











Figure 72: Sampling Areas

Components of the Calculation

The means by which the Monitor calculates both the export basis and producer netback was developed
through extensive consultation with GHTS stakeholders. Although a number of useful suggestions were made,
and many subsequently acted upon, unanimous agreement on the use of a particular methodology ultimately
proved elusive. The methodology adopted by the Monitor in calculating the values that follow, was approved
for use in the GMP in the summer of 2002.*>*

It is important to remember that every individual producer’'s cost structure differs. As a result, no general
means of calculation can be expected to precisely depict the export basis and netback that is specific to each
farmer. The methodology employed here is intended to typify the general case within each of the nine
geographic areas identified. Caution, therefore, must be exercised in any comparison between the general
values presented, and those arising to individual producers within each of these areas.

Special consideration is given to the distinct merchandising activities tied to CWB and non-CWB commodities,
which compels the use of discrete methodologies in calculating the export basis and producer netback for both.
The differences between these two methodologies are delineated in the accompanying table. The reader is
encouraged to become familiar with this material before attempting to draw any specific conclusions from the
information presented in the discussion that follows.

" The methodology was approved by Transport Canada and Agriculture and Agri-Food Canada, and is presented in the Quorum

Corporation study “Report on the development and formulation of a methodology for the calculation of Producer Netback Measures,”
May 2002. Interested readers can download the report from the Monitor’'s website (www.quorumcorp.net).
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Considerations in the Calculation of the Export Basis and Producer Netback

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 | asrecorded by the Canadian Grain Commission (CGC).?
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 and
Churchill
Storage
Program

The Churchill Freight Advantage Rebate (CFAR) 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.

Following the 2007-08 crop year, the CFAR was replaced with the
Churchill Storage Program (CSP). The CSP is designed to pay
producers to store grain so as to ensure that it is accessible during
the Churchill shipping season (typically August through October).
The 2008-09 crop year was a transitional year, with no payments
having been made under the CSP.

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
currenstly 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 in Saskatchewan are subject to a
$0.75 per tonne “check-off” for provincial canola association dues.
The applicable “check-off” on deliveries made in Manitoba and
Alberta are somewhat higher, amounting to $1.00 per tonne in
both provinces.®

Similarly, a levy of 0.5% is deducted for the Manitoba Pulse
Growers Association on the delivery of yellow peas, while 1.0% is
deducted for the Pulse Growers Associations in Saskatchewan
and Alberta.’

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.

weekly.

1) — ICE Futures Canada (formerly the Winnipeg Commaodity Exchange) collects Vancouver cash prices and spot prices at selected country elevator locations

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. Since the 2002-03 crop year, the CWB’s Annual Reports has
published its receipts at “contract prices.” In order to provide a consistent time series, the CWB provides the Monitor with an adjusted reporting to reflect
receipts and costs at “in-store” Vancouver or St. Lawrence.

8) — The Saskatchewan check-off was increased from $0.50 per tonne to $0.75 per tonne on 1 January 2005. The Alberta check-off was increased from
$0.50 to $1.00 per tonne on 1 August 2003. The Manitoba check-off was increased from $0.50 to $1.00 per tonne on 1 August 2008.

9) — Levies for Manitoba and Alberta producers are refundable. Previously set at 0.5%, the Saskatchewan levy stood at 0.75% on 1 August 2002, and rose to
1.0% on 1 August 2003. The Alberta levy also rose to 1.0% on 1 August 2003.

10) — 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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5.2 Export Basis and Producer Netback — CWB Grains (Wheat and Durum)

5.21 1CWRS Wheat

All of the data assembled by the Monitor over the course of the past decade has consistently demonstrated that
the financial return arising to producers has been heavily influenced by the prevailing price of grain. While the
export basis has unquestionably risen over time, it is the volatility of price in the commodity markets that has
had the most sway over the rise and fall of these returns. In the case of 1ICWRS wheat, a run up in prices
during the first four years of the GMP propelled a climb in the producer’s netback from an average of $143.25
per tonne in the 1999-2000 crop year to $198.07 per tonne by the end of the 2002-03 crop year. In
comparison, the export basis during this same period increased by only $2.57 per tonne.

The gains made during this period began
to erode a year later, when a sharp

Figure 73: Change in Netback Components — 1 CWRS Wheat

decline in the price of 1CWRS wheat a0
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in the producers’ netback, to $160.28 per e
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eased somewhat over the next two crop
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reduced to a GMP low of $141.17 per 50 /\\’\\ /
tonne in the 2005-06 crop year.

Owing to another upturn in the price of
1CWRS wheat, the producer’s netback in
the 2006-07 crop year again rose above
the $143.25-per-tonne level set in the
GMP’s base year, to reach $156.04 per tonne. The continuing price surge resulted in further gains, with the
producer’s netback reaching a GMP record of $314.29 per tonne in the 2007-08 crop year. In reflection of the
market turmoil occasioned by the global financial crisis, the price of 1ICWRS wheat declined in the 2008-09
crop year. The producer’s netback fell accordingly, to an average of $253.06 per tonne. Despite this reduction,
the per-tonne return to producers still proved to be well ahead of where it had been a decade earlier.

1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09

A $12.16-per-tonne increase in the export basis, which rose from its benchmark of $54.58 per tonne to $66.74
per tonne during this same time period, did little to detract from the benefits of a $121.97-per-tonne gain in
price. The increase in the export basis was largely consistent with broader measures of inflation, while the gain
in the price of 1ICWRS wheat proved far more remarkable. At the same time, it must be remembered that the
increase in the export basis was also tempered by even more substantial gains in the financial benefits derived
from higher trucking premiums and CWB savings. The forces shaping these results are summarized in the
following table.

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

2008-09 / 1999-2000

[ 1999-00 2004-05 2005-06 2006-07 2007-08 2008-09 $ VAR % VAR |
CWB Final Price $192.43 $205.10 $195.14 $212.89 $372.06 $311.36 $118.93 61.8% | A
Plus: CWB Costs (Net) 5.40 5.01 7.84 6.35 9.88 8.44 3.04 56.3% | A
Adjusted CWB Final Price 197.83 210.11 202.98 219.24 381.94 319.80 121.97 61.7% | A
Direct Costs 56.90 62.94 67.69 70.14 74.96 74.61 17.71 31.1% | A
Less: Trucking Premiums -2.32 -3.68 -4.56 -5.15 -5.55 -6.17 -3.85 165.9% | A

CWB Savings 0.00 -1.49 -1.32 -1.79 -1.76 -1.70 -1.70 na | A
Export Basis 54.58 57.77 61.81 63.20 67.65 66.74 12.16 22.3% | A
Producer Netback $143.25 $152.34 $141.17 $156.04 $314.29 $253.06 $109.81 76.7% | A
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Final Realized Price

Better prices proved to be the chief force underlying improvements in the netback to producers of 1CWRS
wheat throughout much of the GMP. From the 1999-2000 crop year's benchmark price of $192.43 per tonne,
shrinking global wheat stocks and the prospect of tighter supplies helped push the Final Price for 1ICWRS
wheat (13.5% protein) to a peak of $250.20 in the 2002-03 crop year. Although prices tumbled over the course
of the next three years, they began to rally again in the 2006-07 crop year as a result of reduced global
production. Production shortfalls in the United States, Europe and Australia helped push prices even higher in
the 2007-08 crop year, with the Final Price for LCWRS wheat reaching a record $372.06 per tonne.

