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Background and Objectives
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Logistics are vital to trade

“World manufacturing explodes but
manufacturing jobs implode. Productivity'
moves into low cost areas.”

Freight Forwarder , January 2004

“One in four Canadian jobs relies upon
International trade. Each day, we export and
Import several billion dollars worth of goods

and services with the rest of the world.”

DFAIT Annual Report on Trade, 2004
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AR -
Logistics

e “Logistics is the process of planning, implementing and
controlling the flow and storage of goods and services and
related information from the point of origin to the point of
consumption”

e Supply chain management provides supervision and
direction for the various parts of the distribution system,
Including:

— production scheduling
— Inventory control

— transportation

— warehousing

— wholesaling

— retailing

— brokerage
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e Manufacturing in North America is declining
— less than 15% of GDP

« Consumption continues to grow
— goods will increasingly come from low wage jurisdictions
— primarily Asia
 Trade will be a larger and growing part of the economy

— therefore |0QIStICS will grow in importance
« Complex product flows must be handled
— but costs must be minimized
e Large centralized facilities will be required
— with sophisticated equipment and processes
e To minimize re-handling these will be in or near urban areas
— where capital costs are high and where congestion will grow

 Rural areas can provide significantly lower costs and less
congestion
— but are perceived to be out of the way’

Dilemmas and challenges for the Canadian logistics industry
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Economic relevance of the Logistics I ndustry

* A large and rapidly growing sector of the
Canadian economy

e $50 billion in sales
* 400,000 directly employed in the industry

e 500,000 employed inside companies
managing logistics
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Key sub-sectors within Logistics I ndustry-1

* General Categories

— Procurement
e obtaining products
e services
e information

— Distribution to Customers
 delivering products
e delivering services
« delivering information
— Asset/inventory management
o tracking of products, services or information
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Key sub-sectors within Logistics | ndustry-2

« Traditional sub-sectors
— Air Freight — world wide
— Sea Freight — world wide

— Local and trans-border (trucking) — U.S., Canada,
Mexico

— Industrial Projects Worldwide

— Warehouse and distribution services including
distribution centres

— Cold storage warehouses

— Enhanced logistics services such as Third Party
Logistics centres
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Key sub-sectors within Logistics | ndustry-3

 Full Value Chain
— Manufacturers
— Importers

— Distribution channels including
e couriers
e truckers
* logisticians
trading houses
scheduling and inventory control
wholesalers
retail
consumer
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Trangportation and logistics is now a knowledge industry

o Supply Chain Manager

. e Sales and Marketing Director
e Business Development

« Materials Manager

Director
« Transportation Manager * Export Coordinator
 Claims Manager  Production Manager
 Warehouse Operations e Quality Assurance Manager
Manager  Systems Support Manager
« Traffic Manager (MIS)
* Purchasing Manager « Shipping Coordinator

e Director of Distribution
 Consultant
e Import Agent

o Supply Chain and Logistics
Specialist
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Changing trends in the Logistics | ndustry

“The purchase of a six pack of Heineken beer in
downtown Winnipeg will provide instant input to
the Heineken Brewery in Holland

— this to help to determine the next production run, the
next raw materials purchase and the next sales
forecast”

Challenges facing the logistics industry, 2004
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Forces of change in the Logistics I ndustry-1

* Information Technology

— Internet based technologies are changing logistics
providers services

« from a focus on packaging to a focus on information

— Technology and the Internet are also changing
the cost structure of supply chains and distribution
channels

— The historical barriers to entry (size and
iInfrastructure) are diminishing in importance as
the emphasis now is on speed, rather than size
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Forces of change in the Logistics I ndustry-2

o Third Party Logistics (‘3PL’) Specialists
— Manufacturing and service companies
concentrating on core businesses and are
outsourcing peripheral functions such as
logistics
— Firms in the 3PL sub-sector provide a set of

customized logistics services, tailored to client
specific needs, on a third-party basis

