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Chairman Roberts, Ranking Member Stabenow, and members of the committee, thank you for
the opportunity to testify today. | am Nick Friant, Raw Materials Quality Leader for Cargill Inc.
In this capacity, | provide technical and regulatory compliance assistance on a wide range of
issues related to grain quality, handling and inventory for Cargill’s operations and merchandizing
personnel in the U.S. and abroad. | appreciate the opportunity to testify today on behalf of the
North American Export Grain Association (NAEGA). | serve as Chairman of NAEGA’s Grades
and Inspections Committee, which addresses issues concerning the official grain inspection and
grading system and the U.S. Grain Standards Act that are the subject of this hearing. | also serve
as the Chairman of the National Grain and Feed Association (NGFA) Grain Grades and Weights
Committee. NAEGA aligns itself with, and supports, the testimony being provided here today by
the NGFA with which we are co-located. NGFA and NAEGA have collaborated closely in
developing joint recommendations through our respective committees and Boards of Directors.

First and foremost please accept our appreciation to Congress — and particularly this Committee
— for its leadership in enacting fundamental reforms as part of the 2015 reauthorization of this
statute, which set in motion dramatic improvements within FGIS that place our industry and our
farmer-customers in a much better position today than we were then, when the reputation of the
Official system for providing reliable and cost-effective Official inspection and weighing service
was under serious challenge.

NAEGA promotes and sustains the international trade of grain and oilseeds from the United
States. Established in 1912, NAEGA’s members include private and publicly owned companies
and farmer-owned cooperatives serving the bulk grain and oilseed exporting industry. NAEGA
represents the industry in communications with foreign buyers, U.S. and foreign governmental
bodies, and before international institutions. NAEGA-member companies ship and support the
vast majority of the highly competitive and fungible U.S. grain export supply.

The U.S. grain export industry is a robust, diverse, and dynamic system. It reaches publicly,
privately and cooperatively owned and managed facilities and trading entities. NAEGA works in
the best interest of the entire value chain to provide for optimal commercial and official practices
that provide for safe and secure commerce, increased efficiency, risk management and
mitigation, promotion of trade and investment, and a level and competitive global playing field.
NAEGA and its members, in cooperation with the U.S. Department of Agriculture’s trade-
related programming and the U.S. Coast Guard’s security programming, provide market
education, contract models, dispute resolution, and guidance related to trading and logistics
functions for the international trade of grains, oilseeds, and several of their primary derivative
products

Having worked with and been in leadership positions with NAEGA, on whose behalf | testify
today, | can assure you that NAEGA works with its members, stakeholders and the U.S.
government to promote, sustain and grow the development of commercial exports of grains and
oilseeds and their primary products, and its findings and actions are tied very closely to
understanding global markets.

NAEGA strongly supports reauthorization of the U.S. Grain Standards Act to improve and
maintain the U.S. official grain inspection system. NAEGA has a long history of supporting a
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federal official grain inspection and weighing system, and | testified in support of the 2015
reauthorization on NAEGA’s behalf. NAEGA has continuously worked to encourage continued
improvements to this system, as well as the broader regulatory and commercial environment to
improve the value, safety, competitiveness and sustainability of U.S. agriculture.

The U.S. Department of Agriculture’s Federal Grain Inspection Service (FGIS) performs the
essential role of maintaining the official U.S. grain standards, which are critical to establishing
value and price-discovery in the U.S. grain and oilseed marketplace. The inspection and other
services provided by FGIS contribute significantly to the marketing and trading of U.S. grains
and oilseeds by farmers and other commercial parties. The U.S. grain handling and export
system is admired around the world for providing a fungible, abundant, safe and sustainable
commodity supply that is responsive to customer needs.

Both domestic and international markets for commodities covered under the U.S. Grain
Standards Act are complex and ever-changing. The commercial environment is driven by
multiple factors. But ultimately, the foreign buyer makes a decision based on value. Reliability,
predictability, quality, safety and regulatory compliance are key ingredients of the buyer’s
determination of value. The ultimate determination of the buyer’s value equation is strongly
influenced by price, which results from the interrelationship between global production and
demand with transportation and quality. Volatility of production and reliability of supply, in
particular, are inherently important factors in buyers’ decision-making. The fungibility of grains
and oilseeds is a key attribute to reliably source supplies and determine value of products to meet
global food security needs. My company, as well as our many competitors, evaluate and take
related risks. The inherent fungibility of grains and oilseeds also empowers buyers to source
from multiple suppliers. Buyers rely primarily on the commercial grain trader to serve their
needs. Competition drives us to utilize best practices and constantly evolve to embrace
opportunity.

The functions and services provided for by the Act and implemented by the Federal Grain
Inspection Service are of great value to U.S. agriculture — particularly exporters and their
customers. The vital process of providing the market with terms and methods for quality
assessments under the U.S. Grain Standards Act is key to an efficient and transparent system of
price discovery for those commodities that are covered by the Act. Likewise, FGIS’s assistance
in problem-solving in international markets has a sound record of success, and like many of the
other functions the agency performs is very important to our continued success.

Customers from around the globe are looking for ways to maximize efficiencies, increase
profitability, and secure reliable sources for grain. The international market, therefore, is largely
served by small, medium and large firms taking some risks, and providing time and space utility,
as well as market information. Those involved in the international grain market source and act
globally. Often referred to as the “trade,” the nexus between supplier, risk-taker, service
provider and the international buyer, many of whom are NAEGA members, is constantly seeking
trading opportunity founded in the economics of comparative advantage and competing to meet
customer demand. Market information, much of which is provided by USDA under the
leadership of the Foreign Agricultural Service and its cooperation with commercial enterprises
and non-profit organizations like NAEGA, the U.S. Grains Council, the U.S. Soybean Export
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Council and U.S. Wheat Associates, is essential to the trading function. A revolution in the
access to timeliness and transparency of market information made possible by new information
technology is a major driver of change impacting buyer decision-making.

The United States has several very significant advantages in this market: our natural resources,
climate and world-leading farmer productivity are chief among them. The U.S.’s ability to
reliably provide a safe supply to meet demands for various types and qualities of grains and
oilseeds demanded by an ever-changing international customer is further supported by a
transportation and handling infrastructure that is second to none. The U.S. sets the pace in
providing for adequate fungibility and competitive marketing of those grains and oilseeds
addressed by the Grain Standards Act. Our ability to inform all stakeholders in the supply of
grains and oilseeds of quality and functionality of the U.S. supply is another important U.S.
advantage. Information on individual commercial consignments of commingled grain provided
by the highly efficient and sustainable U.S. grain logistics system is central to our
competitiveness and must be reliably grounded in integrity. However, these advantages are not
static or permanent, and the policies and practices that undergird them require reassessment for
improvement and enhancement.

The official inspection and weighing services provided for by the Act play a significant role in
meeting value chain needs and should enable the U.S. to take further strides in building its
competitive advantage in the international marketplace. We must diligently provide for
inspection and services that fit the unique advantages of the U.S. production and logistics
system, respond to current market reality, are as competitive and cost-effective as possible and
are delivered with unquestioned reliability and integrity. We see the reauthorization of the Act as
an opportunity to work to improve and enhance U.S. competitiveness and further burnish the
existing official grain inspection and weighing system that government and industry have
worked hard to establish as the “gold standard.”

As Congress evaluates reauthorization of the Act, the question of how our system for
determining grades and communicating quality to create the most value for the U.S. agricultural
supply chain must remain front and center. We should continue to provide for Federal Official
Weights and Grades, as they are integral to the unique U.S. brand value. In the absence of the
provision of a U.S. grade and weight certificate, America’s reputation and competitive advantage
could sustain serious damage. Therefore, it is imperative to ensure that the federal inspection
system comes with the proper controls, best practices, and best science. The paramount issue is
reliability. Federal Official weights and grades must be used only to assess the quality of grain,
not for inappropriate and misleading purposes such as plant health, which can only serve to
degrade the quality of the current system. Further, the best inspection system in the world cannot
generate sufficient value if it is not predictable and reliable. These inspections can be achieved
with any type of labor force, public or private, but it must be achieved if the United States is
going to meet the demands of global customers. The value determination that is central to
international buyer decision-making includes the information that is mandatory to be provided by
FGIS for most exports of U.S. grains covered by the Act.

In addition to close collaboration with the NGFA, NAEGA consideration of the upcoming
reauthorization of the U.S. Grain Standards Act is informed by communication with multiple
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stakeholders including ongoing engagement with the USDA’s Foreign Agriculture Service
(FAS) Cooperator Program and our highly valued and relevant partner organizations like the
U.S. Grains Council, the U.S. Soybean Export Council and U.S. Wheat Associates which are
integral to understanding the global marketplace for commodities addressed by the Act.
NAEGA has also again turned to W. Kirk Miller, former General Sales Manager for FAS and
former FGIS Administrator for analysis and advice. Mr. Miller’s report from May 23, 2019:
“2019 U.S. GRAIN STANDARDS ACT REAUTHORIZATION ISSUES " is attached for
background.

While changes to the USGSA in 2015 and the reorganization of FGIS in 2017 have greatly
improved U.S. official inspection and weighing services, NGFA and NAEGA believes there are
several additional improvements that can be made to create an even more reliable, competitive
and cost-effective system to facilitate the marketing of U.S. grains and oilseeds in export and
domestic markets.

NGFA and NAEGA’s recommendations consist of the following:

First, we urge that the USGSA be strengthened by expressly prohibiting the inappropriate
and misleading practice of using grain standard quality factors as an indicator of plant
health risk on phytosanitary certificates issued by USDA’s Animal and Plant Health
Inspection Service (APHIS). The purpose of the USGSA is to establish Official
marketing standards (not plant health and safety standards) for covered commodities. As
already articulated in Section 78 of the USGSA, Official grade designations, including
grain quality factors like FM, are not to be used in a false or misleading fashion.

Using USGSA quality factors an indicator of plant health risk is inappropriate and
misleading, and NGFA and NAEGA believes this practice should be expressly prohibited
by statute so it never recurs nor sets a dangerous precedent for future misguided action by
APHIS.

As you will find in the attached 2018 reports “NAEGASoybeanReportMay30” and
“Estimated Price Impact on U.S. Soybeans due to Additional Declaration Requirement of
Foreign Material” APHIS inappropriately and unwisely in our view reportedly
acquiesced in late December 2017 to Chinese officials’ requests that foreign material
(FM) content — a grain quality factor — be used as a proxy for weed seed content in U.S.
soybean export shipments. Subsequently, starting on January 1, 2018, APHIS began
requiring that an FGIS grain quality factor determination of FM exceeding 1 percent be
replicated on APHIS-issued phytosanitary certificates, despite the fact that FM content is
appropriately listed on the mandatory Official inspection certificate provided for by the
Act. This was a startling development, because APHIS data shared with industry
stakeholders in November and December 2017 prior to its meetings with the Chinese
showed no direct correlation between FM and weed seed content, and there was
substantial evidence that many of the weeds of alleged concern to China already were
present in that country and the action was taken contrary to 2017 indications of possible
actions from APHIS without sufficient notice to U.S. farmers and grain handlers. The
APHIS action had the effect of further flagging this factor for Chinese import officials,
inferring a plant health risk that did not exist in U.S. soybean shipments and disregarded
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international conventions for risk assessment and management including mitigation
measures that can be implemented at import (e.g., processing) to denature weed seeds so
they cannot germinate. The result was predictable and damaging: With little to no
certainty on how such U.S. cargoes would be treated upon arrival in China, APHIS’s
action cut across existing industry contracts and had the lasting effect of creating huge
market uncertainty that immediately led to a significant reduction in U.S. soybean exports
to China long before the imposition of retaliatory tariffs later in the year. To our
knowledge, no other country faces a comparable requirement from China.

Our second recommendation pertains to the 72-hour advance notification requirement
mandated by Congress under the 2015 reauthorization to Section 79 of the USGSA if
FGIS-delegated agencies intend to discontinue providing Official inspection service.
While the statutory language expressly requires such notification be made to USDA,
FGIS when implementing this provision inexplicably did not require its delegated
agencies to grant the same advance notification to the actual facilities affected by such
disruptions in Official service. Nor did USDA commit to providing such notification
itself.

We strongly believe affected facilities need and deserve the same courtesy and
consideration as currently provided to USDA so they can make appropriate logistical and
other alternative arrangements to continue to serve customers whenever possible —
including farmers and upstream and downstream customers. Such disruptions, if and
when they occur, adversely affect a facility’s ability to fulfill existing grain purchase-and-
sales contracts with customers (including farmers and domestic and foreign buyers), alter
their ability to handle inbound and outbound grain movements, cause disarray in
domestic and export transportation logistics (including costly demurrage), complicate
staffing requirements, and create a host of other business consequences. We therefore
recommend legislative language to require comparable 72-hour advance notification for
affected facilities.

Third, we urge FGIS to conduct a detailed review of the current domestic geographic
boundaries used to establish the territories within which each designated Official agency
operates.

In the domestic market, the use of Official grain inspection and weighing service is
voluntary, which is appropriate given the diverse nature of the industry. Grain handling
facilities wishing to use Official grain inspection and weighing services designated by
FGIS in the domestic market generally only can use the single Official agency designated
by FGIS for the specific geographic territory in which the facility is located. If the
Officially designated agency is unable to perform inspection and weighing services, then
the grain handling facility can request from FGIS a “non-use of service exception,” which
allows a non-incumbent Officially designated agency to perform the functions of the
incumbent agency.

