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nfroduction

Interest in markets for specialty crops
has grown rapidly among firms in the
grain and oilseed supply chain. How
to enter specialty crop markets, what
is the profitability among different
specialty crops, which market sectors
need to be linked and how should
they be linked, are just a few of the
questions that have been raised con-
cerning specialty markets. One of the
major uncertainties facing firms is
what additional costs they will incur if
they choose to participate. A C-FAR
project was funded, in part, to begin to
identify alternative market channels
used and additional costs incurred by
firms handling specialty grains or
oilseeds.

During the spring of 1998, a mail
survey was sent to over 200 U.S. firms
that were identified as possible han-
dlers of specialty grains and oilseeds.
Eighty-four usable surveys were re-
turned, representing handlers of spe-
cialty corn, soybeans, sunflowers, saf-
flower and cottonseed. However, due

to the small numbers of firms han-
dling specialty sunflower (5 firms),
safflower (1 firm) and cottonseed (1
firm), these crops were not included
in this analysis.

Survey questions were designed to
identify the following information: (1)
storage, transportation, purchasing
and pricing methods utilized, (2) orig-
ination distance required to source
specialty crops, (3) end-users, (4) qual-
ity factors included in contracts and
quality control methods, and (5) addi-
tional costs incurred when handling
specialty crops compared to that for
generic commodities.

Survey Resuts
by fim Iyoe

The first analysis of the survey fo-
cused on how the origination, con-
tracting, pricing, transportation and
quality concerns differ by firm type,
and how these factors are reflected in
additional costs incurred by partici-

pating in specialty crop markets. The
initial survey questions asked respon-
dents to identify which firm type best
described their firm and which spe-
cialty crops they handled. The firm
type was separated into 5 categories:
grain elevators, specialty grain firms,
seed companies, brokers/traders and
feed manufacturers. The category of
“Grain Elevators”, which included re-
spondents who indicated that their
firm type was a grain elevator, coun-
try elevator, or grain terminal, was the
largest with 52 respondents. The sec-
ond largest category was “Specialty
Grain Firms” with 19 respondents.
“Seed Companies” was next with 8 re-
sponses, followed by “Brokers” with 4
responses, and “Feed Manufacturers”
with one response. Due to the limited
number of responses for brokers and
feed manufacturers, the analysis by
firm type was limited to grain eleva-
tors, specialty grain firms and seed
companies. The firm types along with
the distribution of responses for both
specialty corn and soybeans are pre-
sented in Table 1.

Table 1.

Specialty Crops Handled by Firm Type.

¢

Total Number of Firms Number Which Handle Number Which Handle

[ in Each Category Specialty Corn Specialty Soybeans
i Grain elevators 42 34
t Specialty grain firms 12 16

Seed companies 2 8

Brokers 2 4
i Feed manufacturers 1 0

TOTAL 59 62

Note Firms may handle more than 1 specialty crop.




Importance of Specialty Crops handled, on average, was specialty nated 51 to 250 miles away, and “na-
The percent of the firm's total busi- ~ <OPS: The seed companies were more tional origination” indicated sourcing

ness devoted to specialty crops is a differentiated, with some firms han- from over 250 miles away. .
measure of the degree of specializa- dling as little as 3% and some seed For all firm types, the majority of
tion. While all firms, on average, re- companies reporting up to 98% of specialty crops were purchased lo-
ported 35% of their volume handled their total volume handled was spe- cally, with an average of 56% of all
was specialty crops, the volume com- cialty crops. purchases of specialty crops originat-

ing within a radius of 15 miles (Table

mitted to specialty crops differed by 3). On average, grain elevators and

Origination Distance
firm type (Table 2). On average, spe-

cialty grain firms reported 96% of .Th‘e survey respondents were seed companies originated over 90%
their volume handled was specialty ask'e ato 1T1d1cate the Eefcen.t age Of. of thelr specialty crops within a 50
crops, with a minimum of 70% and a their specialty crop origination which  mile radius, while specialty grain
maximum of 100% of volume consist. V25 sou‘rced from each of"four cate- firms originated 40% of their specialty
ing of specialty crops. In contrast, gories. * Loca-l origination” was de- ' crops from a radius greater than 50
grain elevators reported only 9% of ﬁned as specialty CI‘OF.)S that were orlg  miles. The data therefore suggests that
their volume handled, on average, tnate-d from 0 to 15' m1}es away. as the percentage of specialty crops
consisted of specialty crops, with the Reg,“’“al origination” was 'dfzfmed as handled increases, firms must origl-
percentage ranging from less than 1% speclalty crops t.hat were o‘ngmated hate from an increasingly larger ra-
from 16 to 50 miles away. “Interstate dius.

to a maximum of 40%. Seed compa-

nies reported 49% of their volume origination” was specialty crops origi-

Table 2
Importance of Specialty Crops by Firm Type.

| Average Percent Handled Minimum Percent Handled Maximum Percent Handled

Specialty Crops  Generic Crops ~ Specialty Crops  Generic Crops Specialty Crops  Generic Crops

----------------------------------- percent - - - - -
| All firms 35 65 0 0 100 100
; Grain elevators 9 91 0 60 40 100
i Specialty grain firms 96 4 70 0 100 30
j Seed companies 49 51 3 2 a8 97

Comparison of Origination Distances by Firm Type.

i Table 3.
|
|

Average Percent of Specialty Crops Originated From:

Local {(0-15 miles)  Regional (16-50 miles)  Interstate (61-250 miles)  National (+ 250 miles)

---------------------------------- percent - - - - - - oo
All firms 56 29 10 5
¢ Grain elevators 63 30 7 0
| Specialty grain firms 36 24 23 17
. Seed companies 65 33 1 1
i

—_—4




Table 4.

Comparison of Purchasing Method by Firm Type.

