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The federal government announced that it will introduce legislation to end the Canadian Wheat Board’s
(CWB’s) monopoly on the purchase from producers of wheat and barley for export and domestic human
consumption, and thereby provide marketing choice for farmers. Although there is a range of options as to
how this move may be accomplished, it 1s apparent that ending the CWB’s monopoly will have far reaching
effects on the grain handling and transportation system, as well as on regional and provincial economies.

About 150 people met in Winnipeg for the annual Fields on Wheels conference on September 30 to hear the
perspectives of a wide range of stakeholders in the grain handling and transportation system and discuss the
implications of the new wheat marketing regime. Legislation was introduced subsequently in the House of
Commons on October 18, 2011

At this point, there is only one “known” — the federal government intends to pass legislation ending the Wheat
Board’s monopoly. The government has stated that trade activities will be able to commence by January 1,
2012 for deliveries on or after August 1, 2012.

The removal of the CWB’s monopoly over wheat signals the start of a period of challenges, opportunities
and uncertainty. There are many “unknowns”. Not only for those directly involved in the industry — the
farmers, the processors, the grain companies, the railways and truckers — but others more broadly involved in
Canada’s transportation system — shippers of other bulk commodities which rely on the same rail networks, port
authorities, marine pilots, and provincial governments.

It will be interesting to witness how the industry evolves over the next 5 to 10 years. How will crop production
change? How will traffic flows and routes change? Will farmers be better off’ or worse off as a group? Will
additional regulation of the industry be necessary? Will the grain handling and transportation system be
more efficient?

This report highlights some of the “unknowns” raised by stakeholders at the Fields on Wheels conference. It
contains issues for the federal government to consider as it moves forward its plans to end the CWB monopoly.
This report is prepared for those who were at the conference and for those who have an understanding of
the CWB and the current grain handling and transportation system in Western Canada.

Accepting that changes are coming, many urged the government to act quickly to provide
clarity as soon as possible for all stakeholders. Grain companies need to prepare business plans,
hire additional staff’ or skills and possibly arrange for additional financing. Farmers need to make important
decisions as well, including decisions regarding crops for the coming year.

I This paper was prepared based on information accurate as of September 30, 2011. On October 18, 2011, Bill C-18
"Marketing Freedom for Grain Farmers Act” was introduced in the House of Commons.



Farmers are divided

Farmers are divided on the issue of whether ending the CWB’s monopoly is a positive or negative
development.

Bill Cooper, a Saskatchewan farmer who supports the change, was optimistic for the future. He spoke
about the entrepreneurial attitudes of farmers and how they will be successful under the new rules.
Removing the monopoly will bring farmers greater transparency to help manage risks. For example,
there will be earlier negotiations with the grain buyers and quality requirements will be more visible
to the growers. In addition, shippers will have more latitude in managing their transportation needs.
There may be more competition at port positions and in-country, thereby lowering costs to farmers.

“The end of the CWB is about more than marketing freedom - the
ability to sell to the highest bidder — it is about entrepreneurial freedom.
It is about being able to do whatever you want with your wheat.”

John de Pape, President, John De Pape lid.

Don Dewar, who farms in Manitoba, did not share Bill Cooper’s enthusiasm. Don believes that

the farmers will ultimately lose out without the CWB monopoly. He argued that the single-desk
monopoly brought price premiums to farmers. Under a new regime, grain companies may sell
Canadian wheat at a price premium but the farmers will be insulated from the premiums received.

A basic premise of economics is that
monopolies and oligopolies are bad.
However, from the standpoint of farmers,

Startup Capital for a New CWB

a monopoly favours them and the negative
impacts are experienced by the buyers of
the grains. The CWB insulated farmers from
sudden drops in the Minneapolis future price
and stood up for farmers before the WTO.
In ten years, grain industry stakeholders

will be back at the table, wondering what is
needed.

