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RECOMMENDATIONS

Thefollowing isalist of recommendations found in this Submission. Manitoba has
also incorporated its November 17 Submission on Railway Competition into this
submission. Inaddition, we have also included our responsesto the questionsthat the
Panel raised initsInterim Report on Railway Competition into thisdocument soit will

be a complete record of our position on the issue of railway competition.

The National Transportation Policy Statement

Recommendation 1. Manitoba recommends that the National Transportation
Policy Statement be amended to include sustainability as an objective of the
transportation system, and to clarify that carriers be allowed to compete

wherever possible.

Railway Competition

Recommendation 2: Manitoba recommends that the Panel conduct a thorough
compr ehensiveanalysisof thefeasibility of open accessthat objectively addr esses
the issues raised, enabling stakeholders to objectively assess the need for any

further debate on thisissue.

Recommendation 3: Manitoba recommends that the current running rights
provisionsshould beamended to allow any interested party to apply for running

rights (including the right to solicit traffic), subject to a “reverse onus’ public




interest test that permits the Agency to deny an application only if the host
railway or another party with running rightscan demonstratethat grantingthe

application would likely be detrimental to the public interest.

Recommendation 4: Manitoba recommends that any regional or short line
railway be granted, by legidation, running rights over the main line of the
connectingcarrier (without theright to solicit traffic), tothe nearest competitive
interchangewith another carrier. Runningrightsbeyond thenear est competitive
inter change should be granted by the Agency on a case-by-case, subject to the

reverse onus public interest test.

Recommendation 5: Manitoba recommends that the disposition of the federal
grain car fleet be done in a manner that contributes to increased railway

competition.

Recommendation 6: M anitobarecommendsthat thesectionson interswitchingin
the CTA beimproved by deleting the requirement to have storage facilities for
railcars at an inter switching point, and removing any legal impedimentsto the
use of shipper-owned facilities asinterchanges. The Agency should continueto

set actual interswitchingrates.

Recommendation 7: Manitoba recommends that the CTA Section 131 (1)
requirement for a shipper to have an agreement with the connecting carrier
before requesting a competitive line rate and service to the interchange be
repealed.




Recommendation 8: M anitobarecommendsthat the Agency should be permitted
to determinethe Competitive LineRate (CLR) asthelower of itscalculated rate

or therate offered by thelocal carrier.

Recommendation 9: Manitobarecommendsthat the CLR provisionsof theCTA
be amended to permit a shipper to smultaneously request athrough rateand a
CLRfromitslocal carrier, and thebeyond ratefrom theconnecting carrier with

the carriersproviding theratesindependently.

Recommendation 10: Manitoba recommends that " substantial commercial

harm" to shippersasacriterion for Agency intervention be eliminated.

Recommendation 11: M anitoba recommendsthat rates or conditions of service
established by the Agency for the railway industry meet the test of being

reasonable, asisnow the casefor theairlineindustry.

Recommendation 12: Manitoba recommends that the CTA be amended to
requireCN and CP to producealong-term plan identifying their corenetwork of
lines that each intends to operate and not offer for abandonment in that time
period. All other lines should be availablefor saleto any buyersinterested in a
package of linesthat could be more efficiently operated as a regional collection

system.

Recommendation 13: M anitobarecommendsthat the CT A beamended to per mit




the Agency, either upon application by shippers or on its own initiative, to
designate certain rail lines where service has deteriorated and then direct the
railways to offer the designated rail linesin a package to potential regional or
short linerailways, or grant runningrightstotheregional operator with thebest

service proposal.

Recommendation 14: M anitobarecommendsthat the CT A beamended to per mit
inter ested partiesto have an opportunity to appeal arailway's decision to offer
only asegment of arail lineor asinglelinefor abandonment, and that the Agency
beabletoorder therailway to offer an entirelineor nearby linesto theapplicant
if the applicant can demonstrateaviableshort lineor regional railway would be

feasible.

Recommendation 15: Manitobarecommendsthat national transportation policy
recognize and accept that competition in the transportation sector enhances
productivity and promotesinnovation, and these encour age economic growth in
other sectors, which benefitstherailwaysthrough increased businessthat attracts

financial capital.

Recommendation 16: M anitobarecommendsthat the CT A beamended to per mit
the Agency toissueinterim order storemedy a complaint from a shipper until the

matter of the complaint isresolved.




Airline Competition

Recommendation 17: Manitoba recommends that the effects of reciprocal
cabotage rights for non-Canadian carriers, and of reciprocal provision of the
“right of establishment” of a domestic service using Canadian employees and

equipment, beinvestigated.

Recommendation 18: Manitoba recommends that the federal government, in
concert with other national gover nmentsand relevant inter national institutions,

remove current impedimentsto increased international air carrier competition.
Recommendation 19: Manitobarecommendsthat thefederal government strive,
through bilateral agreements or other means, to liberalize the provision of

international air serviceson areciprocal basis.

Competition In The Trucking | ndustry

Recommendation 20: Manitoba recommends that the Gover nment of Canada:
renew effortsto persuadeprovincial gover nments, the Gover nmentsof the United
States and Mexico and their state gover nments, to harmonize their commercial
vehicleweightsand dimension regulations;, and commence negotiationswith the

United Statesto liberalize cabotagerestrictionson areciprocal basis.




Competition In The Domestic Marine | ndustry

Recommendation 21: M anitobarecommendsthat thefederal government rescind
the 25% duty imposed on foreign built shipsfor domesticuseand investigatethe

feasibility of allowing cabotage in the domestic Canadian market.

The Relevance Of Mergers To Transportation Competition

Recommendation 22: Manitobarecommendsthat, in theair and rail modes, the
responsible federal government agencies be afforded the legislative and other
tools necessary: to protect travellers and shippersfrom market power abuse of
dominant carriers, until effectivecompetition in theseindustriesisachieved; and

to review and prohibit anti-competitive mergers.
Recommendation 23: Manitoba recommends that current legislative and
regulatory share ownership limits in the air and rail modes be retained until

measur es to enhance competition are shown to be effective.

Removing Requlatory | mpediments To Competition

Recommendation 24: Manitoba recommends that Transport Canada should
always include full stakeholder consultations, risk assessment and cost-benefit
analysisin thedevelopmental processfor regulationsapplicabletotransportation

industries.
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Air Safety Requlations

Recommendation 25: Manitobarecommendsthat Transport Canadare-examine
existing air safety regulations about which stakeholders have concerns,
particularly ther introduction without adequate consultation and benefit-cost
analysis. Transport Canada should work with stakeholders to develop more
acceptableregulationsthat reasonably balance safety requirementswith thecosts

imposed on airportsand air carriersto meet such regulations.

Marine Pilotage

Recommendation 26: Manitoba recommends that the federal government
examine competitive alternatives to providing marine pilotage service and the
value of having Transport Canada responsible for setting the regulations

pertaining to marine safety.

The Infrastructure Challenge And Current I nfrastructure Deficit

Recommendation 27: Manitoba recommends that the federal government's
revenues from user fees (including road motive fuel taxes), rents and other
charges be dedicated to mode-specific expenditures on transportation

infrastructure.
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Airports

Recommendation 28: Manitoba recommends that the CTA be amended to
establish the responsibilities of the various levels of government in providing
airports, and to identify the means of funding (whether user feesor input taxes)

these responsibilities.

Recommendation 29: Manitobarecommendsthat the Government of Canada—in
conjunction with stakeholder sincluding the provinces, carriers, passenger sand
shipper s—evaluatethelong-term financial condition of the system of air portsand
all itscomponentsto ensurethelong-term viability of all existingairportsand the

system asawhole.

Highways

Recommendation 30: Manitoba recommends that the federal government—in
consultation with all provinces—institute a legislated process so that moneys
extracted by it through various road-related user charges and taxes are fully
dedicated to Canada’s strategic trade and transportation routes, under the

auspices of a National Highways Palicy.
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Road Safety

Recommendation 31: Transport Canada should take a leadership role in
developing and funding a National Highway Safety Research Program for

Canadians.

Toward A National Transportation Vision Statement

Recommendation 32: Manitoba recommends that the Pane develop a
comprehensive National Transportation Vision Statement, suitable for
incorporation into the CTA. The Pane should consider sponsoring and

facilitating a National Transportation Visioning Conference.

Rail Passenger Service

Recommendation 33: Manitobarecommendsthat thefederal gover nment should
establish alegitimateand viablelegislativeand policy environment for VIA Rail,

within the greater scope of national transportation system obj ectives.




INTRODUCTION

The Province of Manitoba welcomes the opportunity to provide the Canada
Trangportation Act Review Panel with our comprehensive submission. M anitobahas
incorporated its November 17 Submission on Railway Competition into this
submission. Wehavealso included our responsesto thequestionsthat the Panel
raised in itslnterim Report on Railway Competition into thisdocument soit will be

a complete record of our position on theissue of railway competition.

The federal government has given the Panel a remarkably difficult task. The Panel
must examinethosefederal lawsfor which the Minister of Transport isresponsibleand
assesstheir effectivenessin providing Canadianswith an efficient, effective, flexible,
and affordable transportation system. It must then recommend changes to national
transportation policy and/or specific legislation so that the transportation system can
flexibly meet the economic and social challenges, from both a Canadian and global

context, of the 21% century.

The importance of the Panel’s mandate cannot be over-stated. The Panel has an
opportunity to devise aninstitutional framework for the transportation system that will
meet the needs of all Canadians with respect to the provision of transportation
infrastructure, servicesand rates. The Minister of Transportation, to whomthe Panel’s
report is submitted, must place the report before the Parliament of Canada with the
federal government'sresponse. The Review Panel hasbeforeit theideal opportunity to

address the situation with flexibility, imagination, fairness and vision.




Manitoba is well positioned to comment on what constitutes an appropriate
institutional and policy framework supporting our transportation system. We have a
well-diversified economy, with significant and varied manufacturing, industrial and
primary sectors. Our relatively small population necessitates that our industries must
export their goods to other markets for survival and growth. In 1999, Manitoba
exported $13.2 billion worth of goods to the rest of the world and imported $14.3
billion worth of goods from the rest of theworld. Thevalue of traded and transported
goods is about 44% of our total Gross Domestic Product of $31.0 billion. These
factors, combined with our distance from major markets, has heightened—more so
than many other jurisdictions—our economic need for awide modal array of effective

and efficient transportation options.

Our dependence on transportation has had the corollary effect of making the provincea
key transportation centre. Transportation contributes more to Manitoba s GDP than
any other economic sector. Manitoba is a key net exporter of warehouse,
transportation and logistics services. Two of the five largest interprovincial trucking
organizations are headquartered in Manitoba, and, in percentage terms, trucking
contributes twice as much to the provincial GDP than does trucking to the Canadian
GDP. Manitobaisakey railway centre, with railway employment as a proportion of
Canadian rail employment exceeding by three times the province's proportion of the
nation’ s population. A multi-modal Manitoba based supply-chain supports an annual
28 million litre bulk fuel and 12,000 tonne dry cargo resupply option to seven
communitiesin Nunavut through Churchill, Canada sonly international arctic seaport.
The port, as well, enjoyed its highest traffic amounts in two decades in the 2000

season, exporting over 700,000 tonnes of agricultural product from Manitoba and




Saskatchewan. Theair modeisalso amajor employer and contributor to the Manitoba
economy. In all, our economy and society are dependent upon the transportation
sector, both asafacilitator of our export industries and as an economic generator in its

own right.

The Panel should aso know that Manitoba has sought and received the views of its
stakehol ders on many transportation issues, which arereflected in our submission. This
we did through both surveys and the holding of aone-day conference on transportation
Issues under consideration by the Panel and relevant to the Canada Transportation Act
1996 (CTA).

THE TRANSPORTATION SYSTEM POLICY FRAMEWORK

The National Transportation Policy Statement

The National Transportation Policy Statement (Section 5 of the CTA) establishesthe
policy framework for the transportation system. The statement saysthat the Canadian

transportation system has two purposes:

1. toservethetransportation needsof shippersand travellers, including personswith
disabilities; and

2. to maintain the economic well-being and growth of Canada and its regions.

The statement establishes two distinct objectives for the current Canadian




transportation system:

1. a safe, economic, efficient, and adequate network of viable and effective

transportation services accessible to persons with disabilities; and

2. anetwork of transportation services that makes the best use of all available modes

of transportation at the lowest total cost.

It declares the principle that these two objectives are most likely to be achieved if all

carriersare able to compete subject to the following conditions or constraints:

1. The national transportation system meets the highest practical safety standards.

2. Competition and market forces are, wherever possible, the prime agents of

providing viable and effective services.

3. Economic regulation occursonly inrespect of those servicesand regionswhereitis
necessary to servethe needs of shippersand travelers, but without unfairly limiting

acarrier or mode to compete freely with other carriers or modes.
4. Transportation isrecognized asakey to economic devel opment and the commercial
viability of transportation links are balanced with regional economic devel opment

objectives.

5. Each carrier or mode of transportation bearsafair proportion of therea costsof the




resources provided to it at public expense.

6. Each carrier or mode of transportation, as far as practicable, receives fair and
reasonable compensation for the resources, facilities, and servicesthat itisrequired

to provide as an imposed public duty.

7. Each carrier or mode of transportation, as far as practicable, carries traffic to, or
from any point in Canada under fares, rates, and conditions that are not an unfair
disadvantage beyond that inherent in the location or volume of traffic, the

associated scale of operation, and the type of traffic or service involved.

8. Each carrier or mode of transportation, as far as practicable, carries traffic to, or
from any point in Canada under fares, rates, and conditionsthat do not constitute an
unreasonable discouragement to the development of primary or secondary
industries, to export trade in, or from any region of Canada, or to movement of

commodities through Canadian ports.

9. Each modeiseconomically viable.

Recommendation 1. Manitoba recommends that the National Transportation
Policy Statement be amended to include sustainability as an objective of the
transportation system, and to clarify that carriers be allowed to compete

wherever possible.

Manitoba generaly concurs with the framework established in the National




Trangportation Policy Statement with two exceptions. First, an environmentally
conscious society must also address the sustainability of the transportation system.
This consciousness should be introduced into the statement by amending the phrase
'viable and effective' in the first objective and second condition with the phrase
‘sustainable and effective’. Secondly, the principle 'all carriers are able to compete
might beinterpreted as obligating government to financially support acarrier unableto
compete. Amending the principle to oneinwhich all carriers are allowed to compete
will clarify that carriers should have the freedom to enter the market and compete, but

not the right to do so.

Principle For Action — Competition As The M echanism

Thefundamental principledriving the national transportation policy framework isthat
the objectives of the system can be most likely achieved where carriers can fairly
compete. Competition among carriersand modesistheforcethat can producethe best
system results at any point in time and over time, and competition will most likely

move the system along the path of optimum solutions.

The policy framework providesthe guidelinesfor usto determine the effectiveness of
the CTA and all other transportation-related legislation and regulations. The
legislation and regul ations must encourage or promote competition, not discourage or
impedeit. Ingeneral, they must not be obstacl esto the achieving of specific objectives.
The only exceptions that should be permitted are those whose need can be
demonstrated by one or more of the nine conditions qualifying the overriding principle.

The specific mandate of the Panel from Section 53 of the CTA asksfor an assessment




of whether or not the legidation provides Canadians with an efficient, effective,
flexible and affordable transportation system and recommend amendments where
necessary or desirable. A transportation system that encourages competition among
carriers and modes can best achieve the efficiency, effectiveness, flexibility and
affordability desired.

STRUCTURING OUR TRANSPORT [INDUSTRIES FOR
COMPETITION

In Manitoba s view, the Panel’ s key objective isto assess the functioning of the CTA
and its supporting legislation against the principle of competition, and to establish
policies that will foster in all cases, genuine competition within modes and amongst
modes. Initsapproach, the Panel should be cognizant that competition iscreated when
the number of actual competitors in an industry is sufficient to prevent any
competitor(s) from dictating prices and terms of sale to buyers. Entry of new firms
into the market should be easy and customers should have awide choice of firmswith
which to do business. In some transport industries, such astrucking, these conditions
are easily satisfied—customers, for example, have ease of access to many trucking
services, there are many industry participants, and the rel ative ease of market entry and

exit ensures that individual companies cannot control prices.

