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Canadian Poultry and Egg Processors Council
Conseil canadien des transformateurs d’oeufs et de volailles

January 13", 2016

Chicken Farmers of Canada
350 Sparks Street, Suite 1007
Ottawa, Ontario

KIR 7S8

Attn: Mike Dungate

CPEPC Recommendation A-137 & A-138

Overview

CPEPC allocation recommendations are based on a range of supply, demand and market performance
factors.

Overall market conditions remain positive and support continued growth for chicken in the first nine
months of 2016 that is higher than historical averages, however, there are some indications that growth in
chicken demand is slowing and that the peak advantage chicken enjoyed over competing meets is
beginning to erode.

Year over year chicken disappearance declined in October and November. October was the first monthly
decline since May 2014 and October-November was the first back to back monthly decline since March
and April of 2013. :

The 12 month rolling average disappearance for December 2014 to November 2015 was 3.4%. This
compares to the 12 month rolling average of 4.9% reported at the CFC September meeting and 4.4% in
December when the AGR was set for A-137 and A-138.

Disappearance based on global imports and market development exports is 2.7% for the most recent 12
month rolling average. This measure is also trending lower.

Nielsen fresh retail sales are showing similar trends. In December of last year the 52 week rolling
average growth was 6.25%. It has gradually trended lower over the year and currently sits at 4.1% for the
period ending December 12, 2015.

To be clear, CPEPC’s assessment of the above indicators is that chicken demand continues to be strong
representing continued opportunities for growth, but the rate of growth is slowing and that needs to be
taken into consideration when setting allocation for A-137 and A-138.

1545 Carling Avenue, Suite 400, Ottawa, Ontario K1Z 8P9
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The December 2015 Chicken Market Review report captures the changing dynamics for the Canadian
chicken market,

“The main bullish factors are very strong demand and the Canadian dollar. Those two
Jactors will eventually be offset by big production increases in both Canada and the United
States. Increased competing meat supplies will also turn against chicken. The three main
cuts will underperform seasonal norms.”

Competing meats are increasingly going to challenge chicken because production is increasing and
wholesale prices are declining. Pork production in the US was a record high in 2015 up 7.4% and is
predicted to increase another 1.6% in 2016. Beef production in the US is expected to increase by 4.8% in
2016. Although it is expected that chicken will continue to have a price advantage over beef, that
advantage is in decline. Chicken’s advantage over pork is expected to erode at a faster rate than beef.

The November edition of the Chicken Market Review addresses the growing challenge coming from
competing meats,

“Beef is becoming increasingly competitive versus chicken at the wholesale level...... with
lower wholesale prices there will be increasing tendencies for retailers to Jfeature beef in the
first quarter of 2016. In other words, despite high retail prices, beef'will become more of a
competitive force than it has for the past two years... ... .... Retailers will use pork vigorously
on feature and will be a competitive force against chicken. The bottom line is that the two
main competing meats will become increasingly competitive in the first quarter. Chicken’s
strong advantage over the past year is eroding.”

The trend in chicken inventory levels is another indicator of slowing demand. Chicken inventory levels at
the end of November were 15% higher than one year ago. During the last quarter of the year when TRQ
imports were significantly lower it was surprising to see storage stocks in September and November
move up at a faster rate than seasonal norms. Storage stocks are no longer a positive factor.

Historical and projected trends for wholesale prices and Processor Gross Margin (PGM) support the
conclusion that chicken market performance was strong in 2015 and there is opportunity for continued
growth in A-137 and A-138. It is important to note however, that not all of the strength in wholesale
prices can be attributed to strong chicken demand. In 2015 the 14% decline of the Canadian dollar
relative to the US contributed to strong wholesale prices and PGM.

Chicken market conditions remain positive presenting opportunities for growth above historical trends
for A-137 and A-138. Demand and competing meat data also support strong growth opportunities, but
not at a an allocation level of Base +5%, which has been set for the last four quota periods. Nor does
demand, competing meat and storage stock data support the need for the higher AGR in A-138 or the
need for a higher percentage growth rate over base for this period.
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CPEPC members unanimously support an allocation recommendation of Base + 4% for period A-137
and A-138 with Western based processors supporting an allocation of Base + 4% for the Western region.
Based on current market conditions CPEPC supports an allocation that is sli ghtly higher than the medium
term growth target of 3% set by CFC on June 5, 2015

Yours truly,

Mike Terpstra
Manager, Chicken Sector

cc Jan Rus, Chicken Farmers of Canada
Robin Horel, CPEPC
CPEPC Chicken Sector Members



Market Information

Domestic Disappearance:

