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LHTR IO THEMINISTE

Mr. Ministe

We ze pleased to submit the CBagd@ommis@c\nnual
Repart for the 20032004 dary year. Inthis33th year of gperation,
we pursued our goaletmsien the ingustd ackd@ehar-
monid da policies to maintain a viable Cayadian dai

Theear 2003-20f@4ued seral adjustments onrthef pa
the Canadiamydadust wo factorgded these adjustment
the limitation of the expbCanadiarygmiducts &/TO
commitmenls for sulmdiexpis, and theogth of the
stuctural surpiiEsrgwth was in turn fubjlédo factors:
the goathin inportsof verious ik protain sourceswhich replaosd
domestic mil&tpin in manufactdoods, and the use of fe

2 strategies at the farm wigakaddhe ratio of solids non f
buttefat in raw milikreaction to thevrsituation, the imgus

took saed mesares Milk produdion in ecess of quotadlocation
has beentailed,@v mikets ha been expld for milk solid
athe thenfa, the Canedian Deiry Gonmrisdgon (DO hesmedethe
most of the abd expis; and theopinces leaatped to take
meases to leer the solids non fat tofattedro in raw milk.

Domestic rkat gowvth has beeorgg in the firsit jd this
dary ar but softened later ieattf8hgefugust 2003, the
Maket Barin@uota (MSQ) for industrial milkeeseidic
only 0.1 ent to satisfy domestic demanydotmiiots.
MSQ as afly 31st 2004 stands at 49.2 millieshectolit




LasDecembahe CDC announcedeasem the suppo  Thisea the CDC ieased the existing arrayceksshata

pricesaf butter and Sdmmilk powde. Thsinoresse wesasghificat awailable tortiver ppcessors who use, or wish to use; milk ing
step in the G®&@mmitment to graduaihsmsupparices dients in manufadtioodrpducts andtifier initisgis e

with an objeetof oering the costmopiction of 50ge@t  being planned.

of Canadiamydtarmebg 2006Because of the impact of thﬁec a1 Milk SoovM Qonittee (QVISMIQ) aortin-
rrecl cow (B aidsontherewntesdl dry fammers the@mmision | sy to atiee grester hemorizztion o poidies Tre Grmitee
hed talorSInJJ)_/maposakjemoenneeae_ for wen‘oe” B held impant discussieteted to tighter wdrf pduction,
2004 sionarsdende e, ghen theaaledle ceta disposal of thaedattiral surplus, and treedtipgrams such

a price m@ase was not justified at th‘ﬁhe’r‘fl‘xle).mmissioner%IS the dnestidaiy Roductmrotiorfogram and ey
ae nonetheless committed to a sigrfisardunag the neﬁtgedert Marketing Frogram

da|y3-eat _ o ) We would like to take thigwpipoteecogm the e wak
Fo!lcwrg afird workdopto |nt|aeammneddogﬁbam§erl and dedication of CDC enployess and their cortribution to the
dary producers and processars the (DC organized aseoond edition
of such aworkshop in order to nowe inttiatives forwerd. e are
plessed to report thet partiapeation wes as good for this second
workdop asfor thefird ang, and thet ddegetes zaroed in on goedfic and AgFbod Canada.

initiates whicreacuently beingther deloped. f o thevak of the
Therk you for Ing Spppart for t the Gommisson
The miest for dgimngrdients in fooddurcts continues to be YT

inportant. Under the Spedd Milk Qass Remit Frogram, 54 million

achiement of the @Dibjestis\e also want tores our
gppredation for the co-operation we recave from indugtry sake-
holdersyguincialogernments, and our colleagues atAgricultu

hectoliss of millew used to makeydagedients faoducts -,_.vei.'-af. - i

arh asfrazn atrzs soups beked goodsand corfedtionary produds - _ - ik
Despite higher prices for a tanthpaarthe utilization-of Phn G CarHarriso PargZgee
this pgram haséased. Chairma Vice-chairma Commissioner

Inthe meartime, the Cis puraing the adivtiesthet ware plamed
in its Dairy Ingredient Marketing Frogramto pronote incressed
utilization of Canadignragdients in manuttpducts.
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INDUSIRY

The Canadiaty dtaiust operates olaiyyeaO basis, whictsromAugust 1 foly 31.

Key Highlights of 2003-2004
The dsiindust in Canada has madeeainsgidegr the lagtar and can fmeig of theqgess acted during the
2003-2004 daea Dme of the key highlights include:

a continued dialoguwedretiyi farmers amcpssors;

a strategy to drastiedilgeer-quota milloguction;

the implementation of e ésatail the surplus of skim milk solids, the disposal of whishpesdtasthg;to dai
gowth in domestic demand faetite senseaga

Milk Broduction NUMBER OF FARMS GOWSAND TOTAL PRODUCTION®
Farm caeh receipts 1999-2000 to 2003-2004

. . . Nurmber Nurmber Totd
As a key contributor to the Canadian economy in the 2003 calen- of fans of OAS ion
danea the daj indust ranked fdubehind gramad, meats, (million) (million H)
and hoicultuer generating $4.5 billion in total faceiptsh | 1999-2000 20,576 1.10 78.6

_ 2000-2001 19,363 1.09 78.1

NLIT*H Of farrrsard productlon FH fam 2001-2002 18,673 1.08 78.3
In the 2003-2004ydgi®, Canada had 16,9%falans. 2002-2003 17031 107 —
Although tedras been a decline in the numptarofda ;5 5004 16,970 108 815

Canada, the individual farming @oitshha 2 and k&

inceased their efficiEheyavage pduction per farm in the
2003-2004 daear was 4,800 heewlihl), a 9pent In the 2003 calenetmrtlyee were 1.08 milliomdaivs in
inceasedm the priouga Canadaogucing avesage of 9,519 kg of mitknper c

In the 2003-2004ydeis, Quebec aitario had threagest
number of gdiarms at 8icert, fahedby 13 peent in the
Western @uinces and &paet in thel@nticrpvinces.

* A 3.6 kg of bidteper heatolit
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FHARE OF MANURACTURED SHIPMIENTSIN CANADA D
Qeem Mik Tod  VALUEBASS(2003)

NUMBER OF MILK AND GREAM FARMISIN 2003-2004

Newfoundland and Labrador 0 41 41
Pince Edward Idand 10 291 301
Nova Sootia 0 344 344
New Brunswick 0 285 285
Quebec 0 8,054 8,054
Ontario 92 5,549 5,641
Manitoba 5 550 555
Saskatchewan 0 294 294
Alberta 1 775 776
British Columbia 0 679 679
TOTAL 108 16,862 16,970

Milk Frocessng

In the 2003 calegpelrthe ppcessing indugéenerated $11.(
hillior* worth of products shipped from goproxinetdy 283 prooes:

gng plants accounting for ice@té aliquessing sales in t
food and\eeage indydburing the 2003-2004 =, the
dary pocessing sector gdmgpximately 26,000 people.

*Baged onthe North Ameicen Ind gty Gassification Ssemiprepered by SdtidicsGrech

—m il |

v

Meat 23.6%
Beveages 12.1%

Dairy product&5.2%

L Roultry 5.9%

Ruits and vegetables3%

Baery 7.5%

Seafood products prajans 6.0%
Others (girs suga etc.) 21.4%
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Milk Markets
Canadianrd@oducers supply two miétana

. fluid milk, includiregros anddiged milks; and,

industrial milk used to rodketprsuch astaltieese,
yogut, ice eam and mitkgers.

Inthe 2003-2004 dairy year, the fiuid merket acoounted for gpproxi-
metdy 3B peroat of tatd producer dipmentsaof milk, or 3L3million
hetdiitres®. Theindldrid market acoounted for the reamaining 62 par-
aat or 50.2 million heastitof totalquiucer shipments.

* A 3.6 kg of bidteper heatolit

INDUSTRAL AND AH.UID MILK PRODUCTION IN 2003-2004

Fluid milk31.3 million hl

Industrial milks0.2 million hl

Ingredients merket

The use of dairy produds asingredientsin finished food produds
oontinuesto be an inportant ssdtor interms of red gronth and
inmvationThe CDC has besimgalosely witthéu ppces-
sors who édlie potential to incorporgtmgtaiients in the
place of aubditutes Paticlar effort isbeing devoted to those
conpeniesade to ue mmilk poader and/or milk protein concen:
trate The crant song intest in highopeindw carbglirate
\elue-adoed produdtsistimdy Gowth inthe use of Sdammilk poader
hes bean teking place thenksto pudding dessarts med replecament
beeragestgpaed sauces and chocolate conteasiene
manufaotd in Canada.

Harmonized Milk Qassfication Sgem

Rovndd meketing boaerdsand agendes purdrese milk from producars

and sell it topessors for the maraifsfatayrpoductd.he

milk ppduced in Canada is classidiaed sxds end use based
on the Hamonized Milk Qassification Sgem The price peid for milk

by the pcessors vailf acading to the milk class.
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HARMONIZED MILK QLASSHCATION SYSTEM

Oass Desription Milk used (2003-2004)
000 kg buttfet % of total milk
Clasd a) fluid milks 83,041 28

b) fluid creams

© milk-based beverages

d) fluid milks and creams for the Yukon, Nunavut and Northwest Territories
(these markets are supplied by British Columbia and Alberta)

Jass2 yogurt, sour cream and ice cream 22,778 8
Jass3 a) spedalty cheeses 46,165 16
b) cheddar cheese 50,668 17
Qass4 a) butter, butteroil, powders and concentrated milk for ingredient purposes 64,329 22
b) oconcentrated milk for retail 3,906 (b, ¢, d, m) 1
8 ©) new produds for the domestic market

d) inventories and losses
m) marginal markets
dass5 a) cheeseingredients for further processing for the domestic and export markets 19,347 (a, b, 0 7
b) all other dairy products for further processing for the domestic and export markets
¢) domegtic and export activities of the confectionery sector
d) planned exports and other exports, the total of which shall not exceed Canada@WTO commitments 2,757 1
TOTAL 292,991 100
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Corporate Governance

The Ganedian Darry Gommisgon ((DQ) isaroan corporation arested in 2966 through the Garedian Dary Grmmissan Ad. The Gommisson
repas toRarliamentrdligh thiglinister of Agrigaland Adiod to whom itvss as an im@ot advisor on madtieted to
the day indusst

The federalggnment funds about half of & adbidswaitost3he other costs, including &e&exdg activities, a
fundedybday poducers and théetilac@he CDC sufspihe intests of allgastakeholders iiducersiogessorstlier
processors, &gre, consumers aechgnents.

