Monitoring the Canadian
Grain Handling and
Transportation System

Annual Report
2001-2002 Crop Year

March - 2003

Submitted to:

Government (Gouvernement ?BHFE 1
I* of Canada  du Canada % tlon



Annual Report of the Monitor — Canadian Grain Handling and Transportation System
2001 - 2002 Crop Year



Foreword

The following report details the performance of Canada’s Grain Handling and Transportation System (GHTS)
for the crop year ended July 31, 2002, and focuses on the various events, issues and trends manifest in the
movement of Western Canadian grain during the past year. This is the second annual report submitted by
Quorum Corporation in its capacity as the Monitor appointed under the Government of Canada’s Grain
Monitoring Program (GMP).

As with previous quarterly and annual reports, the report is structured around a number of performance
indicators established under the GMP, and grouped under five broad series, namely:

Series 1 — Industry Overview
Series 2 — Commercial Relations
Series 3 — System Efficiency
Series 4 — Service Reliability
Series 5 — Producer Impact

Each series is the subject of an in-depth examination presented in sections 1 through 5 respectively. The
analysis is founded on data collected by the Monitor from the industry’s various stakeholders, and uses year-
over-year performance comparisons to frame the discussion. To that end, performance in the 2001-02 crop
year is largely gauged against that of the 2000-01 crop year.

Yet the GMP is also intended to frame recent performance against the backdrop of a longer time series.
Beginning with the 1999-2000 crop year — referred to as the “base” year under the GMP — the Monitor has now
assembled relatable quarterly performance data in a time series that spans three crop years. This data
constitutes the backbone of the GMP, and is used widely to identify significant trends and changes in GHTS
performance over the course of this interval. Readers interested in a fuller examination of the time series data
collected are encouraged to consult the detailed data tables found in Appendix 3 as required.

The 2001-02 annual report also heralds the addition of an important new section: Producer Impact. One of the
principal objectives of the GMP focused on assessing the economic impact of the changes taking place in the
GHTS on Western Canadian grain producers. Central to this assessment is the calculation of what is
commonly known as the “export basis” and the “producer netback.” In consultation with the stakeholder
community at large, an appropriate methodology for the calculation of these measures was developed late last
summer. Building on this foundation, the Monitor has now concluded a retroactive examination of the available
data, and herein presents its initial findings concerning these essential indicators.

Assembling the data needed to undertake this analysis was a difficult challenge. Moreover, given the differing
information systems used by each grain company, extracting data that was both consistent and relatable
required the substantive effort of numerous individuals. The Monitor would, therefore, like to extend particular
thanks to all those who devoted their time and energy to this crucial task. In the face of other priorities during a
challenging year for many within the GHTS, their efforts were sincerely appreciated.

QUORUM CORPORATION

Edmonton, Alberta
March 2003
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EXECUTIVE SUMMARY

This constitutes the second in a series of annual reports prescribed under the Government of Canada’s Grain
Monitoring Program (GMP), and submitted by Quorum Corporation in its capacity as the Monitor of Canada’s
Grain Handling and Transportation System (GHTS).

Outlined in last year's annual report was the sharp decline in grain production that resulted from the drought
experienced throughout much of Western Canada during the 2001 growing season. This year’s report largely
reflects on the effects of that drought, and the challenges that made the 2001-02 crop year a difficult year for
producers and other stakeholders. In the summer of 2002, both had to contend with continued drought
conditions, and brace themselves against the economic consequences arising from yet another year of below-
normal grain production.

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. To a great degree, many of the measures have been adversely
influenced by the sharp decline in grain volumes handled — be it through the country elevator, railway, or
terminal elevator systems. As a result, caution must be used in drawing definitive conclusions regarding the
relative change in GHTS efficiency during this period of abnormally lower grain volumes and extra challenge to
the stakeholders.

The scope of these challenges is reflected in the various indicators used under the GMP to gauge GHTS
performance. These are discussed at length in the main body of the report, but summarized as follows:

Grain Production, Supply and Shipments

Western Canadian grain production for the 2001-02 crop year totalled 42.5 million tonnes; a reduction of 21%
from the 54.1 million tonnes posted the year before. Drought conditions, felt across much of the prairies, were
the chief factor in this decline. Saskatchewan, where the drought proved most widespread, saw overall
production fall by just under 28% to 20.3 million tonnes. Traditionally representing about half of Western
Canada’s total grain production, Saskatchewan’s 7.8-million-tonne reduction accounted for a disproportionate
two-thirds of the overall drop in production.

The effects of the drought on the GHTS cannot be overstated. The volumes of grain gathered by the country
elevator system, moved by the railway system, or passing though the terminal elevator system, all declined in
rough proportion with production. A 7.1-million-tonne (or 28%) reduction in the aggregated volume of grain
moved by rail to Western Canadian ports — which totalled 18.8 million tonnes - typifies the broader experience
of the GHTS in the 2001-02 crop year.

Infrastructure

Elevator rationalization continues to be the driving force in the reshaping of the GHTS. Since the beginning of
the 1999-2000 crop year, the number of licensed primary and process elevators located in Western Canada
has been halved — falling from 1,004 to 500. The pace of this rationalization, however, accelerated significantly
during the 2001-02 crop year. The 281-elevator reduction recorded represents over half of the overall decline
during the three crop years covered by the GMP. Although this may be due in part to the sharp decline in the
volume of grain made available for movement, it ultimately reflects a business strategy aimed at reducing costs
and improving the economic efficiency of elevator assets.

In comparison, the railway network that serves these elevators has changed relatively little. At the outset of the
GMP, the railway network in Western Canada encompassed 19,468 route-miles. By the end of the 2001-02
crop year, total network mileage had dropped by 3% to stand at 18,909. Much of this 559-route-mile reduction
came during the first two crop years of the GMP. There were 97 route-miles removed from the system during
the course of the 2001-02 crop year itself. Still the Three-Year Network Plans of both CN and CP provide clear
evidence of their intention to discontinue or transfer other uneconomic branch lines.
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CWB Tendering

The Canadian Wheat Board’s (CWB) tendering program was implemented in accordance with a Memorandum
of Understanding (MOU) between the CWB and the Minister responsible for the CWB, and took effect on
August 1, 2000.

A total of 654 contracts were signed for the movement of approximately 3.6 million tonnes of grain during the
course of the 2001-02 crop year. This represents 28% of the overall grain volume shipped by the CWB to
Western Canadian ports during the crop year, and exceeds the 25% minimum commitment established under
the MOU. The major grain companies secured about 85% of the volume moved under the tendering program.

It should be noted that the majority of this volume moved in multiple car blocks (25 or more railcars) — slightly
more than 94% in the 2001-02 crop year. This marks an increase from the 86% seen in the previous crop year
and would indicate the incentives offered by the railways are integral to the pricing strategies adopted by the
grain companies in securing these tendered volumes.

The advances made in the tendering program have contributed significantly to the financial savings that are
ultimately being passed back to producers through the CWB’s pool accounts. According to the CWB, these
savings amounted to $40.9 million in the 2001-02 crop year.

Other Commercial Developments

A number of commercial developments occurred in the 2001-02 crop year that are worth noting:

e In November of 2001, Agricore Cooperative and United Grain Growers completed their merger, and
formed Agricore United — the largest handler of grain in Western Canada.

e In April 2002, the CGC determined that certain dedicated producer-car loading facilities would be
exempt from the licensing provisions of the Canada Grain Act as long as certain minimum conditions
were met.

¢ The Canadian Transportation Agency issued two noteworthy decisions in two cases involving the
movement of Western Canadian grain.

0 The Agency denied an application by the Ferroequus Railway Company for running rights
over CN’s lines between points in Alberta and Saskatchewan, and Prince Rupert. In so doing,
the Agency ruled that there was no convincing evidence of a prevailing public interest need for
the imposition of running rights.

o In the second case, the Agency found that CN had failed to fulfill its common carrier
obligations in a level-of-service complaint brought by Naber Seed and Grain. The day before
the Agency rendered its decision, Naber went into receivership and has since ceased
operations.

The GHTS Supply Chain

The effects of the drought in Western Canada makes it difficult to distinguish between changes in efficiency
brought on by abnormally lower grain volumes, and those that might have been prompted by grain policy
reforms, ongoing system evolution or other factors. To a great degree, the indicators used to gauge system
efficiency have all been adversely influenced by the sharp decline in grain volumes handled — be it through the
country elevator, railway, or terminal elevator systems. 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 its annual report for the 2000-01 crop year, the Monitor concluded that less time was being taken by grain in
its movement from the prairies to a port of exit. Specifically, it was observed that the overall amount of time
spent by grain moving through the system had dropped by some 4.9 days (or 7%) to an average of 64.9 days.
A year later, it must be reported that much of that ground has seemingly been lost. The overall amount of time
spent by grain in the system increased by 2.8 days (or 4%) to an average of 67.7 days.
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The decline in overall grain volume effectively meant that the GHTS saw a significant proportion of its handling
capacity rendered idle. This is perhaps best reflected in the reduced utilization of the terminal facilities located
in Prince Rupert and Churchill, and in the sharp drop observed in the capacity turnover ratios associated with
both the country and terminal elevator networks.

In equal measure, the elongation of the railways’ overall average car cycle from 16.7 days to 17.5 days largely
stems from an 11% increase in the average empty transit time component. This too reflects the reduced
demand placed on the hopper car fleet, and the inherent handling capacity that was rendered idle as a result.

Nevertheless, some efficiency gains accompanied this decline in grain volume. Most noteworthy is the
improvement witnessed in port operations. The average amount of time spent by vessels in Western Canadian
ports fell by 17% to 4.9 days. At Vancouver, where over half of the total vessel calls were made, the average
amount of time spent in port fell from 8.1 days to 6.6 days. Much of this — an average of 1.4 days — came from
a reduction in the amount of time these vessels had to spend waiting to load.

Input Costs

The posted rates for many of the GHTS’s component services have begun to rise. The nominal input costs tied
to trucking, country elevator handling, rail transportation, and terminal elevator handling, have all increased
over the course of the three crop years now behind the GMP. In and of themselves, much of this would appear
to be in keeping with general inflationary pressures, and an attempt to pass rising costs onto customers. Yet
some of these increases are significant, and figure more prominently in the overall cost of delivering grain to
export positions.

With respect to the 2001-02 crop year, the posted per-tonne tariff rates for country elevator handling saw
increases of 4% to 20% for the receiving, elevation and loading of grain; increases of 1% to 25% for the
removal of dockage and cleaning; and 15% to 50% for storage. At the same time, the posted freight rates for
single-car railway movements increased by about 4%, while the tariff rates for terminal elevator activities
increased by 1% to 10%.

Government Reforms and The Revenue Cap

In May 2000 the Canadian government announced major changes to its grain handling and transportation
policies. One of the key changes involved terminating the maximum rate scale for railway freight rates and
instituting a cap on railway grain revenues. This change provided for an 18% reduction in the estimated
revenues that would have been realized without the reform’s implementation.

To achieve this, the railways chose a two-pronged approach. Firstly, the published rates for single-car
movements in the 2000-01 crop year were reduced by approximately 3%. However, since this reduction also
avoided a pending rate increase allowed under the old maximum rate program, these single-car rates ended up
being about 8% lower than those that would otherwise have come about without the reform. This effectively
cancelled a rate increase of 4.5% that had been scheduled to go into effect on August 1, 2000. And although
the railways increased their single-car rates at the beginning of the 2001-02 crop year by about 4%, the
inherent advantage of an avoided rate increase effectively remains.

The railways chose to achieve the remainder of the prescribed revenue reduction through the continued use of
the incentive discounts applied to grain moving in multiple-car blocks. Between the 1999-2000 and 2001-02
crop years, the overall proportion of hopper cars moving in blocks of 25 or more cars climbed from 50% to
77%. As a result, the annual value of the discounts applicable on these movements is estimated to have
ballooned from $31.1 million to $57.2 million.

In December 2002, the Canadian Transportation Agency determined that the statutory grain revenues for both
CN and CP amounted to $280.2 million and $277.9 million respectively — $558.1 million combined. The
Agency further determined that both carriers had conformed to the provisions of the revenue cap for the 2001-
02 crop year, and had in fact bettered their caps by almost 5% and 3% respectively, some $22.2 million lower.

It should be noted that while statutory grain revenues were significantly less than in the preceding crop year,
the differential with the revenue cap was significantly widened — from less than 1% in the 2000-01 crop year to
almost 4% in the 2001-02 crop year. Not only does the widening of this gap indicate that the railways have
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earned less revenue than allowed under law, it affirms the substantial role played by incentive discounts in
furthering this result.

System Reliability

The decline in overall grain volume effectively eased the pressure brought to bear on the GHTS as a whole,
and idled a significant proportion of its terminal handling capacity. In large measure, this is reflected in a rise in
the amount of time spent by grain in inventory at terminal elevators, and in a decline in the average amount of
time spent by vessels in port. At the same time, no prolonged disruption — be it labour or weather related —
unduly impinged itself on the workings of Western Canadian ports.

Stock-to-vessel requirement, and stock-to-shipment, ratios for key grains at the ports of Vancouver and
Thunder Bay all showed values well in excess of 2.0. These values confirm that sufficient grain was made
available at the terminals to meet prevailing demand. To the extent that the reliability of any supply chain can
be gauged by its ability to actually deliver product at the time and place specified, it would appear that the
reliability of the GHTS was adequate for the task demanded. But reliability often comes at the expense of
system efficiency, as is seen with inventories maintained at levels in excess of that required to meet prevailing
demand.

Export Basis and Producer Netback

Significant improvement in the market price of both 1 Canada Western Red Spring wheat (1CWRS wheat) and
1 Canada Western Amber durum (1CWA durum), along with a reduction in their respective export basis, have
produced steadily greater per-tonne returns for grain producers over the course of the past three crop years. In
particular, market price has proven to be the key determinant in the observed overall improvement in the
producer’s netback for CWB grains. This is also the case with respect to 1 Canada canola and Canadian large
yellow peas. However, all of these per-tonne improvements in financial returns must be viewed against a
significant reduction in grain volumes over the same period.

CWB grains have realized considerable increases in their final prices over the past three crop years. 1CWRS
wheat rose by some 26% from $167.58 per tonne in the 1999-2000 crop year to $211.54 in the 2001-02 crop
year. Similarly, 1CWA durum rose by 28% — from $206.79 per tonne to $263.74 — during the same period.

For both wheat and durum, the export basis has declined steadily over the course of the past three crop years.
From a peak of $54.58 per tonne in the 1999-2000 crop year, the average export basis for 1CWRS wheat fell to
$52.29 in the 2000-01 crop year, and to $50.39 in the 2001-02 crop year — a net improvement of $4.19 per
tonne (or 7.7%). Durum experienced a similar decrease, falling from $67.63 per tonne in the 1999-2000 crop
year, to $63.05 in the 2001-02 crop year — an improvement of $4.58 per tonne (or 6.8%). In both cases the
primary drivers in these reductions were increases in both trucking premiums and CWB transportation savings.

Through the combined effects of a significant increase in the price, and a reduction in the export basis, the
overall producer netback for wheat increased $43.89 per tonne (or 37%) — climbing from $118.40 per tonne in
the 1999-2000 crop year to $162.29 in the 2001-02 crop year. Similarly, durum realized an improvement over
the three-year period of $57.56 per tonne (or 36%) — rising from $160.48 per tonne to $218.04 "

As with CWB grains, changes in the price for 1 Canada canola and Canadian large yellow peas have proven to
be the key determinants in improving the producer’s netback. Both commodities realized sharp price increases
over the same three-year period — canola, rising by 22% to $355.67 per tonne; and yellow peas, rising by 38%
to $279.85 per tonne.

Over the course of the GMP, the export basis for 1 Canada canola decreased by 20% — falling from an average
of $52.51 per tonne in the 1999-2000 crop year, to $42.01 in the 2001-02 crop year.

The export basis for Canadian large yellow peas increased by 30% — rising from an average of $54.76 per
tonne in the 1999-2000 crop year, to $70.97 in the 2001-02 crop year.

' Because final prices for CWB grains are expressed here net of CWB costs, subtracting the export basis does not result in the
netback figure. For the “adjusted” CWB final price, please see Chapter 5 of this report.
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The producer netback for canola increased by $74.56 per tonne (or 31%) over the three-year period — climbing
from $239.10 per tonne in the 1999-2000 crop year to $313.66 in the 2001-02 crop year. Similarly, yellow peas
realized an improvement of $61.10 per tonne (or 41%) over the same period — increasing from $147.78 per
tonne to $208.88.

Producer Car Loading

The aggregate number of producer-car loading sites has declined 27% since the beginning of the 1999-00 crop
year — falling from 706 to 513 by the end of the 2001-02 crop year. This stems from a 40% reduction in the
number of sites local to the larger Class 1 carriers, yet the number of sites local to non-Class 1 carriers
effectively doubled during the same period — increasing from 63 to 127.

And while the overall number of producer-car loading sites has fallen, the number of producer-cars shipped
continues to climb. During the 2001-02 crop year, a total of 6,583 producer cars were shipped. Although this
represents 2% of the overall volume of grain shipped, it embodies a compound annual growth rate of almost
40%, and may denote the beginning of an upward trend.

