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Minutes of Evidence

TAKEN BEFORE THE SELECT COMMITTEE ON THE EUROPEAN UNION
(SUB-COMMITTEE D)

WEDNESDAY 7 JUNE 2006
Present Cameron of Dillington, L Palmer, L
Haskins, L Renton of Mount Harry, L (Chairman)
Livsey of Talgarth, L. Sewel, L

Memorandum by the Embassy of Sweden

BIOFUEL TARGETS

1. Since the EU biofuels directive was adopted, what progress has Sweden made in meeting its target?

Swedish National Target for 2005

The Swedish Parliament has, through its decision on the 2005 budget (prop.2004-05:1, utg.omr 21, report
2004-05:NU3, rskr. 2004-05:120) set the indicative target for the use of biofuels and other renewable fuels
in Sweden.

As from 2005, these fuels must make up at least 3 per cent of total petrol and diesel consumption for transport
operations, calculated on the basis of energy content.

The target for 2010 has been set to 5.75 per cent, in accordance with the reference value of the Biofuels
Directive.

Outcome

There was an interest in biofuels in Sweden long before the Biofuels Directive.

For instance, the Stockholm local transport company (SL) started introducing an ethanol bus fleet in the
late 1980s.

In 1998, the share of biofuels, calculated on the basis of energy content, was already about 0.3 per cent.
In 2003, the share was about 1.3 per cent.

The Swedish national indicative target for 2005 was 3 per cent. This was not reached, mainly due to the
limitations of blending ethanol into petrol of the EU Directive on the Quality of Petrol and Diesel. The share
of biofuels for 2005 was 2.3 per cent, and thus higher than the EU reference value of 2 per cent.

The introduction of biofuels since 1998 can be seen in the diagram below.
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2. Has the EU biofuels directive proven to be an effective policy tool in stimulating consumption of biofuel?

The Biofuels Directive itself has not provided any instruments or measures to introduce biofuels other than
the reference values.

The national policies and measures, mainly the Tax strategy for alternative fuels, have played an important
part, but many of these instruments were already underway due to domestic political initiatives.

3. Has the rate of biofuel consumption increased more substantially since the adoption of the EU biofuels directive?

See diagram above. The trend of increasing use seems to have started earlier than the adoption of the directive,
but has continued with significant increases in 2004 and 2005.

4. The Swedish Government has set a target of 5.75 per cent for 2010 biofuels consumption, will further policy measures
be necessary to meet this target?

Further measures will be necessary. The main barrier for easy and quick achievement of the 5.75 per cent target
is the limitation of a maximum of 5 per cent per volume of ethanol in petrol. This corresponds to only about
3.3 per cent per energy content.

To achieve a higher energy share of the petrol type of fuels, the increase of this limit to 10 per cent would be
the easiest. This is the subject of a current review by the European Commission. If this limit cannot be
increased, the introduction of 5.75 per cent bioenergy into the petrol stream would depend on either pure
biofuel vehicles, like so called FFV cars, or the further processing of biofuels into ETBE etc.

The introduction of FFVs s rapid in Sweden and a lot of interest is shown for the Ford Focus FFV, the SAAB
9-5 Biopower and the Volvo S4/V50 FFV models. However, even though the sales of these models are
increasing rapidly, it will take a long time to make an impact on the composition of the total car fleet, and the
rate of introduction of E85 is slower than the introduction of low-level blend petrol.

The break in trend can be clearly seen in the diagram above. The limit of 5 per cent ethanol in all petrol was
reached between 2004 and 2005.

The diesel stream has seen less increase of biofuels. FAME-type biodiesel fuels have not yet made a large
impact in Sweden. The domestic potential for producing RME is rather limited. Relevant government
agencies like the Swedish Energy Agency, the National Road Administration and the Swedish EPA, also tend
to view the well to wheel properties of RME as somewhat less than optimal.

Even so, even if 5 per cent RME were to be blended in all diesel, and 5 per cent ethanol in all petrol, this would
fall significantly short of the 5.75 per cent target, and require an exceptionally fast market introduction of
FFVs and other dedicated vehicles.
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5. What financial instruments or incentives have proven to be most effective in meeting Sweden’s national targets for
biofuel market share?

The main financial instrument to promote the use of biofuels in Sweden is the tax strategy for alternative fuels
that was introduced in the Governments budget bill for the year 2002. The strategy was adjusted in accordance
with the budget bill for 2004 so that COz-neutral fuels are exempt from both CO: tax and energy tax with effect
from 2004 as part of a five-year programme.

The tax strategy was recently notified with the Commission.

Recently, legislation has been introduced that require large filling stations to provide a biofuel alternative, and
this has been enacted. Coupled to this legislation, an investment subsidy for those that choose to provide
biogas has been introduced. The motivation is that the infrastructure of providing a gaseous fuel is much more
expensive than the liquid options, ie E85 or RME.

A number of other incentives have also been introduced; see the appended reports from Sweden to the
Commission on the Biofuels directive.

BIOoFUEL OBLIGATIONS

6. To what extent has the imposition of biofuel obligations by the Swedish Government reduced the domestic biofuel
ndustry’s need for fiscal support?

Biofuel obligations or quotas have not been introduced in Sweden, although an official inquiry has been
carried out on the possibilities of using so called tradeable green certificates to promote biofuels. Such a
scheme of tradeable certificates is currently in use for the promotion of new renewable electricity. The results
so far are encouraging.

ProbpucTION OF BIOFUEL

The current use of different biofuels are shown in the diagram below.

The production of biogas and RME is domestic, while the majority of the bioethanol is imported, from Brazil
and from the EU.

Currently, domestic production of bioethanol is only about 20 per cent of the total bioethanol used in the
various forms.
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7. What is the comparative cost of producing (a) biodiesel and (b) bioethanol in Sweden and which has the greatest
potential for increased production?

(a) Biodiesel

The production of RME is mainly domestic. The costs are probably slightly higher than the European average
due to the somewhat colder climate.

The domestic production of Biodiesel I set to increase shortly, since there are plans for investments in new
plants. The overall potential for domestic production of RME is however somewhat limited.

An official government inquiry presented its report in December 2004, entitled “The Introduction of
Renewable Transport Fuels” (SOU 2004:133). In this, the potential for the domestic production of various
biofuels were listed. The estimates were based on data from the stakeholders concerned.

The potential for the production of RME is given as about 1 TWh by 2010, and was not expected to increase
in 2020 or 2030. An energy content of 1 TWh corresponds roughly to 1.25 per cent of the energy currently used
for transport in the form of diesel and petrol.

(b) Bioethanol

The production cost of bioethanol from grain is likewise estimated to be slightly higher than the European
average. In the background documents for the notification of the Swedish tax strategy , the cost for domestic
production of bioethanol for use in 5 per cent blend in petrol (E05) was given as 5.25 SEK per litre. That
correspond to about 55 Eurocents per litre.

The domestic production of bioethanol is set to increase substantially, as several large investments are
considered.

Still, the potential for the traditional production of ethanol from grain is fairly limited. The report SOU
2004:133 gives the potential in 2010 as 1.2 TWh, and the long term potential as 2.1 TWh.

There are, however, expectations of a substantial potential of production of bioethanol from cellulosic raw
materials (forestry residues etc) through second generation processes.

This potential is estimated to make limited contributions in 2010, but in 2020 and 2030, it is expected to be
possible to produce about 8 and 14 TWh of bioethanol in this way.

(c) Biogas

The third biofuel used currently in Sweden is biogas, upgraded to natural gas quality and used as transport
fuel.

Biogas is expected to have a potential of about 1 TWh in 2010, and 3.6 TWh in 2020.

(d) Other fuels

The main potential for domestic production of biofuels are to be found in the second generation processes,
mainly through the gasification of biomass, waste of black liquor, and the production of DME, Fisher-
Tropsch fuels, methanol of renewable synthetic natural gas (methane).

The total potentials of the different fuels as estimated in the report SOU 2004:133 are given in the diagram
below.
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According to these estimates, domestic production could conceivably be as high as 50 TWh by 2030;
corresponding to more than 60 per cent of the current use of diesel and petrol. To this should be added the
imported fuels.

On the other hand, these estimates are for the potential, and are not predictions for the future. In order to be
realised, a number of conditions must be fulfilled, ie the successful outcome of RD&D projects, the availability
of capital for investments, stable long term conditions for the introduction of biofuels, etc.

The cost of these alternatives are very difficult to estimate. They may be expected to be high in the beginning,
as many of the early plants will have to be of pilot and demonstration character.

As experience is gained, however, the costs of the second generation fuels are expected to become lower than
the current processes. How long a time such a process might take is of course very uncertain.

8. What steps has Sweden taken in research and development to reduce the production costs of biofuels?

Sweden has for sometime invested considerable resources in RD&D to develop so called second generation
biofuels.

A main focus has been the development of processes to produce ethanol from cellulosic raw material like
forestry residues. A pilot plan was inaugurated in Ornskoldsvik in 2004. Industrial stakeholders currently
consider plans for investments in full scale production plants.

Another main focus is RD&D on gasification of biomass and waste to produce a number of different biofuels
from the resulting synthesis gas.

A major R&D effort is centred on the former biomass IGCC plant in Vdrnamo. The research at this Vixjo
Virnamo Biomass Gasification Centre (VVBGC) is supported by both national funding and by the EU
Framework Programme 6. The project is called CHRISGAS—Clean Hydrogen RIch Synthesis Gas.

Another effort is focused on the gasification of black liquor from paper production. A demonstration plant,
the DP-1, for black liquor gasification was inaugurated in Pited in northern Sweden on 23 February 2005.

A further line of study concerns the production of biogas and the subsequent upgrading to natural gas quality.
Upgraded biogas is available as a transport fuel already today, and can be used in the same type of cars and
vehicles that are made for running on natural gas.
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Biofuels studied include SNG (synthetic renewable methane) and biogas, ethanol from cellulose, methanol,
DiMethylEther (DME) and Fischer-Tropsch diesel of petrol.

Biorefineries or multigeneration production plants are generally envisaged.

TRADE IN BIOFUEL

9. From which EU Member States does Sweden import the greatest volume of biofuel and why?

The import has mainly been from Brazil in the past. Due to a recent change in the customs payable for imports
from Brazil, however, the interest in European ethanol has increased.

In 2004, imports of bioethanol were mainly from Brazil, but also from France, Spain and Italy.

The reason is a high demand and limited domestic production, as well as the lower price of the Brazilian
bioethanol compared to domestic and European supply. Also, the well-to-wheel properties of tropical sugar
cane based bioethanol are very good compared to average European production.

10. What impact has imported biofuel had on domestic Swedish production?

During the notification of the Swedish tax strategy for alternative fuels, it was noted that a general tax
exemption for all biofuels would lead to a significant over-subsidisation of Brazilian imports.

This situation would have made it very hard for domestic and European production to compete. To avoid this,
a requirement was introduced in November 2005 so that ethanol from outside the EU, in order to qualify for
the tax exemptions when used as a transport fuel, must have been imported as undenaturated ethanol, paying
a customs duty of 0.192 euro. With this duty on the imports, the cost is more on par with that of the domestic
production, and interest in building new capacity increased. The change was also crucial for the EU decision
to approve the tax strategy.

11. To what extent has the rising price of crude oil influenced the Swedish government’s decision to invest in biofuels?

The volatile and high crude oil prices has been an important reason for the Swedish Governments new target
of breaking Sweden’s dependence of oil and other fossil fuels by 2020.

