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Introduction

Australian Renewable Fuels Pty Ltd (“ARF”) is an Australian company that was incorporated in May 2001 by Amadeus Energy Limited (an Australian company listed on the Australian Stock Exchange) for the sole purpose of developing a biodiesel manufacturing industry in Australia. Over the ensuing period ARF has expended in excess of $2 million fulfilling this objective and is now at final due diligence with a debt provider for the construction of two facilities of 40 million litre pa capacity in separate states.  Significant equity funds have been committed and ARF expects to be in production next year.

This submission has been completed by:

Mr Darryl Butcher, Managing Director; and,

was authorised by the company’s board of directors, and the board of its parent company.

Executive Summary

ARF is supportive of these bills and the policy of encouraging the use of cleaner fuels that they seek to implement.  It would seem inconsistent with this policy however, if biodiesel – an unequivocally cleaner fuel than diesel both in terms of greenhouse gas emissions and air toxics – is ultimately to be excised at the same rate as diesel.  
This would send a clear message that the Government considers the two fuels to be equivalent in all material aspects.  However, the impact of biodiesel and diesel are equivalent only on a functional level.  The economic, social and environmental impacts of the two fuels are completely different.
ARF believes that the biodiesel industry will provide a significant stimulus to the agricultural sector, and in so doing regional areas – leading to significant social benefits.  This economic stimulus to the agricultural sector will necessarily provide an increase in government tax receipts through the usual flow-on effects and this effect should be properly quantified before excise is effectively imposed on biodiesel.
ARF believes that the ultimate imposition of excise on biodiesel at the same rate as diesel may in fact lead to reduced government revenue.  This, of course, would be in addition to reducing the very significant environmental benefits of substituting biodiesel for diesel.  Each of ARF’s 40 million litre pa plants will directly lead to the abatement of more than115,000 tonnes of CO2e annually (based on the Australian Greenhouse Office’s greenhouse calculator for the latest round of GGAP grants.)  In terms of air toxics, biodiesel is the only alternative fuel in the US to successfully complete EPA Tier I Health Effects Testing under section 211(b) of the Clean Air Act, which is claimed to provide the most thorough inventory of environmental and human health effects attributes that current technology will allow.  
While ARF recognises the validity of government policy requiring all transport fuels to be subject to excise, it is strongly of the view that the imposition of excise on biodiesel at the same rate as diesel will have a negative effect on the economy.  This belief requires testing through a full analysis of the impacts of biodiesel on the Australian economy.

ARF strongly supports the development of a scheme that excises transport fuels on greenhouse gas and air toxic impacts.  A scheme such as this would also offset the current negative sentiment being expressed by some regarding the proposed legislation and grant sunset provisions.

Sufficient time exists to achieve this outcome within the initial five-year period during which biodiesel will be effectively exempt from excise.
Background
From 18 September 2003 biodiesel became subject to excise and customs duty.  This is in contravention of the previously stated policy of the Federal Government, but consistent with the recommendations of the Federal Government’s “Fuel Taxation Enquiry”.  In an apparent attempt to maintain effective consistency of policy the government has announced that, under certain defined circumstances, importers and manufacturers of biodiesel will be eligible for a grant equivalent to the amount of excise paid for a period of 5 years.  Additionally, the Federal Treasurer announced in the recent Federal Budget that biodiesel will become eligible for a number of government assistance measures already available to diesel and other fuels.  These consist of: the Diesel and Alternative Fuels Grants Scheme (“DAFGS”); the Diesel Fuel Rebate (“DFR”); and, a scheme that allows a grant for diesel fuel with low sulphur levels - the Cleaner Fuels Scheme.
Two bills have been drafted in order bring these announced changes into effect: the Energy Grants (Cleaner Fuels) Scheme Bill 2003 (the Bill); and, the Energy Grants (Cleaner Fuels) Scheme (Consequential Amendments) Bill 2003.

The Issues

Cleaner Fuels

Biodiesel is an unequivocally cleaner fuel than diesel both in terms of greenhouse gas emissions and air toxics.  This has now been established by many academic and industry studies and publications. ARF has also undertaken independent research in Australia that supports this conclusion.  