Favourable harvests resulting in record global wheat production and increased competitive pressure in the
2008-09 crop year placed significant downward pressure on wheat prices. Moreover, the instability occasioned
by the global financial crisis only added to these pressures. This, coupled with the relative strength of the
Canadian dollar, served only to weaken prices even more. As a result, the Final Price of 1 CWRS wheat fell to
$311.36 per tonne in the 2008-09 crop year. Notwithstanding this 16.3% reduction in value of the Final Price, it
still stood well above the historical average, ranking second only to that of the previous crop year.

Export Basis

The export basis has increased fairly Figure 74: Wheat Export Basis — Direct Costs
steadily since the beginning of the GMP,

although much of this has come in the last CLEANING
seven crop years. In fact, from a low of ELEVATION 6.9%
$50.88 per tonne reached in the 2001-02 17.5%
crop year, the export basis for 1ICWRS

progressively increased, attaining a recent

height of $67.65 per tonne in the 2007-08 RUCKING
crop year. The 2008-09 crop year saw the 10.8%
export basis fall by a marginal 1.3% from

this level, to $66.74 per tonne. This

remains 22.3% greater than the $54.58 5.2%
per tonne first benchmarked a decade
earlier.

CGC FEES
0.5%

CWB COSTS
13.6%

RAIL FREIGHT
42.5%

It is important to recognize that the export

basis has two distinct structural

components. The first of these relates to the direct costs incurred by producers in delivering grain to market.
These include the cost of rail freight, trucking, elevation, dockage, CGC weighing and inspection, as well as the
associated operating costs incurred by the CWB. The second component encompasses all of the financial
benefits accruing to producers through the receipt of any offset to these expenses. These typically include any
of the trucking premiums received by producers from the grain companies along with any transportation
savings passed on to them by the CWB through its pool accounts.™ It is the more substantive increase in
these latter elements that have helped to contain the growth in direct costs, and a potentially larger increase in
the export basis itself.

Over the course of the past ten crop years, the direct cost component of the export basis has climbed by
31.1%, from an average of $56.90 per tonne in the 1999-2000 crop year to $74.61 per tonne in the 2008-09
crop year. The largest single element in these costs is the applicable freight, which incorporates not only the
charges for an average railway shipment, but the applicable CWB Freight Adjustment Factor (FAF) and
Churchill Freight Advantage Rebate (CFAR).™® In the 1999-2000 crop year, the average weighted applicable
freight for LICWRS wheat in western Canada amounted to $31.87 per tonne, which represented 56.0% of total
direct costs. Although the per-tonne average climbed to $37.83 by the end of the 2008-09 crop year, its
proportion of total direct costs declined marginally to 50.7%.

% 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.

1% The 2007-08 crop year was the last for the Churchill Freight Advantage Rebate (CFAR). Beginning with the 2008-09 crop year,
the CFAR was replaced by the Churchill Storage Program (CSP). No actual payments were made under the CSP during this
transitional year.
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Among the other elements in the direct costs attributable to 1ICWRS wheat were:

e Trucking Costs: The commercial costs tied to a 40-mile haul are estimated to have increased by 36.2%
over the course of the last ten years, to $8.09 per tonne in the 2008-09 crop year from $5.94 per tonne at
the beginning of the GMP. Despite the magnitude of the overall increase in these costs, trucking’'s share
of total direct costs has remained largely unchanged, climbing only marginally to 10.8% from 10.4%.

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 1ICWRS wheat. Increases in the tariff rates over the next
decade effectively raised the cost of elevation by 33.5%, to an average of $13.02 per tonne in the 2008-
09 crop year. Their share of total direct costs also increased, if only marginally, to 17.5%. It should be
noted that the posted tariffs reflect the maximum rates that grain companies may charge producers for
these 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 44.7% over the course of
the last decade, to an average of $5.15 per tonne in the 2008-09 crop year, their contribution to total
direct costs rose only marginally to 6.9%. As with primary elevation tariffs, the rates posted 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 ten crop years. On a proportional basis, they constitute a mere
0.5% of total direct costs.™’

e Gross CWB Costs: These costs effectively reflect the per-tonne operating costs of the CWB, which are
ultimately paid by producers through the CWB’s pool accounts. Given the nature of these costs, they
can fluctuate substantially from
year to year. In the 1999-2000
crop year, gross CWB costs
averaged $5.40 per tonne, and
constituted 9.5% of the total
direct costs for 1ICWRS wheat.
By the 2008-09 crop year,
these costs had increased to an
average of $10.14 per tonne,
and represented a
comparatively larger 13.6% of
total direct costs.

Figure 75: Wheat Export Basis — Producer Benefits (dollars per tonne)
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trucking premiums, it has been a long-established practice of the grain companies’ to use these as an
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%7 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.
%8 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
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instrument with which to draw grain into their facilities. Still, the data suggests that the competition between
grain companies has pushed these premiums generally higher.

For the most part, the trucking premiums paid by the grain companies for the delivery of 1ICWRS wheat in each
of the nine sampling areas have more than doubled over the course of the past ten years, increasing from an
average of $2.32 per tonne in the 1999-2000 crop year to $6.17 per tonne in the 2008-09 crop year. On a
proportional basis, these premiums have been offsetting an increasingly larger amount of the producer’s direct
costs: 4.1% in the 1999-2000 crop year compared to 8.3% in the 2008-09 crop year.

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 amounted to an average of $0.61 per
tonne, which offset the direct costs tied to 1CWRS wheat by 1.1%. By the 2003-04 crop year, these savings
had increased more than five-fold, to an average of $3.14 per tonne and 5.0% of total direct costs. However,
data collected over the next five crop years showed a considerable reduction in the value of these savings. By
the end of the 2008-09 crop year, these savings had fallen to $1.70 per tonne, thereby reducing its direct-cost
offset to 2.3%.

As a result of these forces, the financial benefit accruing to producers in the 2008-09 crop year averaged $7.87
per tonne, more than three times the $2.32 per tonne recorded in the first year of the GMP. What is more, the
offsetting value of these financial benefits also increased, amounting to 10.5% of total direct costs compared to
4.1% a decade earlier.

5.22 1CWA Durum

As was the case for 1CWRS wheat, the Figure 76: Change in Netback Components —1 CWA Durum
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in the 2005-06 crop year.