CFC Calculation* Alternate CFC Calculation**
Latest 12 Months: )
Dec 2014 to Nov 2015 3 A% 2.7%

* Uses AAFC import and export volumes.
** Uses DFATD Global TRQ for imports and CFC final Market Development for exports.
##% CFC has estimated export volumes for Oct & Nov 2015

Live Prices (1.84 to 1.95 kgs):
Quota Period $/kg
A-133 (Oct 4 —Nov 28) $1.567
A-134 (Nov 29 —Jan 23) $1.564
A-135 (Jan 24 — Mar 19) $1.535

CPEPC Live Price Projections (1.84 to 1.95 kgs):
Quota Period Directional Forecast
A-136 (Mar 20 — May 14) $1.515-$1.565
A-137 (May 15—Jul 9) $1.520 - $1.570
A-138 (Jul 10 — Sep 3) $1.525 - $1.575

Actual EMI Wholesale 2014/2015:
Month $/kg Month $/kg
February $3.57 August $3.85
March $3.54 September $3.90
April $3.52 October $3.91
May $3.67 November $3.82
June $3.80 December $3.72
July $3.83 January $3.61*
*QOne week

CPEPC Projects the Following for EMI Wholesale*:
Quota Period Directional Forecast
A-134 (Nov 29/15 — Jan 23/16) $3.68 to $3.73
A-135 (Jan 24 — Mar 19) $3.69 to $3.74
A-136 (Mar 20 — May 14) $3.65 to $3.75
A-137 May 15 —1Jul 9) $3.73 to $3.83
A-138 (Jul 10 — Sep 3) $3.74 to $3.84

*Projections incorporate CPEPC volume recommendations

Actual Processor Gross Margin 2014/2015 (0.7078 kg yield, $1.30/kg target):
Month $/kg Month $/kg
February $1.34 August $1.68
March $1.31 September $1.72
April $1.30 October $1.72
May $1.45 November $1.61
June $1.60 December $1.53
July $1.63 January $1.41%

*(One week




CPEPC Projects Processor Gross Margin as follows (0.7078 kg yield, $1.30/kg target)*:

Quota Period

Directional Forecast

A-134 (Nov 29/15 — Jan 23/16)

$1.48 to $1.53

A-135 (Jan 24 — Mar 19)

$1.52 to $1.57

A-136 (Mar 20 — May 14)

$1.47 to $1.57

A-137 (May 15 —Jul 9)

$1.55 to $1.65

A-138 (Jul 10 — Sep 3)

$1.55to $1.65

*Projections incorporate CPEPC volume recommendations.

TRQ (mkg, to Sep 26, 2015)

Difference from CFC Target Range vs.
Year to Date Imports Pro rata Pace Pro rata Pro rata
62.4 58.0 +4.5 -1.5to +0.05
Storage Stocks (mkg)

Total Chicken excluding Difference from
Month Legs & Miscellaneous CFC Target Range CFC Target
September 27.0 27.9-30.8 -2.4
October 27.5 27.8 —30.8 -1.8
November 28.2 28.6-31.6 -1.9
December 29.8 29.1-32.1 -0.8

US Beef, Pork and Chicken Production (USDA Livestock, Poultry & Dairy Outlook — Sept 17/15

2014 2015 2016
Month Annual Q4* Annual* Q1* Q2* Q3* Annual*
Beef -5.7% 1.0% -2.4% 5.0% 6.8% 4.4% 4.8%
Pork -1.5% 5.8% 7.4% -0.2% 0.3% 3.7% 1.7%
Broilers 1.9% 2.7% 4.2% 2.4% 1.8% 0.98% 1.8%
US Market (US$/Ib — Source, USDA)
US Monthly Wholesale Dec 2015% Dec 2014 % change
Beef cutout composite 1.99 2.47 -19.3%
Pork cutout composite 0.73 0.899 -18.7%
Chicken Whole bird 0.805 0.981 -17.9%
Boneless Chicken Breast | 1.03 1.33 -22.5%
*Estimate
Summary

Market conditions remain positive and support continued growth for A-137 and A-138 above historical
rates. However, demand indicators and growing competition from competitive meats are signaling that
the growth rate for chicken is slowing down and therefore allocations over base also need to ease from
the previous Base + 5% set in the last four periods. Taking into consideration all market factors CPEPC
is recommending an allocation of Base + 4% for both quota periods
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RETAILER AUDIT REPORT:

SURVEY OF RETAIL BOXED CATEGORY FURTHER PROCESSED POULTRY IN
BC, ALBERTA AND ONTARIO
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