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30 September, 2003

The Secretary

Senate Economics Legislation Committee

Room SG.64

Parliament House

CANBERRA ACT 2600

Re: Inquiry into the Energy Grants (Cleaner Fuels) Scheme Bill 2003 and the Energy Grants (Cleaner Fuels) Scheme (Consequential Amendments) Bill 2003

Victorian Autogas Supplies Pty Ltd would like to express to the Committee its concern that the proposed Bill is putting in place a subsidy that, at this point, appears to have no clear benefit for motorists, or the environment. Nor does it offer any significant benefit in reducing the nations reliance upon imported fuels.

This Bill is designed to provide subsidies to producers of ethanol and biodiesel fuels to offset the impact of the recommendations of the Trebeck “Fuel Tax Inquiry” which recommended excise/customs duty should apply to all liquid fuels.

It makes no economic sense to subsidise the production of a fuel such as ethanol which it is understood costs around 70cpl to produce. Australia has already an abundance of an excellent alternative fuel, LPG, which costs around 5cpl to produce.

It is disturbing that the government wants to provide subsidies for the production of ethanol yet is not prepared to provide any buffer to an existing industry that already provides good environmental outcomes and has the potential to provide greater protection against our reliance upon imported fuels.

In the event that the excise levels proposed by the Fuel Tax Inquiry are implemented without any consideration being given to the impact on the LPG industry, and suitable buffers developed, then the LPG industry will be destroyed almost overnight.

It is the view of Victorian Autogas Supplies Pty Ltd that the success or failure of the LPG industry centres on the pricing gap between LPG and ULP.

To demonstrate this only requires an examination of what happened in November 2000 and the succeeding months and years. While the introduction of GST had an initial minimal  impact on the turnover of our business, the real downturn occurred when the price differential of the two fuels was compressed to below 50cpl and LPG went as high as 61-62cpl in November/December 2000.

2.

In November 2000 LPG and ULP prices went crazy and in the process the differential between the fuels was compressed to as low as 34cpl. This resulted in a 26% drop in sales from October 2000 and a 34.4% drop against November 1999 sales.

December saw a 49% drop in turnover. During this period the differential fell to below 30cpl at times. Sales activity remained slow throughout 2001 and 2002 resulting in an adjustment of staff levels. It was not until May this year that there was any indication of a turnaround and even then sales were still well below the same period 2002.

Throughout the period 2001-2003 whenever the gap got around to 50cpl or better, and was maintained for 2-3 weeks, we experienced some renewed interest in both the private after-market and the fleet operator sector. However, the interest disappeared quickly when the differential was again compressed. 

Currently sales activity is reasonable however, reports from installers indicates that since June there has been a high level of uncertainty in the market because of not knowing what an excise will do to the pricing of LPG.

It was concerning to read the Fuel Tax Inquiry considered there was “some tolerance in the use of LPG to fluctuations in price” (pp 155).

This view appears to have been arrived at after hearing evidence from Queensland, which represents 4% of the LPG autogas market. Had the Inquiry bothered to examine the Victorian market which represents more than 50% of the LPG conversion market (and incidentally almost 100% of the manufacturing associated with the LPG industry) they would have reached a quite different conclusion. It was disappointing to see such an Inquiry reach conclusions about the expected market behaviour based on information from 4% of the market.

Based on the excise arrangement proposed by the Fuel Tax Inquiry and current LPG/ULP prices, we would expect a differential between the two fuels of 24.4cpl. The experience of our company suggests that a gap of this order will see the LPG conversion market decimated. And we will not need to wait until 2008 or 2012. The destruction of the industry will occur immediately the government announces an arrangement that will result in a price gap in the order of that shown above.

As evidence of this, the government decision has not yet been taken but we are already seeing the start of the destruction. Australia’s largest manufacturer of autogas cylinders (APA Manufacturing Pty Ltd) has appointed an Administrator in an effort to trade through what is obviously a most difficult time for the company.

Then there is the issue of what happens to the brilliant LPG infrastructure that has been developed nationally over the years. Are the producers/retailers prepared to write off their investment in this asset?  While writing off their investment may not be palatable to the large multi-national companies producing LPG, it will nevertheless not send them to the wall. On the other hand the many small players who go to make up this industry will be hurt badly and for some the wounds will probably prove fatal. 

In the event that our forecast is correct and the LPG industry collapses, the governments proposed excise will bear little or no fruit at all for Treasury. Indeed, it may well result in the government having to increase funding for a higher level of unemployment.

The government fails to understand that LPG as a transport fuel is unlike petrol or diesel. With these latter fuels government can apply whatever taxes/excise on them that they think fit without incurring any long term fall off in demand (and revenue). They may lose some revenue initially as consumers adjust to the new pricing structure but eventually demand will recover and government revenue increase.

3.

This is not the case with LPG. Consumers currently using LPG in a dual fuel situation may continue using LPG but only if they perceive that they are getting a financial benefit. If there is no benefit they will revert to using ULP and would not opt for LPG on their next vehicle purchase.  And those consumers driving dedicated LPG vehicles will at the most opportune time dispose of their vehicles and revert to ULP fuelled vehicles. All this will happen before 2008, therefore, it would seem that the government is unlikely to achieve its forecast revenue because consumers have largely deserted LPG as a fuel.

Should you require any further assistance do not hesitate to give me a call on (03) 9775 1900 or Mobile 0418 993 526

Yours sincerely

signed

George Peake

Chief Executive Officer

Victorian Autogas Supplies Pty Ltd

13 Brett Drive

Carrum Downs Vic. 3201

Ph: 
(03) 9775 1900

Fax:
(03) 9775 1577
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