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ABSTRACT 

This research paper explores alternative bulk lubricant delivery options to create 

efficiencies within the current structure and alignment with Petro-Canada's strategy for first 

quartile operations. 

Petro-Canada strives for Q1 operations that allow its cost structure to be competitive. 

The current bulk lubricant delivery system within British Columbia is an opportunity to increase 

efficiencies and lower total costs associated with distribution of bulk lubricants to end users. The 

complexity of the current system increases inefficiencies and there are many opportunities to 

resolve this situation to allow for efficiencies and effectiveness throughout the delivery system. 

This project will review internal operational impact of alternatives proposed as well as the 

external impact. 

The overall intent of the project is to simplify and increase efficiency with the current 

process. It will allow Petro-Canada to improve alignment throughout their entire lubricant 

division and is a strategic fit with their overall strategy to improve controllable costs. 

"Keywords:" bulk lubricant; bulk lubricant deliveries; lubricants; distribution of bulk lubricants 
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GLOSSARY 

MMcWd Million cubic feet per day 

bld Barrels per day 

NGL Natural Gas Liquids 

Q1 

VWT 

First quartile cost structure 

Valley West Transport 

Decants Process of pumping product from one container into another (ie. Drum into bulk 
transportation tank) 



1 INTRODUCTION 

1.1 Project Purpose 

This project will review the current process of delivering bulk lubricants in British 

Columbia and explore alternative processes that assist in better alignment with Petro-Canada's 

goal of achieving first quartile cost structures throughout the entire Downstream business unit. 

Petro-Canada's current process to deliver bulk lubricants within British Columbia has 

evolved into one that is very complex and inefficient. This inefficiency has resulted from Petro- 

Canada's flexible service offer that is one of their main strengths which has become a competitive 

advantage for Petro-Canada. The lubricants division must now determine how they will keep this 

competitive advantage while at the same time meet their corporate objective for a first quartile 

(Ql) cost structure. 

1.2 About Petro-Canada 

Petro-Canada is a fully integrated oil and gas company and is one of Canada's largest oil 

and gas companies with operations in Canada and internationally. Petro-Canada's core 

businesses include: North American Natural Gas, East Coast Oil, Alberta Oil Sands, 

International Exploration and Production in Northwest Europe, North AfricaMear East, Northern 

Latin America, and Refining and Marketing. The company is structured into Upstream and 

Downstream organizations. 

The Upstream organization consists of all activities that include exploration and 

production of crude oil, natural gas, and natural gas liquids (NGL). In 2005, the North American 

Natural Gas business unit produced 668 million cubic feet per day (MMcfId) of natural gas and 



14,700 b/d of crude oil and NGL. The East Coast Oil business unit produced an average of 

75,300 b/d of crude oil in 2005. Petro-Canada's involvement in the Alberta Oil Sands and their 

international interests involves many projects and joint ventures with other stakeholders. Total 

production for the Alberta Oil Sands in 2005 was 47,000 b/d with long term potential production 

of 255,700 bid. Total production in Northwest Europe, North Africa/Near East, and Northern 

Latin America was 176,500 boe/d in 2005. International productions will change slightly in the 

near future due to added interests in the North Sea and Petro-Canada selling mature interests in 

The Downstream organization consists of all activities that process crude oil and natural 

gas into refined products. This includes refining and supply operations, retail and marketing 

networks, and distributing and a specialty lubricants business. Petro-Canada is the second largest 

downstream company in Canada and owns refineries based in Edmonton, Alberta and Montreal, 

Quebec as well as a lubricants plant based in Mississauga, Ontario. In 2005, Petro-Canada's 

refineries accounted for 13% of the Canadian industry's total refining capacity.2 The lubricant 

refinery is considered the loth largest Base Oil plant in the world with production of 15,600 b/d3. 

Petro-Canada is the largest supplier of base oils in Canada. Their lubricant refinery uses patented 

Hydrotreating (HT) severe hydrocracking/hydroisomerization processes to derive 99.9% pure 

base oils that are combined with proprietary additive packages to create premium performance 

lubricants. These premium performance lubricants are blended and packaged in Mississauga and 

distributed throughout the world. 

' httu://www.petro-canada.~a/endmedia/l0 (accessed November 10,2006) 
htt~://www.petro-canada.ca/eng/media/103 17.htm (accessed November 10,2006) 
Lubes 'NIGreases, July 2006, page 30 



1.3 Strategic Analysis of Petro-Canada's Bulk Lubricant Delivery 
System 

The scope of this project focuses on the downstream segments, specifically on the 

lubricants business. Petro-Canada's lubricant division has three main priorities: safety and 

reliability, profitable sales growth and mix performance, and Q1 cost initiatives. This project 

aims to reconcile the achievement of Q1 cost performance with the maintenance of flexible 

service delivery required for profitable sales growth. The flexible service delivery is a key 

component to Petro-Canada's delivery offer that differentiates them from their competitors. The 

service delivery offer is flexible in ways to better serve the customers requirements. This flexible 

service delivery offer includes a wide variety of products available through various distribution 

methods such as bulk, package, and through a large network of Petro-Canada's distribution 

system of enhanced marketers. Petro-Canada's entire lubricant division is focused and 

committed to provide their customers with options of products, delivery methods, and services to 

meet customers' individual requirements. 

Petro-Canada uses a differentiation strategy for its lubricant product line. There are 

differences that result in advantages in Petro-Canada's lubricants that enable the organization to 

refer to their base oils and finished products as premium quality products. These advantages 

include high quality base stocks that perform better than competitors' due to increased oxidation 

life and more stability over wide temperature ranges. The overall strategy is to use these special 

features to allow the company to attract premium prices and focus on strategic growth initiatives 

in markets that value these advantages. A successful differentiation strategy should generate 

customer value, provide perceived value, and be difficult to copy.4 Petro-Canada's lubricant 

business unit generates value (both actual and perceived) with the product performance, the level 

of service it provides to end users, and the flexibility of the total offer to end users. Petro- 

Aaker, David, Developing Business Strategies, pg 155 



Canada's lubricant offer to end users is flexible in terms of the various products and service levels 

end users can choose. The patented HT process that Petro-Canada uses for its base oils makes it 

difficult for competitors to copy. The combination of Petro-Canada's product quality, high level 

of service, flexibility of total offer, and the overall culture of the company is difficult for 

competitors to copy. This combination creates a competitive advantage for Petro-Canada. 

However, operational effectiveness must not be jeopardized in order to maintain this competitive 

advantage. A key area for sustainable competitive advantage is that operational effectiveness is a 

given.5 Operational effectiveness includes efficiencies throughout the entire system. Ongoing 

identification of opportunities for efficiencies in all areas of the business is essential for 

operational effectiveness. 

A differentiation strategy is often measured along the dimensions listed in the figure 

below. This figure confirms that Petro-Canada's lubricant strategy is one of differentiation. The 

red bars all trend towards the differentiation side of the table. In many situations, Petro-Canada is 

the first to lead the market with new and innovative products. This is evident with their heavy 

duty engine oils that meet and exceed industry standards. Petro-Canada's Duron-E was the first 

product introduced into the market to meet the requirements of 2007 diesel engines. Petro- 

Canada is also first in the market with lawn care lubricant products and other lubricants that are 

biodegradable and environmentally friendly. The organizational structure at Petro-Canada is 

somewhat decentralized as there are a few offices that are located across Canada and the area 

managers in these regional offices are authorized to make business decisions at their level. As 

stated previously, Petro-Canada is quite flexible in their service offer and is able to accommodate 

requests from customers quite easily both from a manufacturing standpoint and from the labour 

force being quite flexible and highly skilled. This is quite different from competitors such as IOL 

as they have a clearly defined and standard service offer. If a customer's request is 'out of the 

' Harvard Business Review,"What is Strategy?By Michael Porter November-December 1996, pg 74 



box', it does not fit with their standard offer and therefore they cannot accommodate that 

customer's requests or requirements. Innovations and new products must be advertised and 

communicated to end users to educate them about the advantages of these new products. 

Therefore, increased effort and marketing resources are required to introduce new products. A 

'pull' strategy essentially creates the demand and is typically associated with innovative and new 

products. As Petro-Canada is quite innovative with their product mix, a 'pull' marketing strategy 

is required to introduce these new products to end users. 

Figure 1 Differentiation Strategy 

Product Strategy 

R&D Expenses 

Structure 
Decision Making 

Manufacturing 

Labour 

Marketing 

Risk Profile 

Capital Structure 

Petro-Canada 
Lubricants 

Cost Based CB Diff Differentiation 
Low CostIAdequate Quality+-b High 

QualityIAdequate 

Rapid Follower - Innovative 

Low R&D - High R&D 

Centralized I Decentralized 
Less Autonomy - Autonomy - Economies of 
Economies of Scale ScopeIFlexible - Highly 
Mass Production SkilledIFlexible - High 
ComparativeIPush CostIPioneeringIPull 

Low-Risk - High-Risk 

Leveraged - Conservative 

Source: Figure by author using framework from Business Strategy Course by Bukzsar, Kamloops 
2006 

The amount of flexibility in the service offer can potentially drive the costs associated 

with the overall strategy that are beyond industry norms. In order to maintain this direction of 

differentiation that Petro-Canada is taking, cost controls must be implemented. This project 



identifies a requirement to increase efficiencies and control costs within the distribution system 

for delivering bulk lubricants in British Columbia. This fits with Petro-Canada's strategic 

position and aligns with the organization's priority of Q1 cost initiatives. 

1.4 Overview of Current Situation 

The current situation of delivering bulk lubricants in British Columbia is very complex 

and rather inconsistent; therefore, quite inefficient. This complexity is a result of many factors 

external to the distribution business unit. Although the flexible service offer is a contributor to 

Petro-Canada's competitive advantage, it has ultimately resulted in extreme inefficiencies within 

the distribution system. 

The current process includes sales representatives attempting to grow the lubricant 

business based on product performance and value added services. Part of the value added 

services includes bulk lubricant deliveries that allow customers to save money in their operations. 