Previous misinterpretation by GIPSA of the intent of the 2015 Reauthorizations Act
caused many grain elevators to have their exception agreements with a domestic Official
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inspection agency wrongly and unilaterally terminated. As a result, the NGFA worked
last year with this Senate Committee, as well as the House Agriculture Committee, to
include language in the 2018 farm law that gave grain handlers — who had exception
agreements wrongly canceled — the opportunity to restore the service arrangement with
their prior Officially designated domestic inspection agency by notifying USDA of the
change. We greatly appreciate this committee’s and your staffs’ efforts to address this
issue.

But for our industry, this points to a larger matter. FGIS, while making minor
adjustments from time-to-time, has not conducted a truly comprehensive review of its
geographic boundaries for domestic Official agencies since it was established in 1976.
During that 43-year span, there have been significant changes in the number and
operations of both grain handling facilities and Officially designated inspection agencies;
the amount of grain and oilseeds handled and processed within each geographic
boundary; and the number of quality attributes and other quality tests conducted by these
agencies. These changes in the domestic marketplace, we believe, necessitate that USDA
comprehensively update information and data upon which the geographic boundaries are
based.

For these reasons, we urge that Congress include language in the USGSA to require FGIS
to periodically conduct such a comprehensive review and report its findings to Congress.
Upon completing such a review, we believe FGIS will have a much better basis for
determining if, whether and how to update geographic boundaries for Officially
designated agencies than it does now.

Fourth, given the extremely positive changes brought about by Congress in revising the
USGSA in 2015, combined with the highly successful reorganization and realignment of
FGIS into AMS and the continued improvement of FGIS operations in providing
accurate, reliable, timely and more predictable service, NAEGA and NGFA are
comfortable recommending that the reauthorization period be extended from the current
five years to a time period of more than five years but no longer than 10 years. We defer
to Congress to determine the appropriate specific number of years for reauthorization that
should be within that time span.

Fifth, to maintain transparency with stakeholders, we recommend requiring that FGIS
report the number of and specific type(s) of waivers from Official inspection and
weighing service being requested and granted, the number of non-use of service
exceptions requested and granted, and the number of specific testing services requested
(e.q., for such services as intrinsic quality and food safety factor determinations that are
available from FGIS or private surveyors upon request), with appropriate protection to
preserve the confidentiality of trade secrets and confidential business information. We
believe more transparency of this information would be valuable for Congress and
stakeholders alike.

Sixth, we believe FGIS user fees paid by the industry should be directed solely to Official
inspection and weighing services. Users of these Official services already pay for the
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direct costs incurred by FGIS in providing them, plus administrative overhead for these
services, which typically comprises 70 percent of FGIS’s total annual budget. The
remaining 30 percent (approximately $20 million annually) is covered through
appropriated funds and are used to finance the agency’s activities to establish, maintain
and update the U.S. grain standards, as well as for monitoring and
compliance/enforcement activities. The activities financed by appropriated funds have
broad societal benefits — for instance, farmers and consumers alike benefit from the
efficient price-discovery made possible by the U.S. grain standards. Assessing additional
user fees to finance these non-inspection-related functions of FGIS would increase
business costs and likely be passed back to farmers in the form of reduced farmgate
prices for their commodities given the highly competitive global market in which U.S.
agriculture the United States operates.

e Seventh, and finally, we recommend that the FGIS Grain Inspection Advisory Committee
be reauthorized. | have enjoyed serving on the committee in the past. The advisory
committee is designed to provides counsel to the FGIS administrator on the
implementation of the USGSA. It is comprised of members who represent the interests
of grain producers, exporters and handlers. NAEGA and NGFA believe the advisory
committee serves a worthwhile function by providing expert advice and assistance to
FGIS — and helps hold the agency accountable — for fulfilling its core mission of ensuring
that Official inspections are performed in a reliable, consistent, cost-effective and
uninterrupted manner to facilitate the export of U.S. grains and oilseeds to global
customers.

Conclusion

The grain storage, handling and export industry specialize in the logistics of purchasing the
commaodities a farmer grows and finding a market for it here at home or in global markets. In
serving this role, our industry relies on FGIS and its delegated and designated state and private
agencies to provide competent, state-of-the-art and reliable Official inspection, weighing and
related services for which the industry pays to facilitate the efficient and cost-effective marketing
of U.S. grains and oilseeds to domestic and global markets.

NAEGA and NGFA believe that the legislative recommendations contained herein to amend the
USGSA will strengthen the Official inspection and weighing system, foster the competitive
position of U.S. grains and oilseeds in world markets, and maintain the integrity of Official
inspection results. In addition, reauthorizing the USGSA on schedule — or even a bit early —
would provide continued certainty to grain handlers, farmers and our global customers. We are
committed to working constructively with Congress and all stakeholders to enact policies that
achieve these positive outcomes.

Thank you for the opportunity to testify. | am pleased to respond to questions you may have.
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Nick Friant
Raw Materials Quality Leader
Cargill Agriculture Supply Chain North America

Nick grew up on a small, family grain farm in north-central Illinois, which his father just retired
from after the 2017 harvest. The main commodities were corn and soybeans. He attended
Michigan State University where he graduated with a Bachelor of Science in 2000 and a Master
of Science in 2002, both in Biosystems and Agricultural Engineering. His main area of study
was grain quality, handling, storage, and drying. The focus of his Master’s Degree was the
development of an equation to model ear corn drying.

Nick joined Cargill in 2002 and has held several roles within the Operations and Food Safety,
Quality, and Regulatory teams focusing on grain quality, inventory control, food safety, and
regulatory affairs, including time working at facilities involved in both domestic and export grain
operations. During his time with Cargill, he has worked in Topeka, KS, New Orleans, LA, and
Minneapolis, MN. His current role, Raw Materials Quality Leader, was created when Cargill’s
North American grain origination and oilseeds processing business units combined to form one
new business group — Cargill Agriculture Supply Chain North America.

The key responsibilities of his position are to provide technical and regulatory assistance to
Operations and Merchandizing personnel on a wide range of issues related to grain quality,
handling, and inventory control. Additionally, he is the chairman for the National Grain & Feed
Association (NGFA) Grain Grades and Weights Committee, and the North America Export
Grain Association (NAEGA) Grain Grades and Inspections Committee. He also works with the
US Government (USDA FGIS & APHIS, and FDA) on these issues as well as International
Sanitary and Phytosanitary (ISPS) Regulations. Nick served as a member of the Federal Grain
Inspection Service Grain Inspection Advisory Committee from April 2007 to March 2010 and
from October 2015 to September 2018. Other responsibilities include: assisting in developing
grain survey programs; collecting information on analytical testing practices/providers; research;
answering biotech, grain quality, and ISPS questions; and providing training on grain quality,
food safety, biotech, IP procedures, and inventory control.
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1. <2019 U.S. GRAIN STANDARDS ACT REAUTHORIZATION ISSUES” by W. Kirk Miller,
NAEGA Consultant, May 23, 2019.

2. “NAEGASoybeanReportMay30 ” by Informa Agribusiness Consulting, May 30, 2018

3. “Estimated Price Impact on U.S. Soybeans due to Additional Declaration Requirement on
Phytosanitary Certificates” by National Grain & Feed Association, July 24, 2019
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2019 U.S. GRAIN STANDARDS ACT REAUTHORIZATION ISSUES

INTRODUCTION

The purpose of this project is to provide research, analysis and reporting in support of
NAEGA’s efforts to understand developments related to the implementation of the 2015 U.S.
Grain Standards Act (USGSA) and to inform the development of policies related to the
reauthorization of the USGSA prior to expiration on September 30, 2020. Specifically the
project includes the following elements:

e Summary of what actions have taken place since the last USGSA reauthorization

e Summary of what practices and requirements have changed and which ones were
recommended by industry in 2015 that were not changed

e Summary of stakeholder views of changes since last reauthorization

e Summary of what is and is not working and why

e Recommendations for additional steps that could be taken to cause further systemic
improvement, i.e. customer satisfaction and cost effectiveness

EXECUTIVE SUMMARY

The USGSA was last reauthorized by Congress on September 30, 2015, with the enactment
of the Agriculture Reauthorizations Act of 2015 (P.L. 114-54).1/ Four expiring provisions—
authority for appropriations, authority to charge fees, an administrative/supervisory cost cap,
and authority for an advisory committee—were extended until September 30, 2020.

During the deliberative process, Congress also considered and included several other policy
issues in the final reauthorization act (P.L. 114-54) including provisions on disruptions in
inspection and weighing services; requirements for USDA to keep Congress informed should
there be other disruptions in Federal Grain Inspection Service; provisions allowing domestic
customers to utilize inspection and weighing services outside of exclusive geographic
boundaries if certain conditions are met; requiring that delegated state agencies be certified
every five years; and UDSA was given one year to establish a notice-and-comment process
for certifying delegated state agencies. 2/ All of these additional policy changes were
implemented by FGIS via the formal rule making process on July 29, 2016. 3/ These
changes were advocated and supported by the North American Export Grain Association
(NAEGA) and the National Grain and Feed Association (NGFA). A link to FGIS’s
summary of actions taken since the last reauthorization is included in Appendix I.

Language to allow the Administrator to provide general waivers from mandatory official
inspection and weighing was included in the reauthorization law passed by Congress but was
not implemented by FGIS (see Page 49857 in the July 20, 2016 Federal Register — Appendix

).
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Numerous examples and reasons were discovered during the course of this project that
indicate that additional use of general waivers for mandatory FGIS inspection and/or
weighing services would lead to enhanced efficiencies and cost savings without jeopardizing
the integrity of U.S. origin exports. The new AMS FGIS Deputy Administrator had been
briefed prior to the author’s interview with him, but neither he nor his support staff person
were aware of the specific new language that was added in 2015 providing for the category
of general waivers.

Also in the last four years, new requirements for phytosanitary related services have been
placed on FGIS grain quality inspections at export locations without regard to how fulfilling
those APHIS service requests by FGIS will impact the interior market system, impact export
merchandising costs, or the competitiveness of U.S. origin grains and oilseeds.

U.S. export operators continue to express concern for variability and inaccurate test results
mostly associated with subjective test procedures.

In summary, this project examined issues that were addressed and satisfactorily resolved by
the last USGSA reauthorization; closely examined the issue of general waivers that the grain
industry had supported during the last reauthorization and thought had been addressed in the
law, but wasn’t implemented by FGIS; identified new USGSA related issues since the last
reauthorization caused by new uses of grain inspection for phytosanitary purposes; and
opportunities and challenges associated with renegotiation of the USMCA and ongoing
bilateral talks with China; and provides recommendations for actions that could be taken to
increase the efficiency and global competitiveness of U.S. grain and oilseed exports
identified by elevator operators.

BACKGROUND

The United States Grain Standards Act (USGSA) of 1916—P.L. 64-190, as amended (7
U.S.C. 71 et seq.)—authorizes the Federal Grain Inspection Service (FGIS) of the U.S.
Department of Agriculture (USDA) to establish official marketing standards (not health and
safety standards) for certain grains and oilseeds. 4/

The specific crops are barley, canola, corn, flaxseed, oats, rye, sorghum, soybeans, sunflower
seed, triticale, wheat, and mixed grain. Official grain standards define each grain, classes of
the grain, and numerical grades. The grades specify physical characteristics such as minimum
weight and maximum percentage of defects (e.g., foreign material, damaged kernels). The
standards facilitate the marketing of grain by serving as contract language, enabling buyers
and sellers to more easily determine quality (and therefore value) of these commaodities.

FGIS promotes the uniform application of U.S. grain standards by official inspection
personnel. Specifically, to encourage the marketing of high-quality grain for an agriculture
sector that is highly dependent upon export demand, the USGSA requires that exported
grains and oilseeds be officially inspected (if sold by grade) and weighed. 4/

Except for grain exported under authorized waivers provided for shippers of less than 15,000
mt or overland shipments to Canada and Mexico, export inspections are carried out by either
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federal inspectors or federally supervised state inspection agencies, called delegated official
inspection agencies. Domestically marketed grain and oilseeds may be, but are not required
to be, officially inspected. Official inspections of domestically traded grain are done by
federally supervised state agencies and private companies, called designated official
inspection agencies. As authorized by the USGSA, all official inspections are financed by
user fees, with the federal portion of fee revenue maintained in a trust fund. 4/

FGIS activities such as developing grain standards and improving techniques for measuring
grain quality are financed with congressionally appropriated funds. In FY2018, user fee
revenue under USGSA was $37 million, and the FGIS appropriation was $20 million.

