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FUEL OIL COSTS AND FUEL ENTERPRISES 
Re: Item f o r  A c t i o n  No b , 2 ,  10 and 26

The 33rd S e s s i o n  of Council adopted  motions requesting 
an e x p l a n a t i o n  f o r  the r e l u c t a n c e  o f  p r i v a t e  e n t e r p r i s e  to  
enter the fuel oil business and for a study of heating oil 
c o s t s  in  the Northwest  T e r r i t o r i e s -  The mo tio ns  c a l l e d  f o r  
an i n q u i r y  by th e  Department o f  I n d i a n  A f f a i r s  and No rth ern  
Development i n t o  the fuel oil situation and to seek means of 
e n c o u r a g i n g  o i l  companies t o  move i n t o  the T e r r i t o r i e s .

O i l  in  Northern Canada vas  at  f i r s t  t r a n s p o r t e d  in  
drums. T his  va& a c o s t l y  method o f  moving and s t o r i n g  o i l  
s i n c e  drums are d i f f i c u l t  t o  hand'  and s t o r e ;  high o i l  
wasta ge  i s  i n e v i t a b l e ;  f r e i g h t  must be p a i d  on th e  drums 
both ways ; l o s s  due to  damaged drums i s  i n c u r r e d ,  and th e  
i n t e r e s t  on th e  c a p i t a l  d e p o s i t  on th e  drums must be taken  
i n t o  a c c o u n t .

As th e  consumption o f  f u e l  o i l  f o r  h e a t i n g  and d i e s e l -  
e l e c t r i c  power g e n e r a t i o n  s t e a d i l y  i n c r e a s e d ,  p a r t i c u l a r l y  
in  the l a s t  few y e a r s ,  i t  became e v i d e n t  t h a t  a more 
e c o n o m ic a l  method f o r  t h e  t r a n s p o r t a t i o n  and s t o r a g e  o f  
o i l  had to  be e v o l v e d .  In th e  l a t e  1 9 5 0 ’ s th e  Department  
o f  I n d i a n  A f f a i r s  and No rth ern  Development began i n v e s t i ­
g a t i o n s  t o  d e te rm in e  what s a v i n g s  c o u l d  be r e a l i z e d  by 
s t o r i n g  f u e l  i n  b u l k .

B e f o r e  the Department began th e  i n s t a l l a t i o n  o f  b ulk  
s t o r a g e  f a c i l i t i e s ,  th e  o i l  companies were approached t o  
d e te rm in e  i f  t h e y  would und ertake  t h e  i n s t a l l a t i o n  o f  ta nks  
and equipment and s u p p ly  s e r v i c e  p e r s o n n e l  f o r  communities  
in  th e  Northwest  T e r r i t o r i e s .  The o i l * c o m p a n i e s  were not  
w i l l i n g  t o  expand t h e i r  b u s i n e s s e s  to  s e t t l e m e n t s  o t h e r  
than th e  l a r g e r  c o m m u n it i e s ,  such as Y e l l o w k n i f e ,  F ort  S m it h ,  
Hay R iv e r  and F r o b i s h e r  Bay ,  i n  which th e y  were e s t a b l i s h e d  
and th e  volume o f  s a l e s  were o f  s u f f i c i e n t  s i z e  t o  r e t u r n  
an a s s u r e d  p r o f i t .

There are l o c a t i o n s  where th e  companies have an agent  
h a n d l in g  f u e l  o i l  and o t h e r  p e t r o l e u m  p r o d u c t s -  One 
example i s  Cambridge Bay,  where Fred E- Ross and A s s o c i a t e s  
has p u r c h a s e d  the ta nk s  and d e l i v e r y  equipment from th e  
Department and i s  a c t i n g  as th e  agen t  f o r  I m p e r i a l  O i l .
The Ross o r g a n i z a t i o n  a l s o  s u p p l i e s  the  w a t e r ,  sewage and 
garbage servicee and has other interests. The fuel oil 
r e q u ir e m e n t  at  Cambridge Bay i s  a p p r o x i m a t e l y  3 0 0 , 0 0 0  
gallons annually - S h e l l  O i l  has an agent at F ort  Chimo,  
Qu ebec,  who s u p p l i e s  the a v i a t i o n  r e q u ir e m e n ts  at  the a i r ­
p o r t  in  a d d i t i o n  to  th e  p e tr o le u m  r e q u ir e m e n t s  of o t h e r  
c u s t o m e r s .  In  South ern  Canada f a c i l i t i e s  are  e s t a b l i s h e d  
i n  communities  where th e  annual  consumption i s  3 5 0 * 0 0 0  
g a l l o n s  or more.