Some industries, such asrail and air, exhibit different characteristics than that of the
ideal competitive industry structure, and these are the focus of our next sections. The
Canadian rail industry, for example, differscrucially in that it is characterized by two

dominant carrierswho control their own infrastructure and can prevent direct customer




accessto rail industry competitors. Theair industry is characterized by one dominant
carrier, and the ability of new competitors to provide effective and sustainable
competition is now being tested. The Panel must forcefully address any structural
Issues that limit competition, and its subsequent benefits to shippers and passengers.
Manitoba advocates that a legislative environment for these industries needs to be
created where shippersand travellers are able to seek servicefrom at least two actively
competing carriers. Competitive pressure should ideally be the factor in determining

the behaviour of firms within these industries.

Our recommendationsfor proposed changesto the CTA constitute amenu of proposed
requirements and actions that, if implemented would result in carriers in our
transportation system operating in a competitive environment. Neither unfettered
markets nor government regulation for the whole transportation network are the
choicesbeforethe Panel. The National Transportation Policy Statement does permit a
rolefor government in circumstances where afree market for transport services cannot
meet public policy needs. In such circumstances, Manitoba supports the use of
regulations to simulate a functioning competitive market. Minimal regulations of the
type that induce a competitive reaction in carriers are preferred to administrative

decisions that could substitute for market solutions.

Competition In The Railway I ndustry

Manitoba believes that the direction to the Panel to examine means of increasing
railway competitionisof vital importanceto the Provincia interest. Manitobashippers

require cost-effective transportation systems to maintain current markets and have the




potential to expand into new markets. Competitive pressure is the best method to
ensurethat railwayswill maintain and improvetheir cost effectiveness. Therefore, itis
essential that the current competitive access provisions be maintained and strengthened

wherever possible.

After a year of consultation and consideration, Justice Estey made an express
recommendation for expanded running rights provisionsasacritical component of his
reform package. Thefedera government expressly accepted the policy direction of his
recommendations. After six more months of extensive consultation and intensive
stakeholder debate, Arthur Kroeger advised that: “the Government accept at the outset

that measures to increase competition are required. Thisis fundamental.”

A central feature of our national transportation policy isthat competition within modes
and between modes will be the prime mechanism in achieving the stated goal of asafe,
efficient, and adequate network of viable and affordabl e transportation servicesfor al
citizens. Manitoba believesthat the lack of competition between Canada’ srailwaysis

an obstacle to the achievement of this goal.

Manitoba spoke briefly in the preceding pages to the unique structure of the rail
industry. Manitoba believes that the Panel must design recommendations that will
encourage new entrantsinto theindustry and will also ensure that each shipper captive

to rail service has reasonable physical access to more than one service provider.

Shippersin Manitobaand the other Prairie Provinces do not have the same competitive

aternativesto rail asdoes Central and Eastern Canada. Manitobabusinesses must ship




their freight at least 700 kilometres overland to reach low-cost water transport. Truck
transport provides Central and Eastern Canada, with its larger population located in
less dispersed urban centres and its proximity to mgor U.S. markets, a more
competitive alternativeto rail transport. Theseregionsare alsowell served by marine
transport. National transportation policy and legidation should recognizethisdiversity

in the Canadian landscape and economy.

National transportation legidation and policy should proactively create an environment
in which effective competition exists for al traffic movements. In this submission,
Manitoba s recommendations include specific legislative and regulatory instruments
that will ease entry into therailway industry, and will strengthen the ability of shippers
to obtain quality service at reasonable and satisfactory rates. Federal government
policy and legidlation should recognize the principle, that all shippers regardless of

location should be ableto obtain rail service from at least two competing rail carriers.

The CTA now has sectionsintended to encourage intramodal railway competition, but
these assumethat railwayswill choose to compete actively with each other. However,
Canadian railways were exempt from the prohibition against collusion in the
Competition Act until 1988. Their ability to cooperate rather than compete in rate
setting ended relatively recently.

The Competition Bureau in its Merger Enforcement Guidelines describes
interdependent behaviour as one means of lessening competition. "Interdependent
behaviour includes an explicit agreement or arrangement with respect to one or more

dimensions of competition, as well as other forms of behaviour that permit firms to

10




implicitly coordinate their conduct, e.g., through facilitating practices, theinterplay of
il

market signalsor conscious parallelism."™ The guidelinescite an observation fromthe
Competition Tribunal: "It is generally accepted that where there are only two major
competitors in a market there is increased opportunity to engage in collusive

bl

behaviour".= Duopolists recognize that both can gain more (excess) revenues by not
competing for each other's business where each has alocal monopoly. Nevertheless,
the federal government has chosen to remain passive and let the transportation sector
operate with minimum government direction until it seesthat competition and market

forces are ineffective or competition does not exist.

Canadian National Railway and Canadian Pacific Railway required very large amounts
of capital investment to build and maintain their infrastructure and equipment. This
favoursan industry structure where market power resultsin ratesthat yield high profits
to finance the infrastructure. From a public policy perspective, how can shippers
requiring rail service obtain reliable, effective, and efficient service at fair and

reasonable ratesif served by arail carrier that:

* canuseits greater market power to charge rates above what is required to
meet its capital needs,

» does not face the deterrent of loss of business if it provides unsatisfactory
service, and

* isunder no pressure to innovate in order to reduce costs?

1. Competition Bureau, Merger Enforcement Guidelines, Part 2, January 23, 1997 page 2.

2. 1bid. page 3.
11




Shippers say that they do not have the choice of carriers providing rail service that
would make competition effective. Shippers are often reluctant to seek redress from
the Agency under shipper protection provisions because they want to avoid a conflict
with acarrier with whom they must continueto do business. Measuresthat encourage
competitive behaviour by carriers will be more effective than measures that provide

shippers redress in the event of non-competitive behaviour.

In 1998, Manitoba and the other Western Provinces recognized the need for
government to create a legidlative framework for a competitive environment as

Bl

prescriptive regulatory controls are withdrawn.™ The Western Provinces recognized
that effective competition does not exist in the railway sector and needsto befostered.
The Western Provinces also agreed that if competition or the threat of competition
could not be achieved, then government intervention should be measures to achieve

market outcomes that would occur in a competitive environment.

The railways have argued that they are competitive and have suggested to the Panel
that real revenues per tonne-kilometre is a relevant measure of their average freight
rates. Declining real revenues per tonne-kilometre is supposed to indicate that they are
sharing productivity gains with shippers and therefore are competitive. The Panel's
Interim Report defends this measure because it iswidely used, but Manitoba does not
accept it asameasure of averagefreight rates. Declining revenues per tonne-kilometre

do not reflect a sharing of productivity gains.

The statistic can be reduced by achangein the proportion of short-haul and long-haul

traffic (more long-haul traffic) and a change in the proportion of heavy and light

3. Manitoba, Alberta and Saskatchewan, Submission to the Federal Grain Review, March 1988, p.4
12




weight traffic (more heavier bulk traffic). A lossof traffic to truck transport because
the railways are unwilling to compete on rates could produce a declining revenue per

tonne-kilometre.

Public competition policy should focus on the prices at which goods or services are
sold to buyers. The price or rate for rail service that is relevant to shippers in the
rallway sector is rates measured in dollars per tonne or dollars per car in real terms,
between a specified origin and destination. A declining average revenue per tonne or
carload in real terms would be more relevant to the issue of the existence of

competitiveness and productivity sharing.

The Panel's Interim Report asks a question about the current financial strength of the
raillways under current economic conditions and asksif it will continuein the event of
an economic recession. Thedemand for freight transportation servicesisderived from
the demand for the goods transported. The prosperity of therailwaysisrelated to the
prosperity of shippers and the economy in general. Shippers have suggested that the
federal government wastimid initseffortsto promoterailway competitioninthe CTA
because the railways were financially weak in the late 1980s and early 1990s. Their
weaknesswas related to the economic recession of the period. Manitobaisconcerned

that the Panel is unduly worried about the impact of the next recession.

The long-term prosperity and global competitiveness of Canada, its shippers and
carriers depends to a large extent on our ability to effectively export to the world.
Export sales require an efficient and effective transportation network of services,

which isbest achieved through competition. Protecting non-competitive transportation

13




firms from competition will result in higher costs and poorer service to access
international markets, and that will lower export sales, penalizing shippers, carriers,

and al citizens of Canada.

The Canadian railways have achieved significant cost reductions and efficiency
improvements in recent years. Manitoba believes that the scope for further cost
reductions and efficiency improvements will come through the interaction of
competing firmsthat will remove the inefficiencies and costsrelated to the industries

non-competitive structure.

With respect to another question asked in the Interim Report, railway investment isa
consequence of the demand by shippers to ship more freight at reasonable ratesin a
more effective manner. That investment can be sustained in agrowing economy that
demands more railway services to transport more goods to domestic and foreign

markets.

The Interim Report notes the railways argument with respect to a shipper’ s ability to
have its products trucked to another railway's line is competition in play. The
Competition Bureau uses the ability of aseller to sustain aunilateral priceincrease of
5% for ayear as atest for excessive market power. If the additional trucking cost to
therail head of an alternative railway is greater than or equal to 5% of therail ratefor
the shipper, then the railway would be able to sustain aunilateral priceincrease of 5%

for ayear. Competition would not exist.

Manitobais concerned with the general approach taken in the Panel’ sinterim report.

14




The Panel appears to have placed on proponents of greater competition the burden to

prove that enhanced competition would not undermine rail industry viability.

Thefocusof the Panel’ sinquiry clearly should be on the design of specific measuresto
achieve effectiverailway competition, not whether such measuresare necessary or that
they may underminerailway viability. In assessing aspecific pro-competitive measure,
the primary consideration should be the extent to which the measure would likely

enhance efficiency and productivity, to the benefit of shippers and the economy.

Thefocus should not be on railway viability. Railway viability isprimarily afunction

of good management and the efficiency and cost-effectiveness of operations.

In aderegulated environment, where railway rates are no longer prescribed in tariffs,
competitive pressure is al the more essential in order to achieve the best economic
performance. Competitive pressure forces firms to reduce cost and improve
productivity, while at the same time it promotes efficiency by stimulating the

development of new products and technological innovation.

Indeed, lack of competitive pressure as a result of market dominance in arailway’s
“franchise” territory islikely to increase the railway’ s cost structure over time. In the
long run, a higher rail industry cost structure than that which would prevail in
competitive circumstances will be agreater threat to railway viability than competitive
access measures, asthetotal volume of traffic tendered to the railwayswill be reduced

by the necessity of higher rates.
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Therefore, before a pro-competitive measureisrejected, the railways should be called
upon to satisfy the Panel that the measureislikely to lead to inadequate, inefficient or

ineffective rail service, or achronically unstable “sick” rail industry.

The railways should be called upon to do more than make theoretical arguments in
meeting this onus. They should supply sound empirical evidence of their assertions.
Therailways have the operational, technical and cost information to do so, as opposed
to shippers, government and other parties externa to the inner workings of the rail

system.

In a perfectly competitive industry, market forces compel firms to price at marginal
cost, and differential pricing cannot occur. Marginal cost pricing, wherever
achievable, resultsin optimal economic efficiency. However, Manitobaacceptsthat a
perfectly competitiverail industry isnot likely achievable. We also agree that, where
pricing abovelong run marginal cost isnecessary to achieve economic viability, some
level of “Ramsey pricing” (pricinginrelationto “value of service”) will leadtoamore
efficient allocation of resources. However, this does not necessitate that railways be
completely freeto price discriminate or charge “what the market will bear”. Thelevel
of price discrimination necessary for railway viability depends upon the extent to
which long run average costs exceed long run marginal costs, and only the railways
have the ability to ascertain thisfact. In circumstances of market dominance, we can
not simply trust the dominant carrier to engagein differential pricing only to the extent
necessary to close the alleged gap between their long run average costs and long run
marginal costs. The essential question isthus not whether railways should be allowed

to engage in differential pricing, but rather whether existing legislation contains
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provisions adequate to prevent an excessive, undue or unreasonable degree of price

discrimination in cases of market dominance.

We agree that the legidative provisions should create sufficient safeguards for rail-
dependent shippers and provide incentives to the railways to be as efficient and
INnnovative as possible and to pass on an appropriate portion of the efficiency gainsto
shippers. Manitobabelievesthat the pro-competitive measures we recommend below
will achieve these goals, while permitting a market structure that enables an adequate
degree of differential pricing flexibility. We would also assert that those who
champion greater protection from competition and market forcesfor the rail industry
should carry the burden of proof to demonstrate that any particular package of pro-
competitive measureswould clearly result in anindustry structure that does not permit

the level of price discrimination necessary to achieve industry viability.

WAYS OF ENHANCING RAILWAY COMPETITION

Open Access

Recommendation 2: Manitoba recommends that the Panel conduct a thorough
comprehensiveanalysisof thefeasibility of open accessthat objectively addr esses
the issues raised, enabling stakeholders to objectively assess the need for any

further debate on thisissue.

Governments have recognized that competition can replace state regulation of

monopolistic industries as the means to ensure that the private sector provides
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adequate, viable and affordable services for all citizens safely and efficiently. They
have introduced competition by enabling new firms to access the infrastructure of
incumbent firms. This has occurred in the telecommunications, natural gas, and

electrical generation industries.

Open access describes a railway industry where independent companies can operate
trains on the rail infrastructure owned and controlled by a separate company. Any
number of companies would be alowed to operate trains on therail infrastructure. It
has been introduced partially into Australia and some European countries where
governments have sold their rail infrastructure to one company whose function isto
control and maintain that infrastructure. Theright to operatetrainsismadeavailableto

Independent companies.

Theintroduction of open accessinto Canadawhere private railroad companies operate
integrated track and train networks needs detailed analysis to determineitsfeasibility
and mechanics. The 1992 National Transportation Act Review Commission
recommended acomprehensive study of thefeasibility of separating railway operations

from the ownership and maintenance of rail plant.
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Amendments to Current Legidation on Running Rights

Recommendation 3: Manitoba recommends that the current running rights
provisionsshould beamended to allow any interested party to apply for running
rights (including the right to solicit traffic), subject to a “reverse onus’ public
interest test that permits the Agency to deny an application only if the host
railway or another party with running rightscan demonstratethat grantingthe

application would likely be detrimental to the public interest.

Under Section 138 of the CTA, afederal railway may apply to the Agency for running
rights over another federal railway's track and for the right to use the other railway's
rail yardsand stations. The Agency may grant the requested right having regard to the
public interest. While the existing provision for running rights has the potential to
increase competition, CN and CP refrain from using it to compete for each other's
traffic. They use the provision to shorten routes, but agree that the guest railway will
neither solicit nor accept traffic from shipperslocated a ong the host railway'strack. By
not using this section to compete for each other's traffic, both major federal railways
dominate local markets and charge higher rates than would be possible if they
competed. Furthermore, only afederal carrier can apply for running rightsto provide
shipperswith accessto asecond carrier. A provincial short lineraillway or other parties
cannot access the lines of a federal carrier under this provision, thereby restricting

shipper access to a competing rail service.

Mr. Justice Estey recommended that the words "any person” be substituted for the

words "railway company" in the current statutory provision in order to broaden the
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application of the running rights provision. He believed that this amendment would
offer open accessto the existing CN and CPlines. Any personwould include shippers,
and current and potential short lineand provincial railways. The applicant would have
to pay theinfrastructure's owner afair amount for the running rights and meet certain
conditions. A fair payment for running rights should cover the avoidabl e costs of the
railway linesincurred by their owner, but concomitantly ensure that the owner cannot
block access by charging unreasonably high fees. Conditionsimposed may include a
requirement that would-be operators must carry adequate insurance and meet licence,

safety and other statutory requirements.

