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COMMENTS ON THE DRAFT BIOFUELS INDUSTRIAL STRATEGY
Fanie Brink, Managing Director, Biofuels Industry Development (Pty) Ltd.
The White Paper on Renewable Energy (2003) and the Cabinet decisions in December 2005 and December 2006 have outlined a positive policy framework with clear objectives for the development of a biofuels industry in South Africa. Tax incentives were also announced since 2002 to achieve these goals which were generally welcomed by role players in the industry.
The Draft Biofuels Industrial Strategy by the Department of Minerals and Energy, unfortunately, does not conform to the requirements to develop and establish a sustainable biofuels industry over the longer term. The following comments and recommendations are made to make a contribution towards the development of a long term sustainable biofuels industry in South Africa.
1. International vision and objectives

The biofuels industry is growing internationally mainly because the world is developing and supporting the production of biofuels to reduce their dependency on crude oil and to combat global warming. In practice it means that the world is investing billions of dollars in renewable and environment-friendly fuels no matter what the level of the crude oil price is.
The USA has set out in an energy bill last year a goal (Renewable Fuel Standard) of 7,5 billion gallons (28,4 billion liters) of ethanol in the petrol market by 2012, or 5 per cent of the total and up from 3 per cent at present. 
President George Bush said in his State of the Union address in January 2006 the following about his country’s dependency on crude oil:

“Keeping America competitive requires affordable energy. And here we have a serious problem: America is addicted to oil, which is often imported from unstable parts of the world. The best way to break this addiction is through technology. Since 2001, we have spent nearly $10 billion to develop cleaner, cheaper, and more reliable alternative energy sources -- and we are on the threshold of incredible advances.
Breakthroughs on this and other new technologies will help us reach another great goal: to replace more than 75 percent of our oil imports from the Middle East by 2025. By applying the talent and technology of America, this country can dramatically improve our environment, move beyond a petroleum-based economy, and make our dependence on Middle Eastern oil a thing of the past.1) 
In his State of the Union address in January 2007, President George Bush said the following about his country’s plans to diversify America’s energy supply:

“It's in our vital interest to diversify America's energy supply -- the way forward is through technology. We must continue changing the way America generates electric power, by even greater use of clean coal technology, solar and wind energy, and clean, safe nuclear power. We need to press on with battery research for plug-in and hybrid vehicles, and expand the use of clean diesel vehicles and biodiesel fuel. We must continue investing in new methods of producing ethanol using everything from wood chips to grasses, to agricultural wastes. 

We made a lot of progress, thanks to good policies here in Washington and the strong response of the market. And now even more dramatic advances are within reach. Tonight, I ask Congress to join me in pursuing a great goal. Let us build on the work we've done and reduce gasoline usage in the United States by 20 percent in the next 10 years. When we do that we will have cut our total imports by the equivalent of three-quarters of all the oil we now import from the Middle East. 

To reach this goal, we must increase the supply of alternative fuels, by setting a mandatory fuels standard to require 35 billion gallons of renewable and alternative fuels in 2017 -- and that is nearly five times the current target. At the same time, we need to reform and modernize fuel economy standards for cars the way we did for light trucks -- and conserve up to 8.5 billion more gallons of gasoline by 2017.”2) 
On the first day of the new Congress in the USA during January this year, it proposed a new renewable fuels standard (RFS) that calls for 60 billion gallons of ethanol and biodiesel to be included in the United States motor vehicle fuel supply annually by the year 2030 by boosting ethanol and biodiesel production to 30 billion gallons annually by 2020, and then doubling that quantity over the following ten years to 60 billion gallons by 2030. 

It also called for increasing the number of gasoline stations that carry blends of 85% ethanol (E85). The bill would require large oil companies to install E85 pumps at their stations, increasing by five percentage points annually over the next 10 years, resulting in approximately 50% percent of all major brand gasoline stations nationwide having E85 pumps available within a decade. 

It also urged automakers to gradually increase flex-fuel vehicle (FFV) production, increasing in ten percentage-point increments annually, until nearly all vehicles sold in the U.S. are FFV’s within 10 years. Currently, flex-fuel vehicles -- those able to use both regular gasoline and blends of up to 85 percent ethanol (E85) – make up only about two percent of vehicles on the road.3)
The European Union wants biofuels to account for 5,8 per cent of EU fuel by 2010. The European Commission will this year propose the European Union pledge to cut carbon dioxide (CO2) emissions by 20 percent by 2020, compared with 1990 levels.

