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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 three-month period
ended October 31, 2002. In addition to providing a current accounting of the indicators maintained under the
GMP, its also outlines the trends and issues manifest in the movement of Western Canadian grain during the
first quarter of the 2002-03 crop year.

As established towards the end of the 2001-02 crop year, the quarterly reports of the Monitor are now issued in
two volumes: the Summary Report (volume 1); and the Data Tables (volume 2). The former provides a general
overview of the most noteworthy findings, trends or industry activity, and contains a series of abridged data
tables that summarize the various indicators used in assessing GHTS performance. The companion volume,
Data Tables, is home to the more detailed indicator statistics that are the cornerstone of the GMP. Those
interested in this latter volume are directed to the Monitor's website (www.quorumcorp.net), from which a copy
may be directly downloaded.

This report constitutes the fifth in a series of quarterly and annual submissions prescribed by the GMP.
Intended as part of a larger time series, the indicators that follow largely compare current year GHTS
performance to that of the preceding 2001-02 crop year. Nevertheless, comparisons are also drawn to both the
1999-2000 and 2000-01 crop years whenever a broader contextual framework is deemed appropriate.

QUORUM CORPORATION

Edmonton, Alberta
March 2003
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Findings

The 2002-03 crop year is proving to be another difficult year for many of the stakeholders in Canada’s Grain
At the heart of this difficulty is the significant decline in the
volume of grain made available for movement as a result of worsening drought conditions in Western Canada.

Handling and Transportation System (GHTS).

1.0 Industry Overview

1.1 Grain Production and Supply

Activity in the GHTS has been heavily
influenced by the widespread drought that
has adversely impacted Western Canadian
grain production for the second growing
season in a row. Overall grain production
for the 2002-03 crop year fell by 29.3%
from the year before to 30.1 million tonnes.
Moreover, the severity of the drought is
reflected in the fact that this level of
production is about half — 55.1% — of the
54.6-million-tonne average produced for
the 1999-2000 and 2000-01 crop years.

Coupled with a decline of 30.6% in carry-
forward stocks, the overall volume of grain
made available for movement in the 2002-
03 crop year totalled 36.1 million tonnes —

some 15.2 million tonnes (or 29.6%) less than the year before.

Figure 1: Western Canadian Grain Supply
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This is mirrored in deteriorating country

elevator throughput, railway traffic volume, and terminal elevator handlings for the first three months of the
2002-03 crop year — each having fallen by a factor of about one-third from that recorded for the same period a

year earlier.
1.2 Country Elevator Infrastructure

Against this backdrop, the grain companies
have continued to rationalize their network
of country elevators. During the first three
months of the 2002-03 crop year, a further
48 elevators (or 9.6%) were culled from the
system. This leaves but 452 of the 1,004
elevators recorded as at August 1, 1999,
still licensed. Similarly, the number of grain
delivery points has dropped
proportionately. As at October 31, 2002,
the number of grain delivery points had
fallen to 314 — a 9.0% reduction from the
345 observed at the end of the 2001-02
crop year; and a 54.1% reduction from the
684 seen at the beginning of the GMP.
Much of this reduction has centred on the
elevators located in Saskatchewan — which
continues to account for slightly more than
half of all such facilities in Western Canada.

Figure 2: Change in Grain Delivery Points, Licensed Elevators, and

Licensed Elevator Storage Capacity
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At the same time, the associated storage capacity of the system decreased by 3.7% since the beginning of the
current crop year — to 5.9 million tonnes. Despite this comparatively modest reduction, the 2002-03 crop year
was the first to witness a fall in overall storage capacity to a level below 6.0 million tonnes. Since the beginning
of the GMP, a total of 1.1 million tonnes of net storage capacity (or 16.0%) has been removed from the system
as a whole. In contrast with the sharper decline noted with respect to the number of country elevators, much of
this reduction in associated storage has occurred over the course of the past 15 months.

The differential between the rate of decline in elevators, and associated storage capacity, reflects the GHTS’s
continuing evolution into a network of fewer facilities, having comparatively higher storage capacities, and the
ability to load railcars in larger block sizes. Whereas only 29.8% of the system’s elevators were able to load 25
or more railcars at a time at the beginning of the GMP, by the end of the first quarter of the 2002-03 crop year,
that proportion had effectively doubled — to 62.4%.

