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COVERS: In line with a policy estab-
lished seven years ago, the directors
of United Grain Growers again pre-
sent a cover to the annual report that
they hope will be of interest and
permanent use to farm people. In
past years, 63 kinds of field crop
seeds, 26 breeds of beef cattle, 51
weed seeds, 23 breeds of horses, 44
wildflowers and 45 kinds of birds that
overwinter on the Prairies have been
illustrated. This year, 42 kinds of
songbirds of the Prairies are shown.

Farm people know and love the
beauty of wildthings. Just as they
value their comparatively free way of
life, so they cherish the freedom of
wildthings such as the birds which
make the Prairies come alive each
spring.

But God knows well that nothing
man may do

Will ever keep restrained a thing
that nature

Has made innate in any human
creature.

Take any bird and put it in a

cage

And do your best affection to
engage

And rear it tenderly with meat and
drink

Of all the dainties that you can
bethink,

And always keep it cleanly as you
may;

Although its cage of gold be never
S0 gay,

Yet would this bird, by twenty
thousand-fold,

Rather, within a forest dark and
cold,

Go to eat worms and all such
wretchedness.

For ever this bird will do his
business

To find some way to get outside
the wires.

Above all things his freedom he
desires.

Chaucer (1340-1400)

This cover will be reprinted by The
Grain Grower, your company's farm
business digest, and a text describ-
ing each will accompany the pic-
tures. A copy of The Grain Grower
reprint is available at $1.75. Write to
Prairie Song Birds, Box 6600, Win-
nipeg, R3C 3A7. Discounts on quan-
tities of over 50.
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Highlights

Financial 1982 1981
Sales and revenue from SEIVICES . . .. ... it $1,245,694,000 $1,374,576,000
D ETAtT T BVBNUBS . it oo e T 8 SE i 5 5 DS G 7 FISVRSSs o8 e i vt dor ot s 117,403,000 101,451,000
Earnings before patronage dividends and income tax ......................oo 16,905,000 10,008,000
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Total investment in fixed assets ............................. PP 165,716,000 152,392,000
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Paid-Upisnare e PR AIR A s s co somvin s 555 w6 Samimd 5 i SN i s e isidee s it 18,640,000 17,320,000
ShaleNOIAETS, ST L o Ut ieicniane e sip sgmimgony vin 2or sie semsmooss s e SHeiid 58 38 10 BOIES 85 45 05 71,786,000 67,142,000
Cumulative total of shareholders’ dividends. ..., 19,335,000 18,035,000
Cumulative total of patronage dividends, including interest thereon. ................ 62,587,000 58,082,000
Statistical
Country: handling.—{IN 1ONNES: « i 55 o5 v s ow mwsn o s i s 655 w5 s v o 2 e 4,646,000 4,256,000
Elevator licensed storage capacities — in tonnes

COUMM. . 2o i o i e 0 3 G5 IR £ U3 RUCIES T S 55 GO e 4 WSS SR SN 1,440,000 1,507,000
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TOTAL REVENUES
$117,403,000 = 100%
Your Company’s Operating
Revenue of $117,403,000
was earned this way

FARM SUPPLIES 10%

COUNTRY

GRAIN 34% SEED &

SPECIAL CROPS 3%

HANDLING

MARGIN 68% RETAINED

EARNINGS 4%

PRINTING &
PUBLISHING

9% TERMINALS 29%

TOTAL DISTRIBUTIONS
$117,403,000 = 100%
Your Company’s Operating
Revenue of $117,403,000
was distributed this way

SALARIES & BENEFITS 37%

TOTAL
REVENUES
PATRONAGE
$117,403,000 .
EARNINGS 3% INTEREST 9%
DISTRIBUTIONS
TAX ON $117.403,000
INCOME 4%

UTILITIES, SUPPLIES &
PHONES 5%

FEEDS 11% OTHER 15%

INSURANCE 3%
PROPERTY TAXES 4%

MARKETING 4%
U.O.P.L. LOSS 3%

DEPRECIATION
6%



Report of the President
on behalf of the Board of Directors

L. F. J. HEHN
President

The 76th fiscal year was a good one
for United Grain Growers. It was the
second best year financially in the his-
tory of your company, despite severe
losses suffered by your associated
company, United QOilseed Products
Ltd. (UOPL).

Earnings of $16.9 million* were well
up from the $10.0 million of the pre-
vious year. Record country grain
handlings of 4.6 million tonnes and
terminal handlings of 3.9 million
tonnes were the keys to good 1981-82
results.

After investing $15.1 million in new
facilities and $2.0 million as your com-
pany's share in the Prince Rupert
terminal project, working capital at the
year end rose by $1.9 million to $30.0
million.

* Before patronage dividend and income tax, and
the losses of UOPL.

In summary:

e Country elevator operations
earned $7.8 million, compared to last
year's record $9 million. The country
elevator system handled 4.6 million
tonnes of grain, exceeding the pre-
vious year's record 4.3 million tonnes.
While earnings from grain handling
were up, farm supply profits were
down sharply this past fiscal year
mainly due to reduced margins on all
products, and to some extent lower
volumes. Expenses increased due to
heavy bad debt losses and an in-
crease of §1 million in interest
expense.

® Record handlings of grain at both
Vancouver and Thunder Bay terminals
resulted in profits of $8.2 million com-
pared with $4.9 million the previous
year. Thunder Bay handled 2.5 million
tonnes and Vancouver 1.4 million ton-
nes, an increase over last year of 18.7
and 27.4 per cent.

® Although combined grain market-
ing at Winnipeg and Vancouver re-
sulted in a small operating loss for the
1981-82 fiscal year, the financial re-
sults were much improved over the
previous year. Sales of nearly all
grains were lower than the previous
year due, in part, to reduced demand
for feed grains.

® United Feeds sales were $55.4
million, down slightly from the previous
year's record $58.3 million. Better
margins on last year's sales, however,
resulted in a profit of $1.0 million com-
pared to $0.8 million the previous year.
The volume of feed sales this past year
was 232,000 tonnes, down from
235,000 tonnes last year.

® United Oilseed Products Ltd., an
associated company owned 50 per
cent by United Grain Growers, had a
net loss this past year of $7.0 million.
One half of this loss is recorded in
UGG's financial statements. The entire
oilseed crushing industry in Western
Canada experienced severe losses
this past year due to poor crushing
margins. These resulted in crushers
being whipsawed between a shortage
in canola seed resulting in high seed
prices, and low canola oil prices tied

to low soybean oil prices. Crushing
margins were, therefore, negative
throughout most of the year. In 1980-
81, UOPL had net earnings of $3
million.

® Seed sales this past year were up
modestly from the year previous.
However, lower margins and higher
operating expenses, caused this divi-
sion to record a loss of $120,000. Last
year the division had a small profit of
$266,000.

® The Public Press, your printing
and publishing division, recorded
profits of $728,000, almost double last
year's profit of $392,000. The pub-
lishing arm of this division contributed
all of this increase in profit through re-
cord sales of advertising in Country
Guide and Cattlemen magazines. The
printing division had increased sales
this past year, but due to lower mar-
gins and increased expenses a further
loss was recorded for 1982.

® The special crops operations,
which handles mainly lentils and
sunflowers, sustained a loss from re-
duced sales and smaller margins.

As United Grain Growers enters
its 77th year of operation, the autlook
for your company appears reasonably
favourable. Another record crop has
been harvested and handlings of grain
in the country and at the terminals
should surpass last year's record
levels. The directors of your company
are, however, uneasy about the cur-
rent economy of the country, particu-
larly in regard to continuing inflation,
the main cause of high interest rates.
One of the objectives this next fiscal
year will be to continue to increase the
company's working capital in order to
be in a strong financial position to with-
stand any economic hardship that
may occur.

Although handling of grain in the
country and at the terminals could be
at record levels in 1982-83, country
elevator tariff increases are based on
the Government of Canada's recent
recommendations based on a 6% and
5% formula. Unfortunately, costs, in-
cluding wages, are projected to con-
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FIGURE 1 — Average Weekly North American Grain & Oilseed Prices
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tinue to increase at a rate in excess of
10 per cent. These will tend to reduce
profits even if higher volumes of
throughput are achieved.

In addition, your company's other
operations such as grain marketing,
farm supplies, feed, seed, printing and
publishing must continue to operate
profitably under the pressure of high
interest rates. It is becoming in-
creasingly difficult to maintain a
reasonable return on the company's
investment at interest rates in excess
of 15 per cent, given current inflation-
ary pressures.

The impact of continued high infla-
tion accompanied by high interest
rates has put additional pressures on
some of your company's customers
who have suddenly found they could
no longer pay their accounts. In 1982
bad debt losses exceeded $1.0 million
and if the present trend continues into
1983, this figure could be higher. Your
company has already taken additional
measures to ensure the collection of its
accounts with a minimum of. loss due
to non-payment.

Record levels of production and
exports were established for Western
Canadian grains and oilseeds in
1981-82.

Prairie farmers produced 42.4 mil-
lion tonnes of grains and oilseeds. This
compared to 33.8 million tonnes har-
vested the previous crop year and up
substantially from the previous record
of 37.6 million tonnes produced in
1978.

Exports of grains and oilseeds to-
talled 26.1 million tonnes, up 20 per
cent from the record established dur-
ing the 1979-80 crop year. Individual
records were established for wheat,
durum wheat, barley and rye.

Wheat exports of 15.7 million
tonnes, up 2.2 million tonnes from the
previous year, is the highest volume
in history. Increased amounts went to
the USSR, the People's Republic of
China, Poland, Egypt and Libya.
Japan and the United Kingdom im-
ported about the same volume as the
previous year.

Durum wheat clearances totalled a
record 2.3 milliontonnes or 11 per cent

more than the previous high achieved
in the 1980-81 crop year. The USSR
remained the largest customer. Other
importers included Algeria, ltaly and
Poland.

Oat exports were 48,000 tonnes, up
slightly from the previous year. United
States, USSR and Cuba were the ma-
jor customers.

Barley exports totalled a record 5.7
million tonnes. This is 17 per cent high-
er than the record set during the 1971-
72 crop year. The USSR purchased
nearly one-half of the total to become
the largest importer. Other major cus-
tomers included Japan, ltaly, Spain
and Israel.

A new record was also established
for rye. Exports of 547,000 tonnes sur-
passed the previous crop year record
of 446,000 tonnes. The USSR im-
ported 81 per cent of the total rye
exports.

Exports of flaxseed declined to
401,000 tonnes from 519,000 tonnes
shipped during the 1980-81 crop year.
The major customers were the Nether-
lands, Japan and West Germany.



TABLE 1 — Farm Net Income For The Prairie Provinces (1971 - 1982)
(‘000" of dollars)

A B C D E F G H
Supple- Realized Realized Deflated
Cash Income  mentary gross income  Operating net income net income
Year receipts in kind payments (A+B+C) and deprec. (D -E) CPI (F/G)
1971 2,040,868 42,623 18,015 2,101,506 1,440,733 660,773 100.0 660,773
1972 2,630,490 47,907 4,433 2,682,830 1,604,110 1,078,720 104.8 1,029,313
1973 3,324,196 59,065 8,138 3,391,399 1,941,483 1,449,916 112.7 1,286,527
1974 4,607,627 54,829 27,460 4,689,916 2,455,175 2,234,741 125.0 1,787,793
1975 5,281,284 52,098 190 5,333,572 2,894,020 2,439,552 138.5 1,761,409
1976 5,031,389 55,296 0 5,086,675 3,404,687 1,681,998 148.9 1,129,616
1977 4,977,764 59,919 0 5,037,683 3,609,125 1,428,558 160.8 888,407
1978 5,859,777 76,012 0 5,935,789 4,237,811 1,697,978 175.2 969,165
1979 7,164,992 88,549 0 7,253,541 5,260,120 1,993,421 191.2 1,042,584
1980 7,882,442 87,505 31,072 8,001,019 6,083,595 1,917,424 210.0 913,059
1981 9,413,967 92,114 105,903 9,611,984 7,094,230 2,517,754 248.0 1,015,223
1982* 9,446,900 97,300 - 9,544,200 7,734,300 1,809,900 267.0 677,865

*1982 incomes and expenses are estimates based on several criteria. In general, compared to 1981, grain prices were down but deliveries were
up. Beef prices were up slightly and hog prices were up considerably, while grain carryover into the 1982-83 crop year up a little from a year
ago.

COLUMN A: Total cash receipts include receipts from sales of crops and livestock, Canadian Wheat Board cash advances, provincial income
stabilization programs, dairy supplementary payments, and deficiency payments. It does not include cash receipts from sales to other farms.
COLUMN B: Income in kind includes the imputed value of goods produced and consumed on the farm.

COLUMN C: Supplementary payments include any additional payments to farmers by the government.

COLUMN D: Realized gross income is the total of the first three columns.

COLUMN E: Operating and depreciation charges include farm business costs incurred during the year regardless of whether they are paid for
in cash or accumulated as new debt. See Table 2 for a detailed breakdown.

COLUMN F: Realized net income is the difference between realized gross income and operating and depreciation expenses. This is the amount
of money farmers have available for personal taxes, living expenses and new investment.

COLUMN G: The Consumer Price Index is a measure of the effect of inflation on the purchasing power of the dollar. The CPI expresses the
cost of purchasing a fixed ‘‘basket’’ of goods in a given year as a percentage of the cost of purchasing the same “‘basket’’ of goods in the base

year (in this case, 1971).

year’s income in terms of 1971 dollars.

Manitoba, Saskatchewan and Alberta.

COLUMN H: The deflated net income is tthe realized net income divided by the consumer price index. It gives the purchasing power of each

SOURCE: Statistics Canada, FARM NET INCOME HANDBOOK, 1981; CONSUMER PRICE INDEX, 62-001. Figures are totals for

Clearances of rapeseed were down
20,000 tonnes from the previous year
to 1.4 million tonnes. Japan remained
the largest customer and took 89 per
cent of the total. Shipments to western
Europe declined by more than 50 per
cent.

Early estimates by United Grain
Growers show Prairie farmers' real in-
come in 1982 will drop by 28 per cent
from 1981. Good yields and high de-
liveries of grain kept incomes from fall-
ing further, as farm gate prices for

grains dropped below the cost of pro-
duction in late 1981 and remained
there for most of 1982. When the in-
come for 1982 is adjusted for inflation,
farmers will earn only slightly more
thanthey didin 1971 —the lowest year
of earnings in the last decade.

Revised Statistics Canada figures
for 1981 show realized gross income
was up $1.611 billion, while expenses
rose $1.917 billion to $2.518 billion. In
deflated 1971 dollars, income on the
Prairies went from $0.913 billion in
1980 to $1.015 billion in 1981.

For the 1982 calendar year, the
gross income of Prairie farmers will be
down $0.068 billion while costs are up
$0.640 billion. Therefore, realized net
income for 1982 will be down $0.708
billion compared to 1981. Taking infla-
tion into account, farm income in 1982
in deflated dollars was $0.678 billion.
As shown in Table 1, that was $0.337
billion down from 1981, and the lowest
income in deflated dollars since 1971.
Comparing the purchasing power of
today's dollar to the deflated dollar,
what a farmer could buy for 37¢ in



TABLE 2 — Operating Expenses And Depreciation Charges
For The Prairie Provinces (1971 - 1981)
(‘000’ of dollars)

“‘Includes gasoline, diesel fuel and lubricants.

'Property taxes on owned land and buildings.
*Hlcludes mortgage payments on owned land and buildings together with interest payments on all other farm business debt.
‘Repairs, tires, anti-freeze, licences, insurance, etc.

‘Pesticides, containers, seed, twine, irrigation, etc. ’Purchased through commercial channels only.

*Breed association feeds, artificial insemination, veterinary fees, interprovincial purchases of feeder cattle and weanling pigs.

*The stock of machinery and buildings on farms is re-evaluated each year at current prices. Depreciation is calculated at a rate of 10 per cent

per year for machinery, 3.5 per cent per year for service buildings, and 2 per cent per year for the business portion of the farmhouse.

1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981

Taxes cwrw vy 67,979 65,025 63,066 65,133 76,900 88,614 95,480 103,407 109,332 123,122 132,972
Gross farm rent?. 83,600 89,182 159,749 158,179 187,738 212,728 226,906 271,191 338,738 439,036 481,023
Wages to farm

labor: :uannn s 86,388 92,318 112,298 134,136 163,328 175,460 188,154 198,876 223,231 273,519 286,070
Interest on debt’. 132,943 158,219 170,048 243,555 274,357 349,037 368,918 466,973 679,253 805,903 1,101,730
Total machinery

eXpenses. ....... 339,513 375,337 439,870 539,630 598,831 668,925 726,874 802,825 887,000 1,018,030 1,268,219
Petroleum

productst-.. oo 156,273 164,873 182,174 216,741 239,072 289,611 332,006 370,734 419,809 479,721 635,833
Repairs and

other?: s i 183,240 210,464 257,696 322,889 359,759 379,314 394,868 432,091 467,191 538,309 632,386
Fertilizer and lime 57,338 66,820 91,435 135,476 215,798 229,020 249,831 345,329 455,659 514,367 637,514
Other crop

expenses®....... 59,239 68,878 85,810 127,700 157,482 174,300 198,477 264,251 337,688 355,837 405,765
Feed........... 92,190 106,814 168,611 239,535 231,797 249,646 260,865 243,078 313,734 405,367 444,765
Other livestock

expenses?. ... 40,572 60,136 69,772 84,423 78,403 94,960 109,948 172,309 252,388 239,601 195,067
Repairs to

buildings........ 30,585 38,319 48,013 63,941 74,609 87,763 73,445 79,717 86,614 88,607 96,316
Electricity and

telephone....... 51,813 55,237 59,506 63,841 70,617 80,268 91,940 102,496 114,704 123,013 132,230
Miscellaneous 92,850 107,197 117,329 135,235 133,818 212,410 203,940 217,418 333,433 397,812 472,093
Total operating

CXDENSES. - -5 1,135,010 1,283,482 1,585,687 1,990,784 2,263,758 2,623,131 2,794,778 3,267,870 4,131,774 4,784,214 6,653,764
Depreciation on

buildings®....... 31,783 34,685 42,076 54,426 69,084 81,502 84,450 92,627 117,210 146,513 150,285
Depreciation on

machinery®...... 273,940 285,943 313,720 409,965 561,178 700,054 729,897 877,674 1,011,136 1,152,868 1,290,181
Total operating

and deprec...... 1,440,733 1,604,110 1,941,483 2,445,175 2,894,020 3,404,687 3,609,125 4,237,811 5,260,120 6,083,595 7,094,230

*Cash rent and crop shares.

SOURCE: Statistics Canada, FARM NET INCOME REFERENCE BOOK, 1981.

1971, costs him $1.00 in 1982.

Several categories of expenses
rose by more than 20 per cent from
1980 to 1981. For example, the cost of
interest on debt jumped 37 per cent
from 1980 to 1981, petroleum prices
went up 33 per cent, the cost of repairs
was up 17 per cent, and fertilizer
costs rose 24 per cent.

From 1981 to 1982, the general in-
crease in costs was about 9 per cent,
but gross income dropped 7/10 of one

per cent. The big drop in income from
1981 to 1982 was the result of a num-
ber of factors related to income from
grain: there was a final payment of only
$0.549 billion in 1982, compared to
$0.730 billion in 1981; and in 1982,
there was a lower initial price through-
out the year, no interim payments, and
a higher carryover.

Farm income in 1982 varied from
province to province. Realized farm
income dropped 36, 24 and 15 per

cent in Saskatchewan, Manitoba and
Alberta. Farmers in Saskatchewan
were hurt most by the low grain prices,
low final payments and increasing car-
ryover. In Manitoba and Alberta, the
drop in income from grain was offset
partly by increased income from cattle
and hogs.

There was brisk movement of the
1982 crop early in the 1982-83 crop
year, but at low initial prices. The
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Irrigating m‘rop with water from sloughs provides two benefits: low areas nra!yto wet
can be seeded; and higher yields are obtained on droughty hills.

effects of an early frost on cereals and
oilseeds will be felt in 1982 and 1983,
as many farmers’ crops suffered at
least some weight loss and a drop in
grades. Feed grain prices remained
depressed in early fall, with expecta-
tions of another large corn crop in the
U.S.

Livestock producers and, in particu-
lar, hog producers, recovered pre-
vious years' losses as meat prices
were up from a year ago, and feed
prices remained low.

Table 1 gives an historical overview
of farm incomes on the Prairies. The
last three columns are the most re-
vealing. They show the impact of real-
ized net income divided by the Con-
sumer Price Index to give a deflated
net income.

For example, in 1981, the $2.517
billion of realized net income is worth
$1.015 billion in 1971 dollars. While
that income is a slight increase over
the years 1979 and 1980, it was only a
temporary rise as the incomes of
Prairie farmers in 1982 continued the
downward trend started in 1975,

Looking at the decade from 1971 to
1981, farmers generally enjoyed rising
grain prices, good crops and record
exports. Barley and wheat prices
peaked in 1973 and then declined,
and crop production dropped in the
1974-75 crop year. Supplementary

payments were made to beef and hog
producers. Realized gross incomes
climbed each year to 1975, then
dipped in 1976 and 1977 as record
crops depressed prices.

In 1976 and 1977, operating and
depreciation costs rose faster than
farm gate prices. The results were low-
er net incomes and, generally, a large
drop in income in terms of 1971 dol-
lars. Prices recovered in 1978 and
1979, leading to good cash flows as
costs lagged. Net income in today's
dollar and in 1971 dollars climbed.

Net income remained high in 1980
as farmers sold grain from inventory at
good prices. The drastic tumble in
prices in late 1980 continued through
1981, but high final payments and an
interim payment kept cash receipts
and net incomes high.

Increasing input costs have been
a major concern to Prairie farmers.
Table 2 shows a consistent climb in
farm production costs since 1971.
Costs increased from 13 to 16 per cent
most years, except in the high-inflation
years of 1973 and 1974 when costs
rose 23.5 and 25.9 per cent.

Several factors have affected cer-
tain expense items. Gross farm rents
have followed the trend of land prices.
Interest costs have been influenced by
both the size of farm debt and the rate
of interest. Declining interest rates and

shrinking credit caused interest costs
to drop from1969 to 1971. Since then,
with higher rates on more debt, in-
terest costs have escalated. These
costs have always been second to to-
tal machinery expenses. However, the
gap is closing as interest costs have
risen even faster than rapidly rising
machinery costs.

For instance, in 1975, interest costs
were 45 per cent of total machinery
expenses. In 1981, these costs were
about 87 per cent of the machinery
costs. These two expenses made up
about 38 per cent of the cash costs for
farmers in 1980, and 42 per cent in
1981.

Fertilizer costs are the third highest
farm expense. With higher use and ris-
ing prices, the dollar value of fertilizer
used has increased 260 per cent from
1977 to 1981.

The trend toward larger machinery
has raised the cost of depreciation but
has reduced the impact of climbing
fuel costs.