The EU would challenge industrial nations around the world to agree to a collective cut of 30 percent by 2020 in the emissions blamed for global warming, offering to deepen its own reductions if others matched them, according to an official who is involved in drafting a common energy policy.
The EU has sought to play a leading role in the fight against climate change although several member states have failed so far to meet existing commitments under the UN Kyoto Protocol that limits emissions of so-called greenhouse gases. 4)
The United Nations Framework Convention on Climate Change (UNFCCC) and its related Kyoto Protocol (1997) is a multilateral agreement under which industrialised countries will reduce their combined greenhouse gas emissions primarily by investing in cleaner technologies in developing countries and the level of the crude oil price does not play any role in this agreement at all.
A recent report by the Intergovernmental Panel on Climate Change (IPCC) of the United Nations, compiled by hundreds of the world's top climate scientists, said that climate change is now worse than thought.5)
Forty-five nations recently joined France in calling for a new environmental body to slow global warming and protect the planet.6)
In ”a moment of enormous crisis”, according to the international media, lawmakers from across the world including the United States and China called in February 2007 for a post-Kyoto pact to fight the "catastrophic" threat of global warming. Meeting in Washington for the first time, the Global Legislators Organisation for a Balanced Environment (GLOBE) cited a new mood for action, with scientific warnings on climate change reaching a fever pitch. 
"In our view, the evidence that man is changing the climate is now beyond doubt," said a statement issued by lawmakers drawn primarily from the powerful Group of Eight nations plus Brazil, China, India, Mexico and South Africa. 
But we must be clear that climate change is a global issue and there is an obligation on us all to take action, in line with our capabilities and historic responsibilities," they said at a two-day forum at the US Senate.”7)
The production of ethanol in Brazil from sugar is very well known. Over the next six years, Brazil expects 77 new ethanol, as well as 46 new biodiesel plants to be built. According to Unica, the industry association, investments already under way amount to $14.6bn. 
The international development and targets for the production of biofuels clearly have nothing to do with the price of crude oil and biofuels are not growing internationally, due mainly to higher oil prices. South Africa should also make this paradigm mind shift with the policy framework for the establishment of the local biofuels industry.

2. The vision for South Africa
According to the Department of Minerals and Energy ..… “The Biofuels draft strategy aims to achieve a biofuels average market penetration of 4.5 %, of liquid road transport fuels (petrol and diesel) in South Africa by 2013, which is achievable without excessive support by utilising surplus agricultural capacity. Until this target is achieved, licensed biofuels producers will have a linked license condition for petroleum wholesalers…” (page 3).
“The Biofuels Draft Strategy aims to achieve a biofuels average market penetration of 4.5 % of liquid road transport fuels (petrol and diesel) by 2013 which will contribute 75 % to the national Renewable Energy target. This is to be based on local production, both agricultural and manufacturing, because to base such a target on imports is risky and does not really make a contribution to South Africa’s Renewable Energy target, nor provide the benefits, such as jobs, economic growth and BEE participation through the value chain.” (page 9). 
“Once licensed volumes of biofuels reach the proposed target of 4.5%, mandatory “upliftment” of any further volumes should not be provided by Government and market forces should take over. As this realises, government interventions can be scaled back.” (page 13).
· Renewable energy target

The renewable energy target set in The White Paper on Renewable Energy is for the period 2003 to 2013.  Biofuels can only be produced on a large scale by the end of 2008 and therefore South Africa is well behind schedule. All the role players in the biofuels industry, especially grain producers, technology providers and investors need to have a better and clear vision about the further development of the biofuels industry after 2013. It is unfortunate and unrealistic that the Department of Minerals and Energy only have a vision for the biofuels industry until 2013 after which further ….. “mandatory upliftment of any further volumes should not be provided by Government and market forces should take over. As this realises, government interventions can be scaled back.”
In this regard the White Paper on Renewable Energy has another vision for renewable energy in mind: “Apart from the normal monitoring and evaluation associated with any policy, there would be a mid-term assessment after five years (end of 2008), which would consider any changes required in policies, targets or implementation strategies, .…”8)
It must be clearly said that the limited vision of the Department of Minerals and Energy is just a clear effort to protect the market for fossil fuels. The target in the White Paper should be revised upward in 2008 (midterm) as planned and doubled to an average of at least 10% by 2017 and 20% by 2020 and the upliftment by the petroleum industry should be mandatory. This is a prerequisite to get investors to invest in the biofuels industry. (Recommendation 1).
If “market forces should take over” after 2013, then the biofuels industry as well as the total petroleum industry should be deregulated.
· Local production and imports
The local production of feedstock, supplemented by imports, would reduce the risk for sustainable biofuels production than to rely only on local production. Imports can make a contribution to the renewable energy target through the value chain if more biofuel plants are build to add value to imported feedstock, while the export of biofuels can make a contribution to economic growth through the value adding to animal feed for the export of red meat for example, job creation and a broader base for BEE. 

The building of biofuels plants will stimulate grain and oilseeds production if it is a profitable proposition for investors to invest in the manufacturing of biofuels. Biofuel plants should eventually source their feedstock locally but will have to import feedstock initially to secure their economic viability until the local production of specifically oilseeds and grains (other than maize) can supply in the higher demand. No limits should therefore be placed on the imports of feedstock just because of the poor vision of the Department of Minerals and Energy to reach a target of only 4,5% by 2013.
3. The mandate of the Task Team
“The establishment of a Task Team and the development of a draft strategy was authorised by Cabinet, through a decision made in December 2005.” (page 4). 

