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Introduction
Canada, along with its fellow APEC economies, is committed to the Bogor Goals of achieving free trade and investment by 2010 for industrialized economies and by 2020 for developing economies. Canada is further committed to the work of the Maritime Experts Group on developing a common APEC approach to Shipping Policy that would reduce non-tariff barriers in the area of maritime transport. With the intention of sharing with other economies some of its experiences in reducing trade barriers, Canada is pleased to present the following case study on the commercialisation of the Canadian ports system.  

The case study will briefly overview the evolution of Canada’s port system and then explain in more detail the port commercialisation process that had, as its genesis, the need to address port system inefficiencies in the face of growing maritime trade in the 1990’s.  It will discuss the organizational framework of Canada’s ports and the benefits of commercialisation as well as the challenges that face the nation’s ports today.  

Background

Canada is the world’s second largest country with a relatively small population of close to 40 million that is heavily concentrated in major centres along the East Coast and the St. Lawrence Seaway and Great Lakes; and on the West Coast.  Canada is one of only two nations in the world to border on three oceans, the other being the United States.

As a member of the North American Free Trade Agreement (NAFTA), Canada is party to one of the world’s major trading blocks. Due to NAFTA, North America increasingly appears to be a single continental market tied up with ribbons of steel and asphalt, where inland markets that were once the exclusive hinterlands of one nation’s ports have become contestable markets for the ports of all three NAFTA partners.

Canada is also a trading nation with exports accounting for 37.8 per cent of the national gross domestic product.  Ports play an important role in this trade - Canada’s ports handled 306.6 million tonnes of international cargo in 2003 with an estimated value of $107.4 billion.  Approximately 65 per cent of this trade in terms of tonnage is carried by ships that are registered in countries other than Canada.  When Canada-U.S. transborder trade is excluded from these totals, foreign registered ships carry 97 per cent of Canada’s marine trade with overseas countries.  Domestic and foreign ships enjoy equal treatment in Canada’s ports.

Early in the formative years of Canada’s infrastructure development, the importance of ports to the overall economic progress was recognized along with the need for government to take an active role in the development of ports as part of the national transportation system.  From the 1870’s up until the 1970’s, the Canadian government built and operated a large network of marine ports that eventually numbered in the thousands.  These ports were needed to open the country’s coastlines and inland waterways to encourage settlement as well as industrial and economic development.  The Canadian government was also involved in the development of intercontinental railways and highways as part of an overall national transportation system.  As the system developed and the Canadian economy matured, the transportation role for many ports gave way to other roles such as commercial fishing and recreation.  By 1995, Canada’s top twenty ports accounted for 75 per cent of the total cargo loaded and unloaded at the nation’s ports.  

Impetus for Change 

Despite the concentration of transportation activity in relatively few ports in 1995, the federal government owned and managed 572 marine ports under a three-tiered system of administration:

· Canada Ports Corporation, a Crown corporation wholly owned by the federal government and established under the Crown Ports Act (1983) managed fourteen ports. While the day-to-day operations of these ports were locally managed, strategic and capital investment decisions were the purview of the Corporation’s headquarters in Ottawa and the federal Department of Transport;

· Harbour Commissions, established under various Harbour Commission Acts, were similarly responsible for the daily operations for nine ports, but had to defer to the Department of Transport for all decisions relating to property management and investments;

· The remaining 549 marine ports were owned and managed directly by the Department of Transport under the Public Harbours and Port Facilities Act.
Commercial discipline was not uniformly applied to the investment decisions of all three tiers of port administration.  Port facilities were sometimes built in the hopes of attracting new port traffic that would spur economic development and such traffic often did not materialise.

Faced with a burgeoning deficit and public debt, the federal government instituted an in-depth programme review of all federal departments in 1993, with a focus on cutting costs, improving efficiency, and moving more programs to the private sector.  Canada’s ports came under scrutiny when the House of Commons Standing Committee on Transport conducted a comprehensive study of the national marine sector.  The Committee received over 170 written submissions and heard from 260 witnesses representing 140 organizations in all industry sectors and labour organizations, as well as provincial and municipal governments.  

The Committee’s Final Report – A National Marine Strategy – was tabled in Parliament in May 1995.  The Committee made 33 recommendations, 13 of which were directed at the port sector.  First and foremost, the Committee found that Canada’s ports system suffered from overcapacity, inefficiency and an over dependence on government subsidisation.  It further noted that the federal government’s extensive involvement in port operations was unnecessary and stifled commercial decision-making.  The committee also found that port management faced many layers of bureaucratic approvals in order to implement business decisions and by way of example highlighted the fact that ordinary transactions, such as contracts and leases, often required the approval from as many as five separate government entities.  The Committee observed that the administration of Canada’s ports had evolved into “an uncoordinated collection of federal entities which are all trying to accomplish similar objectives under different sets of rules.”
  