The dollars spent on petroleum
products rose 11, 13, 17 and 32 per
cent in 1978, 1979, 1980 and 1981,
well below the actual change in the
price of fuel and gasoline. Rising
energy costs will continue to plague
farmers through increasing fertilizer,
herbicide and fuel costs.

As farm costs rose, not all Prairie
farmers have enjoyed the cushion of
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FIGURE 2 — Annual Price Indexes, Western Canada, 1962-82
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rising farm prices and a good crop.
Some areas in each province har-
vested poor crops due to drought or
frost. An interruption in the cash flow
compounds the financial problem of
any farmer. However, the established
farmer is not affected as much by a
poor crop as is the expanding and the
beginning farmer.

Those two categories of farmers are
bearing most of the brunt of the high
interest costs, as they are borrowing
more and more dollars to keep up with
rising costs. Unfortunately, not all will
survive. Some beginning and smaller
farmers are selling out while others are
renting out their land at attractive
rates. The expanding farmers are
faced with cutting back credit, by
buying less or selling off highly fi-
nanced assets.

Statistics from Prairie lenders show
the percentage change in equity of
farmers has remained the same over
the last few years. However, two equity
levels are becoming mare evident.
The equity in the farm industry is 85, 83

and 90 per cent for farmers in Mani-
toba, Saskatchewan and Alberta.
However, from 1980-81 to 1981-82,
the equity for the newer farmers has
dropped three per centin Alberta, and
one per cent in Saskatchewan and
Manitoba. The drop in equity was be-
cause debt for beginning and expand-
ing farmers rose faster than farm
equity.

Farm equity in 1981-82 is 54, 55 and
43 per cent for the newer farmers in
Alberta, Saskatchewan and Manitoba.
The low equity in Manitoba explains, in
part, the highly publicized bankrupt-
cies among farmers in that province.

Figure 2 shows how the prices
farmers receive for commodities
compared to the prices they pay for
goods. Generally, prices at the farm
gate have kept ahead of the total farm
input costs, but the chart does not re-
flect crop yields and total incomes.
The gap between prices of inputs and
farm gate prices started to narrow
in 1979 as prices for inputs climbed
faster than prices received, then

widened briefly in 1980. In late 1981,
and for most of 1982, prices received
at the farm gate dropped below the
prices of farm input costs. The long-
term increase in production and brisk
deliveries of grain kept the 1982 in-
come in deflated dollars from falling
below the income of 1971, which was
the lowest income in the last 10 years.
Less deferred income into 1983 also
kept cash receipts up in 1982.

The 1983 calendar year looks bleak
for many Prairie farms as the outlook
for grain prices remain weak. Even if
prices hold at present levels, pros-
pects of higher operating costs and
less deferred income means the cash
flow on the Prairies will be squeezed
still more in 1983.

Slumping land prices, evidence of
high interest rates and weak grain
prices, are worsening the situation for
farmers who mortgaged land in the
1970s. The directors of United Grain
Growers commissioned a special
study of Prairie land prices and it
appears in Appendix D.



Melfort, Sask. Medora, Man. — Maurice Van Daele, Chairman

Man. — R. M. Jenkins, Chairman

Brocket, Alta. — R. U. Milligan, Chairman Shoal Lake,
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Country Operations

The main business of United Grain
Growers is to handle, merchandise
and store grain in Western Canada.*

Country Elevators

United Grain Growers operated
country elevators at 73 points in Man-
itoba, 140 in Saskatchewan, 139 in
Alberta and 3 in British Columbia dur-
ing the 1982 fiscal year.

The total capacity of the UGG coun-
try system, as licensed by the Cana-
dian Grain Commission, is 1.4 million
tonnes.

The country operations division of
United Grain Growers is responsible
for the development and operation of
its primary elevator system. The divi-
sion operates under the board of
directors’ policy to maintain operating
standards consistent with the com-
pany's position as a progressive farm-
er-owned grain handling service. Pro-
viding good service, of course, re-

New elevators and major renovations were underway or completed at a
number of points. Some of the projects and the chairman of the local
board (inset) are shown on this and the preceding page.

Harptree, Sask. — Norman Kemp, Chairman

Operations Review

quires co-ordination and a well-de-
fined planning strategy.

The 1981-82 fiscal year plans were
set well in advance. In April, 1981, be-
fore the completion of seeding, the
plans for the country operations divi-
sion were established. These plans
were developed on the heels of the
1980 short crop in Manitoba and a
large part of Saskatchewan.

Market reports indicated good
opportunity for exports of Western
Canadian grains. The Canadian
Wheat Board was striving toward its
30-million-tonne export target by
1985. Transportation capability was
on the increase with further additions
of hopper cars and power units. The
forecast for seeded acreage in West-
ern Canada indicated a sharp in-
crease. Within this framework, plans
for the division were drafted.

In this report, the projections de-
veloped during planning are com-
pared to the ultimate result. Handling
by United Grain Growers in the 1981-
1982 crop year were projected to be

4.5 million tonnes. Actual tonnes
handled reached 4.6 million tonnes,
up from the previous year’s actual by
4 million, an increase of nearly 8 per
cent.

Deliveries in the three provinces
were, Manitoba 1.0 million tonnes:
Saskatchewan 1.8 million tonnes;
Alberta and B.C. 1.8 million tonnes.
The tonnage handled represents a re-
cord for United Grain Growers. The
record 1981 crop, supported by signif-

* Elevators perform an essential function in the
movement of grain. In a sense, they are a public
utility and have been so recognized in the statu-
tory declaration that Canadian elevators are
"works for the general advantage of Canada."

Country elevators are premises where United
Grain Growers acts as agent for The Canadian
Wheat Board, and pays the initial price for
wheat, oats and barley to be sold by the Board.
These elevators are also merchandising prem-
ises where your company buys and sells canola,
flax, rye, feed wheat, feed barley, feed oats and
certain special crops grown under contract, and
keeps a stock for domestic trade. At its terminal
elevators, United Grain Growers also owns
some grain and screenings in its capacity as a
merchant.

Arborfield, Sask. Cutting the cake to officially open the elevator
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icant transportation improvements,
good labour relations, and excellent
sales, allowed your company to ex-
ceed its early expectations.

Grower deliveries remained reason-
ably constant throughout the year.
These continuous timely deliveries
played a major role in providing the
proper grains and grades to meet
sales requirements for the year.

The plan of operations called for a
profit of $8 million.

The increase in grain volume over
budget, did not quite offset the reduc-
tion in farm supply sales. As a result,
the elevator division generated a prof-
it of $7.76 million, or $240,000 under
the original projection.

Profits have been plowed back into
the elevator system. UGG's original plan
called for expenditures of $12.6 mill-
ion in capital improvements, new facili-
ties, and maintenance and repair. Dur-
ing the year, $10.5 million was spent
on upgrading facilities and a further
$3.0 million was spent on maintenance
and repair. This provided a total ex-
penditure of $13.5 million for improve-
ments in the elevator system.

Capital Construction. The number of
projects your company can undertake
in one year, is directly related to earn-
ings. Construction costs during the
year, continued to increase.” The cost
of a new composite elevator with 3500
tonnes capacity is now over $1 million.
A major overhaul of an existing eleva-

* See appendices A and B for details

A new type of grain protein analyzér is 5é-ing tested for use at country elevators. An unground sample

of wheat poured into the hopper gives a protein content readout in about 30 seconds.

tor, which includes a new driveway,
scale and office, costs as much as
$350,000. New market development
costs are as high as $1.75 million for
farm supply facilities, land, trackage
and new grain handling facilities.

New elevator construction was
completed at Nampa, Alta., at
Medora, Man., and at Arborfield,
Harptree and Melfort, Sask. A new
elevator under construction at High

Farm supplies general
Farm supplies bulk blend plants

Maintenance and repairs

Expenditures incurred during the year by project type were as follows:

...................... $4,131,000
......................... 129,000

New elevators.................
New storage annexes, etc......
Major renovations and scales . . .
Market penetration. . ...........
Dust collection equipment .. .. ...

DWellingS s o smn = s v ums v s s
Miscellaneous . ................

......................... 382,000
....................... 1,420,000
....................... 3,000,000

13,500,000
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Prairie, Alta., was destroyed by fire.
New elevators are currently under
construction at Brocket, Alta., at Por-
cupine Plain, and Woodrow, Sask.
and at Shoal Lake, Man. Major re-
novations and scales were completed
at Deloraine, Gilbert Plains and Petrel,
Man., and at Barons, Alta. Major
renovations are currently underway at
Manning, Alta.

There were 28 dust collector units
installed during the year. This brings
the total number of elevators equip-
ped with dust collection equipment to
281. The installation of dust collection
equipment will continue each year,
until all key operating plants are
equipped.

Fire Losses. Four facilities were lost
to fire during the year. Two of these
stations had been closed for some
time: Farrow, Alta. and McMorran,
Sask. A third station, Manola, Alta.
was assumed to be started by light-
ning. The cause of the fourth fire, a
new facility nearing completion at
High Prairie, Alta., has not been estab-
lished to date, but arson is suspected.



Closures and Trades. Six stations
were closed during the year. These
stations were at Handsworth, Struan,
Craik, Vantage and Arelee, Sask. and
at Nanton, Alta. Handsworth, Struan
and Arelee closed because of rail
abandonment. Nanton closed as a re-
sult of a trade with Alberta Wheat Pool.
UGG accepted the Pool's facil-
ities at Joffre in exchange for our facil-
ities at Nanton. An exchange with Par-
rish & Heimbecker during the year,
provided UGG with P & H facilities at
Watson, giving your company a
second plant at Watson in exchange
for the closed facilities at Arrowwood,
Alta.

In the last decade, significant
changes have taken place in the
Prairie country elevator network. The
total system has reduced from 3,240
manager units in 1972-73, to 2,075
manager units in 1981-82 — a reduc-
tion of 1,165 service outlets. That rep-
resents a reduction of 36 per cent over
the past 10 years.

UGG, in comparison over the same
period, reduced from 492 to 347 man-
ager units, a reduction of 145 units, or
29 per cent. These figures illustrate
that United Grain Growers has not re-
duced its service outlets as rapidly as
the trade in total.

Economic factors such as high in-
terest rates and increased operating
and fixed costs, as a result of inflation,
continue to guide the consolidation of
your elevator operations. The country
division’s plan is to eventually consoli-
date to units with average handlings
per unit over 15,000 tonnes, ranging
from 11,000 tonnes to 50,000 tonnes.

In concert with the grain handling,
farm supply sales are expected to ex-
ceed $250,000 per unit. The number of
service outlets will depend on Cana-
da's success in improving the econo-
mic climate. If high rates of inflation
and interest rates continue, it may be
necessary to accelerate the pace of
consolidation of country elevators.

Significant investment in recent
years, has gone into improvement of
your country elevator system: $10.5
million in 1981-82, $9.8 million in 1980-

grain and farm supply service.

81, and $7.4 million in 1979-80. Itis the
company's intention to continue to im-
prove the system as rapidly as capital
allows.

Many types of projects are required.
New elevators, additional storage,
major renovations, spur track expan-
sions for improved car spots, and im-
provements to farm supply sheds and
fertilizer facilities, are some of the ma-
jor needs. With new elevators now
costing $750,000 and up, depending
on capacity, site location and rail ser-
vice, operating performance controls
the process of development.

United Grain Growers now operates in the big Lethbridge terminal elevator and provides a complete

Maintenance and Repair. Mainte-
nance and repair requires a budget of
$2.5 to $3.0 million annually. Special
emphasis is continually being placed
on design features that will reduce
maintenance and service costs. To
preserve and improve the exterior
appearance of elevators, $380,000
was spent on the paint program —
during the year, 32 elevator facilities
were painted. The average cost to
paint one elevator facility is $12,000.
The year previous, $523,000 was
spent on painting 55 units. All major
projects and new facilities are sided

13



with metal siding, which will not require
painting.

Country Dwellings. There are now
reasonably good dwellings at most
permanent locations. The company
has 348 dwellings across the system.
An estimate this year placed a value of
$11 million on this property or $32,000
per unit. Itis planned that a few dwell-
ings be built each year to maintain the
facilities in acceptable condition.

Anhydrous Ammonia. Use of anhyd-
rous ammonia continues to grow. New
market outlets will be established as
market growth suggests adequate
volume to justify the capital invest-
ment. Outlet development costs run at
$230,000 per unit. United Grain Grow-
ers operates anhydrous service at 18
market locations.

Bulk Fertilizer Storage. Ten new
bulk blending plants were constructed
during the past fiscal year. One plant
was purchased from a competitor and
upgraded. UGG now has bulk blend
facilities at 37 market locations. These
plants currently cost $200,000 to
build. Further construction of these
facilities is planned as market areas
indicate the business volume to sup-
port the investment. These facilities
are proving very popular with the
membership where they are located.

Construction Plans. Current 1982-
83 year's construction plans call for
start-ups on new elevators at High
Prairie and Holden, Alta.; at Tribune
and Landis, Sask.; and at Newdale,
Man. These start-ups will be depend-
ent on the progress of projects cur-
rently underway.

Additional storage and storage im-
provements are planned for Grassy
Lake, Hobbema and Penhold, Alta.;
and for Alameda and Willowbunch,
Sask. Major type renovations are
planned for Blackie, Brooks, Camrose,
Delia, Rosalind, Turin, Warner, and
Drumheller, Alta.; for Fox Valley,
Sask.; and Ste. Anne, Man.

Grain Market Services. UGG con-
tinues to provide several pricing ser-
vices on open market grains through
the use of Deferred Delivery Con-
tracts. These contracts are available
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Millions of Tonnes Handled . ..........
Elevator Costs per Tonne Handled
DIRECT OPERATING EXPENSES
Salaries — including assistant
managers, casual help, overtime,
bonuses and benefits.......... .. ..
Moving, travel, meetings .............
Repairs.............................
Annex unloading . ...................
Insurance (grain and merchandise). . ..
Heat, power and water. . .............
Postage, stationery and supplies. ... ..
Phone, wire, telex ............ ... ...,
Bankcharges.......................
Interest on current operating funds . . ..
Miscellaneous. . .....................

DIRECT FIXED EXPENSES

Property rentals . ....................
Building insurance. ..................
Taxes .. ...
Interest on capital investment. .. ... ...
DepreCiation . .o v ou evreom o o 2

Administration and overhead

TOTALCOST ...

TABLE 3 — Cost per Tonne
of Country Grain Handling
through United Grain Growers

1978-79 1979-80 1980-81 1981-82
3.61 4.24 4.26 4.65
$2.68 $2.47 $2.76 $2.93
.04 .04 .04 04
.64 65 .63 66
.06 .05 .05 05
13 15 19 18
16 A4 16 18
.03 .04 .05 .06
.05 .04 .04 .04
.05 .04 .06 .07
2.40 3.20 3.67 4.08
06 .06 .07 .07
6.30 6.88 T2 8.36
63% 67% 68% 69%
.06 .05 .05 .06
19 18 .20 .22
44 .54 54 85
46 .28 33 35
48 47 51 53
1.63 1.62 1.63 1.70
16% 15% 15% 14%
2.06 1.83 1.96 2.05
21% 18% 17% 17%
$9.99 $1023 $11.31  $12.11
100% 100% 100% 100%

throughout the year, on the six major
grains. Corn is also included in the
program for certain delivery periods.
Protein Testing. A new type of grain
protein analyzer is now being tested
for use at country elevator locations. If
the results are satisfactory, more pro-
tein testers will be forwarded to coun-
try elevator stations. This equipment
costs approximately $9,000 per unit.
At the present time, your company has
35 protein analyzers in service.
Computerization of Country Eleva-
tors. United Grain Growers currently

has five test stations on the computer
system, which documents all transac-
tions right at the elevator. This system
is proving very successful in providing
faster and more effective service to
customers.

Plans are in motion to install 55
more units in the current fiscal year.
The rate of installation thereafter, will
be dependent on capital availability. It
is hoped that 225 units will be operat-
ing within the next three years, at a
total cost of $6 million. These units cur-
rently cost $27,000 each.




Elevator Managers Handling
Awards. Elevator managers receive
recognition when handlings exceed
specified tonnages during the crop
year. There are three defined catego-
ries. A Gold award is given to elevator
managers who handle 25,000 tonnes
or more. A Silver award is provided
elevator managers who handle over
20,000 tonnes. A Bronze award is
given to managers who handle over
15,000 tonnes. The managers who re-
ceived these awards in 1981-82 are
listed in Appendix C of this report.

Farm Supplies Operations

Following a record-setting pace the
previous year, farm supply sales in the
1981-82 fiscal year were a disappoint-
ing $55 million. The very competitive
market reduced total volume of sales
and margins were thin. Fertilizer sales
volume was down 0.5 per cent, chemi-
cals 20 per cent, twine 20 per cent and
miscellaneous products 28 per cent.

High interest rates and low grain
prices, coupled with a late spring, kept
sales on a progressively downward
slide right into May. Despite dramatic
increases in demand during June for
fertilizers and herbicides, resulting in
sales for the month being the highest
on record, they were not enough to
overcome slow sales for the previous
months.

A contributing factor was the United
States’ phosphate fertilizer industry.
Heavily dependent on export markets,
it suffered a severe decline in sales.
Surplus material moved into Western
Canada at distress prices, causing
domestic prices to erode.

Fertilizer: To the end of May, fertilizer
sales lagged well behind those to the
same date a year earlier. Inventories
reached record high levels as many
farmers put off buying until seeding,
which was delayed in many areas until
early June. By the end of the crop year,
however, fertilizer sales were only 0.5
per cent behind last year and inventor-
ies were down to acceptable levels.

For the past few years, 46-0-0 (urea)

UGG is spending $6 million to install computers in 225 elevators over the next three years. The

computers will documnent all transactions right at the elevator and provide faster and more effective

service for customers.

and 82-0-0 (anhydrous ammonia)
have often been in short supply. This
situation improved as Simplot Chemi-
cals completed a plant expansion.
Sherritt Gordon and Esso Chemicals
have new anhydrous ammonia and
urea plants scheduled for completion
next summer. This should relieve any
further shortages of these two
products.

Ten UGG fertilizer blending plants
were built. New plants are now operat-
ing at Benito and Manitou in Manitoba;
at Aberdeen, Birch Hills, Brock and
Melfort in Saskatchewan; at Athabas-
ca, Camrose and Castor in Alberta;
and at Fort St. Johnin B.C. In addition,
a bulk fertilizer plant was purchased
and upgraded at Killarney, Man. Each
plant is equipped to apply and blend
Avadex BW with urea fertilizer. A num-
ber of smooth-wall hoppered steel
bins were also installed.

Soil acidity is a major contributor to
depressed yields of many crops in
Alberta and some areas of British Co-
lumbia. About one-third of these prob-
lem soils are located in the Peace Riv-
er region. Adding lime to these soils
neutralizes the acidity, improves soil
structure, and creates a suitable en-

vironment for nitrogen fixation in
legumes. All of this contributes to high-
er yields.

To provide this needed lime, your
company intends to distribute lime
produced by Tri-Lime Resources at its
new quarry 65 miles north of Prince
George, British Columbia.

Herbicides: With the late spring, de-
mand for herbicides was down from
the previous year when sales reached
record levels. While sales of most
grassy weed control chemicals de-
clined, Hoe-Grass and Stampede CM
continued to be in strong demand.
Sales of Torch, Brominal M, Weedone
LV6, Weedone 100 and Banvel LH for
broadleaf weed control continued
strong. Sales increases were also reg-
istered for Roundup and Amitrol T for
broad spectrum weed control in un-
cropped land.

United Grain Growers has obtained
distribution rights for Glean. The
chemical provides excellent control of
most major broadleaf weeds in wheat
and barley. Glean is a new product
from DuPont and it works at remark-
ably low rates of 6 to 12 grams per
acre. Only limited amounts of Glean
were available during the year.
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Counter 5G, a newly registered in-
secticide for the control of flea beetles
in mustard and canola will be sold by
your company in 1983. It is soil insecti-
cide applied in-furrow with the seed,
and is absorbed by the seed-
lings through their roots. Results have
shown Counter 5G gives long lasting
control of flea beetles.

A major disappointment was the
withdrawal of the registration for Mag-
num. Present indications are the pro-
duct will be available for spring
seeding. Magnum is a new formulation
of trifluralin and it is expected to pro-
vide competition which will prove ben-
eficial to farmers.

Twine: The abundant 1981 spring
hay crop reduced the need for baling
last fall which resulted in lower sales of
twine. There was a significant switch

from sisal to synthetic twine during the
year as synthetic prices dropped and
sisal prices increased.

New fertilizer bulk blending plants like this one at Castor, Alta. have e built at ten points durng Ih
past year. Each is equipped to apply and blend Avadex BW with Urea.

New in ’S82
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Other farm supplies: Decis, a new
insecticide from Hoechst marketed by
UGG, controls flea beetles, grass-

Top left: Chemical injector on a Spra-Coupe lets
you spray without having to mix chemical and
water. Chemical is injected into the spray stream
ahead of the nozzle. Left: Research shows
Roundup at half rate knocks out quack grass.
Top: Kerb is the first chemical to control foxtail
barley in pasture and cropland.




hoppers and other insects. It has low
toxicity and is highly effective. Decis
was introduced at a higher price than
other insecticides but its price is ex-
pected to decline in 1983,

The Gjesdal Five-in-One seed
cleaner continues to win acceptance
among Prairie farmers and for the first
time, manufacturing kept up with de-
mand. Modifications and improve-
ments are continually being made and
farmers are generally pleased with its
operation.

Demand for tarpaulins, paint,
shovels, moisture meters and other
miscellaneous items remained steady.

Outlook: Full season prices for ferti-
lizer and herbicides are expected to
increase about 6 per cent, reflecting
increased costs for energy, trans-
portation and labour. Twine prices, de-
pressed this past year, could increase
by up to 20 per cent.

The farm supplies operation of
United Grain Growers will likely experi-
ence difficult times in the short term
because of economic conditions, but
over the long term it will continue to
make a substantial contribution in ser-
vice to farmers and to your company.

The major recommendations of the
special farm supplies committee
appointed by the UGG board of direc-
tors two years ago was to emphasize
market development, and to provide
better service through bulk blending

fertilizer plants, bulk fertilizer storage
bins, anhydrous ammonia installa-
tions, and improved warehouses.
Consequently, your company has in-
stalled additional 32 bulk blending
plants, and 78 hoppered steel fertilizer
bins, relocated two anhydrous ammo-
nia plants, and added new sheds to
handle other farm supplies. The total
cost has been $5.8 million. In addition,
new techniques and machinery to ap-
ply fertilizers and chemicals have
been tested and evaluated.

The farm supplies operation of your
company will continue with its pro-
gram of market development.

Seed Operations

Inflationary costs, reduction in mar-
gins, and worldwide recession com-
bined to make the 1981-82 fiscal year
most difficult for the seed division.

Eventhough forage seed sales were
up and seed grain and mustard
volumes down just slightly from the
year previous, a loss was recorded by
the seed operations of United Grain
Growers.