TEcCHNICAL BARRIERS

12. Avre there climatic conditions particular to Sweden that have acted as barriers to the introduction of biofuel into
national fuel markets? If so, how have they been overcome?
The cold climate may be a barrier to the use of biofuels due to problems of starting in very low temperatures.

Some owners of FFV cars may tend to use more petrol in wintertime to make sure the car starts. So far, such
barriers have not been seen as particularly important.

LooOKING AHEAD

13. Should the European Union take further action to promote biofuel production, and, if so, what action is required?

The Communication from the Commission [SEC(2006) 142] “An EU Strategy for Biofuels” outlines a number
of possibilities that should be considered.

Sweden has stressed the importance of a long term strategy for the introduction of biofuels. Among the more
important would be promotion of new and better production processes and second generation biofuels, and
policies and measures to promote specifically those biofuel options that are cost and resource efficient and give
optimal reduction in GHG emissions.

5 June 2006
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Examination of Witness

Witness: MR MARTIN RaHM, First Secretary, Economic and European Affairs—Embassy of Sweden, examined.

Q1 Chairman: Good morning, Mr Rahm. We are
very pleased to see you. We have a note that Miss
Louise Bonbeck is also coming. Is Miss Bonbeck
with you?

Mr Rahm: Unfortunately, she is not able to come.
I am replacing her.

Q2 Chairman: Thank you very much for coming.
As you know, we have just started on the inquiry
into EU targets for biofuels and we are very pleased
that you have come to talk to us today. I should
advise you that what we are saying will be on our
website, so it will be available to the public. We will
send you draft minutes at the end and, if there is
anything that you wish to correct, you have an
opportunity to do so. May I begin by apologising
because I know that you very kindly sent us a paper,
but we have only just received it and I for one have
not had time to read it. I do apologise for that.
Therefore, if some of our questions have already
been answered in your written paper, you must
forgive us. Is there anything that you would like to
say by way of a statement before we begin the
questions?

Mr Rahm: Thank you very much for inviting me
here. I am particularly glad to be here before 20
June when England and Sweden meet in the World
Cup! It is really a privilege to be here and we are
also very glad in Sweden that the UK Government
and Parliament take such an interest in the biofuels
issue. As you know, it is a key priority for the
Swedish Government and it is part of the Swedish
Government’s ultimate goal of trying to decrease
our dependency on fossil fuels. That is very
important for us. I am of course happy to answer
any of your questions. I did not have time to send
a few notes about myself but I should mention that
I am First Secretary at the Embassy and I deal with
EU issues and economic matters. However, I am not
a specialist on biofuels and, if there are any
questions that I am unable to answer, I would be
happy to check them out and come back to you. We
are very open to providing you with all the
information that you want.

Q3 Chairman: That is extremely kind of you and
we fully understand the comment about not being
an expert in biofuels. A number of other people in
the room today will feel the same, I think. You set
yourselves a 2005 target of three per cent for total
petrol and diesel consumption biofuel based on
energy content. What progress has been made so far
in reaching that target?

Mr Rahm: You rightly point out the three per cent
target that we had; it was actually in our 2005
Budget Statement. We have not quite reached the
target. The figure I have for 2005 is 2.3 per cent,
which is still higher than the reference value that is
in the directive but it is not quite at three per cent.
The main reason for that at the moment is that there
are limitations on how much ethanol you can blend
into petrol and that relates to another EU Directive
called the Directive on the Quality of Petrol and
Diesel. That is the main reason as we see it for not
having reached the target.

Q4 Chairman: Do you think that the EU Biofuels
Directive has had much influence on you or would
you have done what you have done in any case? Has
it had any influence on stimulating the consumption
of biofuels in your country?

Mr Rahm: 1t is a little hard to tell. The directive
itself has not really provided any new instruments,
or measures for that matter. We have the reference
value of two per cent, which gives you an indication
of where we are heading. Apart from that, it has
mainly been national policies that we have pursued,
in particular the tax strategy that we have in Sweden
for promoting alternative fuels. That is all I can say
about that.

Chairman: We will come back to the question of tax
strategy in a moment.

Q5 Lord Palmer: Has the rate of biofuel
consumption increased more substantially since the
adoption of the EU Biofuel Directive?

Mr Rahm: There is an increasing trend of use. The
increase appears to have started earlier than the
adoption of the directive, but it has continued also
in significant increases in 2004 and 2005.

Q6 Lord Palmer: Looking at your target in 2010 of
5.75 per cent, do you think that further policy
measures are necessary in order to meet this target
or are you quite confident that by then you will be
on target?

Mr Rahm: No. I think that there definitely need to
be further measures. I come back here to what I said
before about the limitation of a maximum of five
per cent of ethanol in petrol, the way you blend
petrol with ethanol. We are of the opinion that this
limit needs to be increased to, say, 10 per cent. That
would be really helpful to reach the target, which is,
as you rightly mentioned, quite ambitious: 5.75 per
cent for 2010. This is currently under review by the
European Commission. If that is not possible, we
would have to look at other measures, but that
would be the main measure as I understand it.
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Q7 Lord Haskins: Not surprisingly, Sweden has a
formidable range of tax regulations in order to deal
with these matters which are much more impressive
and more widespread than in this country. What are
the financial instruments or incentives which have
proved most effective in encouraging enabling the
country to meet its biofuel targets? Which are the
ones that really matter?

Mr Rahm: As you rightly point out, we have some
tax incentives. They are all in what we call a tax
strategy for alternative fuels that was introduced in
2002 in which CO: neutral fuels are exempt from
both CO» tax and energy tax. This took effect in
2004 and is a five-year programme and I presume
that there will be an evaluation after that period.
That is the main tax incentive. There has also been
some legislation introduced which requires large
petrol stations to provide a biofuel alternative.
There are also investment subsidies for those who
want to invest in such biofuel stations and the
reason for that is that this kind of infrastructure is
more expensive than the normal petrol one.

Q8 Lord Haskins: You say that 75 per cent of all
vehicles purchased have to be environmentally
friendly, but what does that mean? What is the
definition of being environmentally friendly? Does
that mean no four-by-fours?

Mr Rahm: 1 will probably have to come back to you
on the definition of environmentally friendly. I guess
that it is at least using either this blended petrol. It
is the ideal solution to have vehicles that are purely
run on biofuel although there is still probably a long
way to go. I would say that that is the definition.

Q9 Lord Haskins: And then, intriguingly, they
reduced insurance premiums. How does the State
become involved in establishing reduced insurance
premiums?

Mr Rahm: 1 would not know the details of that, I
am afraid, but I would say that generally in Sweden
it is a combined effort from the Government and the
private sector.

Q10 Lord Haskins: 1 think that is the real issue. The
private sector is much more pro-active in Sweden on
these issues than it is here.

Mr Rahm: 1 would not like to comment on that but
it is fair to say that the private sector in Sweden is
on board, so to speak. They are very active in this
field and, as you might know, I think it is also in
the material here that the major car manufacturers
are involved in trying to produce these flexible fuel
vehicles, FFVs, which has been fairly successful.
Obviously they see potential business opportunities
here for the future, so I think that is why they are
involved. It is a combined effort.

Q11 Lord Sewel: Could we have a look at the
production costs and the comparative cost of
producing biodiesel and bioethanol in Sweden and
query which has the greater potential for increase in
production when you look at the total cost structure
and also the opportunities for physically producing.
Mr Rahm: That is of course a very important issue.
If we start with biodiesel, the judgment at the
moment seems to be that the overall potential for
domestic production of biodiesel is somewhat
limited. There is an estimate that maybe 1.25 per
cent of the energy currently used for transport in the
form of diesel and petrol could be replaced by
biodiesel but that is quite far in the future.

Q12 Chairman: Do you have any idea—and I will
understand if you say you do not—how that target
is arrived at?

Mr Rahm: 1 think there have been some
investigations into this and serious efforts made at
trying to reach an estimate. There was an official
Government inquiry in 2004 which contained a lot
of data and estimates and I am sure that this
information could be forwarded to you if it is not
already in some of the documents that were sent.
There has been a serious effort to do this estimate.
Chairman: On that basis, if it is not in this
document, it would be very helpful for us to have an
estimate of targets both on bioethanol and biodiesel.

Q13 Lord Sewel: My underlying concern here is the
extent to which a policy based on targets is itself
price sensitive. In deciding what level of target you
ultimately wish to see, are you taking account of the
cost implications of getting to that target or do you
start from your original position of saying, “This is
part of a policy of reducing our dependency on fossil
fuels” and almost saying, “No matter what the
price, no matter what the cost is, we are going to
get our dependency down” or do you basically say,
“If bioethanol and biodiesel are going to cost the
earth and are not going to be price competitive, then
we are going to have low targets”?

Mr Rahm: Tt is probably fair to say that we have
set fairly ambitious targets but, in doing so and in
particular when we implement it, we have absolutely
considered the issues of costs. We have a big
industry and also consumers that depend on fuel, so
of course this is something that we have to take into
account absolutely. I guess it is striking the balance,
which the Government have tried to do but it is
probably an ongoing process. If T just look at
bioethanol, the production cost there is slightly
higher in Sweden than the European average and
corresponds to 55 euro cents per litre. This domestic
production is set to increase substantially and there
are also large investments in this area which are
considered, but we are taking the costs and the
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consequences for industry and consumers into
account.

Q14 Lord Sewel: Are you trying to get the incentive
right by using a tax regime?

Mr Rahm: Yes. There are some tax incentives,
mainly the one I mentioned where fuels that area
CO2 neutral do get exempt from both the energy tax
and other taxes.

Q15 Lord Sewel: Of course, if you are too
successful, you decrease the amount of income
coming in for public expenditure.

Mr Rahm: 1 do not have any details of that. It is a
fair point but I think that it is taken into account.

Q16 Chairman: What is the current production
availability domestically within Sweden of the
bioethanol and biodiesel? T expect that is in your
paper but I have not found it yet. What is the
current production within Sweden?

Mr Rahm: We import quite a lot. The domestic
production is only 20 per cent.

Q17 Chairman: Twenty per cent of what you are
using?

Mr Rahm: Of the total bioethanol, yes. That is
mainly on the bioethanol but that is the major
source. It is imported from Brazil which is the main
market, but also France, Italy and Spain.

Q18 Chairman: The Specialist Adviser, Mr Clery,
has a question: was your 20 per cent total of biofuel
or just of petrol?

Mr Rahm: The domestic production of bioethanol
is only 20 per cent of the total bioethanol use, so
that is focused only on bioethanol.

Q19 Lord Livsey of Talgarth: What steps have
Sweden taken in research and development to
reduce the production costs of biofuels? I have read
your submission here. You talk about producing
ethanol from cellulose raw material like forestry
residues. Have you done an economic assessment of
that or is that too early a question to ask?

Mr Rahm: There have been some estimates. We talk
about the substantial potential of production of
bioethanol from, for example, forestry residues and
so on. It is through what we call second-generation
processes. Some of these estimates point to saying
that it would be conceivable for more than 60 per
cent of the use of diesel and petrol to be done in this
way with biofuels, but these are of course
preliminary estimates, not predictions, and we
would need to do much more of the kind of research
and development that we are doing at the moment
for example in Vaxjo where there is a biomass
gasification sector. There is huge potential and of

course, as a country, we are probably well suited
given our forestry industry and all. This is
something that we are looking into but it is still very
preliminary.

Q20 Lord Livsey of Talgarth: So, you do not see
ethanol yet competing with IKEA for forestry
products?