The Canadbary Commission is comprisee Gbthmissioners apppiiednor in Council fereavable mandate of

threeyears.

Charmenad CEQ. \Vice-charmen

Dbhn Car Carl Hrrison

Appointeddidber 7, 2002 Appointedohil 27, 2004 (second mandate)

Mr. Cee holdsMasters degom thé&hiersity @duelph. Rior to being appointed to the Commiblsioisadv was a
He was a leetuait Ridgetn CollegeOntario at the begin- Diredor of the Ontario Deiry Rocessors Gounal, afounding Diretor
ning of hisearHe themwned and operatedyaadia cash of the Ontaio Deiry Gounal (ODQ and dso senved ss ODCHesdat.
aop farm in Lambton ¢ Qatdrio, with histherdduring In addiition, Mr. Harrison hes meny years of senice with the

his dgi farmingars, MCee was a lanember foary Nationdbary Council of Canad&gelSrectorrom 1973
Farmers oh@rio &m 1981 to 2004 chked this organiza until 1998, as a member okitig®y Eommitteerfr 1994

11

tion fom 1990 to 20B&.was also a member ofrthefboa until 1997, and was the organization's Chairman in 1996-1997.

Dary armers of Canadta 986 to 2001, and was the organi-
zatidSPesident beten 1999 and 2001.
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Commissone As paof theioerall stvadsim, the Commissioners:
FkanQZgaie
Appointedpril 27, 2004

Mr. GZga is a forntéesident Dary Farmers of Canada and 5pme the financial statements and tReprwaich

of the FZdZrationrddsgteurs de laipaltbedie has been auditesy theOffice of thauditoGeneral of Canada;

involved invarious dairy producer groups sSnoe 1975 when he becane - _ _

adhirigrator of the Sndicet desprodterscelat detrangometion: gnsne poper accountablmyjagm internal audits\alug-e

de SintHyacinthele and his two sons operageaadigrain 10N of CBGystems, practicemgrahys;

famin 8. AeandedIbenllein Quebec Hehesbroed earience . repat on CDC activities arideseto the inguss they

in the daiindust and exteadiowledge of gapolicies. relate to the legislated mandatesearidh@lated finran
cial statements to the CaidkdiaoplyManagement
Committee (CMSMC) at least fourcamesd y

The ADC Commissioners are authorized and governed by the . receand folloup on the Andudlt and tifpecial

CanadiaaiypCommis&stend thBnanciadinistraon Examinaticepa of thedffice of thauditoGeneral, carried
The Commissiormidepleadership andisigreof the @C oyt gary Sears.

ativitiesin the best interet of the Gomisson. They d esure thet e . _

a good accounting mechanism exists footitke dyrite p ecial initiagvin the pgsar include:

Goernment of Canada and thg TiduSiommissioners hav o Commissioners aBeshafarector attended
meny yearsof eqparience in the dairy indudtry and tharr bedagrounds Corporate@rnance courséddon Corporations.

esformer producers or processors bring abelenced epproachto.—+ he pmestically Foduchmwatiorfrogram, tHzaiy
setisfying the often conflidiing djedives o the ind etrySe akenoiders Ingedient Bketindtogram, aell as thensiees that the

CDC prides to indystommittesse ealuated.

establish and@pphe CBstrategicediions, Corporate
Ran and budgets with iopusénior management;

An internal audit oftfancidlatemerepaing and
Managemeicountirigformation wasopmed.
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Enpbees attendedesentation on twve\alues and . Theduman Rights Commis$ovmpd d&mpbyment
Bhics Code forfhigliGrvice issugdreasy Boa and Fyuity audit at the Commil$soRBEN phymeniuity
effecte September 1, 2003. Han was found to be in complianceegaéntleats of

ThdoreigrEchangegedgingblicy of the Commission was theEnpymeribjuitfct
updated teflect the latesjuements of the Canadian The Commissioners meet on a monthly basis to establish the strate
Institute of @eeedAccountants. gic orientation of the Tiy.i@mestablished a senior manage-

An interr@curjt Occupatiortgalth arg@fety Committedn€Nt team composed Snilo®irectg Policy and Corporate
was formed tersee the impIementatiomemﬂhmenda—Aﬁairs’ theroDirectg Anance a@perations, and the

tionsrbm th@heat Risk Assessment gbrdyegeon Drector ofudit t_o bmspongible for the day-to-day operations in
Commission activities and to deal with health and 38%19%5989_ with the Chairman.

An updat&elegation hanciduthority was completed
and apped lp Commissioners.

13

Jbhn Cre
Chairman

Carl Hrrison |  Pan &goie

\Mice-chairman Commissioner
Robet Hans Ga'‘tan Paquete GllesFroment
Director Sniobirecto Sniobirector
Audi Hnance afperatien Policy and Corporate Affai

CarHarriso bhn Qe [3I karGZgoe El
\Mice-chairma  Chairma Commissioner
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AUDIT

ANANCE AND OFERATIONS
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Robet Hansi K
Directq Audi
Indir&zangasingh
ManaggeAssurartesrices

Mak Lalomrd K]
Chige Maketindgtogram

Gy DaSha (6]
Manage$ecidViilk Class
RermiBrogram

Macel Claude

Ghe, Rreneand
Adminigretion
G'tanfaquette
Sniobirectq

Fnance afyerations

K

Eik Krama (4]
Chig Econonsc

Rauldoa B
Hurren Resouross Advisor

Nelson @z
Chig Rolicy and
SrategiBlanning

Hosseiehzadi,
ManageRograniudits

Richd Rancru
ChielT

Chantal Laframboise
ManaggeRooling

Laal LZtourneau

G, Gommreardd Opadtions
Ande Backmans
ManaggeHnanci&paing,
Accounting, arehay

(Was absent when tieewyasttaken)

Chant&hul
Chig Communications

dllesroment
Snior Dreda,
Riicy ad Goporate Affars
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The su0cess of the Ganedian Dairy Gonmisson dependslargdy onits -+ It hesthe athonty to purdiesg, sarg, process or sl ciry produd's

humen reurces aswdl ason the puralit of ecdlenceinthe snices on the domestic or exyaket, within Caa@bridade
offeed.The CDC encourages and goppdandividual and  OrganizatiQww/TO) commitmefitse CDC also manages the
organizationalggenancéle Commission eysgh2 people. impds of tariff rate quota butter for thg; indust

The Commission establishgsr®s@spatrwhich it will pur-

Activities and Rograms chase butter and skinmonidk Phese supmoicesa

Man Activties used asfeencelsy povinces to establish prices for milk used
Asardiond fadlitator and dnief adminigrator for the deiry indugtry to manufa@yoducts such asipatteese, and rieanc;

the CDC urtd&es a number of activitiesgaahr . It administers $heciaVlilk Clagsrmiffogram and issues

Through its daimmendiip and work for the Ganedian Milk Supply pamitsdloaing futher processorsto have aocessto conpdtitivaly-
Maregemant Gonmittee (AMIMIQ), the (DC provides ongoing priced dgiingedients, andvaithg exgers to expalaty
suppbto the Canadiary dadlust while operating in close products within Ca3\a@a commitmenels;

co-operation with nationabaindial stakeholders and dedopsand inplemertsprograms and senvicesaed & enaour-

goernments; aging further processorsto meintan or inareese ther use of diry -

It adsasafadlitaor and provides saretariat snicssto thereae ingredientsin thar \various produds These attivties are guided by
poding and market $aing sdens Rovgonsfor theee fundions the djedives st out in the Dairy Ingredient Marketing Rogram

aesdt ot inthe Al Milk odling Agreaent, theWetemMik - the cDC carries out internal audits of its systems and practices
Rodling Agreamert, ardthe Gonprenersie AgrearTernt on Ruding as wil as external audits, whittaegerppeformed on

of Mk Renue3he CDC also administers the financial E'tﬁﬁBaniestina)ating in GeeciaVlilk Clagsrmit
anismequedby these mgments; Rogram; and

It calculates and magesramendation to the CMSMC or 5 a5 a facilitatordnaidg the harmonization of plant
the target national maitkuption for industrial milk, or

audit pcedes in the inawyst
MaketSarin@uota; P W
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PROGRAMSIN DETAIL PRODUCTION OF INDUSTRIAL MILK AND CREAM*
(thousands of kg of butterfat)
Nationd Dairy Rolicy 200£2002  2002-2003  2003-2004
Cana® supply management systemripirtthastiasi the Newfoundland and Labrador 57 81 115
foundation of entmolicies in thisrs8giply management ifince Eward Idand 3,088 3.060 3,255
obryV\asadopted inthe md 1970sad isused to manege ad Nova Sotia 2332 2404 2,448
admnde the s,pply of milk used to meke [J'CﬂIIS like buiter, New Brunswick 2,158 2,129 2,632
cheese angy. Quebec 81,835 81,802 86,482
In this context, thle of the CanabD&y Commission is to agttaio 50,420 50,251 53,533
as a facilitator withiratlous fams, such as the Caniklian Manitoba 6,394 6,438 6811
SupplManagement Committee (CMSM®) jnbketchin Seskatchewan 5,516 5224 5,219
ckiry policy Alberta 9,400 9,695 10,390
British Columbia 8,769 8,840 9,861

Thg CMSMC is_a permanergdiedybtne ;ignatorie_s to ti‘;otal ey —— AT
Netiord Milk Maketing Han (NMMP). ltsmandeteisto ogtamine

polidesand to apenisethe provisars of the NMMP aswell asthe ' PO0!d

Gomprehensve Agreaent on Rodling of Milk Revenues The )

Netiorel Milk Marketing Flan s a federal/provindal agreemert 1 00UCtion and Dermend |

that geerns the supply management sysyeim Gardaia. 1€ QMMsion montorstrendsin Gredien Requirements (daero)

The CMSMC isetiai the Commission arepbasntation & Produdion (spply) onaronthly bess Caredian Reuirements

fromdairy producers processorsand govemmerisfromal provinces are ddiined asthe buiterfat required to fulfill tatd donmegtic consumer

National ayipoduceprocess@nd consumepesentatis  J9TEd puspiamed eqartsior inderid dary procts Rrodution

also plcipate on the committee agingmaembers. includes abhquction of industrial millkeandveithin supply
management.

