canadian Natural Resources Limited
Carbon Dioxide
Canadian Pacific Railway Limited
Designated Authority Organization
Dominion Bond Rating Service Limited
Design Build
Earnings Before Interest, Taxes, Depreciation, and
Amortization
Forest Management Area
Future Member of Industrial User Group
Freedom of Information and Protection of Privacy
Full Truck Load
Generally Accepted Accounting Principles
Great Canadian Oil Sands
Greater Edmonton Area
Government of Alberta
Government of Canada
The North East Alberta Transportation Initiative
Industry Service Corporation
Industrial User Group
Kilometer
Memorandum of Understanding
Master Trust Indenture
Not applicable
North East Alberta Transportation Corporation
Net Present Value
Operations and Maintenance
Owner Controlled Insurance Program
Oils Sands Transportation Initiative
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RMWB
RRB
S&P
SAGD
SARS
SCI
SCO
SIA
WACC
WCB
WIM
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Regional Municipality of Wood Buffalo
Real Return Bonds
Standard & Poor's
Steam Assisted Gravity Drainage
Severe Acute Respiratory Syndrome
SC Infrastructure Corp. or Strait Crossing Inc.
Synthetic Crude Oils
Strathcona Industrial Association
Weighted Average Cost of Capital
Workers Compensation Board
Weigh-In-Motion
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EXECUTIVE SUMMARY
Introduction
The North East Alberta Transportation Initiative (“Initiative”) is a comprehensive, SUSTAINABLE
surface transportation solution developed for the Athabasca Oil Sands (“AOS”) region of
northeastern Alberta. The AOS has in excess of 140 billion barrels of recoverable reserves and
the total forecasted planned expenditures for new plants and operations and maintenance of all
plants will be in excess of $300 billion over the next 30 years. Production is targeted to achieve
2 million bpd by 2012 and 5 million bpd by 2030. Such massive sustainable industrial activity in
such a relatively concentrated and isolated region is unique and urgently requires extensive
transportation and logistical infrastructure.
Concept & Structure
The Initiative includes the establishment of a not-for-profit Industry Service Corporation (“ISC”)
which would be incorporated as the North East Alberta Transportation Corporation (“NEATcor”).
NEATcor’s structure would closely follow the successful model used for NAV Canada and the
other Airport Authorities in Canada.
The Government of Alberta (“GoA”) would continue to own all roadway assets (except for
assets on private property) and would provide a License and Use of Occupation to NEATcor for
roadways and for the land required for the railroad. The rail assets would be owned by
NEATcor. This Report and the Financial Models described in Section 7 and contained in
Appendix 9 have been based on establishing NEATcor as an ISC with the exclusive right to
charge a tariff on all rail tonnages (commercial and industrial) and for all industrial freight
shipped by road within the defined transportation corridor.
The scope of surface transportation improvements would include a complete upgrading and
extension of all primary road and rail networks in the region connecting the Nisku/Edmonton
industrial area and beyond with the individual plant sites of the AOS region both current,
planned and future. NEATcor, together with Alberta Transportation, would be responsible for
all ongoing future improvements, operations and maintenance of the road assets with NEATcor
being responsible for all future improvements, operations and maintenance of the rail assets.
All risks of costs, schedule, quality and revenues would be assumed by NEATcor. All services,
operations and maintenance would be outsourced to the private sector through a competitive
process. There would be full open access to all rail and road facilities.
The operational and governance structure for NEATcor would be similar to NAV Canada. A
specific mandate to establish, charge, amend and collect the tariff would need to be provided to
NEATcor in legislation by the Government of Alberta. This Report includes draft outlines of the
legislative requirements and an outline of the governance provisions in order to make NEATcor
a self-regulating entity, while remaining responsive to the needs of its stakeholders.
Economics
The proposed new transportation infrastructure will result in a significant reduction in travel
times, transportation cost savings and improved travel safety for all users. The reduction in
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surface freight transportation trip time is measurable and is in excess of 17 per cent. The
current plan is for the infrastructure to be completed and in service in 2009 and the financial
plan is based on the start of tariffs in 2010.
The savings in future (base 2010) road freight costs will be in excess of $15 per tonne. The
savings in future (base 2010) rail freight costs over road freight costs will be in excess of $41
per tonne. The savings in future (base 2010) oversized load rail costs over road freight costs
will be in excess of $147 per tonne.
The funding is based on a portion of the savings in transportation costs to cover the costs of all
of the necessary transportation infrastructure improvements. The funding would be provided
through user fees (“tariffs”) being placed on all rail freight and only industrial road freight within
the AOS region. The following summarizes the required tariffs for the various business
scenarios being considered:

Low Case
Base Case
Business Case

Unit

Base Year
[2010]

21 Yr Average
[2010 to 2030]

$/tonne
$/tonne
$/tonne

$19.97
$12.97
$ 9.60

$14.89
$ 9.67
$ 7.16

The Initiative’s objective is to offset the tariff charges with direct savings arising out of the lower
transportation costs realized with the proposed infrastructure improvements and transportation
alternatives being provided. This objective is met without requiring a minimum modal shift of
industrial regular sized freight in all existing forecasted AOS region oil production growth
scenarios. Section 8 of this report provides the details of these various scenarios.
For the Low Case scenario only, where the AOS oil production is artificially capped at the
forecasted 2 million bpd in 2012 and no growth thereafter, a modal shift moving 15% of regular
size industrial freight from road to rail is required in order to achieve cost neutrality.
The transportation funding solution does not include any tariff on private vehicles or any
commercial freight using the road system, although these groups will be identical beneficiaries
of the transportation improvements.
In following the example of other successful Canadian transportation infrastructure financings,
the NEATcor financing solution includes financial contributions from the Government of Alberta
of $300 million, with the balance of the $2.5 billion capital cost to be arranged in the debt
markets of Canada. It is proposed to arrange the $2.2 billion of debt financing through a
combination of real rate bonds and floating and variable term revenue bonds. The proposed
contractual term for the arrangements between NEATcor and the Government of Alberta is 60
years with a right of renewal for a further 20 years. The longest term debt would likely be in the
order of 40 years. NEATcor would periodically go into the capital markets for additional
borrowings as required to meet any replacement costs or any capital additions to the road and
rail transportation system. Revenue generation has been deferred for 12 months beyond
construction completion as a schedule contingency and will commence in July 2010. This
financing structure will also defer the debt repayment to a broader base of future industrial
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users with less burden to the current industrial users. The Initiative will create significant
“franchise” value to the industry user, based on the calculated NPV of the cost savings on the
assumed growing volumes over the 40 to 60 years required to retire the debt.
In addition to realizing significant transportation infrastructure improvements in the region, the
industrial stakeholders would also realize direct reductions in their plant production and
operating costs due to reduced transportation costs as well as significant qualitative benefits of
increased road safety and resulting environment improvements.
The solution will further link the greater Nisku/Edmonton region to the AOS and two of the many
benefits include more prefabrication work being done in the Nisku/ Edmonton area and beyond
and provide for the creation of significant new export opportunities for the AOS region.
Open House Survey Results
As part of preparing this Report IPSOS REID has been commissioned to conduct a series of
“Open House” information sessions to provide information on the Initiative, respond to any
questions asked and to conduct a random telephone survey. The results of the “Open Houses”
and telephone surveys were very positive in response to questions focused on the need for
transportation improvements in the region, safety concerns and the need for the Government of
Alberta to support the funding of transportation improvements in the Region. These positive
results are summarized in Appendix 1.
Sustainability
The Initiative solution is sustainable and self financing and does not require any government
support during the life-cycle of operations and maintenance.
Environmentally, the Initiative will result in significant reductions in emissions. The
improvement in air quality will directly benefit all stakeholders on an ongoing basis. By creating
a lower cost and year round transportation system, there will be the ability to reduce growing
stockpiles of production by-products and salvage items which will significantly benefit the
environment.
Socially, the safer, more user-friendly transportation system and choices will enhance the
quality of life of the community and region.
Economically, lower transportation costs combined with the increase in transportation choices
will reduce the production and operating costs for all industries in the AOS. The reduction of
transportation costs will also reduce the cost-of-living for residents in the region.
Implementation
The focus of this Initiative is to have the total solution implemented as soon as possible, so that
current oil sand developments and other industrial users are able to maximize the benefits of
the improved transportation system. The implementation will require approximately four years
to complete and during this time period all engineering for future new plants and upgrades can
allow for more rail related lower cost modular fabrication occurring offsite in their final designs.
The plan envisions a start in the second quarter of 2005 with the target completion of the
implementation during the second quarter of 2009.
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1.0

CHALLENGE AND OPPORTUNITY

The North East Alberta Transportation Initiative (“Initiative”) is a sustainable transportation
solution that includes a new and improved freight rail service and an upgraded and expanded
road system between Edmonton and Fort McMurray. It also includes a new road and rail
bypass route around Fort McMurray to the plant sites (the “Project”). The Initiative provides the
opportunity to move machinery, equipment, materials, goods and services more economically
as well as the future option to develop a new commuter rail service to transport people to
existing plants, new plants and points southward. The Initiative is important to efficiently
support new plant construction as well as the ongoing operations of existing plants that require
resources of machinery, equipment, materials, and labor to successfully operate in a socially
and environmentally responsible manner.
It is of utmost importance that transportation infrastructure keep pace with the expected
increase in oil sands developments. Continued development in the Athabasca Oil Sands
(“AOS”) is evident with industry leaders making significant new investments in both “greenfield
sites” and existing plants. According to the Alberta Chamber of Resources, Oil Sands
Technology Roadmap1, the industry is growing towards an aggregate production of two million
bpd by 2012. This roadmap also suggests that the industry may be producing five million bpd
by 2030.
The AOS region is targeted to produce 80 per cent plus of the total oil sands production in
Canada (based on historical data). The need for a secure supply of oil in North America and
the expected demand increase has positioned the AOS with a unique potential.
Figure 1.1 illustrates the forecast for oil production and the relative magnitude of spending on
new capital, sustaining capital, and operations and maintenance to support industry growth. In
addition to serving inbound (imported) freight and future commuter needs in the oil sands
region, the Initiative also enables the efficient transportation of export freight such as production
byproducts to world markets.

1

“Oil Sands Technology Roadmap: Unlocking The Potential”, 2004, Alberta Chamber Of Resources
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Figure 1.1
Long Range Forecast of Oil Sands Development and Production, Base Case
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Source: Oil Sands Technology Roadmap, Alberta Chamber of Resources, December, 2003
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Note: Chart shows all oil sands areas including the Peace River and Cold Lake regions as well
as the Athabasca region.
The chart's solid line depicts forecast production in barrels/day (left axis) for oil sands
development. The average annual growth rates used for this forecast are:
•
14 per cent for the period 2004-20122
•
5 per cent for the period 2012-20303
The following Figure 1.2 shows the current short-term growth in Oil Sands production with the
addition of new plants and expansions. The projects represent only those plants that are in
operation, under construction or have received approval to proceed. This analysis shows that
at the end of 2010, the AOS region is expected to be producing in excess of 1.5 million barrels
of oil per day.

2

Based on these growth rates, production would reach 1.5 M barrels per day by 2010; 2.0 M barrels per
day by 2012 and 5.0 M barrels per day by 2030. Production growth is achieved through developing new
and/or expanding existing plants by spending new capital.
3
The chart's bars depict forecast spending (right axis) by the oil sands developers on new capital
construction, capital renewal and operating costs, excluding inflation. As the production capacity expands,
so does spending on operating costs and new capital.
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Barrels/Day

Figure 1.2
Forecasted Athabasca Oil Sands Production, 2004-20104
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Figure 1.3 depicts the breakdown of industrial expenditures and is derived from expenditure
forecasts for the period 2010 to 2012 inclusive. It clearly shows that while new capital
construction expenditures resulting from growth may be significant; almost 70 per cent of the
total expenditures will be ongoing for operations and sustaining capital. These expenditures will
occur even if new capital spending does not occur.
Figure 1.3
Source of Industrial Expenditures (derived from Figure 1.1)
This forecasted breakdown of expenditures is important because transportation and logistics
New Capital
31%

Operations &
Maintenance
61%

Sustaining
Capital
8%

4

Based on current production estimate of 690,000 bbls/day and projects under construction or approved
identified in "Oil Sands Industry Update, Alberta Economic Development", March 2004.
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costs represent an important portion of this spending, thus as total spending increase, so does
spending on transportation.
Today, the freight rail service stops at Lynton (northern terminus), which is approximately 25 km
south-east of Fort McMurray and this constraint prevents a direct rail link north to the individual
oil sands plants. This requires costly and time-consuming trans-loading for products that are
shipped by rail and then trucked to and from individual oil sands plants. Import freight to the oil
sands plants and consumer goods into the Regional Municipality of Wood Buffalo move
primarily by truck. Standard truckloads travel north from Edmonton via Highway 63 while
oversize loads initially take an easterly route around Edmonton, and then move north on
Highway 63. Commuter traffic involving buses and cars moves north and south from Edmonton
to Fort McMurray on Highway 63. Commuters traveling to and from the plant sites go either by
bus or car. Outbound (export) byproducts move by truck from the plant sites, through Fort
McMurray to the railhead south of the City. Byproducts are then trans-loaded and shipped by
rail to Edmonton and world markets. All truck, bus and vehicle traffic moves directly through
Fort McMurray on Highway 63.
The traditional approach to infrastructure development has relied exclusively upon government
funding. However, transportation funding in the region has lagged behind as governments have
endeavored to meet commitments in healthcare, education and other areas. This Initiative,
supported by an industry service corporation (“ISC”) and affordable user-friendly freight tariff
structure, provides an integrated approach and sustainable solution whereby new investments
in transportation infrastructure will attract demand to the most efficient mode of transportation.
The Initiative solution will significantly reduce the costs of freight transportation, provide for
currently unavailable new export opportunities, provide the option to develop commuter rail
service on the new rail alignment with lower user costs, improve the quality of life for users on
the improved road transportation system, provide greater energy efficiency and reduce green
house gas emissions to the environment.
The Initiative is a unique opportunity for the Government of Alberta (“GoA”) and industry
stakeholders to participate in a comprehensive sustainable transportation solution. The GoA
funding participation for the Project would be in lieu of traditional funding that will be required to
provide a safer, growing and more efficient road transportation system to Fort McMurray and
beyond to existing and proposed plants.
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2.0

INITIATIVE DESCRIPTION

2.1

OVERVIEW

The Initiative is a sustainable transportation solution to support existing oil sands operations
and the future growth of the AOS regional industry and surrounding communities. The business
model includes the creation of a single operating jurisdiction (NEATcor) that would be
responsible for major road and rail transportation to the region.
A comprehensive description of the business structure, the
financing solution, the next steps and the schedule to achieve
financial close for the Project is described in Section 7.
The Initiative solution is to finance, build, and operate an
efficient transportation infrastructure that will reduce the cost of
inbound equipment and materials (both industrial and
commercial) into the AOS; reduce the cost of human inputs in
the construction and production process; provide for substantial new export opportunities;
increase the quality of life through enhanced safety and reduced emissions; and reduce the
transportation cost of outbound products from the region.
The infrastructure improvements and expansion will comprise the following:
•
•

•
•
•
•

•

Upgrade the existing highway from Nisku/Edmonton to the Fort McMurray area and
beyond;
Upgrade sections of the existing rail system and build additional sections of line to
provide a complete rail system from Nisku/Edmonton to Fort McMurray area and
beyond;
Provide a new bypass road and rail alignment west of Fort McMurray across the
Athabasca River;
Extend the new alignments with spurs to service all plants (current and future) on the
west side of the Athabasca River;
Extend the new alignments across the Athabasca River to service all plants (current
and future) on the east side of the Athabasca River;
Option to provide a coordinated future commuter rail transit service between
Edmonton and Fort McMurray and beyond to accommodate access to the plant sites;
and
Provide ongoing operations and maintenance of road and rail systems in the region.

The economics of the Initative are predicated on a researched market size, which include:
•

•
•

Industrial freight shipped by road and rail including products, materials and equipment
either manufactured in the Edmonton industrial heartland or shipped through
Edmonton from other Canadian, U.S.A, and overseas locations;
Commercial freight shipped by rail; and
Future potential commuters using a rail system between Edmonton and Fort
McMurray and future potential commuters using rail between Fort McMurray and the
plant sites.
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A capital investment of approximately $2.5 billion, as summarized in Section 5, is required to
build the new infrastructure, infrastructure expansions, and improvements. NEATcor project
funding would be obtained from a combination of the debt markets and participation of the GoA.
NEATcor will have no equity investors. Cash flows provided through tariffs on surface freight
would fund debt repayment, sustaining capital, and future operating costs.
2.2

OIL SANDS DEVELOPMENT TRENDS

Historical Overview
Oil sands are found in three main deposits in Alberta including the Peace River, Cold Lake and
Athabasca regions. The largest and most developed deposit lies within the Regional
Municipality of Wood Buffalo. Alberta has one of the largest bitumen deposits in the world and
has estimated recoverable reserves in excess of 175 billion barrels based on present
technology.1 The AOS region accounts for approximately 80 per cent or 141 billion barrels.2
Currently oil from oil sands provides Canada with 36 per cent of its production. It is estimated
that by 2030, five million bpd production would represent 20 per cent of North America’s
demand.3
In 1967, Suncor opened the world’s first commercial-scale oil sands processing facility and
pioneered an industry that has made the company a world leader in mining and upgrading
crude oil from the vast oil sands deposits of northern Alberta.
The Syncrude consortium was formed in 1964. Syncrude's initial objective was research on the
economic and technical feasibility of mining oil from the Athabasca oil sands. Syncrude's
proposal for a production facility was approved in 1969. In 1973, construction began on the
Syncrude site and, after five years of construction, the first barrel was shipped on July 30, 1978.
The original two oil sands operations are based on open pit mining processes. However, some
80 per cent of the recoverable bitumen is at levels below the surface that are not conducive to
open pit-mining techniques. This oil must be recovered by in-situ techniques. Using drilling
technology, steam is injected into the deposit to heat the oil sand lowering the viscosity of the
bitumen. The hot bitumen migrates towards producing wells, bringing it to the surface, while
the sand is left in place. Steam Assisted Gravity Drainage (SAGD) is a type of in-situ
technology that uses innovation in horizontal drilling to produce bitumen. In-situ technology is
expensive and requires certain conditions such as a nearby water source. Production from insitu already rivals open pit mining and in the future may well replace mining as the main source
of bitumen production from the oil sands.
Challenges facing in-situ process are efficient recoveries, management of water used to make
steam, and co-generation of all (otherwise waste) heat sources to minimize energy costs.
Other methods of in-situ recovery look promising, and are in research stages of development.
1

Oil Sands Technology Roadmap – Unlocking The Potential January 2004
Government of Alberta-EUB – Alberta Oils Sands Reserves 2002 Supply & Demand Outlook 2003 2012
3
Government of Alberta, Energy-Oil Sands website
2
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Investment in the Oil Sands
Oil sands have been seen as a potential energy source for centuries. In the 1920’s, engineers
and researches were working on methods to separate the sand from the bitumen. However, it
wasn’t until the 1960’s that there was enough interest and improved technology to develop the
resource. Leadership was provided by Great Canadian Oil Sands (GCOS), which came to be
known as Suncor. Improved technologies reduced the cost of production to make the
undertaking viable.
The total cost to produce a barrel of oil in 1984 was approximately $40.004. The cost to
produce the same barrel of oil today is about $18.00 for open pit mining processes. The cost to
produce a barrel of oil with the in-situ oils sands process historically has been less that open pit
mining. This cost has ranged from $23.00 in 1984 to under $14.00 in 2003. As research and
technology improves, the cost to produce a barrel of oil will be further reduced.5
Some $23 billion have been invested in oil sands exploration, extraction and production from
1996 to 2001. The forecasted new capital investment to 2030 is in excess of $80 billion with an
estimated daily production reaching five million bpd.6

2.3

TRANSPORTATION FOR INBOUND MATERIALS AND EQUIPMENT

Past
Initially, oil sands development was undertaken primarily with on-site fabrication and erection of
the fabricated components. Specialty vessels, towers and associated support infrastructure
were fabricated across North America and globally and then shipped to site by a combination of
road, rail and waterways. This construction process also required the oil sands developers to
erect large multiple workforce-housing complexes to house the workers. Some of these
complexes housed thousands of workers in clustered locations. Workers came from all across
Canada.
To support these workers, large amounts of foodstuffs, linens and other consumables were
trucked to the respective sites all year-round. Highway 63 was not paved north of Fort
McMurray to the Syncrude site until 1977.
Present
In the mid-1980’s, the shift from conventional site fabrication of large oil and gas facilities to
modular fabrication methods began. The use of technology and modular construction practices
has reduced the size of the work force for field labor, reduced costs, reduced social and
environmental risks, improved safety, enhanced performance reliability, shortened project
duration, improved overall efficiency, and reduced work site congestion in the workforce
accommodation complexes.
The majority of the oil sands modular fabrication consisting of pipe, cable tray and equipment
modules is undertaken in and around the greater Edmonton area. This trend is increasing.
4

Total cost per barrel (typical)
NRCAN
6
NEB
5
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Large vessels and other specialty items are also fabricated locally in the Edmonton area and
worldwide.
Fabricated modules are typically 24 ft wide by 24 ft high by 80 to 100 ft long. The average
weight is 75 tonnes. Large equipment modules can be as heavy as 275 tonnes. These
modules are loaded onto specialty multi axle, hydraulically supported and steered pendulum
axle transport trailers. The average trip to the Fort McMurray area is four days. The modular
unit arrives on the outskirts of Fort McMurray on Day 3 of the trip. The modules can only pass
through downtown Fort McMurray after midnight and must use the overpass ramps to cross
over each elevated road crossing, as the units are too high to pass under the overpass
structures.
Super oversized vessels are shipped by both
road and rail, with road being the preferred
transportation medium (although localized
reinforcement of existing bridges is an ongoing
requirement). Rail shipments are transloaded
at the Fort McMurray Rail Terminal (Lynton) to
truck and trailer units and complete the
remainder of the trip by road. The oil sands
developers located south of the Fort McMurray
Terminal can utilize the rail service directly to
the plant site as spur rail lines are provided
from the main line. However, they would
require a transloading terminal north of Edmonton at 50th Street and Manning Freeway, as this
is the point where there are no longer restrictions on the dynamic envelope of the rail line.
The delivery of other materials such as cement, lubricating oils, fabricated spool pieces;
construction equipment, piping and tools, workforce housing units and so forth are all shipped
to the oil sands plants is by road. The average truck makes the trip at 50 to 70 per cent of the
rated legal load capacity and nearly all return to the Edmonton area empty. Therefore, the
receiver must pay increased transportation costs to pay for the empty back haul.
Hazardous goods (consisting currently of 30 per cent of all truck traffic) shipped and received
by the oil sands industrial activities must be transported through the center of Fort McMurray, as
there is no bypass or alternate routes available.
The annual spring road bans impose a significant impact on the delivery, size and completion of
the fabricated modules. Modules being fabricated that are required in the assembly sequence
must be shipped completed or not in order to conform to the imposed road bans. This has an
enormous impact on the schedule and can have significant cost impacts on projects.
In some cases, when modules are shipped to site earlier than they are required, or in the wrong
delivery sequence. Multiple handling of the modular units is required with considerable cost
impacts on projects.
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Future
As the number of oil sands developers increase, and the existing oils sands operators expand
and renew their facilities, the demand for fabricated modules will increase significantly. As the
oil sands development expands northward, the transportation costs will increase due to
increased distances and other incremental costs.
With increasing demands, the need for a more
efficient, cost-effective transportation system will be
required. Moving the immense amount of material and
equipment on the existing roadway infrastructure is not
sustainable.
The Initiative offers present and future oils sands
developers an important new alternative for
transporting equipment and materials to plant sites.
NEATcor will provide direct service delivery to plant
sites, a delivery medium in rail moving modules, spool
pieces, small intermodal loads, equipment and any
other materials currently delivered by road transport.
At present, in excess of one million tonnes annually of hazardous or dangerous products travel
through Fort McMurray to service the region7. This poses significant risk to the residents of the
Regional Municipality of Wood Buffalo (“RMWB”) and other communities along the Highway 63
corridor.
The transport of dangerous goods creates apprehension – for at some point a dangerous.
goods handling error or accident will occur. The apprehension or concern for the communities
is where will the incident occur, what chemicals are involved and how much of the chemical has
been released? The existing municipal emergency response departments have limited
resources in both personnel and equipment to deal with a dangerous goods spill. As the
development of new plants continues and the expansion of the existing oils sands plants and
other industrial development occurs, the risk associated with dangerous goods incidents will
continue to increase.7 A real and viable solution to these issues is the provision of a safer form
of material transport.
The Initiative provides the oil sands and other businesses the ability to transport hazardous
materials to and from their sites using road and/or rail, without passing through the center of
those communities located on the Highway 63 corridor.

7

RMWB Municipal Dangerous. Goods Assessment, Morrison Hershfield July 2003
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Possible Additional Rail Utilization Considerations
The following items are general concepts only and are presented to identify some possible
other utilizations of the proposed rail infrastructure.
•

Rail infrastructure extended into the plant sites on both temporary and permanent spur
rail lines. These spur rail lines would be placed in the center of the proposed modular
highline alignment.