— Integrate all logistics functions into a single
supply-chain management system
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Forces of change in the Logistics I ndustry-3

 Integration of Services
— Integration of logistics services

— Carriers and shippers are integrated via
electronics
 tendering
 iInventory confirmation
« delivery tracking

— 3PL firms are encouraging their customers to
access information systems through the
Internet
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Major impacts on doing business in Canada

e More and more businesses

— trending to customized logistics programs and lower inventories

— placing a high value on fast and accurate inbound and outbound
logistics information

— many web-based businesses outsource ordering, warehousing,
packaging and customer service to 3PL logistics firms
e Implications

— requires highly trained employees with cross-functional work skills
— Canada has evolved from regional or national economy to global
‘multinational global theatre’

— exponential increase in movement of goods from source to point of
sale:

» worldwide cross border trade from $5.9 trillion in 1999 to $8.4 trillion in 2005
 international trade greater proportion of each country’s economy
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Day-to-day implications

« As with manufacturing, the logistics function has
become highly centralized and multi-faceted

— Sobey’s has closed down several distribution centres,
replacing them with two large ones, in Whitby and Milton

— Neslte’s and Kraft make joint use of a 7 million sq. ft
facility in Brampton, closing several smaller ones

— Wal-Mart has two huge facilities in Eastern Canada alone
« Cornwall — covering “from Belleville to the ocean”
» Mississauga — covering Ontario and Manitoba

— National Grocers has closed both Mississauga and
Peterborough in favour of a larger facility in Kitchener
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Food industry logistics complexities

Fresh
Products Produce

Warehouse Frozen Food Trans- Third Fruit & Bulk Food

Cold storage foods Service portation Party vegetable Grocery food broker

Processed

Wholesale Institutions Logistics

\ —

SN ~"\
Food o \ .
: Institutional Retalil
Service
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Product and market mix: a critical factor in the location decision

A supply chain can be described as a
Suppliers network of “nodes” (Suppliers,
Distribution Centres, Markets) and
“links” (Supplier to DC, inter-
Distribution Centres, and
Distribution Centres to Markets)
— Product flows on the links and is
| — processed at the nodes
Distribution Centres « Nodes incur handling or processing
— ' costs

* Links incur transportation costs

 Distribution Centres to Markets links
also incur a special offloading cost.

» Given supply restrictions, the model
selects nodes and links that minimize
total costs while meeting market
demand

Markets
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e Rules of thegame- 1

 What is ‘up for grabs’ in non-perishable products?

— Distribution Centres
— 3PL Full Service Operations
— Freight Consolidation

— Public Warehousing

e What is there to lose? - Retention challenges

— In-house logistics functions could be absorbed by corporate group
« primarily multi-national firms
— In-house logistics function could be absorbed by 3 PL company

— Local trucking could be reduced to simply ‘shunting’ to new corporate
warehouse area
» could lose international traffic (Kriska)
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e Rules of the game - 2

o Strategic Factors

— Capital and operating cost
e Land
o Labour
* Residential housing

— Level of service to customer
— Level of union activity

— Political factors
 l.e. Quebec issues
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Rules of thegame - 3

Locational Factors

— Nucleus of customers/retail outlets to be served
« $200 million in retail sales/125 retail outlets is an average model

— Volume of products and the location of markets
— Location of suppliers
— Most shipments should be full truck loads

— Two way shipment possibilities
e $2.50/km one-way compared to $1.50/km two-way

— Avalilability of land and ability to expand
— Avallablility and stability of labour
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Summary of Logistics I ndustry trends

» Logistics is a growth industry

« Significant movement to more centralized organization
— ‘mega’ distribution structures

« Manufacturing firms are out-sourcing logistics function
« Large capital outlays and sophisticated tracking equipment

« Smaller firms not connected to others in the logistics ‘chain’
will be by-passed and vulnerable

 Emphasis on lowering whole unit costs
— less focus on capital and labour costs
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Source of import traffic to Canada

Tran.-Pacific

U.S.
39%

Other 10%
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Critical trade flows between Canada and the U.S.

