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Attendees of the Biofuels Sales Obligation meeting with David Parker on 13 September 2006

 ASK  Author "Who is it from?" \d "Your name"  \* MERGEFORMAT Leah Murphy

 ASK  JobTitle "What is your job title?" \d "Your title"  \* MERGEFORMAT Enabling Biofuels Project Manager

 ASK  Email "What is your email address? (Do not include @transport.govt.nz)" \d j.bloggs  \* MERGEFORMAT l.murphy

 ASK  SenderDDI "What is your direct dial phone number?" \d "+64 4 472 1253"  \* MERGEFORMAT +64 4 439 9399

 ASK  Copy "Who is receiving a copy?" \d "Jane Smith"  \* MERGEFORMAT Jade Wikeria, Bruce Donaldson, Shelly Tucker

 ASK  GroupManager "Please enter the Group Manager who will approve this memo. If this memo is not going to the Secretary or written by a Group Manager, type \"Not Applicable\"" \d "Not Applicable"  \* MERGEFORMAT David CrawfordUpdate on Enabling Biofuels work programmeTo: 
Attendees of the Industry and Consumer Group meeting held on 21 September 2006 
From: 
Leah Murphy, Ministry of Transport 
CC: 

Date: 
       27 September 2006
	MEMORANDUM


Subject: 
Industry and Consumer Group Meeting 10am to 12pm, 21 September 2006

Agenda – and who said what and when

10.00 
Setting the scene 



David Crawford 

10.10 
Where are we up to now/where heading?
Leah Murphy

           
A Snap Shot – Biofuels Sales Obligation 

            Rationale for proposed obligation levels 
Liz Yeaman 

10.50 
Discussion groups



Liz Yeaman, Leah Murphy, Alison                            








Jappenin, Karen Birkinshaw, Debbie Buck, 








Hahn Le

 11.10 
Feedback from discussion groups 

Leah Murphy/Liz Yeaman

 11.20 
Brainstorm: topics you want to discuss
Leah Murphy/Liz Yeaman 

(refer attendees to list of questions)

 11.30 
Discuss items on brainstorm list

Leah Murphy 

 11.55  Concluding remarks 



Leah Murphy

 12.00 
Finish

Power point presentation by David Crawford, Leah Murphy and Liz Yeaman

Available on Ministry of Transport website page:  http://www.transport.govt.nz/biofuels-sales-obligation-discussion-document-2/
Discussion group questions and feedback

The attendees were split up into 4 groups to discuss the four questions noted below.  The list of comments is the feedback provided by the discussion groups - key points of their discussion.  The points are simply a record of points raised by participants and do not reflect the views of the government.  No individuals or organisations have been identified in these notes.  

1. Obligation levels – about right and why, or should they be higher or lower?

a) Push out timeframe to give time for voluntary trials re. vehicle fleet and legislative certainty. Obligation would still apply – but the 2 years deferment would go to 4 years deferment.

b) More comfortable if there is an allowance for force majeure made in the legislation.

c) Need certainty about feedstock availability for biofuel manufacture.
Highlights of discussion:

· Overseas, subsidies are offered to get the system up and running.

· Consumers don’t want to pay more for biofuels.

· The current scheme has lots of variables.

· So price may increase at the pump, but will biofuels bring cheaper fuel?

· Viability in rural areas?

· Stick and carrot process – In NZ, big stick and small carrot.

2. Separate obligation for biodiesel and bioethanol?

a) Not separate– goal is that biofuels get used, should not matter which ones

b) The more goals are dictated, the less opportunity there is for innovation.

c) If there were to be separate obligations, how would the level be logically decided? 50/50, resource availability, excise, infrastructure…?

Highlights of discussion:

· The targets are based on feedstocks – if we had higher targets we would get more feedstocks.

· Oil companies will only do something different if there was a business case for it or if government requires it.  Business case is not clear i.e. does not make economic sense – need to look at overall costs – feedstock, manufacturing, infrastructure.

· Should be a general obligation [rather than separate obligations] to take account of different oil company infrastructure – flexibility suits oil companies – reality.

· If separate there were obligations, get distortions, arbitrage.

· Would struggle to make case for separate targets, especially if one fuel less economic than another.

· We are still likely to see both bioethanol and biodiesel in the market.  Can see sale of high level blends to captive fleets or low level to wider fuels.

· Flex fuel vehicles can use E85.  Need an obligation on the motor industry for flex fuel vehicles to match the obligation for the oil companies in the future?

· Must take into account motor industry views.

· Imported 2nd hand cars from Japan are being used in Queensland on E10 – only issue is fuel filter change after first few fills.