In the 2003-2004deia; CanadiBaguementsee 49.0
million hect@#repesenting a 0.4cpat imeasewer the
previous dajea During the same period, industrial milk and
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aeampduction totalled 50.2 millionregctmi6.4rpent  INDUSTRAL MILK PFRODUCTION,

from therpvious daea CANADIAN REQUIREMENTS AND MSQ (MILLION HL)

Milk poduction rrased significantly thren demaxer the %2
lastea During the firsttpf theea demand wasrgg and ~ >° ]

the industrial quota was adjustiedjd@cducerssponded

with higher procition. Asareait, Gredanprodudionwesafidet ° | @ & Bt

to mest damand, therey aniding the need for Lpplementary inport 46

permit3.he danear ended withoapction thatay close

to quota anad@ucers mustdeegred for their discipline in,,

bringingqduction in line veituements.

Makd SHWg Q’Uta . 454 46.6 46.2 470 498

On aregular basis, the CMSBNS the natiomabpction

target for industrial milk, caNéak#ig8rarinQuota (MSQ). 1999-20@ 2000-200L 2001-20@ 2002-20 2003-2004
The MSQ isbesed on Canedian Requirements and indudes aone B Production MSQ* [l Canadian Requirements

mw_t gCWh dlonenceto peat s’mtages ThStaw |SMﬁIy *Weighteteaage MSQ, incliirgg ey Fodudhmatiofogram
monited and, when negessjaisted &flect changes inthe (e npeiasATia Rpots MSveseqeslasMKasd dly 3k o exhye
domestic demand for industniatioutk,m@ell as changes in

planned expaxtivityrhe objeetiis to minanthe possibility

of sheéages or surpluses on the dorkestic ma

Make deing quotaasaf diy 31, 2004 wes49.2 nillion hetdlitres
Indugtrid milk and aream production in 20032004 excesded by
about 1gent theeightederage MSQ forydee which was
49.8 million heatdit

17
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Newfoundland and Labrador
Prince Edward Idand

New Brunswick

British Columbia

18

* Befor sharing oketar

Ben if the supply of millefslsamanageduthout tlyea
supluses can ooour due to fluduetionsin milk produdtion or derend.
These are meneged by adjusting the Market Saing Quotg, godss o
by eqporting supluses within Canedstrade comitments Srpluses
ae managediigh th&rpluBenmalRogram, withenues
from these activities fletimged toquucersrdlugh pooling.

PROVINGAL SHARESOF MY B JULY 31, 2004

Butterfat Milk
(thousnd kg) - (million H)

216 0.060
3,128 0.869
2,019 0.561
2,330 0.647

81,241 22.567
55,877 15.521
6,321 1.756
4,362 1.212
11,631 3.231
10,108 2.808
177,233 49.231

Fooling of Rroducer Returns

For dairy producers podling agreamartsare agood tod to merege
the finendd risks assodated with the evolution of the domedtic

merkdt. Initsrole asanaiond industry fadlitator, the Canedian

%

0.1
18
11
13

315
36
25
6.6
57

100.0

Dary Commission administers thesageukmgsagn behalf
of the dgiindusst

Gomprehensve Agreamant on Rooling of Milk Revenues
Under the $ead Milk dass Ramit Frogram inplemerted in
A 1995 inolgtria milk ismede avellable for usein dairy produds
and pducts containing tagdients at compefiiice$he
Comehensg Ageement éholing dflilkRaenuesgrides a
meansfor the markat reumsfromthe sde of milk to processorsfor
$ecial Class purposes tedarsioag alhdgoducers.

Al Milk Roaling Agreament

Snce Augue 1996, the Agreament on All Milk Rodling hes provided
amearsfor releuesfromal mik ses(flud and indudrid), trans

portetion costs, along wegponsibility for skim-off to be pooled
anong dary producersin Manitag, Ortaio, Quaes, New Bumsnidk,

Nowa Scotia dathcédwal Islandlhe pvince dflanitoba,

with the sement of the other memberayviotincthe pool

as ofdbuay 1st, 2003.

During the fall of 2003, most of @aqiivtiessvfocused
on tying tosach anragment on the fluid milk peeserfor
February & 2004. Unforturetely, provincesware not sucoessful and
implemented diffeprice iaases.

In November 2003 Newfoundland and Labrador mede aformel
proposd to join the All Milk Rodling Agreement. A negatiating
committee, dared by the CDC wesinplemented in early 2004
and met ones@l occasions duringrytyeadai
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In April 2004, stakeholders of MikkRibl attended a specidnally th&MP initiatedeguest to the CDC and the CMSMC
workshop to deel with the fiLid pridng isse and to reeffirmthe to evéw the way that population was used in quota allocation.
partidpentsponritment to the Agresment. As recommended Thisesulted in some#ses in quota folkise
during thisworkshop, a Hud Adtion Committee wes aegted to
eqlore new mechenigrsfor flud milk pridng. This GCommittee POOLS IN NUMBERS 2003-2004
made itecommendations tRipeisty Body ihly 2004. . . .

Hud milk Indugtrid Blend price

In ne 2003 Nova Stiaindicated itsintertion to initiste a produced  milk produced  to procucer*
Digoute Sittlement Frocedire over the lack of an Interprovingia (milionf) —— (mllionfl) — (¥h)
QﬂaBd‘mge mlrg the dary)ear Z)OS'Z)M, WIHIG’B All Milk Poal 219 41.2 60.78
took place between Nova Sotia.and some other provinces but Westem Milk Fool 91 90 62.09
without suooess Asaresdt, an Arbitration Pand wes offigdly * n-quota milk at 3.6 kigblltter

implementeduly 2004.

Wegen Milk Rooling Agreament <pecd Milk Qess Fermit Rrogram

In March 1997, the four Westem proines (Maritobs, Sdetchenen, T edd Milk Jes Rt Rogramviesinplemernted on Auget

Albea anditish Columbia) also implemented an all millPFRIGIfigV Pocess eportersand further procesrsto ramen
gatem In 20032004, the Wetem Milk Rool (WMP) inititedtwo ~~ COmpetiévon international and doméstisTinsugh this
messresirtended to growthe market. Aoneyear disourt fornew S8 em rlk conponentsare mede aeldble for Lse in dairy produds
and imowetive fiuid and indugtrid rilk procdudswesgoproved, Aswell,  and @ducts containing daiedients at compefiiices.

the Codmating Committee seeaganrcommittee with thtf:TrOOESHJrS tersard further pr o Gartan quert-
goal of stimulatingaina andogrth. tiesof dayr componentstigh permits issydldebCanadian
The issues edenailabifitfluid milk pricing polioWktRl  Dary Commissibine ze thee types of periits. first type

govaTence Viere Al eddresed, The Vice-damenof thre(MCwes  (permit 5(a), 5(b) or 5(c)) is a permit isshedpzéssors
asked to chair thed@ading Committee foryeanperiod. \yho use gapoducts asregjents.

Two committeee established: a treatspo commitiee Withhg second type of permit (permit 5(d)) is issersdfoo expo
amandeto edadihadsde plan, and amilk ssauity committee indvidLel trarsections The exporter<pernit pedfiesthe masimum

with theesponsibility ofdinatinguck sealimggramsrass . . _
the foestermauinces effasfugust 1, 2005. guantity of ggpoducts that may beaterpacaiing to the
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olume of milk identifieditebée for estpermitsraissued Rricng

under Class 5(d) fooline of mitikered under planned  Eath yesr, the CDC reviensand edabishes sypport pricesfor butter
expus incorporated into the M&€), asother atgdhe  and ddmnilk ponde:. Thee pricessare used by the MCwhen purdres
total of which falls withire@af@dccommitmenels. ing or selling gapoducts. Asll, the supppricesrse as a

The thdrtype of permit is issued under Clasgldgm)ilk refeence for agenciesrandcpal milkikeing bats when

’ . : . .th lish the pri pEeeSsSors.
under this class is sold for animal feed and other smﬂ&%ggab sh the pricbg SSOrs

. . . Two dementsof the CDOBrisson are taken into aooourt inthe
Futher pcessors used thaleguiof 5.4 million hexsabit ! !

o . . _ pridng dedsion: providing effident producerswith an adeguete
milkinthe 20032004 cery year. Atotdl of 10SpamitswareiSed o4 on their labour sdrirent; amviding Canadian co

thisear for Classes 5(a), (b) and (c), the majomyeof WhiGhhers with an adequate supply of high pplitytiaer
Class 5(b) permite.number of businessgmpag in the  viays of dgiindust stakeholdeesatso edully examined
progamroseto 8% in 20032004, up from8lintheprevolsyedt.  hefae making this decision.

The pricing decision anryuhee@DCDacember 2003 was

20 SFEOAL M”_-KO-ASSPEQ_M'TW\A effedtive on Feruary 1, 2004. The auppart price for ammilk poader
Volume of Milk Soid (in million ) & roserbm $5.1966 to $5.3928 per kg, and fombbed061
RroducersAerege Ravenues (in §h) t0 $6.2968 per kg, In 2002, the CDC conmritted to aover the aodt
das 099 2000- 200: 2002- 2003 oddi i 2006, Dearbe

000 01 002 2008 ooos O Erootionof D pacart of caryfameshy 2006 e _
2003 decision was amant@dep in fulfilling this commitment.
5@ \olume 1517 1791 1.633 1.881 1.954 _ _ _ _
Hie  $3734  $3563 555 93320  $40.08 These higher stippoegee expected tovjide dgifarmers

with an imase of $2.20 per hectolithe price paid for indus-

5b) \olume 1.452 1.221 0.728 1.042 1.872 i ) - )
trial milkhisepesents anréase of 3.5ceat.