Myr Rahm: No.

Q21 Lord Livsey of Talgarth: The production of
biomass gasification looks very interesting and also
clean hydrogen and synthesis gas. Do you happen
to know if there is a very high percentage
production of hydrogen from that process?

Mr Rahm: 1 would not know the details but I can
certainly find out more. Are you referring to the
CRIS gas?

Q22 Lord Livsey of Talgarth: Yes.
Mr Rahm: That is the centre in Vaxjo?

Q23 Lord Livsey of Talgarth: Yes.

Mr Rahm: 1 will certainly see if I can get more
information about that.

Lord Livsey of Talgarth: If that is possible, it would
certainly be useful to have that information.

Q24 Lord Palmer: How big is your conventional oil
business in Sweden or do you really have to import
everything?
Mr Rahm: We do not have any domestic oil
production.

Q25 Lord Palmer: So, all oil is imported?

Mr Rahm: Yes, more or less. For electricity
generation we have hydropower plants and
nuclear plants.

Q26 Chairman: Perhaps that really takes us to the
crude nub of the matter that with the rate of the
rising price of crude oil, the more reason there is to
invest in biofuels. Does the Swedish Government
have a long-term policy about that in terms of
saying, “If the oil price is going to be at $75 a barrel,
that is a very great reason for us to increase our
biofuels production”?

Mr Rahm: 1t is certainly right to say that the recent
volatility in these markets is a reason for the
Government to set up new targets and try to break
Sweden’s dependency on fossil fuels. Yes, absolutely
so, but there is also a fairly recent commission that
was appointed by the Prime Minister to really look
into these issues. If I translate it directly from
Swedish, it is called the Oil Commission.
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Q27 Chairman: Has it reported yet?

Mr Rahm: Not as far as I am aware, no, but I could
certainly find out a little more about that as it might
be of interest.

Q28 Chairman: 1 think it would be very helpful if
you could.

Mr Rahm: It deals with more than just the biofuels,
it deals with the whole issue of energy.

Lord Haskins: It seems to me that Sweden has two
things running for it that the UK does not have: (a)
it is completely dependent on imports of oil and we
are increasingly going in that direction; (b) in the
hinterland, the potential for biomass which would
be lacking in the UK. Therefore, you could argue
that there are greater incentives for the Swedish
Government to get on with this than the British
Government.

Q29 Lord Cameron of Dillington: 1 am really going
on from that and dealing with the technical barriers
which I see from the written answer you have chosen
to answer in terms of the consumer saying that
sometimes the biofuel makes the cars harder to start
in the morning in cold weather. I was much more
interested in the production because we have not yet
got to second-generation lignocellulose production
of bioethanol which obviously would be extremely
helpful in Sweden with your forest by-products.
You said that, in terms of biodiesel, your
production is going to be very small. In terms of
bioethanol, at the moment you think you can
produce 20 per cent. Do you have the potential to
produce more or are you going to continue to rely
on imports shipping all the way from Brazil using
land that had jungle on it? There is an
environmental balance that has to be achieved here.
Mr Rahm: No, absolutely. The goal is to increase
the domestic production and to decrease the reliance
on the imports.

Q30 Lord Cameron of Dillington: What is the crop
that you might be growing that would help? Would
it be wheat mostly?

Mr Rahm: 1 guess so but I am not 100 per cent sure
on which crop, actually. As I mentioned earlier, we
are putting a lot of effort into developing the
production facilities and to also, in a way, break the
dependency on imports. I would say that there are
already some arrangements to do with Customs
duties on when you import this raw material from
Brazil, for example. It is now more in line with what
domestic production would cost and also imports
from other EU countries. Perhaps one could say
that it is more of a level playing field and that should
be of help as well. It is a process but we are also
trying to improve the production facilities and we

can see that there is huge potential there. I think I
mentioned that there was 60 per cent—

Q31 Lord Cameron of Dillington: 1If you get the
second generation.

Mr Rahm: Yes, it all depends on that. We are
definitely not there yet.

Q32 Lord Livsey of Talgarth: You have given an
extremely interesting answer to question 10, which
is a question I was allocated, as to the tax system
as to how you actually discourage through Customs
duty 0.192 euro on imports of undenatured ethanol
which is apparently on a par with domestic
production and you have an EU decision that
actually approves of that. Are people happy in
Sweden with that outcome and is it going to make
a big difference to you?

Mr Rahm: Three was a lot of discussion in the
relevant council committee dealing with this and of
course it is a sensitive issue because there is mainly
one big Swedish producer that imports a lot of this
material from Brazil, but I think the solution that
was reached was something they felt comfortable
with. It could have actually become prohibitively
expensive to import from Brazil and that would
have more or less destroyed the business, but it did
not go that far and I think what was arranged or
agreed was something that they could live with and
which, as you rightly point out in the text here, is
deemed to be more in line with domestic and other
EU production. However, it was a sensitive issue.

Q33 Lord Cameron of Dillington: 1 would like to
ask a further question about the European Union
and whether you think it should take further action
to promote bioethanol production or should this be
left to Member States and, if you think it should
take further action, what action should it take?

Mr Rahm: 1 do not have our policy on that. I say
only in general we of course encourage greater use
of biofuels in the EU and I assume if you can get
more of a production going that would be helpful.
I would not like to say anything more on that.

Q34 Lord Cameron of  Dillington: Your
neighbouring country of Denmark has taken the
view that biofuels are not necessarily particularly
environmentally friendly in the long run and do not
wish to have any influence in the EU saying they
should grow or use more of them. Do you have a
Swedish response to that approach?

Mr Rahm: They are entitled to have that view. In
the EU, one of the most important issues for us at
the moment seems to be this issue of being able to
blend petrol more with ethanol and to be able to
really have an impact and reach the target. As for
biofuels or production of biofuels in the EU, I think
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I mention in my paper that we have seen limited
effect of the directive as such because it is actually
down to national policies and this is not something
that we have started doing now but it is something
that we started doing at the end of the 1980s, so it
is a long process. I can certainly find out a little
more on where we stand on biofuels production in
the EU.

Q35 Lord Livsey of Talgarth: 1 would like to ask a
few general questions which I do not expect you to
be able to fully answer but I think it would be very
useful if the Committee can get hold of this
information. Which crops are you growing for the
production of biofuels? Which crops are you
growing for the production of bioethanol? Roughly
what area of land is allocated to that? How many
bioethanol or biodiesel production plants are there
in Sweden?

Mr Rahm: 1 will certainly look into that.

Q36 Chairman: Following on from what Lord
Livsey was saying, it seems to me that you in
Sweden are walking a quite understandable
tightrope in that there is a huge potential capacity
from Brazil and you really want the price not to be
so low that the Brazilians will not sell it but equally,
if it is so low, it would be very discouraging your
own industry. So, you have to get the balance right
with Brazil as a potential or there to help you along
the road. Do you feel that your efforts to encourage
the growth of new development either of biodiesel
or bioethanol in Sweden itself are enough? Are you
seeing any effect of that? Do you have any factories
that are being built at the moment?

Mr Rahm: 1 will have to look into more of the
details. There is a lot of investment and research and
development going on. There is the centre in Vaxjo
that I mentioned, there are also some efforts to try
to gasify black liquor from paper production and
there is a demonstration planned for that in Pite—
in the north of Sweden, and there is also a plant or
similar institution in other parts.

Chairman: It would be very helpful if there are
further data. In many ways, you are in the same
position as Britain. People are looking at whether it

is right to invest in a new plant or not. It is very
difficult for them.

Lord Haskins: I heard your former Prime Minister
say three weeks ago here in London that there was
no problem with the oil supplies, the world has
plenty of oil around, and that, at these prices, people
will go after it and, if they do go after it, then the
world price may not be—and this is his argument,
not mine—quite as high as some people are
confidently expecting. That to an extent holds
people back from being confident to invest.

Lord Livsey of Talgarth: That is not a universal view
at all. There is an opposite view that oil will go to
$100 a barrel.

Q37 Chairman: 1 would like to ask one final
question which is your answer to question number
six. You spoke about the possibility of using so-
called tradable green certificates to promote biofuels
and said that the results so far are encouraging. Can
you tell us anymore about that because it sounds
very interesting.

Mr Rahm: 1 wish I could. T will definitely look into
it. It is a method that we have used for the
promotion of renewable electricity.

Q38 Chairman: You really have?
Myr Rahm: Yes.

Q39 Chairman: And it is working?

Mr Rahm: Tt seems to be working. These
mechanisms are tried out in some other areas, also
in the EU of course with its trading scheme of
emission rights. It is something that we are looking
into but we have not introduced formal quota or
anything like that. I will have a look and see if I can
find out a little more about this process.

Q40 Chairman: Thank you very much for the time
you have given us. We do appreciate it. It is an
interesting subject which we all have to learn a bit
more slowly and we very much appreciate that you
have given us time to come here today. If you can
send in that further information, we would be
very grateful.

Mr Rahm: Thank you. I am very happy to be here.
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Ms Sue FiNLAY, Industrial Crops Division, Department for Environment, Food and Rural Affairs, examined.

Q41 Chairman: Good morning, Minister. Thank
you very much for finding the time to come and talk
to us today. As you know, we have just started on an
inquiry into biofuels and the effectiveness of the EU
targets in this area. It will not be a very long inquiry;
we are going to produce a short report before we
break up for the summer recess. We much appreciate
you coming. [ was asked to tell my committee that in
fact your particular responsibility in this area has
been transferred from yourself to one of your
colleagues.

Lord Rooker: 1t was transferred before I ever picked it
up, to tell you the truth, which is why I am
accompanied by Sue Finlay from the Industrial
Crops Division for any technical issues, but I will do
my best.

Q42 Chairman: 1t is very kind of you and thank you
very much for bringing Ms Finlay with you today
too. We are public to the extent that all of this will be
going on our website. We will send you draft minutes
when they are ready for you to make any corrections
that you want. Is there anything that you would like
to say by way of introductory statement?

Lord Rooker: Yes. 1 have a very short opening
statement. Obviously, in order to meet the
Government’s domestic climate change targets, we
want to look at a broad range of renewable energy
sources. We believe that biofuels have the potential to
provide significant contribution to the reduction of
carbon dioxide levels. Although biofuels are more
expensive than some measures for saving carbon such
as biomass or domestic insulation, they are
comparable with others such as offshore wind. With
the prevailing high oil prices, biofuels have obviously
become more cost effective and, in the future of
course with better and more advanced technologies,
we should see higher carbon savings and lower costs.
Biofuels also have the potential to offer a new market
opportunity for farmers and rural areas. The
potential feedstocks for transport biofuels, oil rape
seed for biodiesel and wheat and sugar beet for
bioethanol, are of course familiar to farmers and so
are an attractive proposition as long as markets can
be established, and we are working closely with the
industry and farmers to develop markets and
promote the uptake. Currently, the biodiesel sold in
the UK comes from recycled waste vegetable oil,
which shows that there is gold in waste by the way
which is a message that we constantly need to get
across. It includes of course animal fats and imports
and the bioethanol comes from imports. However,
the number of companies building biofuel processing
plants in the UK, which will use UK-grown crops, is

now more than single figures. I have a few examples
if you wish to pursue that.

Q43 Chairman: We did go and visit Green Spirit the
other day, which is of course one of the plants about
which you are talking.