The USGSA also prohibits deceptive practices with respect to the inspection and weighing of
grain and provides penalties for violations of the act. Prohibitions include altering official
certificates, exporting grain without official personnel on site, and adding foreign material to
any grain. In general, policy officials in USDA and the grain industry support the
continuation of nationally uniform grades, the availability of official inspections in the
domestic market, and the mandatory application of official weighing and inspection for
exported grain. 4/

For exports, FGIS directly inspects about two-thirds of exported grain and oversees the
inspection of the remainder. Exporters are required to use the service provided by either the
FGIS field offices (located in Louisiana, Ohio, Oregon, and Texas) or a delegated state
agency (Alabama, South Carolina, Virginia, Washington, and Wisconsin) within geographic
boundaries of the export port in which they operate. In FY 2017, FGIS provided mandatory
export inspection and weighing services on a fee basis at 45 export elevators, including 4
floating rigs. The five delegated state agencies offered official service at an additional 13
export elevators with FGIS oversight. Fees are specified in 7 C.F.R. Section 800.71, and are
composed of hourly rates, fees for services beyond basic grade analysis (e.g., protein level),
and a fee for each metric ton to cover local administrative and/or national support costs. 4/

STRATEGIES

In preparation of this report, the author met with the USDA AMS FGIS Deputy
Administrator and communicated with the head of the Canada Grain Commission, which is
the counterpart organization to FGIS in Canada. The author reviewed selected pertinent
publications, articles, industry communications, and the U.S. Grain Standards Act for
background (see bibliography). Export elevator operators and closely aligned industry
technical experts were surveyed and the author participated in a tele-conference in which past
and present issues surrounding grain export inspection were discussed including practices
that are, and those that are not, working well. The findings section for this report indicates
areas that reflect actions that have been taken since the last reauthorization to implement the
revised 2015 act and one principle matter which industry had requested and expected action
to be taken, but which was not implemented. The author also reviewed actions that have
been taken that already, or could, involve FGIS and the grain export industry as a result of
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ongoing trade talks with China or the yet-to-be ratified U.S., Mexico and Canada Agreement
(USMCA).

FINDINGS

Most of the United States Grain Standards Act (USGSA) is permanently authorized,
including requirements for mandatory inspection and weighing of exported grain and federal
authority to establish and amend grain standards of quality. However, several key provisions
of the law such as authority for appropriations, authority to charge fees, an
administrative/supervisory cost cap, and authority for an advisory committee are set to expire
on September 30, 2020. While the expiring provisions would not necessarily bring official
grain inspections and weighing to a halt, a lapse could affect funding and disrupt the current
grain inspection and weighing program.

Congress also considered and included several other policy issues in the final reauthorization
act (P.L. 114-54) which resulted in the following actions by USDA FGIS:

e Eliminated mandatory barge weighing;

e Removed the discretion for emergency waivers of inspection and weighing;
e Revised the FGIS fee structure;

e Revised exceptions to official agency geographic boundaries;

e Extended the length of licenses and designations; and

e Imposed new requirements for delegated states.

All of these additional policy changes were implemented by FGIS via the formal rule making
process on July 29, 2016. These changes were advocated and supported by the North
American Export Grain Association (NAEGA) and the National Grain and Feed Association
(NGFA).

On September 7, 2017, Agriculture Secretary Sonny Perdue announced the realignment of a
number of offices within the U.S. Department of Agriculture including the transfer of the
Federal Grain Inspection Service to the Agricultural Marketing Service. This move was
taken to, “help us better meet the needs of farmers, ranchers, and producers, while providing
improved customer service and maximize efficiency.” On March 29, 2019, Arthur Neal was
appointed AMS FGIS Deputy Administrator effective April 1, 20109.

One major policy issue that the grain industry associations sought in the 2015 reauthorization
process that was not achieved was greater flexibility for the trade to execute export trades
without mandatory official FGIS export inspections in cases where both the buyer and seller
were willing to agree to such a waiver. Congress included language in the reauthorization to
allow FGIS to issue general waivers, but during the rule-making process, FGIS backed away
from their proposed language to allow general waivers in instances where the integrity of the
trade would not be adversely impacted. (See Appendix Il for the July 29, 2016 Federal
Register language from page 498570f the Final Rule implementing the 2015 USGSA
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reauthorization and Appendix 111 which provides the Federal Register policy language on
FGIS waivers.) The FGIS language clearly acknowledges that waivers are already granted
under specified conditions, but not when parties to an export contract mutually agree that
mandatory FGIS inspection and weighing is not needed.

At the time that the USGSA Act was adopted in 1976, a significant percentage of U.S. grain
exports were destined for export to parastatal trading companies or companies with
extremely close ties to their respective governments (see footnote 1) and were often
stimulated or promoted with U.S. Government trade facilitation tools (footnote 2).
Inappropriate actions by a few exporters became an embarrassment and political irritant to
the U.S. Government so there was pressure from both external and domestic sources to
improve the integrity of the system. This led the creation of the Federal Grain Inspection
Service led by a Presidentially appointed and Senate-confirmed Administrator.

Today grain and oilseed exports tend to be either between sophisticated major firms, based
on very legalistic commercial practices, including extremely detailed contracts and dispute
resolution processes with third party arbitration, or on the other end of the spectrum, smaller,
specialty product buyers and sellers.

Neither the USGSA, nor current FGIS policies, stipulate reasonable conditions under which
parties wishing to enter into a U.S. origin international grain sales contract greater than
15,000 metric tonnes can expect to be granted an automatic waiver from unnecessary official
FGIS services, which would allow the parties to trade solely basis of independent third party
inspection and/or weighing results. Based on the FGIS arguments in the Federal Register
Final Rule dated July 29, 2016 for the last reauthorization, if waivers for consenting parties
to a contract are to become reality, it seems that Congress will need to stipulate or provide
even more direction to FGIS in the law during the 2020 reauthorization cycle.

Interestingly, the U.S. Grain Standards Act requires that almost all grain and oilseed exports
be officially weighed and inspected except for shipments less than 15,000 mt or those being
shipped overland to Mexico or Canada, which exempts most, smaller transactions or trade
with two of the largest customers for U.S. grains and oilseeds from mandatory weighing and
inspection, but still maintains mandatory export inspection requirements on the largest, bulk
exports. This paradox seems to defy logic and common sense.

Over the last five years the percentage of grain that is exported without mandatory USDA
AMS FGIS inspection or weighing has averaged 5% and 15% respectively (See Appendix
IV). Much of this non-mandatory inspected or weighed business is probably identity
preserved, higher value and quality commodities destined for specialty foods uses. The irony
is that large shipments of bulk grains, most of which is destined for commercial food, feed or
Footnote 1/ Parastatal trading companies or companies with very close ties to governments that were major factors in U.S.

grain and oilseed exports have included Chinese COFCO, Russian Exportkhleb, Mexican CONASUPO, Indian STC,
Algerian ONIC, Korean Chaebols, the Japanese cooperative, Zenchu and large Japanese Keiretsu and others.

Footnote 2/ P.L. 480 Title | 30-year, low interest credit program, Foreign Market Development Program, and the
predecessors to the GSM 102 export credit guarantees and USDA Market Access Program.
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industrial uses, is required to be officially weighed and inspected by an agency of the U.S.
Government, while the more valuable specialty grains do not require the same level of U.S.
Government scrutiny. This does not mean that the latter is not meeting buyer needs or
expectations or should be inspected and weighed by the U.S. Government, but it does raise
questions why the U.S. Government still thinks it is necessary to weigh and inspect all of the
larger bulk business, even when consenting parties to the transaction stipulate it is not needed
Or necessary.

At the very least it would seem to call for a more logical and defined system under which
exporters and importers who don’t need or want official USDA inspection or weighing can
expect to be granted waivers and enter into contracts knowing whether they meet the
conditions for a general waiver. The industry thought that the language change in 2015 had
remedied the problem, but that was not accomplished because FGIS continues to support
mandatory inspection and weighing practices. During the 2020 USGSA Reauthorization
process, the industry should encourage the inclusion of more definitive language into the Act
that clarifies and stipulates the conditions under which general waivers will be granted.
Efforts in the past to leave this to the discretion of the Administrator on a case by case basis
have not been productive. Failure to make this change has not served the needs of the highly
competitive U.S. bulk export industry.

FGIS and producer organizations usually argue that somehow the integrity of the U.S. could
be adversely impacted, if the U.S. Government is not involved in inspecting or weighing all
grain exports. Based on the existing waivers already allowed by FGIS for smaller shippers
and overland shipments to Canada and Mexico, the logic that the U.S. Government must be
involved in every transaction to assure foreign buyers that they are getting what they expect
is currently not uniformly applied or valid.

In reality, a company entering into a trade transaction without mandatory FGIS inspection or
weighing and with large amounts of money at risk, is the party which needs to be concerned
about the integrity of the execution, logistics, and third party surveyor involved with a trade,
not USDA or the producer groups who have already sold their grain to the grain
merchandising industry. If the exporter in this case fails to perform or meet customer
expectations, not only will there be commercial liabilities, but it is likely that will be the last
time that company will have the opportunity to sell to that buyer, as there are many
alternative supplier options available in today’s global market. Modern export elevators and
export trading practices are designed to give customers exactly what they contract to buy.

FGIS, Congress and producer advocates should understand that this is only a fraction of
trades where the buyer and seller may want to invoke this practice. Such transaction will
logically only be between companies that have already established a rapport or have
commercial linkages that allow them to know and trust each other already. If Congress is not
convinced, then instruct FGIS to work with the merchandising industry to design and
implement relevant pilot studies that will definitively show whether, or not, this concept has
merit.
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As part of the research for this report, the author reached out to the Canada Grain
Commission (CGC) to learn of any changes that are under consideration there that might
impact the inspection and competitiveness of U.S. origin shipments. A high-level
spokesperson for the (CGC) indicated that some members of the industry have raised
concerns that CGC acts both as a regulator and as a service provider for inspection
documents. In response to these concerns, the Government of Canada has made the
commitment to review the Canada Grain Act. This process is being led by Agriculture and
Agri-Food Canada and is currently in its early stages.

The current Canada Grain Act requires CGC to provide official inspection services to ensure
that grain on board meets the specifications of the loading order. When a shipment meets the
contractual specifications, CGC issues a Certificate Final. A Certificate Final is issued for
every export shipment of grain loaded to bulk cargo vessels from licensed terminal elevators
and is provided to the Canadian exporter. Certificate Finals are to be included with the
shipping documents for every shipment of grain. They provide information about the
shipment including the grain, grade or specifications, the vessel loading protocol, and the
weight of the shipment.

The CGC also offers two types of voluntary export documentation, Letters of Analysis and
Statements of Assurance, on a fee-for-service basis. Letters of Analysis provide grain
sample analytical testing results, while Statements of Assurance provide aggregate
monitoring statistics. These documents are Canada’s assurance that customers are receiving
the grain they agreed to purchase. The intention is to provide overseas markets with a high
level of assurance of Canada’s reliability as a supplier of grain.

In terms of weighing of grain during loading to bulk vessels for export, the Canada Grain act
requires that all grain exported from terminal elevators be officially weighed, but does not
prescribe the manner in which this must be done. In 2013, the CGC’s role in official
weighing was changed from direct service delivery to an oversight/accreditation service
delivery model. The CGC certifies the initial installation of weighing equipment and
provides periodic inspections of the weight equipment. Accredited shippers are now
responsible for weighing, monitoring and reporting grain weights to the CGC. If any
interested party disagrees with the weighing results, the CGC acts as the appeal mechanism.

A survey was conducted of the North American Export Grain Association (NAEGA) grades
and inspection committee to identify stakeholder views of changes to the U.S. grain
inspection and weighing system since the last reauthorization. 5/

The industry has been concerned that objective evaluation of sorghum odors has led to inter-
market differences. This issue that might be solvable via the application of new, non-export
grain industry technology such as that which is currently used in the brewing industry to
determine fragrances and odors. FGIS should be encouraged to regularly audit new artificial
intelligence and analytical technology applications for possible transfer to the grain
inspection business.
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Another example that was brought to the author’s attention during the research for this report
is a problem at export inspection locations with misidentification of clusters of moldy grain
as deer excrement. This issue might be resolved with the development and use of a quick
ELISA-like test kit or reference slides.

Industry stakeholders raised concern that FGIS accepts alternative forms of sampling for
some standardized commodities and byproducts for phytosanitary purposes, but not on
others, which they insist require sampling via the diverter sampler. Rigid application of
mandatory official sampling practices seems like an unreasonable requirement for cargoes
that are going to be fumigated anyway.

FGIS should undertake a review of whether requirements for official inspection thru export
elevators are transferable and fair to mid-river transfer operators or whether modified
practices can provide a similar level of integrity. This issue has been raised and seems to be
especially impactful for customers who may not need official grades and/or weights.

Issues have also been raised about the possibility for greater flexibility for identity preserved
cargo waivers, which the buyer by definition already knows about the underlying
commodity. This could include more options for collecting phytosanitary samples and
weighing.

Another industry representative expressed concern with inconsistent and contradictory results
from FGIS cargo hold inspections. According to this person, a cargo hold that meets FGIS
requirements one day may not pass a repeat inspection a couple of days later.

One of the industry representatives said that the FGIS weights, grades and sampling process
serves a very good purpose for most exports and that FGIS is truly a non-biased 3™ party
service provider and it is important for the industry to keep them involved to uphold the
integrity of U.S. exports. But when a buyer and seller contractually agree to alternative
means of loading quality-control/and weighing processes, FGIS should be more flexible in
providing waivers.

Some of these are operational details, but during the reauthorization process, there is often a
request by Congress or a need to offer up specific examples of areas that need to be improved
in agency performance.