Monitors’ Findings

While it is difficult, if not impossible to determine or measure the appropriate balance of system efficiency and
reliability, the Monitor is of the view that the GHTS is presently operating in a reliable manner. Further, it is the
opinion of the Monitor that the Canadian government’s policy reforms are having a beneficial effect on the
producers’ export basis.

There can be no doubt that the single largest driver of improvements to producer netback is being derived from
positive changes in the price of grain as determined in the global market. At the same time, these per-tonne
values are inextricably tied to the actual volume of grain produced, and shipped. The implications from this fact
cannot be overstated. While producers may now be realizing significantly higher returns than previously, this
per-tonne improvement is tempered when applied against volumes that have decreased by a factor of 25% or
more over the past three crop years.
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SECTION 1: INDUSTRY OVERVIEW

The purpose of the Industry
Overview series of indicators is
to track changes in grain
production, the structure of the
industry itself and the
infrastructure comprising the
GHTS. Changes in these areas
can have a significant influence
on the efficiency, effectiveness
and competitiveness of the
GHTS as a whole. Moreover,
they may also be catalysts that
shift traditional traffic patterns,
the demand for particular
services, and the utilization of
assets.

Highlights — 2001-2002 Crop Year

Grain Production and Supply

*  Grain production declined by 21.3 % to 42.5 million tonnes due to a widespread
prairie drought during the 2001 growing season.
o Saskatchewan particularly hard hit with a 27.7% decline in overall grain
production.
o All commodities except flaxseed experience declines; durum production falls
by 45.9%.
e Carry forward stock decreased by 10.5% to 8.8 million tonnes.
o Declines noted for all commodities save durum.
o0 Overall canola stocks reduced by a factor of one-half as a result of an
18.8% decline in production.
o Durum stocks more than doubled in the face of a 31.3% increase in overall
2000 production.
o Manitoba was the only province to record an increase in carry forward
stocks; primarily for its wheat, durum, and barley stocks.

Railway Traffic

*  Railway grain volume fell 27.5% to 18.8 million tonnes.
0 Reflects reduced volume of grain available for movement.
¢ Grain traffic to all Western Canadian ports declined.
o Volume to Vancouver reduced by 26.4%, overall share of traffic falls to

60.8%.

o Volume to Thunder Bay falls by 20.5%; overall share of traffic climbs to
31.1%.

o Prince Rupert and Churchill hardest-hit; volumes fall by 54.8% and 34.8%
respectively.

Country Elevator Infrastructure

*  Rationalization efforts of the major grain companies intensified.
o Grain delivery points reduced by 36.1% to 345.
o Number of elevators fell by 36.0% to 500.
e FElevator storage capacity reduced by 14.2% to 6.1 million tonnes.
o Falls below 7.0-million-tonne threshold for the first time.
*  Elevators capable of loading in multiple-car blocks falls 8.5% to 292; surpasses 58%
of GHTS total.
o Share of GHTS capacity rises to 83.9%

Railway Infrastructure

*  Western Canadian rail network reduced by 0.5% to 18,909 route-miles.
0 Regional and shortline network remains unchanged at 4,935 route-miles.
e CN and CP announce agreements to transfer additional branchline operations to
three new shortlines.
o Start-up tentatively set for early in the 2002-03 crop year.

Terminal Elevator Infrastructure
*  One additional terminal facility licensed at Thunder Bay.

o Western Grain By-Products Storage Ltd. increases GHTS total to 17.
o Increases GHTS storage capacity by 1.1%.
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Indicator Series 1 — Industry Overview

CROP YEAR (1)
Table Indicator Description Notes 2000-01  2001-02 % VAR
Production and Supply [Subseries 1A]
1A-1 Crop Production (000 tonnes) (2) 54,0726 42,5414 213% V
1A-2 Carry Forward Stock (000 tonnes) () 9,775.6 8,750.6 -10.5% V¥V
Grain Supply (000 tonnes) () 63,848.2 51,292.0 -19.7% V¥
Rail Traffic [Subseries 1B]
1B-1 Railway Grain Volumes (000 tonnes) — Origin Province B
1B-2 Railway Grain Volumes (000 tonnes) — Primary Commodities >~ 258855 18,765.1 275% V
1B-3 Railway Grain Volumes (000 tonnes) — Detailed Breakdown J
Country Elevator Infrastructure [Subseries 1C]
1C-1 Grain Delivery Points (number) 540 345 -36.1% V
1C-1 Grain Elevator Storage Capacity (000 tonnes) 7,137.0 6,125.2 -142% V¥V
1C-1 Grain Elevators (number) — Province B
1C-2 Grain Elevators (number) — Railway Class = 781 500 -36.0%
1C-3 Grain Elevators (number) — Grain Company J
1C-4 Grain Elevators Capable of Incentive Loading (number) — Province j
1C-5 Grain Elevators Capable of Incentive Loading (number) — Railway Class s 319 292 -85% VWV
1C-6 Grain Elevators Capable of Incentive Loading (number) — Railway Line J
Class
1C-7 Grain Elevator Openings (number) — Province 1
1C-8 Grain Elevator Openings (number) — Railway Class -~ 23 29 26.1% A
1C-9 Grain Elevator Openings (number) — Railway Line Class J
1C-10 Grain Elevator Closures (number) — Province 1
1C-11 Grain Elevator Closures (number) — Railway Class = 159 310 95.0% A
1C-12 Grain Elevator Closures (number) — Railway Line Class J
1C-13 Grain Delivery Points (number) — Accounting for 80% of Deliveries () 145 n/a na -
Railway Infrastructure [Subseries 1D]
1D-1 Railway Infrastructure (route-miles) — Grain-Dependent Network 4,577.7 4,480.7 21% VWV
1D-1 Railway Infrastructure (route-miles) — Non-Grain-Dependent Network 14,428.1  14,428.1 0.0% -
1D-1 Railway Infrastructure (route-miles) — Total Network 19,005.8  18,908.8 -0.5% -
1D-2 Railway Grain Volumes (000 tonnes) — Grain-Dependent Network 8,407.3 6,228.7 259% V
1D-2 Railway Grain Volumes (000 tonnes) — Non-Grain-Dependent Network 16,749.6  12,048.0 -281% V
1D-2 Railway Grain Volumes (000 tonnes) — Total Network 25,156.8  18,276.6 273% V
1D-3 Shortline Railway Infrastructure (route-miles) 3,090.9 3,090.9 0.0% -
1D-3 Shortline Railway Grain Volumes (000 tonnes) 2,335.1 2,061.0 -117% VW
1D-5 Railway Grain Volumes (000 tonnes) — Class 1 Carriers 22,821.7  16,215.7 -289% V
1D-5 Railway Grain Volumes (000 tonnes) — Class 2 and 3 Carriers 2,335.1 2,061.0 -117% VW
1D-6 Grain Elevators (number) — Grain-Dependent Network 309 179 -421% Vv
1D-6 Grain Elevators (number) — Non-Grain-Dependent Network 440 305 -30.7% V¥
1D-6 Grain Elevator Storage Capacity (000 tonnes) — Grain-Dependent 2,234.6 1,726.7 227% V
Network
1D-6 Grain Elevator Storage Capacity (000 tonnes) — Non-Grain-Dependent 4,776.6 4,334.0 93% V
Network
Terminal Elevator Infrastructure [Subseries 1E]
1E-1 Terminal Elevators (number) 16 17 6.3% A
1E-1 Terminal Elevator Storage Capacity (000 tonnes) 2,703.6 2,733.6 1.1% A
1E-2 Terminal Elevator Unloads (number) — Covered Hopper Cars 271,606 202,943 -253% V

(1) — In order to provide for more direct comparisons, the values for both the 2000-01 and 2001-02 crop years are “as at” or cumulative to July 31
unless otherwise indicated.

(2) — Values quoted represent the supply available for movement during the crop year.

(3) — Statistics relating to grain deliveries by station, as compiled by the Canadian Grain Commission, are generally produced a full six months after
the close of the crop year. Only statistics for the 2000-01 crop year can be presented at this time.
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1.1 Production and Supply [Measurement Subseries 1A]

Western Canadian grain production for the 2001-02 crop year totalled 42.5 million tonnes; a reduction of 21.3%
from the 54.1 million tonnes posted the year before. A widespread drought, felt across much of the prairies,
was the chief factor in this decline. Alberta and Saskatchewan were particularly hard-hit with average
precipitation levels recorded at half, or less than half, the seasonal norm in most areas.” Although Manitoba
reported more moderate drought conditions in the northwest, it also experienced above-average precipitation in
the southeast corner. Conversely, British Columbia was largely unaffected, and reported average to above-
average precipitation levels for its more northerly growing region.

Figure 1: Percentage of Average Precipitation — April 1 to August 31, 2001

Edmonton

I Extreme Dry (<40%)
[ Well Below Average (40-60%)
[1 Below Average (60-85%)

1 Average (85-115%)

[ Above Average (115-150%)

Saskatoon

Calgary

Regina

Source: Prairie Farm Rehabilitation Administration

The effects of the drought on the GHTS cannot be overstated. Over the course of the last two growing
seasons drought conditions have steadily worsened, and brought economic hardship to many in the agriculture
industry. Indeed, many claim that the conditions faced by farmers today rival those of the 1930s. Regardless,
the ravages of the drought are uncontested. Not only has total Western Canadian grain production fallen by a
factor of one-quarter in the last crop year, the severity of 2002’s drought has reduced principal grain production
for the 2002-03 crop year even further — to 57.5% of the ten-year average.’

2 The comparative average precipitation levels cited here are based upon historical data gathered by the Prairie Farm Rehabilitation
Administration for the 30-year period between 1961 and 1990.

% Statistics Canada’s final estimate of principal grain production for the 2002 growing season amounts to 26.9 million tonnes. This
volume, slated for movement in the 2002-03 crop year, is some 42.5% below the ten-year average production level of 46.8 million
tonnes.
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Provincial Grain Production

The scope of the 2001 drought is effectively mirrored in provincial grain production statistics. Saskatchewan,
where the drought proved most

widespread, saw overall production fall by  Figure 2: Provincial Grain Production

27.7% to 20.3 million tonnes. Traditionally
representing about half of Western
Canada’s total grain production, 30
Saskatchewan’s 7.8-million-tonne reduction 25
accounted for a disproportionate two-thirds
of the 11.5-million-tonne drop in overall
production. This was followed by Alberta
with a reduction of 2.0 million tonnes, and

10 — —

Tonnes (millions)
-
o

Manitoba with a reduction of 1.8 million 1

tonnes. Grain production in British * B
Columbia remained largely unchanged, and 0

totalled some 0.3 million tonnes. [See 199900 200001 200102

Table 1A-1 in Appendix 3.] oMB @Sk @AB

In equal measure, production declines were posted for most individual grains. The resiliency of wheat under
these growing conditions, however, was highlighted by a modest decline of 13.8% (or 2.7 million tonnes) in the
face of much steeper declines for barley, canola, and other grains. Particular mention must also be made of
the fact that durum production — which is largely localized in the southern prairies — fell by 45.9% to 3.1 million
tonnes. This arose not only because of the harsher drought conditions experienced in southern Saskatchewan
and Alberta, but because of a reduction in the number of acres seeded as well.

Carry-Forward Stock and Western Canadian Grain Supply

Coupled with the decline in domestic production was a 10.5% drop in carry-forward stock — which fell from 9.8
million tonnes to 8.8 million tonnes.* While the broad scope of this decline extended to most commodities, it
effectively excluded those in Manitoba. The overall volume of that province’s carry-forward stock actually
increased by 9.8%.°

The overall carry-forward stock for canola declined by a factor of one-half in reflection of an 18.8% decline in
production during the summer of 2000. The carry-forward stock for durum, however, more than doubled from
the previous year. This arose because

durum supplies in Western Canada  Figure 3: Western Canadian Grain Supply

effectively exceeded demand, and world
markets were unable to fully absorb these
excess supplies at prices acceptable to 70
the Canadian Wheat Board.® [See Table 60 -
1A-2 in Appendix 3.]

With 8.8 million tonnes of stock carried
forward from the 2000-01 crop year, and
42.5 million tonnes harvested in 2001, the

Tonnes (millions)

total grain supply for the 2001-02 crop 101

year amounted to 51.3 million tonnes. 0 [ ] 1999.00 ’7 200001 [ 200102
This, however, denoted a decline of 12.6

m|”|0n tonnes (or 1970/0) from the 638 O Carry Forward Stock O Grain Production @ Grain Supply

4 Carry forward stock measures the amount of grain held in inventory on farms and in primary elevators.
® The increase in Manitoba'’s carry-forward stock largely reflects increased wheat and durum production in the 2000-01 crop year.

® Global durum production exceeded demand in the 2000-01 crop year. Accounting for close to two-thirds of the global trade in
durum, the Canadian Wheat Board chose to limit its durum deliveries given that the incremental carrying costs were less than the
financial penalties that would have been incurred from selling this grain at depressed prices. See Canadian Wheat Board, Grain
Matters, March-April, 2001.
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million tonnes made available the year before.

1.2 Rail Traffic [Measurement Subseries 1B]

In reflection of the reduced grain supply, the volume of grain moved by rail to Western Canadian ports during
the 2001-02 crop year fell sharply from the previous crop year. Aggregated volume for the crop year totalled
18.8 million tonnes — a decrease of 7.1

million tonnes (or 27.5%).”  Although  Figure 4: Railway Grain Volumes

quarterly volumes were notably lower
during all four quarters of the year, the
decline was particularly acute during the
latter half. Volume for the third quarter
alone fell by 39.3% from that observed for
the same period a year earlier. [See Tables
1B-1, 1B-2, and 1B-3 in Appendix 3.]

Tonnes (millions)
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This same pattern was largely evident in
the volumes moved to the principal export
gateways of Vancouver and Thunder Bay.
And while Vancouver continued to handle
nearly 60% of the overall tonnage moved a ‘ Q2 ‘ as ‘ Q4 | Q1 ‘ Q2 ‘ a3 ‘ | a1 ‘ Qz ‘ Q3 ‘ Q4
by the GHTS, grain shipments to that port 1999-00 2000-01 2001-02

fell by 26.4% to 11.4 million tonnes. Grain
destined to Thunder Bay declined by a
somewhat lesser 20.5% to 5.8 million
tonnes.

== Vancouver == Thunder Bay == Prince Rupert [—= Churchill ———Western Canada

Alternatively, the declines registered for the ports of Prince Rupert and Churchill were much steeper: 54.8% for
the former; and 34.8% for the latter. These two ports, however, accounted for a mere 8.1% of the overall traffic
volume.

Provincial Origins

Paralleling the shifts cited with respect to overall production, the volume of grain originated from each of the
producing provinces fell off sharply. Almost two-thirds of the decline observed during the 2001-02 crop year
can be attributed to reduced volumes from Saskatchewan alone. Rail shipments from that province fell by 4.4
million tonnes (or 32.0%). This was followed by the provinces of Alberta, with a reduction of 1.8 million tonnes
(or 21.8%); and Manitoba, with a reduction of 0.9 million tonnes (or 23.4%). Grain moving from British
Columbia, while declining by a comparable 22.0%, amounted to a scant 54,800 tonnes and had little
measurable impact on overall railway volumes.

1.3 Country Elevator Infrastructure [Measurement Subseries 1C]

The decline in the number of licensed country elevators located throughout Western Canada is well known.
Indeed, data from the Canadian Grain Commission shows that this decline has continued unabated for at least
four decades. At the outset of the GMP — August 1, 1999 — there were 1,004 licensed primary and process
elevators situated on the prairies. By July 31, 2001, that number had fallen by 22.2% to 781.

" The railway grain traffic referred to includes only that portion moving to a designated Western Canadian port in accordance with

the provisions of the Canada Transportation Act. It does not include grain traffic originating in Western Canada and destined to
either Eastern Canada or the United States of America.
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The rate of decline, however, showed a marked acceleration in the 2001-02 crop year. By July 31, 2002, the
number of licensed elevators had fallen by a further 281 (or 36.0%) to 500.® Moreover, this 281-elevator
reduction constitutes over half of the net facility decline recorded during the entire three-year period covered by
the GMP. The network of licensed elevators now found in Western Canada stands at 49.8% of the level seen
on August 1, 1999. [See Tables 1C-1, and 1C-2 in Appendix 3.]

Grain Delivery Points

In concert with this, the remaining facilities Figure 5: Licensed Grain Elevators and Delivery Points
within ~ the elevator network are
congregated around an equally smaller
number of grain delivery points. By the end 1,200
of the 2001-02 crop year, the number of
active delivery points had fallen to 345.
This represents a reduction of 36.1% from 800 -
the 540 seen at the end of the preceding
crop year, and a reduction of 49.6% from
the 684 observed at the outset of the GMP. 400
The most recent data on grain deliveries at

these points further illustrates this trend. 200
During the 2000-01 crop year, a full 80% of
the GHTS’s producer deliveries were made i ‘ Q2 ‘ Q3 ‘ ot | a1 ‘ Q2 ‘ Q3 ‘ as | a1 ‘ Q2 ‘ a3 ‘ Q4
at just over one-quarter of active delivery
points. In the 1999-2000 crop year, this
proportion was approximately one-third.
[See Table 1C-13 in Appendix 3.]