e Largest flow - $169 billion
— between U.S. central region and Ontario

e $94 billion to and from Michigan alone

* Four of the top six Canadian—U.S. trade flows
Involve Ontario

 80% of the Canada-U.S. trade carried by trucks
concentrated at six border crossing points:

— Windsor, Fort Erie, Sarnia and Lansdowne in Ontario,
Lacolle in Quebec and Pacific Highway in British
Columbia
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Share of total Canadian road freight value by border
crossing point - 2003

Source: Transport Canada, adapted from Statistics Canada, International Trade database
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Locational factorsin the Logistics | ndustry

Truck Private
.. Food & Terminal/ Air/ Storage/ Distrib Public 3
Logistics AssetS | accomm | Dispatch Sea | Warehouse Centre Storage | PL

Along trading route X

Close to source/destination X X X X X

Airport/Seaport X

Manufacturing cluster

Strategic location for breaking X X X
bulk/ consolidating, i.e. border
point.

Labour availability and cost X X

Vacant buildings

OEMC 2005 Prepared by September 2005
Logistics Sector: Analysis and Competitive Positioning 26



Transport modes of $530 billion of trade with U.S.

Mode of transport % of total trade carried
rucks 63%
Rall 17%
Pipeline 10%
Alr 6%
Marine 3%
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Trucking demographics

 QOver 580,000 trucks registered, with a gross vehicle weight
of at least 4,500 kilograms.

— 315,000 medium trucks, weighing between 4,500 kilograms and
15,000 kilograms

— 268,000 heavy or Class 8 trucks, weighing more than 15,000
kilograms
 75% of the Class 8 heavy truck fleet are concentrated in
only 3 provinces
— Ontario: 38 per cent
— Alberta: 24 per cent
— Quebec: 13 per cent

e 90 per cent of the medium truck fleet concentrated in five
provinces - Ontario, Alberta, British Columbia, Quebec, Saskatchewan
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Truck size

e Distribution of vehicle-kilometres tilted in favour of
heavy trucks, at more than 18 billion
— versus fewer than 5.5 billion for medium trucks.

 Distribution of heavy truck vehicle-kilometres was

heavily concentrated

— Ontario, Alberta and Quebec combined to account for
more than 80 per cent of the kilometres driven

e Heavy trucks were driven nearly 68,000 kilometres
per year
— four times that of medium trucks
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Ontario iIsdominant in all areas of truck transportation

« 36% of intra-provincial trucking
e 33% of inter-provincial trucking
* 44% of trans-border trucking

e Ontario Is Involved in all key trucking movements
In Canada
e Quebec and Ontario: 13 billion tonne-kms
— 24% of all inter-provincial trucking in Canada
 Trans-border, the heaviest traffic flows are

between Ontario and the U.S. central region at
18.4 billion tonne-kilometres

 Between Ontario and the U.S. southern region at
11.4 billion tonne-kilometres
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Trucking iIsthe major area of opportunity

* Trucks handle two thirds of freight from ‘one end to
the other’

— ultimately handle all freight on ‘final leg’ of air and marine
and rall

Wil be the major mode for the next seven to ten
years

e Ontario Is the core of importing and exporting by
truck
— the highest inter- and intra-provincial corridor in Canada.

 Montreal to Toronto Is the highest volume and the
fastest growing truck route in Canada
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Half way!
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Profiles of key logistics locations and success factors

e Toronto/GTA
e Montreal
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Toronto/GTA-1

Strengths

« 80% of logistics functions in the food industry are in
Mississauga and Brampton

o Significant representation of auto-parts suppliers
— Oshawa is key magnet

e Major distribution centres for plastics, chemicals, electronics
— but an increasing number now in Southwestern Ontario as well

* The location of their key Customers
— Retall
— OEM’s
— efc.

