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Foreword

In keeping with the federal government’s Grain Monitoring Program (GMP), the ensuing report focuses on the
performance of the Canadian Grain Handling and Transportation System (GHTS) for the six-month period
ended 31 January 2004. In addition to providing a current accounting of the indicators maintained under the
GMP, it also outlines the trends and issues manifest in the movement of Western Canadian grain during the
first half of the 2003-04 crop year.

This report constitutes the tenth in a series of quarterly and annual submissions prescribed under the GMP.
Although the indicators that follow largely compare the GHTS’s current-year performance with that of the
preceding 2002-03 crop year, they are also intended to form part of a time series that extends forward from the
1999-2000 crop year. As such, comparisons to earlier crop years are also made whenever a broader
contextual framework is deemed appropriate.

The Monitor’s report is comprised of two parts: a Summary Report which provides a general overview of the
most noteworthy findings, trends or industry activity; and the Data Tables, published in a separate report and
which contains the detailed indicator statistics that are the cornerstone of the GMP. Both parts can be
downloaded separately from the Monitor’'s website (www.quorumcorp.net).

QUORUM CORPORATION

Edmonton, Alberta
May 2004
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Findings

Following two difficult growing seasons characterized by widespread drought, the 2003-04 crop year brought
the first upturn in commercial activity for many of the stakeholders in Canada’s Grain Handling and
Transportation System (GHTS). This was evident in virtually every sector of the system, and is broadly
reflected in improved quarterly and year-to-date values for the various measures used under the Grain
Monitoring Program (GMP).

1.0 Industry Overview

1.1 Grain Supply and Railway Traffic

Overall grain production for the 2003-04 crop year climbed to 47.7 million tonnes — a gain of 51.1% over that of
the 2002-03 crop year. Representing about 90% of the 54.6-million-tonne average for the 1999-2000 and
2000-01 crop years, this rebound marked the first time in three years that Western Canadian grain production
approached a near-normal level.

In conjunction with 5.5 million tonnes in Figure 1: Western Canadian Grain Supply
carry-forward stocks, the overall volume of
grain available for movement during the
2003-04 crop year totalled 53.1 million
tonnes — 15.5 million tonnes (or 41.3%) U
more than in the 2002-03 crop year. The \ _
magnitude of this improvement in the grain \ /

supply was widely mirrored in GMP
statistics that showed significantly elevated
levels of country elevator throughput,
railway traffic volume, and terminal elevator
handlings during the first half of the 2003-
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Total railway grain volumes for the first six

months increased by 61.3% to 10.2 million

tonnes. Shortline railways, whose operations had been particularly hard hit in the last two years, saw their
volumes virtually double during the period to 0.9 million tonnes. Almost 5.6 million tonnes (54.8%) of the total
was directed to Vancouver; 3.3 million tonnes (32.3%) to Thunder Bay; 0.9 million tonnes (9.1%) to Prince
Rupert; and 0.4 million tonnes (3.8%) to Churchill.

It should also be noted that significant year-over-year fluctuations in the volumes directed to both Vancouver
(which increased by 245.3%) and Prince Rupert (which declined by 49.8%) arise from comparisons with a
period affected by the labour dispute at the port of Vancouver.’

1.2 Country Elevator Infrastructure

As outlined by the Monitor in its annual report for the 2002-03 crop year, the rationalization of the country
elevator network continues, although the pace of that restructuring has slowed significantly. During the first six
months of the 2003-04 crop year, a total of eight facilities — six in the first quarter, and two in the second — were
removed from the GHTS. As at 31 January 2004 the total number of country elevators remaining in the system

' The British Columbia Terminal Elevator Operators Association locked out employees of the Vancouver Grain Workers Union in

August 2002. This action effectively prevented grain from being moved through the port of Vancouver for much of the first half of
the 2002-03 crop year. Although the dispute was settled in December 2002, the redirection of grain traffic to Prince Rupert
effectively distorted traditional shipping patterns on the west coast during this period. Caution is, therefore, urged when making any
direct year-over-year comparisons.
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had fallen to 408 — just 1.9% less than the 416 in place at the end of the previous crop year. This network
represents but 40.6% of the 1,004 facilities in place at the outset of the 1999-2000 crop year.

The decline in elevator facilities has also Figure 2: Grain Delivery Points, Licensed Elevators, and Licensed

been paralleled by a reduction in the Elevator Storage Capacity
number of grain delivery points. For the
first half of the 2003-04 crop year, the total 1200 2
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At the same time, the associated storage

capacity of the country elevator network decreased by 0.8% in the first six months of the 2003-04 crop year.
This modest reduction effectively left the 5.7 million tonnes of storage capacity recorded as at 31 July 2003
unchanged. And while the overall reduction since the beginning of the GMP has resulted in almost 1.3 million
tonnes of storage capacity being removed from the GHTS, the remaining elevator network still encompasses
81.1% of the storage capacity that existed four-and-one-half years earlier.

These patterns of decline underscore the fact that the GHTS is continuing to evolve into a network of
comparatively fewer facilities, with higher storage capacities, and an ability to load railcars in greater numbers
than ever before. On this latter point, it is worth noting that whereas only 119 of the elevators in place at the
beginning of the GMP were able to load 50 or more railcars at a time, that number had increased to 175 as of
the end of the second quarter. What is more, their relative proportion in comparison to all licensed elevator
facilities has gone from 11.9% to 42.9%.

1.3 Railway Infrastructure

Since the end of the 2001-02 crop year, Figure 3: Relative Change in Railway Infrastructure
total railway infrastructure in Western
Canada has remained unchanged at
18,923.9 route-miles. Furthermore, despite 15
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2 The most recent statistics available for grain deliveries by station are those from the 2002-03 crop year.

® The railway infrastructure denoted here includes both grain-dependent and non-grain-dependent lines. Of the 544.3 route-miles
of infrastructure retired since the beginning of the GMP, the majority — 458.9 route-miles (or 84.3%) — were grain-dependent branch
lines.
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And while the most recent transfers saw two new shortlines created during the course of the 2002-03 crop
year, none were added in the last six months. Moreover, there were indications that one shortline carrier, the
Great Western Railway, might actually cease operating altogether.

1.31 _Sale of the Great Western Railway

The Great Western Railway (GWR), which owns 329.1 route-miles of grain-dependent infrastructure in
southwestern Saskatchewan, indicated that it was no longer prepared to accept the financial losses that it had
been incurring in recent years. Notwithstanding a significant gain in producer car volume, the closure of local
GWR elevators combined with the incentives paid by grain companies to draw grain into their larger mainline
facilities had effectively reduced the carrier’s total grain handlings to about one-quarter of the area’s potential.

As a result, the railway’s parent company stated that it was looking to either sell the line or abandon it entirely.*
With an asking price of $5.5 million, however, few appeared ready to make the investment. Nevertheless, the
second quarter saw a group of concerned area farmers mount an effort to save the railway, and to raise the
$0.6 million required as a down payment by the end of March 2004. Assuming that they are able to secure the
additional capital needed to complete the purchase, a sale could be concluded by the fall of 2004.

Beyond the mileage inherent in the potential closure of the GWR, another 129.1 route-miles of infrastructure
have been slated for abandonment in the 2003-04 crop year. This is comprised of 64.0 route-miles of track
belonging to the Southern Manitoba Railway (about 40% of its network), as well as another 65.1 route-miles of
CP infrastructure in the provinces of Saskatchewan and Alberta.’

1.32 Sale of BC Rail

In addition to a potential sale of the GWR, the Government of British Columbia also brought its plans for the
privatization of BC Rail closer to a conclusion in the second quarter. After having considered the proposals
brought forward by four carriers — CN, CP, OmniTRAX in partnership with Burlington Northern Santa Fe, and
RailAmerica — the provincial government announced in November 2004 that it had accepted CN’s bid to
become the new operator of BC Rail in a commercial deal valued at $1.0 billion.°

If approved by the Competition Bureau, the transaction is widely expected to have a legal impact on the
movement of grain from BC Rail origins. In specific terms, since extending operational control of BC Rail to CN
would bring it under federal jurisdiction, its commercial activities would then be subject to the Canada
Transportation Act. Among the direct changes, grain moving from former BC Rail delivery points will be subject
to the revenue cap.’

1.4 Terminal Elevator Infrastructure

The number of licensed terminal elevators located within Western Canada was reduced by one (or 5.9%) at the
beginning of the 2003-04 crop year with the closure of the 91,000-tonne Agricore United “M” facility at Thunder
Bay. As at 31 January 2004, the network comprised a total of 16 facilities and had an associated storage
capacity of 2.6 million tonnes — a 3.3% decline from the 2.7 million tonnes in place throughout the 2002-03 crop
year.

* The Great Western Railway is owned by Westcan Rail Ltd. of Abbottsford, British Columbia.
® The section to be abandoned by the Southern Manitoba Railway extends westward from Mariapolis to Elgin, Manitoba, and
encompasses sections of CN’s former Miami and Hartney subdivisions, which were sold to the company in 1999. The sections to
be abandoned by CP encompass 39.6 route-miles of infrastructure in Saskatchewan (including portions of its Arcola, Burstall, and
Rocanville subdivisions) and another 25.5 route-miles in Alberta (made up of segments of its Cardston and Sterling subdivisions).

® The transaction specifies that CN will pay $1.0 billion to acquire the outstanding shares of BC Rail Ltd., along with the right to
operate a freight railway over the BC Rail network under a 60-year lease, with an option to renew for another 30 years thereafter.
Actual ownership of the railway’s physical infrastructure — including rights-of-way, roadbed, and track — is to remain with the
province of British Columbia.

" Former BC Rail grain shippers will also be given equal treatment under the Act with other CN and CP shippers. This includes its
provisions for rates and conditions of service that must be commercially fair and reasonable.
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2.0 Commercial Relations

21 Tendering

Following consultations with its 26 agents in the latter part of the 2002-03 crop year, the Canadian Wheat
Board (CWB) brought forward a series of changes to its tendering program for the 2003-04 crop year.
Specifically, the CWB committed itself to moving a fixed 40% of the grain it ships to the four ports in Western
Canada using a combination of tendering and advance car awards. Under this new arrangement, the CWB
had the option of tendering up to a maximum of 20% of its overall volume, rather than the 50% minimum
commitment that had prevailed in the 2002-03 crop year.?