Lord Rooker: To conclude, companies are now
offering contracts to farmers to grow these biofuel
crops. The farmers themselves can claim the single
payment for certain biofuel crops grown on set-aside
land or where the 45 euro per hectare energy aid
payment is claimed for crops on non set-aside land.
We are very keen to develop the uptake of biofuels
both in the UK and abroad and obviously welcome
the priority the European Union has given to this
issue and indeed welcome your Committee’s inquiry.

Q44 Chairman: Thank you very much. We would
very much like to see that list of the UK companies
that are moving down this road. If that could be sent
to us, that would be very helpful.

Lord Rooker: Yes, sure.

Q45 Chairman: 1 would like to begin with your point
about the EU and its targets. We have to accept that
so far the indicative targets are not being met. Do you
think there is a case of the EU suggesting mandatory
targets and that should be established, which was I
gather initially considered by the Commission prior
to the 2003 directive? Of course, if you have a
mandatory directive, you have to discover ways of
ensuring that it is mandatory.

Lord Rooker: 1 accept and I suppose that it can be
seductive in some ways for business and those
potential investors if they know there are mandatory
targets because they would probably in some ways
have a greater confidence in investing and I
understand, from reading the newspapers, that that
was a point put to Number 10 yesterday. We do not
support mandatory targets at the present time. What
we want to do is to enable this industry to flourish in
as flexible a way as possible and reflect various
national circumstances and it will be the case that not
all countries in the EU could operate to a one size fits
all. Our overall objective of course is to reduce
carbon emissions. We are not expressing the
preference in many ways of one fuel as opposed to
another or type of technology to another and our
objective of course is to let the market provide as well
and, if there were mandatory targets, that could lead
to difficulties with supply and price levels as well.
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That is our current position. I understand that the
Commission is producing a report on the
implementation of the directive with a view to
possible revision and I understand that that will be
later this year.

Q46 Lord Haskins: The EU target for biofuels is 2
per cent. The UK’s target is a slightly more modest
one of 0.3 per cent for this year compared with the
EU’s average of 1.4 per cent. Obviously we are
having a difficulty matching the rest of the EU in
achieving these targets. What factors are restricting
the development?

Lord Rooker: 1 freely admit that on my crash course
in research on this issue and I said colloquially, “If I
look at these two figures”, two figures I will share
with you, “this means that we are miles behind”, and
the answer was, “Yes, we are”. There are some
factors in terms of barriers, as you say, Lord Haskins.
Feedstocks in some ways are exported rather than
used in the UK; we have a surplus and therefore we
export it. I understand that for some reason there is
a lack of crushing facilities in the UK. I understand
that there is a plant in Liverpool and one in Kent and
I am not sure of any others. There are of course
production costs compared to fossil fuels and of
course, the point I made, the reluctance of the oil
industry to invest in the necessary blending and
storage particularly for bioethanol. There is also a
factor, by the way, as far as the motor industry is
concerned. I wunderstand that the motor
manufacturers at the moment are sticking to their
warranty claims that vehicles should run on blends
no higher than 5 per cent and of course there is a
massive lack of awareness of biofuels amongst users.
We may be ahead of the game but, in terms of the
generality of users and converting other products
into fuel, it does take a while to get your head round
the fact that you could run your car off what is grown
in the fields, that is from an ordinary Joe Citizen
point of view. So, there is a collection of barriers. I am
not saying that all of them are lethal but we have a
long way to go, there is no question about that.

Q47 Lord Haskins: 1s the main difference in German
perception that they actually pay a lot less for the
stuff than we do in this country because of tax
reasons?

Lord Rooker: Yes. We have a 20 pence reduction but
I think other countries have somewhat more.
However, this is where I put up my usual defence and
say that, if you wish to talk about tax rates and duty
rates, you are going to have to get someone from the
Treasury.

Q48 Chairman: 1 think one has heard that remark
before.

Lord Rooker: You have probably used it yourself!

Q49 Lord Palmer: Minister, I have been involved in
biofuels over the last 10 years. I mean this in the least
critical way possible but my experience over the last
10 years has been that there has been no joined-up
thinking. On the last occasion when I had a question
on biofuels, I thought that it was in fact Defra’s, so I
rang up Defra to see what the answer would be and
Defra said, “It’s not us, it’s going to be DTI”, so I
rang the DTI who said, “No, it’s not going to be us,
it’s going to be the Department for Transport” whom
I then rang and they said, “No, it is going to be the
Treasury”. 1 did write to your predecessor three
months ago suggesting that there ought to be an
alternative energy tsar in order that there could be
more joined-up thinking. It might be helpful to hear
your comments, although this is not your
responsibility, on whether you think that might
carry favour.

Lord Rooker: 1think it is a very fair question when one
is dealing with what is in effect—I will call it new
technology; it is not quite new in the sense of, let us
say, nanotechnology—new technology. A far as
government involvement is concerned, it is quite
clear that more than one department is involved. If
you are able to first of all grow fuel, quite clearly
Defra is involved because it is use of the land. What is
the fuel used for? Road vehicles. There are a massive
amount of emissions from road vehicles. Industry: we
want to provide as much home-grown as possible and
therefore naturally DTI would be involved as the
Department of Trade and Industry of course with the
energy brief. I suppose there comes a limit when, if
you are right at the centre, you keep saying, “We’ll
have another block or ministry”. What you try and
do is get the thing joined up with Cabinet sub-
committees, make sure that ministers talk to each
other in the departments and make sure that each
department does not operate in a silo, and in some
ways | have to say—and I am not sucking up to your
lordships—the fact is that, in this House, as you all
know, questions are to the Government and not to a
department. That does make for more of a joined-up
approach although, at the end of the day, there is
only one person at the despatch box to answer for the
Government rather than the department, and more
than once I have answered questions in other roles
where I have had briefs from more than one
department because the Government needs to give a
government answer. I quite clearly take your point
but it is very early days at the present time. We are
behind in many ways and you could argue that we
have made a slow start but, in these early days, we
have to make sure that, as we progress and meet the
obligation and go for what is a substantial increase in
biofuels, we make sure that we do all we can to make
sure that the Whitehall side of the machinery is joined
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up because that has to be good for business.
Otherwise, people will not have the confidence to
invest and they need to have the guarantee, if you
like—perhaps “guarantee” is too strong a word—
that there is a market out there and we, as
Government, can lead in helping create the market
and then we know that the private sector will supply
the demand.

Q50 Lord Palmer: Following on from that, to what
extent does the UK have a limited national total for
the production of biofuels from biomass?

Lord Rooker: With our current technologies, we
believe that we are on course to be able to provide
feedstock for 5 per cent of all road use sales from
domestic sources without any major changes. There
is no doubt that, with advances in technology, both I
would imagine in the growing, the crushing and the
refining, we reckon that, by 2050, the UK could
produce approximately one third of our needs using
different feedstocks and that would include green
waste such as grasses, straw, wood and organic
waste. So, by 2050, which sounds a long way away
but these things come quite quickly, to provide one
third of our resources home grown would be fairly
substantial. That is our best estimate at the moment.

Q51 Chairman: Our Specialist Adviser, Mr Clery,
who has a long history in this area, would like me to
ask you a question: Minister. [t may be an ephemeral
brief but you certainly mastered it in the time
available to you.

Lord Rooker: You are about to prove I have not!

Q52 Chairman: The serious comment is that there
has been a major dichotomy between the EU attitude
to biofuels and the UK. Almost alone, the UK has
concentrated on COz savings which is certainly part
of climate warming, and has almost ignored, as you
did, Minister, the question of security of supply. My
question specifically is: will there be a shift in
Government policy to give more importance to the
security of supply which biofuels can offer and less
concentration on the COz element? The EU has
concentrated far more on security of supply. You did
not mention security of supply. May I ask if that was
an intentional policy omission or just a mistake.

Lord Rooker: No. 1 think in some ways the energy
review which will be produced, I understand, during
the summer or before the summer, will deal with this
issue. I have to say that security of supply issues
relating to energy has converted me personally from
agnostic to nuclear to the other way, and to have a
good mix. We have to have a good mix. The idea of
being dependent for a lot of our energy needs when
the gas and the oil run out and when our nuclear
power stations quite clearly come to the end of life on
imports from what are quite clearly not the most

stable of countries and which prone to all kinds of
other issues worries me greatly personally as I know
it does other ministers. Therefore, the potential for
actually growing our own fuel and of course using
waste . . . I have just done a year, as Members will
know, as Northern Ireland Minister and there is a
slightly different operation there in terms of not being
so much hands on because you are spread thin, but I
did environment and agriculture and I did more work
and conferences and meetings on what we do with
waste in my first six months than virtually anything
else, and that was to prove that you can use waste
effectively. Putting it in the land is a waste, a complete
waste. There is gold and money to be made in the
recycling of waste both in energy and other areas. In
terms of security of supply, to be able to grow fuel as
well as create as much of our own energy as possible
I think is absolutely the responsibility and duty of
government.

Q53 Chairman: If you can leave that thought behind
in Defra, I think it will be an immense step forward.
Lord Rooker: 1 am absolutely certain that I am
speaking on behalf of the Secretary of State; I do not
think there is any difference there. This is a major
issue and this is a component; it is new and it takes a
while to get your head around the fact that we could
use our land in a way we have not used it before. It
was not an option in the past but, due to the advances
in technology, using our land for this is something
that we would be absolutely barmy not to do.

Q54 Lord Haskins: Does not the shortage of land
mean you would have the whole country covered in
oilseed rape to achieve what you are doing? I have a
friend in Germany who is actually investing in
100,000 hectares in the Ukraine to supply oilseed
rape for the German market, so are there not going
to be security issues? What is the difference between
the Ukraine for biofuels compared with oil from the
Middle East? I think that does not stand.

Lord Rooker: No. Oil from the Middle East has
always been risky anyway, but the fact is gas pipelines
running all across Europe from the far end are
potentially a real issue so far as security of supply, for
obvious reasons. I do not know, in terms of available
land. We have got something like 5.7 million hectares
of arable land that we use in this country. It escapes
me what percentage of the land that actually is, but
we are not planning to cover the countryside, Lord
Haskins, with oilseed rape, I have to say—like we
have not covered it in polytunnels either! However,
there are opportunities, both for set-aside—not all
set-aside can be used anyway for growing crops—and
we have to balance, of course, the use of the land with
protecting the environment and the habitats, but it
may be that what is now commercial land could be
used for growing energy crops because technology
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enables us to do that. We may get a better
performance out of them. When the need is there,
when the market is there, ingenuity will actually take
the technology forward.

Chairman: Lord Palmer, do you want to ask any
more at this stage or not?

Q55 Lord Palmer: No, but may I just follow on from
what you have said there? Speaking as a farmer, it
would be wonderful to be able to grow something
that was actually wanted rather than wheat which is,
as you know, a quarter of the value it was 20 years
ago. So it would be great if you really can put that
message through your whole department, albeit that
you are not responsible for biofuels. I am greatly
encouraged by what you said.

Lord Rooker: 1 think it is important. This does not
quite divert, but in 1999 when I was at MAFF
originally I actually opened the first public building
in this country fuelled by biomass, Webley Primary
School in Herefordshire. I was back there earlier this
year. It was the first public school; they have got
about 48 contracts with local farmers. That is a small
example—not fuel, it is true, they were using
woodchips and that, so it is biomass—but,
nevertheless, this is a very new technology, but there
are examples where you can get the message across to
farmers that there are other opportunities for market
and they have to make sure, in some ways, they make
good use of the land and make some money out of it
and do not lose control of the supply chain, as they
have done with food in some ways.