There is a lower cost associated with bulk lubricants (no packaging costs are applied, and lower 

delivery costs) as well as the convenience of bulk lubricants as customers' employees will not 

have to move drums or pails which ultimately results in lower labour costs. The bulk lubricant 

offer also assists customers with their safety objectives as employees do not have to move heavy 

drums or pails to the appropriate application; this helps to ensure fewer injuries and strains for 

employees. Environmental concerns are also alleviated with a bulk offer as bulk storage is 

contained and there is less chance of spills from containers that have been tipped or knocked 

over. 

The ability to deliver a vast majority of products in some type of bulk format has proven 

to be very successful in British Columbia as it is a point of difference that has allowed Petro- 

Canada to gain market share in this area. Although it has allowed Petro-Canada to gain market 

share, it has also created inefficiencies within the distribution system. These inefficiencies 



increase the costs to deliver on this offer. In many situations the costs associated with offering 

such a vast array of products have not been recovered through the pricing structure negotiated 

with customers. In addition, these inefficiencies also impact on the viability of contractual 

arrangements with a third party involved in a delivery and inventory management for Petro- 

Canada's customers. 

Therefore, there are two issues that must be considered when reviewing the distribution 

of bulk lubricants within British Columbia; efficiencies within the distribution system as well as 

the pricing that keeps Petro-Canada competitive while recognizing the true costs of meeting the 

needs of end users with specialized needs. 

The distribution system for British Columbia includes bulk lubricant storage facilities in 

Burnaby and Edmonton. A third party delivery partner, Valley West Transport (VWT), picks up 

product with their bulk lubricant delivery trucks at either Burnaby or Edmonton and delivers to 

customers bulk tanks. VWT delivers product proactively based on historical usage data and 

trends that is derived from their own computer system. This 'keep full' system is a process with 

VWT managing Petro-Canada's customers' inventory levels on an independent computer 

software system. This inventory management is a joint process between Petro-Canada's 

marketers, customers, and VWT. Petro-Canada's marketers or customers fax inventory 'dip 

sheets' to VWT on a regular basis. These inventory levels are then entered into VWT's computer 

software system which monitors customers usage on a daily basis based on historical trends. 

VWT has a complete list of bulk storage tanks for Petro-Canada's customers. This list identifies 

the location of the tank, the size of the tank, and the product being delivered into the tank. Based 

on the information obtained and analysed with the computer software system, VWT then 

determines which tanks need to be filled with what products and designs their loads for their 

delivery trucks. 



The Burnaby and Edmonton bulk storage consists of 

respectively. These products are delivered from Petro-Canada's lubricant plant in Mississauga to 

each of these holding tanks via rail car. These products are referred to as 'true' bulk. However, 

there are many more products that have been offered to customers in a 'bulk' format. Currently, 

Burnaby decants over 54 products and Edmonton decants over 11 products. The true bulk and 

decanted bulk products are not consistent at each of the sites. The costs associated with decanting 

product are approximately 55% higher than true bulk due to the time and manpower required to 

pump product out of drums as well as the difference in freight expenses incurred to transport 

package product from Mississauga to Burnaby when compared with true bulk shipping costs. As 

well, the product mix being loaded onto the delivery truck requires specialized equipment to 

ensure compartments of the truck are flushed properly and there are no contamination issues with 

different product lines. The number of products that are being delivered in some form of bulk 

also creates enormous administration efforts to coordinate delivery schedules and attempt to 

optimize the delivery trucks payload. The large product mix also creates situations of the 

delivery trucks being underutilized with less than full compartments being dispatched due to 

Petro-Canada's commitment of the 'keep full' bulk offer to their customers. 

VWT currently administers and coordinates these deliveries using their own computer 

system. Petro-Canada has negotiated a contract with VWT for this level of service for a five year 

period, which is nearing the end. During that time, this system has become increasingly 

inefficient due to increased growth as well as a wide variety of products offered and this is not 

sustainable in the future. VWT will review their cost structure and the administrative efforts and 

extra costs associated with handling this complex situation will be passed on through higher rates 

to Petro-Canada. An increase in cost structure could potentially result in Petro-Canada becoming 

uncompetitive in the market place, losing market share or experiencing decreased profitability. 

Another potential outcome is an unsuccessful renegotiation of VWT's contract with Petro-Canada 



due to VWT's need to meet their increased costs once the current contract has ended. Either of 

these situations has a potentially negative impact on Petro-Canada's revenues. As illustrated in 

section 4, the continued inefficiencies may lead to a revenue decline of 67%. This obviously 

works against the achievement of the strategic priorities of Petro-Canada's lubricant division. As 

well, the level of service that VWT provides Petro-Canada's customers is a function that 

differentiates their service offer from competitors. It provides Petro-Canada with a competitive 

advantage in the British Columbia market. 

1.5 Summary 

In summary, the current situation must be acknowledged and alternative arrangements 

must be sought that will allow Petro-Canada to maintain its competitive advantage and meet its 

strategic priorities. To continue on the current path will only be destructive and costly for both 

Petro-Canada and VWT. This project identifies alternatives to the current system that will allow 

Petro-Canada to continue its competitive advantage with flexibility in its bulk offer that is much 

more efficient and cost effective. 



2 INDUSTRY ANALYSIS 

2.1 Overview of Industry 

The finished lubricant industry in British Columbia consists of many suppliers that range 

in size, product quality features, and service offers. The total lubricant volume in British 

Columbia in 2004 was approximately 112 million lit re^.^ Petro-Canada has approximately 25% 

market share with 28 million litres. The remaining 75% of the 112 million litres is split between 

major suppliers such as Imperial Oil Ltd, Chevron, and Shell, as well as a number of smaller 

suppliers with various branded products. 

The finished lubricant industry is growing at a relatively slow rate over the past couple of 

years with a significant decline from 121 million litres in 2002 to 110 million litres in 2003.~ 

However, this trend has started to reverse itself slightly with an increase of 1.7 million litres 

between 2003 and 2004.' This trend is likely to continue to increase slightly due to the growing 

economy of British Columbia with the increased activity in resource industries such as mining 

and construction. 

Suppliers of finished lubricants participate in many different business sectors. Within 

these business sectors, lubricants are divided into major groups such as: automotive oils, engine 

oils (includes aviation, railroad, and marine), industrial oils, and process oils.9 These business 

sectors include various customers. For example, automotive oils are typically sold to end users 

through retail outlets such as Wal-Mart, Costco, branded service stations, and wholesale 

Lubricant Profiles Ltd. 2005 
Lubricant Profiles Ltd. 2005 
Lubricant Profiles Ltd. 2005 
Lubricant Profiles Ltd. 2005 



marketers. Engine oils, industrial oils, and process oils are typically sold directly from the 

supplier of finished lubricants to industrial end users. The major business sectors in British 

Columbia include: forestry, mining, oil and gas exploration, rail, marine, road transportation, 

construction, general manufacturing, government, retail, and wholesale marketers. 

The total finished lubricant industry is comprised of various package sizes as well as bulk 

lubricants. The package sizes of finished lubricants range from one litre containers to 1600 litre 

containers. Bulk lubricants are usually delivered by hired carriers that haul lubricants in a bulk 

storage tank and deliver it directly into end users storage tanks. Bulk lubricants are typically 

favoured by end users for many reasons. The main reason is the perceived lower cost associated 

with bulk products. No container costs are attracted and there is less handling of the product and 

container by the end user. As well, there are lower environmental handling charges associated 

with bulk products as end users do not have to pay the amount specified for containers (for 

example a 20 litre pail of lubricant attracts an additional five cents per litre for the actual 

container). With bulk lubricant deliveries, less manpower is required to move pails or drums to 

the application. Although these costs are associated with packaged products, there are costs 

associated with receiving lubricants in bulk format as well. These costs include: large storage 

container costs, pumping and filtering equipment, centralized lubrication systems, adequate 

storage and spill containment requirements, and increased inventory costs at end user sites. Even 

though there are costs associated with bulk lubricants for end users, the larger industrial end users 

tend to prefer the convenience of bulk lubricants for their large consumption products. The 

preference for bulk lubricants has evolved into a situation where lubricant suppliers actually loan 

or sell storage tanks to end users to complement their bulk offer. 



2.2 Five Factor Analysis 

The following table is an analysis of the variables that impact the lubricant industry in 

British Columbia. 

Threat of New Entrants 
Medium to High 
+low enbv costs 

I +numerous distribution channels 
-numerous existing distributors I 

Buyer Power 
Medium to High 
+more sophisticated/educated 
+numerous suppliers 

Supplier Power 

-transportation 

Threat of Substitute Products/Senices 
Medium to High 
+alternate distribution methods 
+complementary products (bulk tanks) 
+increasing demand for increased service levels 

Medium to High 
+low to medium growth industry 
+numerous competitors 
-/+perceived switching costs 

Rivalry b 

Figure 2 Five Factor Analysis of Lubricant Industry in British Columbia 

2.2.1 Rivalry 

The rivalry within the lubricant industry is medium to high. The growth of this industry 

is relatively low at approximately 2% based on historical data and trends.'' This low growth 

combined with numerous suppliers of lubricants increases rivalry in this industry. However, 

rivalry tends to be less intense depending on the business segment served. For instance, the retail 

and government sectors make decisions based on the impact on their bottom line and therefore 

they do not place much emphasis on switching costs. Other sectors, such as large industrial 

mining and forestry, perceive switching costs of lubricants quite high. Each of these examples 

'O Lubricant Profiles Ltd. 2005 



affects the rivalry in the lubricants industry contrarily. If the switching costs are perceived to be 

relatively high, there is less rivalry. However, this is opposite when the switching costs are 

perceived to be low. 

2.2.2 Threat of New Entrants 

The threat of new entrants of lubricant suppliers for either bulk or package lubricants in 

British Columbia is medium to high. There are low entry costs associated with entering this 

market for new suppliers. There are numerous distribution channels, such as automotive and 

industrial supply stores, that suppliers can use for package lubricants. There are also distributors 

that use large lubricant containers (1,600 litre or 2,000 litre) on flat bed trucks or in cube vans to 

deliver 'bulk' lubricants. These containers are typically filled at a blending facility and then 

transported to the distributor's site for delivery to end users. These alternate distribution channels 

enable new suppliers to enter British Columbia's lubricant market with low capital expenditures. 