1.3 Railway Infrastructure

During the latter half of the 2001-02 crop  Figure 3: Western Canadian Railway Infrastructure (route-miles)

year, CN had reached tentative
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Wheatland Railway will maintain

responsibility for all line maintenance, as

well as securing all originating traffic — widely expected to comprise producer-loaded grain cars. At the same
time, CN will be the sole provider of rail and contractor services to the new shortline railway under a special
arrangement that calls for the use of CN personnel and equipment during off-peak periods.

Also slated for transfer at the beginning of the 2002-03 crop year, was a second group of branch lines
encompassing the Robinhood, Turtleford, and a portion of the Blaine Lake, subdivisions. The operation of
these lines was to have been assumed by the Prairie Alliance for the Future (PAFF) under arrangements
similar to those developed with respect to the Wheatland Railway. By the end of the first quarter, however, this
transfer had yet to take place.’

And while the number of shortline railways increased during the first quarter of the 2002-03 crop year, they
have also been particularly hard-hit by the decline in overall grain volume. Compared to the larger Class 1
carriers — whose quarterly volume fell by 33.9% to 3.3 million tonnes — the shortline carriers saw their
originated grain volume fall by a much steeper 51.6% to 248,800 tonnes.

1.4 Terminal Elevator Infrastructure
No changes to the licensed terminal elevator network in Western Canada were recorded during the first quarter

of the 2002-03 crop year. As at October 31, 2002, the network comprised some 17 facilities with an associated
storage capacity of 2.7 million tonnes.

' n January 2003, PAFF obtained a certificate of fitness from the Canadian Transportation Agency. A certificate of fitness is a
prerequisite for any carrier seeking to operate under the regulatory provisions of the Canada Transportation Act.
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2.0 Commercial Relations

21 Tendering

In accordance with the Memorandum of Understanding (MOU) between the Canadian Wheat Board (CWB) and
the Minister responsible for the CWB, the 2002-03 crop year saw the CWB move to a higher minimum
commitment in its tendering program. Effectively doubling the amount pledged during the initial two years of
the program, the CWB has committed to move at least half of its overall grain shipments to the four western
ports under tender during the 2002-03 crop year.

During the first quarter, the CWB issued 134 tender calls for the movement of just under 2.1 million tonnes of
grain. These tender calls were met by 411 bids offering to move an aggregated 2.0 million tonnes — 5.2% less
than the volume sought by the CWB. This response contrasts sharply with the pattern witnessed during the
preceding crop year. At that time, the volume bid exceeded the volume called by a factor of more than two-to-
one. One factor in this tamer response stems from the structural change brought on by the merger of Agricore
Cooperative and United Grain Growers into a single commercial entity — Agricore United. In combining these
two corporate entities, the separate bidding activities of the predecessor companies were effectively united
under that of the successor company.

Additionally, four of the smaller grain Figure 4: Tendered Volume — Destination Port
companies that had advanced bids in the

2001-02 crop year, chose to refrain from

bidding altogether during the first quarter of

the 2002-03 crop. This resulted in the CHURCHILL
comparative number of bidders declining oRINGE RUPERT ey
from 22 in the previous crop year to 17 in 25.5%

the first quarter.?

Furthermore, the average volume bid by

most grain companies proved significantly THUNDER BAY
less than it had been in the previous crop
year. This suggests that grain companies
are being more selective in their approach Called

to tendering. To some extent this is VANCOUVER 2.1 million tonnes
reflected in the increased volume and e

number of tender calls that went unfilled —

0.9 million tonnes (92 tenders) in the first

quarter of the 2002-03 crop year, versus CHURCHILL

0.6 million tonnes (72 tenders) during the 22%

same period a year earlier.

Similarly, the CWB has also indicated that PRINCE RUPERT

the tender bids advanced by the grain e

companies in the first quarter were less THUNDER BAY
financially aggressive than they were 47.0%
during the 2001-02 crop year. Various

factors, including the drought, the regional

availability of certain grades of grain, and

the lockout of grain workers at the port of VANCOUVER
Vancouver (see ensuing discussion), 12.0%
served to limit the competitiveness of these

bids. It is worth noting, however, that this pattern supports the contention of those industry observers who had
speculated that the CWB’s move to tender 50% of its overall grain movement would naturally instil greater
discipline within the bidding process.