Chairman: You have three of them sitting up here.

Q56 Lord Livsey of Talgarth: What incentives have
proven to be most effective in meeting the UK’s
national targets for biofuel market share, duty
reductions or industry obligations? I realise some of
this is Treasury territory.

Lord Rooker: 1 think there is a balance, really. There is
a Treasury issue, it is true, and I am not hiding behind
that. There is a reduction of 20p a litre, I think, for
biofuels, and that has been promised to last, I think,
until at least 2008. Certainly the Renewable
Transport Fuels Obligation will come into force in
April 2008, and I understand you are due to take
evidence from my colleague, Stephen Ladyman, at
some point in that inquiry, and certainly he can give
you more details on that. We expect the obligation—
that is, the Renewable Transport Obligation—to be
a more effective tool, as that provides the long-term
market certainty and it is that which is important for
people to invest because the target is to get to 5 per
cent by 2010 and we are only at .24 per cent now, so
we are a long way behind. The existing duty cuts in
biodiesel and bioethanol introduced in 2002 and 2005
have brought forward a considerable increase in
sales—33 million litres of biodiesel and 85 million

litres of bioethanol in 2005—but, as I say, that
amounts to .24 per cent of road fuel sales, so we have
a long way to go before we can get to the 5 per cent.

Q57 Lord Livsey of Talgarth: That is generally
thought to be an inadequate 20p, because certainly it
is fairly clearly demonstrated from other European
countries that with a greater incentive you can
actually speed up, in the economic sense, the uptake
in the market place. Is there going to be any input
from Defra, for example, into the Treasury on that
basis?

Lord Rooker: 1 suspect there will be input from this
Committee on that basis. You could draw the
analogy that I remember when the lead-free petrol
came in, that to encourage customers to use it there
was a temporary drop—a market mechanism—to
change people’s behaviour to give them the
confidence, if you like, so that you did not have to run
round the country looking for the right place to get
your fuel. In this case, [ understand this fuel will not
be served at pumps (?), it will be blended with other
fuels, which is why, of course, that 5 per cent limit
that the motor manufacturers are using on their
warranty on the engines at the moment may, at some
time, be a factor that has to be taken into account.
Yes, tax and duties can be used to change people’s
behaviour as it can be used to change industry’s
behaviour. There are some incentives coming along
for constructions of plant in terms of capital
allowance arrangements that can be used, but this is
a matter wholly and exclusively in the realm of the
Chancellor of the Exchequer.

Q58 Chairman: Mr Clery wants me to ask: crude oil
today is about $70 a barrel. What estimates have
Defra made, or might Defra make of the ex farm
price for oilseed rape for biodiesel and wheat for
bioethanol which equates to a crude oil price of $70
a barrel? Of course, Minister, I do not expect an
immediate answer to that but I believe it is the key to
what other Members of this Committee have raised.
For Defra to have a handle on the relationship
between the ex farm price of potential fuel crops
related to the alternative fuel, being the crude oil,
would I think be very helpful for policy all through
government.

Lord Rooker: 1t certainly would but it is also relevant
for imports of biofuels as well. For example, we are
producing biodiesel; we are estimating 36p to 60p a
litre for oilseed rape down to 26p to 40p a litre for the
waste cooking oil operation. For bioethanol, which is
an important comparison because of the imports
from Brazil, it is 32p to 40p a litre for wheat and 30p
to 45p a litre for sugar beet. Bioethanol from
imported sugar cane is 6p to 11p a litre. So there is
going to be a differential even with imports. I
understand, looking at my notes because I
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understand you have spoken to someone from
Sweden, they are importing most of their
bioethanol—they are using a lot of it—but you can
understand why because it is actually quite a lot
cheaper. We can provide you with a figure with the
equivalent of a crude oil barrel so that those figures
make sense, and we will endeavour to do that as soon
as possible.

Q59 Chairman: Lord Cameron, from our visit to
Green Spirit the other day, they were talking about
the wheat price (just to pick up Mr Clery’s point for
a moment), and the element of that seemed to be that
if they were going to pay about £70 a tonne for wheat
they would go ahead and the farmer would be
reasonably satisfied. Would you agree with that?
Minister, we all went to Green Spirit.

Lord Rooker: Green Spirit in the South West?
Chairman: Yes. They are at the stage of a great deal of
research and are still raising the money to get going.

Q60 Lord Cameron of Dillington: Their difficulty is
that their first purchase of wheat is going to be in 2008
and they have to persuade their investors that they
have a purchase price of X and a sale price of Y. They
can probably get the sale price of Y right but they
have got to persuade the farmers to sign up at the
purchase price of X, so that they have a differential
which means that their investors get a return. They
are achieving that, I think, and they have taken a
range of prices which they can offer the farmer which
gives a maximum and a minimum which is probably
worth the farmer signing up to. So I think they are
going to achieve what they want. [ am not in the box;
I am supposed to be asking questions!

Lord Rooker: 1 understand there is a potential plant in
the Midlands as well, Roquette—if I have got the
pronunciation right—with bioethanol from wheat.
They have a capacity of 120 million litres, which is
more or less the capacity of what you were looking at
in the South West. They have a potential capacity of
130 million litres and they are both around the same
time-frame; 2008 is when they would hope to start.
Lord Haskins: Whether they will get wheat at £70 a
tonne.

Q61 Lord Cameron of Dillington: They realise that;
they have started off on that basis. If Mr Clery’s
remarks about the fact that you are only interested in
COz are correct, you should have no difficulty in
answering these questions. There are some EU
Member States—Denmark is a good example—who
actually believe that biofuels do not produce
greenhouse gas emissions enough compared to other
renewable energy sources, when the whole lifecycle
analysis is considered. There are two questions here:
one is domestic production and whether, bearing in
mind the nitrogen application for wheat, there should

be minimal sustainability requirements in evaluating
the environment impact of biofuels. The second half
of the question relates to the huge amount of
imported bioethanol from Brazil—a long way with
transport costs and, also, probably grown on ex-
forestry lands in the Mato Grosso, where they
destroy the environment and so on, and whether all
this should be considered. How do you set about
considering it?

Lord Rooker: If you are looking holistically, in terms
of the planet, it does not make sense to think you
have solved the problem with biofuels if you have
created all these other problems of lack of
sustainability elsewhere; it has to be looked at in the
round. It is true we do not, at the present time, have
a means of evaluating, but as far as we are concerned
the Government believes that biofuels have got to be
sustainable overall. It is not a quick fix; you create
another problem for another generation otherwise. I
think that is important. The Renewable Transport
Fuels Obligation is having developed with it carbon
and environmental assurance schemes, so that we
want to do something with the suppliers to know that
the fuel has come from as sustainable a source as
possible. I think that is important. I do not know
about the rest of the EU. There is no requirement at
the moment to assess the sustainability of biofuels,
but in some ways this is early days and we will clearly
have to develop a means of checking on this. We have
certainly got plans for developing a biofuel
sustainability unit to look at this work so that we can
apply it to imports as well as UK fuels. First of all, we
would have to look at what we are doing here to make
sure our own environment is looked at in the round
and that it is not a free-for-all—you cannot just do it
anywhere, in other words. But it is quite right,
therefore, that if we have that obligation on our
farmers it should be put on those who import
products. This applies to food as well. I think we do
have to look at the sustainability arguments, but I do
not know of any detail about what Europe might be
doing or what other Member States are doing.

Q62 Lord Livsey of Talgarth: In relation to what we
have just been discussing, we have heard this morning
from the Swedes that they have actually imposed a
duty on natural (?) ethanol of .192 euro to try and put
it on a par with home production of crops. I can see
some impact of that on the environmental questions
which my colleague Lord Cameron has just
mentioned, as far as Brazil is concerned. Also, it gives
a better playing field for domestic production as well.
I would not expect you to pass judgment immediately
like that, but it is something that is surely worthy of
investigation, is it not?

Lord Rooker: Tt is, but from what I have got on
Sweden, they use a whole range of issues: they have
got a biomass train, they have got 700 biofuel buses,
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they have got requirements to have large filling
stations to have a bio-renewable fuel and there is
some requirement coming in for smaller stations.
They have done something with their motor
manufacturers as well. In other words, there is no
quick fix to this; just doing one thing, whether it is
a few pence off a litre, will not necessarily work; they
have obviously done a whole package on this. As I
said, most of their bioethanol is coming in from
Brazil, but I do not know what they have needed to
do to, if you like, protect their own—

Lord Livsey of Talgarth: They have EU approval for
production.

Q63 Chairman: Rather interestingly so.
Lord Rooker: They have a big country, of course,
with a lot of land.

Q64 Chairman: A lot of trees.
Lord Rooker: A lot of trees and, what is it, about 10
million population?

Q65 Chairman: And a very strong wish not to be
too dependent on Russia for gas.
Lord Rooker: Absolutely.

Q66 Lord Sewel: 1 am just wondering where the area
for the greatest hope is. Where would you put your
money? Is it biodiesel, bioethanol or biomass?

Lord Rooker: If 1 was asked to tick a box, I think, it
would probably be biomass because I understand
you might get a better carbon reduction for biomass.
I hope I have got that the right way round. The
message | want to give is that while we have been
slow, the fact is we want a variety of biofuels so that
we can create the market conditions for suppliers and
investors and users, so they feel comfortable in
having their heating system provided by biomass and
their car driven by biofuel and have a degree of
understanding that both are good for the
environment but to a greater or lesser extent one is
a bit better than the other. Putting all our eggs in one
basket would not be the answer, I think. I suppose
if you take a narrow, scientific view on which saves
more carbon, then you come down to the issue of
saying: “Well, what are you doing about security of
supply”, so if you put more emphasis on biomass you
can do a lot better. I go along with that; to have as
big a range as possible. I had no idea until, probably,
the last year that you could get as much out of what
we might call “waste” as you can in terms of either
fuel or, indeed, other products. It is something we
have been a bit lax at as a small island; we have not
got a lot of land to spare.

Q67 Lord Sewel: Have we any figures at all to know
how the UK compares with other EU Member States
and, also, other big producers like Brazil, in terms of

the production costs of biofuels? Are there any
international comparisons?

Lord Rooker: There probably would be but I have not
got any international figures other than those I gave
earlier on about what our figures were. Of course, 1
had that figure from Brazil, but one has to add in,
of course, the transport costs to get their fuel here
and the environmental costs of getting the fuel miles,
if I can put it that way, to get their fuel here, which
I think has to be taken into the overall calculation.
If there is some international comparison we can
supply we will certainly do that.

Q68 Chairman: Ms Finlay, you are pointing, I note,
to a page. I do not know whether there is something
you want to call the attention of the Minister to.
Ms Finlay: 1 think it is quite difficult to bring out
international comparators because there are so many
different processes and different feedstocks to try to
compare. I think most of the figures that we have are
not very specific, but we can certainly see if we can
find anything.

Q69 Chairman: Mr Clery says he is delighted to hear
your 5 per cent figure because it was fed to you under
a different hat a year or two ago. By cutting out
exports of wheat (we currently export about 3 million
tonnes of wheat a year in round figures) that equals
1 million tonnes of bioethanol, regardless, for the
moment, of cost and price, and set-aside (which he
finds immoral) wastes land. That is a private opinion,
but it has been expressed. The set-aside land that has
not been cropped would have itself produced another
1 million tonnes of biodiesel. If you look to
technological advances and farming and crop
breeding, your 10 per cent is not impossible, by any
means, in the timescale that you gave. Mr Clery is
still very hesitant about the economics of the
production of biofuels from lignocelluosic
techniques; they are greatly talked about and they are
not working anywhere. So we must not pin too much
hope or faith on to, as yet, unproven technologies.