According to this statement on the Cabinet meeting the “Cabinet in principle approved a Job Creation Strategy in the Energy Crops and Biofuels Value Chain.” It was agreed that a Biofuels Task Team should be set up, bringing together public and private institutions, including Science Councils. The strategy, which will ensure reduced dependence on imported fuels, also has great potential to create jobs and bring on board small-scale farmers. It was agreed that specific time-frames for implementation should be finalised in due course, in line with the approach contained in Asgi-SA.”9)
In the State of the Nation Address President Thabo Mbeki on 3 February 2006 announced that the Biofuels Industry was a high priority for the country:

“ASGISA has also identified particular sectors of our economy for accelerated growth, building on the work already done within the context of our existing Micro-Economic Reform Programme. These include: 

· Business Process Outsourcing;
· Tourism;
· Chemicals;
· Bio-fuels;
· Metals and metallurgy;
· Wood, pulp and paper;
· Agriculture;
· The creative industries; 
· and Clothing and textiles.”10)
In an address by the Minister of Minerals and Energy during a parliamentary media briefing on 10 February 2006 the Minister made the following announcement: 

“The establishment and growth of the bio-fuels industry is one possible solution to addressing both the economic and social challenges and is an important contributor to ASGI-SA, led by the Deputy President. South Africa imports about 60% of its crude oil requirements, which has economic implications in terms of balance of payments as well as vulnerability to rising crude oil prices. Increasing the volumes of ethanol in petrol and increasing the use of bio-diesel would therefore have macro economic benefits for the country. In addition, converting subsistence farmers into cash crop producers to supply the crops or inputs into bio-fuel will start to address the high level of unemployment in the country, particularly in rural areas. 

In short we are looking at creating a value chain for bio-diesel and bio-ethanol that would result in significant job creation opportunities throughout the value chain. Most of these jobs could be realised in the second economy, which would assist government in meeting its objective of bridging the gap between the first and the second economies and halving unemployment by 2014. 

The key activities to be undertaken by the task team would include:
a. Identification of resource requirements (land, crops, incentives, human capital, etc).
b. Feasibility studies for plant construction (where required).
c. Long term feedstock supply contract aspects and farmer outreach activities.
d. Cost benefit analyses, to determine optimal use of land, water, etc.
e. How to move farmers from subsistence farming to commercial crop farming, including what support they might need such as in agricultural extension services and advanced farming methods.
f. Dealing with issues such as land tenure, reform and usage.
g. Protecting vulnerable participants, such as farmers, from food price volatility, oil price drops and currency fluctuation. 

To ensure success in our bio-fuels strategy we will also need to consider the cost of the technologies, human resource development and appropriate regulatory changes. 

Consultative forums will be established to support the task team and will be made up of Science Councils, higher education institutions, and industry specialists on the technical side and on the commercial side we will have our state-owned-enterprises (SOEs), industry players and business associations in particular Grain South Africa and the and the South African Petroleum Industry Association (SAPIA).11) 
“The objective is to facilitate a biofuels industry that best meets the broader national interest and national development priorities in the short and long term.” (page 4).
The Task Team has failed dismally in their effort to reach the above mentioned objective and the Strategy does not meet the broader national interest and development priorities. Only the interests of the local petroleum industry was taken into account and how the petroleum industry can be accommodated to blend biofuels with petroleum fuels at the price they want to pay for it and only for the volumes they want to blend. The strategy was basically developed, with a few exceptions, to accommodate the prerequisites of the local petroleum industry.
Nobody in the value chain in the Biofuels Industry was consulted. Only national departments and state entities were involved in the development of the draft strategy contained in this document.
4. The Basic Fuel Price and the prices for biofuels

“Until this target is achieved, licensed biofuels producers will have a linked license condition for petroleum wholesalers to accommodate qualifying production volumes at Basic Fuel Price (BFP), which is the import parity price for local petroleum producers and is an element of fuel price mechanism, related pricing, less discounts for added handling costs.” (page 3).
“Pricing will be linked to the BFP (basic fuels price) that is an import parity marker for local producer prices of fuels and is the basic element of fuels price regulation.” (page 10).
“The price for the licensed volumes should be based on BFP, as that is the price used for producers in determining the market price of fuels.” (page 12). 

The Draft Strategy makes it clear from the outset that it was developed to accommodate the prerequisites of the petroleum industry for the upliftment of biofuels. No where in the world does the oil industry wants to accommodate biofuels because the development of biofuels poses a threat to their market. The South African petroleum industry does not want to blend biofuels with petroleum products, neither on a voluntary nor on a mandatory basis, unless they can set the prerequisites and only if they can be compensated for their market loss with other new profit opportunities. The market for sustainable and more environmentally-friendly energy has changed and must be accepted as a reality and therefore it is inevitable that the oil industry will loose market share worldwide.
The profitability and sustainability of biofuels production has nothing to do with the crude oil price or the import parity prices of petroleum products. The big drivers in this regard are the input prices of feedstock and the output prices of biofuels (input/output ratio) and the efficiency of production. The Basic Fuel Price can therefore at best only be some reference price but cannot be a realistic price to develop the biofuels industry on a sustainable basis. Nations in the world will still invest in biofuels even if the price of crude oil is $10 a barrel because they want to reduce their dependence on fossil fuels and to combat global warming. At the corresponding BFP it will not be possible to produce biofuels on a profitable and sustainable basis.
The feedstock for biofuels are sugar, grains and oilseeds and not crude oil. If South Africa is serious and committed to reduce the country’s dependence on crude oil and to combat global warming, the price of crude oil should not play any role in the development of the biofuels industry. It does not play any role in the profitability of the local petroleum industry, why should it play a decisive role in the profitability of the biofuels industry?
Internationally there is no relevance or correlation between the price of crude oil and the price of maize contracts traded on the Chicago Board of Trade. The same is true in South Africa between the landed cost (BFP) of petroleum products and the price of maize contracts traded on the South African Futures Exchange (SAFEX). It means that ethanol plants, for example, will make good profits when the local maize price is trading closer to export parity, while the price of crude oil trades above $60 a barrel. On the other hand, ethanol plants will struggle to survive economically if the price of maize is trading closer to import parity, with the price of crude oil lower than $50 a barrel. The price level of maize and the selling price of ethanol are the most crucial factors that will determine the profitability of ethanol production, apart from the conversion efficiency of starch to ethanol through the process of fermentation.

