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The Biofuels Association of Australia (BAA) is the peak body for the biofuels industry
in Australia. The BAA represents ethanol and biodiesel producers, feedstock suppliers,
independent oil companies, major oil companies and other organizations interested in
the Australian biofuels industry.

The Biofuels Association of Australia is grateful for the opportunity to make a
submission to the Review of Australia’s Tax System. The BAA will confine its
submission to the issues arising out of the interaction of the tax system with biofuels.
The Carbon Pollution Reduction Scheme (CPRS) has been covered in the comments
below but the BAA submission on the CPRS is provided at Attachment A for more
detail.

The structure of the BAA submission is:

e Why biofuels should have a role in the Australian transport fuel market.

e If there are negative changes to the tax system as it interacts with the biofuels
industry what will be the impacts on the industry?

e A description in detail about how the tax system interacts with the biofuels
industry

e Recommendations for changes to existing and announced tax legislation
impacting on the biofuels industry.

e Focus for Government policy in terms of future direction for the biofuels
industry.

Role for Biofuels in the Australian Transport Industry

Australian transport fuel markets are entering a period of structural change as the world
enters a new paradigm, a world with lower carbon fuels, and peak oil. This structural
change will demand a different set of transport fuels than what we have now to provide
diversity and hence improve security for supply, and to provide lower carbon fuels to
mitigate climate change.

However, it is likely that left to its own devices, the fuel market will not deliver the
required changes in time. This is largely because it will take some time for the market
to price carbon at realistic levels, much higher than current levels of $A30 per tonne. It
will also take time for the market to price in the realization that alternative fuels such as
biofuels take years to develop and when oil demand exceeds supply it will only be then
that investment in these industries will start to occur in any meaningful way.
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Biofuels such as ethanol and biodiesel in use today are actively contributing to cleaner
air and reductions in CO, emissions. Ethanol and biodiesel based on second generation
feedstocks show great promise for reducing even further the carbon in fuel and adding
significant volumes to help replace diminishing fossil fuels. The BAA estimates that
there is enough bagasse being burnt inefficiently in the sugar industry and enough waste
from the timber industry to support a minimum ethanol production of 2 gigalitres or
10% of the entire petrol market in Australia. It is also clear that biodiesel from algae,
let alone other potential feedstocks such as Pongamia pinnata, could support very high
levels of production (in excess of 20% of the diesel market) because algae can be grown
on poor land, using saline water not fit for human consumption.

Potential Tax Impacts on the Australian Biofuels Industry

o If the eligibility of biodiesel blends for a Fuel Tax Credit ceases then it is highly
likely that this will result in the closure of the remaining biodiesel production
facilities in Australia.

e |f the proposed excise tax on ethanol and biodiesel is implemented from 1 July
2011, this in addition to the barriers to entry that the renewable fuels industry
has encountered to date will create a landscape unlikely to support new
investment in biofuels production capability in Australia and as these taxes rise
to 12.5 cents per litre and 19.1 cents per litre respectively by 2015, it will lessen
the probability of existing biofuels production facilities remaining competitive..

e If the announced compensation for various consumer groups for the higher
prices of petrol and diesel due to the Carbon Pollution Reduction Scheme is
implemented, it is highly likely that investment in the Australian biofuels
industry will be delayed until the compensation ceases.

e If any combination of the above changes leads to a reduction of support to the
biofuels industry in this early stage of its development and before the true value
of carbon and security of supply is factored into normal market prices, it is
highly likely that the biofuels industry in Australia will stall and any potential
projects will find funding almost impossible to secure.

Current Tax Situation

Currently there are two biofuels that are prevalent in the Australian transport fuel
system — ethanol and biodiesel. While both fuels are liable for excise at a rate of 38.143
cents per litre, there are two separate programs that pay grants equal to the tax rates so
that there is no net tax on ethanol and biodiesel.

This arrangement was put in place to encourage the development of ethanol and
biodiesel industries for the environmental benefits of the fuels. The main environmental
benefits are:

e Reduction in greenhouse gas emissions; and

e Reduction of particulates by both ethanol and biodiesel blends.

Although, there are other benefits:
e Expansion of regional economies where the feedstocks are sourced from.
e Improvement in Australia’s balance of payments through replacement of
imported petroleum.
e Improved security of supply for transport fuels by diversification of Australia’s
fuel mix.