For clarity, Manitoba regards the term "running rights’ to mean either running rights
with or without "traffic solicitation" rights. The applicant would decide what to
request. If the ability to solicit traffic requires "traffic solicitation” rights to be
specified in legidation, then that should be done.

Amending the current running rights provisionsto allow any interested party to apply
for running rights with a reverse onus public interest test would fulfil the
recommendation of Mr. Justice Estey. The test would permit the Agency to deny an
application if the host railway or another party with running rights can show that
granting the application would likely be detrimental to the public interest.

Extending the ability to apply for running rightsto “any person” with the Agency able
torgject applicationsif the owning railway or another party with running rightsproves
harm to the public interest, would be a workable compromise of the full open access

proposal. It isapotentially viable solution to the problem of lack of rail competition.
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Manitoba does not believe that enhancing the running rights provisionswill adversely
affect overall railway system efficiency. CN and CP currently provide running rights
to each other, to VIA Rail for rail passenger service, to Burlington Northern-Santa Fe
and other railwaysover their linesin Canadaand the United States. In citiesserved by
morethan onerailway, terminal railways provide serviceto al interchanging railcars.
Of course, these running rights exclude any opportunity to compete for traffic. The
operational handling of competitive trains over arail infrastructure should not be any
different from the handling of non-competitive trains or arailway's own train traffic.
Once arunning rights agreement is approved by the Agency, the corporate ownership
of atrain should not be afactor in traffic control or scheduling trainsin specific time
dlots over infrastructure. While corporate ownership might be necessary for billing
purposes, it could even be hidden in some aspects of operations by the use of

alphanumeric or numeric coding.

While some have suggested guest trains might be smaller in size and create traffic
congestion problems, thisis not necessarily going to bethe case. A host railway may
be now collecting traffic from ashipper in small blocks of cars and hauling them over
its main line to a marshalling yard to build atrain. A competing guest railway may

move the traffic to ayard where it can build trains of asimilar size.

Manitoba believes that access fees must be established by the Agency. While
negotiations between a host railway and guest railway might be the ideal commercial
means of determining the accessfee, the host railway isthesingle seller of theright. In

amarket with only asingle seller of agood or service, it is safeto assumethat no price
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that can satisfy both the seller and the buyer. The Agency must establish the
appropriate access fees on acase by case basis. The reluctance of existing railwaysto
provide accessto competitors supportsthe need for Agency involvement in setting the

access fee.

Manitoba concurs with the Panel's belief that the access fee must:

» compensate for the costs of using the facilitiesincluding physical wear and tear
of the infrastructure and some fraction of costs of traffic control;

* provide an appropriate return to the host railway on its investment in the rail
right-of-way, plant and equipment;

» provide for any new investment required to accommodate the guest railway's
presence and/or compensate for interference with other traffic, but only if the
trafficisdemonstrably net additional traffic or new traffic; and,

» compensatethe host railway for expensesit incurs ensuring that aguest railway
will operate safely on itslines, including any additional risks that the presence

of the guest railway imposes on the host railway.

Thelatter could include insurancerisks, but again should befor net additional traffic or
new traffic. Transport Canada can be responsible for ensuring that the guest railway
meets established safety standards. However, if the guest railway assumes the risks
through additional insurance and acceptance of liability to the host railway, there

should not be a double charging for these risks.

The Agency should have access to existing running rights agreements between
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railwayswherethe host or guest railway isanon-competitive participant. Thetermsof
those agreements may provide guidelinesto the Agency in determining the appropriate
accessfees. Anaternativeto asimple cost-based approach to determine accessfeesto
main line infrastructure would be to also determine the incremental value to the host

railway of its own train operations on that infrastructure.

The purpose of enhanced running rightsisto transform the railway industry structure
from onewith limited competition to one with effective competition. In setting access
fees, the Agency must exclude compensation to ahost railway for theloss of its status
asthe sole provider of serviceto shippersaong therail line. Such areward represents
the monetary value of the barrier to entry enjoyed by the host railway in the past asthe
sole service provider. It is that benefit that should accrue to shippers because
competition exists. This unacceptable compensation would include any net revenue
loss arising from the traffic diverting to the guest railway and the purported "increased
cost of the host railway's operationsto theloss of traffic, e.g., smaller trainsizes'. The
host railway will have to adjust its operations to meet the chalenge of effective
competition. For example, the expectation of smaller train sizesasresult of lost traffic

assumes the number of trains will remain constant.

M anitoba proposesthat the Governor in Council shouldissueapublic policy statement
to the Agency under Section 43 of the CTA. That policy statement should declare that
Increasing competition among carriers and modesisin the publicinterest unlessit can

be demonstrated otherwise.

The Interim Report suggeststhe possibility of acompetitor ‘cherry picking' traffic that
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IS paying a higher overhead margin (contribution to constant costs) to an existing
carrier. The Interim Report's concern is that the carrier would not be able to recover
that revenue from other traffic and its financial position would be threatened. The
Panel should note that a competitor of significant size would have its own overhead
coststo recover and there would be alimit on how low arateit could chargeto obtain
that traffic. The Panel should also note that meeting the service requirements of large
or many small shippers would increase the complexity of operations for a smaller
competitor. The smaller competitors would have to assume additional overhead
expenses that would need to be charged to their shippers. Manitoba expects that a
competitiverailway industry would result in adifferent distribution of marginsamong
shippersand productsthat would be |ess extreme, but compensatory to all participating
carriers. Increased traffic including that captured from the trucking sector would also

keep revenues compensatory.

The Interim Report states that the Agency should have guidelines defining the public
interest when deciding upon an application for running rights. The National
Transportation Policy Statement can providefiveguidelinestothe Agency. Thefirstis
the existence of competition among carriers. Safety of operationsissecond. Thethird
Is that existing rates and conditions of service to affected shippers are not an unfair
disadvantage beyond that inherent in the location or volume of traffic, the associated
scale of operation and thetype of traffic or serviceinvolved. Thefourthisthat existing
rates and conditions do not constitute an unreasonable discouragement to the
development of primary or secondary industries, to trade in, or from any region of
Canada, or to movement of commaoditiesthrough Canadian ports. Finaly, theviability

of the affected carrier should be a consideration.
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The Interim Report raises a number of questions on the implications of enhanced
running rights for existing shipper protections. They are good questions and we will

answer them in this section.

With respect to level of service obligations or common carrier rights, aguest railway
should also assume these obligations. The railways now negotiate running rights
agreements among themselves where traffic solicitation rights are specifically
excluded. They could continue to do so without application to the Agency. It would
not be appropriateto relieve both carriers of these obligations. If acircumstance arises
where a shipper is refused service from host and guest railways and cannot find any
other carrier for his business under other provisions like competitive line rates, it is
likely that his traffic is best suited for truck transport. If the shipper applies to the
Agency for an order enforcing the requirement of “reasonable accommodation”, the
Agency could determine against which carrier it would be most reasonabl e to make an
order, if any. If ahost railway is not prepared to continue to accept common carrier
obligations after a guest railway has been granted running rights, the host railway is

free under the legidation to discontinue service and offer the line for sale.

Host and guest railways should be obligated to provide a tariff at the request of a
shipper. The principle underlying the existence of competition among carriersisthat
the shipper should have a choice of two or more carriers. If any carrier can refuse to

provide service or atariff, then that choice is not possible.

M anitoba does not see any reason to not subject aguest railway to the sameruleswith
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respect to tariffs, confidential contracts, and the obligation to issue ajoint rate where

applicable.

The Interim Report asksif the current obligation to interswitch traffic at regulated rates
should apply to aguest railway. The casewould involvethe guest railway being asked
totakethetraffic to aninterchangewith athird carrier, which did not want or could not
obtain running rights to the shipper's site. The Interim Report also asks about the
obligation of aguest carrier to provide acompetitive linerate. Itisquite possible that
the enhanced access provisions will create the opportunity for the establishment of
short haul railways who would perform interswitching services for shippers within
metropolitan centres. Short haul railways could also collect and deliver traffic for
shippers located beyond the interswitching limits and bring them to competitive
interchanges within those metropolitan centres. Such railways might create a
competitive dynamic that might eliminate the need for regulated interswitching rates.
To not discourage the devel opment of short haul carriers, guest railways should not be
obligated to interswitch traffic at the regul ated rate or establish competitive linerates.

Recommendation 4: Manitoba recommends that any regional or short line
railway be granted, by legidation, running rights over the main line of the
connectingcarrier (without theright to solicit traffic), tothe near est competitive
inter changewith another carrier. Runningrightsbeyond thenear est competitive
inter change should be granted by the Agency on a case-by-case, subject to the

rever se onus public interest test.

A short line railway should have the choice of main line carrier to which it feeds
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traffic. The connecting main line carrier should have the possibility of losing the
traffic asadisciplinewhen negotiating its contract with ashort linerailway. Theshort
line railway would contract to deliver traffic to either the connecting carrier or the
aternative carrier at theinterchange. If the short line railway and the connecting main
line carrier were unable to negotiate the fee for running rights to the interchange with

the alternative carrier, the Agency would establish the fee.

In 1995, CN and CP said that they would not sell any branch lineto ashort linerailway
if it could feed traffic to arival railway. Each one'sexisting traffic obtained from any
particular branch line could be lost if a short line railway had a choice of main line
carrier with which to interline. However, amending the sections on competitive line
rates as discussed below could give a shipper or shippers the opportunity to obtain

competitive service whether or not a branch line were sold.

Reforms to the various access and remedy measures for shippers must be a package.
No single measure such as enhanced running rights can be regarded as sufficient to
achieveacompetitiverailway industry. Enhanced running rights do not mean that they
could or would be utilized in every case. The other measures are required as

alternatives available to shippers.

From an operational perspective, the Class| railwaysran their owntrainsto servicethe
branch lines that once belonged to them and now are operated by a regional or short
linerailway. They now run trainsover amain line with empty or loaded railcarsto an
interchange with the smaller railway and after collecting the returned blocks of cars,

back over the main line to amarshalling yard. |ssues around train scheduling and co-
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ordination should be minimal if theidentity of the train owner only becomes relevant

when sending a bill to athird party.

The Federal Government Grain Hopper Car Fleet

Recommendation 5: Manitoba recommends that the disposition of the federal
grain car fleet be done in a manner that contributes to increased railway

competition.

Thefederal government intendsto sell itsgrain hopper car fleet. The current division
of theserailcars between CN and CP isfixed limiting railway competition for market
share. A shipper with itsown railcars can offer that capacity to either railway as part
of rate negotiations. The grain elevator companies have not expressed any interest in
owning the hopper cars, but the Farmer Rail Car Coadlition (FRCC) advocates
ownership by grain producers. Grain producers, through an independent, not-for-profit
organization, should have the opportunity to purchase this car fleet. Manitoba agrees
with the FRCC that railway competition in grain transportation on the Prairies could be
enhanced if such an independent organization made the railcars directly available to
Interested shippers.

The University of Manitoba Transport Institute has proposed that the organization
could use an electronic auction for the railcars that would contribute to increased
railway competition. Allocation of rail cars by this organization could be based on
commercial market mechanisms, with any surplus from car leases and rentals

reinvested in purchasing new railcars. This would eliminate the railways ability to
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reduce the availability of railcarsin order to earn rents.

The procedure for shippersto direct the railways to deliver and collect railcars |eased
from thisnon-profit organization needs development. |f standards negotiated through
commercial contractswould not be adequate to ensurerail serviceisco-ordinatedina

timely fashion, then legislated service standards would be necessary.

I nter switching

Recommendation 6: Manitobarecommendsthat thesectionson interswitchingin
the CTA beimproved by deleting the requirement to have stor age facilities for
railcars at an inter switching point, and removing any legal impedimentsto the
use of shipper-owned facilities asinterchanges. The Agency should continueto

set actual interswitching rates.

Sections 127 and 128 of the CTA allows the Agency to require the transfer of traffic
from one railway to another at regulated rates and conditions if the origin or
destination of the traffic is within 30 kilometres of an interchange between the two
railways. The CTA alowsarailway, amunicipal government or an interested party to
request such an order. Sinceashipper served by onerailway isan interested party, the
shipper can obtain servicefrom aconnecting railway if located near aninterchange. A
shipper beyond the 30-kilometre distance can also apply to the Agency for

interswitching privileges.

Section 127 (2) alows the Agency to order the railways to provide interswitching
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facilities at an interchange for the exchange of traffic between the lines of both
railways and other railways connected to them. An interchange is defined as a place
wherethe lines of two railway companies connect and where empty or loaded cars may
be stored until delivered or received. Using that definition, the railways can chooseto
establish interchanges where they want, thus limiting shippers and municipal
governments from applying for an interchange at a location where rail lines just
intersect. However, the railways do transfer traffic at interswitching points where
railcar storageis not possible by the receiving carrier providing running rightsinto its
nearest railyard. The railways use these interswitching points for operational
efficiency, but not to provide competitive aternativesto shippers. Therequirement for
an interchange to have immediate car storage capacity limits opportunitiesfor amore

competitive environment.

In 1992, Cominco successfully obtained an Agency order to declarethetrack facilities
a an AgPro Terminal in Saskatoon, which were used by both railways, as an
interchangefor purposing of interswitching traffic. AgPro Terminal had agreed to the
use of its facilities as an interchange. Greater rail competition will occur if shippers
with terminals connected to more than one railway co-operate with other shippers so

that these facilities can be declared interchanges.

Therequirement to have storagefacilitiesfor railcarsat an interswitching point should
be deleted from the definition of an interchange. This would permit shippers to use
Section 127 at interchanges where the connecting carrier would need to obtain running
rights to a shipper's track or a convenient railyard of the local carrier. Alternatively,

the Agency could order the provision of storage track when an application to establish
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interswitching is made. The Panel should review the 1992 Decision to determine if
any legidative amendmentsto the CTA arerequired to remove any legal impediments

to the use of shipper-owned facilities as interchanges.

Minister Collenette has asked the Panel to consider whether the Agency should set
"maximum", not actual interswitching rates when requested to do so. This matter is
related to railway competition. Currently, the Agency prescribesinterswitching ratesto
prevent the local carrier from setting an excessive rate that prevents access to the
aternative carrier. Manitoba believes that a loca railway and shipper could not
successfully negotiate afair and reasonable interswitching rate if that would result in

the local railway losing traffic to the connecting carrier.

Competitive Line Rates

Recommendation 7: Manitoba recommends that the CTA Section 131 (1)
requirement for a shipper to have an agreement with the connecting carrier
before requesting a competitive line rate and service to the interchange be
repealed.

A shipper having access to therail line of only onerail carrier at origin or destination
can ask its local carrier for a competitive line rate (CLR) to the nearest interchange
with a connecting carrier, or apply to the Agency for one if refused. CLRs give the
shipper achoice of servicefrom hislocal carrier or ajoint servicefromthelocal carrier
and the connecting carrier. Two or morerail carriers must operate a continuous route
between origin and destination. The CLR must be proportional to arate that the local
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carrier charges for the long-haul movement. Sections 129-136 of the CTA set out the
conditions under which a shipper may seek aCLR.

However, Section 131 (1) of the CTA requiresthat the shipper have an agreement with
the connecting carrier for servicefromtheinterchange before asking thelocal carrier to
establish aCLR. With only two major carriers operating in Canada, the requirement
for a shipper to have an agreement with a connecting carrier first has rendered this
provision ineffective for movements within Canada. Several cases have come before
the Agency where the connecting carrier refused to quote a CLR at the request of a
shipper. Various shipper organizations believe the refusal of a connecting carrier to

guote a CLR has made this competitive access provision ineffective.

Manitobais concerned that the carriers are rel uctant to compete with each other using
competitive linerates. Each believesthat the traffic gained as a connecting carrier in
one market might exceed traffic lost in another market whereitisalocal carrier. As
duopoalists, they recognize that they can both gain more revenues by not competing for

each other's traffic where each has alocal monopoly.
Section 131 (1) of the CTA, should be repealed. In light of actual experience, the

Agency should be able to establish the CLR and its terms and conditions if the local
carrier does not establish a CL R upon request from a shipper within aspecified period.
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Recommendation 8: M anitobarecommendsthat the Agency should be permitted
to determinethe Competitive LineRate (CLR) asthelower of itscalculated rate

or therate offered by thelocal carrier.