The price of crude oil or the BFP of petroleum products does not play any significant role in the profitability of the local fuel companies because of the guaranteed profit margins they receive. The same will be true about the selling price at which the biofuels industry must sell biofuels to the fuel industry. If the prices of biofuels are based on the BPF it will mean that the profitability of biofuels will fluctuate according to the volatility in the crude oil price and the exchange rate. The BPF could, for example, be as high as 425 cents per litre for petrol with the crude oil price at $65 a barrel and as low as 325 cents per litre with the crude oil price at $45 a barrel, while the profits of the Petroleum Industry are fully protected against these fluctuations. 
The profits of the oil industry worldwide will eventually be depleted because of the quality and negative effects of petroleum products on the environment. It is unthinkable that countries in the world would invest billions of dollars in biofuels and at the same time still try to maintain the profit levels of the oil industry at the existing levels, as the Task Team and the Department of Minerals and Energy is trying to do.

The question is: Why should biofuels compete with the price of petroleum products if there is a huge difference in the quality which the market demands to combat global warming and to achieve the goals set out in the ASGI as well as the goals envisaged in the Biofuels Strategy?  
For these reasons biofuels should sell at a premium over the landed costs of petroleum products of at least 25% for biodiesel and 15% for ethanol if South Africa is serious about the fight against global warming, high dependency on crude oil, as well as job creation, rural development, poverty reduction, establishment of emerging sugar, grain and oilseed producers. It will have no influence on the petroleum industry and will only add a few cents per litre to the selling price of the blended product to the consumer on retail level. A new price mechanism must be developed that will also takes the prices of the feedstock, and not only the landed cost of petroleum products, into account because it is a market reality.

 (Recommendation 2).
5. Regulations and incentives 
“….. the common view is that clear government policy, coupled with regulations and incentives is a prerequisite for the development of a sustainable biofuels industry.” (page 3).
The strategic goals and objectives in the White Paper on Renewable Energy should be addressed: “Strategic goals and supporting objectives will be instrumental in facilitating the development of an enabling framework in order for Government to meet its commitment to promoting renewable energy. Four key strategic areas have been addressed, i.e. financial instruments, legal instruments, technology development, and awareness raising, capacity building and education.” 
6. Sectors Involved 

“….. the second major principle on which the Biofuels Industrial Draft Strategy is based is sectoral partnerships and corporation, including along the value chain.” (page 8).
Consultative forums were not established along the whole value chain to support the task team as announced by the Minister of Minerals and Energy in February 2006 and unfortunately the strategy was only developed to accommodate the Petroleum Industry. 

“It is clear that biofuels, particularly as an infant industry and with the uncertainty of future oil prices and exchange rates, requires some form of government support.” (page 8).
The economic effect and implications of government support and the regulation of the Biofuels Industry on the feasibility and sustainability of biofuels production, specifically with reference to the costs of feedstock and the prices of biodiesel and bio-ethanol, was not evaluated to advise policy makers in this regard.

7. Agricultural feedstock capability
“Excluding the oil price, the Biofuels industry is largely a function of agricultural feedstock capability and risks.” (page 8).
The oil price has nothing to do with the prices of the feedstock (grains and oilseeds) and the Biofuels Industry is not a function of the oil price because it does not use crude oil as a feedstock.

The availability of feedstock for biofuels production are functions of the prices of production inputs and price ratios between different grains and oilseeds (profitability) and the efficiency of production. 
“Instead the focus for the biofuels industry should be on providing increased demand and market access to cater for surplus agricultural production.” (page 8).
The single biggest problem in agriculture in the world is surplus production because it is not sustainable to produce agricultural products in a deregulated and free market at the prices that the market will remove the surplus to solve the problem. Massive marketing subsidies and import tariffs are used by the USA and EU to try and solve the problem. Biofuels will increase the production of grains and oilseeds because of a higher demand. Only higher price signals to producers will increase the supply to meet the higher demand. No producer will be prepared to produce a surplus at a low price to meet the demand for feedstock, because it will not be profitable and sustainable. 
“This would eventually enable prices to move closer to import parity prices.” (page 8).
In the total deregulated grain market in South Africa, prices will still be determined by supply and demand. If a surplus is produced the market will signal a lower price to producers to plant less and a higher price signal will be given to producers to produce more in times of shortages. The market will always try to be at equilibrium at any level of demand and supply. Because of the high volatility in grain production, there will always be surpluses and shortages in the market from season to season which will be corrected by lower or higher prices for grains and oilseeds. If producers do not produce enough grains and oilseeds to satisfy the demand for food, feed, fiber and fuel, prices will move closer to import parity but will again tend to move closer to export parity if the supply is in excess of the total demand in these markets (surplus production) . 