There are many distributors of various branded lubricants in the current market. This is a 

deterrent for new entrants as rivalry is intense in some business segments. 

2.2.3 Buyer Power 

Buyer power in the British Columbia lubricant industry is medium to high. End users are 

becoming more educated and sophisticated about lubricant performance features. Educated 

buyers tend to have more power with suppliers as they are able to make informed decisions based 

on their requirements. Also, buyer power is high due to the large number of suppliers of 

lubricants. Purchasers can select from many different suppliers and therefore are not dependent 

on a few. 



2.2.4 Threat of Substitute Products/Services 

The threat of substitute products and services is medium to high in the lubricants industry 

within British Columbia. The fact that there are alternate distribution methods increases the 

threat of substitute services as there is a trend for suppliers to distribute lubricants using creative 

and 'non-traditional' methods of delivery. These delivery methods include distribution of 

finished lubricants through retail industrial and automotive supply shops, as well as creative 

methods of distributing bulk lubricants. The traditional manner of distributing bulk lubricants 

was to pick up bulk lubricants in a tanker truck at a blending facility and deliver this product to 

end users. As there are not many blending facilities available for bulk lubricants, close proximity 

to blending facilities combined with large volumes were required to allow this process to be 

feasible. This situation has evolved into suppliers now using flat bed trailers with smaller, 

portable storage containers to distribute bulk lubricants. In essence suppliers are always looking 

at alternative distribution methods to infiltrate the market. 

Another trend in the industry is an increased demand for higher service levels. This trend 

impacts the threat of substitute products and services significantly. Suppliers of industrial 

equipment and products offer more service to allow them to differentiate themselves from their 

competitors. As they continue to offer more services, end users tend to expect and demand more 

from their suppliers. Therefore, suppliers are always trying to find ways to increase value to end 

users. The search for new and innovative methods to add value for end users increases the risk of 

substitute products and services. Even though the major oil companies provide the majority of 

bulk and package lubricants to end users, allowing them some control over the types of products 

and services offered, they also supply basestocks to various blenders and package lubricants to 

distributors. These sources limit the amount of control that the major oil companies have on the 

types of products and services offered in the market. Therefore, the major oil companies do not 



have complete control over the products and services offered so they cannot limit the threat of 

substitute products and services. 

2.2.5 Supplier Power 

The supplier power is low. The main suppliers to the lubricant industry in British 

Columbia are transportation companies and finished lubricant companies. As there are no 

blending facilities or lubricant refineries in British Columbia, finished lubricants need to be 

transported into British Columbia for distribution. There are numerous transportation companies 

that include road transport, rail, and marine. This allows various options to choose from which 

makes the supplier power of transportation companies low. There are also many suppliers of 

finished lubricants. Numerous brands and products enter the market in British Columbia that 

allows end users various products to choose from. As there are many transportation companies to 

transport finished lubricants and there are many finished lubricant suppliers, the overall supplier 

power is low. 

2.2.6 Summary 

In summary, the lubricants industry in British Columbia is becoming very competitive. 

Even though the growth of the overall economy is fairly positive in British Columbia, new 

entrants in the lubricants industry combined with the buyer power and the threat of new products 

and services means that the lubricant industry is not overly attractive. This is today's economic 

environment. The industry is likely to become more competitive as these trends continue along a 

similar trend. Therefore, the key areas that existing suppliers of lubricants in British Columbia 

must focus on are cost efficiencies, innovation and proactive measures to maintain and grow their 

current market share. 



INTERNAL ANALYSIS 

3.1 SWOT Analysis 

The following section focuses on the strengths and weaknesses of Petro-Canada's 

lubricants business. It also discusses opportunities that Petro-Canada can exploit and threats that 

it faces in the lubricant industry in British Columbia. 

3.1.1 Strengths 

Petro-Canada has a very strong lubricant offer that has contributed to a relatively high 

market share (approximately 25%) in British Columbia. With forestry playing an significant role 

in the overall economy in British Columbia, this has been a key business segment for Petro- 

Canada. Mining is becoming another large contributor to British Columbia's economy and Petro- 

Canada has a strong presence in this industry as well. Quality and performance of Petro- 

Canada's lubricants, combined with a strong network of distribution and employees specialized 

and focused on lubricants have allowed the organization to increase their market share in these 

segments over the past decade. These features of Petro-Canada's lubricant offer differentiate 

them from their competitors. 

Product performance allows end users the benefit of longer equipment life and less 

downtime in their operations. Petro-Canada's product line consists of very high quality products 

that outperform major competitors' products. Product performance tests have been completed for 

most product lines. These performance test results indicate longer oxidation life of lubricants 

compared with other major brands." This allows end users to save money in their total 

operations as they will be able to use the product longer in their equipment. Therefore, end users 

l1 Petro-Canada's Hydrex-Hydraulic Oil Technical Data Sheet 

16 



save money on manpower and overall lubricant consumption when they use Petro-Canada's 

lubricants. 

Petro-Canada's distribution network enables these high quality products to be readily 

available to end users throughout the entire province of British Columbia. This is accomplished 

through a two main networks; bulk distribution through VWT and local Petro-Canada Enhanced 

Marketers (EM's). Petro-Canada has over 200 EM's located throughout canada.I2 They are 

companies that provide exclusive delivery service of Petro-Canada's fuels and lubricants for end 

users in their areas. Both delivery networks are customer service oriented and work together to 

ensure customers receive lubricants on a frequent and timely basis. 

Having employees who specialize in lubricants allow the organization to focus on 

lubricant sales and deliver the high level of service that the end users in every business segment 

expect. Even though competitors do have employees that specialize in lubricants they are 

typically located in larger centres close to their head office locations and are responsible for large 

geographic areas. Petro-Canada has focused on placing employees closer to their customer base 

and has ensured they are staffed at levels to provide excellent customer service. For example, 

four Account Managers and one Technical Service Representative are located throughout British 

Columbia compared with IOL that only have three Sales Representatives and one Technical 

Service Representative located in British Columbia. This allows more frequent customer visits as 

well as the time required to work with customers to meet their lubricant requirements. Technical 

Service Representatives are available to assist customers with lubricant issues and 

troubleshooting. These specialized employees who are located in close proximity 

enable Petro-Canada to provide a value based service offer for their customers. 

to customers 

l2 http://www.petro-canada.ca/eng/prodserv/6923.htm (accessed November 25,2006) 
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Another significant strength for Petro-Canada is their flexible service offer. Petro- 

Canada is very agile and flexible in responding to customer needs. Thus, Petro-Canada can 

adjust to customers' lubricant changing requirements during economic fluctuations. Their 

flexible service allows them to customize their offer to the specific requirements of customers and 

business segments. This is a huge competitive advantage for Petro-Canada as it provides true 

customer value as well as perceived value as customers believe their needs are being listened to 

and acted on. Other lubricant suppliers have a very standard service offer that does not allow 

them the flexibility to react quickly to customers' changing requirements. 

The culture within Petro-Canada is a competitive advantage and strength for the 

organization. Their culture encourages and values employees' inputs and contributions to the 

success of the organization. There is a sense of genuine respect for all employees. This culture 

encourages everyone to work together towards the same end result and meet the corporations' 

objectives and priorities. The positive culture within Petro-Canada is something that cannot be 

copied easily by competitors and therefore becomes part of their competitive advantage. 

3.1.2 Weaknesses 

Petro-Canada's main weakness in the lubricants business is their cost structure relative to 

major competitors such as Imperial Oil Ltd. Even though there are other competitors in the 

British Columbia market - Chevron, Shell, United Petroleum, Husky, and others, the major 

competitor in the large industrial segments such as forestry and mining is Imperial Oil Ltd. This 

weakness in cost structure is largely due to the logistics of lubricant blending facilities. For 

example, Petro-Canada distributes all of its finished lubricants from their lubricants plant in 

Mississauga, whereas Imperial Oil Ltd has blending facilities in both Western Canada and 

Eastern Canada (Edmonton and Sarnia respectively). Therefore, Petro-Canada's distribution 



costs for Western Canada are much higher than those of a competitor such as Imperial Oil Ltd as 

they have a refinery, blending, and packaging facility located in Edmonton. 

Although Petro-Canada's flexible offer is a strength for the lubricants business, it also 

becomes a weakness due to higher costs associated with flexibility. Flexibility usually incurs 

higher costs because processes are not streamlined and standardized. More effort and 

expenditures are typically incurred with non-standard processes. Streamlining processes and 

standardizing customer offers typically results in efficiencies that have a positive financial 

impact. 

Another weakness specific to Petro-Canada's bulk lubricant business in British Columbia 

is the inefficiencies of the distribution of bulk deliveries within British Columbia. Although this 

is a direct result of a flexible customer offer, it becomes a significant weakness within Petro- 

Canada. Frequent and small deliveries of bulk lubricants are made throughout British Columbia 

without recouping the associated costs. Recovering appropriate costs associated with these small 

deliveries would increase the net price to the customers to a point that is not competitive. As 

well, the continued inefficiencies of the bulk truck would limit any future cost saving 

opportunities for continuous improvement initiatives. This is not sustainable over the long term 

and eventually will result in an overall uncompetitive offer for end users. 

3.1.3 Opportunities 

One opportunity that Petro-Canada can pursue is the trend towards 'do it for me' oil 

change facilities. The 'do it for me' oil change facilities are essentially the fast lube shops such 

as Great Canadian Oil Change, 10 Minute Oil Change, etc. These facilities are a convenient and 

fast method of changing oil in vehicles for consumers. There is a trend to move away from the 

driveway oil changes towards having it done for you at these types of facilities. To some extent, 

Petro-Canada is currently pursuing this segment with current contracts with GM and their service 



to their automotive dealers. AC Delco, a subsidiary of GM, services automotive supply shops 

with automotive parts and includes lubricants as an automotive part. This business segment is 

growing at an average annual rate of 1 .8%.13 

In order to capture a large portion of this business segment, Petro-Canada needs to 

ensure their offer is competitive which equates to efficiencies in all areas of the lubricant 

business. This business segment is typically small bulk deliveries that are located throughout all 

areas in Canada. 