Section 133 establishes the method by which the Agency calculates the competitive
linerate. In summary, the competitive line rate is the applicable interswitching rate
plus the average revenue per tonne-mile for the similar traffic movements being
considered and then multiplied by the distance beyond the interswitching limits. The
Agency has the discretion to decide what specific movementsit can include and what
Isthe relevant time period under consideration. For apotential applicant, the method
creates the risk that the Agency will determine a higher competitive line rate than the
one offered by therail carrier. Section 133 (4) specifiesthat the competitive linerate
must not be below the variable costs determined by the Agency. This establishes an
unknown floor for the competitive linerate, since the Agency would haveto determine

an appropriate contribution to constant costs.

The CTA should eliminate shipper uncertainty that the Agency may determine ahigher
CLR than the one offered by the local carrier by permitting the Agency to determine
the CLR asthelower of its calculated rate or the rate offered by thelocal carrier. The
CTA now requires the CLR to cover variable costs and the Agency has decided that
this meets the requirement of being fair to the carriers (see below). Determining the

lower rate to be the CLR would be fair to the shippers.
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Recommendation 9: Manitobarecommendsthat the CLR provisionsof theCTA
be amended to permit a shipper to smultaneously request athrough rateand a
CLRfromitslocal carrier, and thebeyond ratefrom theconnecting carrier with

the carriersproviding theratesindependently.

Legidation establishing a truly competitive environment would permit a shipper to
simultaneously request from the local carrier:
a) a rate quote for the movement over its rail lines from the origin to
destination; and
b)  acompetitivelineratefor the movement over itsrail linesfromtheorigin
or destination to an interchange with a connecting carrier; and
from the connecting carrier, arate quote for amovement over itsrail linesbetween the

interchange and the origin or destination.

The shipper should copy both carriers with each request so the requests are within the
sametimeperiod. Thelegislation would forbid the carriersto discusstheir offerswith
each other. It would also set atimelimit for the railwaysto respond with formal bids.
The shipper must have accessto Final Offer Arbitration to settle any rate disputes. The
current right to appeal to the Agency to resolve disputes over the competitivelinerate
and the service offered by the local carrier could remain.

The language of an amendment to U.S. legislation may be appropri ate:EI

Upon the request of a shipper, a rail carrier shall establish a rate for

transportation and provide service requested by the shipper between any two

4 5,621, 106™ Congress, 1 Session March 15, 1999, p. 8-9
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points on the system of that carrier where traffic originates, terminates, or may

reasonably be interchanged. A carrier shall establish arate and provide service

upon such request without regard to:

» whether the rate established is for only part of a movement between an origin
and a destination,

» whether the shipper has made arrangements for transportation for any other
part of that movement; or

» whether the shipper currently hasa contract withany rail carrier for part or all

of its transportation needs over the route of movement.

Manitoba notes that the submission of the Canadian Shippers Summit proposed
amendments to the CLR provisions that would accomplish the same objectives as
Manitoba' s for improving competitive access. The Canadian Shippers Summit
proposes renaming the CL Rs as Competitive Access Rates (CAR). Manitobaendorses

the Canadian Shippers Summit proposals on competitive line rates.

The Interim Report expresses concern about the CAR proposal by the Canadian
Shippers Summit. It saysthat the CAR would be auniform regulated rate that might
not reflect differential pricing or the specific costs of amovement. Manitobafavours
the local carrier being able to offer a rate to the interchange and a period for
negotiation before the shipper approachesthe Agency requesting the CAR. Manitoba
notesthat the CAR would be an average of existing commercial ratesand not atypical
cost-based regulated rate. The proposal would narrow rate differences among shippers

of the same commaodity, but not differences among commodities.
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The Interim Report observes that CPR has suggested that the CAR, like the CLRs,
would be used as a negotiating tool, not a method of obtaining relief from a rate
concern. CPR is correct. These measures are intended to encourage competition
between therailways. Theexistence of effective competition would affect negotiations

on rates and service conditions.

Section 27(2) and Section 112 of the CTA, which are discussed below, deter shippers

from making use of the competitive line rate provisions.

Substantial Commercial Harm - Section 27 (2) CTA

Recommendation 10: Manitoba recommends that " substantial commercial

harm" to shippersasacriterion for Agency intervention be eliminated.

Section 27(2) of the CTA requires that the Agency, in considering any shipper
application, must be satisfied that the applicant would suffer “ substantial commercia
harm” if therelief were not granted. This section of the Act created uncertainty in the
shipping community about what might be considered “ substantial commercial harm”.
Shippers are also concerned that the railways could delay a solution of the matter and
increaseits cost through litigation about the applicability and meaning of the phrasein
each case. In addition, shippers are concerned that they may be required to submit
confidential information in the process of the application in order to demonstrate
“substantial commercial harm”. Thisuncertainty hasresulted in asignificant reduction

of applicationsto the Agency.
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Manitoba has stated its reservations about this Section previously. With respect to
competitive line rates, a shipper must demonstrate to the Agency that it would suffer
"substantial commercial harm™ if it did not obtainaCLR. Inthe context of creating a
competitive environment, it does not make sense to require shippers to demonstrate
"substantial commercial harm" in appealsrelated to any competitive access provisions.

In a competitive transportation sector, like trucking, a shipper will seek and receive
service offers from carriers other than the one(s) that it uses. It will select another
carrier if it can obtain service under better rates and conditions. No requirement to

demonstrate "substantial commercial harm" exists.

The CTA should be amended to eliminate artificial barriers to appeals under the
competitive access provisions such as the obligation to demonstrate substantial

commercial harm.

Commercially Fair and Reasonable To All Parties -Section 112 of CTA

Recommendation 11: M anitoba recommendsthat rates or conditions of service
established by the Agency for the railway industry meet the test of being

reasonable, asis now the casefor theairlineindustry.

Section 112 of the CTA requiresthat arate or condition of service established by the
Agency must be “commercially fair and reasonable to all parties’. This term would
apply to competitive line rates and interswitching rates. This section has created
uncertainty for shippers, considering any application to the Agency, about what does

“commercialy fair and reasonableto all parties’ mean specifically. Shippersareaso
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concerned that therailwayswill delay theresolution of the complaint through litigation
over what the phrase means and whether it isapplicablein the case before the Agency.
Combined with Section 27(2), this section has reduced shipper inclination to pursue
applications with the Agency.

Sections 128(3) and 133(4) of the CTA establish a floor for interswitching and
competitive line rates. They cannot be below the variable costs determined by the
Agency for the movement of thetraffic. To arrive at arate after determining variable
costs, the Agency must then determine the appropriate contribution to unallocated

expenses or fixed costs.

In an April 1997 Decision on interswitching rates, the Agency established the
contribution for interswitching ratesto be 7.5%. The selection of the specific number
was not explained, but the Agency rejected the railway argument for apercentage that
fully covered fixed costs on the grounds that the resulting interswitching rates would
impair the use of interswitching for competitive access. Manitoba concurs with the
Agency's reasoning. However, the Agency explicitly stated that the decision only
applied to interswitching rates.

In that Decision, the Agency stated the Section 128(3) guided itsinterpretation of the
phrase "commercially fair and reasonable’. It requires that the Agency consider the
average variable cost for all traffic that would use the interswitching rates. Although
the Agency determined in this case "commercialy fair and reasonable” to arailway
means that a rate must be high enough to cover variable costs, what might be

"commercially fair and reasonable” to the shipper was left undefined.
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In declaring current national transportation policy, Section 5b of the CTA states that
"competition and market forces are, wherever possible, the prime agentsin providing
viable and effective transportation services." In June 2000, the federal government
amended Section 66 of the CTA dealing with airline fares and directed the Agency to
disalow faresif the Agency finds them to be unreasonable and replace them by ones

deemed to be reasonable.

Final Offer Arbitration

Manitoba believes that the process of the Final Offer Arbitration with the reforms
introduced in July 2000 provide shipperswith an effectivetool to resolve disputeswith
carriersover ratesor conditionsof service. Thelnterim Report statesthat shippersare
optimistic about its usefulness while CN and CP object to its availability and prefer
commercia arbitration. CN and CP suggest that a shipper may be offered the best
combination of rates, service and conditions from arailway and then seek FOA on a
lower rate. If therailway's offer were objectively the best one, therailways should be
able to make that case to the arbitrator. Manitoba regards FOA as an important
safeguard to prevent abuse under differential pricing where a carrier dominates a

market.
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Development of Regional and Short Line Railways

Recommendation 12 M anitobarecommendsthat the CTA beamended torequire
CN and CP to produce a long-term plan identifying their core network of lines
that each intendsto operate and not offer for abandonment in that time period.
All other linesshould be available for saleto any buyersinterested in a package

of linesthat could be more efficiently operated asa regional collection system.

Recommendation 13: M anitobarecommendsthat the CT A beamended to per mit
the Agency, either upon application by shippers or on its own initiative, to
designate certain rail lines where service has deteriorated and then direct the
railways to offer the designated rail linesin a package to potential regional or
short linerailways, or grant runningrightstotheregional operator with thebest

service proposal.

Recommendation 14: M anitobarecommendsthat the CTA beamended to per mit
interested partiesto have an opportunity to appeal arailway's decision to offer
only asegment of arail lineor asinglelinefor abandonment, and that the Agency
beabletoorder therailway to offer an entirelineor nearby linesto theapplicant
if the applicant can demonstrateaviableshort lineor regional railway would be

feasible.

Manitoba believes that the CTA needsto be amended to prevent the abandonment of

rail lines in a manner that frustrates the development of short line and regional
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railways.

Thetwo major railways have the means to ensure that competition does not emergein
the rail sector. Strategically abandoning lines in a manner that frustrates the
devel opment of short line and regional railwaysis one means by which they can do so.
The CTA now permitsarailway to list for discontinuance a portion of arailway line
or subdivision. Thishas permitted arailway to ssgment aline and offer sectionsof the
linein sequence. Each individual section could not be aviable short line railway, but
theentirelinemight be. Segmentation preventsashort linerailway from operating the
lineand preserving theinfrastructure. Another approach would be the abandonment of
neighbouring rail linesin sequenceto discourage the devel opment of aregiona railway

operating several linesin an area.

Manitoba has witnessed one of the major railways follow this strategy when offering
lines for abandonment in this province. The Province requested that the railway not
follow thisstrategy. Whiletherailway compliedin one uniquecase, it disregarded our

concerns in other cases.

Each major railway iswilling to transfer abranch lineto ashort linerailway only when
thelatter will beafeeder linedelivering traffictoit. A railway that dominatesacertain
geographic region may be reasonably sure that its existing traffic will still have to be
trucked to another point onits network. It would be satisfied to abandon abranch line
rather than sell it to a short line railway. The mgjor railways will overlook potential
development opportunities for branch lines because their vision and planning is

oriented to their role as main line, continental carriers. Abandonment, unlike
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conveyance, would allow arailway to dispose of the affected track assetsin amanner
that can contribute to the network of lines deemed to be its core lines. Strategic
abandonment ismore likely when the interested buyers of branch lines havethe capita
and ability to purchase anumber of linesto create aregional railway which might not
be wholly captive to the one magjor railway. Such abuyer could seek running rights
over main line track setting a precedent that could make it a competitor. It may also,
due to location, access an interchange between maor carriers, or a port that would
provide a competitive alternative or threat to the major carrier for shipper routing of

goods.

Maintenance of infrastructure through short linesin conjunction with accessremedies
will introduce new entrants to the market that could dramatically increase choices to
shippers. Thiswould be consistent with the policy principle of using competition to

achieve the objectives of the national transportation policy.

Another concept for encouraging railway competition, at least regionadly, is the
development of regiona railways. For example, OmniTRAX wants to establish a
regional railway, CanRail West, to operate a network of grain dependent branch lines
with running rights over the connecting carrier'smain line to competitive interchanges
with another Class | carrier. OmniTRAX is interested in purchasing those branch
lines, but CN and CP have declined to offer lines for sale to OmniTRAX. The
amendmentsto Section 138 of the CTA proposed above would facilitate new entrants
such as CanRail West to establish itself by obtaining running rights, if it cannot
purchase branch linesfrom CN and CP. New regional railroad entrants should be able

to set single line rates on the designated lines or joint rates as required, and should be
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ableto movetraffic fromthe designated rail linesto acompetitive interchange and any
final destination. Regional railwayswould then be able to provide competition to CN

and CP aswell as be competitive with the aternative of truck transport.

Manitoba supports the development of a regiona railway based on the following

principles:

a regiona ralway should be established in a manner that introduces a

competitive dynamic within therail industry, and clearly passesthe efficiencies

of competition between CN and CP to producers;

» aregiona railway should be able to provide accessto the Hudson Bay Railway
to serve and increase traffic through the Port of Churchill;

» aregiona railway should be operated on an economically feasible basis, with no
requirement for public subsidy;

» aregiona raillway should serve to preserve rail infrastructure where feasible;
and

» to the extent possible, a regional railway should be established to maximize

public, social and environmental benefits.

The Provinces of Manitoba and Saskatchewan hired Travacon Research Ltd. to
conduct a feasibility study of aregional railway in our Provinces. The consultant
found that a regional railway could be financially feasible for a private company to
operate. The consultant estimated the potential benefits to grain producers from the
increased competition to be between $35 and $43 million annually intheregion served,
conditional on CN and CP cooperating with the regional railway in selling rail lines
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and negotiating fair and reasonable agreements on running rights.

The current CTA requires CN and CP to produce arolling three-year plan identifying
rail linesto be kept or discontinued. An amended CTA should require CN and CPto
produce a long-term plan identifying their core network of lines that each intends to
operate and not offer for transfer or discontinuance in that time period. All of the
remaining lines should be required to be offered to any buyersinterested in a package

of linesthat could be more efficiently operated as a regional collection system.

For the prairies, the offer should include areasonable set of the grain dependent branch
lines (for example, inwhich CanRail West has expressedinterest). Therailwayscould
establish a net salvage value reserve bid for the package of rail lines subject to
arbitration by the Agency. The same provisionsfor the purchase of anindividual line
now would govern the sale and transfer of the package of lines, for example
negotiationsin good faith and determination of net salvage value. Any individua lines
not purchased by aregional operator could be offered under the existing process of the

rolling three-year plan.

The Panel should aso consider that the potential removal of rail infrastructure carries
with it an enormous public impact. Manitobais also concerned about the process of
rail line abandonment from the perspective of losing transportation infrastructure that

would be too costly to restore if required in the future.

For this additional reason, the federal government has an ongoing interest and duty to

ensure that abandonment of railway infrastructure under its mandate does not proceed




without consideration for the public interest in retaining the infrastructure and service.
Inthe CTA, thishas meant therailways must, in all cases, actively seek to convey such
lines to short line operators, or failing that, to offer the lines to governments for not
more than net salvage value—all in efforts to maintain transport infrastructure and

services on acommercial basis where possible.

The current abandonment process requires agreat deal of trust by government in the
good faith of the major railways. While the CTA provides the broad parameters by
which rationalization may occur, the railways are actually accorded the freedom of
specifically defining therationalization process. For example, it isthey who establish
the process for the reception and evaluation of offers and, as well, who hold all the
power in determining the manner and degree to which they will seriously negotiate

with a prospective buyer.

Themgor railways have had four years under the CTA regimeto uphold thefaith that
has been placed upon them. The privilege to manage the process carries with it the
moral obligation and responsibility that the intent of the process will not be subverted
nor abused. Manitobabelievesthat the mgor railways have managed the processin a
manner that has hindered the development of short line and regiona railways.
Restoring aproper balance between therailway decision to exit amarket and the public

interest in retaining aline is needed.
Manitoba proposes amending the CTA to prevent the mgjor railways from frustrating

the intent of the legidation to promote regiona and short line development through
strategic abandonment.
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The CTA should be amended to permit the Agency to designate certainrail lineswhere
service has deteriorated either upon application by shippers or on its own initiative.
The Agency would direct therailwaysto offer the designated rail linesin apackageto
potential regional or short line railways, or would grant running rights to the regional
operator with the best service proposal. The Agency should develop guidelinesusedto
designate specific rail lines. These would include specific traffic measures such as
carloads or tonnes per mile of track, measures of service quality, and railway capital

and maintenance expenditures.

