
energies

Article

Evaluating the Economic Viability of Agricultural Pellets to
Supplement the Current Global Wood Pellets Supply for
Bioenergy Production

Mahmood Ebadian 1,*, Shahab Sokhansanj 1, David Lee 2, Alyssa Klein 2 and Lawrence Townley-Smith 2

����������
�������

Citation: Ebadian, M.; Sokhansanj,

S.; Lee, D.; Klein, A.; Townley-Smith,

L. Evaluating the Economic Viability

of Agricultural Pellets to Supplement

the Current Global Wood Pellets

Supply for Bioenergy Production.

Energies 2021, 14, 2263. https://

doi.org/10.3390/en14082263

Academic Editor: Dmitri A. Bulushev

Received: 30 March 2021

Accepted: 14 April 2021

Published: 17 April 2021

Publisher’s Note: MDPI stays neutral

with regard to jurisdictional claims in

published maps and institutional affil-

iations.

Copyright: © 2021 by the authors.

Licensee MDPI, Basel, Switzerland.

This article is an open access article

distributed under the terms and

conditions of the Creative Commons

Attribution (CC BY) license (https://

creativecommons.org/licenses/by/

4.0/).

1 Department of Chemical & Biological Engineering, University of British Columbia, 2360 East Mall,
Vancouver, BC V6T 1Z3, Canada; shahab.sokhansanj@ubc.ca

2 Agriculture and Agri-Food Canada, 2010 12th Avenue, Regina, SK S4P 0M3, Canada;
david.lee3@canada.ca (D.L.); alyssa.klein@canada.ca (A.K.); lawrence.townley-smith@canada.ca (L.T.-S.)

* Correspondence: mahmood.ebadian@ubc.ca; Tel.: +1-778-320-9444

Abstract: In this study, an inter-continental agricultural pellet supply chain is modeled, and the
production cost and price of agricultural pellets are estimated and compared against the recent cost
and price of wood pellets in the global marketplace. The inter-continental supply chain is verified
and validated using an integration of an interactive mapping application and a simulation platform.
The integrated model is applied to a case study in which agricultural pellets are produced in six
locations in Canada and shipped and discharged at the three major ports in Western Europe. The cost
of agricultural pellets in the six locations is estimated to be in the range of EUR 92–95/tonne (CAD
138–142/tonne), which is comparable with the recent cost of wood pellets produced in small-scale
pellet plants (EUR 99–109/tonne). The average agricultural pellet price shipped from the six plants to
the three ports in Western Europe is estimated to be in a range of EUR 183–204 (CAD 274–305/tonne),
29–42% more expensive that the average recent price of wood pellets (EUR 143/tonne) at the same
ports. There are several potential areas in the agricultural pellet supply chains that can reduce
the pellet production and distribution costs in the mid and long terms, making them affordable
supplement to the existing wood pellet markets. Potential economic activities generated by the
production of pellets in farm communities can be significant. The generated annual revenue in
the biomass logistics system in all six locations is estimated to be about CAD 21.80 million. In
addition, the logistics equipment fleet needs 176 local operators with a potential annual income of
CAD 2.18 million.

Keywords: agricultural pellet; inter-continental supply chains; pellet production cost and price;
integrated interactive mapping and simulation model; BIMAT; IBSAL

1. Introduction

Coal remains a major fossil fuel in global energy systems, accounting for almost 40%
of electricity generation and more than 40% of energy-related CO2 emissions [1]. Cofiring
biomass with coal or completely replacing coal with biomass has been used as a proven
and cost-effective strategy to reduce the carbon intensity of electricity. Over 150 power
plants globally have either been tested for cofiring or have permanently transformed
their operations to cofiring [2,3]. Various types of biomass, including woody biomass,
agricultural biomass and municipal wastes, have been used to cofire with coal. Among
these feedstock sources, woody biomass, in particular wood pellet, has been used in
large scale power plants due to its similar physical and chemical properties with coal [4].
Grinding, drying and densifying woody biomass in the form of pellets provide more
consistent size and shape particles with higher calorific value compared to unprocessed
biomass such as wood chips. Wood pellets can be pulverized to form particles of a suitable
size for combustion at the existing pulverized coal-fired power plants [5].
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Depending on the feedstocks used in the production of wood pellets, their supply
chain structures and the displaced fossil fuels (e.g., coal, natural gas and heating oil), the
greenhouse gas (GHG) emission reduction could be significant. Buchholz et al. [6] showed
a net GHG emission reduction of 64.4%, 62.2%, and 49% when wood pellets substituted
coal, heating oil, and natural gas, respectively, for residential heating in the US Northern
Forest region. Zhang et al. [7] investigated 100% wood pellet firing and cofiring with coal in
two coal generating stations in Ontario, Canada and concluded that 100% pellet utilization
provides GHG emission reduction by 91% relative to coal. Compared to coal, they also
estimated that using 100% pellets reduces NOx emissions by 40–47% and SOx emissions
by 76–81%.