Lord Rooker: 1 agree with that. You are asking if we,
the Government, if you like, in setting up an
arrangement, are asking the market to provide,
which means we are asking both farmers and the
companies to invest in new planting equipment and
we are asking farmers, in some cases, to invest in
crops they may not have grown in the past. To do
that they need (I am not a farmer) to know you can
sell what you grow before you plant it, basically.
Sometimes, with biomass, you are working for three
or four years before you get your return back off the
crops. So you need to have an assurance that there
is a market. I think the thing we can facilitate, as
government, is to help create the conditions for
confidence for people to invest in a market; we
cannot guarantee anything because we are Members
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of the EU and there are others doing this around the
world. On the other hand, it is a new technology, a
new science, and it is something that we might be able
to exploit for our own advantage, both in terms of
growing and in terms of the technology we can sell
abroad. So it is a road that is worth going down. I
have no doubt about that. I take your point about
set-aside, it is about half-a-million hectares, I
understand, at the present time, so some of that—
not all of it—could well be used for growing
energy crops.

Q70 Lord Palmer: 1 was delighted to hear you say
that one should not put all the eggs in one basket,
but you have rightly just pointed to one of the
greatest things against biomass, in that it has, some
people say, a four to five year circle, depending where
you are growing biomass, whereas, of course,
biodiesel can be grown year-in, year-out, on an 11-
month cycle, and that is a fundamental difference.
Particularly with more research and development,
one might well be able to get crops that will greatly
out-yield what they do at the moment.

Lord Rooker: 1 agree entirely with that. The
encouragement of growing fuel crops for our
scientists, the plant scientists, to try and get better
returns and better yields, because the end-use is a
particular use, is enormous, and I suspect there is
work going on now. However, you are quite right, a
crop that you can plant and sell inside 12 months is
a lot better for the farmer than something that might
be, as you say, four or five years. You are taking a
punt on a contract for a plant that may not be there.
I do accept that is a risk.

Q71 Chairman: Specifically on that, and a last
question, what steps are the Government taking in
research and development to reduce the production
costs of biofuels? Is this an area in which the
Government themselves are encouraging universities,
whatever?

Lord Rooker: We have certainly got to do what we
can about reducing costs. Defra has not carried out
any particular analysis with Member States, and we
know that costs vary according to the processes
available. We are looking at the potential use of duty
incentives, on the one hand, to encourage the mixing
of biomass and hydrocarbons in a conventional
refinery process (this is called “hydro-generation”),
which would introduce efficiencies into the
production chain. There are bids for a pilot study
currently being considered in Defra for that. In other
words, we are encouraging the scientists out there to
put bids in for work in this field, which would help
us to be more efficient and to help reduce costs at the
same time as well. I am not saying it is the only area.
On the point I referred to earlier on, we are looking
at a capital allowance scheme for the cleanest biofuel

processing plants, but this will, of course, be subject
to state aid approval from the Commission, in due
course. So there is some work going on in seeking to
reduce costs by getting the scientists to have a look
at these areas.

Chairman: Last question, Lord Livsey.

Q72 Lord Livsey of Talgarth: In view of the need for
research and development, there are considerable
cuts taking place in research and development in the
UK at the moment, as we know; the loss of
employment and the closure of some departments.
Probably, given the potential for what we have been
talking about this morning, there ought to be, I think
(it is a personal view) an assessment of where we are
going in this direction because the benefits of good
research and development in this area can be very
substantial indeed.

Lord Rooker: One of the things on my brief at Defra
is the science side. In the last two weeks I have visited
both the laboratories at Lowestoft and Weymouth
and, more particularly, I was at York, at the Central
Science Laboratory last week. I have to say this
because 1 have done my notes and put my material
to the department: it is one of the greatest unsung
successes of the previous administration, before the
present one, because it was inherited in the early-90s.
Virtually nobody knows it is there. It was very, very
expensive. The point about it is that the nature of
what you need to know with the science has changed
somewhat, so they have got spare capacity. It is true
that in some areas of research and science there have
been reductions, I suppose, as people have
introduced a more risk-balanced approach to looking
at issues relating to food safety and veterinary
medicines. However, on the environment side and the
climate side, the need for more science has actually
increased and, therefore, there is a shift over. Most of
the private laboratories, and indeed the Government
ones, have to bid for most of their work; there is no
guaranteed stream—and I think it is pretty important
to do it that way—but there is work going on in this
area that was not going on five years ago, in terms
of changing the customer base. It is only one
laboratory but it is a huge complex just outside York;
a world-leader with a customer base including the
EU and several other departments as well as EU
countries, but it is on Defra’s books. It is a very
clever marketing name, the Central Science
Laboratory; it ought to be “the Government’s
Central Science Laboratory”, “the UK’s Central
Science Laboratory”. There are 800 scientists there,
doing a huge amount of work, but the shift of work
has gone, so you can say in some areas there have
been cuts, it is true, but there has been an uplift in
other areas, virtually all of them related to the
environment in its widest sense.
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Q73 Chairman: Thank you very much indeed. Lord Rooker: 1 have done my best, and we certainly
Obviously you are, I hope, enjoying your job at  will follow up on a couple of issues. I am delighted
Defra, and thank you very much for answering our  to be back at Defra. I must not say “back at Defra”
questions so efficiently this morning, even if you pass  because MAFF does not exist any more, but
the responsibility on to others. basically I am like a pig in muck!

Chairman: Thank you very much.

Supplementary Memorandum from Lord Rooker, Parliamentary Under-Secretary, Department for
Environment, Food and Rural Affairs (Defra)

When I gave evidence to the Select Committee of the European Union (Sub-Committee D) on 7 June, [ agreed
to write to you on a number of points. The following responses are offered in the order in which they occurred
in the session and are referenced in line with the transcript.

Q44. You asked for the list of companies building biofuel processing plants in the UK which will use UK-
grown crops, and I attach this at Annex A. You will appreciate that this information only relates to those
companies which have publicly announced their plans.

Q58. You asked what ex-farm price for oilseed rape for biodiesel and wheat for bioethanol would equate to
a crude oil price of $70 a barrel. The Central Science Laboratory has provided the following estimate: with
the current duty derogation for biofuels at 20 pence per litre and with current biofuel production technology,
it is estimated that producers of biofuels could pay up to £204 per tonne for oilseed rape and £125 per tonne
for wheat (assuming 100 per cent biodiesel and 100 per cent bioethanol respectively).

Q67. Finally, you asked if we had any figures on how the UK compares with other EU Member States and
other big producers like Brazil, in terms of the production costs of biofuels. This is a difficult area as costs vary
considerably according to the different feedstocks and production methods used, and for reasons of
commercial confidentiality, companies are understandably reluctant to disclose information. The figures in
Table 1 show production costs for UK bioethanol and biodiesel and Brazilian bioethanol. The figures were
drawn together in 2005, using various reports.

TABLE 1: ESTIMATES OF BIOFUEL PRODUCTION COSTS FOR VARIOUS FEEDSTOCKS

Biodiesel production costs Bioethanol production costs
36-60 pence per litre for oilseed rape 32-42 pence per litre for wheat
26-40 pence per litre for waste cooking oil 30-45 pence per litre for sugar beet

6-11 pence per litre for sugar cane

In addition, you may find helpful the Home-Grown Cereals Authority’s breakdown of UK pump prices for
biofuels and fossil fuels, as shown in Table 2 below. This is based on information from the industry.

TABLE 2: UK PUMP PRICES FOR BIOFUELS (IN PENCE PER LITRE)

Home produced Bioethanol from

Diesel Biodiesel Petrol imported ethanol

Base cost 30.0 45.0 30.0 35.0
Retail Distribution 5.0 7.5 5.0 10.0
Duty 48.32 28.32 48.32 28.32
VAT 14.58 14.14 14.58 12.83
Pump price (p/litre) 97.9 94.96 97.9 86.15

June 2006
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PLANS FOR RENEWABLE TRANSPORT FUEL PLANT (June 2006)
Capacity in litres

Company Location Type of biofuel per annum Feedstock Current situation

Argent Energy Motherwell Biodiesel 50 million Animal fats (and used Started operating February 2005.

cooking oil) Considering further plants in the UK

Biofuels Corporation ~ Middlesbrough Biodiesel 284 million Oilseed rape (and other Plant now operating since February 2006

Ltd virgin vegetable oil) and the Board considers appropriate to
proceed with design for second plant.

Global Commodities  East of England Biodiesel 30 million Recycled vegetable oil Current small plant plans to build new

(UK) Ltd 180 million litre plant.

Greenergy Humberside Biodiesel 114 million Various virgin oils Plant due to be on line end of 2006.
Plans to double capacity at this plant
and feasibility study for additional plant
in Liverpool.

British Sugar East Anglia Biobuthanol 70 million Sugar beet Under construction. Due to be
operational early 2007. Further plants
under consideration.

Greenspirit South West Bioethanol 130 million Wheat Expected to commence production 2007.
Other plants under consideration.

Losonoco Ince, Cheshire Bioethanol 115 million Biodegradable waste In planning process.

Losonoco Edmonton, London  Bioethanol 95 million Biodegradable waste In planning process.

Roquette Midlands Bioethanol 120 million Wheat Expected 2008?

Present

Cameron of Dillington, L

Haskins, L (Acting Chairman)
Livsey of Talgarth, L

Palmer, L
Renton of Mount Harry, L (Chairman)

Examination of Witness

Witness: MR PETER SMITH, Commercial Manager, Cargill, examined.

Q74 Acting Chairman: Good afternoon, Mr Smith,
and welcome. I am standing in for our normal
Chairman, Lord Renton of Mount Harry, who is
putting the Government to task, and there will be
a few moments’ questions but he will be back to
chair the second evidence session this afternoon.
You are on the web and this will be reported. We
will send you a copy of the transcript for any
corrections which you may or may not want to
make. Have you anything to say at the beginning?
Mr Smith: 1If 1 may, my Lord Chairman, I would
like to make a very brief opening statement. Cargill
is an international provider of food, agricultural and
risk management products and services, helping to
meet the needs of millions of people every day from
food ingredients and prepared foods to energy,
financial services and agricultural inputs. Our core
businesses include corn milling and oil seed crushing
and processing, producing products predominantly
for the food industry. Recently, we have also added
bioethanol production to our corn milling operation
in the USA and biodiesel production to our oil seed
plants both in the US and here in Europe. Within
the EU we currently operate a single biodiesel plant
in Germany in a joint venture partnership, but we
also have a further five biodiesel plants currently
under construction, either alone or in partnership
with others. By early 2007 these plants will have a
collective output of over three-quarters of a million
tonnes of biodiesel per year. In the UK, together
with our partner, Greenergy Biofuels, we are

constructing a 100,000 tonne per year biodiesel
plant in Immingham on Humberside. We are also
conducting a feasibility study into the possible
construction of a further biodiesel plant in
Liverpool. Our biodiesel investments are additional
to and not at the expense of our food business, and
we recognise the paradox of managing both food
and fuel supplies out of the same raw materials. We
believe that whichever policies are introduced by
either the EU or by individual Member States in
support of biodiesel and biofuels these policies must
take account of that paradox. They must avoid
inflexible mandates which give too much priority to
fuel use over food use in the event that there is ever
a crop shortage. At the same time, policies must give
us some stability for investment, not short-term
incentives or policies which are too rigid. We also
believe that materials used for biofuels should come
from environmentally sound supplies and we are
working with various stakeholder groups, including
Round Tables on soya and on palm, to improve our
ability to source these raw materials sustainably. I
will be pleased to answer any questions you may
have.