3.1.4 Threats 

A major risk for Petro-Canada's lubricant business in British Columbia is the threat of 

losing VWT as a delivery partner. The current bulk delivery system has evolved to a point where 

it is not feasible for VWT with the current negotiated rate in their contract. VWT is a crucial part 

of Petro-Canada's lubricant business as they have created a service oriented system to offer Petro- 

Canada's lubricant customers. Losing VWT as a delivery partner could create a serious negative 

impact on Petro-Canada's service offer. Customers have become accustomed to the level of 

service that VWT provides on Petro-Canada's behalf and this partnership has become a key 

competitive advantage for Petro-Canada. 

3.2 Current Situation Economics 

The current situation of delivering bulk lubricants within British Columbia now requires 

VWT incur additional effort and time to monitor, administer, and deliver bulk lubricants. Petro- 

Canada's bulk lubricant warehouse in Burnaby also incurs additional time efforts and expenses 

with the current system. The number of decanted products processed through the Burnaby 

warehouse and the number of small deliveries to numerous locations has increased substantially 

l3  Lubes'N'Greases, September, 2006, page 15 



over the last few years. The increase in the number of products the number of smaller deliveries 

dramatically changes the economics of delivering bulk lubricants to customers. 

As the number of products delivered out of the Burnaby warehouse increases, VWT 

becomes less efficient. This is because many products are not in 'true bulk' format and thus have 

to be decanted. Petro-Canada could simply increase their customers' net price to recover these 

costs; however, unless the underlying inefficiency of the system is addressed, either the prices for 

customers or the returns to Petro-Canada and its partners will become unacceptable. Decanting 

products is time consuming for staff at the Burnaby warehouse as well as wasteful. Product is left 

in the piping lines and therefore not all of the product is used and is usually flushed out of the 

lines creating a situation of wasted product. The time and effort associated with receiving 

drummed product and pumping from drums to either a 'lube cube'14 or a bulk truck is 

substantially higher than pumping directly from bulk storage to a bulk truck. The Burnaby 

warehouse was originally staffed to accommodate 'true bulk' situations and therefore, the extra 

time and effort associated with decanting product adds additional costs to the overhead of the site. 

The following diagram illustrates the process with delivering bulk lubricants as well as 

decanted lubricants. 

Figure 3 Bulk Lubricant Deliveries through the Burnaby Warehouse 

Mississauga warehouses via bulk storage into bulk truck from 
bulk storage tanks 

warehouse 

Bulk lubricants 
Bulk lubricants delivered pumped directly 
via VWT to customers' into bulk truck rl<from bulk storage tanks 

storage bulk tanks 1 
l4 Picture attached as Appendix C 



Figure 4 Decanted Lubricant Deliveries through the Burnaby Warehouse 

Lubricants Drums filled Drums shipped Drums offloaded 
blended in with lubricants and stored inside 
Mississauga in Mississauga Warehouse via Bumaby Warehouse 

railcar 

Lube cubes 
Pipindines at loaded onto cube 
Bumaby Pipindines at 
Warehouse dispatched into either lube Bumaby 
flushedlcleaned cubes or directly Warehouse 

Bulk truck flushedlcleaned 
dispatched 

Bulk lubricants 
delivered via VWT to 
customers' bulk 
storage tanks 

As illustrated with the above figures, it is evident that there are many more steps involved 

in the process of decanting drummed product and delivering as bulk to customers. These 

additional steps in the process substantially increase the costs associated with delivering these 

products as there is increased manpower for each step as well as lost product left in each of the 

containers. The cost structure increases in conjunction with the inefficiencies of deliveries 

through VWT. As there are numerous products being decanted through the Burnaby Warehouse 

(approximately 55 products) there is a low probability of completely filling a compartment in the 

bulk truck every time the truck is dispatched. Therefore, the optimization of that truck 

deteriorates over time. The effort and time to manage and monitor customers' bulk lubricant 

requirements increased substantially with the evolution of the increased number of products 

delivered out of the Burnaby Warehouse. Customer sites are located throughout British 

Columbia and the product mix has evolved to a very complex product offering for very small 

deliveries in some circumstances. For example, Hydrex MV 22 is a decanted product that is 

delivered to three customers in Northern British Columbia. These customers take a total of 

22 



approximately 17,000 litres annually with average delivery sizes 1,578 litres.15 The customers 

are located in Prince George, Fort Nelson, and Fraser Lake. It is almost impossible to coordinate 

efforts to deliver to these customers a full compartment of this product as customer storage 

capacity differs along with different consumption rates among the three customers. This is only 

one example of the complexity of delivering numerous products. As there are 55 products 

decanted through the Burnaby Warehouse, it is obvious that the complexity is large with the 

current system. The following chart illustrates the complexity of delivery equipment that VWT 

manages. 

15 Average Load Size Data - information gathered from internal database 



Total Capacity 

31,000 litre capacity maximum due to 

weight restrictions 

31,000 litre capacity maximum due to 

weight restrictions 

24,000 litres capacity maximum due 

to weight restrictions 

25,000 litre capacity (truck is always 

dispatched @ 100% capacity) 

27,500 litre capacity 

19,200 litre capacity maximum 

Bulk Truck IDIDescription 

Tri-Axle - 8 Compartments 

T I  14 Tri-Axle - 6 Compartments 

Tl 1 1 Tandem - 5 Compartments 

4651 1 Tandem - 6 Compartments 

4871 2 Tandem - 5 Compartments 

661 08 Cube Van - 12 cubes 

Compartment # and size 

#1-6,500 litres, #2-4,000 litres, #3- 

2,400 litres, #4-4,000 litres, #5-4,500 

litres, #6-4,500 litres, #7-3,600 

litres, #8-4,500 litres 

#I-10,500 litres,,#2-5,000 litres, 

#3-4,500 litres, #4-4,000 litres, #5- 

6,000 litres, #6-9,000 litres 

#1-11,000 litres, #2-5,000 litres, 

#3-3,500 litres, #4-3,500 litres, #5- 

4,400 litres 

#I-5,100 litres, #24,600 litres, #3- 

4,500 litres, #4-3,600 litres, #5- 

3,800 litres, #6-3,800 litres 

#I-12,200 litres, #24,000 litres, #3- 

5,400 litres, #4-6,000 litres, #5- 

3,600 litres 

12 @ - 1500 litres each 

Figure 5 Valley West Transport Bulk Truck Compartment Descriptions 

The truckslunits have various compartment sizes and configurations. It becomes obvious 

that there must be a substantial amount of effort and time managing the complexity of 

compartment sizes and product mix. Due to the fact that there are so many products available 

through the Burnaby Warehouse, there are no designated compartments for specific products. 

This becomes even more complex because the products cannot be mixed due to the formulations 

of the products; and therefore, the compartments have to be flushed and cleaned in many 



situations. This is very time consuming and creates more downtime for that truckhit .  Even 

though there is significant effort to ensure similar products and product groups are designated for 

certain compartments to try to decrease the amount of cleaning and flushing of compartments, 

this cannot always be done with the current product mix. 

VWT has one unit that is dedicated for lube cubes only and is designated to deliver only 

into the Okanagan and Vancouver Island regions. The intent of the lube cube is for deliveries of 

products that are smaller in size and uncommon. However, this creates inefficiencies in total 

deliveries as one customer site may require this 'uncommon' type of delivery along with more 

common product deliveries. An example of this situation is a specific customer in the Okanagan 

region requires Petroglide XP 90 (uncommon) along with Hydrex MV 36 (common). The 

Petroglide XP 90 is a decanted product and the Hydrex MV 36 is a true bulk product. This 

customer is the only site in British Columbia that takes Petroglide XP 90 and they use the cube 

truckhnit to deliver to this customer to be the most efficient as it sends only one truckhnit into 

this site versus two units in an attempt to optimize the cube unit. When this type of scenario 

occurs, inefficiencies are doubled. In some instances drums are being decanted into cubes and 

then transported onto the cube unitltruck and dispatched. This creates a situation where the 

product is handled three times (bulk to drums in Mississauga, drums to cubes in Burnaby, cubes 

to bulk at customer's site). This results in an additional 18 cents per litre (cpl) cost to the 

transportation cost of this product (assuming the decant cost is 6 cpl). This also increases the risk 

of contamination of the product and lowers the overall cleanliness of the lubricant. 



4 OPPORTUNITY ANALYSIS 

This section identifies alternatives to determine a solution to increase efficiencies with 

the current delivery system of bulk lubricants within British Columbia. 

4.1 Strategic Alternatives 

There are numerous alternatives that could be considered to create efficiencies with the 

current delivery system. Alternatives such as increasing bulk storage capacity at the Burnaby 

Warehouse or adding a blending facility in Western Canada could be considered; however, these 

alternatives require very large capital investments with minimal returns. Simply increasing the net 

price to customers to recover the appropriate costs is another option that could be considered, but 

this creates an offer that is uncompetitive and not sustainable. This alternative would add at least 

an additional 6 cpl to customers' net prices. This does not take into consideration any costs 

associated with bulk trucks dispatched without full compartments. This option does not resolve 

the root cause of the inefficiencies and these inefficiencies will continue to increase the net price 

to customers and eventually the price will be uncompetitive. Therefore more realistic alternatives 

and options should be considered. These alternatives include: 1. do nothing, 2. establish a clear 

bulk offer to customers that only includes true bulk products (eliminate decanting/small 

deliveries), 3. make a conscious decision to exit the small bulk business (automotive dealerships, 

fast lube shops, etc.), 4. establish a two tier bulk offer that allows flexibility in the total service 

offer to customers. 

Each of these alternatives has a very different impact on Petro-Canada's lubricant 

business within British Columbia. The next section explains each alternative in more detail and if 

it strategically fits with Petro-Canada's overall strategy and priorities. 