•

Prefabricated modules shipped from the greater Nisku/Edmonton region and elsewhere
could be assembled in the desired configuration, and a modular unit train assembled
whether it is 10 or one hundred modules. The unit modular train would arrive on-site
and be positioned on the temporary rail spur line, and finally off loaded and placed in
the proper order. Thus, the modular units are only handled twice. If the site is not
ready, the unit module train can be stored in the proper sequence on a spur line.

•

Existing modules could be removed from the plant site and shipped back to the
fabrication yard in the greater Edmonton region for refurbishment.

•

The Initiative is not affected by annual spring road bans, so modular units and all rail
freight can be shipped on an unrestricted basis, when they are needed and only when
the prefabrication work is totally complete.

•

The delivery of procured materials from outside of the Edmonton region could be
delivered to the respective fabricators on the rail line directly to the point of fabrication.

Energy Imports
The cost of energy (primarily natural gas) for the operation of the oil sands plants for both
mining and in-situ processes has become a significant operational cost and is having a financial
impact on annual returns of these operations. Several AOS developers are reviewing
alternative means to generate power and steam for AOS processes. These alternates include
the incineration of petroleum coke and the gasification of petroleum coke.
Another potential fuel source is coal. Alberta is fortunate to have
significant coal reserves that are low in sulphur and ideal for combustion
and gasification. The Initiative would provide transportation infrastructure
for the transportation of coal from most regions within Alberta to the AOS.
This would provide a reliable fuel source, another market for Alberta coal
producers and also an opportunity for the AOS producers to market value
added product refined from the gasification process.
2.4

TRANSPORTATION FOR OUTBOUND PRODUCTS

Past and Present
Historically, the export of raw or waste products has not occurred from
northeastern Alberta. The cost of transportation to a major urban area
such as Edmonton and beyond is cost prohibitive in most cases.
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The exporting of products other than by pipeline is primarily limited to petroleum coke and liquid
sulphur by truck and solid sulphur hauled by truck to the rail at Lynton. Not all oil sands
producers export these products. Present and future oil sands developers have not specifically
identified their plans for the handling of these products, other than by stock-piling. Exported
materials such as petroleum coke and sulphur are sensitive to world market pricing and
transportation costs can make or break the export value.
Suncor Energy and Syncrude Canada both utilize the existing rail system operation from the
Fort McMurray Terminal to the CN Walker Yards located in north Edmonton for their exports.
Suncor Energy exports petroleum coke and sulphur from their plant site by truck to the Fort
McMurray Rail Terminal. The petroleum coke is then re-loaded and shipped by rail to Prince
Rupert, BC, for further shipment to Asian markets. The sulphur shipped by rail is sent to a
process plant located in the southern U.S. There are currently 18,000 to 20,000 truck
movements (one way) annually through Fort McMurray to transport petroleum coke and sulphur
alone.8 Of the sulphur exported from Suncor Energy, half of it is trucked directly to a processing
plant located north-east of Edmonton. The volume of petroleum coke and sulphur currently
exported is approximately 500,000 tonnes annually.9
Through an agreement between Athabasca Northern Railway and ALPAC, timber harvested
north of Fort McMurray is trucked to the Fort McMurray Terminal and then shipped by rail to the
ALPAC mill near Boyle. This rail service opportunity has removed some 10,000 truck
movements (in excess of 160,000 tonnes) from Highway 63 between Fort McMurray and the
ALPAC mill.10
Future
Exported materials are price sensitive and transportation costs can be the deciding factor. The
proposed rail infrastructure would provide a cost effective means to transport export goods to
the market. Possible export goods and materials include sulfur, pet coke, olefins, titanium
oxide, fertilizer, bitumen, scrap steel, waste materials for recycling, used machinery, parts, and
the removal of hazardous products. Hazardous goods presently transported by truck through
Fort McMurray would be shipped either by rail or truck using the proposed Fort McMurray
bypass route.
Figure 2.3 outlines the oil sands process in general terms and demonstrates the potential
markets for export products such as petroleum coke, sulphur, titanium oxide, olefins and other
products. Through availability of a low cost transportation infrastructure, oil sands operators
may be able to take advantage of these market opportunities.

8

Athabasca Northern Railway and Suncor Energy
Athabasca Northern Railway
10
Athabasca Northern Railway
9
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Figure 2.3
Oil Sands – Processes and Markets
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Sulphur Exports11
Canada is the world’ largest exporter of sulphur; seven and one half million tonnes in 2003
which is 33 per cent of total world exports. The largest importers of sulphur are North Africa,
U.S.A, India, Brazil and China. China is the world’s largest importer of sulphur. China imported
five million tonnes in 2003. The major markets for Canadian sulphur are China at 29 per cent
and the U.S. at 27 per cent.
Competitive transportation costs and reliable transportation services are paramount to
maintaining and expanding Canada’s export position in the world marketplace. Regardless of
which market is being served, transportation costs are a prominent factor in the delivered cost
of Canadian sulphur.
As conventional gas reserves decline, the availability of sulphur will also decline. Based on the
PentSul sulphur production forecast, the oil sands are seen as an increasing source of sulphur
to offset the declining sulphur production derived from gas production. Current oil sands related
sulphur productions are estimated to be in 1.2 million tonnes annually, which may double by
2010 and possible exceed four million tonnes by 2020.
Favorable export market forecasts, anticipated reductions in sulphur production from more
advantageous geographic regions of central and southern Alberta and the proposed improved
transportation efficiency, combined will create an opportunity for oil sands sulphur exports.
Petroleum Coke
Currently, only 500,000 tonnes of coke is exported from the region annually. A current major
shipper has advised that a rail alternative would increase this amount to in excess of one million
tonnes annually immediately. There exists a current strong market for this source of energy if it
can be transported more cost effectively.
Valued Added Products12
Valued added products include olefins, titanium oxide, fertilizer, bitumen, and synthetic oil and
other precious. minerals and materials. Valued added products and the refining, manufacturing
and exporting of them provide potential additional sources of revenue for the AOS producers.
These opportunities vary with each AOS producer depending on the size, type of operation and
refining and upgrading process.
Presently, the AOS is an isolated region with enormous industrial capacity and potential. Due
to the remoteness of the AOS resource, there is limited interaction or commerce between the
AOS and petrochemical industry located within the Greater Edmonton Area (GEA), including
the Alberta Industrial Heartland (AIH) and Strathcona Industrial Association (SIA) and other
North American petrochemical locations such as Sarnia, ON, Quebec and the Gulf Coast
industries. As production of valued added products increases within the AOS region, it is
assumed that pipeline capacity or appropriate infrastructure would be developed to
accommodate the increased market access demand.
11
Canadian Sulphur Industry & Challenges of Oil sands Sulphur, Sultran Ltd. – June 2004 (Refer to
Appendix 12)
12
Alberta Industrial Heartland - Regional Pipeline Corridor and Setback Study, Stantec, March 2003
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Alberta’s Industrial Heartland Association (AIHA), formed in 1999 with provincial and federal
support, is a four-municipality partnership comprised of Strathcona, Sturgeon, and Lamont
Counties and the City of Fort Saskatchewan.
In the AIH, there are major industrial complexes at BP Amoco, Enerpro, Sherritt International,
Agrium, Dow Chemical, Marsulex, Praxair, Air Liquide, Shell Chemicals, Shell Canada, Albian
(Shell/Chevron Texaco/Western Oil Sands) and Degussa Huls. Imperial Oil Canada and PetroCanada also have major refineries in the AIH. The SIA industrial plant sites are located on the
east-side of Edmonton, with the majority of the sites located in Strathcona County. The AIH
industrial plant sites are located in the formally designated AIH area around the City of Fort
Saskatchewan and are designated on the map in Appendix 13. The AIH is now Canada’s major
chemical center and its leading natural gas liquid fractionation and salt cavern storage region.
The AIH/SIA region is Canada’s leading oil refining center.
The major industrial plant sites/pipeline terminals (approximately 41 within the area), are
engaged in a diverse range of activities: chemicals, fertilizers, petroleum products, natural gas
liquids fractionation and storage, metal processing and many others based on oil, natural gas
and its byproducts, bitumen, synthetic crude oil and so forth.
Key links such as roads, pipelines and rail transportation currently exist between the various
plant sites located within both and between the SIA and AIH, allowing for the exchange of
products and byproducts. Pipeline and rail provide low cost links to markets within North
America and to export markets.
Industrial Growth Drivers
Bitumen Production
Incremental Alberta bitumen production (oil sands mining and in-situ) and related processing
will continue as a main driver in Alberta’s industrial economy. Unprecedented growth in
bitumen production is expected over the next 10 to 15 years. Bitumen production from AOS is
forecast to increase from the current approximately one million bpd, two million bpd by 2012
and five million bpd by 2030.
Financing and controlling very high capital costs are major hurdles at mining and upgrading
sites, but not as significant at in-situ bitumen only sites. Upgrading is less expensive in the
GEA (Edmonton/AIH/SIA) than at the plant sites and is being done in some cases. New
upgraders such as BA Energy, a newly announced Upgrader in Sturgeon County, along with
the Terasen bitumen pipeline terminal are examples of secondary upgrading industries being
created that will procure feedstock (bitumen) from existing AOS producers. Added upgrading,
coupled with refining and related petrochemical operations will potentially increase development
within the GEA.
Imperial Oil Canada and Petro-Canada refineries can be expected to move almost wholly to
bitumen and SCO (synthetic crude oils) by 2010, as conventional Alberta light crude declines
requiring a supply of up to 400,000 bpd of new bitumen/SCO production. Each has land to
construct new upgrader facilities.
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U.S. Mid-west market constraints for bitumen are becoming apparent and even synthetic crude
oils (SCO) will have competition in that area. Back out of imported crude oil from the U.S. to
Ontario refineries appears to offer some limited “new” SCO markets. The U.S. Rocky Mountain
States – much smaller markets than in the Midwest – have some room for SCO’s, but Pacific
Rim market prospects are encouraging pipeline company thinking towards new pipelines to the
west coast from Fort McMurray, and the GEA.
Byproducts from existing/expanded/new Fort McMurray upgraders and possibly Arctic gas will
move south on existing and new pipelines. Until this pipeline infrastructure is designed and
built, NEATcor could offer an interim transportation medium to move bitumen from the AOS
region to the GEA upgraders and west coast tide water ports.
Bitumen requires diluent (dilbit) for pipeline transport or it can be transported as hot bitumen or
as a synthetic/bitumen blend (synbit). Diluent can be recovered via the upgrading process and
returned for blending via pipeline as done at the Albian Scotford Upgrader and Albian mine site.
NEATcor offers the ways and means to move additional diluent into the AOS region when onsite production capacity is unable to meet plant requirements or during plant maintenance turnarounds and other production related issues.
Chemicals
North America is trending towards higher-value products, with new large-scale bulk ethylenebased chemicals becoming a Mid East preserve. A 2002 Petrochemicals from Oil Sands study
presented scenarios emphasizing propylene (polypropylene, etc.) benzene (styrene, phenol),
etc. and para-xylene (for PET et al) production with only modest increases expected locally in
ethylene production.
Chemicals offer an attractive outlet for some bitumen and for certain upgrading byproducts now
burned in fuel gas; some are already recovered for processing in the AIH area , but like all
ethylene production byproducts (except hydrogen), the byproducts are railed to U.S. Gulf Coast
and Sarnia, Ontario plants for further higher-value processing.
The current moves by NOVA Chemicals in adding propane from the AIH to ethane in ethylene
production at Joffre, AB are symptomatic of an Alberta ethane shortfall and will increase the
byproducts beyond those anticipated (and assumed processing here) by the 2002 study. Arctic
gas production may in time add to the ethane supply.
Alberta has little secondary/tertiary chemical production except for some high-value chemicals
made at particular AIH and SIA plant sites. There is good potential to enhance production of
more exotic higher-value added chemicals. However, such plants often need only small natural
gas, nitrogen, oxygen feeds and the odd hydrocarbon stream and have only small connecting
pipelines. Products will be moved largely by rail.
Another potential source of power for the AOS is nuclear energy. While this source of power
has been mentioned in general conversations, nuclear energy is not being considered as a
viable energy source. However, it demonstrates the scale or size of the power needs required
for the AOS industry as a whole.
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Forestry Development
NEATcor offers ALPAC, the licensed operator of the largest Forest Management Area (FMA) in
northeastern Alberta, improved transportation infrastructure for rail hauling of logs from the
harvest areas to their mill located near Boyle Alberta.13
Presently, timber harvested north of Fort McMurray is loaded at the harvest site and trucked
though downtown Fort McMurray to the Linton Terminal, where the timber is transferred to rail
cars and shipped to the ALPAC mill.
The extension of the rail line north to approximately Bitumont and east of the Athabasca River
will permit the loading of harvested timber onto rail cars along the rail line. This will reduce the
number of logging trucks utilizing Highway 63 north of Fort McMurray.
2.5

TRANSPORTATION FOR CONSUMER GOODS

Past and Present
The transportation of consumer goods is presently undertaken 100 per cent by road.
Consumer goods include automobiles, trucks, recreation vehicles, dry and wet goods, furniture,
building materials and so forth. The residents of the Regional Municipality of Wood Buffalo
spent approximately $640 million in 2003 on retails goods.14
Future
The Initiative offers Fort McMurray and other communities north of Fort
McMurray an improved transportation system for the delivery of consumer
goods as well as an alternative to road transportation.
A robust transportation system consisting of both road and rail will better
respond to the growing needs of the regional population.
The Initiative will offer intermodal rail service opportunities including the development of
centralized warehousing and distribution both within Fort McMurray, the planned Fort McKay
distribution complex and beyond.

13
14

Alberta Pacific (ALPAC) website
Composition of "Retail" - From Retail Council of Alberta
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2.6

TRANSPORTATION FOR COMMUTERS

2.6.1

Fort McMurray to Plant Sites

Present
For the past 40 years, the transportation of workers and support staff to and from Fort
McMurray has been by road, utilizing private passenger vehicles, commercial trucks and
contracted busing services.
As the number of oil sands developments increase, the number of people and vehicle
movements will continue to increase. The northern most oil sands developments face
increased competition in retaining workers due to the increase in travel times to and from the
plant sites. Highway 63 has been twinned from Fort McMurray to the Suncor Energy oil sands
plant access road. The traffic congestion is increasing for oil sands developments north of the
twinned portion of Highway 63 and this is resulting in longer commuter times, especially in
severe weather conditions. Increased congestion may lead to increased collisions, injuries and
fatalities on Highway 63.
Future
The future offers numerous opportunities to improve the
transportation of commuters to and from Fort McMurray to
plant sites. Through the development of a passenger rail
service, complete with a bus to rail and rail to bus. distribution
network, commuters could have the opportunity to travel by
rail to plant sites.
The commuter infrastructure would include park and ride centers at each plant site and in Fort
McMurray. Commuter train centers would be equipped with the amenities to support such an
operation. The bus distribution system would include passenger pick up at the rail stations and
distribution of the commuters at designated plant destination points.

2.6.2

Edmonton to Fort McMurray

Past
Up to the late 1980’s, rail service extended from Edmonton into the center of Fort McMurray
along the south bank of the Clearwater River. The original passenger rail serviced the
communities along the rail right-of-way, adjacent to Highway 881.
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Present
For the past 20 years, the transportation of the region’s residents, workers, and support staff, to
and from Fort McMurray has been by air and road. The primary road remains Highway 63, with
Highway 881, located east and parallel to Highway 63 being an alternate route that is partially
paved.
As the population in the region grows, traffic on Highway 63, including the oversized loads and
legal truckloads will increase. Many users believe that the roadway has already become unsafe
and congested with frequent delays in traffic due to the oversized loads.
Future
The Initiative offers opportunities to improve the
transportation of commuters between Fort McMurray
and the Greater Edmonton Area. Through the
development of a passenger rail service to Edmonton,
commuters would have the opportunity to travel by rail
in a timely and safe manner. The passenger trains
would be equipped with the entire amenities associated with air travel or custom bus coaches.
Train stations would offer park and ride facilities, pick up and drop areas, rental car
arrangements and a host of other related services.
The Initiative has not considered the costs or revenues of any commuter services in any of its
financial models.
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3.0

STAKEHOLDER OBJECTIVES

The Initiative, given its shear magnitude and geographical coverage, will be reviewed by a very
large and diverse grouping of stakeholders, each which will have their own vested interest and
sense of what constitutes a desirable project. The Initiative has identified the various
stakeholders and summarized their respective transportation infrastructure objectives as
follows:
3.1

INDUSTRIAL USERS
•
•
•
•
•
•
•
•
•
•

3.2

COMMERCIAL USERS
•
•
•
•
•
•

3.3

Lowest possible transportation costs;
Cost-effective and time certain movement of goods, anytime of the year (no road
bans);
Unrestricted movement of dangerous goods;
Shorter trip times;
Improved transportation safety; and
Improved air quality due to reduced emissions of greenhouse gases.

WORKFORCE
•
•
•

3.4

Lowest possible transportation costs;
A comprehensive and total transportation solution
completed as soon as possible;
Cost-effective and time certain movement of
goods, anytime of the year, anytime of the day (no
road bans);
Improved valued added product development and
access to export markets;
Improved inter-commerce opportunities between
the oils sands producers and the petrochemical
industry;
Unrestricted movement of dangerous goods;
Improved worker retention (less travel-related
stress for workers);
Improved transportation safety;
Reduced cost-of-production, leading to maximum shareholder value; and
Improved air quality due to reduced emissions of greenhouse gases.

Shorter commute trip times and less stress;
Increased travel safety; and
Improved air quality due to reduced emissions of greenhouse gases.

COMMUNITY
•
•
•

Improved transportation system;
New comprehensive transportation infrastructure solutions implemented as soon as
possible (in less than the 10 years or more it would take under the status quo
process);
Improved transportation safety, a safer commute to and from the workplace;
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•
•
•
•
•
3.5

Access to urban land development opportunities in the west Fort McMurray area;
Reduced traffic congestion, noise, and emissions in Fort McMurray due to the
diversion of heavy truck traffic to the Fort McMurray highway by-pass and rail
infrastructure;
Increased safety due to the diversion of dangerous goods transport to the Fort
McMurray highway by-pass and rail infrastructure;
Diversion of heavy transport access to northeastern Alberta away from the centre of
Fort McMurray; and
Improved air quality due to reduced emissions of greenhouse gases.

CITIZENS AND GOVERNMENT

Local
•
•
•

Less traffic and noise due to the diversion of heavy truck traffic to the Fort
McMurray highway by-pass and rail infrastructure;
Safer roads due to the diversion of heavy truck traffic to the Fort McMurray highway
by-pass and rail infrastructure; and
Improved air quality due to reduced emissions of greenhouse gases.

Regional
•
•

Increased transportation choices; and
Improved air quality due to reduced emissions of greenhouse gases.

Provincial
•
•
•
•

Reallocation of funding to other government projects elsewhere in the province;
Increased productivity;
Increased oil royalties due to increased oil sands development; and
Improved air quality due to reduced emissions of greenhouse gases.

National
•
•
•

A step toward energy self-sufficiency;
Increased gross domestic productivity; and
Improved air quality due to reduced emissions of greenhouse gases.
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The following Figure 3.1 summarizes the significant reductions in emissions that are realized by
shifting freight traffic from road to rail.
Fig 3.1 – Emissions Reduction
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4.0

PROJECT SCOPE

4.1

PREFERRED ROUTE

The exploratory routings that had been identified as part of the Phase 1 study were analyzed in
greater detail during this undertaking. These analyses consisted of estimating the capital
expenditures required for various routing alternatives in conjunction with (where applicable) an
examination of the future operations and maintenance and freight handling costs as would be
incurred during the operation of the railway.
It is currently recommended that for the Edmonton Area routing, use be made of the existing CP
trackage, which will provide a connection between fabrication yards located in Nisku with a
proposed NEATcor rail yard at Bruderheim. Over this distance, existing railway signals and
track crossing devices will have to be relocated so that they do not interfere with the passage of
the wider loads that NEATcor is seeking to move along the alignment. Also, a number of
over/underpass structures will need to be modified to accommodate the increased dimensions
of the proposed load envelope.
The proposed rail yard near Bruderheim will provide a marshalling point for loads being moved
by each of CN/CP – irrespective of whether the load is being imported to the Fort McMurray
area or whether the load is being exported from the Oil Sands to Edmonton and beyond. The
alternative to establishing this yard is to utilize CN’s existing Walker Yard to make up/distribute
NEATcor’s freight. Initial indications are that the handling costs that would be incurred a the
Walker Yard would provide a less economical solution as compared to the establishment of the
Bruderheim yard. As well, problems would likely be experienced in handling the large
dimensional load envelope that has been selected for the Project.
Two possible routes have been considered for the length of line from Boyle to the Fort
McMurray Bypass section of the Project. The first possibility reviewed was utilizing the existing
Athabasca Northern Railway Line. The second was a new western alignment that would
basically run parallel to Highway 63. The costs for upgrading and reconstructing the existing
ANR route were found to be marginally less expensive than those for building a totally new line.
However, utilization of the ANR facility would require significant property acquisition from private
landowners to accommodate the modified alignment as well for the need of rebuilding the line
while still maintaining existing line operations. Given these access and coordination challenges
and in order to maintain greatest control over the implementation schedule, the building of the
new alignment parallel to Highway 63 would have the most cost certainty at this time. The
Highway 63 alignment would also provide the shortest trip times and thus the lowest operating
and maintenance costs for rail service during its life cycle.
Various alignments within these general route corridors will be considered during the detailed
design stage of the Project. During the environmental and/or geotechnical review process that
will be conducted for each element of the Project, it may be found that slight alterations to the
currently indicated alignment are necessary and/or desirable.
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4.2

PROJECT COMPONENTS

The Project has been broken down into five main geographical units, and possible
transportation corridors within those components identified. The geographical units and their
respective scope of work are as follows:
1) Edmonton Area (Nisku to Boyle) (Figures 4.1a and 4.1b), having an overall length
of 173 km and consisting of the following sub-segments:
a. Nisku to Bruderheim, utilizing the existing CP alignment. Provision for
upgrading the rail line over this 68 km section of track has been made. A
number of existing grade separation structures require modification so that
the larger 8 m wide by 11 m high freight clearance envelope can be
accommodated. The following grade separation work areas have been
identified:
i.
South Edmonton Commons Overpass
ii.
Whitemud Overpass
iii.
Sherwood Park Freeway Overpass
iv.
Baseline Road Overpass
v.
Highway 216 Overpass
vi.
Yellowhead Trail Overpass
vii.
Highway 21 Overpass
b. Bruderheim Rail Yard, site adjacent to existing CP and CN trackage. The
150 ha yard site will provide a location for assembly of northbound trains
without creating a dependency on either CP or CN rail operations. The
independent yard should also allow for maximum price competition for
moving oil sands export commodities to market by either of the two
mainline operators.
c. Bruderheim to Redwater, a 33 km new rail alignment that requires the
construction of a 450m long, 25 m high road and rail bridge crossing the
North Saskatchewan River. This section of the alignment will provide easy
access to the existing Agrium Plant located on the north side of the river
and thus provide for the efficient movement of sulphur from the oil sands to
the Agrium Plant. The alignment is consistent with the Heartland Industrial
Area’s plans for a river crossing in this area.
d. Redwater to Boyle, a 72 km long segment, which will utilize the existing
Rail America railbed. Provision has been made to upgrade poor areas of
the railbed and to replace all of the existing light weight track and ties with
materials equal to those used for the rest of the project. Three bridge
structures have been identified for re-construction as follows:
i.
Redwater River – 110 m long, 13 m high
ii.
Kennedy Creek – 25 m long, 4 m high
iii.
Namepi Creek – 30 m long, 5 m high
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2) Connector Area (Boyle to Fort McMurray Bypass) (Figures 4.2a and 4.2b), having
an overall length of 274 km. Two alternate routes have been considered for this
section of track, the first utilizing the existing Athabasca Northern Railway system
while the second consists of a new western alignment near Highway 63.
a. Athabasca Northern Railway alignment, having an extended project length
of 334 km. In considering this alignment, provision has been made to
construct/re-construct 105 km of the line to eliminate tight curves and thus
to improve the speed of the rail operations. Additionally, a new 21 km
extension of the line is planned at the northern end of the line to connect to
the Fort McMurray Bypass section of the Project. Provision has also been
made to replace/upgrade all of the 42 bridges along the alignment (total
length 1,485 m).
b. The alternate alignment for this section of the Project considers a more
westerly route, resulting in a shorter, 274 km alignment. The proposed
alignment proceeds from Boyle north to the Al Pac mill, then east to
Highway 63 and then north along the Highway 63 corridor. The route will
require the construction of 12 new railway bridges, having a total length of
2,990 m. The required bridges are as follows:
i.
Pine Creek #1 – 215 m long, 33 m high
ii.
Pine Creek #2 – 70 m long, 9 m high
iii.
Pine Creek #3 – 70 m long, 9 m high
iv.
Pine Creek #4 – 90 m long, 9 m high
v.
La Biche River – 117 m long, 14 m high
vi.
Wandering River #1 – 135 m long, 16 m high
vii.
Wandering River #2 – 105 m long, 12 m high
viii.
Wandering River #3 – 93 m long, 10 m high
ix.
House River #1 – 396 m long, 29 m high
x.
House River #2 – 432 m long, 43 m high
xi.
House River #3 – 980 m long, 85 m high
xii.
Hanging Stone River #1 – 287 m long, 32 m high
This route will also require a 20 to 40 ha rail terminal in the Fort McMurray area to
replace the existing ANR terminal at Lynton that currently services a range of
smaller rail users.
3) The Fort McMurray Bypass (Figure 5.3) is a 26 km section of the Project located to
the west of Fort McMurray and which includes four significant bridge structures.
Unlike the more southerly sections of the Project, this section provides for the
construction of both rail and road components. The bridges proposed for this
section will be designed to carry both rail and road traffic, and thus this section of
the Project will provide an effective freight bypass route to the City of Fort
McMurray. The bridge crossings located within this Project section include:
i.
Hanging Stone River #2 – 342 m long, 16 m high
ii.
Horse Creek – 620 m long, 80 m high
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iii.
iv.