Looking towards the future, the Committee noted that in order to compete in the 21st century, Canada’s ports needed to be commercialised under clear, consistent criteria applied equitably from coast to coast.  It recommended that the Government focus its attention on ports vital to domestic and international trade, as well as on preserving access to remote regions of the country.  It also recommended that communities and other interests should be the primary stakeholder in ports of regional and local concern.  The Committee clearly stated that the task was to develop a new port structure which: 

· defined the federal government role in the operation / management of  ports; 

· provided a uniform, equitable mode for the governance of commercial ports; 

· gave ports more flexibility and autonomy; and 

· eliminated surplus port capacity and unnecessary costs.

The National Marine Policy 

The Committee’s report laid the framework for a National Marine Policy that was announced in December 1995.  The policy set out an ambitious agenda, starting with the establishment of a National Ports System that was more responsive to its users and less dependent on government subsidization.  The policy also called for new legislation to consolidate and modernise the marine regulatory regime and for comprehensive changes to the St. Lawrence Seaway, ferries and pilotage components of the marine industry.  The new policy represented more than just tangible regulatory changes; it also represented an ideological shift in the provision of maritime transport services, a shift from a system that was highly regulated and publicly funded to a system based on commercial principles.  

The principle of commercialisation was reflected throughout the new policy.  Commercialisation meant creating new management structures based on business enterprises to make operations more efficient and responsive to users.  It meant shifting costs from taxpayers to users and letting users decide on the services that they wanted and were willing to pay for based on transparent cost accounting and efficient charging systems.  It also meant eliminating unnecessary regulation and outdated legislation and allowing ports to compete for business on an equitable basis among themselves and with other North American ports.

Implementation of the National Marine Policy and the National Ports System 

The government moved quickly to implement the National Marine Policy and to modernize Canada’s marine regulatory regime with the enactment of the Canada Marine Act (http://www.tc.gc.ca/acts-regulations/GENERAL/C/cma/menu.htm).  The act stated its objectives of making the system of Canadian ports competitive, efficient and commercially oriented, providing for the establishment of port authorities and the divesting of certain harbours and ports.”
  The Government then proceeded to commercialise Canada’s public ports with the establishment of a National Ports System, and started to withdraw from the direct operation of almost all of the ports.  

· The Canada Marine Act 

The Canada Marine Act, which came into force on June 11, 1998, was the first pillar of commercialisation.  The Act set out the spirit and objectives of the National Marine Policy as it related to ports.  Principally, the Act: (i) provided a high degree of autonomy for local and regional management of marine facilities; (ii) encouraged the management of marine infrastructure and services in a commercial manner and was responsive to users and the community; and (iii) provided for the disposition, by transfer or otherwise, of certain ports and port facilities.  Finally, and most importantly, it provided a single legislative framework for the establishment and management of the National Ports System.

· The National Ports System

The establishment of a National Ports System was the second pillar of commercialisation.  The government focussed its attention on nineteen ports that were considered to be vital to domestic and international trade.  These ports were included in the National Ports System and became part of a new business and governance model as Canada Port Authorities (CPAs).  The nineteen CPA ports included: the Pacific ports of Vancouver, Fraser River, North Fraser, Prince Rupert, Nanaimo and Port Alberni; the St. Lawrence Seaway and Great Lakes ports of Montreal, Quebec City, Sept-Îles, Trois-Rivières, Saguenay, Toronto, Hamilton, Thunder Bay, Windsor; and the Atlantic ports of Halifax, Saint John, St. John’s, and Belledune. 

At the same time, the government withdrew from direct operation of ports that were largely of significance to local or regional interests by transferring them to local interests under a Port Divestiture program that included funding to aid in the transition.  Lastly, in order to preserve access to remote regions of the country that were heavily dependent on maritime transport for re-supply, the government maintained ownership and operational responsibility for sixty “remote” ports as a social obligation.

· Canada Port Authorities (CPAs)

The government withdrew from direct operation of port facilities and transferred operational control of these ports to nineteen Canada Port Authorities – federally incorporated non-share capital, non-profit corporations.  These entities, which are governed by representatives nominated by port user groups and various levels of government, were given the autonomy and flexibility to operate according to business principles and to make investment decisions to the overall benefit of the port.  

CPAs are incorporated by Letters Patent (government documents issued to grant a special right) for the purpose of operating a particular port.  As agents of the Crown under the Canada Marine Act for certain purposes, CPAs possess the power to engage in core activities related to shipping, navigation, transporting passengers and goods and handling of storage and goods.  However, unlike other Crown agencies CPAs have no access to federal government funding but are allowed to borrow from commercial lending institutions up to a limit prescribed in their Letters Patent.  CPAs may also engage in non-core activities deemed in the Letters Patent to be necessary to support port operations.  