During the first six months of the 2003-04 Figure 4: Tendered Volume - Ratio of Tonnage Bid to Tonnage Called
crop year, the CWB issued 99 tender calls
for the movement of just over 1.3 million

tonnes of grain. These were met by 978 80
bids offering to move an aggregated 5.4 70
million tonnes — over four times the amount 8.0 —
sought by the CWB. 50
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equally to all grains, although the bidding
activity with respect to wheat and durum was substantially greater than for barley.

Of particular interest was the fact that while the bidding activity surrounding each of the four ports in Western
Canada was intensified, the response rate on tenders calling for delivery to Thunder Bay was considerably
greater than for any other port. One potential explanation appears rooted in the fact that the port has not only a
larger number of terminal elevators than any other, but also more storage capacity, and a broader ownership
base. In addition, the mix of grains and grades could also have had a bearing. Specifically, the largest
proportion of the tendered durum program called for movement to Thunder Bay. With the freight consideration
given by the CWB for some tendered durum movements, this might have expanded the catchment area from
which these shipments could have originated.

To some extent, this heightened aggressiveness was also reflected in a decline in the proportion of the tender-
call volume that went unfilled in the first half — 14.4%. This marked a virtual halving of the proportion observed
in both the 2001-02 and 2002-03 crop years.

With the labour dispute that had affected west coast operations during the first half of the 2002-03 crop year
settled, the port of Vancouver re-emerged as the principal destination in the movement of tendered grain. A full
44.0% of the CWB’s tenders called for delivery in Vancouver. This was followed by Thunder Bay with an
allocation of 27.0%; Prince Rupert with 25.4%; and Churchill with 3.6%.

It is worth noting that the 25.4% allocated by the CWB to the port of Prince Rupert during the first half was
significantly above the 14.5% it had been accorded for the 2001-02 crop year as a whole.® What is more, the
second quarter saw Prince Rupert allocated 34.1% of the tender volume called — a proportion that only slightly
trailed the 39.1% assigned to Vancouver. A gain was also observed with respect to the 5.3% garnered by the

® These modifications to the CWB's tendering program are outlined more fully in section 2.21.

°® The 2001-02 crop year represents the last directly comparable period given the distortion of traffic patterns brought on in the
2002-03 crop year as a result of a labour dispute at the port of Vancouver.
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port of Churchill in the first quarter.®  Figure 5: Tendered Grain — Cumulative Volumes to 31 January 2004
Although these short-term changes are
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As observed in previous reports of the

Monitor, the vast majority of the CWB’s tendered grain moved in blocks of 25 or more railcars. As at 31
January 2004, the proportion so moving stood at 93.5% — only slightly greater than the 91.2% noted for the
2002-03 crop year as a whole. Likewise, the proportion originated at high-throughput elevators during the first
half was only marginally greater than that of the previous crop year — 85.4% versus 83.0% respectively.

In addition, there has been a clear rise in the proportion of tendered grain that moved in blocks of 50 or more
cars — 71.5% for the first half as compared to 62.1% for the 2002-03 crop year. Moreover, much of that gain
came as a result of a migration away from the use of the 25-49-car block, where the incentives supporting them
were either reduced or eliminated by the railways.'?

In aggregate, the grain volume moved under tender by the CWB in the first six months of the 2003-04 crop year
represented 18.1% of its overall movement to Western Canadian ports, and was only marginally lower than the
20% maximum that the CWB had committed itself to.

2.2 Other Commercial Developments

2.21 The Canadian Wheat Board’s Tendering Program

The CWB’s tendering program was originally implemented in accordance with a Memorandum of
Understanding between it and the federal Minister responsible for the CWB. This document, which defined the
federal government’s policy respecting the adoption of a tendering program by the CWB and took effect on 1

' The CWB specified the port of Churchill as the destination in the movement of 5.3% of its tendered grain during the first quarter.
This share was noticeably greater than the 3.6% that had constituted its previous quarterly best. Since the port’'s shipping season
normally ends in late October or early November, second quarter comparisons are not possible.

" The volumes cited as moving under the CWB's tendering program also include those for malting barley — which is administered
independent of other CWB grains.

2 A fuller discussion of the recent changes in railway incentives can be found in section 3.32.
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August 2000, also outlined the volumes that were to be tendered in the first three years of the program. This
period — which covered the 2000-01 through 2002-03 crop years — effectively committed the CWB to tender a
minimum of 25% of the overall volume destined to Western Canadian ports in the first and second crop years,
and a minimum of 50% in the third crop year.

With that set commitment ending with the 2002-03 crop year, the CWB moved to establish a new agreement
with the industry. Consequently, in the spring of 2003, the CWB and its 26 agents began to discuss the level of
tendering that would be appropriate for the 2003-04 crop year. Ultimately, these consultations led to a new
industry agreement supported by a large majority of the participants.'

Beginning with the 2003-04 crop year, the agreement prescribed that a fixed 40% of the CWB’s grain
movements to the four ports in Western Canada be accomplished through a program that combined tendering
as well as advance car awards. In specific terms, the CWB’s tendering commitment was to extend to a
maximum of 20% of its overall volume — a significant change from the 2002-03 crop year’s minimum
commitment of 50%. Building on this, a further 20% was to be moved under an advance car awards program.
Moreover, in the event that the CWB decided to ship less than 20% of its grain under the tender program, the
shortfall was to be assigned to the movements made under the advance car awards program. In this way, the
CWB would be held to its wider 40% commitment.

It is important to mention that the movement made under the advance car awards program involves a corridor-
specific allocation of railcars. That is to say that the grain companies may deploy the awarded railcars at any
facility, and in any quantity deemed appropriate, within a given port’s specified catchment area. This process,
to a large extent, is intended to provide the grain companies with the same kind of flexibility given to them in
distributing railcars under the tendering program itself. Moreover, the entire mechanism is designed to provide
them with an improved planning ability.

For the 60% of CWB shipments not governed by this agreement, railcars are subject to a weekly general
allocation based on an equal weighting of actual elevator deliveries over a preceding 18-week period, and
farmers’ future delivery intentions.' Actual elevator deliveries, however, will be adjusted to exclude any
tendered grain that may have moved during the period. This same general approach will also apply in the
apportionment of railcars under the advance car awards program.

The CWB has also indicated that it intends to distribute the tendered grain movement in a manner that reflects
its overall sales program. That is to say that the amount of wheat and durum to be tendered by the CWB will
be proportional to the total movement of each commodity. In the case of barley, however, the CWB has
reserved the discretionary right to tender a greater or lesser amount.

In the case of shipments to be made using advance car awards, the CWB has committed to provide the grain
companies with beforehand indications of the grains and grades required, as well as any restrictions that may
be applicable. This is intended to help the grain companies in their planning activities, and to give them greater
flexibility in ordering and deploying railcars — be it through advance car awards or the general allocation
process.

Although these measures came into effect in the first quarter of the 2003-04 crop year, they were gradually
implemented, with few operational difficulties having been experienced during the transition. This is not to say
that the philosophical differences that had separated the stakeholders were also bridged. They in fact still
remained. Yet the evidence garnered thus far into the 2003-04 crop year fails to support those stakeholders
who contended that total CWB savings would fall as a result of a rollback in the proportion of grain to move
under tender.

3 Of the 26 grain companies involved in these consultations, 24 supported the final agreement. The two that did not were the
largest handlers of grain in Western Canada — Agricore United and Saskatchewan Wheat Pool.

" Farmer’s future delivery intentions are based on contract sign-ups with grain companies.
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For the first half of the 2003-04 crop year, the CWB reported that its transportation savings amounted to $19.1
million — a full $6.3 million (or 49.2%) more than the $12.8 million recorded for the same period a year earlier."
Furthermore, this gain was realized despite a 38.1% decline in the volume of grain moved under tender during
the first half — 1.1 million tonnes versus 1.8 million tonnes the year before.

Although an expansion in these savings may have been unexpected by many stakeholders, it strongly
suggests that the competition between grain companies — at least in regards to tendered grain — has
intensified. This is also mirrored in a comparison of the maximum discounts put forward by the grain
companies in their tender bids. Specifically, the first half of the 2003-04 crop year saw maximum accepted
discounts that were about one-third more than those reached during the preceding crop year: $23.04 per tonne
versus $16.99 in the case of wheat; and $24.07 per tonne versus $17.27 in the case of durum. What remains
uncertain is whether these bidding patterns reflect short-term marketplace tactics or a new competitive
dynamic.

2.22 Ocean Freight Rates

Towards the end of 2002, rates for the  Figure 6: The Baltic Dry Index of Ocean Freight Rates
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quotes for 24 shipping routes, with Source: The Baltic Exchange Limited
representation for Panamax, Capesize, and

Handymax vessels."®

The sharp rise in rates has largely been attributed to the heightened demand for vessels occasioned by China’s
growing trade in both raw materials and finished goods. This has had a significant impact on the export
programs for CWB as well as non-CWB grains. Not only has it added significantly to the cost of Canadian
grain, the shortage of vessels has also brought unavoidable disruptions and delays to its movement. Nowhere
is the concern over this more apparent than in the decision-making of Canada’s export grain customers. In
some cases, they have consciously deferred purchasing Canadian grain in the hope that ocean freight rates
would moderate. In others, they have turned to less distant grain-exporting nations in an effort to contain these
rising costs.

" The CWB defines its transportation savings as the total value of all reductions in transportation costs realized from discounts
advanced by successful bidders under its tendering program, all freight and terminal rebates it received, and any financial penalties
it assessed against the grain companies for non-performance.