Moved
1.1 million tonnes

% The differential cited depicts a reduction of five bidders from the year before. Beyond the four smaller grain companies referred
to, the merger of Agricore Cooperative and United Grain Growers into Agricore United accounts for the disappearance of the fifth
bidder.

Summary Report of the Monitor — Canadian Grain Handling and Transportation System 5
First Quarter, 2002-2003 Crop Year



Regardless, the first quarter saw the CWB award a total of 222 contracts for the movement of an aggregated
1.1 million tonnes of grain. In marked contrast with the preceding two crop years, the largest proportion of this
volume — 47.0% — was directed to the port of Thunder Bay for delivery. This arose as a result of the labour
disruption that effectively closed the port of Vancouver for much of the first quarter. During this period, much of
the CWB’s westbound grain was redirected through the port of Prince Rupert. As a result, 38.8% of the
tendered volume involved delivery to Prince Rupert; 12.0% to Vancouver; and a significantly lesser 2.2% to
Churchill.

In aggregate, the volume tendered represented 46.9% of the CWB’s overall movement to Western Canadian
ports, and fell marginally short of the 50% commitment established under the MOU.> This proportion would
have been slightly higher had not a small number of CWB contracts been cancelled or deferred as a result of
the labour disruption in Vancouver.

2.2 Other Commercial Developments

2.21 Labour Disruption at the Port of Vancouver

Although Vancouver’'s Grain Workers Union (GWU) and the British Columbia Terminal Elevator Operators
Association (BCTEOA) had been working towards a new collective agreement to replace the one that had
expired on December 31, 2000, they could not resolve their differences over the critical issues of seniority and
work scheduling. Following the failure of the GWU to vote on what had been deemed a final offer, the
BCTEOA locked out its GWU employees on August 25, 2002. Four days later, the GWU’s membership
formally rejected the offer that had been advanced by the BCTEOA. This set the stage for what would prove to
be a protracted labour dispute, and the virtual closure of Vancouver as the principal gateway for export grain on
the west coast.

In the days that followed, the Vancouver Grain Exchange issued an “event of delay” notice to its membership (a
group that encompasses a wide portion of the GHTS stakeholder community). As a result, the Canadian
Wheat Board and the grain companies immediately invoked the force majeure provisions found within their
respective contracts to limit the financial
obligations that could arise from any delay
in the movement of grain brought on by the
labour disruption. This was done largely to
provide protection against the potentially
heavy assessment of vessel demurrage.*

In an effort to minimize the impact of the
labour disruption on export programs, grain
that had been destined to Vancouver was
soon redirected to Prince Rupert. Although
out of operation since May 2002 as a result
of low grain volumes, Prince Rupert Grain
(PRG) reopened and began to unload its
first lot of redirected railcars on September
3, 2002. Both Vancouver Wharves and
Neptune Terminals — non-BCTEOA-
affiliated facilities located on the north
shore of Burrard Inlet — were unaffected by
the labour strife, and continued to handle
non-CWB grains while Vancouver's

principal terminal elevators were closed by Figure 5: Locked-out employees of the Grain Workers Union on the
the lock-out. picket line in Vancouver late last summer.

(photo used with permission of the Grain Workers Union)

® The 50% commitment established under the MOU relates to the relative volume of grain to be moved by the CWB under tender in
the crop year. Quarterly variations — both above and below this objective — are generally expected in a dynamic operating
environment.

4 Invoking the provisions of force majeure did not protect the CWB from the further assessment of demurrage on those vessels
already delayed in port. However, no vessels were being assessed demurrage at the time of the lockout.
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In response to the use of Prince Rupert as an alternative port, the GWU established a picket line at the terminal
facilities of PRG on September 10. Although this action initially interrupted the flow of grain moving through the
port, service resumed three days later when a court injunction granted to PRG ordered the removal of the
picketers. The GWU subsequently applied to the Canada Industrial Relations Board to have the BCTEOA and
PRG declared a common employer, claiming that the diversion of grain to Prince Rupert facilitated “business as
usual” even though workers were locked out in Vancouver.® Despite these actions, grain continued to move
through PRG for the remainder of the first quarter of the 2002-03 crop year without further interruption. A total
of 9,481 railcars were unloaded by PRG during this period — almost 80% of the volume handled by the facility
during the entire 2001-02 crop year.