4.11 Alternative #I - Do Nothing 

To do nothing in this situation would have a serious negative impact on Petro-Canada's 

lubricant business. Doing nothing has significant impacts to key stakeholders. VWT would 

either have to renegotiate higher rates to cover their costs associated with servicing this business 

or exit the industry. These options leave Petro-Canada in a difficult situation as VWT, one of 

their main sources of a competitive advantage, would either increase their rates to the point that 

they are not a feasible delivery partner for Petro-Canada or they would not be available to service 

Petro-Canada's customers. This essentially creates a lose-lose situation for both parties. 

Customers are also a key stakeholder that would be impacted by doing nothing. The service 

levels are at a point of deteriorating and therefore customers could potentially experience 

downtime if they do not receive lubricants in a timely and consistent manner. This results in lost 

productivity for customers and eventually lost business for Petro-Canada as customers will not 

continue to purchase from a supplier who cannot deliver. This also creates a lose-lose situation 

for both customers and Petro-Canada. 

It is evident that it has evolved into an inefficient system that is near its breaking point. 

There have been recent negative complaints and comments received from Petro-Canada's 

customers regarding service levels. As well, there have been many times in the past two years 

when Petro-Canada's local EM'S have had to provide customers with drum product in place of 

bulk lubricants that are normally supplied through VWT. This is due either to the fact that the 

customers had an increase in their consumption or VWT was simply not able to service that 

customer because they were servicing other customers. These situations are costly to either 

Petro-Canada or their customers as someone has to cover the differential product cost between 

drums and bulk lubricants of 10 cpl as well the cost associated with pumping that drummed 

product into the customer's site (decant cost of 6 cpl). Usually, Petro-Canada covers these costs 

as they have committed to their customers to provide them with a bulk lubricant delivery offer. 



These examples are an indication that this delivery system is near the breaking point. As 

illustrated previously, continuing on the same path would be detrimental for Petro-Canada. 

Petro-Canada's strategy is to profitably grow its business, this alternative has a potential to 

significantly decrease Petro-Canada's market share in British Columbia. Petro-Canada has grown 

the lubricant business in British Columbia with a flexible service offer that is customer driven. 

The delivery system is now at a breaking point as it has evolved into something more than a bulk 

delivery offer. To do nothing could seriously jeopardize the relationship between VWT and 

Petro-Canada and VWT's viability. 

This alternative does not align with Petro-Canada's culture to look for continuous 

improvement opportunities. One of Petro-Canada's top priorities is for Q1 cost structures. The 

current delivery system does not meet the requirements for a Q1 cost structure and is in need for 

improvements. As well, this alternative does not align with the overall strategy for profitable 

growth. Therefore, to do nothing is not a viable option. 

4.1.2 Alternative #2 - Establish a clear bulk offer (eliminate decantinghmall 
deliveries) 

The next alternative focuses on creating the most efficient bulk delivery system. This 

alternative eliminates decanting product at the Burnaby Warehouse and creates a bulk offer for 

customers that is very structured and standard. It would simply be a formalized offer that would 

allow no deviation from the standard offer. This offer would include a detailed list of true bulk 

products out of the Burnaby Warehouse and determine a minimum order quantity (MOQ) for 

each of these products. Therefore, VWT would not deliver any products that are not available in 

bulk storage at Burnaby. A minimum order quantity (MOQ) would be established to be able to 

create the most efficient deliveries possible. The MOQ could be established based on VWT 

equipment configurations. This would optimize VWT's equipment as it would be able to fill each 

compartment to its capacity. As well, the delivery drops would be less time consuming as the 



equipment would not have to drop and move several times as the delivery sizes would be larger. 

The administration efforts would be lowered as well, as the total product mix and delivery size 

would be less complex. These administration efforts and costs are included in the current 

negotiated rate between Petro-Canada and VWT. Even though the administration efforts would 

decrease with VWT this would not necessarily be reflected in any new rate adjustment but rather 

simply allow VWT to get back to the levels of administration efforts at the time the rates were 

negotiated. Essentially, the business has evolved to the point that VWT was spending more 

administration efforts without compensation. Therefore, the cost savings associated with these 

administration efforts are neutral. 

The option to eliminate all decanted products and create a service offering that limits the 

product mix and flexibility in deliveries is contradictory to the success of Petro-Canada's 

lubricant business. Petro-Canada's main competitive advantage in the British Columbia market 

has been the fact that they have had such a flexible service offering. Although this alternative 

creates a much more efficient delivery system, it could potentially pose a risk to Petro-Canada's 

current market share. 

4.1.3 Alternative #3 - Exit the Small Bulk Business 

A conscious decision to exit the small bulk business is another alternative that Petro- 

Canada may consider to achieve efficiencies in the bulk delivery system. The small bulk business 

consists of several small deliveries that average 1,000 litres and less. These small deliveries 

make up approximately 32% of Petro-Canada's total bulk business.I6 The small bulk business 

segment is growing quickly and the current delivery system cannot continue as is. This segment 

has grown at an annual average of 1.6% over the past ten years and is expected to continue this 

trend on a faster pace over the next five to ten years.'7 These service offerings of convenient and 

l6 Average Load Size Data - information gathered from internal database 
l7 Lubes'NIGreases, September, 2006, page 14 



fast oil changes are becoming more attractive to automotive vehicle owners as automobiles are 

more complicated making it more difficult for consumers to change the oil themselves. Used oil 

disposal legislation and the requirements of proper used oil disposal are also deterrents for 

consumers to change their own oil. There are many car dealerships and fast lube shops located 

throughout British Columbia and they typically have limited storage space and capacity for 

lubricants. Therefore, the size of deliveries is small with a high frequency of deliveries. 

As this business segment is growing and becoming the industry norm, it would not make 

sense for Petro-Canada to exit the small bulk business. This alternative would not meet or align 

with their overall objective to grow the lubricant business. 

4.1.4 Alternative #4 - Establish a Two Tier Bulk Offer 

A two tier bulk offer is an alternative that focuses on creating an offer that clearly 

distinguishes between large bulk deliveries and small bulk deliveries. Large bulk deliveries 

would be delivery sizes over 1,000 litres and delivered via VWT. Small bulk deliveries are 

delivery sizes less than 1,000 litres and delivered by local Petro-Canada Enhanced Marketers 

(EM's). This type of delivery system creates the efficiencies required by VWT as their delivery 

load sizes increase while at the same time achieving less frequent drops. This allows them more 

opportunities to fully utilize and optimize their equipment. 

This alternative also allows local Petro-Canada EM's the opportunity to grow their 

lubricant business. The additional volume going through their site increases their ability to 

optimize their equipment and create efficiencies within their own delivery system. Many of 

Petro-Canada's EM's currently have the ability to service small bulk deliveries as well as the 

ability to decant non-bulk products into customers' bulk storage. These types of deliveries can be 

made with cube vans that the EM's currently have, or can purchase, with a few modifications to 

equip the cube vans with the appropriate hose reels, pumps, and compressors. This type of 



system costs approximately $60,000 (includes cost of used 22 foot cube van).I8 Based on the 

approximate decanted volume and small bulk deliveries along the cost to operate a cube van the 

pay back period for this investment is approximately six months.I9 The cube van allows EM'S the 

ability to make small bulk deliveries and package deliveries at the same time. This creates 

efficiencies within the EM'S delivery system and allows them to complement their current service 

offer with a bulk lubricant offer. The small bulk products are available in intermediate bulk 

containers (IBC's) that hold approximately 1,040 litres. The IBC's can be shipped to EM'S along 

with other package product. The EM can then load these IBC's onto their cube van and service 

the small bulk business while at the same time deliver other package product. 

This two tiered bulk offer allows an opportunity for improved service levels for all of 

Petro-Canada's business segments. The current delivery system is at its maximum capacity and 

the service levels are being greatly impacted on a negative basis. The two tiered system creates 

an offer that will allow the service quality to remain at a high level and that is truly customer 

oriented. As Petro-Canada is an organization with a differentiation strategy, quality service 

combined with high quality products is required for success with this type of strategy. Although 

this type of delivery system is not a lowest cost delivery system (based on industry benchmarks) 

and rather a combination of high service levels with an adequate cost structure, it is aligned with 

Petro-Canada's priority to grow the business and their overall differentiation strategy. 

4.2 Financial Analysis of Alternatives 

This section explores the economics associated with each of the alternatives discussed in 

the previous section as well as the impact of each alternative to the overall business. 

18 Data gathered from interview with Petro-Canada's EM'S 
l9 Data gathered from Delivery Cube Analysis, Appendix B 



4.2.1 Alternative #1- Do Nothing 

To do nothing has a huge potential negative impact on Petro-Canada's lubricant business. 

Petro-Canada currently delivers 15.6 million litres annually within British Columbia. 

Approximately 13.8 million litres are delivered by VWT with the remaining 1.8 million litres 

delivered through alternate delivery channels (large transportation carriers that deliver average 

load sizes of 25,000 plus lit re^).^' Continuing with the same direction and not addressing the 

situation could jeopardize a large portion of the bulk business. VWT could eventually dissolve 

the relationship as it is becoming unfeasible for them to continue. Without VWT it would be very 

difficult to service the business to the extent required for a differentiation strategy. VWT has 

been a delivery partner for Petro-Canada for many years. This partnership has allowed VWT the 

opportunity to become very familiar with Petro-Canada's service offer and their customer base. 

This knowledge and familiarity with delivering to customers is not easily copied and therefore 

takes a considerable amount of time and experience to replicate. Therefore, to simply choose 

another delivery partner and expect the same amount of service and understanding of Petro- 

Canada's customer base would be time consuming and expensive. Petro-Canada would have to 

spend a lot of time educating and training any new delivery partner. The time it would take to 

select and train a different delivery partner would jeopardize Petro-Canada's existing bulk 

business. There is a risk of losing customers immediately as they will simply not be serviced and 

the long term impact of lost business is estimated to be 80% based on delivery requirements of 

the majority of the current customers who receive bulk lubricants. These customers cannot wait 

for delivery of lubricants as they will shut down their operations if they do not lubricants for their 

equipment. Therefore, they will source alternate supply and there is a low probability of gaining 

these customers back once a delivery partner is established with Petro-Canada. 