Cameron Creek – 120 m long, 14 m high
Athabasca River South – 1,600 m long, 135 m high

4) West Athabasca Overall (Figure 4.4), a 69 km long Project section, comprises the
fourth main geographical element of the Project, consisting of the following
subsections:
a. Suncor/Syncrude, a 41 km rail and road section which will complete the
road bypass of Fort McMurray and provide rail connections to each of the
existing Suncor and Syncrude plants. The two most significant aspects of
this section of the alignment are the crossing of the Poplar Creek ravine
and the locating of the road and rail system within the limited access
corridor between the Suncor and Syncrude plants. A number of options to
accommodate the rail line along the existing Highway 63 alignment and the
proposed new alignment exist, and would need to be coordinated with
plans for the upgrading of Highway 63 in this area. Bridge requirements
are as follows:
i. Poplar Creek – 868 m long, 85 m high
b. The CNL line, providing a further 28 km rail extension to the proposed new
plant site. To facilitate rail access, four rail bridges will be required:
i. Beaver River – 265 m long, 26 m high
ii. MacKay River – 700 m long, 64 m high
iii. Ells River – 320 m long, 30 m high
iv. Joslyn Creek – 160 m long, 17 m high
5) East Athabasca Overall (Figure 4.4) is a 76 km Project element that will provide
access to the Firebag and other existing and potential plant sites east of the
Athabasca River, such as Albian Sands, Aurora and Fort Hills. To access this part
of the Project, a 1,200 m long, 40 m high combination rail/road bridge across the
Athabasca River will be constructed. The bridge will be located to the south of the
existing Peter Lougheed Bridge. The two subsections of this Project area are:
a. The Firebag extension, a 41 km road and rail extension providing access to
the Firebag project site.
b. The Albian extension a 35 km rail extension to the Fort Hills site potentially
providing access to the Albian Sands and Aurora sites. Associated with
this work is the upgrading of Highway 63 on the east side of the Athabasca
River.
Plan profiles of these possible transportation corridors, showing more detail on possible
alignment and major bridge structure requirements, are contained in Appendix 2.
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4.3

DESIGN STANDARDS

At the outset of the generating this Report, the engineering team established a set of Design
Standards, which defined all of the major engineering parameters that would need to be
considered in designing and developing capital cost estimates for the road and rail system. The
standards have served to provide a common focal point for all of the independent engineering
activities, which have been proceeding in parallel during the Report preparation period. A copy
of the Design Standards is contained in Appendix 3.
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5.0

PROJECT IMPLEMENTATION

5.1

SUMMARY OF PROJECT COSTS

A Class 20 cost estimate has been prepared for the Project. The results of the estimate are
presented below in two summary formats – the first by geographic section as generally
described in Section 4 and the second by work type. The total value of the Project
implementation has been estimated at $2,500,000,000.
5.1.1

Cost Summary By Location

Edmonton Area - Nisku to Boyle

$ 242,566,000

Connector Area - Boyle to Fort McMurray Bypass

$ 486,678,000

Fort McMurray By-pass

$ 335,766,000

West Athabasca Overall

$ 341,778,000

East Athabasca Overall

$ 329,697,000

Management, Engineering & Temporary Facilities

$ 406,715,000

Contingency

$ 356,800,000

5.1.2

Cost Summary By Work Type

Management

$ 110,902,000

Engineering

$ 94,238,000

Temporary Facilities

$ 201,575,000

Railwork

$ 679,473,000

Roadwork

$ 279,964,000

Structures

$ 777,048,000

Contingency

$ 356,800,000

5.2

ESTABLISHMENT OF PROJECT COSTS

The estimate of the Project cost was determined by establishing a preliminary alignment for the
rail and road system (where required) as shown on the plan profiles contained in Appendix 2.
The selected alignment was integrated with contour data that had been secured from aerial
photography imagery commissioned by the Project team. Together, the alignment and the
digital ground contour information allowed for the production of cut-and-fill earthwork quantities
that would be necessary to complete the Project work. The aerial photography also allowed the
engineering team to determine the probable length of the required bridge crossings along with
probable pier heights.
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Parallel to the work undertaken by the earthworks engineering team, a structural design team
considered possible design alternatives for the various river crossings that would be required by
the work. Several tables of structural steel design weights were prepared based upon three
possible individual superstructure span lengths, together with three indicative pier heights, so
that the estimating team could determine steel quantities for each of the bridge crossing
locations. For the long span (140 m), high pier bridges, a concrete pier structural design
solution was prepared and appropriate quantities incorporated into the Project estimate.
Overall Project costs were derived by examining and estimating the cost of each individual
component of the Project. Quantities of work were developed for each of the twenty six bridges
identified for the Project. Similarly, earthwork quantities were developed for every one kilometer
length of the Project and were then summarily incorporated into the overall Project estimate.
The unit costs of the major work components were checked with appropriate material suppliers
and specialty contractors. Specifically, the Project costs for rail ties, rail track, railway ballast,
rail welding, structural steel fabrication and erection, caisson construction and the like are
supported by indicative quotations from appropriate vendors.
As a result of this work approach, it is believed that the engineering team has successfully
achieved a Class 20 (+/- 20%) cost estimate for the Project.
A more detailed summary presentation of the estimated Project costs may be found at
Appendix 4, with a drawdown schedule described in Appendix 5.
5.3

PROJECT SCHEDULE

The importance of completing rail access to the oil sands as quickly as possible is a primary
Project goal. In response, a logical and focused schedule has been identified for the Project,
with field construction slated to begin during the summer of 2005. All Project elements are
scheduled to be substantially complete by end 2008, with full commissioning, testing and
commencement of operations by mid 2009. To achieve this schedule and to allow completion
of needed regulatory processes, preliminary engineering and environmental permitting activities
will have to commence in the early fall of 2004.
In developing the schedule it was assumed that earthwork (railbed and roadway) construction
will only be undertaken from early spring to late fall of each year. The laying of track and the
placing of ballast will follow a similar timetable. Bridgework, on the other hand, is scheduled to
proceed on a year around basis – a commonplace practice.
To facilitate a balanced approach to the Project work, it is proposed that a rail welding and
construction staging yard be established in Boyle. This will allow track laying work to proceed in
both the northerly and southerly directions from the yard and provide some flexibility if problems
were to initially occur in one of these areas.
The laying of the rail is necessarily a linear process – requiring that all bridges along a particular
section of the alignment be completed in advance of the rail laying activity. The most
problematic interface between the bridge building and rail laying activities occurs in the area of
the Fort McMurray Bypass. It will be necessary that these bridges be complete in early 2008 to
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allow the rail laying activity north of the Bypass and in the West and East Athabasca sections of
the Project to be complete by the fall of 2008. Schedule analysis shows that this goal can be
achieved, given a start of bridge construction in the fall of 2005.
A detailed Implementation Schedule for the Project has been prepared. Summary level reports
of the planned construction activities can be found in Appendix 6.
5.4

PERMITS

Considerable work will be required to secure all of the permits required for the Project. A
thorough review of all possible permits required during both the construction and operating
phases of the Project has been completed during this Report preparation, the results of which
are reported in Appendix 8. Specifically included was a review of the relevant revisions of the
Expropriation Act (Alberta), Aboriginal Regulatory Requirements, Environmental Regulations
both Federal and Provincial during construction and operations and applicable (Federal and
Provincial) Railway Act and Regulations.
In preparing the implementation schedule for the Project it has been assumed that appropriate
engineering and environmental studies and reports would commence during the early part of
the fall of 2004 onward to support the permitting process. These early activities will allow many
of those permits necessary for the most critical construction activities to be obtained in the early
spring of 2005 and thus permit construction of the Project to commence immediately thereafter.
5.5

PROJECT CONSTRUCTION RISK MANAGEMENT

Major Project construction and schedule risk management have been considered for the Project
as follows:
1) Environmental – the environmental requirements of the Project are understood.
The regulatory processes associated with required environmental approvals are
generally predictable and can be managed.
2) Engineering Design – the design requirements do not require the development of
any new “leading edge” design solutions. Several of the bridge crossings are
significant given length/height considerations, however, the engineering solutions
for these structures are within the boundaries of bridge solutions previously
completed and thus will not present the Project with undue risk.
3) Earthwork Design Quantities – A systematic approach was used to calculate the
quantities for the Project cost estimate. In further developing and finalizing the
Project alignment, it is recognized that the general location of the alignment can be
altered to avoid geological troublesome areas and that the grade of the alignment
can be adjusted to realize optimum balance between cut-and-fill earthwork
quantities.
4) Bridgework Design Quantities – Preliminary engineering design solutions were
utilized to develop the structural quantities currently identified in the Project cost
estimate. These quantities were derived from locating the bridge crossing at
specific valley locations. With further engineering work, it may be possible to
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5)

6)

7)

8)

9)

5.6

determine better crossing locations resulting in a reduction of these bridgework
quantities.
Geological Conditions – True geological conditions along the alignment are
unknown at this stage. Given the flexibility in moving the alignment of the road and
rail system, if geologically problematic areas are encountered along the route it will
be possible to move the alignment and thereby avoid that particular area. It is
recognized that there is risk inherent in making assumptions as to the foundation
conditions at the various bridge locations. In recognition of this factor, a
contingency cost equal to 100% of the cost of the bridge foundations has been
included in the current cost estimate.
Material Supply – There are no apparent material supply difficulties associated with
the Project. Required quantities of many types of these materials are significant
however, and to avoid potential delivery risks, early contracting for the supply of
these materials will be required.
Manpower – It is estimated that 600,000 man days of field labor will be required to
complete the Project. Although significant, the manning requirements of the Project
are not expected to present significant risk since a contracting strategy of
employing a number of construction firms having a fairly steady existing hourly
workforce will be employed to undertake the Project work. This contracting
strategy coupled with the diverse geographic nature of the work should alleviate
any potential manning problems.
Logistics – Potential suppliers of most required major materials and equipment
have been identified. No significant supply problems have been identified, other
than the need to place orders for the materials well in advance (12 to 14 months).
One potential problem does exist as respects the ability to supply the required
quantities of railway ballast on a regular basis (5,000 tons per day). Inquiries are
continuing to be made to identify an adequate source of ballast cars to haul the
material – another possible solution is to utilize two grades of ballast wherein the
top grade can be delivered to the site on a less demanding schedule.
Project Costs – Major material suppliers and specialty contractors have been
contacted to obtain indicative pricing for use in the Project estimate, covering
approximately 65% of the Project cost. The remainder of the costing has been
reviewed relative to industry productivities and is believed to be fairly
representative.

OPERATIONS & MAINTENANCE COSTS

Operations and maintenance costs were prepared for the Project – specifically for the routine
maintenance of Highway 63 and the associated roads to the oil sand facilities identified in this
report, and for the operations of the rail facility.
5.6.1

Road Maintenance

NEATcor is proposing to assume both short and long term maintenance responsibility for
existing Highway 63 and for all roads that are additionally constructed as part of this Project.
NEATcor plans to maintain the section of Highway 63 running from Boyle north to Fort
McMurray and thence further north. Additionally, the existing CNRL access road, any new
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sections of highway constructed, such as the Fort McMurray Bypass, and any access roads
constructed, such as the one to east of the Athabasca River (replacement for Firebag Road) will
be maintained.
The costs for maintaining these sections of road were calculated based upon the length of the
roads involved (a total length of 476 km) and the maintenance costs currently being incurred by
Alberta Transportation (approximately $6,000 per 2 lane kilometre). Long term capital
replacement costs were not included as a component of the annual maintenance costs on the
assumption that these later capital expenditures will be funded by incremental revenues
resulting from increased volumes of freight being transported through the region at that time or
funded by Alberta Transportation. This detail will need to be negotiated as part of the Project
Agreements referred to in Section 7.4.3.
The future costs of maintaining Highway 63 will likely be reduced somewhat by the anticipated
reduction in roadway freight traffic volumes due to the presence of the rail alternative.
5.6.2

Rail Operations and Maintenance

The railway operations and maintenance costs that would be incurred by the NEATcor line were
analyzed based upon literature research, helpful discussions and advice as provided by
representatives of CN and from discussions with a short line rail consultant.
As a result of these investigations and studies, it was determined that the expected operational
and maintenance costs for the line would be less than the per ton revenue figures that are
publicly reported by the Class I railways. Since it is NEATcor’s intent to put a contract into
place for the daily operations and maintenance of the line with either an experienced short line
operator or with either CN or CP, the detailed analysis of the expected operational costs were
not used further in the financial analysis of the Project.
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6.0

SYSTEM TONNAGE DEMAND

6.1

BACKGROUND

At the onset of the Initiative freight demand in and out of the AOS area was estimated using a
range of different methodologies including truck volume estimates provided through Alberta
Transportation’s (“AT”) annual count program. For the purpose of the Business Case
Verification, a more definitive analysis of truck volumes and net truck weights was undertaken
to better define the freight demand estimates. This analysis included establishment of weigh-inmotion (“WIM”) equipment on Highway 63 north and south of Fort McMurray and undertaking
truck movement counts at the main entrances to the Suncor, Syncrude and Albian Sands plant
sites.
6.1.1

Historical Highway 63 Traffic Volumes

Figure 6.1 summarizes the Alberta Transportation’s Average Annual Daily Traffic (“AADT”)
volumes collected by AT on Highway 63 near Wandering River and immediately north of Fort
McMurray and AT’s estimates of truck volumes.
Figure 6.1
AT Historical Highway 63 Traffic Volumes (AADT)
Year

South of Fort McMurray
Near Wandering River

North of Fort McMurray
Near Suncor

Average Annual
Daily Traffic
Volume

Estimate of
Daily Truck
Volume

Average Annual
Daily Traffic
Volume

Estimate of
Daily Truck
Volume

1996

1,367

277

4,198

1,192

1997

1,561

360

5,112

1,042

1998

1,556

403

5,229

644

1999

1,746

501

6,409

1,033

2000

2,056

457

7,171

1,441

2001

2,349

371

9,915

2,796

2002

2,371

478

9,647

2,383

2003

2,621

643

10,593

2,617
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The following figures illustrate the historical growth in Average Annual Daily Traffic volumes and
the variation in monthly volumes through the year.
Figure 6.1

AADT
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Figure 6.2

Highway 63 - 1996 to 2003 Daily Traffic Volumes
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6.1.2

Suncor and Syncrude

AT maintains estimates of through and turning movements at the main entrances to Suncor and
Syncrude. Figure 6.4 summarizes these movements. It should be noted that most of the data is
based on estimates and only the data from 1997 and 2001 are from actual counts at these two
intersections.
Figure 6.4
Suncor and Syncrude
Historic Intersection Turning Movement Counts
SUNCOR TURNING MOVEMENT COUNTS
1995 1996 1997* 1998 1999 2000
AADT
1,300 1,480 1,150 1,500 1,840 2,050
Northbound Thru
Trucks
282 320 229 300 368 402
AADT
510 660 940 850 1,040 1,150
Northbound Inbound Trucks
93 120 182 162 198 211
AADT
1,320 1,500 1,780 1,680 2,040 2,280
Southbound Thru
Trucks
183 200 138 112 137 160
AADT
120 110 180 300 370 410
Southbound Inbound Trucks
13
11
52
90 111 123
SYNCRUDE TURNING MOVEMENT COUNTS
1995 1996 1997* 1998 1999 2000
AADT
250 280 370 330 470 530
Northbound Thru
Trucks
51
58
129 122 156 180
AADT
980 1,120 1,310 1,340 1,640 1,840
Northbound Inbound Trucks
322 338 463 269 319 370
AADT
250 280 400 470 550 650
Southbound Thru
Trucks
41
46
104
96 118 134
AADT
330 380 240 250 310 350
Southbound Inbound Trucks
159 193
32
33
40
46
* Actual Counts Conducted
Suncor – June 19, 1997 and September 24, 2001
Syncrude – June17, 1997 and July 25, 2001

2001*
1,950
518
1,910
486
3,290
486
320
90

2002
2,500
591
1,850
461
2,600
402
310
97

2003
2,720
722
2,020
514
2,830
445
340
94

2001*
950
239
1,180
215
1280
290
610
131

2002
1,050
247
1,450
264
1,140
265
620
127

2003
1,140
278
1,580
287
1,240
288
680
140

AADT - Average Annual Daily Traffic Volume
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6.2

WEIGH-IN-MOTION SURVEY

6.2.1

Location and Calibration

Weigh-in-motion (“WIM”) sites were installed on Highway 63 north of Fort McMurray
immediately south of the Suncor access and south of Fort McMurray approximately 11 km
south of the Highway 881 intersection. Piezoelectric sensors were cut into both the southbound
and northbound pavements (two lanes south of Fort McMurray and four lanes north of Fort
McMurray) and WIM recording devices installed at each location.
The WIM devices record the time and date of each vehicle crossing the piezoelectric sensors,
the axle configuration, the weight of each axle and the length of the vehicle based on the axle
spacing. It then categorizes the type of vehicle by the axle configuration and calculates the
gross vehicle weight from the sum of the axle weights. Data was collected from May 10, 2004
until June 27, 2004 and is contracted to continue until August 29, 2004 (ongoing). Due to
battery problems, data was not collected at both sites during much of the week of May 24,
2004.
One calibration issue with WIM equipment can involve underreporting of vehicles and weights
due to vehicles not driving over or only partially over the piezoelectric sensors. A video log
study undertaken on June 16, 2004 indicates that of the 202 vehicles observed, nine vehicles
were not recorded by the WIM equipment due to a variety of atypical driver behavior (passing,
driving partially or fully on shoulder, lane change, etc). This suggests that the WIM equipment
could be underreporting the total number of vehicles by approximately 5%.
A second calibration issue involves the ability of the WIM equipment to accurately record the
gross vehicle weight. The equipment is designed to self-calibrate based on the weight of the
front axle of a sample of Class 9 (5 axle trucks). When the front axle weight, which typically
falls within a certain range, falls outside that range the equipment calibrates itself to adjust for
the difference. Auto-calibration can be problematic if front axle weights regularly fall outside the
expected typical range. A sample of 13 Class 9 trucks weighed at the AT weigh scale at
Radway indicated that only one truck had a front axle weight outside of the expected typical
range. No particular issues with the auto-calibration process are anticipated given the results of
the sample.
Differences between static (weigh scale) and dynamic (WIM) gross vehicle weights can and do
occur due to a truck’s dynamic motion (bouncing) from the interaction of road roughness and
the vehicle’s suspension system. Using two or more truck types of known static weight, the
WIM equipment can be calibrated to reasonably calculate dynamic weights that are similar to
static weights, although some margin of error will always occur due to variations in truck types.
The distance from the AT scale at Radway and the relatively short data collection period
precluded the ability to calibrate both WIM sites in this manner. However, random calibration
tests were done during the data collection period by weighing vehicles at the Radway weigh
scale and then following them to the WIM site south of Fort McMurray and comparing the WIM
dynamic weights to those recorded at the Radway weigh scale. A number of separate tests
were done. In all cases the dynamic gross vehicle weight (WIM) was less than 80 per cent of
the static weight, although the dynamic front axle weights were typically within 5 per cent of the
static front axle weights. From these calibration tests, it would appear that the gross vehicle
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weights of the larger truck configurations that were tested at the WIM site south of Fort
McMurray are likely being underreported by at least 25 per cent.
6.2.2

AADT, Number and Classification of Trucks

Figure 6.5 summarizes the results of the WIM data collection for the site north of Fort McMurray
and compares it to AT’s permanent traffic counter data for the comparable weeks in May and
June. The count data for both sites is contained in Appendix 7.
Figure 6.5
WIM Traffic Data
Average Daily Two-Way Traffic
Volume
North of Fort McMurray
Date

Average Daily Two-Way Truck
Volume
North of Fort McMurray

WIM Data

AT Data

WIM Data

AT Data (Estimate only)

10 May to 16 May

11,362

11,901

1,182

2,914

17 May to 23 May

10,653

11,094

1,150

2,717

N/A

11,089

N/A

2,715

31 May to 6 June

11,754

11,751

1,207

2,877

7 June to 13 June

12,000

12,562

1,241

3,076

14 June to 20 June

11,733

12,462

1,230

3,051

21 June to 27 June

12,321

12,790

1,212

3,132

28 June to 4 July *

9,802

N/A

943

N/A

5 July to 11 July

12,201

N/A

1,158

N/A

24 May to 30 May *

* Long weekend
N/A – Not available
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A review of the WIM and the AT permanent count data suggests there is a reasonable
correlation between the two in terms of weekly traffic volumes considering the likely margin for
error in the WIM daily counts noted in Section 6.2.1. However, the WIM data suggests that in
comparison to AT’s estimates there are only about 75% of the trucks on Highway 63 south of
Fort McMurray. This would suggest that the data collection period has occurred during a
comparatively slow period of construction and periodic maintenance activity in the region.
The large discrepancy between the number of trucks counted by the WIM site and AT’s
estimates on the section of Highway 63 north of Fort McMurray may also be due to a low level
of activity at the plant sites. It may also be due to a minor extent to the presence of a number of
access points where trucks can enter and exit various developments between the WIM site near
Suncor and the AT permanent count site near the north edge of Fort McMurray.
6.2.2

Weight of Trucks

The WIM data for the 11 truck classifications reported by the WIM equipment were grouped into
three categories of trucks (3 axles, 5 axles and 7+ axles). Typical tare weights for these
groupings of trucks, as provided by AT’s Motor Transport Board, are as follows:
•
•
•

3 axles (includes 3 and 4 axles) – 8 tonnes
5 axles (includes 5 and 6 axles) – 16.3 tonnes
7+ axles (includes 7 to 15 axles) – 21 tonnes

Using this data a review of the gross vehicle weight data for the week of May 31, 2004 to June
6, 2004 was done to ascertain the number of empty or near empty vehicles crossing the WIM
sites north and south of Fort McMurray. It was also used to calculate the average load weight
per truck grouping. A review of data from other weeks suggests that these calculations are
representative of the data collection period. Figure 6.6 summarizes the results.
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Figure 6.6
Average Load Weights
Site

% Empty
Trucks

3 Axles Truck
Load

5 Axles Truck
Load

7+ Axles Truck
Load

South of Fort McMurray
Northbound

29%
429 out of
1,494 trucks

5.3 tonnes
7.8 tonnes
excluding empty
trucks

9.3 tonnes
14.3 tonnes
excluding empty
trucks

22.8 tonnes
29.9 tonnes
excluding empty
trucks

South of Fort McMurray
Southbound

54%
795 out of
1,474 trucks

5.1 tonnes
7.9 tonnes
excluding empty
trucks

5.9 tonnes
14.3 tonnes
excluding empty
trucks

13.7 tonnes
29.3 tonnes
excluding empty
trucks

North of Fort McMurray
Northbound

28%
1,087 out of
3,752 trucks

7.2 tonnes
8.4 tonnes
excluding empty
trucks

9.7 tonnes
16.4 tonnes
excluding empty
trucks

16.7 tonnes
30.4 tonnes
excluding empty
trucks

North of Fort McMurray
Southbound

28%
1,017 out of
3,694 trucks

6.7 tonnes
7.7 tonnes
excluding empty
trucks

9.8 tonnes
18.7 tonnes
excluding empty
trucks

18.9 tonnes
28.6 tonnes
excluding empty
trucks

Note: Calibration tests suggest loads are understated and may result in some overstating of the
percentage of empty vehicles and understating of average load per truck. See Section 6.4
Tonnage Estimates for further discussion.
North of Fort McMurray, the largest component of the empty trucks were the 8 axle trucks
followed by 5 or 6 axle trucks.
6.3

TURNING MOVEMENT COUNTS

In order to assess the destination of trucks on Highway 63 north of Fort McMurray, turning
movement counts were done at the main entrance to the Suncor site, the Syncrude site and the
Albian Sands site from June 9 to June 30, 2004. Other potential origin and destinations exist
along Highway 63 including Suncor’s Firebag site, the Finning maintenance facility, the CNRL
site, Fort MacKay and the Susan Lake gravel pit. Traffic volumes to and from these types of
sites were assumed to be relatively low.
Truck movements were counted from 7:00 to 18:00 as these were determined to be the main
period when deliveries were accepted. It is acknowledged that some truck movements to and
from the main plant sites as well as other sites occur outside of these hours. A review of the
WIM data from the site north of Fort McMurray indicates that the number of trucks counted
during the period between 7:00 and 18:00 typically only account for 65 to 70% of the trucks in a
typical 24 hour day. It is surmised that most of these trucks have origins or destinations outside
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of the primary plant sites as the primary receiving facilities in the oil sands operations do not
operate at night. Note that some trucks were recorded as entering the Suncor and then the
Syncrude site so summing the northbound inbound movements at Suncor and Syncrude and
the northbound thru movements at the Syncrude access will overestimate the total number of
northbound trucks during the survey period. Likewise, the turning movement counts were
focused on counting trucks entering the plant sites and the northbound thru movements maybe
slightly understated due to trucks not being counted as well as periods of time when the
counters were on restroom breaks.
Figure 6.7 summarizes the truck turning movement counts for the Suncor Access. Similar truck
count data for the Syncrude and Albian Sands accesses are contained in Appendix 7.