Although vessel-waiting times at Prince Rupert were extended as a result of grain being redirected, the CWB
reports that the needs of its sales program were met throughout the period. To a large extent, the reduced
harvest brought on by the severity of the drought cited earlier, effectively relieved the pressure that might have
otherwise 6been brought to bear on the GHTS during what is — traditionally — the heaviest shipping period in the
crop year.

2.22 Restructuring Grain Company Indebtedness

The financial difficulties faced by producers and grain companies alike are widely known within the industry.
The droughts that have plagued production, have taken an increasingly heavier toll on the financial positions of
all stakeholders. As the largest publicly-owned grain companies operating in Western Canada, the challenges
confronting Agricore United and Saskatchewan Wheat Pool as they struggle with the realities of reduced grain
volumes, depressed revenues, and increased losses, are among the most visible. The financial losses for
these two firms during the first quarter of the 2002-03 crop year amounted to $33.8 million and $15.6 million
respectively.

Servicing their accumulated debts in the face of such losses has been a pressing issue for both of these
companies. In October, Agricore United announced that it was working to restructure its existing indebtedness,
and had received a commitment from its bankers to provide it with a secured $500 million credit facility. This
credit was intended to refinance the company's existing revolving credit, a portion of its long-term debt, and
other general corporate needs.

Saskatchewan Wheat Pool (SWP) also moved to secure new financing in an effort to meet its ongoing
operational requirements, and help in the rebuilding of its competitive position. In amending the credit
arrangements it had with its banks, SWP secured needed operating credit to November 30, 2003, and an
agreement to defer its principal repayments for 12 months.

At the same time, SWP indicated that it also intended to work with its senior debt holders, the banks, and the
holders of $300 million in medium-term notes, to restructure the company’s debt by January 31, 2003. The
proposal advanced by SWP, however, was met with substantial opposition — particularly from the medium-term
note holders. Their opposition effectively threatened to push the company into receivership. Last-minute
amendments to the restructuring plan ultimately secured the necessary support of these creditors, and avoided
the company’s immediate failure.

2.23 Government-Owned Hopper Cars

Between 1972 and 1986, the federal government spent approximately $570M to purchase 13,000 covered
hopper cars devoted to the movement of Western Canadian grain. Another 5,750 cars owned or leased by the
Canadian Wheat Board, as well as the governments of Alberta and Saskatchewan, complement the federal
government's fleet.” These cars were provided to CN and CP under an operating agreement that allowed the

® The grain companies forming the consortium that owns Prince Rupert Grain, also own the individual terminal elevator facilities in
Vancouver that had locked out the GWU.

¢ The labour dispute was subsequently resolved when on December 14, 2002, the BCTEOA and the GWU concluded a new
collective agreement. Although a few issues remained outstanding, these were referred to binding arbitration. Limited grain
shipments to Vancouver resumed shortly thereafter.

" These 5,750 covered hopper cars are comprised of: 2,000 owned by the CWB; 1,750 administered by the CWB on leases paid by
the federal government; and 2,000 owned by the governments of Alberta and Saskatchewan.
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cars to be used as part of their general fleets. In practice, both CN and CP supplement these cars with their
own equipment in order to meet prevailing market demands.®

Despite their age and increasing obsolescence, these cars remain critically important assets in the movement
of grain through the GHTS. As a result, the efficient deployment of these assets in meeting prevailing market
demand has always been at the forefront of stakeholder concerns. Any potential change in the ownership of
these cars — or in the resultant means by which they are allocated between shippers — has, therefore, been a
matter of continuing interest.

In 1996, the federal government announced that it intended to sell its fleet of covered hopper cars. Under the
operating agreement governing the use of these cars, however, the railways held the right of first refusal
(ROFR) in any potential sale. With the expiry of the railways’ ROFR on June 30, 2002, interest in the subject
appears to have been revitalized.’

In recent months, the Farmer Rail Car Coalition (FRCC) — an organization representing farmers in the potential
sale of the fleet — has been lobbying hard to garner support for a plan that would see ownership of the cars
transferred to a non-profit, farmer-owned company for a nominal sum. The government, however, has yet to
make a decision regarding any such sale. More importantly, the government’s ownership of these cars was
alleged by the United States to constitute an unfair subsidy under a trade complaint it brought against
Canadian grain-trading practices (see ensuing discussion).