However, world prices began to improve in

the 2006-07 crop year. Due in large part to this upturn in the price of 2CWA durum, the producer’s netback
once again rose above the $160.48-per-tonne level set in the GMP’s base year. This run-up in the price of
durum accelerated in the 2007-08 crop year, with the producer’s netback soaring to a GMP record of $458.04
per tonneTthe price of 1CWA durum stumbled badly in the 2008-09 crop year. Even so, the resultant $319.19
per tonne returned to producers proved to be double what it had been ten years before. This impressive gain
came despite a $19.94-per-tonne increase in the export basis, which rose from its benchmark of $67.63 per
tonne to $87.57 per tonne over the same time period. Here too, it must also be remembered that increased
trucking premiums and CWB savings did much to temper the overall rise in the export basis.

Changes in the producer’s netback for LCWA durum are summarized in the accompanying table.

Contributory Changes to Producer Netback — 1CWA Durum (dollars per tonne)

2008-09 / 1999-2000

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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[ 1999-00 2004-05 2005-06 2006-07 2007-08 2008-09 $ VAR % VAR |

CWB Final Price $206.79 $220.37 $199.35 $227.55 $512.81 $378.37 $171.58 83.0% |A
Plus: CWB Costs (Net) 21.32 21.30 22.20 22.76 29.67 28.39 7.07 33.2% |A
Adjusted CWB Final Price 228.11 241.67 221.55 250.31 542.48 406.76 178.65 78.3% | A
Direct Costs 70.77 76.46 78.69 83.39 92.44 95.74 24.97 353% | A
Less: Trucking Premiums -3.14 -4.24 -4.76 -5.42 -6.24 -6.47 -3.33 106.1% | A

CWB Savings 0.00 -1.49 -1.32 -1.79 -1.76 -1.70 -1.70 na | A
Export Basis 67.63 70.73 72.61 76.18 84.44 87.57 19.94 29.5% | A
Producer Netback $160.48 $170.94 $148.94 $174.13 $458.04 $319.19 $158.71 98.9% |A

Final Realized Price

Limited supplies of high-grade milling durum in the face of reduced North American production was largely
responsible for pushing the Final Price of 1 CWA durum (13.5% protein) steadily upwards in the first four years
of the GMP, from an initial value of $206.79 per tonne in the 1999-2000 crop year to a height of $266.88 per
tonne in the 2002-03 crop year. However, durum prices began to tumble in the 2003-04 crop year as a result
of bumper crops in North Africa, the largest durum-importing region in the world. Prices continued to weaken
over the course of the next two years, with the Final Price for 1CWA durum ultimately falling to $199.35 per
tonne in the 2005-06 crop year. A tightening of supplies caused prices to rally a year later but it was the
ensuing global shortage that propelled the Final Price for LCWA durum considerably higher in the 2007-08 crop
year, to a GMP record of $512.81 per tonne.

A large, good-quality European harvest, complemented by increased North American production, brought
downward pressure on prices in the 2008-09 crop year. Moreover, the instability occasioned by the global
financial crisis exacerbated the situation, weaken prices even more. As a result, the Final Price of 1 CWA
durum fell to $378.37 per tonne in the 2008-09 crop year. Notwithstanding this 26.2% reduction in the Final
Price, it still stood well above the historical average, ranking second only to that of the previous crop year.

Export Basis

As was outlined previously with respect to Figure 77: Durum Export Basis — Direct Costs
1CWRS wheat, the export basis for LCWA

durum has also risen fairly steadily over

the course of the GMP. In fact, the CWB COSTS

31.4%

cumulative effect of these increases was a
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financial benefits accruing from the receipt
of any offset to these expenses. The
gains derived from these latter elements have been instrumental in containing the growth in direct costs, and
ultimately the export basis.

RAIL FREIGHT & FAF
40.8%

The direct costs tied to 1CWA durum have risen in a somewhat more undulating manner than that presented
for 1ICWRS wheat. After climbing to $79.48 per tonne in the 2002-03 crop year, these costs dipped slightly
before then beginning to rise again. By the close of the 2008-09 crop year, these costs had reached an
average of $95.74 per tonne. And although the FAF component was not as great as that of 1ICWRS wheat, rall
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freight also constituted the single largest element in the makeup of these costs.”™ For the 2008-09 crop year,

the weighted average freight for the movement of 1CWA durum totalled $39.10 per tonne, a gain of 30.0% over
the $30.07 per tonne it had been ten years earlier. Still, its share of total direct costs fell marginally, to 40.8%
from the 42.5% it had constituted in the first year of the GMP.

Gross CWB costs also increased over the course of the past decade: from $21.32 per tonne in the first year of
the GMP to $30.09 per tonne in the 2008-09 crop year. Notwithstanding year-to-year fluctuations, the share of
total direct costs attributable to this element has risen only marginally, increasing from 30.1% to 31.4%.

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

e Trucking Costs: The commercial costs tied to a 40-mile haul increased to $8.09 per tonne in the 2008-
09 crop year. These are the same values cited earlier with respect to wheat, and are 36.2% greater than
the costs first recorded in the 1999-2000 crop year. On a proportional basis these accounted for 8.4% of
total direct costs in the 2008-09 crop year, unchanged from the share recorded a decade before.

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
37.7% to an average of $13.00 per tonne in the 2008-09 crop year. On a proportional basis, their share
of total direct costs has remained largely unchanged, having risen only marginally to 13.6%.

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. By the 2008-09 crop year these costs had increased 40.3%,
amounting to an average of $5.08 per tonne, with its share of total direct costs having only marginally
risen to 5.3%.

e CGC Weighing and Inspection Fees: These costs have remained unchanged at an average of $0.38 per
tonne throughout the course of the GMP. On a proportional basis, they constitute only 0.4% of total
direct costs.

As with wheat, the trucking premiums paid Figure 78: Durum Export Basis — Producer Benefits (dollars per tonne)
by grain companies for 1CWA durum
deliveries have moved steadily higher over
the course of the past ten years. Between
the 1999-2000 and 2007-08 crop years, 10 i
these premiums rose from an average of 8 N = _
$3.14 per tonne to $6.24 per tonne. The |
2008-09 crop year saw yet another L o
increase in these premiums, with the 1

average rising a further 3.7% to a record 2 1 H
$6.47 per tonne. This served to shield . 1 n HHHH
6.8% of the total direct costs incurred by

farmers in the exporting of their grain,
comparatively more than the 4.4% offset
in the first year of the GMP.'®

ALBERTA SASKATCHEWAN MANITOBA WESTERN CANADA

OTrucking Premiums B CWB Transportation Savings

The CWB'’s transportation savings are also applicable on the movement of 1CWA durum, and are in fact
identical to those already presented for 1ICWRS wheat. In the 2000-01 crop year, these savings amounted to
an average of $0.61 per tonne, which helped reduce total direct costs by 0.8%. By the end of the 2003-04 crop

% 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 1ICWA 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 $0.03 in the 2008-09 crop year. When treated as a credit,
the FAF actually reduces the freight paid by producers.