Global wood pellet markets have experienced significant growth in the past decade.
Between 2012 and 2018, the global wood pellet market has experienced growth rates
averaging 11.6% annually, from about 19.5 million metric tons (Mt) in 2012, to about
35.4 Mt in 2018. North America currently dominates the global supply of industrial wood
pellets [8]. Intercontinental flows are dominated by the trade relation between the USA
and the United Kingdom (UK). The Asian markets also demonstrate strong growth, with
Japan and South Korea as the main consumers to replace coal in large power plants [9].
New large-scale utility cofiring and conversion projects in Japan, the European Union (EU),
the UK, and South Korea, and many smaller independent power plant projects in Japan,
are forecast to add about 24 Mt per year to the current demand for wood pellet and other
biomass feedstocks by 2025 [8]. The non-industrial use (heating markets) is still mainly an
intra-European business. Russia and the Baltic states are becoming increasingly important
for these markets as exporters [9]. In intercontinental flows, wood pellets are transported
using ocean vessels such as Handysize, Handymax and Supramax ships [10].

The growing global demand for wood pellets and the limited availability of sustainable
forest biomass resources in these regions will likely increase the demand and global trade
of other biomass resources, such as agricultural residues [11]. The current agricultural
biomass supply chains have been developed to meet the demand of local markets, such as
animal bedding and feed, mainly in the form of bales [12]. Bales have low bulk density and
are inefficient for large-scale storage and long-distance transportation [13–15]. In addition
to animal bedding and feed, agricultural residues such as wheat straw have been a major
feedstock for the local production of heat and power in countries such as Denmark and
Sweden in the last two decades [16]. The production capacity of agricultural pellets has
been reported in small quantities in countries such as Denmark, Germany, Finland, Spain
and Italy [17]. The production of dense, uniform size and shape and cost-competitive
pellets from agricultural biomass can be a potential pathway to supplement the existing
wood pellets supply to meet the growing global biomass demand to decarbonize heat and
power generation.

Wood pellet supply chains and the cost of wood pellets at different stages of the supply
chain have been studied in the literature. Some studies used techno-economic analysis to
estimate the production cost of wood pellets [18–24]. In addition to the production cost, the
cost of downstream operations, including rail transportation, port terminal and ocean ship-
ping have been investigated [25–30]. Ehrig et al. [31] investigated critical economic aspects
and price risks along international pellet supply chains in three different countries, and their
impacts on total supply chain prices. In a recent study, Visser et al. [10] reviewed existing
literature on pellet costs and evaluated the cost structure of inter-continental wood pellet
supply chains and assessed potential cost savings of individual components, as well as the
entire chain. In other studies, wood pellet prices and their trade between major producers
and users of wood pellets, in particular within Europe, have been investigated [9,32–36].

Despite the extensive research on wood pellet supply chains, production and logistics
costs, and their global trade flows, there is limited literature on the evaluation of agri-
cultural pellet production and supply chains. The main focus of the current literature
on the pelletization of agricultural biomass has been on the techno-economic analysis to
estimate the production cost of agricultural pellets [15,17,37–40]. Although the economics
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of pellets production from agricultural biomass (shortly called ag-pellet) have been studied
in the literature, an inter-continental ag-pellet supply chain has not been modeled and
investigated. An inter-continental ag-pellet supply chain includes all operations from crop
fields where agricultural biomass is produced to a port of destination where ag-pellets are
discharged from ocean-going vessels and then distributed to the end users. To supplement
the current global supply of wood pellets, the logistics of ag-pellets and their prices must
be competitive with the current wood pellets supply chains and prices as wood pellets will
likely be a benchmark for the price of other biomass resources that will be traded globally
for bioenergy generation.

In this study, an inter-continental ag-pellet supply chain is simulated and the ag-pellet
production cost and potential price are estimated and compared against the recent cost and
price of wood pellets in the global marketplace. The inter-continental ag-pellet supply chain
is verified and validated using the integration of an interactive mapping application and a
simulation platform well-developed for evaluating biomass supply chains. The integrated
model is applied to a case study in which ag-pellets are produced in six locations in Canada
with high potential of agricultural biomass production and shipped and discharged at
the three major ports in Western Europe, where the majority of wood pellets are currently
received from North America.

The investigation of an inter-continental ag-pellet supply chain in this study provides
a good starting point for further research into the optimization of emerging ag-pellet
supply chains and provides insight into the potential cost and price of ag-pellets in the
global trade of pellets for heat and power generation and other emerging markets such
as transportation biofuels. The methodology and input data for ag-pellet production
and distribution in this study can be used by the research community in future work.
Furthermore, the results of this study can be beneficial for the development of supporting
policies and programs that encourage the production and use of ag-pellets, while their
local, regional and global supply chains are maturing. The quantification of the total costs
of producing and transporting ag-pellets can be used to determine the financial programs
required to support the replacement of fossil fuels by the increasing use of sustainable and
underutilized biomass resources.

2. Materials and Methods

A schematic of the ag-pellet supply chain that is modeled and evaluated in this
study is shown in Figure 1. The ag-pellet supply chain is comprised of three segments:
(1) upstream logistics where the sourcing or procurement of crop residues from farmers
and crop growers to a pellet plant occurs; (2) pellet production where manufacturing of ag-
pellets takes place at the pellet plant; and (3) downstream logistics, where the distribution
and delivery of ag-pellets from the pellet plant to end users take place. The focus of this
study is on the export of ag-pellets to overseas market where there is a growing demand
for the use of biomass to displace fossil fuels, in particular coal to produce low-carbon
intensive electricity [41]. Thus, the downstream segment includes rail transportation, port
terminals and ocean transportation. The end point of the ag-pellet supply chain is the port
of destination, where ag-pellets are discharged and distributed to a single or multiple end
users. In the current wood pellet markets, most wood pellets are traded under long-term
contract with cost, insurance, freight (CIF) price terms, meaning that the ag-pellet seller
has to bring the ship cargo to the terminal agreed by the contract partners where the
seller’s obligations are fulfilled and the discharging cost bears the buyer at the port of
discharge ([10,42]).
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Figure 1. Different segments of the ag-pellet supply chain modeled and evaluated in this study.