2.24 US Trade Complaint

In September 2002, the North Dakota Wheat Commission and the US Durum Growers Association filed
petitions with the United States government seeking countervailing and anti-dumping duties on wheat and
durum imports from Canada. The petition alleged that the Government of Canada and the Canadian Wheat
Board subsidized both of these products; that the CWB sold these products for less than full market value in
the United States; and that American industry was being injured as a result of their importation. A month later,
the US Department of Commerce (DOC) announced that it would proceed with an investigation into these
allegations.™

In March 2003, the DOC rendered a preliminary determination in its countervail investigations, and found that
subsidies were being employed. As a result, a 3.94% duty on imports of Canadian wheat and durum was
imposed — comprised of a 3.59% duty relating to government guarantees of CWB borrowings, and a 0.35%
duty tied to the railways’ use of government-owned hopper cars."

In pronouncing that it had made the preliminary determination that dumping was also taking place, the DOC
ordered duties of 6.12% on spring wheat and 8.15% on durum in May 2003. These were in addition to the
3.94% levy already applied under the countervailing duty action. Both the countervailing and anti-dumping
duties are subject to a final determination by the DOC expected later in 2003. Either a US court or a bi-national
panel established under the North American Free Trade Agreement can review these final determinations. The
Canadian government is defending its policies, and those of the CWB, in both respects.

8 Throughout the 1990s, the effective annual size of the hopper fleet is estimated to have varied between 22,000 and 28,000 cars.

® Exercising a five-year termination provision contained in the operating agreement, the federal Minister of Transport issued notice
in 1996 that he was terminating the agreement as of December 31, 2001. The railways’ right of first refusal expired six months later.
' Such investigations denote a domestic trade action under the laws of the United States, and are conducted by the US
Department of Commerce, which renders both a preliminary and final determination based on its findings.

" A countervailing duty can only be applied if it has been established in an investigation that imported goods have been subsidized,
and that such subsidized imports are either causing or are threatening to cause injury to US domestic industry. The countervailing
investigation initially focused on several areas of alleged subsidy: Canadian government guarantees of CWB borrowings; export
credits and initial payments; the free supply of government-owned hopper cars to the railways; the imposition of a revenue cap on
major railways; and support for shortline and branchline railways. The DOC'’s preliminary determination dismissed all allegations of
subsidy save those for which duties were applied: government guarantees of CWB borrowings; and the railways’ use of
government-owned hopper cars.
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In a concurrent action, the United States also requested WTO consultations with Canada on matters
concerning the operation of the CWB and the treatment accorded American grain imported into Canada. These
consultations were held in late January 2003, with a WTO panel formed two months later. The panel will
examine US allegations that the actions of the Canadian government and the CWB are inconsistent with the
non-discriminatory and commercial principles governing state-owned trading enterprises under the General
Agreement on Tariffs and Trade. As with the US domestic trade actions, the Canadian government is
defending its policies against these allegations as well.

2.25 License-Exempt Producer-Car Loading Facilities

In late April, 2002, the Canadian Grain Commission (CGC) announced that producer-car loading facilities
would be exempted from the licensing provisions of the Canada Grain Act as long as certain minimum
conditions were met. As of the end of the 2001-02 crop year, the CGC had issued a total of five licensing
exemptions to producer-car loading facilities in Saskatchewan. During the course of the first quarter of the
2002-03 crop year, the number of such license-exempt facilities increased almost five-fold — to 24.

Twenty of these facilities — 83.3% — are found in Saskatchewan, while the provinces of Manitoba and Alberta
account for two apiece. The division between facilities located along the rights-of-ways of major railways, and
those tied to shortline carriers, only marginally favours the latter — 11 versus 13 respectively.

Noteworthy is the fact that a full one-third of these 24 facilities are local to the lines of the Great Western
Railway (GWR) — a shortline carrier operating in southwestern Saskatchewan. This comparatively high
concentration of facilities results from the focused effort of the GWR to promote producer-loading sites.
Indeed, approximately one-fifth of all producer-cars loaded during the 2001-02 crop year originated from sites
local to the GWR.
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3.0 System Efficiency and Service Reliability

3.1 Country Elevators

Total country elevator throughput (measured as shipments from primary elevators) showed a marked decline
during the first quarter of the 2002-03 crop year. Aggregate volume fell by 26.6% to 5.8 million tonnes from the
7.9 million tonnes recorded for the same period a year earlier. This decline in volume is also reflected in a
comparatively lower capacity turnover ratio for the primary elevator system as a whole — which fell by 16.0% to
1.1 turns. To a large extent, the effects of a 0.2-million-tonne reduction in primary elevator capacity helped
moderate the fall in the latter indicator.