180 1t 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. The trucking premiums reported as having been paid to Manitoba producers in both the
2003-04 and 2008-09 crop years are derived from deliveries made to but one station in Manitoba’s southwestern sampling area.
These were the sole instances where a station in Manitoba reported taking delivery of durum.
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year, they had climbed to an average of $3.14 per tonne. And although they have since declined to $1.70 per
tonne, they still stood at a level almost three times greater than in the first year of the CWB'’s tendering
program, and accounted for an offset to total direct costs of 1.8%.

When examined on a combined basis, these producer benefits have moved generally higher, from a total of
$3.14 per tonne in the 1999-2000 crop year to a record $8.17 per tonne in the 2008-09 crop year. These

financial benefits have more than doubled over the course of the last decade. Moreover, as an 8.5% offset to
total direct costs, they have helped contain the escalation in the export basis over this same period.

5.3 Export Basis and Producer Netback — Non-CWB Commodities (Canola and Peas)

5.31 1 Canada Canola

As was the case with the CWB grains Figure 79: Change in Netback Components — 1 Canada Canola
discussed previously, the visible netback
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As prices began to rise in the 2006-07

crop year, there were signs that this cycle

was beginning anew. Further price gains pushed the producer’s netback for the 2007-08 crop year even
higher, to a record $503.29 per tonne. However, the 2008-09 crop year saw prices pull back, with a resultant
reduction in the financial return to farmers, which fell to $416.59 per tonne..

This still represented a net increase of $177.49 per tonne, or 74.2%, from the netback value presented in the
first year of the GMP. This gain was largely derived from a $173.61-per-tonne net increase in the Vancouver
cash price of 1 Canada canola, as well as a small decrease in the export basis, which fell by $3.88 per tonne
over this same period. The changes in these individual components are summarized in the following table.

Contributory Changes to Producer Netback — 1Canada Canola (dollars per tonne)

2008-09 / 1999-2000

| 1999-00 2004-05 2005-06 2006-07 2007-08 2008-09 $ VAR % VAR |
Vancouver Cash Price $291.61 $311.19 $276.38 $367.25 $556.76 $465.22 $173.61 59.5% | A
Direct Costs 54.99 41.31 42.19 46.30 53.96 49.83 -5.16 -9.4% |V
Less: Trucking Premiums -2.48 -0.34 -0.43 -0.50 -0.49 -1.20 1.28 -51.6% |V
Export Basis 52.51 40.97 41.76 45.80 53.47 48.63 -3.88 -7.4% |V
Producer Netback $239.10 $270.22 $234.62 $321.45 $503.29 $416.59 $177.49 74.2% | A

Vancouver Cash Price

As was the case with CWB grains, upward price movement proved to be the key driver in an observed
improvement in the netback for 1 Canada canola. Between the 1999-2000 and the 2002-03 crop years, the
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average Vancouver cash price climbed from $291.61 per tonne to $414.36 per tonne. Much of this
improvement could be traced to tightening global supplies. But an increase in international supplies brought
about a softening in the price of 1 Canada canola a year later. These same forces were at work in the 2004-05
and 2005-06 crop years, with the average Vancouver cash price ultimately falling to a GMP low of $276.38 per
tonne. Record soybean production in South America along with a substantial increase in US output proved to
be the chief factors in this.

However, the 2006-07 crop year brought about a significant shift in market conditions. While a severe drought
curtailed production in Australia, the demand for canola was being stimulated by the growing need for
feedstock in US and European biodiesel production. The 2007-08 crop year saw declining oilseed stocks
coupled with rising consumption propel canola prices to even further heights, with the average Vancouver cash
price reaching a GMP record of $556.76 per tonne.

Record Canadian production along with greater outputs from Australia, Russia and Ukraine led to expectations
of a global oversupply in the 2008-09 crop year. This, along with increased palm oil production from countries
like Indonesia, served only to undermine global prices. The instability occasioned by the global financial crisis
did little to help matters. Even an unprecedented surge in Chinese demand provided only partial price support.
As a result, the Vancouver cash price fell to an average of $465.22 per tonne. Notwithstanding this 16.4%
reduction, the average price still remained well above the $291.61 per tonne benchmarked in the GMP’s base
year.

Export Basis

Over the course of the last decade, the export basis for 1 Canada canola has decreased by 7.4%, from an
average of $52.51 per tonne in the 1999-2000 crop year to $48.63 in the 2008-09 crop year. This, however, is
somewhat misleading in as much as a fairly steady reduction in the GMP’s first six years was followed by later
increases. The most recent of these increases resulted in the export basis climbing to a high of $53.47 per
tonne in the 2007-08 crop year. Notwithstanding this recent peak, the export basis fell by 9.1% in the wake of
the strong demand for canola in the 2008-09 crop year.

The export basis for non-CWB commodities have the same basic structural components as do CWB grains: the
direct costs incurred in delivering grain to market; and any financial benefits that serve to offset them.
However, over 80% of the direct costs tied to non-CWB commodities cannot be examined directly. Instead, a
price differential — or spread — between the Vancouver cash price and the producers’ realized price at the
elevator or processing plant is calculated. This differential effectively includes the cost of freight, handling,
cleaning, storage, weighing and inspection, as well as an opportunity cost or risk premium.

In contrast to the patterns observed for Figure 80: 1 Canada Canola — Price Differential (dollars per tonne)
wheat and durum, the direct costs tied to 1

Canada canola have largely declined 7
since the 1999-2000 crop year. Total
direct costs in the 2008-09 crop year stood M
9.4% below that recorded in the first year
of the GMP, having fallen to an average of
$49.83 per tonne from $54.99 per tonne a
decade earlier. Even when painted 2 4
against this broader decline, it must be
noted that total direct costs have generally
been rising since reaching a low of $41.31 s
per tonne in the 2004-05 crop year.

ALBERTA SASKATCHEWAN MANITOBA WESTERN CANADA

Much of the impetus for this has come

from changes in the price differential.

Since any narrowing of the price differential effectively signals that the product is in demand, and that buyers
are willing to surrender a greater proportion of the Vancouver price to the producer in order to acquire sufficient
supplies, the broader reduction underscores the strengthening export demand for Canadian canola. Over the
course of the last ten years, this differential has narrowed from an average of $48.55 per tonne to $40.82 per
tonne. Moreover, its share of total direct costs has declined from 88.3% to 81.9%.
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The second largest component in canola’s direct costs is that associated with trucking the commodity from the
farm gate to an elevator or processor. As in the determination of the producers’ netback for CWB grains, these
costs are estimated to have climbed by 36.2% in the last ten crop years, increasing to an average of $8.09 per
tonne compared to $5.94 per tonne at the beginning of the GMP. Owing to the narrowing of the price
differential over the past several years, trucking costs in the 2008-09 crop year accounted for a somewhat
greater proportion of the total direct costs, 16.2% versus 10.8% in the 1999-2000 crop year. The remaining
direct costs, which accounted for just 1.8% of the overall total, were derived from a provincial check-off that is
applied as a means of funding the Canola Growers’ Association.