USDA needs to continue to utilize the industry in addressing commercial trade issues such as
China. Since the last reauthorization of the USGSA in 2015, the Chinese Government has
expressed growing concern with the amount of weed seeds in U.S. soybean shipments to
China. During bilateral discussions, USDA APHIS and FGIS agreed with the Chinese
quarantine agency, AQSIQ, to establish and adopt a “Systems Approach” protocol (See
Appendix V) whereby APHIS will be notified by FGIS whenever the Foreign Material (FM)
level of any given cargo exceeds one percent. Foreign Material Samples from lots exceeding
one percent will be to be sent to the AMS weed seed laboratory for analysis and APHIS has
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agreed to insert language on the Phytosanitary Certificate that more than one percent FM was
found in that cargo. The Chinese plant quarantine authorities are thereby notified that there
is a higher likelihood that there will potentially be more weed seeds in that cargo than they
may allow and can subject the cargo to closer scrutiny upon arrival. 6/

This “Systems Approach” protocol expands the usage of the grain inspection system beyond
its original intent and creates a precedent for interjecting grain quality issues into
phytosanitary regulatory process. 7/ Something they were never intended to do. The new
protocol was adopted January 1, 2018 during the middle of the crop marketing year, which is
very unfair and disruptive to the grain merchandising system, which had already acquired
and taken possession of much of the soybean crop.

Ironically, it is the failure of China and many other major trading partners to approve new
crop biotech traits with resistance to new pesticide products which have been developed to
address resistance in weed populations to earlier generation pesticide products that is causing
more weed seeds and objectionable foreign material in international grain shipments now. 8/

Ongoing trade negotiations with China to address these TBT issues may create additional
opportunities/needs for sanitary and phytosanitary and biotechnology dispute resolution and
joint-cooperation measures not only by FGIS and U.S. government agencies but also
potentially with other the North American trading partners. 9/ Taking full advantage of
these breakthroughs may require Congress to revisit the authority and scope of USDA
regulatory agencies including AMS FGIS. According to the 2017 FGIS Annual Report,
FGIS had a representative in attendance at the Chinese AQSIQ workshop on Quarantine,
Inspection and Detection Methods, May 21 — 25, 2017 as well as other multi-lateral trade
policy meetings.

Since the last USGSA reauthorization, FGIS has also been enlisted by USDA Animal Plant
Health Inspection Service (APHIS) to support their mission in new phytosanitary testing
protocol for Canadian Thistle in shipments to Vietnam.

At the very least, Congress should be aware of the expansion of FGIS’s role and consider
how the costs for mitigating trade policy issues and related services should be allocated
broadly across the entire grain production and handling system.

Opportunities for further improvement exist in the proposed U.S. Mexico Canada Agreement
which is awaiting ratification. The agreement establishes new requirements for
harmonization of U.S. and Canadian inspection requirements and procedures for wheat
originating from outside the borders of the other country. This is important because the
inspection system operated by the Canadian Grain Commission incorporates seed
classification language in the grading process, which has caused U.S. origin wheat not part of
the Canadian seed regulatory system, to be denigrated and discounted vis a vis the Canadian
wheat, which may or may not be equal to the U.S. origin wheat for certain specific end uses.
The relevant USMCA language is contained in the Grain Article 3.A.4 of the proposed
USMCA agreement. Subpoint 3. Specifically says that “[A]t the request of the other party,
the parties shall discuss issues related to the operation of a grain grading or grain class
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system, including issues related to the seed regulatory system associated with the operation
of any such system, through existing mechanisms. The Parties shall endeavor to share best
practices with respect to these issues, as appropriate.” (See Appendix VI for the Entire
Article 3.A.4 section of the USMCA)

While the language in “Article 3.A.4 — Grain” of the USMCA is quite specific, other
provisions in the USMCA regarding general agricultural trade provisions and Committee on
Agricultural Trade; the transparency and consultation provision; U.S. — Mexico provisions;
and the general topic of agricultural biotechnology and language on Low Level Presence are
more open-ended. These provisions could impact the role and responsibility of FGIS and
efficiency and competitiveness of the U.S. grain export industry in the future, depending on
how they are implemented. 10/

In general, the USMCA, if ratified, creates definite opportunities for greater regional
cooperation and international leadership on such things as grain standardization and testing
methods research, phytosanitary inspection procedures, and pest risk mitigation and
management including weed seed identification and testing methods, and clear direction for
continued and better cross-utilization of personnel to inspect exports at locations used by
exporters from both countries. Joint efforts with North American trading partners to enforce
proper phytosanitary risk assessment and management principles by importers around the
world are ultimately in the best self-interest of the U.S. grain and oilseed industry. This can
be done thru joint or coordinated educational efforts at multi-lateral meetings such as the
International Plant Protection Convention as well as bilateral trade talks. Whether FGIS
should be involved in these discussions is a topic that Congress might want to take into
consideration and clarify during the next reauthorization round. Funding for this type of
activity is not company or industry segment specific and should come not from user fees, but
from general appropriations.

CONCLUSIONS AND RECOMMENDATIONS

As Congress and USGSA stakeholders contemplate the next reauthorization effort, there are
several FGIS actions and commercial trade concerns that Congress could be encouraged to
consider.

In cases where the parties to a grain trade prefer private third party inspections and weighing
as the basis for their contract, FGIS services are redundant and unnecessary expenses.11/
Therefore, failure by FGIS to adopt provisions for general waivers when requested by a
mutually agreeable buyer and seller is costly and inefficient. The grain industry should
request Congress during the reauthorization process to instruct FGIS management to re-issue
and then adopt general waiver rules like the ones they promulgated in 2016 but did not adopt
in the Final Rule. This should be stipulated to occur within a specific, reasonable time frame.
Those rules are already written and should be easy to adopt.

If the USMCA is adopted, Congress should encourage FGIS to undertake regional
coordination and cooperation measures in conjunction with its Canadian and Mexican
counterparts on the issues raised in USMCA Article 3.A.4. The original focus could be
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standards development and testing methods and electronic documentation. This could
include clear authority and direction for FGIS to participate along with APHIS in the North
American Plant Protection Organization (NAPPO) and International Plant Protection
Convention (IPPC) and other related multi-lateral fora which could impact U.S. origin grain
and oilseed exports. FGIS is more attuned to export industry operations and capabilities at
export locations and could be helpful in resolving Technical Barrier to Trade disputes.

Congress should specify and limit the use of FGIS grain quality inspections in phytosanitary
dispute resolution activities and ensure that FGIS allocate the cost for identification and
mitigation measures on a systemic basis, not just against export facility operators. Congress
could stipulate a role for the export industry in determining when and where FGIS will be
involved in phytosanitary and other TBT activities that will impact export contracts and
operations. Congress should also clarify how this work will be funded. Like standardization
and test development research, the benefits accrue to the entire grain supply chain, both
domestic and international, not just to exporters. Collection of any fees for such activities
should not fall to the export elevator operators just because they are easy targets at the end of
the supply chain funnel.

In 1987 shortly after the introduction and use of Near Infrared Reflectance instrumentation in
the grain inspection business, FGIS conducted a quality management study that included a
look at utilizing new technologies and methods that could be transferred and adapted for
objective grain inspection. Congress could instruct FGIS to regularly conduct an external
review to seek objective technologies that might have application in the grain inspection
business. Every day there are new breakthroughs in artificial intelligence and
instrumentation that could be considered for integration into the commercial grain and
oilseed inspection service business. The goal would be to eliminate, or at least minimize,
subjectivity and provide better consistency and more accurate determinations of the intrinsic
value of the underlying commodity for its intended uses.

Alternative practices and procedures should be sought in the domestic production and
handling system to avoid export inspections from bearing the burden of being the last critical
control point for control of any pest problems that are being used as TBT’s. The next
iteration of the USGSA could include references citing the need for practical systemic
solutions to trade disputes. This could start with better and more relevant noxious weed seed
act and state seed improvement association weed seed tolerances; better grower education
and cultural practices; more wide-spread and rapid adoption by major foreign governments
of new biotech crop traits which would allow farmers to use updated plant pest products to
control pests that are resistant to existing pest control products; continual development of
new rapid test procedures for commercial application at the farm and through-out the grain
handling system to export grain handling facilities to facilitate pest screening and testing; and
the encouragement of more reasonable treatment by foreign governments including
transparent, science based risk assessments, risk management and national treatment
practices.

W. Kirk Miller, Consulting WKMGlobal@aol.com 12





U.S. trade dispute resolution officials should insist that foreign complaints are rooted in
scientifically valid risk assessments and that any foreign government issuinga TBT
complaint is practicing proper risk management and requiring national treatment.

Congress should insist that FGIS and APHIS negotiate a delay in the implementation of new
phytosanitary inspection procedures until the end of a crop marketing year so that all parties
in the grain production and merchandising system are impacted equally, by any new
requirements that evolve from dispute resolution activities with other countries.

Many, if not most, improvements, such as procedures to utilize where appropriate, private
third-party inspectors at export or realignment of the grade determining specifications can be
made via the regulatory rulemaking process based on existing law, but clear Congressional
direction is important in cases where FGIS chooses to ignore the law.
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APPENDIX
Appendix | - USDA Accomplishments Email

Kirk Miller

From: Kline, Kendra - AMS <Kendra.C.Kline@ams.usda.gov>
Sent: Tuesday, March 12, 2019 9:40 AM

To: wkmglobal@aol.com

Subject: Reauthorization of the USGSA

Good Morning,

You can read about the changes the USDA made following the Reauthorization of U.S. Grain Standards Act here:
https://www.federalregister.gov/documents/2016/07/29/2016-17762/reauthorization-of-the-united-states-grain-
standards-act.

Some of the changes included:
e Eliminating mandatory barge weighing;
Removed the Discretion for Emergency Waivers of Inspection and Weighing;
Revised the FGIS’ fee structure;
Revised exceptions to official agency geographic boundaries;
Extended the length of licenses and designations; and
Imposed new requirements for delegated states.

Thank You,

LS[) \ Kendra Kline | Assistant to the Deputy Administrator
USDA AMS FGIS | 1400 Independence Ave. SW 20250
Phone: (202) 690-2410 | Cell: (202) 768-0473 | kendra.c.kline@usda.gov

This electronic message contains information generated by the USDA solely for the intended recipients. Any
unauthorized interception of this message or the use or disclosure of the information it contains may violate the
law and subject the violator to civil or criminal penalties. If you believe you have received this message in error,
please notify the sender and delete the email immediately.
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Appendix Il - July 29, 2019 Federal Register

Federal Register/Vol.

81, No. 146/Friday, July 29, 2016/Rules and Regulations
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supportive of the proposed rule, with
some suggested changes to the proposed
regulations. Suggestions are addressed
below in the order they appear in the
regulations.

Emergency Waivers (7 CFR 800.0 and
18)

Several commenters suggested
changes to GIPSA’s proposed definition
of the term “emergency.” The grain
industry associations suggested that
GIPSA remove the terms “outside of the
control of the Service or a delegated
State” from the definition. They felt this
would allow GIPSA to use excuses to
avoid issuing emergency waivers. The
farm organization commented that
waivers of official inspection and
weighing, even in emergency situations,
could impair the objectives of the
USGSA. They suggested that GIPSA
define “‘emergency,” as narrowly as
possible.

GIPSA notes that the intent of
Congress in changing the language of
the USGSA is to remove the Secretary’s
discretionary authority to deny
emergency waivers. But, GIPSA does
not agree with the industry associations’
comment that GIPSA does not have the
authority to define the term through the
rulemaking process. Without a concrete
definition, what constitutes an
emergency is ambiguous and requires
clarification.

For example, the industry
associations’ suggestion that any
situation that prevents service should
constitute an emergency is far too broad.
This suggestion makes possible
“emergency” situations in cases where
the applicant or other interested party
could have otherwise taken steps to
allow official inspection or weighing to
occur. GIPSA does agree, however, with
the industry associations’ comment that
whether the situation is under the
control of GIPSA should not matter for
determining an emergency. But, GIPSA
also agrees with the farm organization’s
comment that excessive waivers could
impair the USGSA as they allow grain
to be exported from the U.S. without
official inspection or weighing.

Therefore, GIPSA finds it important to
define “emergency” in the regulations
to prevent future confusion over what
does and does not constitute an
emergency. GIPSA is adopting a
definition of “emergency” to describe
situations outside of the control of the
applicant for service, as defined in the
regulations. Under this definition,
applicants would still be responsible for
complying with the requirements for
obtaining official service listed in 7 CFR
800.46.

W. Kirk Miller, Consulting

Waivers for Other Circumstances (7 CFR
800.18)
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in. GIPSA has historica e

The indus_LEx associations and farm ‘M‘Mﬂfs%‘__
organization both addressed the Mme;and;cmt_pt_cme?s_o__eh
Federal Register to determine whic

issuance of waivers in circumstances
other than emergencies. The indusiry
associations point out that the language
of the USGSA provides for mandatory

waivers in instances other than
emergencies for “other circumstanc
that would not impair the objectives of
e USGSA when the buyer and seller
agree to waive official inspection and
weighing requirements.” The
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public opinion is the best method for
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USGSA. GIPSA agrees with the farm

organization that waivers run counter to
jective of certifyi ain as

accurately as practicable and that
excessive waivers would lead to a loss

associations requested that GIPSA revise

of confidence in U.S. exports. Provided

the language in 7 CFR 800.18(b)(7)(A)
and (B) to be inclusive of this. The
_associations contend that waivers must

be granted regardless of whether an

organization maintains that by allowing
grain to ship without certification of

quality or quantity, waivers impair the
objectives of the USGSA and should not
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categories of waivers: (1) Emergency and
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impair the objectives of the ~The
Reauthorization Act removed GIPSA’s
discretionary authority to approve such
waivers but added to the second
category the condition that the parties to
a contract must mutually agree to the
waiver and provide documentation to
GIPSA. The proposed rule incorporated
portions of this language in 7 CFR
800.18, but review of the comments
showed that this interpretation would
be misconstrued to connect “emergency
waivers” with the “other
circumstances” waivers.