The amended legidlation should permit the Agency to select one or more applicantsto
purchase these rail lines at net salvage value or to operate under running rights
arrangements, and provide service to shippers. The Agency should arbitrate the net
salvage value if the owner and buyer could not negotiate a settlement. The Agency
should also have the authority to arbitrate any terms of the operating agreement

between CN or CP and the buyer where negotiations were deadlocked.

Interested parties should also have an opportunity to appeal a railway's decision to
offer only a segment of arail line or asingle line for abandonment or transfer. The
Agency should be able to order arailway to offer an entire line or nearby linesto the
applicant if the applicant can demonstrate aviable short line or regional railway would

be feasible.

Grain companies are closing their elevators in Manitoba and the other Prairie

Provinces. Grain producers have the right to order their own railcarsto asiding and
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load them. Many grain producers would like the opportunity to utilize therail sidings
at the site of the closed elevators, but the railways or grain companies remove sidings
without giving interested grain producers the opportunity to make use of the sidings.
Grain producers have voiced an interest in having those sidings protected from closure
so they as shippers can demonstrate a viable use for them. The legislation governing

the abandonment of rail lines should also address this need.

The Interim Report asks a question regarding the entry of new railways and the
revenue cap on Western Canadian grain. The Panel should remember that thereisa
rel ationship between the achievement of effectiverailway competition and the revenue
cap. Inthe Estey Report, the revenue cap wasto be temporary until effective railway
competition is achieved by allowing new carriers into the railway industry. The
application of the revenue cap to new entrants should be unnecessary because the new
entrants would be offering service at lower rates than both CN and CP to gain traffic
from theincumbent railways. Whether or not CN and CP charge higher rateswould be
atest of how effective the competition really is. Thefederal government's monitor of
the grain handling and transportation system would be able to observe this and report
to the federal government and stakeholders on thistest. Manitobawould also want to
remind the Panel that the railwayswill seek to have the revenue cap eliminated in five
years. Therefore, if the Panel does not want to recommend the measures advocated by
Manitobafor achieving effective competition, it must recommend that the revenue cap
for Western Canadian grain continue as a permanent feature of therailway regul ation.
It should also recommend that the revenue cap be adjusted for productivity gains to

reflect what would happen in a competitive environment.
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COMPETITION AND SUSTAINED CAPITAL EXPENDITURES

Recommendation 15: Manitobarecommendsthat national transportation policy
recognize and accept that competition in the transportation sector enhances
productivity and promotesinnovation, and these encour age economic growth in
other sectors, which benefitstherailwaysthrough increased businessthat attracts

financial capital.

Thefederal government asked the Panel to“ consider the effectiveness of thelegidative
and regulatory environment to sustain capital expenditures required to enhance
productivity and to promote innovation”. Manitoba understands this question as
relating to railway competition. During the discussions about the implementation of
the Estey recommendation on enhanced running rights, CN and CP argued that
increased competition would threaten their ability to finance expenditures on
infrastructure and equipment. We recognizethat thelarge requirementsfor capital of a
railway company hasled to aconcentrated industry in Canadawheretherailwayshave
the market power to charge rates that yield high profits to finance the infrastructure.
CN and CP arguesthat this market power isnecessary for them to sustain the viability

of their industry.

The railways position is that they must use differential pricing in order to earn the
revenue necessary to cover their high fixed costs and earn the required return on their
investment. They would argue that more competition would jeopardizetheir ability to

usedifferential pricing. Theneed for differentia pricing arisesfrom the nature of most
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businesses as multi-product firms and their inability to fully alocate expensesto their
products. A competitive multi-product firm will also use differential pricing, but the
prices are determined in the markets for the individual products. The market

determines the share of fixed costs borne by buyers.

In the absence of effective competition, the railways use their market power in
differential pricing so that shippers with weak market power bear a proportionately
larger share of the fixed costs or unallocated expenses. Some shippers have greater
market power than suppliersor consumers, and passthat burden onto othersasdoesthe
grain industry pass the burden onto grain farmers. More competition in the railway
industry would not prevent differential pricing, but the resulting freight rates would
better reflect market forces.

The railways would argue that they need their market power to charge prices high
enough to earn the cost of capital on their investments. Management in acompetitive
industry also must earn their firms cost of capital on investments, but have no
guaranteethat they will achievethat goal. Wherethey make good investment decisions,
they are morelikely to achieve that goal. Where they make bad investment decisions,
they arelikely not to achievethat goal. Increased competition becomesanincentiveto
make good decisions and may aso prevent railway management from using pricing

policies to mask poor investment decisions.
Compsetition is recognized as an important driver forcing businesses to increase

productivity (reduce costs) and find innovative ways of providing better and newer

products. Thisis the value in having a legidative and regulatory environment that

49




encourages competition. Competition drives productivity improvement and innovation
by limiting a business's ability to increase revenues by unilateral priceincreases. The
farming industry is a prime example where thisistrue. Increasing competition in the
raillway industry would encourage more productivity improvements and innovation.
For example, enhanced running rights could provide the opportunity for therailwaysto
market running rights on their high-cost infrastructure as new products and gain
additional traffic from the trucking industry.

It is necessary to remember that from a public policy perspective, the purpose of the
Canadian transportation system is to serve the transportation needs of shippers, and
maintaining the economic well being and growth of Canada and its regions. The
demand for transportation services is derived from the needs of our industries to
receive or ship goods. Thelong-term viability of carriers and modes of transportation
depend on the prosperity of our industries and general economy. Transportation
efficiency achieved through competition provides reasonable rates and quality of
service that encourages industrial growth that rewards the railways with increased
business and profits. Inadynamic economy, thelevel of competition does not reduce
the availability of capital. Public policy should also recognize that the railways

requirement for capital iscyclical.
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INTERIM ORDERSON SHIPPER COMPLAINTS

Recommendation 16: Manitoba recommends that the CTA be amended to
per mit the Agency toissueinterim orderstoremedy a complaint from a shipper

until the matter of the complaint isresolved.

In some cases, competition intherail sector isthwarted through an onerous, costly and
quasi-judicial Agency processthat intrinsically favours carrierswith deep pocketsand
able legal representation, at the expense of small shippers with limited resources,
personnel and time constraints. Manitoba has previously addressed in our railway
competition submission the significant issue of shipper problems with accessing the
Agency. Tothisweadd the concernthat the CTA, unlikethe National Transportation
Act 1987, lacks a provision to permit the Agency to issue interim orders to remedy a
complaint from a shipper until the matter of the complaint isresolved. Shippers may
have avoidabl e problems receiving adequate service from arailway to deliver product
to a seaport to meet a vessel by a specific date. Unless the service is provided in a
timely manner, the buyer may turnto aforeign supplier. Alternatively, the shipper is
burdened with the extra costs incurred in the shipment's missing the intermodal
connection. Interim orderswould require the serviceto be performed expeditiously so
the product is delivered on time. Settlement of the terms and conditions of the

movement can be resolved by the Agency after the fact.
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Competition In The Airline I ndustry

In the air industry, the credo to use competition as the mechanism to assure efficient,
viable, reliable and affordable services should apply—but we are far from an ideal
structural situation to say that competition truly exists.

The structure of theair industry isasfollows—Air Canadadominatesthe domestic air
passenger market by having in excess of 80% of thetraffic. It hasthe best airport dots,
the most infrastructure, the deepest capitalization, a marketing dominance (points,
reservations, and so on), and the most profitable designated international routes to
ensure its dominant position. Although a number of relatively new scheduled and
charter carriersexist (WestJet, CanJet, Canada 3000, Air Transat, and Royal) and have
expanded service, they collectively constitute asmall portion of the market. All told,
none of them has the fleet or resources to compete with Air Canada as afull service
carrier serving al pointsin the country. Canada 3000' s purchase offer for Royadl, if

successful, will not change that.

The air industry structure is unique in that the treaty negotiation requirement of
international air travel imposes severe limits on international competition between
carriers, and also competition between domestic carriers on foreign routes. Truly, the
industry operates as two markets—domestic and transborder/international—and we

must treat each in turn to determine how competition in the air sector can be promoted.
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DomEsTIC AIR COMPETITION

Recommendation 17: Manitoba recommends that the effects of reciprocal
cabotage rights for non-Canadian carriers, and of reciprocal provision of the
“right of establishment” of a domestic service using Canadian employees and

equipment, beinvestigated.

Domestically, we do not have an entirely healthy situation—in fact, we haveonethat is
substandard, from afare and service viewpoint, for most Canadians. From the Panel’s
perspective, means must be sought to meet the objectives of aviable and competitive
industry structure, which requires measuresto encourage new and viable entrants, and
to limit the myriad market power tools of Air Canada to crush any competitive
“insurgency”. A good start was made with Bill C-26, and we recommend its
continuance and the vigilance of the Competition Bureau to deal with market abuses by

Air Canada. Further steps, however, are necessary.

Manitoba recommends that the Panel investigate permitting cabotage on areciprocal
basis—which could introduce more competition into the domestic market place
through the use of non-Canadian-based carriers. Similarly, the Panel should investigate
providing an investor from another nation the right to establish a Canadian domestic
service, using Canadian employees and equipment, where the investor's nation
provides reciprocal rights to Canadian investors. Again, the primary focus of

governments must be to reasonably satisfy the air service needs of Canadians.
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INTERNATIONAL AIR COMPETITION

Recommendation 18: Manitoba recommends that the federal government, in
concert with other national gover nmentsand relevant international institutions,
remove current impedimentsto increased international air carrier competition,

including the immediate liberalization of all air cargo restrictions.

Recommendation 19: Manitobarecommendsthat thefederal gover nment strive,
through bilateral agreements or other means, to liberalize the provision of

international air serviceson areciprocal basis.

The international market is circumscribed by the 1944 Chicago Convention
requirement that only national governments, on abilateral basis, can negotiate carriage
rights and designate the specific carriersto fulfill thoserights. In other words, it isfar
from a free and competitive market, even though an adequate number of large

international carriers exist to allow for competition in the marketplace.

The flag on the tail fin of the aircraft is of little concern to passengers, shippers and
receivers. Once safety and security are assured, consumers of air transportation
services are interested in adequate services at affordable, reasonable and acceptable
prices. The focus of the Canadian government should be to reasonably move to a

functioning air transport marketplace that meets these requirements.

What will an open competitive and efficient international market do? It will foster

economic development in Canada through increased trade and new markets, it will
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reduce the costs of importsfor consumers and exportsfor shippers, it will increasethe
ability of Canadians to travel abroad, and it will enhance the competitiveness of
Canadian goods and services (including air transportation services) in foreign markets

and tourism operators.

Idedlly, in an open global market, any safe carrier of any nationality would be allowed
to fly between any two airportsin theworld, subject only to the rulesimplemented for
traffic control and safety. However, we recognize thisis not likely to happen soon.
The focus then is for government to liberalize all restrictive bilaterally determined

regimes.

In the absence of global open skies or multi-national open skies agreements, we
advocate that the federal government continueto strive to achieve bilateral air service
agreements which are as unrestricted as practicable. Manitoba urges that Canada
should continueto negotiate bilateral air transportation services agreements, to permit
for increased numbers of international flights by carriersof either nationality between
Canada and other countries. The “Open Skies’ agreement between Canada and the
United States, for example, is a revolutionary and progressive treaty. Transborder
travel has increased and additional services are being provided to meet the demand.
This regime has benefited carriers, travelers, shippers, consumers and producers.

Clearly, more “open skies’” are needed.
Inits negotiations, Canadamust consider that if no Canadian air carrier isinterestedin

serving an international route but a foreign carrier sees a market opportunity and

wishesto provide service, theforeign carrier should be allowed to operate without the
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requirement of a specific benefit to a Canadian carrier. Service between Canadaand
Iceland is one example of this situation. We, of course, are in favour of reciprocal

rights for Canadian carriers.

Through the International Air Transportation Association and the International Civil
Aviation Organization and other organizations, Canada must work to eliminate other
undue interference in the market, such as the regimentation of schedules and
frequencies, aircraft gauge, fares, city pairs, and other international practices that
restrict competition and inhibit carriers’ abilitiesto rationalize servicesand priceswith
demand. Regulations, for example, pertaining to citizenship, nationality, customsand
immigration can be valid, but again, al need to be examined for unintended
consequencesfor the supply of efficient and competitiveinternational air transportation

services.

Some parties might point to Canadian carrier viability concernsin theface of any such
actions. We are cognizant of these concerns, but believe Canadian air carriers are
capable of competing on aglobal scale provided alevel playing field isestablished and
maintained. Air Canadaisthe 10" largest air carrier in the world, has aworld-class
reputation aswitnessed by anumber of international awards, and has announced plans
to expand service around the globe. Air Canadawould agreethat it, in particular, has
been able to reap substantial rewardswhen skiesare* opened”, aswitnessed by itsUS
transborder success. The number of Canadian charter and discount carriers that have
recently entered the domestic markets should further be alowed to take advantage of

international opportunities.
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Competition In The Trucking | ndustry

Recommendation 20: M anitobarecommendsthat the Gover nment of Canada
renew efforts to persuade provincial governments, the Gover nments of the
United States and Mexico and their state governments, to harmonize their
commercial vehicle weights and dimension regulations, and commence

negotations with the United Statesto liberalize cabotage restrictions.

Manitoba has no significant concerns with the state of intramodal competition in the
trucking industry nationally. Over the course of the last decade, overt economic
controlson theintraand extraprovincia industry have been removed, to the benefit of
shippers across the nation. Theindustry is naturally structured in such a manner that

competition is a constant motivator of carrier behaviour.

Motor carriers cannot be fully effective in providing intermodal competition within
North Americabecause provincial and state regulationsregarding vehiclewe ghtsand
dimensionsvary. Thediscrepancieslimit the use of tractors, trailers, and their various
combinationslikely resulting ininefficient and ineffective use of equipment. Whilethe
federal government has made efforts to encourage harmonization of regulations in
Canada, renewed efforts by the federal government to harmonize interprovincial,
interstate, and international regulations can only provide positive benefits. These
benefits include better utilization of equipment and reduced trucking costs for motor

carriers, lower rates to shippers, and increased trade throughout North America.
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Further, the inability of commercial drivers from Canada to make US domestic
movements while repositioning equipment for return international movement reduces
the efficiency and competitiveness of the Canadian trucking industry, unnecessarily

adding to the volume of empty miles and air emissions of the sector.

Currently, boththe U.S. and Canada permit limited domesti ¢ point-to-poi nt movements
by carriers of the other country. These types of shipments assist carriers to increase
efficiency and avoid empty hauls. While the changes to the customs cabotage
regulations have been beneficial, immigration regulations have not been amended
accordingly, resulting in an easing of cabotage restrictions for the equipment, but not
for thedrivers. Currently, whilethe U.S. has been enforcing the law, Canada has not.
Consequently, U.S. carriers have had an operating advantage over their Canadian
counterparts. The Canadian federal government must ensure reciprocal treatment in
enforcement of the existing regulations. It should aso immediately pursue
negotiations with the U.S. toward fully reciprocal liberalization of the current

restrictions on cabotage in the trucking sector.

Competition In The Domestic Marine Industry

Recommendation 21: M anitobarecommendsthat thefederal government rescind
the 25% duty imposed on foreign built shipsfor domesticuseand investigatethe

feasibility of allowing cabotage in the domestic Canadian market.