Creeping red fescue and mustard
seed continued to be the largest
volume items handled by this division.
Prices of creeping red fescue were
forced down by the bumper U.S. crop
of Kentucky bluegrass, and this low-
ered the value of the large inventory
held by your company.

Competitive high-quality fescues

New in ’82

and ryegrasses being produced in the
U.S. are penetrating the traditional
markets for creeping red fescue.
These new grasses could have a ma-
jor impact on future use of creeping
red fescue in grass-seed mixtures.
The continued North American hous-
ing slump, down again by 10 per cent
from last year, also had an impact on
the whole grass seed market.

Although the value of yellow mus-
tard sales increased, profits were
down. Buyers of yellow mustard de-
layed purchases because of plant
shutdowns and reduced demand.
This forced your company to delay de-
liveries from farmers. Normally, all
contracted mustard is delivered by the
end of December, but this past year,
deliveries lagged until June.

Another factor that depressed the
mustard market was the bankruptcy of
a major grain dealer. This collapse
forced many tonnes of mustard seed
on the market, which pushed down
prices and adversely affected new
crop sales.

Increased competition in seed grain
from growers belonging to SeCan is
making it difficult to expand seed grain
sales. SeCan members have access
to new varieties on an equal basis to
larger seed companies and, conse-
guently, UGG retail sales of cereals
and oilseeds continued to decline. The
increased competition, of course, is
good for the industry.

the seedling through its roots.

Counter 5G is applied to the seed to protect canola from flea beetles. The chemical is absorbed by

Glean is a herbicide researchers claim is a dis-
covery as novel as 2,4-D. Just one 500-gram jug
will treat between 41 and 82 acres of wheat or
barley.
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Benito, Neepawa and Sinton wheat,
Hercules durum, Fidler and Harmon
oats, and Conguest, Bonanza, 'Bed-
ford and Pequis barley were the high-
est volume cereal grain seed handled.

To meet the demand for a two-row,
high-yielding malting barley for export,
five new varieties are being tested.

Regent and Altex canola and
McGregor flax were the main oilseeds
handled. It is expected that hybrid
canola will be available in about five
years.

Demand for double recleaned oats
continued to increase. These cleaned
and recleaned oats are wanted by
racehorse owners around the world.

A second packaging machine was
installed at the Winnipeg plant, and
packaged dried cereals production
and sales have increased 40 per cent.

The new seed plant at Swan River,
Manitoba has been completed and will
improve your company's ability to bet-
ter serve farmers in that area.

The old feed mill at Lethbridge is
being converted into an outlet for the
diversified and specialized crops
grown in southern Alberta.

Special Crops Operations

This past year, the UGG special
crops operation again incurred a loss,
largely due to lower handling, de-
pressed prices and a tripling of in-
terest costs.

The nature of the special crops busi-
ness is a risky one due to widely fluc-
tuating prices from relatively small
changes in output and demand. There
are no hedging facilities, as with
rapeseed, flax, rye and open market
feed grains, leaving your company in
an exposed position any time it
accumulates stocks or contracts for
crops at fixed prices.

This past fiscal year started on an
optimistic note with a good crop on
farms and good sales. However, about
December, 1981, sales slumped and
stayed down as signs of large sur-
pluses of most special crops became
evident.
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Circular swathing pattern
for square field

to be swathed

Driveway into field

|

Typical 160-acre field

R

Service road

— This is an area in the center
of the field that could be, say,
about 10% the size of field.
— Opening field with a small,
conventional square in the
center this way will eliminate a
lot of wasted time doing larger
corners later.

This area of field being started
for the counterclockwise
circular pattern. This patternis
being used in the Granum
area of southern Alberta.

There are a number of advantages by starting to windrow at the centre of the field and working
outward. These include: cut combining time by 5 to 10 per cent; reduce rucking time by 50 to 70
per cent; turn combine on corners easily, and stop grain loss over the straw walkers on corners.

The interest in growing special
crops, except sunflowers, continued
the upward trend started several years
ago. With this trend in mind, the spe-
cial crops division directed its efforts
towards two areas; standardizing con-
tracts to provide more pricing options
and cutting transportation costs.

Now farmers can contract to sell
their entire crop at an averaged price
for the crop year, or choose to forward
sell part of their crop at a specified
price with the balance sold basis an
initial price plus final payment.

To cut costs, a central seed distribu-
tion system has been started and is to

be completed in 1983. The stream-
lined system will cut the costs of mov-
ing seed stock to the farm gate.

In the case of sunflowers, after de-
livery, a farmer can elect to sell his
crop at the street price or price his
crop at any time up to July 31 of the
following crop year. If he chooses to
defer his pricing, he can store his
sunflowers at no cost and take out an
interest-free cash advance on the
sunflowers he delivered.

Inthe 1981-82 fiscal year, the switch
from contracting sunflowers to the
purchase of harvested stocks, along
with a smaller acreage, affected



UGG's handling. Sunflower acreage
on the Prairies slid from over 300,000
acres in 1980 to under 200,000 acres
in 1982. Your company's volume
slumped from 20,000 to only 7,000
tonnesinthe 1981-82 fiscal year. In the
current year, United Grain Growers
continues to both contract sunflowers
and to buy on a non-contract basis.

The following provides a brief de-
scription of other crops handled:

® [ entil acreage on the Prairies was
100,000 acres in 1981, and 120,000
acres in 1982, with over 70,000 acres
grown in Saskatchewan. UGG con-
tracted acreage in all three Prairie
provinces. The new Laird variety, with its
larger seed and an upright plant, com-
posed some 60 per cent of the crop in
1982. The initial price forthe 1982 crop
will be 15 cents per pound for No. 1
and 11 cents a pound for No. 2.

® Canary seed acreage doubled in
1982, and contracts were popular all
over the Prairies. The initial price will
be about 10 cents per pound and seed
stocks for the 1983 crop are adequate.
With the accompanying large increase
in non-contract acreage, however,

The Vancouver terminal elevator has undergone a $16 million improﬁemenr program. Some changes are still to be made to the shipping gallery and more

storage will be added (o increase throughput.

markets for canary seed are bearish.

® Peas were contracted again in
Manitoba and Saskatchewan. For the
first time, the Trapper variety was con-
tracted. Initial prices run $3.50 per
bushel, for the 1982 crop, down from
$5.00 a bushel in 1981. Sales,
however, could remain sluggish until
importers start purchasing their
annual supply of peas.

® Buckwheat contracts were offered
for the first time in 1982, with prices for
the first 5 bushels per acre, ranging
from $5.50 to $8.00 per bushel. The
remainder will be priced at current
market values.

® Pinto beans were contracted on a
limited basis in 1982. Supplies will be
processed by the seed division of your
company.

No contracts were taken by your
company this year for confectionary
sunflower seeds, safflowers or faba
beans.

In spite of the present negative
aspects surrounding the special crops
business, this division is penetrating
new markets and gaining experience

- ——

- S

in the contracting and production of
many crops. The division is operating
with minimum staff in order to contain
costs, and an increase in volume re-
mains as the key to profitability.

Terminal Operations

The grain handled by your com-
pany's terminals* this past year was a
record 3.9 million tonnes, 20 per cent
above the previous record of 3.3 mil-
liontonnesin 1971-72, and 30 per cent
above the 1981-82 handling.

Handlings through your two Thun-
der Bay terminals this past year to-

* Most of the grain delivered by customers to
your country elevators flows to domestic and
export markets through your company's termi-
nals at Vancouver and Thunder Bay. Small
amounts are shipped to Churchill and Prince
Rupert, and some is consigned to malting
plants, mills and feedlots in the Prairie Prov-
inces.

United Grain Growers' terminal at Vancouver
has a capacity of 102,000 tonnes. At Thunder
Bay, UGG has two terminals: Elevator A with a
capacity of 231,000 tonnes and Elevator M with
a capacity of 91,000 tonnes.
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talled 2,514,000 tonnes. Handlings
through your Vancouver terminal were
1,382,000 tonnes.

These handlings were achieved in
spite of a general work slowdown fol-
lowed by a two week strike by grain
handlers in Thunder Bay in the fall of
1981. At Vancouver, some disruption
occurred when the CN bridge across
the Fraser River was knocked out by
fire for a period of four weeks this past
spring. The record handlings set by
the entire grain industry this past crop
year indicates the much-improved
delivery capability of the system.

Of significance is the number of
grain cars assigned to the grain haul.
Each railway had assigned a large
number of hoppers to the grain haul
that normally would have been in use
for other commodities. Toward the end
of the crop year, there were almost
30,000 grain cars in service.

The effect of a 40 per cent increase
in car numbers and the impact of 60
per cent of the fleet being hoppers,
resultedin a substantialincreasein the
ability of the railways to move grain.

Mention must also be made of the
combined role played by the Grain
Transportation Authority (GTA) and
the Canadian Transport Commission
Co-Ordinators (CTCC). The GTA allo-
cates the available cars between the
movement of Board and non-Board
grains as well as among grain com-
panies and grain dealers. In addition
to co-ordinating the overall grain
movement, the GTA developed and
advanced the system of rapeseed car
exchange at Vancouver which en-
hanced total throughput. The CTCC
controls the movement and distribu-
tion of cars upon arrival at the ports
and works closely with the railways
and the trade to keep cars constantly
in front of terminal dumpers.

Fortunately, there was a good
availability of vessels both on the west
coast and Thunder Bay during most of
the year. Terminals could not have
achieved such a high level of through-
put without an adequate supply of ves-
sels to occupy berths and continuous-
ly move grain out. Most terminals con-
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gest within a day or two if outward
shipments are not received. Timeli-
ness of vessel arrival at berths is now
the critical element toward achieving a
high throughput.

Financial results from terminal op-
erations were satisfactory this past fis-
cal year. A combined record net in-
come of $8.2 million was achieved
which reflects the effect of a record
throughput. It should be noted your
Vancouver terminal operation has had
a major improvement in plant capabil-
ity following five years of renovation.

In spite of its improved perform-
ance, terminal handlings were sub-
stantially behind the volume of grain
originated by your company's country
elevators. Some of the reasons for this
situation are known. Limited storage
and slow loading at Vancouver are
both constraints that lead to the Van-
couver terminal plugging quickly. At
Thunder Bay, with the small storage
capacity at elevator M there are similar
problems. At elevator A, which has a
large storage capacity, the throughput
problem largely appears to be one of
inadequate car spotting, resulting in
unload performance short of what the
terminal can do.

One objective of United Grain Grow-
ers is to have terminals capable of
handling the grain originated by its
country elevators. Therefore, ongoing
upgrading of terminals has been
undertaken to improve throughput.

The renovation program at Van-
couver, which included semi-automa-
tion and centralized control, involved
capital expenditures upward of $16
million. There remain improvements to
the shipping gallery and some addi-
tional storage capacity in order to
reach the desired throughput capa-
bility. At Thunder Bay, terminal M is
entering the final phase of upgrading
to provide centralized control followed
by computer control. In time, similar
upgrading of Terminal A will be
needed in order to increase through-
put and productivity.

Expectations for the current crop
year are for continued high handlings.
The ability of railways to deliver is good

since additional cars are assigned to
the 1982-83 grain haul. Both railways
have started a policy of maximizing the
use of hopper cars on the West Coast
haul and, as a result, increased ton-
nage is being moved westward. Van-
couver terminals can handle substan-
tially more grain than has been allo-
cated to that port in recent years, and
throughput of 11 million tonnes or
higher can be expected to be routine.
It should be noted, though, that this
can only happen if ships are in port,
railways deliver the grain, and farmers
grow it.

With Prince Rupert capable of hand-
ling in the order of 3.5 million tonnes,
the total West Coast movement could
approach projected target figures for
1985 of 15 million tonnes. With excess
railway capacity, the emphasis has
now shifted to better co-ordination of
vessel arrivals in order to keep grain
moving freely from the end of the
pipeline.

Grain Marketing Operations

Grain marketing operations was
split from your company's terminal ele-
vator operations in the 1982 fiscal year
since the two require considerably
different management approaches. In
addition, the marketing thrust was
centred mainly on marketing the grain
purchased by country elevator opera-
tions and selling grain by-products
rather than maximizing volume of
sales regardless of the origin of the
grain.

While the marketing operations of
your company sustained a loss this
past year, much of it due to unavoid-
able commitments from the previous
year, the loss was well down from the
substantial loss of the year earlier. Im-
proved inventory control, insistence
on better margins at the sacrifice of
sales volume, and a somewhat more
conservative trading approach im-
proved operational results.

The 1981-82 crop year was marked
by a steady decline in values of virtual-
ly all grains and oilseeds. This decline



is due to a combination of things: large
1981 world crops, reduced demand
due to a world-wide recession, credit
restrictions of many importing coun-
tries, and a general weakening of most
foreign currencies against the U.S.
and Canadian dollar.

Volumes of Prairie feed grains mov-
ing into Eastern Canada were well be-
low levels of recent years. Large 1981
crops of corn harvested in Eastern
Canada and the United States at low
prices effectively satisfied a reduced
demand in the Eastern Canadian
domestic markets. Demand was down
due to mediocre livestock prices
throughout much of this past year.

The decline in feed grain values be-
low the initial prices of The Canadian
Wheat Board resulted in sharply re-
duced farmer deliveries of feed grains
to the open market. In addition, The
Canadian Wheat Board temporarily
withdrew from supplying feed grains
to the domestic market when its corn-
formula values fell below their initial
prices. The Canadian Wheat Board re-
sumed selling to the domestic market
when the federal government under-
took to provide up-to-$8 million sub-
sidy to The Canadian Wheat Board to
cover the difference between the
corn-formula values and export values
on grain sold to the domestic market.
This program expires at the close of
navigation at Thunder Bay this year.

In spite of poor crush margins,
rapeseed exports were maintained at
last year's levels. Japan continues to
be the major market for rapeseed. The
reduced industrial demand for linseed
oil resulted in lower flax exports. Rye
was the one commodity that moved to
export markets in good volumes com-
pared to recent years.

The outlook for improvement in
world grain markets continues to be
bleak. Factors which contributed to
last year's price declines continue: re-
cord 1982 North American crops and
poor world-wide economic conditions.
On the demand side, another poor
Soviet crop is forecast and there will
be a good export movement of grain to
Russia and other eastern bloc coun-

tries. The enormous carryover of grain
inthe U.S. and record crops, however,
translate into almost certain low grain
prices for 1983.

The domestic feed grain market is
expected to be similar to last year, with
prices under the shadow of enormous

U.S. corn supplies, providing tough
competition for Western grains.
Under these conditions, the grain
marketing operations will continue to
work at developing new markets as
well as servicing current ones. A profit
is expected in the current fiscal year.

I New in 82 1
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Grain handling setups using pneumatics to move grain into the bins are being installed by Prairie
farmers. This new system does not need an expensive vertical leg to move the grain — only pipes

fastened to the bin wall.
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Feed Operations

Although processed feed sales
were down slightly, the $1 million
profit of United Feeds this past year
was up 25 per cent over the previous
year. This was better than anticipated
after the first half of the year when
poultry and livestock prices remained
depressed and protein and grain
prices strong.

By the end of the 1982 fiscal year,
however, conditions for the livestock
producer improved. Hog prices rose
dramatically and beef prices im-
proved, while the cost of feedstuffs fell.
This resulted in sales reaching $55.3
million and a profit of $1 million com-
pared to $0.8 million the year previous.

e

22

United Feeds is the largest supplier
of Unifeed poultry and livestock feed
on the Prairies. During the year it pro-
cessed 233,000 tonnes of the Unifeed
brand in 11 mills located in Alberta,
and three in Saskatchewan. In
September of this fiscal year, your
company expanded its feed opera-
tions into Manitoba with the purchase
of Dufferin Feed Services Ltd. at
Carman.

Over 163,000 tonnes of feed grain
was purchased and processed this
past year. About 80 per cent was
bought from farmers, 18 per cent from
United Grain Grower elevators and the
balance from other grain companies
and dealers.

United Feeds maved info Manitoba with the purchase of the Dufferin Feed Services Ltd. 17,000 tonne mill at Carman.

Grain and protein prices declined
steadily over the last half of the crop
year. Wheat and oats were down $15,
barley $18 and corn $40 a tonne. Soy-
bean meal declined $50, rapeseed
meal $16 and meat meal $40 a tonne.
Meanwhile hog prices improved about
$16 and cattle prices by $13 a hun-
dredweight and broilers by $.04 a
pound. Broiler quotas also increased
from 110 to 130 per cent during April

but dropped to normal levels by year
end.

During the year a fire destroyed the
Olds, Alta. mill leaving only the ware-
house, office and the ground level of
the mill intact. The mill was rebuilt of
metal and back in production in June.
During the shut down, customers were




supplied with feed trucked from the
Edmonton, Lethbridge, Midnapore
and Camrose mills.

The Innisfail Pet Food Plant in-
creased production and sales by 20
per cent over the previous year. Co-
Packing represents 85 per cent of the
production and Western Pet Food
brand 15 per cent.

During the year, the new Leth-
bridge, Alta. mill was completed. Load
out bins were added and production
capacity increased by 50 per cent at
Camrose, Alta. through installation of a
pulverator.

A new mill, warehouse, receiving
scale and steam rolling mill are under
construction at Wetaskiwin, Alta. and
are planned to be in production by
January, 1983.

Public Press Operations

Public Press operates a publishing
and commercial printing business. Itis
Canada's largest publisher of farm
magazines and one of Canada's
largest high-quality printing oper-
ations.

The past fiscal year was an excellent
one for the publishing operation of
your company. It started off well and
though there was concern initially
about the extent of advertising in
spring issues, the whole year turned
out to be one of growth. Country Guide
increased advertising linage by 22.5
per cent over the previous year and,
because of advertising rate increases
and more use of color, advertising
revenues were increased by 23 per
cent for all the magazines in total.

All enterprise editions, (Hog Guide,
Dairy Guide, Corn-Soy Guide and
Crops Guide) again made a profit and
performed well in their service to spe-
cialized readers.

This division also publishes Cattle-
men which did not come out of the
doldrums as hoped but still made a
profit. The editorial package this past
year provided readers with better and
more original content, and with full-
time editorial and advertising repre-
sentation in Eastern Canada, more

growth for Cattlemen can be expected
this year.

This past fiscal year was an ex-
tremely difficult one for printing oper-
ations. Final results for the year
showed a substantial loss.

The main reasons for the loss were
the drop in expected sales due to cus-
tomers affected by the recession, cur-
tailing buying of print, and low mar-
gins. Some previous buyers went out
of business, and others were affected
by the extreme increases in postal
rates. Most customers have sharply
reduced their advertising dollars in an
effort to cut costs.

Sales were also adversely affected
by an extremely competitive market,
caused by the downturn in the econ-
omy and excess capacity in the print-
ing business, given the reduced de-
mand for printing.

Efforts are being made in the current
year to increase sales and further re-
duce costs so some improvement in
revenue should result. However, a
complete turnaround cannot be ex-
pected until the economy picks up and
an improvement in margins can be
obtained.

Associated Companies

At times United Grain Growers has
found it advantageous to be a joint
owner of associated companies. The
general advantage of such an
arrangement is that it allows pooling of
resources and sharing of risk by sev-
eral companies. Such is the case with
United Oilseed Products Ltd. and
more recently with Prince Rupert Grain
Ltd., in both of which United Grain
Growers is a joint owner.

United Oilseed Products Ltd.

United Oilseed Products Ltd.
(UOPL) was incorporated in 1973 with
head office and crushing plant located
at Lloydminster, Alberta. Until Sep-
tember, 1980, it was jointly owned by
United Grain Growers (33%4%), British
Columbia Packers Limited (33':%),
Mitsubishi Corporation (23'%), and
The Nisshin Qil Mills Ltd. (10%). In

September, 1980, the directors of
United Grain Growers authorized the
purchase of one-half the shares
owned by British Columbia Packers
Limited. This moved UGG from the
position of one-third owner to one-half
owner, with Mitsubishi Corporation
now holding 35 per cent and The Nis-
shin Oil Mills Ltd. 15 per cent.

The plant, which began operations
in 1975, normally accounts for about
one-fifth of the capacity of the Cana-
dian canola crushing industry.

UOPL suffered severe financial loss-
es this past fiscal year. Crush volume
was reduced from the previous year
due to negative crushing margins, but
even the lower volume did not prevent
a loss for the year of $7 million. As half
owner, United Grain Growers' share of
this loss is $3.5 million.

Depressed soybean prices and a
short canola crop were mainly re-
sponsible for the negative crushing
margins. The 1981 canola crop of 1.8
million tonnes was simply not large
enough to meet both export and
crusher demand, even with the 1980
carryover. This shortage kept the
prices of the seed at high levels rela-
tive to the value of other world oilseeds
and their oils and meals.

Two other things contributing to low
oilseed prices were interest rates and
a strong U.S. dollar relative to foreign
currencies. This made U.S. commod-
ities and products expensive and con-
sequently curbed demand. To im-
prove demand, prices had to work
lower. Since the U.S. soybean market
is the key price-setting factor for all
oilseeds and their products, it had a
bearish overriding effect on Canadian
oilseed prices.

An enormous U.S. soybean and
corn harvest in 1981 plus a large car-
ryover from the year before, kept
oilseed supplies plentiful and prices
low for both oil and meal. The lower
prices for vegetable oils around the
world stimulated demand. The result:
a reduction in the surplus of soybean
oil, but still an excessive amount rela-
tive to demand. The world recession
and high petroleum prices were also
factors that induced world oil and meal
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customers to buy, only when prices
were low, especially in view of the
good supplies of vegetable oil, protein
meals, oilseeds and feed grains.

The result of all these factors
brought about the low and negative
crush margins throughout the year.
The crushing margins were the worst
in the history of the Canadian canola
industry and for a good part of the year
UOPL could not obtain enough rev-
enue from oil and meal sales after
paying the freight to cover the cost of
the seed, much less processing costs.

The freight rate disparity — it costs
about six times as much to ship oil and
meal from one tonne of seed as it does
to ship one tonne of seed under the
crow rate — hurt the Prairie crushing
industry. It is hoped Railway Act
amendments this winter concerning
grain freight rates will place canola oil
and meal freight rates at parity to cano-
la seed.

Efforts to contain expenses also
helped to reduce UOPL losses. The
increases in expenses over the pre-
vious year were well below the rate of
inflation before considering additional
interest expense incurred because of
the declining cash reserves. Satisfac-
tory company earnings in each of the
three previous years enabled the com-
pany to sustain itself throughout the
1981-82 year. It was necessary,
however, to borrow additional long
term funds near the end of the fiscal
year.

The long term contract entered into
with Algeria before the 1981-82 crop
year precluded the shutting down of
the UOPL operation during the year.
Even though this contract was more
favourable than other opportunities
throughout the year, the price on each
month's shipment was set against the
very low Chicago soybean oil futures
market. Also, the seed to supply the
contract was purchased from farmers
at the going market price throughout
the year.