Farmer Contracts

Elevator Contracts

Open Market

Other Method

Average Minimum Maximum Average Minimum Maximum Average Minimum Maximum Average Minimum Maximum

All firms 85
Grain elevators 9
Specialty grain firms 65
Seed companies 98 90

Transportation Mode Used

The firms that handled specialty
crops were asked to indicate what per-
centage of their total volume of spe-
cialty grain was originated using each
of the following transportation meth-
ods: truck, rail, and other. On average,
for all firm types, 96% of specialty
crops was originated by truck, 3% was
originated by rail and 1% was origi-
nated by other methods (identified as
barge). The primary reliance on truck
was consistent across all firm types.

Use of Contracting in
Purchases

Respondents were asked to identify
the percentage of specialty crops they
purchased using each of the following
methods: contracting with farmers,
contracting with country elevators,
open market or other. For all firms,
the average percentage of specialty
crops purchased through farmer con-
tracts was 85%, the average percent-
age purchased through a contract
with a country elevator was 8%, and
the average purchased through the
open market was 5%. Two percent
was purchased through other meth-
ods (Table 4).

Specialty grain firms purchased
less from farmers than the average of

----------------------- percent
100 8 0 95 5
100 6 0 95 3
100 13 0 70 14
100 1 0 10 1

63 2 0 100
40 0 0 0
63 8 0 100

5 0 0 0

all firms, with 65% of purchases made
through farmer contracts. Grain eleva-
tors purchased 91% of their grain
through farmer contracts, while seed
companies also purchased a very high
percentage from farmers (98%). Al-
though the averages for seed compa-
nies and grain elevators are not signif-
icantly different, their range is
different. No seed companies con-
tracted less than 90% of their specialty
crops through farmer contracts, while
some grain elevators contracted as lit-
tle as 5% of their specialty grains
through farmer contracts.

There was also a relationship be-
tween purchasing method and dis-
tance required to originate the spe-
cialty crops. Firms that originated the
majority of their grain from distances

less than 50 miles depended almost
completely on contracts with farmers.
However, the 4 firms that originated
at least half of the specialty crops from
50 miles or greater, on average con-
tracted no more than 30% from farm-
ers.

Bulk versus Bag Shipments

The average percentage of specialty
crops shipped in bulk, for all firm
types, was 80% (Table 5). Not surpris-
ingly, grain elevators shipped a larger
percentage of their specialty crops by
bulk {93%) than did either specialty
grain firms (62%) or seed companies
(51%). Also, for the 2 firms that origi-
nated nationally, there was a much
higher percentage of specialty crops
shipped in bags.

Table 5.

Comparison of Shipping Method by Firm Type.

Average Percentage Shipped By:

Bulk Bagged
----------- percent - ----------
All firms 80 20
Grain elevators 93 7
E Specialty grain firms 62 38
Seed companies 51 49

— 5




Storage Strategy Utilized

On average, 61% of the specialty
crops handled were stored on farm,
23% at the country elevator, and 14%
received at harvest (no storage). Two
percent was classified as other (Table
6). All firm types stored between 60%-
70% on farm. The remaining storage
for grain elevators was predominately
country elevator storage (29%), while
seed companies and specialty grain
firms relied more on specialty crops
received at harvest (25% and 19%, re-
spectively).

Firms originating the majority of
their specialty crops locally on average
stored just over one-half on farm, an-
other one-quarter at country elevators,
and received the rest primarily at har-
vest. Those firms originating from a re-
gional distance stored over 70% on
farm, almost 20% at country elevators,
and received less than 10% at harvest.
No country elevator storage was used
by the two firms that originated spe-
cialty grains from distances between
51-250 miles, with 3/4 of the storage

on farm and the remainder received at
harvest. In contrast, the two firms orig-
inating from a national level (over 250
miles) relied heavily on country eleva-
tor storage (63%), and farm storage
(33%). For the 25 firms which origi-
nated specialty crops from a mix of
distances (i.e., no distance range ac-
counted for more than 50% of receipts),
farm storage was used for over 60% of
the specialty crops, with most of the re-
mainder split between receipts at har-
vest and country elevator storage.

Pricing Strategy Utilized

The pricing strategies utilized by
specialty grain handlers were well
distributed across a number of op-
tions. On average, 26% of all firms
used a strategy of a base price + or - a
quality differential strategy, 23% used
flat price contracts, 20% used basis
contracts, 16% used acreage contracts,
and 12% used forward contracts
(Table 7). On average, specialty grain
firms purchased almost half of their
specialty crops using basis contracts,

with 25% of volume purchased
through base price adjusted for qual-
ity and another 17% through flat
price. Less than 5% of purchases by
specialty grain firms were made with
acreage or forward contracts. Grain el-
evators, on average, purchased be-
tween 20% and 30% using each of the
following methods: flat price, acreage
contracts and base price adjusted for
quality. Sixteen percent of elevator
purchases were made through for-
ward contracts, while less than 10% of
purchases were made with basis con-
tracts. Seed companies relied the most
heavily on base price contracts ad-
justed for quality, with half of their
purchases using this method. Most of
their remaining purchases were split
between basis and flat price contracts.
The types of contracts used by the
firms that handled specialty grains
were related to the purchasing strate-
gies used by firms. Firms that pur-
chased primarily from country eleva-
tors used predominately basis
contracts and flat price contracts for

. Table 6.

Comparison of Storage Strategy by Firm Type.

Average Percent Stored

Average Percent

\ On Farm At Country Elevators Other Received at Harvest
E -------------------------------- percent - - - - - ool
E Firm Type
1 All firms 61 23 2 14
Grain elevators 60 29 1 10
. Specialty grain firms 64 14 3 19
f Seed companies 69 6 0 25
|
£ Origination Distance |
i Local 58 27 2 13
| Regional 71 20 0 9
{ Interstate 77 0 0 23
i National 33 62 0 5
P Mix 64 18 1 17
!
t




their purchases. Those firms that pur-
chased primarily through contracts
with farmers used more acreage con-
tracts and forward contracts to price
their specialty crops than did those
contracting with elevators.

Primary Buyers

Survey respondents were asked to
indicate what percentage of the spe-
cialty crop originated by their facility

was sold to the following buyers: bro-
kers, livestock feeders or feed manu-
facturers, processors, exporters or
other. On average, 47% of the spe-
clalty grain handled went to export,
33% went to processors, 6% went to
brokers, 7% went to livestock feeders
and 7% went to other (Table 8).