Unlike CWB grains, trucking premiums are Figure 81: 1 Canada Canola — Producer Benefits (dollars per tonne)
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Canada canola deliveries having more
than doubled, rising to $1.20 per tonne.
Similarly, its value as an offset to total
direct costs also increased, climbing to
2.4% from just 0.9% a year earlier.

ALBERTA SASKATCHEWAN MANITOBA WESTERN CANADA

Notwithstanding the recent increase in trucking premiums, it is worth noting that these premiums have largely
fallen in conjunction with the narrowing of the price differential. This is consistent with comments received from
grain companies to the effect that they prefer to use the spread between the spot price and the futures price as
the primary signalling mechanism to attract deliveries. Although their resurgence in the 2008-09 crop year
proved reflective of a more competitive environment, trucking premiums still played a very limited role in
containing the export basis for canola.

5.32 Large Yellow Peas

As opposed to the commodities already Figure 82: Change in Netback Components — Large Yellow Peas
discussed, the visible netback arising to

producers of large yellow peas has proven as0

to be the most volatile. Indeed, reductions z

from the benchmark value of $147.78 per 215

tonne were noted in four of the last ten 20

crop years. In much the same manner as 2 200 Dealer's Closing Price
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later.

But another dramatic run-up in prices

served to bolster the farmer’s return in the 2006-07 and 2007-08 crop years, which ultimately reached $256.31
per tonne. And while prices sagged 5.1% in the 2008-09 crop year, the reduction was not as pronounced as
for other commaodities. Moreover, an 18.8% increase in the export basis furthered the reduction in the visible
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netback due to producers from the delivery of large yellow peas, which fell by 13.1% to $222.63 per tonne. The
changes giving rise to these results are summarized in the following table.

Contributory Changes to Producer Netback — Large Yellow Peas (dollars per tonne)

2008-09 / 1999-2000

[ 1999-00 2004-05 2005-06 2006-07 2007-08 2008-09 $ VAR % VAR |
Dealer’s Closing Price $202.54 $188.17 $171.69 $227.43 $341.82 $324.51 $121.97 60.2% | A
Direct Costs 54.94 68.12 53.07 62.41 85.90 101.88 46.94 85.4% | A
Less: Trucking Premiums -0.18 -0.14 -0.13 -0.24 -0.39 -0.31 -0.13 72.2% | A
Export Basis 54.76 67.98 52.94 62.17 85.51 101.57 46.81 85.5% | A
Producer Netback $147.78 $120.19 $118.75 $165.26 $256.31 $222.63 $74.85 50.6% | A

Dealer’s Closing Price

As with canola, price has proven to be the key determinant in the netback accruing to producers of large yellow
peas over the course of the last decade. Moreover, while sensitive to the wider influences of the international
marketplace, Canadian supplies exercise significant sway in the marketplace. Reflecting the effects of a
reduction in international supply, the dealer’s closing price rose from $202.54 per tonne to $325.14 per tonne in
the first four years of the GMP. Beginning in the 2003-04 crop year, however, increasing supplies brought
downward pressure on price, with the average price of large yellow peas declining to $224.77 per tonne. Much
the same occurred in the 2004-05 and 2005-06 crop years as prices continued to fall, slipping to a GMP low of
$171.69 per tonne.

Even though production continued to decline, strong international demand in the face of tighter supplies
resulted in prices rebounding sharply in the 2006-07 crop year. A sustained demand for human consumption
peas in India helped drive up prices even more in the 2007-08 crop year, with the dealer’s closing price having
reached a GMP record of $341.82 per tonne.

Against the broader backdrop of the global financial crisis, the market price of large yellow peas declined in the
2008-09 crop year. Weaker demand in India, traditionally a price-sensitive market, was a key factor in the
application of downward pressure on price, with the dealer’s closing price falling to an average of $324.51 per
tonne. Even so, the reduction proved a comparatively modest 5.1%, with the average price remaining well
above the $202.54 per tonne benchmarked in the GMP’s base year.

Export Basis

The export basis for large yellow peas has varied significantly over the course of the GMP. Under the first four
years the program the export basis actually climbed by 51.9%, reaching a height of $83.19 per tonne in the
2002-03 crop year. This was followed by a fairly steady decline, with the export basis falling to a record low of
$52.94 per tonne in the 2005-06 crop year. However, it began to rebound in the 2006-07 crop year, reaching a
height of $62.17 per tonne. Moreover, this upward momentum continued into both the 2007-08 and 2008-09
crop years, with the export basis attaining a GMP record of $101.57 per tonne.

As with canola, because of the relative size of the direct cost component in the export basis, changes in the
former are virtually indistinguishable from those of the export basis itself. Likewise, over 80% of these direct
costs cannot be examined directly. Instead, a price differential between the dealer's closing price and the
grower’s bid closing price is calculated as an approximation for the cost of freight as well as other handling,
cleaning, and storage activities.
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Over the first four years of the GMP, the Figure 83: Large Yellow Peas — Price Differential (dollars per tonne)
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Trucking premiums are even less

commonly used to encourage the delivery of large yellow peas than they are for canola, and were largely on
the decline for the first seven years of the GMP. From an average of $0.18 per tonne for the 1999-2000 crop
year, these premiums fell to just $0.13 per tonne by the end of the 2005-06 crop year. However, the ensuing
two crop years saw these premiums increase, ultimately attaining an overall average of $0.39 per tonne with
the close of the 2007-08 crop year. The premiums declined somewhat in the 2008-09 crop year, pulling back
to an average of $0.31 per tonne and an offset to direct costs of just 0.3%. This proved unchanged from the
offset value recorded a decade earlier.

5.4 Cash Ticket Analysis

In order to validate the preceding analysis, a number of grain companies provided the Monitor with a sample of
the cash tickets issued by the elevators at each of the 43 stations defined in the sampling methodology. It was
intended that these tickets would represent a minimum of three percent of the receipts issued with respect to
the grains under examination. In some instances, the grain companies provided larger samples.