In the Congressional findings and
declaration of policy (7 U.S.C. 74), the
objectives of the USGSA include “that
grain may be marketed in an orderly and
timely manner and that trading in grain
may be facilitated”” and ““that the,

rimary objective of the official United
tates standards for grain is to certi

he quality of grain as accurately as
practicable.”
GIPSA already provides for waivers in
“other circumstances that would not
_impair objectives of [the USGSA]” in 7
CFR 800.18. GIPSA provides waivers
for: Elevators that ship fewer than
15,000 metric tons in a calendar year,
grain exported for seeding purposes
Erain shipped in bond, grain exported
y rail or truck to Canada or Mexico,
grain not sold by grade (7 U.S.C. 77
provides for this specific category of
waiver), service not available, and high
ity special ain shipped in
containers. GIPSA has determined that
these circumstances, as described in the
regulations, do not impair the objectives
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that parties reach mutual agreement and
r e notice TTETA. T T
USGSA requires GIPSA to consider
wmﬁers
would not impair the objectives of the
USGSA. Additional general regulation is
Dot required. For these reasons, GIPSA.
is omitting the proposed sections
§!10.118|E;|7MB[ & (C) from the final rule
and is not adding a new blanket
category of waivers for situations in

which the buyer and seller agree to
waive official inspection or Class X

welgmg.

Fees for Official Inspection and
Weighing (7 CFR 800.71)

The grain industry associations
recommend that GIPSA use the
midpoint of the 3 to 6 month reserve
figure as the determination of when fees
are to be adjusted. They suggest that fees
should be raised or lowered based on
whether they exceed or fall below 4.5
months reserve. They agreed with
GIPSA’s proposal of 2 percent increase
per $1 million above or below the target
amount, though they disagreed with
GIPSA’s proposal of a 5 percent limit
per year on increases or decreases and
suggested there be no limit.

SA agrees with the
recommendation of setting the trigger
for adjusting fees at the midpoint of 4.5
months reserve. This target should
better help GIPSA to maintain a 3 to 6
month operating reserve. GIPSA
disagrees with the grain industry
associations’ suggestion that there be no
limit. GIPSA believes that a yearly limit
on fee increases and decreases is
necessary to provide a more stable fee
structure from year to year, which
affects all sectors of the industry. While
a large decrease would likely be
welcomed by producers, marketers, and
consumers, GIPSA believes that the
possibility of a large increase in future
years would be untenable to these same
groups. In the April 15, 2013, fee rule
(78 FR 22151), GIPSA increased fees by
5 percent in the first year and by 2
percent in each ensuing year, in order
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Appendix Il — Code of Federal Regulations Waivers

eCFR — Code of Federal Regulations Page 1 of 1

ELECTRONIC CODE OF FEDERAL REGULATIONS
e-CFR data is current as of April 17, 2019
Title 7 — Subtitle B — Chapter VIIl — Part 800 — §800.18

Title 7: Agriculture
PART 800—GENERAL REGULATIONS

§800.18 Waivers of the official inspection and Class X weighing requirements.

(a) General. Waivers from the official inspection and Class X weighing requirements for export grain under section 5 of the
Act shall be provided in accordance with this section and the Act.

(b) Waivers—(1) 15,000 metric-ton waiver. Official inspection and Class X weighing requirements apply only to exporters
and individual elevator operators who (i) exported 15,000 metric tons or more of grain during the preceding calendar year, or (ii)
have exported 15,000 metric tons or more of grain during the current calendar year. Exporters and elevator operators who are
granted a waiver by reason of this paragraph shall, as a condition of the waiver, keep such accounts, records, and
memorandum to fully and correctly disclose all transactions concerning lots of all export grain shipments. In addition, the
exporters or elevator operators shall notify the Service in writing of the intention to export grain under this waiver. In the case of
lots waived under this provision, if such lots are required by contract to be inspected or weighed, or if the lots are represented
by official inspection or weight certificates, then such certificates shall meet the requirements of section 5 of the Act.

(2) Grain exported for seeding purposes. Official inspection and Class X weighing requirements do not apply to grain
exported for seeding purposes, provided that (i) the grain is (A) sold or consigned for sale and invoiced as seed; and (B)
identified as seed for seeding purposes on the Shipper's Export Declaration; and (i) records pertaining to these shipments are
made available, upon request by the Service, for review or copying purposes.

(3) Grain shipped in bond. Official inspection and weighing requirements do not apply to grain that is shipped from a foreign
country to a foreign country through the United States in bond in accordance with applicable regulations of the United States
Customs Service (19 CFR part 18).

(4) Grain exported by rail or truck to Canada or Mexico. Inspection and weighing requirements do not apply to grain
exported by rail or truck from the United States to Canada or Mexico.

(5) Grain not sold by grade. Official inspection requirements may be waived by the Service on a shipment-by-shipment
basis for export grain not sold, offered for sale, or consigned for sale by official grade if (i) the contract and any amendments
clearly show that the buyer and seller mutually agree to ship the grain without official inspection and (i) a copy of the contract
and any amendments is furnished in advance of loading, along with a completed application on a form prescribed by the
Service.

(6) Service not available. Upon request, any required official inspection or Class X weighing of grain may be waived on a
shipment-by-shipment basis if (i) official personnel are not and will not be available within a 24-hour period to perform needed
inspection or weighing services and (i) both the buyer and seller of the grain are made aware that the grain has not been
officially inspected or Class X weighed.

(7) Emergency waiver. (i) Upon request, the requirements for official inspection or Class X weighing will be waived
whenever the Service determines that an emergency exists that precludes official inspection or Class X weighing;

(i) To qualify for an emergency waiver, the exporter or elevator operator must submit a timely written request to the Service
for the emergency waiver and also comply with all conditions that the Service may require.

(8) High quality specialty grain shipped in containers. Official inspection and weighing requirements do not apply to high
quality specialty grain exported in containers. Records generated during the normal course of business that pertain to these
shipments must be made available to the Service upon request, for review or copying. These records must be maintained for a
period of 3 years.

(Approved by the Office of Management and Budget under control number 0580-0011)

[50 FR 49669, Dec. 4, 1985, as amended at 70 FR 21923, Apr. 28, 2005; 70 FR 73559, Dec. 13, 2005; 75 FR 41695, July 19, 2010; 76
FR 45399, July 29, 2011; 81 FR 49860, July 29, 2016]
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Appendix IV- Amount of U.S. Standardized Grain Exports without Mandatory FGIS Inspection
or Weighing

CALCULATION WORKSHEET TO DETERMINE VOLUME AND PERCENTAGE OF U.S.
STANDARDIZED GRAINS AND OILSEEDS EXPORTED WITHOUT OFFICIAL FGIS
INSPECTION OR WEIGHING (MMT)

U.S. Exports 1/ FY 2015 FY 2016 FY 2017 FY 2018
Wheat 21.1 22.4 28.0 21.0
Rice 4.1 3.9 4.1 3.1
Coarse Grains 56.2 59.2 62.0 68.6
Soybeans 50.4 54.1 60.1 56.7
Total Standardized

Grain and Oilseed 131.8 139.6 154.2 149.4
Exports

U.S. Exports Officially 125.3 133.2 146.0 3/

Inspected 2/

Calculated U.S. Exports
NOT Officially 6.5 6.4 8.2
Inspected

Calculated Percent NOT

Officially Inspected 5.2% 4.8% 5.6%

U.S. Exports Officially 112.4 119.7 129.0 3/
Weighed 2/

Calculated U.S. Exports

NOT Officially 19.5 19.9 25.2

Weighed

Calculated Percent NOT
Officially Weighed 14.8% 14.3% 16.3%

1/ Source: Prior year data from Table 3 ERS Outlook for U.S. Agricultural Trade, February
2016 -2019

2/ Source: USDA Federal Grain Inspection Service 2017 Annual Report pp. 33 and 38

3/ USDA Federal Grain Inspection Service 2018 Annual Report Not Yet Available
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Appendix V — Chinese “Systems Approach”

USDA

e
_ United States Department of Agriculture

Frequently Asked Questions:

Animal and Plant Health Inspection Service
Plant Protection and Quarantine

Ensuring Continued U.S. Soybean Exports to China

Why is China requiring the United States to
implement a systems approach for soybean exports
to that country?

China, the largest importer of U.S. grain, expressed
concerns in September 2017 over increased
interceptions of quarantine weed seeds in U.S.
soybean exports. In response, USDA assembled a
federal-industry working group to develop practical
recommendations for addressing China’s concerns and
keep U.S. soybeans moving to China without delay.
The recommendations included applying a series of
measures, called a systems approach, across the
soybean supply chain and in China to effectively reduce
plant pest risk. In December 2017, China accepted
USDA's recommendations, ensuring the continued
export of U.S. soybeans valued at $14.4 billion annually.

What will the systems approach include?

The systems approach for U.S. soybeans will begin at
the farm level, continue through U.S. export terminals,
and extend into China’s ports of arrival. Specifically, it
will include:

1. Production and harvesting measures designed to
reduce weed seed contamination in U.S. soybeans;

2. Soybean sampling and foreign material analysis by
USDA to monitor for weed seeds in China-bound
U.S. bulk and container shipments;

3. Notifying China when a soybean shipment exceeds
1 percent foreign material by placing an additional
declaration on the official phytosanitary certificate
that says “this consignment exceeds 1 percent
foreign material;,” and

4. Possible inspection, cleaning, treatment or other
protective measures by China to mitigate pest risk.

Who will be responsible for implementing the
systems approach?

Participants across the U.S. grain supply chain and in
China will be responsible for implementing the systems
approach.

W. Kirk Miller, Consulting

On Farm: USDA's Animal and Plant Health

Inspection Service (APHIS), working with federal,

state, and university experts, will develop specific
recommendations based on weed seed control best
practices. The recommendations will include production
and harvesting measures designed to reduce weed seed
contamination at the farm level. APHIS will provide these
recommendations to U.S. soybean producers before the
2018 growing season begins.

At Export: USDA's Federal Grain Inspection Service
(FGIS) will sample China-bound soybean shipments
and analyze foreign material to monitor for weed seeds
in U.S. bulk and container shipments. When FGIS
determines that a consignment exceeds 1 percent
foreign material, APHIS will include an additional
declaration on the phytosanitary certificate that says:
“This consighment exceeds 1 percent foreign material.”
This action will allow all U.S. soybean exports to China
to continue without interruption until the United States
is able to fully implement the other parts of the systems
approach during the 2018 crop year.

In China: China’s General Administration of Quality
Supervision, Inspection and Quarantine (AQSIQ)

has agreed to expedite agricultural clearance of
shipments with 1 percent or less foreign material. They
will determine whether any phytosanitary measures
including inspection, cleaning, treatment or other
protective actions may be appropriate to mitigate pest
risk in shipments with more than 1 percent foreign
material. AQSIQ will not hold or unnecessarily delay
incoming shipments based solely on the volume of
foreign material.

When will the United States and China implement
the systems approach?

The United States and China will begin implementing
the systems approach on January 1, 2018, starting
with USDA including an additional declaration on the
phytosanitary certificate for China-bound shipments of
U.S. soybeans that have more than 1 percent foreign
material. This action will allow all U.S. soybean exports

WKMGlobal@aol.com 18





Appendix V (continued)

to China to continue without interruption until the United
States is able to fully implement the other parts of the
systems approach during the 2018 crop year.

What is China’s standard for foreign material?

China’s standard for foreign material is 1 percent.

What will China do when it receives a U.S. soybean
shipment that has an additional declaration on the
phytosanitary certificate indicating that there is more
than 1 percent foreign material?

China will determine whether shipments with more than

1 percent foreign material may need additional inspection,
cleaning, treatment, or other protective measures.

China also may require importers to have a compliance
agreement to manage phytosanitary risk. China will not
hold or unnecessarily delay incoming U.S. shipments
based solely on the volume of foreign material.

What about U.S. soybean shipments with 1 percent or
less foreign material?

For those shipments that have 1 percent or less foreign
material, APHIS will issue a standard phytosanitary
certificate without an additional declaration, and China
has agreed to expedite agricultural clearance of those
shipments.

What information does an exporter need to provide
APHIS to obtain a phytosanitary certificate?

The exporter must provide APHIS with a copy of Form
921-2 from FGIS indicating whether the shipment exceeds
1 percent foreign material.

Did China set a maximum limit for the volume of
foreign material they will accept in U.S. shipments?

No, China did not set a maximum limit for foreign material.

Must all U.S. soybean shipments exported to China be
accompanied by a phytosanitary certificate?