20 BC Bulk Products - information gathered from internal database 



Continuing with the same direction and making no changes to the current bulk delivery 

system potentially jeopardizes the 15.6 million litres of Petro-Canada's bulk lubricant business in 

British Columbia as well as risk current package lubricant volume. The majority of customers 

who receive bulk lubricants also receive package lubricant deliveries. Approximately 50% of 

package delivered lubricant customers also receive bulk lubricants. Therefore, 5.8 million litres 

of package lubricant volume is also at risk if nothing is done with the current system. This has a 

potential negative impact to the total revenue. The total revenue would decrease by 

approximately $35.35 million based on the assumption that 80% of the total bulk volume and 

50% of the total package volume is impacted. 

This not only has a negative impact to current revenues within the British Columbia 

market, it also has a significant impact on Petro-Canada's total lubricant business. Every time 

Petro-Canada's volumes are impacted negatively, this volume has to be recovered in other areas 

to maintain operational efficiency at their lubricants plant in Mississauga. These other areas of 

sales may not be as profitable and may not fit with Petro-Canada's overall objective to sell 75% 

of lubricant volumes into more profitable and specialized segmenk2' As well, the impact of 

losing customers to competitors is long term. Once customers move to another supplier of 

lubricants, it is very difficult to gain that business back. This is due to their perception of Petro- 

Canada not being able to meet their requirements as well as the effort and time required to make 

another switch to a supplier. Therefore, the lost revenues and volume will have a long term 

impact for Petro-Canada. 

The following figure illustrates the impact of this alternative on the total volume and 

revenue for Petro-Canada within British Columbia. Petro-Canada's lubricant volume would 

decrease by 17.94 million litres, their total costs for the remaining 8.8 million litres would 

httv://www.vetro-canada.ca/en9/media~l0317.htm (accessed November 25,2006) 



decrease by $26.99 million and their revenues would decrease by $35.35 million to $17.34 

million. 

Current Alternative #I Alternative #I Net Impact 

Cost 
Cost of Cost of Delivery of Delivery 

Vol Goods Delivery Revenue Vol Goods Costs Revenue Vol Goods Costs Revenue 
ML SM CostsSM SM' ML SM SM SM' ML SM SM SM' 

Decanl 
Small Bulk 
VWT 

Bulk VWT 

Package 11 51 fSr3 HI! !S3.20) 5 75 i56.90: ( ~ 1  30: i i  75) 6.90 $1.60 

Total 

assumption is a loss of 80% of bulk volume and 50% of package volume 

Figure 6 Volume/Revenue Impact of Alternative #I 

4.2.2 Alternative #2 - Establish a clear bulk offer (eliminate decantinghmall 
deliveries) 

The revenue and cost impact of eliminating decanted products and small bulk deliveries 

is a decrease of approximately 3 1 %. This is based on the assumption that 10% of the 'true' bulk 

volume as well as package volume will be impacted. As the majority of customers receive both 

package and bulk product, there is a probability that if they switch bulk suppliers, they will switch 

their total lubricant requirements. Total decanted volume is 10% of bulk volume, therefore this 

percentage is used to approximate the impact on 'true' bulk and packaged volume. There is also 

a potential risk of true bulk volume and packaged product volume deterioration that is in 

conjunction with these products. The potential risk of deteriorating volumes associated with 

package and bulk lubricants is illustrated in the following figure. Petro-Canada's volume would 

decrease by approximately 7.9 million litres, their total costs for the remaining lS.S million litres 

would decrease by $12.09 million and their revenues would decrease by $15.65 million to $37.04 

million. 



Current Alternative #2 Alternative #2 Net impact 

Cost 
Cost of Cost of Delivery of Delivery 

Vol Goods Delivery Revenue Vol Goods Costs Revenue Vol Goods Costs Revenue 
ML SM CostsSM SM' ML SM SM SM' ML SM SM SM' 

Decant 1.44 (91.735 (YICO) 
Small Bulk 
WT 4.42 (=.so, (s1 .s)  

Bulk VWT 

Package 11 5 1  ($13.81) ($3.20) 10.36 ($12.43) ($2.88) (1 15) $1.38 $0.32 

Total 26.75 ($32.10) ($6.03) 552.69 18.80 ($22.58) (55.47) 537.04 (7.94) 59.53 52.56 ($15.65) 

assumption that 10% of bulk and package volume w~ll be impacted by eliminating decant and small bulk 

Figure 7 Volun~e/Cost/Revenue Impact of Alternative #2 

Even though the costs decrease with this alternative, the overall impact to Petro-Canada's 

lubricant business and revenue are potentially much more significant than the decreased cost 

structure. Again, any time Petro-Canada's volumes are negatively affected, this sales volume has 

to be made up in other areas that may not be as profitable. Petro-Canada's key competitive 

advantage within British Columbia is their ability to be agile and flexible with its service 

offerings. To establish a standard and simplified offer certainly creates cost efficiencies; 

however, it does not allow the flexibility to offer service levels that differentiate Petro-Canada 

from its competitors. Therefore, the economic benefits of eliminating these products from the 

overall service offer and cost savings associated with these eliminations are dwarfed by the 

potential effect on sales volumes. 

4.2.3 Alternative #3 - Exit the Small Bulk Business 

The option to exit the small bulk business would save Petro-Canada approximately $6.65 

million on total costs while decreasing the bulk volume by 4.4 million litres. As mentioned 

previously, this segment is in a growth mode as more consumers are going to fast lube shops and 

automotive dealers for oil changes and servicing. Therefore, if Petro-Canada chooses to exit the 

small bulk business, the short term economic benefits of exiting this business segment would not 



compensate for the potential opportunity to remain as a supplier in this business segment and 

again, this volume must be sold elsewhere that may not be as profitable. 

The following figure illustrates the impact on volumes, costs, and revenues for this 

alternative. There are no implications for the remaining bulk volume or the package volume as 

the small bulk customers typically do not make single supplier decisions based on their bulk 

lubricant supplier. Petro-Canada's volume would decrease by 4.42 million litres, their total costs 

for the remaining 22.33 million litres would decrease by $6.65 million and their revenues would 

decrease by $8.7 million to approximately $44 million 

Current Alternative #3 Alternative #3 Net Impact 

Cost 
Cost of Cost ol Delivery of Delivery 

Vol Goods Delivery Revenue Vol Goods Costs Revenue Vol Goods Costs Reven 
ML SM CostsSM SM' ML SM SM SM' ML SM SM ueSM' 

Decant 
Small Bulk 
VWT 

Bulk VWT 

Package 11.51 (513.81) (8.20) 11.51 ($13.81) (m.20) 0.00 $0.00 $0.00 

Total 

Figure 8 Volume/Cost/Revenue Impact of Alternative #3 

4.2.4 Alternative #4 - Establish a Two Tier Bulk Offer 

The alternative to establish a two tier bulk offer creates a 3% decrease in Petro-Canada's 

current cost structure. The long term effects of this alternative increases volume potential at the 

same time as  increasing revenue and margin potential. The increase in volume potential is based 

on the assumption that the service level of the two tier bulk offer will continue to be a competitive 

advantage for Petro-Canada and thus increase their market share within British Columbia. The 

revenue potential will increase by I % based on the fact that the true costs associated with a 

differentiated service offering will be captured with the net price to customers. Essentially, the 

costs associated with delivering products that are not 'true' bulk products or that are sniall bulk 



deliveries will be recovered with the net price. As well, the cost structure decrease of servicing 

the small bulk business segment through local Petro-Canada EM'S allows the company to 

improve margins. Overall, the total margin opportunity increases by approximately $108 

thousand. The current situation cost structure is somewhat misleading as it reflects current 

contract costs that have not incorporated the evolution of increased decanted products and the 

numerous smaller deliveries. The costs associated with delivering these products have not been 

captured in the current VWT's contract. This fact must be considered as it implies the total 

margin opportunity is understated with this analysis. 

The following figure illustrates the impact on volumes, costs, and revenues with a two 

tier bulk offer. The net impact of this alternative indicates an increase in revenue of 

approximately I % (increased by $351 thousand) with a decrease in costs of approximately 3% 

(decreased by $243 thousand). It is assumed there will be no impact on volumes based on 

implementing this alternative. 

Current Alternative #4 Alternative #4 Net Impact 
Cost 

Cost of Cost of Delivery of Delivery 
Vol Goods Delivery Revenue Vol Goods Costs Revenue Vol Goods Costs Revenue 
ML SM CostsSM SM* ML SM 5M SM' ML SM SM SM' 

Decant 
Small Bulk 
VWT 

Bulk WVT 

Package 11.51 ($1381) ($3.20) $22.67 11.51 ($13 81) ($3.20) S22.67 0.00 $0.00 So.00 $0.00 

'used avg revenue of $1.97 based on R12 May 06 BW BC product by sales unit report 

"used revenue ol S2.03 based on R12 May 06 BW BC product by sales unit report +decant drumf~ll ($0.06) 

Figure 9 Volume/Cost/Revenue Impact of Alternative #4 



The projected growth for the fast lube shops and automotive dealers is approximately 

1 .6%.22 Therefore the potential growth in volume in the small bulk business is estimated to 

increase by 71,000 litres. It is apparent that participation in this business segment aligns with 

Petro-Canada's priority to grow and therefore, they should continue their presence in this market. 

- -  - - 

Fast Lube and Car Dealership 
Average Growth and Delivery Cost 

Year 

Figure 10 Figure by author with data from ~ u b e s ' ~ ' ~ r e a s e s ' ~  

4.2.5 Summary 

The following figure summarizes the net impact to Petro-Canada's lubricant business of 

each alternative. The costs used for this summary are current system costs and are used as a 

reference point for performing this analysis. It is important to be cognizant of the fact that VWT 

has a negotiated contract rate that has been in place for several years. During this time the bulk 

delivery system has evolved into son~ething very different than the start of the contract. 

Therefore, the costs reflected i n  this analysis may not truly reflect the realities of delivering bulk 

lubricants within British Columbia and are most likely understated. 