Inventory levels for the period were also down sharply — falling by 29.4% to an average of 2.2 million tonnes
from 3.1 million tonnes the year before. The reduced inventory level is also reflected in its use of primary
storage capacity, which fell to 42.0% from 52.3% a year earlier. In equal measure, the average amount of time
spent by grain in inventory fell by a modest 4.9% — to 36.5 days versus 38.4 days a year earlier — indicating a
somewhat faster rate of turnover. The overall average weekly stock-to-shipment ratio fell by 5.7% to 5.0 turns
in reflection of both reduced inventories and shipments.

3.2 Railway Operations
Railway car cycles, rose to an overall Figure 6: Railway Car Cycle
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months of the 2002-03 crop year as
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aftermath of the GWU lockout in Vancouver, and the subsequent redirection of traffic to Prince Rupert.

Changes in these averages were undoubtedly affected by delays to traffic in the immediate
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preceding crop year, and the 76.9% recorded for the crop year as a whole.

Owing to the overall decline in volume, the quarterly value of the incentive discounts accruing to shippers
moving grain in multiple car blocks is estimated to have fallen by 33.7% to $10.7 million. More significantly, the
average discount received by this traffic climbed to $4.09 per tonne — 4.0% higher than the $3.93 per tonne
posted during the first quarter of the preceding crop year, and comparable to the $4.07 per tonne recorded for
the crop year as a whole.

3.3 Terminal Elevator and Port Performance

3.31 Terminal Elevators

As with other volume-related indicators, port throughput (measured as shipments from terminal elevators and
bulk loading facilities) showed a marked decline during the first quarter of the 2002-03 crop year. Aggregate
volume fell by 38.1% to 3.3 million tonnes from the 5.4 million tonnes recorded for the same period a year
earlier.

In this downturn, the port of Churchill has been particularly hard-hit. First quarter volume — which accounts for
almost all of the traffic that moves through the port in a given year — fell by 41.5% to 279,200 tonnes. Despite
great effort to attract more business through this northern port, the first quarter's throughput is the lowest
observed over the course of the last four shipping seasons, and significantly below the threshold deemed
necessary to maintain the port’s commercial viability.

First quarter inventory levels were also down sharply — falling by 27.4% to an average of 1.0 million tonnes
from 1.3 million tonnes the year before. The reduced inventory level is also reflected in its use of licensed
storage capacity, which fell to 35.5% from 49.5% a year earlier. In equal measure, the average amount of time
spent by grain in inventory fell by 17.9% — to 19.2 days versus 23.4 days a year earlier — indicating a notably
faster rate of turnover.

3.32 Port Performance

Some 145 vessels called at Western Canadian ports during the first three months of the 2002-03 crop year.
This marks a significantly lower rate of arrival than observed in the 2001-02 crop year, and reflects the 38.1%
reduction in throughput volume cited previously. More importantly, the amount of time spent by these vessels
in port fell by 8.2% — to an average 4.5 days from 4.9 days for the same period a year earlier.

3.4 The Supply Chain

As outlined in earlier editions of the Monitor’s quarterly and annual reports, viewing the GHTS as a supply
chain provides a valuable framework in which to examine the workings of the GHTS as a whole. The Monitor’s
Annual Report for the 2001-02 crop year concluded that the amount of time being taken by grain in its
movement through the supply chain averaged 67.4 days. Although marginally higher than the 64.6 days
recorded for the 2000-01 crop year, it was still some 3.0% better than the 69.5-day average observed during
the first year of the GMP."

With an average of 65.4 days, data from the first quarter of the 2002-03 crop year reveals that grain moved
through the GHTS distinctly faster than in the preceding crop year, but fell slightly short of besting the 64.6
days achieved during the 2000-01 crop year. This 2.0-day (or 3.0%) improvement stems from a reduction in
the amount of time spent by grain in storage in the primary and terminal elevator systems. Time spent in
terminal elevators fell from an average of 20.6 days in the 2001-02 crop year to 19.2 days during the first
quarter of the 2002-03 crop year. This was furthered by a 1.5-day (or 3.9%) reduction in the amount of time
spent by grain in storage in the country elevator system — which fell from a corresponding average of 38.0 days
to 36.5 days.