Grain Elevators
1,000 +

600

Delivery Points \

1999-00 2000-01 2001-02

Examined geographically, the steepest relative decline in the number of licensed facilities is found in
Saskatchewan. Since the beginning of the 1999-2000 crop year, the number of facilities located in that
province has fallen by 53.5% — from 527 to 245. This rate of decline was closely followed by Alberta with a net
reduction of 127 (or 50.4%); and Manitoba with a drop of 95 (or 44.0%). °

Elevator Storage Capacity

Despite the steep decline in the overall Figure 6: Licensed Grain Elevators — Provincial Distribution
number of elevators, the storage capacity

associated with these facilities fell by a

mere 12.8% to 6.1 million tonnes during the 600 Saatchowan

same period. Nevertheless, this reduction /

saw overall storage capacity fall through a 500 1
long-standing 7-million-tonne floor.  This
more moderate rate of decline stems from
the fact that while grain companies were

400 +

300

methodically closing their less-efficient Alberta

conventional facilities, they were also o |

adding new high-throughput facilities. Manitoba

Until the latter part of the 1999-2000 crop T a2 s |ae | a1 | @2 | @ | @ | @1 | @ | as |
year, the capacity added through 1999-00 2000-01 200102

investment in new or expanded facilities

® The reduction in licensed elevators cited here reflects the net change arising from elevator closures and openings throughout the
crop year. This net reduction should not be construed as elevator closures alone.

® There are nine licensed primary and process elevators located outside the provinces of Manitoba, Saskatchewan, and Alberta.
Specifically, these include one in Ontario, and eight in British Columbia as at July 31, 2002. Changes in the elevator infrastructure
of these provinces are generally not highlighted given their limited influence, but are included in the wider statistics pertaining to the
GHTS as a whole. Readers interested in the elevator data associated with these specific provinces should consult the detailed
tables presented in Appendix 3.
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marginally outpaced that being removed Figure 7: Licensed Grain Elevators — Storage Capacity
through closure. This served to actually
increase overall storage capacity to a peak

of 7.5 million tonnes in the third quarter of 85
the 1999-2000 crop year. That pace has

since been eclipsed, however, and total Storage Capacity
storage capacity is now falling at a rate 7.5 1 /
more in keeping with the decline in the
number of elevators as a whole.

Tonnes (millions)
~
o
|

The clear target in this rationalization effort

has been the traditional wood-crib elevator. 6.0
Comparatively smaller in size, these

facilities typically have limited grain a1 \ Q \ @ \ | At \ Q \ Q3 \ | \ Q2 \ Q3 \ Q4
storage, and insufficient track capacity to
support the loading of 25 or more railcars at
a time. Of the 599 elevators closed since
the beginning of the GMP, the
overwhelming majority — some 525 (or 87.6%) — have been Class A facilities.® This decline appears largely
the result of economic obsolescence — their place within the GHTS having been displaced by the more efficient
high-throughput elevator.

1999-00 2000-01 2001-02

One of the driving forces for this evolution can be traced to the railways increased use of financial incentives to
promote grain shipments in multiple, rather than single, car blocks."" From the vantage point of an individual
grain company, these incentives provided an opportunity to unlock the economic benefits inherent in the use of
high-throughput facilities. In a flurry of new construction, high-throughput elevators soon began to appear
across the prairies. With the opening of each new facility, neighbouring conventional elevators were
marginalized, and closed in an effort to leverage economies of scale.

Elevator Class Figure 8: Licensed Grain Elevators — Facility Class

And while this process is still at work today,
it no longer appears directed towards the

800

closure of Class A facilities alone. During

the course of the past three crop years, 68 00

Class B facilities were also closed — despite 600 1 CladsA

the fact that shipments from these facilities 500

are eligible to receive an incentive discount 400 4

of $1.00 per tonne. Together, Class A and 300 |

B facilities account for a full 99.0% of the Class B ClassC Class D

recorded closures. Conversely, only 48.4% 2007 L

of the 95 elevators opened during this 100

same period were Class A and B 0

facilities." Indeed, these statistics at ‘ Q2 ‘ a3 ‘ a4 | at ‘ @2 ‘ @3 ‘ Qs | at ‘ @2 ‘ a3 ‘ Q4
emphasize the fact that the only elevator 1999-00 2000-01 2001-02

° For comparison purposes, primary and process elevators are grouped into classes that reflect their loading ability (as defined by
the number of car spots at each facility). The Class A facilities referenced have less than 25 car spots. Those facilities having 25-
49 car spots are denoted as Class B; those with 50-99, Class C; and those with 100 or more, Class D.

" The railways first introduced incentives for the movement of railcars in multiple-car blocks to the grain industry in 1987. They are
predicated on drawing significantly greater grain volumes into facilities that can provide for movement in either full, or partial,
trainload lots. The internal cost savings accruing to the railways from such operating practices effectively makes any incentive
program self-financing. The by-products of such practices — principally better asset utilization — often allow for more reliable service
levels, and further cost savings. At present, these incentives are built around shipment thresholds of 25, 50 and 100 cars. As of
August 1, 2000, shipments in blocks of 25-49 cars received a discount of $1.00 per tonne from the published tariff rate for single car
movements; those in blocks of 50-99 cars, $4.00 per tonne; and those in blocks of 100 or more cars, $6.00 per tonne.

"2 Statistics associated with elevator closures and openings are imprecise since they do not discriminate between licensed facilities
that may have been closed by one grain company, but reopened by another, through a sale of assets.
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classes to actually increase in number during the past three crop years were the high-throughput Class C and
D facilities. [See Tables 1C-7 through 1C-12 in Appendix 3.]

In specific terms, the net changes in elevator infrastructure recorded over the past three crop years are as
follows: Class A facilities — down by 70.6%, from 705 to 207; Class B facilities — down by 35.0%, from 180 to
117; Class C facilities — up by 37.0%, from 81 to 111; and Class D facilities — up by 71.1%, from 38 to 65.

With these rationalization decisions being  Figure 9: Share of Storage Capacity — Facility Class
partially tied to a grain company’s ability to
realize the financial benefits from shipping
grain in multiple car blocks, the relative 60
change in both the number and storage
capacity of elevators capable of loading

2]
=]
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cars in incentive blocks provides the best g o itk
means of examining the evolution of these &

assets. During the course of the 2001-02 5 % /_/1
crop year, the number of such facilities 2 201

actually decreased marginally — falling from g ot

-
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319 to 292 — while the associated storage
capacity remaining essentially unchanged
at 5.1 million tonnes. [See Tables 1C-4, at | a2 | a3 | a4
1C-5, and 1C-6 in Appendix 3.]
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And while the actual number of elevators

capable of loading cars in incentive blocks

actually dropped from 299 to 292 (or 2.3%) during the course of the past three crop years, the storage capacity
tied to these facilities has increased by 1.1 million tonnes (or 26.8%)." By the end of the 2001-02 crop year,
these elevators represented 58.4% of the total comprised within the GHTS, and 83.9% of its associated
storage capacity. This contrasts significantly with the relative proportions observed at the beginning of the
1999-2000 crop year — 29.8% and 57.7% respectively.

At the same time, the emergent influence of the Class C and D elevators has come more sharply into focus.
By the end of the 2001-02 crop year, these larger facilities accounted for 35.2% of all elevators, and 69.8% of
the GHTS’s overall storage capacity — a significant increase from their respective 11.9% and 39.4% shares at
the beginning of the GMP.

Grain Companies

Elevator rationalization continues to be the domain of the larger grain companies. The sheer number of their
facilities gives rise to broader consolidation opportunities than is possible for those companies with far fewer
elevator assets. Saskatchewan Wheat Pool (SWP) remains the most aggressive in this regard, having reduced
the number of its elevators by 237 (or 77.7%) over the course of the past three crop years. Over half of this
decline — comprising 135 elevators — was recorded in the 2001-02 crop year alone.

Agricore Cooperative Ltd., which posted the second largest reduction, decreased its network of elevators by
158 (or 61.2%) over the same time period. Correspondingly, the efforts of United Grain Growers Limited
produced a net reduction of 61 elevators (or 48.4%). While both companies intensified their rationalization
efforts during the 2001-02 crop year, neither was in keeping with that observed at SWpP."

3 The full measure of the relative gain in Class C and Class D facilities is obscured by the inclusion of Class B facilities — which
declined from 180 to 117 (excluding adjustments for elevators that lost rail service) during the same period. The relative gains for
Class C and D facilities alone are: 57 elevators (or 47.9%) and 1.5 million tonnes (or 54.3%).

™ On November 1, 2001, Agricore Cooperative Ltd. formally merged with United Grain Growers Limited to form Agricore United.
Adjusting for this, the recast statistics for Agricore United show that the company reduced its network of elevators by 219 (or 57.0%)
during the past three crop years. Beginning with the 2002-03 crop year, the historical statistics pertaining to these two companies
will be combined and presented as those of Agricore United alone.
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Lesser declines were observed for Pioneer Grain Company, Limited — 39 or 37.1%; Cargill Limited — 20 or
33.9%; and N.M. Paterson & Sons Limited — 2 or 4.0%. Running counter to this pattern were Louis Dreyfus
Canada Ltd. and AgPro Grain which each posted a gain of three elevators — increases of 37.5% and 27.3%
respectively. No changes were recorded in the number of elevators operated by either ConAgra Limited or
Parrish and Heimbecker, Limited. [See Table 1C-3 in Appendix 3]

1.4 Railway Infrastructure [Measurement Subseries 1D]

As related in the Monitor's 2000-01 Annual Figure 10: Western Canadian Railway Infrastructure (route-miles)

Report, the pace at which Canada’s major
railways rationalized their infrastructures in

Class 1 Railways

the mid-1990s has abated significantly. a0 5300
The majority of the initiatives advanced at 14700 l'" \ 5200
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abandonment of over 4,300 route-miles of g sty / A \ 15000 &
Western Canadian railway infrastructure. 2 100 — S=——— as0
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the railway network in Western Canada
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miles. Of this, Class 1 carriers owned 14000 L 4s00
14,827.9 route-miles (or 76.2%), while the 13500 ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ 2400
smaller Class 2 and 3 carriers controlled a1 | a2 | a3 | s | a1 | a2 | a3 | s | a1 | a2 | a3 | e
the remaining 4,640.3 route-miles (or 1999-00 200001 200102
23.8%).

Since that time, the network has remained largely unchanged. By the end of the 2001-02 crop year, total
network mileage had dropped by a 559.4 route-miles (or 2.9%) to stand at 18,908.8 route-miles overall, with
much of this change having occurred during the first two crop years under the GMP. Furthermore, the
preponderance of this reduction — some 474.0 route-miles (or 84.7%) — is comprised of light-density, grain-
dependent branch lines. This is reflected in the differential between the net declines in the grain-dependent,
and non-grain-dependent, networks over the past three crop years — 9.6% and 0.6% respectively. During the
course of the 2001-02 crop year, another 97.0 route-miles of grain-dependent branch lines were abandoned in
Alberta.’ Despite this, no new shortline operations were established during this period. [See Table 1D-1 in
Appendix 3.]
Figure 11: Local Grain Elevators — Railway Class
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And while railway infrastructure has itself
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remained largely unchanged, the number of

® The 97.0 route-miles cited relates specifically to the abandonment of CP’s Lomond Subdivision in southern Alberta. The railway
line had been listed on the company’s Three-Year Network Plan, and was offered for sale to potential operators in January 2002.

1 Among the branch lines slated for transfer to new shortline railways are CN’s Blaine Lake, Cudworth, and Turtleford Subdivisions.
An agreement for the sale of CP’s Winnipeg Beach Subdivision — announced in January 2002 — subsequently fell through. Specifics
on these pending transactions are not available.
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elevators tied to that infrastructure has declined significantly. The number situated along the routes of the
major Class 1 carriers fell by 35.1% during the 2001-02 crop year — from 667 to 433. Correspondingly, those
tied to Class 2 and 3 carriers fell by 37.8% — from 82 to 51. Moreover, since the beginning of the 1999-2000
crop year, the number of Class-1-located elevators has fallen by 51.7%, while that of non-Class-1-located
elevators has fallen by 37.8%. [See Table 1D-6 in Appendix 3.]

At the same time, the net loss in associated Figure 12: Relative Change in Local Elevator Storage Capacity
storage capacity has proven significant:
11.6% in the case of elevators tied to Class

1 carriers; and 25.3% in the case of those 130
tied to non-Class 1 carriers. This 120 ~
differential underscores the fact that / \
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the 2001-02 crop year.
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Grain-Dependent Network

This attrition rate is also reflected in the closure of facilities located along grain-dependent, and non-grain-
dependent, branch lines."”” The number of elevators situated along the grain-dependent network fell by 42.1%
during the 2001-02 crop year — from 309 to 179. Those situated along the non-grain-dependent network fell by
a more moderate 30.7% — from 440 to 305. On the whole, this indicates that elevators tied to the grain-
dependent railway network are diminishing at a marginally faster rate than are those of the non-grain-
dependent network. This pattern is mirrored over the full three years of the GMP with cumulative declines of
57.4% for the former, and 45.4% for the latter.

These same underlying patterns can also Figure 13: Relative Change in Local Elevators — Railway Line Class
be seen when examining the change in

elevators by both railway and railway line

class. The number of elevators located 170
along the grain-dependent branch lines of
Class 1 carriers has fallen by 60.6% since Class 2 &3 - Grain-Dependent
August 1, 1999 - from 373 to 147. ]
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elevators tied to the grain-dependent 30
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actually climbed to a peak of 71 (a gain of
51.1%). Reductions in the number of
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7 The term “grain-dependent branch line”, while self-explanatory, also denotes a legal designation under the Canada

Transportation Act. Since the Act has application to federally regulated railways only, grain-dependent branch lines transferred to
provincially regulated carriers lose their federal designation. As a result, the legally defined grain-dependent branch line network is
a continuously changing one. For comparison purposes only, the term has been affixed to those railway lines so designated under
Schedule | of the Canada Transportation Act (1996) regardless of any subsequent change in ownership or legal designation.
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dependent networks of these carriers have been markedly similar: 45.4% in the case of Class 1 carriers —
falling from 524 to 286; and 45.7% in the case of Class 2 and 3 carriers — falling from 35 to 19.

The steep decline in railway traffic volume cited earlier appears to have been borne equally by the grain-
dependent, and non-grain-dependent, networks. The tonnage originating on the former declined by 25.9%
during the 2001-02 crop year — falling from 8.4 to 6.2 million tonnes — while that originating on the latter saw a
reduction of 28.1% — falling from 16.7 to 12.0 million tonnes. Moreover, there has been little real change
manifest in the proportion of overall grain shipments originating on the non-grain-dependent network — a
number that continues to hover closely around the two-thirds mark. [See Table 1D-2 in Appendix 3.]

Traffic Volumes

This is not the case, however, when  Figure 14: Railway Grain Volumes
considering the relative volume of grain
originating between railway classes. Class
1 carriers originated a total of 16.2 million
tonnes during the 2001-02 crop year — a 6,000 = ™ 600
decrease of 28.9% from the same period a
year earlier. Conversely, the volume
originated by shortline carriers during this
same period — 2.1 million tonnes — fell by a
notably lesser 11.7%. These results,
however, effectively disguise the fact that
most shortline carriers experienced traffic 1,000 100
declines as harsh as — or more severe than
—the Class 1 carriers.
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This arises because of two distorting
forces: the inclusion of the traffic volume
tied to a new shortline railway; and the
compensating volumes for those few carriers whose service areas escaped the harsh growing conditions that
so adversely affected the volumes originated by others.'® [See Tables 1D-3 and 1D-5 in Appendix 3.]

Notwithstanding these factors, the volume of traffic originated by the shortline railways has not fallen as sharply
as the decline in its local elevator network would lead one to expect. The evidence indicates that this is largely
because producer-car loading has replaced — at least in part — a portion of the grain volume that would
otherwise have been lost following the closure of these local elevators.' Indeed, the available data reveals
that producer-car loadings accounted for about a quarter of the overall volume originated by shortline carriers
during the 2001-02 crop year.”® Moreover, this volume is almost twice that observed a mere two years before,
and may well prove to be an important factor in the long-term survival of these smaller carriers.

1.5 Terminal Elevator Infrastructure [Measurement Subseries 1E]

As outlined in the Monitor's 2000-01 Annual Report, the number of licensed terminal facilities in operation
actually increased from 14 at the outset of the 1999-2000 crop year, to 16 at the close of the 2000-01 crop
year. This group was expanded by one in the second quarter of the 2001-02 crop year with the licensing of

'® A new shortline railway, formed using CN’s former Arborfield Subdivision, was established in April 2001.

¥ A number of producer-car loading sites have been established using elevator assets purchased from grain companies following
their closure of these facilities. In most cases, these elevators are used by local producers for trackside storage, and to facilitate the
loading of railcars in larger lot sizes than was previously possible.

2 Based on data from the Canadian Grain Commission. See Section 5 for more a more in-depth discussion of producer-car
loading activities.
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Western Grain By-Products Storage Ltd. — a 30,000-tonne facility located at Thunder Bay.?' With it, the overall
licensed terminal storage capacity at Western Canadian ports increased by a modest 1.1% to stand at just over
2.7 million tonnes. [See Table 1E-1 in Appendix 3.]