Biodiesel is the only alternative fuel in the US to successfully complete EPA Tier I Health Effects Testing under section 211(b) of the Clean Air Act, which is claimed to provide the most thorough inventory of environmental and human health effects attributes that current technology will allow.  Additionally, the fuel is clearly functionally satisfactory within the existing vehicle fleet and distribution infrastructure.  This is best demonstrated by the 3 billion (and growing fast) litres that are used annually in Europe in pure form and blended with diesel.

Given the above and the many other positive attributes of the fuel in terms of Occupational Health and Safety, toxicity (non-toxic) and safety (not classed a dangerous good), it is evident that biodiesel provides a method by which the stated policy of the Government – that of encouraging the use of cleaner fuels – may be fulfilled.

Imposition of Excise

Despite the 5-year grant structure that will offset the impact of excise on the biodiesel industry, this still represents a significant change in Government policy and a dead hand on an emerging industry – one of the few that is able to commercially demonstrate the principles of sustainability right now.  ARF believes that the imposition of excise, as currently proposed, is not a desirable position either from the perspective of the industry, the Government, or the greater community.

In imposing excise on biodiesel at the same rate as diesel, government is effectively saying that the two are considered equal in all material aspects – there is no basis for different treatment.  However, the impact of biodiesel and diesel are equivalent only on a functional level.  The economic, social and environmental impacts of the two fuels are completely different.

Diesel consumes a non-renewable resource in its production, whereas biodiesel uses renewable lipids
.  It is this issue that ARF believes drives the issues of difference between the two fuels.  In simple economic terms, the impact of biodiesel on the Australian economy will be quite different to that of diesel because of this basic issue.  Unfortunately, the time provided for this submission is insufficient to properly establish in detail the magnitude of this difference, but its establishment is clearly important work for the development of sound government policy and ultimate legislation.  

The basis of the impact is that all the feedstock for the production of biodiesel must ultimately be produced for the industry by the agricultural sector.  Even feedstocks such as used cooking oil have current alternative uses and these consumers will be forced to find alternative lipid sources.  The only source of lipids is agriculture.  The production of the lipids also results in significant quantities of by-products (protein meal for example) that in turn stimulate the development of other primary industries.  Thus the biodiesel industry will provide a significant stimulus to the agricultural sector, and in so doing regional areas – leading to significant social benefits.  This economic stimulus to the agricultural sector will necessarily provide an increase in government tax receipts through the usual flow-on effects.  This is quite a different picture to that for the established fossil fuel industry which simply extracts or imports crude oil.
ARF believes that the ultimate imposition of excise on biodiesel at the same rate as diesel may in fact lead to reduced government revenue.  This of course, is in addition to a reduction in the very significant environmental benefits of substituting biodiesel for diesel.  Each of ARF’s 40 million litre pa plants will directly lead to the abatement of more than115,000 tonnes of CO2e annually (based on the Australian Greenhouse Office’s greenhouse calculator for the latest round of GGAP grants.)
Proposed Solution
While ARF recognises the validity of government policy requiring all transport fuels to be subject to excise, it is strongly of the view that the imposition of excise on biodiesel at the same rate as diesel will have a negative effect on the economy.  This belief requires testing through a full analysis of the impacts of biodiesel on the Australian economy.
There is scope for the imposition of varying rates of excise on fuels based upon a range of issues, which could include greenhouse and air toxic impacts along similar lines to the provisions for low sulphur fuels.  This is alluded to in the letter from the acting secretary to the Committee which says in the third paragraph; “The grant payable for biodiesel and ethanol will be progressively reduced … to arrive at a final effective excise rate for these fuels.”  This sentence suggests that the excise rate need not be ultimately set at the same level as for diesel.
ARF strongly supports the development of a scheme that excises transport fuels on greenhouse gas and air toxic impacts.  A scheme such as this would also offset the current negative sentiment being expressed by some regarding the proposed legislation and grant sunset provisions.  
Sufficient time exists to achieve this outcome within the initial five-year period during which biodiesel will be effectively exempt from excise.  ARF supports the establishment of suitable mechanisms to achieve this and would be very keen to provide ongoing input and assistance.
Conclusion
ARF is grateful for this opportunity to provide input to the development of these bills that have such potential significance to the development of a viable biodiesel industry in Australia.

Australian Renewable Fuels Pty Ltd
� “Lipid” is a general term referring to triglyceride fats and oils – the feedstock for all biodiesel production.
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