Fri, June 11

Mon, June 14

Tues, June 15

Wed, June 16

Thurs, June 17

Fri, June 18

Mon, June 21

Tues, June 22

Wed, June 23

Thurs, June 24

Fri, June 25

Mon, June 28

Tues, June 29

27
51
69
147

20
36
87
143

17
46
65
128

24
77
85
186

18
66
85
169

24
59
92
175

21
65
95
181

14
38
74
126

26
34
60
120

25
52
67
144

35
63
97
195

23
40
88
151

30
43
73
146

24
55
72
151

20
40
62
122

28
40
75
143

24
50
78
152

-

-

-

-

-

-

-

-

24
103
36
163

27
98
34
159

37
104
36
177

15
82
44
141

21
72
57
150

33
83
40
156

16
70
45
131

22
64
54
140

24
85
43
152
304

11
12
13
36

6
31
14
51

4
23
9
36

4
19
11
34

7
20
10
37

8
23
12
43

6
15
6
27

7
10
6
23

5
13
6
24

8
6
6
20 121 19
9
6
8
37 133 33

3
16
7
26

9
18
6
33

6
20
6
32

7
13
13
33

6
25
9
40
192

Wed, June 30
11 Hour
AVERAGE

Thurs, June 10

NB - INBOUND
Group 3
Group 5
Group 7+
TOTAL
NB - THRU
Group 3
Group 5
Group 7+
TOTAL
NB - TOTAL
SB - INBOUND
Group 3
Group 5
Group 7+
TOTAL
INBOUND TOTAL

Wed, June 9

Figure 6.7
Truck Movements at Suncor Access

A comparison to truck count data provided by AT summarized in Figure 6.4, even allowing for a
50% increase in the 11 hour count of 304 northbound trucks to 456 northbound trucks, indicates
that northbound truck volumes for the count period are only at levels similar to 1997 AT actual
count data (411 trucks) and substantially below the 2001 AT actual count data (994 trucks).

NEATI Business Case

Page 6.8

NORTH EAST ALBERTA TRANSPORTATION INITIATIVE
BUSINESS CASE – VERIFICATION REPORT

Average inbound movements over the 11 hour count period into Suncor were 192 trucks. Even
after allowing for some inbound movements after the count hours, for example a 20% increase
to 230 trucks, they are only at levels similar to 1997 AT actual count data (234 trucks) and are
substantially below the 2001 AT actual count data (576 trucks).
6.4

TONNAGE ESTIMATES

6.4.1

2004 Estimates

To calculate probable inbound tonnages related to future growth in the oil sands, it is necessary
to equate tonnage to oil production. Current oil production in the Athabasca Oil Sands region is
summarized in Figure 6.8.
Figure 6.8
Athabasca Oil Sands Production (May/June 2004)
Plant
Suncor
Syncrude
Albian Sands
Other
Total

bpd
230,000
250,000
155,000
55,000
690,000

At the time of the counts, Suncor had some ongoing on-site construction activity, but was
primarily in an operations and maintenance mode. As such, the traffic data is considered to be
relatively indicative of a typical base level of activity in an oil sands plant. Figure 6.9
summarizes the average truck volumes by category recorded entering the Suncor plant site, the
average net load per truck as summarized in Figure 6.9 and estimates the daily inbound
tonnage for 2004. No allowance for trucks entering the plant outside normal delivery hours was
made.
Figure 6.9
Estimate of 2004 Suncor Inbound Tonnage
Truck
Classification

Average Trucks
per Day for
Survey Period

Estimated Net
Tonnage per
Truck

Daily
(11 hour)
Tonnage

Group 3

30

7.2 tonnes

217 tonnes

Group 5

75

9.8 tonnes

738 tonnes

Group 7+

87

16.8 tonnes

1,465 tonnes

Total

192
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Current estimates of oil production at Suncor are approximately 230,000 bpd. Using the
estimated daily tonnage of approximately 2,420 tonnes, this equates to approximately 95
barrels of oil per day per inbound tonne. On the basis of the number of trucks the ratio is
approximately 1,200 barrels per day per truck. The amount of freight per barrel of oil would
increase if an allowance for inbound trucks and tonnage outside of the 11 hour count period
was included in the calculation.
Extrapolating this ratio of 95 barrels of oil per day per inbound tonne for the 690,000 barrels per
day being produced in the region, indicates that approximately 7,260 inbound tonnes per day
(approximately 2.65 million tonnes per year) is typically required to support current oil sands
production. Likewise, approximately 575 inbound trucks per day are estimated to be required
for the 690,000 barrels per day being produced in the region. Note that the WIM data collected
averaged a two-way volume of approximately 1,165 trucks per day near Suncor. Approximately
one-half of the two-way traffic volume is northbound suggesting approximately 580 inbound
trucks to oil sands related developments, which correlates closely to the estimated 575 inbound
trucks.
6.4.2

Future Estimates

Oil production in the region is currently estimated by industry to increase from current levels of
690,000 barrels per day to two million bpd by 2012, suggesting an average annual increase in
production of approximately 14.25 per cent. Beyond 2012, industry projections are that in the
order of five million bpd will be produced by 2030, suggesting an annual increase in oil
production of approximately 5.2 per cent per year after 2012.
Figure 6.10 summarizes the projected average annual growth in oil production and the
corresponding increase for inbound tonnage. Figure 6.11 presents the same data, but
compares oil production levels with numbers of trucks. An allowance for oversize module loads
is included in the tables to reflect the presence of some of the construction and ongoing
maintenance activity likely to be associated with new and expanded plants.
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Figure 6.10
Projected Oil Production and Inbound Tonnage

Year
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030

Barrels per
%
Day
Increase
690,000
788,325
14.25%
900,661
14.25%
1,029,006
14.25%
1,175,639
14.25%
1,343,167
14.25%
1,534,569
14.25%
1,753,245
14.25%
2,003,082
14.25%
2,107,242
5.20%
2,216,819
5.20%
2,332,094
5.20%
2,453,362
5.20%
2,580,937
2,715,146
2,856,334
3,004,863
3,161,116
3,325,494
3,498,420
3,680,337
3,871,715
4,073,044
4,284,842
4,507,654
4,742,052
4,988,639
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5.20%
5.20%
5.20%
5.20%
5.20%
5.20%
5.20%
5.20%
5.20%
5.20%
5.20%
5.20%
5.20%
5.20%

Inbound Tonnes Oversize Loads
per Year
(million tonnes Total (million
(millions)
per year)
tonnes per year)
2.65
0.11
2.8
3.03
0.13
3.2
3.46
0.14
3.6
3.95
0.16
4.1
4.52
0.19
4.7
5.18
0.21
5.4
5.89
0.24
6.1
6.73
0.28
7.0
7.69
0.32
8.0
8.09
0.34
8.4
8.51
0.35
8.9
8.96
0.37
9.3
9.42
0.39
9.8
9.91
10.43
10.97
11.54
12.14
12.77
13.44
14.13
14.87
15.64
16.46
17.31
18.21
19.16

0.41
0.43
0.46
0.48
0.50
0.53
0.56
0.59
0.62
0.65
0.68
0.72
0.76
0.80

10.3
10.9
11.4
12.0
12.6
13.3
14.0
14.7
15.5
16.3
17.1
18.0
19.0
20.0
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Figure 6.11
Projected Oil Production and Inbound Trucks

Inbound
Oversize Loads
Year
Barrels per Day % Increase Trucks per Day (trucks per day)
2004
690,000
576
3
2005
788,325
14.25%
658
3
2006
900,661
14.25%
752
4
2007
1,029,006
14.25%
859
4
2008
1,175,639
14.25%
981
5
2009
1,343,167
14.25%
1,121
6
2010
1,534,569
14.25%
1,281
7
2011
1,753,245
14.25%
1,464
8
2012
2,003,082
14.25%
1,672
9
2013
2,107,242
5.20%
1,759
9
2014
2,216,819
5.20%
1,851
10
2015
2,332,094
5.20%
1,947
10
2016
2,453,362
5.20%
2,048
11
2017
2,580,937
5.20%
2,156
11
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
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2,715,146
2,856,334
3,004,863
3,161,116
3,325,494
3,498,420
3,680,337
3,871,715
4,073,044
4,284,842
4,507,654
4,742,052
4,988,639

5.20%
5.20%
5.20%
5.20%
5.20%
5.20%
5.20%
5.20%
5.20%
5.20%
5.20%
5.20%
5.20%

2,267
2,384
2,508
2,639
2,776
2,920
3,072
3,232
3,400
3,577
3,763
3,959
4,164

12
12
13
14
14
15
16
17
18
19
20
21
22

Total
578
660
754
862
985
1,125
1,285
1,469
1,678
1,765
1,857
1,954
2,055
2,162
2,274
2,393
2,517
2,648
2,786
2,931
3,083
3,243
3,412
3,589
3,776
3,972
4,179
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6.5

OTHER DEMAND

Beyond the import industrial tonnage discussed in this section, other types of import and export
demand in the Region exist and are discussed in Sections 2 and 8. These include:
General commercial freight to Fort McMurray to service the population in the region;
Industrial exports such as sulphur, coke, certain mineral, scrap metal, etc.; and
Other exports such as timber industry shipments.
Current oil sands operations related to exports from the AOS region include the following
approximate volumes:
•
•

Sulphur
Pete Coke

300,000 tonnes per year; and
500,000 tonnes per year

Other industrial related exports from the AOS region include the following approximate volumes:
•
•

Forestry (logging)
Forestry (pulp)

450,000 tonnes per year; and
800,000 tonnes per year.

For the most part, with the exception of some lumber hauling and industrial exports such as
sulphur and coke exported by the ANR, these products are currently shipped by truck. The
extent of any export shipments is very sensitive to prevailing world prices and future export
demand is very difficult to quantify.
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7.0

BUSINESS STRUCTURE

7.1

INTRODUCTION

This section has been prepared to provide a summary outline of the business structure,
financing and critical path to financial closing which has been targeted to be completed prior to
April 30, 2005.
In attempting to realize both the optimal governance, legal structure and financial solution, the
following objectives were established:
•

Create the appropriate developer and operating entity model that would properly
represent the interests of all stakeholders and be accountable to the stakeholders;

•

Establish a clear mandate for the entity, appropriate objects and powers in a manner
transparent to all stakeholders;

•

Establish a developer entity and structure a financing solution that would meet all of the
GoA's objectives and specifically the desire to stimulate and support sustainable
economic development in the AOS region;

•

Establish a developer entity and a financing solution that would meet all of the industry
participants' objectives to create an efficient and cost-effective transportation corridor,
including both road and rail, linking the industrial area of Edmonton to the AOS region;

•

Structure the Project and operating entity in a manner that would achieve the best
possible ratings and; therefore, the best possible pricing on debt instruments (i.e. the
lowest cost of capital); and

•

Structure the Project and operating entity in a manner that would be responsive to the
needs of all stakeholders now and in the future as transportation requirements change
in the AOS region.

The following sections of this chapter focus on these various objectives.
7.2

PROJECT OVERVIEW

7.2.1

Project Scope

The transportation improvements would include an upgrading and extension of existing roads,
rail and new road and rail connections linking the Edmonton industrial area with Fort McMurray
and points north to various oil sands projects (existing and future) and other industrial users
within the North East Alberta Region.
It is anticipated that a substantial portion of the road and rail improvements would be contained
within a transportation corridor following the Highway 63 corridor north from Redwater to Fort
McMurray and further north to the individual industrial plant sites.
It is proposed that the Project would include some road and rail improvements at each industrial
site that would be proportional to the potential tariff revenue contribution from such site.
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Alternatively, the incremental cost to the Project of such on-site road and rail improvements
could be recovered directly from the industrial user.
It is also anticipated that the improvements in capacity and speed of the rail service would result
in significant transportation cost reductions and intermodal switch from road to rail. In addition
to cost savings, there are many contributing factors to this intermodal switch. Predominantly,
the ability to move large pieces of equipment and prefabricated modules directly to the
industrial sites would be a significant cost saving and scheduling improvement over the current
process of fabricating smaller modules in Edmonton, shipping to Fort McMurray (road or rail)
and then onto the road to the ultimate plant locations. Existing highway travel bans each spring
would also not impact the rail portion of the transportation corridor and ensure year round
reliability for delivery.
It is being recommended that a new entity would be created to design, build, finance, hold,
manage, operate and maintain the land transportation corridor from the Edmonton industrial
area to the Athabasca Region. For the purposes of this Report and the future operations, the
new entity is called the North East Alberta Transportation Corporation (“NEATcor”).
The capital costs and maintenance of the upgraded transportation corridor would be paid for
through a combination of debt supported by levies, charges or tariffs for moving industrial
freight on road and rail and commercial freight on rail only together with financial contributions
by the GoA based on what it otherwise would fund for various roads, bridges, maintenance and
upgrades within the region. The timing and form of such contributions from the GoA would be
determined at the outset of the Project. The industry participants would be contributing through
tariffs which fund the revenue stream necessary to support the capital cost of the Project and
any required over-run protection.
7.2.2

General Allocation of Ownership and Responsibilities

In completing this Report, it was necessary to make certain assumptions as to ownership of
lands under the combined Road-Rail Corridor and certain allocations of responsibility for
construction, operation and maintenance as between the GoA and NEATcor.
In preliminary discussions with representatives of the GoA, it was determined that the most
likely scenario would be for assets located south of the Fort McMurray Bypass through to the
Edmonton industrial area be owned by the GoA with the appropriate lease and/or license
arrangements in favor of NEATcor. The ultimate responsibility for construction of improvements
would be negotiated in greater detail with the GoA once the final transportation corridor is
determined and a full assessment made on the construction methods, schedule and cost
efficiencies of having both road and rail work undertaken by NEATcor. Similarly, the operation
and maintenance of the transportation assets would be negotiated between the GoA and
NEATcor in order to determine the most cost-efficient method of maintaining the road and rail
assets, while at the same time fully complying with all of GoA road and rail safety, operating
and maintenance requirements.
A matrix table showing a suggested allocation of ownership, construction and maintenance
responsibilities is included in Figure 7.1. In all cases, other than incremental provincial roads, it
is assumed that the right to impose and collect a levy, charge or tariff for the use and availability
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of the transportation corridor would be the exclusive right of NEATcor under its mandate
granted by legislation.

Figure 7.1
Allocation of Ownership and Responsibilities

OWN

BUILD

MAINTAIN

LEVY

NEATcor
GoA Lease to NEATcor for land
(where required) with rights of
access across GoA lands for
construction, operation, and
maintenance
GoA
GoA license to NEATcor for
access, use and occupation

NEATcor

NEATcor

NEATcor

GoA
Possible contract
to NEATcor

GoA
Possible contract
to NEATcor

NEATcor

GoA
GoA license to NEATcor for
access, use and occupation

GoA
Possible contract
to NEATcor

GoA
Possible contract
to NEATcor

NEATcor

GoA
GoA license to NEATcor for
access, use and occupation

NEATcor

NEATcor

NEATcor

Road Rail Bridge
Fort McMurray
Bypass and South to
Edmonton

GoA
GoA Lease to NEATcor of Rail
portion with rights of access for
construction, operation and
maintenance

NEATcor

GoA

NEATcor

Road/ Rail Bridge
North of Fort
McMurray

GoA
GoA Lease to NEATcor of Rail
portion with rights of access for
construction, operation and
maintenance
Individual Industrial User

NEATcor

NEATcor

NEATcor

NEATcor

Industrial User/
NEATcor

NEATcor

GoA/
Municipalities

GoA/
Municipalities

N/A

Rail

Road
(Existing and to be
upgraded)
Fort McMurray
Bypass and South to
Edmonton
Road (Existing
and to be upgraded
North of Fort
McMurray
New Road
(Part of Provincial
Highway System)

Industrial Site –
New Road and Rail
(Private Industrial
User)
Incremental
Provincial Roads

7.2.3

GoA/ Municipalities

Possible contract
to NEATcor

Project Transportation Volumes

It is the stated mandate of the Initiative to assess the tariff or charge against rail tonnage and
industrial road tonnage only. Accordingly, special care has been taken to differentiate between
industrial tonnages and other commercial usage tonnages.
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Section 6 of this Report includes a detailed description of the measured and forecasted
industrial freight tonnages. Sections 2 and 8 of this Report provide a description as to future
import/export opportunities associated with other AOS developments, mining, forestry and other
potential industrial uses in the AOS Region.
Based on the findings of Section 6 as they relate to inbound industrial product volumes and
projected other import/export volumes as described in Sections 2 and 8, it has been assumed
that in excess of 13.9 million tonnes of import and export freight (industrial and commercial) will
be using the surface transportation corridor in the base year of 2010. Of this tonnage, in the
low case scenario, 6.1 million tonnes will consist of import industrial product.
Furthermore, Section 6 of this Report projects that in the low case scenario the import industrial
tonnages will increase to 8 million tonnes in 2012 when production reaches 2 million bpd and
20 million tonnes in 2030 when production reaches 5 million bpd, with ongoing growth
thereafter. The transportation cost savings to industrial users will be significant and will
increase as tonnages imported and exported, increase over time. The analyses and details of
this saving in transportation cost are discussed in Section 7.
The 6.1 million tonnage figure, which is considered conservative, has been used in the Low
Case Scenario for the Project Financing (see Section 7.3).
For the Business Case, the Financial Models also include only 50% of the anticipated export
volumes and do not include any revenues from tariffs on commercial rail volumes. The
Financial Models described in Section 7.3 provide a Sensitivity Analysis based on a
conservative projection of annual tonnage and then shows tariffs per tonne delivered at plant
gate that would have to be charged for various scenarios.
Another value consideration that has not been quantified is the “Franchise Value” of this
transaction to the Industrial User. The fact that there is a forecasted reduction in tariff over time
and since the mechanism for setting and adjusting the tariff is under the control of NEATcor, a
significant financial value is created for the individual Industrial User. A proxy for this
“Franchise Value” would be for each Industrial User, based on its own assumptions of its own
transportation costs and projected tonnages, to calculate the NPV of the cost savings on such
assumed volumes over 60 years.
7.2.4

Rate Setting Structure

There are a wide variety of charging mechanisms used currently for the delivery of goods and
products. The types of levies, tariffs or charging mechanisms include:
•

•

A Fixed Charge – A charge to the user for going from point A to point B, much like a
charge assessed by an operator of a ferry service or a bridge facility, such as the
Confederation Bridge.
A Variable Charge by Distance – A charge to the user would vary depending on the
kilometers traveled. These types of systems normally require transponder units to be
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•

•

situated on all vehicles using the toll highway. Highway 407 in Toronto is an example
of a variable charge by distance.
A Variable Charge by Tonnage/Distance– A charge to the user taking into
consideration both tonnage of the product being moved and the distance traveled.
This is commonly referred to as a "postage rate" tariff. A tariff charged by a pipeline
operator on a barrel or cubic foot basis would be a good example of this type of
charging mechanism.
An Incremental Cost Tariff – This type of tariff or charge would occur where there is
an expansion of an existing transportation corridor to include one additional industrial
user. The user would pay a tariff or charge similar to that paid by other users of the
transportation corridor and then pay an incremental charge on top of the charge paid
by others to reflect the additional capital and operating costs of an incremental
expansion of the system.

In reviewing these various options, it has determined that no one charging or tariff mechanism
would be appropriate for the entire Project. Possibly an incremental tariff at various points along
a transportation corridor with an ever increasing tariff based on tonnage/distance would be
equitable. There are also issues of whether a distribution is priced on the basis of a primary
corridor i.e. common to all vs. a distribution corridor that would occur within each individual plant
site. It is most likely that a series of tariff charges would be required to reflect all types of uses
and users. It may be also useful, particularly for rail, to be charged at a different rate for export
of tonnages where the rail car would be returning south empty. In order to determine a charge
for the Financial Model in Section 7.3, it has been assumed that a per tonne charge will be
assessed, which charge will adjust annually in accordance with the increase in the consumer
price index.
In determining the appropriate charging mechanism, the other issues to be considered are the
point of origin, the point of destination and where along this transportation corridor is the tariff
assessed and collected. Industrial deliveries into the Athabasca Region will have varying points
of origin throughout the Edmonton industrial area, within Fort McMurray itself or the delivery of
product or equipment from other parts of Canada, the United States and Mexico or overseas.
Once the final corridor for the Project is determined, it is most likely that a levy, charge or tariff,
at least on tonnages moved along the defined corridor, would be the most appropriate. Initially,
the tariff would be set in a conservative manner by forecasting the annual tonnages divided by
the final length of the defined corridor and adjusted for all deliveries from Fort McMurray to
industrial users. The system of tariffs would allow for adjustments so that double charging of
tariffs would not occur on goods traveling from Edmonton to an interim facility in Fort McMurray
and then onward to a plant site. This tonne kilometer would then be multiplied by the dollar
value required to permit NEATcor to operate on a breakeven basis. This charge would be
adjusted annually in accordance with 100 per cent of the change in the Consumer Price Index
and would also increase or decrease depending on the increases or decreases in the volumes
of freight actually using the defined corridor.
Once the transportation corridor has been defined, there will be future expansions required to
service new industrial users. One option would be for the potential new industrial user to apply
to NEATcor for construction of the required rail and/or road connections to the transportation
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corridor. NEATcor would be obligated to build the rail and/or road connections for the new
industrial user provided that the following conditions were met, namely:
•

The new industrial user has the commitment of the GoA to fund no less than 20% of the
capital cost of such improvements; and

•

The additional capital/operating cost does not result in an increase to the existing tariff
structure of NEATcor.

In the event NEATcor was not prepared to include the new industrial user for failure to satisfy
one or both of the above conditions, the GoA would retain the right to direct NEATcor to build
the required rail and/or road assets for the new industrial user provided the GoA would fund any
current and future additional costs incurred by NEATcor on the basis of a “make whole”
arrangement.
The most likely point of collection of the tariff would be the entrance to the industrial plant or
industrial construction site. An accurate record of industrial tonnages moving in and out of any
industrial plant would be recorded so that invoices could be prepared on a monthly or quarterly
basis. The record of tonnages would need to be collected in a manner and with a level of
independence that would permit a meaningful audit of such tonnages.
7.2.5

Review of Developer Ownership Options

Three possible developer ownership structures were considered for the entity ("Entity") that
would be formed to assume responsibility for the development, maintenance and operation of
the transportation corridor. These are:
1. Private Sector Ownership;
2. Government of Alberta ("GoA") Ownership; and
3. Industry Service Corporation ("ISC") (not-for-profit entity funded entirely by debt
and grant).
The transportation system's monopoly status and high demand inelasticity for land-based
transportation to the Athabasca Region by industrial users will contribute to the Entity's strong
fundamental credit strength, regardless of the ownership structure ultimately employed. All
three ownership structures would require varying degrees of regulatory oversight in light of the
Entity's monopoly position.
The ownership structure (and the resulting regulatory regime) will have a significant impact on
financing costs, partly by affecting the interest that must be paid on debt but even more (in the
private sector ownership structure) by affecting the cost and amount of required equity and the
income tax that must be paid before dividends can be paid to equity investors.