2.1. Upstream Logistics of the Ag-Pellet Supply Chain

The ag-pellet supply chain starts from crop fields where agricultural residues such
as wheat straw are left behind the grain combine harvester in the field. Biomass straw
can be left on the ground in windrows by the combine and ready to be baled. Biomass
straw are then baled, collected, moved and stacked on the roadside of the field. In this
study, it is assumed that large square bales are produced, collected and stacked by local
custom harvest groups. The logistics equipment data used in this study to estimate the
operating costs and the number of required logistics equipment are provided in Table A1
in Appendix A.

The stacked bales on the roadside of fields are loaded on trucks with flatbed trailers.
Once fully loaded, trucks travel either directly to the pellet plant or the intermediate storage
sites. The direct delivery to the pellet plant depends on the daily demand of the pellet plant
and its bale storage capacity. Once the on-site storage capacity is full, bales at the field
roadside are transported to the intermediate storage sites. Crop residues must be harvested
and removed from fields in a short period of time, as crop growers tend to prepare the
fields for the next cropping season after the grain harvest season and fields are not usually
accessible in winter and early spring [43]. Thus, intermediate storage sites are essential
to meet the annual biomass demand of the pellet plant in the post-harvest season. Stored
bales at the intermediate storage are usually used after harvest season to meet the daily
demand of the ag-pellet plant. The sequence of upstream biomass logistics operations is
shown in Figure 2.

2.2. Pellet Production Segment of the Ag-Pellet Supply Chain

The sequence of operations at the pellet plant is shown in Figure 3. Shredding straw
bales using a tub grinder or shredder to reduce straw length is the first step. The length of
the straw is reduced to 2.5–10 cm [39]. Prior to feeding shredded biomass into pelletizers,
its moisture content and particle size should fall within appropriate ranges. The average
received moisture content of straw before the drying process is 15% wet basis (wb) and
is usually reduced to 8–10% (wb). If straw is delivered to the pellet plant with moisture
content lower than 12%, drying may be bypassed [37]. In this study, it is assumed that
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delivered straw bales to the pellet plant have an average moisture content of 15% and need
to be dried before pelletization.
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Figure 3. Sequence of operations at the pellet plant to produce ag-pellets.

Dried material is further ground in a hammer mill to a small uniform size of 3.2 mm
or less to produce uniform-sized pellets [18]. Pellet presses operate at a temperature of
90–100 ◦C [46]. Pellets are hot and soft upon exit from the pellet press. Therefore, cooling
is needed for hardening it. Pellets are then screened and stored in silos or warehouses.

The size of wood pellet plants assumed in literature studies varies between 24 k and
200 k tonnes/year [10]. Due to the wide distribution of agricultural biomass in the supply
area compared to forest biomass, a small size ag-pellet plant with the production capacity
of 5 tonnes/h is assumed in this study. This size of pellet production capacity is considered
a small-scale pellet facility [10]. Table A2 in the Appendix A shows the breakdown of the
capital cost of an ag-pellet plant with the production capacity of 5 tonnes/h. The total
capital cost is estimated to be CAD 5,749,000. The capital cost of the ag-pellet plant was
estimated in consultation with the pellet equipment vendors and experts and is comparable
with the estimated capital cost per tonne and tonne per hour in the literature ([26,37,47]).
Table A3 in the Appendix A lists the assumptions used in this study to estimate the ag-pellet
production cost per tonne.

2.3. Distribution and Delivery Segment of the Ag-Pellet Supply Chain

The produced ag-pellets at the pellet plant are loaded directly into railcars for delivery
to port terminals with on-site pellet storage silos. Once a sufficient amount of ag-pellets is
built up at the port terminal, they are loaded onto an ocean-going vessel upon its arrival.
The ag-pellets are then shipped and discharged and stored at the port of destination, as
shown in Figure 4.
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Pellet plants typically lease private covered hopper railcars with trough hatches. The
typical pellets payload loaded in these cars is 90 tonnes [10,25]. Rail transportation rates
vary based on origin and destination, their rail traffic, and the demand for railcars. The
selection of the size of the ocean vessel mainly depends on the size of storage silos at the
port terminal, the pellet inventory and the availability of the vessels.

The primary difference between a wood pellet supply chain and the considered ag-
pellet supply chain is the upstream biomass logistics system. Some wood pellet plants
are located in close proximity to sawmills, allowing them to receive sawmill residues
using tucks or pipelines used to convey sawmill residues on pellet plants, and hence raw
material transportation is eliminated [25,26]. In some wood pellet plants, forest biomass is
transported from logging operations in a forest site to the pellet plant and then chipped on-
site [10]. In contrast, the agricultural biomass is usually procured from a widely distributed
supply area and several pieces of logistics equipment are involved to harvest and collect in
a short harvest window and then store and transport bales to the gate of the pellet plant, as
shown in Figure 2. In addition, agricultural biomass is delivered in bales which have proven
to be a challenging task to unload, store, and process in commercial quantities [14,48].