Operationally, a port applying for CPA status must demonstrate self-sufficiency and a diverse national and international traffic base.  In addition, they must a serve a large market area, and have links to major rail or highway infrastructure.  Once established however, CPAs are free from unnecessary government regulation and allowed to operate in a commercial manner, unlike previous regimes.  They have the authority to enter into contracts and leases, to set tariffs and fees in response to market conditions, and to borrow money from commercial lenders.  

While CPAs have a mandate to operate with full commercial discipline, they are also required to demonstrate public accountability.  A Board of Directors nominated by user groups (i.e. shippers, ship agents and operators), local municipalities and the federal government govern each CPA and are subject to the same fiduciary and legal responsibilities as directors of any corporation.  In addition, transparency of operations is maintained through rigorous disclosure requirements, including public annual reports, annual audited financial statements, annual meetings open to the pubic and reporting under the Access to Information Act.

In the process of setting up CPAs, the government had to review the financial health of these new enterprises.  In some cases, this meant writing-off debts owed for previous infrastructure investments that had been undertaken based on a weak or non-existing business case.  The aim was to ensure that the CPAs could be profitable if well managed according to commercial principles.  In 2003, the nineteen ports reported a combined net income of $53.5 million on total revenues of $299.8 million, demonstrating that this commercial aim has been met.

Assessment of the National Ports System

The cost cutting and commercialisation process that arose from the 1993 program review of all federal departments has yielded tremendous benefits to the taxpayers, the federal government and the Canadian economy.  The federal government budget has gone from a trail of annual deficits ($42.0 billion in 1993) to a string of surpluses ($9.1 billion in 2003).  

Cost cutting and commercialisation of the national ports system has also resulted in direct benefits to taxpayers.  The main cost cutting has come from the reduction in the number of ports directly administered by the Department of Transport.  The Port Divestiture Program was a 6-year program with total program funding of $144.5 million to assist in the transfer of facilities.  Since inception, the program has saved taxpayers approximately $165 million in operating, maintenance and other expenses and a further $9.7 million has come from the sale of port assets.  The annual budget for operation and maintenance of the remaining remote ports that are directly administered by the Department of Transport has declined from $114.2 million in 1993/94 to $23.0 million in 2002/03.  These annual savings will continue indefinitely. 

Adding to the savings to the federal treasury were payments to municipal governments in lieu of taxes (PILT), which became the responsibility of the CPAs.  While some Canada Ports Corporations had paid PILT under the old regime, this was a new obligation for the nine former Harbour Commissions that resulted in a savings of more than $1 million to the government in 2003.  Overall, the annual amount of PILT paid by the 19 CPAs in 2003 was approximately $11 million. 

Cost cutting also meant doing away with the Canada Ports headquarters in Ottawa with the elimination of approximately 100 full time positions and an overhead cost of around $9.0 million per year.  These savings were reflected in the annual cash flow of the CPAs as a reduction in their overhead costs. 

In addition, the commercialisation process changed the federal government’s role in the National Ports System from a major contributor of funds to a shareholder eligible for dividends.  The newly created CPAs were required to pay a stipend to the government for the use of federal assets and infrastructure.  The charge, known as a gross revenue charge, is calculated as a percentage of gross revenue.  It is equitable, easy to apply and provides a fair return to taxpayers, approximately $10 million annually, roughly the same amount collected previously under the old regime.
Taxpayers, port users and the Canadian economy also benefit from increased competitiveness and productivity arising from the commercialisation of Canada’s ports. Operating revenues have increased from $238.3 million in 1999, the first full year of CPA operations, to almost $300 million in 2003.  Despite the changes in sources of capital from federal government funding and loan guarantees to private sector investment, the value of assets continued to rise with new investment.  Asset values rose almost 20 per cent over the period from 1999 to 2003.  The Return on Assets (ROA) also increased over this period from 2.4 per cent to 3.1 per cent.  During the same period, total cargo handled by the CPAs rose just 3.7 per cent as the increase was constrained by a downturn in cargo after 9/11 and a decline in some bulk commodity flows. 