We have two concerns with competition in the domestic shipping industry. The 25%
duty imposed on foreign built shipsfor domestic use, under the Coastal Trading Actis

58




an unnecessary provision that openly protects the Canadian shipbuilding industry, but
only at the expense of shippersand receiversthat use domestic marine transportation.
Additionally, the Panel should explore the feasibility, opportunities and threats of
introducing cabotage in the domestic Canadian market. From our perspective, rules
limiting marine cabotage (port to port service in Canada must be undertaken by
Canadian-flag ships) may hinder the development of northern Canada and Arctic
resupply and hinder the use of the Port of Churchill.

The Relevance Of Mergers To Transportation Competition

Recommendation 22: Manitoba recommendsthat, in theair and rail modes, the
responsible federal government agencies be afforded the legidative and other
tools necessary: to protect travellers and shippersfrom market power abuse of
dominant carriers, until effectivecompetition in theseindustriesisachieved; and

to review and prohibit anti-competitive mergers.

Recommendation 23: Manitoba recommends that current legidative and
regulatory share ownership limits in the air and rail mode be retained until

measur es to enhance competition are shown to be effective.

Thethrust of transportation policy isthe promotion of competition among carriersasa
method to deliver effective, viableand efficient servicesto shippersand passengers. To
be successful, the industry structure in all modes should be conducive to competition.
However, a recent trend in many industries including transportation has been for a

decrease in the number of competitors by firms merging through acquisition and
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consolidation. Thisisamatter of public concern. The federal government asked the
Panel to address this issue through the question of whether or not the legidlative and
regulatory environment is appropriate to deal with public policy issues arising from

newly emerging industry structures.

We in Manitoba are concerned about transportation company mergers that create a
dominant carrier having market power to charge unreasonable pricesand disregard the
service needs of shippers and travellers. We are also concerned about a dominant
carrier having the ability to engage in predatory pricing to drive new entrants from a
market. Intheair industry, the federal government has acted appropriately by passing
legislation giving the Competition Bureau additional authority to act on complaints
about predatory pricing behaviour (of the dominant carrier), and by directing the
Agency to act promptly on service quality and pricing complaints. We expect these
federal agencies to protect travellers and shippers of airfreight until effective

competition in the airline industry exists.

In the rail mode, the current legidlative and regulatory environment is silent on the
issue. The possible future mergers of CN with Burlington Northern-Santa Fe and of
CPR with the Union Pacific Railway may make legisl ation necessary unless measures
to increase railway competition are taken. The President of CN has recently repeated
his suggestion that a merger of CN and CP Rail might be appropriate after the
conglomerate CP Ltd. indicated in February that it would split into five separate
companies. Thiswould position CP Rail asitsown publicly traded company, whichin
turn would make it more easily and readily available to acquire. As a parallel step to

introducing competitive measures into the industry, the federal government must
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ensure adequate means are in place to review and prevent anti-competitive domestic
and international rail mergers, and co-ordinate any efforts to examine merger plans

with American regulatory agencies.

The proposed amendments to enhance running rights for competitive purposes will
become the only effective means of encouraging competition should apurchase of CP
Rail by CN be allowed. It would be equally critical that existing and future regional
and short linerailways have the ability to become competitorsto the Class| carrier, not

just alocal partner.

In both of the air and rail modes, ceilings exist on the ownership of shares by one
entity in Canadian carriers that were formerly Crown corporations—CN and Air
Canada have a 15% share ownership restriction. The President of CN has publicly
observed that these restrictions make potential mergers more difficult. These
restrictions are in place to ensure that carriers, through widespread ownership,
reasonably reflect the greater public interest intheir corporate approach, rather than act
in amanner befitting one or two dominant shareholders. Manitoba recommends the
maintenance of such restrictionsin the public interest, if measuresin both the air and
rail industries to increase competition do not prove to lead to true competitive

behaviour of carriers.
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REMOVING REGULATORY IMPEDIMENTSTO COMPETITION

Recommendation 24: Manitoba recommends that Transport Canada should
always include full stakeholder consultations, risk assessment and cost-benefit
analysisin thedevelopmental processfor regulationsapplicabletotransportation

industries.

To thispoint, this submission has dealt with means of structuring transport industries
in such a manner that competition among transport firms is a predominant
characteristic. This is consistent with the fundamental principle of national
transportation policy, that competition among transport firms best achievesthe system
objectives of adequate, affordable, efficient, and effective services, and viability of

transport modes.

Safety isanother objective of the transportation system. National transportation policy
encourages carriersto compete within the constraint of the system meeting the highest
practical safety standards. Governments have the obligation to impose regulationsto
ensure the safety and security of transportation. Sincethese regulations may inherently
restrict carriers ability to attain ultimate efficiencies, governments must define rules
that attain the desired safety level with the least adverse impact on the carriers ability

to provide cost-effective services to shippers.
Thefederal government isthe one most responsiblefor regulatory oversight of theair,
rail and marine modes. As it withdraws from the provision and subsidization of

transportation services, its attention to thisguideline must be constant. Initsapproach
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to issues of safety regulation, the federal government has only occasionally done so.
Amendments to railway safety legidation in the last decade streamlined safety-rule
making processes—with administrative and economic benefit to carriers—without
circumventing the quality of safety requirements. Regulations now are subject to
industry impact assessments and minimal cost-benefit analysis, increasing the
likelihood that unnecessary and arbitrary measures are rgjected early in ther
development. In some cases, however, thefederal government has not adhered to this
guideline. Two specificissuesintheair and marine modesbeing CARS 308 intheair
sector and marine pilotage in the marine sector exemplify regulations that may

compromise our transportation system’s cost-effectivenessif left unaddressed.

Air Safety Regulations

Recommendation 25: Manitobarecommendsthat Transport Canadare-examine
existing air safety regulations about which stakeholders have concerns,
particularly ther introduction without adequate consultation and benefit-cost
analysis. Transport Canada should work with stakeholders to develop more
acceptableregulationsthat reasonably balance safety requirementswith thecosts

imposed on airportsand air carriersto meet such regulations.

A recent example is Canadian Aviation Regulation 308 (CARs 308), a new
regulation that requires a 3-minute response time for fire fighting at all airports.
Manitoba and most other stakeholders agree that Transport Canada's devel opment of
the regulation was flawed by its lack of consultation and a further lack of any

benefit/cost analysis or risk assessment. A magjority of stakeholders consider the
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regulation to be an unnecessary and onerous burden on the smaller airports. Meeting
Its requirement is increasing costs for airports and airlines, adversely affecting their
financial viability, international competitivenessand likely imposing unnecessary costs
on users. For stakeholders, CARs 308 simply represents the imposition of an
unreasonabl e regulation without due process that impedes the competitiveness of our

transportation system.

M arine Pilotage

Recommendation 26: Manitoba recommends that the federal government
examine competitive alter natives to providing marine pilotage service and the
value of having Transport Canada responsible for setting the regulations

pertaining to marine safety.

In 1998 and 1999, the Prairie Provinces participated in an Agency review of marine
pilotage that was restricted from examining the legislative framework for pilotagein
Canada. Marine pilotage services are provided by federal crown corporations (called
Pilotage Authorities) that operate regionaly. The Prairie Provinces agreed to raise
concerns about the nature of the provision of pilotage authority services during the

CTA review since the matter restsin the Pilotage Act.

The Pilotage Authorities both provide and regulate pilotage services. The pilots are
either Authority employees or members of a pilots corporation [a co-operative] that
has a contract covering fees and work ruleswith a Pilotage Authority. Canadian ship

owners are concerned that the current monopoly structure inflates the cost of pilotage

64




by imposing unnecessary requirements. They are concerned that the pilots have undue
influence over the setting of rules and fees because the Minister of Transport appoints
pilotsto the Boards of the Authorities. They arealso concerned about theinvol vement
of pilotsin the licensing of new pilots and their ability to restrict the number of pilots

available.

The marine mode is the only one where an individual with "local knowledge" must
take control of the vehicle from its operators on part of the trip. In all other modes,
traffic control systems are designed to assist trained operators, e.g., automobile and
truck drivers, train engineers, airplane pilots, in operating their vehicle. From the
perspective of competition among modes, the requirement for marine pilotage may add
an unnecessary and excessive cost. The requirement may be unnecessary because
charts, channel markers, and buoys might be ableto provide guidanceto shipmastersas
maps, road signs, and pavement markings do for automobile and truck drivers.
Furthermore, el ectronic navigation technology may provide shipmasterswith adequate

information for safe passage.

Canadian shipping companies argue that shipmasters who make trips through
waterways on a regular basis gain through experience the knowledge and skills
necessary to handle their vessels without aid of a pilot. They feel the shipmasters

should be exempt or licensed to operate their own vessd.
The current pilotage system may inflate the price of goodsimported into Manitobaand

diminish unnecessarily the prices Manitoba farmers receive for grain. We have not

estimated its economic cost to Manitoba or the benefits from its reform. Our estimate
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of the annual financial benefit alone to Manitoba farmers of allowing qualified
Canadian shipmasters to operate in the Laurentian Region without pilots would
approximate $700,000.

Requlatory | mpediments In Other L egislation

Much of the institutional setting affecting the transport industry occurs through non-
transport statutes. The Panel should take an expansive view of its mandate and consider
non-transport legislation that has a detrimental impact on the evolution of competition

and efficiency in the transport sector.

For example, we have spoken briefly aboveto cabotagein theair, trucking and marine
sectors. The Panel should consider the specific issue of cabotage to be within its
mandate. While cabotage restrictions are established under immigration and customs
legislation, they adversely affect the state of competition and efficiency in all modes of

transportation.

Today, international economic forces through globalization and trade agreements
provide opportunities for the transportation sector. In addition, increasing
consumerism via electronic mechanisms also place different demands on the
transportation sector. As the demand on transportation services evolves so must the
regulations that govern the transportation sector. In examining the CTA legidlation,

these economic realities must be given consideration.

In addition, with transportation being a derived demand product, and therefore

66




connected to so many other segments of the economy, the impact of regulations in
other areas also have implications for transportation. For example, to address
increasing trade amongst the NAFTA countries, main routes known as corridors are
being developed. These routes are selected as being an efficient, effective means to
move goods and people. However, because the corridors generally cross boundaries
(including international) there areamyriad of issuesthat affect their ability to achieve

the objectives of providing cost-effective, intermodal, safe movement of goods.

One of the issues that is clearly important with regard to cross-border facilitation
involves customs and immigration issues. In order for one country's carriers and
shippers not to be disadvantaged against the other, treatment at the border by the
agenciesmust be equitable. Thisiscurrently not the case between Canadaand the U.S.
as the two countries employ different approaches in processing international
shipments. While Canada customs movestoward a"client profile" approach for U.S.
goods, U.S. customs still inspects Canadian goods on a shipment by shipment basis.
Thisadversely affects Canada's competitiveness because the U.S. doesnot providethe
staff resources to meet its requirementsfor thistype of processing expeditiously. The
Canadian federal government must pursue reciprocal treatment with the U.S. with

regard to customs and immigration legislative and regulatory requirements.

Another issue affecting the competitiveness of the Canadian trucking industry is the
lack of harmonized truck size and weight regulations. This is an issue for both
domestic and international corridor development. The current regulatory environment
results in different limits on specific roadway types for tire and axle loads, gross

vehicle weights, vehicle heights, widths and lengths. For movement between
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jurisdictions, carrierscomply with regulationsin al jurisdictionsthroughout the entire
trip length. Consequently, the regulations can prevent carriers from operating in an
efficient manner and can also result in vehicle configurations that are not only
inefficient, but also not the safest. Moreover if multipletruck movementsarerequired,

this can aso contribute to road congestion and poor air quality.

Another impediment to competitiveness at the international level isthe higher capital
cost allowances on transportation equipment in Canada relative to the United States.
Canadian carriers require a longer time period to recover investments in capital
equipment than their American competitors. This discourages more frequent
investment in newer equipment that can be more efficient and safer to use. The
consequenceisthat Canadian carriers have higher operating coststhan their American
competitors. Manitoba believes that the federal government should reduce its capital
cost alowances on transportation equipment to the same levels offered by the United

States government.

The Panel should analyze existing legidation and policy statementsin selected Actsfor
which the Minister of Transport is not responsible to see if the existing legislation
enables the achievement of transportation policy objectives. For example, the
transportation resupply of remote communitiesviaair (Food-Mail Program) islargely
apolitical and administratively determined system not based on any “natural” market.
This program prohibits Churchill from capitalizing on its natural competitive
advantages as an eastern Nunavut gateway, over other Canadian designated food mail
points. The Panel should note that these programs could conflict with national

transportation policy and goals and should recommend that the federal government act
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to modify them accordingly.

TRANSPORTATION INFRASTRUCTURE DEVELOPMENT

Let us reiterate that market solutions, whether naturally occurring or "aided" by
government action, will go far towards achieving the policy objectives of a heathy
transport system and, concomitantly, ahealthy exporting economy. However, market
forces and commercial discipline cannot alone fully ensure that all Canadians benefit
from acceptable levels of transportation infrastructure and service. The National
Transportation Policy Statement recognizes that government regulations may be
required to serve the needs of shippersand travellersin certain regions of the country.
It also recognizes that government involvement in infrastructure investment may be

required to support regional economic development.

In many parts of the nation, especially rural and northern areas, the market for transport
services may not be sufficient to support even one service provider. Similarly, the huge
amounts of capital required for building and maintaining transport infrastructure may
prevent private sector willingness to invest. Where the market cannot support
investment in transport infrastructure and services, then government should consider
public investment if doing so has an overriding public interest, or if there are clearly

quantifiable public benefits in excess of public costs that will result.
These particular conditions are especially applicable and relevant to northern and

remote communities. We note that the federal government must continue to take a

central role in providing minimum acceptable transportation access to remote
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aboriginal communities, which are beset by immature transportation markets and
climatic variationsthat affect the sustainability of their current transportation systems.
Affordable and reliable transportation access is necessary for these communities to
create an environment in which their social, economic and health needs are met and
sustained. Since most of the cost of moving goods to these communities is either
directly or indirectly borne by the federal government, it is reasonable for the federal
government to fund or providetheinfrastructurethat would result in both lower freight

and travel costs, and a higher level of service to communities.

[tisinthismanner that transportation can still contribute to the economic devel opment
of regions and provide access to our natural resources. We would prefer that the
private sector take the lead role in developing access to specific resource projectsin
Canada. However, where privateinterests are unableto providetheinfrastructure, but
significant socio-economic benefitswill accrue, government in partnership with private
interests and the beneficiaries of such access should provide the appropriate public
sector support. Thisrequirement, however, must still be guided by the conditions that
users and other beneficiaries of public investment should share equitably in its costs,

and that governments remain accountabl e to those from whom funds are appropriated.

Based on the above, Manitoba sees a justifiable and necessary role for federal
government investments in transport networks of particular strategic importance to
Canada, precisely because they meet the criteriaof conferring upon Canadasignificant
socio-economic benefits. Historically, thefederal government has been responsiblefor
public investment in, and regulation of, the rail, marine, and air modes. It also has

constitutional responsibility for regulation of extra-provincial motor carriers, and for
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trade and commerce. These responsibilities, we assert, must continue, even as the
federal government withdraws from the provision, subsidization and operation of
services. Manitobais concerned that, given evidence of the need for continued federal
support in many cases, the current federal withdrawals have the potential to off-load
Investment responsibilitiesto the provinces. Thispracticeisevident in many sectors,
and compromises the efficiency and competitiveness of our transport system, and its

viability in aglobal context.

Government investment in infrastructure or services, however, must still bereconciled
with the policy objective of utilizing market solutions to shape the transport system.
From this, Manitoba supports the key condition that when government doesintervene
in the transportation marketplace in some form, it should strive to ensure that its
Interventions do not undermine any transportation sector, or provideany mode, carrier
or route with undue competitive advantage over others. Recent federal actions,
however, do not meet this condition, and must be corrected before the transportation

system is further compromised.

The I nfrastructure Challenge And Current | nfrastr uctur e Deficit

Recommendation 27: Manitoba recommends that the federal government's
revenues from user fees (including road motive fuel taxes), rents and other
charges be dedicated to mode-specific expenditures on transportation

infrastructure.