The outlook for 1982-83 is not en-
couraging at this time. The 1982 cano-
la production in Canada was in-
creased by only 11 per cent, but with
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the low carryover from the previous
year and with much of the crop grad-
ing No. 3 or Sample, seed supplies will
remain tight over the next year. This
will result in reduced volume available
for domestic crushing. Prices for
canola seed are expected to remain
high relative to U.S. soybeans and
other world oilseeds.

It is doubtful if seed prices will go
much above the $300 per tonne level
to the farmer for extended periods of
time because of the influence of the
soybean prices, but seed prices —
while low from a farmer’s standpoint —
will remain high relative to the value of
oil and meal. Other factors expected
that will negatively influence crushing
margins are the forecasted 1982 re-
cord crop of corn and soybeans in the
USA.

No dramatic turnaround in the
crushing situation within the next 12
months is expected. The shortage of
seed in Canada and plentiful supplies
of soybeans in the USA will blunt the
full impact of any major turnaround of

New in 82

Soil conditioners are becomfng popular for r'ncorporatfng herbicides. It's a combination of a field

crushing margins in Canada.

It was expected that a plant shut-
down in November for an extended
period of time in the 1982-83 fiscal
year was needed to avert losses. For-
tunately, the Alberta government intro-
duced an assistance program. The
assistance is a $40 per tonne subsidy
for canola crushed on 90 per cent of
each crusher's 1981-82 volume. It is
hoped this will allow UOPL to sustain a
near-break-even position this fiscal
year and crush, perhaps, 160,000
tonnes of seed.

Lack of adequate supplies of canola
seed appears to be the only limiting
factor to the crushing plant remaining
open this fiscal year.

Prince Rupert Grain Ltd.

This associated company was in-
corporated in January, 1979 with the
principal objective of constructing a
large high-capacity grain terminal at
Prince Rupert while seeking in the
shorter run to acquire and operate the

cultivator in front, followed by a ground driven spiral reel and spike tooth harrow at the rear.



existing government terminal at that

ort.

. In July 1979, a memorandum of
understanding was signed by the
Government of Canada and the com-
pany providing for the building of a
new grain terminal at Prince Rupert
and the transfer of the existing terminal
elevator to Prince Rupert Grain Ltd. On
July 12, 1982, the members of the
Consortium agreed to proceed with
the construction of a new terminal on
Ridley Island and the Province of
Alberta agreed to finance 80 per cent
of the project through issue of first
series bonds and debentures. The
estimated cost of the new terminal in-
cluding site grading, railyard, elevator
complex and marine structure, is
approximately $280 million and com-
pletion is expected in early 1985.

During the past fiscal yearto July 31,
the existing Prince Rupert terminal
operated by Prince Rupert Grain Ltd.
earned a profit of $1.1 million with a
throughput of 1.2 million tonnes of
grain. UGG's share of this profit is
$169,000.

Other Items

Risk and Insurance Operations

UGG Insurance Services, estab-
lished in 1918, continued to develop
its role as agent and broker in general
and life insurance. The service is at
two levels: corporate risk manage-
ment and insurance services,

Your company's own insurance
program contains a substantial de-
ductible provision for each fiscal year.
In a year of no losses, the money
budgeted for the annual aggregate
deductible is retained by United Grain
Growers.

The Company's insurance pro-
grams for customers continue to be
popular. Started in 1960 with one plan,
five different insurance plans are now
available. These plans include . . .

® Farmer Group Life (Cash Value
Insurance Plan)

e Farmer Group Life (Term Insur-
ance Plan)

@ Farmer Group Accident Plan

® Farmer Group Registered Retire-
ment Savings Plan (Tax Saver)

® Farmer Group Income Replace-
ment Plan.

Each of these plans is underwritten
on a group basis, thereby providing
farm customers the lowest priced pre-
mium cost:

The.Farmer Group Life (Term Insur-
ance Plan) continues to be popular
among younger farmers who are
aware of the value of insurance when
setting up their farm business.

The Registered Retirement Savings
Plan (Tax Saver) is the most popular
plan in the series. The Plan offers far-
mers the opportunity to level out tax-
able income and defer income to age
71 by transferring the funds into an
annuity. It was utilized to a high level
by customers this past year.

Just over a year ago, several
changes were made in the Tax Saver
plan. To keep up with fluctuating in-
terest rates, interest on the current Tax
Saver plan (called Plan A) is now the

The proposed new Prince Rupert Terminal will cost about $280 million and will be in production by 1985.
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monthly average of the interest paid by
three of Canada's major banks. This
change means there will no longer be
a minimum rate of interest.

Another option under the Tax Saver
plan provides a guaranteed rate of in-
terest for five years. The rate of interest
paid will be the rate offered, at the time
the funds (minimum $500) are de-
posited, by Canada’s three largest
trust companies in their registered
five-year guaranteed investment certi-
ficates. Each month a new five-year
rate on new deposits will be offered.

Interest on this option, called Plan B,
will be compounded to maturity. The

interest will automatically be applied to
the purchase of a new five-year de-
posit plan at the trust company rate
then in effect.

There are no yearly administration
charges under either plan.

The Farm Income Replacement
Plan was introduced as a service to
farmers in the 1978 fiscal year. This
plan offers farmers the same benefits
as an employer/employee group plan
at a reasonable cost.

Under the Farm Income Replace-
ment Plan, a farmer can ensure an in-
come for himself and his family if he is
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sick or injured for more than 14 days.
The premiums are about 20 per cent
less than many comparable plans.
UGG's marketing program during the
last fiscal year continued to make
favorable progress confirming that the
plan is popular among farmers.

UGG Insurance Services also pro-
vides an annuity shopping service for
customers. Information compiled
each month on annuity rates from 20
companies is the basis for quotations
for clients. The service has blended
well with the UGG Tax Service pro-
vided by United Grain Growers.

New in ’82

Farm machinery continues to get bigger and
more complex. Top left: A 60-foot tractor
mounted swather; top: This 100-foot wide culti-
vator is pulled by a big Steiger tractor; and left: a
minimum tillage system works stubble, prepares
a seedbed, applies and incorporates herbicides
and plants up to 12 rows all in one operation.




Grain Grower and
Grainews

Your company's farm production
digest, The Grain Grower, continued
to attract readers. Its usefulness is
attested to by the number of readers
who renewed their subscriptions dur-
ing the year, and the many who write to
the service for additional information.
All agricultural extension personnel in
the Prairie Provinces, vocational agri-
cultural colleges, and Department of
Manpower students are paid subscrib-
ers to this service.

In the 20 years in which it has been
published, The Grain Grower has per-
formed a useful farm management
service to western agriculture. It is,
however, an expensive publication to
print, collate and mail and a 50 per
cent increase in subscription charges
was introduced the previous fiscal
year. If circulation continues to hold or
gains, publication of The Grain Grower
will continue. Consideration, however,
is being given to merging the Grain
Grower with Grainews or selling the
service to another company.

The Grain Grower’s sister publica-
tion Grainews was started in 1975 as a
grain marketing and rural affairs news-
paper and has proven equally popu-
lar. Paid circulation is now 38,000, evi-
dence that Grainews is well accepted
and is supplying a unique farmers'
forum and technical service to Prairie
farmers. Measures have been taken to
increase the advertising to allow for
more color in editorial features.

Research and Corporate
Development Services

The major projects in which re-
search and corporate development ser-
vices were involved during the past
fiscal year were the analysis of the
physical and financial viability of the
proposed Prince Rupert Terminal ele-
vator, and the design and initial imple-
mentation within the company of a
corporate planning system.

Detailed analysis and information

were developed by the research and
corporate development services in
order to provide background informa-
tion for the board of directors’ final de-
cision regarding participation, and for
negotiation of the financing package
for the Prince Rupert project.

A major problem in the assessment
of the financial viability of the extreme-
ly capital intensive Prince Rupert proj-
ect was the current level of inflation
and the uncertainty with regard to fu-
ture inflation levels, particularly in the
earlier years of the project’s life span.

The corporate planning system,
which has now been introduced within
United Grain Growers, involves the
annual development of company-wide
five to ten year objectives and
strategies in relation to: the outlook re-
garding the external social and busi-
ness environment in which the com-
pany operates; the resources,
strengths, weaknesses and opportu-
nities of the company; and the corpo-
rate objective of your company.

Within the overall framework of the
corporate plan, each division of the
company develops its own operational
objectives and strategies. These oper-
ational plans form the basis for the de-
velopment of annual budgets that take
the form of one-year projections re-
garding the use of your company's
physical, financial and human re-
sources.

In the coming years, it will be vitally
important to your company's progress
that development and change take
place in relation to the changing ser-
vice and supply requirements of West-
ern Canadian farmers that occur as
production patterns change with the
changing markets and production
cost levels.

Field Services

UGG Field Services acts as a liaison
between shareholders, local board
members and management.

Each Field Services representative
works closely with the board of direc-
tors, members of management, share-
holders, local board members, cus-

tomers, the farm community and the
public in advocating the services
offered by United Grain Growers. The
department provides farmers with
technical information about herbi-
cides, pesticides, new products and
marketing options for all Board and
non-Board grain.

The 13 Field Service representa-
tives are charged with having a sound
knowledge of all aspects of company
operations and policy. They assist
farmers who want help in establishing
sound business practices and work
with elevator managers. Other areas in
which Field Services representatives
become involved include working with
4-H and other youth groups, helping
with farm organization registrations,
and participating in annual weed and
seed fairs, and community parades.

Farm Organizations
Support

During the past year, United Grain
Growers continued its long estab-
lished policy of financial support of
farm  organizations. It contrib-
uted to the Canadian Federation of
Agriculture and is represented on its
board of directors. Also, as a direct
member, United Grain Growers sup-
ported the Federations of Agriculture
in Saskatchewan and British Colum-
bia, the Farm Bureau in Manitoba and
Unifarm in Alberta, and the Western
Agricultural Conference.

Winter Wheat

United Grain Growers donated
$25,000 as part of a three-year
$75,000 grant to the University of Man-
itoba for research into management
methods for growing winter wheat in
the northern areas of the Prairies.

Technology in the growing of this
crop in northern areas has advanced
such that it is a dependable crop to
grow. The key to success is seeding
the winter wheat into stubble, thus
allowing trapped snow to protect the
growing point from extended temper-
atures below minus 18 degrees C.
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Hard winter wheat is sold to the
same markets as No. 3 CWRS wheat
and is generally priced at that level.
Winter wheat, however, yields an aver-
age of 20 per cent more than red
spring wheat and is less costly to pro-
duce since wild oat herbicides may
not be required. The crop is seeded in
late August and early September into
canola or barley stubble and com-
bined in August. More research on
seeding, fertilizer and herbicide re-
guirements is needed, and this is the
reason for your company's grant.

In co-operation with provincial gov-
ernments and universities, United
Grain Growers will carry out an exten-
sive information program on the grow-
ing of winter wheat prior to spring
seeding in 1983.

Farm Safety

Following the detailed account of a
farmer's death through a machinery
accidentin the December, 1981, issue
of Grainews, your company was literal-
ly swamped with requests from farm
wives and children for a heart-shaped
safety decal expressing the concern
of a farmer's family for his safety. The
board of directors of United Grain
Growers authorized the purchase (11¢
each) and free distribution of 63,000
decals to farm families who requested
them.

It is hoped the all-weather decals,
when placed on critical danger spots,

Please Be Careful
We Love You

Your Family
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An airseeder with narrow openers does the best
job of seeding winter wheat into stubble. The
hoe works its way under the trash to slice an
opening into the moist seedbed. Right: A
schematic diagram showing how snow protects
the crown of winter wheat. When outside
temperature is —30°C the temperature at the
crown is about — 8°C providing itis protected by
four or more inches of snow.

will remind farmers to priorize safety
before speed. It is obvious from the
requests that farm women and chil-
dren are concerned about safety and
the Grainews article is reprinted in
Appendix E so readers of this annual
report, who did not see it, can take
advantage of the safety program.
Address enquiries to Safety Decals,
UGG, Box 6600, Winnipeg. Please en-
close a stamped self-addressed en-
velope and limit requests to 12 decals
per family.

It is well known that farming is one of
the most dangerous occupations in
Canada. United Grain Growers in-
tends to follow up its safety decal pro-
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gram with practical demonstrations
and information programs to Prairie
farmers.

Farm Policy

International Wheat
Agreement

The International Wheat Council
(IWC) has proposed extending the
current International Wheat Agree-
ment for three more years upon its ex-
piration a year from now.

The proposal, presented at the IWC
meeting in London this summer was
quietly supported by most exporters
while being met with dismay by most



importers. The current agreement pro-
vides for information gathering and ex-
change, but gives the IWC no role in
managing world stocks or trade.

Many developing countries had
hoped a new agreement would estab-
lish an international mechanism for
accumulating and releasing world
wheat stocks, in order, they argue, to
enhance world food security and sta-
bilize prices. Sometimes Canada, and
always the U.S., have opposed such a
proposal for many years because of
disagreement with importing countries
over price levels and reluctance to re-
linquish management of their own
stocks to an international body. While
acceptance of the IWC proposed ex-
tension is probable, no final decision
will be made until the November
meeting.

Another positive development of the
meeting was the announcement of
plans for a comprehensive IWC review
of restrictive trade policies. The EEC
variable levy system was cited as a
prime example of a type system which
distorts trade and would be a subject
of the study.

Rail Transportation

Transportation policy continues to
be an issue of major concern to West-
ern farmers and United Grain
Growers. The directors of United Grain
Growers are committed to the evolu-
tion of the most effective and efficient
transportation system while, at the
same time, allowing for the compara-
tive Prairie advantage in the livestock
and secondary processing industries
to be realized.
The basic principles relative to rail
freight, which United Grain Growers
endorses, have not changed and are
as follows:
® The railways receive compensatory
rates for the movement of grain;
® The Government of Canada pick up
the current shortfall (1981-82) in
perpetuity;

e The federal government, railways
and farmers share in any future in-
flationary increases;

® Monies paid by the government to
achieve the compensatory level be
distributed in such a manner that
the impact of such monies on live-
stock producers, special crops,
and secondary processing be
neutral.

It is the belief of the board of direc-
tors of United Grain Growers that these
principles are inseparable and must
be all part of an ultimate solution. On
February 8, 1982, the Honourable
Jean-Luc Pepin announced the princi-
ples of the federal government's policy
position relating to Western rail trans-
portation. Among the principles was
the statement that the freight rate for
statutory grains would be raised
above the levels established in the
1925 amendment to the Railway Act.

The seven principles announced set
the stage for a formal process of dis-
cussion and negotiation between rail-
ways, shippers, processors, livestock
producers and grain farmers. This
procedure, which came to be known
as the Gilson process, had economist
Dr. J. C. Gilson acting as chariman
and federal representative. The proj-
ect was a massive one and the solu-
tions are very complex. After some 25
days of formal meetings over a 128-
day period, Dr. Gilson, on June 15,
1982, filed his report on the consulta-
tions along with his recommendations.
(See Appendix F). Since then, several
task forces and committees have been
carrying on further investigations,
gathering additional information and
working towards carrying out the intent
of the recommendations.

There is both need and urgency for
an all-encompassing approach to
deal with Western grain transportation
policy and the broader rail capacity
problem. The capacity issue is critical
not only for Western farmers but, in-
deed, for all of Western Canada and its
future development. It is important that
any solutions recognize the strengths
and growth opportunities for agricul-
ture, related industries and the econ-
omy of Western Canada.

Itisinlight of these observations that
the board of directors of your company

believes organizations that negotiated

with Dr. Gilson did a good job. The

recommendations allow for:

® A comprehensive solution to the rail
capacity problem;

® A statutory commitment to future rail
rate increases which puts a definite
limit on increases farmers will have
to absorb;

® A statutory commitment by the Gov-
ernment of Canada to pay on an
annual basis an amount equivalent
to the 1981-82 shortfall in per-
petuity;

® The creation of a central agency to
administer the performance, invest-
ments and service undertaken by
the railways.

In essence, if the recommendations
are implemented, farmers would have
the statutory protection of a new Crow
rate with considerably more power
and clout than under the old Crow
legislation. The contribution by the
federal government would be well de-
fined and no longer would farmers
have to depend on ad hoc injections of
federal monies to get the job done. In
addition, the recommendations allow
for the guarantee of both investment
and performance by the railways and
a policing mechanism to ensure that
the railways, indeed, do invest and
perform.

Resource neutrality was a key
objective of the participants in the
negotiating process. As a result, Dr.
Gilson recommended a gradual trans-
ition over the next decade in the dis-
tribution of government monies in an
attempt to eventually reflect neutrality
for the livestock, special crops and
secondary processing sectors. The
system recommended begins in
1982-83 with all government monies
related to the shortfall being paid
directly to the railways and a gradual
transition towards payment of a por-
tion directly to farmers so that by 1990
a maximum of 81 per cent of the gov-
ernment monies would be received
directly by farmers.

Included is the recommendations of
a major review of the legislation to be
undertaken in 1985-86 and every five
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New in '82 .

On-farm crushing of oilseed for use in diesel fuel may soon be practical. Researchers are testing the

small press to extract the oil, leaving the meal for livestock feed.

years thereafter. The main purpose of
the review is to determine the perform-
ance of the distribution method of
government monies.

In summary, the board of directors
of United Grain Growers believes the
Gilson recommendations provide the
essential elements for a package of
solutions that are fair, effective, realis-
tic and comprehensive. The board
agrees with the premise that to con-
tinue with a system of band aid crisis-
oriented solutions for the future is un-
acceptable since it inhibits technology
and the evolution of a grain handling,
shipping and marketing system that
best fits the needs of Prairie farmers.

Planning for the Future

Compared to Prairie grain farmers
and their operations, the grain hand-
ling and shipping system in Western
Canada is still far from modern. The
morass of grades, quotas, and outside
intervention in the grain business clut-
ter up the movement and prevent farm-
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ers from choosing a system that best
meets their needs. They make it diffi-
cult to contain costs, and competition
and entrepreneurship to a larger de-
gree are stifled. The system simply
won't allow elevators to express them-
selves as well as technology would let
them.

A way must be found to allow farm-
ers to:

e trade off extra trucking costs
against rail savings;

® deliver to elevators that are through-
put-rather than storage-oriented;

® choose an elevator system which
takes the greatest advantage of
new technology, and which is freer
than it is now in making unfettered
decisions that reveal the benefits of
incentives, and innovation and
technology.

These options will allow farmers to
choose their own handling system. In
so choosing this system, farmers will
select the least-cost, most efficient
way to move grain from their farms to
the end-user.

Coneclusion

This report shows that United Grain
Growers is strong in financial re-
sources and assets and continues to
grow in strength and influence.

After reviewing a year in which
the second highest dollar earnings in
your company's 76-year history were
recorded, the directors wish to ac-
knowledge the source of United Grain
Growers' strength. These are the
customers who use its services and
all the employees who supply these
services.

The directors again wish to pay trib-
ute to the work of members and direc-
tors of UGG locals. They kept a watch-
ful eye over local business conditions
and advised the directors and man-
agement of their first-hand impres-
sions. The directors were guided by
the excellent response to requests for
advice on policy matters. In particular,
they appreciate the reactions to the
Gilson Report questionnaire dealing
with method of payment of the ‘Crow
Benefit.’

Net farm income of Prairie grain
farmers this current year is the lowest
inthe past 10 years and is comparable
to that of the Great Depression for
many. So serious is the situation that
the economic viability of numerous
farmers now hangs in the balance.

Much of today's farm enterprise was
built on the twin underpinnings of farm
credit and the rapidly rising value of
farmland. Unrealized capital gains
made many farmers “paper wealthy."
Their land equity increased, thus giv-
ing them more borrowing power. The
process was the major factor in the
growth of farm efficiency through capi-
tal outlays for larger tractors and great-
er economies of scale.

But it also created a sense of false
security for a minority of farmers. They
borrowed on the premise that grain
prices would remain profitable,
however small. But even if prices were
near or below break-even prices they
found themselves on a financial mer-
ry-go-round. They had to keep on bor-



rowing to create cash flow for current
expenses and to service debts,

During the past decade, capital
gains more than tripled the residual or
actual return on investment for farm-
ers. However, while unrealized capital
gains increased the paper wealth of
landowners, it didn't add one red cent
to their cash flow.

What it has done is give them bor-
rowing power fromtheir land apprecia-
tion to keep up with burgeoning debts.
Therefore, farm debt compared to the
increase in equity (debt/equity ratio)
held by Prairie farmers has remained
fairly constant. However, the amount
of debt farmers have built up in relation
to their net cash income from crops is
another matter altogether. It has be-
come distorted and reflects lower
prices for crops at the same time in-
puts — fuel, machinery, fertilizer,
chemicals and interest rates — have
skyrocketed.

It means it has become increasingly
difficult to finance as much with the
returns from crops, so many farmers
have had to borrow against the equity
of their land. The mounting debt load
on some farmers is so heavy it com-
pletely overshadows their farmincome
and, in some cases, takes almost ev-
ery penny to pay their loans.

Some farmers are leveraged to the
point that income is too low to meet
cash flow needs, including debt ser-
vice and consumption. The only way
most farmers can survive the current
financial crunch is to have enough
land equity on which to borrow. Over
the long run, though, the only way eco-
nomic vitality can be ensured is to
have higher farm income through
higher prices and lower costs.

Inflation is certainly the number
one problem facing farmers today,
particularly in the form of higher in-
terest rates, and the directors of your
company commissioned a special
study so farmers can understand the
unique cause-effect relationship be-
tween federal government deficits, in-
flation and interest rates (Appendix G).
Understanding the present impact of

interest rates can help farmers through
similar situations in the future.

An important lesson is the effect of
inflation on interest rates, generally the
real interest rate needed to attract and
loan money averages two to four per
cent. But when inflation erodes the
value of the dollar, the lender expects
the dollars repaid to him a year or five
years from now will be worth less. To
make up for this loss, the lender
charges an “inflation premium” which
is added to the normal interest rate.
Thus, if a lender expects the inflation
rate over a period to be 12 per cent, he
will add a 12 per cent premium to the
two to four per cent normal rate of in-
terest. Uncertainty about the direction
of future inflation — dependent wholly
on federal government deficits — only
adds to the premiums.

In this, the second year of your com-
pany's entry into the last quarter of its
first century, the directors realize
much of this report has not been
pleasant reading. The current year will
see more farmers unable to sustain

The painful tax that inflation has
posed on farmers and United Grain
Growers will not be easy to cure. It will
take a period of bitter medicine before
the ills are cured.

The bright side is that farmers and
your company are likely to be far better
off once a stable economy is
achieved. For instance, given Dr. Gil-
son’s estimates of 1981-82 volumes
and the government’'s commitment to
pick up the shortfall, and if there is no
inflation, farmers will pay no more for
shipping grain to export than they pay
now. With economic stability and a
freeing up of some of the aspects that
hinder movement of grain, United
Grain Growers can accelerate its
country elevator modernization plan.
This would provide the vast majority of
customers with access to a fully mod-
ern plant before the end of the decade.

% Z -

themselves and be forced to give up Lorne Hehn,
farming. However, with understanding President
and firm action, these times will pass

and growth will again occur.

seeding with a disc press drill.