S e v e r a l  companies have made economic s t u d i e s  o f  
s u p p l y i n g  p e tr o le u m  p r o d u c ts  to  v a r i o u s  a r e a s  in  th e  
No rth .  At th e  p r e s e n t  t ime one o f  th e  l a r g e  o i l  companies  
i s  r e v i e w i n g  th e  o p p o r t u n i t i e s  in th e  Hudson Bay b a s i n .
This  stu dy  has not  been c o m p l e t e d ;  how ev e r,  th e  g r e a t e s t  
d i f f i c u l t y  e n c o u n t e r e d  i s  th e  s m a l l  volume o f  o i l  consumed 
at  each s e t t l e m e n t .  Another company made a s tu dy  o f  th e  
market in  the E a s t e r n  A r c t i c ;  how ev er,  th e  s m a l l  o i l  
market which c o u l d  be e x p e c t e d  and the h ig h  c o s t  o f  
t r a n s p o r t i n g  the o i l  to  the  s e t t l e m e n t s  p r e v e n t e d  the  
company from e s t a b l i s h i n g  an o u t l e t .  The o i l  companies may
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Ъе e x p e c t e d  t o  e s t a b l i s h  o u t l e t ь m  North ern Canada as the  
market lo r  o i l  expands s u f f i c i e n t l y  to  ensure a r e a s o n a b l e  
p r o f i t  -

In  the  E a s te r n  A r c t i c  the t o t a l  f u e l  o i l  re q u ir e m e n ts  
o f  a l l  F e d e r a l  Government Departments are  combined f o r  
procurement p urp o s e s  A t a n k e r ,  o f  fo u r or f i v e  m i l l i o n  
g a l l o n s  c a p a c i t y ,  makes one t r i p  a n n u a l ly  d e l i v e r i n g  o i l  
to  the tank farm at  C h u r c h i l l ,  which was i n s t a l l e d  by the  
Department of  N a t i o n a l  D e fe n c e ,  Large c a p a c i t y  i n s t a l l a t i o n s  
are r e q u i r e d  to  handle  the ta nk er c a r g o .  D i s t r i b u t i o n  to  
th e  v a r i o u s  s e t t l e m e n t s  on Hudson Bay i s  made by s m a l l e r  
t a n k e r s ,  equipped wit h  l a n d i n g  c r a f t  fo r  shore  d e l i v e r i e s ,  
c h a r t e r e d  by the Department o f  T r a n s p o r t -  That D e p a rtm e nt ’ s 
t r a n s p o r t a t i o n  ch arges  are r e a s o n a b l e  in  comparison t o  t h o s e  
which would be charged by o i l  c o m p a n i e s -

Where b ulk  o i l  s t o r a g e  tank s were b u i l t ,  th e  Department  
was approached by p r i v a t e  a g e n c i e s  such as M i s s i o n s  and 
o t h e r s  wit h a r e q u e s t  f o r  the s u p p ly  o f  t h e i r  h e a t i n g  o i l  
r e q u ir e m e n ts  To encourage th e  growth o f  n o r t h e r n  c o m m u n it ie s ,  
i t  was c o n s i d e r e d  t h a t  s a v i n g s  made p o s s i b l e  by bulk s t o r a g e  
f a c i l i t i e s  shou ld  be made a v a i l a b l e  to  th e  p r i v a t e  a g e n c i e s .
The p r i c e  charged no th e s e  a g e n c i e s  had to  be l a r g e  enough 
to  cover  the co mp lete  c o s t  o f  th e  s e r v i c e  hut not  i n t e r f e r e  
wit h or d i s c o u r a g e  p r i v a t e  e n t e r p r i s e .