Two analytical models are used in this study to model and evaluate the ag-pellet
supply chain. The Biomass Inventory Mapping and Analysis Tool (BIMAT) is used to
estimate the availability of agricultural biomass within a user defined supply area. BIMAT
is a publicly available interactive mapping application that provides an Internet-based
geographic information system (GIS) functionality to query and visualize biomass inven-
tory data across Canada [49]. The second model is Integrated Biomass Supply Analysis
and Logistics (IBSAL), developed using the ExtendSim simulation platform available from
Imaginethat Inc. It is a dynamic simulation tool that incorporates the interactions among
the operations in biomass logistics and supply chains, as well as the variability and uncer-
tainty in the input parameters, such as biomass yield, harvest window, harvest moisture
content, bale bulk density, farm participation rate, dry matter loss, equipment capacity and
efficiency, machine breakdown and repair times, winding factor and road transportation
speed. IBSAL has been used to model and analyze logistics systems for various biomass
types, such as cereal straw [50] and corn stover [45].

To meet the annual biomass demand of an ag-pellet plant with the capacity of
5 tonnes/h (43,800 tonnes/year), BIMAT estimates the size of the supply area and the
net availability of agricultural biomass. IBSAL uses the outputs of BIMAT, including
the map of the supply area, the availability of biomass in 10 km × 10 km grids and the
transportation distances to estimate the cost of biomass delivered to the ag-pellet plant.
In addition to the upstream biomass logistics system, new simulation modules were de-
veloped in IBSAL for the ag-pellet production and downstream distribution operations to
accommodate all three segments of the ag-pellet supply chain. The new additions to the
IBSAL model include the ag-pellet production module which contains all the operations
shown in Figure 3. The second addition to the IBSAL model is the ag-pellet distribution
and delivery segment, which include the operations shown in Figure 4. The new IBSAL
model is called IBSAL-AgPellet.
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3. Case Study

The large size of agricultural lands in Canada have led to the production of abundant
amounts of agricultural residues, such as cereal straw and corn stover that can be used
as feedstock for bioenergy and biofuels production [51,52]. The regional availability of
agricultural biomass is shown in Figure 5. The average annual production of agricultural
biomass in Canada is estimated to be about 31 million tonnes, based on crop yield and crop
area data for the years 1985–2016, after the consideration of local competing uses such as
cattle feed and bedding and the amount of residue left in the field to discourage erosion
and to maintain the soil organic matter [52].
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Figure 5. Regional availability of agricultural biomass in Canada [52].

As shown in Figure 5, a majority of agricultural residues are produced in the provinces
of Saskatchewan (SK) and Alberta (AB) in Western Canada. In this study, three locations
in these two provinces are selected as the potential sites for the production of ag-pellets.
Table 1 summarizes the list of six selected locations, the net biomass availability and the
size of the supply area in these locations, to meet the annual demand of an ag-pellet plant
with a capacity of 5 tonnes/h. The data in Table 1 were generated by BIMAT. It is assumed
that in each region, only 50% of farmers and crop growers supply their biomass to the
ag-pellet plant. Farm participation rate impacts the size of the supply area and the biomass
delivered costs. The location of six ag-pellet production sites and their biomass supply area
in Canada are shown in Figure 6.

Table 1. Biomass supply profile of the six selected locations as the potential sites for the production of ag-pellets.

Biomass Supply Profile Equity,
AB

Viking,
AB

Edmonton,
AB

Saskatoon,
SK

Regina,
SK

Melville,
SK

Wheat straw (dt) 49,821 40,490 31,396 45,885 45,314 38,357

Barley straw (dt) 827 5130 12,602 1408 1076 922

Flax straw (dt) 441 173 66 1240 4234 3106

Oat straw (dt) 182 5630 6493 1671 1675 9989

Total available biomass (dt) 51,271 51,423 50,557 50,204 52,299 52,374

Size of biomass supply area (km2) 1400 2300 4000 3100 2100 2400

Average transportation distance of crop
fields from the pellet plant (km) 11 14 18 16 14 14
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These locations are selected based on the availability of commercial quantities of
agricultural residues and access to the major grain terminals and rail mainlines. Road, rail,
handling and storage infrastructure are already established at the major grain elevators
in Canada, in order to aggregate, store, handle and transport commercial quantities of
grain from these locations to the Port of Vancouver for export to regional and international
markets. It is assumed that ag-pellet plants will leverage the existing road and rail infras-
tructure to receive agricultural biomass from local farmers and crop growers and transport
the produced ag-pellets to the Port of Vancouver. Table 2 shows the rail transportation
distance between the ag-pellet plants and the Port of Vancouver, where the pellets are
stored and then transported by ocean vessels.

Table 2. Rail transportation distance between the ag-pellet plants and the Port of Vancouver, British Columbia (BC) (Personal
communications with Canadian National Railway, December 2020).