The balance of payments is important because Australia is already importing 20-30% of
both its petrol and diesel requirements, and in net volume terms, imports around 70% of
its crude oil requirements. Even though Australia does export crude oil, the net balance
of payments situation for petroleum in 2007-08 was a negative $8.8 billion:

e Petroleum imports of $A30.5 billion

e Petroleum exports of $A21.7 billion

¢ Net negative balance of $A8.8 billion.

This negative petroleum balance of payments is only going to increase as transport fuel
demand increases and Australia’s oil reserves continue to decline.

Effectiveness

Ethanol

While these taxation policies have seen the ethanol industry expand its production to
just over 120 million litres (ML) per year from first production in 1994 the industry has
had to recover from a significant drop in demand in 2004 and 2005 due to marketing
issues around higher ethanol blends.

Summary Table - Ethanol
Year Production (ML)

2003 51.27
2004 23.63
2005 27.27
2006 60.05
2007 111.95

This means that the industry will not have developed to the extent necessary before net
excise applies from 1 July 2011.

There has also been added uncertainty around significant changes in Government policy
over the past 14 years, which has led to difficulties in attracting new investment. The
Ethanol Bounty Scheme was cut short by the Government in 1996, a new fuel tax
regime was announced after the Fuel Taxation Inquiry in 2000, and the current
Government is signaling further changes to biofuels policy. In all that time there has
only been one green fields production plant constructed in Australia, the Dalby Bio-
refinery plant in Queensland with production due to start in October/November 2008.
At that time there will be only 3 fuel ethanol production facilities in Australia, although
there has been expansion of existing production facilities at the CSR Sarina plant and
the Manildra plant in Nowra.

Biodiesel

In the biodiesel industry, the grant that pays back the equivalent of the excise liability, is
of very little benefit because the consumers that use the fuel it competes against, diesel,
pay no net tax on diesel. These consumers use 75% of the diesel consumed in Australia



—agriculture and mining; and on road heavy vehicles (these vehicles pay only a road
user charge).

The only real benefit that biodiesel blends receive is through a Fuel Tax Credit,
provided that it is a blend that meets the diesel standard which limits the range of blends
that are acceptable. This benefit may be impacted by the changes to the biodiesel and
diesel standards, as proposed by the Department of Water, Environment, Heritage and
the Arts. This is possible because the Fuel Tax Credit uses the eligibility criteria of
meeting the diesel standard and from 2009, biodiesel blends above 5% will require an
approval from the Fuel Standards Consultative committee.

Recommendation:
Any changes to biodiesel standards not impact negatively on the Fuel Tax Credit
available for biodiesel blends.

Recommendation:

The Biodiesel Section 13 approvals process being developed by the Department of
Environment, Water, heritage and the Arts not restrict higher level biodiesel blends
from accessing the market.

The biodiesel industry has an installed capacity of around 560 million litres per year but
current production is only around 90-95 million litres, based on tallow and used cooking
oil feedstocks. The main impediments to further development of the industry are:

The lack of effectiveness of the tax arrangements; and

A lack of economic feedstocks.

A lack of infrastructure (linked to the less than effective tax arrangements)

Lack of market development

The development of new feedstocks will take some time — probably 3-5 years.

Recommendation:
Additional research and commercial development funding be allocated to the
development of second generation feedstocks in Australia for ethanol and biodiesel.

New Tax Arrangements from 1 July 2011

The new tax arrangements announced to take effect from 1 July 2011 have resulted
from the Fuel Taxation Inquiry process. The principles which underpin these
announced new arrangements are:

e Tax fuels on the basis of their energy content.

e Provide a 50% discount on the energy content tax rate as a mechanism to
encourage the further development of alternative fuels because of the
environmental benefits.

e Start net excise tax arrangements on 1 July 2011 with tax increases being phased
in over a 5 year period to reach the 50% discount tax rate in 2015.

e Provide a 5 year notice of any changes to these tax rates and arrangements to
improve industry investment certainty.

¢ Not tax inputs to business.




Some of these arrangements have yet to be enacted.