Terminal Elevator Unloads

The number of covered hopper cars  Figure 15: Terminal Unloads — CN and CP
unloaded at these terminal facilities during
the 2001-02 crop year declined by 25.3%
from the year before — falling from 271,606
to 202,943 cars.”? To a large extent, these
handlings reflect the patterns cited earlier
with both CN and CP having experienced
significant reductions.  The number of
covered hopper cars unloaded by CN
during the 2001-02 crop year fell by 26.8%
— from 145,630 to 106,588. Substantial
reductions were noted in the company’s
handlings at Prince Rupert and Churchill,
which fell by 53.8% and 37.0%
respectively.?® Lesser declines of 24.0%
and 18.3% were reported at Thunder Bay
and Vancouver respectively.
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In comparison, CP’s overall handlings declined by a marginally lower 23.5% — falling from 125,976 to 96,355
cars. Yet CP’s handlings differed from those of CN — falling by a notably lesser 2.1% at Thunder Bay, and a
higher 35.8% at Vancouver. These shifts produced little real change in the relative proportion of overall grain
volumes unloaded by CP during the 2001-02 crop year: 47.5% versus 46.4% the year before. [See Table 1E-2
in Appendix 3.]

1.6 Summary Observations

Western Canadian grain production for the 2001-02 crop year totalled 42.5 million tonnes; a reduction of 21.3%
from the 54.1 million tonnes posted the year before. A widespread drought, felt across much of the prairies,
was the chief factor in this decline. The effects of the drought on the GHTS cannot be overstated. Over the
course of the last two growing seasons drought conditions have steadily worsened, and brought economic
hardship to many in the agriculture industry. Not only has total Western Canadian grain production fallen by a
factor of one-quarter in the last crop year, the severity of 2002’s drought has reduced production for the 2002-
03 crop year’s even further.

With respect to changes in the GHTS, this backdrop makes it extremely difficult to distinguish between changes
brought on by abnormally lower production levels, and those that might have been prompted by governmental
reform or other factors. Undoubtedly, each can be an influencing force, but neither can claim an overarching
power to promote changes to the efficiency, effectiveness and competitiveness of the GHTS as a whole.

2! Western Grain By-Products Storage Ltd. has actually been in operation for a number of years as an unlicensed grain facility. It

was only in 2001, however, that the company obtained a license from the Canadian Grain Commission. The Grain Monitoring
Program only maintains information on the number of licensed grain facilities existing within the Grain Handling and Transportation
System.

2 The statistics cited here are drawn from the records of the Canadian Grain Commission. Although consistent with the volumes
cited as having been handled by the railways, these counts vary as a result of differing data collection and tabulation processes.

% The Hudson Bay Railway directly serves the Port of Churchill. Traffic destined to Churchill is received in interchange from CN at
The Pas, Manitoba.
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Perhaps nowhere is this more evident than in the rationalization that continues to reshape the GHTS. In
particular, the elevator infrastructure has undergone far greater change than the railway infrastructure that
serves it. Since the beginning of the 1999-2000 crop year, the number of licensed primary and process
elevators located in Western Canada has fallen by 50.2%, while the railway network that serves it has shrunk
by only 2.9% — with much of this being associated with light-density, grain-dependent branch lines. Moreover,
the pace of that rationalization — at least in so far as the GHTS’s elevator infrastructure is concerned —
accelerated significantly during the 2001-02 crop year. Although this may in part be due to the sharp decline in
the volume of grain made available for movement as a result of drought conditions, it ultimately reflects a
business strategy aimed at improving the economic efficiency of elevator assets.

The continued and expanded use of financial incentives by the railways to promote grain shipments in multiple,
rather than single car blocks has contributed significantly. From the vantage point of an individual grain
company, these incentives provided an opportunity to unlock the economic benefits inherent in the use of high-
throughput facilities. With the opening of each new facility, neighbouring conventional elevators were
marginalized, and closed in an effort to leverage economies of scale and reduce costs. Indeed, the data
indicates that the only elevator classes to actually expand in number during the past three crop years were the
high-throughput Class C and D facilities — which increased by 37.0% and 71.1% respectively. At the same
time, the number of smaller Class A and B facilities fell by 70.6% and 35.0% respectively.

The strategic direction being pursued by the grain companies leaves little doubt that the trend of reducing the
elevator network will continue through succeeding crop years. Ultimately, the GHTS is evolving into a smaller
network of larger — and more efficient — facilities than seen today. The only uncertainty rests in the exact
dimensions to be accorded that network, and the railway infrastructure that will support it.

With this in mind, it is worth noting that the railway infrastructure has changed comparatively little. By the end
of the 2001-02 crop year, total network mileage had dropped by a mere 2.9% to stand at 18,908.8 route-miles
overall. Furthermore, much of this change stemmed from the first two crop years under the GMP. Still the
Three-Year Network Plans of both CN and CP provides clear evidence of their intention to discontinue or
transfer other uneconomic branch lines. Indeed, both had finalized agreements providing for the transfer of
such lines to new shortline entrants early in the 2002-03 crop year.

And while railway infrastructure has itself remained largely unchanged, the number of elevators tied to that
infrastructure has declined significantly: by 51.7% in the case of Class-1-located elevators; and by 37.8% in the
case of non-Class-1-located elevators. With due consideration to this, as well as sharply declining grain
volumes, it seems increasingly likely that the economics of light-density branch line operations are being further
eroded. Their continued operation, along with the survival of some shortline railways, remains uncertain.

Notwithstanding this, the volume of traffic originated by the shortline railways has not fallen as sharply as the
decline in its local elevator network would lead one to expect. The evidence indicates that this is largely
because producer-car loading has replaced — at least in part — a portion of the grain volume that would
otherwise have been lost following the closure of these local elevators.** Indeed, the available data reveals
that producer-car loadings accounted for about a quarter of the overall volume originated by shortline carriers
during the 2001-02 crop year. Moreover, this volume is almost twice that observed a mere two years before,
and may well prove to be an important factor in the long-term survival of these smaller carriers.

# A number of producer-car loading sites have been established using elevator assets purchased from grain companies following
their closure of these facilities. In most cases, these elevators are used by local producers for trackside storage, and to facilitate the
loading of railcars in larger lot sizes than was previously possible.
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SECTION 2: COMMERCIAL RELATIONS

One of the objectives of the
government’s regulatory
reforms was to provide the
GHTS with a more commercial
orientation. To this end, a
cornerstone element of these
reforms is the introduction, and
gradual expansion of tendering
for Canadian Wheat Board
(CWB) grain shipments to
Western Canadian ports. By
the 2002-03 crop year, the
CWB is committed to tender at
least half of its grain shipments
to the ports of Vancouver,
Prince Rupert, Thunder Bay
and Churchill.

Yet the government also
expects that industry
stakeholders will forge new
commercial processes that will
ultimately lead to improved
accountability. The purpose of
this monitoring element is
twofold: to track and assess the
impact of the CWB'’s tendering
practices as well as the
accompanying changes in the
commercial relations existing
between the various
stakeholders within the grain
industry.

Highlights — 2001-2002 Crop Year

Tendering

e 416 tender calls issued by the CWB during the 2001-02 crop year.
o Calls for the movement of 5.0 million tonnes to export positions.
= Vancouver delivery — 54.5%.
= Thunder Bay delivery — 27.8%.
= Prince Rupert delivery — 14.5%.
= Churchill delivery — 3.2%.
e 2,177 bids received from 22 grain companies.
o Offered an aggregated 11.4 million tonnes.
= 2.3 tonnes bid for every tonne tendered.
o Significant increase in program participation as a result of agreement
between WGEA /ITAC member companies and the CWB.
* 654 contracts concluded for the movement of 3.5 million tonnes.
o Vancouver deliveries — 58.2%, Thunder Bay — 30.5%; Prince Rupert —
9.9%, and Churchill — 1.5%.
o An additional 5 contracts concluded for 71,300 tonnes of malting barley.
o Total represents 27.9% of CWB volume moved to ports in Western Canada.
= Compliant with established 25% minimum commitment.
* Tenders for 30.0% of the tonnage called — 1.5 million tonnes — either partially, or not
at all, filled.
o 541,000 tonnes — no bid.
0 404,000 tonnes — unacceptable bid price.
o 475,000 tonnes — insufficient quantity bid.
o0 68,000 tonnes — non-compliance with tender specifications.
e Proportion of volume moving in multiple car blocks reaches 94.3%.
o 69.5% moved in blocks of 50 or more cars.
* 4,059 cars assessed penalties for failure to meet grade or protein specifications.
o 10% “mis-shipment” rate significantly higher than seen in 2000-01.
e 46.8% of all movements originated in Saskatchewan; down from 90.5% in 2000-01.
* CWB estimates 2001-02 savings from grain company tendering, freight and terminal
rebates, and financial penalties for non-performance, at $40.9 million.
0 Benefit to producers flows through CWB pool accounts.

Other

e Agricore Cooperative Ltd. and United Grain Growers Limited merge to form Agricore
United on November1, 2001.
0 Becomes the largest handler of grain in Western Canada.
o Ordered by the federal Competition Bureau to divest assets in order to
address competitive concerns.
*  Opposing positions emerge regarding the impact and effectiveness of the CWB’s
tendering program.
e Canadian Grain Commission grants licensing exemptions to emerging producer-car
loading facilities.
o Five facilities exempted by the end of the 2001-02 crop year.
e Canadian Transportation Agency denies Ferroequus Railway Company’s
application for running rights over CN lines.
o Sought to move grain from Saskatchewan and Alberta to Prince Rupert.
» Canadian Transportation Agency rules that CN failed to fulfill its common carrier
obligations in a level-of-service complaint brought by Naber Seeds.
o Ordered to take specific actions aimed at providing shipper with an
adequate supply of railcars.
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Indicator Series 2 — Commercial Relations

CROP YEAR (1)

Table Indicator Description Notes 2000-01  2001-02 % VAR

Tendering [Subseries 2A]
2A-1 Tenders Called (000 tonnes) — Grain L 4,888.0 4,961.4 1.5% A
2A-2 Tenders Called (000 tonnes) — Grade J
2A-3 Tender Bids (000 tonnes) — Grain = 1629.2 11,400.8 599.8% A
2A-4 Tender Bids (000 tonnes) — Grade J
2A-5 Tendered Movements (000 tonnes) — Grain (2) e 858.6 3,566.0 315.3% A
2A-6 Tendered Movements (000 tonnes) — Grade (2)
2A-7 Unfilled Tender Volumes (000 tonnes) 4,312.4 1,487.3 -65.5% WV
2A-8 Tendered Movements (000 tonnes) — Not Awarded to Lowest Bidder 0.0 96.1 na A
2A-9 Tendered Movements (000 tonnes) — FOB 280.8 71.3 -746% V
2A-9 Tendered Movements (000 tonnes) — In-Store 577.8 3,494.7 504.8% A

2A-10 Distribution of Tendered Movements — Port

2A-11 Distribution of Tendered Movements — Railway

2A-12 Distribution of Tendered Movements — Multiple-Car Blocks
2A-13 Distribution of Tendered Movements — Penalties

2A-14 Distribution of Tendered Movements — Province / Elevator Class
2A-15 Distribution of Tendered Movements — Month

b~ e~ S S S s
WIWiWiWiWwWw
A e — e e

(1) — In order to provide for more direct comparisons, the values for both the 2000-01 and 2001-02 crop years are “as at” or cumulative to July 31
unless otherwise indicated.

(2) — Includes tendered malting barley volumes.

(3) — Indicators 2A-10 through 2A-15 examine tendered movements along a series of different dimensions. This examination is intended
to provide greater insight into the movements themselves, and cannot be depicted within the summary framework presented here.
The reader is encouraged to consult the detailed data tables found in Appendix 3 as required.

2.1 Commercial Relations — Tendering [Measurement Subseries 2A]

The Canadian Wheat Board’s (CWB) tendering program was implemented in accordance with a Memorandum
of Understanding (MOU) between the CWB and the Minister responsible for the CWB, and took effect on
August 1, 2000. As outlined in the Monitor's 2000-01 Annual Report, however, few grain companies initially
chose to participate in the tendering
program owing to a lack of industry- Figure 16: CWB Tendering — Tonnage Called, Bid, and Moved
accepted processes and standards.

That hurdle was overcome on August 10,
2001, when the CWB, the Western Grain
Elevator Association (WGEA), and the 8
Inland Terminal Association of Canada
(ITAC), announced that they had finalized
a three-year agreement respecting
administration of the CWB’s tendering
program.?® In broad terms, this tri-party

10

Tonnes (millions)

agreement delineates how the tendering 2

program is to be managed, and includes (o ’_Ill
provisions for performance incentives and 0 ‘ == ‘ ‘ﬂ
penalties. With this, participation in the Wheat Durum Barley Wheat Durum Barley
CWB’s tendering program increased 2000-01 2001-02
substantially. OCalled OBid  @Moved

% The WGEA membership is drawn from major grain companies, and acts as a representative body on matters of broad interest to
the membership. ITAC is comprised of inland terminals, and acts in a similar capacity for its membership.
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Tenders Called

During the 2001-02 crop year, the CWB Figure 17: Tendered Volume — Destination Port
issued a total of 416 tenders calling for

shipment of approximately 5.0 million

tonnes of grain — an amount only 1.5% PRINCERUPERT . = L
greater than that issued the year before. 14.5% 3.2%
The vast majority of this volume — some 3.8

million tonnes (or 77.0%) — called for

shipment of wheat. A further 1.0 million

tonnes (or 19.8%) was associated with

durum, and the remaining 0.2 million

tonnes (or 3.2%) with barley.

THUNDER BAY
27.8%

Similarly, over two-thirds of this volume
was intended for export through West
Coast ports: 54.5% called for delivery to
Vancouver; and 14.5% to Prince Rupert.
Another 27.8% was to be directed to
Thunder Bay, and Churchill was to receive PRINGE RUPERT

the remaining 3.2%. [See Tables 2A-1 and 9.9% c“”fs‘;':“
2A-2 in Appendix 3] ’

VANCOUVER Called
54.5% 5.0 million tonnes

In response to these tender calls came a
total of 2,177 bids — from 22 grain Rt
companies — offering an aggregated 11.4
million tonnes for movement. Indicative of
a wider degree of industry participation, this
bid volume is seven times that witnessed
VANCOUVER

the year previous. 58.2% Moved
3.6 million tonnes

In terms of observable patterns, the bid

volumes closely tracked those cited with

respect to the tenders calls themselves:

78.3% were tied to the shipment of wheat; and 68.6% involved delivery to West Coast ports. On the whole, this
would appear to indicate that bidders gave equitable consideration to all tender calls, and neither favoured nor
disfavoured tender calls for any particular grain, grade or destination port. [See Tables 2A-3 and 2A-4 in
Appendix 3.]

Contracts Awarded Figure 18: Tendered Volume — Percentage of Total CWB Shipments

A total of 654 contracts were subsequently
signed for the movement of approximately
3.5 million tonnes of grain — 70.4% of the
amount called for under the CWB'’s
tendering program. With an additional five
contracts concluded for the movement of

Percentage
N
153

71,300 tonnes of malting barley, the : | :
aggregate volume moved under tender s ] |
contracts totalled 3.6 million tonnes.?® This . | | | |

represents 27.9% of the overall grain WHEAT DURUM BARLEY ALL GRAINS

volume shipped by the CWB to Western
Canadian ports during the entire 2001-02
crop year, and exceeds the 25% minimum commitment established under the MOU. [See Tables 2A-5 and 2A-
6 in Appendix 3.]

02000-01 02001-02

% The tendering of malting barley predates adoption of the MOU. As a result, malting barley tonnage is considered independently
from the volumes administered by the MOU, but is included in the calculation of the total volume moved by the CWB under tender.
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Of the 3.5 million tonnes moved under the provisions of the MOU, 58.2% was shipped to Vancouver, 30.5% to
Thunder Bay, 9.9% to Prince Rupert, and 1.5% to Churchill. Although reflective of the objectives inherent in
the tenders called, the proportions that actually moved to Vancouver and Thunder Bay were marginally higher
than originally specified. = Conversely, the northern ports of Prince Rupert and Churchill received
correspondingly smaller proportions of the tendered movement than originally allotted to them. More
noteworthy is the fact that while the actual volume of tendered grain directed to Vancouver and Thunder Bay
were a respective 24.8% and 22.8% below the level called, the allied volumes directed to Prince Rupert and
Churchill were considerably lower: 52.3% and 66.5% respectively. [See Table 2A-10 in Appendix 3.]

Tendered Volumes Not Filled

Of the 5.0 million tonnes for which tendered calls were issued, almost 1.5 million tonnes (or 30.0%) went either
partially, or completely, unfilled. Of this, some 540,800 tonnes (or 36.4%) received no bids whatsoever. For
another 475,300 tonnes (or 32.0%) an insufficient quantity was bid. An additional 67,700 tonnes (or 4.6%)
resulted in no award being granted due to the bidders’ failure to comply with the specifications set out in the
tender itself. No award was granted in the case of 403,600 tonnes (or 27.1%) where the bid price was deemed
unacceptable. [See Table 2A-7 in Appendix 3.]