Private Sector Ownership
For private sector ownership, where profit maximization is a core motive, significant regulation
will be required to actively protect industry users against potential abuses of the private owner's
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advantaged competitive position. With a highly assured ongoing demand, the highest risk
ultimately borne by a private sector provider would in fact be regulatory risk. A shareholderowned Entity would likely have a pre-tax Weighted Average Cost of Capital ("WACC")
comparable to that of a regulated utility, at least after construction was complete (currently
approximately 10%).
Government of Alberta Ownership
A provincially owned Entity will have a comparable or modestly higher WACC than NEATcor
and imposes certain, additional challenges to Alberta, including a greater probability of being
required to consolidate the Entity's debt and a greater probability of assuming the cost of
adverse future experience.
Industry Service Corporation (ISC)
The ISC Entity would be run by a Board whose Directors represented stakeholders, on a notfor-profit basis with the goal of furthering the established business objectives of the ISC. The
Entity which would be primarily governed by industrial users places the risk and control of the
operation in the same hands, effectively harnessing private sector capabilities with the natural
self-regulatory character of the Entity whereby the industry user group would set rates at the
lowest possible level necessary to meet costs. This would permit the Entity to covenant to
lenders that it would set rates at sufficient levels to meet its obligations, thereby assuring high
credit ratings. The result is a pre-tax WACC that is little more than half that of the private sector
alternative. The Entity, provided it qualifies as not-for-profit, pays no income taxes.
The ISC Entity was judged to be the alternative that best satisfied the requirements of the
government and industry sector operators. This structure most effectively balances the goals of
transparency, accountability, sustainability and low tariffs and is the recommended Entity.
The main reasons for this conclusion include:
•

Financing: lowest weighted average cost of capital of the options studied;

•

Flexibility: provides private sector operational efficiency without the need for
extensive rate regulation; allows some measure of GoA oversight without GoA
ownership;

•

Transparency: provides for a rate setting mechanism that meets the requirements
of legislation and will, following consultation with all stakeholders, be a transparent
process;

•

Accountability: The Entity and its Board of Directors will be required to set a
charge that will meet all of its operating, capital and debt service costs, while
maintaining its not-for-profit mandate;

•

Precedent: a number of similar entities already exist in the transportation sector,
including NAV Canada, airports and others; the capital markets are familiar with the
basic structure.
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7.2.6

The North East Alberta Transportation Corporation ("NEATcor")

Pursuant to approval by the GoA and industry stakeholders, the proposed Entity will be called
NEATcor and will assume responsibility for the development and ongoing operation,
maintenance and expansion of the Nisku Edmonton-AOS region transportation corridor, both
road and rail. NEATcor will be formed by the NEATcor stakeholders under Part 9 of the
Companies Act (Alberta) as a not-for-profit corporation limited by guarantee. It will have
members rather than shareholders, with the amount of the guarantee to be provided by
members to be nominal. It will be funded entirely with debt and contributions, rather than share
capital. Non-share capital corporations can be defined as persons acting together for a common
purpose, for no financial gain and to achieve the stated objects and purpose of the company.
Although profits may occur from time to time in a non-share capital company, financial viability,
and not profit generation, is the objective. If profits are generated they may not be distributed,
but rather are re-invested within the company, kept as operating reserves, used to pay down
debt or used to reduce charges to users.
Accountability within NEATcor will be accomplished through the structure of a 12 member
Board of Directors, which will represent all stakeholders.
NEATcor will manage its affairs according to accepted business practices. As a self-regulating
corporate entity NEATcor will operate independently of government and will be financially selfsufficient, recovering all net costs from users. These costs will include debt service and any
funding required to meet future obligations or to establish contingency funds that may be
necessary for the commercial management of the company's affairs. It is expected that this
structure will result in a very high credit rating for NEATcor, most likely in the range of AA- to
A+. As a substantial issuer of corporate debt, NEATcor will be subject to most of the same
securities laws and corporate governance requirements as apply to publicly listed companies.
The details of incorporation, operation and governance for NEATcor are described in Section
7.4.1.
7.3

PROJECT FINANCING

7.3.1

Introduction

This analysis assumes that NEATcor, a not-for-profit corporation incorporated without share
capital under Part 9 of the Companies Act (Alberta), will have a franchise or similar right to
provide ground transportation services in a designated region, for 60 years or longer, with
appropriate charging and collection rights to ensure its ability to meet all obligations.
NEATcor’s obligations and freight volumes are not assumed to be in any way guaranteed by
the Government of Alberta, nor by any industrial corporation.
Initial Credit Rating Analysis
The most significant non share capital corporation financings in Canada to date have involved
the major cities’ airports and NAV CANADA company (“Aviation Authorities”). Based on the
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above assumptions, we believe that the NEATcor credit will be highly comparable to the
Aviation Authority credits.
As illustrated in the following table, NEATcor’s fundamental credit characteristics are highly
comparable to Aviation Authorities:
Comparison of Fundamental Credit Characteristics
Aviation Authorities

NEATcor

•

Created under Part II of the
Business Corporations Act (or
provincial equivalents) as nontaxable, not-for-profit, non-share
capital corporations with no equity
capital

•

Created under Part 9 of the Alberta
Companies Act as non-taxable, notfor-profit, non-share capital
corporation with no equity capital

•

NAV Canada has stakeholder
Board of Directors with strong user
representation; Airport Authorities
typically have more government
representation and less user
representation

•

Stakeholder Board of Directors with
strong industrial user representation

•

Monopolies of specified service
within prescribed service area

•

Ability to levy charges on all
industrial and commercial (rail only)
ground freight that enters or leaves
Designated Region

•

Air travel is considered by debt
markets to be an essential service

•

Ground freight into and out of the
Designated Region should be
considered to be an essential
service

•

Within the scope of broad charging
guidelines, Aviation Authorities can
adjust rates to recover costs,
without seeking regulatory approval

•

Same

•

Aviation Authorities have access to
a number of remedies, including
denial of service, to enforce
collection of charges

•

Same
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Aviation credits enhance their fundamental credit characteristics with a tailored financing
structure, initially developed for NAV CANADA as an adaptation of the U.S. Revenue Bond
structure. The primary provisions of the structure are:
•

A rate covenant to set rates at a level to cover its costs;

•

Liquidity requirements (reserve fund requirements and other) to provide a buffer for
shocks and sufficient time to adjust rates if required; and

•

A Capital Markets Platform under which a variety of bonds, bank facilities and other
credit instruments can co-exist under a single Master Trust Indenture.

In summary, Aviation Authorities, can and must set rates at sufficient levels to cover costs, and
can and must maintain sufficient liquidity to ensure that they can do so in an orderly manner.
The result has been very strong credit ratings and extraordinary access to debt capital.

Aeroports de Montreal
Edmonton Regional Airports Authority
Greater Toronto Airports Authority
NAV CANADA
Ottawa MacDonald-Cartier Int'l Airport Authority
Vancouver International Airport Authority

DBRS
Rating
Outlook
A (high)
Stb
A (high)
Stb
A
Stb
AA
Stb
A (high)
Stb
AA (low)
Stb

Moody's
Rating
Outlook
A2
Stb
A1
Neg
A2
Stb
Aa3
Stb
A1
Stb
n/a
Stb

Rating
A
A+
AAAA+
AA-

S&P
Outlook
Stb
Neg
Neg
Stb
Stb
Stb

As at June 16, 2004.

The Aviation Authorities credit ratings above have declined over the last three years as a result
of a near "perfect storm" in the aviation industry, including 9/11, the War in Iraq, SARS, BSE
and extreme weakness in airlines, all following a substantial capital expansion program. The
continual strength of the current credit ratings demonstrates the resilience of the Aviation
Authority structure.
As with the Aviation Authorities, NEATcor will be attractive to lenders as an essential service
monopoly with the ability to set rates and collect charges. From a public policy perspective,
these rights are balanced by NEATcor’s not-for-profit status, its restriction to charge road and
rail tariffs against industrial users, rail tariffs against commercial users and the substantial
representation of industrial users on its Board.
The essential nature of NEATcor’s service relates to the continued operation of industry in
Northeast Alberta, particularly Oil Sands operations. The substantial growth that is expected in
Oil Sands development will likely lead to significant tariff reductions to industrial users, but this
growth is not required for the NEATcor credit. Overall, a NEATcor financing with a structure
comparable to the Aviation Authorities financings will have credit ratings comparable to the
upper end of the Aviation Authorities credit ratings.
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Financing of Aviation Authorities
Aviation Authorities are 100% debt capitalized. Examples of their borrowings are set out on the
following page.
Aviation Trading Summary

Issuer
Amortizing Bonds
Aeroports de Montreal
Aeroports de Montreal
Ottawa Macdonald-Cartier Int'l Airport Authority
Edmonton Regional Airports Authority
Greater Toronto Airports Authority
NAV CANADA
Fixed Bullet Bonds

Date
Issued

Amount
(1)
(C$mm)

Coupon

Maturity

Current Term
(2)
to Maturity

Current
Yield

Spread to GoC
New Issue Current

2-Oct-03
4-Apr-02
16-May-02
19-Oct-00
13-Jul-99
14-Mar-97

$150.0
$300.0
$150.0
$250.0
$500.0
$500.0

6.611%
6.950%
6.973%
7.214%
6.450%
7.560%

11-Oct-33
16-Apr-32
25-May-32
1-Nov-30
30-Jul-29
1-Mar-27

22.4
21.3
20.6
18.8
16.0
13.2

6.480%
6.480%
6.480%
6.430%
6.580%
5.790%

143.0
95.0
96.0
145.0
90.0
38.0

104.0
106.0
107.4
106.0
131.0
62.0

28-Jan-04
2-Oct-03
9-Oct-02
30-May-01
7-Jun-00
20-Nov-97
5-Dec-96
22-Nov-96
10-Jun-02
4-Apr-02
23-Jan-02
3-Jan-01
18-Nov-99
29-Jan-04
8-May-03
20-Nov-97
16-May-02
22-Nov-96
5-Dec-96

$350.0
$200.0
$550.0
$500.0
$550.0
$375.0
$250.0
$150.0
$475.0
$150.0
$500.0
$600.0
$250.0
$250.0
$375.0
$375.0
$120.0
$150.0
$250.0

6.470%
6.550%
6.980%
7.100%
7.050%
6.450%
7.400%
7.375%
6.250%
6.350%
6.250%
6.700%
6.500%
4.450%
5.170%
5.950%
5.640%
6.550%
6.600%

2-Feb-34
11-Oct-33
15-Oct-32
4-Jun-31
12-Jun-30
3-Dec-27
1-Jun-27
7-Dec-26
13-Dec-12
16-Apr-12
30-Jan-12
19-Jul-10
1-Jun-09
4-Feb-09
2-Jun-08
3-Dec-07
25-May-07
7-Dec-06
1-Dec-06

29.6
29.3
28.3
26.9
26.0
23.4
22.9
22.5
8.5
7.8
7.6
6.1
4.9
4.6
3.9
3.4
2.9
2.4
2.4

6.847%
6.417%
6.847%
6.847%
6.847%
6.847%
6.215%
6.514%
5.795%
5.585%
5.696%
5.284%
4.707%
4.975%
4.666%
4.485%
4.145%
3.881%
3.738%

129.0
138.0
147.5
99.0
132.0
49.0
38.0
60.0
71.0
65.0
83.7
92.0
47.0
62.0
90.0
59.0
40.0
43.0
25.0

146.3
103.0
144.9
143.5
142.5
140.1
76.4
107.2
84.9
69.5
83.0
61.8
26.2
61.1
48.2
46.5
31.3
24.6
11.0

(3)

Greater Toronto Airports Authority
Aeroports de Montreal
Greater Toronto Airports Authority
Greater Toronto Airports Authority
Greater Toronto Airports Authority
Greater Toronto Airports Authority
NAV CANADA
Vancouver International Airport Authority
Greater Toronto Airports Authority
Aeroports de Montreal
Greater Toronto Airports Authority
Greater Toronto Airports Authority
NAV CANADA
Greater Toronto Airports Authority
Greater Toronto Airports Authority
Greater Toronto Airports Authority
Ottawa Macdonald-Cartier Int'l Airport Authority
Vancouver International Airport Authority
NAV CANADA
Pricing as at June 16, 2004.
(1) Including reopened issues.
(2) Avergae life listed for amortizing bonds.

(3) Excludes bonds with term to maturities of less than two years and floating rate notes.

Recent Airport Authority financings (Edmonton, Ottawa and Montreal) have been centered on
an “Anchor Issue”, a long-term amortizing bond issue. This has provided the Authorities with
significant reduction in future interest rate and refinancing risk. Ottawa and Montreal combined
their Anchor Issues with shorter-term bullet maturities, taking a modest amount of interest rate
risk in exchange for greater flexibility and a lower overall interest cost.
The Airport Authorities financings typically take the form of “Revenue Bonds” under a “Capital
Markets Platform”. These financing methods, and their adaptation to NEATcor, are described in
Section 7.3.4.
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7.3.2

NEATcor Financing Program

The NEATcor financing will be 100% debt. NEATcor will have no equity investors. A key
challenge in the NEATcor financing will be to assure inter-generational equity, specifically to
ensure that current industrial operators do not assume too much cost for the unearned benefit
of future industrial developers.
Through a combination of inflation and growth in industrial activity in the region, unit tariffs to
cover the fixed costs of NEATcor’s initial development can be expected to decline substantially
over time. The decline in unit tariffs is illustrated in Figure 7.2 later in Section 7.3.3.
Four techniques are used to convert some of the expected tariff decline into lower initial tariffs:
•

The term of the Anchor Issue may be extended to 40 years or more.

•

No net repayments will be required before the Date Certain. The Anchor Issue will be
zero pay for the first five years, and the small amount of interest required before the
Date Certain under the later issues will be repaid through additional borrowing.

•

Initial payments (in year six) under the Anchor Issue will only pay interest, with no
amount included for principal repayment. A level annual growth rate will be established
for the repayment stream, calculated to ensure repayment of all principal by the
maturity date.

•

Inflation-indexed bonds (“real return bonds” or “RRBs”) will be considered for at least
some of the Anchor Issue.

Use of these techniques will need to be balanced with potential credit rating challenges relating
to interest deferral and the need to manage the balance between supply and demand for RRBs.
The underlying strength of the NEATcor credit should offer significant flexibility.
Capital costs are assumed to equal $2.5 billion over four years, with semi-annual draws as set
out in Appendix 9. NEATcor’s sources and uses of funds are then assumed to be made up as
follows:
Sources
Government of Alberta share
Anchor issue (at commencement)
10-year issue (at year 2.5)
5-year issue (at year 2)
Floating-rate debt (as required)
Net Interest earnings to Date Certain

$ millions
300.0
1,375.0
200.0
200.0
555.8
49.2
2,680.1

Uses
$ millions
Construction cost (including Alberta share)
2,500.0
Net interest cost to Date Certain
107.8
Debt service reserve fund
50.0
Operating and maintenance costs
22.2

2,680.1

The GoA participation in the direct funding of capital costs has been limited to $300 million. In
consideration for this limitation, the GoA would entitle the industry users to include proportionally
any net shortfalls of tariffs paid to be included as a “capital cost” for purposes of determining the
royalty rates to be paid before and after recovery of capital cost, all as per the existing royalty
payment structure in place between the GoA and oil sands operators. Any net shortfalls of tariff
paid (if any) would result from:
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1. Capital Cost Overruns
2. Lower or slower than expected modal shift of surface transportation from road to rail
3. Reduction in freight transport volumes below forecasted targets
A similar concession will be negotiated with other industrial users (new oil sands operators)
during finalization of the Project Agreement.
This assumption as to a $300 million contribution by the GoA and $2.2 billion of debt has been
reflected in Figures 7.2 to 7.5 and in the Financial Models (Appendix 9).
Current yield rates on a range of financing tools as used in the Financial Models are as follows:
Canada
Yield
Anchor Issue
fixed interest
RRB
5 year bullet
10 year bullet
Floating rate borrowing
Floating rate lending

5.27%
2.31%
4.14%
4.79%

Hedge
Cost

Credit
Spread

Total
Yield

1.22%
0.87%

1.07%
1.07%
0.50%
0.75%

6.34%
3.38%
5.86%
6.41%
4.00%
3.00%

Three different scenarios are considered for the level of industrial freight over which the
financing costs are to be spread. All scenarios are based on the same forecasted growth of oil
sands production. The growth rates used are 14.25 per cent per annum until 2012, a growth
rate of 5.20 per cent from 2013 to 2030 and a 3.0 per cent growth rate thereafter. These
growth rates are directly consistent with the industry target growth of oil sands production of 2M
bpd in 2012 and 5M bpd in 2030, all as estimated by the Alberta Chamber of Resources.
The Low Case Scenario which is based on actual recorded WIM data was used to project an
inbound industrial freight level of 6.14 million tonnes in 2010. The Low Case Scenario
tonnages are those in column 3 of the summary table in Appendix 7.
The Business Case Scenario considers an industrial freight level of 12.7 million tonnes in 2010,
consisting of 10.2 million tonnes of inbound freight and 2.5 million tonnes of exported freight.
The Business Case tonnages are those in column 6 plus 50 per cent of the export volumes
from column 9 of the summary table in Appendix 7. The inbound industrial freight volumes in
column 6 of the summary table in Appendix 7 are based on AT historical estimated and
recorded truck volumes north of Fort McMurray.
The Base Case Scenario is based on the annual average of the Low Case and Business Case
assumptions for that year.
The Low, the Base and the Business Case Scenarios do not include any tariffs arising from
commercial tonnage moved by rail.
Ongoing operating and maintenance costs have been estimated to be $11 million in 2010 and
have been projected to grow at the rate of inflation: estimated to be 2 per cent per annum. The
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operating costs include $4 million for road maintenance and $7 million for general and
administration costs of NEATcor. The railway maintenance costs will be assumed by the rail
operator in its charges to the shipper. The rail operator will make payments to NEATcor of its
full tariff per tonne.
Future capital repair or replacement costs for both road and rail are not considered in this
analysis but are assumed to be financed through additional borrowing. This should be
balanced by the amortizing nature of the financing considered.
7.3.3

Preliminary Financial Model

A preliminary financial model has been prepared based on the two possible anchor issues
(Real Rate Bonds and Long Term Fixed Rate Revenue Bonds). Flexibility has been built into
the model to permit sensitivities for capital cost, interest rates, inflation rates, tonnage and
variation of the ideal blend of long-term and short-term maturities and fixed and floating interest
rates. The printed runs for the financial model for the Low Case Scenario, the Base Case
Scenario, and the Business Case Scenario are included in Appendix 9. An assumption sheet
for each scenario is included in the first page of each printout.
Based on the assumptions described in Section 7.3.2 and using the Preliminary Financial
Model, the following charts have been prepared to demonstrate the Base Case tariff per tonne
over time and inter-generational transfer of the tariff (Figure 7.2) and various sensitivities
(Figures 7.3, 7.4 and 7.5).
Figure 7.2
Base Case Profile
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Figure 7.3
Sensitivity to Tonnes Shipped (2010)
NEATcor Initial $2004 Cost Recovery Tariff ($/Tonne)
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Figure 7.4
Sensitivity to Inflation – Indexation of Anchor Issue
NEATcor Initial $2004 Cost Recovery Tariff ($/Tonne)
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Figure 7.5
Sensitivity to Interest Rate
NEATcor Initial $2004 Cost Recovery Tariff ($/Tonne)
Sensitivity to Interest Rates
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7.3.4

Capital Markets Platform

As a corporation without share capital, NEATcor is required to finance the construction of the
ground transportation system with debt and accumulated excess revenues (net assets).
NEATcor can choose to develop a financing structure referred to as a Capital Markets Platform.
The purpose of the Capital Markets Platform is to create a single financing vehicle that can
support multiple borrowings. It is particularly useful for combining bonds and bank debt in a
seamless manner. It is capable of accommodating a variety of pari passu corporate debt
instruments, including term bank debt, revolving bank lines of credit, publicly issued and
privately placed debt securities, commercial paper and medium-term notes and hedging
instruments. A Capital Markets Platform provides issuers with the greatest possible flexibility to
quickly employ a wide array of financial instruments to meet specific financing goals. NEATcor
can avoid the necessity to incur additional expense and time to document financings in the
future.
To create the Capital Markets Platform, NEATcor and a trustee will enter into a single Master
Trust Indenture (the “MTI”) which establishes common security and a set of common covenants
for the benefit of all of its lenders under the Capital Markets Platform. Bonds are issued under
“Supplemental Indentures” to the MTI which establish particular series of bonds. The MTI is
typically a large document while the Supplemental Indentures are very small. Bonds may be
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issued by way of “Obligation Bonds” to be held by the holder as primary indebtedness, or by
way of “Pledged Bonds” to be held by the holder as security for the indebtedness specified in
the pledge. Publicly issued and privately placed debt securities are in the form of Obligation
Bonds, whereas all other indebtedness of NEATcor under the Capital Markets Platform,
including bank credit facilities and hedging instruments, are secured by Pledged Bonds. The
specific terms and conditions of each series of bonds are set forth in the Supplemental
Indenture authorizing that series.

Master Trust Indenture
(MTI)

Pledged Bonds

Obligation Bonds

Credit Facility Agreements
*

Each Pledged Bond or Obligation Bond is evidenced by a Supplemental Trust Indenture.

The concept of a Capital Markets Platform began in 1996 with NAV Canada’s inaugural debt
offerings. Since then, Edmonton, Toronto, Montreal and Ottawa airports, along with selected
infrastructure companies including 407 International Inc. and Teranet Inc., have used this
platform to execute their financing and risk management strategies.
A discussion of the terms of a Master Trust Indenture and a Master Trust Indenture Sample
Draft Term Sheet for the proposed Capital Markets Platform are included in Appendix 10 of this
Report.
7.3.5

NEATcor Financial Risk Assessment

Will financial markets be available for NEATcor’s required financing?
The $10 billion of bonds of Canadian Aviation Authorities is just one example of the size and
depth of the Canadian corporate bond market. Assuming that NEATcor will achieve credit
ratings in the A category or better, it should not expect any difficulties in placing appropriately
priced bonds.
Does reliance on Real Return Bonds pose any additional risks?
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While the Canadian corporate bond market is extremely large and liquid, and the appetite for
strong infrastructure credits is strong, it is also prudent to check the capacity of specific niches
that NEATcor may wish to access. Specifically, the Canadian market for real return bonds
comes to just under $20 billion, which includes only two corporate issuers, 407 International
and Strait Crossing Finance, with less than $2 billion between them; and one province, Quebec,
with less than $1.5 billion.
It is generally viewed that the limitation of the size of the Canadian real return bond market
results from a lack of supply rather than a lack of demand. This bodes well for a NEATcor
issue. While a RRB issue will probably be sold in larger orders to a smaller number of buyers, it
should nevertheless gain excellent market acceptance. The key will be to maintain flexibility in
the anchor issue, with respect to size, timing and allocation between RRBs and non-indexed
bonds. For example, a total Anchor issue might fall in a range from $1.0 billion to $1.4 billion,
which may be issued in a single issue or multiple issues, of which anywhere between 50% and
100% may be indexed to inflation. With appropriate flexibility, NEATcor should be able to
maintain the appropriate supply/demand tensions to support strong pricing. In addition, the
bond market will likely demand a spread premium for a zero pay initial period, particularly in the
context of non-indexed bonds. In the execution stage, it will be necessary to compare pricing of
zero pay bonds versus interest paying bonds. In the latter instance, interest payments during
construction might be funded by an increased initial issue size or by an increase in floating rate
borrowing at the end of the construction term.
A second risk imposed by real return bonds relates to credit ratings. While the real interest may
be 3.5%, interest for GAAP also includes the inflationary accrual of the underlying obligation.
Thus, if inflation were 2%, then GAAP interest would be approximately 5.5%. The standard
Revenue Bond covenant requires cash flow (similar to EBITDA) coverage of GAAP interest plus
an amount towards principal amortization. NEATcor's anticipated structure will provide only
coverage of payments, which are in fact less than GAAP interest in the early years. While
reported earnings are not particularly important to a non-share capital corporation, this
distinction may cause some challenges in the credit rating process but can be substantially
mitigated in several ways:
•

Using an amortizing issue, so that rating agencies can see the ultimate full repayment
of the borrowings with no deferred reinvestment risk;

•

Limiting RRBs to somewhere in the range of 50% to 75% of the total financing; and

•

Projecting flat nominal financing costs under a reasonably conservative (3%) growth
projection for Oil Sands activity.

What if there are cost overruns?
The NEATcor financing structure will be designed to permit additional borrowing as required,
whether for additional expansions or cost overruns. Existing industrial users would not be
subject to any sort of capital calls. The additional costs would be added to the overall financing,
and would be recovered from all future users through increased tariffs over several decades.
What if construction completion is delayed?
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The NEATcor financing is based on the first payment on the anchor issue of bonds to start after
five years even though the construction is expected to be complete in four years. Tariff
collection will commence after five years, regardless of the status of construction.
What if interest rates go up?
The Anchor Issue provides substantial protection against this risk. Hedging techniques may be
used for additional protection, either before issuance of the Anchor Issue or with respect to
anticipated financing needs that are not raised through the Anchor Issue.
What if future inflation is high?
To the extent that NEATcor’s Anchor Issue is indexed to inflation, the nominal amount of future
financing payments will grow smoothly with inflation. While volatility of inflation may lead to
some volatility of reported earnings, NEATcor’s financing will be matched to cash flows rather
than earnings.
What if future freight levels are low?
NEATcor’s financing costs are independent of future freight levels, except to the extent that
some future traffic growth could necessitate additional capital expansion. To the extent that
fixed financing costs must be allocated among lesser freight volumes, the unit costs would have
to rise.