' The Baltic Dry Index is produced by The Baltic Exchange Limited, a London-based organization that provides independently
gathered real-time freight market information such as daily fixtures, indices for the cost of shipping wet and dry cargos, route rates,
as well as a market for the trading of freight futures. Use of the copyrighted information presented here is done with the express
permission of The Baltic Exchange Limited.
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2.23 Port of Churchill Experiences a Sharp Increase in Grain Volumes

As was mentioned by the Monitor in its annual report for the 2002-03 crop year, the volume of grain moving
through the port of Churchill had been steadily declining for several years, and reached a recent low of 351,900
tonnes in the 2002-03 crop year. In early 2003, the Port of Churchill Advisory Board warned that another such
shipping season might well prove ruinous.

With Churchill considered of vital economic
interest to the province, the Manitoba
government moved to provide the port with
an interim package of financial support.
Aimed at helping ensure a sustainable
economic future for both the port and the
Hudson Bay Railway, this support package
was complemented by additional funds
from the federal government. Further,
towards the end of the 2002-03 crop year,
the port's owner had also entered into a
new marketing agreement for the port with
the internationally-known grain company,
Louis Dreyfus.

Along Wlth the harvest that enhanced the (photo used with the permission of the Hudson Bay Port Company)
grain supply within the Churchill catchment Figure 7: A dockside view of two marine vessels arriving to load at the
area, these efforts appeared to have grain-handling facilities of the Hudson Bay Port Company in Churchill,
produced positive results during the 2003 ~ Manitoba.

shipping season."” Terminal throughput at

the port in the first half of the 2003-04 crop year increased to 542,700 tonnes — a gain of 94.4% over the
279,200 tonnes handled in the same period a year earlier. In addition to increasing its handlings of CWB
grains, it also broadened its traffic base to include 144,700 tonnes of peas, canola, and other non-CWB grains.

Despite these gains, and the overall improvement recorded for the 2003 shipping season as a whole, the
volume of grain shipped through Churchill still fell below the 1.0-million tonne level deemed necessary for the
port’s long-term success.

2.24 Railway Car Supply

Given the increase in the grain supply, the demand for railcars in the 2003-04 crop year also increased. And
as was noted in the Monitor's annual report for the 2002-03 crop year, the carrying capacity of the covered
hopper fleet is a function of not only its size, but of the speed with which the cars are moved. The amount of
time taken in delivering a load of grain to destination, and then repositioning it for another shipment, is directly
proportional to the number of trips — and volume of grain — that a railcar can move within a specified period of
time. And it must be remembered that the car cycle can be undermined by physical impediments such as
derailments, congestion within receiving terminals, or a lack of sufficient locomotives and train crews.

This relationship between a railcar’s cycle time and its carrying capacity can be seen when considering year-
over-year changes in first quarter data. For a two-day (or 10.6%) reduction in the first quarter’'s average car
cycle (16.8 days versus 18.8 a year earlier), the GHTS was able to forward an additional 2.0 million tonnes of
grain to the four ports in Western Canada (5.6 million tonnes versus 3.6 a year earlier). In simplified terms, this
translated into about 1.0 million tonnes of additional carrying capacity per reduced car-cycle day. And as can
be seen from the second quarter’s results, this efficiency gain was in turn lost when the average car cycle rose
to 17.8 days (an increase of one full day), and originated tonnage fell to 4.2 million tonnes (a drop of 1.4 million
tonnes).

7 The port of Churchill's catchment area encompasses grain delivery points situated primarily in northeastern Saskatchewan, as

well as northwestern Manitoba. Churchill-destined grain is generally loaded into vessels during a shipping season that normally
extends from mid July to early November.
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Part of this drop in carrying capacity is attributable to normal winter operations.'® Yet car supply problems, and
particularly those experienced by CP shippers, began to appear in the first quarter. And while these appeared
to be contained to producer-car loading activity, shipper complaints in the second quarter had become
widespread. To many the problem seemed rooted in the effects of an early harvest, but others cited both CN’s
and CP’s failing to safeguard sufficient cars, locomotives, and crews to handle the increased volume. Where
possible, grain companies tried to circumvent CP car supply problems by redirecting deliveries to facilities
served by CN." By late January 2004, however, the situation at CP had worsened and extreme winter weather
in the Rockies compelled the carrier to place an embargo on further grain movements to Vancouver, and into

declaring Force Majeure.”

This effectively disrupted the flow of grain to Vancouver, and heightened the grain companies’ risk of having
demurrage charges imposed on them for ocean-going vessels delayed in port.?' Although CP restored
mainline operations early in February, the re-establishment of normalized service, and the clearing of
backlogged traffic had an impact on the GHTS well into the third quarter.

2.25 Producer-Car Loading

At the beginning of the 2003-04 crop year, a new licence-exempt producer-car loading facility was established
at Hartney, Manitoba. This served to increase the total number of such facilities established since 2002 by
3.3% to 31. The vast majority of these — 83.9% — are situated in Saskatchewan, while another three can be
found in Manitoba, and two in Alberta. Just over half — 17 in all — are serviced by shortline railways.

Although the need for railcars is  Figure 8: Producer-Car Loadings
common to all grain shippers, the
demand for producer-car loading has

been particularly strong during the first 1000
six months of the 2003-04 crop year. a0 R
The 3,902 producer-cars loaded in the / \ Cars Allocated

first half was more than four times the 600

975 loaded during the same period a
year earlier.
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two-thirds — 58.9% — of the actual 6,626
applications for railcars that the
Canadian Grain Commission received in
the period. As a result, car supply
emerged as a specific problem for those
who wanted to load producer-cars. This was particularly the case in the first quarter when the number of cars
ordered often exceeded those supplied by a factor of three-to-one.
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And while significantly more orders were filled in the second quarter, a group of farmers in northeastern
Saskatchewan filed a formal level-of-service complaint with the Canadian Transportation Agency (CTA) for
CP’s failure to spot cars for producer loading at three sites along its White Fox subdivision.”? CP had de-listed

® Winter railway operations typically result in reduced train lengths and trailing tonnages. Without a corresponding increase in the
actual number of trains operated, average transit times generally increase.

" The redirection of grain deliveries into CN local elevators during the second quarter is observable in terms of carrier handlings.
Despite the price leadership that appeared to have given CP a 54.3% share of terminal handlings in the first quarter, customer
dissatisfaction appeared to have reduced this share to 46.6% in the second quarter.

% CP declared Force Majeure retroactively to 25 January 2004. Force Majeure is a contractual provision that is intended to excuse
a party from liability if some unforeseen event beyond the control of the party prevents it from performing its obligations under the
contract — typically a natural disaster or other "Act of God", war, or even the failure of third party suppliers. Force Majeure
provisions are intended to excuse a party only if the failure to perform could not have been avoided with the exercise of due care by

that party.
2" The per-day charges for vessel demurrage were reported to have more than doubled as a result of escalating ocean freight rates.

2 The sites specifically referred to are Choiceland, Garrick, and White Fox.
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these sites at the end of the 2002-03 crop year as a result of declining volumes, and suggested that producer-
car loading could easily be centralized at Nipawin instead. Using the mediation services offered by the CTA,
CP has reportedly committed itself to servicing two of the sites — Choiceland and White Fox — for the remainder
of the 2003-04 crop year as long as producers respected a 25-car minimum loading commitment.?

The increase in producer-car shipments along with the expansion of license-exempt facilities suggests that this
option is gaining favour with some farmers. In point of fact, producer-car shipments grew to about 3.6% of the
overall grain volume moved in covered hoppers during the first half — a significant gain over the 2.4% it was
estimated to have constituted in the 2002-03 crop year. However, had producers been able to secure the
railcars for which they had placed orders during this period, the proportion might well have reached 6.1%.

% The Canadian Transportation Agency provides mediation services to resolve disputes between various parties as an alternative
to the more formal adjudicative process. By design, this service is confidential, as is the settlement that may be reached between
the parties. The specifics presented here are drawn from published press accounts and should, therefore, be considered unofficial.
A formal decision in the complaint filed with the CTA remains pending since the parties must agree beforehand to an indefinite
extension of any statutory deadlines in order to allow the mediation process to be completed or — in the event that the case should
be return to the Agency for resolution through traditional means — subsequent adjudication.
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3.0 System Efficiency and Service Reliability

3.1  Trucking

Commercial trucking rates were reported to have remained unchanged through the first half of the 2003-04
crop year. To a large extent, the rates relating to the movement of grain have been contained in recent years
by an excess of capacity in the face of reduced demand. In addition, the competition existing between the
largest grain companies offering commercial trucking services has also been instrumental in containing these
rates.

3.2 Country Elevators

Total country elevator throughput (measured as shipments from primary elevators) escalated substantially in
the first six months of the 2003-04 crop year. Aggregate volume for the period increased by a full 4.0 million
tonnes (or 40.4%) to reach 13.9 million tonnes. This increase in volume also produced a 42.1% rise in the
primary elevator system’s capacity turnover ratio — which climbed to 2.7 turns versus 1.9 the year before.

With a weekly average of 2.9 million tonnes, grain held in primary elevator storage showed a year-over-year
gain of 19.5% for the first half. And while the average stock level increased by 0.4 million tonnes, the average
amount of time that grain spent in inventory continued to decline. The second quarter’'s average of 38.8 days
was a full one-third lower than the 59.9-day peak it recently attained.* Moreover, it also compared more
favourably to the values observed in both the 2000-01 and 2001-02 crop years.

Further evidence of this upturn in country elevator activity was reflected in a reduction to the average weekly
stock-to-shipment ratio. Over the course of the past nine months, this ratio has fallen from an extreme value of
8.8, to a more normal 5.3. While still denoting more than adequate on-hand stocks, the reduction indicates that
grain companies were able to ease the burden brought on by the previous crop year’s decline in CWB and non-
CWB grain sales.

3.3 Railway Operations

3.31 Car Cycles

The upsurge in grain traffic saw total railway grain volumes for the first half of the 2003-04 crop year increase
by 60.4% — to 9.8 million tonnes from 6.1 million tonnes a year earlier. Shortline railways, the most adversely
impacted by the last two years of drought, experienced a more pronounced increase in originated tonnage —
99.2% versus 57.1% for the Class | carriers.