Figure 85 illustrates the variance observed in a comparison of the individual deductions and premiums
identified on the cash tickets, and the averages developed in the calculation of the export basis for wheat. For
the 2008-09 crop year, the variances observed with respect to elevation and cleaning were minimal, amounting
to less than 2.0% in both cases. The variance on freight proved somewhat greater, amounting to about 5.6%.
At 8.6%, the variability on competitive premiums remained the most pronounced, although it had been reduced
in comparison to that observed a year earlier.
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The GMP utilizes posted tariff rates to Figure 85: Cash Ticket Variances
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Greater variability was observed with
respect to the premiums reported as
having been paid on these cash tickets.
This was particularly true of the 1999-2000 and 2000-01 crop years, when the cash tickets revealed trucking
premiums to have varied by factors of 22% above, and 18% below, those reported on an aggregated basis by
the grain companies.'® The variances observed in both the 2001-02 and 2002-03 crop years proved
significantly better, differing only by a factor of about one percent. However, in the years that followed, the
variance steadily widened: from 3.5% in the 2003-04 crop year to 11.1% in the 2007-08 crop year. The 2008-
09 crop year proved different in as much as the variance fell to 8.5%. Much of the broader gain observed in
recent years appears to be related to the receipt of poorer quality data. Even so, the variance is in the farmers’
favour, as it suggests that the cash ticket data understates the premiums producers actually receive.

In light of these results, the Monitor is satisfied that the methodology used to determine both the export basis
and the producer’s netback, along with the aggregated data received from the grain companies, provides for a
fair representation of the financial returns experienced by western Canadian producers since the beginning of
the GMP.

5.5 The Netback Calculator

As was reported in the Monitor's annual report for the 2002-03 crop year, an initiative was undertaken to
improve the quality of the information used in estimating the export basis and to give producers internet access
to portions of the database used for the producer netback analysis. The result of this initiative, the Producer
Netback Calculator (PNC), was implemented in March 2004, and can be found at www.netback.ca.

The concept for the PNC originates with some of western Canada’s producer groups who suggested methods
for employing the Monitoring program’s producer netback statistics as a management tool in making better
grain-delivery decisions. They advanced the idea that the Monitor create a mechanism through which
producers could gain access to local, and current, tariff and cost data in order to allow them to identify the most
effective delivery alternatives for their products. At the same time, the Monitor was searching for a more
effective means with which to understand the decisions and behaviour of producers in the delivery of grain.
The concept of the PNC came out of those discussions and, after reviewing the concept, the federal
government agreed to support the development of an internet-based system.

After considerable input from a broad spectrum of the industry, the detailed design and development of the
system began in August of 2003. Completed in early 2004, the system was officially released in mid March,

®1 The sample of cash tickets used is based on three percent of the number of tickets actually issued, and does not necessarily

correspond to three percent of volume delivered. The average freight charges presented in the data tables are, however, weighted
by volume.

%2 The variances pertaining to the trucking premiums paid during the first two crop years must be viewed in the context of the
challenge involved in obtaining the necessary information to conduct the analysis. Owing to the fact that the information systems
used by the grain companies were not designed to extract the data required for this analysis, there were significant data integrity
problems to be overcome. The variances reported for the 1999-2000 and 2000-01 crop years largely reflect these initial difficulties.
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and has been actively promoted to producers since April of that year. The PNC is an easy-to-use system that
provides ?roducers with immediate access to the information that they need to make better delivery
decisions.'®® Although the reaction from producers who subscribe and have become regular users of the
system has been very positive, for the purposes of the GMP, not all of the PNC’s goals have been met.

Given the need for statistical validity, the PNC requires a greater number of consistent users. In addition, these
users need to be distributed fairly evenly across all nine of the sampling areas used by the GMP. Should these
criteria be met, the Monitor fully expects that its future annual reports will incorporate the data collected through
the PNC. With this objective in mind, the monitoring team will continue to promote usage of the PNC
throughout the coming months at various industry conventions and trade shows, as well as through its regular
meetings with the stakeholder community.

5.6 Producer Loading Sites and Shipments [Measurement Subseries 5B]

The aggregate number of producer loading sites has declined 38.4% since the beginning of the 1999-2000
crop year, falling from an estimated 709 to 437 by the end of the 2008-09 crop year. Much of this overall
decline stems from the reduction in the number of sites served by the larger Class 1 carriers, which fell by
48.3% during the same period, from 644 to 333. Conversely, the number of sites local to the smaller Class 2
and 3 carriers increased from 65 to 104. [See Table 5B-1 in Appendix 5.]

Regionally, Manitoba and Alberta posted Figure 86: Producer-Car Loading Sites
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Producer Car Shipments
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the GMP, these shipments more than
tripled, increasing from a benchmark
3,441 carloads to 12,529 carloads in the
2006-07 crop year. Although volumes slid
back somewhat in the 2007-08 crop year,
to 10,729 carloads, they surged another
23.4% in the 2008-09 crop year, reaching
a GMP record of 13,243 carloads. 0
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More importantly, their share of all
covered hopper car movements has also
been increasing. From an estimated 1.2% in the 1999-2000 crop year, producer-car shipments climbed to a
GMP record of 4.8% in the 2006-07 crop year. When gauged against total CWB grain shipments, this share

%% For a more comprehensive review of the Producer Netback Calculator, see Appendix 3.
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reached an even greater 7.4%. Although these proportions have fallen back somewhat, amounting to 4.5%
and 7.3% respectively in the 2008-09 crop year, the forces underscoring the growth in producer-car loading
make it seem likely that further inroads will be made. [See Table 5B-2 in Appendix 5.]

This increase in producer-car shipments has come as a result of many factors, not the least of which includes
the formation of producer-car loading groups. While taking a variety of forms, the more common of these has
seen local producers working in concert, either through an agent or a centrally-controlled entity, to oversee the
loading of producer cars in larger blocks than would be possible on an individual basis. These range from
small groups loading their own cars using mobile augers on a designated siding, to much more sophisticated
organizations with significant investments in fixed trackside storage and carloading facilities. Some have gone
so far as to purchase branch lines being abandoned by CN or CP, establishing a shortline railway that then
became an integral element in the larger grain-handling operation.

Much of what has brought these producers together has been the threat of losing branch-line railway service
through the abandonment that typically follows in the wake of local grain elevator closures. Although all
producer-car loading groups are cognizant of the need to generate traffic in order to preserve railway service,
many have concluded that the best means of doing is to purchase and operate these lines themselves.
Funding for such endeavours has come from the sale of shares to local interests, but has also incorporated
debt financing as well (in many cases, government backed).

Broadly speaking, most of these producer groups are situated in Saskatchewan, but a number can also be
found in Manitoba as well as Alberta. The foremost among these are illustrated in Figure 88.

Among the more prominent of these groups are:

The Great Western Railway: With over 400 route-miles of track, the Great Western Railway is the longest
shortline operation in Saskatchewan. The GWR also serves the largest number of producer-car loading sites
of any shortline railway in western Canada. In recent years, the railway has also assumed responsibility for the
operation of Red Coat Road and Rail as well as the Fife Lake Railway. The company originated some 2800
producer cars in the 2008-09 crop year, about 21% of the overall total.

