HWY H2O REPORT

MARKET

POTENTIAL
LOOKING AT CARGO OPPORTUNITIES
ON THE ST. LAWRENCE SEAWAY
BY JULIA KUZELJEVICH

T

he St. Lawrence Seaway is examining multiple avenues for
growth, looking to forge strong relationships with various
partners. The recent HWY H2O conference was the perfect opportunity to shed light on some of these.

Project cargo
Marc-André Roy, a partner with management consulting firm
CPCS, which specializes in infrastructure projects, talked about
project cargo trends.
He said that import/export opportunities in the Alberta oil sands
and the Cleveland-Europe Express could have significant potential
for the Seaway.
“We have recently looked at all the oil sands projects in some
stage of consideration. When we looked at them to determine the
project cargo potential, we looked at 38 that are the most likely to
happen. These alone are likely to generate 12,000 expected oil sands
modules,” Roy said.
These modules are prefab sets of pipes and tubes, manufactured in Asia.
Increasingly they are getting bigger in size, and with labour in Alberta scarce,
the development and use of more of these modules is growing.
Some 75% of these modules will move to Western Canada via
the Port of Houston.
“The shippers, forwarders, and engineering, procuring and construction companies are comfortable with this routing. The issue
with the modules and project cargo pieces is the huge cost of things
when the various parts of these huge projects don’t arrive on time.
What’s the play for the Seaway? Great Lakes routings are more likely used for project cargo originating in Europe, though we have seen
packing lists for project cargo originating in China and destined to
Alberta via Duluth,” said Roy.
Common challenges include the Seaway’s seasonality, its limited
backhaul opportunities and a host of charges, such as pilotage.
There are also land transport constraints that come into play after
transport on the Seaway, such as rail clearance limits of 15’ from
Thunder Bay to Alberta. With the Trans-Canada running to Mani40
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toba just two lanes, truck permitting in Manitoba is reportedly difficult. However, shipping project cargo via the Great Lakes to the
Midwest is cheaper than routing cargo via Houston, Roy noted.
“Across the States, oversize, overweight truck permitting is complicated, whether it’s an issue of axles, time-of-day, and escorts required.That is an advantage for the Seaway and Canadian corridors in
general just because it’s not the same “patchwork” of permits. In order
to ‘bust Houston’ you would need to market the Seaway routing, and
there are some long-standing relationships that exist there,” he said.
The Cleveland Europe Express
The first sailing of the Cleveland Europe Express was in April 2014 and
initially envisaged 75% containers against 25% breakbulk. Roy described
the venture as one that is trying to break the chicken and egg problem.
“One of the nice things is you deal with one group vs. multiple
entities on one bill of lading. In actuality it’s been 25% containers,
75% breakbulk.The market is reportedly growing, but the ship is not
full. The second monthly sailing is to start in the spring of 2015.
Shippers are asking for more frequency. Can this service be a catalyst
for other liner services into the Lakes? We’re trying to go for a snowball effect. It remains to be seen whether there are other potential
opportunities in petroleum and for more containers,” he said.
Worth its salt
The severe winter of 2013/14 depleted all available salt inventories
in North America, and resulted in somewhat of a turning point for
the industry.
According to Mark Thiele, CEO of Mid-American Salt in Fort
Wayne, Indiana, "Logistics became a huge part of what we did. We
found creative ways to secure and deliver our product. Suppliers were
shipping unfilled orders two months after the season ended," he said.
The company started as a regional supplier in Indiana, and last
winter it found itself resorting to a market priority list, first serving
state DOTs, then cities and counties, followed by commercial contractors.
“The challenge for 2014/15 is securing the salt,”Thiele said.“North
American salt is simply not available for that third tier.We’ve been working hard since March to find knowledgeable logistics partners to help us
handle the logistics. The Seaway has become a valuable resource to us.
We are bringing eight vessels into the Great Lakes, coming into several
ports. That salt is landing in a terminal and has to be moved to many
different locations," Thiele noted, adding that MAS is now importing a
lot of high quality salts out of Africa, Europe, and South America.
An international contender
A partnership between the Port of Oswego, Ford Motor Co. and
Novelis is seeing the Port of Oswego become a genuine international contender as the first US port of call and deep water port on
the Great Lakes.The project involves exchanging steel for aluminum
on the Ford 150 light truck. Ford has invested $350 million on three
production lines of aluminum sheets, recycling and scrap production.
The largest wholly owned Novelis facility in North America procontinued
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duces a more varied product portfolio now than at any time in recent
history, said Chris Smith, Plant Manager, Novelis Inc. in Oswego.
The inputs that come by water are ingots, coming primarily from
Canada (Alouette), he said.
With government and automakers having settled on new Corporate Average Fuel Economy (CAFE) regulations, to take effect in
2017, 7/10 new pickup trucks in North America will be aluminumbodied with aluminum comprising more than 75% of the pickup
truck body and closure parts.