The end-use market differed
among firm types. Firms for which
specialty crops were a smaller per-

[ e

centage of total volume handled sold
larger percentages to the export mar-
ket. Grain elevators, on average, sold
over one-half of their specialty crops
to export, and another one-third to
processors. Specialty grain firms sold
almost one-half to processors and
about one-third to export. Seed com-
panies sold over 50% to brokers, with
approximately 20% each to export and
other.

Table 7.
Comparison of Pricing Strategies by Firm Type.
i
{
| Average Percent Using Each Pricing Method
Basis Flat Price Acreage Base Price + or - Forward Other
Contracts Contracts Contracts Contracts
----------------------------------- percent - -« - - e e
| Firm Type
L All firms 20 23 16 26 12 3
Grain elevators 8 26 27 21 16 2
Specialty grain firms 49 17 25 3 6
Seed companies 25 22 0 51 2 0
< Purchasing Method
{ Farmer contracts 18 20 18 28 13 3
| Country elevator contracts 45 33 0 20 0 2
| Other or open market 0 85 2 0 13 0
Mix 36 26 26 12 0
Table 8.
Comparison of Buyers Among Firm Types.
Average Percent of Specialty Crops Sold To;
E Processors Export Brokers Livestock Feeders Other
: ----------------------------------- percent -« - - - -- oo
- Allfirms 33 47 6 7 7
{  Grain elevators 33 54 1 7 5
| Specialty grain firms 47 37 2 7 7
|
| Seed companies 4 20 51 6 19
i
i




Quality Attributes Specified in
the Contract

Firms were asked to indicate if they
contracted for any of the following at-
tributes: variety, minimum oil, mini-
mum protein, maximum stress
cracks/breakage, maximum fatty
acid, maximum foreign material, or
maximum moisture (Table 9). Of the

Table 9.

seventy-nine responses to this ques-
tion, 50 firms (63%) indicated that
they contracted their specialty grains
by variety, 42 firms (53%) specified
minimum oil content and maximum
moisture, 36 firms (46%) included
maximum foreign material. Maximum
stress cracks was specified by 27 firms
(34%). In contrast, minimum protein
content was specified by only 12 firms

Quality Attributes Specified in Contracts.

(15%), and only 1 firm included a
maximum free fatty acid in their con-
tracts.

The use of contracting by variety
differs by type of firm. All of the spe-
cialty grain firms responding to this
question indicated they included vari-
ety in their contracts. Seventy-five
percent of seed companies included
variety, while only 50% of grain eleva-

Average Percent Specifying Each Quality Attribute in Their Contracts

Minimum Minimum Maximum Maximum  Maximum  Maximum
Variety Oil Content  Protein Content  Stress Cracks FFA FM Moisture
----------------------------------- percent - - - - - - ol

. Firm Type
Alf firms 63 53 15 34 1 46 53

: Grain elevators 50 70 6 24 0 32 42

i Specialty grain firms 100 6 25 69 6 75 81

| Seed companies 75 38 25 50 0 83 63

|

;’ Primary Buyer

\ Livestock feeder 0 100 0 0 0 0 0

i Broker 67 33 67 67 0 67 67
Exporter 45 71 13 29 0 48 61
Processor 85 20 10 35 0 25 35
Other 100 25 25 75 0 75 75
Table 10.

. Attribute Levels Included in Contract Specifications.

: Minimum Gil Minimum Protein  Maximum Stress ~ Maximum FM  Maximum Moisture

t Content Content Cracks

i Average Range Average Range Average Range Average Range Average  Range

E

e AR R R PR percent - - - - - e

. All firms 6-16 38 3540 17 1-30 22 0550 149 13.0-20.0

! Grain elevators 7 6-8 22 10-30 24 0540 154 14.0-20.0

§ Specialty grain firms 6 66 35 35 12 7-20 1.3 1.0-15 141 13.0-15.0

| Seed companies 11 6-16 39 39 1 10-20 25 1.0-5.0 144 13.5-16.0




tors included variety in their con-
tracts. In contrast, 70% of grain eleva-
tors included minimum oil in their
contracts, while only 6% of specialty
firms included this attribute, reflecting
the higher involvement of grain eleva-
tors in the high oil corn market. Spe-
cialty grain firms also included maxi-
mum moisture, foreign material and
stress cracks in contracts more fre-
quently than did grain elevators.

On average, if the destination for
specialty crops from a given firm was
primarily export (i.e. at least 50% of
the specialty crop went to export),
then maximum moisture and mini-
mum oil contents were included in
over 60% of the contracts, and variety
and maximum foreign material were
included in almost 50% of the con-
tracts. If the buyer was primarily a
processor, then 85% of the contracts
included a varietal specification.

The level of attribute specified also
differed by firm type (Table 10}, with
much tighter quality specifications re-
quired by specialty grain firms. For
example, the allowable range of maxi-
mum foreign material identified by
grain elevators was 0.5% to 4%, while
specialty grain firms allowed only 1%
to 1.5%. Maximum moisture content
and stress cracks followed the same
pattern, with the maximum moisture
allowed by elevators ranging from

14% to 20% and maximum stress
cracks ranging from 10% to 30%. In
contrast, the maximum moisture al-
lowed by specialty grain firms was re-
stricted to 13% to 15%, and maximum
stress cracks ranged from 7% to 20%.

There were 32 respondents who
identified other quality attributes that
were specified in their contracts. Table
11 shows the distribution among the
IeSpOonses.

Quality Control Methods

On average, 93% of all firms tested
specialty grains at their facility or at
final destination, 83% of all firms re-
quired the use of variety specific
seeds, 56% tested specialty grains at
the farm, and 18% of the firms sealed
bins (Table 12).

The type of firm had an influence
on the quality control methods used
by the firm. Grain elevators depended
mostly on testing samples for specific
quality factors upon delivery to their
facility or to the end-user, with 96% of
the firms indicating they used this
quality control method. Seventy-five
percent of grain elevators required use
of a specific variety, and almost one-
half tested samples at the farm. Spe-
cialty grain firms relied most heavily
on varietal specification (95% of
firms), although 89% did specify test-
ing upon delivery to their facility or

| Table 11, |
Additional Quality Attributes
Included in Contracts.