Figure 88: Ten Largest Producer-Car Loading Groups in Western Canada

6) Wheatland Railway Inc.

2) Great Western Railway (including Red Coat Road and Rail and the Fife 7) Great Sandhills Railway
Lake Railway)

3) Southern Rails Cooperative Ltd. 8) Torch River Rail Inc.

4) Battle River Producer Car Group 9) Boundary Trail Railway Co.

5) Thunder Rail Ltd. 10) Peace River Region
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The Peace River Region: While still dependent on the railway service provided by CN, there are a number of
independent transload operators in this area. Transload operators contract their services to load rail cars on
behalf of local producers. The largest of these are located in the Smokey River-Fahler district. Although
comparatively small stature, these operations forwarded a combined 2400 producer cars in the 2008-09 crop
year, accounting for about 18% of the volume forwarded.

West Central Road and Rail: Started in a period when CN appeared poised to abandon its Elrose subdivision,
local producers banded together to form an organization that would finance and build trackside elevation,
storage and carloading facilities at strategic points along the line. The first was at Elrose, Saskatchewan, but
was later followed by others situated at Beechy and Lucky Lake. A fourth, to be located at Dinsmore, is slated
for construction in 2010. In the 2008-09 crop year, the company originated some 2300 producer cars, about
17% of the overall producer-car volume.

The success of these producer-car loading groups has spurred the creation of others. Notable among these
are: Torch River Rail Inc., established in 2007 through the purchase of CP’s former White Fox subdivision; the
Boundary Trail Railway in southern Manitoba, which commenced operations on a portion of CP’s former La
Riviere subdivision in 2009; and the Great Sandhills Railway, which took over CP’s Burstall and Empress
subdivisions that same year. As the 2008-09 crop year came to a close, still more plans were advanced for the
establishment of new producer-owned shortline operations. These include the Battle River Producer Car
Group’s efforts to take over CN’s Alliance subdivision in Alberta, along with a similar construct being put
forward by Mobil Grain for the operation of CN’s Craik subdivision in Saskatchewan.

5.7 Summary Observations

An examination of the per-tonne financial returns to producers of wheat, durum, canola, and large yellow peas,
indicates that all have improved significantly since the 1999-2000 crop year. These gains ranged from a low of
50.6% in the case of large yellow peas, to a high of 98.9% for 1CWA durum. In all instances, these
improvements have been fuelled by substantive increases in the market price of the commodity itself.

Within the wider framework of a time series, however, the producer’s netback has fluctuated dramatically. After
having steadily climbed to their respective highpoints in the 2002-03 crop year, virtually all of the gains that had
been made were surrendered over the next three crop years. Even so, all of this lost ground was later
reclaimed as the producer’s netback once again surged to record levels during the GMP in the 2007-08 crop
year. These gyrations were all tied to wide-ranging swings in commaodity prices.

The sensitivity of the producer’s netback to changes in price were again in evidence in the 2008-09 crop year
when a financial crisis that rocked global commodity markets did much to disrupt grain sales and destabilize
prices. Still, in comparison to the collapses wrought in other commodity markets, the damage done to grain
prices proved minimal. These ranged from a reduction of just 5.1% in the price of large yellow peas, to a more
substantive 26.2% decrease in the final price of 1CWA durum. All of which were echoed in corresponding
reductions in the producer’s financial returns.

The influence of changes in the export basis has proven to be substantially less. In large part, this lesser sway
stems from a sizable difference in the scale of the components themselves. With the export basis typically
amounting to about one-quarter of the proceeds derived from a grain sale, its leverage in effecting a change in
the netback is simply far less. By way of example, the export basis would have to fall by about 4% to have the
same beneficial impact on the netback as that of a 1% increase in price.

Still, the export basis for all commodities has changed over the course of the GMP, albeit with demonstrably
less volatility than that exhibited by price. With respect to the CWB grains, the scope of that net change was an
increase of 22.3% (or $12.16 per tonne) in the case of wheat, and 29.5% (or $19.94 per tonne) for durum. As
for the non-CWB commodities, the changes proved to be more differentiated: a decrease of 7.4% (or $3.88 per
tonne) in the case of canola; and an increase of 85.5% (or $46.81 per tonne) for large yellow peas.

To a large extent, the full measure of the increase in the export basis for CWB grains was contained by
improvements in the financial benefits accruing to producers, whether in the form of trucking premiums or CWB
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transportation savings. These benefits, which amounted to $7.87 per tonne and $8.17 per tonne for wheat and
durum respectively, acted as partial counterweights to increases in the direct cost of railway freight, elevation,
cleaning, and storage.

The increase in producer benefits reflects the degree to which the competition between grain companies has
been heightened. The desire of the larger grain companies to draw increasingly greater volumes of grain into
their high-throughput facilities appears to be the foundation for this. Although producers have become more
adept at exploiting that rivalry in order to secure the best possible trucking premium when delivering grain,
overarching market forces have also played a role.

This, however, is not the case for non-CWB commodities. Both canola and large yellow peas receive
significantly less in terms of these per-tonne premiums than CWB grains do. More importantly, the trucking
premiums paid for both commodities have declined significantly over the course of the past decade. In the
case of canola, trucking premiums had all but been eliminated, having fallen from $2.48 per tonne in the 1999-
2000 crop year to just $0.49 per tonne in the 2007-08 crop year. Still, the 2008-09 crop year saw these
premiums more than double to $1.20 per tonne in a reflection of the unusually strong market demand for
canola. However, the broader decline remains consistent with the grain companies’ stated preference to use a
single pricing tool, namely the basis, as the competitive mechanism by which they attract these commaodities
into their facilities.

Also worth noting is the degree to which the export basis can vary, whether in absolute or relative terms,
between the nine geographic sampling areas used during the GMP. These variations encompass a myriad of
individual differences in the applicable cost of freight, the FAF, elevation, and producer benefits. As a result,
the export basis within any one area can vary significantly from the western Canadian average.
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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 mandate,
Quorum Corporation provides the 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

e 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 are focused largely on the calculation of “producer netback.”
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Appendix 2: Commodities Guide

To assist the reader of the Grain Monitor’s reports, the following description of various commodities discussed
is provided. These selections are taken from the CGC Official Grain Grading Guide — Chapter 27.

Board Grain: Board grains are western grains marketed under the control of the Canadian Wheat Board
(CWB). These include western wheat and barley destined for the export market, as well as domestic
sales of wheat and barley for human consumption. Domestic feed wheat and domestic feed barley
may be sold either on the open market or delivered to the CWB.

Canola: The term “canola” was trademarked in 1978 by the Western Canadian Oilseed Crushers’ Association
to differentiate the new superior low-erucic acid and low-glucosinolate varieties and their products from
older rapeseed varieties.