Much of this submission has dealt with competitive issues, whereby governments
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create an atmosphere where modes and carriers are obliged to compete. The issue of
infrastructure presents a different challenge, because the treatment of how
infrastructure is provided and maintained also has an impact on the domestic and

international competitiveness and viability of our transport industries.

Manitoba agreesthat there are certain areas where atransportation entity withlocal and
commercial direction can better servethe publicinterest, and thishasrightly occurred
with regard to the air navigation system, airports and ports. However, the withdrawal
of federal funding support must be accompanied by a concerted effort to establish a
policy framework that permits these entities to effectively compete domestically and
globally.

There appears however to be a disturbing trend being undertaken by the federal
government that renders these initial moves for devolution as moot. It is atrend
toward the federal government utilizing its existing taxation and rent charging powers
to withdraw more money from these infrastructures than its actual current investment
in the systemwould reasonably warrant. Thisisespecially apparentintheairport, port
and road modes, and this system deficit is undermining the competitiveness of our

transportation system.

This practice and approach in all modes should be addressed becauseit violates several
aspects of current national transportation policy established in the CTA, which
Manitoba espouses, to optimize the system. The federal extraction of revenue from
certain system components so that they are in a deficit position unfairly limits the

ability of the affected sector to compete freely with any other carrier or mode. This
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practice contravenes the condition that each carrier or mode should receive fair and
reasonable compensation for the resources, facilities and servicesthat it isrequired to
provide as an imposed public duty. Thirdly, it breaches a need to have systemsin
place that reasonably permits economic viability for each mode. The solution from
Manitoba s perspective isto ensurethat a processisin place so that moneys extracted
from a particular mode or transportation system component are rededicated to that

mode or component.

We provide three examples of airports, ports and highway infrastructure as proof of

these detrimental actions with recommendations to correct the problem.

AIRPORTS

Recommendation 28: Manitoba recommends that the CTA be amended to
establish the responsibilities of the various levels of government in providing
airports, and to identify the means of funding (whether user feesor input taxes)

these responsibilities.

Recommendation 29: M anitobarecommendsthat the Government of Canada—in
conjunction with stakeholdersincluding the provinces, carriers, passenger sand
shipper s—evaluatethelong-term financial condition of the system of air portsand
all itscomponentsto ensurethelong-term viability of all existingairportsand the

system asawhole.

The federal government collects millions of dollars in rental payments from airport
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authorities, ostensibly due to the fact that the federal government owns the land upon
which they are situated, with the facilities being leased to them. Not-for-profit airport
authorities must set user fees at a level that recovers the rent payments. These
revenues are not provided to the ports as the responsible authorities for infrastructure
or services. The Province of Manitoba and its transportation sector stakeholders urge

that the CTA Review Panel strongly recommend that this imbalance be corrected.

Thefederal government (through the Minister of Transport) created alargely federaly
owned and operated national airports system under the authority in the Aeronautics
Act. Because this Act did not obligate the Minister to provide airports, the federal
government was able to establish its National Airports Policy (NAP) in 1994. Under
this policy, airports were transferred to either junior governments or local entities
sanctioned by them. The transfers have been mostly completed. The federa
government sold its Air Navigation System to a single authority, NAV Canada.

Under the NAP, the federal government has withdrawn from the direct operation of
most airports. The 26 National Airport System (NAS) airports with the largest
passenger traffic are to be leased for 60 years to not-for-profit non share corporation
Canadian Airport Authorities (CAA). Most NAS airports have beentransferred. With
the exception of remote airports, almost all other airports are owned, operated and
maintained by provinces, territories, municipalities or other local entities. Only the
eight largest airports in Canada are financialy viable. The federa government is
extracting increasing rents from these eight ($223 million in 2000) without a clear
policy rationale, while Canada's other 716 certified airports struggle with inadequate

support from an Airports Capital Assistance program (up to $190 million over 5years
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or about $38 million ayear).

Manitobais concerned about thelong-term financial condition of the system of airports
in Canada. Inthe case of thelarge NASairports, the federal government collectsrents
while the CAAs have implemented Airport Improvement Fees (AlF) or Passenger
Facilitation Charges (PFC) to assist them in covering their costs. These costsinclude
therents, capital improvementsthat Transport Canadahad deferred in recent years, and
expansion projectsto accommodate expected future growth in air transportation. The
smaller NAS airports and the Regional/Loca airports may not attain long term
financial viability dueto largefixed costsand low traffic volumes. Consequently, their
ability to continue to serve the smaller population centers of the country may be in

jeopardy.

Contrary to the recent Federal Auditor Generd’s report,q/l anitobaregards past federa
expenditures on airports as sunk costs. Asamatter of public policy, these expenditures
were made over theyearsto provideal regionsof the country with areasonable degree
of access to the rest of the world and the resulting economic development
opportunities. The citizens of Canada should not have to pay the federal government

twice for these benefits.

We regject the Auditor General's argument that airports should be transferred at fair
market value because no fair market value could be determined for any airport. Fair
market valueisthe amount awilling buyer (or tenant) would pay to awilling seller (or
landlord) in an open market situation. Airports were not auctioned or tendered in an

open market. Transport Canada wrote the rules under which transfers were to occur

5 2000 Report of the Auditor General of Canada, October 2000, Chapter 10
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and insisted on dealing with only one recognized entity, an Airport Authority. Each
Airport Authority was required to have the support of its community, Chamber of

Commerce, provincial government, and so on.

Transport Canada could not tender an airport in an open market. All airports are
unigue in their communities and at different stages of maturity. An airport is unigue
within the catchment areait serves. Real estate appraisers have nothing withwhich to
compare the value of an airport as no similar sales or rentals exist within a given
market area. Any estimate of the real estate value of airport lands and buildingsis
irrelevant since continued operation as an airport was and is required under the lease
terms. The use of airport lands and buildings for purposes other than an airport is

constrained to those that are compatible with airport operations.

The Auditor-Genera's report suggests that Transport Canada should have used an
airport's"financeability" asbeing agood and practical indicator of fair market value. It
defines "financeability" as ameasure of the amount investors would be willing to risk
inabusiness. However, the airports are by definition to be operated as not-for-profit
institutions. No private investor would invest in something that is by definition not-

for-profit.

Most airports in Canada are not financially self-sufficient and continue to rely on
public funding to some extent, either transition funding from the Federal Government
or on-going funding from a junior government or governments. Airports with
sufficient traffic to be financially viable have had to institute AIF or PFC to pay the

rent and fund infrastructure renewal and future capital investments. Manitobawould
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arguethat there should have been apossibility of negotiating anegative rent under the

|ease agreements.

We question the amount of money the Government of Canada is, and will be,
extracting from the NAS airports, mainly from the largest eight airports. While the
Federal Government and taxpayers may be entitled to be “no worse off” after the
devolution of the NAS airports, (Transport Canada's objective under the NAP), their
position has become a case of “much better off”, and getting better. Prior to the 1994
NAP, the system of Canadian airports was on the expenditure side of the government
ledger. The cost of ownership, operation and maintenance of Canada’ sairport system
was approximately $200 million per year. The rents now being charged the larger
NAS airports will soon exceed $200 million annually. These rents are passed on to
consumers of air transportation services (passengers and cargo) through higher
charges, and ultimately affect the competitiveness of Canadian goods and servicesin
world markets. The federal government does not dedicate the rent revenue to the air

transportation system that it is extracted from.

The federal government's extracting of rent hinders the economic development of
airport facilities, communities and regions. Successful airport authorities, which
generate funds in excess of operating costs by attracting sufficient traffic to achieve
economies of scale, have revenue siphoned off by the federal government through the
participatory rent formula. These surplus funds should be invested for future capital

Improvements and expansion of these airports, not paid to the Government of Canada.

The ability of localsto market their airports, communities and regions was one of the
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premises under which the management and operation of Canadian airports were
transferred from federal tolocal control. Continuing restrictions contained in bilateral
air transportation services agreements severely hamper the efforts of Canadian
businesses, including airports and tourism operators, to sell their products in
international markets. Loca and regional markets are as diverse as Canada and

Canadians. Regions and communities compete in the global tourism market.

In the sparsely populated country of Canada, it isnecessary to have aviable system of
airports to serve residents and facilitate trade and economic growth. We believe the
continued financial viability of some smaller airports may be in jeopardy once their
transition funding is exhausted. Manitoba recognizes the airports system is one
consisting of all airportsin Canada and we continue to encourage the Government of

Canada to ensure the sustainability of all system components.

Manitobaiswilling to work with Canadian jurisdictionsincluding Transport Canadato
determinefair and equitable treatment of airport authorities, air carriers, taxpayers, air

passengers, and shippers/receivers.

PORTS

Similar to theissue of airports, Manitobais also concerned about the rents payable by
port authorities. Goods shipped to and from this province pass through various port

authorities, with Manitobans bearing the economic costs of higher port charges made

necessary by these rents.
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HIGHWAYS

Recommendation 30: Manitoba recommends that the federal government—in
consultation with all provinces—institute a legislated process so that moneys
extracted by it through various road-related user charges and taxes are fully
dedicated to Canada’'s strategic trade and transportation routes, under the

auspices of a National Highways Policy.

Thefederal withdrawal from road infrastructure investment isnot as straightforward as
that for airportsor seaports. Thisit has performed surreptitioudy, by extracting money
in the form of fuel taxes, but not returning these moneys through the actual

infrastructure providers—the Provinces.

Much likerail wasin the 19th century, road travel isthe predominant means by which
Canadian citizens and communities are physically connected. For the carrying out of
every day activities, travel to other communities and the transport of goods, road and
highway infrastructure has proven crucial to Canada's socia evolution and commercial
success. Even as governments are getting out of the transportation business in other
modes, it iswidely accepted by the general public that government hasthe key role of
providing for adequate and reliable national road infrastructure.

We assert that our current approach to the national highway system is not serving
Canadians well. The mere fact that a national highway policy does not exist rightly
impliesthat our highway infrastructureis not the focus of asingle united effort, but has

been approached in apiecemeal fashion by the variousresponsiblejurisdictions. This,
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inturn, further impliesthat the key highwaysin our nation vary in comfort, efficiency,

reliability and safety from jurisdiction to jurisdiction.

How doesthis patchwork quilt of highways materially affect Canadians and Canadian
businesses? Firstly, it must be remembered that our national transport network,
including our highway system, isin competition with the American system for both
travelers and carriers. An inconsistent and inadequate infrastructure will literally
"drive" carriers and travellers to use US networks whenever they can, representing a
loss of money spent in Canada on major items such asfuel, lodging, food and tourism.
Atanevenmorebasic level, thisinefficient, non-standardized system will cost moreto
Canadian carriers who may operate over the route, putting them and shippers at a

competitive disadvantage.

For example, tourism, which is a growing industry, depends on convenient,
inexpensive transport to bring travellers to Manitoba. It is our highway system that
provides the |least expensive means of transport for tourists, as evidenced by the fact
that on a passenger-kilometre basis, road travel accounts for 99% of the movement of
travellers. Touristsand other travellers coming to Manitobaare animportant source of
demand for traded and non-traded goods and services. In fact, Manitobareceivesin
excess of 700,000 US tourists annually, who spend upwards of $200 million in the
province. Unfortunately, it is clear that the lack of a standardized, divided highway
system between the provinces has diverted much commercial and tourist traffic to the
USinterstate system, resulting in lost economic and tourist devel opment opportunities

in Canada and Manitoba.
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Special studies undertaken by the provinces and federal government in recent years
provide much evidence in support of concerted highway infrastructure investments.
Roads support about 90% of all intercity passenger-trips and 75% of Canadian freight
shipments by value. Significant highway improvements in the nation would permit
shippers and receivers to accrue additional cost-savings through restructuring of
logistics and production which represents up to 20% of benefits over and above any
direct transport cost savings. The benefit derived frominvestment in public highways

will be over three times the cost of the investment (benefit-cost ratio of 3:1).

Like other provinces, Manitoba is feeling the effects of changing institutions and
market structuresthat necessitate an upgraded highway system. Manitobaisbecoming
increasingly dependent on highway transportation for interprovincial/international
trade and tourism. Manitobaisatrading province exporting over $13 billion worth of
goods and services annually to other provinces and countries. Moreover, Manitoba's
trade with the United States and Mexico has seen dramatic increases as a result of
NAFTA, and it isexpected to further increase. Investment in highway infrastructureis

key to the promotion of our domestic and international trade competitiveness.

Manitoba has taken a lead role over the past seven years to spark a collective
agreement between the federal and provincia governments on the need for anational
highway program. At one point, al jurisdictions except Quebec and the federal
government had come to an agreement on a National Highway Policy (NHP),
including funding commitmentsin excess of over $2.5 billion. The stumbling block,
from Manitoba's point of view, isthe federal government's unwillingness to fund its

share, despite ample evidence that a NHP would contribute greatly to the Canadian
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economy. Manitobare-iteratesthat it isstill very much ready to participatein a

National Highway Policy.

Much like the issue of airports and seaports, the federal government is withdrawing
more money from our road system than it contributes. Historically, the federal
government's spending on roads totaled $3.4 billion from fiscal year 1991/2 to 1996/7
whileitsrevenuesfrom road-based fuel taxestotaled $19.9 bil Iiorﬁ Federal spending
on Canada's National Highway System—based on the recently announced national
infrastructure program ($150 million annually for highways over thelast 4 years of the
program)—amountsto about 2.5% of revenuesthat the federal government will collect
from road users, over the next 6 years. By way of comparison, Manitoba, living up to
the ideals of national transportation policy, fully re-dedicates its road use fuel tax
revenues to provincial roads and highways. What we recommend is simple—that the
federal government returnsto Canada s strategi ¢ trade and transportation routes, under
the auspices of the NHP, a reasonable proportion of the user tax revenue that it

receives from the use of the highway system.

Much has been said and done about strengthening our trade and transportation links
with the United States, and rightly so, sincethe US representsanincreasingly attractive
market for our goods and services. While this is important, any efforts in this
direction must be tempered by the fact that commerce and trade within Canada is of
even higher importance. While we forge ahead in many sectors to create a seamless
border withthe US, we must ensure that our attention isalso devoted to doing the same
amongst the provinces, that is, removing impediments to our own internal trade and

transportation. A national highway policy will prove an important first step in

6 University of Manitoba Transport Institute, Federal Transportation Spending & Revenues, Dec. 1999, p.11-12 (Source Statistics Canada)
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allowing trade flows to be strengthened between the provinces, benefiting all
Canadians. Manitoba concludesthat the growth of anorth-south orientation should not
in any way preclude the maintenance and strengthening of our own east-west
transportation links. In all, our nation will be better off if our internal east-west

linkages are of equal calibre to any international north-south linkages we may have.

Many of our assertions on the NHP hinge upon the actions of the federal government.
What this doesis underscore theimportance of the national government in assuming a
leadership and coordinating role with regard to the provision of key transport
infrastructure. In fact, this federal role has already been recognized by the US
government, and backed up in the form of federal legislation and funds to improve
transport networksin that country. A recent policy paper by the USDOT asked and

answered the following:

"..What is the federal role in surface transportation
infrastructure? The answer is clear. We need strong federal
|eader ship. Efficient national cargo movement iskey to our ability
to benefit from expanding trade opportunities. Truckers and other
freight operators need uniformfacilitiesand regulatory standards.
We al so need national consistency if we are going to move forward
with deployment of new technology. We cannot achieve other
national priorities without efficient and accessible transportation.

And the challenges we face...do not stop at state borders.”

Manitoba fully agrees with the philosophy of this statement. We would liketo seea
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federal government with the foresight to not only show aleadership rolewith regard to
our internal surfaceinfrastructure, but to ssmultaneously help enhance our trade links
with other nations, principaly the US. We contrast our federal inaction to the US,
where the United States Government in 1998 announced $218 billion (US) for

transportation projects over six years.

