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Last week  I gave the basics on Bio-Fuels and promised I would give you an Insiders Report on “if the governments are listening”  They heard the message, but the verdict is still out.  

While the oil industry has recently experienced a short term downward price correction, industry predicts

that gasoline prices will continue to rise over the long term. Canada must aggressively develop its

domestic bio-fuels industry to ensure a North American and global leadership position. Canada has

enormous acreage available for corn, wheat, canola and biomass production, excellent transportation

and energy infrastructures, and a strong manufacturing skill set.

A solid foundation is required to create the proper incentives and mandates that will foster an industry in Canada capable of becoming a global leader in renewable fuels. 

The federal government is thinking of mandating a 5% ethanol in fuels by 2010 and 2% biodiesel by 2012.  In fact,  you can look for funding in the upcoming budget for bio-fuels.  Alberta's Minister of Finance, Honourable Lyle Oberg is also making room for the next boom.

President Bush in his recent Address committed to 35 Billion Barrels of Renewable Fuels by 2017 and Europe is mandating 20% Renewable content in their fuels within mere years.  If Canada does not move aggressively we will just be exporters of feedstock and importers of the finished fuel.

The Progressive Group for Independent Business (PGIB) Energy Committee believes that the following levels must be achieved if the Canadian renewable fuel industry is to have even a chance of success:

· 10% ethanol by 2010

·  5% biodiesel by 2010

· $0.30/litre production payment made to biodiesel producers by the Federal Government

· $0.10/litre production payment made to ethanol producers by the Federal Government

· $0.14/litre production payment made to producers by the Provincial Government

The existing Federal Excise Tax Exemption pays a tax credit of 10¢ per litre for ethanol blended in Canada and a 4¢ per litre tax exemption for bio-diesel. This is a stupid policy, at best. The exemption is designed for  blenders; producers have to negotiate a price increase directly with the blender to recapture all or some of the exemption. The exemption should be a production payment to go directly to producers to give them (and their investors) revenue certainty, which will promote the addition of new production in Canada. These payments must go hand-in-hand with government mandates requiring the use of ethanol and bio-diesel in fuel. Government's should enter into 5 year contracts with facilities. If there is nothing produced there would be no cost and the contracts would end 5 years after start up.

Those that say government funds should not be invested into this industry forget that Oil & Gas received start up monies and still do take regular visits to the public trough.  Jurisdictions in the US have the ability to offer tax abatements. Also, many US states have the ability to offer low interest rate industrial bonds. The inclusion of these government based industrial bonds in a US project’s financing provides great incentive to private equity and debt groups to consider investing in ethanol and biodiesel plants. 

Capital grants, a strong federal mandate and production credits from both the federal and provincial governments will result in an industry that will reduce the price of fuel at the pump, allow export of our Oil & Gas, allow Canada to meet environmental objectives, will allow stability to farmers and will end subsidies.

Until next week.
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