Location of Ag-Pellet Plants Location of Port Terminal Rail Transportation Distance (km)

Equity, AB Port of Vancouver, BC 1470

Viking, AB Port of Vancouver, BC 1355

Edmonton, AB Port of Vancouver, BC 1225

Saskatoon, SK Port of Vancouver, BC 1740

Regina, SK Port of Vancouver, BC 2190

Melville, SK Port of Vancouver, BC 2045
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The Port of Vancouver accommodates a port terminal with the capability to receive,
store and load wood chips and wood pellets into ocean-going vessels. This terminal is
one of the largest export wood pellet handling facilities in the world [53]. Due to the
large size of wood pellet markets in Europe, the majority of wood pellets are transshipped
through the Port of Rotterdam, the Netherlands, which competes with nearby Amsterdam
and Antwerp for wood pellet handling. The three ports are often collectively referred
to as ARA [54]. Due to the well-established wood pellet supply and demand markets in
Western Europe, there are public data available on the cost and price of wood pellets, which
are used as benchmarks in this study to evaluate the potential affordability of ag-pellets
for bioenergy generation. These ports are selected as ports of destination for ag-pellets
produced in the six case studies.

4. Results and Discussion

As discussed in Section 2, several input parameters are considered to be variable in
IBSAL-AgPellet. Thus, multiple simulation runs were carried out in order to capture the
impact of the variable input parameters on the IBSAL-AgPellet outputs, in particular the
biomass delivered costs. To this end, IBSAL-AgPellet was run for 500 replications and the
average values of the biomass logistics costs are discussed below. All monetary values are
in Canadian dollars unless stated otherwise.

4.1. Biomass Delivered Cost to the Pellet Plant

The average biomass delivered cost to the pellet plant for the six locations is shown
in Figure 7. To meet the annual demand of the ag-pellet plant (438,000 tonnes), about
50,000 dry tonnes (dt) of straw needs to be harvested, since about approximately 10% of
biomass is lost during harvesting, collection, storage and handling. Since 50,000 tonnes of
agricultural residues are available within similar supply radii for all case studies, there is
an insignificant difference between the biomass delivered costs, assuming that the same
logistics equipment are used to harvest, collect, handle and transport biomass in all six
regions. As shown in Figure 7, the average biomass delivered cost varies in a range of CAD
73–77/dt. The primary contributors to the biomass delivered cost are baling (~32%) and
nutrient replacement (~30%), followed by transportation (~18%) and bale collection (~10%).
Nutrient replacement is the cost paid to the farmers and crop growers to compensate for
the nutrients and minerals lost due to the removal of straw from the fields. Depending on
the straw type (e.g., wheat, barley and oats), the nutrient values vary in a range of CAD
22–29/tonne [55].

4.2. Economic Activities and Employment Opportunities in FARM communities

Mobilization of agricultural residues in farm communities as a feedstock to produce
pellets will generate economic activities, mainly in the upstream ag-pellet logistics systems,
including equipment manufacturing and dealership, field operations, storage and handling
and transportation. These economic activities will create revenues for crop growers, custom
harvest groups, transportation companies and equipment manufacturers and dealers.

The average annual revenues that can be potentially generated for three main players
in the biomass logistics system, including crop growers, custom harvest groups and the
transportation companies, are shown in Figure 8. New incomes for crop growers include
the sale of crop residues and the bale storage. Crop growers can use a portion of their
farmlands to store bales for pellet plants, as there is limited land for pellet plants to store
enough bales on-site for 1–2 weeks of operations. As shown in Figure 8, on average, crop
growers have the potential to generate about CAD 1.15 and CAD 0.28 million from annual
sale of crop residues and bale storage in each region, respectively.
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Figure 7. Biomass logistics costs for the six case studies.
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Figure 8. Annual revenue generated in the upstream biomass logistics system by supplying agricultural biomass for the
pellet plant.

The average annual income from field operations including baling and bale collection
and stacking for each region is estimated to be about CAD 1.62 million per year. This
income can be earned either by local crop growers or custom harvest companies. Local
growers can use the harvest equipment that they already own for harvesting and collecting
hay or other biomass types if there is no conflict in the harvest seasons of their crops.
Another player that can generate incomes is transportation companies, by providing bale
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handling and transportation services. The estimated annual income by transportation
companies is about CAD 0.59 million in each region.

As shown in Figure 9, total generated revenues in the biomass logistics system in
all six case studies are estimated to be about CAD 21.80 million annually. Crop growers,
custom harvest groups and transportation companies can potentially gain a share of 40%,
44% and 16% of the total annual generated revenues, respectively.
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(in Canadian dollars).

In addition to the potential new incomes for the logistics players, increasing demand
for biomass will likely result in rising demands for logistics equipment. In each region
under study, about 47 pieces of equipment will be needed including 12 square balers,
10 bale collectors, 17 tractors, 3 loaders and 5 trucks with flatbed trailers. The total economic
value of these pieces of equipment, if assumed brand-new, is about CAD 9.30 million.
Regardless of what portion of equipment demand is met through the existing fleet and/or
the brand-new fleet, the utilization of this large number of logistics equipment will create
jobs and wealth in the equipment manufacturing and dealership networks. In addition,
this number of equipment fleet needs 30 operators to run them. These operators can make
an income of over CAD 0.36 million by running the logistics equipment to harvest, collect,
handle and transport crop residues to the pellet plant.

Overall, in all six case studies, it is estimated that 278 pieces of logistics equipment
with a total economic value of CAD 55.81 million will be needed to meet the annual biomass
demand of the six pellet plants. The logistics equipment fleet needs 176 local operators
with a potential total annual income of about CAD 2.18 million.

4.3. Pellet Production Cost

As shown in Figure 3, the delivered bales to the pellet plant need to go through
several operations to produce ag-pellets, including unloading and storing straw bales,
de-baling and chopping, drying, fine grinding, pelletization, cooling and screening, and
pellet storage. There are capital and operating costs associated with each operation. As
discussed in Section 2, the total capital cost of the pellet plant with a capacity of 5 tonnes/h
is estimated to be about CAD 5.75 million.