« Major factor
— seller distribution centre near Customer distribution centre
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Toronto/GTA-2

* Need to be near major transportation ‘all-modes-hub’ for
East/West and for export Southbound

* Business executives prefer to live in GTA
— Lifestyle
— ‘In the loop’

 Generally, “The place to be” and “The way we have always
done it.”

Weaknesses

e Cost

— Five to six times the capital cost than to build a comparable facility in
Eastern Ontario

— $500,000 an acre for serviced land compared to $25,000 in Eastern
Ontario

« Traffic congestion and consequent delays
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Montreal

Strengths

» Distribution centres for Quebec and, in many cases, Eastern
Canada

— Has the highest volume port on the Eastern Seaboard
— 40% of all Eastern Seaboard freight versus New York at 38%

e Some southbound freight into U.S.
— but Ontario is still the dominant outbound point

o Cluster of buyer and seller distribution centres for Quebec
and East

Weaknesses
« Lacks the manufacturing cluster of Toronto GTA

 NOT a distribution point for Ontario
— 90% of product is shipped to Quebec or Eastern distribution centres

e Only a conduit from ocean freight into the Canadian market
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Where does Eastern Ontario ‘fitin’?

 The current picture
— Inventory of logistics operations and infrastructure

e Future potential of logistics industry in Eastern
Ontario

« Eastern Ontario SWOT compared to Ontario,
Quebec and New York State

e Potential opportunities
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Overall profile of Eastern Ontario-1

e ‘401 communities’ count 40 to 50 small to medium-size
operations under the ‘Transportation and Warehousing’
heading

e Less than 50% of these are involved with the movement
or storage of freight

e They support local industries

— usually ‘shunting’ to the major distribution centre for that particular
operation

« Santa Maria Foods in Belleville maintains major distribution centres in Toronto
and Montreal

— also some back-hauling
« Many lack the financial ability to grow beyond the area
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Overall profile of Eastern Ontario-2

* Disadvantaged by the trend towards centalization in
major population centres

— could be candidates for joint ventures, takeovers or
closure, in time

 Most are small operations
— under 50 employees
— warehouse under 50,0000 sq. ft.
— ten to fifteen trucks
* Only a handful have major a impact outside of
Eastern Ontario
— SCM, Trenton Cold Storage, Sears, Wills Transfer

* The most significant cluster of outward looking
distribution facilities is in Bay of Quinte Region
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Eastern Ontario cost advantages

e Eastern Ontario Is consistently a low cost
jurisdiction compared to both Canadian and
U.S. locations in the key areas of:

— Labour
— Housing and accommodation
— Utilities
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o sy 1otal annual cost comparison
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SWOT — Eastern Ontario compared to

logistics centres in Ontario, Montreal and New York State
Eastern Ontario Strengths-1

Lower cost of labour and facilities
Capital cost is one-fifth of that of the GTA!
Currency still a small advantage compared to U.S.

Avallability and standard of employees
— U.S. trucker turnover rate is 100% compared to 15% for Ontario
U.S. drivers are less inclined to endure ‘legalities’ of working
In Canada
In proximity
— three of Canada’s largest cities

— three major airports
— hours from busiest port on the North American Eastern Seaboard

Distribution centre for largest retail chain in Canada
— Sears
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s SWOT — Eastern Ontario compared to
logistics centres in Ontario, Montreal and New York State

Eastern Ontario Strengths-2

 Has the largest freight consolidator in Canada
— Trenton Cold Storage

« Wal-Mart 3PL warehouse for Eastern Canada
— SCM in Cornwall

o Eastern Canada distribution centre for largest frozen food
transporter in Eastern Canada
— Erb Transport
o Several medium-sized transport/3PL companies
— Wills Transfer in Brockville
— Kriska in Prescott
— All Can in Belleville, Brockville, Bay of Quinte Region
e Sobey’s has built a major distribution centre in Whitby

 Highway 401 has the most freight traffic in Canada
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SWOT — Eastern Ontario compared to

logistics centres in Ontario, Montreal and New York State
Eastern Ontario Weaknesses-1

Montreal and GTA are already major centres for freight
handling and distribution in Eastern Canada

— little need envisaged for an intermediate point

Tendency toward large, centralized, low cost distribution
and warehouse facilities versus smaller local facilities

Logistics success is based on freight input and output of
region - difficult to justify logistics function when

— supporting manufacturing sector is smaller than that of GTA and
Montreal

— smaller local consumer populations
— (i.e. GTA, in particular, includes major manufacturing clusters.

