February 24, 2017

Operational Grazing Disposition Holder Committee

MNP LLP (“MNP”) was engaged by the Government of Alberta to conduct an independent survey of
financial and in-kind costs incurred by Alberta’s farming and ranching industry in respect of their
operations on public lands grazing leases for fiscal years that ended in 2015. The final report, 2016 Cost
Survey Report, dated June 29, 2016 presented a series of exhibits documenting survey findings. Exhibits
V and Xl excluded individual leaseholder cost data related to interest expense, utilities, fuel, insurance,
supplemental feed, and building/corral maintenance as concerns were raised about the quality of the data
for those suppressed variables. Association data in these categories were deemed reliable and were
therefore used as a proxy for individual leaseholder costs when calculating public lands grazing lease
rental rates.

Alberta Environment and Parks has requested Exhibits V and XI be updated to complete the previously
blank individual leaseholder costs, these are provided on pages 2 and 3. Page 4 of this letter provides a
simplified overview of the rental rate model, market price, Return on Investment (ROI) and rental output.
Page 5 provides a graphic description of the rental rate model for your consideration.

Should you require any additional information or would like to discuss further, please feel free to contact
me directly.

Sincerely,

Rod Simpson
Partner

Phone: (780) 429-5487

cc: Angela Burkinshaw, Director, Rangeland Policy, Alberta Environment and Parks

Mike Alexander, Director, Range Resource Stewardship, Alberta Environment and Parks
Mark Lyseng, Public Land Specialist, Alberta Environment and Parks

Amanda J. Miller, Provincial Range Specialist — Grasslands, Alberta Environment and Parks



Exhibit V shows itemized direct annual operating costs reported by individual and association lessees for
2015. The table has been updated to include costs association costs as a proxy for the individual
leaseholder costs in the six cost categories highlighted in grey below.

Exhibit V

2015 Itemized Annual Operating Costs for Individual and Association Held Public Land
Grazing Leases

Dollars/AUM/Year

Cost Item Individual Associations All
Leaseholders

Allocated Farm/Ranch or

Association Member Labour $7.05 $1.09 $4.57
Direct Labour $1.78 $5.61 $3.37
Interest Expense $0.15 $0.15 $0.15
Utilities $0.09 $0.09 $0.09
Fuel $0.45 $0.45 $0.45
Insurance $0.36 $0.36 $0.36
Supplemental feed $1.34 $1.34 $1.34
Building / Corral maintenance $2.99 $2.99 $2.99
Road Maintenance $0.75 $0.21 $0.52
Fence Maintenance $6.54 $3.71 $5.36
Range Maintenance $5.54 $2.83 $4.41
Property Taxes $2.36 $1.53 $2.01
Multiple-Use $3.46 $0.43 $2.20
Building / Equipment Lease Cost $1.80 $0.22 $1.14
Fire Protection $0.96 $0.10 $0.60
Other? $2.42 $4.98 $3.49
Total $38.04 $26.09 $33.05

1 Other includes legal, accounting, banking, secretarial and administrative costs including office supplies; member meeting
expenses; miscellaneous equipment expenses including solar and windmill power generators; cattle loss (wolves, poison
weeds), watering fees; fence line brush control; fly control; fertilizing and spraying (weeds); and, wildlife damage (e.g.
beaver dam removal).



Exhibit XI compares annual operating costs for individual and association leases in Northern and
Southern Alberta. The grey highlight indicates the costs that have been updated to use association costs
for individually held leases.

Exhibit XI

2015 Itemized Annual Operating Costs for Individual and Association Held Public Land
Grazing Leases in Northern and Southern Alberta

Dollars/AUM/Year Dollars/AUM/Year Dollars/AUM/Year
Individually Held Association Held Combined
Leases Leases