Pice  $3895  $4294  $4267  $3519  $3285
50 \oume 1.033 1.053 1.344 1.361 1548 In aly 2004, the Commission held consultations totsee if a suppor
Pice  $3360  $31.97  $30.00  $29.97  $29.99 price inoreee wesWarrarted for Spteber M, 2004, to offst some
Total \Volume 4.002 4065 3705 4283 5374 of theinpedtsdf the bovine spongiformencephelopethy (B3 aisson
Pice  $36.74 $36.16  $39.42  $3271  $35.17 thereenuesdf daryfams Bessd onthedetaalleble, the Gomision

_ decided that a priceagsemvas not justified at that time.
*\blumes and pricealeulated at 3.6 kgfaf pattél.
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SUPPORT PRCESFOR BUTTER AND KIM MILK POWDER
FROM 2000 TO 2004 ($ PERKG)

7.0
6.5 6.2968
6.0
5.5 5.1966 o
4.9858 = |
5.0 4.6842 4'8n394 a
a
45
4.0
Feb 1, 2000 Feb 1,2001 Feb 1,2002 Feb 1,2003 Feb 1, 2004
B Butter Skim Millowder
Butter Imports

Under thetamsdf the 1994 WO Agrearart, Greda hesegablided
Tariff Rat@uota§TR)Y) for a number algmductdRQs e

gquantities obgucts that can enter Canada with little or ﬁoptoagl

With the support of the indugry, the CDChesatted asthe fird
recaiver of importsof butter under federd permit Snce 1995ad
hesdiredted thisprodudt through butter menufedturersto the futher
processing secto

Thsyea, the Taiff Rete Quatafor butter remeined & 3274 tomes
O this goproximetdy two thirdsisa country dlocation to New
Zealand, amounting to 2,000 tonnes.

Domegtic Dary Rroduct Innovation Frogram

The Domegtic Dary Rodud Innovetion Rogram (DDAP) encourages
the menufacture of new and innovetive products on the domegtic
meket. It dlonsfor the addition of gpeafic volumesof milk to
provincial quotas torerisat the supply needextitace an
inmvatie poduct isailable to a successful applicant.

Duing the 2003-2004 dary year, Garedian fimsin Quebes, Ortaio,
Aberta and British Gilunbia used 159 million litres of milk under

the DDAPR In 2002-2003 thetatd wes 23 1million. The mexinum
utilization limit was establisheckat bfgbe MSQ, which is
appoximately 49 milliegslit

Thisyea, the Sdedtion Committee hes received 21 gpplications

compared to 20 during the previous year. Folloning the trend,
et appicationsinvoived newspedity cheeses OF the 21 goplicetions 21

recaved, 9 goplications et the program aiteriaand were aoogpted,
Swere rgetted and 7 reguire addtiond infomretion before adedson
can be made.

ram aluation was conducted on lihelidg the last
yed Folowing thiseduation, the CMSMC extendedrtdra p
for anather five years and aoogpted thet atedicd advisor be added

to the Sdettion Gommittea The AMISVIC d0 gpproved promotion
activities for the IPCAAd the use of amatron champion to
adled ad dradae infomretion to sTel and mediumszed processors
and faner cessors.
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Dary Ingredient Marketing Program AprogiamelLetion wescondLited on the Deiry Ingrediert Marketing

The pupoee of thisRrogramisto cortribute toinoressing thevighility  FogranThevaluation committee concludedRbgtahe

and utilization of deiry ingrediertsin the Gnedian futher procesing~ Wasipvidingaluablersiees to thergamgedient sector which
sectowith an emphasis on finishexdspsuch as baked gotgeESgoning copetition fromaubtitutes The eveluetion committee
confectiageand nutraceutiodugtsictivities so far includef@commended thafitggam be maintained and ttsapeffo

Web site, a suppmgram and seminars. inceased to encouraderfupyth and iaation in the use of

Thanks to the continued s@igpoindospéners, thaeb day ingedients in thffar pcessing secto

ste MILKingredients ca hes recaived the Canedian Farm Wiiters

Federati®GoldAvad for the secoedr in @w This on-line Ia_(ljk”'estdlc Se_ Emﬂ ndity Frograms o hiaiest in th
iformetion cartre raTERS avit tool for icating merketing ilk po uction fluctuates on asea?sdhla;. g gst in the
spring whemvs tend tegouce memilk, while in the fall and

sevices and up-to-datennohistmatioredted at thergai _ h _ TaRtlC d q
ingedient sectbhne sitew@erages close to 20,000 visits ff@t?r monthmduction magyuisligtiCowersgl deman

month or dary produdssuch asbutter and deeeishighest inthe fdl and

2 early winter monthesaeg slightly aftédainday period.

TheMilkingedieniechnic8lppd Rogram was implementeghiostears, this leads to demand being higher than supply for a
the fall of 2003 tovjafe assistancettefymcessorsoled  prief period in the winter

inre-formulatiregipes to incorporageinigidient3.he CDC
hes 0 far goproved 5 projects under thisrdatively new Rrogram
which is expectedioap eesult of the gandus® inteest
to explern& oppdtunities for the use of solids non fat.

The (DC continuesto dhampion indudry ssminarsthet focuson Cani h iated withs ~ i
the use of diry ingredientsin food processing, Three new sarminer agring charges associated witrs arEebB@ asonality

programsare finaged inline 2004 and will be held in the fgﬁnﬁ]rams for butter and skim/\mialktptalleq $4'2_ million in
patnership with @elploodiechnology @erthe Alla 200> 2004 In orcer to delray the axts assodcted with toring the

Food Pcessimpelopment Cerdnd tHéowernors ronel ledsdl h_ﬂer_SOdG anem_ut |sodlededfrcmmrm~rer_s _
Foundatioebec) by the Commissimugjin pooling arrangements and is adjusted
' agequed to carspond to the actual costs associated with these

Domegtic Ssesondlity Rrogrars dlow the indugry to balance the

sesond dermend and upply of dary produds The indudry hes
mandated the CDC to operat@tiasespm cooperation with
the pvate seato
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godks Thsamourt wesreduced from$0.08t0 $0.07 per hetdlitre  insufficient to satisiiyementS&ocks held under tbiggm
of indLetrid milk during the 2003- 2004 dary yeer snelowvintered act to balance the supply and demand of non-fat milk solids.
rateseduced storage costs.

CQraatraed Milk Astane Rogam
Sorage prograns The Goncertrated Milk Asisance Frogram (QMAP) isusad to
Bitg encourage thedpction oleporated améetened condensed

The CDCholdsbutter in storege throughout theyear. The Garedian milk during the period gahevhen milk supply is abundant.
MilkSipplyvanagement Committee sets a target of 12 HlliR iy otfi@mestasonalfpgrams waéhe CDC
of butter at the beginning of the 20033@adrekeied to actually phases and sellsathegts, the CMAP is a financial
as the normal butientorieShese stoakscansigel nec-  ssistancegram to compensate maensféotuhe yang
essry to enare thet the domestic merket hesa congant apply charges associated with adddiactadtprage time.
throughout tiyea In addition to the normal bwitdgoires,

Inatai
the GCommisson purdnesss butter thet issurplusintheindugry to e

The Gonrision begen the 2003 2004 ciry yeer with 9.2 illion kg

balance the system. of butter and 2.28 illion kg of sim milk poader in inentory

Tretatd godksaf butter ae anindicator to theindugry of possble  During the year, the CDC purchesed 24.94 rillion kg of butter
suplusesor dortegesof buttefat inthe maketplace: Thisinfomretion and 5395 million kg of skmmilk ponder. Sesof .88 nillion kg
is used to assess whedhetipn quotas should be adjusteélsutter and 23.51 million kg of skimenléipspest
indicetesthe need to menege surpluses Inthe pedt fewyears butter dading inventaries of 4.38 and .72 nrllion kg asof diy 31, 2004
producsd in the domedtic merket hes inlarge part, beencomsumed . (butter statistics includésmpdrbutod).

in Canada and expawbeen iafjuent.

Surplus Remova Rrogram

Milk Fongers .
. _ The ACadmnigersa Srplus Removd Rrogram (SP) onthe
The MCopaaesaproganfor thedorage of geddty typesof milkk . ndEn@hadf. Tre : _

: thet milk thet t
poades It encourages menufadturersto meke these produdswhen ! o Frogram SeLresta: M Issuplsto
the aypply of milk isplentiful and minimizesthe damend for fresh nrlk
to meke these produdtsin the fal when milk produdtion issonetimes

the domestiakeaisenoved in the appriateegion and in a
timely fashion.
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TheMilkManagement Committee has the autiotitiieo di dit
CDC in operating thd BREommittee is compréges of |n terms of audit, the CDC has a dual accountability:

sntaives from the production and processng ssdors & the :

provincial and natioweds leassessesketaconditions and the © th@fm_men(; of Canauk giat the CDCw&n
milk procuction stugtion for the pupoe o detemminingwhenarplis. C0rPoration. and,

remove ativities are recired and the quartity of milk thet theCDC -+ to deiryindLetry dkeholders inlight of the progrars dirinidered

is authaed taenove fom the mieetplace. by the CDC on theirfbehal
Borts Internd audits
Asmendeted by the Hrendd Adhindration Ad, intemd auditsmud

During the dairy year 2003-2004, the mgority of dary product
eqartswere performed by the privete ssdtor under permitsfrom
the ADC The mein rdle of the DCwesto dgpoe of the Srudurd
auplusin the form of skimmilk powder. During the dary yeer
2003-2004, the Cexparted 16.25 million kg of sim milk powder
either as skim roilligr or as arrédlient in blemdducts.  The DCauditorswork with menegement in order to ensure thet
The CDC also awianimall quantities of wholewiailk po operationsare caried out economically, effidertly and effectively.

eaporated milk andéeeng thugh the issuance of permitdhey do G_}OpeféteV\iththe Offioeqf the Auditor Generdl of
In regard to cheese exports the CDOBMEjor regponhility isto Caneda during its annud audit by provding revart reports and

deliver cartificatesto Canedian eqortersthet give them aooesto information on CDC practices.

the aged cheddar merket in the Eropeen Union. In 980, Gredar~ During the 2003-2004 ¢, a major audit was carried out on
negatieted a gpedd aocess quotawith the Erapean Union. The the management of begtdeytthe Commissibis included
et acesssled is4,000 tomes whchdlonsCrecato cortinue— arevewof the sgtems and praticesreleted to the purdess, dorege

to matket itsfinet aged chedder to the United Kingdom Gormmers— @nd ressle of butter. The sgtensand pratices were found to be vell

in the UK have been enjoying this famous Canedian product for conblledOnly minor suggestimasnade to imp cuent

over acentury, Al thsvolume, aswell asthe eqortsasodated  dortrals Onespgested enhencement wesfor performence meeeures

with the 5(d) permits isgtled 6DC to trading companie$9 &e delopedtmanagers to facilitaterapatired on the
accounted for againse@arpticommitments towf®.  effeceness of the management aésaléer

be caried out onthe sgens pratticesand progrars of the

Commission. An internal audit committee comprised of managers
and dectors and cddly thedce-chairman of the Commission

revews audit priorities amolegpihe annual audit plan.
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Bdernd audits

Bterd adtsae, inlarge pat, paformed on conpenies patidpat-
irg in the $head Milk dass Rymit Frogram Rk essessrent is
used to identify high risk compenies anong program partidpants
During the 2003-2004 dairy year, 40 companieswere audited,
resulting in claims of $59@0€bmpanies wivedidis-
aepancies in the use of theiflpesmibney wagned to
Canadian gaoducers.