Of the 416 tendered calls issued, 20

resulted in tender contracts being awarded Figure 19: Composition of Tendered Volumes Not Filled
to companies that did not put forward the

lowest-priced bid. Involving an aggregate

volume of 96,100 tonnes, these lowest- NON-COMPLIANGE
priced bids failed to garner contract awards INSUFFICIENT BID 4.6%
because they also included conditions that 32.0%

could not always be accommodated.

These conditions specified that either the

entire bid (providing for a specified UNACCEPTABLE
minimum number of cars) had to be 27.1%

accepted, or that the bid was contingent on

an accompanying bid also being accepted.

Such conditions, however, did not

automatically result in bids being refused.

There were circumstances where such

conditions did not preclude the awarding of NO BID
tender contracts in accordance with the 36.4%
criteria laid out in the tri-party agreement. %

[See Table 2A-8 in Appendix 3.]

Malting Barley

During the 2001-02 crop year, two tendered calls were issued for malting barley. These resulted in the
awarding of five contracts for the subsequent movement of 71,300 tonnes to Vancouver. This volume
represented a mere 3.4% of the overall tonnage moved under tender to Vancouver, and 2.0% of that directed
to all four ports in Western Canada. Malting barley continues to constitute the only grain moved under tender
that is sold Free on Board (FOB). [See Table 2A-9 in Appendix 3].

7 The tri-party agreement establishes the criteria that the CWB uses in awarding tenders: 1) Lowest price (greatest savings to

farmers); 2) Consolidation of stocks to three terminals or less; and 3) Where the full amount of the tender award is not determined
by the first two criteria, the past performance of grain companies as per tender execution is used to determine the successful bid.
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Delivering Carrier

Almost two-thirds — 65.7% — of the volume
moving under tender during the 2001-02
crop year was delivered to its destination
port by CP. This marks a significant gain
from the 44.6% CP handled during the first
year of the CWB’s tendering program.
Rather than being indicative of a
fundamental shift in the competitiveness of
either CN or CP, all available data suggests
that this increase merely reflects the wider
availability of grain — in the grades specified
by the tender — being located in areas
serviced by CP. This was not the case,
however, in the movement of 71,300
tonnes of malting barley. In this respect,
CN was the principal carrier — delivering
55.7% of the overall volume versus 44.3%
for CP. In addition to the volumes handled
by these larger carriers, a very small
proportion — 0.1% — was also delivered to
Vancouver by BCR. [See Table 2A-11 in
Appendix 3.]

Multiple-Car Blocks

As noted in the Monitor’s Annual Report for
the 2000-01 crop year, the vast majority of
grain moving under tender — 85.9% — also
moved in multiple-car blocks. This was
also characteristic of the tonnage moved in
the 2001-02 crop year, with 94.3% having
been shipped in blocks of 25 or more cars.

In addition to the reduced proportion of cars
moving in blocks of less-than 25 cars, there
was also a clear migration away from use
of the 25-49 car block.  While such
movements had accounted for about a third
of the overall volume in the 2000-01 crop
year, they represented just under a quarter
of that moved in the 2001-02 crop year.

This bolstered the proportion qualifying for
the highest incentive discounts offered by
the railways to 69.5% of the overall
tendered volume as compared to 52.3%
the year before. The most significant gain
was posted among cars shipped in blocks
of 100 or more — which increased from
4.7% to 16.1% of the overall total. Those
moving in blocks of 50 to 99 cars showed a

Figure 20: Tendered Volume — Delivering Carrier

BCR CN
0.1% 34.2%
cP

65.7%

Figure 21: Tendered Volumes — Multiple Car Blocks

100+ CARS

o <25 CARS
4T% 14.1%
25-49 CARS
33.6%
2000-01
0.9 million tonnes
<25 CARS
100+ CARS 5.7%
16.1%
25-49 CARS
24.8%
2001-02
50-99 CARS 3.6 million tonnes

53.4%

lesser gain, but increased in proportion to 53.4% from 47.6% in the 2000-01 crop year.”® [See Table 2A-12 in

Appendix 3.]

28

Data relating to the movement of non-tendered grain in conjunction with tendered grain as part of a multiple car block is
unavailable. These estimates should therefore be considered as a minimum.
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Applied Penalties

A total of 4,059 railcars — representing
some 10.2% of the total tendered volume
unloaded at destination — were assessed
with penalties for failing to meet either
the established grade or protein
specifications of the tender. This
denotes a sharp rise from the 1.6% level
recorded during the preceding crop year.
Almost two-thirds of this volume — 65.8%
— was penalized as a result of protein
mis-shipments.”’ [See Table 2A-13 in
Appendix 3.]

Tendered Origins

Almost half of the grain moving under
tender in the 2001-02 crop year — 46.8% —
originated in Saskatchewan. This was
followed by Alberta with an additional
38.0% of the total, and Manitoba with
15.2%. Some 83.4% of this volume was
drawn from high-throughput elevators. In
equal measure, the provincial proportions
showed little variation from the average for
Western Canada as a whole.*® [See Table
2A-14 in Appendix 3.]

Monthly Distribution

Of the tendered calls placed during the
2001-02 crop year, 56.8% were issued
during the first half of the year. The largest
placement occurred during the month of
November when calls for 715,000 tonnes of
grain — representing 14.4% of the total
volume tendered — were issued. The
proportion of the overall tonnage moved
during this period — as measured by the
number of cars unloaded - was a
noticeably lesser 46.3%. This difference is
rooted in the structural lag that exists
between the time a tender call is issued,
and the moment the volume is actually
delivered to port: some four to six weeks.

The last tendered calls for the movement of
grain in the 2001-02 crop year were issued
on June 20, 2002. Tendered grain volumes

* Protein specifications must conform to a very narrow band of tolerance. This can be particularly difficult to ensure when the
sourced grain is gathered from a wide geographic area — as is the case with grain moved under the CWB’s tendering program.
Shipments falling below the specified grade or protein level are assessed a penalty of $200 per railcar.
specifications are penalized an amount equal to the price differential commanded by the received grade or protein, and that of the

initial payment for the contracted grain.

Figure 22: Tendered Volumes — Penalized Shipments

GRADE

DIFFERENCE

3.5%
PROTEIN

—DIFFERENCE

ACCEPTED
89.8%

Figure 23: Tendered Volumes — Movement Origin

6.7%

MANITOBA
15.2%
ALBERTA
38.0%
Province
SASKATCHEWAN
46.8%
CONVENTIONAL
16.6%
Elevator
HIGH-
THROUGHPUT

83.4%

Those exceeding the

% High throughput elevators are deemed to be those capable of loading blocks of 50 or more cars (Class C and D facilities).
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continued to move and be unloaded Figure 24: Monthly Distribution of Tendered Tonnage

throughout the month of August 2002.
Tendered calls for malting barley were

issued in the months of January and 800
March, with the subsequent movement of 700
the contracted volumes over a five-month 600 1 Tonnage Called

period extending from February through
June. [See Table 2A-15 in Appendix 3.]

500 + /\ \
Financial Savings 300 = / \\/‘ ‘\_7
200 +
According to the CWB, the advances made 100 / Tonnage Moved
in its tendering program have generated — ~~ —
significant ~ financial returns that are alslo|n|o|sr|mlalmlsls
ultimately being passed back to producers
through the CWB'’s pool accounts. Derived
largely from a savings in transportation
costs as a result of the bidding inherent in the tendering process itself, these returns also include freight and
terminal rebates, as well as financial penalties for non-performance. By the CWB’s own estimate, the savings
generated from these activities for the 2001-02 crop year amounted to $40.9 million.
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2.2 Commercial Relations — Other Developments

Agricore United

On November 1, 2001, the merger of Agricore Cooperative Ltd. and United Grain Growers (UGG) that had
been announced at the beginning of the 2001-02 crop year was formalized. In joining forces, the emerging
entity — Agricore United (AU) — assumed a title formerly held by Saskatchewan Wheat Pool, namely: the largest
handler of grain in Western Canada.

Due to the size and nature of the merger, approval from the federal Competition Bureau was necessary. In
securing that approval, the Bureau ruled that AU had to divest itself of certain facilities as a means of
addressing a number of competitive access concerns that had been raised in the wake of its merger plans.
The company agreed to sell several of its primary elevators located in Manitoba and Alberta, and has in fact
already sold or transferred a number of these facilities.

The Bureau and AU were not, however, able to agree on the divestiture of a portion of the new company’s
interest in the various terminal elevators located in the Port of Vancouver. At issue was AU’s 51% ownership
stake in almost two-thirds of the terminal capacity found in the Vancouver area. In addition, the company also
held a substantial interest in the ownership of the only terminal elevator in Prince Rupert: Prince Rupert Grain
Ltd. The Bureau requested that AU sell either its wholly-owned UGG terminal or its 70% stake in Pacific
Elevators Limited (PEL) — both located on the south shore of Vancouver's Burrard Inlet. Although AU
countered with an offer to sell a portion of its stake in PEL, the Bureau deemed this unsatisfactory, and the
matter was subsequently referred to the federal Competition Tribunal for settlement.

About a week before the Tribunal was to hear arguments in the case, AU announced that it had agreed to the
Bureau’s terms. Shortly thereafter, the company announced that it had also acquired — with the approval of the
Bureau — the 30% interest held by Saskatchewan Wheat Pool in PEL. In as much as this purchase provided
AU with sole ownership of both the UGG and PEL terminals, it was widely regarded as a means of
consolidating its business interests before undertaking a final divestiture of either terminal. Although the
Bureau acknowledges that there is a time frame for AU to affect a terminal sale, neither the date nor the facility
to be sold is known.
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Producer-Car loading

In November 2001, the Canadian Grain Commission (CGC) launched a three-month public consultation to
determine how producer-car loading facilities should be regulated. At issue was the potential licencing of
producer-car loading sites. With the advent of more organized producer-car loading arrangements — such as
the creation of a dedicated facility by the West Central Road and Rail group near Eston, Saskatchewan — an
increase in producer-car loading was generally expected. In late April 2002, the CGC announced that it had
concluded its consultations, and had determined 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".

Before the close of the 2001-02 crop year, the CGC had issued a total of five licensing exemptions to producer-
car loading facilities located in Saskatchewan. In addition to the facility already established at Eston, these
exemptions also extended to facilities located in Briercrest, Eastend, Southey, and Verwood. This expansion is
further underscored by the fact that as of November, 2002, the number of such exempted facilities had risen to
25. And while the majority of these were based in Saskatchewan, the provinces of Manitoba and Alberta also
had two facilities apiece.

Running Rights

As mentioned in the Monitor's Annual Report for the 2000-01 crop year, two landmark decisions by the
Canadian Transportation Agency resulted in the dismissal of applications from the Hudson Bay Railway
Company and the Ferroequus Railway Company for the right to operate over the infrastructure of another
carrier (commonly referred to as running rights). Notwithstanding these earlier decisions, the Ferroequus
Railway Company chose to renew its quest, and submitted a second application for running rights over CN
lines from the inland origins of Lloydminster, Saskatchewan, and Camrose, Alberta, to the port of Prince
Rupert. In general terms, the Ferroequus application aimed to provide grain shippers in these areas with an
alternative rail service to this port.

Following a number of preliminary motions, objections and rulings, the Agency began public hearings into the
company’s application on April 29, 2002. On September 10, 2002, the Agency denied the Ferroequus
application, concluding that there was no convincing evidence of a prevailing public interest need for the
imposition of running rights in this case. The Agency noted that the granting of “a statutory running right is an
exceptional remedy that requires actual evidence of market abuse or failure before an application under section
138 of the CTA may be granted.” In addition, the Agency also found that Ferroequus had not established the
existence of a rate or service problem in the relevant markets, nor had it established that the granting of
running rights would eliminate or alleviate any lack of adequate and effective competition.*

Common Carrier Obligations

The Canadian Transportation Agency also handed down a decision respecting two complaints brought before it
by Naber Seed and Grain, who claimed that CN had breached its statutory level of service, and common carrier
obligations during the course of the 2000-01 crop year. This case was also the subject of a public hearing, held
in Saskatoon, in early February 2002.

The Agency subsequently determined that CN's grain handling and transportation system was not geared
towards meeting the needs of special crop shippers such as Naber but, rather, towards optimizing it's own
asset utilization and serving the needs of its larger grain customers. As a result, the Agency found that CN had
not fulfilled its common carrier obligations: that by virtue of its failure to provide an adequate and suitable
service through the rationing of hopper cars, it thereby caused undue hardship for Naber.

" Under the Canada Grain Act, elevators and grain dealers must be licensed by the CGC and post security to cover their liabilities

to grain producers. The CGC exempts producer car loading facilities from licensing provisions under the Act, provided the facility
meets conditions designed to protect producers and uphold the quality assurance system. These conditions are: that the facility
only handles grain on behalf of producers which is intended for loading into producer cars; that the facility posts a notice advising
producers that it is not licensed under the Act and that the CGC will not be involved in disputes between the facility and the producer
except when they arise at the port location; that the facility does not purchase or sell grain; and that the facility allows the CGC
access to its records.

¥ See Canadian Transportation Agency Decision Number 505-R-2002 dated September 10, 2002.
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Although Naber had requested the Agency to allow the Hudson Bay Railway to provide it with an alternative
service using CN's infrastructure, the Agency decided that other alternatives were available to remedy Naber’'s
service problems. To this end, the Agency ordered CN to adopt a series of measures specifically dealing with
car ordering, allocation, spotting and other elements in order to alleviate the level-of-service problems
experienced by Naber.*

This was the second time that the Agency has ruled that CN had breached its common carrier obligations with
respect to Naber. The day before the Agency rendered this latest decision, however, Naber went into
receivership and has since ceased operations.

2.3 Summary Observations

The Canadian Wheat Board’s (CWB) tendering program was implemented in accordance with a Memorandum
of Understanding (MOU) between the CWB and the Minister responsible for the CWB, and took effect on
August 1, 2000. Nevertheless, few grain companies initially chose to participate in the tendering program
during its first year owing to a lack of industry-accepted processes and standards. That hurdle was overcome
when the CWB, the Western Grain Elevator Association (WGEA), and the Inland Terminal Association of
Canada (ITAC), announced a year later that they had finalized a three-year agreement respecting
administration of the CWB’s tendering program.

During the course of the 2001-02 crop year, a total of 654 contracts were signed for the movement of
approximately 3.5 million tonnes of grain — 70.4% of the amount called for under the CWB’s tendering program.
With an additional five contracts concluded for the movement of 71,300 tonnes of malting barley, the aggregate
volume moved under tender contracts totalled 3.6 million tonnes. This represents 27.9% of the overall grain
volume shipped by the CWB to Western Canadian ports during the entire 2001-02 crop year, and exceeds the
25% minimum commitment established under the MOU.

The advances made in the tendering program have contributed significantly to the financial savings that are
being passed back to producers through the CWB’s pool accounts. According to the CWB, these savings
amounted to $40.9 million in the 2001-02 crop year. Yet the tendering program continues to be controversial,
with differing views being voiced with respect to the impact and effectiveness of the program itself. Most
importantly, the shippers themselves appear to be divided. Some express satisfaction with the performance of
the tendering program to date, and support increasing the proportion of CWB grain moving under tender to a
level well beyond the 50% minimum commitment slated for the 2002-03 crop year. Others claim that the
program is not meeting its intended goals.

One perspective holds that if the current tendering program was intended to create greater marketing
opportunities for producers, it may ultimately have the opposite effect. Should producers be left with fewer
delivery options as a result of industry consolidation, the resulting reduction in the level of competition may
diminish the amount of CWB Transportation Savings that they receive from tender bids now flowing into CWB
pool accounts.

Not all grain companies, however, maintain this view. Some hold that shippers have invested heavily in the
upgrading of their grain-handling network with the full expectation of benefiting from that investment in a more
competitive commercial environment. To this end, those grain companies awaiting an increase in the
proportion of CWB movements to be tendered welcome the opportunity to compete more fully. While
acknowledging that further consolidation in the GHTS is on the horizon, they contend that the pertinent issue is
overcapacity within the system, and not the operation of the tendering program itself.

To some degree, this chance to compete is already evidenced in the CWB grain volumes handled during the
2001-02 crop year. Specifically, major grain companies managed to secure 84.6% of the overall grain volume
moved under the CWB'’s tendering program — the remainder having been shared between smaller shippers. At
the same time, they originated 73.8% of the CWB’s non-tendered grain volume. This differential underscores
an apparent effort on their part to secure a greater share of the CWB’s tendered business. With at least 50% of

¥ See Canadian Transportation Agency Decision Number 323-R-2002 dated June 11, 2002.
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the CWB’s overall grain volumes slated for movement under tender in the 2002-03 crop year, tendering
accords these companies an important instrument with which to secure an even greater share of future CWB
grain movements.

At the same time, some smaller grain companies are finding themselves at an ever-greater competitive
disadvantage. With almost 95% of tendered grain shipments moving in multiple-car blocks — and about two-
thirds of this moving in blocks of 50 or more cars — the smaller grain companies may not have the strategic
assets needed to exploit the same efficiencies and economies of scale that have been developed by larger
competitors. As the proportion of CWB grain moving under tender rises, it is possible that smaller grain
companies may find themselves handling a lesser share of this volume. Whether this will promote further
industry consolidation, or push some into serving certain niche markets is unclear.