While some of the objectives of these new arrangements are appropriate eg the taxing of
fuels on their energy content, and a 50% discount in the energy content tax rate in
recognition of their environmental benefits, there are aspects that are not appropriate.
Specifically, the timing of the implementation of net taxes on biofuels from 1 July 2011,
does not recognize the delays in the development of the industry on both the fuel
ethanol side (market development issues in 2004 and 2005) and on the biodiesel side the
development of new economic feedstocks.

Recommendation:
That the timing for the implementation of the net taxes on biofuels be delayed for a
further 5 years until 1 July 2016.

Ineffectiveness:

e Market development has been much slower than anticipated because these
biofuels are competing with fossil fuels that already have infrastructure in place.

e The environmental externalities such as greenhouse gas emissions have yet to be
reflected in the prices of fuels.

e The development of consistent and economic supplies of appropriate feedstocks
is taking much longer than expected, particularly in the biodiesel industry.

e In the diesel market a reduction in excise for biodiesel is not effective because
its competitor fuel, diesel, pays no net tax in 75% of the diesel market (the
agriculture and mining sectors pay no tax, and the on road heavy vehicles only
pay a road user charge).

Carbon Pollution Reduction Scheme

The biofuels industry has been looking forward to the implementation of the Carbon
Pollution Reduction Scheme, as this Scheme promises, for the first time, to address the
market failure of the impact of carbon pollution, by internalizing a price for carbon in
the prices for energy generally, and transport fuels in particular.

However, the potential effectiveness of the Carbon Pollution Reduction Scheme (CPRS)
has been reduced by the Government’s intention to compensate some groups of
consumers for the anticipated cost of carbon raising the prices of petrol and diesel. The
Government has announced its intention to reduce excise (or to use another mechanism
where appropriate such as for the agriculture and mining sectors which pay no net
excise on diesel) in direct proportion to the cost of carbon for varying time periods
depending on the group.

The CPRS works on the principle of raising the cost of higher carbon fuels which then
encourages businesses and consumers to use lower carbon fuels to the extent that they
cost less. In the case of biofuels this price differential will not happen in 2010 as
anticipated. At virtually the same time the Australian Government is intending to
impose net taxes on ethanol and biodiesel — from 1 July 2011. All of these changes are
happening to a fledgling industry which has yet to reach maturity and therefore has a
much lesser capacity to withstand this uncertainty and delay in comparison with a more
established industry.



Recommendation:

The price differentials between biofuels and petrol and diesel anticipated from the
Carbon Pollution Reduction Scheme, should be maintained under the mechanism being
developed to compensate fuel users for the added cost of carbon.

CSIRO and NRMA Reports Support the View that Australia Needs to Develop its
Alternative Fuels Now

The view that Australia needs to act now if we are to meet lower carbon and peak oil
objectives in time is reinforced in the CSIRO Future Fuels Forum Report. The report
highlights that the penalty for not moving quickly enough is likely to be $8 per litre fuel
prices.

The NRMA Jamison report also came to similar conclusions. In summary the Jamison
report recognizes that:
e The transport sector provides one of the keys to reducing Australia’s carbon
footprint.
e That Australia’s oil imports have increased alarmingly over the past few years to
the extent that the oil trade deficit is now $10 billion per year.
e Itisreasonable that seed funding be provide to the alternative fuel sector,
especially as there is substantial support to the fossil fuel industry through
various mechanisms.

Food versus Fuel

The BAA view is that food versus fuel is not an issue currently for biofuels production
in Australia. This view is shared by the CSIRO in its publication “Biofuels in Australia
— issues and prospects” as well as in its sister publication “Biofuel Co-Products as
Livestock Feed.”

The reason for this is that Australian producers use waste starch and molasses for
ethanol production, and tallow and used cooking oil for biodiesel production.

The new ethanol production facility at Dalby will be using sorghum which is a feed
grain rather than for direct use in the food industry.

On the international perspective the BAA believes that the impact of biofuels on food
prices has been exaggerated. There are other drivers in the market including recent
droughts affecting grain production, increased demand from India and China,
particularly for higher protein foods such as beef (which itself requires 7 kg grain to
produce 1 kg of beef), and high oil prices which underpins higher fertilizer costs and
higher transport costs for moving the food items. In fact the recently release UK
Gallagher report states that only 1% of the world’s cropping land supports crops for
biofuels.