7.3.6

RBC Capital Markets - Support Letter

RBC Capital Markets has been an integral part of the Initiative project team and has particularly
had substantial input in this Project Financing section. RBC Capital Markets has prepared a
support letter to confirm its assessment of bond rating, size of revenue bond offering and the
successful placement of such revenue bonds into the capital markets of Canada. This RBC
Capital Markets letter dated July 9, 2004 is attached as Appendix 11.
7.4

PROJECT STRUCTURE

7.4.1

Establishment and Organization of NEATcor

Introduction
NEATcor would be incorporated as a not-for-profit corporation without share capital (that is to
say, limited by a $10.00 nominal guarantee of the incorporators) under Part 9 of the Companies
Act (Alberta). A special Act of the Alberta legislature would confer upon NEATcor the rights and
authority required for it to carry out its objects, to charge industrial users for those services and
would also authorize the Minister of Transportation to enter into an agreement with NEATcor as
a delegated authority organization ("DAO"). This agreement would define the rights and
obligations of the GoA and ISC in relation to the ownership, development, funding, operation

NEATI Business Case

Page 7.19

NORTH EAST ALBERTA TRANSPORTATION INITIATIVE
BUSINESS CASE – VERIFICATION REPORT

and maintenance of the transportation corridor between the Edmonton industrial area and the
Athabasca Region.
Objects and Powers
The objects of NEATcor would be to design, build, finance, hold, manage, operate, develop and
maintain a rail and road transportation system (including related infrastructure and services)
from the Edmonton industrial area to Fort McMurray and from Fort McMurray to industrial plant
sites within the AOS region of north east Alberta, and to do so in a safe, efficient and costeffective manner. This would include:
(i)

(ii)

(iii)

(iv)

To develop a high quality road and rail transportation corridor to promote
operational efficiency and the expediting of traffic to serve industrial
development while at the same time recognizing the need to be
environmentally and socially responsible;
To manage the transportation facilities in a manner to make them generally
available to users, including oil sands operators, other industrial users,
business and commercial traffic and individual motor traffic;
To provide a level of service consistent with provincial standards and the
reasonable needs of the communities within the region served by NEATcor;
and
Such other objectives and purposes not inconsistent with the foregoing.

NEATcor would not carry on its objects for gain or profit, and would not engage in any trade or
business other than that provided in its objects.
For purposes of carrying out its objects, NEATcor would have all the powers enumerated in
Section 20 of the Companies Act. Although this does not include the powers of a "natural
person" (such as are conferred by modern business corporation statutes), the list of powers
enumerated in Section 20 and supplemented in other parts of the Companies Act is believed to
be sufficiently broad to provide all required business powers from a functional standpoint.
Governance and Accountability
As a non-share capital corporation, NEATcor would have members rather than shareholders.
These members would be designees of the following four categories of interested parties: the
Government of Alberta; oil sands operators; other industrial users; and regional governments.
NEATcor would be governed by a board of 12 directors, appointed as follows:
•

The Government of Alberta - 2 directors;

•

Oil sands operators - 4 directors;

•

Other industrial users - 1 director;

•

Regional governments - 1 director;
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•

These 8 directors would then appoint 3 additional directors independent of NEATcor
and the members; and

•

The 11 directors so selected would appoint a President and Chief Executive Officer,
who would be a director so long as he/she remained in office.

The right of each group of interested parties to appoint its directors would bring accountability to
their constituents. Balance would be achieved by the appointment of the three directors
unaffiliated with the interested parties, plus the Chief Executive Officer who would also be a
director.
The board would appoint a non-executive chairperson from among the directors.
The board would have three permanent or standing committees in accordance with best
corporate governance practices; that is to say:
•

An audit committee;

•

A governance and nominating committee; and

• A compensation committee.
Directors would be required to abide by all rules, codes of conduct and standards of conduct
imposed on directors of publicly traded companies in Canada.
NEATcor would also have an advisory committee composed of approximately ten to fifteen
representatives of interested stakeholders, including road and rail transportation companies,
various public interests, First Nations representatives and other interested parties (the "Advisory
Committee"). Any representations made to NEATcor by the Advisory Committee would be
presented to the Board of Directors for consideration.
NEATcor would hold an annual general meeting that would be open to the public and provide
an opportunity for interested parties to ask questions to the Board of Directors and the senior
management.
Proposed Memorandum of Association and Articles of Association of NEATcor
The Memorandum of Association of NEATcor would list its founding members and objects, as
described above. The founding members could be individuals, corporations or other legally
established associations. Other provisions contained in the Memorandum of Association would
not be materially different or more complicated than typical articles of incorporation of a
business corporation. The Memorandum of Association would provide that on dissolution of
NEATcor, its property would devolve to the Province of Alberta. The agreement between the
GoA and NEATcor would provide that no amendment of the Memorandum of Association of
NEATcor would be effective against the GoA unless the amendment was consented to by the
appropriate Minister.
Under the Companies Act, the bylaws are technically referred to as "Articles of Association" or
"regulations". For purposes of this discussion, the more usual expression "bylaws" is used to
describe the Articles of Association creating "regulations" of NEATcor.
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The bylaws of NEATcor would resemble the bylaws of a business corporation in terms of
general administrative provisions. In addition, the bylaws would provide for the establishment of
the various board committees and the Advisory Committee. The mandates of the three board
committees would be elaborated in charters for these committees adopted by resolution of the
Board of Directors. However, it is proposed that the scope of the mandate of the Advisory
Committee would be contained directly in the bylaws. The bylaws would also require the Board
to adopt a Code of Ethics for directors and senior officers.
Generally, the bylaws should deal with the following matters:
•

Membership and the appointment of directors;

•

Proceedings of the board, committees and indemnities to directors and others;

•

The Advisory Committee;

•

Officers;

•

Meetings of members, public meetings and accountability;

•

Financial records, audit and accounting;

•

Borrowing;

•

Location of head office; and

• Distribution of assets upon dissolution.
Both the Memorandum of Association and the Articles of Association (bylaws) must be filed with
(and approved by) the Registrar of Companies at the time of incorporation.
A draft of the Memorandum of Association and Articles of Association (bylaws) are included in
Appendix 12.
7.4.2

Legislative Requirements

Since the development of transportation (road and rail) infrastructure within the Province is
presently solely within the purview of the provincial government, legislation would be required to
confer upon NEATcor the necessary authority to undertake its activity, and to confer upon the
appropriate Minister or Ministers the authority to enter into one or more agreements with
NEATcor. This section discusses the principle features of the legislation (the "Act") that would
confer authority on NEATcor to undertake the initiative and carry on its activity in the manner
contemplated by its objects, as discussed above. The scope of the required legislation has
been developed based on a consideration of what is essential to permit the Province to
delegate the required authority to NEATcor. In other words, what is required in order for
NEATcor to have sufficient legal certainty as to its mandate and existence to raise funds in the
capital markets, and what is required by way of basic protections for users of the transportation
corridor and other interested parties.
Establishment of NEATcor as a Designated Authority Organization ("DAO")
The Act would designate NEATcor as a designated authority organization for the purposes of
carrying out those aspects of its objects that were previously solely under the authority of
Alberta Transportation. To this end, the Act would authorize the Minister or Ministers to enter
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into an agreement with NEATcor in relation to those matters for which NEATcor would assume
responsibility. (See below "Project Agreements").
Rate Setting, Adjustments and Enforcement
The Act would confer upon NEATcor the exclusive right to impose and collect tariffs based on
criteria such as weight and/or distance upon industrial users of the transportation corridor. The
Act would state that no tariffs would apply to private and commercial users of the roadway. The
Act would authorize regulations for the purpose of defining "industrial" as opposed to
"commercial", and other such matters of detail in relation to tariffs.
The Act would require that tariffs be set in accordance with a methodology established and
published by NEATcor that would be explicit and that would also include the terms and
conditions affecting tariffs, including their collection and enforcement.
The charging methodology could recognize that the value of the services differs among users,
including between different users of the roadway, or between different users of the railway.
Tariffs could also differentiate between users of the roadway and the railway (or portions
thereof) based on the cost of acquiring, holding, operating, developing and maintaining each
such transportation mode or portion thereof.
The Act would ensure that NEATcor operates solely on a cost recovery basis by specifying that
tariffs must not be set at a level that would generate revenues that exceed NEATcor's projected
current and future financial requirements in relation to the provision of the transportation
facilities and services it provides and maintains. The imposition of new or revised tariffs would
be subject to a procedure providing for advance notice, consultation and appeal to a speciallydesignated ad hoc tribunal. It is recommended that this tribunal be composed of three members
possessing a mix of legal, financial and industrial expertise. A possible formula for the
appointment of the tribunal would be for one member to be appointed by the Minister, another
to be designated by the industry members of NEATcor and the third to be selected by the first
two appointees. The tribunal would be subject to principles of administrative law regarding due
process, the rule of law and similar matters.
Appeals would be limited to the grounds that either:
• One or more of the charging principles has not been observed in setting the new or
revised tariffs; or
•

The notice and consultation provisions have not been complied with.

For the purpose of setting tariffs, the financial requirements of NEATcor in relation to the
provision of access to and use of the transportation corridor and related infrastructure and
services would include, without duplication, NEATcor's:
(i)
Costs incurred before the commencement date for the imposition of tariffs;
(ii)
Operations and maintenance costs;
(iii)
Management and administration costs;
(iv)
Debt servicing requirements and financial requirements arising out of
contractual agreements relating to the borrowing of money;
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(v)
(vi)

Depreciation costs on capital assets;
Financial requirements necessary for NEATcor to maintain an appropriate
credit rating;
(vii)
Tax liability (if any);
(viii)
Reserves for future expenditures and contingencies; and
(ix)
Other costs determined in accordance with accounting principles
recommended by the Canadian Institute of Chartered Accountants or its
successor, and considered by the auditors of NEATcor to be appropriate for it.
less the aggregate of:
(i)
(ii)
(iii)

All grants, contributions and subsidies of a monetary nature received by
NEATcor;
All interest income and investment income earned by NEATcor; and
Any surpluses earned by NEATcor, other than in respect of the provision of
access to and use of the transportation corridor and related infrastructure and
services.

Designation of Industrial Zone Covered by NEATcor
The area or zone within the Province in which NEATcor would develop the immediate and
future transportation corridor would be initially designated in a schedule to the Act, but could be
expanded or otherwise modified by regulation.
7.4.3

Contractual Requirements

Memorandum of Understanding ("MoU")
In order to proceed from basic acceptance of the concept of this initiative to legislation and
financial closing, the Project will require a commitment from the GoA and the main industry
users as a demonstration of interest and intention to proceed. While not legally binding, this
commitment would confirm the general objectives of the parties and indicate the financial
commitments each is prepared to make to take the Project to the next phase.
It is common practice for governments and the private sector to indicate their joint interest and
mutual understanding in a project of this nature in a Memorandum of Understanding or "MoU".
This document would be relatively simple, but would nevertheless provide sufficient detail to
permit the structuring and financing of the Project to proceed. It would provide each party
sufficient confidence in the successful completion of the initiative that it is willing to undertake
the costs of moving forward to the next phase.
It would be advisable for the GoA and the industry stakeholders to appoint one member each to
work with AOSTC.
Agreement in Principle ("AIP")
In order to move from the general to the specific, the parties (the GoA and the industrial users)
must develop a comfort level by working together in an open and cooperative manner to
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prepare a detailed plan to achieve the major milestones of incorporating NEATcor, passing the
required legislation, negotiation and execution of all Project Agreements and achieving financial
closing. The AIP will provide this plan.
The basic outline of the AIP should include:
(i)
The decision of the signatories to proceed with the initiative, namely, the
development of the transportation corridor and its funding on a user pay basis;
(ii)
Their agreement on the form of entity (an ISC) to carry out the initiative, as well
as its objects, governance structure and initial membership;
(iii)
The incorporation of NEATcor to act as the ISC for the Project;
(iv)
The commitment of the GoA to adopt the necessary legislation to permit the
initiative to be realized, and a basic outline of the main aspects of that
legislation;
(v)
The agreement of the parties to negotiate the Master Agreements for the
initiative in good faith based on the principles discussed below under "Project
Master Agreement(s)";
(vi)
Financial commitments of the parties to fund the initiative to financial closing;
these commitments to be binding but terminable on 30 days' notice (other than
with respect to the expenses incurred, accrued or legally committed to the date
of termination); and
(vii)
Signatures of representatives of the GoA and NEATcor.
Project Master Agreement(s)
Given the magnitude and complexity of the initiative and the lack of an existing legal framework
for the private sector development of road and rail infrastructure within in the Province, it would
be necessary for NEATcor and the GoA (as represented by the Minister) to enter into an overall agreement (the "Master Agreement") that describes the initiative as a whole and the
obligations of both the government and NEATcor, and includes obligations and assurances on
the part of each of the parties. Operational agreements may be required with several
government Ministries. The paragraphs below describe the basic framework for the Master
Agreement.
Rights of Use and Occupation
The term of the rights granted to NEATcor would be 60-years, subject to a 20-year right of
extension exercisable at any time between the 40th and 60th year of the basic term. This would
correspond to the period provided in the Act during which NEATcor would have the exclusive
right to impose charges. Rail assets would be held under a ground lease. Road assets would
be held under a license to NEATcor providing rights of access, use and occupation. A matrix
table (Figure 7.1) showing a suggested allocation of land tenure, construction and maintenance
responsibilities is included in Section 7.2.2 under "General Allocation of Ownership and
Responsibilities". Assets to be managed and maintained by the GoA are referred to in this
section as "AT Assets". Assets to be held under lease or license and maintained by NEATcor
are referred to in this section as "NEATcor Assets".
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Obligations of the GoA
•

To lease and license to NEATcor the land required to develop the initiative;

•

To develop and maintain the Alberta Transportation (“AT”) Assets to the same
standards as is required for the development and maintenance of NEATcor Assets
during the Term;

•

To make contributions to NEATcor in accordance with an agreed schedule of grants
and/or "in kind" contributions;

•

Not to develop or permit the development of ground transportation infrastructure within
the Zone described in the schedule to the Act that competes with NEATcor Assets;

•

To cooperate with NEATcor regarding the seamless integration of the AT Assets with
NEATcor Assets, from the users' standpoint; and

•

To continue to assume responsibility for public liability and provide indemnification to
NEATcor with respect to its work activities and the general responsibilities of the GoA
for roads in the Province;

Obligations of NEATcor
•

To raise the necessary financing on the capital markets in order to fund the full cost of
developing NEATcor Assets during the development phase of the initiative;

•

To proceed in an expeditious and diligent manner to complete the development phase
of the initiative (both road and rail);

•

To carry out all work to appropriate provincial and federal standards;

•

To maintain NEATcor Assets to provincial standards; and

•

To cooperate with Alberta Transportation (“AT”) regarding the seamless integration of
NEATcor Assets with the AT Assets, from the users' standpoint.

Other Major Contract Terms
A number of other major contract terms will require discussion between NEATcor and GoA.
These include:
•

Environmental matters;

•

Safety;

•

Insurance and Indemnification

•

Post-development phase upgrades and improvements;

•

Police and enforcement services;

•

First Nations consultations and accommodation; and

• Dispute resolution.
Certain of these or other matters identified in the course of negotiation may require agreements
with several government ministries. The object will be to provide a complete framework for the
Project by way of the charter documents of NEATcor, the Act, the Master Agreement and other
agreements as may be necessary with any Ministries of the GoA.
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7.5

RISK MANAGEMENT

7.5.1

Identification of Major Project Risks

The major project risks associated with the NEATcor structure have been identified:
•

Projected regional growth and growth in industrial tonnages is not achieved;

•

Tariff increases would occur to cover all cost overruns;

•

Establishment of NEATcor as an Not for Profit Entity and Governance and
Accountability of NEATcor;

•

Certainty of funding for construction;

•

Government of Alberta support is not committed;

•

Construction Completion within budget and schedule;

•

Certainty of Operating budgets; and

• Physical loss or damage to the traffic corridor resulting in revenue interruption.
The above noted major project risks are expanded and discussed in greater detail in the Risk
Allocation Matrix. Detailed mitigation measures can be found in Section 8.5.5 of this Report.
7.5.2

Risk Allocation Matrix

The following is a Risk Allocation Matrix (Figure 8.6) which allocates the risk to the appropriate
Project participants, which are best able to manage or mitigate such risk.
Figure 7.6
Risk Allocation Matrix
Legend:
Abbreviation
Con/Sub Cons.
Con/Sub Cont.
FMIUG
GoA
Hwy Ops.
RR Ops.
Insurer
IUG
NEATcor

NEATI Business Case

Description
Contractor/Subcontractor
Contractor/Sub Consultant
Future Member of Industry User Group
Government of Alberta
Highway Operator
Railroad Operator
Project Insurance Carrier
Industry User Group
Industry Service Corporation ((ISC”)
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General/Legal

Regional industrial growth does not reach
the level required to support NEATcor
Business Plan. See Section 7.2 & 7.3

IUG

FMIUG

GoA

NEATcor

Cont.
/ Sub
Cont.

Cons /
Sub
Cons.

Hwy Op /
RR Op.

Insurer

√

Future members of the Industry Group to
participate in all cost related to the
transportation corridor improvements.
See Section 7.3 & 7.4

√

Establishment of NEATcor as a not for
profit entity with required charging
authority. See Section 7.4

√

Confirmation of the GoA commitment to
the Project and the enactment of required
legislation to make the Project viable.
See Section 7.4
√

Discriminatory change in law. See
Section 7.4

√

Major permits and approvals. See Section
7.6

√

√

√

√

√

GoA

NEATcor

Cont.
/ Sub
Cont.

Cons /
Sub
Cons.

Hwy Op /
RR Op.

√

√

√

√

√

Fortuitous loss to the Project. See Section
7.5 (Earthquake, tornado, rainstorm, fire,
etc.)
Structure/Economics

Completion of project finance

IUG

FMIUG

Maintenance of required reserve fund

√

Foreign exchange

√

Ability for repayment to bondholders to
commence at a specified point in time.

√

NEATI Business Case

Insurer

√

Provision of completion guarantees to
support project finance

Interruption of rail services due to loss of
running rights or loss of third party
property.

√

√

√

√
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Construction

IUG

FMIUG

GoA

NEATcor

Cont.
/ Sub
Cont.

Cons /
Sub
Cons.

Certainty of Construction Cost

√

√

√

Certainty of Construction schedule

√

√

√

√

√

Improper Design

Hwy Op /
RR Op.

Insurer

Availability of Construction Materials

√

√

Availability of Construction Labor

√

Constructability in remote locations

√

√

Geotechnical

√

Loss or damage to Construction works
(Earthquake, tornado, rainstorm, fire, etc.)

√

√

√

Legal Liability arising out of Construction
Operations

√

√

√

Permits (Other than Omnibus). See
Section 7.6

√

√

√

Environmental Compliance

√

√

√

NEATcor

Cont.
/ Sub
Cont.

Cons /
Sub
Cons.

Operational
IUG

FMIUG

GoA

Certainty of Operations Budget:
•
Highway maintenance and
operation including major
rehabilitation.
Certainty of Operations Budget:
•
Railroad maintenance and
operation including major
rehabilitation.

√

Hwy Op /
RR Op.

√

√

√

√

Insurer

Labor issues related to operations.
√
√

Collection of charges.

√

√

√

Legal Liability arising out of operation of
Railroad.

√

√

√

Environmental Compliance

√

√

√

Legal Liability arising out of operation of
Highway.

NEATI Business Case
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7.5.3

Overview of Insurance Markets and Requirements

The current insurance markets have been reviewed to confirm the availability of an acceptable
insurance program to the project participants during the construction and operating phases of
the Project.
Following is a list of Insurance Markets who have traditionally participated in these types of
insurance programs:

ACE INA Insurance
ACE, Bermuda
Affiliated FM
Allianz Canada
American International Companies
Aviva
Chubb Insurance Company of Canada
Citadel Assurance
CNA International
Commonwealth Insurance Company
Elliotts
FM Global
GCAN Insurance Company
ING Western Union
JLT Bermuda
Liberty International Canada
Lloyds of London
Royal and SunAlliance Insurance
St. Paul Fire and Marine
Starr Excess, Bermuda or UK
Starr Technical Risks Agency Inc.
Swiss Re New Markets (NASIC – North American Specialty will front
and provided admitted paper)
The Guarantee Company of North America
XL Canada
XL Insurance, Bermuda or UK
Zurich North America Canada

A.M. Best
Rating
A
A
A+
A
A++
NR4
A++
B++
A
ANR
A+
A
A+
A
A
AAu
NR-5
A

A
A+u
A+u
A

Construction
Given the conventional nature of the construction activity and the manner in which it will be
procured, there is ample capacity in the Canadian and International Insurance markets to
provide insurance coverage normally required by project Owners and Lenders. Although at this
time the Risk of Loss for the transportation corridor has not been established, it would be
prudent to assume that NEATcor would be responsible to ensure that all construction activities
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are insured in a manner which meets the requirements of the Lenders and GoA and protects
the Industry Group from a rise in the tariff due to an uninsured loss of property which resulted in
a delay to the date certain. To this end, NEATcor would establish an Owner Controlled
Insurance Program (OCIP) which would add projects as they are tendered. The following
coverages would be offered in the OCIP Program:
•

All Risk, Builder Risk including Land Transit and Delayed Start-up coverage on key
projects (Specialty equipment, including electronic data, would be covered under this
policy);

•

Wrap-up Liability with extended Completed Operations;

•

Project Specific Professional Errors and Omissions with extended reporting periods on
Key Projects;

•

Environmental Impairment Liability;

•

Marine Cargo including Delayed Start-up Coverage on Key Projects;

•

Employee Crime; and

•

Not-for-Profit Director and Officers Insurance for NEATcor.

Contractors tendering work on the Project would be required to provide the following coverages:
•

Contractor’s Plant and Equipment Insurance – Full Replacement Cost;

•

Automobile Insurance; and

•

Workers Compensation – Statutory.

The policy wordings and limits would be established in the next phase of the Project. NEATcor
would establish an OCIP manual and ensure the policy wording and terms, which would meet
the specific requirements of the Lenders.
Operations
It is envisioned that an insurance program that meets the requirements of the Lenders and
protects the Industry User Group from an increase in the tariff due to an insurable event will be
procured on an annual basis. A stand alone commercial insurance program would be obtained
by NEATcor and would, in any event be required by the project lenders. Given the nature of the
Transportation Corridor, and the spread of risk within the Transportation Corridor the property
insurance program would be based on the concept of a Maximum Foreseeable Loss with
appropriate Business Interruption Insurance. The Liability program established by NEATcor
contemplates that the Road and Rail Operators would provide the primary liability insurance
according to current market conditions and Industry Standards. NEATcor would carry
appropriate liability insurance for their direct operations. Although detailed design of the
Operations Program will take place in the next phase of the Project, a general representation of
the insurance program would be as follows:
•

All Risk Property Insurance (including Boiler and Machinery) with Business Interruption
including electronic data;
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•

General Liability Insurance for NEATcor Operations;

•

Directors and Officers Coverage;

•

Workers Compensation - the Alberta WCB for NEATcor Employees;

•

Automobile Insurance; and

•

Employee Crime.

Contractor Provided Insurance
This insurance would be primary coverage with NEATcor and other applicable project
participants as additional Insured
•

Railroad Operators liability, including system maintenance;

•

Road Maintenance Liability;

•

Operational Equipment (rolling stock);

•

Automobile; and

•

Workers Compensation.

The policy wordings and limits would be established in the next phase of the Project.
Insurance Costs
An estimate for insurance costs, during the construction and operating phase, has been
included in the Capital Cost for construction and in the annual operating budget.
7.5.4

Overview of Surety Markets and Requirements

A review of the current surety markets has been completed to ascertain if the surety industry
has the capacity to support the construction activities outlined in this Report. This review has
taken into consideration the current practices used within the civil construction sector in Alberta
and that the Project will be competing for surety capacity with other major construction projects
in Alberta and the Winter Olympics in British Columbia.
The following is a list of surety markets and their financial rating from AM Best and S&P who
would likely be participating in this Project:
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ACE INA Ins.
American Home (AIG)
Aviva
AXA
Chubb Ins.
CNA (Continental)
GCNA
Sovereign General
St. Paul Surety
Western Surety
Zurich Ins. Canada

A.M. Best

S&P

A
A++
N/R*
A
A++
A**
A
B+
A
B++
A

BBB
AAA
A
BBB
AA
AA
N/R
A+
N/R
A+

Surety – During Construction
General discussions with Surety Companies indicate that for qualified contractors a per project
limit of $250 million is available and that the current market has an annual aggregate capacity
of $1-1.5 billion Canadian. As NEATcor will be managing the Project on an individual
construction contract basis and utilizing specific surety capacity related to each construction
contract, NEATcor believes there will be adequate surety capacity available.
NEATcor believes the surety industry will find these constructions projects to be attractive for
the following additional reasons:
•

Diversity and the size of the construction contracts (largest being the Athabasca
Crossing at $175 million);

•

The participation of numerous professional and successful contractors;

•

The variety of the contract durations; and

•

No prototypical elements.