What is clear is that that evolution is currently under way. The financial health of many grain companies — both
large and small — is weak. Mergers, such as that which produced Agricore United, are but a means to ensure
the survival of these companies in an increasingly competitive environment. At the same time, the growth in
producer-car loading facilities underscores the effort being directed towards addressing the need for
competitive services in smaller niche markets.

In equal measure, both large and small shippers have shown a greater willingness to test the provisions of the
Canada Transportation Act in safeguarding their competitiveness. In recent years, level-of-service complaints
brought against the railways resulted in precedent-setting rulings that upheld the rights of grain shippers.
Moreover, the complaint brought forward by Naber Seed and Grain not only resulted in an affirmation of those
rights, but also demonstrated the extent to which the Canadian Transportation Agency could go in directing a
carrier to rectify an underlying service problem. In addition, this decision also provided industry stakeholders
with a better understanding of the extraordinary circumstances that the Agency deemed must exist if the
remedy that had been sought by Naber — namely running rights — is ever to be granted.
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SECTION 3: SYSTEM EFFICIENCY

One of the chief aims in the
government’s decision to move
the GHTS towards a more
commercial orientation was to
improve overall system
efficiency. This stems from the
belief that a more efficient
system will ultimately enhance
the competitiveness of
Canadian grain in
international markets to the
benefit of all stakeholders.

The indicators presented here
are intended to examine the
relative change in the
efficiency of the GHTS. A
preceding chapter — Industry
Overview — addressed changes
observed in the basic
components of the GHTS
(country elevators, railways,
and terminal elevators). In
comparison, the following
series of indicators largely
concentrates on how these
assets are utilized, and the
overall time it takes grain to
move through the system.

Highlights — 2001-2002 Crop Year

Trucking

«  The Composite Freight Rate Index for short-haul trucking fell to 100.0 during the
fourth quarter.
o Denotes a 2.4% reduction arising from the elimination of fuel surcharges.

Country Elevators

e Throughput for the 2001-02 crop year fell by 22.1% to 25.9 million tonnes.
* The average elevator capacity turnover ratio declined by 10.0% to 4.5 turns.
o Greater decline avoided due to a 1.0-million-tonne reduction in elevator
storage capacity.
* Average number of days-in-store declined by 0.8% to 38.0 days.
o Wide variations observed between commodities and provinces.
* Average weekly stock-to-shipment ratio remained unchanged at 5.4.
o Indicates a tightening of inventories in the face of lower shipments.
0 Relative declines for wheat, durum, rye and flaxseed; increases for barley,
canola and oats.
*  Posted tariff rates for elevator handling activities have increased since the last crop
year.
0 Receiving, elevation and loading; 4% - 20%.
o Cleaning; 1% - 25% for most commodities.
o Storage; 15% - 50%.

Rail Operations

¢ Average car cycle increased by 4.9% to 17.5 days.
o Significant increase noted during the third quarter; reflects reduced grain
volumes.
0 Average loaded transit time unchanged at 9.1 days.
*  Proportion of grain traffic moving in multiple-car blocks increases to 76.9%.
o Largest gains tied to the use of 50-99 and 100+ car blocks; use of 25-49 car
block on the decline.
o Railway incentive payments estimated at $57.2 million — down 4.8%.
= Reflects reduced volume and higher proportion moving in blocks of
50+ cars.
« Posted railway freight rates for single car movements increased by about 4.0% on
August 1; 2001.
« Canadian Transportation Agency determines that both CN and CP posted revenues
below their applicable revenue caps.

Terminal Elevators and Port Performance

*  Terminal throughput fell by 24.8% to 18.0 million tonnes.
o Almost two-thirds of volume directed to West Coast ports.
e 764 vessels loaded at Western Canadian ports during the 2001-02 crop year.
o Average time in port fell by 16.9% to 4.9 days due to reduction in vessel-
waiting times.
«  Posted tariff rates for elevator handling activities have increased since the last crop
year.
o Receiving, elevation and loading; 2% - 10%.
o Storage; 1% - 4%.
= Churchill tariff increases significantly greater; 11%-44%.
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Indicator Series 3 — System Efficiency

CROP YEAR (1)
Table Indicator Description Notes 2000-01 2001-02 % VAR
Trucking [Subseries 3A]
3A-1 Composite Freight Rate Index — Short-haul Trucking 102.5 100.0 24% V
Country Elevators [Subseries 3B]
3B-1 Grain Volume Throughput (000 tonnes) 33,281.9 25923.8 -221% V
3B-2 Average Elevator Capacity Turnover Ratio 5.0 4.5 -10.0% V
3B-3 Average Weekly Elevator Stock Level (000 tonnes) 3,494.7 2,699.8 227% V
3B-4 Average Days-in-Store (days) 38.3 38.0 -0.8% -
3B-5 Average Weekly Stock-to-Shipment Ratio — Grain 5.4 5.4 0.0% -
3B-6 Average Handling Charges — Country Delivery Points ()
Rail Operations [Subseries 3C]
3C-1 Hopper Car Grain Volumes (000 tonnes) — Province B
3C-2 Hopper Car Grain Volumes (000 tonnes) — Primary Commaodities ~ 25156.8 18,276.6 273% V
3C-3 Hopper Car Grain Volumes (000 tonnes) — Detailed Breakdown J
3C-4 Railway Car Cycle (days) — Empty Transit Time 7.6 8.4 10.5% A
3C-4 Railway Car Cycle (days) — Loaded Transit Time 9.1 9.1 0.0% -
3C-4 Railway Car Cycle (days) — Total Transit Time 16.7 17.5 49% A
3C-5 Hopper Car Grain Volumes (000 tonnes) — Non-Incentive 7,898.9 4,217.2 -46.6% V
3C-5 Hopper Car Grain Volumes (000 tonnes) — Incentive 17,257.9 14,059.4 -185% VW
3C-6 Hopper Car Grain Volumes ($millions) — Incentive Discount Value $60.1 $57.2 48% V
3C-7 Traffic Density (tonnes per route-mile) — Grain-Dependent Network 451.4 342.0 241% V¥
3C-7 Traffic Density (tonnes per route-mile) — Non-Grain-Dependent Network 289.4 208.8 279% V
3C-7 Railway Traffic Density (tonnes per route-mile) — Total Network 328.8 240.7 -26.8% V
3C-8 Composite Freight Rates — Rail ()
3C-9 Multiple-Car Shipment Incentives — Rail (2)
3C-10 Effective Freight Rates — CTA Revenue Cap ($ per tonne) $25.83 $25.28 21% V
Terminal Elevator and Port Performance [Subseries 3D]
3D-1 Annual Port Throughput (000 tonnes) — Grain 23,941.3  18,004.6 -248% V
3D-2 Average Terminal Elevator Capacity Turnover Ratio 8.9 6.6 259% V
3D-3 Average Weekly Terminal Elevator Stock Level (000 tonnes) 1,192.7 1,113.6 -66% V
3D-4 Average Days-in-Store — Operating Season (days) 17.5 20.6 177 A
3D-5 Average Weekly Stock-to-Shipment Ratio — Grain )
3D-6 Average Weekly Stock-to-Shipment Ratio — Grade )
3D-7 Average Vessel Time in Port (days) 5.9 4.9 -16.9% V
3D-8 Distribution of Vessel Time in Port )
3D-9 Distribution of Berths per Vessel )
3D-10 Annual Demurrage Costs ($millions) 16.1 2.9 -818% V
3D-10 Annual Dispatch Earnings ($millions) 13.3 7.0 -478% VW
3D-11 Average Handling Charges — Terminal Elevators ()
(1) — In order to provide for more direct comparisons, the values for both the 2000-01 and 2001-02 crop years are “as at” or cumulative to July 31
unless otherwise indicated.
(2) — Changes in the data cited cannot be depicted within the summary framework presented here. The reader is encouraged to consult the
detailed data tables found in Appendix 3 as required.

3.1 Trucking [Measurement Subseries 3A]

The Monitor surveys the posted commercial rates tied to the “in-house” trucking services of the principal grain
companies for local grain pick-up and delivery services in, and around, a representative sample of 37 specific
grain delivery stations. These rates are then combined to create a composite rate scale depicting the cost of
typical truck movements. The rates in this scale are used as a proxy for, and a barometer of, commercial
trucking costs.
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As outlined in the Monitor's 2000-01 Annual Figure 25: Composite Freight Rate Index — Short-Haul Trucking
Report, the results of this review indicated
that these grain companies offered
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removed. As a result, the composite scale

used to index these input costs reverted
back to its pre-application level, and
effectively fell by 2.4%. [See Table 3A-1 in
Appendix 3.]
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3.2 Country Elevators [Measurement Subseries 3B]

Total country elevator throughput (measured as shipments from primary elevators) showed a marked decline in
the 2001-02 crop year. Aggregate volume fell by 22.1% to 25.9 million tonnes from 33.3 million tonnes a year
earlier. Shipments from Saskatchewan, Alberta, and Manitoba recorded declines of 24.0%, 21.9%, and 18.2%
respectively. These declines were particularly pronounced during the third quarter, and rebounded to some
degree in the fourth quarter. Only British Columbian elevators, which shipped a total of 243,700 tonnes of
grain, posted a year-over-year increase in throughput of 15.1%. [See Table 3B-1 in Appendix 3.]

Capacity Turnover

This decline in volume is equally evident in Figure 26: Primary Elevator Capacity, Throughput and Turnover
the capacity turnover ratio for the primary
elevator system as a whole — which fell by
10.0% from 5.0 turns to 4.5 turns. lt is also
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To a large extent, however, these results 1999-00
were buoyed by a 1.0-million-tonne

reduction (or 15.5%) in primary elevator

capacity during the 2001-02 crop year. Throughout the course of the 1999-2000 and 2000-01 crop years, the
rate at which capacity was being removed from the primary elevator system effectively outpaced any decline in
volume. This is evidenced in quarterly turnover ratios that steadily increased from 1.1 turns to 1.3 turns during
this two-year period. In a broad sense, this is reflective of the grain companies’ effort to improve the utilization

of their elevator assets under near-normal operating conditions. [See Table 3B-2 in Appendix 3.]

2000-01 2001-02

The sharp volume reduction that characterized the 2001-02 crop year, however, effectively camouflages this
effort, and lowers the annual capacity turnover ratios as well. Had the capacity of the primary elevator system
not been reduced by a further 1.0 million tonnes during the 2001-02 crop year, the annual turnover ratio would
have fallen to an even lower 4.0 turns.
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Elevator Inventories

Country elevator efficiency is, however, largely gauged through the management of inventories as opposed to
storage capacity. Beyond actual stock levels, two GMP indicators are also used to assess that efficiency: the
average number of days grain spends in inventory; and the relative magnitude of that inventory to pending
shipments. Both of these indicators are derived from the use of average inventory turnover ratios based on
weekly shipments and stock levels.

In step with the reduction in the storage capacity of the primary elevator system, the amount of grain held in
inventory has also been on the decline. Indeed, the average weekly stock level fell by 22.7% in the 2001-02
crop year — to 2.7 million tonnes from 3.5 million tonnes the year before. Moreover, the quarterly average has
fallen progressively from a peak of 4.1 million tonnes in the second quarter of the 1999-2000 crop year, to a low
of 2.2 million tonnes in the fourth quarter of the 2001-02 crop year. [See Table 3B-3 in Appendix 3.]

The average number of days-in-store for Figure 27: Primary Elevators — Weekly Stock Level and Days-in-Store
the 2001-02 crop year shows little
substantive change from that observed a
year earlier — falling from 38.3 days to 38.0
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barley, up by 30.9% to 31.0 days; canola,

up by 8.9% to 23.2 days; oats, up by 19.3%
to 25.9 days; and rye, up by 14.0% to 77.3
days. [See Table 3B-4 in Appendix 3.]
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Yet the average number of days-in-store is

also driven by the volume of shipments.

Within an environment of relatively stable

shipments during the first two years of the GMP, the average number of days-in-store showed a decline that
effectively paralleled the systematic reduction in stock levels. When shipments began to decline in the first
quarter of the 2001-02 crop year, stock levels began to firm-up, and the average number of days-in-store
began to increase. This elongation was exacerbated during the third quarter when shipments fell by 29.9%
from second quarter levels, and the number of days-in-store climbed by 39.4% to a quarterly average of 47.8
days. A partial recovery in fourth quarter shipments, coupled with a tightening of stock levels, helped reduce
the time spent in inventory to a quarterly average of 33.9 days.

The average weekly stock-to-shipment ratio for major grains in Western Canada stood at 5.4 for the 2001-02
crop year — unchanged from the year before. Year-over-year reductions in the ratios for wheat, durum, rye and
flax were noted, along with increases in those for barley, canola, and oats. To a large extent, these results
were heavily influenced by the third quarter. Progressive reductions in the ratios emanating from the first and
second quarters were overshadowed by sharp increases in the third, which were driven by the acute drop in
shipments previously noted. On the whole, these results affirm a systematic tightening of grain stocks within
the primary elevator network. [See Table 3B-5 in Appendix 3.]

Average Handling Charges

Tariffs for the receiving, elevating and loading of grain at primary elevators have — for the most part — posted
rate increases of between 4% and 20% since the last crop year. Significant differences were, however,
observed between those posted for individual commodities and provinces.

The tariffs for the removal of dockage and terminal cleaning saw more substantive increases.** A great deal of

s Charges for the removal of dockage and terminal cleaning fall under the provisions of Licensed Primary Elevator Tariffs and are
assessed at the time producers deliver their grain.
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variability between commodities is also seen in these increases. Significant price hikes of between 7% and
25% were observed for barley and flaxseed, while those for other commodities saw comparatively modest
increases of between 1% and 12%. Posted storage charges for major grains at primary elevators showed the
most dramatic increases of all: rising by a factor of 15% to 50% depending on both the commodity and
province. [See Table 3B-6 in Appendix 3.]

3.3 Rail Operations [Measurement Subseries 3C]

As cited earlier, the overall volume of grain moved by rail to Western Canadian export positions fell by 27.5% to
18.8 million tonnes during the 2001-02 crop year (see Section 1, Measurement Subseries 1B). These figures,
however, include traffic that was not handled through the terminal elevator system, and which also moved in
boxcars, trailers and containers. For more consistent comparisons, the ensuing indicators deal exclusively with
that portion moved in covered hopper cars.*®

Totalling 18.3 million tonnes, the overall volume of grain moved in covered hopper cars during the 2001-02
crop year shows a 27.3% decline from that seen a year earlier. Volumes destined to all ports experienced
sharp declines. The most adversely impacted were the northern ports of Prince Rupert and Churchill, where
volumes plunged by 54.9% and 34.8% respectively. Thunder Bay saw its volume fall by 20.7% - from 7.3 to
5.8 million tonnes. The volume directed to Vancouver — while representing 59.9% of the overall tonnage —
dropped by 25.9% to 10.9 million tonnes.

Notwithstanding shifts in their respective contributions to the throughput of individual ports, the relative volume
of grain sourced from each of the producing provinces showed significant declines. Almost two-thirds of the
decline observed during the 2001-02 crop year can be attributed to reduced volumes from Saskatchewan
where rail shipments fell by 4.3 million tonnes (or 32.2%). This was followed by Alberta with a reduction of 1.7
million tonnes (or 21.0%), and Manitoba with a reduction of 0.9 million tonnes (or 23.5%). The volume sourced
from British Columbia, while falling by 22.6%, had relatively little discernable impact given the significantly
smaller traffic base of 54,400 tonnes.*®

Shifts were also noted in the relative volume of certain grains moving through the port of Vancouver.
Notwithstanding the general declines already outlined, the proportion of wheat passing through the port during
the course of the past 36 months has increased in relation to other commodities. Totalling some 5.8 million
tonnes, wheat now accounts for 53.3% of all the grain tonnage passing through the port of Vancouver. This
increase has largely come at the expense of wheat traditionally shipped through Prince Rupert, which — in
keeping with the substantial periods of closure in recent years — did not begin to unload grain until the second
week of November. [See Tables 3C-1, 3C-2, and 3C-3 in Appendix 3.]

Car Cycles

In the context of the GHTS, the car cycle effectively measures the average amount of time taken by the
railways to deliver a load of grain to port and then return the empty car to the prairies for reloading. The car
cycle for the movement of Western Canadian grain averaged 17.5 days during the 2001-02 crop year. This
represents a 4.9% increase from the 16.7 days observed a year earlier. Examined in terms of the principal
corridors, movements to Vancouver showed an increase of 6.0% — climbing from an average of 16.8 to 17.8
days. Movements to Thunder Bay showed a less pronounced increase of 3.7% — with the average car cycle
climbing from 15.7 to 16.3 days.*” [See Table 3C-4 in Appendix 3.]

% Such adjustments represent a reduction of less than 3% from the 18.8 million tonnes cited in Measurement Subseries 1B.

% The grain volume cited here as being sourced from British Columbia relates specifically to that portion originating on the lines of
the Class | carriers. This contrasts sharply with the 243,700 tonnes depicted in Section 3.2 as the throughput tied to this province’s
elevators. The difference arises from the fact that the former calculation excludes grain volumes shipped by BC Rail, while the latter
includes them.