No. of
Responses

Characteristic

o]

i Purity

{ Damage

Test weight

Seed appearance/cleaniiness
Seed size

Grade

Oleic content
Aflatoxin content
Non GMO

Modified oil content
Hardness

Density

Furnonisin content

A A AN W W R NS

end-user, and 79% tested samples at
the farm. All seed companies required
use of variety specific seeds, almost
90% tested samples at the farm, and
75% tested at delivery or end-use. The
percentage of firms sealing bins after
testing as a quality control method
ranged from 16% to 25% for grain ele-
vators, specialty grain firms and seed
companies.

Table 12.

Comparison of Quality Control Methods Among Firm Types.

Average Percent Using Each Quality Control Method

Test at Farm Test at Delivery or End Use Require Variety Seal Bins
e percent - - - - - v oo
o Al firms 56 93 83 18
; Grain elevators 45 96 75 16
i Specialty grain firms 79 89 95 21
| Seed companies 88 75 100 25
%




Cost of Handling Specialty
Crops

There were 55 firms that estimated
costs, while 6 additional firms simply
checked the costs which they incurred,
but did not quantify them. The aver-
age additional cost incurred when
purchasing specialty crops versus pur-
chasing a generic commodity are pre-
sented in Table 13a. Respondents were
instructed to include premiums paid
in their estimate of additional purchas-
ing costs. Because a number of firms
handled numerous specialty corn and
soybean crops, sometimes a range of
purchasing costs was provided. In
these cases, the midpoint of the range
was used to calculate the average.

The average total additional cost of
handling specialty grains was $0.79
per bushel. This ranged, on average,
from $0.36 per bushel for specialty
corn to $1.22 per bushel for specialty
soybeans. All costs for specialty soy-
beans were greater than for specialty
corn, except the analysis/testing cost
which was the same for both at $0.01.
The largest cost difference between
corn and soybeans was incurred in the
purchasing cost, which reflects the
high premiums paid for food soy-
beans.

Only grain elevators and specialty
grain firms had enough responses to
compare costs by firm type. Table 13b
presents the average additional costs
incurred by these two firm types for
specialty corn. The additional costs fig-
ures in all cases were based on a com-
parison with generic corn or soy-
beans. Grain elevators estimated
additional costs for handling spe-
cialty corn totaled $0.26 per bushel,
which was smaller than the $0.77 per
bushel estimated by specialty grain
firms. All costs were higher for spe-
cialty grain firms than for grain ele-
vators except for risk management,
with $0.01 per bushel incurred by ele-

vators and no cost incurred by spe-
cialty grain firms, and analysis which
both firm types estimated at $0.01 per
bushel. The most striking differences
between the firm types in costs for
handling specialty corn are in han-

dling/segregation, where average
costs for specialty firms were $0.18
per bushel higher than for elevators;
and transportation where the cost dif-
ference between firm types was $0.13
per bushel.

Table 13a.

Comparison of Additional Costs Incurred in Handling Speciaity Corn
and Soybeans.

Average Corn Soybeans
(N=55)
SRR dolfars per bushel- - - ----------

Storage (per month) . 0.03 0.03 0.04
Handling/segregation 0.10 0.06 0.15
Risk management 0.04 0.01 0.07
Transportation 0.07 0.04 0.12
Analysis/testing 0.01 0.01 0.01
Marketing 0.03 0.02 0.04
Other 0.04 0.00 0.06
Subtotal 0.32 0.17 0.48
Purchasing (including premium) 0.47 0.19 0.74
TOTAL 0.79 0.36 1.22
Table 13b.

Comparison Among Firm Types of Additional Costs Incurred when
Handling Specialty Corn.

Grain Elevators Specialty Grain Firms

(N=35) (N=8)
------------- dollars per bushel- - - -- - ---- - - -
Storage (per month) 0.01 0.09
Handling/segregation 0.03 0.21
Risk management 0.01 0.00
Transportation 0.01 0.14
Analysis/testing 0.01 0.01
Marketing 0.01 0.07
Other 0.00 0.00
Subtotal 0.08 0.53
Purchasing (including premium) 0.18 0.24
TOTAL 0.26 0.77




Grain elevators had an average ad-
ditional cost of 57 cents per bushel for
handling specialty soybeans, while for
specialty grain firms the additional
cost was $2.75 (Table 13c). This primar-
ily reflects the difference in specialty
soybeans handled by the two firm
types. Grain elevators primarily han-
dle STS soybeans, while a much higher
percentage of specialty firms handle
food soybeans. The major difference
between the two firm types is purchas-
ing cost, which specialty firms identi-
fied as $1.67 per bushel and elevators
reported as $0.36. The only cost which
is higher for grain elevators than for
specialty grain firms is risk manage-
ment ($0.08 versus $0.01, respectively).
This may be due to the price risk faced
by grain elevators, which purchased
specialty crops primarily through flat
price, acreage contracts, and base price
adjusted for premiums, while specialty
grain firms relied more heavily on
basis contracts. The “other” category
cost for specialty grain firms was iden-
tified as conditioning expense.

Summary of Market Channels
by Firm Types

A comparison of primary market
channels and additional costs in-
curred when handling specialty crops
reveals that there are differences
across firm types. Due to the smaller
number of responses from seed com-
panies, brokers and feed manufactur-
ers, only the market channels for grain
elevators and specialty grain firms
will be summarized.

Grain Elevators

Specialty crops represented only
9% of total volume handled, on aver-
age, for the grain elevators respond-
ing to this survey. That percentage
ranged from a minimum of less than
1% up to 40% of volume handled.
Grain elevators originated over 90%
of their specialty crops from a distance
of 50 miles or less, and almost all was
delivered by truck. When purchasing
specialty crops, most elevators rely on
contracts with farmers (average con-
tracted with farmers was 91%), al-

Table 13c.

Handling Specialty Soybeans.