" Lirbes'N'Greasrs, September 2006, page 14 
' k i t b r s ' ~ ' ~ r e a s e s ,  September 2006, page 14 



Alternative # I  Net lmpact 

Cost 
of Delivery 

Vol Goods Costs Revenue 
ML $M SM SM' 

Decant (1.15) 
Small Bulk 
VWT (3.53) 

Bulk VWT (7.51) 

Package (5.75) 6.90 $1.60 

Total 
% gain1 - 

lOSS -67% -67% -68% -67% 

Alternative #2 Net lmpact 

Cost 
of Delivery 

Vol Goods Costs Revenue 
ML SM SM SM' 

Decant (1.44) $1 73 $0.60 
Small Bulk 
VWT (4.42) $5.30 $1.35 

Bulk VWT (034) $1.13 $0.29 

Package 

Total (7.94) $9.53 $2.56 ($15.65) 
% gain1 - 

IOSS -30% -30% -32% 3 0 %  

Alternative #3 Net lmpact 
Cost 
of Delivery 

Vol Goods Costs Revenue 
ML $M SM SM' 

Decant 0.00 $0.00 $0.00 
Small Bulk 
VWT (4.42) $5.30 $1.35 

Bulk VWT 0.00 $0.00 $0.00 

Package 0.00 $0.00 $0.00 

Total (4.42) $5.30 $1.35 ($8.70) 
O/. nainl - 

Alternative #4 Net lmpact 
Cost 
of  Delivery 

Vol Goods Costs Revenue 
ML $M SM SM' 

Decant 0.00 $0.00 
Small Bulk 
VWT 0.00 $0.00 

Bulk VWT 0.00 $0.00 

Package 0.00 $0.00 $0.00 $0.00 

Total 0.00 $0.00 $0.24 $0.35 
% gain1 - 

loss 0% 0% -3% 1 % 

Figure 11 Summary of Volume/Cost/Revenue Impact of all Alternatives 



4.3 Impact of Alternatives on Key Stakeholders 

This section illustrates the impact of each alternative on key stakeholders. 

4.3.1 Alternative #l - Do Nothing 

To do nothing has a huge impact on all stakeholders. VWT could become financially 

unviable very quickly as they are not recovering the true costs associated with servicing the 

lubricant business with what has evolved over the past several years. The increased 

administration and time and effort associated with decanting products and the small size of 

deliveries has placed a large burden on VWT. They have negotiated a contract with Petro- 

Canada at a rate that did not consider the evolution of the types of deliveries and the 

administration associated with these deliveries. Some may say that it is VWT's responsibility to 

deliver the components of the contract only and that they are not obliged to deliver anything more 

than what is contracted; however, their level of service and their ability to manage the bulk 

delivery aspect of lubricants for Petro-Canada is exceptional and assists with Petro-Canada's 

overall differentiation strategy. VWT's recent request for a rate review is an indication that their 

current rate does not their requirements to continue servicing the business in the same manner as 

the current situation. Therefore, the impact of doing nothing on VWT could potentially 

determine their future of existing as a delivery partner with Petro-Canada. 

There is also a negative impact on customers. The service levels that customers have 

experienced over the past several years would be severely compromised. The potential to miss 

deliveries or to have customers run out of product is becoming more prevalent as time goes by. 

There are huge costs to customers if the run out of lubricants and experience downtime. 

Unnecessary downtime is expensive for customers. They also experience high levels of 

frustration when they have to source alternative supply of lubricants. The overall impact is 

40 



unsatisfied customers that will eventually choose another supplier of lubricants that commits to a 

more reliable system of distributing products. 

As there would be very unhappy and unsatisfied customers, Petro-Canada's lubricant 

business is at a definite risk if nothing is done with the current bulk delivery system. Not only 

would the bulk lubricants be impacted, but the package lubricant deliveries would also be 

negatively impacted as they are tied together. Petro-Canada's credibility and reputation would be 

severely impacted if they are not able to deliver their commitment of lubricant supply to their 

customers. Even, though Petro-Canada may be able to source other delivery partners, they will 

not receive the same benefits that VWT currently offers. The management of inventory records 

and the administration that VWT combines with their delivery expertise is a unique offer within 

the transportation segment that allows them to differentiate their service offer. This is not a 

common type of service offer in the transportation segment. 

This would also have a significant impact on Petro-Canada's EM's. As the package 

product volume would be significantly impacted, Petro-Canada's EM's lubricant business 

opportunities become limited as they deliver the majority of the package product to Petro- 

Canada's customers. They would start to experience inefficiencies within their own systems and 

therefore eventually the costs associated with delivering whatever package product is left 

becomes higher. 

4.3.2 Alternative #2 - Establish a clear bulk offer (eliminate decanting/small 
deliveries) 

Although this alternative would have a positive impact on VWT, it has a negative impact 

on other stakeholders such as Petro-Canada and its customers. VWT would be able to gain 

efficiencies with this alternative and remain financially stable. Efficiencies would be gained 

through optimization of equipment. Bulk delivery compartments in VWT's equipment would be 



fully utilized as the product would be standard and VWT would be able to manage the deliveries 

more efficiently. Elimination of small delivery sizes would also create efficiencies as VWT 

would be able to deliver larger volumes at fewer sites. Therefore, their overall efficiency would 

increase substantially. 

However; Petro-Canada's offer to customers would become a very standard and simple 

offer. This does not comply with their overall strategy of differentiation. Again, Petro-Canada's 

key competitive advantage is their ability to be agile and flexible for customer requirements. To 

simply eliminate decanted products and small bulk deliveries from their service offering, does not 

allow them the flexibility to meet their customer requirements and requests. Therefore, the 

potential impact for Petro-Canada could be a deterioration of volume throughout British 

Columbia. 

The impact for large customers would be minimal. The only negative aspect of this 

alternative for large customers is the limited product offer that Petro-Canada would have 

available. Large customers would not have the convenience of choosing from non-standard bulk 

products and have the convenience of bulk products. The impact for small customers would be 

substantial as these customers would no longer have the convenience of a bulk offer. As 

competitors do offer a small bulk delivery type of offer, many of these customers would probably 

migrate to competitors. 

4.3.3 Alternative #3 - Exit the Small Bulk Business 

As illustrated above, exiting the small bulk business would have a positive impact on 

VWT's delivery efficiencies. This alternative would allow VWT to focus on servicing the larger 

delivery customers at a higher level. VWT would be able to spend less time delivering small 

loads and spend more time delivering larger loads at fewer sites. 



This alternative would have a negative impact on Petro-Canada's lubricant business not 

only in British Columbia, but also throughout the rest of Canada. Typically this business segment 

consists of numerous sites that are tied to a national type of contract and customer. Therefore, if 

Petro-Canada could not service British Columbia with this type of offer, it could have a negative 

impact on the total small bulk business in all of Canada. As this business segment is expected to 

grow at an annual average rate of 1.6%' Petro-Canada would not be able to take advantage of this 

growth opportunity with this alternative. Therefore, Petro-Canada could potentially loose 

existing business as well as new opportunity business. 

Exiting the small bulk business in British Columbia would have a severely negative 

impact on the existing small bulk customers. This alternative would leave the customers with no 

option but to seek out other lubricant suppliers with a small bulk offer. These customers have 

established a small bulk system within their company and therefore would most likely not be 

willing to accept anything except bulk deliveries (i.e. they will not accept drums of product). 

Customers would be extrernly unsatisfied and this would have a negative impact on Petro- 

Canada's reputation and image. 

4.3.4 Alternative #4 - Establish a Two Tier Bulk Offer 

There are many stakeholders that are affected with this alternative. The two stakeholders 

that would be impacted the most are VWT and EM's, both in a positive manner. VWT would be 

able to gain the necessary efficiencies to remain profitable and Petro-Canada's EM's would be 

able to grow their business in alignment with Petro-Canada's main priorities. In essence, small 

bulk deliveries transferred to EM's and the elimination of decanted products through the Burnaby 

Warehouse would allow VWT the opportunity to fully utilize their equipment and efficiently and 

cost effectively service Petro-Canada's bulk lubricant business. Petro-Canada's EM's would be 

able to grow their business with their ability to offer bulk lubricants to their own customer base 



more readily and easily as they will have the critical mass volume with the decanted products and 

small bulk deliveries. It becomes a win-win situation for both VWT and Petro-Canada's EM'S. 

The impact on customers with this alternative is also positive as it provides a service 

level that meets their expectations. Customers will still be able to take advantage of bulk 

lubricant deliveries even though the method of delivery may be somewhat different than it is 

today. In many circumstances, customers are in direct contact with the local EM and enjoy their 

existing working relationship. This alternative allows the local relationship to strengthen and 

provides a valuable service offer for customers. 

Petro-Canada will be able to leverage this type of service offer to solidify existing 

lubricant business as well as grow their lubricant business. This alternative allows Petro-Canada 

the ability to offer a flexible service with a cost structure and delivery system that is sustainable. 

The current delivery system and cost structure is not sustainable and the threat of losing 

customers is imminent. This alternative is viable and will have a significant positive impact for 

the Petro-Canada lubricant business in British Columbia. This also creates an opportunity for 

other areastregions to emulate this service offer and bulk delivery system. 



5 RECOMMENDATION 

Based on the alternatives discussed in the previous section, the recommendation as a 

solution to the current situation is to develop a two tier bulk service offer. This alternative 

provides a solid foundation for Petro-Canada to continue to grow its lubricant business within 

British Columbia as well as an opportunity to grow their market share in other areas and regions 

where they don't have a strong bulk offer today (i.e. Saskatchewan and Manitoba). A two tier 

bulk service offer is a sustainable initiative that strategically fits with Petro-Canada's strategy of 

differentiation and its priorities to grow the business with a first quartile cost structure. 

This two tier bulk delivery system allows Petro-Canada the opportunity to continue to 

provide a flexible service offer for their customers. A differentiation strategy is made up of three 

general characteristics: to generate customer value, to provide perceived value, and to be difficult 

to In order to successfully differentiate itself, Petro-Canada must be able to continue to 

meet these three characteristics. A two tier bulk offer enables Petro-Canada to attain these 

objectives. 