“The creation of a biofuels industry requires that investors see an attractive return on capital and demand certainty, as well as a margin between the fuel based product price and the agricultural feedstock nett input cost.” (page 8).
The single most important factor that can create an attractive return on investment is profit which will ultimately depends on the prices of feedstock such as grains and oilseeds and the prices of biofuels. The input costs to produce feedstock in a deregulated market environment have nothing to do with the market prices which are determined by supply and demand. It does not matter how high or how fast the input costs increase in the production of grains and oilseeds, if the supply in the market is higher than the demand, prices of grains and oilseeds will decrease closer to the export parity level.
“Biofuels supply requires low cost, high yield and surplus agricultural production, most of which will not be food crops.” (page 10).
This viewpoint is totally unrealistic. The feedstock for biofuels production will initially be food crops that can also enhance food security. If the area planted to food crops in South Africa is expanded by 2 or 3 million hectares because of the demand for feedstock for biofuels production, the risk of food shortages will be lower. If the country should have a severe drought, the free market forces will determine the supply of grains and oilseeds to satisfy the demand in the food, feed and biofuels markets according to free market prices. In practice and under these circumstances it might mean that the demand for food, feed or feedstock, for example, will not be totally satisfied as grains and oilseeds will have to be imported to supply all the markets.
The marketing of grains and oilseeds are totally deregulated and the policy of the government is not to intervene in the mechanism of the free market to rule the supply and demand on the basis of market forces.

Eventually, when the enzyme technology is further developed and at a more advanced and cost competitive stage, less food crops and more biomass can be used to produce biofuels to achieve higher blending targets.

“The Feasibility Study determined that production would vary regionally according to climate and soil and that co-product markets would limit biofuels capacity and costs. Hence a scenario of 8 % ethanol in petrol and 2 % biodiesel in diesel was examined.” (page 10).
This viewpoint is incorrect. The Feasibility Study was purely an academic exercise and not a model to determine the sensitivities of biofuel production in terms of profitability and sustainability. That is why it came up with such a total unrealistic recommendation. The production of the main commodity should not be limited by the markets of the co-products. The markets for co-products in South Africa have not even started to develop. Big cattle feedlots, more poultry and pig farms, as well as dairies will be developed around the biofuel plants, as experienced in other countries. The distillers grains and oilcake can also be exported. Much more value can also be added to the distillers grains and oilcake as co-products apart from only animal feed. The protein and fiber in the distillers grains and oilcake can be separated. The protein can be used for human food whilst the fiber can be used to manufacture wood composites to replace wood products or eventually to produce ethanol from the celluloses. The carbon dioxide (CO2) could be used in soft drinks, whilst the syrups or any other waste products could be used to produce electricity through gasification. 
The US Department of Agriculture, for example, recently announced a grant to help an ethanol company commercialise a process that could make ethanol production more lucrative for corn growers and investors. The new company will commercialise a process called Corn Oil and Protein Extraction. The process will allow dry-grind ethanol plants to extract high value oil and zein from corn used during the manufacturing of ethanol. 
Corn oil and zein have much higher market value than distillers dried grain with solubles and would boost the bottom line for ethanol plants. Zein is clear, odourless, tasteless and edible, making it very valuable in food and pharmaceutical processing.  It is a natural protein that can be processed into resins and bio-plastics, and used for thousands of applications without adversely affecting the environment.12)
It is just no argument that the markets for co-products would limit the capacity for biofuels and that it should serve as a basis for the blending rates of biofuels.  It is not just unrealistic but totally ridicules. (Recommendation 3). 
South Africa has the agricultural potential to produce enough ethanol to replace up to 20% of the total petrol consumption from grains and enough biodiesel to replace up to 5% of the total diesel consumption. South Africa could eventually reduce its dependency of crude oil to less than 50% from indigenous resources. The production of ethanol from biomass through the development of new technology can be increase dramatically to eventually replace the consumption of petrol much further without any negative effects on the food, feed or fiber supply.
“It is also important to note that crop varieties for fuels focus on starch (for ethanol) or oil (for biodiesel) content whereas crops for food focus on protein content and this tends to keep the markets separate.” (page 11).
This viewpoint is incorrect.  Maize has an average starch content of about 70% and an average protein content of only 12%. Grain crops as a staple food also focus on starch for energy. South Africa has the potential to produce enough crops for food, feed, fiber and fuel. These products should rather be focused on and not on the lower value residual petroleum fuels such as liquid petroleum gasses.
8. The oil industry
“Internationally, the oil industry is increasingly accommodating biofuels products in their fuel pools.” (page 9).
Incorrect. The blending of biofuels is already mandated in some countries or in the process of being mandated in other countries. 
Scientists and economists have been offered $10 000 each by a lobby group funded by one of the world's largest oil companies to undermine the recently released major climate change report. Travel expenses and additional payments were also offered. 
Climate scientists described the move as an attempt to cast doubt over the "overwhelming scientific evidence" on global warming.13) 

The local petroleum industry does not want to blend biofuels, not on a voluntary or mandatory basis, unless the industry can profiteer on the back of the Biofuels Industry.

“However, biofuels replace imports of finished products, or components, with little local value addition, or local crude oil refining that ultimately leads to increased exports of lower value residual fuels that are already in excess by more than 20 % and growing, as market growth is higher for diesel and petrol.” (page 10).
The increased export of lower value residual fuels is the result of normal market forces and should not be corrected by regulations because the surplus will grow even faster. High value fuels such as petrol and diesel will eventually become in total excess in the world as diesel will totally be replaced by biodiesel and only 15% petrol will be blended with ethanol.