Non-Board Grain: Non-Board grain is grain marketed through the open market system. Such grain includes
domestic feed wheat and barley, rye, oilseeds and specialty crops.

Oilseeds: Oilseeds include flaxseed and solin, canola and rapeseed, soybeans, safflower and sunflower seed.
Pulses: Pulses are crops grown for their edible seeds, such as peas, lentils, chick peas or beans.
Screenings: Screenings is dockage material that has been removed by cleaning from a parcel of grain.

Special Crops: Special crops are considered to be beans, buckwheat, chick peas, corn, fababeans, lentils,
mustard, peas, safflower, soybeans, sunflower, and triticale.

Non-Board Grains Special Crops***
{ N\

Wheat Oilseeds Pulses
_|+Durum «Canola & Rapeseed *Peas
*Non-Durum |__| +Flaxseed & Solin eLentils
Wheat « Soybeans** *Chickpeas
« Safflower** *Beans
Barley |* Sunflower Seed* y
|| +Malting Barley —I Buckwheat |
*Export Feed Oats
Barley
Mustard
Rye
Triticale
|__INon-Board Feed Wheat &
Barley
Canary Seed

—I Corn** I

* Percent of shipments (railway volume) to four western ports in past five years
ke Also may be considered special crops
ik Not all special crops as defined by the CGC are included under the umbrella of the Canadian Special Crops Association
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Appendix 3: Producer Netback Calculator

A prime issue with many stakeholders is the impact that the shrinking GHTS network has had on the length of
truck haul from farm gate to elevator. While all evidence suggests that truck hauls are increasing because of
the reduced number of delivery points, the exact — or even approximate — amount of this increase is unknown.
Following discussions with stakeholders and the government, a methodology that would allow the Monitor to
gather the data necessary to enhance the quality and reliability of this component of the export basis has been
developed.164 The Producer Netback Calculator (PNC) was designed to provide a cost-effective and non-
intrusive means of gathering this data.

At the same time, and in response to producers’ requests, the Monitor will provide access to data on the costs
associated with moving grain from farm-specific locations to export position (the export basis). These costs are
the same ones reflected as deductions on cash tickets. The PNC has been designed to assist farmers in
determining the delivery options that may provide the best returns for their wheat, durum and feed barley.
When these costs are subtracted from the most recent CWB Pool Return Outlook (PRO), the resulting
calculation of producer netback provides the best possible estimate of the real returns to be had for their grain.

To gain access to the PNC, producers are

provided with their own personal log-in

identification and password. Once they

have logged into the system, all

communication will be secured through i

128 bit encryption technology, identical to Profuter NetBack Calculatlon

that Used by ma]or banks tO a”OW (Enter the base information for the movement you want to estimate)

customers access to their accounts over origin: & Use my hame lacation € Use this location

the internet. This ensures that all Quater[SWElr  Secton: B || ]+ Townshipfiz || =]+

information is communicated and held Range: 0 [ Elvmendian[wil]s  erovinesfwanichs o]+

with the strictest confidentiality, while | sivers Pont and Slevator: fieneer rai compary, Linted < BERANDON, b » Search Elevator

allowing the Monitor to classify data  |Pistance toElevator (Miles): 2 <Gl Mieage |

according to the demographics of the -

specific producer. Producers can be Binned Grade [#2 CWRS 155 [Z]- paid At Grade:[ 71 CwRS 135 (5]

assured that no data specific to any Estimated Dockage (%) 10 =]

individual will be published, or shared, by frosz Tannes ta Deliver0 i

Quorum Corporation. Trusking Rate e B
Number of Trips: |2

Calculation of a producer's estimated Trucking Modde [Commertal 3]+

export basis and netback is based on the thiskryas o Gioe TP

entry of movement-specific information  [articpsted Trucking premium (eavs blank Frone)F50 (5 per Net Tonne)

(i.e., delivery point, grain company, grain, LB MU Rt {§ per et Tonng)

grade, etc.). After entering this basic ST

information, the producer can then run a N

calculation that will return a tabular
accounting of the export basis and Figure A1: An image of the input screen for Quorum Corporation’s
producer netback based on the PRO.  Netback Calculator.

The producer also has the option of

“recalculating” these estimates by

returning to a previous screen, and

changing any of the parameters used in the calculation (i.e., destination station, grain company, etc.).

% The GMP currently incorporates trucking costs based on the commercial short-haul trucking rates for an average haul of 40
miles, as presented in Table 3A-1.
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Every estimate will be recorded and
accessible to the producer through a
“history” listing. It is through this screen
that producers are given the ability to
create comparative reports that can
present these estimates — or those they
wish to see — in summary or detail. These
reports can also be printed or presented as
a computer spreadsheet. This is also the
section of the system where the producer
identifies estimates that subsequently
resulted in actual grain movements.

The Grain Monitoring Program will gain
valuable data on grain logistics by retaining
a record of the individual transactions that
pertain to actual deliveries. In specific
terms, this data will assist in analyzing the
average length of haul to elevators, modal
utilization, and other farm gate to elevator
delivery issues. This information will be
incorporated into the calculation of
producer netback in future reports of the
Monitor.

Export Bacic and Producer Nothack Estimate

Besults

Crigin Point: SW 10 12 ¥ 2006 W1 CWB Pool Return Outlook

Dalivary Point:  BRANDON

______ pioneer Grain Company, Limived (ad].) Froight To Vancouver  $43.87
Grain Company: (8dl).) Frevght To Thunder Bay  $22.94
Commodity: Whaat Freight Adjusomant Factor 40,83
Binned Grade: #2 CWRS 135
Paid At Grade: #1 CWRS 13.5 Applicable Freight $32.77
Betimatad Docka 10 -
Trucking Mode:  Commorcal Prman :T;U::I:: ss‘s';uls"
Trutk Type: Tridam (tn-avle) besipud i 404
Number of Trigs; 2 SR
Grask Toonas:To Deknse: 50 Sub-Tatal Other Costs $2121
Destance To E o=
m i Trucking Premiums  ${3.50)
Teucking Pra $3.50 Cther Pramiums  4(0.00)
athar Promiums:  $0.00
Sub-Tatal Producer Premiums $(3:50)
Total Export Basis 550,40 $50.40
Producer Nethack §141.852 §385 $145.52 §3.96
Prit || Create Anather Estimate Create Actual Delvery |

Binned Paid
Tonne  Bushel Tonne  Bushel

£192.00£5.23 $196.00 £5.33

Figure A2: An image of the output screen for Quorum Corporation’s

Netback Calculator.
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Agriculture and Agri-Food Canada

Alberta Agriculture, Food and Rural Development
Alberta Infrastructure and Transportation
Alliance Grain Terminal Ltd.
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Manitoba Infrastructure and Transportation
Mission Terminal Inc.
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Paterson Grain

Port of Churchill

Port of Prince Rupert

Port of Thunder Bay

Port of Vancouver
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