" These values have been restated to reflect changes in the methodology employed to calculate car cycles, and the average
number of days spent by grain in storage at terminal elevators. This restatement does not alter the Monitor’s original conclusions.
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Figure 8: The GHTS Supply Chain

SUPPLY
YTD CHAIN
SUPPLY CHAIN ELEMENT TABLE 1999-00 2000-01 2001-02 2002-03 EFFECT
SPEED RELATED
2 Country Elevator — Average Days-in-Store 3B-4 1.7 38.3 38.0 36.5
3 Average Railway Loaded Transit Time (days) 3C-4 9.2 8.8 8.8 9.7 A
5 Terminal Elevator — Average Days-in-Store 3D-4 18.6 17.5 20.6 19.2
Average Total Days in GHTS 69.5 64.6 67.4 65.4
SERVICE / ASSET RELATED
1 Average Country Elevator Capacity Turnover 3B-2 4.8 5.0 4.5 11 v
Ratio
4 Average Terminal Elevator Capacity Turnover 3D-2 9.1 8.9 6.6 n/a -
Ratio
3 Average Railway Car Cycle (days) 3C-4 19.9 16.4 17.2 18.9 A
6 Average Vessel Time in Port (days) 3D-7 4.3 5.9 4.9 4.5

These improvements were marginally offset by a 0.9-day (or 10.2%) increase in the railways’ average loaded
transit time — which climbed from an average of 8.8 days in the 2001-02 crop year, to 9.7 days during the first
quarter of the 2002-03 crop year.

The effectiveness of the supply chain has undoubtedly been affected by the sharp decline in grain volumes
handled — be it through the country elevator, railway, or terminal elevator systems. This decline effectively
resulted in a significant proportion of the GHTS’s handling capacity being rendered idle. This is reflected in the
reduced turnover of country elevator capacity, and in the lengthening of the average railway car cycle. As a
result, caution must be used in drawing definitive conclusions regarding the relative change in GHTS efficiency
during a period of abnormally lower grain volumes.

In equal measure, the widespread drought in Western Canada makes it extremely difficult to distinguish
between changes in efficiency brought on by abnormally lower grain volumes, and those that might have been
prompted by governmental reform or other factors. Nevertheless, some specific elements should be
highlighted with respect to the supply chain’s performance during the first quarter.

Firstly, much of the reduction in the average amount of time spent in storage at terminal elevators is linked to
the diminished use of Vancouver as a port of exit during the lockout of the Grain Workers Union. As the only
licensed facility with substantial storage capacity left operating on the west coast during this period, westbound
grain was effectively redirected through Prince Rupert Grain Ltd. (PRG). Given the demand that was brought

Summary Report of the Monitor — Canadian Grain Handling and Transportation System 13
First Quarter, 2002-2003 Crop Year



to bear on the port, grain spent relatively little time in actual storage at PRG — an average of 7.4 days overall.™
This marks a significant improvement over the averages posted by PRG in previous years, and is considerably
better than those posted by other ports. Prince Rupert’'s comparatively stronger performance during this period
was the fundamental factor in driving down the overall GHTS average.

Conversely, the greater distance inherent in moving grain to Prince Rupert also played a role in increasing the
railways’ average loaded transit time from 8.8 days to 9.7 days. Further, the rerouting of grain to Prince Rupert
also compelled CP to interchange a significant portion of its westbound traffic to CN at Edmonton. This too
contributed to the observed increase in average loaded transit time."®

Finally, the redirection of vessels to Prince Rupert for loading produced a backlog — particularly during the initial
stages of the GWU lockout — that resulted in a sharp increase in the amount of time these ships spent waiting
in port. Accordingly, the average amount of time spent by vessels in Prince Rupert jumped to 10.0 days during
the first quarter of the 2002-03 crop year — an increase of 78.6% over the 5.6-day average recorded for the
preceding crop year. Nevertheless, reductions in the amount of time spent by vessels in the ports of
Vancouver (before the labour disruption) and Churchill effectively produced an 8.2% decline in the overall
system average — which fell from an annual average of 4.9 days in the 2001-02 crop year, to 4.5 days in the
first quarter.

At the same time, the posted rates for many of the GHTS’s component services continued to rise. The nominal
input costs tied to country elevator handling, rail transportation, and terminal elevator handling, all increased in
the first quarter. Increases for various country elevator handling activities ranged from lows around 1%, to
highs in excess of 50%; posted single-car railway freight rates effectively increased by about 4.0%; and the
rates for terminal elevator handling activities increased by 1% to 10%.