In general, the surety markets did not feel that their support of contractors participating in the
Olympics construction or other competing business would interfere with the support they could
offer their contractors during the period of 2005 to 2008. As always, their support for any
project is based on their contractor’s status at time of bid. The use of conventional surety would
maintain the current contracting practices in Alberta (50%, or 100% - Performance and Labor
and Material Payment Bonds).
In addition to the conventional surety approach, NEATcor has reviewed the use of Contractor
Default Insurance, also know as Subguard. Subguard is an insurance product used to
guarantee performance of sub-contractor by general contractor. Subguard would not be
appropriate for NEATcor, as it does not provide bid security or address labor and material
obligations and it has not been used at this level (Historically General Contractor to
Subcontractor). Additionally the use of Subguard would impose financial obligations for
deductibles and the responsibility for the financial pre-qualification of contractors on NEATcor.
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However, NEATcor should not rule out the use of Subguard by a general contractor who wishes
to utilize Subguard to guarantee the performance of their subcontractors.
The limitation associated with conventional surety is the time it can take to resolve a claim.
NEATcor would recommend the use of conventional surety products with the following
modifications:
•

Performance bonds at the General Contractor level to specifically cover Liquated
Damages;

•

Labor and Material Payment Bonds at the General Contractor level to respond to claims
by Subcontractors of all tiers; and

•

Attach a specific claim rider to each performance bond to ensure claims are managed
in a timely fashion and/or establish pre arranged claims protocol with the surety
companies.

Surety – During Operations
Appropriate contractual securities (in the form of bonds and or letters of credit) would be
required from the highway and railway operators in the operations phase.
These securities would be consistent with current highway operation practices in Alberta, which
are administered by Alberta Transportation. Appropriate securities would also be negotiated
with chosen railroad operators.
Surety Costs
An estimate for surety costs, during the construction and operating phase, has been included in
the Capital Cost for construction and in the annual operating budget.
7.5.5

Review of Risk Management / Transfer Mechanisms

The following (Figure 7.7) outlines the possible risk management transfer mechanisms that
NEATcor will utilize to manage the risks related to the Project.
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Figure 7.7
Risk Management/Transfer Mechanisms
General/Legal

Comments
•

User tariff shortfall will be covered by Section 7.3.2

•

Tariff rates to be adjusted to reflect lower volumes.

•

Addressed in financial plan and legislative
requirements. See Section 7.3 & 7.4

•

This will occur at the time of execution of the
Agreement in Principle

•

Appropriate legislation to be enacted which would
include funding of the GoA portion of obligations to
be documented to satisfaction of NEATcor prior to
Financial Closing

•

Appropriate contractual provisions

•

Low risk as the GoA is a highly motivated
stakeholder who benefits from the Project.

•

Proactive public consultation process. See Section
7.6

•

Contractor will maintain risk of loss, however this will
be transferred to the insurer.

•

NEATcor will transfer risk of loss to contractors and
project insurance.

Verification of NEATcor Business Plan viability for IUG

AOS regional industrial growth does not reach the level
assumed in the NEATcor Business Plan.

Future members of the IUG reluctance to participate in
all cost related to the transportation corridor
improvements.

Establishment of NEATcor as a non share capital and
not for profit entity.

Confirmation of the GoA commitment to the Project
and the enactment of required legislation to make the
project viable.

Discriminatory change in law.

Major permits and approvals.

Fortuitous loss to the project. (Earthquake, tornado,
rainstorm, fire, etc.)

Structural/Economics

Comments
•

Aviation Authority equivalent credit rating will be
obtained prior to Financial Closing.

•

Due to the structure of the project finance,
construction completion guarantees will be provided
by the contractors. No guarantee will be provided by
the IUG, NEATcor or the GoA.

•

The financial model contemplates funding through
the tariff structure of required reserves.

•

Normal business risk for NEATcor

•

Limited during construction period to foreign sourced
equipment/ materials.

Completion of project finance

Provision of completion guarantees to support project
finance

Maintenance of required reserve fund

Foreign exchange
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Structural/Economics

Comments
•

Risk transferred to constructor where contractual
liability exists or to insurer for insurable events.

•

Will be addressed adequately and satisfactorily in all
contracts prior to start of operations

•

Financing contains appropriate financial contingency

•

Fixed price Design Build contracts

•

50 - 100% Performance Bond, Labor and Material
Payment bonds

•

Contractual Holdback

•

Contractor is only paid for completed work

•

Advance payments to be secured.

•

Only experienced & financially strong contractors will
be prequalified

•

Conventional Civil construction work

•

Project Insurance

•

1 year float – construction schedule 4 years with
repayment to commence in 5 years

•

Numerous small packages of repetitive work

•

Larger projects will commence independently of
each other

•

Contract performance guarantees

•

Experienced professional designers

•

Proven design principals

•

Design Insurance

•

Contractual transfer to consultants

•

Forward supply contracts

•

3 independent rail supply quotes

•

NEATcor believes there will be adequate labor to
maintain the project schedule

•

Logistics of this Construction have been taken into
account in the Construction Estimate and Schedule

•

Team members have direct experience in remote
location construction.

•

Team Members and IUG Group experience has
been utilized in the planning.

Ability for repayment to bondholders to commence at a
specified point in time.

Interruption of rail services due to loss of running rights
or loss of third party property.

Construction
Certainty of Construction Cost

Comments

Certainty of Construction Schedule

Improper Design

Availability of Construction Materials

Availability of Construction Labor

Construction in Remote Locations
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Comments

Construction
•

Currently utilizing consultants and IUG local
knowledge

•

Appropriate contingency in estimation

•

Detailed geotechnical investigation will be
undertaken in subsequent phases of the Project.

•

Project Insurance

•

Contractual transfer to contractors/consultants

•

Project Insurance Program

•

See Section 7.6

•

Project environmental protection plan will be
implemented by NEATcor

Geotechnical

Loss or damage to Construction works

Legal Liability arising out of Construction Operations

Permits (Other than Omnibus).

Environmental Compliance

Operational
Certainty of Operations Budget:
•
Highway maintenance and operation
including major rehabilitation.

Comments
•

NEATcor has utilized current operating and
maintenance costs for the road works by GoA

•

Qualified contractors currently providing these
services in response to competitive tender process

•

NEATcor has utilized data from CN/CP reports, staff
and direct cost experience related to railroad
operations in this area.

•

NEATcor will transfer this risk via contract

•

Enforcement and collection rights will be provided
for in legislation. Only residual risk is the credit of
the debtor.

•

Risk transfer to operators and insurers

•

Risk transfer to operators and insurers

Certainty of Operations Budget:
•
Railroad maintenance and operation
including major rehabilitation.

Labor issues related to operations.

Collection of charges.

Legal Liability arising out of operation of Highway.
Legal Liability arising out of operation of Railroad.

7.6

PROJECT PROCUREMENT STRATEGY

7.6.1

Competitive Process for All Work

The project procurement strategy will utilize proven procurement approaches currently in use by
both provincial government agencies and industry stakeholders. This process will involve as a
core principle a competitive tendering or proposal process for all major design, procurement,
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construction, operational and maintenance requirements. Major contracts will be preceded by a
Request for Qualification process to ensure that only technically and financially capable firms
are pre-qualified and invited to participate in the bidding or proposal processes.
It is proposed that the engagement of a Construction Manager will result from a similar
competitive selection process that will be managed by NEATcor, as Owner.
It is contemplated that all design and construction phase procurement requirements will be
based on a series of contracts requiring experienced proponents to design and build
component parts of the Project as specified, delivered through design build stipulated sum and
fixed rate contractual engagements. Contractual terms will ensure that proponents will be solely
responsible for cost, schedule and quality, through the satisfaction of specified performance
criteria, to be guaranteed by appropriate performance security.
While procurement for services, resources and materials will be conducted on a Canada and
international wide basis, efforts shall be made to source procurement requirements from the
immediate region of Alberta. Major and long lead procurement requirements may be sought on
an international basis, as determined necessary.
With respect to road maintenance obligations, it is intended that NEATcor shall seek to engage
the services of entities that are qualified by and acceptable to Alberta Transportation. An
exception to this approach may include maintenance requirements that are assumed by Alberta
Transportation by agreement with NEATcor.
The operation and maintenance of all rail infrastructure will be awarded to qualified proponents
through competitive bid processes. Successful proponents will be required to fulfill long term
operational and maintenance requirements in accordance with specific performance and
legislative requirements. It is intended that the rail works will be operated and maintained in a
manner that preserves its status as a provincial undertaking. It is proposed that operations and
maintenance providers will not be responsible for infrastructure replacement and upgrades of
road and rail.
7.6.2

Establishment of General Procurement Guidelines

General procurement guidelines will be established and implemented through all phases of the
Project. These guidelines will be developed and implemented by NEATcor as the Project
Owner. Where applicable and practical, existing procurement guidelines established by
provincial government agencies and industry stakeholders will be considered and adopted as
applicable.
Adherence to applicable Provincial statutory requirements, including the Alberta Builders' Lien
Act, R.S.A. 2000, c. B-12 and the Railway (Alberta) Act, R.S.A. 2000, c. R-4, as amended, will
be mandated. Federal legislation and accords like the Agreement on Internal Trade will be
required to be complied with if and as applicable.
A comprehensive procurement strategy will be developed and implemented to address specific
relevant issues. As an example, an analysis of the demand for the specific types of skilled
labor required for the Project will be performed, which along with the existing studies conducted
by the Alberta Government, various industry associations, and industry stakeholders, will be
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used to develop and implement a strategy and work program. The experience gained on other
major Alberta projects involving the Provincial Government and industry stakeholders will
provide valued insight and experience with respect to managing potential procurement and
performance risks.
7.6.3

Overview of Construction Markets

The construction market in Alberta has the capacity and skill sets to perform the type of work
that will be required to design, build and upgrade both road and rail components of the Project.
The Project consists of surface transportation improvements including the construction,
upgrading and extension of an approximate 643 km of highway and railroad. With the exception
of some of the bridge structure work, the road and rail requirements represent relatively
conventional construction work when compared to the complex oil sands manufacturing and
processing facilities which often use yet to be proven technology that is developing as the
design and construction progresses.
For decades road and rail infrastructure has been successfully designed and built in the
Province of Alberta and across Western Canada. Proven expertise and sufficient resources
exist in Alberta and Western Canada to enable the construction requirements of the Project to
be satisfied. Members of the Alberta Roadbuilders and Heavy Construction Association have
for many years capably performed highway construction, upgrading and maintenance work to
the satisfaction of Alberta Transportation. The members of this provincial wide association, as
well as others, represent a significant resource from which to access experienced personnel
and the requisite construction equipment to ensure that strategically sized component parts of
the road work are undertaken and performed as planned and required.
The availability of rail contractors in Western Canada is more limited by comparison, but by
various accounts is sufficient to undertake the various rail scopes of work. To some extent,
certain aspects of the rail work, like railbed construction, could be performed by road builders,
while the track laying components will be undertaken by entities specialized in rail works.
Alberta is home of one of the largest and most active rail contractors in Canada who has
expressed an interest in competing for certain of the rail scope packages. There are also a
number of international rail contractors, which have expressed an interest in the Project and in
all likelihood, given the size of the Project, would participate in the competitive procurement
process for rail components of the Project work.
One of the more significant construction challenges may be to access the requisite materials for
the rail component of the transportation infrastructure, specifically proper ballast to provide for
the extensive railbed. Suitable sources of ballast materials have been identified in Western
Canada and provision will have to be made for the accessing and transportation of these
materials to the Project sites on a continual basis.
The bridge crossings are more complex than the road or rail work and will in all likelihood,
require the sourcing and engagement of construction expertise both in and outside the Province
of Alberta. Some of the largest and most complex bridge structures in Canada have been
designed by engineering firms resident in the Province of Alberta. It is anticipated that the
proven expertise and capacity to construct the major bridges which does exist outside of the
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Province of Alberta will be interested in competitively participating in the procurement process
for one or more of the bridge structure packages of work.
The wide spread concern over the limited availability of adequate skilled labor that has been
attributed by many sources as a contributing cause of significant cost overruns on recent oil
sands projects, is simply not applicable to this transportation infrastructure project. The work
required is markedly different than that of the majority of the major projects underway in the
AOS Region.
For example, welding requirements for the rail work is much different than the highly technical
in-place welding that needs to be performed on oil sands project sites. Rail track welds are for
the most part done by automation where two rails are heated and fused together in an offsite
operation involving quarter mile stretches of rail. The onsite welding involves the placement of a
brick molding at the rail section joints in which magnesium is used to melt iron filings which drop
in between the rail sections to form a weld at the joint. This is then ground flat. This rather
rudimentary operation occupies crews of three laborers repeating the same process over and
over again. This is a very different process and requires a very different level of skilled
tradesman than that required in the complex and sophisticated welding environments involved
on the oil sands project sites.
Consequently, it is anticipated that this transportation project will not compete with most, if not
all, of the other major oil sands projects for skilled labor. This differentiation is significant when
one considers that according to the Alberta Construction Workforce Supply Demand Forecast
2004–2008 prepared by the Construction Owner's Association of Alberta, the majority of the
investment in major capital projects undertaken in Alberta over the period 2004 to 2008 are and
will be oil and gas and oil sands projects. According to this reputable forecast, in 2006, 2007,
and 2008 the oil and gas resource sector will account for more than 70 per cent of expenditures
on capital construction projects.
The study also depicts major Alberta capital projects and their anticipated construction
schedules and manpower requirements up to and including the projected completion of this
Project in 2008. The study confirms the availability of a labor force throughout the construction
period and states that in the general laborers trade there is a low likelihood, or no likelihood at
all, of there being a shortage or workers in the years 2005 through to 2008. As the study points
out this is certainly not the case with respect to specific skilled trades like sheet metal workers,
plumbers, boilermakers, bricklayers, insulators and others where dramatic shortages are
expected to be the norm during this period. None of the trades identified in the study as
experiencing a shortage, dramatic or otherwise, comprise a key part of the labor force that will
be required to construct, upgrade or maintain the road and rail Project.
7.6.4

Major Permits and Approvals

An assessment of expected permitting considerations has been included in this Report. The
major regulatory requirements include those of Federal and Provincial regulatory agencies, as
well as the Regional Municipality of Wood Buffalo, where applicable. Regulatory permits and
approval requirements have been identified in four major categories: Environmental,
Aboriginal, Land and Other. This latter category includes municipal and transportation
requirements.
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Appendix 8 summarizes the expected regulatory permits and approvals that will be required for
the Project. These Appendices identify the legislation pursuant to which a permit or approval is
required, the regulatory authority involved, key timing considerations, and the work tasks
necessary to comply with the requirement.
Environmental Requirements
One of the most significant regulatory requirements will involve environmental permits and
approvals. In Alberta the key governmental organization allocating environmental responsibility
is Alberta Environment. At the Federal level, primary authority will be vested with the
responsible authority whose involvement triggers the assessment under the Canadian
Environmental Assessment Act, S.C. 1992, c. 37. In this case, it would most likely be the
Department of Fisheries and Oceans, although other agencies such as the Canadian Coast
Guard and Indian and Northern Affairs Canada may also have involvement. Administration of
the environmental assessment would rest with the Canadian Environmental Assessment
Agency. Considerable interaction with these Government agencies will be undertaken to
ensure that environmental issues are properly addressed. In Alberta, an environmental impact
assessment will likely have to be conducted pursuant to the Alberta Environmental Protection
and Enhancement Act, R.S.A. 2000, c. E-12. There is a Memorandum of Understanding
between the Federal and Alberta governments regarding joint panels for environmental
assessment. In this case, it is expected that both Federal and Provincial authorities will be
involved in the environmental impact assessment, although the different focus dictated by their
respective mandates may require the preparation and submission of two environmental
assessment reports. It is not anticipated that this would extend the time frame required to
complete the environmental assessment.
Aboriginal Requirements
In-depth consultation with specific Aboriginal groups will be necessary to ensure that any
applicable native concerns are addressed. To the extent that the selected transportation route
may be sited on or impact lands that are occupied or the subject of traditional use, by Aboriginal
or Métis, appropriate consultation with affected Aboriginal groups must take place in order to
protect Aboriginal and treaty rights. In addition, where reserve lands are involved, the
regulatory requirements dictated by the Federal Indian Act, R.S.C. 1985, c. I-5 will have to be
satisfied. Regulatory authorities will not issue permits or approvals without first being satisfied
that Aboriginal rights have been addressed. As a result, input must be sought from affected
Aboriginal groups early in the implementation process. Accordingly, appropriate resources
must be allocated to undertake effective consultation with affected Aboriginal and Métis groups
as an important part of the planning and permitting process.
Potentially affected Aboriginal groups are largely concentrated in the Wood Buffalo Regional
Municipality as well as the Lac La Biche area. The following Aboriginal groups have been
specifically identified by Alberta Aboriginal Affairs as groups that may be affected by the
proposed transportation routings:
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First Nation

Métis or other Aboriginal Group

Athabasca Chipewyan

Zone 1

Mikisew Cree

Elinor Lake Local 111

Fort McKay

Fort McKay Local 122

Fort McMurray

Fort McMurray Local 2020

Chipewyan Prairie

Lac La Biche Local 777

Beaver Lake

Wl River-LLB Local 1949

Heart Lake

Fort Chipewyan Local 126

Cold Lake

Fort McMurray Local 1935

Alexander

Lac La Biche Local 2097

Bigstone

Conklin Local 193

Whitefish

Willow Lake Local 780

Kehewin Cree

Wood Buffalo First Nation
(not an official First Nation)

Enoch

There are currently processes in place to facilitate meaningful discussions with Aboriginal and
Métis groups in the Fort McMurray area. For example, each First Nations member group has
an Industry Relations Corporation that will review proposed projects. This entity represents an
excellent contact point for the continuation of discussions that have been held to date with First
Nations leaders. Existing relationships between the First Nations and many of the Industrial
User Group will also facilitate the necessary dialogue between the parties.
In addition to contacts with Alberta Aboriginal Affairs in regard to the Aboriginal groups,
discussions have also occurred with Alberta Justice and Alberta Sustainable Resource
Development, which is responsible for the disposition of Crown lands, on which Aboriginal and
Métis people may practice traditional use.
Inquiries will also have to be made with the Federal Department of Justice regarding current
land claims negotiations that may affect the right-of-way routing.
There are fewer formal structures in place for consultation with the Métis, but a Métis-Industry
Consultation office has recently been established in Fort McMurray and will undoubtedly be
helpful to identify and consult with affected Métis groups, if any.
Land Requirements
Planning will involve consideration of various land regulatory requirements including those
stipulated under the Public Lands Act, R.S.A. 2000, c.P-40, the Alberta Expropriation Act,
R.S.A. 2000, c.E-13, if necessary, and a variety of other Provincial acts and regulations, all as
more particularly described in Appendix 8.
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Railway regulatory permit and approvals will be necessary, as will certain Municipal approvals.
The Alberta Railway Act, R.S.A. 2000, c.R-4 vests authority in a Railway Commissioner who is
affiliated with Alberta Transportation. As part of the overall planning process a detailed plan of
the proposed route will be presented to the Commissioner for review. The main issues of
concern that have been identified to date include right-of-way requirements as well as the
proposed class of operating track, standards, dimensional loading, sidings and yards, and
crossing agreements for both public and utilities. Regulations and consultative processes
required by both the Alberta Municipal Government Act, R.S.A. 2000, c. M-26 and the Alberta
Public Highways Development Act, R.S.A. 2000, c. P-38, among other statutes will need to be
adhered to.
Overall, the anticipated permit and approval requirements are numerous and extensive. It will
be necessary to ensure that the regulatory requirements and processes are integrated into the
Project planning and implementation strategy. Reasonable allowances are provided for in the
overall Project schedule and reputable and experienced personnel are involved to ensure that
all regulatory requirements are fully understood and satisfied.
7.6.5

Major Contractual Terms

The procurement strategy shall mandate the incorporation of specific major contractual terms in
every contractual arrangement of a stated minimum value, scope of work, or complexity entered
into in relation to design and construction activities. These major contractual terms will include
at least the following:
Interpretation – consistent use of definitions common to all contracts, governing law, accounting
terms and principles, time commitments, severability and other interpretative provisions and
principles;
Right to Subcontract – with consent and without derogation of responsibility;
Payment – including progressive payment obligations, modifications and changes,
certifications, and holdbacks and set-offs, and impact of late completion;
Compliance with Applicable Laws – This will compel compliance with all statutory and
regulatory requirements including Occupational Health and Safety and applicable Provincial lien
and Public Works Act legislation;
Insurance – consistent with Project insurance program;
Surety Bonds – bid, performance and labor and material payment bonds on work packages
greater than a specified value;
Force Majeure Events – the consistent identification of specific events that will constitute force
majeure events and how those risks relating to a force majeure event are to be allocated,
managed and mitigated;
Defaults and Remedies – what acts or omissions constitute a default and what remedies are
available in the event of a default;
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Representations and Warranties – clearly identified requisite representations and warranties to
be made by the contracting parties and the parties' reliance upon same;
Performance Warranty – the specific performance warranty to be provided including quality of
materials and workmanship, quality assurance, and remedies for non-performance;
Rights upon Default – The identification of rights and entitlements of each party upon an event
of default, including the right of NEATcor or the GoA to assume any contract with respect to the
Project or engage the services of others to complete unfinished Project work;
Rights of Termination and Suspension – The identification of rights and obligations of each
party to, and in the event of a termination or suspension;
Confidential Information – outlining obligations with respect to non-disclosure, permitted
disclosure, liability for breach and survival of termination;
Dispute Resolution – effective proactive dispute resolution processes and procedures both of
an advisory and binding character encouraging open and frank disclosure negotiation as a
starting point;
Audit and Access – establishing ISC's rights of audit and access to information;
Indemnity – requires NEATcor to be indemnified and held harmless from claims, including
claims for personal injury, property damage, and third parties including the involvement of
NEATcor in the addressing or settlement of such claims, if any;
Entire Agreement – confirming that the terms and conditions of the contractual agreement
constitute the entire agreement of the parties; and
Miscellaneous – intended to address a wide variety of miscellaneous but necessary provisions
ranging from notices to execution of the agreement in counterpart.
The objective is that through the inclusion of such terms in each qualifying contract, the
procurement process, and the resultant works can be managed in a more effective manner.
7.6.6

NEATcor's Role as Owner

NEATcor shall act as the Owner throughout the planning, construction, implementation,
operational and maintenance phases of the Project. To support its task NEATcor may select
and engage a Construction Manager and shall have the overall responsibility for directing the
Construction Manager and generally overseeing the entire Project from start to finish. It is
anticipated that NEATcor shall include a core staff of experienced technical, construction,
contracting, procurement, permitting, public consultation, financial, audit, and project
management personnel consistent with the size and duration of the Project. A budget for
personnel has been included during the construction period reducing in number during the
operating phase. In completing its implementation duties, NEATcor may be supported by a
committee appointed from its stakeholders.
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7.6.7

Role and Selection of Construction Manager

An experienced Construction Manager would be selected through a competitive proposal
process. The role of the Construction Manager shall be to oversee all execution phases of the
Project, subject to the direction of NEATcor. The engagement of a qualified Construction
Manager is intended to ensure consistent leadership, management and accountability from
preliminary design right through to completion of construction and commissioning of all work.
The Construction Manager shall be responsible to co-ordinate all major design, procurement
and construction activities, including quality assurance and quality control, in order to ensure
that design and construction requirements are met on time and on budget.
It is proposed that the Construction Manager, as agent for the Owner, shall enter into
contractual arrangements directly with those parties responsible for the design and construction
of the Project requirements, and shall accordingly interface with such parties on an ongoing
basis. Major contractual terms will be mandated for incorporation into all such contracts. The
Construction Manager shall remain accountable to NEATcor for the satisfaction of all project
requirements.
7.7

PROJECT IMPLEMENTATION STRATEGY

7.7.1

Introduction

There are five milestones following delivery of the Business Case Verification Report and prior
to financial closing (on or before April 30, 2005). These are:
•

A memorandum of understanding (MoU) with the GoA, AOSTC and the IUG setting out
the basic conditions for the initiative to proceed as agreed by the industrial users and
the GoA;

•

The formal incorporation of NEATcor with a Memorandum of Association and Articles
of Association consistent with its proposed mandate, and the appointment of an interim
Board of Directors;

•

An agreement in principle (AIP) with the GoA and NEATcor authorizing the
incorporation of NEATcor, the negotiation of the Master Agreement, and the finalizing of
all other documents and the taking of such other steps as are required to proceed to
financial closing;

•

Legislation that will provide the authority for NEATcor to set, amend and enforce
transportation charges and include the necessary controls on those charges for
protection of the public interest;

•

A detailed agreement or series of agreements (the GoA Agreements) between the
interested ministries of the GoA specifying the rights and obligations of NEATcor in
respect of the acquisition, management, operation and development of the corridor in a
safe, efficient and cost effective manner.
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7.7.2

Decisions by Funding Stakeholders

This Report will be delivered for review with the funding stakeholders by mid August 2004. The
funding stakeholders have had representatives at a series of meetings to review the status of
preparation of this Report and to review and consider various business structure options and
financing structures. Consensus has been reached as to NEATcor being the right ownership
solution coupled with a real rate bond offering. The Project plan is to achieve financial closing
on or before April 30, 2005. The Project team has attempted to build consensus with the
representatives of the funding stakeholders during the various progress meetings that were
held for this purpose. It is hoped that this work will result in an accelerated review and
acceptance of the Report. In order to achieve a financial closing on or before April 30, 2005, a
general acceptance of the Report will be required by November 30, 2004, by the industry and
GoA stakeholders.
7.7.3