Figure 10 shows the pellet production cost for the case studies. There is an insignificant
difference between the costs of ag-pellet in all six locations, mainly because the biomass
delivered costs are estimated to be similar in all locations. The ag-pellet cost varies in
the range of CAD 138–142/tonne. Biomass cost is the main contributor to the ag-pellet
production cost (54%), followed by straw bale receiving and processing (bale unloading,
storage and chopping) (14%) and labor (12%). The estimated ag-pellet production costs are
comparable with wood pellets produced at small-scale pellet plants. A review of literature
on the wood pellet production cost in various world regions shows that the wood pellet
cost at small-scale pellet plants are estimated to be in a range of EUR 99–109/tonne (CAD
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148–163/toe) (EUR/CAD exchange rate of 1.4936), with an average cost of EUR102/tonne
(CAD 152/tonne) [10].
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Figure 10. Ag-pellet production cost at the six potential ag-pellet production regions.

4.4. Pellet Price at the Port of Delivery

The ag-pellet production costs in Figure 10 do not include the profit margin for the
pellet producers. The minimum selling price (MESP) (CAD/tonne) is used in this study to
estimate the ag-pellet price, including the profit margin. MESP of ag-pellet at the gate of
the pellet plant was calculated for each region in order to obtain a net present value (NPV)
of zero for a 15% internal rate of return (IRR) (before tax) on the full capital cost of CAD
5.75 million. As shown in Table 3, the average MESP of ag-pellets is estimated to be CAD
150/tonne, assuming the average annual inflation rate of 1.57% and pellet price annual
escalator of 2.5%, as shown in Table A3 in the Appendix A.

Table 3. IRR and NPV of the ag-pellet plants for different pellet prices.

Pellet Price at the Gate of the Pellet Plant
(CAD/tonne) IRR for Total Capital Cost (%) NPV (@ 15% and 10 Years) (CAD)

130 IRR < 0 −3,943,327
140 6.95 −1,896,383
150 15.60 150,560
160 23.49 2,197,504
170 30.95 4,244,448
180 38.16 6,291,392

Table 4 shows the estimated rail transportation costs between the location of ag-pellet
plants and the port terminal at the Port of Vancouver, given the transportation distances
given in Table 2. In addition to the transportation distance, type of railcar, demands for
railcar in origin and destination points, the rail traffic on the rail routes between the origin
and destination points and fuel cost impact the rail transportation cost. The estimated
transportation costs in Table 4 include all related fees, such as railcar rentals and insurance,
railcar pull charge, fuel surcharge, and carbon tax charged on the use of fossil fuel to run the
locomotives. The rail transport costs do not include additional capital investments in rail
infrastructure that might be needed at the ag-pellet plants to connect to the rail mainlines.
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Table 4. Rail transportation cost of ag-pellets from the pellet plants to the Port of Vancouver.

Location of Ag-Pellet Plants Location of Port Terminal Rail Transportation Cost (CAD/tonne)

Equity, AB Port of Vancouver, BC 55.86

Viking, AB Port of Vancouver, BC 54.20

Edmonton, AB Port of Vancouver, BC 50.23

Saskatoon, SK Port of Vancouver, BC 62.64

Regina, SK Port of Vancouver, BC 81.03

Melville, SK Port of Vancouver, BC 79.76

Ag-pellets are stored in the port terminal until the arrival of an ocean vessel. Similar
to wood pellets, ag-pellets are loaded directly from storage silos into the vessel cargo. The
ocean vessel then ships and delivers the ag-pellets to one of the three major ports in the
Netherlands (Rotterdam, Amsterdam and Antwerp, known as ARA). Table 5 shows the
breakdown of average ag-pellet price from the six locations in Alberta and Saskatchewan
to ARA. The CIF ag-pellet price from the six ag-pellet plants to ARA is estimated to be in a
range of CAD 260–290/tonne. There is a cost associated with currency risk that adds to
the price of ag-pellets at the port of delivery to hedge this risk. Given the fluctuation in
EUR/CAD in 2020 [56], the estimated CIF ag-pellet price range could increase from CAD
260–290/tonne to CAD 274–305/tonne.

Table 5. Breakdown of average ag-pellet pellet price (CAD/tonne) from the six locations in Alberta and Saskatchewan to
one of the three major ports in the Netherlands.

Ag-Pellet Price Component Equity, AB Viking, AB Edmonton, AB Saskatoon, SK Regina, SK Melville, SK

Pellet price at ag-pellet plant 148.20 150.11 151.14 149.45 149.35 148.74

Rail transportation cost 55.86 54.20 50.23 62.64 81.03 79.76

Port terminal cost (storage and
ship loading) [57] 13.24 13.24 13.24 13.24 13.24 13.24

Shipping cost [34,42] 46.34 46.34 46.34 46.34 46.34 46.34

CIF ag-pellet price 263.64 263.89 260.95 271.67 289.96 288.08

CIF ag-pellet price including
currency risk cost 277.00 277.25 274.16 285.42 304.64 302.66

CIF ag-pellet price including
currency risk cost (EUR/tonne) 185.45 185.63 183.56 191.10 203.96 202.64