This gain in volume also positively Figure 9: Railway Car Cycle
impacted the railway’s average car cycle.
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by 8.1% from the 10.2-day average

% The 59.9-day average referred to was reached in the third quarter of the 2002-03 crop year.
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observed in the same period a year earlier. On a year-to-date basis, the average empty transit time fell by a
day-and-a-half (or 15.7%) to 7.9 days.

3.32 Railway Freight Rates

Although the revenue cap accorded both CN and CP greater freedom in setting freight rates since it was
introduced in the 2000-01 crop year, their pricing decisions have generally been similar. At the beginning of the
2003-04 crop year, however, both carriers implement decidedly different rate structures. With minor exception,
CN maintained the rate structure that had prevailed throughout the preceding crop year.® In contrast, CP
effectively chose to roll back its rates by approximately 1.0% across the board.

In addition, both carriers made significant changes to their respective incentive programs — the first since the
beginning of the 2000-01 crop year.?® Firstly, CN eliminated its incentives for grain moving in blocks of 25-49
railcars, while CP cut its corresponding incentive from $1.00 per tonne to $0.50. Neither carrier chose to alter
their existing $4.00-per-tonne discount for movements in blocks of 50-99 railcars. But whereas CN also elected
to maintain the discount it offered for movements in blocks of 100 or more cars at $6.00 per tonne, CP
increased its discount to $7.00 per tonne.

Both carriers also changed the discounts that applied to their Shuttle services.?’ Building on its 100-car
discounts, CN moved to add a separate efficiency payment of $8,700 per train, which effectively raised its
Shuttle discount from $6.50 per tonne to $7.00. CP, however, substantially restructured its incentives to create
a scale of discounts based on the number of Shuttle trains a shipper committed itself to over time. Compared
with that offered by CN, the scope of CP’s discounts greatly enhanced the potential savings that could be
realized by shippers.?®

These actions served to make CP the more price-competitive Class 1 carrier in Western Canada. With 54.3%
of the total unloads at the four ports in Western Canada in the first quarter, it initially appeared that CP had
gained some competitive ground against CN.>® However, the second quarter saw CP’s share fall to 46.6%,
and to 50.8% on a year-to-date basis. To a large extent, this decline appears to simply reflect the effects of a
difficult winter on CP’s operations. Yet it undoubtedly also reflects how shippers disaffected by CP’s operating
problems were moved to employ CN as a secondary service provider.*

With the elimination of the CN discount for shipments in blocks of 25-49 railcars, the relative proportion of grain
moving under the railways’ incentive programs initially declined to 71.6% in the first quarter from 74.8% for the
2002-03 crop year as a whole, but then rebounded to 79.6% in the second quarter. Further, the enhanced
discounts offered by both railways appeared to have promoted increased shipments in blocks of 100 or more
cars. Such shipments increased from an estimated 19.2% for the 2002-03 crop year as a whole, to 23.3% in
the first quarter, and to 27.1% in the second quarter.

% CN increased some rates, but these were selectively applied, and largely pertained to origins in northern Saskatchewan and the
Peace River area.

% While differences between the incentive programs offered by CN and CP exist, both were structured around movements in blocks
of 25-49 railcars; 50-99 railcars; and 100 or more railcars. Since the beginning of the 2000-01 crop year, these movements could
earn per-tonne discounts of $1.00, $4.00, and $6.00 respectively. CP also offered a fourth grouping, based on movements in blocks
of 112 or more railcars.

" The Shuttle services offered by CN and CP are built on a shipper's commitment to move a defined number of unit trains (of 100
or more railcars) within a specified period of time.

% The discounts offered by CP could exceed $9.00 per tonne.

2 During the first two years of the GMP, CP’s share of the total unloads at the four ports in Western Canada averaged 47.3%. In
the 2002-03 crop year, that share jumped to 57.8% chiefly in reflection of the fact that the drought had had a harsher impact in CN’s
service area. With more equitable distribution of grain production in the 2003-04 crop year, it is assumed that CP’s share should
have reverted to something approaching that seen initially under the GMP. The fact that CP secured a 54.3% share in the first
quarter strongly suggests that the carrier’s pricing actions served to enhance its market position.

%0 During this period, shippers that had the option of using either CN or CP, reported shifting grain volumes over to CN-served
elevators in order to mitigate the impact of CP service problems on their own operations.
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The volume of grain that moved under Figure 10: Railway Volume Moving Under Incentive
railway incentives in the first half climbed to
7.4 million tonnes — a gain of 63.0% over
the 4.5 million tonnes moved during the
same period a year earlier. What is more,
the value of the discounts earned by
shippers is estimated to have reached
$33.3 million — an increase of 82.3% over
the $18.3 million earned in the first six
months of the 2002-03 crop year.
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3.4 Terminal Elevator and Port Performance

3.41 Terminal Elevators

As with other volume-related indicators, port throughput (measured as shipments from terminal elevators and
bulk loading facilities) showed a marked increase in the first half of the 2003-04 crop year. Aggregate volume
increased by 61.8% to 9.6 million tonnes from 6.0 million tonnes a year earlier.

On the west coast, Vancouver posted a six-month volume of 4.8 million tonnes — more than four times that of
the same period a year earlier. Although a larger grain supply was an important factor, the magnitude of the
gain was enhanced by settlement of the labour dispute that had closed most of the port’s terminal elevators for
four months a year earlier. Prince Rupert’s volume fell by 49.6% to 0.9 million tonnes for precisely the same
reason.

The port of Churchill saw its volume for the first half climb by 94.4% to 0.5 million tonnes — the best
performance recorded at the port for this period since the 2000-01 crop year. At Thunder Bay, grain throughput
increased by 21.8% to 3.4 million tonnes. To a large extent, Thunder Bay’s more moderate gain in volume
simply reflected the fact that it posted a comparatively stronger throughput in the 2002-03 crop year owing to
the demand for domestic milling wheat and export durum. During the course of the GMP, the volumes moving
through the Thunder Bay gateway have generally proven to be the most consistent.

Terminal elevator inventories for the first half increased by 10.2% from that of a year ago — to an average of 1.1
million tonnes — but remained largely comparable to levels observed in the first two years of the GMP. It must
be remembered, however, that a 91,000-tonne reduction in licensed storage capacity implies that there has
been a real rise in the use of available terminal space (measured in terms of average terminal inventories per
unit of storage capacity), which climbed to a ratio of 0.43 in the first half from an average of 0.37 for the
preceding crop year as a whole.

At the same time, the average amount of time spent by grain in inventory in the first half fell by 2.0% — to 20.0
days versus 20.4 a year earlier.® This, however, masks the improvement made since the quarterly average
reached a record 27.7 days in the third quarter of the 2002-03 crop year. Again, much of this improvement was
derived from a general upsurge in commercial activity.

*" Direct comparisons of the overall average number of days-in-store at terminal elevators are also influenced by the effects of the

labour disruption at Vancouver during the first half of the 2002-03 crop year. Caution is advised in drawing conclusions from any
direct year-over-year comparison using these values.
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3.42 Port Performance

A total of 386 vessels called at Western Canadian ports during the first six months of the 2003-04 crop year.
This marks a significantly higher rate of arrival than observed during the same period a year earlier when 282
vessels arrived. This too reflects the sharp increase in grain volumes previously discussed. Yet the amount of
time spent by these vessels in port remained comparable to the previous crop year. The year-to-date average
of 4.4 days was only 4.8% higher than the 4.2-day average of a year earlier. The greater proportion of ships
loading in Vancouver during the reporting period, rather than in Prince Rupert as was the case a year before,
was chiefly responsible for this rise.

3.5 The Supply Chain

As outlined in earlier editions of the Monitor’s quarterly and annual reports, the supply chain model provides a
framework for examining the workings of the GHTS as a whole. The Monitor's annual report for the 2002-03
crop year concluded that the amount of time taken by grain as it moved through the supply chain had increased
to an average of 79.7 days — a significant deterioration from the 67.4 days realized in the 2001-02 crop year.
Even so, the year-to-date average of 68.4 days for the first six months of the 2003-04 crop year suggests a
significant improvement. What is more, it also marks a 1.3-day betterment over the first quarter's 69.7-day
average.

Figure 11: The GHTS Supply Chain

SUPPLY
YTD CHAIN
SUPPLY CHAIN ELEMENT TABLE  1999-00 2000-01 2001-02 2002-03 2003-04 EFFECT
SPEED RELATED
2  Country Elevator — Average Days-in-Store 3B4 4.7 38.3 38.0 47.9 39.1
3 Average Railway Loaded Transit Time (days) 3C-4 9.2 8.8 8.8 10.1 9.3
5 Terminal Elevator — Average Days-in-Store 3D-4 18.6 17.5 20.6 21.7 20.0
Average Total Days in GHTS 69.4 64.6 67.4 79.7 68.4
SERVICE / ASSET RELATED
1 Average Country Elevator Capacity Turnover 3B-2 4.8 5.0 4.5 3.7 2.7
Ratio
4 Average Terminal Elevator  Capacity 3D-2 9.1 8.9 6.6 5.0 n/a -
Turnover Ratio
3 Average Railway Car Cycle (days) 3C-4 19.9 16.4 171 20.4 17.3
6 Average Vessel Time in Port (days) 3D-7 4.3 5.9 4.9 4.3 4.4 A
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This 11.3-day (or 14.2%) reduction in the pace at which grain moved through the GHTS stemmed mainly from
a substantial decline in the amount of time grain spent in inventory. To be sure, over three-quarters of the
reduction came from an 8.8-day (or 18.4%) decline in the primary elevator system’s average number of days-
in-store — which fell to an average of 39.1 days for the first half from the 2002-03 crop year’s 47.9-day average.

This was furthered by a 1.7-day (or 7.8%) reduction in the amount of time grain spent in inventory at terminal
elevators — which fell to an average of 20.0 days from the preceding crop year's 21.7-day average. An
additional 0.8 days was derived from a reduction in the railways’ average loaded transit time — which fell by
7.9% from the preceding crop year’s 10.1-day average to 9.3 days.