The Biofuels Strategy should stimulate grain and oilseeds production for higher economic growth from the supply side of the economy and create a new market to prevent unsustainable surplus production and should not be developed to accommodate the lower value surplus residual petroleum fuels that the market do not want. The Petroleum Industry will eventually have to accept that the production of biofuels will influence their market negatively and the Biofuels Strategy should not try to maintain the market share and profitability of the local fuel industry against all odds.  

“Given the current supply-demand outlook, biofuels would reduce imports required by market growth in excess of refining over-capacity.” (page 11).
The production of grains and oilseeds should be stimulated to achieve higher blending rates and to reduce the imports of petroleum products even further. South Africa is on the brink of a serious petroleum supply crisis due to the limits of refining capacity and more petrol and diesel will have to be imported every year. It makes no sense to increase the importation of petroleum products and at the same time penalise biofuels produced from imported feedstock to establish the biofuels industry in its infancy years.

9. Additional volumes of biofuels
“Additional volumes, over the percentage licensed, would need to be sold on negotiated commercial terms. Simply put, “upliftment” of biofuels production will only be mandatory for volumes produced from indigenous raw materials although it is recognised that in the initial stages it may be necessary for some manufacturers to import raw materials until such time as the local agricultural market can respond to the new demand for new varieties of crops. (page 12).
With whom should the additional volumes be negotiated? Biofuel producers can realise much higher prices than the BFP in export markets and should be allowed to exploit these markets if the blending targets are not increased.

In the light of the serious problem with global warming there should be no limitation on the production of biofuels from other than indigenous raw materials. It is assumed that additional volumes of biofuels, over the percentage licensed, will have to be negotiated with the local petroleum industry on commercial terms. 

This process is totally unacceptable because the local petroleum industry cannot enjoy a total comfort zone with all the benefits of regulated profit margins and at the same when it suits them and the Department of Minerals and Energy, be allowed to be a player in a “deregulated” market based on commercial terms. Higher blending rates and prices for the biofuels should be prescribed for as long as the local petroleum industry remains a highly regulated industry. 
10. Exports and industrial use of biofuels

Biofuel producers should not be obliged to be licensed with a linked license condition for the petroleum wholesalers and to produce biofuels for the industrial and export markets as well as for the ethanol gel market in order to replace paraffin as far as their total production or the additional volumes, over the percentage licensed, are concerned. (Recommendation 4). 
It is accepted that the volumes produced for the export markets will not qualify for tax incentives and other domestic regulatory measures. 
11. Production of Ethyl tertiary Butyl ether (ETBE)
“The oil (refining) industry is best placed to address this based on supply by licensed biofuels producers. For instance, they may decide to use certain bioethanol volumes to produce Ethyl tertiary Butyl ether (ETBE), which is use to enhance octane levels. Some additional form of discount to the bioethanol price could be included, but would need significant motivation as existing oil refiners received BFP, or higher, for all their petrol components for the initial years of their operation, so it is fair that new biofuels producers, that ensure greater externality benefits, receive this too.” (page 13).
The local oil (refining) industry just cannot decide to use certain bioethanol volumes to produce Ethyl tertiary Butyl ether (ETBE) with ethanol produced by the owners of the feedstock and the bioethanol plants. This could at best be a recommendation to the Minister of Minerals and Energy who can decide on the blending of ETBE with petrol. Bioethanol can also be used to enhance octane levels.
The production of grain surpluses is a worldwide problem in agriculture. The USA and the EU still have huge subsidies and protective tariffs in place to solve this problem. At the same time producers in the USA are subsidised to produce more grains.

South African grain producers do not receive any subsidies and only very low import tariffs to protect them against the unfair international competition from the lower subsidised import prices for grains and oilseeds are in place. The grain industry also does not receive guaranteed profit margin like the petroleum industry.  
In the 2004/05 the price of maize dropped from R1500 per ton during the previous season to R500 per ton only because of a surplus of almost 4 million ton and the fact that grain prices are determined in a free market on the basis of supply and demand.   
Grain producers have in 2004/05 decided to create new markets for grains and oilseeds through the production of biofuels within the developing policy framework.

It is therefore totally unacceptable that the Department of Minerals and Energy could recommend that only the local petroleum industry “may decide to use certain bioethanol volumes to produce Ethyl tertiary Butyl ether (ETBE),…” and that “Some additional form of discount to the bioethanol price could be included….” just to profiteer on the back of grain and oilseeds producers and biofuels producers. If the Petroleum Products Act is amended to include ETBE as an octane enhancer in the fuel mix, bioethanol plants should also be allowed to produce it themselves. If the petroleum industry wants to produce ETBE, they can build their own bioethanol plants and buy their feedstock from grain producers to produce it. One thing that the local petroleum industry and the Department of Minerals and Energy should seriously realise is the fact that the feedstock for biofuels are not in the hands of the crude oil producers in the Middle East or else where in the world but in the hands of grain and oilseeds producers.