Fertilizer applicators are now available to ban fertilizers just to the side and below the seed during
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Financial Statements

Earnings

For the Year Ended July 31, 1982

Sales and revenue from services (note 1)
Operating revenues
Gain on property disposals
Operating, general and administrative expenses
(note 2)
Earnings before patronage dividend and income taxes
Provision for patronage dividend
Provision for income taxes including $3,989,000

(1981 - $2,100,000) deferred

Earnings before other income (loss)
Share of net earnings (loss) of United Qilseed
Products Ltd.

Net earnings

Retained Earnings
For the Year Ended July 31, 1982
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Balance at beginning of year
Net earnings

Deduct:
Dividend of 7% declared on Class A Shares
Dividend of $1.38 declared on Class B Shares
less $89,000 provided in prior years

Balance at end of year

$1,245,694,000

United Grain Growers Limited

1981
Comparison

$1,374,576,000

$ 117,403,000
453,000

$ 117,856,000

$ 101,734,000
1,769,000

$ 103,503,000

100,951,000 93,495,000

$ 16905000 $ 10,008,000

3,750,000 1,850,000

$ 13,155,000 $ 8,158,000

5,112,000 2,100,000

$ 8,043,000 3 6,058,000

(3,508,000) 1,545,000

$ 4535000 $ 7,603,000
1981

Comparison

$ 49822000 $ 43,267,000

4,535,000 7,603,000

$ 54357,000 $ 50,870,000

$ 1,182,000 % 1,016,000

29,000 32,000

$ 1,211,000 § 1,048,000

$ 49,822,000

$ 53,146,000




Changes in Working Capital
For the Year Ended July 31, 1982

Working Capital Derived From
Operations
Net earnings
ltems affecting earnings not
requiring use of working capital

Proceeds from property disposals
Dividend — United Oilseed Products Ltd.

Issue of promissory notes

Working Capital Applied To

Capital expenditures for properties

Retirement of long-term liabilities
Series A debentures
Promissory notes and purchase agreement
Patronage dividends

Shareholders' dividends

Investments (note 4)
United Oilseed Products Ltd.
Prince Rupert terminal development
Northland Bank

Increase (Decrease) in Working Capital
Working capital at beginning of year

Working capital at end of year

United Grain Growers Limited

1981
Comparison
$ 4535000 $ 7,603,000
18,056,000 7,391,000
$ 22,591,000 $ 14,994,000
1,030,000 2,568,000
761,000 1,050,000
41,000 6,062,000
$ 24,423,000 §$ 24,674,000
$ 15,141,000 $ 16,565,000
950,000 950,000
1,137,000 2,091,000
1,968,000 2,010,000
1,211,000 1,048,000
— 4,000,000
1,965,000 450,000
108,000 102,000
$ 22,480,000 § 27,216,000
$ 1,943,000 $ (2,542,000)
28,136,000 30,678,000
$ 30,079,000 $ 28,136,000
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Financial Position
July 31, 1982

ASSETS
Current

Cash

Deposits — The Canadian Wheat Board
Accounts and accruals receivable
Inventories (note 3)

Prepaid expenses

Other

Deferred financing expense
Investments (note 4)

Fixed

Properties, at cost (note 5)
Accumulated depreciation

Approved by the Board:

y{mp M\ Director
% -
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1981

Comparison

$ 6,361,000 $ 6,194,000
26,755,000 47,956,000

52,286,000 59,777,000

175,665,000 221,790,000
2,823,000 2,058,000

$263,890,000 $337,775,000
% 173,000 $ 185,000
6,105,000 8,301,000

$ 6,278,000 $ 8,486,000
$165,716,000 $152,392,000
63,364,000 57,354,000
$102,352,000 $ 95,038,000
$372,520,000 $441,299,000




LIABILITIES
Current

Bank loans, secured (note 6)

Other loans

Unpresented grain and other cheques
Accounts payable and accruals
Income taxes payable

Dividends payable to shareholders
Current maturities of long-term liabilities

Long-Term
Series A debentures (note 7)
Promissory notes (note 8)
Purchase agreement maturing $118,000 annually to 1995
Patronage dividends (note 8)

Deferred Income Taxes

Commitments (note 10)

SHAREHOLDERS’ EQUITY
Share Capital (note 9)

Retained Earnings

United Grain Growers Limited

1981

Comparison

$ 85,974,000 $135,956,000
55,461,000 43,676,000
70,236,000 106,667,000
15,388,000 19,596,000

1,123,000 —

1,300,000 1,016,000
4,329,000 2,728,000
$233,811,000 $309,639,000
$ 17,150,000 $ 18,100,000
5,352,000 6,331,000
1,413,000 1,530,000
18,054,000 17,592,000

$ 41,969,000 $ 43,553,000
$ 24,954,000 $ 20,965,000
$ 18,640,000 $ 17,320,000
53,146,000 49,822,000

$ 71,786,000 $ 67,142,000
$372,520,000 $441,299,000
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Notes to Financial Statements

July 31, 1982

1.

Accounting Policies

Sales and Revenue from Services

Sales and revenue from services include the sales value of grain purchased for the account of and
delivered to The Canadian Wheat Board and include export sales of $146,104,000. (1981 - $251,882,000)
Inventories

Grain held in store or in transit for the account of The Canadian Wheat Board is valued on the basis of Board
initial prices and handling costs.

Other grain inventories are valued on the basis of closing market quotations and handling costs and also
reflect gains and losses accrued on open grain purchase and sales contracts as at the close of the fiscal
year, which is in accordance with grain industry practice.

The grain inventory includes both hedged and unhedged positions.

Farm supplies, seeds and feeds inventories are valued at the lower of cost or net realizable value.

Deferred Financing Expense

Expenses relating to the issue of the Series A debentures are being amortized over the life of the

debentures.
Properties

All properties are valued at cost. The Company uses a combination of straight-line and diminishing-balance
methods of providing depreciation over the estimated useful lives of the properties as follows:
Diminishing Balance

Country elevator and feed mill properties.................. 6
Terminal elevator properties........................ 2% to 3%

Terminal elevator and printing

plant machinery and equipment.......................
Feed mill machinery....................ooovviiiiiiiinn,
Other equipment, tools, furniture and fixtures .............

Deferred Income Taxes

Straight Line
Straight Line

Diminishing Balance
Diminishing Balance

Deferred Income Taxes results primarily from the practice of claiming for taxation purposes capital cost
allowances in excess of the depreciation annually provided in the accounts.

2. Operating, General and Administrative Expenses Conlggfison
Operating, general and administrative expenses include —
Depreciation $ 7,250,000 $ 6,743,000
Interest on long-term debt 3,953,000 3,530,000
Interest on other debt, net of interest recovered from
The Canadian Wheat Board 6,393,000 11,568,000
3. Inventories
Grain held for the account of The Canadian Wheat Board $127,761,000 $157,492,000
Grain held for the Company’s own account 20,132,000 34,699,000
Farm supplies, seeds and feeds 27,772,000 29,599,000
4. Investments $175,665,000 $221,790,000
United Qilseed Products Ltd.
Shares, 50% equity, at cost $ 6,600,000 $ 6,600,000
Share of accumulated earnings (losses)
net of dividends received ( 3,230,000) 1,039,000
$ 3,370,000 $ 7,639,000
Prince Rupert Grain Ltd. and Ridley Grain Ltd.
Advance 3 15,000 $ 10,000
Shares, 15% equity, at cost 30,000 —
Consortium Notes (note 10) 2,380,000 450,000
$ 2,425,000 $ 460,000
Northland Bank
Common shares, at cost $ 310,000 $ 202,000
Total Investments $ 6,105,000 $ 8,301,000
5. P
Country elevator properties, feed plants, seed cleaning
plants, warehouses and sheds $101,368,000 $ 91,120,000
Terminal elevator properties 55,292,000 52,562,000
Printing plant equipment 2,940,000 2,899,000
Miscellaneous equipment 6,116,000 5,811,000
$165,716,000 $152,392,000




United Grain Growers Limited

6. Bank Loans .
Inventories and accounts receivable have been pledged as security for the bank loans.

7. Series A Debentures
The Series A debentures bear interest at the rate of 10%% per annum, are secured by a first
mortgage on real property and by a floating charge on all other assets and are repayable in annual
instalments of $950,000 on April 1, 1983 through 1996 with the balance due April 1, 1997,

8. Promissory Notes and Patronage Dividends

Promissory notes and patronage dividend credits mature Promissory Patronage Dividend
in each of the fiscal years as follows: Hotes Credis
OB i v 1w 58 Soviarais 893 wmiraminils G Vs WA i S WS $ 1,168,000 $ 1,943,000
TEBE e e seimmwinis s sieimmms e sessmesse s vl Sumine 1 wbEGAA 1,142,000 4,412,000
TOB6 v s v o o iy v 45 SEGTAIRTRS G0 SHBRTEISIHTE i SRR 1,040,000 2,546,000
BT e 190 miomsssonsin s mmsessinss oy ke ok 93 Phiemad G EYBHE 1,002,000 496,000
2 T S S N ———— 1,000,000 —
TOBOGR . . . v s o wiiild 58 FEeavias 538 S O B4 45 SRTHAEE —_ 4,907,000
$ 5,352,000 $ 14,304,000
Provision for allocation on 1981-82 grain purchases .......................... 3,750,000

$ 18054000

9. Share Capital

Class A non-voting, non-cumulative redeemable preferred 1981
shares callable at $24, par value $20 each Comparison
Authorized 1,200,000 shares;
Qutstanding 910,156 shares (1981 — 844,226) $ 18,203,000 $ 16,885,000

Class B (membership) shares par value $5 each
Authorized 200,000 shares;
QOutstanding 87,349 shares (1981 — 87,053) 437,000 435,000

$ 18,640,000 $ 17,320,000

A portion of the 1980-81 patronage dividend was allocated to customers by the issuance of 65,923
Class A and 1,722 Class B membership shares at par value on July 31, 1982.

In addition, during the year 7 Class A shares were issued at par value and 1,426 Class B shares were
purchased for re-issue.

10. Commitments
Leases
The Company is lessee of office premises and equipment, various storage facilities and sites, a
printing plant building, country housing for employees and licensed vehicles under leases with terms
ranging up to fifteen years, involving current minimum annual rental payments of approximately
$3,500,000.

Prince Rupert terminal development

The Company has a 15% interest in a Consortium of six grain companies. On July 12, 1982, the
Consortium agreed to proceed with construction of a new grain terminal elevator on Ridley Island
near Prince Rupert, British Columbia. The major financing for the project will be provided by the
Province of Alberta through first mortgage bonds and participating debentures. Estimated cost of the
project is $300 million of which the Company's share will be about $9 million, consisting of Consortium
notes and debentures. The Company has provided $2,380,000 to July 31, 1982 and an additional
$3,200,000 is expected to be required during the year ending July 31, 1983. It is anticipated that the
terminal will be operational by early 1985.

United Oilseed Products Ltd.

The Company, and the other 50% shareholder of United Oilseed Products Ltd., has provided letters
of undertaking to secure the long-term lines of credit up to $9 million each and to provide additional
capital should either be required.

11. Related Party Transactions
During the normal course of business, the Company borrowed and lent funds at competitive interest
rates and purchased products from United Oilseed Products Ltd. The Company also shipped grain to
the terminal operated by Prince Rupert Grain Ltd.
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Responsibility for Financial Statements

A

UNITED GRAIN GROWERS LIMITED

The financial statements of the Company for the year ended July 31, 1982 have been prepared
by management in accordance with generally accepted accounting principles applied in a
manner consistent with previous years. Careful judgments have been made in the preparation
of the financial statements. Estimates and approximations are sometimes necessary because
many matters affecting the current financial statements, such as the provision for uncollectible
accounts receivable and depreciation of fixed assets, will not be finally resolved until months or
years have passed. It therefore follows that the financial statements cannot be precise
statements of fact. They have, however, in management's opinion, been properly prepared
within reasonable limits of materiality, and within the framework of the accounting policies
outlined in the Notes to Financial Statements.

Management believes the internal control systems in use by the Company are adequate to
provide a reasonable assurance that assets are safeguarded against loss from unauthorized
use or disposition and that the financial records properly reflect the financial position of the
Company at July 31, 1982 and results of its operations for the year then ended.

The Company's independent auditors, Price Waterhouse, provide an objective, independent
review of management’s discharge of its responsibilities where they relate to internal control
systems, reported operating results and the financial position of the Company.

Winnipeg, Canada e? - cO \»\_M

October 8, 1982 General Manager Treasurer

Auditors’ Report to the Shareholders
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ce
aterhouse

CHARTERED ACCOUNTANTS

We have examined the statements of earnings, retained earnings and changes in working
capital of United Grain Growers Limited for the year ended July 31, 1982, and the statement of
financial position at that date. Our examination was made in accordance with generally
accepted auditing standards, and accordingly included such tests and other procedures as
we considered necessary in the circumstances.

In our opinion, these financial statements present fairly the results of the company's operations
and the changes in its working capital for the year ended July 31, 1982 and its financial position
at that date, in accordance with generally accepted accounting principles applied on a basis

consistent with that of the preceding year.
Winnipeg, Canada % ﬂ At :

October 8, 1982 Chartered Accountants



Comments on Financial Statements

Earnings

The Earnings statement shows sales and
revenue from services of $1,245,694,000
which includes the sales value of grains
purchased for the account of and delivered
to The Canadian Wheat Board.

The statement also shows operating rev-
enues for the year of $117,403,000 and gain
on property disposals of $453,000. Operat-
ing, general and administrative expenses
amounting to $100,951,000 include interest
expense, net of interest recovered from The
Canadian Wheat Board, of $10,346,000 and
provision for depreciation of $7,250,000.
This leaves earnings of $16,905,000 before
patronage dividend and income taxes.

Provision for patronage dividend on grain
purchases during the past fiscal year is
$3,750,000.

Provision for taxes on income is
$5,112,000, of which $3,989,000 is deferred.

The Company's share of the net loss of
United Oilseed Products Ltd. is $3,508,000,
leaving net earnings of $4,535,000 which
amount is carried to Retained Earnings.

Retained Earnings

Retained Earnings at the beginning of the
fiscal year were $49,822,000. The addition of
net earnings brings the total to $54,357,000.
From this amount is deducted a dividend of
7% declared on Class A shares, amounting
to $1,182,000 and a dividend of $1.38 per
share declared on Class B shares, including
an appropriation of $29,000 for the past
fiscal year and $89,000 appropriated in the
preceding three years. Retained Earnings
are $53,146,000 at the end of the fiscal year
and are an essential source of funds for the
ongoing investment in new and improved
facilities of the Company.

Changes in Working Capital

The Changes in Working Capital state-
ment shows that the sources of working
capital are derived from net earnings of
$4,535,000, items affecting eamings not
requiring use of working capital of
$18,056,000, proceeds from property dispos-
als of $1,030,000, dividend received from
United Oilseed Products Ltd. of $761,000
and issue of promissory notes of $41,000.

Working capital was used during the year
for capital expenditures for properties of
$15,141,000, retirement of long-term liabili-
ties including Series A debentures of
$950,000, promissory notes and purchase
agreement of $1,137,000 and patronage
dividends of $1,968,000, shareholders’ div-
idends of $1,211,000 and investments total-
ling $2,073,000.

The net increase in working capital for the
year amounts to $1,943,000 (1981 —
$2,542,000 decrease) which brings the total
to $30,079,000 (1981 — $28,136,000) at the
end of the fiscal year. The working capital
position of the Company is satisfactory. It
indicates financial strength and is an impor-
tant factor in the Company's ability to borrow
large amounts of funds on favourable terms
from banks and other lending institutions.

Financial Position

Assets

Cas ey, .. i $6,361,000
(1981 — $6,194,000). This is mainly cash
in transit to banks but also includes petty
cash funds in various offices.

Deposits — The

Canadian Wheat Board....... $26,755,000
(1981 — $47,956,000). The Company, in
conjunction with other grain companies,
has an agreement with The Canadian
Wheat Board whereby the Company
makes deposits to the Board representing
the value of Board grains purchased on
deferred cash tickets. The deposits are
refundable to the Company when the
deferred cash tickets become due and
payable.

Accounts and Accruals
Receivable.................. $52,286,000

(1981 — $59,777,000). This includes
accounts owing by customers for farm
supplies, grain, feeds and seeds. It also
includes accrued interest and storage
charges on grain carried in country eleva-
tors for the account of The Canadian
Wheat Board, and accrued storage
charges on grain in terminal elevators. An
allowance of $1,504,000 (1981 —
$1,098,000) is carried against possible
uncollectible accounts.
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Inventories ................ $175,665,000
(1981 — $221,790,000). Grain held for
the account of The Canadian Wheat
Board amounting to $127,760,000 (1981
— $157,492,000) consists of wheat, oats
and barley in store in country elevators or
in transit purchased for the account of The
Canadian Wheat Board. This grain is
valued on the basis of purchase prices
set by the Board plus handling costs.
When this grain is purchased, the Com-
pany advances the initial payment to the
producer and is reimbursed by The
Canadian Wheat Board when the grain is
delivered to terminal elevators.

Grain held for the Company's own

account amounting to $20,132,000 (1981 .

— $34,699,000) includes rye, flaxseed,
rapeseed and feed grades of wheat, oats
and barley. This grain is valued on the
basis of closing market quotations and
handling costs and also reflect gains and
losses accrued on open grain purchase
and sales contracts as at the close of the
fiscal year, which is in accordance with
grain industry practice. The value of grain
inventories is lower than a year ago
because of lower quantities of grain in
country and terminal locations.

The remainder of the inventories of
$27,773,000 (1981 — $29,599,000) in-
cludes feeds, seeds, fertilizers, agricul-
tural chemicals and twine. Stocks of
these are carried at many locations to be
available as required.

Prepaid Expenses ............ $2,823,000
(1981 — $2,058,000). This represents
payments made in advance that are
chargeable to operations in the next fiscal
year. Included are construction supplies
and repair parts which are carried in stock
for future needs and insurance premiums.

Current Assets............. $263,890,000
(1981 — $337,775,000). This is the total of
the foregoing items and is to be com-
pared with the total current liabilities of
$233,811,000 shown on the opposite side
of the Financial Position statement. The
difference of $30,079,000 is working
capital (1981 — $28,136,000).

Deferred Financing Expense. ... .. $173,000
(1981 — $185,000). This represents un-
amortized legal costs and commissions
associated with the issue of the Series A
debentures. These costs are being amor-
tized over the life of the debentures.

Investments. .................. $6,105,000
(1981 — $8,301,000). This includes
$6,600,000 representing the cost of one-
half of the issued common shares of United
QOilseed Products Ltd., less $3,230,000
representing one-half of accumulated los-
ses net of dividends received. It also
includes an investment of $2,425,000 in the
Prince Rupert terminal development and
an investment of $310,000 in common
shares of Northland Bank.

Properties, at Cost .......... $165,716,000
(1981 — $152,392,000). This represents
the cost of properties owned at the year
end. The increase mainly includes the cost
of improvements and additions of
$11,984,000 to country properties and
$2,730,000 to terminal properties.

Accumulated Depreciation. . ... $63,364,000
(1981 — $57,354,000). Provision is made
out of earnings each year to add to this
amount a definite percentage of the cost of
each building, or equipment, until such
cost has been recovered. Percentages
generally are uniform from year to year, but
vary from one type of asset to another. The
depreciation provision for the vyear is
$7,250,000 (1981 — $6,743,000).

This accumulated depreciation figure
relates to properties owned at the year end.
When properties are disposed of, the
relevant accumulated depreciation is de-
ducted from this account.

Totalassets ................ $372,520,000
(1981 — $441,299,000). This total is lower
than a year ago mainly because of the
lower deposits with The Canadian Wheat
Board and inventories.



Liabilities
Bank Loans, Secured. ........ $85,974,000
(1981 — $135,956,000). These loans are
shared among four of Canada's largest
chartered banks on a basis agreed to
when they established the Company’s line
of credit for the fiscal year. They are
secured by pledge of specific assets
including accounts receivable and inven-
tories. Under The Canadian Wheat Board
Act and by contract, the Company is
allowed to pledge Board grains as security
for the purpose of borrowing from a
chartered bank. Such borrowing provides
funds for the initial payment on wheat, oats
and barley for the account of The Cana-
dian Wheat Board, which reimburses the
Company when the grain is delivered to a
terminal elevator. When the fiscal year
began, interest on these bank loans was at
the rate of 21.75% per annum and at the
time of writing is 15.00%.
The decreases in bank loans are due
mainly to lower inventories.

OtherLoans................. $55,461,000
(1981 — $43,676,000). This includes
loans obtained in the short-term money
market against the Company's promissory
notes. The volume fluctuates with varia-
tions in the amount of money offered in that
market. Lenders are mainly financial in-
stitutions and business firms who have
money to lend for a brief period of time.
Interest rates vary frequently and are
generally lower than the bank rate. The
Company is highly regarded in the short-
term money market, where its notes are
readily placed by investment brokers who
specialize in such transactions.

A number of demand loans from cus-
tomers of the Company are also included
in this item.

Unpresented Grain and

Other Cheques .............. $70,236,000
(1981 — $106,667,000). This includes
general cheques, coupons and grain
purchase chegues in transit to banks as
well as those which, for one reason or
another, have not been presented for pay-
ment. Approximately $29,400,000 (1981

United Grain Growers Limited

— $50,400,000) is represented by grain
purchase cheques which were post-dated
to 1983.

Accounts Payable and

ACCIUAIS s cois vain sas e dua $15,388,000
(1981 — $19,596,000). This includes
amounts owing for goods and merchan-
dise carried in the inventories and services
already received prior to the close of the
fiscal year. It also includes interest
accrued on current borrowings and on
long-term liabilities.

Income Taxes Payable ........ $1,123,000
(1981 — nil). These are taxes payable
after the close of the year and which were
charged to operations of the past year.

Dividends Payable to

Shareholders ................. $1,300,000
(1981 — $1,016,000). This represents 7%
on the paid-up value of Class A shares as
at July 30, 1982, declared before the end
of the fiscal year but payable thereafter. It
is made up of the preferential dividend of
5% to which holders of such shares are
entitted to the extent earned, plus an
additional 2%. It also includes the div-
idend declared on Class B shares at the
rates of $0.35 for the 1980, 1981 and 1982
fiscal years and $.033 for the 1979 fiscal
year.

Current Maturities of

Long-Term Liabilities .......... $4,329,000
(1981 — $2,728,000). Amounts due within
twelve months after the fiscal year end are
treated as current liabilities. Consequently,
this item includes such payments to be
made on principal of long-term liabilities.

This amount consists of patronage div-

idend obligations of $2,120,000, prom-
issory notes of $1,141,000 and instalments
on the purchase agreement of $118,000
and on the Series A debentures of
$950,000.