	FINANCIAL RESULTS OF CANADA PORT AUTHORITIES, 1999 – 2003

	(Millions of dollars)

	
	1999 
	2000 
	2001
	2002 
	2003 

	Operating Revenue
	238.3 
	256.2 
	266.2 
	275.4 
	299.8 

	Operating Expenses
	209.2
	215.5
	214.7
	221.4
	237.2

	Operating Income
	29.1
	40.7
	40.7
	59.5
	62.5

	Net Income
	35.7 
	34.2 
	54.6 
	50.9 
	53.5 

	Total Assets
	1,469.8
	1,566.9
	1,759.7
	1,688.6
	1,750.9

	Total Cargo 
	219.2
	225.7
	220.4
	215.0
	227.3

	International Cargo 
	170.5
	178.0
	171.7
	166.5
	177.8

	Containerised Cargo
	22.4
	23.9
	24.3
	25.5
	29.0

	TEUs (thousands)
	2,206
	2,736
	2,674
	3,055
	3,375


Source: Department of Transport 

The competitive impact is best highlighted by the financial performance of Canada’s most prominent container handling ports, Halifax, Montreal and Vancouver.  Together these ports have seen their operating revenues rise by 30 per cent since 1999 while operating expenses have risen by just 19 per cent.  Net income increased by almost 60 per cent, reflecting the reduction in corporate overheads that benefited all of the CPAs.  Asset investment has also grown at all three ports, and in turn, return on investment has increased 15.8 per cent for Montreal, 21 per cent for Vancouver and an impressive 85.7 per cent for Halifax.  While revenues and income have grown over the period the total cargo has actually declined 4 per cent due to a shift from lower-value bulk commodities to higher-value consumer goods.  Consistent with this shift is the growth in container traffic, which is up 20.3 per cent in terms of tonnage and 36.4 per cent in terms of twenty-foot equivalent units (TEUs).

	COMPARATIVE RESULTS FOR VANCOUVER, MONTREAL, HALIFAX,

1999 versus 2003

	(Millions of dollars or Millions of tonnes as appropriate)

	
	Vancouver
	Montreal
	Halifax

	
	1999
	2003
	1999
	2003
	1999
	2003

	Operating Revenue 
	76.8
	102.9
	58.8
	68.8
	15.8
	25.8

	Operating Expenses
	54.7
	72.4
	57.6
	59.8
	12.8
	16.4

	Operating Income
	22.0
	30.4
	1.2
	9.0
	2.9
	9.3

	Net Income 
	17.8
	26.8
	4.4
	5.6
	3.4
	8.3

	Total Assets
	453.5
	564.1
	273.1
	300.2
	88.7
	116.6

	Total Cargo 
	71.2
	66.7
	20.4
	20.8
	14.2
	13.9

	International Cargo 
	68.6
	63.6
	15.2
	15.9
	11.5
	11.2

	Containerised cargo
	9.0
	12.6
	9.1
	9.8
	4.1
	4.3

	TEUs (thousands)
	853
	1,539 
	927
	1,021 
	463
	499 


     Source: Department of Transport

Commercialisation has also improved the governance of the CPAs as the Canada Marine Act ensured that local port users, not government bureaucrats, had the majority voice in determining port operations.  CPA Boards of Directors must consist of 7 to 11 directors, the majority of whom must be appointed in consultation with local port users.  All directors appointed to represent the port users must possess knowledge and experience in business management, port facility operations, or maritime transport.  This expertise has proven valuable to all CPAs, particularly to the smaller CPAs that may not have such expertise in house. A further benefit has been the enhanced understanding of port operations and needs by local governments due to the representation on the board of municipal and provincial government representatives. 

The success of the commercialisation of Canada’s ports is supported by stakeholder feedback.  In June 2003, the Minister of Transport tabled the Canada Marine Act (CMA) Review Report pursuant to a 5-year statutorily mandated review of operation of the CMA.  The Report, compiled by an independent review panel, found that users generally viewed the CMA to have had a positive impact on port operations.  The Report further identified emerging pressures that could demand greater financial flexibility for the CPAs to maintain economic viability, and respond effectively to new global opportunities and changing market demands.  

To address these emerging challenges, the federal government will continue to review and amend the CMA and develop appropriate policies and programs.  The Department of Transport is currently working on proposed amendments to the CMA, in light of the Review panel’s findings. Details of these amendments will be released in the coming months. 

In addition to these CMA amendments, the federal government recently announced a Pacific Gateway Strategy to address the challenge of increasing congestion at Pacific ports and associated trade corridors.  This initiative is a joint public-private endeavour involving the federal government, the government of the Province of British Columbia and industry stakeholders, including CPAs.  The government is committed to working with stakeholders and in particular the CPAs to encourage freer trade and investment.  

Conclusion

While the CMA review indicates that more work needs to be done, there can be no doubt that commercialisation of Canada’s ports has been a success. There will be no going back to the days when the government micro-managed the Canadian ports system.  More likely, the evolution will continue toward more commercially managed ports.  In line with the Bogor goals, ports will continue to encourage free trade and investment.

� A National Marine Strategy, SCOT, p. 6.


� Canada Marine Act, Preamble.