The (DCdD etadlides mandates and reviensthe work cortradied
with pfessional audit firms esdivethe milk plasenues
bessd on records maintained in eech province. Thisprovdes assrance
on the rdigblity of revenuesreported to the Gommisson within the
retiond pod, whidh are siged to reae daing arong dl provnces

The CDC continuegkawtb ovincial auditors to assist in the
audit ofp®cial Class transatlierSDC alswiges advice on
practicesrdaed to plat utiliztion auditsand onthe interpretetion

of théNationaluditManual torfber harmmnthese audits
acoss Canada.

The Commissidorpes the milk plant utilization Bultts in
Edwad Island amdwfoundland and Labrador ae@eyst-
basis.







Achievements for 2003-2004
The goalslsethe Canadbary Commission (CDC) for 2003-2004, along with gy lofiefhswtates of wrhent of each
goal, e describedlvel

1 In collaboration with producer and processor groups In adition, the Cargarized avisoning sesion for the Wetem Milk
coordinete and fadlitate an open didogue betweenthe  Rod (WMP) in Clgary in October 2003 The (DCisasiding the
two seorsto foster acommon vison, identify gods WMPin fdlowing up on thisvisoning sesson. In addition, the VWP
for the Canedian dairy indugtry, and establish acompre-  dedde thet, begjring in March 2004 and for acne-yeer paiod, the
hendve means of conunication. DCwoud dreir the megtingsof the WWMP Goordingting Gomittee

In ader to continue thix wiodeaken lagtar under this goalrhe CDC also oeghaiwkshop for the easternllARM.

the CDC collaborated with Ageandltdood Canada andThis activity was hegdli@004 ionteallts objestisnere
Deiry Famers of Canediaito fallow up on afirs Msoning Worksop, 1o e-affirm piipas commitment tétibing Agement,
which was heldachivbf 2003. ConSiderabl@badknyU to |mme understanding amongmmmm"qnessors and
mentation ane s Optiomﬂ'e dE|Oped to adsis the four provincialogernments, tticulate common principlesifay m
isesidertified a thefird Warkdop: 1 gowth of themedeet through— faward, and to @dop an action plan farsaifty specific key
thereplacement of ispp Canadianducts; 2rawth of the issyes. Again, the CDC will bealedéty tine foll-up to
maket though thgpeciavlilk Classrmittogram; 3ragth  thsworkehop. In addition, the CDC dhairs the conmitteein

of themerket through imnowetion and newproduds withaninoee®e charge of negotiating tiyeo@gvfounland and Labrador in
in per capita consumption; and 4. balancing supply anmg%@@nd.

This material was used asibdékfgmation for a secondrhe writing of the book on thedfiterCDC is on fFaek.
Msoning Workshop in October 2003 The objedtives of thismeeting  senjor writer isworking on location and hes acoessto an achisory

vereto shere infonetion regarding the four isueslised 200ve ad - committee and CDC staff to help with reseerch and witing. The
to identify concrete actionsthet producersand processorscolld — manuscript should bedinaizyust 2005.

undeake together liden to adess these issodsv up on

this secondkebop is ongoing. During the course of thedastajor dgipocessors in Canada

joined together to aeste anewarganization to rqresat thar inereds




PERFORMANCE AND

Thddary Rocessors Association of Canada was establisiesl @Dheresponsiblestersee the audikwwehed in the
end of 2003 ad hesinoressad itsmabardip to norethenadozen winding doan of the Gonmarad Eqpart Milk programy, which dloned
companiesn coast to cose CDC sufspiinereation of  dirett contratting, betwean producarsand processrs for the sourdng
this organization sincevd tilerpcessors teeha common  of milk to manufiectiay poducts for expbhese audits a
wice at the nationell. le peformed in collaborationreviticps.

2. Fadlitate the changes recuired in the Canedian dairy In acadance wilthinisteriﬁ]rectiogs, the CDC conducted its
industry asarest of the World Trade Organizetion eqort adivitieswhile regpecting CaneddSWITO limits on subsdizd
(WTO) ruing conceming the eqorts of Ganedian dary  40arts Thiswes done through the issuence of permitsfor individud
products and provide support to the Canedian negotiat-  export transedtions (S(d) permits). A new computer sgemwes
ing teeamin the aurrent round of WTO negotigtions deeloped to determingathe of the supQMdaterlyepas

Inaneffart totightenthe meregeert of mik podudtioninGredg, 0 submitted to Agrietdnd Adod Canada.
the CDCworked very dosdy with the indudry in the ladt year to 3 Eoourage consuption of dairy productsand the ue of

3 neke the necessary changes to quota polides: Verious soenerios Canedian diiry ingredients through promotion, merket
ware designed, amdlpnd@posed to the Canifilic®ipply research, and tednica Support.

Mereg te2(QMIMQ. It isthis tteswhp dedces Apat from continuingetgular activitiespéngingedient

which diengeswill be put in place. In March, the QVISMIC adopted ?ﬁﬂmmmmwmmhamtmdm

one of the scenarietogedytthe CDC to bring changes t e.rh‘3
. . Milk Ingredients Tednica Support Rrogram provides
Qquotasstemuichwil meke the S.pply 9 of mik more tednicd uppart to Canedian further processorsinvolved inthe

Sensié to seasowalations in demandiaguet 1, 2004. reformulation of finisiedgis to incorporateidgidients.

In regponse to the 2002 WTO Appellate Body ruling, the The®gram is intendedaddder financial stgpol assistance
Comehens Ageement éboling dflilkRaenues was to Garedian further processorswho lack the fedlities; tedrical eqartise
drefted to remove dl provisonsrdlated to Gommerdd Bport Milk  and/oresoges to conductrotiet! duct trials and analysis.
The @MCowrsawthe re-drefting and goprovd processof theagree: The Rrogram wes laundned in 2003 with abudget of $100,000

met. The CDC is collecting the endorsemenbsigeath per year and hasadyeceid seral applications and inquiries.
of the nine signapavinces haipating in this pool.



Folloning the funding of abutter promotion programin the lagt recommendations of thisedugtion were presated to the QVISVIC
two years the (DChesdifered to cortribute finenddly tothefuther in dnuary and saerd recommandations semring fromthe evdugtion
promotion of gapoductd his would be danadh branded were adoptdsf the CMSMCGliia

adetisingmpgrams ino@rship widary Farmers of Canada’l‘reCDCkase\dLaed the sniassit offarsto theariols o

This initsgiwouldvohe poducersiggessors, and pOSSiblytreimhﬂry axch asthe GVISVIC, the All Milk Rodl, the Western
futher pcessors. Milk ool and their tedical comittess Snvices uch asorgan:

4. Achiee administrtefficienciestigh the continuofeion of mestings preparation and dribution of bedground
_ Gondusorsand recommrenctionsfromthisevdugtion were presated
Folloning the Threat Rk Assessmant condudied the year before, the to the CMSMGIily 2004.

(MChesfamred a Sty Oooypetiond ety and Hedth Gommittee

who will srve asan achisory body to srior menegemart todevdop 1N therea of humessoes, the CDGked closely with the
policies and makemmendations on mattersy&astyrit HUTEN RgtsQmmisionin the et yeer asit wes being acited for

and health. conmpliance with the Enploymert Eeity At. CDOSEMployment

_ EquityHan will be implememtedhe comingetyearsThe
Alreecly the CDC hes prepered a ssond set of aompueswicna@e o'tk gefiming look at the demographics iffissavo

kept off thegmises ame aailable tesume operations in C2S8 a formal succession pleisiegvél foll As a number
of a major disaster in the CDCThugdkigessesfimption of pecple left the CDCinthelagt yesr, recpiring severdl hiring actions
Hat Steisakeyfedure of the Busness Resunyation Han of the OC the competency regirement anlysis hes been postponed to the
The (DC hes ds0 continued the evdlugtion of its progras An comingegr

ewaluation of thanphgedienVaketindgfogram was carried

out in the spring and summer of 2G&anwdspsented Outlook

to the CMSMC rtdber which suppdhe expansion of thexg the years the Garedian S pply menegemart sgem hesadpted
activities. AlthoughptbeidBlilk Clagsrmiffogram was nexto new pararetersin the environment. Feer trade hesbeen amgor
dated for an evdluetion, thiseerdse wes postponed becasein iy fator in these chenges Asthe Doharround of negtiations progresses
the QVSVICrequetted an eveluetion of the Domedtic Dery Rodud &t the Werd Traoke Orgarizetion (WTO), dissussions on the possihility
Inrovatiorfogram, which was up#ar The conclusions angfreduced tariffs onspad ireased rkat access cause a




PERFORMANCE AND

ged ded of concan for the dary indLry Futhemorg, anyredudion: reaches its target of setting pupgstaver the cost ab-p
intheled of sisdzsd eqartsdloned ude theWTOwoudhae  duction of 50qesrt ofrpducers.