Comparison Among Firm Types of Additional Costs Incurred when

Grain Elevators

Specialty Grain Firms

: (N=24) (N=10)
[ T dollars per bushel-------------
| Storage (per month) 0.02 0.10
| Handling/segregation 0.06 0.27
| Risk management 0.08 0.01
~ Transportation 0.02 0.39
Analysisftesting 0.01 0.02
Marketing 0.02 0.09
| Other 0.00 0.21 |
Subtotal 0.21 1.08 |
. Purchasing (including premium) 0.36 1.67 i
! TOTAL 0.57 275 !
{

though at least one grain elevator con-
tracted as little as 5% of their specialty
crop through farmer contracts. Spe-
cialty crop shipments are almost en-
tirely shipped in bulk, with less than
10% shipped in bagged form.

Grain elevators relied heavily
upon on-farm storage, with 60% of
the specialty crops they handled
stored at the farm location. Another
29% was stored at country elevators,
while 10% was received at harvest
and required no storage. The pricing
strategy varied widely among grain
elevators, with elevators, on average,
pricing between 20%-30% of their
purchases through each of the follow-
ing methods: flat price, acreage con-
tracts and base price adjusted for
quality. Less than 20% of specialty
crops were purchased using forward
contracts, and less than 10% using
basis contracts.

The primary market for specialty
crops handled by elevators was the
export market (54%), although proces-
sors were also a significant end-user
(33%). When contracting for specialty
crops, the attributes specified by at
least one-half of the elevators were
minimum oil content (70%) and vari-
ety (50%). Maximum moisture was in-
cluded in contracts by 42% of all grain
elevators, maximum foreign material
by 32%, and maximum stress cracks
by 24%. Less than 10% of the elevators
contracting for specialty crops in-
cluded minimum protein content, and
none of the elevators included free
fatty acid restrictions. For those grain
elevators that identified their quality
control methods, almost all (96%)
tested samples for specific quality fac-
tors upon delivery to their facility or
at the end user’s plant. Seventy-five
percent required use of variety spe-
cific seeds, and 45% tested quality at
the farm. Only 16% sealed bins after
specialty crops in bins had been
checked for quality.



grain elevators when purchasing spe-
cialty crops averaged $0.26 per bushel
for specialty corn and $0.57 per bushel
for specialty soybeans. Not surpris-
ingly, the largest expense was the pur-
chasing cost (including premium),
which accounted for over 60% of the
additional cost of purchasing specialty
corn and soybeans. The additional
costs elevators incurred for specialty
soybeans were greater than for spe-
cialty corn for all factors except analy-
sis/testing, which was estimated at
$0.01 per bushel for both specialty
crops.
Specialty Grain Firms

Specialty grain firms are appropri-
ately named, with specialty crops on
average, accounting for 96% of all
crops handled. The minimum percent-
age of specialty crops handled by
firms in this category was 70%. Spe-
cialty grain firms originated soybeans
from wider distances than did eleva-
tors, with 60% originated from within
50 miles and 40% originated from over
50 miles. Specialty firms depended al-
most exclusively on trucks when origi-
nating their specialty crops. Farmer
contracts played a significant role,
with 65% of specialty crops purchased
using this method. The remaining
purchases were divided primarily be-
tween contracts with country eleva-
tors and the open market. Shipments
in bagged form were utilized more
frequently by specialty grain firms
than by grain elevators. Almost 40% of
specialty crops shipped by specialty
grain firms were transported by bag.

Specialty grain firms also relied
heavily upon on-farm storage, with
64% of their specialty crops stored at
the farm location. A larger percentage
of specialty crops were received at
harvest (19%), while 14% was stored
at country elevators. The pricing strat-
egy utilized by specialty grain firms

vators. Almost 50% of the specialty
crops purchased by specialty grain
firms was priced using basis contracts.
An additional 25% was priced using
base price adjusted for quality, while
17% was purchased using a flat price
strategy.

The two primary markets were the
same for specialty grain firms as for
elevators, although the relative impor-
tance was reversed. Processors were
the largest destination for specialty
crops {47%) handled by specialty
grain firms, followed by the export
market where 37% of specialty crops
were sent. Over half of the specialty
grain firms originating specialty crops
through contracts included the follow-
ing quality attributes in their con-
tracts: variety, maximum moisture
content, maximum foreign material
and maximum stress cracks. Three
quality control methods were fre-
quently used: 95% of firms specified
variety specific seed, 89% tested at de-
liver to their facility or at end-use, and
79% tested quality at the farm.

The additional costs incurred by
specialty grain firms averaged $0.77
per bushel for specialty cornand $2.75
per bushel for specialty soybeans.
These costs were substantially higher
than those incurred by grain eleva-
tors. Interestingly, for specialty corn,
the purchasing premium was not the
predominant additional cost, repre-
senting only 31% of the additional
cost incurred. The combined han-
dling/segregation and transportation
costs represented over 40% of addi-
tional costs. However, for specialty
soybeans, the purchasing cost ac-
counted for 60% of the additional cost
incurred by specialty grain firms. As
with grain elevators, costs associated
with specialty soybeans were greater
than for specialty corn.
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Survey Resuts
by peciatty
Crop flondled

In addition to analyzing the market-
ing channels for specialty crops used
by different firm types, marketing
channels for specific specialty corn
and soybeans were also compared.
Since the survey included questions at
the aggregate crop level, i.e. specialty
corn or specialty soybeans, a subset of
firms was created. Any firm that han-
dled only one type of either specialty
corn or specialty soybeans was in-
cluded in the subset. For example, if a
firm provided data for specialty corn,
and indicated they only handled high
oil corn, they were included in the
high oil corn subset for specialty corn.
However, a firm that indicated they
handled both high oil corn and food
corn could not be included in either
subset, since it was not possible to de-
termine which of their corn responses
applied to high oil corn and which ap-
plied to food corn.