All soybean exports to China, including consignments
from small volume exporters, must be accompanied by an
official phytosanitary certificate from APHIS. To obtain a
phytosanitary certificate, the exporter must request Form
921-2 from FGIS indicating whether the shipment exceeds
1 percent foreign material.

Does the requirement to include an additional
declaration for shipments that have more than

1 percent foreign material apply to container and
bagged shipments of U.S. soybeans to China?

Yes, the requirement to include an additional declaration

material applies to bulk, container, and bagged
consignments.

Does the requirement to include an additional
declaration for shipments that have more than

1 percent foreign material apply to consignments that
leave the United States before January 1, 2018?

Consignments of U.S. soybeans to China that leave the
United States before January 1, 2018, are not subject to
this requirement.

Does China require U.S. exporters shipping soybeans
to China to be registered?

Yes, China requires all companies exporting any
commodity to that country to be registered. To meet this
requirement for grain commodities, FGIS developed a

list of all U.S. soybean exporters who ship to China. The
list includes facilities that are required by FGIS to register
under the U.S. Grain Standards Act as well as facilities
that ship less than 15,000 metric tons and are exempt
from FGIS registration. FGIS provided the list to China in
December. A copy is available on the FGIS web site. FGIS
will periodically update the list.

When will the USDA-recommended best practices for
weed control at the farm level be available?

USDA is consulting with federal, state, and university
experts to determine effective production, harvesting and
other measures that should be used at the farm level

to reduce weed seed contamination in soybeans. We

will provide specific recommendations before the 2018
soybean growing season begins.

How will participants across the grain supply chain
get information about the components of the systems
approach?

USDA will work with federal and state agencies that
facilitate grain exports, Extension, and affected industry
stakeholder groups to create broad awareness about
the systems approach. Interested stakeholders also are
encouraged to subscribe to APHIS’ Stakeholder Registry
for the latest updates.

How and when will China determine if the systems
approach is effective?

Officials from USDA-APHIS Plant Protection and
Quarantine and China's General Administration of Quality
Supervision, Inspection and Quarantine will evaluate the
effectiveness of the systems approach in December 2019,
with a mid-point assessment in December 2018.

for shipments that have more than 1 percent foreign USDA is an equal opportunity provider, employer, and lender.

Issued December 2017
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Appendix VI U.S.- Mexico — Canada Agreement Article 3.A.4: “Grain”

1. Each Party shall accord to originating wheat imported from the territory of the other
Party treatment no less favorable than that it accords to like wheat of domestic origin
with respect to the assignment of quality grades, including by ensuring that any measure
it adopts or maintains regarding the grading of wheat for quality, whether on a mandatory
or voluntary basis, is applied to imported wheat on the basis of the same requirements as
domestic wheat.

2. No Party shall require that a country of origin statement be issued on a quality grade
certificate for originating wheat imported from the territory of the other Party,
recognizing that phytosanitary or customs requirements may require such a statement.

3. At the request of the other Party, the Parties shall discuss issues related to the operation
of a domestic grain grading or grain class system, including issues related to the seed
regulatory system associated with the operation of any such system, through existing
mechanisms. The Parties shall endeavor to share best practices with respect these issues,
as appropriate.

4. Canada shall exclude from the application of the Maximum Grain Revenue
Entitlement, established under the Canada Transportation Act, or any modification,
replacement, or amendment thereof, movements of agricultural goods originating in
Canada and shipped via west coast ports for consumption in the United States.

W. Kirk Miller, Consulting WKMGlobal@aol.com 20
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Disclaimer & Glossary

Disclaimer

This report was produced for the North American Export Grain Association. Informa Agribusiness Consulting (Informa) has used the best
and most accurate information available to complete this study. Informa is not in the business of soliciting or recommending specific
investments. The reader of this report should consider the market risks inherent in any financial investment opportunity. Furthermore,

while Informa has extended its best professional efforts in completing this analysis, the liability of Informa to the extent permitted by law, is
limited to the professional fees received in connection with this project.

Glossary

NAEGA — North American Export Grain Association
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AD Requirement for China Soybean Imports from the U.S.

O Beginning January 1, 2018 U.S soybean exports to China are
required to have an additional declaration (AD) on APHIS-issued
phytosanitary certificates for U.S. soybean consignments
exceeding 1% foreign material (FM).

O APHIS says the AD requirement is in response to China’s
2016 decree 177 establishing a 1% FM standard.

o APHIS indicates that shipments with more than 1% FM may
be subject to additional inspection, cleaning or treatment at
Chinese ports.

o Half of U.S. soybeans exported to China this year would not
meet Chinese rules for routine delivery in 2018, according to
shipping data reviewed by Reuters.

0 This new AD requirement has coincided with a sharp reduction in
the U.S. quantity and market share of China’s imports from
December 2017 to March 2018.

o China’s imports from the U.S. decreased by almost 5.0 MMT
during the December 2017 to March 2018 period while
imports from Brazil increased by 5.0 MMT.,

o U.S. share of China’s imports from December 2017 to March
2018 were 63% compared with 82.5% the previous year.

e Agribusiness Consulting| Agribusiness Intelligence

China Soybean Imports, December-March

2013/14| 2014/15| 2015/16| 2016/17|( 2017/18
U.S.
1,000 MT 19,675 22,231 19,742 23,539 18,450
% Share 86.5 92.0 77.8 82.5 63.4
Brazil
1,000 MT 1,622 706 3,163 3,004 8,095
% Share 7.1 2.9 12.5 10.5 27.8
Other
1,000 MT 1,451 1,221 2,477 1,972 2,568
% Share 6.4 5.1 9.8 6.9 8.8
Total (1,000 MT) 22,748 24,158 25,382 28,516 29,114

Source: Global Trade Tracker
This report examines the factors that can explain why
China’s imports from the U.S. dropped sharply from
December 2017 to March 2018 compared to the same time
period in previous years. The study analyzes:

O U.S. and Brazil soybean supply and demand.
O U.S. and Brazil exports and China imports.
4 U.S. and Brazil soybean prices.

O China import policy.

4 U.S. and Brazil shipping costs.

Interviews were conducted with U.S. and Brazilian traders
to get their perspectives.
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Exporter Interviews






Exporter Interviews

O Informa interviewed a number of U.S. and Brazilian soybean exporters to China to get their perspectives regarding why the U.S. share
of China soybean imports dropped sharply during the December 2017 to March 2018 period.

O All of the U.S. exporters interviewed believe the AD declaration on the APHIS phytosanitary certificate is having the biggest adverse
impact on China’s imports from the U.S. because of:
o Risk and cost of shipments being held up in port if the shipment testing above 1% FM.
= This risk is causing difficulties in securing letters of credit from financial institutions because of the 1% FM requirement.

» Chinese buyers are hesitant in buying U.S. soybeans because of the risk.

O U.S. exporters argue China is not treating the U.S. and Brazil on a level playing field because:
o The U.S. is the only exporter required to provide the AD declaration.
= Exporters argue that the FGIS Grade Certificate already includes the percent FM so the AD is not needed.

= Brazil only indicates percent FM on the ANEC contract.

o Nearly all Brazil soybeans are exported under Association Nacional Dos Exportadores de Cereais (ANEC) Contract which
includes percent FM. This contract states “Foreign matter basis 1% maximum 2% with non-reciprocal allowance of 1% for each
1%, fractions in proportion, in Buyer’s favor for any deficiency.” The Brazilian exports thus can exceed 1% FM with applicable

discount up to 2%.
o Some exporters argue that Brazil and the U.S. define the percent FM differently. For example, the sieve used by Brazil appears
to be less strict than the sieve used by the U.S.
» The Brazil’s foreign material and impurities are defined as all material passing through a 3 millimeter sieve (7.5/64
inches).
= The U.S. foreign material and impurities are defined as all material passing through a 3.175 millimeter sieve (8.0/64
inches).
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Exporter Interviews Continued

O Brazil soybeans normally receive a price premium over U.S. soybeans because of higher protein content. U.S. exporters say the
spread between Brazil and U.S. soybean prices widened during the December 2017 to March 2018 period by as much as 10 cents per
bushel for U.S. Gulf and to 20 cents per bushel for PNW. This wider spread demonstrates the risk involved in China importing U.S.
soybeans. China was willing to buy more soybeans from Brazil even though Brazil prices were much higher than normal than U.S.
prices.

o There were instances when PNW soybeans were considerably cheaper than Brazilian soybeans and the U.S. exporter could not
make a sale.

o Chinese buyers normally prefer to import #2 soybeans from the U.S. with 2% FM and do not want to pay a premium for #1
soybeans with less than 1% FM.

O All the U.S. exporters argue that the issuance of the GMO safety certification is often delayed by China to slow imports of soybeans
into the country. However the exporters say that this requirement hampers both Brazil and the U.S. and is not an issue for just the
U.S.

O None of the exporters indicate logistics problems or transportation costs were the reason for lower China soybean imports from the
U.S.

O Brazilian soybean exporters though argue that the main reason the U.S. share of the China market decreased from December 2017 to
March 2018 was because Brazil:
o Had record soybean supplies from a record crop and needed to increase soybean exports.

» Recent improvements in shipping capacity allowed Brazil to ship soybeans and corn simultaneously this past year. In the
past it was necessary for Brazil exporters to switch from exporting soybeans to corn after September of each year.

o Farmers held soybeans off the market in the first half of 2017 because of lower prices and a less favorable exchange rate. In the
second half of the year prices and the exchange rate improved and farmers started pushing more soybeans onto the market.
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U.S. and Brazil Supply
and Demand Analysis






U.S. and Brazil Supplies and Stocks at Record Levels

O Brazil had record a record crop and supplies in
2017/18.

o Production was a record 114.1 MMT, 18.6 MMT
above the previous year’s crop.

o As a result supplies on September 1 were a
record 43.2 MMT, 12.9 MMT above the previous
year.

o December 1 stocks were a record 20.8 MMT,
4.1 MMT above the previous year.
0 U.S. production and supplies were also a record in
2017/18.

o Production was a record 119.5 MMT, 2.6 MMT
above the previous year.

o Supplies on September 1 were also a record at
127.8 MMT, 5.5 MMT above the previous year.

o December 1 stocks were also a record 86.0
MMT, 7.1 MMT above the previous yeatr.

U.S. & Brazil Soybean Supplies and Stocks in MMT

Soybean Supplies September 1, 2017

2013/14| 2014/15| 2015/16( 2016/17|( 2017/18
Brazil 28.6 27.4 33.8 30.3 43.2
United States 95.2 109.4 112.0 122.3 127.8
Source: Informa

Soybean Stocks December 1, 2017

2013/14( 2014/15| 2015/16| 2016/17| 2017/18
Brazil 13.3 13.4 14.9 16.7 20.8
United States 58.6 68.8 73.9 78.9 86.0

Source: Informa

Although Brazil had record supplies on September 1 and
record stocks on December 1, the U.S. also had record
supplies and stocks and had soybeans to export to Chinato

maintain previous levels and shares.
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Brazil Export Gains to China Offset U.S. Export Losses to China

O Brazil's exports to all destinations for the period

December 2017 to March 2018 were a record 15.6 MMT,
1.5 MMT above the previous year’s record.

o Most of the gain in exports was to China, with

S OCMINEL IR LA LG = WL 2013/14| 2014/15| 2015/16| 2016/17| 2017/18
above the previous year’s record. -
o Exports to other destinations were also a record 3.1 Brazil 9,091 6,685 11,537 14,053 15,597
MMT, slightly above the previous year. China 7,508 5114 8,937 11,339 12,478
Q U.S. exports to all destinations for the period December Other 1,583 1,571 2,600 2,714 3,119
2017 to March 2018 fell by nearly 3.3 MMT from the us 22 567 22 303 21.152 22 942 19.666
previous year despite record supplies. _ ’ ' ’ ’ ’
. China 13,747 13,188 12,297 13,916 12,728
o China accounted for a large part of the decrease,
with U.S. exports falling by 1.2 MMT. Other 8,819 9,115 8,856 9,025 6,938

o Exports to other destinations fell by 2.1 MMT during
that period.

Brazil’s gain in exports during the December 2017 to March 2018 period was at the

U.S. and Brazil Soybean Exports in MMT

December 2017 to March 2018 Soybean Exports

Source: Informa

expense of U.S. exports. Brazil’s gain of 1.1 MMT of soybean exports to China

essentially offset the loss in U.S. exports of 1.2 MMT.
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Reduction in US Crush as a Percent of Stocks

O Higher levels of soybean supplies did not lead to
increased crushing in either the U.S. or Braazil.

O Inthe US, the percent of soybean supplies used for
crush declined in the Dec-Feb quarter, maintaining a
downward trend since 2013/14, from 23% of stocks to
16% in the second quarter of 2017/18

O Brazilian crush has remained relatively unchanged,
consistently attributing ~8% between September to
November and ~11% in December to February since

2013/14

0 While the US carried a record amount of soybean
stocks into December, it used the smallest percentage of
its supplies for crushing over a five year period, opening
up a larger portion of soybean for exports.

Thus the decrease in U.S. soybean exports to
Chinain the December-February period was not
the result of greater U.S. soybean crush or
reduced availability of supplies for export.

@ Agribusiness Consulting| Agribusiness Intelligence
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China Import Analysis






China Imports Growing

0 China’s soybean imports in 2017/18 marketing year are : :
forecast at a record 98.0 MMT, 4.5 MMT above the China Soybean Imports in MMT
preViOUS year. China Soybean Imports

O On a quarterly basis China’s imports are growing in all 00

quarters.