SENouspecussions. The internal envient of the Can@digrCommission is also

Areduction in tariffsatens the integrity of the doniesttic otenginQur wikface is aging aedheed togpee the next

by increeang the probehility thet foreign produdsuch ashbuiter  generation of specialists and Maedg@ranission also wants
could enter Canada to compete withrdduoeSiicsowould to put argater emphasiso@rance andrdases thatew

mekeit edrendy dffiat to menege sypdiesfor thedometicmaket,  systems be put in place.

not kneing exactiymuch impeal pducts will come in ok a1t the CDC has identified six issuessedbatid

a specific period. Azagecm rkat access would automaug.@;}{@wars:

reduce tlmeerall Canadian mutkuptiorequed to supply the

domegicmerket. Our curert limitetionson eqortsmekeit ddleny  Thearphessoninproding the govamance o pubic coporations

ingto dispose of omrcstiral surplus of skim milk solids amidiagorporations are under more and nmore public sarutiny and
futhemreduction in expavould worsen the situation. goernance is takingecstaigdhe CDC subscribes renithis t

Tredrurtud spiusof smmik lidshesgoan beondour eport 3t Esdreay gatedtopt mesesinplaetoinproe tsamut-
limitsand theindustry st fird waysto dedl withit, Rolidesat the dilityfrarawak. The CDC intends to continueréctibis. di
famlevd are being redened to remove incentivesthet leedto a Renewing our workforoe

!arger strudugl .sup.lus Asafird _step, prwi_mesraeageed to In the nextdiears, up to 10 CDC staff mesrdogrscied to
|rrp.lemart pohogsarmd & lonering the solids non et/ bp?ten‘a retire Thisis I7 peroat of our workforee Mod of these people ae
ratio qf raw mugrdhg ne>_<t two te¢hgardn gddltlona/m rEregErs or soedidigs They will take withthemalct of our corporete
domegtic usesfor dam milk solids mugt be found rapidly: In thet The Conrission hesto prepare for thisand plan the trarfer

respectrgucers andgessors aiscussing the pOSSibi"ty(ﬂfknwledge and corporate yrtenotier empies to ensur
devdoping a new program for the production of milk protein continuity

ooncantrate and/or casein.

Fiang & the fam gete cortinuesto be acontertiousisse ad the
inoLetry nesdsto exanine dtametives beyond 2006 when the CDC



The nesd for better aoheson and nore rgad deason-meking
within the Ganedian dairy indutry
Athough the MChescortinued inthe led year to encourage an opan
dialogue leken dgifarmers amacpssors, ourtsf@mnnot
dop here. Integrated solutionsto tormomron@drdlengeswill hae to
be negatieted and implemented and the ADCwill cortinueto play a
keyrdein fadlitating adidogue thet will leed to attions The dedson

makingqcess should becormeespmnsito rapid change.

Tre ned for domedic marketsfor the nonHat milk conporarts

and the need to operate the supply menegement sgem
more tigntly

The reduction of eqportsforcesthe devdopment of new marketsfor
dary produdswithin Ganeda. Innovetion and pronmotion will receive
patioda atertioninthe nexd year, aswdl asthe eqdoration of new
makets for non-fat milk components.

The uncartanty regarding the effidency of taiff wells
depending on the reauts of the WTO negatiations

If, & the conduson of the aurat WO negdtigtions thereisan ayee
mat to reduce taiffs goplied to dary produds entering Caneda,

the mik supply menegement sgemwill be greatly delenged. If
nore foreign produd s enter the country; there will be areduction

The need for anew drategy for priang beyond 2006

Each yerr, the Ganedian Deiry Gommmisson setsthe apport pricesfor
butter and skim noilklgp These pricesused aséeence
acoss Canada to establish the pricasdoaetisespitee

for thar produdtion of indugtrid milk. For the momant, the direttion

of the pricing decisions is quite2€83, the CDC made the
commitment thytebuay 1st, 2006, the cogbdiption of
50 peent of Canadiay tlaimers wouldomeedby suppio
prices.ddew, it is time to gtdninking about tiection for
pridng beyond 2006. Any dnenge in drategy will recpire corsuitetions
with theavious sectors of theinliduist and with consumers.
The newgrategy will do haeto take into congderation the future
economic emvinent.he ini@ependency of suppoes and

milk class prices needs to be examined. 31

in the domestic demand for Canadian milk which will translate into
a eduction in thwerall quota, unless Canadian milk can compete

with these cheapertgr@en its centrale and exjee, the

DCwill work in dose cooperation with dakeholdersin order to
alleviate anyeasty effects on thg iddustr
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CGodsfor the period 2004-2005 to 2008-2009 . run a secomdind of training for staff concerning our elec-
The folloning godis are darived fromithe 2bove autlook on the indletry tronicgecads management system

and its recasted impact on the CDC.

OPERATIONS GOAL
QOMPUANCE GOAL God 2 Improve the plaming of humen resources
CGod 1 Enhence corporate govermnance, in line with Ryforreneirdcatasfar 20042005
TresaLry BoardSModen Gonptrallersnip guiddines The CDC will-
Reforeneirdetasfar 2004-2006 . prepe a succession plan
The CDC will:
_ . offer dl MCeamployessthe oppartunity to prepare aparsordizd
revéw and update the 12@/s training plan

qaera.tiadizeade‘ma:eGI@praaepdiQ/for HMEL  yepee a corporate training plan
equif asiell aFreasy BoaS\Values atihics Code

promote CD@lwes to all CDC gegsio SIRATHIC GOALS

ense that all Commissioners complete th&aenrse ooa 3 Hovide leederdhip to the indugtry and particuladly
Corporatexernance enhance dakeholder rdaiongiips

include Ormwing internal commurdQaiticthe objesti  Rrfonereimetasfo 20042006

of management for 2004-2005 The CDC will:

encourage managers tegutdd staff meetings . complete the ingtugsioning ingatand communicate the

establish ahag@foum for middle management results to stakeholders

harmam the pcessing and the filing of information, botﬂ’?ﬁide trangpat and impal advice to stakeholders
elegbnic and printed format . enserstakeholdersastsra hed

. train staff on their obligations ufmbesthildrmaticst A . paticipate in Agricuand Adod Care@Dary Round
and thBnacyct Table



God 4 Futher dedop profitable merkets for Canedian God 6 Fadlitate effective netiond milk gquota menegeret.

dary prOCL[IS Ryfamaneirdctasfa 2004-2005
Rrforreneirdctasfar 20042005 The CDC will:
The CDC will:

. provide \aiousquota menegaTat adyses and reconmadations
devdop, recommend to the QVISMICand fund an equanded inno- to the CMSMC

\etion program for gggoduct delopment andieting assist in the implementation and the administration of the

exple ways teplace substitutes withinggdlients and chosen system
inestigate waneets for solids non fatramdegoposals _ -
to the CMSMC CGod 7 Raview fam gate priang beyond 2006.
stimulatecgth trough pmership inited Fafoneaneindctasfar 0042006
The CDC will:

maxirm WIO-athwed subsaelil expis
hold consultations on farm gate yoncir®p06 and its

deelop policy altewemtiveducersttural surplus

dependency on CDGtquppes

God 5 Rolde tedmicd asgance to the Ganedian negatiar
tion team and exduate the patertid inpedt of the egiadture
negatiations a the World Trade Organization on the
Canedian dairy indugtry,

Rrfomaneindctasfar 2004-2006

The CDC will:

monitor negotiationsravideany technical assistance and
advicequedby the Canadian negotiating team

. ealuate, anticipate and communicate any potential impact on
the Canadiamydadust
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Management Responghility for Fnanad

Saements

The financial statements of theBan&tiammission and alhetudit Committee of the Cabaigidg@ommission, made up
infometion in this Amuel Repart are the regoonsillity of meregement. of the Commissioners: oversees menegamentGregponghillities for
Those statememtshenrgpeed in aadance with Canadiamantaning adequete contral sgens and the qudity of finendd
generally accepted accounting principles, usi@joesthaggaary The Commisiaternal and external auditées ha
estimates and judgemastapg@riateinancial informatioaccess to #huglit Committee to discussuhs of theirkwo
presented@idiee in the AnnBapa is consistent with the and to esgss their concerns and opinions.

statementsypded. The transactions and financial statements of thee&Commission ha
In dischargingesponsibility for fineamoahg, managemenbeen auditadthefuditoGeneral of Canada, the independent
manansad rdieson finendd ad menegareat cotrd sgersad  auditor for tevernment of Canada.

practices designeavidg@asonable assurance that transactions

ae athorized, asstsare sfeguarded, and proper records are main ra ’

tained These caitrand practiceseetigundlerly conduct of A )

business, the accuracy of aceomistitige tlmerga;paratlon bhn Qe, Chairman
of eliable financial information andetiheeatdh@ommission

pdidesand datutary repuiravartts The processindudes menegaTent® E I ' _ﬁ -
annual communication tgeespfeasy Boad guidelines ™~ "=+ "=/ == ' T
on conflict of is#rand code of conduct. Ga‘tanPaquettegniobirectg Ainance aperations

Ottawa, Canada
Sptember 29, 2004
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Management @ Discusson and Andlysis of On eqort attivities
Anandd Conditions and Reaiits of Operation Qe
for the yeer ending iy 31, 2004 Totd eqort sdesreeneis57 parcat loner then the pravious year

The fallving discussion and analysis of thesylesaimy asaresit o lone ledsd dloned eqatsuda WO rues Tredare

financial position of the CBaadiaommission (CDC) for the CDC had to accumulate slandeniik @ntoy and will

year endidgy 31, 2004 shoulddukin conjunction with thaneed to find domestietado dispose of surplus milk instead of
financial statements of the Commissiomegmelodetehe the normal expbannels.

Annudepd. The onlyoptuct exped thigear was skim roilklgr and the
quantity extgal had to bluceldy 56 peent as comgokto
S ECTED KEY RESULTS OF OPERATIONS theleet deiry year, when the (DCwes able to export asell quertity
(In thousendy of butter and whole mitlep in addition to skim onilk.p
Dary year 2003-04  Dary year 2002-03  gx o ses
K9 Bpot  Domedic Eqoort Domegtic The DC purdhesss suplus dairy product s destined for eqoort & prices
Total sales $36624  $135418  $85040 $146279  thatreflectipwiling worldrket conditions at the time with the

Total cost of sales $37,195  $129,976 $82620  $129,418 inet of h’@qrg e ol thecousedf ag'\ﬂq Chrym Asthese
Magn(osjonsdes  $ (571) $ 5442 $ 2420  $ 16861  makesae\aydffiat to predd, the MCaiten findesthe dary

Surplus at year end $ 21,405 $ 32,440 year with gains or lossesfld#wtthis pricingrtaiage
Inventory on hand

at year end $133,598 $ 67,041

Loans fromthe

CGovernment of Canada $ 98,337 $ 28,702



For the dgtiyear endidgy 31, 2004, the cost of sales wasTals@uantities of otbéugqts sold on the domek&t ma
lower by 55 peroant as a conssquence of reduced exparts Loner remainedlately similar to trevippuga

thenanticipated sales prices generated a small loss of $0.57 million.