Seventy-six firms could be identi-
fied as handling a specific type of ei-
ther specialty corn or soybeans. Four
specialty corn and soybean categories
were evaluated: high oil (HO) corn,
food corn (FC), food soybeans (FS)
and STS soybeans (STS). The food
corn category included the following
specialty products as specified by the
respondents: white food corn, yellow
food corn, hard endosperm, waxy,
high amylose, and organic corn . The
food soybean category included the
following specialty products: food
soybeans, organic, clear hilum, modi-
fied oil, chemical free, high oleic, high
sucrose, low saturated fat, genetically
altered, tofu, natto, high oil, and vari-




ety specific soybeans. Table 14 shows
the distribution of specialty crops by
firm type.

Importance of Specialty Crops

For specialty corn, 29 firms han-
dled only HO corn while 11 firms
handled only food corn as their spe-
cialty corn product. Of the specialty
soybean handlers, 45 firms indicated

the only specialty soybeans they han-

dled were food soybeans, while 12
firms handled only STS soybeans.
Grain elevators were the only firm
type that handled STS soybeans and
they were also the predominant han-

o =

dler of HO corn (23 of 29 firms). Spe-
cialty grain firms were the primary
handler of food corn (9 of 11 firms).
However, food soybeans were han-
dled by a range of firm types, with 19
elevators, 15 specialty grain firms, 8

seed companies and 3 brokers all indi-

cating the only specialty soybeans
they handled were food soybeans.

Origination Distance

Food corn and food soybeans were
originated from a greater distance
than HO corn or STS soybeans (Table
15). One-fourth of all food corn and
food soybeans were originated from

at least a 50 mile radius, while only
7% of HO corn and no STS soybeans
were originated from a distance
greater than 50 miles.

Use of Contracting in
Purchases

Use of contracting methods dif-
fered by specialty grain crops han-
dled. Those firms whose only spe-
cialty soybeans were STS soybeans or
whose only specialty corn product
was HO corn, utilized farmer con-
tracts for almost all their purchases,
while 80% of food soybeans were pur-
chased through farmer contracts

Table 14.

Distribution of Specialty Crop Categories by Firm Type.

; Total No. Firms

| Elevators  Specialty Grain Firms  Seed Companies  Brokers Feed Manufacturer
HO corn 29 23 1 2 1

% Food corn 1 2 9 0 0

| STS soybeans 12 12 0 0 0

i

f Food soybeans 45 19 15 3 0

| Table 15.

Comparison of Origination Distances Among Speciaity Crops.

Average Percent of Specialty Crops Originated From:

Local (0-15 miles)

Regional (16-50 miles)

Interstate (51-250 miles)

National (+ 250 miles)

» HO corn 59
; Food corn 44
E STS soybeans 82
§ Food soybeans 49

[ ST

34

30

18

26

4 3
20 6
0 0
14 ik
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Table 16.

Comparison of Purchasing Method by Specialty Crop.

Farmer Contracts

Elevator Contracts

Open Market

Other Method

Average Minimum Maximum Average Minimum Maximum Average Minimum Maximum Average Minimum Maximum

HO corn 96 5
Food corn 71 20
STS soybeans 100 100
Food soybeans 80 0

0 95 0

0 50 23

100 0 0 0 0
12 0 90

(Table 16). Only 71% of food corn was
contracted with farmers, and surpris-
ingly, 23% of food corn was not con-
tracted but was purchased on the
open market.

Bulk versus Bag Shipments

Almost 40% of food soybeans were
shipped by bag, while only 12% of
food corn and 7% of HO corn were
transported by bag (Table 17). All of
the STS soybeans were shipped in
bulk.

Storage Strategy Utilized

The location of storage sites differed
among the specialty crops (Table 18).
On-farm storage was the primary stor-
age site for HO corn (73%), food corn
(61%) and food soybeans (61%). Coun-
try elevator storage was the most im-
portant storage location for STS beans
{over 57%), while another 31% was
stored on farm. Over 20% of total food
corn purchases were received at har-
vest. The large percentage of food corn
delivered at harvest provided one ex-
planation for the limited involvement
of grain elevators with this type of spe-
cialty corn, since grain elevators were
likely not interested in accepting large
volumes of specialty crops requiring
segregation during their peak generic
crop delivery time.

Pricing Strategy Utilized

Pricing strategies also differed
among specialty crops. Flat price and
base price adjusted for quality were
the primary pricing methods used for
HO corn (over 30% were purchased
using each method). These two meth-
ods, along with acreage contracts,
were frequently utilized when pur-
chasing STS soybeans (Table 19).
Firms purchasing food soybeans re-
lied most on the method of base price
adjusted for quality (30%) and basis
contracts (25%). The most dominate
pricing strategy for any of the four
specialty crops was the use of basis
contracts in purchases of food corn,
where one-half of all food corn was
purchased using this pricing strategy.

Table 17.

1 0 0
80 0 0
0 0 0
75 1 0 50
Primary Buyers

Processors were the primary desti-
nation for STS soybeans (75%) and
food corn (69%). The remaining STS
soybeans were delivered to exporters,
while food corn was delivered to ex-
porters, livestock feeders, and other
(Table 20). In contrast, exporters were
the predominant users of high oil corn
(73%), followed by livestock users
(20%). Food soybeans were more
evenly distributed among alternative
buyers, with exporters accounting for
about 40% of food soybeans, proces-
sors almost 30%, and brokers and
other markets each accounting for
over 10%.

Comparison of Shipping Method by Specialty Crop.

Average Percentage Shipped By:

—

Bulk Bagged
----------- percent -----------
HO corn 93 7
Food comn 88 12
STS soybeans 100 0
Food soybeans 62 38
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Table 18.
Comparison of Storage Strategy by Specialty Crop.

Average Percent Storing
| Average Percent

: On Farm At Country Elevators Other Received at Harvest
H
-------------------------------- percent - - ------cc-ccemmma oo
| HOcom 73 19 0 8
Food corn 61 14 4 21
STS soybeans 31 57 3 9
Food soybeans 61 20 2 16

- e e e

| Table 19.
Comparison of Pricing Strategies Specialty Crops.