Cost Item North South North South North South
Allocated Farm/Ranch or
Association Member $10.96 $4.91 $1.20 $0.98 $6.10 $3.50
Labour
Direct Labour $1.93 $1.69 $3.56 $7.64 $2.74 $3.83
Interest Expense $0.29 $0.00 $0.29 $0.00 $0.29 $0.00
Utilities $0.17 $0.01 $0.17 $0.01 $0.17 $0.01
Fuel $0.48 $0.43 $0.48 $0.43 $0.48 $0.43
Insurance $0.39 $0.33 $0.39 $0.33 $0.39 $0.33
Supplemental Feed $1.59 $1.09 $1.59 $1.09 $1.59 $1.09
Egi?smg / Equipment Lease $1.30 $4.67 $1.30 $4.67 | $1.30 $4.67
Road Maintenance $0.82 $0.68 $0.24 $0.18 $0.53 $0.50
Fence Maintenance $9.35 $4.94 $3.63 $3.78 $6.50 $4.52
Range Maintenance $9.31 $3.41 $4.46 $1.20 $6.90 $2.62
Property Taxes $1.80 $2.67 $1.37 $1.69 $1.59 $2.32
Multiple-Use $2.97 $3.72 $0.55 $0.32 $1.76 $2.50
sk it $1.56 $1.94 $0.09  $0.35| $0.83  $1.36
Fire Protection $0.73 $1.10 $0.13 $0.07 $0.43 $0.73
Other $2.44 $2.42 $5.14 $4.81 $3.79 $3.28
Total $46.09 $34.01 $24.59 $27.55 | $35.39 $31.69




Grazing Rental Rates Overview

The rental rate framework calculates lease rents based on the profitability of operating a grazing lease,
considering issues such as market prices, transportation, operating and labour costs. To calculate rent we
use a model based on the purchase of yearlings in the spring, weight gain on the lease during the grazing
season, and sale price in the fall. Although there is considerable variability in how cattle operations and
grazing leases are managed across the province this standard was chosen to provide consistency. Inputs
to the model come from actual market reports (e.g. Canfax) and take into account long standing cycles
between spring and fall markets; and yearling and calf markets. Grazing lease cost surveys provide
inputs to the model such as weight gain on the lease and direct and indirect operating costs.

The grazing lease rental rate varies as net revenue from cattle (steers) minus additional input costs and
grazing lease operating costs (i.e. profitability) either increases or decreases.

Three Key Calculations Undertaken by the Model:

1. Net Revenues? resulting from activities on the lease — considers the purchase weight and cost for
Alberta steers at the end of April, the weight gain, and sales price in September after cattle have
been on the lease for an average four-month period3. Weight gain data was collected by a
grazing lease cost survey and will be periodically updated using information collected in stock
return forms to ensure that gain data is as accurate as possible.

2. Operating Costs while on the lease — costs incurred by the leaseholder to own and operate the
lease. These include direct costs such as transportation costs, sales costs, rent and taxes, fence
maintenance. Cost inputs for the model are gathered by the same grazing lease cost survey.
These lease related costs are then subtracted from net revenue to provide the residual income
the leaseholder retains once all costs have been taken into consideration. Investment costs such
as water developments and range improvements are gathered by the survey as well. A Return on
Investment (ROI) calculation is done for the model lease by comparing residual income to these
investment costs.

3. Rental Calculation — a minimum grazing lease rental rate applies when revenues are equal to or
less than the operating costs ($2.30/AUM in Southern Alberta, $1.30/AUM in Northern Alberta).
As revenues exceed operating costs a variable rent is added to the minimum rent (a base
percentage of the amount by which revenues exceed costs). As profitability increases, and
residual income exceeds the ROl and a return on capital employed?, the rate of the variable
component of rent increases as well. This progressive tiered rental payment increases the
variable rental rate component added on top of the base rate as profitability increases.

2 Note that ‘Net Revenue’ refers to the difference between the cost of 6-700Ib yearlings in the spring, and the sale of
8-900Ib steers in the fall before operating costs are incorporated. Net income refers to the income the leaseholder
retains once all costs have been taken into consideration.

3 The sale price used in the model is calculated based on the 2 year rolling average of the 800 to 900 Ib. steers at
the end of September. This provides for more stable rental rates than might be experienced with year on year
actual spring and fall market prices but over time should result in very similar rents paid.

4 Return on capital employed (ROCE) is a financial ratio that measures profitability how efficiently an operation can
generate profits from its capital employed by comparing net operating profit to capital employed.



The graphic below depicts the approach to calculating rental rates at a high level.
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1 Note that ‘Net Revenue’ refers to the difference between the cost of 6-700Ib yearlings in the spring,
and the sale of 8-900Ib steers in the fall before operating costs are incorporated.