O In the December 2017 to February 2018, when U.S.
exports to China dropped sharply, China'’s total imports
during that period are estimated at a record. 20.0

o China’s imports during the December-March
2017/18 period were 23.5 MMT, 1.3 MMT above the
previous year and 4.2 MMT above two years ago.
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China Soybean Imports - Monthly Volume

0 The U.S. and Brazil are the primary soybean
suppliers to China.

o The U.S. plants soybeans in late April
through June and harvests in late
September through November.

o Brazil plants soybeans in mid-August
through mid-December and harvests in
February through May.

0 With the U.S. and Brazil having alternate
seasons, China’s imports run in a cycle with
high imports from the U.S. during the growing
season in Brazil and high imports from Brazil
during the growing season in the U.S.

o Additionally, imports from countries other
than the U.S. and Brazil peak during the
US growing season.

O These trade patterns are consistent for years
2013 through 2016; however, for the 2017/18,
December-March period, the share and quantity
of imports from the U.S. fell sharply from levels
for those months as in the past.

O Instead, China’s imports from Brazil
continued into Brazil’'s growing season when
imports from Brazil are traditionally lower and
imports from the US are traditionally higher.
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China’s imports form Brazil and the U.S. shifted from previous
trends in the December 2017 to March 2018 period.





China Soybean Imports - December-March Volume

O As discussed on the previous slide, China’s
imports from Brazil traditionally drop off during
Brazil’'s growing season and shift to imports from
the US where harvest has recently occurred.
China’s imports deviated from this trend, in 2017
and into 2018.

O To better illustrate this deviation, the months
December through March are examined for the
last five years.

O Imports from Brazil during the 2017/18
December-March period were 2.7 times greater
than during the same time period in 2016/17 and
11 times greater than in 2014/15.

0 Conversely, imports from the US during the
2017/18 December-March period were 22
percent lower than during the same time period
in 2016/17.

O Imports from countries other than the US and
Brazil during December-March are comparable
with historic levels and did not replace imports
from the U.S.
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Source: Global Trade Tracker

Imports from Brazil substantially increased during the
December-March lower period while imports from the US
decreased from a traditionally higher period.

@ Agribusiness Consulting| Agribusiness Intelligence





China Soybean Imports - Monthly Market Share

L Much like the previous slides illustrating
the decreased levels of China’s imports
from the US and increased import levels
from Brazil, the share of imports into China
tells a similar story.

U Traditionally, the US and Brazil reach
shares of ~85 percent and above during
the other’s growing season; however, in
2017 and into 2018, US share of Chinese
soybean imports did not reach 70 percent.

U Also during this time, when Brazil's
share of Chinese imports is traditionally
lower than 20 percent, Brazil’'s share
reached a level over 40 percent.

O Additionally, the share of Chinese
Imports held by countries other than the
US and Brazil was near or slightly below
historic levels.

Brazil’s increased share in Chinese

Imports came primarily at the detriment
of US share.

Q Agribusiness Consulting| Agribusiness Intelligence

Share of China Soybean Imports

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
2013 | 93.6% | 98.7% | 86.1% | 41.5% 3.7% 1.0% 0.0% 0.0% 0.0% 5.2% 58.9% | 80.2%
2014 | 91.5% | 96.4% | 79.9% | 38.8% | 10.9% 2.8% 3.2% 0.0% 0.0% 6.1% 77.4% | 91.2%
2015 | 96.6% | 94.0% | 84.6% | 35.0% | 10.2% 0.0% 0.6% 0.1% 0.0% 9.3% 57.5% | 72.9%
2016 | 81.9% | 86.3% | 75.0% | 28.6% 7.2% 1.3% 0.1% 4.7% 18.8% | 46.6% | 71.7% | 90.2%
2017 | 88.5% | 79.9% | 66.7% | 22.2% | 15.3% 5.0% 5.0% 2.1% 11.6% | 22.6% | 53.7% | 64.8%
2018 | 68.6% | 61.7% | 54.7%

Sources: Global Trade Tracker and Informa

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
2013 0.0% 0.0% 10.9% | 58.1% | 96.2% | 82.5% | 75.6% | 80.3% | 77.6% | 55.0% | 23.0% 7.8%
2014 2.0% 0.0% 20.1% | 60.7% | 89.1% | 84.8% | 69.8% | 71.9% | 67.0% | 64.3% | 8.9% 2.0%
2015 0.4% 0.0% 11.3% | 64.7% | 88.6% | 82.4% | 67.0% | 71.1% | 70.7% | 70.2% | 28.9% | 11.1%
2016 | 11.0% 5.9% 20.7% | 68.1% | 91.6% | 90.9% | 77.1% | 64.6% | 52.2% | 27.9% | 9.3% 3.5%
2017 3.3% 12.4% | 27.7% | 76.7% | 82.8% | 83.5% | 75.7% | 72.0% | 73.2% | 57.7% | 31.8% | 20.3%
2018 | 24.5% 32.2% | 41.2%

Sources: Global Trade Tracker and Informa

Source: Global Trade Tracker Q






China Soybean Imports - December-March Market Share

U To better illustrate the deviation discussed
In the previous slide, the months December
through March are examined for the last five
years.

O As illustrated in the chart, Brazil’s share of
Chinese imports rarely makes up 20 percent;
however, during 2017 and into 2018, Brazil's
share of Chinese imports achieved levels of
over 40 percent.

O Additionally during these periods, the share
of imports held by countries other than the US
and Brazil remained around historic levels
suggesting the increased share held by Brazil
came primarily from US share.

Brazil’s increased share in Chinese imports
came primarily at the detriment of US share.
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Systems Approach to China Imports from U.S.

U Beginning January 1, 2018, an additional declaration (AD) is required on the U.S. soybean phytosanitary certificate where foreign
material on the grade certificate exceeds one percent.

O This AD is part of a larger systems approach for soybean exports to China. This system begins at farm level and continues through to
China’s ports of arrival. The four main components include:

o Production and harvesting measures designed to reduce weed seed contamination in U.S. soybeans;

o Soybean sampling and foreign material analysis by USDA to monitor for weed seeds in China-bound U.S. bulk and container
shipments;

o Notifying China when a soybean shipment exceeds 1 percent foreign material by placing an additional declaration on the official
phytosanitary certificate that says “this consignment exceeds 1 percent foreign material;” and

o Possible inspection, cleaning, treatment or other protective measures by China to mitigate pest risk.

O APHIS states that the “USDA’s Federal Grain Inspection Service (FGIS) will sample China-bound soybean shipments and analyze
foreign material to monitor for weed seeds in U.S. bulk and container shipments.

This action will allow all U.S. soybean exports to China to continue without
interruption until the United States is able to fully implement the other parts of the systems approach during the 2018 crop year. In
China: China’s General Administration of Quality Supervision, Inspection and Quarantine (AQSIQ) has agreed to expedite agricultural
clearance of shipments with 1 percent or less foreign material. They will determine whether any phytosanitary measures including
iInspection, cleaning, treatment or other protective actions may be appropriate to mitigate pest risk in shipments with more than 1
percent foreign material. AQSIQ will not hold or unnecessarily delay incoming shipments based solely on the volume of foreign
material.”

Source: USDA APHIS
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U.S. Grading Standards
0 Soybean exports are covered [ Grades and Grade Requirements for Soybeans' T

under the United States Grain Damaged Kernels
Standards Act (USGSA Minimum Test o o Foreign Material e (9% Soybeans of Other
( ) Grade Weight (Ib/bu) Heat Damaged (%) | Total (%) (%) Splits (%) Colors (%)
O The Grain Inspection, Packers [USNo.1 56 0.2% 2% 1% 10% 1%
and Stockyards Administration U No. 2 >4 0.5% 3% 2% 20% 2%
i ; i US No. 3 52 1% 5% 3% 30% 5%
(GIP_SA) IS req_uwed to certify the US No. 4 49 3% 8% o 20% 10%
guality and weight of all export Sample Grade*
Sh'pments Of g ra| n Covered by *U.S. Sample grade is soybeans that: (a) Do not meet the requirements for the grades U.S. Nos. 1, 2, 3, or 4; or (b) Contain 4 or more stones which have an aggregate
h U SG SA weight in excess of 0.1 percent of the sample weight, 1 or more pieces of glass, 3 or more crotalaria seeds (Crotalaria spp.), 2 or more castor beans (Ricinus communis L.), 4
t e . or more particles of an unknown foreign substance(s) or a commonly recognized harmful or toxic foreign substance(s), 10 or more rodent pellets, bird droppings, or an
equivalent quantity of other animal filth in a 1,000 grams of soybeans; or (c) Contain 11 or more animal filth, castor beans, crotalaria seeds, glass, stones, or unknown
D These gradlng StandardS foreign substance(s) in any combination; or (d) Have a musty, sour, or commercially objectionable foreign odor (except garlic odor); or (e) Are heating or otherwise of
. distinctly low quality.
regu|a’[|ng the acceptab|e levels Source: USDA/AMS — GIPSA, lowa State University
of foreign material have been In " 0 :69;
place for many years; however, | . . ‘
recent changes by China ad 'o" .
requiring an additional ‘ | ‘:c_ ‘..
declaration has created some | o fe ,,‘"'

concerns amongst both 4 - | !&').O-Sl -
Importers and exporters.

Brazil FM percent for Grade #1 is 1%, for Grade #2 is 1.5%, for Grade #3 is 3% and grade #4 is
5%. It is important to note that ANEC quality specifications used in export trade do not match
those of any one grade. For example, allowable foreign material is the same as No. 1 grade, but
broken beans is equivalent to the No. 3 limit, while damage uses the limit established for grade

No. 4.

Sample Grade*
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US Soybean Exports to China — Required Documentation

0 There are three documents required for exporting soybeans to China, APHIS Phytosanitary Certificate, Soybeans Biotech Safety
Certificate and the FGIS Grain Inspection Service.
0 APHIS Phytosanitary Certificate
o Purpose: Certifies soybeans free of quarantine pests.
o Target: Plant Health
o Requesting Ministry: AQSIQ
0 Soybeans Biotech (GMO) Safety Certificate

o Purpose: An MOA certificate is needed that indicates that the product "contains registered GMO's," proper labeling is also
required for all biotech products.

o Target: Plant Health
o Requesting Ministry: MOA

0 FGIS Grain Inspection Service
o Purpose: Certifies product quality.
o Target: Product Quality
o Requesting Ministry: AQSIQ

Source: USDA/AMS — GIPSA, lowa State University
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BRAZILIAN STANDARD SOYBEAN EXPORT CONTRACT -

ANEC

O Brazil has a standard contract issued by ANEC
(Associacao Nacional dos Exportadores de Cereais)
translated ( National Grains Shipping Association).

O According to trade sources most Brazilian soybeans
shipped to China have 1% FM. The contract also
indicates that a shipment can have up to 2% FM with
proportional discounts in price above 1% FM, although
traders say shipments rarely exceed 1% FM.

O All trading from farm gate to the port applies the
standards of ANEC contract. Almost all of the soybeans
produced in Brazil are cleaned and dried to reach this
standard. For soybean delivered from farmers to local
elevators, coops and trading without drying and cleaning,
costs and discounts are applied.

0 Damage soybeans in some cases are mixed for traders
that apply heavily price discounts to mix them with good
guality product in the level to reach the ANEC standard.

According to U.S. exporters the ANEC contract is the
only place 1% FM is indicated. In addition the ANEC
contract does allow for imports from Brazil to exceed
1% FM up to 2% FM with proportional discounts.
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ANEC CONTRACT
hhttp://www.anec.com.br/en/services/contracts

QUALITY / CONDITION FOR BRAZILIAN SOYBEANS

2. QUALITY f CONDITION: Brazilian Soyabamms, rip o it ettt e ot e et s 22 e et et et et et ettt ot e e et mee o e

- Oil content basis 18.5% (AOCS Ac 3 - 44) with non-reciprocal allowance of 1% for each 1%, fractions in proportion, in Buyer's la'mur
for any deficiency;
= Maoisture maximum 14%:;
-Foreign matter basis 1% maximum 2% with non-reciprocal allowance of 1% for each 1%, fractions in proportion;
- Damaged beans basis 8%, maximum 8.5% with non-reciprocal allowance 2:1, fractions in proportion, of which maximum 4% heat
damaged and burned (being maximum 1% burmed) and 6 % mouldy;
-Broken beans maximum 30%;
-Greenish beans maximum 8%
-Free from poisonous seeds / husks bul tolerance 1 particle of treated vegetable seeds with unknown level of toxicity for each 1 kg
sample at each lot of 5,000 metric tons loaded and max 0.005% caslorseed and/or castorseed husks.
To be final at time and place of shipment per cerificate/s issued by Independent Surveyor, cost being for Seller's account. Other
guality’ condition in accordance with Brazilian Legislation ruling al time and place of shipment.
Buyer has the option, at his expense, to request for joint sampling and sealing, advising the Seller in due time the name of the
Independent Surveyor he is appointing.