Total Current Liabilities ...... $233,811,000
(1981 — $309,639,000). This total has
already been compared with total current
assets in order to establish the amount of
working capital.
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Series A Debentures......... $17,150,000
(1981 — $18,100,000). On April 1, 1977
$20,000,000 sinking fund debentures
bearing interest at the rate of 10%4% were
placed privately to finance capital pro-
jects. These debentures are secured by a
first mortgage on real property and by a
floating charge on all other assets. The
balance outstanding is repayable in
annual instalments of $950,000 in 1983
through 1996 with the balance due April
1, 1997 when the debentures mature.

Promissory Notes............. $5,352,000
(1981 — $6,331,000). These are unse-
cured promissory notes maturing at var-
ious dates more than twelve months from
the date of the Financial Position state-
ment.

Promissory notes from a major Cana-
dian bank in the amount of $5,000,000 are
repayable in annual instalments of
$1,000,000 in 1983 through 1987.

The outstanding notes also include
$352,000 in loans from customers and
shareholders at varying rates of interest,
depending upon time of issue and length
of term. Interest on these loans is covered
by coupons cashable or interest cheques
payable at intervals of six months.

Purchase Agreement.......... $1,413,000
(1981 — $1,530,000). This relates to the
purchase on August 1, 1965 of the ter-
minal elevator at Vancouver and pay-
ments are due in annual instalments of
$118,000 in each of the years 1983 to
1995,

Patronage Dividends......... $18,054,000
(1981 — $17,592,000). This includes the
amount of $3,750,000 .as provided from
earnings for a patronage dividend on
grain purchases for the year just ended. It
also includes credits issued against grain
purchases for previous years. These
credits bear interest at 4, 6, or 7%,
depending upon the year of issue and are
redeemable in varying amounts annually
on May 15 until 1992.

Deferred Income Taxes ...... $24,954,000
(1981 — $20,965,000). The Income Tax

Regulations allow a faster write-off of cer-
tain depreciable properties than the depre-
ciation charges that are considered to be
adequate for accounting purposes. The
depreciation provision is generally calcu-
lated on a consistent and uniform basis
from year to year, reflecting a reasonable
annual charge against income for the
physical use over the expected life of the
depreciable properties employed in the
Company's operations.

Deferred taxes, therefore, arise from the
Company's practice of claiming for taxation
purposes capital cost allowances in ex-
cess of the depreciation annually provided.
The procedure reduces the amount of tax
payable now and provides annually for
income taxes which may become due in
future years when capital cost allowances
then deductible for tax purposes will be
correspondingly less.

This practice is recommended by the
accounting profession in Canada.

Shareholders’ Equity

Share Capital ................ $18,640,000
(1981 — $17,320,000). At July 31, 1982,
the paid-up value of Class A shares
outstanding is $18,203,000 and the par
value of Class B shares outstanding is
$437,000.

Retained Earnings .. .......... $53,146,000
(1981 — $49,822,000). This represents the
cumulative amount of net earnings rein-
vested in the Company.

Shareholders’ Equity .......... $71,786,000
(1981 — $67,142,000). This includes
Share Capital and Retained Earnings and
represents the total shareholders' invest-
ment in the Company.

N ETLE L 50 o e S whenais st $372,520,000
(1981 — $441,299,000). This is the sum of
Liabilities and Shareholders' Equity and is
the same as the Total Assets recorded
opposite on the Financial Position state-
ment.



Charter and Capital Stock

United Grain Growers Limited was
incorporated in 1906 under a Manito-
ba Charter and reincorporated in 1911
under an Act of Parliament of Canada.
This Act, with amendments on seven
different occasions, is the Company
Charter today.

Authorized capital consists of
$25,000,000 made up of 1,200,000
Class “A" shares with a par value of
$20.00 each and 200,000 Class “B"
(Membership) shares with a par value
of $5.00 each. Class “A"” shares are
non-voting, non-cumulative preferred,
callable in whole or in part at $24.00
per share. They rank pari passu with
Class “B” shares upon winding up.
Class “A" shares carry a dividend
preference of 5 per cent per annum to
the extent earned before any other div-
idend is paid.

Under a Charter amendment in
1976 additional dividends on Class
“A" shares may be declared at the rate
of ¥2 per cent per annum up to a max-
imum of 3 per cent out of profits avail-
able for dividends, provided div-
idends for Class “B" membership
shares for the same year are declared
at not less than the total rate for Class
"A" shares. Such additional dividends
at the rate of 2 per cent per annum
bring the rate to 7 per cent per annum
which was paid in 1982. Anyone may
hold Class "A" shares but no one per-
son can hold more than 5,000 such
shares.

While no voting rights attach to
Class "A” shares most holders have
voting rights through owning Class “B"
shares.

The issue and transfer of Class “B"
membership shares is subject to
approval of the board of directors. This
is done to limit them to western Cana-
dian farmers. No more than 25 shares
may be held by one person. They may
be purchased and reissued by the
company provided that no more than
10 per cent of the shares outstanding
are held at any one time.

Holders of Class “B" shares are
organized into 288 shareholders' Lo-
cal Boards, in which each member
casts one vote. Each Local Board
elects a delegate to annual and gene-
ral meetings; the expenses of dele-
gates who attend such meetings are
paid by the company. Control of the
company by its farmer members is ex-
ercised by this delegate system. Dele-
gates and directors must hold a Class
"B" share and have an investment of
not less than $25 in shares in the
company.

The company board consists of 12
directors, 4 of whom are elected each
year for a 3-year term. By-laws of the
company require 3 directors in Man-
itoba, 4 in Saskatchewan, 4 in Alberta
south of the Peace River District and 1
in either the Alberta or British Colum-
bia area of the Peace River District.
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Ten-Year Comparative Summary

Financial 1982 1981 1980
Operating revenues $117,403 $101,734 $102,846
Earnings before patronage dividends and income taxes 16,905 10,008 18,968
Net earnings 4,535 7,603 9,195 |
Working capital 30,079 28,136 30.678—
Capital expenditures 15,141 16,565 11,656 |
Total investment in fixed assets 165,716 152,392 138,054
Accumulated depreciation on fixed assets 63,364 57,354 52.03;
Paid up share capital 18,640 17,320 14,930
Shareholdars' equity 71,786 67,142 58,197
Cumulative total of shareholders’ dividends 19,335 18,035 17,019
Cumulative total of patronage dividends including interest thereon 62,587 58,082 55,675
Statistical |
Country handling — in thousands of tonnes 4,646 4,256 4,235 |
Elevator licensed storage capacities — in thousands of tonnes

Country 1,440 1,507 1,662

Terminal 424 424 424
Number of country elevator manager units 347 359 381
Total licensed elevators 510 553 584—
Number of employees 1,951 2,028 1,907 )
Number of shareholders 94,460 93,528 90,053
Number of shareholders' locals 288 291 294 ]

46



1979 1978 1977 1976 1975 1974 1973
(000's)
$78,385 $69,629 $61,640 $57.251 $49,845 $48,638 $37,381
8,989 7,068 2,736 5,955 7.399 13,274 4,729
6,367 3,025 1,280 1.065 2,569 3,374 1,809
18,460 24,473 29,808 19,964 21,252 20,960 13,900
N 18,119 15,100 12,336 10,307 5,749 4131 5,808
- 128,450 111,211 98,894 87,513 78,069 74,196 70,991
46,757 42,680 40,086 36,914 34,072 32,080 30,105
13,661 12,538 12,546 10,428 9,190 6,796 6,797
48,690 42,016 39,810 37,096 35,348 30,798 27,833
16,092 15,303 14,412 13,759 13,229 12,838 12,381
48,546 46,214 43,931 43,319 40,079 36,832 29,255
B 3,612 4,170 3,734 3,407 2,770 3,088 3,456
1,639 1,666 1,681 1,738 1,756 1,800 1,803
o 424 424 424 424 424 424 452
— (units)

402 420 434 452 472 481 492
i 628 648 669 701 720 750 759
1,908 1,816 1,910 2,104 2,022 2,003 2,100
92,892 87,015 90,651 81,898 77,603 57,798 57,992
299 306 31 313 317 323 327
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APPENDIX A
1982 - 83 Budgets For New Elevator Construction

Interest costs and inflation during the 1981-82 Crop Year continued to challenge decisions regarding capital investment. Budgets are
drafted to evaluate the viability of all new capital projects. A 25 year write-off period and interest of 15 percent are assumed.

Construction Alternative A -
Proposal to build a 3500 tonne (125,000 bushel) composite elevator at a location where the present plant is beyond repair. The new
plant is estimated to cost $900,000.

Projected Long-Run Market Conditions:

® Averzge handle of 20,000 tonnes. ® Average sales of $200,000.
® Averege daily stocks in store of 65% of licensed ® A balance of revenues and expenses on carrying charge revenues
capacity. and operating interest costs, and other incidental items.
REVENUES EXPENSES

Handling Earnings: $6.70 x $20,000 = $134,000 Direct Operating:

Sales Earnings: 20% x $200,000 = $ 40,000 $4.20 x 20000 tonnes = $ 84,000

Storage Earnings: Direct Fixed = $150,000
3500 tonnes x .65 x .025 x 365 = $ 20,759 Overhead & Administration:

Terminal Earnings: 80¢ x 20000 tonnes = $ 16,000 $2.79 x 20,000 = $ 55,800

Miscellaneous = $ 4,000

TOTAL $214,759 TOTAL $289,800

LOSS = —-$ 75,041

Projected Projected Total Exp/Tonne Total Net

Handlings Sales Revenue Handling Expenses Paosition
(tonnes) (%) %) %) (%) %)
25000 250,000 262,259 12.95 323,750 —61,491
30000 350,000 320,759 11.95 358,700 — 37,941
35000 400,000 368,259 11.24 393,650 — 25,391
40000 500,000 425,759 10.71 428,600 - 2,841
45000 600,000 483,259 10.30 463,550 +19,709

Conclusions: The above Table setting out the position for Elevator Construction Alternative A, shows that handling of
approximately 45000 tonnes (1% million bushels) and sales of $600,000 of farm supplies are necessary to ensure better than
break even. The market as described would not financially support the development of the 3500 tonne facility.

Construction Alternative B -

Proposal to build a 5000 tonne composite elevator at a point where the present plant is beyond repair. The cost of the new plant is
estimated at $1.2 million. The projected Long-Run market conditions are similar to those in Alternative A for stocks in store and incidental
items. An average handle of 30000 tonnes and farm supply sales of $300,000 are projected.

REVENUES EXPENSES
Handling Earnings: $6.70 x 30000 tonnes = $201,000 Direct Operating:
Sales Earnings: 20% x $300,000 = $ 60,000 $4.20 x 30000 tonnes = $126,000
Storage Earnings: Direct Fixed = $198,000
5000 tornes x .65 x .025 x 365 = $ 29,656 Overhead & Administration:
Miscellaneous = $ 5,000 $2.79 x 30000 tonnes = $ 83,700
TOTAL $295656 TOTAL $407,700
LOSS = -$112,044
Projected Projected Total Exp/Tonne Total Net
Handlings Sales Revenue Handling Expenses Position
(tonnes) (%) (%) (%) ($) (%)
35000 400,000 377,156 12.64 442 650 —65,494
40000 500,000 434,656 11.94 477,600 —42 944
45000 600,000 492,156 11.39 512,550 -20,394
50000 750,000 560,656 10.95 547,500 +13,156
55000 900,000 622,456 10.59 582,450 + 40,006

Conclusions: The above table shows that under Alternative B, a handling of approximately 50000 tonnes and farm supply sales
of $750,000 are required to exceed break-even. The operations as initially outlined at 30000 tonnes and $300,000 farm supply
sales could not service the capital debt.

The above information illustrates two alternatives on construction of new facilities and the importance of handling and sales volumes
wherever new construction is being considered.
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APPENDIX B

1982 - 83 Budget For Existing Elevator Renovation

One of the most unpleasant deci-
sions the directors of United Grain
Growers must consider is the closure
of an elevator that simply hasn't the
earnings potential to merit keeping it
open any longer. Generally, if a coun-
try elevator incurs a relatively small
loss year after year, United Grain
Growers retains that elevator in the in-
terests of serving customers at the
point. However, when a major renova-
tion is required, and a financial analy-
sis of the point shows the renovated
elevator never will be able to break
even — in most cases, the loss will be

Revenues

increased — then, in the interest of the
company and all other customers, that
elevator must be closed.

To explore the merits of renovation
at specific types of operation, three
markets are used in this outline. In the
first market, we assume a 7,500-tonne,
single elevator point with no growth
potential. The second type is a
20,000-tonne, two-company point with
some growth potential. The third mar-

and then again after renovation. If the
facility cannot viably support the re-
novation — that is, loss for 25 years —
the chances are remote that approval
would be granted for the renovation
project.

A typical renovation project for a
country facility would be as follows:

e New leg and distributor $ 80,000
e New driveway and

Handling Earnings: $6.70 x 7,500 =
Sales Earnings: 20% x 75,000 =
Storage Earnings:

3,000 tonnes x .65 x .025 x 365 =
Terminal Earnings: $.80 x 7,500

Total

ket is a 60,000-tonne three-company LOJ sc?fl'e 160'008
point with growth potential. e Few 0 |ce|_ 32880
For each analysis, the financial posi-  ® "M Supplies storage 26,000
tion is examined before renovation $300,000
Projected Long-Run Market Conditions
® Storage capacity of 3,000 tonnes
® Average handle as per example
® Average daily stocks in store of 65% of licensed capacity
® Average farm supply sales as they relate to the market
® A balance of revenues and expenses on carrying charge
revenues and operating interest costs.
Expenses
$50,250 Direct Operating
15,000 $4.20 x 7,500 = $31,500
Direct Fixed = 9,500
17,800 Overhead and Administration:
6,000 $2.79 x 7,500 = 20,900
$89,050 Total $61,900
Profit $27,150
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1. 7,500 tonne single Company point

Projected Projected
Handlings Sales
(tonnes) ($)
7,500 75,000

Projected
Revenue
($)
89,050

2. 20,000 tonne point 2-company point

Projected Projected
Handlings Sales
(tonnes) ($)
7,500 75,000
10,000 100,000
15,000 150,000

Projected
Revenue
(%)
89,050
112,800
160,300

3. 60,000 tonne point 3-company point

Projected Projected

Handlings Sales
(tonnes) (%)
12,500 125,000
15,000 150,000
20,000 200,000

Projected
Revenue
(%)
136,550
160,300
207,800

Without
Major Renovation
Projected
Projected” Net
Expenses Position
($) (%)
61,900 27,150
Without
Major Renovation
Projected
Projected” Net
Expenses Position
($) (%)
61,900 27,150
79,400 33,400
114,400 46,000
Without
Major Renovation
Projected
Projected” Net
Expenses Position
(%) (%)
96,900 39,650
114,400 46,000
149,300 58,500

With
Major Renovation
Projected
Projected** Net
Expenses Position
(%) (%)
108,300 (19,250)
With
Major Renovation
Projected
Projected** Net
Expenses Position
(%) (%)
108,300 (19,250)
125,800 (13,000)
160,800 (500)
With
Major Renovation
Projected
Projected™ Net
Expenses Position
(%) ($)
143,300 (6,750)
160,800 (500)
195,700 12,100

*Assumes average direct operating cost of $4.20/tonne for elevators of different handle volumes.
**A $300.000 renovation cost requires $46,400 of annual debt service cost for each of 25 years at 15% interest.

Conclusions

e A single company market (7,500 tonne throughput) without growth potential has a remote chance of

receiving renovation approval.
e An elevator at a multi-company point with 15,000 to 20,000 tonne throughput can be considered for

renovation if sufficient growth in handle and farm supplies sales can be achieved to ensure viability.
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APPENDIX C

UGG Elevator Manager Awards

Gold

25,000 or over
tonnes handled
Birch River — Terry Holowachuk
Bow Island — Daniel Kress
Cardston — Burke Thomas
Congress — Larry Thorburn
Dawson Creek — Tom Mumby
Fort Macleod — Bill Rawleigh
Grande Prairie — Bill Campbell
Grandview — Wayne Winters
Hines Creek — Bruce Meashaw
Hussar — Leo Gauthier
Huxley — Allen Avramenko
Landis — Garry May
Legal — Marvin Ruff
Marengo — Richard Reichert
Morden — Ed Hildebrand
Naicam — Ivan Ramsden
Olds — Don Morrison
Plum Coulee — Ben Bergman
Prince Albert — Nick Missouri
Radville — James Gabriel
Rivers — Ron Radford
St. Paul — Dale Fodness

Silver
20,000 to 25,000
tonnes handled

Aberdeen — Ron Stevenson
Arborfield — Thomas Ellis
Barons — Cyril Yates
Battleford — Paul Fertuck
Beausejour — Roger Badiou
Belmont — Ray Mullin

Birch Hills — James Tumback
Brock — Ron Gawryliuk
Codette — Alex Leicht
Crossfield — Roy Fulton

MANITOBA

Name Point

R. A. Badiou Beausejour
*B. R. Freeman Foxwarren
D. D. Lamont Deloraine
*R. W. Mullin Belmont
ALBERTA

Name Point

S. K. Smith Nampa

Deloraine — Darryl Lamont
Elrose — Erick Plews
Fannystelle — Harry Trumbla
Foremost — Reinhold Karl
Foxwarren — Roy Freeman
Gilbert Plains — Leonard Price
Hargrave — Bob Brydon
Joffre — Harvey Scott
Lampman — Bill Tooth
Langenburg — Terry Carpenter
Lomond — Angus Duncan
Manitou — Brian Long

Melita — Kelly Wells

Melville — Lyle Hudye

Milk River — Carl Linkletter
Marinville — Bill Kawyuk
Nampa — Sterling Smith
Neepawa — Kelly Pierce
Rosthern — Terry Ellis

Swift Current — Garry Ziebart
Warner — Nick Wiggill

Wilkie — Lyle Penley

Yorkton — John Sabadash

Bronze

15,000 to 20,000

tonnes handled
Assiniboia — John Beatty
Barrhead — Ernie Fischer
Bentley — Stan Beddoes
Biggar — Gord Beckett
Boissevain — Bill Farmer
Boyle — Walter Palkun
Brocket — Ted Watson
Camrose #2 — Merlin Hasiuk
Carlyle — Ted Rutten
Carrot River #2 — Clarence Miller
Carstairs — Bruce Dancey
Claresholm — James Richards
Davidson — Tom Waterhouse

Delia — Bunk Fizer

Dominion City — Jim Anstett
Drumheller — Mel Ashcroft
Eaglesham — Ken Nelson
Falher — Gilbert Nicolet

Fort St. John #2 — Garry Lorenscheit
Fort Whyte — Roy Herfindahl
Fox Valley — Jim Sander
Girouxville — Meinrad Pele
Gladstone — Peter Onufreichuk
Hanna — David Schmidt
Hartney — Ralph Little

Hyas — Randy Giriffiths
Innisfail — Garry Baier
Kamsack — Mike Todosichuk
Keg River — Les Freeman
Kelvington — Ken Staresina
Kenaston — Harry Perrick
Killarney — Harvey Nichol
Kinistino — Raymond Leicht
Macklin — Elmer Shewchuk
Manning — Edgar Doyle
Mariapolis — Lionel Fisher
McCreary — Don Glover
Minnedosa — Ron Yager
Moose Jaw — Vic Schapansky
Norquay — Don Kuliasa
Oakville — Randy Fox

Petrel — Ellery Hammond
Porcupine Plain — Dave Hipkins
Portage #1 — Harold Cook
Portage #2 — Jim Vassart
Rathwell — Brian Charett
Richlea — Perry Penley

Ste. Anne — Bill Reimer
Sexsmith — Alf Mielke
Simpson — Alex McCallum
Taber — Ronald Baier

Turin — Dale Rawleigh
Watson — Peter Spizawka
Westlock — Ken McRae
Yellow Grass — Bill Harder

1981 SPECIAL AWARD WINNERS

FIVE YEAR AWARD
SASKATCHEWAN
Category Name Point Category
General Farm Supplies *E. Plews Elrose General Farm Supplies
Fertilizer D. Hipkins Porcupine Plain  Fertilizer
Fertilizer R. Gawryliuk Brock Weed Chemical
Weed Chemical T. Waterhouse Davidson General Farm Supplies

TEN YEAR AWARD

Category

Fertilizer

“*B. G. Long
*E. Plews

Manitou Weed Chemical
Elrose General Farm Supplies

*Has received a Five Year Award in another category in a previous year.
**Has received a Ten Year Award in another category in a previous year.
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ALBERTA
FERTILIZER

Name Point Value
D. Fodness St. Paul $ 742,053
W. J. Rawleigh Fort Macleod 615,349
S. J. Beddoss Bentley 592,434
J. A. Avramenko  Huxley 400,793
T. Mumby Dawson Creek 388,930
D. G. Morrison Olds 372,696
S. K. Smith Nampa 328,846
R. Walker Athabasca 323,877
E. Doyle Manning 302,044
P. Harbaren<o Two Hills 299,653
SASKATCHEWAN

FERTILIZER
Name Point Value
I. E. Ramsden Naicam $ 825,807
E. Plews Elrose 447 631
E. Shewchuk Macklin 441,142
D. Hipkins Porcupine Plain 405,339
T. D. Ellis Rosthern 345,962
J. G. May Landis 293,314
R. E. Stevenson  Aberdeen 256,891
L. Thorburn Congress 240,274
W. A. Harder Yellow Grass 235117
R. Gawryliuk Brock 228,350
MANITOBA

FERTILIZER
Name Point Value
E. L. Hammond Petrel $ 593,483
W. W. Reimer Ste. Anne 551,103
W. J. Farmer Boissevain 531,322
R. J. Turnbull Reston 512,019
R. W. Mullin Belmont 462,649
C. A. Moffatt Rignold 430,062
B. R. Freeman Foxwarren 427,824
T. Holowachuk Birch River 426,332
D. D. Lamont Deloraine 408,904
R. E. Yaeger Minnedosa 382,498
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TOP TEN AWARDS

CHEMICALS
Name Point Value
J. A. Avramenko  Huxley $ 265,800
H. J. Cummins Standard 262,800
S. J. Beddoes Bentley 247,597
D. Fodness St. Paul 225,332
W. J. Rawleigh Fort Macleod 216,617
T. Mumby Dawson Creek 160,151
K. A. Keller Castor 158,525
M. Hasiuk Camrose #2 156,739
J. Paul Holden 135,495
G. Bodnar Viking 128,074

TOP TEN AWARDS

CHEMICALS
Name Point Value
J. G. May Landis $ 297,322
R. Gawryliuk Brock 256,532
W. A. Harder Yellow Grass 207,472
R. Reichert Marengo 202,117
D. Hipkins Porcupine Plain 193,429
E. Plews Elrose 189,521
M. Longley Corning 177,729
A. Leicht Codette 166,701
P. Penley Richlea 165,850
E. Shewchuk Macklin 159,385

TOP TEN AWARDS

CHEMICALS
Name Point Value
T. Holowachuk Birch River $ 342,768
H. J. Trumbla Fannystelle 212,690
W. W. Reimer Ste. Anne 175,525
H. E. Nichol Killarney 162,638
R. W. Mullin Belmont 157,246
J. R. Wareham Westbourne 147,232
R. B. Charette Rathwell 143,831
R. J. Turnbull Reston 136,817
B. G. Long Manitou 136,008
L. C. Price Gilbert Plains 128,421

GENERAL FARM SUPPLIES

Name Point Value
R. Reynolds High River $ 43,687
W. J. Rawleigh Fort Macleod 42,349
A. Brouwer Thorsby 41,328
T. Mumby Dawson Creek 32,230
C. McGuckin Smoky Lake 33,004
S. K. Smith Nampa 32,911
R. B. Fulton Crossfield 31,979
P. Ewasiuk Elk Point 30,289
A. E. Berg Carseland 28,036
A. Mielke Sexsmith #1 27,109
GENERAL FARM SUPPLIES
Name Point Value
P. Fertuck Battleford $ 63,261
G. Ziebart Swift Current 59,735
J. G. May Landis 45,286
R. Riechert Marengo 43,119
P. Chudyk Hague 37,655
E. Plews Elrose 37,479
H. V. Schapansky Moose Jaw 34,004
E. Shewchuk Macklin 32,546
T. Waterhouse Davidson 32,521
J. E. Tomecek Kerrobert 29,732
GENERAL FARM SUPPLIES
Name Point Value
W. W. Reimer Ste. Anne $ 75,363
B. G. Long Manitou 59,172
R. M. Herfindahl  Fort Whyte 36,477
J. G. Vassart Portage #2 31,633
H. E. Nichol Killarney 30,094
L. C. Price Gilbert Plains 22,782
B. H. McMullin Shoal Lake 20,712
D. D. Lamont Deloraine 19,124
E. L. Hammond Petrel 17,703
R. A. Badiou Beausejour 16,239



APPENDIX D

An Analysis of Farmland Price Changes

Associate Professor, University of Manitoba

For ten years the Prairie farmland
market recorded unparalleled price
increases. In 1982 the price escalation
stopped. Is the market resting tempor-
arily at these lofty prices and recharg-
ing to take off again or are the prices
about to fall? Should buyers be post-
poning intended purchases to strike a
better bargain next year? Have farm-
land owners hoping to cash in on their
windfall gains waited too long? Preci-
sion answers to these guestions are
not possible but my opinions will be
offered and the rationale behind the
forecast given.