With these results, a few general observations concerning the supply chain’s performance during the first six
months of the 2003-04 crop year are warranted:

e Firstly, an increase in the volume of grain handled by the GHTS has brought about noticeable
improvements in the effectiveness of the supply chain. With increased activity, country elevator
inventories turned over faster, and grain spent 18.4% less time in storage. This in turn brought about
adjustments in railway service to meet prevailing demand, and reduced the average loaded transit time
by 7.9%. The greater volume that also passed through the terminal elevator system also helped reduce
the amount of time grain spent in inventory by 7.8%.

e Secondly, despite an increase in the volume already handled, the 2003-04 crop year’s potential grain
movement — as represented by a grain supply of 53.1 million tonnes — still falls short of the 62.6 million
tonnes set in the first year of the GMP. In representing 84.9% of that first year's grain supply, the
pressures brought to bear on the GHTS cannot be fully indicative of those that would be occasioned by a
return to higher operating levels. As such, the performance of the GHTS in the 2003-04 crop year must
be viewed as a partial test of the system’s capabilities.

o Thirdly, the overall effectiveness of the GHTS remains largely unchanged. That is to say, grain still
moves through the system in much the same way, and in much the same timeframe, as it did four years
previously. This is reflected in average country and terminal elevator storage times, as well as the
railways’ average loaded transit time, that are within but a few percentage points of their previous bests
under the GMP.*

e Finally, the GHTS’s continuing evolution into a network of comparatively fewer elevator facilities, with
higher storage capacities, and the ability to load railcars in greater numbers than ever before, has
allowed the grain companies and the railways to reduce their overall costs. To be sure, the savings
derived from these improvements in financial efficiency are being shared — at least in part — with
producers through such competitive mechanisms as trucking premiums. These benefits have in turn
ultimately allowed producers to offset — but not fully neutralize — escalations in the direct cost of country
elevator handling, rail transportation, and terminal elevator handling.

2 An exception must be noted for the average number of days-in-store for grain at terminal elevators. The first half's year-to-date
average of 20.0 days is 14.3% higher than the 17.5-day record established in the 2000-01 crop year.
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4.0 Producer Impact

4.1 Revisions to the Calculation of Producer Netback — CWB Grains

One of the key objectives of the GMP rests in determining the producer impacts that stem from changes in the
GHTS. The principal measure in this regard is the producer netback — an estimation of the financial return to
producers after deduction of the “export basis.”

As outlined in the Monitor’s annual report for the 2002-03 crop year, the CWB changed the manner by which it
treated certain expense items to conform with the recommendations advanced by the federal Auditor General.
These were designed to make the CWB’s operating statements more transparent, relevant, and
understandable.*®

As a result, the Monitor was required to adapt its analysis to reflect the changes made by the CWB. Among the
more significant changes was the presentation of ocean freight as a direct cost, rather than netting it out
against ocean freight revenues in determining corporate revenues. In making this change, the Monitor was
compelled to base its analysis on the total revenues reported for wheat and durum in the CWB’s pool accounts
rather than on in-store Vancouver and St. Lawrence prices. Accordingly, a weighted average price for both
wheat and durum replaced the CWB Final Prices for 1CWRS wheat and 1CWA durum that had previously
been used in calculating the producer’s netback.** This meant that the generalized results obtained in the
calculations pertaining to CWB grains could no longer be directly compared with those calculated for non-CWB
commaodities.

In order to allow for the grade-specific analysis that had originally been started under the GMP, the CWB
agreed to provide the Monitor with a sufficiently detailed reporting of the wheat and durum pool accounts so as
to re-establish an in-store price comparison of 1CWRS wheat and 1CWA durum at their Vancouver and St.
Lawrence positions. As a result, the Monitor has been able to re-determine the values presented in its annual
report for the 2002-03 crop year to be consistent with the methodology used previously under the GMP. The
data used in the re-determination is both comparable on a year-over-year basis, and with the non-CWB
commodities used in the analysis of producer netback.

These revisions are presented in section 4.2 as supplemental information for the benefit of all GHTS
stakeholders. Although certain elements in the calculation of both the export basis and the producer’s netback
have necessarily been changed, it has not materially altered the conclusions drawn by the Monitor in its annual
report: that significant improvement in the market price of 1CWRS wheat and 1CWA durum have offset
increases in the export basis for both products, and resulted in improved per-tonne returns for producers.

®  These recommendations were made by the Auditor General in “Canadian Wheat Board — Special Audit Report,” and were
presented to the CWB'’s Board of Directors on 27 February 2002.

 Itis important to note that the use of a weighted average price makes it impossible to focus on a particular grade of wheat and
durum in determining the producer’s netback.

Summary Report of the Monitor — Canadian Grain Handling and Transportation System 19
Second Quarter, 2003-2004 Crop Year



Indicator Series 5 — Producer Impact (Restated)

BASE CURRRENT REPORTING PERIOD (1)
| Table Indicator Description Notes 1999-00 2001-02 2002-03 % VAR
Export Basis [Subseries 5A]
Manitoba East
5A-1A 1 CWRS Wheat ($ per tonne) (2) 54.20 47.40 54.26 14.5% A
5A-1B 1 CWA Durum ($ per tonne) (2) 60.29 56.57 66.34 17.3% A
5A-1C 1 Canada Canola ($ per tonne) (2) 61.58 52.37 58.40 11.5% A
5A-1D Canadian Large Yellow Peas — No. 2 or Better ($ per tonne) (2) 54.93 71.61 82.71 15.5% A
Manitoba West
5A-2A 1 CWRS Wheat ($ per tonne) 2) 57.80 54.32 59.68 9.9% A
5A-2B 1 CWA Durum ($ per tonne) (2) 65.37 60.99 69.53 14.0% A
5A-2C 1 Canada Canola ($ per tonne) (2) 58.67 52.42 58.66 11.9% A
5A-2D Canadian Large Yellow Peas — No. 2 or Better ($ per tonne) (2) 54.93 71.61 82.71 15.5% A
Saskatchewan Northeast
5A-3A 1 CWRS Wheat ($ per tonne) (2) 58.10 51.98 57.49 10.6% A
5A-3B 1 CWA Durum ($ per tonne) (2) 68.31 66.05 75.29 14.0% A
5A-3C 1 Canada Canola ($ per tonne) (2) 54.38 47.60 52.99 11.3% A
5A-3D Canadian Large Yellow Peas — No. 2 or Better ($ per tonne) (2) 54.93 70.96 83.33 17.4% A
Saskatchewan Northwest
5A-4A 1 CWRS Wheat ($ per tonne) (2) 56.42 51.23 56.76 10.8% A
5A-4B 1 CWA Durum ($ per tonne) (2) 70.53 66.26 75.15 13.4% A
5A-4C 1 Canada Canola ($ per tonne) (2) 50.88 39.88 49.72 24.7% A
5A-4D Canadian Large Yellow Peas — No. 2 or Better ($ per tonne) (2) 54.84 71.43 $82.87 16.0% A
Saskatchewan Southeast
5A-5A 1 CWRS Wheat ($ per tonne) (2) 59.40 56.21 61.17 8.8% A
5A-5B 1 CWA Durum ($ per tonne) (2) 65.22 61.92 71.14 14.9% A
5A-5C 1 Canada Canola ($ per tonne) (2) 57.47 46.97 52.82 12.4% A
5A-5D Canadian Large Yellow Peas — No. 2 or Better ($ per tonne) (2) 54.72 71.60 $83.31 16.4% A
Saskatchewan Southwest
5A-6A 1 CWRS Wheat ($ per tonne) (2) 57.22 51.49 57.02 10.7% A
5A-6B 1 CWA Durum ($ per tonne) (2) 68.12 64.10 74.52 16.3% A
5A-6C 1 Canada Canola ($ per tonne) (2) 55.75 43.71 50.67 15.9% A
5A-6D Canadian Large Yellow Peas — No. 2 or Better ($ per tonne) (2) 54.66 70.67 83.17 17.7% A
Alberta North
5A-7A 1 CWRS Wheat ($ per tonne) (2) 53.20 48.59 51.83 6.7% A
5A-7B 1 CWA Durum ($ per tonne) (2) 71.67 67.61 76.50 13.1% A
5A-7C 1 Canada Canola ($ per tonne) (2) 50.39 40.76 40.88 0.3% A
5A-7D Canadian Large Yellow Peas — No. 2 or Better ($ per tonne) (2) 54.29 70.04 82.71 18.1% A
Alberta South
5A-8A 1 CWRS Wheat ($ per tonne) (2) 48.81 44.23 47.26 6.9% A
5A-8B 1 CWA Durum ($ per tonne) (2) 66.06 59.75 70.12 17.4% A
5A-8C 1 Canada Canola ($ per tonne) (2) 48.07 35.53 41.12 15.7% A
5A-8D Canadian Large Yellow Peas — No. 2 or Better ($ per tonne) (2) 54.93 69.60 82.71 18.8% A
Peace River
5A-9A 1 CWRS Wheat ($ per tonne) (2) 53.57 49.75 56.31 13.2% A
5A-9B 1 CWA Durum ($ per tonne) (2) 71.00 69.27 77.02 11.2% A
5A-9C 1 Canada Canola ($ per tonne) (2) 52.14 41.08 42.87 4.4% A
5A-9D Canadian Large Yellow Peas — No. 2 or Better ($ per tonne) (2) 54.93 71.61 82.63 15.4% A
Western Canada
5A-10A 1 CWRS Wheat ($ per tonne) (2) 54.58 50.39 56.65 12.4% A
5A-10B 1 CWA Durum ($ per tonne) (2) 67.63 63.05 73.05 15.9% A
5A-10C 1 Canada Canola ($ per tonne) (2) 52.51 42.01 48.97 16.6% A
5A-10D Canadian Large Yellow Peas — No. 2 or Better ($ per tonne) (2) 54.76 70.97 83.19 17.2% A
Producer Loading [Subseries 5B] il b
5B-1 Producer Loading Sites (number) — Class 1 Carriers 415 386 381 -1.3% v
5B-1 Producer Loading Sites (number) — Class 2 and 3 Carriers 120 127 137 7.9% A _______
5B-1 Producer Loading Sites (number) — All Carriers 535 513 518 1.0% A |
5B-2 Producer Car Shipments (number) — Covered Hopper Cars 3,441 6,583 3,209 -51.3% \
(1) — In order to provide for more direct comparisons, the values for the 1999-2000 through 2002-03 crop years are “as at” or cumulative to 31 July unless otherwise
indicated.
(2) — The export basis includes the following elements where applicable: freight (adjusted by the FAF and CFAR); trucking; elevation; dockage; weighing and inspection;
CWB costs; trucking premiums; and CWB transportation savings.
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Considerations in the Calculation of the Export Basis and Producer Netback (Restated)

ELEMENT CWB GRAINS NON-CWB COMMODITIES

Grain Price The price for 1 Canada Western Red Spring Wheat and 1 Canada | The price for 1 Canada Canola is the weighted average
Western Amber Durum are the Final Realized Prices in-store at | Vancouver cash price.'" The weights used reflect monthly exports
Vancouver or St. Lawrence as reported by the CWB in the | as recorded by the Canadian Grain Commission (CGC).2
Statistical Tables accompanying its Annual Report.