% The Western Canadian car cycle of 17.5 days cited above includes movements to Prince Rupert in its calculation. Owing to an
insufficient number of acceptable records, however, corridor-specific statistics for movements to Prince Rupert are not presented.
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It should be noted, however, that this Figure 28: Railway Car Cycle
overall performance effectively blurs that
observed in individual quarters. The overall

car cycle recorded during the first quarter — 2

which stood at 16.0 days — was among the 2+ Average Car Cycle
best witnessed thus far under the GMP. 20

And while car cycle times do fluctuate, the 18 |

third quarter's 19.8-day average is 23.8%
higher than that recorded for the first
quarter. Much of this performance comes 12+
as a result of a 5.7-day (or 37.5%) increase 10
in the cycle time tied to the Vancouver ol N~——  ~——  —
corridor — which climbed from an average ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘
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period.

Time (days)

Average Loaded Transit Time

1999-00 2000-01 2001-02

It is worth noting that while the overall car

cycle has fluctuated, the loaded transit

portion of the cycle has remained relatively stable — oscillating around a quarterly average of 9.3 days
throughout the past three crop years. Indeed, average loaded transit time for the 2001-02 crop year stood at
9.1 days — unchanged from that observed the year before. The increase in the overall car cycle for the 2001-
02 crop year can ultimately be traced to the empty transit portion of the movement, which effectively rose
10.5% to 8.4 days. To a large extent, this simply reflects the decreased demands placed upon the hopper car
fleet — and the capacity that was rendered idle — as a result of the reduced grain volumes cited previously.

Multiple-Car Blocks

Part of the longer-term improvement in car cycles might well be rooted in the ever-increasing proportion of cars
that are moving in multiple car blocks. From the railways’ vantage point, leveraging the operational efficiencies
that come with unit-train operations (for both loads as well as empties) over more costly and time-consuming
single-car handlings harbours the real key to improving car cycles.

During the first quarter of the 1999-2000 Figure 29: Railway Volume Moving in Multiple-Car Blocks (MCB)
crop year, an estimated 43.6% of the
overall tonnage moving to export positions
did so in blocks of 25 or more cars. Since
then, the proportion moving in these blocks I - ’\\
has continued to surge ever higher. By the =~ \ // N
third quarter of the 2001-02 crop year, this 7 \\_’,‘
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year, the overall proportion had risen to
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climbed to 76.9%.
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More noteworthy, perhaps, is the relative composition of these incentive movements. From a posted share of
22.6% at the close of the 1999-2000 crop year, the proportion moving in the smallest of these blocks (25-49
cars) has steadily fallen: to 20.5% for the 2000-01 crop year; and to 13.7% for the 2001-02 crop year.

This volume appears to have migrated over to the larger block sizes — which have had more pronounced
growth rates since the beginning of the GMP. From an estimated 20.2% of the volume for the 1999-2000 crop
year, incentive movements in blocks of 50-99 cars climbed to 35.1% for the 2000-01 crop year, and to 40.1%
for the 2001-02 crop year. Correspondingly, incentive movements in blocks of 100 or more cars grew from
7.6% for the 1999-2000 crop year, to 13.0% for the 2000-01 crop year, and to 23.1% for the 2001-02 crop year.
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With the proportion of grain receiving  Figure 30: Multiple-Car Block Composition
discounts having increased steadily over
the course of the past three crop years, the

associated value of these discounts — in 60
terms of potential freight savings — is 5
estimated to have ballooned from $31.1 5099 Car Block

million in the 1999-2000 crop year, to $60.1
million in the 2000-01 crop year, and to
$57.2 million in the 2001-02 crop year.
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Examined on a per-tonne basis, the
effective discount received for the tonnage
moved under these incentive programs has ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘
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the 2000-01 crop year, and to $4.07 for the

2001-02 crop year.*® [See Table 3C-6 in

Appendix 3.]
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Traffic Density

A widely used general indicator of system efficiency within the railway industry is traffic density. This is
determined by relating quarterly grain volumes to the number of route-miles comprised within the Western
Canadian railway network at the end of each quarter.*®* The limited transformation of the railway network over
the course of the past three crop years has, however, largely sensitized this indicator to changes in traffic
volume alone. This is reflected in an average traffic density for the 2001-02 crop year of 240.7 tonnes per
route-mile — a decline of 26.8% from the 328.8 tonnes per route-mile witnessed a year earlier.

This pattern is equally evident in the Figure 31: Railway Grain Traffic Density — Line Class
densities of the grain-dependent and non-

grain-dependent  networks as  well.

Average density in the case of the former 150
fell by 24.1% to 342.0 tonnes per route- 10
mile, while that of the latter fell by a
marginally greater 27.9% to 208.8 tonnes
per route-mile. The similarity between the
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two patterns is chiefly rooted in the fact that S 10T AN

the rate of elevator closure for both 30

networks has been comparable. The £ :: \ /.
relatively lesser decline in average density Non-Grain-Dependent Network

along the grain-dependent network stems i

from two factors: the concentration of
branch line abandonments within that
network; and an increase in producer-car
loadings that partially compensates for the
loss of traffic from closed elevators. [See
Table 3C-7 in Appendix 3.]
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*® The estimated discount per tonne deals exclusively with incentive movements to the four ports located in Western Canada.
¥ The use of annualized data does not allow for direct comparison with quarterly data due to the fact that the number of route-
miles tied to the infrastructure cannot be apportioned over time. Although the quotient derived from a year-over-year comparison is
directly comparable, its calculation provides limited insight into changes that may be better observed using the longer time series
derived from the use of quarterly data.
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Railway Freight Rates

The governments May 2000 policy reforms were aimed at creating a more commercial, competitive and
accountable grain handling and transportation system. One of those reforms was to end the long-standing
policy of regulating maximum freight rates for grain and institute a “revenue cap” that provided the railways with
greater latitude in pricing rail movements, but limited the overall revenues that could be derived from this
portion of their business. At the same time, this policy change called for an 18% reduction in the estimated
grain revenues that would have been derived without the reform. The revenue cap became effective August 1,
2000.

To achieve this, the railways chose a two- Figure 32: Railway Freight Rates — General Structure

pronged approach. Firstly, the published rates
for single-car movements in the 2000-01 crop

120
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from those in place at the end of the 1999- 110 | Producer's

2000 crop vyear.*  However, since this ~ /” }Avoided Rate

reduction also avoided a pending rate increase 3 1007 Increase

of 4.5% allowed under the old maximum rate 8 Shipper's Max
. 2 90 MCB Di:

program, these single-car rates produced a Z Current Rate Structure

spread of about 7.5% with those that would .

otherwise have come about without the policy = /

reforms.  This effectively constituted an 701 HCB Discount - 100+ Rallcars

avoided rate increase in August 2000 for all 60

producers who shipped their grain by rail. 109900 200001 200102

The railways chose to achieve the remainder

of the prescribed revenue reduction through the continued use of the incentive discounts that were applied to
grain moving in multiple-car blocks. Long used in other sectors of the railway industry as a competitive tool,
these discounts are strategically aimed at drawing greater volumes of grain into facilities that can provide for
movement in either full, or partial, trainload lots. These incentives, which provide for general discounts of up to
$6.00 per tonne, can effectively reduce a shipper’s railway transportation cost by as much as one-third when
applied against the single-car rates associated with short-haul movements, such as between Winnipeg and
Thunder Bay.*'

With the beginning of the 2001-02 crop year, published single-car freight rates were increased by about 4.0%.
This produced a rate structure little different from the one in place during the 1999-2000 crop year.
Nevertheless, the single-car freight rates paid by individual producers during the 2001-02 crop year were still
lower than the estimated rates that would otherwise have come about without the adoption of the revenue cap
considering the planned 4.5% rate increase.  Although difficult to accurately determine, the spread between
the two contrasting rate structures would appear to be in the area of 7.3%.** [See Table 3C-8 in Appendix 3.]

“* The 3.0% rate reduction cited represents the weighted average reduction in published tariff rates for single-car movements as

determined by the Canadian Transportation Agency for CN and CP combined (see Decision Number 669-R-2001). Actual rate
reductions differ noticeably between carrier and corridor. By way of example, CN posted rate reductions in the Vancouver, Thunder
Bay, and Churchill corridors of approximately 4.0%, while those of CP ranged anywhere from 2.0% to 3.0%. Furthermore, CN’s
single-car rates for grain destined to Prince Rupert from origins in Manitoba, Saskatchewan, and Alberta, were effectively reduced
by about 9.0%, while CP ceased to publish single-car rates for grain destined to Prince Rupert in October 2000.

“'" In addition to the general discounts cited, the railways also provide incentives discounts when a shipper commits to moving a
multiple number of trainload lots (100 or more cars) during a specified period of time. Deemed generically by the Monitor as “shuttle
services,” these discounts provide for an additional $0.50 per tonne when applied to movements of 100 or more cars. In addition to
these, CP offers a further $0.50 per tonne discount when multiple trainload lots involving 112 or more cars are subscribed to.

2 By way of example, the accompanying chart (Figure 32) contrasts the theoretical rate structure under the old and current regimes
for a movement of approximately 1,000 miles. The differential cited here assumes that the maximum rate scale for the 2000-01 and
2001-02 crop years — had it still been in place — would have been escalated by 4.5% and 3.5% respectively. The curve depicting
the associated maximum potential discount is based on the railways’ published incentives for movements in blocks of 100 or more
cars: $5.00 per tonne in the 1999-2000 crop year; and $6.00 per tonne beginning in the 2000-01 crop year. It is, however,
acknowledged that these results will differ widely given other distances, and parameters. The reader is reminded that the case
depicted is for illustration purposes only.
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As noted previously, the incentive discounts now in place were increased for the larger multiple-car blocks at
the beginning of the 2000-01 crop year. These remained unchanged during the 2001-02 crop year. [See Table
3C-9 in Appendix 3.]

Government Policy Reforms

The full measure of these overall Figure 33: Revenue Cap — Railway Compliance
reductions is assessed annually by the
Canadian Transportation Agency in its
determination of the railways’ compliance
with the revenue cap. In December 2002,
the Agency determined that the statutory
grain revenues for both CN and CP
amounted to $280.2 million and $277.9
million respectively — $558.1 million when
viewed on a combined basis.®  The
Agency further determined that both
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the revenue cap for the 2001-02 crop year, Railway Grain Revenues

and had in fact bettered their targets by 7 ‘

4.6% and 3.0% respectively. On a 1999-00 2000-01 2001-02

combined basis, this meant that railway
grain revenues were $22.2 million (or 3.8%)
lower than the maximum allowed.*

Although statutory grain revenues were significantly less than in the preceding crop year, the differential with
revenue cap was significantly widened. During the 2000-01 crop year, the statutory grain revenues for both CN
and CP fell below their caps by a much narrower 0.8% and 0.7% respectively (0.75% when viewed on a
combined basis). Not only does the widening of this gap indicate that the railways have surrendered more
revenue than allowed under law, it affirms the substantial role played by incentive discounts in furthering this
result. Moreover, it strongly suggests that the competitive environment is pushing real railway freight rates to a
level lower than that originally envisioned by Parliament. [See Table 3C-10 in Appendix 3.]

When the federal government introduced the revenue cap, it stipulated that railway revenues for the 2000-01
crop year should not exceed a total of $710.9 million (or $27.00 per tonne) — roughly $5.92 per tonne less than
the estimated revenues without the policy reforms. This was derived from 1998 railway data which was used to
establish a base tonnage and average length of haul- 26.3 million tonnes, and 967 miles respectively.

The revenue cap, however, allows adjustments to this ceiling that take into consideration the effect of changes
in the actual tonnage handled, and the average distance over which that tonnage moved. For the 2000-01 crop
year, these adjustments resulted in the revenue cap being set at $760.8 million or $26.02 per tonne — some
$5.72 per tonne less than the estimated revenues without the reforms.

In its initial determination of the railways’ compliance with the revenue cap for the 2000-01 crop year, the
Agency indicated that the major elements contributing towards this $5.72- per-tonne reduction were: elimination
of scheduled rate increases, $1.37 per tonne; general rate reductions, $1.00 per tonne; the combined impact of
lower charges due to multi-car block incentives, volume rebates and other similar reductions, and allowances
for industrial development fund contributions, $3.15 per tonne; and the net impact of numerous other items,
$0.20 per tonne.

“ The calculation of prescribed railway’s grain revenues under the revenue cap also takes into consideration a number of

secondary elements, such as the amounts received for ensuring car supply or premium service. In addition, certain reductions from
these revenues are also allowed, and include amortized contributions for the development of grain-related facilities not owned by the
railway (Industrial Development Fund contributions), and amounts paid for interswitching. For a complete listing of the elements
included in the calculation of statutory grain revenues, please consult Canadian Transportation Agency decisions 114-R-2001, and
664-R-2001.

* See Canadian Transportation Agency Decision Number 670-R-2002 dated December 17, 2002.
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From this, it can be seen that $2.37 (or
41.4%) of this $5.72-per-tonne reduction
was found to be flowing to producers in the
form of the lower single car rates
mentioned previously. At the same time,
another $3.35 per tonne (or 58.6%) was
effectively accruing to the benefit of the
grain companies as a result of the incentive
discounts they received, as well as other
ancillary elements. The Agency did not,
however, provide a detailed breakdown of
these elements when it determined that the
combined revenue cap for both prescribed
carriers for the 2001-02 crop year was

Figure 34: Revenue Cap — Revenue Reduction Sources (2000-01)
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$580.3 million (or $26.28 per tonne).
. s .. . OTHER
The railways’ decision to increase the 3.5%
incentive discounts paid on movements in
blocks of 50 or more cars effectively
signalled their intention to induce the grain companies into moving an even greater proportion of its traffic in
this way. Presumabily, the internal cost savings arising to the railways from this would more than compensate
for the additional monies that would have to be paid under their existing incentive programs.

To a large extent, the evidence would appear to support this view. During the course of the 2001-02 crop year,
the railways reported grain revenues of $25.28 per tonne — a full $1.00 per tonne lower than that allowed to
them under the revenue cap. It is worth noting that this value is five times greater than the $0.19 per tonne
observed in the 2000-01 crop year. Moreover, there is little question that the expanding proportion of grain
moving in the larger multiple-car blocks is fuelling this further reduction in railway grain revenues. Were market
forces not also at work, it is reasonable to conclude that the differential between actual railway grain revenues,
and the ceiling imposed on them by the revenue cap, would not have widened to the degree that it did during
the 2001-02 crop year.

In any event, since the grain companies — rather than the producers — receive the incentive discounts tied to
these multiple-car block movements, this differential ultimately manifests itself as a further transportation cost
savings for them. And while the producer may not share directly in these incentive discounts, he is an indirect
recipient. This occurs when the grain companies elect to apply these costs savings to support their own
competitive efforts. Often, this takes one of two forms. The first of these involves the various financial
incentives paid to producers by the grain companies as a means of drawing grain into their facilities (these
include trucking premiums, grade promotions, and discounts on farm supplies). The second comes by way of
the residuals that ultimately flow back to farmers through the Canadian Wheat Board’s pool accounts when
grain companies choose to pass their transportation savings (or a portion thereof) onto the CWB through the
bids they now advance to win contracts for the movement of tendered grain.*®

3.4 Terminal Elevator and Port Performance [Measurement Subseries 3D]

Port throughput for the 2001-02 crop year, as measured by the volume of grain shipped from the terminal
elevator and bulk loading facilities located at Canada’s four western ports, totalled 18.0 million tonnes.*® This
represents a 24.8% decline from the 23.9 million tonnes recorded a year earlier, and is consistent with the
general patterns noted previously. [See Table 3D-1 in Appendix 3.]

% These are elements that are taken into considered in the calculation of producer netback. See Section 5 (Producer Impact) for a
more complete discussion of how these benefits flow back to the producer.

“* Includes grains, oilseeds and special crops covered by the Canada Grain Act as recorded by the Canadian Grain Commission.
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Over 11.3 million tonnes (or 62.8%) of this volume was directed through the West Coast ports of Vancouver
and Prince Rupert, with the former accounting for some 10.2 million tonnes (or 90.0%) of the combined volume.
Nevertheless, overall coastal throughput declined by almost 5.0 million tonnes (or 30.5%). With a reduction of
49.5%, Prince Rupert posted the most substantive decline, while shipments from Vancouver were down 27.5%.
To the east, the results were little different: Thunder Bay — the dominant eastern gateway — posted an 11.1%
decline with a total throughput of 6.2 million tonnes; while Churchill's volume fell by 28.3% to just 477,100
tonnes.
Figure 35: Western Canadian Ports — Grain Throughput
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capacity. [See Table 3D-2 in Appendix 3.]
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Terminal Elevator Inventories

In reflection of the reduced volume of grain passing through the terminal elevator system, the amount of grain
held in inventory also declined. Indeed, the average weekly stock level fell to 1.1 million tonnes throughout the
course of the 2001-02 crop year — a reduction of 6.6% from the 1.2-million-tonne average observed the year
before. Much of this net reduction came

from a 15.2% reduction in the stock of  Figure 36: Average Terminal Elevator Capacity Turnover

wheat, which accounted for about half of

the overall stock held in the system.