In contrast, experations in the gaar endidgy 31, 20038 d sies

resulted in a gain of $2.4 fiiltiges the CDC experlenceH1 ader to meet CalSaatiff Ratuota obligation under the
urartidpeted risng espricesfor dery prodldsonthrevodd ekt WTO ageement, the CDCriegp8,261 tonnes of butter and
in conperisonto the purdhese priceswhch hed bem egeblied eatlier,  Putterall & prewalling word prices Thisprodut isdiredted thvough

when stable expacesae anticipated. butter manufaertsi to therfluer mcessing secto
_ In 2003-2004, the CDHswld butter which welsgsed at
Grryrgdags full domedtic price, resiting in aloner margin on sles as conpared

In conparison with the prevous dairy year, the DGScamying darges to 2002-2003.
for inventary detressed sibdatidly due to redudtion in equortsunder
the WTO rues Invertariesdf procusdestined for eqort wereloagr DUiNg the prévious ey yeer, dermernd inreesed sigrficartly, leeding
onagrae duing the yeer, Thisresited in adirett decresse of sorage toadortage of domedic butter. The MCusad buiter ongirelly des
and handling costs ezhipahe same perioganeeie.  tinedfor theeqort maket to addressthe domedtic market shortege
While this butter wechased at the world price, it was sold at

On domedtic attivities the domestic pricelhgenerating @fipr

Sles

In totalreenuesdm domestic sales déglinpgent in the
20032004 dairy year, meinly resting fromlone Ran Abuiter sdes
becauge the Ched nat been adle to replenish these sods fromthe
indLetry earlier in the yeer. Thisdecreese in reenue ves partly offeet Folbwing a CMSMC decision, ther€d3€dnisdeof butter
by larger esof simmilk poader to dometic usasinanimel feed. Stocks gar endbim 12 million kg to 15 milliordkg o o
Sales of skim nolidpr to the animal feednjniesasedy ~ reduce the risk ofdigiitages.

72 percert, from8.2 millionkg to M. 1millionkg. The@Ched  |nentories imased substantiiyaalue of $67.0 million to
to sell thigoguct on the domestietircause theestral  $1336 nillion thisyeer, causing acomesponding inoeeein the loars
surplus could not all reeelxpo from th€ernment of Canada.

Ganing dagss inataiesad lcarsfrantte Gvamet o Grech
Carying chargeseim®ed substantially due toweigoeies at
year end.
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Admingretive eqensss milk poader in domegtic marketswhich aurently use inported ingre-
Totd adinigrative eqensesinaessed by 13parcat anlyssaonpared dierts or findingvel ways ofrkeding solids non fabaugpts
tothe preiiousyea. Thsinoeseisatribuebleto hgher slayaods  such as blends anddtigih functionadgbe:

Crdlengesfor the future The Gommisson hesto use, to itshbest ad\artage, veriouseqart prod

The WTO ddision in Decarrber 2002 on GreckQonmerd Bport Ut CALEJONESIn Oraer to IMeTize our equort Sbsdy aonmitmerts
Milkwill recpiretihter meregermert of prodLdtioninarder torvinimize. TE oNTisson esenrenoaditstraking yatemiar equort adivties
cB:#er to fully cahthe quantities of sellsekpis made

surpluses in the domekgtinadso heightens the challen% ) ) )
finding new rerkets donmestically to dedl with the ructurd Spits the indugto ensiCanadsspects WHO commitments.

Newintigtives have been taken to metch ypply with demend nore
tightly and reduce the patartid amount of arpdusmilk. There rameins
the challengenee, of finding ways to dispose of surplus skim




Auditor® Report
To theMinister of Agriaaland Adeod

| haeaudted the bdance et of the Gredian Dary Gommisson aooepted acoounting prindples Asrequired by the Frandd
asd 1y 3, 2004 ad the datametsd ogpgaiosadaupus AdingrationAt, | repart thet, inmy gainion, these pinddeshae
and caeh flonsfor the year then ended. Thee finenad date been goplied on abesscomsgat withthet of the preceding yeer.

mentsratheesponsibility of the Commmrmgementﬁnhe’ In my opinion, the transactions of the Commission

My responsibility is teeeg@n opinion on these finanq@t h& come to my notice during my audit of the financial

statements based on my audit. statementséhdn all significaspects, been indzrue
| conducted my audit mawce with Canadian generalithPat X of th&nanci&dministraotandegulations,
aoogted auditing dandards Those dandardsrenuirethet | dan the Garedan Dairy Gnmisson At and reguldions; the Diredtions
ad pafoman audt to datan reesordde asracewaharthe . to the Ganedian Darry Gommisson (Eqpart Darry Rodudy ad
firengd dataretsaefreeof metend mstaarat. Anadt  theby-laws of the Commission.

indudes examining, on ates beds evidence supparting the 5

aroutsad d-doaresin thefinenad saemats Anaudt do

indudes assessing the aooounting prindples used and sgnificant % :
edimetesmecke by menegamart, aswel asevdueting the overell 'ﬁ"_ ,.'%
financial statemeseptation. b

In my opinion, these financial stat=mentsjn all angld @hompson, CA

eterial repects thefinenda position of the Gonrission asat Assistaniditor éneral for thedfoeneral of Canada
diy 3, 2004 ad theresdtsof itsopaaiosaditscahfloas Otawa, Canada

for theaar then ended indauee with Canadian gené&ggitgmber 29, 2004



FINANCILASIAT EMETS

Bdance Seet
asa ly3l
(in thousands)
2004 2003
Assets
Cash $ 375 $ 17
Acoounts receivable
Due from provindial milk marketing boards and agencies 33,221 20,091
Trade (Note 3) 432 12,500
Prepaid expenses - promotional activities b 2,053
Inventories (Note 4) 133,598 67,041
$167,626 $101,702
Liabilities
40 Bank indebtedness - pooling account (Note 5) $ 1,422 $ T4
Accounts payable and accrued liahilities
Due to provindal milk marketing boards and agendes 30,484 18,166
Trade 14,039 18,593
Other liabilities 1,939 3,067
Loans from the Government of Canada (Note 6) 98,337 28,702
146,221 69,262
Surplus (Note 8) 21,405 32,440
$167,626 $101,702
Commitments (Note 12)
Approved:
..__...ei'-.:f.—-.q. ‘. i .'._,, A
< Chairman \Vice-Chairman Senior Director of Finance and Operations

The accompanying notes arel aclhegetbpathese financial statements.



Saement of Operaions and Surplus
for the year ended 1y 31
(in thousandg

41

2004 2003

Sales and cost of sales
Domestic sales $135,418 $146,279
Cost of sales 129,976 129,418
Margin on domestic sales 5,442 16,861
Export sales (Note 9) 36,624 85,040
Cost of sales 37,195 82,620
Margin (loss) on export sales (571) 2,420
Total margin on sales 4,871 19,281
Pooling of mket returns activities

Contributions from provincidtatiag boards and agencies 133,313 105,359

Equalization payments to provindiatintpboards and agencies 126,128 98,329
Contributions withheld to fund operating expenses 7,185 7,030
Results before net operating expenses 12,056 26,311
Opeating expenses (Schedule dit®ps by Product) 13,955 10,355

lessfunding of admingtive expenses by the Government of Canada (Note 10) 3,172 3,599
Net operating expenses after funding by the Government of Canada 10,783 6,756
Results of operations after funding by the Government of Canada 1,273 19,555
Surplus at beginning of year 32,440 15,132
Refund of surplus to producers (12,308) (2,247)
Srplus at end of year $ 21,405 $ 32,440

The accompanying notes arel aclegletbpfthese financial statements.




FINANCILASIAT EMETS

Saemant of Cash Hows
for the year ended 1y 31

(in thousands)

2004 2003
Cash flows from agigng activities
Cash receipts from customers $184,110 $ 227,284
Cash paid to suppliers and others (251,127) (182,271)
Cash receipts from provincial midtimguboards and agencies 120,183 103,414
Cash paid to provincial milketiagkboards and agencies (113,810) (98,018)
Cash receipts from the Government of Canada 3,515 3,899
Interest paid on loans from the Government of Canada (528) (1,026)
Cash flows from (used in) operating activities (57,657) 53,282
Cash flows from financing activities
42 New loans from the Government of Canada 161,234 78,710
Loan repayments to the Government of Canada (91,599) (131,419)
Refund of surplus to producers (12,308) (2,247)
Cash flows from (used in) financing activities 57,327 (54,956)
Net decrease in cash (330) (1,674)
Cash (net bank indebtedness) at beginning of year (717) 957
Net bank indebtedness at end of year $ (1,047) $  (717)
Components:
Cash $375 $17
Bank indebtedness - pooling account (1,422) (734)
$ (1,047) $ (717)

The accompanying notes arel aclhewgetbpathese financial statements.



Notesto Fnandd Saaments The Gommisgon adminders on behef of theindudry, apridng and
Jly 31, 2004 poding of market retumssgemwhich provdes mlk conporertsto

1 The Cormrission futher ppcessors andreqdiough pcessors at conypetiti
Te on Deiy ision (the isior() isan gt G prices Aocnro_lrpjy tk‘isgﬁeﬂisa_driristemd WtreGJr_rTﬁssion_in
coporation nervedin Rt |, Rhectell to the Finendal Achirisration mc'aug‘“th;r; dam_ 'p'dd’a S\e Agreamert on Rudling of M'"I‘l
Actand is not subject to dhsipns of theomiaxAct The \Efn e lo a}:kp;dgcers to Oa:jufv: hationally as
objects of the Commission, s established by the Ganedan Deiry asthe OWetem Milk Foaling AgresentOerd the Ggreamet
Trmision At, are (o provide effidiert producers o milk and an Al MllkRnllr_x;ﬁ_)cod_IONohrygodmstOQHeraglsre;m
aesmwith the gpportunity of abtaining afar retun for their lsbour d&;mtm Ugmd ik me adﬂiE[ll’Q l::m,lsdeadegE esrqoresa:]
and mestment and tovjgle consumers fmaducts with a thecourtry scary pr tf_wprcm . ¢ : _sson\_/ut
continuous and adequate suppiyooludtsrof high qﬁhlityall theeleant data and funding for its administration of the pool-

Ing system.
The Commission, in co-operation with thélKCaipatiian

Manegement Gonmrittee (QMSVIQ), whichit dreirs undertakesthe 2 Significant acoounting polides

menegement and adiminigration of operationsfunded by producers. | 4t gries 43

The Gommrission purdnesesdl butter and imirlk ponder tendered . Inventorieseaalued at traer of cost or estimatedaiit
to it at either the Canadiart puippar at prices estabjishédlealue.

the Commission, depending on theesatndea s, eept

for aportion of hutter imported by the Commrision & intematiord. % O S o

merket price for domestic coneLnation in acoordence with Caneck® Gooo!s pchasdy the Commlsglop fat sajeseapchased
commitrrentsto the World Trede Orgarizztion (WTO). While a at prices establightdte Commission.

mgor poartion of the butter purchesed by the Commisson islater

raoldci?tm da*rnﬂianm.(et, mog a(:jf.trsejgdm m'Il.< pcmder is?n Mo sesand purdhesssin foreign curmendies are hedged by forverd
edasd mnfatuedaurematsad issid domediclly inaatan echange contractsrandhaslated into Canadian dollars at the

marginal rkets or exfexl.The Commissiontexmpluses irbchange ratewvioled then 1o be accounted for as a hedge a

.treformgfvxmle rmilk procuts samimilk powder and butter on faowad echange contract must be designated and documented as
internationalrkess.