Most of the industrial pellets exchanged between North America and Western Europe
are traded under long-term price contracts. The contract prices have varied between EUR
131–182/tonne (CAD 196–272/tonne), with an average price of EUR 143/tonne (CAD
214/tonne) over the period of 2012–2017 [10]. The consideration of external shocks such
as fluctuation in the exchange rate makes produced ag-pellets from the six locations more
expensive than the historical price of wood pellets at the port of discharge over the period
of 2012–2017, as shown in Table 5. In case of the wood pellet price at EUR 131/tonne (lower
bound of price range), the price of ag-pellets at the six locations are estimated to be 40–55%
more expensive. Assuming the wood pellet price at EUR 182/tonne (upper bound of price
range), the price of ag-pellets at the six locations is estimated to be 1–12% more expensive.
Comparing with the average price of wood pellet at EUR 143/tonne, the price of ag-pellets
at the six locations is estimated to be 29–42% more expensive.

Given the historical contract price of wood pellets in Western Canada, the supply chain
costs of agricultural pellets need to be reduced to be able to supplement wood pellets in
the growing global biomass demand for bioenergy production. There are several potential
areas where the cost of ag-pellets can be reduced across its supply chain.
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On the biomass supply side, more farmers involved as suppliers of agricultural
residues to the pellet plant result in a smaller biomass supply area. Smaller biomass supply
areas with high biomass availability can lead to the reduction in the operating costs of
field operations and transportation. The distance and travel time of the field equipment
including balers, bale collectors and loaders moving between crop fields during the harvest
season would be reduced in a smaller supply area. This would improve their operational
efficiency and lower their operating costs. In addition, smaller supply areas decrease the
transportation distances between crop fields and the pellet plant. The ag-pellet plant should
develop a biomass supply contract that encourages as many crop growers as possible to
supply their crop residues to the pellet plant. As shown in Figure 9, crop growers have the
potential to generate an annual income of over CAD 8.5 million in the upstream biomass
logistics system of ag-pellet production in the six locations under study.

On the ag-pellet production side, the optimal size of ag-pellet production capacity
can contribute to the reduction of the costs associated with ag-pellet production and
downstream operations. Large pellet plants can exploit the economics of scale and reduce
the capital cost of ag-pellet production per tonne. In addition, larger pellet plants can
transport larger quantities of ag-pellets using more railcars per trip to the port terminals.
The faster the storage silos build up the ag-pellet inventories, the faster the ag-pellet plant
can ship its product to global traders and buyers. This enables the ag-pellet plant to move
toward a just-in time supply chain that can potentially reduce the inventory, handling, and
rail and ocean transportation costs. However, the cost reduction in the production and
distribution of ag-pellets should offset the potential increase in biomass delivered costs, as
larger pellet plants need to secure their biomass from larger supply areas.

The optimal location of the ag-pellet plant with short transportation distance from
port terminals can also contribute to the reduction of ag-pellet supply chain costs. As
shown in Table 5, about 18–26% of the price of the ag-pellets were estimated to be rail
transportation costs from the pellet plant to the port terminals. In addition, the distance of
the pellet plant from the market can also contribute to the reduction of ag-pellet delivery
cost to end users. In this study, Western Europe was selected as the potential market, while
the ag-pellets can be considered for the emerging markets such as Japan and South Korea,
with shorter distances from the six pellet plants compared to Western Europe. Over 15% of
the price of the ag-pellets was estimated to be shipping cost.

Another cost reduction potential is the drying operation at the pellet plant. Drying is
usually a capital-intensive operation with a high operating cost. This operation requires
the purchase and installation of several pieces of equipment and usually consumes a large
amount of energy. As shown in Figure 10, drying contributes about CAD 7/tonne to
the pellet production cost. Depending on the type of agricultural biomass, the timing of
the harvest and weather conditions as well as the biomass storage practices, the moisture
content of delivered bales to the pellet plant can fall within an acceptable range that does not
need drying or needs a low intensive drying operation. Field drying and various storage
regimes (e.g., outdoors, outdoors and under tarp, under roof, and in airtight wrapping)
have been studies in the literature to investigate their impacts on moisture content, dry
matter loss and the self-heating of agricultural biomass [58–61]. A cost–benefit analysis can
be considered in future studies to identify the least-cost scenario for drying agricultural
biomass for a pellet plant, considering the initial moisture content of agricultural biomass
in the field, weather conditions during the harvest season, the cost of the storage regime,
and the drying cost of agricultural biomass at the pellet plant.

The supporting policies by local, provincial and federal governments can also con-
tribute to the reduction of ag-pellet production costs, by providing financial programs such
as tax relief/breaks, grants and loan guarantees to buy down the capital costs, compensa-
tion for depreciation of production and supply chain assets. Such financial programs can
encourage investment in the establishment of pioneering ag-pellet plants. These financial
programs can be justified by the significant potential of economic activities and employ-
ment generated in farm communities. As discussed in Section 4.2, the establishment of six
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ag-pellet plants with a combined capacity of 30 tonnes/hr and a total estimated capital cost
of CAD 34.5 million can lead to the generation of an annual income of CAD 21.7 million
in farm communities and the employment of 176 operators who run the biomass logis-
tics operations. It is noteworthy that such supporting programs and financial incentives
must be in line with the terms of international agreements, such as the Comprehensive
Economic and Trade Agreement (CETA), a free-trade agreement between Canada and the
European Union.