Memorandum of Understanding (MoU)

The MoU will be a statement of intent of the parties to move towards execution of an agreement
in principle by November 30, 2004. The MoU would represent an acceptance of the Report as
the basis for moving forward and would include naming a Special Advisory Committee of three
to five members to work to achieve execution of the AIP. The MoU would also have to provide
for funding arrangements for the time period from August 1, 2004 to Financial Closing
scheduled for April 30, 2005. The target date for signing the MoU should be no later than
November 30, 2004.
7.7.4

Agreement in Principle (AIP)

The AIP would describe in detail the understanding of the parties with respect to the specific
matters to be included in the NEATcor incorporation papers, the legislation and the Project
Agreements. It would constitute the "sign off" by the interested parties on proceeding to develop
the Project and achieve financial closing. The AIP would provide a basic level of understanding
as to what is required in each of the next milestones. It should be viewed as a "term sheet" for
the Project, and indeed it would have at least four term sheets attached to it. These would
include the NEATcor incorporation term sheet, the GoA legislation term sheet, the Project
Financing term sheet and the Project Agreements term sheet. The target date for signing the
AIP should be no later than January 31, 2005.
7.7.5

Incorporation of NEATcor

The actual incorporation under Part 9 of the Companies Act of Alberta is a relatively straightforward matter. The incorporation papers must include the objects of the entity and its
governance structure. These have been developed after discussions with officials of the GoA.
The particulars of the incorporating documents have been included in Section 7.4.1.
The review and approval of the incorporating documents will be the first order of business of the
Advisory Committee, established under the MoU, with a goal to achieve incorporation
immediately following execution of the AIP (January 31, 2005).
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7.7.6

Legislative Requirements

Legislation will be required to confer the necessary authority on NEATcor to carry out its
mandate. This legislation would deal mainly with the description of the transportation corridor,
the designation of NEATcor as a Delegated Authority Organization, the length of its mandate,
the right to set, amend, collect and enforce charges against users, the obligations of NEATcor
to provide the services required by its mandate, the charging principles to be applied by it,
including the economic regulatory framework and the appeal of charges in the event of a
disagreement as to compliance with the framework, and provisions relating to levels of service
policies, safety and other matters of public interest. The ownership of the roads by the Province
and the legal liability associated with such ownership would also be included in the legislation.
The major requirements of the legislation are in Section 7.4.2.
The implementation schedule suggests a sign off on draft legislation and regulations by January
31, 2005, introduction of legislation in February, 2005 and passage of legislation and
promulgation of any required regulations in March, 2005.
7.7.7

Execution of Project Agreements

The Master Agreement and other Project Agreements currently anticipated would most likely be
between NEATcor and the appropriate Ministries of the GoA. These would include a series of
agreements governing the transfer to NEATcor of certain responsibilities currently under the
authority of Alberta Transportation. It would include the form and timing of financial
contributions and commitments by the GoA to the Project and the manner in which Alberta
Transportation would satisfy itself that its public responsibilities would be fulfilled within the
transportation corridor, and would provide the mechanisms for over-sight on important matters.
The major terms of the Project Agreements are described in Section 7.4.3. Ideally, these
Project Agreements will need to be finalized prior to the passage of the required legislation and
in any event no later than March, 2005.
7.7.8

Implementation Schedule

A flow chart has been prepared to identify the various parties and their contractual
relationships. This flow chart is incorporated as Figure 7.8
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Figure 7.8
Project Relationships and Structure

Project Relationships & Structure

Project Agreements

NEATcor

MoU

Funding Commitment

GoA

[Governance]

IUG
AOSC

Finance Agreements

NEATcor
[Implementation]
Leadership
• Contract Oversight
• Finance Agreements
• Delivery Strategy
• Engineering
• Procurement
• Construction
• Implementation Schedule
• Risk Management
• Stakeholder Relations
• Government Relations
• Permitting

O&M Contracts
Contracts + 100% Performance Security
Performance Contract

CM

Finance

[Construction Mgr.]

DB

O&M

[Design Builder]

[Ops. & Maintain]

• Roadwork
• Railwork
• Structures

The key areas have been summarized above that require decisions and actions and has
assigned dates by which time various steps must be taken. The steps of obtaining consensus
from stakeholders and the passage of the required legislation are essentially the two areas
which have the biggest impact on the overall Project schedule, if delayed.
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A table of Key Decisions and Actions (Figure 7.9 - Key Decisions and Actions) has been
prepared and included below outlining the various key decisions and actions, and the date by
which such decisions and actions need to be taken.
Figure 7.9
Key Decisions and Actions
Activity
Start of internal stakeholder consultation process

Completion
August, 2004

Sign MoU confirming general consensus to proceed to AIP discussion

November 30, 2004

Key Stakeholders appoint representative to as the Advisory Committee

November 30, 2004

File incorporation documents

January 30, 2005

Negotiate and Sign AIP confirming agreement to proceed to financial closing

January 31, 2005

Sign-off on detailed legislative drafting instructions

February 28, 2005

Negotiate Project Agreements

February 28, 2005

Introduce Legislation

February 28, 2005

Execution of Project Agreements

April 15, 2005

Pass Legislation/ Promulgate regulations

April 15, 2005

Financial Closing

April 30, 2005
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8.0

STAKEHOLDER BENEFITS

8.1

INTRODUCTION

A modern efficient and properly sized transportation infrastructure is a positive benefit for its
users and the community at large in which it is built. The minimum benefits to all stakeholders
include:
1.
2.
3.
4.

Safer travel
Shorter trip times
Lower trip costs
Reduced emissions

This Initiative delivers these benefits to all stakeholders.
8.2

TRIP CERTAINTY

The current industrial freight surface transportation system is subject to the following regular
ongoing restrictions and risks:
1. Road bans affect the capacity of the individual load size during parts of each year;
2. Oversize loads are restricted due to requirements for temporary reinforcement of
structures along the existing right-of-way;
3. Winter weather reduces the road transportation service; and
4. Local bylaws restrict the passage of oversized and specific other loads through
downtown Fort McMurray to night time operations.
The proposed Initiative will allow for all year round restriction free industrial freight traffic to and
from the region.
8.3

TRIP DURATIONS

Currently, the surface transportation links between the greater Nisku Edmonton area and the
AOS region are via Highway 63, Highway 881 and an old rail line that terminates 25 km south
of Fort McMurray and cannot service the industrial plants north of Fort McMurray without
transshipment utilizing road transport.
The improvements to trip times for all freight are calculated in the following Figure 8.1.
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Figure 8.1
Surface Trip Durations
SE Edmonton Area to AOS Region
(Syncrude Plant)
Assumed Distance = 500 Km
Activity

Current
[Hrs.]

Future
[Hrs.]

Savings
[Hrs.]

[%]
17%+

Road
Regular Freight
O/S Loads
Passenger

6
24 +
6

5
N/A
5

1
N/A
1

17%+

Regular Freight
O/S Loads
Passenger

N/A
N/A
N/A

6
12
4

0
12+
2

50%+
33%+

Rail

With the improved road system, the bypass of Fort McMurray and the removal of oversized and
a significant portion of the industrial freight from the highway system, the average trip durations
will be shortened for all remaining road users. This benefit will accrue to all travelers to and
from the industrial plant sites as well as for general travel between all communities along the
corridor. Also, should passenger rail service be implemented in the future, the passenger rail
trip duration between Fort McMurray and Edmonton will be reduced to a little over three (3)
hours. Such travel by rail would be safer and occur with more certainty of trip duration times
throughout all times of the year.
8.4

TRIP COSTS

The 2003 quoted road freight costs for legal load size into the AOS region are reported to be as
follows:
1. South East Edmonton to Fort McMurray (per truck):
a. Range
$ 800 to $1,100
b. Average
$ 950
2. South East Edmonton to Syncrude Site (per truck):
a. Range
$ 1,200 to $1,350
b. Average
$ 1,275
At an assumed current regional annual inflation rate of 3%, the calculated road transport cost
increases in 2010 would be a minimum of 23% to the 2004 rates. Based on this assumption,
Figure 8.2 details the unit costs and savings for deliveries to the Syncrude plant distance (i.e.
500 km trip) of equivalent freight traffic in the Base Year 2010 when tariffs are planned to
commence. The comparative railroad costs include the loading and unloading at each end of
the trip. The unit weight of the average load has been taken from actual Weigh-in-Motion
(“WIM”) measurements taken in the May and June 2004 period north of Fort McMurray on
Highway 63.
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Figure 8.2
Surface Trip Costs
SE Edmonton Area to AOS Region
(Syncrude Plant)
Assumed Distance = 500 Km
Base Year $ 2010
Activity
Tonnes

Existing System
$/Trip
$/Tonne

Future System
$/Trip
$/Tonne

Savings
$/Tonne
[%]

Road
Full Truck
[FTL]
WIM Cl 7
[actual]
Oversize
[O/S]

20.0

$ 1,550

$ 77

$ 1,286

$64

$13

17%+

16.8

$ 1,550

$ 92

$ 1,286

$77

$15

17%+

75.0

$42,000

$560

N/A

N/A

N/A

Full Truck
[FTL]
WIM Cl 7
[actual]
Oversize
[O/S]

20.0

N/A

N/A

$36

$41

N/A

N/A

N/A

N/A

N/A

N/A

75.0

N/A

N/A

$31,000

$413

$147

Rail

8.5

$

716

53%+

26%+

MODAL SHIFTS

The maximum economic benefit of the Initiative solution occurs when freight transportation
shifts from the current road transportation to the future rail transportation system. It is
recognized and understood that for logistics reasons such a modal shift cannot apply to 100 per
cent of the freight traffic into and out of the region.
The business analysis considers that in the future all oversize loads will travel by rail. This will
result in significant reduction of wear and tear on the existing highway system and will also
reduce trip congestion on the highway system where oversized loads currently travel on
Highway 63 and beyond. The expectation is that the ultimate modal shift may reach beyond 50
percent because of the very significant savings in freight transportation costs which can be
realized by the users utilizing the rail alternative.
Figures 8.3 to 8.5 depict the region’s freight traffic averages for the period 2010 to 2030, with
varying growth assumptions.
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Figure 8.3 details the various quantities of average freight traffic for the period considered for
the Low Case, Base Case and Business Case. The figure also details the tariff costs and the
transportation cost savings for each scenario. The net savings to the Industry Users Group
based on an average modal shift of 15% during this time period are significant and range
between $9.11 and $10.49 per tonne. The savings when reported against oil production may
reach in excess of $.20 per barrel in the business case scenario.
Figure 8.3
2010 – 2030 – Based on Growth to 5 M BPD in 2030

Low
Case

[1] -

12,014,820
498,689

Total Freight:

12,513,509

16,220,007
498,689

20,425,194
498,689

2,548,064

5,096,128

19,266,760

26,020,011

NEATcor Operating Costs:
Debt Service and O&M etc.

Required Tariff Rate:

[3] -

Business
Case

Tonnages:
Inbound (Industrial)
Inbound (Industrial O/S)
Inbound (Commercial)
Outbound (Exports)

[2] -

Base
Case

Transportation Cost Reductions (Savings) :

$/Tn

$/Tn

$186,377,897

$186,377,897

$186,377,897

$14.89

$9.67

$7.16

Modal
Shift

Road
Inbound (Industrial)
Inbound (Industrial O/S)
Inbound (Commercial)
Outbound (Exports)

$15.00

Totals

$180,222,300

$243,300,105

$306,377,910

$180,222,300

$243,300,105

$306,377,910

$46,857,798
$73,307,283

$63,258,027
$73,307,283

$79,658,257
$73,307,283

$120,165,081

$136,565,310

$152,965,540

Rail
Inbound (Industrial)
Inbound (Industrial O/S)
Inbound (Commercial)
Outbound (Exports)

$26.00
$147.00
$26.00
N/A

15%
100%

Totals

Total Cost Reductions (Savings) to Users:
$/Tn
[4] -

$300,387,381

$379,865,415

$459,343,450

$24.01

$19.72

$17.65

$114,009,484

$193,487,518

$272,965,553

$9.11

$10.04

$10.49

$0.10

$0.17

$0.24

Net Annual [Direct] Return to Users (loss):
[3] - [2] Total per Year:
Total per Tonne:
Total per Barrel
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Figure 8.4 assumes no growth beyond 2 million bpd forecasted to be reached in 2012. The
modal shift of freight from road transportation to rail transportation required to achieve a break
even position (in the Low Case Scenario) between the tariff costs and the future transportation
cost savings is 15%. All remaining scenarios in this no growth situation are positive as well.
Figure 8.4
2010 – 2030 – No Growth Beyond 2012 (ie 2M BPD limit)
Low
Case

[1] -

7,693,596
319,332

Total Freight:

8,012,928

10,386,355
319,332

13,079,114
319,332

1,631,633

3,263,266

12,337,320

16,661,712

NEATcor Operating Costs:
Debt Service and O&M etc.

Required Tariff Rate:

[3] -

Business
Case

Tonnages:
Inbound (Industrial)
Inbound (Industrial O/S)
Inbound (Commercial)
Outbound (Exports)

[2] -

Base
Case

Transportation Cost Reductions (Savings) :

$/Tn

$/Tn

$186,377,897

$186,377,897

$186,377,897

$23.26

$15.11

$11.19

$115,403,940

$155,795,325

$196,186,710

$115,403,940

$155,795,325

$196,186,710

$30,005,024
$46,941,804

$40,506,785
$46,941,804

$51,008,545
$46,941,804

$76,946,828

$87,448,589

$97,950,349

Modal
Shift

Road
Inbound (Industrial)
Inbound (Industrial O/S)
Inbound (Commercial)
Outbound (Exports)

$15.00

Totals
Rail
Inbound (Industrial)
Inbound (Industrial O/S)
Inbound (Commercial)
Outbound (Exports)

$26.00
$147.00
$26.00
N/A

15%
100%

Totals

Total Cost Reductions (Savings) to Users:
$/Tn
[4] -

$192,350,768

$243,243,914

$294,137,059

$24.01

$19.72

$17.65

$5,972,871

$56,866,017

$107,759,162

$0.75

$4.61

$6.47

$0.01

$0.08

$0.15

Net Annual [Direct] Return to Users (loss):
[3] - [2] Total per Year:
Total per Tonne:
Total per Barrel
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Figure 8.5 assumes no growth beyond 1.5 million bpd forecasted to be reached in 2010. A
15% modal shift of road transport to rail transport would result in a net tariff shortfall in the Low
Case scenario of $6.35 per tonne. Any increases in modal shift will reduce the net shortfall. All
other scenarios with this assumption would remain neutral or positive.
Figure 8.5
2010 – 2030 – No Growth Beyond 2010 (ie 1.5M BPD limit)
Low
Case

[1] -

5,894,093
244,641

Total Freight:

6,138,734

7,957,026
244,641

10,019,958
244,641

1,250,000

2,500,000

9,451,667

12,764,599

NEATcor Operating Costs:
Debt Service and O&M etc.

Required Tariff Rate:

[3] -

Business
Case

Tonnages:
Inbound (Industrial)
Inbound (Industrial O/S)
Inbound (Commercial)
Outbound (Exports)

[2] -

Base
Case

Transportation Cost Reductions (Savings) :

$/Tn

$/Tn
[2010 Base]

$186,377,897

$186,377,897

$186,377,897

$30.36

$19.72

$14.60

$88,411,395

$119,355,383

$150,299,370

$88,411,395

$119,355,383

$150,299,370

$23,017,612
$35,962,227

$31,073,776
$35,962,227

$39,129,940
$35,962,227

$58,979,839

$67,036,003

$75,092,167

Modal
Shift

Road
Inbound (Industrial)
Inbound (Industrial O/S)
Inbound (Commercial)
Outbound (Exports)

$15.00

Totals
Rail
Inbound (Industrial)
Inbound (Industrial O/S)
Inbound (Commercial)
Outbound (Exports)

$26.00
$147.00
$26.00
N/A

15%
100%

Totals

Total Cost Reductions (Savings) to Users:
$/Tn
[4] -

$147,391,234

$186,391,385

$225,391,537

$24.01

$19.72

$17.66

($38,986,663)

$13,488

$39,013,640

($6.35)

$0.00

$3.06

($0.07)

$0.00

$0.07

Net Annual [Direct] Return to Users (loss):
[3] - [2] Total per Year:
Total per Tonne:
Total per Barrel
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8.6

FRANCHISE VALUE

The Initiative proposes funding to be derived from tariffs applied to inbound and outbound
freight movements. The business structure is based on a not-for-profit entity which will set its
tariffs based on its cost recovery requirements. As such, as freight volumes increase over time
there will be a resulting increase in value created and such value will accrue to the Industry
User Group. The net annual size of this value for various traffic scenarios is shown in Figure
8.3, 8.4 and 8.5.
8.7

LOGISTICS FOR INDUSTRY

Rail traffic can be scheduled with much certainty as this mode of transportation is more immune
to weather and congestion delays experienced by road transportation.
Currently rail deliveries can be scheduled within three hours for car load movements and as
little as one hour for intermodal shipments. This certainty of scheduling results in lower
transportation costs. Also, the flexibility that this certainty of transportation service provides will
contribute to significant reductions in waiting time for materials, supplies and equipment at the
plant and construction sites.
Custom rail cars would be built to allow for the maximum loading of “pipe spools” and other
such unique shaped freight products. The shipping costs of such items would be less than 50%
of what current road transport costs are. The main reason these significant savings are
possible is that road transport has a weight capacity that is unutilized when shipping these oddshaped components.
8.8

EXPORT OPPORTUNITIES

The opportunity of linking the individual plant sites of the AOS region to Edmonton’s mainline
rail systems of North America will create significant benefits. Currently the option of exporting
products from the region in a cost effective manner is limited mainly to pipeline activities only.
As summarized in Sections 2 and 6, the current surface transportation industrial exports from
the region are already in excess of 2 million tonnes per year.
The Initiative’s transportation improvements will create the lowest possible surface
transportation costs between the AOS region and the Edmonton mainline connections, for
efficient transport to coastal waters or to other destinations in mainland North America.
8.9

COMMUNITY GROWTH

The current flexible growth of Fort McMurray is restricted by having the single transportation
corridor of the region dissecting the community. The community must share its minimal flood
plain with an industrial highway feeding an ever growing industrial base to the north. As the
industrial region to the north grows, the corridor will need to be expanded and more of the
downtown land will need to be sacrificed for the expanded road system. All community
neighborhood traffic patterns must converge on this single industrial corridor for traveling within
the community as well as outbound from the community. This single entry and exit from the
community restricts Fort McMurray’s growth potential.
The Initiative proposes the benefit of building a bypass around Fort McMurray to allow the
separation of industrial freight traffic (including dangerous goods) from the community.
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8.10

QUALITY OF LIFE

The quality of life improvements that will result from the Initiative are substantial. Throughout
North East Alberta, users and citizens alike will benefit from the transportation infrastructure
improvements.
Listings of the more significant improvements include the following:
1.
2.
3.
4.
5.
8.11

Less congested travel on highways;
Safer travel on less congested and improved highways;
Shorter and more certain trip times;
Removal of dangerous goods travel within residential areas; and
Significant reduction of emissions into the atmosphere
COMPREHENSIVE AND SUSTAINABLE

The Initiative is comprehensive and as such provides a broad coverage of benefits to the region
at large. The Initiative provides solutions that are able to grow with the industry’s and
community’s needs without having to seek external funding. This self-sufficiency creates a
sustainable development for all stakeholders.
Sustainable development is the undertaking of all activities in the creation of economic, social
and environmental value that does not create a burden on present and future generations. The
Initiative offers a cooperative opportunity for all of the AOS industrial users, the Regional
Municipality of Wood Buffalo, aboriginal communities and the peoples of Alberta and Canada to
enhance economic value, improve social conditions for all stakeholders, and reduce negative
impact on our environment.
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The following Figures summarize key sustainability relationships.
Figure 8.6
Financial Sustainability
Issues

Relationship

1. Economic growth through savings
to industry and users

An efficient transportation system will reduce
current spending on transportation costs to the
oil sands industrial group and community at
large. By reducing the cost per barrel of oil
output, this will drive increased oil sands
development.

2. The size of the transportation
market must be sufficient to
attract capital investment to new
transportation infrastructure
projects

NEATcor, using an industry service
corporation model, would be responsible for
major surface transportation within the region
including rail and roadway infrastructure. The
initiative is viable using inbound (imported)
freight only. Outbound (exported) freight and
industrial commercial freight by rail will
increase the business opportunity.

3. Transportation revenues from
freight tariffs must be sufficient to
support operations, debt service

Tariff rates for industrial road and rail
transported goods would be structured to
cover all operating costs and debt service.

4. New valued-added products and
by-products can be exported to
markets

Exporting of refined and raw materials
increase the size of the transportation market.
Examples include: fertilizer, titanium oxide,
harvested timber, olefins, sulphur and
petroleum coke.
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Figure 8.7
Social Sustainability
Issues

Relationship

1. Enhanced quality of life for oil
sands workers

Improved roadway systems will offer reduced
travel time and improved safety.

2. Economic development enhances
the quality of life

By reducing oil sands production costs, new
investments are possible creating
opportunities for sustained economic
development and opportunities for enhanced
community programs, infrastructure and
facilities.

3. Shortage of skilled workers

Improved social support infrastructure would
attract workers from across Alberta, Canada
and oversees to work and live in the
community.

4. Retention of workers

The option to develop commuter rail service
on new rail infrastructure would reduce the
stress on workers traveling to and from their
respective plant sites, especially the most
northern of oil sands operations.

5. Urban land development

The improved transportation infrastructure
would create new opportunities for further
urban land development in areas where
existing access has limited community growth.

6. Safety

The shifting of industrial freight from road to
rail and the new and improved road
transportation system would reduce
congestion and collisions, and hazardous
goods would bypass the city center of Fort
McMurray.

7. Consumer goods

Increases the opportunity for consumers to
purchase goods and services within the
Regional Municipality of Wood Buffalo as
opposed to southern locations at similar cost.
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Figure 8.8
Environmental Sustainability
1. Emissions

The increased use of railroad will directly
result in significant reductions in emissions.
The reductions in trip times by road will also
reduce the amount of emissions.

2. Transportation alignment

Utilization of existing utility and pipeline
corridors for rail and roadway alignments.

3. Hazardous goods

Hazardous goods and services would be
routed around Fort McMurray, rather than
through the community, which would reduce
the potential exposure of residents to
hazardous materials.

4. Recycling of materials

The improved transportation system could
make it possible to remove waste recyclable
materials from the area to southern recycling
depots.

5. Export of sulphur

Process byproducts typically stockpiled on site
could be exported to market as the
transportation infrastructure makes it more
economical to do so.
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9.0

CONCLUSIONS AND RECOMMENDATIONS

9.1

CONCLUSIONS

The Athabasca Oil Sands (“AOS”) region presents a unique transportation opportunity. By
2010, it is estimated that in excess of 13 million tonnes of freight will be either inbound to the
region or outbound from the region to domestic and international markets. Inbound industrial
freight alone is estimated in excess of 6.1 million tonnes annually.
A capital investment of approximately $2.5 billion is required over
the next four-year period to build the needed new transportation
infrastructure, infrastructure improvements and expansions. The
infrastructure investment will provide significant quantitative and
qualitative benefits to end-users that include the oil sands
companies, other industrial users, the community in Fort
McMurray, and the Regional Municipality of Wood Buffalo. The
cost benefit analysis has confirmed that the cost of road and rail
freight will be significantly reduced with the implementation of the
infrastructure improvements. The opportunity to shift industrial
freight from road to rail will realize the largest transportation cost
savings estimated to be in excess of $41 per tonne before tariff.
The Initiative will create value and from its outset provide a
positive return to the Industry users and all stakeholders.
Transportation freight tariffs needed to fund the new infrastructure would be offset by significant
cost savings realized from the new and improved transportation infrastructure. The funding
model would include tariffs levied on freight tonnage within the region.
The net total transportation savings for the region, including reduced costs and tariffs, will
depend on the ultimate modal shift that occurs and the time required for the shift to occur.
However, given the large cost reduction available with rail transport, some modal shift from road
to rail will occur and the net savings to the users and stakeholders will be significant and
measurable. In addition, the transportation improvements will also allow for more fabrication
occurring in the greater Nisku/Edmonton region, which would further reduce capital costs in the
AOS region. Finally, the proposed transportation improvements will be accompanied by
qualitative benefits for all stakeholders in the region including reduced travel times, increased
travel safety, and reduced impact on the environment.
9.2

RECOMMENDATIONS

Based on the conclusions of this report, summarized above, the recommendation is to continue
to implement the Initiative by moving to Phase III, namely;
Proceed:
o with Project understanding and evaluation;
o with the establishment of NEATcor, its structure and governance;
o with Financial Closing; and
o with the full implementation of the Project.
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