Q75 Acting Chairman: Thank you. I think we will
be exploring generally. The interest we have is
Cargill’s investment policy vis-a-vis the European
Union, one country against another, and why
certain decisions have been made or not made, or
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are likely to be made in the future. I think that is
the theme we want to explore. I would like to kick
off and point out that the EU directive on biofuels
sets an indicative target of two per cent of the
market by 2005. The UK’s target for that same
period is 0.3 per cent for use in 2005, compared with
an average EU figure of 1.4 per cent. Therefore, the
UK is way behind the rest. To what extent has the
UK’s low target inhibited the development and
growth of the domestic biofuels industry in this
country?

Myr Smith: You have already mentioned the figures.
To put a bit of meat on that, the UK in 2005
produced 51,000 tonnes of biodiesel versus 1.7
million tonnes in Germany, half a million tonnes in
France, even almost 140,000 tonnes in the Czech
Republic, where they hit a target of three per cent
by the end of 2005. I think it is not a question of
the target on its own, it is a combination of the
target, the level of duty derogation set here in the
UK in comparison with other countries, and indeed
the oil price. At a 20 pence duty derogation here
compared with over 30 pence per litre in Germany
and in France, I think it was inevitable that
companies such as Cargill looking to invest in
mainstream production facilities would place that
investment in the areas in the EU where it was
profitable to do so, and that was in Germany and
in France. Twenty pence was not enough at that
time to develop an industry and spend millions on
building biodiesel plants here in the UK, so what we
got instead was a kind of cottage industry. We had
several small, a few thousand tonnes a year,
factories and they could only be economical by
operating on inputs which were particularly low
cost, such as recovered vegetable oil or waste
vegetable oil, not fresh oil from the arable crops
here. That is changing, I am pleased to say, but that
was the case and that is the reason, in my opinion,
why we only hit 0.3 per cent.

Q76 Acting Chairman: But that 20 to 30 pence
derogation was sufficient to enable Cargill to make
significant investment decisions?

Mr Smith: Yes.

Q77 Acting Chairman: Because the Treasury could
change its position here tomorrow morning and you
would find your position—

Mpr Smith: Yes, I think to their credit the UK did at
least give a three year rolling guarantee, so there was
some confidence to invest here rather than elsewhere,
except that the numbers did not add up. If you could
produce in Germany and sell with a 30 pence plus
derogation, then why invest in the UK? That was the
decision-making process.

Q78 Acting Chairman: Yes, and those crushers do
not care where the raw material comes from? The
plant is not being supplied with German raw
material?

Mr Smith: Largely it is, yes. Both Germany and
France are largely operating off their own domestic
crops, although interestingly as the biodiesel boom
started on the Continent it increased the demand for
rapeseed and rapeseed oil. In the UK at that time
rapeseed oil in food use was actually in decline and
yet the crop increased and we exported our surplus
rapeseed to those countries to make biodiesel over
there. Basically, we exported a biodiesel industry.
Acting Chairman: Yes. Thank you.

Q79 Lord Cameron of Dillington: Y ou have already
said you did not think the 20 pence duty derogation
was quite enough. I am just wondering what you felt
about the mandatory biofuels obligation and the 15
pence penalty attached to that as an instrument to try
to encourage more investment in this area?

Mr Smith: 1 think it is turning out to be a significant
turning point for the UK, the announcement that the
obligation is definitely going to take place. We now
have some facts and figures on it, at least up until
2010, although I would like to make a point that
beyond 2010 we only hear of intentions and nothing
firm. But at least up until 2010 we know what the
obligation is going to require and that has stimulated
investment, including our own here in the UK.

Q80 Lord Cameron of Dillington: In terms of
comparison, is that as good as the 30 pence duty
derogation? Where would you prefer to see the
emphasis of the Government in the future, on duty
derogation or more fuel obligation?

Mr Smith: Cargill’s opinion on these things globally
is that we prefer not to see the Government involved
in any way, but it is inevitable in this case that that is
going to be the case, and certainly the obligation is
forcing people to think ahead and make plans now
for the incorporation of biofuels into ordinary fuels
during 2008. It is going to happen and because it is
going to happen, we and others are now investing in
biofuels in the UK. Plants currently under
construction, together with those that already exist,
will give us a capacity of somewhere in excess of half
a million tonnes by the beginning of next year. So yes,
it is having a significant effect.

Q81 Acting Chairman: That is presumably going to
have quite a significant effect on oilseed rape
production in the UK?

Mr Smith: Yes, I would assume so.

Q82 Lord Livsey of Talgarth: What factors have
restricted the production of biofuels in the UK?
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Mr Smith: As 1 have already mentioned, the
comparative differences in the rates of duty
derogation have been a serious inhibition. I sat before
a Commons Committee similar to this one, I think
three years ago, and argued at that time that for the
UK to build a significant biofuels industry, given
both agricultural and mineral oil prices at that time,
we needed not 20 pence but closer to 29 pence. We did
not get 29 pence, and as a consequence we did not get
a biofuels industry. So that, in my view, has been the
most significant barrier to biofuels being developed
in the UK.

Q83 Lord Livsey of Talgarth: Why is bioethanol
being produced in greater quantities? Is it because
of that?

Mr Swmuth: First of all, I am not familiar with the
figures, to tell you the truth, so I do not know the level
of bioethanol production here—

Lord Livsey of Talgarth: Apparently, bioethanol has
reached 7,814,000 litres as against 2,894,000 litres of
biodiesel—

Acting Chairman: [ think that is imports. The
bioethanol is almost entirely imported into the UK.

Q84 Lord Livsey of Talgarth: Thank you for that
explanation. I wondered about that.

Mr Smith: Certainly there has been no major
investment to date in bioethanol production here in
the UK. Any which is being produced I think is
coming from the spare capacity which exists in the
food and drink ethanol production facilities.

Q85 Lord Palmer: 1 ought perhaps to declare an
interest, having been a long-term supplier and indeed
customer of Cargill over the last 30 years. Does the
current UK market provide for the establishment of
high volume and low cost biofuels production, and
what factors do you think really influence biofuels
production costs?

Mr Smith: Certainly the environment under an
obligation will encourage large-scale, low cost
biodiesel facilities to be built here. As I mentioned, we
are considering it ourselves at the moment. I am
sorry, could you repeat the question?

Q86 Lord Palmer: The second part of it is, does the
current UK market provide for the establishment of
high volume and low cost biofuels production and
what factors do you think influence biofuels
production costs?

Mr Smith: The most significant factor in influencing
cost is the cost of the inputs. Rapeseed oil going into
a biodiesel plant today is trading at round about £500
per tonne. The inputs into ethanol, either grains or
sugarbeet, are very much lower than that, although
the capital costs of running the two different
operations are very, very different too.

Q87 Lord Palmer: 1 am sorry, you said £500 per
tonne?

Mr Swuth: Yes, for the oil, not for the seed.
Nevertheless, given an obligation and given ongoing
high mineral oil prices, yes, the UK will build high
volume and low cost plants in much the same way as
they are being built now in Germany.

Lord Palmer: Thank you very much.

Q88 Lord Cameron of Dillington: 1 just wanted to
explore this question of biodiesel versus bioethanol.
You are, as you have already explained, in Europe at
any rate, only investing in biodiesel, is that correct?
Mpr Smuth: At the moment, yes.

Q89 Lord Cameron of Dillington: Have you got
plans to go into bioethanol at all?

Mr Smith: 1 would not say no. It is certainly
something which is currently being looked at.

Q90 Lord Cameron of Dillington: You went into
biodiesel because it is cheaper?

Mr Smith: Yes, the initial investment is considerably
cheaper. The biodiesel manufacturing process is a
relatively simple one. You still have to spend tens of
millions of pounds to build a 200,000 tonne plant, but
in comparison you would spend many, many tens of
millions of pounds to build an ethanol plant of the
same scale. So the capital costs of building and
operating an ethanol plant are many times higher
than they are for a biodiesel plant, but the input costs
are very much lower. The net result is that the total
cost of production is broadly similar for both.

Q91 Lord Cameron of Dillington: 1s it right,
therefore, that the 20 pence duty derogation applies
equally to both, do you think?

Myr Smuth: It is right, in my opinion, because the
overall costs are similar, that they should both bear a
similar duty derogation. Whether 20 pence is the
right level is a different matter.

Q92 Lord Cameron of Dillington: No, but equal
otherwise?
Myr Smith: Yes, it is not unreasonable for them both.

Q93 Acting Chairman: Do you see competition
between bioethanol and biofuels in the market place?
Myr Smith: No, I think ultimately the petroleum
companies will be the people who decide which is
used more greatly. My understanding is that
biodiesel is technically easier to blend than
bioethanol. We also have the situation where Europe,
because of the dramatic move to more and more
diesel cars and less and less petrol cars, is now a net
importer of diesel and a net exporter of petrol.
Therefore, if they have to buy anything under an
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obligation my feeling is that they would prefer to buy
diesel or biodiesel.

Q94 Lord Cameron of Dillington: Presumably also
your decision is based on the fact that you have
already got a crushing plant up on Humberside, have
you not?

Mr Smith: Yes, we have.

Q95 Lord Cameron of Dillington: Hence your
Immingham plant works in well with that?
Mr Smith: Yes, correct.

Q96 Lord Cameron of Dillington: So your capital
investment is going to be less, inevitably, than
someone starting afresh?

Myr Smith: Yes, very much so. It is in our nature to
add to what we already have, to add value to what we
have, so we are tending to build biodiesel plants on
the sites of our oilseed processing plants. So, yes,
Immingham is close enough to Hull for that to make
sense and the Liverpool project would also make
sense in that we are crushing oilseeds in Liverpool
as well.

QY97 Lord Cameron of Dillington: But it will not be
restricted to British? Immingham obviously being a
port, you are going to be taking oil seed from all over
Europe, are you not?

Mr Smith: Today the Hull plant does crush almost
entirely domestic crops. The Hull crushing plant is
not ideally located for the import of seeds, so we
would anticipate that that would continue to crush
the domestic crop. Liverpool does today import some
oil seeds.

Q98 Acting Chairman: But can European producers
compete with Canadian producers of rapeseed oil,
for example?

Mr Smith: Europe has a thriving oil seed processing
industry and it only thrives because it is cost
competitive. Adding biofuels production on to that
should not put us at any further cost disadvantage.
The only reason why we will import raw materials for
biofuels is because the demand for biofuels over the
next three years is set to increase very dramatically
and Europe should not devote its land to growing
fuels. We have to keep the food argument at the fore.
It is important that we remain secure in our food
supply. We will be able to expand crops significantly
to supply a biofuels industry, but not to the extent
that is going to be required. If the whole of Europe
goes to five per cent, then we are looking in round
figures at a demand for 10 million tonnes of vegetable
oil for biodiesel alone.

Q99 Lord Palmer: Just to take up on that point, am
I not right in thinking that if half a million hectares
of rapeseed oil, for example, were grown on set-aside
ground this would in fact meet our obligation of 5 per
cent by 2008?

Mr Smith: The 5 per cent is for 2010, I think, and 3
per cent by 2008, but half a million hectares would
yield round about 1.6 million tonnes of seed, which
is—

Acting Chairman: Half a million tonnes.