The BAA is available to discuss with the Review of Australia’s Tax System Team its
views that:



Given the right policy environment, biofuels are capable of reducing the carbon
emissions of Australian transport.

Given the right policy environment, biofuels are capable of providing additional
flexibility and supply to the Australian fuel market as we approach a peak oil
event.

The implementation of excise tax on biofuels be delayed until 2016.

The price differentials between biofuels and petrol and diesel anticipated from
the Carbon Pollution Reduction Scheme, should be maintained under the
mechanism being developed to compensate fuel users for the added cost of
carbon.

Any changes to biodiesel standards not impact negatively on the Fuel Tax Credit
available for biodiesel blends.



Attachment A

Detailed Submission

1 (d) the impact of an emissions trading scheme on the fuel and enerqgy industry

The objective of the Carbon Pollution Reduction Scheme is to meet Australia’s
emissions reduction targets in the most flexible and cost-effective way; to support an
effective global response to climate change; and to provide for transitional assistance or
the most affected households and firms.

The BAA sees the reduction of greenhouse emissions from transport fuels as a very
important part of the Government’s strategy to meet this objective because:

e Transport fuels are responsible for 14% of Australia’s greenhouse emissions.

e The Australian transport sector is the fastest growing greenhouse emission
sector.

e There are few alternative fuels that can be used in the existing vehicle fleet and
the existing distribution infrastructure.

e There are few alternative fuels that can reduce greenhouse emissions and
provide significant volumes.

e Biofuels can be used in existing vehicles and existing distribution) infrastructure
(some investment is required in infrastructure but very minor in comparison with
gaseous fuels).

e Biofuels can provide significant volumes, particularly from second generation
feedstocks.

Moreover, the Government’s intention to compensate some sectors of the economy for
the higher cost of petrol and diesel due to the Carbon Pollution Reduction Scheme, will
delay the ability of the transport sector to contribute to the carbon reduction objective,
thereby reducing the efficiency and effectiveness of the Scheme.

Comments on the Broad Structure of the Proposed Carbon Pollution Scheme

The BAA finds no reason to doubt that a Cap and Trade approach is an appropriate
mechanism to ensure that there are economic drivers in the Australian economy to
encourage the nation to move towards a more carbon constrained future.

Likewise it appears appropriate that the current excise point of liability also be the
acquittal point for assessing the volumes of biofuels supplied to the Australian fuels
market. This is on the basis that it makes sense to use a system that is already in place
(the excise system) and that it makes sense to have the acquittal point as far up the
supply chain as possible ie essentially at the wholesale supply point leading to a lower
cost and simpler system.

The biofuels industry believes in the principle of maximum coverage of the Scheme
because less than maximum coverage increases the cost of carbon abatement for the
sectors that are still in the scheme. In addition, if the sectors left out compete with
lower carbon fuels such as biofuels, then the anticipated pricing signals to encourage
these lower carbon fuels will not be there and this will delay significantly investment in



biofuels and hence delay the reduction of greenhouse emissions from the Australian
transport fleet.

What is important is that a differential price based on embedded carbon level
differences needs to be maintained between petrol and ethanol blends, and between
diesel and biodiesel blends. This brings into the market the current externality of
carbon pollution due to higher carbon fuels such as petrol and diesel.

Coverage
The BAA believes that all transport fuel should be covered by the scheme including

fuels such as Liquefied Petroleum Gas (LPG), Liquefied Natural Gas (LNG),
Compressed Natural gas (CNG), Coal To Liquids and Gas To Liquids. It is important
to include fuels that have not yet become significant in the transport fuel market to
ensure that investments are not encouraged in fuels that will not reduce Australia’s
transport fuel greenhouse emissions.

“For heavy vehicle road users, fuel taxes will be cut on a cent for cent basis to
offset the initial price impact on fuel associated with the impact of the Carbon
Pollution Reduction Scheme. The Government will review this measure after one

year.”

The heavy vehicle on road sector is a key developing market for biodiesel blends. If the
action proposed above takes place it will reduce the momentum which is building in the
industry to develop this market because the anticipated price differential will not be
available for at least one year from 2010. It is also likely that this effect will be
exacerbated by the implementation of net tax on biodiesel from 1 July 2011 if the
timing of the two measures coincide.