Foragn auragy trardetion
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44

ahedge and M be fedive a inogtionand onanongoingbess the rgported amounts of revenues and eqpenses during the reparting

If the hedge critesfa not met, theviad echange contractperiodvaluation ofemtories is the most significantréem whe
would be accounted for on the balance &teef aitfathe etimetes are used. Adud amounts could differ fromthe current

initid far velue and subsequent dhangesin fair velue recorded in etimetes Thee edimetes are reviened anudly and assadjutmants
eamingsin the period of denge: The GommisioSfovward edrerge become neagstbeey rarecogmd in the financial statements
aortradsae hedgesand ae thaefore nat recognized inthebdane in the period in which they bewame kn

sheet buteaonly disclosed in note 12. _ ~
_ _ _ 3 Acountsrecaveble N Trade
SHesand purdreeesin foreign aurendesthet aienot hedged @@ st of the trade accmamiblera in fieign crencies and

trardated irto Garedien dollars at the echengerae ineffed 0N i Grrien dollar vAlue hes been deterined using the rete to be
the transaction dateign crency gains and loesesladed ,5iq yndenfad echange contracts for those being hedged, as

in the operatiagults of tiar in which they redcur further exlaned inNote 2, or & therate of echenge & year end.
Qrtributionsto FUgic SnieSpgarLaionHen 4. Inventories

Tre Conmissordigible enployess patidpete in the Rudlic Sarvice 2004 2003
Spgametion Han admindered by the Govamment of Geda Bath (in thousands

the erployessand the Gommisson cortribute to the aodt of the Han Butter $ 88,872 $56,021
Contributions by the Commission are eqpensed in the yeer incurred. Sdim milk powder 44,726 11,008
The Commission isquitd undergsent legislation to makéXner daity produds D 12
contributions webpect to actuarial deficiencigsbtiéthe @ $133,598 $67,041

Sarvice&iperannuatitam. B

The CommissonSinentory indudes 11,372 tonnes of butter and
Mesgraret unatairty 1,947 tomes of dmmilk poader (2003N 8,879 tomesad
Tre preparation of finenad satemantsin aooordencewith Garedian 2,020 tones) with atotd cogt of $71.03 rillion and $10.50 rillion
generally accepted accounting gueipteamagement to repetivay (2003N $5364 million and $10.49 rillior) thet mugt
make estimates and assumptions thegpatEtEimeunts berepchasdny the manufastsrbm the Commission within
of assets and liabilities at the date of the financial statepemntsate net dary year a thethen prewelling Sypport prices



The bdance of the inventory is conprisad of 3003tomnes of butter

8. Suplus

and 30,775 tonnes of skimndelk(003 N 442 tonnes arnfhe Gomrrision indirectly collets amounts from consumersthrough
264 tonnes) with a total cost of $17.84 million and $34a¢Rappiheited in the retal e price of butter. THsdarge isusd

respeatily (2003 N $2.38 million and $0.52 million).

5 Bak indebtedness - Rooling aocoount

o provide bridge finenang and enaure the effident operation of the
priang and podling of merket retumssgem the Gommisson esab-
lished agbillion (2003N $D rrillion) line of aredit with armenber
of the Garedian Rymernts Assodietion. The bark indettednessincurred
under thisline of aredit isdue on damend and bearsinterest & prime
whichon diy 31, 2004 wes 3 75 peroat per arum The bark indeat-
ednessisrepaid monthl

6. Loansfromthe Government of Caneda

Loansfromthe Govarmat of Garedh, to anadnmumaf $00 mnillion,

aeadlddeto firence oparations Indvidle lcansare repayele within
one garrbm the date the loanda@hincipal andraed
interet are repad regulaty duning the year when fundsare aalale

to fund the camying codsassodated with the nomrd leds of butter

inentoy This amount is included in contributions withheld to fund

operating expensssied in Betement Qperations and
Srplus The suplus a the end of the year ismede up of an aoco-
mulated surplus of this funding and surplus amountsrelaing to
commeial sales.

The refund of surplusto producersrdating to commerdd sesis
determined on an annual hassladdn thear in which it
is authoeid.

9. Bport sdes

Expat sales include $0.27 rejiésenting net gains (2003 N
net lossesof $0.28 million) aisng from aurency trandtion rating

to transactions fedun feign crancies.

Inteest on the loarsad the normal rates establi@oed for 10. Codsfunded by the Covernment of Careda

corporations by the government and veried from 2.06 percert to

3.32ar0at (2003N 250 peraart to 337 parcart) duing the yeer
and toteled $0.95illion (2003 N $0.71 million).

7. Far vdue of finendd indruments

The camying arounts of the aooountsrecaveble, bark indebtedness
aoounts payedle and aorued lighlitiesand loensfromthe Govammarnt
of Canada mgimate their falues because of tii¢esho
to matugit

Funding of the Gommissor@adiinigrative expersssis dered arong

the federaMgrnment, dapoducers and théehalac&he
Govemat of Credahesfundsd 832 illion (003N $36 illion)

of the Commisiadministvatxpenses of $6.3 million (2003
N $6.2 million), asll as $0.3 million (2003 N $0.3 million)
for professord seniaesrdating to cogsof produdtion detaclledtion
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FINANCLASIAT EMETS

1. Rerson Han (in thousands)
Operting eparsinduce the GrmisiorBrtribtionstotreRblic 7'/ Qurenypurchased U In Ganadian
Snice Speramuetion Aen duing the year tatding $49 thousad. U5 0ars Canadian dollars 4,113 5,460

(Z)O3- U7t E which com 5t0 about 2.6 timesthe Canadian dollars U.S dollars 5,535 7,342
empleed contributions tlaine Total S 12,802

) Rrdeseconmitnats
2 Gommitments Asa dly 31, 2004, the Commisson wes committed to purdnese
Fovadedateatrads cartan quartitiesof butter and imnrilk poader. These commitmants

As paof its feignxehange risk management, the Comnaisaiated to goproximetdy $8.8 million (2003N $3 1million).
atersino fowerd ednange cortradswithregard toitseqoart sdes Mod: of these comritments are in foreign aurendies and are covered
contradts and purdnese corntracts requiring sattlemel't in foreign by fowad echange contracts.

aurendes At the end of the year, the ConmissorSoutganding

forward edrenge contradstatded $2.8 million Gredian equivdlgt LoD Emilesse

46 (2003 N $5.0 million Canadiaiesd)iihese contracts willThe Gmmisioniscommitted under along temlese with Agiature

matte over the period enBeEmember 200%e maturity dated AgFeod Canada for office accommodation ending in 2007.
of the fomard ednange cortradts comepond to the edtineted dtes The lease contains escalaticrgakngesaintenance costs

when the Gonrision epadsto rese thefordgn aumeny processs.— and taes Thisleese ey be autoeticelly renened &t DCsoption

aisng fromeqort sescontratsand when sttlement isduefor ~ for another period easwith rates possilsigd irder to

puchases imeign crencieShe Commigimwad echange reflet therental merket \elue pursLirt to Treeary BoardSRlicy on

contracts asud 31, 2004 as folks: Real Ppety



The remaining minimum lesse paymentstatded $ 796,800 a year-
end. For 2006-2007 the rart isfor 8 months asthe lesseterm
enddach 31.

The minimum lease paymentsfor the next three yearsare asfallons

2004E2005 $298,800
2005E2006 $298,800
2006B2007 $199,200

1B RepresrtativesFees

The Commisson used the senvioes of represntdivesfor sde of dary
prodldsonthe eqot make. Tatd fessfar the year ware $0.3million
(2003 N $0.8 million) aedrecluded in cost of sales.

. Rdaed party transadtions

The Commissimtaited in terms of cormnrarship to all
Goernment of Canaeleted depaents, agencie anah

corporatioitfie Commission enters into transactions with these

entities in the normal course of thessessansactions totaled

about $1.6 million durigegth€2003 N $1.3 million).
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FINANCILASIAT EMETS

Shedule of Operations by Rroduct
for the year ended 1y 31
(in thousands)
2004 2003
Sim Milk COther SimMilk  Other
Butter Fowder Foduas: Totd Butter Powder PRoduass  Totd
Salesand cost of sales:
Domegtic seles $113,736 $21,682 $ b $135,418 $129,189 $13,835 $3,255 $146,279
Cogt of sales 108,003 21,973 b 129,976 114,456 12,508 2454 129,418
Margin (loss) on domestic sales 5,733 (291 b 5,442 14,733 1,327 801 16,861
Bqort sales b 36,624 b 36,624 654 82,542 1,844 85,040
Cost of sales b 37,195 b 37,195 236 80,748 1,636 82,620
Margin (loss) on export sales b (571 b (571) 418 1,794 208 2,420
Total margin (loss) on sales $ 5733 $ (862 $ b $ 4871 $15151  $3121  $1,009 $ 19,281
Operating expenses.
Carrying charges $ 2877 $ 1,355 $ D $ 4232 $ 2112 $ 784 $ 15 $ 2911
Projects and promotional activities 2,310 b 210 2,520 379 b 82 461
Domegtic dairy product assigance b b 357 357 b b 258 258
$ 5,187 $ 1,355 $567 $ 7,109 2,491 $ 784 $ 355 $ 3,630
Administrative expenses
Saries and employee benefits 4,651 4,435
Other expenses 1,627 1,762
6,278 6,197
Cogt of production, interest and bank charges related
to the operation of the podling of the market retums sygem 568 528
Total operating expenses $ 13,955 $ 10,355

*Includes wholeoniék oncentrated milk and cheese.