The major trend in distribution centres Is to be as close as
possible to the customer’s distribution centre
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SWOT — Eastern Ontario compared to

logistics centres in Ontario, Montreal and New York State

Eastern Ontario Weaknesses-2

Despite a vast difference in capital cost (5:1) of building in
GTA versus Eastern Ontario, key suppliers continue to
migrate to the GTA

A perception amongst Canadian and foreign suppliers
that Eastern Ontario is ‘too far out of the way’

Windsor, Sarnia and Niagara Falls already handle over
50% of truck border crossings in Canada

Cost of capital is high and volume of capital difficult to
access in Eastern Ontario
— banks will support only 60% of the project

Not yet successful in attracting major sources of GTA-
based capital, such as pension funds
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Eastern Ontario ‘best fit' ?-1

e Eastern Ontario is remote from the larger
urban centres

— this despite excellent transportation links

* Inherently some products are disadvantaged
In Eastern Ontario

— very low value-to-weight characteristics

— destined primarily for a singular, larger urban
centre, such as Toronto

— will experience a transportation cost
disadvantage, compared to plants located nearer
to Toronto
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- Eastern Ontario ‘best fit' ?-2

* Location disadvantage can be turned to an

advantage

— the relatively central location of Eastern Ontario allows
products to be produced for several major population

centres
» Toronto, Montreal, Ottawa and nearby U.S. centres

 When considering the location of a new large-scale
facility to serve multiple markets then the proximity
to any one of these markets is much less critical
— Eastern Ontario is well positioned to serve many

— Eastern Ontario has demonstrably lower jurisdictional
costs
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Eastern Ontario travel distance advantage-1

Percentage distance advantage over Montreal
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Eastern Ontario travel distance advantage-2

Percentage distance advantage over Toronto

@ Boston m New York O Philadelphia O New Jersey m Washington

Ottawa

Cornwall

_—I

Brockuville

Kingston

Belleville

Qunite West '

Eastern Ontario location

Montreal 1 :
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Percentage distance advantage
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Almost therel
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Conclusions-1

« Trade into and out of Canada continues to grow

— the trade of products from around the world will make up a larger portion of
products consumed in Canada

— a logical result of more manufacturing taking place in low wage areas of the
world

 Logistics has played a role in the development of the Eastern
Ontario economy
— 2% to 4% of firms and jobs

» Logistics could be a major sub-sector for Eastern Ontario
— but it will have to ‘buck’ current trends
— must get out its ‘good news’ message

 As a function of the overall Eastern Ontario economy, lacking
In the manufacturing base of the GTA and Montreal

 Rationale for a strong logistics industry is in doubt if the
organic manufacturing sector does not provide large clusters
of products to feed the freight ‘machine’
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Conclusions-2

Eastern Ontario does have several logistics firms

— these are sub-sector leaders in the Canadian logistics
iIndustry

Eastern Ontario has many advantages for the
expansion and attraction of the logistics sector

— low costs compared to major urban centres

— available and stable labour force

— avallable buildings, formerly used by manufacturing firms

The largest increase in truck traffic in past five years
has been between Toronto and Montreal

The attraction of the GTA, despite its cost structure,
remains high due to the proximity to Customer
distribution centres

OEMC 2005 Prepared by September 2005
Logistics Sector: Analysis and Competitive Positioning 52



Conclusions-3

* Trucking and warehousing appear to be the key
areas of focus for review and development.