Running against the general trend was 18
barley, whose average weekly stock level 16
increased by 67.3% from the year before. 14 {1

[See Table 3D-3 in Appendix 3.]

To a large extent, the decline in terminal
throughput resulted in the aging of grain
stocks maintained in inventory. The overall
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average number of days-in-store for the 4

2001-02 crop year shows a marked 5 o

increase — climbing by 17.7% to 20.6 days 0 ‘ ‘ ‘ ‘

from 17.5 days the year before. VANCOUVER ~ PRINCE RUPERT CHURCHILL THUNDER BAY ALL PORTS

Component averages varied widely by port
and commodity. The only decliner was
wheat, whose overall average number of
days-in-store fell by 4.2% to 15.9 days. The most significant increase noted was for barley, whose average
number of days-in-store rose by 202.9% — to 62.7 days from 20.7 the year before. This arose chiefly as a
result of a significant decline in barley exports brought on by strong domestic feed barley prices, and tight
supplies of malting barley. Other grains posting increases included: durum, up by 25.5% to 25.6 days; canola,
up by 88.9% to 20.4 days; oats, up by 76.4% to 24.7 days; and flaxseed, up by 17.5% to 24.9 days. [See
Table 3D-4 in Appendix 3.]

0 1999-00 @2000-01 02001-02

Average weekly stock-to-shipment ratios for major grains at each of the Western Canadian ports are calculated
using statistics produced by the Canadian Grain Commission. This measure indicates how well stocks are
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managed at port. Due to the uneven nature of grain unloading, stock levels, and actual vessel shipments, a
great deal of variability is witnessed in any week-to-week comparison of these ratios. [See Table 3D-5 in
Appendix 3.]

At Vancouver, the average stock-to-shipment ratios for major grains show mixed results when compared to
those posted for the 2000-01 crop year. All, however, remained comfortably above a value of 2.0. Durum
declined by 11.1%, while those for wheat, barley, canola and flaxseed increased by 17.4%, 35.0%, 75.8%, and
22.1% respectively. At Prince Rupert, the average ratio for wheat rose by 10.7% to 2.2.* Churchill saw a
significant increase in the average ratio for wheat — which climbed by 61.2% to 2.9 — and a more modest
increase of 9.4% to 1.3 for durum. Thunder Bay also exhibited mixed results with declines in the average ratios
for wheat, oats and flaxseed, while those for durum, barley, and canola increased noticeably. Here too, all of
the average ratios were well above the value of 2.0. To a large extent, these measures merely affirm an aging
of inventory levels in the face of declining throughput. Grade-based weekly stock-to-shipment ratios show a
greater degree of variability. This arises largely as a result of the distortions caused by blending, such as is
done to produce “Western Canada Wheat” for overseas shipments.*® [See Table 3D-6 in Appendix 3.]

Port Operations

Some 764 vessels called for grain at Western Canadian ports during the 2001-02 crop year. The average time
spent by these vessels in port was 4.9

days; a marked decrease from that of the  Figure 37: Average Vessel Time in Port

preceding crop year when vessels spent an

average of 5.9 days in port. At Vancouver

— where over half of the total vessel calls

were made — the average time spent in port 8 ] —

was 6.6 days with 3.0 days spent waiting to 7 —
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during the 2001-02 crop year, the ready
availability of grain at terminal elevators
allowed vessels to avoid delay, and improve their turnaround times in port. [See Table 3D-7 in Appendix 3.]
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The distribution of vessel time in port shows fewer vessels requiring multiple days to clear than in the previous
crop year. At Vancouver, the proportion of vessels in port longer than 10 days fell to 18.6%, down from 26.8%
the previous year. At Prince Rupert, only 16.2% of vessels were in port more than 10 days, while during the
previous year, 28.5% of vessels required such lengthy stays. Vessels loading at the Port of Churchill also
experienced reduced time in port — only 20.0% were in port longer than 5 days, while the corresponding
proportion was 25.9% the year before.® [See Table 3D-8 in Appendix 3.]

‘7 Wheat is the only grain with sufficient consistency in shipments from Prince Rupert to allow for the calculation of stock-to-

shipment ratios.

8 “Western Canada Wheat” is not a stored grain. It is, rather, an export grade name given when several grades of wheat are

blended to the specifications defined by the buyer.

* The number of days a vessel spent waiting is determined using the difference between the time the vessel passed inspection by
the Port Warden and Canadian Food Inspection Agency and the time at which loading was commenced.

0 A similar comparison is not available for Thunder Bay since the arrival date for vessels was not recorded consistently in previous
years.
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The proportion of vessels requiring multiple  Figure 38: Number of Berths per Vessel
berths to load at Vancouver declined from
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Demurrage and Dispatch
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Members of the WGEA and the CWB

provided total vessel demurrage costs and dispatch earnings for the three crop years under review.®' Along
the Pacific Seaboard, demurrage costs for the 2001-02 crop year fell significantly — from $15.5 million to $2.8
million (or 82.1%). This is consistent with the substantial decrease cited earlier in the average number of days
spent by vessels in port. At the same time, dispatch earnings declined from about $9.1 to $4.2 million (or
53.8%). Annual vessel demurrage at Churchill, Thunder Bay, and along the St. Lawrence Seaway, declined by
75.0% — from $606,900 to $151,700. Dispatch earnings in the eastern system declined by 35.0% — from $4.3
million to $2.8 million. [See Table 3D-10 in Appendix 3.]

The reporting of the amount of demurrage paid, and dispatch earned, by vessels is intended to provide an
indication of the effectiveness with which grain flows through Western Canadian ports. The sharp overall
decline in both for the 2001-02 crop year indicates that vessels are loading in greater accordance with the lay
days provided within their charters. To a large extent, this is reflected in the reduction in the average amount of
time these vessels spend in port. It is, however, important to view these statistics in context, and to be
cognizant of the varying risk management strategies employed among exporters. The number of lay days is
negotiated as part of the vessel charter, and constitutes but one facet in the overall merchandising activities of
these exporters.

Average Handling Charges

The posted tariff rates for terminal elevator handling at each port generally increased during the 2001-02 crop
year. At Vancouver, increases in the average posted rates for the receiving, elevating and loading out of most
grains ranged from 0.8% to 4.6%. The average tariff rate for rye, however, decreased by 2.1% — to $10.02 per
tonne — after jumping from $8.24 to $10.19 per tonne the year before. At Prince Rupert, the posted tariff rates
produced minimal increases for canola, oats and rye, while wheat and barley saw a more substantive increase
of 4.1%. A 2.3% increase was also observed for flaxseed. Churchill’s posted tariff rates increased by between
5.1% and 10.8% for wheat, peas, rye and flaxseed. At the same time, the rates for canola and oats remained
unchanged, while that for barley fell by 6.6%. At Thunder Bay, increases in the average posted rates for most
commodities ranged from 1.9% to 6.7%. Deviating from this was rye, with an increase of 13.7%. [See Table
3D-11 in Appendix 3.]

The posted tariff rates for terminal elevator storage at Thunder Bay and Prince Rupert remained more or less
constant during the crop year. At Churchill, where these rates had remained unchanged through the first two
years of the GMP, the latter part of the 2001-02 crop year brought increases of between 12.9% and 44.2%. At
Vancouver, rate increases of 1.4% to 4.7% were observed for all commodities except peas — which increased
by a substantial 56.4%. It should be noted, however, that the preceding observations are based solely on

*" Notice should be made of the fact that the data — which is both un-audited and aggregated — pertains to vessel shipments made

during each crop year and, as such, may vary from the figures presented in the financial statements of the respective organizations.

44 Annual Report of the Monitor — Canadian Grain Handling and Transportation System
2001 - 2002 Crop Year



those terminals that did not adopt a system of escalating storage charges.®> These figures should, therefore,
be viewed as a lower estimate of posted rate increases.

3.5 Summary Observations

As cited previously, 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. This problem is most acute with respect to the System
Efficiency measures discussed above.

To a great degree, these measures have all been adversely influenced by the sharp decline in grain volumes
handled — be it through the country elevator, railway, or terminal elevator systems. 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.

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. Moreover, the
measures discussed above are particularly well suited to such an analysis. The Monitor's Annual Report for
the 2000-01 crop year concluded that less time was being taken by grain in its movement from the prairies to a
port of exit. In specific terms, it was observed that some 4.9 days (or 7.0%) had been shaved from the overall
average amount of time spent by grain moving through the system — dropping to an average 64.9 days from
69.8 days in the 1999-2000 crop year.”® A year later, it must be reported that much of that ground has
seemingly been lost.

Most of the reversal stems from a 17.7% increase in the amount of time spent by grain in inventory at terminal
elevators — which climbed from an average of 17.5 days to 20.6 days. To some extent, this increase was
mitigated by a 0.8% decline in the amount of time spent by grain in inventory at country elevators — which fell
from an average of 38.3 days to 38.0 days. The resultant net increase of 2.8 days effectively lengthened the
overall amount of time spent by grain in the system from 64.9 days to 67.7 days (or 4.3%).

The other determinant in calculating the overall velocity of grain as it moves through the GHTS, is the railways’
average loaded transit time — the amount of time it takes to actually move grain from storage in the country to
the ports. Its impact was neutral — remaining unchanged from the year before with an average of 9.1 days.

The decline in overall grain volume effectively meant that the GHTS saw a significant proportion of its handling
capacity rendered idle. This is perhaps best reflected in the sidelining of the terminal facilities located in Prince
Rupert and Churchill, and in the sharp drop observed in the capacity turnover ratios associated with both the
country and terminal elevator networks — which declined by 10.0% and 25.9% respectively.

It is worth noting that the differential between these two rates of decline is wholly tied to the elimination of 1.0
million tonnes of country elevator storage capacity during the course of the 2001-02 crop year. By in large, it
underscores the ongoing efforts of the grain companies to reduce a perceived overcapacity in the GHTS as a
whole. Under normalized volumes, this adjustment would have produced a significant improvement in the
capacity turnover ratio of the country elevator network. Instead, it effectively reduced the margin by which it
would have otherwise fallen.

%2 Five terminals — two at Thunder Bay and three along the West Coast — posted tariffs based on a system of escalating storage

charges, which define a series of incrementally higher rates as storage time increases. Without average days-in-store data for the
terminals using such rates, it is not possible to calculate an accurate rate for incorporation into the wider port averages.

* The average amount of time spent by grain in the GHTS for the 1999-2000 and 2000-01 crop years — 69.8 days and 64.9 days
respectively — have been restated in order to reflect changes that were subsequently made in the calculation of certain measures.
These changes were made in order to improve the accuracy of the calculations themselves, and do not detract from the conclusions
drawn at the time. The actual values stated in the Monitor's Annual Report for the 2000-01 crop year were 71.1 days and 67.1 days
respectively.
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Figure 39: The GHTS Supply Chain

e =

SUPPLY
CHAIN
SUPPLY CHAIN ELEMENT TABLE 1999-2001 2000-01 2001-02 EFFECT
SPEED RELATED

2 Country Elevator — Average Days-in-Store 3B-4 41.7 38.3 38.0

3 Average Railway Loaded Transit Time (days) 3C-4 9.5 9.1 9.1 -

5 Terminal Elevator — Average Days-in-Store 3D-4 18.6 17.5 20.6 A
Average Total Days in GHTS 69.8 64.9 67.7 A
SERVICE / ASSET RELATED

1 Average Country Elevator Capacity Turnover Ratio 3B-2 4.8 5.0 4.5 v

4 Average Terminal Elevator Capacity Turnover Ratio 3D-2 9.1 8.9 6.6 v

3 Average Railway Car Cycle (days) 3C4 20.2 16.7 17.5 A

6 Average Vessel Time in Port (days) 3D-7 4.3 5.9 4.9

In equal measure, the elongation of the railways’ overall average car cycle from 16.7 days to 17.5 days largely
stems from a 10.5% increase in the average empty transit time component. This too is reflective of the
reduced demands that were placed on the hopper car fleet, and the inherent handling capacity that was
rendered idle as a result.

Nevertheless, some efficiency gains accompanied this decline in grain volume. Most noteworthy is the
improvement witnessed in port operations. The average amount of time spent by vessels in Western Canadian
ports fell to 4.9 days — a marked decrease from the 5.9-day average reported a year earlier. At Vancouver,
where over half of the total vessel calls were made, the average amount of time spent in port fell from 8.1 days
to 6.6 days. Much of this — an average of 1.4 days — came from a reduction in the amount of time these
vessels had to spend waiting to load.

At the same time, the posted rates for many of the GHTS’s component services have begun to rise. The
nominal input costs tied to trucking, country elevator handling, rail transportation, terminal elevator handling,
and use of the St. Lawrence Seaway, have all increased over the course of the three crop years now behind
the GMP - although to varying degrees. In and of themselves, much of this would appear to be in keeping with
inflationary pressures, and an attempt to pass rising costs onto their respective customers. Yet some of these
increases are significant, and figure more prominently in the increasing overall cost of delivering grain to export
positions. These costs are discussed in greater detail in Section 5 — Producer Impact.

One area in which the real costs have clearly gone down, however, is that of railway transportation. Although
the railways increased their single-car rates by 4.0% at the beginning of the 2001-02 crop year, the adoption of
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the revenue cap provided individual producers with an avoided rate increase in August 2000 that they
otherwise would not have enjoyed. This, coupled with the additional cost savings accruing to shippers moving
grain in multiple-car blocks, is evident in the generation of railway grain revenues that are significantly below
that mandated by the revenue cap. Moreover, the differential between the two has been widening.

To a large extent, a significant portion of the cost savings being realized by the grain companies is also being
shared with farmers. The tender bids that ultimately flow back to the farmer — albeit indirectly through the
CWB’s pool accounts — constitute but one avenue by which this is accomplished. Others include trucking
premiums, grade promotions, and discounts on farm supplies. Whether these are the most efficient vehicles
possible is a larger, and more complex, issue.
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SECTION 4: SERVICE RELIABILITY

Highlights — 2001-2002 Crop Year

Port Performance

The true test of any logistics
chain is its ability to provide
for the timely delivery of
product, as it is needed —
whether it is raw materials,
semi-processed goods,
component parts, or finished
products. This applies in equal
measure to both industrial and
consumer products, and is
summarized by a widely used
colloquialism within the
logistics industry: “to deliver
the right product, to the right
customer, at the right time.”
The indicators that follow are
largely used to determine
whether grain is indeed moving
through the system in a timely
manner, and whether the right
grain is in stock at port when a
vessel calls for loading.

Reduced volume did not hinder overall reliability of the GHTS in delivering grain to
Western Canadian ports.
Reliability reflected in:
0 Reduced average time spent by vessels in port.
o Consistently higher than required terminal stock levels at the principal ports
of Vancouver and Thunder Bay.
= Stock-to-vessel requirement, and stock-to-shipment, ratios
generally maintained at levels above 2.0.
Lower grain shipments at Western Canadian terminal elevators resulted in mixed
changes to the average weekly stock-to-vessel requirements ratios.
o Vancouver
= Wheat — 2.3; down by 7.0% from last crop year.
= Canola-3.3; up 70.2%.
o Thunder Bay
=  Wheat - 4.3; down by 19.4% from last crop year.
= Canola - 2.6; up 36.2%.
Stock-to-shipment ratios reinforce findings relating to reduced throughput.
o Vancouver
= CWB grains — 3.1; up by 7.7% from last crop year.
=  Non-CWB grains —4.1; up 56.1%.
o Thunder Bay
= CWB grains — 5.5; up by 5.2% from last crop year.
= Non-CWB grains — 2.96; up 1.9%.
Terminal handling revenues decline as a result of reduced grain volume.
o Vancouver revenues total $139.7 million.
= Down by 29.8% from last crop year.
o Thunder Bay revenues total $64.2 million.
= Down by 15.0% from last crop year.
CWAB carrying costs largely unchanged from last crop year.
o Increased fees for elevation and storage of grain effectively offset savings
from reduced CWB grain throughput.
o Pacific Seaboard carrying costs total $49.1 million.
= Increased by 1.8% from last crop year.
o Thunder Bay carrying costs total $34.4 million.
= Unchanged from last crop year.

48

Annual Report of the Monitor — Canadian Grain Handling and Transportation System
2001 - 2002 Crop Year



Indicator Series 4 — Service Reliability

CROP YEAR (1)
Table Indicator Description Notes 2000-01  2001-02 % VAR
Port Performance [Subseries 4A]
4A-1 Avg. Weekly Stock-to-Vessel Requirements Ratio — VCR — Wheat 25 23 -7.0% V
4A-1 Avg. Weekly Stock-to-Vessel Requirements Ratio — VCR — Canola 1.9 3.3 70.2% A
4A-1 Avg. Weekly Stock-to-Vessel Requirements Ratio — TBY — Wheat 5.3 4.3 -194% Vv
4A-1 Avg. Weekly Stock-to-Vessel Requirements Ratio — TBY — Canola 1.9 2.6 36.2% A
4A-2 Avg. Weekly Stock-to-Vessel Requirements Ratio — Grade (2)
4A-3 Avg. Weekly Stock-to-Shipment Ratio — VCR — CWB Grains 2.9 3.1 77% A
4A-3 Avg. Weekly Stock-