Average Percent Using Each Pricing Method

Basis Flat Price Acreage Base Price +or - Forward Other
Contracts Contracts Contracts Contracts
L AR LR R LR R LR Percent - - - - - - e e e ee o
]\ HO corn 5 33 13 31 14 4
I Food corn 50 21 10 19 0 0
. STS soybeans 2 30 33 22 13 0
Food soybeans 25 15 17 30 10 3

E Table 20.
| Comparison of Buyers Among Specialty Crops.
i

Average Percent of Specialty Crops Sold To:

Processors Exporters Brokers Livestock Feeders Other
|
e R percent - - - - oo
HO corn 4 73 0 20 3
| Food com 69 17 0 3 11
| STS soybeans 75 25 0 0 0
% Food soybeans 28 42 13 1 16
(
{
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Quality Attributes Specified in
Contracts

There was wide variation among
some of the quality attributes specified
in contracts across the four specialty
crops (Table 21). For example, al-
though at least 80% of firms handling
food corn, food soybeans or STS soy-
beans included varietal specifications
in their contracts, only 15% of firms
originating HO corn included variety.
Not surprisingly, all but 1 firm origi-
nating HO corn included minimum
oil specifications in their contracts,
while 15% of firms handling food soy-
beans also included a minimum oil

specification. Minimum protein and
maximum free fatty acids (FFA) were
only specified in contracts by those
firms handling food soybeans.

The respondents were also asked to
indicate the levels of attributes speci-
fied in their contracts. The average
minimum oil content included in HO
corn contracts was 7%, with a range
from 6 to 8% (Table 22). The average
maximum FM for HO corn was 2.3%,
with a contracted maximum range
across firms from 0.5% to 4%. The
maximum moisture level contracted
for HO corn ranged from 14% to 15%.
There were no contract limitations for
stress cracks, protein content or FFA

for HO corn for any firm responding
to this question.

Although firms handling food corn
indicated they specified variety and
maxirnum levels of FM and moisture
in their contracts, the only attribute
level provided by respondents was for
stress cracks. All firms responding in-
dicated that the contracted maximum
level of stress cracks in food corn is
30%.

Firms handling food soybeans
identified attribute levels included in
contracts for all attributes except FFA.
All firms responding to this question
indicated that the minimum oil con-
tent for food soybeans was 16%. The

| Table21.

Quality Attributes Specified in Contracts Among Specialty Crops.

Average Percent Specifying Each Quality Attribute in Their Contracts

Minimum Minimum Maximum Maximum Maximum  Maximum
% Variety Oil Content  Protein Content  Stress Cracks FFA FM Moisture
----------------------------------- percent - -----c-c--iomamee oo e s
HO corn 15 96 0 7 0 33 44
Food corn 89 0 67 0 78 78
. STS soybeans 92 0 0 0 8 0
E Food soybeans 83 15 28 25 3 55 55
R — - — e
{ Table 22.
| Attribute Levels Included in Contract Specifications Among Specialty Crops.
Z
{z Minimum Oil Minimum Protein ~ Maximum Stress  Maximum FM Maximum Moisture
; Content Content Cracks
l! Average Range Average Range Average Range Average Range Average  Range
%
i
S percent - - - - - e
| HOcom 7 68 23 0540 148 1415 |
| Food corn 30 30
% STS soybeans
| Food soybeans 16 16 38 3540 10 1-20 19 1.0-5.0 13.9 13-16

| SO
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| Table 23,
|

Comparison of Quality Control Methods Among Specialty Crops.

Average Percent Using Each Quality Control Method

Test at Farm Test at Delivery or End Use Require Variety Seal Bins
[1 ---------------------------------- percent -~ -----c-- oo e m
" HOcom 43 % 61 0
. Food corn 73 91 82 9
| STS soybeans 25 83 75 25
. Food soybeans 67 93 91 23
i
L

average minimum protein content
was 38%, with a range from 35% to
40%. The average maximum stress
cracks was 10%, but a wide range
from 1% to 20% maximum stress
cracks was specified. The range of
maximum FM was from 1% to 5%,
with an average of 1.9% FM. The aver-
age maximum moisture content was
13.9%, and ranged from 13% to 16% in
individual contracts.

None of the firms identified any
quality attributes levels in contracts
for STS soybeans, although one firm
indicated they included maximum
FM in their contract.

Quality Control Methods

Over two-thirds of the firms han-
dling food corn or food soybeans
tested samples at the farm (Table 23).
In contrast, only 43% of firms handling
HO corn and 25% of firms handling
STS soybeans tested at the farm. At
least 90% of firms tested samples upon
delivery at their facility or at end-use
for food corn, HO corn and food soy-
beans, while over 80% used this
method for STS soybeans. Almost 90%
of firms handling food soybeans re-
quired use of a specific variety. The
percentage declined to 82% for firms
handling food corn, 75% for firms han-
dling STS soybeans, and only 61% for
firms handling HO corn. Sealing bins

on farm after they’'ve been tested was
the least utilized quality control
method: around 25% of firms that han-
dled either food soybeans or STS soy-
beans, less than 10% of firms that han-
dled food corn, and no firms which
handled HO corn used this method.

Costs of Handling Specialty
Crops

On average, the greatest additional
costs incurred were $1.68 per bushel
for food soybeans and $0.74 per
bushel for food corn (Table 24). Addi-

tional costs for STS soybeans averaged
$0.33 per bushel, while additional
costs for HO corn averaged $0.18 per
bushel. The purchasing cost (includ-
ing premium) represented the largest
additional cost regardless of specialty
crop Additional costs for food corn
and food soybeans were higher than
for HO corn and STS soybeans for all
factors except risk management (dif-
fered by 1 cent per bushel) and analy-
sis/testing for the specialty corn crops
(both were 1 cent per bushel). Interest-
ingly, the risk management costs were

b

Table 24.
Comparison Among Specialty Crops of Additional Handling Costs
Incurred.

Food HOC Food STS

Com Soybeans  Soybeans

(N=7}  (N=21) {N=26) (N=10)

------------- dollars per bushel- - - -« - - - - ----

Storage (per month) 0.04 0.01 0.04 0.02
Handling/segregation 0.19 0.02 0.20 0.06
Risk management 0.00 0.01 0.06 0.07
Transportation 0.06 0.00 0.15 0.00
Analysis/testing 0.01 0.01 0.02 0.01
Marketing 0.09 0.01 0.05 0.02
Other 0.00 0.00 0.09 0.00
Subtotal 0.39 0.06 0.61 0.18
Purchasing (including premium)  0.35 0.12 1.07 015
TOTAL 0.74 0.18 1.68 0.33
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higher for both specialty soybean
crops than for the specialty corn crops.