The Government could reduce the emissions of the heavy vehicle transport sector and
not increase prices for transport by ensuring that the anticipated price differential is put
in place by reducing the price for biodiesel by the equivalent price increase that was to
have taken place for diesel. This would not be a significant cost for revenue because it
is only for one year. The Government could also delay the introduction of net tax on
biodiesel for 5 years to 2016.

“The Government will cut fuel taxes on a cent for cent basis to offset the initial
price impact on fuel associated with the introduction of the Carbon Pollution
Reduction Scheme. The Government will periodically assess the adequacy of this
measure for three years and adjust the offset accordingly. At the end of the three
year period the Government will review this adjustment mechanism.”

This will have a negative impact mostly on ethanol blends up at least until 2013 because
a reduction of excise on a cent for cent basis for petrol will ensure that ethanol does not
benefit from the price differential that was expected from putting a value on the amount
of carbon embedded in petrol.

It is unclear whether this measure would also apply to diesel for the general public, in
which case there would also be a negative impact on biodiesel blends being offered to
the general public.



This situation will then be exacerbated by the Government’s current policy of
implementing a net excise of 2.5 cents per litre (cpl) for ethanol from 1 July 2011
phasing in to reach a maximum of 12.5 cpl in 2015, and 3.8 cpl for biodiesel from 1
July 2011, phasing in to reach a maximum of 19.1 cpl in 2015.

These negative impacts would be further magnified for the biofuels industry because it
is a young industry which is:

Still developing its infrastructure

Still developing its markets

Still developing its supply chains, and

Still trying to attract investment.

“To assist rural and regional areas, the Government will provide an equivalent
rebate to businesses in the agricultural and fishing industries for three years. This
is necessary as the excise system effectively does not apply to this sector.”

If the Government were to reduce the price of biodiesel blends by the same amount that
the emissions trading scheme would have increased the price of diesel by, then
greenhouse emissions from the farming sector could be reduced ahead of the inclusion
of agriculture in the trading scheme in 2015.

Furthermore, if this is not done then biodiesel blends will find it very difficult to
penetrate the agriculture market until after 2015 and there will be further negative
impacts on the industry from the implementation of net tax from 1 July 2011.

A further negative is that there will be the additional hidden cost of regulatory
complexity because there is already a Fuel Tax Credit Scheme that delivers tax rebates
for the agriculture, mining and heavy vehicle on road transport, and a cent for cent
compensation scheme will be required to differentiate between mining, transport and
agriculture at least from year 2. In addition the scheme will have to differentiate
between biodiesel blends and diesel.

Price Mechanism

The discussion in Box 2.2 concerning the merits of including transport in the emissions
trading scheme appear to be based on the premise that higher fuels prices will:
Encourage consumers to purchase more fuel efficient vehicles

Encourage consumers to travel less in their vehicles

Encourage consumers to use public transport more

Encourage consumers to live closer to required facilities.

But over a relatively long time frame — several years to decades.

The BAA would contend that an important mechanism left out of this discussion is that
price differentials between fuels that can be used in the same vehicle (E10 in petrol
vehicles, and B5 or B20 in diesel vehicles) would provide significant greenhouse
emission reduction much earlier than the mechanisms outlined above and with much
less cost.

Imports of Biofuels
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There is an incorrect statement at the top of page 118 that “Biofuel is not imported”.
Biodiesel and fuel ethanol have been imported into Australia recently.

This is an important point because it demonstrates that the Carbon Pollution Reduction
Scheme will have to deal with imports of unknown origin and hence the sustainability
issue of the feedstocks used, sooner rather than later. We cannot afford to wait and sort
this issue out later because it will impact on the viability of the domestic ethanol and
biodiesel industry.

There will also be a competition issue of a local producer of ethanol or biodiesel that
exceeds the 25 kt limit for accounting for its own greenhouse emissions, having to
account for its emissions awhile an importer would not. This will have a negative
impact on the viability of domestic producers that exceed the 25 kt threshold.

Zero Rating of Biofuels
The BAA agrees with the preferred position stated at 2.17, that:

“Scheme obligations would not apply to emissions from combustion of biofuels and
biomass for energy; they would receive a ‘zero rating’.”

This is in line with international greenhouse accounting rules.