The price for Canadian Large Yellow Peas is based on the

Since Final Realized Prices are expressed net of CWB operating | average weekly dealer closing price, track Vancouver, reported by
costs, and the Export Basis includes a separate provision for | Stat Publishing for the months of October and November.®
these costs, CWB Costs (net) are added back to produce Adjusted
CWB Final Prices.

Weighted For every station in a given geographic area, the producer pays

Applicable the lesser of either the single-car railway freight rate to

Freight Vancouver®, or that of the corresponding rate to Thunder Bay plus

the Freight Adjustment Factor (FAF).° The applicable freight rate
depicted is a weighted average for the area as a whole based on
the proportion of deliveries made to each of the stations included
in the area.

Churchill Freight
Advantage
Rebate

The Churchill Freight Advantage Rebate was introduced in the
2000-01 crop year as a mechanism to return the market
sustainable freight advantage to farmers in the Churchill
catchment area.

Trucking Costs

The trucking costs are based on the commercial short-haul
trucking rates for an average haul of 40 miles as presented in
Table 3A-1.

The Monitor is aware that producers’ trucking costs vary widely as
a result of the type of equipment used, the use of owner-supplied
versus carrier-supplied services, and the length of haul involved.
Detailed information relating to the structure of these costs is not
currently available, and has necessitated use of an assumed
value.®

The trucking costs are based on the commercial short-haul
trucking rates for an average haul of 40 miles as presented in
Table 3A-1.

The Monitor is aware that producers’ trucking costs vary widely as
a result of the type of equipment used, the use of owner-supplied
versus carrier-supplied services, and the length of haul involved.
Detailed information relating to the structure of these costs is not
currently available, and has necessitated use of an assumed
value.

Primary
Elevation Costs

Primary elevator licensees are required to post primary elevation
tariffs with the CGC at the beginning of each crop year, and at any
time the rates for elevation, dockage (cleaning), storage, and
related services change. The costs depicted for primary elevation
are based on the applicable provincial average presented in Table
3B-6 as at August 1 of each crop year.

Dockage Costs

Primary elevator licensees are required to post primary elevation
tariffs with the CGC at the beginning of each crop year, and at any
time the rates for elevation, dockage (cleaning), storage, and
related services change. The costs depicted for dockage are
based on the applicable provincial average presented in Table 3B-
6 as at August 1 of each crop year.

CGC Weighing
and Inspection
Costs

The costs of CGC weighing and inspection are assessed in
various ways by the individual grain companies. Some include a
provision for this in their primary elevation tariffs. Others deduct
this amount directly from their cash tickets.

The per-tonne average deduction from cash tickets used here has
been adjusted in order to avoid an overlap with the tonnage
already covered under the primary elevation tariffs, and a possible
distortion of the export basis.

CWB Costs CWB Costs (gross) represent the per-tonne operating costs of
each pool account at an in-store export port position, plus the
apportioned value of its overall transportation savings.”
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ELEMENT

CWB GRAINS

NON-CWB COMMODITIES

Price Differential

For 1 Canada Canola, a price differential — or spread — is
calculated between the weighted Vancouver cash price and the
weighted average spot price in each of the nine regions.

For yellow peas, a price differential is calculated using the average
weekly dealer closing price, track Vancouver, and the average
weekly grower bid closing price for the months of October and
November.

These differentials effectively represent the incorporated per-tonne
cost of freight, elevation, storage and any other ancillary elements.
As such, it encompasses a large portion of the Export Basis.

Canola Growers
and Pulse
Associations

All elevator deliveries of canola are subject to a $0.50 per tonne
“check-off” for provincial canola association dues. Similarly, a levy
of 0.5% is deducted for provincial Pulse Growers Associations on
the delivery of yellow peas.®

Trucking
Premiums

Grain companies report on the trucking premiums they pay to
producers at each of the facilities identified in the sampling
methodology.® The amounts depicted reflects the average per-
tonne value of all premiums paid for the designated grade of
wheat or durum within the reporting area.

Grain companies use their basis (the spread between their cash
and the nearby futures price) as the mechanism to attract
producer deliveries. Narrowing their basis, resulting in higher
return to producers, is the signal that a company needs a
commodity. Conversely a wide basis signals a lack of demand for
the product. Some companies, however, offer premiums over and
above their basis in order to attract delivery of some non-Board
commodities. These premiums, illustrated as “trucking premiums”,
are therefore factored into the GMP export basis, and are
presented as a producer benefit. When weighted based on the
applicable tonnage, and factored in at a regional level, they are
relatively small sums due to the limited number of companies
using this mechanism.

CWB
Transportation
Savings

The CWB Transportation Savings is an apportioned per-tonne
amount representing the total financial returns to the pool
accounts as a result of grain-company tendering, freight and
terminal rebates, and any penalties for non-performance.

Other
Deductions

Other deductions, such as drying charges, GST on services, etc.,
may also be applied to, and appear as an itemized entry on the
cash ticket of, any grain delivery. No attempt is made to capture
these deductions within the framework employed here..

Other deductions, such as drying charges, GST on services, etc.,
may also be applied to, and appear as an itemized entry on the
cash ticket of, any grain delivery. No attempt is made to capture
these deductions within the framework employed here.

1) — The Winnipeg Commodity Exchange (WCE) collects Vancouver cash prices and spot prices at selected country elevator locations weekly.

2) — Forward contracting and deferred delivery provisions make it impossible to accurately weight the canola price data. Testing was done with weekly
producer delivery data and with weekly and monthly export data. In consultation with the WCE, weighting based on monthly exports was deemed the
most appropriate.

3) — Data provided by Stat Publishing. Using a “snapshot” period of two months during the fall, when pricing of the new crop is relatively heavy, was deemed
to be an appropriate representation of producer prices, thereby avoiding the need to incorporate a weighting factor.

4) — The single-car railway freight rates employed reflect those found in posted tariffs at the end of each crop year (July 31).

5) — Freight Adjustment Factors (FAF) were introduced in the 1995-96 crop year to account for a change in the eastern pooling basis point, from Thunder Bay
to the Lower St. Lawrence, and for the location advantage of accorded shipments from delivery points near Churchill and markets in the United States.
FAFs are established prior to the beginning of each crop year to reflect changes in sales opportunities, cropping patterns and Seaway freight rates.

6) — An examination into the actual trucking costs of producers was recommended in the Quorum Corporation study “Report on the Identification of Producer
Impacts Over and Above those Identified in the Producer Netback Methodology,” May 2002, which can be downloaded from the Monitor's website
(www.quorumcorp.net). The issue of trucking costs is discussed further in Section 5.5.

7) — The costs published in the CWB’s Annual Report are net of any transportation savings.

8) — Levies for Manitoba and Alberta producers are refundable. The Saskatchewan levy stood at 0.75% on 1 August 2002, and rose to 1.00% on 1 August
2003.

9) — Various terms are used by grain companies to describe the premiums they offer to producers in an effort to attract deliveries to their facilities — i.e.,
trucking premiums, marketing premiums, and location premiums. The most common term, however, remains “trucking premium,” and it is utilized
generically in the calculation of the Export Basis.
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4.2 Producer Netback for CWB Grains — 1999-2000 Through 2002-03 Crop Years (Restated)

4.21 Grain Prices

The Final Realized Price of 1CWRS wheat rose from $192.43 per tonne in the 1999-2000 crop year, to $202.58
in the 2000-01 crop year. Shrinking global wheat stocks, and the prospect of tighter supplies were the chief
forces underlying this first rebound in price since the 1995-96 crop year. Drought conditions in both Canada as
well as other producing countries helped to push prices even higher — to $217.02 per tonne in the 2001-02 crop
year, and then $250.20 in the 2002-03 crop year. This latter price was the highest witnessed in five years, and
the second highest on record.

Similarly, durum prices also improved following several years of decline. The Final Realized Price for 1CWA
durum initially rose from $206.79 per tonne in the 1999-2000 crop year, to $234.17 in the 2000-01 crop year.
Limited supplies of high-grade milling durum as a result of reduced North American production helped push the
price to $257.12 per tonne a year later. And in the 2002-03 crop year, it reached $266.88 per tonne.

4.22 The Export Basis — 1CWRS Wheat

The export basis for 1CWRS wheat declined steadily throughout the first three crop years of the GMP. From a
value of $54.58 per tonne in the 1999-2000 crop year, the export basis fell to $52.29, and then $50.39 in the
succeeding two crop years. From this low, it then climbed 12.4% to $56.65 per tonne in the 2002-03 crop year.
This constituted a net increase of $2.07 per tonne (or 3.8%) over the entire four-year period of the GMP.

The export basis has two structural Figure 12: Wheat Export Basis — Direct Costs
components. The first relates to the direct

costs incurred by producers in delivering CLEANNG  coc rems
grain to market. These include freight, 62% 0.6%
trucking, elevation, dockage, CGC sl cws costs

weighing and inspection, as well as the

applicable operating costs of the CWB.