Back in the early 1970's | predicted
a record price increase would occur.
Will the same rationale leading to
those conclusions also forecast a
price decrease? This article will review
the rural real estate market over the
past 20 years to develop a perspective
of what happened and what were the
causal factors. Given the background,
a reader will be in a better position to
ascertain what is happening now and
where the rural real estate market may
move in the future.

Recent Price History of the Prairie
Farmland Market

During the past two decades the
farmland market rose between 1960
and 1968, fell steadily until 1972 and
increased dramatically since then.
Figure 1 shows the price movement for
an acre of land which sold for $100 in
1971. Atthe end of the 1950’s, the land
could have been purchased for be-
tween $55 and $75 per acre. By 1968,
prices exceeded $120 per acre only to
fallto $100 by 1971. Ten years later the
same land in Saskatchewan would be
appraised at $500 per acre, Alberta
$660/acre and Manitoba $615/acre.

Between 1960 and 1968, prices in-
creased 7 per cent to 8 per cent
annually. Prices fell at an average
annual rate of between 5 per cent and
6 per cent from 1968 to 1972. Since
1972, the average annual price in-
crease has been 19.9 per cent in Man-
itoba, 17.5 per cent in Saskatchewan
and 20.8 per cent in Alberta.

The behaviour of farmland buyers

Daryl F. Kraft

Figure 1
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Farmiand Prices in the Prairie Provinces for an
Acre of Land Worth $100 in 1971

and sellers has been influenced by
many economic conditions. And the
majority of the sellers and buyers were
farmers. Absentee buyers were more
prominentin the 1970's, their influence
upon prices was limited to markets
where they purchased more than 20
per cent of all land sold. Farmers are
the major group in the farmland market
and attitudes within the rural commun-
ity are most important in moving the
price of land.

Market Activity

On average, the title to a piece of
farmland will change ownership every
20 to 25 years. In urban markets the
turnover is every four or five years.
Buyers own farmland four to five times
larger than owners of urban real
estate. But less than between 4 per
cent and 5 per cent of all farmland is
sold each year because many of the
title transfers are not bonafide sales.
Title transfers between husband and
wife, father and son, uncle and niece,
and sister and brother occur every
year and are between 1 per cent and

1.5 per cent of all privately owned
land. Therefore, in a typical year, the
farmland price is determined by 2.5
per cent to 4 per cent of the total land
base selling. In Manitoba between 3
per cent to 4 per cent of the farmland
changed hands up to 1968. As the
market price peaked in 1968, bonafide
transactions fell to 2.5 per cent and
were less than 2 per cent of all private-
ly owned land in 1969 and 1970. Data
is not available for Saskatchewan and
Alberta but similar relationships are
expected.

In these market conditions, willing
sellers offer land at the previous high
price but buyers are reluctant to invest
in farmland. Unlike some prod-
ucts, a falling farmland price does not
attract new buyers to increase the
volume of transactions. In some re-
gions, the legitimate transactions are
so infrequent the existence of a market
at the quoted prices must be ques-
tioned. If an owner had to sell some
land the negotiated price may be
much lower than the comparable sale
afew miles away. If many owners were
unable to postpone the sale of the
farmland between 1968 and 1971, the
price would have been lower than the
market indicated.

Buyers attitudes toward a farmland
investment changed in 1972 and
1973. Total sales in 1973 exceeded 7
per cent of all Manitoba and Alberta
farmland. The backlog of postponed
sales from 1968 through 1971 began
to clear the market. Again in 1974,
more than 7.4 per cent of all privately
held farmland changed ownership in
Alberta and Manitoba. Since then,
transactions have averaged between
4 per cent and 6 per cent of all private-
ly owned farmland.

Between January and June, 1982,
transactions in Manitoba have de-
clined and if the trend continues for the
last six months, total transactions
could fall below 4 per cent for the first
time since 1970. In Saskatchewan,
land title registrations between Janu-
ary and April, 1982, have fallen by 40
per cent when compared to 1981. To-
tal ownership transfers could be as low
as 3 per cent of all privately held farm-
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land in Saskatchewan. Total farmland
changing ownership in Saskatchewan
was 2.3 million acresin 1978 and 1979
and dropped to 1.8 million in 1980 and
1981. If the four month market activity
continues through 1982, only a million
acres will change ownership.

Given the reduced transactions and
the normal variation in recorded prices
forfarmland the 1982 price data for the
first six months in Manitoba and Sas-
katchewan do not indicate a signifi-
cant movement upward or downward
from the 1981 prices. Some regions
indicate slightly higher prices while in
others the prices are lower. The re-
duced transactions and no clearly
identifiable price changes suggests
prices in the farmland market may
have temporarily peaked in late 1981
and early 1982.

Present sellers are asking prices
which reflect sales over the past year
and buyers are reluctant purchasers.
Land is on the market for a longer time
period but most owners are able to
postpone selling if a satisfactory offer
is not forthcoming.

Buyer Characteristics and Expecta-
tions

What causes buyers to change their
attitude on a farmland investment? In
Manitoba, over 90 per cent of the
buyers reside in rural areas. Sas-
katchewar and Alberta are expected
to have a comparable number of far-
mers in the rural real-estate market.
From a 1980 survey of farms coordin-
ated by the: Farm Credit Corporation, a
financial picture of a typical buyer is
available. Liabilities in terms of out-
standing cebt held by farmers aver-
agedonly 9.3 per cent of total assets in
Alberta, 156.8 per cent in Saskatch-
ewan and 14.9 per cent in Manitoba.

For the group of farms exceeding
$400,000 of total assets, the farm liabi-
lities as a percentage of assets in Man-
itoba, Saskatchewan and Alberta
were 9.4, 11.2 and 13.7 per cent, re-
spectively. Assuming these farmers
are typical buyers then terms of credit
are less important because of the siz-
able equity base. Borrowed money
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was required to make up at least 60
per cent of the capital invested by far-
mers. However, given their low debt
position, the annual payments related
to the added investment could be met
from other revenues besides the new
land purchase.

A farmland investment did not have
to generate sufficient cash flow to
meet the added mortgage payments.
Instead, a farmland investment is
cross subsidized from the income ori-
ginating from other land, livestock or
off-farm income sources. Interest
rates, length of the mortgage, and
down payment required have minimal
influence on the typical farmland in-
vestor's decision to buy or postpone
investing because their large equity
base assures them the added debt
obligations can be carried comfort-
ably.

If rising interest rates do not cause
farmland investors to keep their money
in a savings account and falling in-
terest rates will not attract buyers into
the market, then what causes attitudes
to change? Farmland provides two
sources of income: to an absentee
owner, it is the yearly cash or share
rent; and to an owner operator, it is the
income remaining after all operating
costs required to produce a crop have
been paid.

In either case the share rent or the
income remaining have rarely ex-
ceeded 9 per cent of the purchase
price of land in any year and normally
ranges between 4 per cent and 6 per
cent. This is not a large dividend.

The second source of income is the
value of land when sold. Farmland
values appreciated between 7 per
centand 8 per centin the early 1960's,
depreciated from 1968 to 1971 be-
tween 5 per cent and 6 per cent per
year, and have appreciated between
18 per cent and 20 per cent annually
during the 1970's.

The combined returns of rent plus
appreciation would have yielded the
investor between 14 per cent and 15
per cent from a farmland investment in
the 1960's, and in excess of 20 per
cent for a purchase in the early 1970's.

Investment attitudes are linked closely
to these expected earnings.

During the middle 1960's, expecta-
tions were raised because of ex-
panded grain sales to Russia and Chi-
na. Grain prices rose more rapidly
than operating costs. Anticipating
these profitable conditions to continue
into the future, farmers sought to ex-
pand their operation through land pur-
chases. Added buyer competition bid
prices up. This, in turn, reinforced in-
vestors expectations on future earn-
ings as land was rising in value.

Grain prices started to fall in 1967
but were not completely realized by
farmers until the final payments 18
months later. Grain sales were declin-
ing and stocks accumulating. How-
ever, land investor expectations did

Index of nat cash
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pricas (1971 = 100)

Index of vanable
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production {1971 = 100)

100
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Relative Changes in Wheat Prices, Variable Costs
and Net Cash Flow

not change in 1967 because of the
continual increase in farmland prices
and an unwillingness to revise their
outlook on the prairie grain economy.
By 1968, attitudes were changing as
land sales dropped and prices edged
up slowly.



Land prices did not fall until 1969,
the third consecutive year of declining
grain prices. Farmers were less in-
terested in adding to their land hold-
ings as they could not sell their grain
from the present landbase. Grain
prices, land rents and grain related
income did not decline or increase be-
tween 1969 and 1971 but land prices
continued to fall. Prices were in excess
of 20 times the share rent.

By 1972, farmland prices had fallen
to a level of 20 to 30 times the share
rent. Between 1969 and 1970, land
prices were 35 to 50 times the annual
rental rates.

The 1970's brought two major grain
pricing events, 1973 and 1980, and
inflating operating costs for grain pro-
duction. Figure 2 illustrates these re-
lationships through an index on wheat
prices, variable grain production costs
and net cash flow which is available for
investing in land, buildings and equip-
ment.

Using 1971 as the base year, the
indices show operating costs doubled
by 1976 and were over three fold high-
er by 1981. Wheat prices tripled be-
tween 1971 and 1973, fell the four fol-
lowing years and were only twice as
high in 1977 as they were in 1971.
Between 1977 and 1980, wheat prices
doubled again. Since 1980 grain
prices have fallen and the expected
average price received in 1983
appears to be lower than 1982.

The net effect of the grain price
changes and the rising operating
costs are reflected in the index on net
cash flow available for investment. In
1973 these funds increased over six-
fold. This represented returns to
money invested in farmland and
equipment. Nineteen seventy-three
farmland prices increased between 15
per cent and 25 per cent over 1971
levels, annual earnings were up 600
per cent. Attitudes concerning the
profitability of a land investment be-
came extremely bullish.

The buyer competition bid prices
up. By 1976, farmland prices had dou-
bled and the earning capacity of land
had fallen from a six-fold increase in

1973 to slightly more than doubling by
1976. Between 1971 and 1976/1977,
grain prices had doubled, costs had
doubled, and net cash flow had dou-
bled. Farmland increased between
two and one-half to three times its level
in 1971.

In 1977, farmland prices would have
stabilized or fallen if grain prices had
not taken off again in 1978. Three
years of rising wheat prices between
1977 and 1980 reinforced investor atti-
tudes on the desirability of owning
farmland. By 1980, the annual earn-
ings on farmland had increased six-
fold above the 1971 base but by now
farmland prices had risen 400 per cent
in Saskatchewan, and 550 per cent in
Alberta and Manitoba.

Earnings had risen but so had the
cost of acquiring farmland. To main-
tain the bullish investor attitude toward
farmland, the eamning capacity or net
cash flow would at least have to be
maintained at a level comparable to
the price of farmland. This has not
happened.

The index on net cash flow has fall-
en two years in a row. In 1981, it was
down to 450, by 1982 it fell to 375 and
is forecast to be only 300 for 1983.
Farmland prices in 1981, for the same
land that sold for $100 per acre in
1971, were $500 per acre in Saskatch-
ewan, $615 per acre in Manitoba, and
$660 per acre in Alberta. The price of
land has risen more than its current
income earning capacity has grown.

In 1976 and 1977, farmland prices
had also out paced its income earning
capacity butimbalance between price
and income was not as great as it was
in1981 and 1982. A land price realign-
ment with 1976/77 earning did not
occur because grain prices rose in
1978. A similar reinforcement of future
earning capability is highly improb-
able in 1983 as wheat would have to
exceed $6.00 bushel.

The Future

If buyers revise their future expecta-
tions on the earning capacity of farm-
land down to current income produc-
ing levels, offering prices for farmland

could drop 50 per cent. Such a
dramatic revision is unlikely to occur
because buyers do not base their ex-
pectations just on current events but
consider economic conditions over
the past few years.

No conditions have existed in the
past 10 years which would justify
buyers paying more for farmland than
itis currently selling for. The most opti-
mistic picture for sellers would be no
price change. However, this is not
likely. If buyers believe the future earn-
ings to reflect the mostimmediate con-
ditions, they will wait until land prices
drop to 20 or 25 times their rental
value.

What buyers believe to be the future
earning capability of farmland deter-
mines the maximum they will pay for
land. Every buyer has a different crys-
tal ball. Those who say land is a good
hedge against inflation must believe
grain prices will increase more rapidly
than farm operating costs. During cur-
rent grain market conditions this belief
is under continual scrutiny. Buyers are
reluctant to put their money where their
thoughts are. Modest declines in land
prices will not cause the normal
amount of buyers to invest.

How far the farmland price will fall in
1983 depends not so much upon
buyer expectation but how long sellers
can postpone accepting a price below
what they were anticipating. If many
forced sales occur because of debt
consolidation or foreclosure, farmland
prices could drop at a record rate.

In spite of the immediate bleak out-
look for the farmland market, the long
run indicators suggest higher prices
are likely to occur. Growth of world
grain producing capacity is tied close-
ly to petroleum-based inputs and will
not increase unless commodity prices
keep pace with these input costs. This
can only mean upward pressure on
commaodity prices and the landbase
producing grains and oilseeds.

United Grain Growers commis-
sioned this analysis by Daryl F. Kraft,
Agricultural  Sciences Department,
University of Manitoba.
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APPENDIX E
Farm Safety

The following article was published in the December, 1981 issue of
Grainews. Some 63,000 safety decals were provided to farm families who

requested them.

| knew something was wrong the
second | drove in the yard. Our three
youngest children, Charles, 12, Shar-
on, 10, anc Lenny, 7, were huddled on
the back steps crying. Fourteen-year-
old Georgia yelled incoherently and
hysterically, and pointed toward the
grove of traes.

My legs turned to rubber and |
couldn't breathe, but somehow | ran
out to the tractor. My husband, Duane,
was bent over the part where the
blades chop the corn stalks into chow-
der. The sleeve of his old tattered jack-
et was down in the roller past his
elbow. | looked and saw his arm was
gone, chopped off halfway between
the crook of his arm and his shoulder. |
screamed.

“Duane!" | cried again and again.
He didn't answer. | lifted his head. It
rested on a black plate over the
opened shield which read: "Before
opening, disengage power take-off.”
His head fell forward. Some green
chopped stalks stuck on his mouth.

| beat on his back, listened for a
heartbeat, felt for a pulse. Despite the
lack of response, | tried to think of what
| could use for a tourniquet.

“He's dead,” Charlie sobbed, "and
it's my fault. | didn't go the first time he
called.”

Heart in my mouth, | raced to the
house. Sharon and Georgia yelled
something about the phone, but |
didn’'t hear. | dialed and dialed, yelling
into the receiver. That's what the girls
tried to tell me: the phone was out.
Finally, | heard a faint voice over the
static-fouled line. “Get the rescue
squad out here,” | cried. | had to re-
peat the directions three times.

How ironic. | was training for life-
saving the day Duane got his arm
caught in the silage chopper and bled
to death.

Safety, like charity, should begin at
home. But, for us, that's a mute point
now. Duane and | were both safety
conscious. He was on the safety coun-
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cil at National Poly Products where he
worked full time. He farmed our 160-
acre farm evenings and weekends.

| was aware of the hazards involved
when working with farm machinery.
That's the reason | was active in our
community rescue class.

That day, our rescue class was
working on evacuation from burning
buildings. | was nervous during the
meeting and missed my rope descent
twice, remembering that Duane al-
ways got in a hurry when he was get-
ting the corn in.

That night, | pieced the story
together while we huddled in the dark-
ened living room, crying. When Duane
first yelled, Charlie, my 12-year-old
son, thought it was one of our goats.

“When | heard him yell again, | said,
‘Oh, God, no, don't let it be what | think
itis'," Charlie said. "I didn't know how
to stop the power take-off, so | turned
the tractor motor off. When | got up on
the machine and tried to pull him out
and saw the arm was gone, | froze. |
prayed real hard and God didn't
answer my prayers.”

“Prayers aren’t always answered
the way we want,"” | said. “Maybe Dad-
dy died so others wouldn't lose their
lives the way he did.”

Please Be Careful

We Love You

Youf Fafﬂ“y

These were just words of comfort. |
knew Charlie suffered guilt feelings
and that | mustn't let him blame himself
for his dad'’s death.

Perhaps it was my fault. For weeks
I'd been concentrating on life-saving,
but | hadn't taught my own children
what to do in emergencies. Perhaps it
was Duane's fault. How many times I'd
told him not to wear that old, loose,
tattered coat around moving equip-
ment. Perhaps it was nobody's fault.
With six children, seven to 17, God
knew we'd have trouble enough sur-
viving without a breadwinner, that we
could do without a load of guilt.

Why hadn't Duane been more care-
ful? How many times had | said to him

[ New in °82 |

The Bartko Box is mounted under the chassis of the combine (left). An electric release switch inside
the cab discharges the box to take a grain sample loss reading. The Box is clearly marked and rests
on the ground without being affected by the grain stubble.
PAMI recommends that combine losses be checked directly behind the combine. This is best
done using a drop pan of sufficient size to obtain a representative sample.
PAMI is testing the Box during this fall's harvest.



as he walked out the door, “Be care-
ful.” He'd look at me with his head to
one side. "Be careful,” I'd repeat. “We
love you."” Then he'd tip his cap over
his big nose, smile and walk out the
door.

A few days later, | asked Charlie to
return grace. He shook his head. One
night | hugged him and said, “Want me
to hear your prayers?"

“l don't pray anymore,” he said.
“Prayers aren’t answered."

Twelve, and he'd lost his faith. That
night, | couldn't sleep. If, somehow, |
could make some meaning for Charlie
out of what had happened . . .

If only there had been some way to
remind Duane to be careful, that we
loved him, he would have slowed
down, wouldn't have raised that shield
without proper precautions.

When | said, “Be careful,” he didn’t
pay much attention, but everytime |

added, “We love you" he'd cock his
head, grin and tip that cap. | finally
dozedto alitany of “be careful, we love
you; be careful, we . .."

While the oatmeal cooked and the
children dressed, | picked up a pencil
and wrote: “Be Careful We Love You."”
| turned the paper over and drew a
heart. In the center, | printed “Please
Be Careful, We Love You.” Beneath
the message, | scrawled the signature,
“Your Family."

| picked up a marking pencil and
colored the heart red. If something like
this, with adhesive backing, was
pasted over all those little black boxes
that said, “Disengage PTO before
opening,” or if this message in red
appeared where there were black
block letters near all dangerous areas,
maybe lives would be saved. If just
one family could be spared our
tragedy.

“Be careful, we love you. Isn't that a

bit mushy!” the Minnesota Farm
Bureau president said when | pre-
sented my safety sticker idea.

“"Would it be mushy if you had your
arm caught in machinery?” his wife
replied. "One of those stickers is going
on our door where it is the last thing
you see when you leave."

It's hard to measure how many lives
are saved with safety programs or Be
Careful decals. You could say the im-
pact of the stickers and the emergen-
cy programs is intangible.

You can say that, but | can't. For,
somewhere along the way, Charlie
started praying again.

Annual Report readers who desire
the Safety Decals can write to Safety
Decals, UGG, Box 6600, Winnipeg.
Please enclose a stamped, self-
addressed envelope and limit re-
quests to 12 decals per family.
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APPENDIX F

Western Grain Transportation Enquiry

Summary of
Major Recommendations

It is recommended that the total
cost to the two national railways
of transporting grain for the base
year 1981-82 be set at $792.7 mil-
lion. After adjusting for productiv-
ity gains within the system and
after deducting the revenue
generated by the statutory rate, it
is further recommended that the
total railway revenue shortfall for
1981-82 be set at $644.1 million.

It is recommended that the rail-
way revenue shortfall of $644.1
million, referred to as the “Crow
benefit”, be paid by the Federal
Government on a continuing
annual basis. However, it is rec-
ommended that this “Crow ben-
efit’" be phased in during the
1982-83 to 1986-87 period.

It is recommended that the
annual Federal payment relating
to the "Crow benefit" be made
totally to the railways in 1982-83;
each year thereafter an increas-
ing proportion of this payment is
to go directly to the producers
until 1989-90 when the proportion
becomes 81% to the producers
and 19% to the railways.

It is recommended that the pro-

ducers be given the choice of two

methods in receiving the pay-
ment of their proportion of the

Crow benefit:

(a) The first option would involve
direct payment to the pro-
ducers at the beginning of
each crop year with the pro-
ducer, in turn, being directly
responsible for paying his
own transportation charges.

(b) The second option would in-
volve the establishment of a
freight credit account for
each producer at the begin-
ning of each crop year, and
this account would be drawn
down by the producer as he
made deliveries throughout
the year.

(5) Itis recommended that an "Agri-

(6)

(7)

(8)

cultural Adjustment Payment” be
made to all grain producers and
that this payment should be
phased down over a period from
1983-84 to 1988-89. This pay-
ment is intended to offset, during
an interim period, the adverse
effects on certain commodity
groups of the proposed changes
in the statutory rate which has
been in effect for 85 years.