The Department of Minerals and Energy cannot recommend to the Cabinet that bioethanol production can be “confiscated” or regulated out of the hands of grain or bioethanol producers just to create a new market opportunity for the petroleum industry to produce ETBE. This is totally unacceptable as it will limit competition and it will be an unfair business practice and should not be allowed by the government. (Recommendation 5).
12. Fuel specifications
“In addition, the petrol specification(s), SANS 1598, should be changed to be more fuel ethanol, friendly.” (13).
If the specifications for biofuels will be mandatory the same should apply for petroleum products.
13. Tariffs
“Crude oil and petroleum product imports are essentially duty free; hence imports of agricultural feedstock for biofuels production and of biofuels should also be duty free. However, this imported material or only portions of it would qualify for the licensed offtake by the petroleum wholesalers, linked to biofuels production local content (value addition). For example, if the feedstock is only 40 % indigenous, then only 40 % of the biofuels would qualify for the local production upliftment, and the other 60 % would have to be sold on negotiated free market terms.” (page 14).
This is again just another effort by the Department of Minerals and Energy to protect the fossil fuels market for the petroleum industry.
14. Tax incentives
“In 2002 National Treasury approved the implementation of a Fuel Levy exemption for biodiesel of 30 % from 2003, and this was increased to 40 % from 2005. SARS allows for 100 % exemption for small producers (less than 300 m3 annually). Biofuels investments also qualify for a tax-depreciation write-off 50:30:20 percent over three years, which equates to about $ 2/bbl crude oil equivalent effective support.” (page 6).
Whilst the Department of Minerals and Energy is doing its best to protect the market for fossil fuels and to accommodate the interests of the petroleum industry with the Biofuels Strategy, it cannot be expected from the National Treasury to come to the rescue of the biofuels industry with tax incentives. A much bigger vision is required from the Department of Minerals and Energy and the government.
15. The selling price of biofuels
“To avoid distortions and complications in the retail market, E10 petrol should sell at the same price as E0.” (page 12). 

The composition of the retail price of petrol and the wholesale price of diesel in Gauteng are as follows:
	COMPOSITION OF THE RETAIL PRICE OF PETROL AND THE
WHOLESALE PRICES FOR DIESEL IN GAUTENG

FOR THE PERIOD 07/03/2007 TO 03/04/2007



	Components

	Petrol 95 ULP
	Diesel 0.005% S

	
	c/l
	c/l

	Wholesale margin a)
	 39.487 
	 39.260 

	Service cost recoveries b)
	 7.000 
	 7.000 

	Storage, handling & delivery costs c)
	 7.000 
	 7.000 

	Dealers margin                                     
	 48.000 
	0 

	Zone differential in Gauteng d)
	 13.700 
	 13.700 

	IP Tracer levy
	0 
	 0.010 

	Fuel levy
	 116.000 
	 100.000 

	Customs & excise duty
	 4.000 
	 4.000 

	RAF levy
	 36.500 
	 36.500 

	Petroleum Pipelines Levy e)
	0.190
	0.190

	Slate levy f)
	 4.810 
	 4.810 

	DSML
	 10.000 
	 0.000 

	Equalisation Fund Levy g)
	 0.000 
	 0.000 

	Sub-total
	 279.687 
	 205.470 

	Contribution to the Basic Fuel Price
	 319.313 
	 349.030 

	Retail Price
	599.00
	

	Wholesale price 
	
	554.50


a)
The local fuel companies will receive the wholesale margin on the blended fuel (E10 and B5) if it is sold at the same prices as petrol and diesel. This is an unfair business practise as they do not produce biofuels. Biofuel producers should at least receive 10% of the wholesale margin on petrol and 5% on diesel. (Recommendation 6).
b)+c)
The local fuel companies will also receive service cost recoveries as well as storage, handling & delivery costs on every litre of bioethanol and biodiesel sold.
d)
Why should anybody still receive the transport costs from the oil refineries to the different zones as only the direct transport costs between the biofuel plants and the nearest depots will be applicable which can be negotiated with transport contractors.

e)
Biofuels will not be transported by pipeline.
f)
The biofuel producers should receive a proportional percentage of the slate levy if the average landed costs (BFP) is used as the selling price of bioethanol and biodiesel as they will also experience over and under recoveries on the prices they receive. (Recommendation 7).
 g)
When an Equalisation Fund Levy is implemented to stabilise the fuel price to the consumer it will also be applicable to the blended products and should be taken into account in the Equalisation Fund for biofuels. (Recommendation 8).
In practise it will mean that blended products can be sold to the fuel consumer at a lower price than the ruling prices of petrol and diesel because of transport cost savings once the infrastructure is developed. 
16. Fuel Levy Exemption
“The existing Fuel Levy exemption mechanism should continue, and be reviewed annually. It is further recommended that the exemption should be extended to bio-ethanol based on its energy content, and hence the Fuel Levy exemption for bio-ethanol should be 70% of that applicable to biodiesel.” (page 13).

It is unacceptable that a huge argument is put forward when it comes to the energy content of bioethanol and the above suggested lower Fuel Levy exemption compared to biodiesel, but when it comes to the selling price of the blended product (E10) it will sell at the same price as petrol (E0). At the same time the petroleum industry pretends to be serious about the energy value that they sell to fuel consumers.

The feedstock for the production of biodiesel will always be more expensive in comparison with the selling price of biodiesel because vegetable oil for biodiesel production competes in a higher value human food market, whilst grains for bioethanol competes in a lower value human food and animal feed market. For this reason the Fuel Levy exemption on biodiesel and the selling price of biodiesel should be higher than for bioethanol.