A f t e r  d i s c u s s i o n  o f  th e  m a tte r  between r e p r e s e n t a t i v e s  
o f  the D epart ment ,  T r ea s u r y  Boa rd ,and  the  Hudson's  Bay 
Company, the  p r e s e n t  h e a t i n g  o i l  r e g i o n a l  p r i c e  agreement  
was made- This  agreement c ove re d  groups o f  s e t t l e m e n t s  -  
each group c a l l e d  a r e g i o n -  There were a number o f  s e t t l e ­
ments having t a n k s ,  in  ^h ic h  th e  Hudson's  Bay Company had 
s t o r e s -  O i l  i s  s o l d  t o  the Hu dson 's  Bay Co, at  c o s t -  The 
c o s t  i n c l u d e s  r e f i n e r y  p r i c e ,  t r a n s p o r t a t i o n ,  a m o r t i z a t i o n  
o f  tank and h a n d l in g  f a c i l i t i e s ,  s h r i n k a g e ,  o t h e r  l o s s e s ,  
and o p e r a t i n g  c o s t s ,  The Hu dson 's  Bay Company p u rc h a s e s  
o i l  from th e  Department at a l l  l o c a t i o n s  where tank s are  
i n s t a l l e d  and a rr a n g e s  su pp ly  at t h o s e  p l a c e s  where t h e r e  
are no tanks but the Company has s t o r e s -  An e s t i m a t e  o f  
th e  amount o f  o i l  to  he s o l d  at each l o c a t i o n  and th e  c o s t s  
are c a l c u l a t e d ,  t o  which the Hu dson 's  Bay Company markup 
i s  added to  s e t  the s e l l i n g  p r i c e  to  p r i v a t e  consumers .

O r i g i n a l l y  t h e r e  were two r e g i o n s  -  the W est ern  A r c t i c  
c o a s t  and the west  c o a s t  o f  Hudson Bay- L ate r  two more 
were added -  the e a s t  c o a s t  o f  Hudson Bay and Hudson S t r a i t  
and the e a s t ,  n o r t h e a s t  and nor th  c o a s t s  o f  B a f f i n  I s l a n d .
I t  i s  e x p e c t e d  t h a t  as tanks are e r e c t e d  at o t h e r  s e t t l e m e n t s ,  
the R e g i o n a l  P r i c e  Agreement w i l l  be exte nd ed  t o  i n c l u d e  more 
settlements and form additional regions,

The p r i c e  of  o i l  at Norman W e l l s ,  C h u r c h i l l  and M ontr eal  
has been consistent f o r  th e  p a s t  few years- Costs o f  trans­
p o r t a t i o n  t o  n or t h e r n  l o c a t i o n s  are  h ig h e r  due to  the  g r e a t e r  
d i s t a n c e  over which the o i l  must be t r a n s p o r t e d -  'Tne Northern  
T r a n s p o r t a t i o n  Company L im ite d  has reduced i t s  t r a n s p o r t a t i o n  
ch arges  on b ulk  o i l  f o r  the Western  A r c t i c ,  which was r e f l e c t e d  
in  a r e d u c t i o n  of  o i l  p r i c e s  m  1 9 - 6 ,

I'he c o s t  o f  b ul k  o i l  in any s e t t l e m e n t  may be d i v i d e d  
i n t o  t h r e e  b a s i c  p a r t s ;  p r i c e  at r e f i n e r y  FOB t a n k e r ;  c o s t  
o f  t r a n s p o r t a t i o n  from r e f i n e r y  to  s t o r a g e  t a n k ;  and s e r v i c e  
ch arges  fo r  c o s t  of s t o r a g e  t a n k s ,  l o s s e s ,  d i s t r i b u t i o n  and 
o v e r h e a d ,
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The p r i c e  tor  o i l  at  the r e f i n e r y ,  or the tank farm at  
C h u r c h i l l ,  appears t o  be as low as can be e x p e c t e d ,  The c o s t  
o f  t r a n s p o r t a t i o n  might be reduced s l o w l y  by more e f f i c i e n t  
h an d li n g  and the i n s t a l l a t i o n  o f  ta nks  at s a t e l l i t e  s e t t l e m e n t s  
The s e r v i c e  charges  may be reduced as th e  tanks are p a i d  f o r  
through a m o r t i z a t i o n  and d i s t r i b u t i o n  becomes more e f f i c i e n t .  
Re ductio n  o f  f u e l  o n  c o s t s  w i l l  c o n t i n u e  as a s low p r o c e s s .  
A r t i f i c i a l  meohods o f  a t t e m p t i n g  t o  lower consumer c o s t s  by 
s u b s i d i z a t i o n  may be c o n s i d e r e d ,  but such w i l l  not a l t e r  the  
a c t u a l  c o s t ,

The c o s t s  of s u b s i d i z a t i o n  would be prohibitive and 
beyond the l i m i t s  o f  T e r r i t o r i a l  revenue p ro du c in g  r e s o u r c e s .