However, it is noteworthy that the lower quality of agricultural biomass (high level of
ash, nitrogen, sulfur, potassium and chlorine [15,17]) compared to woody biomass may
require extra pre-processing operations, such as leaching, blending and binding agents at
the pellet plant, to meet the national and international quality standards and requirements
to be able to access the existing bioenergy markets. The possible additional steps at the
pellet plant likely result in higher ag-pellet production cost. The need for pre-processing
operations at the ag-pellet plants depend on the physical and chemical properties of
agricultural biomass used in the production of ag-pellets and the quality specifications
of the end users. The need for extra pre-processing operations and their impact on the
ag-pellet cost and price can be investigated in future studies.

5. Conclusions

The growing global demand for wood pellets and the limited availability of sustainable
forest biomass resources at competitive prices will likely increase the global trade of
other biomass resources such as agricultural residues. Agricultural residues have mainly
been used for local markets such as animal bedding, feed and bioenergy production,
due to the expensive transportation of straw bales and in-efficient storage and handling
operations. Due to the limited experience in the production and distribution of ag-pellets
in commercial quantities, they are unlikely to be price competitive with the established
global wood pellet markets in the short term. However, despite the relative complexity
of the upstream of ag-pellet supply chains compared to that of the wood pellets supply
chains (i.e., harvesting, collection, storage and transportation), there are several potential
areas where the supply chain costs of ag-pellets can be reduced, including agricultural
biomass logistics, pellet production processes, downstream ag-pellets distribution and
economies of scale. Depending on the potential cost reduction level, ag-pellets may become
an affordable supplement to the existing wood pellet markets for bioenergy production
in the mid and long terms. The potential cost reduction can be investigated in the future
studies given the regional characteristics of agricultural biomass logistics systems and the
considered supply chain configurations. Improving the quality of agricultural pellets in a
cost-efficient manner is also critical to accelerate the development of international markets
for agricultural pellets.

The establishment of ag-pellet plants in farm communities can generate significant
economic activities and employment opportunities, mainly on the upstream biomass
logistics system. The economic diversification in farm communities and the growing global
demand for sustainable and low-carbon biomass resources provide the justification for
local, provincial and federal governments to encourage the production of ag-pellets in
local communities, by developing financial programs that can help ag-pellet producers
de-risk their ag-pellet supply chains and reduce their production and distribution costs,
until the ag-pellets become a mature product and markets in the global trade of biomass
for bioenergy production.
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Appendix A. Biomass Logistics and Ag-Pellet Production and Distribution Data
(Monetary Values Are in Canadian Dollars Unless Stated Otherwise)

Table A1. Biomass logistics equipment data used in IBSAL-AgPellet.

Large Square Baler Tractor to Pull the
Baler

Self-Propelled Bale
Collector

Bale Loader-
Telehandler Flatbed Trailer (53”) Tractor Truck to Pull

the Flatbed Trailer

Operational
width (ft) 7.41 Power (hp) 225

Number of
bales per

load
12

Number of
bales per

load
3

Number of
bales per

load
39 Power (hp) 450

Field speed
(km/hr) (15,20) Purchase

price (CAD) 365,000
Travel
speed

(km/hr)
24

Loading
time per

load (min)
1 Load time

(min/bale) 0.2 Labour cost
(CAD/h) 26.40

Purchase price
(CAD) 196,000 Labor cost

(CAD/hr) 26.40 Load time
(min/bale)

(0.25–
0.75)

Unloading
time per

load (min)
0.5

Travel
speed full

(kph)
70 Purchase

price (CAD) 455,000

Bale
dimensions

(W × H × L)
(ft)

4 × 3 × 8
Fuel Con-
sumption
(liter/hr)

2.60
Unloading

time
(min/bale)

0.20 Horsepower
(hp) 120 Unloading

(min/bale) 0.1
Fuel Con-
sumption
(liter/h)

5.21

Bale density
(lb/ft3) (10,12) Power (hp) 320 Purchase

price (CAD) 78,000 Purchase
price (CAD) 51,000

Cost of twine
(CAD/bale) 0.78 Labor cost

(CAD/hr) 26.40
Fuel Con-
sumption
(liter/hr)

1.39 Winding
factor (1,1.5)

Machine
Efficiency (0.7,0.9) Purchase

price (CAD) 350,000 Machine
Efficiency (0.6,0.8) Machine

Efficiency (0.8,0.9)

Winding
factor (1,1.5)

Fuel Con-
sumption
(liter/hr)

3.70

Machine
Efficiency (0.8,0.9)

Table A2. Capital cost of the ag-pellet plant with a capacity of 5 tonne/h (43,800 tonne/year).

Straw bale de-baling and chopping 221,240

Drying 1,159,650

Grinding 391,980

Pelletization 981,120

Cooling & Screening 61,700

Storage silo 145,800

Land, site preparation, buildings construction, engineering, etc. 2,230,008

Contingency for construction period and startup 557,502

Total capital cost 5,749,000

The capital cost of each operation include the primary equipment and the auxiliary
equipment (e.g., conveyors, tanks and other fixed equipment).
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Table A3. The assumptions used to estimate the production cost of ag-pellets.

Debt (% of capital investment) [20] 75

Equity (% of capital investment) [20] 25

Cost of borrowing- Interest rate (%) [62] 5

Term of debt (years) [20] 10

Average annual inflation rate (%) [63] 1.57

Pellet price annual escalator (%) [20] 2.50
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