“One of the key reasons Canada
is the world class shipper to Europe
is because we have an advanced
supply network and we do what
we say we are going to.”
Darryl Markle, Export manager,
with Parrish & Heimbecker
Aluminum sheet demand will grow from 200 million pounds
today to 4 billion pounds by 2025.
“We expect and welcome more announcements across industry
regarding further capacity additions, underscoring aluminum’s permanent place in this high growth end market. In the last three
months, three competitors have announced similar aluminum processing lines that are being created. The Oswego Port authority will
be key to us in future,” said Smith.
Grain shipments rising
Darryl Markle, export manager, with Parrish & Heimbecker, said
that agriculture has become a huge growth sector for Canada, and
with that, the Seaway has become “a critical part of our business.
From a grain standpoint without the Seaway we wouldn’t have nearly the success we have today.
For over 100 years, Parrish & Heimbecker has been involved
with the grain trade, and was born from the need to move grain
from Western Canada to Eastern processors.
“We provide terminal capacity and manage inland delivery from
primary producers. We manage food security programs, and we’re
the second largest flour milling company in Canada. Shipping is the
most critical component of our business.We provide the global market with an integrated supply chain. We take what customers overseas want and bring it back to our farmers,” he said.
With over 40 million tonnes exported last year, and exports doubling in the last 10 years, said Markle, vessel shipping “has become
the cornerstone of our program. Maintaining a competitive shipping
network is critical for the future. Nothing moves on just one mode
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of transportation-we are an integrated, secure supply chain.
Because of geopolitical issues in Russia and Ukraine almost two
million tonnes in additional exports were shipped out this year.
“Our core market is in Europe and with that some of our competitive risks-it’s an increasingly competitive global market.We have to
make sure we are not making ourselves uncompetitive through regulations, and the increased competitive cost of movement. One of the
key reasons Canada is the world class shipper to Europe is because we
have an advanced supply network and we do what we say we are going to. Our customers have increasingly become more aware of our
Eastern Canada shipping network so the risk of disruption to this
supply chain is something we have to watch for,” Markle said.
Crude moves
Examining the prospect of crude oil movements to international
markets via the Great Lakes, Richard “Hardy” Sawall, Director, Business Development, with US Oil, said that multiple new origins for
crude have upset long established product flows.
“We’ve been looking at this for over two years,” he said.
The biggest opportunity is not so much with US crude but with
heavy Canadian origin crude which could be railed from its Canadian origin to terminals on the Great Lakes, with the second leg on
a Seaway vessel to deep water ports on the east coast of Canada.
There is a lack of pipeline capacity to handle the new supplies.
Can the Great Lakes be used as a way to get to international
markets?
US Oil is considering the Jones Island terminal at the Port of
Milwaukee, Wisconsin, for this move.
The Jones Island terminal has 310000 bbls (barrels) of storage.
Jones island would receive crude via rail and crude would then be
delivered via seaway vessel to a deepwater terminal on the Atlantic
Coast that could aggregate volume.
NuStar Terminal in Point Tupper, NS, and the Port of Belledune,
NB are being considered, but anywhere Montreal and East could
work, Sawall said.
“Seasonality on the Seaway is a limitation. There are $16-18 barrel
throughput costs from origin to the deep water ports. This is competitive with rail direct as well as pipeline.We have an educational headwind
in terms of trying to get people interested in this,” Sawall said.
Western Canada Select (crude) is typically diluted with up to
30% condensate so if you are piping it this must be separated out.
Some analysts have shown that shipping raw bitumen in this manner
is considered less energy-intensive than via pipeline.
With a cost of $6-7/barrel by rail from Alberta to the Great
Lakes, then $6-7 a barrel by short sea shipping, then another $2 a
barrel through deep water by supertanker then overseas, “those
economies of scale get really serious once you get to deep water. I
think that what will drive this to completion are international buyers
from the Far East and challenges with pipeline products. Indian buyers are getting crude primarily from Saudi Arabia. As a captive market they are getting charged a higher price.There could be a 3-5 year
window on this opportunity. Canadian producers are starting to
make more oil than they can get out of the region,” he said. CS
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