The second component encompasses all of

the financial benefits accruing to producers TRUCKING
through the receipt of any offset to these '
expenses; typically trucking premiums and

CWB transportation savings.*

FAF & CFAR
13.7%

RAIL FREIGHT
40.2%
In the past four crop years, the direct cost

component of the export basis climbed

from an average of $56.90 per tonne to

$63.31 — a net increase of 11.3%. The largest single element in these direct costs is the applicable freight,
which incorporates not only the per-car charges for a railway shipment, but the applicable CWB Freight
Adjustment Factor (FAF). In the 1999-2000 crop year, the average weighted applicable freight for 1CWRS
wheat in Western Canada amounted to $31.87 per tonne, and represented 56.0% of direct costs. Although the
per-tonne average climbed to $34.73 by the end of the 2002-03 crop year, its proportion of direct costs declined
slightly — to 54.9%.

Among the other elements in the direct costs attributable to 1CWRS wheat were:

e Trucking Costs: The commercial costs tied to a 40-mile haul are deemed to have fallen from $6.10 per
tonne to $5.94 for the 2002-03 crop year. This decline was a result of a rollback in the fuel surcharges
that had been applied throughout much of the 2000-01 and 2001-02 crop years. And although this
means that the cost of trucking returned to the value recorded in the first year of the GMP, its share of
total direct costs has fallen from 10.4% to 9.4%.

® These savings, comprised of the accepted bids from the tendering process, freight and terminal rebates, and financial penalties
for non-performance, are paid to producers through the CWB’s pool accounts.
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e Primary Elevation Costs: These costs averaged $9.75 per tonne in the 1999-2000 crop year, and
comprised 17.1% of the total direct costs for 1CWRS wheat. Increased tariff rates raised the average
cost of elevation by 15.0% to $11.22 per tonne in the 2002-03 crop year, and pushed its share of total
direct costs up marginally to 17.7%. It should be noted that the posted tariffs reflect the maximum rates
that grain companies may charge producers for services at their facilities. Although grain companies can
charge less, cash-ticket data suggests that this is seldom the case.

e Dockage Costs: The cost of terminal cleaning averaged $3.56 per tonne in the 1999-2000 crop year,
and comprised 6.3% of total direct costs. Although these costs increased by 10.4% to an average of
$3.93 per tonne for the 2002-03 crop year, their contribution to total direct costs remained essentially
unchanged at 6.2%. As with primary elevation tariffs, the rates posted therein represent the maximum
that grain companies may charge. Cash-ticket data indicates that this is typically the norm.

e CGC Weighing and Inspection Fees: These costs remained unchanged at an average of $0.38 per
tonne throughout the course of the past four crop years. On a proportional basis, they constitute a mere
0.6% of total direct costs.*®

e Gross CWB Costs: These costs effectively reflect the per-tonne operating costs of the CWB, and are
ultimately paid by producers through the CWB’s pool accounts. Gross CWB costs averaged $5.40 per
tonne in the 1999-2000 crop year, and comprised 9.5% of the total direct costs for 1ICWRS wheat. By
the 2002-03 crop year, however, they had increased to an average of $7.72 per tonne, and accounted
for 12.2% of the total direct costs.

As already mentioned, the direct costs discussed above are offset by the financial benefits that accrue to
producers through the receipt of any trucking premiums and CWB transportation savings.*’” The trucking
premiums paid by grain companies for 1CWRS wheat deliveries in the GMP’s nine sampling areas rose by
70.7% between the 1999-2000 and 2002-03 crop years — from an average of $2.32 per tonne to $3.96. On a
proportional basis, these premiums offset an increasingly larger amount of the producer’s direct costs: 4.1% in
the 1999-2000 crop year; 5.4% in the 2000-01 crop year; and 6.3% in both the 2001-02 and 2002-03 crop
years.

The grain companies’ use of such Figure 13: Wheat Export Basis — Producer Benefits (dollars per tonne)
premiums to attract grain into their facilities
is neither new, nor a result of recent
reforms to the GHTS. To be sure, their use
is a long established practice. Even so, the
available evidence suggests that the
competitive environment has been pushing
these premiums ever higher.

The transportation savings identified by the
CWB stem directly from the implementation
of its tendering program in the 2000-01
crop year. In that crop year, these savings s0i00 | 0001 | o102 | 02103
totalled $0.61 per tonne, and offset the ALBERTA
direct costs tied to 1CWRS wheat by just B Trucking Premiums @ CWB Transportation Savings
1.1%. By the 2001-02 crop year, however,

these savings had increased four-fold — to $2.47 per tonne — and countered 4.4% of total direct costs. Data for

Dollars
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*® The CGC weighing and inspection costs reported here have been adjusted in order to avoid overlap with the portion of such

charges assessed by the grain companies through their primary elevation tariffs, and a possible distortion of the export basis.

% There are a number of other methods that grain companies use to compete to get grain to their elevator driveways - what they
refer to as their toolbox. In addition to trucking premiums, grade promotions, discounts on farm supplies, favourable credit terms, or
even the absorption of trucking cost, are also employed. These benefits, which flow to producers, are not consistently tracked
through grain company accounting processes. The producer benefits component of the export basis does not attempt to quantify
these benefits. By the grain companies’ own admission, an accurate tracking of these benefits on a system-wide basis would not be
feasible. Data pertaining to these methods of attracting grain would contain a significant degree of subjectivity and is, therefore, not
included in these calculations.
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the 2002-03 crop year shows a further gain in these savings — which climbed by 9.3% to $2.70 per tonne. In
the face of rising input costs, however, its offset value fell to a marginally lower 4.3%.

Nevertheless, when combined with the trucking premiums discussed previously, the overall value of these
producer benefits has steadily risen — from $2.32 per tonne (with an offset value of 4.1%) in the 1999-2000

crop year; to $3.62 (or 6.5%) in the 2000-01 crop year; $6.09 (or 10.8%) in the 2001-02 crop year; and $6.66
(or 10.5%) in the 2002-03 crop year.

Contributory Changes to Producer Netback — 1 CWRS Wheat (dollars per tonne)

2002-03 / 1999-2000

| 1999-2000 2000-01 2001-02 2002-03 VARIANCE % VAR |
Price $197.83 $207.72 $218.16 $255.22 $57.39 29.0% | A
Direct Costs 56.90 55.91 56.48 63.31 6.41 1.3% | A
Less: Trucking Premiums -2.32 -3.01 -3.62 -3.96 -1.64 70.7% | A

CWB Savings 0.00 -0.61 -2.47 -2.70 -2.70 NA | A

Export Basis 54.58 52.29 50.39 56.65 2.07 38% | A
Producer Netback $143.25 $155.43 $167.77 $198.57 $55.32 386% | A

4.23 Producer Netback — 1CWRS Wheat

The visible netback accruing to producers  Figure 14: Relative Change in Producer Netback — 1CWRS Wheat
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Although this analysis indicates that

producers are clearly enjoying better per-

tonne returns, this does not mean that

gross farm receipts from the sale of wheat have been on the rise. In fact, a 50.1% decline in shipments of
wheat from Western Canadian elevators over the course of the past four crop years — from 16.5 million tonnes
in the 1999-2000 crop year to 8.3 million tonnes in the 2002-03 crop year — suggests that the benefit has been
largely minimized.

4.24 The Export Basis — 1CWA Durum

The 2002-03 crop year saw the export basis for 1TCWA durum rise by 15.9% to $73.05 per tonne. And while
this is 8.0% more than the $67.63 per tonne recorded in the 1999-2000 crop year, the inter-year variances
have proven to be considerably more erratic than that observed for 1CWRS wheat. This was largely reflective,
however, of certain key changes in its underlying direct costs.
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The direct costs associated with 1CWA
durum have climbed by 12.3% over the
past four crop years — from an average of
$70.77 per tonne in the 1999-2000 crop

Figure 15: Durum Export Basis — Direct Costs

CWB COSTS
35.0%

year, to $79.48 in the 2002-03 crop year.

As was the case with 1CWRS wheat, CoT IeEs
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Much of this decline is attributable to an increase in gross CWB costs, which rose from $21.32 per tonne in the
1999-2000 crop year, to $27.83 in the 2002-03 crop year. Notwithstanding year-to-year fluctuations, this cost
element assumed a larger share of the total direct costs tied to 1CWA durum, which increased from 30.1% to
35.0% over the same interval.

Among the other elements in the direct costs attributable to 1CWA durum were:

e Trucking Costs: The commercial costs tied to a 40-mile haul fell from $6.10 per tonne to $5.94 in the
2002-03 crop year. These are the same values cited earlier with respect to wheat, and denote a similar
return to the commercial trucking costs first recorded in the 1999-2000 crop year. On a proportion basis,
however, they now account for a lesser share of total direct costs — 7.5% in the 2002-03 crop year
versus 8.4% four years earlier.

e Primary Elevation Costs: These costs averaged $9.44 per tonne in the 1999-2000 crop year, and
comprised 13.3% of total direct costs. Increases in the tariff rates pushed the cost of elevation up by
16.1% to an average of $10.96 per tonne in the 2002-03 crop year. This, however, only marginally
raised its share of total direct costs to 13.8%.

e Dockage Costs: The cost of terminal cleaning averaged $3.62 per tonne in the 1999-2000 crop year,
and comprised 5.1% of total direct costs. Although these costs have increased by 11.3% to an average
of $4.03 per tonne in the 2002-03 crop year, their share of total direct costs has effectively remained
unchanged.

e CGC Weighing and Inspection Fees: These costs remained unchanged at an average of $0.38 per
tonne throughout the course of the past four crop years. On a proportional basis, they constitute only
0.5% of total direct costs.

The trucking premiums paid by grain companies for 1CWA durum deliveries rose by 31.5% between the 1999-
2000 and 2001-02 crop years — from an average of $3.14 per tonne to $4.13. In the 2002-03 crop year,
however, these premiums actually fell by 9.7% to an average of $3.73 per tonne. As an offset, they have
typically provided a reduction of about 5.0% against total direct costs — 4.7% in the 2002-03 crop year itself. It
should be noted, that due in large part to the much lower volumes of durum handled in Manitoba, the premiums
paid out to producers there have been insignificant.