3. Financial incentive for biodiesel?

a) Conservative estimates of the tallow supply chain in respect of costs for tallow, revenue streams for Glycerol and distribution costs etc – is it really a reality that biodiesel is an economic activity with out any support?

b) Thinks that biodiesel should have an incentive – to even it up with bioethanol disparity (which has an exemption from excise until 2012).

c) How would an incentive work, i.e. would some fuel tax or RUC be recycled?  Or would it be based on greenhouse gas reductions?

d) If provided, it would give longer term certainty to biodiesel producers.

4. Potential for price increases or price reductions to arise and be passed on to consumers?

a) Biofuels have received subsidies around the world – why is it different here – think that biofuels will be more expensive than petroleum fuels.

b) Question reality of biodiesel being economic to produce.

c) Companies are likely to cross subsidise across fuels, i.e. increase costs of other fuels to compensate for costs of biofuels.

d) Should be wary of how government subsidies are set up.  Farmers in the US are dependant on subsidies.
e) The public have not been asked if they are willing to pay more for biofuels.

Highlights of discussion:

· Current picture means that production of biodiesel is economic but not for bioethanol just now. With increased demand, price goes up, but who gets the benefit? Outside influence can affect the price. The passing on of the price benefit could be one of four scenarios:

· Tallow producer

· Manufacturers

· Oil company 

· Consumer

· Tallow and ethanol prices are set internationally, glycerol prices are sliding down. These are not open-ended markets, but are traded commodities.

· Challenging the tallow pricing assumption that leads to a conclusion that the production of biodiesel is economic when the price per barrel of crude oil is below US $45 to 50. As more comes on stream the price goes up.

· Amazed by the manufacturing processes and introduction of biodiesel around the world – this has been needed.

· Never seen a renewable fuel generate an increased cost in the market.  Market penetration expected at the same or a reduced price.  

· Low lead and low sulphur diesels has affected farm vehicles, such as tractors and combine harvesters, particularly those purchased in the 1970s. The US is sowing GE corn and soybeans for the fuel with $18 billion subsidy, which is more than wheat. This process uses more water and may cost more in energy than the energy it produces.

Brainstorm session – purpose was for attendees to identify key issues presented by the proposed biofuels sales obligation

1. Vehicle compatibility: it is crucial to get independent information to consumers.

2. Penalty rate at $60 million per petajoule – this is difficult for New Zealand from an overseas investment perspective.  Is this fair and equitable?

3. Question the statement made in the discussion document that second generation biofuel technology and resultant fuels may not be available by 2012; some may be available before 2012.  Such a view may limit investment in these fuels.  

4. Some second generation biofuels such as biobutanol and H-Bio (tallow or other biological feedstock mixed with crude oil in a refinery and in some cases 85-90% renewable) may be more vehicle friendly than current biofuels.  

5. There needs to be a clear distinction between second generation technologies and fuels, many of which are not likely to be in use until 2020.

6. Need to consider the energy and greenhouse gas emissions balance of different biofuels (i.e. including the extent of renewable energy used).

7. What about the seasonal supply of tallow.

8. Note that the consultants reports were based on a scenario where B5 is widely sold, it may be appropriate to also consider niche sales of B20 especially for example for buses in cities.

9. Do not agree with costs given in the consultants reports for small to medium-scale biodiesel facilities – believe that they are actually 3 to 6 times lower.

10. The discussion document does not give an impression of a long-term vision for biofuels.

11. Also need to consider ways to achieve efficiencies in the transport sector and changes in driving habits.

12. Product promotion – use penalty revenue for projects or payments that incentivise biofuels.  Note the UK buyout scheme is a good model (firms who do not meet the biofuels target pay a fee to a buyout fund that is then paid out to firms who do meet the obligation).

13. Is B20 good for buses (in cities) – need more info for bus companies.

14. Diesel injection – concerns about quality of biofuels from manufacturers.  Need to ensure that higher blend biodiesel meet the specifications.

15. Vehicle manufacturers are becoming more conservative – recommending lower biodiesel blends.

16. European countries are identifying ecological issues associated with transitional land use, penetration of biofuels in Europe low (0.6 – 5%), and already moving to other types of fuel technologies while NZ still considering biofuels.

17. Need to be wary about results from engine testing when the quality of the biofuels used may not be certain.

18. Fuel quality crucial; need to have trials.  A quality monitoring regime by government is very important.

19. Possible European introduction of B10 soon.  German vehicle manufacturers all support B10.

20. 6 buses in Auckland have been running vehicles on B20 from tallow for over 2 years. Now starting trials in Christchurch.

21. A new land cruiser, which has gone 56,000 kms and has been used year round  and is based in Christchurch has been using on B20 from tallow with no problems. Instead of the fuel filter needing replacement at 20,000 km, it goes until 26,000. 

22. Earthrace is using B100 made from tallow (30,000 litres have been supplied).

Leah Murphy
Enabling Biofuels Project Manager
DDI:  +64 4 439 9399
Email:  l.murphy@transport.govt.nz
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