Questions were raised about what a new
CWB will require in terms of startup capital
and whether the government has a legitimate
role in providing it. If startup capital is provided
by the government, how much should be
provided? Hon. Otto lang asked, “Enough to
go up against the grain companies and win or
enough to go up against the grain companies
and lose?”




What level of competition and cooperation

will exist between grain companies?

Questions were raised regarding how much
market power grain companies will be able
to exert over farmers. Many argued that
there will be lots of competition among the
grain companies and that competition is
likely to increase. There is evidence of high
levels of competition in other crops, e.g
pulses. In addition, new companies, including
foreign firms, may enter the market. Some
expect there will be significant competitive
moves by the existing grain companies in
the coming year as each firm seeks strategic
advantages.

Grain companies have incentive to compete
fiercely for farmers’ business to generate
volumes needed to fund the high costs of
their infrastructure. Basically, grain
companies are running a pipeline and the
more volume that flows through the pipeline
the better.

There will also be cooperation among grain
companies. Competitors have handled non-
Board grain products for one another for
decades through commercial negotiations.
In some cases, companies may cooperate by
arranging for a large vessel call at more than
one terminal.

A Cautionary Perspective: Hon. Otto Lang

Hon. Otio Lang, former Minister Responsible for
the CWB and former Minister of Transport,
worries about the future. He stated the chief
value of the CVWB has been the ability to have
a known supply at hand.

From time to time, there will continue to be a
role for the federal government, whatever the
marketing system. In the past, it played a role
in making canola safe for human consumption
and in making Canada the country of choice
for wheat for the Soviet Union.

The end of the CWB monopoly will not mean
the end of the need for regulations as farmers
will be dealing with several large grain
companies, arguably oligarchies, and many
farmers are only served by one railway. Such
situations raise alarm bells for economists.
Transportation issues will not disappear.

Hon. Otto Lang expressed disappointment that
the federal government is walking away from
the CWB rather than bargaining it away.
Competitors around the world have called

for the CVWB's disappearance and are now
rejoicing.

“I' worry about you and | worry about your
positions of power. | wish you well in the future.”

“Are we making a bigger deal of the change than will actually be the case?
The fact of the matter is the producer of Board and non-Board grains is
the same, the end-use customers tend to be the same, grain companies
are the same, so maybe not a seismic shift.”

Jean-Marc Ruest, Vice President, Corporate Affairs & General Counsel,

Richardson International




What will be the impact on Prince Rupert?

The grain terminal in Prince Rupert, one of the most efficient terminals in North America, is
owned by several grain companies plus the Government of Alberta. These companies also own
individual terminals in Vancouver. Questions were raised regarding the future use of the terminal
in Prince Rupert — will companies funnel wheat through a terminal which is partly owned by others
or will they exclusively use their individual facilities in Vancouver?

Some believe volumes to Prince Rupert

will decline as it will only be used as a surge
terminal to cover annual fixed costs or as a
backup facility if Vancouver gets congested. There is uncertainty regarding the confinued

Others believe that Prince Rupert has a use of Churchill as an export location. Grain
companies have not indicated a willingness to

use the facility. Some international marketers,
however, have shown an inclination to use

) ) Churchill as they find the routing to be
Future volumes through Prince Rupert will economical. Churchill would benefit from an

be impacted by CN’s freight rates. Will CN EU-Canada free trade deal and from global
alter rates to maintain volumes? If wheat warming (resulfing in a longer shipping season).
volumes to Prince Rupert decline, rail rates
for other commodities will increase as the
total cost base for maintaining the rail line
will be shared over a smaller volume.

Churchill: Future Uncertain

positive future as non-owners view it as an
efficient option.

“It is time for the grain industry to stand proudly
and independently.”

Brian Hayward, President, Aldare Resources

A continental market

With the end of the CWB’s control over marketing and logistics, the grain handling and transportation
system may become more continental in nature, with the border becoming less relevant. Increased
traffic may flow south to the U.S. for processing or export. There are terminals along the Mississippi
which are closer to prairie grain than either Vancouver, Prince Rupert or Thunder Bay. California
could, once again, become a market for Canadian barley farmers. In addition, there is a new, high-
capacity grain terminal in Longview, Washington that may offer attractive rates.