Summary of Market Channels
by Specialty Crops

Handlers of HO corn are primarily
grain elevators, with 23 of the 29 firms
in this subset of specialty crop analy-
sis classified as elevators, 2 each iden-
tified as brokers and seed companies,
1 specialty grain firm and 1 feed man-
ufacturer. Over 90% of the HO corn
was originated within 50 miles, and
almost 60% within a radius of only 15
miles. High oil corn is purchased al-
most exclusively by contracts with
farmers, with 73% of HO corn stored
on farm. Approximately one-third of
the HO corn purchases were priced
using a flat price contract, and another
one-third using a base price adjusted
for quality. The primary buyer was ex-
porters (73%), with livestock account-
ing for another 20% of use. Shipments
were predominately in bulk form. Not
surprisingly, almost all of the handlers
(96%) indicated they included a mini-
mum oil specification in their con-
tracts, with the minimum oil specified
ranging from 6% to 8%. Maximum
moisture and maximum FM were in-
cluded in contracts by at least one-
third of the firms. All but one firm
controlled quality by testing upon de-
livery at their facility or at end use.
Other quality control methods in-
cluded varietal specification (61%),
and testing at farms (43%). The addi-
tional costs incurred from handling
HO corn versus generic corn resulted
primarily from additional purchasing
costs, which included the premium
they must pay producers. All other
additional costs were only 1 to 2 cents
per bushel.

Handlers in the subset of specialty
crops whose only specialty soybeans
were STS beans were all identified as
grain elevators. All of the STS soy-
beans were originated within 50

miles, with over 80% originated
within a 15 mile radius. Contracts
with farmers were the exclusive pur-
chasing method. The storage method
differed from HO corn, with the ma-
jority of STS soybeans stored at coun-
try elevators (57%), while on farm
storage accounted for only 31%. The
pricing method also varied from HO
corn purchases, with 33% of STS soy-
beans priced using acreage contracts,
although flat price and base price ad-
justed for quality were also used by at
least 20% of firms. Processors were the
primary buyer of STS soybeans, ac-
counting for 75% of demand, with the
remainder shipped to export. All ship-
ments of STS soybeans were delivered
in butk form. The only two quality at-
tributes specified were variety, which
was included in contracts by 92% of
the handlers, and maximum FM,
which was only included by 1 firm.
The primary quality control methods
used were testing at delivery to their
facility or end use (83%) and specify-
ing variety (used by 75% of firms).
One-fourth of the firms did test qual-
ity at the farm, and one-fourth sealed
bins after checking samples. As with
HO corn, the largest additional cost
incurred was the purchasing cost.
However, risk management and han-
dling/segregation costs were much
higher than for HO corn, at 7 cents per
bushel and 6 cents per bushel, respec-
tively.

In contrast to HO corn and STS
soybeans, the primary handler of food
corn was specialty grain firms. Nine
of the responding firms whose only
specialty corn was food corn were
classified as specialty grain firms,
while 2 were classified as grain eleva-
tors. The greater involvement of spe-
cialty grain firms is reflected in over
one-fourth of food corn purchases
originating from greater than 50 miles,
while less than half were originated
from within 15 miles.
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A smaller percentage (71%) con-
tracted with farmers, relative to HO
corn or STS soybeans, and 23% of
food corn was purchased in the open
market. On farm storage was still the
most typical storage location, with
61% of food corn stored on farm.
However, a much higher percentage
of food corn (21%) was received at
harvest. As with STS soybeans, the
processor was the major buyer, fol-
lowed by exporters and other. Most
food corn was shipped in bulk form.
More quality attributes were included
in food corn contracts by a greater
number of firms than occurred for
firms handling either HO corn or STS
soybeans. Almost 90% of firms in-
cluded varietal specifications in their
contracts, 78% included maximum
FM and maximum moisture contents,
and 67% included maximum stress
cracks. Over 90% of firms handling
food corn tested at end use, while
over 70% required variety specific
seed and/or tested at the farm. The
largest additional cost incurred when
handling food corn versus generic
corn results from the purchasing cost.
However, the handling/segregation
cost was very high, averaging 19 cents
per bushel, and additional marketing
costs averaging 9 cents per bushel
were also reported.

The most diverse mix of handlers
were involved in the food soybean
market, with 19 grain elevators, 15
specialty grain firms, 8 seed compa-
nies and 3 brokers represented in this
subset. As with food corn, one-fourth
of food soybeans were originated
from a radius greater than 50 miles,
with about one-half originated from
within 15 miles. Contracts with farm-
ers were the primary purchasing
method, accounting for 80% of pur-
chases. Over 60% of storage occurred
on farm, while 20% was stcred at
country elevators, and 16% was re-
ceived at harvest. The primary pricing



mechanisms for purchases were base
price adjusted for quality and basis
contracts. The export market ac-
counted for 42% of food soybean end
use, followed by 28% to processors
and 13% to brokers. A much larger
percentage of food soybeans are
bagged, relative to the other three spe-
cialty crops analyzed, with almost
40% shipped in bags.

Three quality attributes were speci-
fied in contracts by over haif of the
firms, with 83% including variety and
55% specifying a maximum FM level
and moisture content. Minimum pro-
tein content and maximum stress
cracks were included in contracts by
around 25% of the firms. There are
three primary quality control methods
used by firms handling food soy-
beans. Testing at delivery to their fa-
cility or at end use and using variety
specific seed were identified by over
90% of firms, while 67% tested quality
at the farm. The predominant addi-
tional cost incurred from handling
food soybeans versus generic soy-
beans was the purchasing cost. How-
ever, an average of 20 cents per bushel
was identified for additional han-
dling/segregation costs and 15 cents
per bushel for transportation. A nine
cent per bushel “other” cost was pri-
marily for conditioning.
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