Manitobareiteratesthat the airport, port and highway infrastructuresin thisnation are
suffering a competitive deficit due to the federal practice of withholding from the
responsible authorities more money collected —either through rents or excessive
taxation—than otherwise reasonable. The federal government by legislation should
reach agreements with the responsible authorities and dedicate those revenues to

renewed infrastructure investments.

ROAD SAFETY

Aspreviously noted, the Canadian transportation system must not only be efficient and
sustainable, but it must also be safe. For Manitoba, as for many other jurisdictions,

road safety is an area of high concern.

In 1999, motor vehicletraffic collisions on Canadian roads resulted in 2,969 fatalities
and 222,275 injuries. In Manitoba, there were 113 fatalities and 9,697 injuries. For
Canada as a whole, the annual highway traffic death toll is equivalent to having
commercia passenger airplanes crashing and killing everyone on board at the rate of
one crash every 2 weeksfor an entireyear. If infact commercial passenger airplanes

wereto crash with such frequency, the response from Canadians would be outrage and
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demandsfor immediate action. Inthe past, Canadians and Canadian jurisdictionshave
been far too complacent about Canada’'s road safety record. However, the strong
public support for initiatives against drunk driving shows that Canadians' attitudes
towards road safety are changing, and that Canadians are now increasingly expecting

their governments to take decisive steps to improve road safety.

Canadian jurisdictions have made some progress in improving road safety. In 1996,
the Council of Ministers Responsiblefor Transportation and Highway Saf ety endorsed
the Road Safety Vision 2001 initiative. Thisinitiative was devel oped by the Canadian
Council of Motor Transport Administrators (CCMTA), and was aimed at making
Canada’ s roads the safest in the world by 2001. The specific goals of this initiative
were to:

* raise public awareness of road safety issues,

* improve communication, cooperation, and collaboration among road safety

agencies,
» toughen enforcement measures; and

* improve national road safety data collection and quality.

Road Safety Vision 2001 comprised abroad range of initiativesfocused on road users,
road networks and vehicles. Transport Canada, on behalf of CCMTA, annually

produces an update report summarizing progress and highlighting initiatives.
Since the inception of Road Safety Vision 2001 in 1996, road user fatalities have

decreased by 5 per cent and serious injuries by 8 per cent. Using the international
measure of “deaths per registered motor vehicle,” Canada's level of road safety has
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improved over this period by ailmost 9 per cent. However, despite these impressive
figures, Canada's road safety positionintheworldisdlipping. During 1998, Canada's
ranking fell from eighth to ninth among the world's most devel oped countries. For the
second consecutive year, Canadalost ground to other nations, despite an improvement

over the previous year's fatality rate.

CCMTA isproposing to extend the vision of having the safest roadsin theworld with
asuccessor plan. Thenew strategy, called “Road Safety Vision 2010,” will featurea9
year time frame. The new plan will retain the 4 goals in place for the current vision,
and would augment these with additional prioritiesand targetsthat would beregularly
monitored. CCMTA iscurrently reviewing proposed new targetsrelating to occupant
restraint use, drinking and driving, speed- and intersection-related crashes, commercia
vehicle crashes, young drivers, vulnerable road users, crashes on rural roads, and

high-risk drivers.

Manitoba supports the Road Safety Vision 2010 initiative of CCMTA, which is
intended to make incremental improvementsin highway safety by focusing resources

on specific known road safety problems,

However, Manitoba also believes that there is a need for a National Highway Safety
Research Program (NHSRP) that will analyze all of the complex factorsin highway
safety, including driver behaviour, vehicle design, infrastructure design and
engineering, enforcement, and the interaction among these elements. This proposed
highway safety research program would study highway safety from a comprehensive
systems perspective, and would develop integrated solutions that would include both
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traditional approaches to improving road safety as well as applications of intelligent
transportation systems (I TS) technologies. Ideally, thishighway safety research effort
would also allow decision-makers to understand the costs and benefits of various
highway saf ety improvement initiatives, and to thus be ableto target limited resources

to the safety measures that are the most efficacious.

In the United States, the Transportation Research Board (TRB), at the direction of
Congress, isdesigning aFuture Strategic Highway Research Program (F-SHRP) which
will be a successor to the highly successful Strategic Highway Research Program
(SHRP). Oneof the strategic goals of the proposed new programis*“Make aQuantum
Leap in Highway Safety.” In order to achieve thisgoal, the TRB is proposing an in-
depth study of highway crash causation that will analyze the respective roles of the
driver, thevehicle, and theroadway in highway crashes. Thisproposal recognizesthat
reducing the number and severity of highway crashes requires an integrated approach
that considers all the factors involved in traffic accidents. The results of this
comprehensive crash causation study would be used to develop a wide range of
prototype safety countermeasures and programs, including:

» safer vehicle and infrastructure designs;

» operational strategies,

» warning and prevention technologies;

» anaysistoolsfor decision makersin highway planning, design, operations, and

maintenance; and

 driver training.

The U.S’s Future Strategic Highway Research Program, like its predecessor the

87




Strategic Highway Research Program, will be funded from the Highway Trust Fund,
which is financed from U.S. federal fuel tax revenues. As the Canadian Federal
government only reinvests a small portion of its own highway fuel tax revenues back
into Canada s National Highway System, there are ample resources available for the

Federal government to fund a Canadian highway safety research program.

Recommendation 31: Transport Canada should take a leadership role in
developing and funding a National Highway Safety Research Program for

Canadians.

URBAN TRANSIT

The federal government currently has no funding role with respect to urban transit in
Manitoba. Municipalities are responsible for public transit, and the provincial
government (through Manitoba Intergovernmental Affairs) provides operating and
capital grants to municipalities that offer this service in order to cover a portion of
transit costs. Provincial support for transit recognizes the environmental, social and

economic benefits of aviable public transit service for urban communities.

Municipalitiesarefacing significant challengesin providing an adequate public transit
serviceat areasonable cost to users, in theface of escalating operating costs(e.g., fudl)

and capital replacement costs.

Federal government funding could assist municipal and provincial efforts to ensure

urban communities have affordable and effective public transit systems that offer a
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competitive alternative to the private automobile. However, federal support would

have to meet the following conditions:

It must beincremental to thefederal funding already provided to Manitoba(i.e.,

it should not take money away from other provincia priorities);

* It must be part of along term commitment to transit. Funding that disappears
after afew yearswould only exacerbate the financial pressure on municipalities
and the province;

* It cannot be dependent on new matching funding from the province and
municipalities, who are already making a significant financial contribution to
transit, and,

* If the funding would necessitate changes in service delivery, there must be

consultation with and agreement by the municipality and the province.

TOWARD A NATIONAL TRANSPORTATION VISION

Recommendation 32: Manitoba recommends that the Panel develop a
comprehensive National Transportation Vision Statement, suitable for
incorporation into the CTA. The Pane should consider sponsoring and

facilitating a National Transportation Visioning Conference.

The current National Policy Statement contained in Section 5 of the CTA sets out the
purpose, the objectives, the operating principle (competition among carriers) and some
limiting conditions for the Canadian transportation system. Manitoba generally

supportsthis conceptual framework for the transportation system, despiteitsvague and
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often conflicting conditions. One means of giving eventual direction and meaning to

the actionsto be recommended by the Panel isto devel op atrue national transportation

vision statement. The current policy framework for transportation as contained under

the CTA and various other statutes is meaningless unless accompanied by a true

national vision upon which to measure the performance of the policy. For thisreason,

anational vision statement, with concrete, rather than ssmply theoretical, objectives

must be enshrined in legidlation.

Manitoba asserts that a national vision must start with a concrete, future-oriented

description of what the transportation system should look like in 15-20 years time.

Manitoba sees such a concrete vision involving the following core elements:

Designated National Highway System;

Designated National Airports System,

Designated National Ports System;

Minimum level of airport infrastructures,

Minimum level of port infrastructures;

Minimum level of rail infrastructure;

Minimum levels of rail passenger services; and,

Minimum acceptable levels of service/infrastructure requirementson aregiona

and modal basis, especialy applicable to northern and remote regions.

Part of the problem with the current CTA policy statement isit is passive—it does not

outlinetherightsand obligations of partiesinvolvedin thetransportation system. The

development of a concrete vision implies the requirement to develop mechanismsto
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strive for that vision. The development of mechanismsitself impliesthe need for the
responsibilities and rights of each participant in the transportation systemto be clearly
put forth. A policy vision stating that competition is to be the driving force behind
transportation efficiency would have more teeth if, for example, the obligation of
carriersto compete were clearly set out. The vision statement would also give greater

effect to more specific regulatory effortsin the Act itself.

A Desighated National Highway System

We use the example of a designated National Highway System to give the Panel a
sense of what we mean by the integration of vision and responsibility. Firstly, the
National Vision Statement must confirm the federal and provincia rolesin highway
funding. Next, the vision, to permit the primary involved partiesto fulfill their roles,
must clearly demarcate lines of financial responsibility. From here, we urge the Panel
to be truly visionary and creative. We recommend the vision could establish a road
pricing policy that would direct the federal and provincial governments to move
deliberately towards the full funding of infrastructure costs through user charges that
price externalities such as health costs and other environment damage such as those
caused by the use of fossil fuels. Actually, such moves are consistent with the Panel's
mandate to consider the extent to which the current framework provides the

government with the necessary powersto support sustai nabl e devel opment objectives.
Thevision would require the responsi ble governmentsto strategically accomplish this

goal through current user charges (such asfuel taxesand registration fees). Federa fuel

taxes on motor vehicleswould be returned to the highway authoritiesthrough ongoing
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federal infrastructure programsor the transfer of fuel tax pointsfrom thefederal to the
provincial governments. The provincial governments could peg their fuel taxes on
motor vehicles based on funding requirements solely, and in consideration of changein

fuel price and fuel consumption patterns.

These actions must be supported by the principle that the use of these revenues for
these purposes be transparent. Canadians have generally resisted the introduction of
user charges for publicly provided services, so it may be necessary to concurrently
reduce general taxes such asincometaxesif existing programswere previously funded

through income tax revenues—all to make the user charges more acceptable.

Consistent with a future-looking vision, the National Vision Statement could direct
governmentsto examine ways of employing "smart technology" in motor vehiclesand
roads to price road use more accurately than the use of motor fuel taxes and
registration fees. New technologies—not far removed from current global positioning
system technol ogy—could be devel oped where readers scan abar codewith avehicle's
registration number located on the vehicle's roof. With such technology, road
authorities could record avehicle'suse of ahighway or street and bill the user monthly
like other public utilities. These devices may also be used to price roads so that users
pay for the congestion costs in urban areas. The price for using an urban highway or
street could vary throughout the day rising during peak traffic hoursand falling in off-
peak hours. The price schedule would be public information so drivers can make a

choice of when they want to use the roadway.
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Rail Passenger Service

Recommendation 33: Manitobarecommendsthat thefederal gover nment should
establish alegitimateand viablelegislativeand policy environment for VIA Rail,

within the greater scope of national transportation system obj ectives.

A national vision statement must include the peculiar issue of national rail passenger
service, which from our viewpoint has been sorely overlooked in the devel opment of

federal transportation policy.

Currently, VIA Rail operates in a “mandate” vacuum, and has not been given an
appropriate fit into the transportation system by the federal government. The
establishment of a clear set of responsibilities, levels of service and general mandate
for VIA isnecessary within anational vision statement, otherwise, the rail passenger

system will continue to be in decline.

The primary “caregiver” for VIA must be the federal government, with its
responsibilitiesto VIA—from aregulatory and funding perspective—to be clearly set
out within any statement. We note that over its history, VIA’s funding has been
inconsistent and unsure. Despite a recent five-year capital boost from the federal
government, the long-term issues facing VIA—such as need for investment capital,
uneconomic operations, governance issues and its relationship with the mainlines—
remain unaddressed. Given the additional importance of rail passenger service in
northern communities across Canada and in Manitoba, the Panel must consider the

inclusion of VIA Rail in national transportation vision devel opment.
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Accessbility For Persons With Disabilities

While the objective of National Transportation Policy has included accessibility for
persons with disabilities, a primary obstacle has been the lack of affordable, safe and
readily accessible vehicles. The major obstacle is the inability of most persons with
disabilitiesto afford to pay faresthat would be required to cover the extracosts of such
vehicles. This is an example of market failure where government participation is
warranted. The National Vision Statement should direct governments to provide
funding in these vehicles so that transport services can be fully available to persons
with disabilities.

Sustainable Development

In its paper on Issues under Consideration, the Panel asked two questions. Are there
limitations in legidlative authority or knowledge gaps that are hampering the federal
governments ability to promote sustainable development in transportation? How can
all Canadian governments promote the development of sustainable transportation

systems?

Theprincipal limitation in legidative authority and knowledge that hampersthefederal
government's ability to promote sustainable development in transportation isthe lack
of an operational definition of sustainable development. Most Canadians are unsure
what sustai nable devel opment in transportation means and cannot apply it to their own

lives. Establishing a clearly articulated, operational definition of sustainable
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transportation is necessary. Sustainable transportation must balance environmental,

social and economic factors.

All Canadian governments can promote the devel opment of sustainable transportation
systemsin the following ways. They should establish mechanisms and processes for
effectivefederal and provincia partnershipsfor implementing action. All governments
should develop an assessment framework for integrating economic, socia and
environmental criteria. They should devel op techniquesand indicatorsto measurethe
effectiveness of implemented actions. All governments should design proactive
processes to identify and resolve potential conflicts between federal and provincial

priorities for sustainable transportation.

Governments should expand the scope of sustainable development to include all of
Canada. Governments should provide flexibility in policy, program, project and
funding mechanisms to respond to regional needs. They must co-ordinate, plan, and
direct sound investment decisionsin transportation systems. They need to design and
implement specific national/provincial response strategiesto the use of sat, chemicals
and inclusion of recyclable materials in maintenance and construction activities. All
governments should design and deliver outreach education and awareness programs
about sustainabl e transportation. All governments need to prepare abusinessplan, and
comprehensiveidentification of legidative, policy and program toolscurrently in place
to address sustainable transportation. All governments should conduct appropriate

public consultation processes.

The federal government needs to undertake severa specific steps to facilitate this
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process. The federal government needs to acknowledge there is a shared federal and
provincial responsibility for infrastructure. It should negotiate a fair and equitable
transfer of financial resources to provinces to accomplish agreed goals. The federal
government should declare the relative importance of sustainabletransportation within
the mandate and responsibilities of Transport Canada. Transport Canada should
advocate sustainabl e transportation actively. Thefederal government should welcome
meaningful provincial partnership infederal programsand projects. Aswesaid above,
the federa government needs to address transportation needs of remote northern

communities.

CONCLUSION

This submission represents the views of the Province of Manitoba on the gquestions
before the Panel. We reiterate the need for the Panel to approach its deliberations on
our national transportation policies from the perspective that the system in all its
components existsto reasonably servethelarger interests of Canadian shippersand the

Canadian public.

We strongly agree that competition and market forces, wherever possible, should be
the instrument by which infrastructure and services are provided. Governments must
work—~by means of legislation and policy—to structure our transport industries so that
competition between service providers can be channelled to the greater purpose of an
efficient and effective transportation network. Governments must al so work to ensure
that efficiencies in the system are actually captured and passed on customers of

transportation services, which means putting in place support regulatory systems
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applicableto transportation that do not impede or obscure the benefitsthat competition

will entail.

Wherethereisan overriding public interest and where thisinterest cannot be properly
served by the transportation market—such as for road infrastructure or remote
community access—governments have the obligation to provideinfrastructure. Inno
way, shape or form should governments be using the transportation system for general
revenue extraction purposes—revenuestaken from the system by governments must be
dedicated to the mode(s) from which it was taken. To do otherwise is to leave our
transportation system in an infrastructure deficit position, to the detriment of our
economic health. Lastly, a long-term national vision must be established, to give
direction, guidance and effect to the transportation policies established by

governments.

Manitobawishesthe Panel successinitsdeliberations. At any time, weinvitethe Panel

to discuss this submission with us.
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