% For 1CWA durum, the FAF constitutes a very small portion of the overall applicable freight — 1.4% in the 1999-2000 crop year.
Moreover, the average FAF for 1CWA durum has been steadily decreasing. Although not large in absolute terms, the average FAF
dropped from $0.41 per tonne in the 1999-2000 crop year, to a credit of $0.16 in the 2002-03 crop year since many of the shipping
points located in southern Manitoba and southeastern Saskatchewan actually had negative values. When treated as a credit, the
FAF actually reduced the freight paid by producers.
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The CWB transportation savings reported
earlier are equally applicable in the
movement of 1TCWA durum. In the 2000-
01 crop year, this savings amounted to
$0.61 per tonne, and helped reduce total
direct costs by 0.8%. By the 2001-02 crop
year, however, this savings had increased
four-fold — to $2.47 per tonne — and
accounted for an offset to total direct costs
of 3.5%. Although the per-tonne savings
increased to $2.70 in the 2002-03 crop
year, the offset remained largely
unchanged at 3.4%.

When examined on a combined basis,
these producer benefits have steadily risen

Figure 16: Durum Export Basis — Producer Benefits
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from a total $3.14 per tonne in the 1999-2000 crop year, to $4.17 in the 2000-01 crop year, and to $6.60 in the
2001-02 crop year. However, given the previously noted reduction in the trucking premiums for the 2002-03
crop year, the total value of these benefits fell slightly to $6.43 per tonne. Nevertheless, their offset value to
total direct costs almost doubled during this period — climbing from 4.4% to 8.1%.

Contributory Changes to Producer Netback — 1 Canada Western Amber Durum (dollars per tonne)

2002-03 / 1999-2000

[ 1999-2000 2000-01 2001-02 2002-03 VARIANCE % VAR |
Price $228.11 $258.14 $274.47 $292.01 $63.90 28.0% | A
Direct Costs 70.77 72.88 69.65 79.48 8.71 12.3% | A
Less: Trucking Premiums -3.14 -3.56 -4.13 -3.73 -0.59 18.8% | A

CWB Savings 0.00 -0.61 -2.47 -2.70 -2.70 NA | A
Export Basis 67.63 68.71 63.05 73.05 5.42 80% | A
Producer Netback $160.48 $189.43 $211.42 $218.96 $58.48 36.4% | A

4.25 Producer Netback — 1CWA Durum

As in the case of wheat, the visible netback
to 1CWA durum producers has risen from
an average of $160.48 per tonne in the
1999-2000 crop year, to $218.96 in the
2002-03 crop year — a gain of $58.48 per
tonne (or 36.4%) over the course of the
past four crop years. And as with wheat,
the preponderance of the overall
improvement stemmed chiefly from a rise in
the price of 1CWA durum.

Of course, these gains do not imply a
corresponding increase in gross farm
receipts since Western Canadian
shipments of durum fell by 9.8% during this
period — from 3.7 million tonnes in the
1999-2000 crop year, to 3.3 million tonnes
in the 2002-03 crop year.

Figure 17: Relative Change in Producer Netback - Durum
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4.3 Producer Netback — Expectations for the 2003-04 Crop Year

As discussed in the Monitor's annual report for the 2002-03 crop year, and again briefly in the preceding
section, an improvement in the market prices of wheat, durum, canola, and yellow peas, along with changes in
their respective export basis, produced steadily greater per-tonne returns for grain producers over the course of
the past four crop years.

Moreover, the data revealed that the single largest force behind the improvement in the producer’s netback
was a positive change in the market price of these grains. And while producers realized significantly higher
per-tonne returns than in previous years, sharply diminished volumes also served to contain their overall
financial gains.

The GMP provides for the calculation of the producer’s netback at the end of any given crop year. This arises
chiefly because certain elements integral to that calculation are not available until after the close of the crop
year itself. Despite this, the gathering of general price, and input-cost, data provides some insight into the
broader financial impact that is likely to be experienced by the producer in the 2003-04 crop year.

4.31 Current Price Movements

Throughout much of the first half of the 2003-04 crop year, the CWB’s Pool Return Outlook (PRO) for 1CWRS
wheat (13.5% protein) floated in a range defined by a low of $195.00 per tonne, and a high of $206.00 per
tonne. As of January 2004, the PRO was holding to its modest gain, and stood at a level of $206.00 per tonne.
Although this marked a 17.7% decline from the final realized price of $250.20 per tonne for the 2002-03 crop
year, it still surpassed the farmer’s initial payment of $169.95 per tonne by 21.2%.

Much of this general price erosion Figure 18: Price Changes — 1CWRS Wheat (dollars per tonne)
stemmed from the combined forces of
higher global wheat production, continuing

export competition, and weaker global 230
demand. Although a moderation in the 220 1 W Poot Return Outiook
value of the Canadian dollar lent some 210
degree of price support, it has not been 200

o —
enough to counter these forces. 3 100

8 Farmer Payment

180

Similarly, the Vancouver cash price for 1

Canada Canola has also fallen by about 160

8.5% — from a monthly average of $414.36 150

per tonne for the 2002-03 crop Yyear, to 240UL  28AUG | 25SEP  230CT | 27NOV  18DEC | 22JAN
about $379.00 by the end of the first half.
As in the case of wheat, much of this price
movement stemmed from changes in
global market conditions, and reflected the  Figure 19: Price Changes — 1 Canada Canola (dollars per tonne)
fact that the volume of grain available for
sale around the world had increased.
420

Vancouver Cash Price

The scope of these price declines suggests 400 1
that the financial returns accruing to w50

Annualized Average (Vancouver Price)

Western Canadian producers — particularly —

as regards CWB grains — are likely to be wi—
reduced in the 2003-04 crop year. 340 1

Dollars

320 4

In addition, increases in the area of 3% for 200 | Average Bid - Par Region
both country and terminal elevator handling -
suggests that the export basis is also likely W Al s oot nov | pee | umn

to post a modest rise. This would have the
effect of further eroding the overall financial
returns for farmers.
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4.4 Producer-Car Loading

As related in the Monitor's annual report for the 2002-03 crop year, the aggregate number of producer-car
loading sites had fallen from 706 to 518 over the course of the initial four years of the GMP. This net decline
stemmed largely from a reduction of 263 sites local to both CN and CP. To be sure, shortline carriers assumed
operation of some 75 of these — pushing their count from 63 to 138. And while the number tied to these latter
carriers remained unchanged during the first six months of the 2003-04 crop year, the major railways closed
another 20 sites.* The overall number in place at the end of the second quarter thus fell by 3.9% to 498.

Nevertheless, the resurgence in grain volumes also brought about a renewed demand for producer-car loading.
In point of fact, producer-car shipments during the first half of the 2003-04 crop year increased by 300.2% over
that of the same period a year earlier. More importantly, producer-car loadings accounted for about 5.5% of
the overall grain volume moved in covered hoppers during the second quarter. On a year-to-date basis, this
proportion reached 3.6%. Both values are notably higher than the 2.4% it was estimated to have constituted in
the 2002-03 crop year, and underscores the build-up in demand.

As outlined previously, the fundamental issue surrounding the expansion of producer-car loading relates to the
producers’ ability to secure an adequate supply of railcars. Assuming that producers had been able to secure
the 6,626 for which they had placed orders during the first half, its proportion of the overall movement might
well have reached 6.1%.

¥ The closure of 20 producer-car loading sites by the Class | carriers represents a net reduction. The number of sites operated by
Class | carriers actually declined by 26 in the first quarter of the 2003-04 crop year — from 380 to 354. The addition of six other sites
during the second quarter, however, increased their number to 360.
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Appendix 1: Program Background

On 19 June 2001, the Government of Canada announced that Quorum Corporation had been selected to serve
as the Monitor of Canada’s Grain Handling and Transportation System (GHTS). Under its mandate, Quorum
Corporation provides the federal government with quarterly and annual reports aimed at measuring the
system’s performance, as well as assessing the effects arising from the government’s two principal reforms,
namely:

e The introduction, and gradual expansion of tendered grain movements by the Canadian
Wheat Board; and

e The replacement of the maximum rate scale for rail shipments with a cap on the annual
revenues that railways can earn from the movement of regulated grain.

In a larger sense, these reforms are expected to alter the commercial relations that have traditionally existed
between the primary participants in the GHTS: producers; the Canadian Wheat Board; grain companies;
railway companies; and port terminal operators. Using a series of indicators, the government’s Grain
Monitoring Program (GMP) aims to measure the performance of both the system as a whole, and its
constituent parts, as this evolution unfolds. With this in mind, the GMP is designed to reveal whether the
movement of grain from the farm gate to lake- and sea-going vessels (i.e., the supply chain) is being done
more efficiently and reliably than before.

To this end, the GMP provides for a number of specific performance indicators grouped under five broad series,
namely:

e Series 1 - Industry Overview
Measurements relating to annual grain production, traffic flows and changes in the GHTS
infrastructure (country and terminal elevators as well as railway lines).

e Series 2— Commercial Relations
Measurements focusing on the tendering activities of the Canadian Wheat Board as it
moves towards a more commercial orientation as well as changes in operating policies
and practices related to grain logistics

o Series 3 — System Efficiency
Measurements aimed at gauging the operational efficiency with which grain moves
through the logistics chain.

e Series 4 — Service Reliability
Measurements focusing on whether the GHTS provides for the timely delivery of grain to
port in response to prevailing market demands.

e Series 5 — Producer Impact
Measurements designed to capture the value to producers from changes in the GHTS,
and is focused largely on the calculation of “producer netback.”

Summary Report of the Monitor — Canadian Grain Handling and Transportation System 41
Second Quarter, 2003-2004 Crop Year



Summary Report of the Monitor — Canadian Grain Handling and Transportation System
Second Quarter, 2003-2004 Crop Year

42



Appendix 2: Acknowledgements
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Cargill Limited

CMI Terminal

ConAgra Grain, Canada

Gardiner Dam Terminal

Government of BC

Grain Growers of Canada

Great Sandhills Terminal

Great Western Rail

Inland Terminal Association of Canada

James Richardson International Ltd. (Pioneer Grain)
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