Solution
The BAA believes that the solution to these issues is for the Australian Government to:
e Delay the introduction of net tax on ethanol and biodiesel for 5 years until 1 July
2016; and
e Ensure that the anticipated price differential between biofuels and conventional
fuels is maintained if conventional fuels are to be compensated for the impact of
an additional cost from the Carbon Pollution Reduction Scheme.
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1 (f) taxation arrangements on petroleum, diesel and gas products including:
(i) Commonwealth excise

Ethanol

The current excise arrangements deliver an incentive for ethanol blends to be used in
Australia. However, it is likely that the Federal Government will implement net taxes
on ethanol from 1 July 2011. If the Carbon Pollution Reduction Scheme (CPRS) does
not deliver an equivalent benefit to the excise incentive, then it is possible that the
ethanol industry might contract from 1 July 2011 until the price of carbon is high
enough to compensate.

Biodiesel
The current Fuel Tax Credit for biodiesel blends that meet the diesel standard may be
under threat from potential changes to the legislation arising out of:
e The CPRS compensation mechanism for diesel.
e The limiting of biodiesel in diesel to 5% through the changes to fuel standards
by the Department of Environment, Water, Heritage and the Arts.
e The creation of a new biodiesel blend standard.

12



1 (qg) the role of alternative fuels to petroleum and diesel, including but not
limited to: LPG, LNG, CNG, gas to liguids, coal to liquids, electricity and bio-fuels
such as, but not limited to, ethanol.

The two key roles for ethanol and biodiesel will be to:
¢ Reduce carbon emissions significantly from the Australian transport sector
o Biofuels could reduce greenhouse emissions from the Australian
transport sector by a minimum of 7.1 million tones annually based on
E10 and B20 and first generation feedstocks
o There is potential to reduce emissions even further based on the use of
E85 and B100 using new feedstocks such as lignocellulosics for ethanol
and algae and/or Pongamia pinnata for biodiesel; and
e Replace large volumes of fossil fuels as we enter a period where demand for
fuels is likely to exceed the supply of easily accessible fossil fuels.

The CSIRO has stated in its report “Biofuels in Australia — issues and prospects” that
there is potential for lignocellulosic feedstocks to supply a significant part of the petrol
market (ie greater than 20%).

This would easily encompass a market for E85 (85% ethanol). Indeed this is a market
objective that GM Holden believe Australia should be seeking to meet. GM Holden are
working towards changing its fleet over to being fully E85 compliant over the next few
years. An E85 compliant vehicle would reduce greenhouse emissions by 30-50% in
comparison with an E10 vehicle of 3.7 to 6%.

Biodiesel blends would likewise also have a large potential in Australia based on second
generation feedstocks such as Pongamia pinnata, and algae. In its recent report, the
CSIRO Future Fuels Forum has indicated a potential for algae based biodiesel to meet
30% of the transport fuel market.

Pongamia pinnata is also a likely new feedstock because:

e Itisatree that already grows in Australia

e Itis alegume and therefore will not require as much fertilizer as other plants

e |tis deep rooted and salt tolerant so that it can be grown on marginal land

e Itis comparatively high yielding in comparison to many other crops (a minimum
of 2,500 litres per hectare, and potentially as high as 5,000 litres of oil per
hectare compared with canola at 1200 litres per hectare)

e It produces oil with a relatively low cloud point compared to other biodiesel
feedstocks — important for colder areas in Australia.

Several trials of Pongamia pinnata are underway in Queensland and Western Australia.
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Biodiesel Yields
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Source: Peter Gresshoff, ARC Centre of Excellence for Integrative Legume Research.

Concluding Statement

There is wide spread agreement around the world that we need to move towards a lower
carbon fuel future, and a future where a greater mix of fuel is available to improve
security of supply as we move towards a time of peak oil when demand for easily
accessible fossil fuel will exceed supply.

The Biofuels Association of Australia believes that the Australian Government needs to
recognize these facts and the need for structural change in Australia’s fuel industry.
Structural change requires strong policies from Government to bring about that change
because inertia of the current fuel system will ensure that the necessary changes will not
happen fast enough for our society needs.

The Biofuels Association of Australia contact details are:

Bruce Harrison

Chief Executive Officer

Biofuels Association of Australia

Peak Body for the Australian Biofuels Industry
(07) 3010 9338

0437 932 949
bruceharrison@biofuelsassociation.com.au
www.biofuelsassociation.com.au
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