On the other hand the total volume of bioethanol that could be produced in South Africa from grains could be much higher than the volume of biodiesel that can produced from oilseeds. The producer prices of oilseeds are derived from international vegetable oil prices and not from the international prices for the beans and seeds and are also negatively influenced by the dumping of cooking oil from abroad. Bioethanol can therefore make a much bigger contribution to achieve a certain renewable energy target and should therefore be supported and stimulated just as much, or even more, as biodiesel. For this reason, and because the blended product will sell at the same price as petrol, the energy content of bioethanol should not be such a big issue to reduce the Fuel Levy exemption to 70% of that applicable to biodiesel. 
17. Equalization Fund
“Oil price risks and benefits will be managed by the Equalization Fund, such that motorists (consumers) partially support the biofuels industry at low oil prices and receive the benefit of reduced fuel prices at times when oil prices are high.” 
“When oil prices exceed $ 65/bbl, no special incentives for the biofuels industry should be necessary in the longer term and the Fuel Levy reduction could eventually fall away. If the oil price is below $ 45/bbl, biofuels producers would need some form of additional support. A hedge mechanism with motorists (consumers) for prices below $ 45/bbl, could add just 1.2 cpl to the petrol price if the oil price fell to an expected lowest level of $ 35/bbl. To motorists this is relatively insignificant compared to fluctuations in world oil prices and when seen against the pump price level currently at about R6 per litre. For world oil prices above $ 65/bbl, the biofuels industry could pay in (back) and slightly reduce pump price increases.” (page 11).
“It is proposed that, given current oil price fluctuations, support for biofuels producers is triggered at oil prices below $ 45/bbl and biofuels producers begin to payback for prices in excess of $ 65/bbl. The support could come in at $ 0.5/bbl for every $ 1/bbl drop in the oil price below $ 45/bbl, ie. 50 % support. On the upside, the biofuels producers should pay in at 25 % of the price above 65 $/bbl.” (page 14).
The level of the oil price should not be a risk to biofuel producers, but if the selling prices of biofuels are based on the BFP it will become a risk. The BFP should rather be used as a hedge mechanism and not the price of crude oil because the exchange rate has a big influence on the BFP. In 2001 when the price of oil dropped to a level of $20 a barrel, the landed cost of petroleum products were higher than expected because the exchange rate depreciated to almost R12 against the US$. In 2006 when the price of oil increased to a level of $78 a barrel, the landed cost of petroleum products were lower than could be expected because the exchange rate appreciated to  R6 against the US$.
In reality, the prices of grains and oilseeds are risk factors because grains and oilseeds are used as feedstock in biofuels production. The prices of the feedstock should therefore also play an important role in the assessment of the risks to biofuels producers and in the development of a hedge mechanism to manage the risk.
The biofuels plants should contribute to the equalization fund when the BFP is high and the prices of feedstock are low and be supported out of the fund when the BFP is low and the prices of the feedstock are high.  
The Fuel Levy reduction has nothing to do with the level of oil prices. The biodiesel rebate was introduced because …..”Environmentally-friendly biodiesel and ethanol alternatives have the potential, …to reduce our dependence on imported fossil fuels and provide a growing market for employment-intensive oil seed crops. To provide appropriate encouragement to these developments, it is proposed that a levy at 70 per cent of the general fuel levy rate should apply to the consumption of environmentally-friendly alternative diesel fuels.” 14) It should be kept in place as a special incentive for the biofuels industry in the longer term and should not eventually fall away, as suggested by the Department of Minerals and Energy, if South Africa wants to develop a biofuels industry. 
18. Recommendations 
a) The target in the White Paper should be revised upward in 2008 (midterm) as planned and doubled to an average of at least 10% by 2017 and 20% by 2020 and the upliftment by the petroleum industry should be mandatory. 
b) Biofuels should sell at a premium over the landed costs of petroleum products of at least 25% for biodiesel and 15% for ethanol if South Africa is serious about the fight against global warming, high dependency on crude oil, as well as job creation, rural development, poverty reduction, establishment of emerging sugar, grain and oilseed producers.
c) The markets for co-products will not limit the capacity for biofuels and it should not serve as a basis for the blending rates of biofuels.
d) Biofuel producers should not be obliged to be licensed with a linked license condition for the petroleum wholesalers and to produce biofuels for the industrial and export markets as well as for the ethanol gel market to replace paraffin as far as their total production or the additional volumes, over the percentage licensed, are concerned.
e) The government should not allow bioethanol production to be regulated out of the hands of grain or bioethanol producers just to create a new market opportunity only for the petroleum industry to produce ETBE.
f) The local fuel companies will receive the wholesale margin on the blended fuel (E10 and B5) if it is sold at the same prices as petrol and diesel. This is an unfair business practise as they don’t produce biofuels. Biofuel producers should at least receive 10% of the wholesale margin on petrol and 5% on diesel. 

g) The biofuel producers should receive a proportional percentage of the slate levy if the average landed costs (BFP) is used as the selling price of bioethanol and biodiesel as they will also experience over and under recoveries on the prices they receive. 

h) When an Equalisation Fund Levy is implemented to stabilise the fuel price to the consumer it will also be applicable to the blended products and should be taken into account in the Equalisation Fund for biofuels. 

i) A more representative Task Team with representation from the major role players in the biofuels industry should be appointed to evaluate the comments made with regard to the Draft Biofuels Strategy and should not be led by the Department of Minerals and Energy. A revised strategy should again be released for comments before further recommendations are made to the Cabinet in May this year.

j) The government should establish a statutory body such as the National Biodiesel Board in the USA and the European Biodiesel Board in Europe to monitor and evaluate the recommended policy measures and to consider and advice on any changes required in policies, targets or implementation strategies.
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