In order to remove anomalies re-
lating to the exclusion from statu-
tory rates of canola and linseed
meal moving to the west coast as
well as canola oil and linseed oll,
it is recommended that these
products be included under the
new statutory rate structure.

It is recommended that a Central
Co-ordinating Agency, to super-
sede the present Grain Trans-
portation Authority, be estab-
lished with the responsibility to
decide, with a set of principles
and guidelines, the performance
and service guarantees to be
undertaken by the railways, and
the efficiency and economy mea-
sures to be undertaken in future
years in the overall grain handling
and transportation system.

In return for being compensated,
it is recommended that the rail-
ways' performance and service
be assured in the following
manner:

(a) That Transport Canada admin-
ister the performance and
service bonuses based on
decisions and recommenda-
tions of the Central Co-ordi-
nating Agency.

(b) That the railways receive the
first 12% of the contribution to
constant costs as part of the
rate structure and that the re-
maining 8% of that contribu-
tion plus all line-related vari-
able costs be related to per-
formance.

(c) That the railways’ investment

(9)

plans and expenditures in
western Canada be moni-
tored by Transport Canada to
ensure that fair and reason-
able levels of investment are
being made in the grain
branch line network.

It is recommended that steps be
undertaken to promote increased
efficiency and economy mea-
sures in the operation of the grain
transportation system. Specific-
ally, it is proposed that:

(a) The Central Co-ordinating
Agency be responsible for
the promotion and en-
couragement of these effi-
ciency and economy mea-
sures within the system.

(b) Any productivity gains in the
system be shared in some
manner between the railways
and the producers, and with
the Federal Government
where feasible and appro-
priate, thus providing a con-
tinuing incentive to all parties
concerned to initiate and en-
courage efficiency and econ-
omy measures within the
system.

(10) It is recommended that future

cost increases be shared in the
following manner:

(a) For the period 1983-84 to
1985-86, the cost increases
be shared equally between
the Federal Government and
the producers up to a max-
imum of 3% annual in-
creases for the producer.

(b) For the period after 1985-86,
the shippers would pay the
first 3% of cost increases and
share equally with the Feder-
al Government the next 3%
increases with an aggregate
maximum of 4%2% for the pro-
ducers.

(c) That the cost of transporting
future volume increases
beyond the 1981-82 base
amount of 30.4 million tonnes



(including inflation increases
on those additional amounts)
be borne by the producers of
the commodities concerned.

(11) In view of the unpredictable fluc-
tuations in grain prices, and
keeping in mind the need to re-
late freight rates to the producers’
capacity to pay, it is recom-
mended that consideration be
given to the feasibility of estab-
lishing some form of Grain Freight
Rate Stabilization Fund which
would be operated along the
lines of the Western Grain Stabi-
lization Program.

(12) It is recommended that the leg-
islative framework include a com-
mitment by the Federal Govern-
ment to the annual payment of an
amount equivalent to the 1981-82
railway revenue shortfall, the
agricultural adjustment shortfall,
railway performance and service
guarantees, continued Federal
financial commitment for branch
line rehabilitation, provision for
periodic reviews, annual setting
of rates, sharing of future cost in-
creases, administration of pay-
ments to the railways and the pro-
ducers and the establishment of
a Central Co-ordinating Agency.

(13) Throughout the consultation pro-
cess, continual reference was
made to the need for a periodic
review of the new arrangements,
including legislation to ensure
that the comprehensive
approach adopted in 1982-83
was effective and was achieving
what it was originally intended to
do. Accordingly, it is recom-
mended that a major review be
undertaken in 1985-86 of such
items as railway costs, the pay-
ment system, the branch line re-
habilitation program, the agri-
cultural adjustment program and
the railway performance and ser-
vice guarantees.

VII. Conclusions

During the consultation process, the
initial positions taken and recom-
mendations made on the many items
relating to grain transportation in west-
ern Canada, varied considerably
among the organizations. On some of
the items, there appeared to be a
general agreement among all of the
organizations. On other titems, there
were significant differences of opinion
and points of view expressed within
the group.

Thatthere were differences in points
of view brought to the early discus-
sions is not surprising. The partici-
pants involved in the consultation pro-
cess were selected specifically be-
cause they represented the wide di-
versity of interest groups and con-
cerns associated with the western
agricultural industry and the grain
handling and transportation system. In
the final analysis, it is within the highly
diverse economic and institutional
framework that answers must be found
and policies developed for the grain
transportation system in western
Canada.

But these differences should not
obscure the many fundamental in-
terests and points of view shared by
the group. They were bound together
in the consultation process by the
common recognition that there were
serious problems associated with
grain transportation in western Cana-
da and that a comprehensive long-run

solution was required if the full poten-
tial of western Canadian agriculture
was to be realized.

It would be presumptuous to think
that complete consensus was possi-
ble on every aspect of a topic as di-
verse, complex, and far-reaching in its
implications as western grain trans-
portation. But what is important is that
the results of the consultation process
have provided the general basis for a
comprehensive approach to the west-
ern grain transportation issue.

Source: Western Grain Transportation Report
on Consultations and Recommendations. Ex-
ecutive Summary.

59



APPENDIX G

IFederal Government Deficits are the Cause of Inflation

The latest rumour around Ottawa is
that the federal deficit, rather than
being “limited” to the $20 billion fore-
cast in the June budget, will hit the $25
billion mark. What does this mean to us
as citizens?

The deficitis the difference between
what the federal government spends
and the revenue it takes in in the form
of taxes and other income. In order to
place the problem in perspective, we
provide a graphic overview of the
Canadian federal government deficit
in the interval 1926 to 1981. Chart 1
represents the deficitin nominal terms,
that is to say in dollars of the year in
which the deficit was incurred. Chart 2
indicates the rapid rate at which gov-
ernment has been piling up liabilities
—on our behalf. These now amount to
$5607 per person, or over $22,000 per
family of four.

It is clear from the first chart that
Canada has experienced two periods
of major deficits at the federal govern-
ment level. The first of these was the
war period, 1940-1945, and the
second is a period commencing in
1974, which has extended more or
less to the present time.

Other than for these two major epi-
sodes, the general impression seems
to be that. although there were deficits
in some yaars and surpluses in others,
there was no consistent tendency for
either to predominate. In fact, con-
sidering the period from 1926 to 1974,
there was no distinct period of time
during which the federal government
ran a consistent deficit — other than in
association with the waging of war or
as in the period around 1932, to main-
tain expenditures in the face of falling
revenues occasioned by the Great
Depression.

Three alternatives

This deficit, or revenue shortfall, can
be made up by the government 1) by
printing money, 2) by raising taxes, or
3) by issuing bonds. Barring any cut in
government expenditures, these are
the only possibilities.

However, each of these alternatives
is fraught with great dangers for the
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Canadian economy. Massive printing
of new money, of the sort that would be
needed to finance a continuing Cana-
dian debt of present size, could, in the
extreme case, result in the sort of
hyperinflation suffered by Germany in
the 1920s. Explains economist Ludwig
von Mises:

The course of a progressing infla-
tion is this: At the beginning the in-
flow of additional money makes the
prices of some commodities and ser-
vices rise; other prices rise later. The
price rise affects the various com-
modities and services at different
dates and to a different extent.

This first stage of the inflationary
process may last for many years.
Whife it lasts, the prices of many
goods and services are not yet ad-
Justed to the altered money relation.
There are still people in the country
who have not yet become aware of
the fact that they are confronted with
a price revolution which will finally
result in a considerable rise of all
prices. These people still believe
that prices one day will drop. Waiting
for this day, they restrict their pur-
chases and concomitantly increase
their cash holdings. As long as such
ideas are still held by public opinion,
it is not yet too late for the govern-
ment to abandon its inflationary
policy.

But then finally the masses wake
up. They become suddenly aware of
the fact that inflation is a deliberate
policy and will go on endlessly. A
breakdown occurs. The crack-up
boom appears. Everybody is an-
xious to swap his money against
real' goods, no matter whether he
needs them or not, no matter how
much money he has to pay for them.
Within a very short time, within a few
weeks or even days, the things
which were used as money are no
longer used as media of exchange.
They become scrap paper. Nobody
wants to give away anything against
them.

It was this that happened with the
Continental currency in America in
1781, with the French mandats terri-
toriaux in 1796, and with the German
Mark in 1923. It will happen again
whenever the same conditions
appear. If a thing has to be used as a

medium of exchange, public opinion

must not believe that the quantity of

this thing will increase beyond all
bounds. Inflation is a policy that can-
not last.

Nor will a resumption of wage and
price controls help us out of this im-
passe, as some people have con-
tended.

According to an analysis of the
effects of the 1975-1978 Anti-Inflation
Board in two Fraser Institute books,
The lllusion of Wage Price Controls
and Which Way Ahead: Canada after
Wage and Price Control, these regula-
tions ignore the real cause of inflation
— the creation of excess cash by the
monetary authorities. In attacking the
symptoms and not the underlying
cause, wage price controls are thus
doomed to failure.

Wage and price controls are not the
answer

In addition, wage and price controls
are responsible for a whole rash of
negative side effects, not unantici-
pated by their sponsors. These in-
clude labour and resource misalloca-
tions, which result in malinvestments,
distortions, shortages, long queues,
and inefficiencies. These, in turn, cre-
ate a demand for rationing, which
leads to subterfuge, black markets,
and a general disrespect for the law.
Moreover, market prices and wage
rates are the means of communicating
economic signals to producers. When
prices and wages are inflexible, the
information upon which a productive
society depends cannot percolate
through to economic decision-
makers. This is precisely why the eco-
nomies of the communist countries
limp along so inefficiently. The ab-
sence of flexible market prices pre-
vents crucially important information
about consumer needs and wants
from being made known to the de-
cision-makers. Strict wage price con-
trols, of long duration, would consign
our economy to a pattern similar to that
of the communist bloc, they would
hamper desired shifts in the employ-
ment of labour and natural resources.



Says Ludwig von Mises in his
monumental work Human Action:

If interference with commodity
prices, wage rates, and interest
rates includes all prices, wage rates,
and interest rates, it is tantamount to
the full substitution of socialism for
the market economy. Then the mar-
ket, interpersonal exchange, private
ownership of the means of produc-
tion, entrepreneurship, and private
initiative, virtually disappear
altogether. No individual any longer
has the opportunity to influence the
process of production of his own
accord, every individual is bound to
obey the orders of the supreme
board of production management.

It is important, however, not to con-
fuse wage and price controls with the 6
& 5 system, applied to government
alone.

This 6 & 5 plan, of course, will not
cure inflation. For inflation is ultimately
caused by too many dollars chasing
too few goods. (In the classical Mise-
sian definition, inflation consists of an
increase in the quantity of money. De-
creased purchasing power of the dol-
lar, such as higher prices, are only the
result of inflation, not “inflation” itself. It
cannot be stopped until government
slows its monetary creation.)

But, when applied only to gov-
ernment, the 6 & 5 program is certainly
welcome. It serves notice that at last
government stands ready to hold the
line on the insatiable expansion of
public sector payrolls.

An announcement that government
is now prepared to deal prudently with
its own employees is certainly long
overdue. However, if this spills over
onto the private sector, and attempts
to dictate the terms of wage and price
contracts involving firms and indi-
viduals, it would be an unconscion-
able violation of individual rights, as
well as an economic disaster.

The danger of high taxes

The second method of dealing with
a deficit is to raise taxes. But there are
also grave dangers involved here, As
shown in a Fraser Institute study Tax
Facts 3, Canadians are already heavi-

ly burdened in this regard. According
to Institute calculations, our Consumer
Tax Index has risen by an astounding
515% since 1961. This compares
rather unfavourably with increases
during the same period of the general
consumer price index, which rose by
181%. Things have come to such a
pass that the average Canadian now
pays more in taxes than for food and
shelter combined — a complete rever-
sal of the situation in 1961.

Says Ludwig von Mises:

Taxes are necessary. But the sys-
tem of discriminatory taxation now in
effect is not a mode of taxation. It is
rather a mode of disguised exprop-
riation of the successful capitalists
and entrepreneurs. Whatever argu-
ments may be advanced in its favor,
it is incompatible with the pres-
ervation of the market economy. It
can at best be considered a means
of bringing about socialism. Looking
backward on the evolution of incorme
tax rates from their beginning until
the present day, one can hardly be-
lieve that the tax will not soon absorb
100 per cent of all the surplus above
the average height of the common
man's wages.

Crowding out the marketplace

But if printing money and raising
taxes is not the answer, then neither is
the third alternative, the issuing of
bonds, for this brings about still other
problems. By issuing debt, a govern-
ment secures command over goods
and services only by convincing some
individual or group in society to give
up its own purchasing power for a spe-
cified period of time. If it opts for this
alternative, it will raise interest rates
above the levels which would other-
wise have been reached, and, in the
process, leave less for investment and
private expenditures. The consequen-
ces are likely to be serious and long
lived—with dire implications for our liv-
ing standards. The reason is because
of the nature of the private and public
sectors.

Private savings not taxed away by,
or lent to, government results in in-
creased investment. Government ex-

penditures, in contrast, usually results
in current consumption of savings, that
is to say, payments for goods and ser-
vices which are consumed during the
current year. As a consequence, the
normal absorption of potential savings
which occurs when governments run a
deficit, causes the economy to allo-
cate more of its available resources, to
current consumption. Less is devoted
to long term productive capital invest-
ment. This leaves the economy less
productive, thus lowering future living
standards. Even in those instances
where government itself spends for
the long run, evidence suggests that
these investments are usually less
productive than comparable invest-
ments made in the private sector. (Ex-
ceptions to this may include expendi-
tures for defense, public roads, police,
courts and other /imited functions of
government.)

To put the point bluntly, savings
used by government this year to pay
for the activities of the Secretary of
State, for example, are obviously of
less value in satisfying customers than
money used to open or expand a plant
or mine. In any case, the demand for
labour will be reduced by falling pri-
vate investment as a result of gov-
ernmental expenditure on current ser-
vices. It is not beyond the realm of
possibility that increased expendi-
tures for unemployment insurance
benefits will enlarge the government
deficit; that, in order to be financed,
this will reduce private investment still
more; that this, in turn, will further de-
crease the demand for labour, and
that this will lead to more expenditures
on unemployment insurance. What a
vicious circle!

Tax deferral

The substitution of debt for taxes,
moreover, only postpones the difficul-
ty. In the days when governments
could sell bonds yielding five per cent,
“financing” the deficit by issuing
bonds would defer the tax burden for
about 63 years. That is, a deficit incur-
red in any particular year could be fi-
nanced by issuing a bond at 5 per
cent; in subsequent years, the interest
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could be paid by issuing more bonds.
Inthis way, the actual tax burden of the
deficit could be pushed far into the
future. By the end of 63 years the
accumulated interest on the original
bond and all the bonds issued to pay
the interest would add up to the initial
deficit. In other words, because of the
“compounding” of interest, the total
interest payments steadily increase
until they equal the original deficit.

The situation is altered dramatically
when interest rates rise. For example,
currently one-year Government of
Canada Bonds fetch about 13.5 per
cent in the marketplace. At this rate of
interest, the period of deferral is re-
duced to about 16 years. That is, if the
current $20 billion deficit and the in-
terest payments associated with it
continue to be financed at 13.5 per
cent, by mid-year 1998 the govern-
ment of the day will be faced by a
further financing requirement of $20
billion. This will be just to pay the in-
terest on the debt associated with the
original deficit. If government bonds
yielded 16 per cent the deferral period
would drop to about 12 years. At 20
per cent, a rate predicted for the not
too distant future by some observers,
the deferral period drops to less than
nine years.

The relationship between interest
rates and deferral can be most clearly

Federal Deficit
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seen in the case where interest rates
are 100 per cent. If interest rates were
100 per cent, the interest charge on
the deficit would equal the deficit in
one year. Therefore, the deferral
period would be eliminated and the
relationship between expenditures
and taxpayer liability would be painful-
ly obvious.

Tax deferral and the public debt
The consequences of tax deferral
for the size of the public debt are truly
staggering. If the current deficit of $20
billion is financed in the way described
at 13.5 per cent, for example, the pub-
lic debt will be augmented by $151
billion by the time the deferral runs out

Interest Rate
Per Cent
5.
10.
13.5
16.
20.

financed by new loans.

TABLE 1

THE TAX DEFERRAL PERIOD AT
VARYING RATES OF INTEREST

This table is derived by calculating how long it would take for interest
payments to equal the initial amount of a loan if all interest payments were

Number of Years
Into Future Deficit
Is Deferred
63
24
16
12
9

62

56 62 68 74 80

YEARS

in 1998. This increase in the nation's
debt will be for the present year's def-
icit alone.

Lest the reader think these calcula-
tions a touch academic, it is important
to note that these factors are responsi-
ble for the dramatic increase in the
fraction of total government spending
devoted to interest payments. In 1982-
83 itis anticipated that $17.7 billion will
be spent to pay the interest on out-
standing government debt. This repre-
sents an astounding 25¢ of each dollar
of government revenue.

The budgetary squeeze

There are dire consequences of this
which are too often ignored. One is the
pressure which it imposes on the
budgetary framework itself. Rising
population and expectation levels
place tremendous pressure on gov-
ernments to deliver an ever-increasing
quality and quantity of public services.
And because of the political dimen-
sion of economic policy, governments
very often respond to the pressures.
But this capacity to respond is put
under severe pressure from rising
costs of past deferred taxes. Money
which must be allocated in this year's
budget to pay the interest charges on
deferred taxes from previous years is
not available to provide for programs
and benefits during the current year.
As the fraction of total revenue de-
voted to interest payments increases,
it will squeeze out current benefits and
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programs. Or it will create even grea-
ter pressure for budgetary deficits of
the sort that we have seen accumulat-
ing in the period since 1975.

In light of the foregoing, it is reason-
able to view the question of govern-
ment finance as a choice between
taxes today and taxes in some future
period (or more monetary creation to-
day and still more monetary creation in
the future). And, given the electorate's
proclivity to regard taxes with a jaun-
diced eye, it is understandable that
governments often find it attractive to
postpone the day of reckoning. This is
particularly true as long as interest
rates permit deferral of taxes well
beyond the natural life of a gov-
ernment.

What are the tax consequences of
deferral in the present circumstances?
That is, how would existing taxes be
affected if 22 per cent of the cost of
current expenditures (i.e., the current
deficit) was not deferred? Assuming
that all tax increases would be borne
by residents, the federal tax bill of the
average Canadian would have to in-
crease by an appalling 31.98 per cent!

Deferred taxes are hidden taxes

From the point of view of the average
taxpayer, such deficit “financing"
amounts to hidden taxation. This is be-
cause the tax liability which is deferred
is not immediately obvious to most of
the electorate — even after some se-
rious deliberation. The result is that the

72 75 78 81

YEARS

average taxpayer's perception of the
cost of government is distorted. The
perceived cost is much lower than the
actual. It is precisely for this reason
that governments often prefer to defer
the tax consequence of their pro-
grams. Moreover, much of the current
deficit arises from explicit tax reduc-
tions which were undertaken during
the 1972-1978 period. Estimates pro-
vided in the December 1979 Budget of
the Government of Canada are in-
structive. They suggest that tax reduc-
tions implemented during that past
period served to reduce federal gov-
ernment revenues by $16.390 billion.

In other words, for the past decade
the federal government has engaged
—whether consciously or not — in a
program of converting the actual tax
cost of its program into deferred taxes
in the form of deficits. As expenditure
programs have increased in cost and
become more numerous, the current
tax burden per unit of government ser-
vices faced by taxpayers has fallen.
However attractive it may be for pres-
ent governments to defer the tax con-
sequences of their spending de-
cisions, there are several structural
consequences of this action which
bear careful consideration.

Problems with tax deferral

The most fundamental of these re-
lates to the problem of public choice.
We have all heard it said that the
growth of government is an expression

of the public will, that people want
more government services, and gov-
ernment is merely an instrument of the
people. (Strictly speaking of course,
No One can express economic de-
mand who is unwilling to pay the mar-
ket price for a good or service.) But
how much confidence can we have
that the present system will increase
consumer welfare if choices are being
made in the context of artificially de-
pressed prices for government
services?

The above calculations suggest that
in 1982-83 alone the tax cost of federal
government programs will be only
two-thirds of the actual cost — the re-
mainder hidden by being deferred.
Can we reasonably expect today’s
average voter to know the extent to
which current services will have to be
paid for in the future? Is it not likely that
people would demand less govern-
ment services now, if they knew the
true cost?

The suspicion must be that the in-
creasing resort to tax deferral is a tacit
recognition by government that Cana-
dians would not willingly support ex-
isting government expenditures, if
they had to bear the true current cost
of the programs.

Deficits conceal the true cost of
government

A second structural consequence of
tax deferral is the effect it has on the
public-private sector mix of activities.
In most cases, the complete cost of
conducting activities in the private
sector is included in the price of the
activity. As we have seen, this is often
not the case for publicly provided ser-
vices. To the extent this is true, peo-
ple's choices as to whether an activity
should be conducted in the public
sector or private sector will be biased
toward the public sector.

It should also be recognized that
different members of the electorate will
have different attitudes toward the
cost of programs financed by borrow-
ing — even if they perceive the true
costs. The young will live to pay more
of the total cost of tax deferral than the
old. The latter, therefore, have a bias

63



toward demanding more public ser-
vices to the extent that the tax costs
are deferred. This observation is of
critical importance currently as we
consider as a nation the appropriate
role of the federal government in the
provision of retirement benefits —
especially in view of the aging of our
populatior and, consequently, of the
electorate which will make the
choices.

What then should be done?

It is the considered opinion of a
growing number of economists, that
the only solution to the problems
posed by budgetary imbalance is
more direct commitment to expendi-
ture reduction in the public sector and

a more serious attempt to achieve
budget balance. Unfortunately, the re-
cent trilogy of chats by the Prime
Minister did not provide much indica-
tion that serious expenditure reduction
isin prospect. Mr. Trudeau specifically
rejected reducing expenditures on so-
cial programs. But these account for
nearly half of total spending. The Prime
Minister in particular ruled out the pos-
sibility of ending the universality of un-
employment insurance, old age pen-
sions and the child allowance in spite
of the fact that these expenditures not
only reduce the competition for em-
ployees, but also subsidize unem-
ployment, and thus raise the cost of
living.

What is needed is an end to destabi-
lizing monetary and fiscal policy, a

competitive market place in jobs, and
wage rates which are free to rise or fall
with changing economic conditions.
This would tend to ensure that all may
be employed, and to direct employ-
ment into its most valuable alternative.
Under such a regime, the able-bodied
person would be able to take the most
productive employment available.
Present benefits for the able-bodied
could then be phased out. The inevit-
able result would be more em-
ployment, higher production, lower
prices and a balanced budget.

This special analysis by Michael A.
Walker and Walter Block of The Fraser
Institute was specially commissioned
by United Grain Growers.
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