A flexible service offer that provides a wide variety of products in bulk format creates 

value for customers. Customers are not limited to a restricted offer that does not always meet 

their requirements or wants. Customers are able to take advantage of eliminating the 

inconvenience of handling drums or pails at their site. They are not restricted by minimum order 

quantities or limited product availability. 

24 Aaker, David, Developing Business Strategies, Chapter 9, page 155 



The flexible service offer is also a perceived value that must be communicated on an 

ongoing basis to customers. Petro-Canada must ensure they recoup the costs associated with the 

two tier bulk offer at the same time as communicating the benefits of the flexibility of the offer. 

For instance, a customer may request a product in bulk format that is low volume and not 

available in bulk storage at the Burnaby Warehouse. This is not a barrier to service this customer 

as there are options the customer has with the two tier bulk offer. Other suppliers of lubricants 

have very standard offers and are not willing or capable to be flexible with their bulk service 

offer. Petro-Canada can communicate that although they do not have this product available in 

bulk storage, they can certainly provide this type of convenient service; however, there is a cost 

associated with doing so. Customers can quickly identify the value with such a differentiated 

service offer as it meets their requirements. 

Petro-Canada's culture within the entire organization allows them the ability to provide a 

flexible service offering as everyone works together to meet customers' requirements. This 

culture that emulates customer satisfaction throughout all divisions and segments of the 

organization is something that is not easily copied by competitors. Everyone is very customer 

service oriented and works together to service customers to the extent of their expectations and 

with the intent of creating value for customers. The two tier bulk offer is a system that would be 

easily executed within Petro-Canada because of the organizations culture. Therefore, the delivery 

system would not be easily copied by competitors because they do not necessarily have the same 

commitment at all levels for customer service satisfaction. 

The improvements in the cost structure with a two tier bulk offer make this an obvious 

option. Other benefits of this alternative include: VWT's opportunity to experience efficiencies 

within their own system, and the opportunity for growth initiatives for Petro-Canada's EM'S. It is 

a sustainable direction for Petro-Canada's lubricant business within British Columbia. The two 



6 IMPLEMENTATION 

The implementation of the two tier bulk delivery system should be staged and executed 

within a quick time period. This type of change should not drag on over a long time period as the 

probability of successful implementation diminishes with time. There should be two planned 

stages of this implementation. The first stage should address the product being decanted out of 

the Burnaby Warehouse. The second stage should be in response the small deliveries that are 

currently handled through VWT. Each stage of the implementation is detailed below. Prior to 

any physical changes to delivery systems, a detailed bulk offer communication must be sent to all 

affected business partners within the lubricant divisions of ~ e t r o - ~ a n a d a . ~ ~  

The first stage of the implementation should eliminate decanted product through the 

Burnaby Warehouse. There should be a scheduled timeline and assigned responsibilities with this 

change. A detailed list of action items are described below: 

Develop checklist for following process/guidelines and communicate to Account 

Managers, Distribution, VWT, and local EM 

Set tirneline of elimination of each decanted product at the Burnaby Warehouse 

(start with the low volume and low margin products) 

Communicate timeline to Account Managers, VWT, and the Burnaby Warehouse 

List of decanted products by customer sent to appropriate account managers 

25 Bulk offer summary, Appendix D 
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5. Account manager to report back on account plans and initiatives to change 

customer either to an alternate true bulk product or make arrangements to deliver 

through the local EM 

6. Clear communication with customer of any changes to current delivery method 

7. Appropriate pricelcost setup in SAP for each customer change 

8. Monitor success of implementation - measure timelines against actual changes 

The second stage of the implementation is the transition of the small bulk deliveries from 

VWT to the local EM. This should be staged according to area and current capability of the local 

EM. Many of the EM's currently have the capability to deliver these small deliveries with their 

cube van. As the small deliveries are essentially fast lube shops and car dealerships, the product 

mix is limited to the automotive product line. Intermediate bulk containers (IBC's) can be used 

for this business segment. These containers hold 1,040 litres of lubricant and can be delivered to 

EM's with their regular package product deliveries. A detailed list of action items are described 

below: 

1. Identify current small delivery locations, products, customers, etc. 

2. Merge the previous list with Petro-Canada's local EM's that have the 

capability to deliver these types of deliveries (cube van equipped with hose 

and reel and compressor) 

3. Communication with local EM to ensure they understand the requirements 

and are ready to service the business 

4. Communication with the affected customer to ensure they understand the 

changes to their delivery system (contacts, phone numbers, etc.) 



5. Setup appropriate pricelcost in SAP 

6. Monitor success of implementation - measure timelines against actual 

changes 

As stated previously, the implementation must be quick to be successful. There must be 

an urgency associated with this change in order for it to be effective. It is essential to have 

effective communication to all stakeholders. Everyone must understand the reason why change is 

necessary as well as the urgency around the change. Communication, a consistent message, and 

commitment from Petro-Canada's management are required to ensure the necessary change takes 

place. 



CONCLUSION 

It is imperative that a sustainable bulk lubricant delivery system is established within 

British Columbia in the very near future. The current system is at a point where service levels are 

being negatively impacted, and it has evolved into a system that is economically unviable and 

inefficient. The recommended solution provides a viable and sustainable option that fits 

strategically with Petro-Canada's differentiation strategy and aligns with its priorities to grow the 

lubricant business while achieving a Q1 cost structure. 

Petro-Canada should continue their relationship with VWT as one of their main 

delivering partners. They should also fully utilize the delivery capability of their EM'S. The 

combination of these two delivering partners will strengthen Petro-Canada's total lubricants 

business within British Columbia. Using both delivery partners to their full potential creates an 

strong customer service oriented offer. This service offer complements the high quality products 

that Petro-Canada supplies and differentiates their total offer from competitors. 

Strengthening the existing offer in this manner will continue to provide Petro-Canada 

with the competitive advantage they require to grow their lubricant business in British Columbia. 

This proposed recommendation provides a solid solution to the existing delivery system and 

creates a sustainable future for Petro-Canada's total lubricant business. It also provides a solid 

foundation and framework for other areaslregions across to copy and implement. 



APPENDICES 

Appendix A 

JJ rroau avg.aeavery~unaer<iuuu litres (4'2% or,rotal) 
15 Prod1 avg delivery under 1000 litres and decanted (19% of total, 45% < 1000 

3 Products avg dellvery 600 litres and under (12% of total. 27% c 1000 litres) 
I product avg delivery 600 litres and under and decanted (1% of total, 3% < 1000 I 

est annual 
may-sept06 vol 6,496,873 volume 15,662,633 

may05-apr06 actual 

<650L(incl) 861,914 2.1 54,785 

<800L(incl) 1,367,670 3,419,175 

<1 KL(incl) 2,001,422 5,003,555 

'used 2.5 multiplier for est annual volume (may-sept data is up to Sept 20 only) 

BulkIDecant Volume by Geographic Area (based on May-SeptO6 invoice data) 
Vancouver 
Island 595,726 <650L(incl) 83,402 <800L(incl) 131,060 <1 KL(incl) 190,632 

Lower Mainland 2,005,891 280,825 441,296 641,885 

Okanagan 729,053 102,067 160,392 233,297 

Central Interior 1,255,659 175,792 276,245 401,811 

North 1,519,220 212,691 334,228 486,150 

Peace Block 571,398 79.996 125,708 182,847 



Appendix B 

Delivery Cube Van Analysis 

-price for used 22ft cube van $60K 

estimate 9kl load (GVW 15.5kg, does not include weight of truck) 

includes pumping system for cubes 

Marketer costs associated with operating cube van 

per hour rate 

driverlhour $35 

fixed leaselinsurance/overhead $1 2 

Maintenance $7 

fuel surcharge $22 

$76 

+lo% retum $8 

Total $84 

$84/hour X 8 hourslday X 5 daystwk = $174,720 

Payback period (years) 0.49 

'information based on data gathered from marketers using fuel model as guideline 

BC Des Lubricant Information -based on 2005 BW reports 

Total BC Lubricants 27,056,823 

Total BC Bulk Deliveries' 15,136,871 56% 

Total BC Package 1 1,919,952 44% 

Total BC Package Delivered" 7,151,971 

Total BC Package Pickup" 4,767.981 

Total BC Non-Des Package"' 4,762.001 

BC Non-Des Package Delivered" 1,904.800 

BC Non-Des Package Pickup" 2,857,201 

DecantedlSmall Bulk Opportunity for each area*"' 1,073,683 6,442,096 

'bulk deliveries include decants and # 

"estimated package deliveries at 60% delivered and 40% pickup for des accounts (40160 split for non des accounts) 

***used avg 40% mix from Kamloops/Quesnel areas as a basis for non des business 

""divided province into 6 major areas: Prince George, Quesnel, Kamloops, Vancouver, Nanaimo, Terrace 
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Appendix D 

Petro-Canada's Bulk Lubricants Service Offer through 
Valley West Transport 

Products 
Dexron 
Duratac 1501100 
Duron 15W40 
Duron 40 
Duron 10 
Petroglide 1501100 
Hydrex AW 32 
Hydrex AW 46 
Hydrex AW 68 
Hydrex MV 36 
Maximum 1 OW30 
Maximum 5W30 
Supreme 5W20 
Enduratex EP 150 

Minimum Order Quantitv 
1,000 litres 
1,000 litres 
1,000 litres 
1,000 litres 
1,000 litres 
1,000 litres 
1,000 litres 
1,000 litres 
1,000 litres 
1,000 litres 
1,000 litres 
1,000 litres 
1,000 litres 
1,000 litres 

Local Petro-Canada 
Petro-Canada's Bulk Lubricants Service Offer through 

- IBC Decanted 

Products 
Dexron 
Duron l5W40 
Duron 10 
Duron Synthetic 5W40 
Duron XL 15W40 
Enduratex EP 220 
Enduratex EP 680 
Enduratex XL 681220 
Hydrex XV All Season 
Hydrex AW 32 
Hydrex AW 46 
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