e Despite dramatic increases in international trade,
air-mode and water-mode eventually ‘feed’ into the
traditional distribution patterns.
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Al Opportunities-1

e Distribution Centers for companies with high SKUs and high
degree of small deliveries to large geographic areas
— Internet buying, coupon redemptions, catalogue purchases, computer
assembly, etc.
 Back up role to distribution centers providing direct store
delivery to retall
— Usually in GTA and Montreal in Eastern Canada

— Reach capacity but do not wish to build new facility in Montreal or
Toronto
 Need “overflow” assistance

— All major foodservice chains - McDonald’s, Tim Horton’s
— Consumer goods - Canadian Tire, Home Hardware, pharmacists, etc.
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Opportunities-2

 Work with local manufacturers to expand distribution
capacity to handle other products for those companies
— similar to a ‘manufacturing mandate’

 Major public warehousing or 3PL facility
 One or more truck terminals to complement 3PL facility

 Explore and develop potential low cost return trips to various
destinations

— capitalizing on the distance advantage of most Eastern Ontario
cities compared to Montreal and Toronto

 Continue to work with senior governments on potential
future inter-modal scenarios
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Opportunities-3

 Cornwall and Brockville, in particular, offer an
adjacent low cost, stable environment to firms
wishing to serve Quebec and the Maritimes

— Some respondents were uneasy about both the
political and union situations in Quebec

— These locations can offer a ‘beachhead’ into the rest
of Canada and the North American market for Quebec
firms

 |.e.Prince Foods
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Logistics

Weaknesses amelioration

Change the image of Eastern Ontario as ‘second
class’

Promote life style advantages as well as the low-
cost environment

Work with local champions to expand/develop
potential joint venture partnerships with current
and new manufacturing firms

Become members of trade organizations
Attend trade shows for logistics professionals

Work with 3 PL specialists, such as Hopewell to
promote Eastern Ontario
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Threats

 Industries will continue to centralize warehousing
facilities in Toronto and Montreal, or even in U.S.,
because of the need to lower overall handling
Costs

 Warehousing and trucking facilities can only be
justified with full two-way loads or Eastern
Ontario will be by-passed

* Any erosion of logistics industry in Eastern
Ontario will cause manufacturing companies to
relocate closer to major logistics centers in
Toronto
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Recommended |ogistics sector target contacts

o All firms in Canada and U.S. that supply small orders of
consumer items throughout a large geographic are
— L.L. Bean, Abercrombie, Dell Computers, etc

« All firms in Canada with distribution centres in Eastern
Canada (Montreal and Toronto) that could be experiencing
capacity Issues
— l.e. Canadian Tire, Wendy's, Tim Horton’s, etc

* Logistics Managers of all local manufacturers in Eastern
Ontario
— discuss their future plans
— needs
— potential for joint ventures in logistics

o Large logistics firms that design, build and staff 3 PL firms in
Canada and the U.S.

 The twenty major 3PL firms in North America
e The top twenty trucking firms in Ontario
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Markets, marketing and promotion

* Focus on North American and European firms that
participate in the target logistic areas

e Execute in similar fashion to other promotional strategies
undertaken by Eastern Ontario

* Priority #1 is to create awareness of Eastern Ontario as
place for logistics functions

Develop information sheets for each of the potential opportunities
- why Eastern Ontario has advantages

Use messages in essential literature and brochures

Develop ‘telephone script’ for cold call approaches to target
contacts

Establish follow up phone calls, visits, etc.
Focus on trade shows with high percentage of logistics contacts
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L abour force plan

e Assess labour force needs for potential new
developments

 Work with Canadian Institute of Traffic and
Logistics and Loyalist College

— The CITT partners with colleges to develop suitable
logistics-focused training courses

 Promote area as a great place to live and work —
always, ALL ways
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Advantage devel opment

 Promote the low cost features of the region

 Work In partnership with current logistics success
stories

e Work closely with manufacturing firms in Eastern
Ontario to assist with logistics issues to
encourage retention

OEMC 2005 Prepared by September 2005

Logistics Sector: Analysis and Competitive Positioning 62



Questions?
...and thanks for your time
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