Similarly, grain traffic may flow northbound. Some grain companies own assets in Canada and
the U.S. These firms will likely try to optimize the use of all their facilities in both countries. U.S.
grain traffic may also travel north to benefit from the stable rail freight rates mandated through the
revenue cap.



Efficiency will increase

There was discussion around the opportunities

to improve the efficiency of the grain

transportation system. The current processes What will the future bring?
in place to move Board-grains (a ‘production-
push’ system) varies significantly from the Additional questions arose in terms of

system for non-Board grains (a ‘demand-pull’ fransportafion implicafions:

system). In essence, there are two systems
operating within one network. Some
characterized the CWB practice of
determining which port and terminal will be ® how will the size and number of vessels calling
used to fulfill sales and administering car Vancouver change?

allocation separately has, in effect, fragmented
the ‘grain pipeline’.

* will there be greater use of ocean vessels
calling af Thunder Bay?

® what will happen fo producer cars?

* will there be further rationalization of
Coomparisons in days in inventory at port country elevators (increasing farmers” length of
terminals demonstrate that days in inventory is haul]?

significantly lower for non-Board grains versus
Board grains. In addition, it is estimated that
more than $40 million will be incurred in 2011
for vessel demurrage charges in the Port of
Metro Vancouver. This demonstrates that
inefficiencies exist within the system. e will farmers choose fo increase production of
wheat or barley?

* will regulated freight rates be maintained in a
North American market?

Additional questions regarding crops:

Grain companies believe that the change of

transporting wheat and barley to a system they
are able to manage, a demand-pull system, will
result in greater efficiencies. There will be .
increased use of 100-car unit trains. The overall
system will be less congested, the turn-ratios

for wheat and barley will increase, facilities and

o will wheat and barley production become more
regional?

will research info new wheat varieties increase?

how will agriculiural research be funded?

staffing requirements will be better managed.

Days in inventory at port terminal (Thunder Bay)
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8:30 am Opening Remarks
Keynote Speaker: Greg Mevredith, Asst. Deputy Minister, Strategic Policy Branch, Agriculture & Agri-food Canada

Morning Sessions: Where Are We Going? The Future of the Western Canadian Grain Industry Under a
Voluntary Wheat Board

8:45 am
A Historical Perspective: Dr. Paul Earl, [ H. Asper School of Business
A Producer Perspective: Bill Cooper, Saskatchewan Farmer
A Producer Perspective: Don Dewar, Manitoba Farmer

Roundtable discussion

10:00 am Networking Break

10:30 am
A Supply Chain Perspective: Mark Hemmes, President, Quorum Corporation
A former CEO Perspective: Brian Hayward, President, Aldare Resources
An Independent Perspective: John DePape, President, John de Pape Ltd.

Roundtable discussion

Noon Luncheon
Keynote Speaker: Hon. Otto Lang, P.C., 0.C., Q.C., former Munister responsible for the CWB and
Jormer Munister of Transport

Afternoon Sessions: Practical Realities - The Implications of Change for Grain System Participants

1:30 pm
A Grain Handler Perspective: Jean-Marc Ruest, VP, Corporate Affairs & General Counsel, Richardson International
A Railway Perspective: Ray Foot, Group VP of Sales, Canadian Pacific

Roundtable discussion

2:30 pm Networking Break

3:00 pm
A Shortline Perspective: Brad Chase, President, OmniTRAX Canada, Inc.
A Port Perspective: Scott Galloway, Director of Trade Development, Port Metro Vancouver
A Port Perspective: Tim Heney, CEO, Thunder Bay Port Authority
Roundtable discussion
4:15 pm Rapporteur: Owen McAuley, Producer & Vice Chair, Canadian Agri-Food Policy Institute

4:30 pm Closing Remarks
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