" The average number of days spent in store by wheat — the single largest grain handled by volume at Prince Rupert during this
period — was 5.4 days.

® The calculation of car cycle times is dependent on completed trip records. The rerouting of grain to Prince Rupert resulted in a
significant reduction in the relative number of acceptable west coast trip records used in this calculation — 40% of the total trip
records as opposed to 60-65% normally. The decreased weighting accorded these movements effectively understates the true
comparative average car cycle by an estimated 0.6 days. Similarly, the true comparative average for loaded transit time is
understated by estimated 0.3 days.
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4.0 Producer Impact

4.1 Producer Netback

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.”

In its annual report for the 2001-02 crop year, the Monitor described how an improvement in the market prices
of wheat, durum, canola, and yellow peas, along with changes in their respective export basis, had produced
steadily greater per-tonne returns for grain producers over the course of the preceding three crop years.

Moreover, there can be no doubt that the single largest driver of improvements in the producer’s netback has
been positive changes in the price of grain. At the same time, these prices are inextricably tied to the actual
volume of grain produced, and shipped. While producers realized significantly higher returns than in previous
years, the improvement was tempered in conjunction with volumes that had decreased by a factor of 25% or
more over the past three crop years.
The GMP provides for the calculation of Figure 9: Recent Price Changes — 1 CWRS Wheat (dollars per tonne)
these indicators at the end of the crop year.
This arises chiefly because certain
elements integral to the calculation are not 320
made available until after the close of the
crop year itself. Despite this, the gathering

0 /\
data 280 /\
provides a means of gauging the broader CWE Pool Return Outlook

of general price and input-cost
financial impact likely to be borne by the
producer.

4.11 First Quarter Price Changes

Throughout much of the first quarter of the
2002-03 crop year, movement in the per-
tonne prices of wheat and canola proved
generally positive. By the end of October
2002, the CWB'’s pool return outlook price
for 1 CWRS wheat had reached $308.00
per tonne - significantly higher than the
$212.68 reflected in its adjusted final price
for the 2001-02 crop year.

Similarly, the average monthly Vancouver
cash price for 1 Canada Canola had risen
from $355.67 per tonne for the 2001-02
crop year as a whole, to about $450.00 by
the end of the first quarter. Much of this
movement stems from changes in global
market conditions, and reflects the fact that
the volume of grain available for sale
around the world — and not just in Western
Canada — had fallen sharply.

4.12 Recent Price Movement

Dollars

Figure 10: Recent Price Changes — 1 Canada Canola (dollars per tonne)
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Since then — and particularly with respect to canola — prices have abated noticeably. Much of this lost ground
appears to be driven by expectations of comparatively better crop production in 2003, increased competition
from non-traditional exporting nations, and a stronger Canadian dollar.
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As mentioned previously, a number of the nominal input costs used to calculate the export basis — country
elevator handling, rail transportation, and terminal elevator handling, being the most prevalent — all registered
increases during the first quarter. These higher costs, coupled with the changes noted with respect to the price
of both wheat and canola, suggests a modest improvement in the per-tonne producer netback for the 2002-03
crop year. Even so, sharply reduced grain volumes will undoubtedly contain the overall financial returns
available to farmers from this improvement.

4.2 Producer-Car Loading

As related in the Monitor's 2001-02 Annual Report, the aggregate number of producer-car loading sites had
fallen to 513 over the course of the three years then covered by the GMP. While much of this decline stemmed
from a reduction in the number of sites local to the larger railways, those tied to shortline carriers effectively
doubled — increasing from 63 to 127. During the course of the first quarter of the 2002-03 crop year, however,
no further changes to the composition of this network were recorded.

Coupled with the increase in the number of sites tied to the shortline carriers was a 91.3% rise in the annual
number of producer cars shipped — which climbed from 3,441 to 6,583. During the first quarter of the 2002-03
crop year, however, the number of producer-car shipments fell by 53.8% — declining to 318 from 688 for the
same period a year earlier. This reduction is in keeping with the overall decline in shortline-originated grain
volumes noted previously.
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Appendix 1: Program Background

On June 19, 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 two-and-a-
half-year mandate, Quorum Corporation is to provide the federal government with a series of 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.”
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