If the difference of any of the following items between Buyer and Seller certificates does not exceed the below mentioned
percentages, then the Seller's results will be final. Otherwise, at request of either party at his expenses, within 45 days from the B/L
date, a third test shall be carried out by a mutually agreed Independent Laboratory. The average of the 2 closest analysis results shall be
final under this contract and must be settled by a complementary debit note.

Moisture 0.5%, Damaged Beans 0.5%, Heat Damaged 0.5% and Foreign Matter 0.2%
Greenish beans 0.5%, Bumed 0.10% and Mouldy 0.5%

Such agreement can be settled directly between Shipper (first Seller) and final FOB Buyer. In that case, all the parties involved in the
string must be informed in writing about the agreement and at a later stage about the results. Settlement of differences to be done
between each counter party.
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Soybean Biotech Safety

O China has strict regulations around GMOs and the Soybean Biotech Safety Certificate must accompany US soybean exports to China.
O There continues to be concern around China’s biotech approval system and its inability to keep up new events.

0 According to an FAS Report “The approval system lags behind the pace of international commercialization of new events and adds
uncertainty to the soybean trade. Currently, four soybeans events are in the Chinese regulatory pipeline and under review for final
approval. USDA continues to request MOA to streamline its biotech approval process as market access is key for trading partners and
critical for China's price stability and food security. In addition, China has not yet established a tolerance level for the adventitious
presence of unapproved biotech events in imports of bulk grain, oilseed, and hay products. Although there were no reported disruptions
to U.S. soybean exports to China, please consult Post’'s Annual Biotechnology Report for additional information on China’s biotechnology
policy and for an updated list of China’s approved biotech events.”

Source: USDA/AMS — GIPSA, lowa State University
@ Agribusiness Consulting | Agribusiness Intelligence .
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Freight Differences






Brazil Freight Costs

O Historically, the ocean freight rates for grain cargos
from South America to Asia are less expensive than
from the U.S. Gulf because of dry-bulk vessel route
patterns, lower cost port charges, higher Panama Canal
tolls, and less burdensome navigation restrictions.

o Brazilian ports also provide less expensive
dockage costs for vessels

O However, ocean freight rates from Pacific Northwest
are lower than from Santos, Brazil.

o The rate per ton from Tacoma, Washington was
$24.01 per ton compared with $34.01 per ton from
Santos, Brazil in March 2018.

Ocean freight rates have been lower from Tacoma,
Washington to North China than from Santos to
North China, and that spread widened this year.
Thus freight rates are not the reason China’s imports
from the U.S. decreased from December, 2017 to
March, 2018 and were below normal. This supports
one of the exporters comments that even though
PNW soybean prices were much lower than for
Brazil soybeans, they could not make a sale to
China.
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Grain Ocean Shipping Rates

Grain Ocean Shipping Rates

Index/Routes Cargo/Vessel Type DWT Unit Rate per Ton| YTD Change
Santos, Brazil to North China Soybeans 60,000 S/ton $34.01 9.7%
Tacoma, Washington to North China Soybeans 60,000 S/ton $24.01 3.6%
Mississippi Gulf to North China Soybeans 55,000 S/ton $45.69 3.0%
Mississippi Gulf to North China Soybeans 66,000 S/ton $44.09 3.4%
Soybeans to North China
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Summary of Findings






Study Findings
O The study finds that the AD on the phytosanitary certificate is the main reason for the reduced U.S. soybean shipments and share of

the China import market for the period December 2017 to March 2018.

o The AD declaration singles out the United States when FM exceeds 1% while other countries such as Brazil do not face this same
requirement.

» Brazil's ANEC contracts indicate that Brazil soybeans can exceed 1% with an allowable discount up to 2%.

O Although Brazil had record soybean supplies from a record crop, the U.S. also had record supplies from a record crop and had
soybeans available to maintain previous shares of the China import market.

O Price is not an issue because the spread between Brazil and U.S. soybean prices widened from December-March 2017/18 period and
Brazil soybeans were much higher priced. Brazil soybeans normally are priced at a premium because of higher protein levels.

U Freight costs were not the reason for lower U.S. exports to China because ocean freight rates were lower from Tacoma, Washington to
North China than from Santos, Brazil to North China.

O Although the GMO safety certification can be an issue for U.S. soybeans, exporters indicate that Brazil faces the same issue.

O The potential trade tariffs that China may impose if there is a trade war between the U.S. and China is another issue which came later
than the AD declaration which began in January. Atrade war can only exacerbate the AD declaration issue.

The study recommends that APHIS USDA:

O Work with China’s AQSIQ to make sure soybean imports from the U.S. are not treated differently from imports from
Brazil. Since other suppliers such as Brazil are not required to provide an AD on their phytosanitary certificate, then
the U.S. should not be required to do so. The U.S. already indicates the % FM on the FGIS Grade Certificate.

d Work with AQSIQ to clarify what the remedies are for soybeans with an FM between 1% to 2%. EXxporters say they
are told by the Government of China there are remedies to resolve the situation but the Government of China does
not explain what the remedies are.

O Review Brazil's soybean grading standards to make sure those standards are equivalent to the U.S. standards,
especially in how the percent FM is determined.
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Summary US and Brazil Soybean Quarterly Stock Levels
and China Imports

30.0

140.0
120.0
25.0
100.0 5
— 200 §
%) =
< o
S £
(]
£ 80.0 =
(&)
= =
5 15.0 g
S 600 5
L E
S o
& 100 £
S
40.0
5.0
20.0
0.0 0.0
3 B = =1 3 B ) =1 3 © ) 1 3 3 = =1 3 B
< - = < Z - = < = o = < < - = < =z -
& 2 5 S 3 & 3 5 $ 838 : 5 5 8 % £ 3 %
2013/14 2014/15 2015/16 2016/17 2017/18

I US Stocks ~ EEEM Brazil Stocks === Chinese Imports

The U.S. had significantly higher soybean stocks on the December 1, 2017 than Brazil
and could have met the increasing import demand from China.
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US and Brazil Soybean Quarterly Supply and Demand Tables

2013/14

Sep 1Supply

SEP-NOV

Imports

Crush

Exports

Seed/Residual
Total Use

Stocks (Dec 1)

DEC-FEB

Imports

Crush

Exports

Seed/Residual
Total Use

Stocks (Mar 1)

Production
Mar 1 Supply

MAR-MAY

Imports

Crush

Exports

Seed/Residual
Total Use

Stocks (Jun 1)

JUN-AUG

Imports

Crush

Exports

Seed/Residual
Total Use

us
95.2

0.2
12.2
18.4

6.2
36.8
58.6

0.2
13.2
19.4
-0.8
31.8
27.0

27.0

0.7
11.8
5.2
-0.3
16.7
11.0

0.8
10.0
1.6
-2.2
9.3

Brazil
28.6

0.0
8.9
4.1
2.3
15.3
13.3

0.1
6.8
4.5

11.4
2.0
86.1
88.1

0.2
10.7
22.3

1.8
34.7
53.6

0.2
10.4
16.0

26.4
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2014/15
us Brazil
109.4 27.4
0.2 0.0
11.9 9.2
22.1 2.4
6.7 2.5
40.8 14.0
68.8 13.4
0.2 0.1
13.5 8.4
19.7 3.0
-0.4 ---
32.9 11.4
36.1 2.2
--- 97.0
36.1 99.2
0.2 0.1
13.2 11.3
5.1 24.1
1.0 -1.6
19.2 33.8
17.1 65.5
0.2 0.0
12.3 11.1
3.2 20.6
-34 ---
12.1 31.8

2015/16
us Brazil
112.0 33.8
0.1 0.0
12.8 10.0
21.6 6.4
3.9 2.6
38.3 18.9
73.9 14.9
0.1 0.1
13.1 8.2
18.5 5.0
0.7 ---
32.3 13.2
41.7 1.8
-—- 95.4
41.7 97.2
0.1 0.1
13.2 11.6
4.9 29.0
0.0 1.0
18.1 41.7
23.7 55.7
0.1 0.1
12.2 9.9
7.9 15.6
-1.6 ---
18.5 25.5

2016/17
us Brazil
122.3 30.3
0.1 0.0
13.2 8.8
25.2 2.2
5.1 2.6
43.5 13.6
78.9 16.7
0.2 0.1
13.4 8.8
19.8 5.1
-1.5 ---
31.7 13.8
47.3 2.9
--- 114.1
47.3 117.0
0.1 0.1
12.8 11.6
7.0 304
14 -1.2
21.2 40.8
26.3 76.3
0.1 0.1
12.4 11.0
7.1 22.1
-1.4 ---
18.2 33.1

2017/18

us Brazil
127.8 43.2

0.1 0.0
13.5 10.5
23.1 9.1

5.3 2.7
41.9 22.4
86.0 20.8

0.1 0.0
14.0 9.8
16.4 7.0
-1.7 ---
28.8 16.8
57.3 4.1

-—- 117.0
57.3 121.1
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By Max Fisher

Price Impact on U.S. Soybeans due to Additional Declaration Requirement of Foreign Material

The United States is a leading exporter of soybeans and China is the world’s primary soybean importer as shown in
table 1. This analysis attempts to quantify the disruption to U.S. soybean shipments to China that followed the
Animal and Plant Health Inspection Service’s announcement on Dec. 18, 2017 of a mandatory disclosure of
foreign material on phytosanitary certificates. However, this analysis does not attempt to quantify losses to U.S.
exporters due to the declaration requirement. Instead it focuses on losses for sellers of U.S. soybeans marketed
between Dec. 18, 2017 and Mar. 31, 2018. Losses beyond March are not included because U.S.-China soybean
trade was further impacted on Apr. 4, 2018 when China announced its intention to levy a 25-percent tariff on U.S.
soybeans if the U.S. proceeded with applying countermeasures related to its Section 301 investigation of China’s
forced technology transfers and discriminatory intellectual property practices.

Table 1: Summary Statistics for 2017/18 Marketing Year (Million MT)

Item U.S. | Brazil China | World
Production 120 119 14 337
Exports 56 75 0 152
Imports 1 0 97 153

U.S. soybean exporters say the spread between Brazil and U.S. soybean prices widened during the Dec. 2017 to
March 2018 period by as much as $0.10/bu. for U.S. Gulf soybean exports and $0.20/bu. for Pacific Northwest
soybean exports due to increased risk of detainments and/or rejections at China customs because of the additional
disclosure on phytosanitary certificates. Due to the outsized influence of the China market for U.S. soybeans, the
$0.10/bu. to $0.20/bu. reduction in Chinese buyers’ bids for U.S. soybeans relative to Brazil soybeans would have
impacted the entire U.S. soybean market by an amount comparable to the $0.10/bu. to $0.20/bu. additional
discount.

For Dec. 18, 2017 thru Mar. 31, 2018, the estimated loss to U.S. soybean sellers due to the additional disclosure
requirement ranges from $140,750,849 to $281,501,698. The loss was found by multiplying the price loss of
$0.10/bu. to $0.20/bu. by 1,407,508,490 bushels of U.S. soybeans that are estimated to have been marketed by
producers between Dec. 18, 2017 and Mar. 31, 2018.

Table 2: Estimated U.S. Soybean Marketings by Producers (Bu.)

Item 2017/18
Total Production 4,392,000,000
Marketings 4,392,000,000






Table 3: U.S. Soybean Marketing Percentages by Producers

5-yr

Month 2012/13 | 2013/14 | 2014/15 | 2015/16 | 2016/17 Avg.
September 11.7% 5.7% 5.3% 7.7% 6.4% 7.36%
October 22.3% 26.8% 27.3% 23.8% 31.6% | 26.36%
November 8.7% 14.2% 13.8% 7.5% 12.4% | 11.32%
December 9.3% 11.0% 10.7% 9.7% 9.2% 9.98%
January 15.9% 16.3% 13.4% 12.1% 16.8% | 14.90%
February 7.1% 8.5% 7.8% 6.4% 5.3% 7.02%
March 5.0% 5.3% 5.1% 9.5% 3.2% 5.62%
April 4.3% 3.7% 3.4% 9.0% 2.2% 4.52%
May 5.9% 2.2% 2.5% 4.7% 2.6% 3.58%
June 3.6% 2.2% 4.7% 4.6% 2.9% 3.60%
July 3.9% 2.2% 3.6% 2.7% 4.4% 3.36%
August 2.3% 1.9% 2.4% 2.3% 3.0% 2.38%
Total 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.00%

Table 4: Estimated U.S. Soybean Marketings by Producers after the Additional Disclosure Announcement

Item Prior 5-yr Avg. Est. 2017/18 Marketings (Bu.)
Marketings for 2017/18 100.00% 4,392,000,000
Dec. 18, 2017 thru Dec. 31, 2017 4.51% 197,951,690
Jan. 2018 14.90% 654,408,000
Feb. 2018 7.02% 308,318,400
Mar. 2018 5.62% 246,830,400
Dec. 18, 2017 thru Mar. 31, 2018 32.05% 1,407,508,490

Table 5: Estimated Loss from Dec. 18, 2017 thru Mar. 31, 2018 for
Soybean Producers due to the Additional Disclosure Requirement

Item

Dec. 18, 2017 thru Mar. 31, 2018

Soybean Marketings (Bu.)

1,407,508,490

-$0.10/bu. Estimated Price Loss

-$140,750,849

-$0.20/bu. Estimated Price Loss

-5281,501,698

Estimated Range of Loss

-$140,750,849 to -$281,501,698