Q100 Lord Palmer: Forty per cent?

Mr Smith: Yes, it is a little more than half a million
tonnes of oil. So, yes, it would. In short, the answer is
yes, half a million hectares would provide all the oil
we need to satisfy a 5 per cent target in diesel.

Q101 Lord Palmer: That is currently what is actually
set aside in the United Kingdom at the moment?
My Smith: Yes.

Q102 Lord Palmer: 1 have been involved in this for
10 years and everything really has always been the
price of crude oil. Originally when I was involved oil
was about $25 a barrel and it is now up to $70 a
barrel. There are those who think it is going to go up
and up and up. To what extent have market forces,
particularly the rising price of crude oil, influenced
the development of biofuels within the European
Union?

Mr Smith: To a very large extent, I think it is fair to
say, for two reasons. One, it makes it more economic.
Itis an argument specifically for the UK. Because our
duty derogation is lower than others, as oil prices rise
it starts to give us the chance to be able to run a
profitable business here in the UK in biofuels. But I
think there is an even more significant feature of the
rising price of mineral oils and that is the attention on
biofuels now seems to be turning less to the
environmental benefits and more and more to
security of supply in the energy sector. I think people
are recognising that we do need to do something to
ensure security of supply in energy and biofuels is one
of the ways forward in that.

Q103 Lord Palmer: 1 have to say, that is music to my
ears. The number of times I have said exactly that on
the floor of the House in debates! I am glad you have
mentioned that. What is the estimated cost of
producing biofuels in the UK in relation to other
European Union countries?

Mr Smith: Broadly similar. The agricultural products
which are used as inputs into biofuels are traded on
world markets and therefore the price across Europe
is more or less the same. We have already mentioned
that the cost of the inputs is one of the most
significant factors in the total cost. We also have a
thriving oil seed processing and wheat milling
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industry here, which suggests that the cost of
processing commodities is similar here to where it is
on the Continent. Our figures show that we have
every chance to be competitive and not worry too
much about European imports, so long as we have
the raw material supply available.

Q104 Lord Palmer: What about in relation to the
United States of America and Canada as an example?
Mr Smith: As an example, there is a significant
difference and that is that the specification for
biodiesel—and 1 am speaking on biodiesel
specifically, I am not too familiar with ethanol—in
the United States has one very significant difference
to the specification agreed across Europe. Itis anitem
called iodine value and, without going into detail on
that, it is largely a measure of the fatty acid
distribution within the oils that go in. What it means
in practice is that the US can make biodiesel to their
specification using 100 per cent soya bean oil. Soya
bean oil today is trading at round about a £150 per
tonne discount to rapeseed oil, and therefore they are
using soya bean oil. The European specification
allows for only very minute quantities of soya bean
oil to be added to rapeseed oil. If you put more than
just a few percentage points in, then the resultant
biodiesel does not meet the EN14214 European
specification for biodiesel.

Q105 Acting Chairman: 1Is that a form of
protectionism, or is there a good reason for that?
Mr Smith: 1 do not think I am qualified to answer
that question, with respect.

Q106 Lord Cameron of Dillington: What are the
reasons given for that?

Mr Smith: The reason given is that an iodine value of
a certain level or above leads to lower stability of the
finished product when it is in storage tanks. That is
the reason, apparently, why the EU has set a
maximum iodine value on its biodiesel. But it must be
said that biodiesel produced in the States, as far as I
am aware, has not suffered problems of stability in
storage.

Q107 Acting Chairman: 1t stinks! But generally
speaking, you are saying that there is not a huge
competitive advantage which North America has
against Europe in the production of biofuels?

Mr Smith: Not if we are looking at the prospects of
importing their fuels here, no, because although their
biofuel will be much cheaper than ours, it still will not
meet the European specification, so they will not be
able to import.

Q108 Acting Chairman: Yes, but I know of a
company which is planning to invest heavily in the
Ukraine to grow rapeseed oil and bring that into the

German market, but presumably the Ukraine is a
very fertile country for producing these sorts of crops
anyway?

Mr Smith: Yes. Traditionally the Ukraine has
exported oil seeds to Europe for many years.

Q109 Lord Renton of Mount Harry: 1 wonder if you
could tell us what steps you are taking in research and
development to reduce the production costs of
biofuels, because that seems to be one of the key
points?

Mr Smith: Yes. Maybe it would be helpful if I start
with what we are not doing. What we are not doing
is spending a lot of time in research and development
on second generation fuels, gas to liquids, for
example. Although we feel that that is a very
important step going forwards, it is not one of our
core strengths, so we are watching with interest rather
than spending a great deal of time on second
generation ourselves. What we are doing is twofold
really. One of the things we are doing is investigating
the technology which is currently used
conventionally to see how we can improve that using
our own in-house technology to reduce the costs in
the conventional processing. That is a core strength
of Cargill. It is what we do in our corn mills, in our
oil seed plants, and what we will be doing also in the
field of biodiesel and ethanol. The other thing we are
doing is working very, very hard to see how we can
reduce the cost of inputs, and that involves a lot of
work in the laboratory to see just how much oils other
than rapeseed oil we can blend in and continue to
meet both quality standards and the specification.
That is important for two reasons. One is obviously
to reduce our costs. Rapeseed oil is very, very
expensive on the market at the moment. Secondly, we
feel it is important purely from a security of supply
situation. I think I mentioned earlier the prospect of
Europe as a whole needing to produce 10 million
tonnes a year of biofuels before very long and the fact
that Europe is not going to be able to, or should not
be growing all that crop for fuel use. Therefore, we
will have to import either biofuels or the raw
materials, and our preference obviously will be for
the raw materials. Those raw materials will not be
rapeseed oil. We will have no option at some stage in
the not too distant future but to find ways of using
oils other than rapeseed oil.

Q110 Acting Chairman: What sorts of oils from
what sources?

Mr Smith: Soya bean oil and palm oil are the obvious
choices. As I say, the problem is meeting the
specification with those at the moment and we are
working hard to see how we can overcome that
problem.
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Q111 Acting Chairman: Is there a genuine or a bogus
reason for them not being within the specification?
My Smith: There is a genuine reason why palm oil
(which is even cheaper than soya bean oil) cannot be
included at high rates and that is because palm oil in
its natural state is a solid fat at ambient temperature.
It has a melting point of round about 35 degrees
centigrade and it produces on its own a biodiesel with
a cold filter plugging point of around plus 15 degrees
centigrade, whereas the diesel specification requires
minus five or lower. Therefore, palm oil alone is not
the answer, but we are playing with the chemistry of
palm oil to see what we can do to change that and
help things along. As far as genuine reasons for not
using soya are concerned, I think we could do better
with regard to the specification.

Acting Chairman: Good. Thank you.

Q112 Lord Livsey of Talgarth: To what extent have
imports of low cost biofuels inhibited domestic
biofuels production in the EU? You may have
touched a little on that, but could you expand on
that?

Mr Smith: Yes, I can. To be truthful, not a great deal,
I think is the answer, so far. Demand is growing and
production facilities are growing, but there is a time
lapse between the two, so imports of biofuels have
been necessary so far on a limited scale to satisfy the
demand whilst the capacity which is being built
comes on-stream. So I do not think it has been
damaging to the industry so far. The problems lie
more into the future. We are viewing with some
interest the prospects of biofuels industries being
developed, and currently being built, in countries
such as Malaysia and Argentina. Both of those
countries operate a system of differential export taxes
when they are exporting goods, whereby the export
tax for their raw materials is considerably higher than
the export tax for finished products. In effect, you are
getting an indirect subsidy on the finished products
and having to pay high prices to buy the raw
materials. We are concerned about that. We have
significant concerns and we believe that that matter
specifically should be addressed under the framework
of the WTO negotiations.

Q113 Lord Livsey of Talgarth: Could you just give us
any inkling as to what extent this goes to in money
terms?

Mr Smith: Yes. 1 do not have detailed costings here,
but I have seen calculations which suggest that
biodiesel coming out of Malaysia will be somewhere
around $60 per tonne cheaper than it ought to be as
a direct result of differential export taxes. For
Argentina, [ have not calculated the figures but there
is a 25 per cent export tax on soya bean oil and a five
per cent export tax on biodiesel, a 20 per cent
difference in value. So they are considerable sums.

Q114 Acting Chairman: Presumably Cargill’s big
question is the going forward price of 0il? You must
have taken a view as to what the world price of oil is
likely to do in order to underpin these investments.
What if the price of oil was to come down to $40 a
barrel?

Mr Smith: If we are operating under the terms of an
obligation and in the early years of that obligation
there would be total support in terms of subsidy on
the one hand and a buy-out penalty on the other
hand, I believe 35 pence a litre in total, falling to 30
pence a litre in a few years time. Under that scenario
the oil, even at $40 a barrel, will still permit us to
operate a business here.

Q115 Acting Chairman: Good. The last question is
really Lord Cameron’s question. It is the Danish
question again. The Danes have got reservations
about the environmental benefits, especially with
regard to CO; emissions, of biofuels and the question
is, should there be a higher requirement for CO>
emissions relating to biofuels than exists at the
present time?

Mr Smith: Yes. Are we talking here about the full
well-to-wheels, which includes the growing of the
crop?

Q116 Acting Chairman: Yes.

Mr Smith: Yes, Cargill believes very strongly that
there should be some form of sustainability criteria
on whichever crops are used to produce biofuels. In
Europe and in the UK specifically that is not going to
prove to be a burden. There are many certification
schemes already in existence in UK agriculture
whereby crops must meet certain environmental
standards and they are certified and the process is
audited. So we can add on to that carbon
certification, for example. In such a scheme in fact we
are operating in partnership with Greenergy under a
rapeseed contract known as the Field to Forecourt
contract where it must conform to certain carbon and
environmental standards. So here we do not
anticipate there being a problem. The problem we do
see is one of a level playing field going forwards. We
are going to become dependent to an extent on
imports, either of biofuels or the raw materials to
make them, and the question is, are the exporting
countries, the exporting producers, going to conform
to the same standards? It is essential that we have a
level playing field here. If we have certification for
domestically grown crops, we must have the same
certification for imported crops.

Q117 Acting Chairman: Do you know if the WTO
discussions are addressing this issue?

Mr Smith: 1 am not sure. It is being addressed,
however, under the two Round Tables, the Soya
Bean Oil Sustainability Round Table; and the Palm
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Oil Sustainability Round Table. Those forums are
currently working to develop the criteria which
should be used to determine whether or not crops
are meeting the sustainability objectives. Ultimately
we would like to see, once those criteria have been
fully developed, a system of certification introduced
and perhaps a certificate trading scheme, as we see
in the energy sector.

Q118 Acting Chairman: So in 10 years’ time will
Cargill see this development as being of massive
importance to them? Is it a marginal development
or is it a crucial, historic development?

Mr Smith: 1 think we see the current generation of
biofuels production as having a limited shelf-life,
because second generation will come along and take
over, and I think that is important. I think
technologies which will allow us to use far more
waste products than we use today rather than prime
crops to produce fuels is a far better future than just
developing more and more land into rapeseed,
wheat and sugarbeet, particularly when we have to
bear in mind that those crops can fail and we still
have the number one priority of feeding people.
Acting Chairman: Yes. Thank you very much
indeed, Mr Smith. That is very interesting. There is
another question from Lord Palmer.

Q119 Lord Palmer: 1 am riveted by what you have
said and so much of it is music to my ears. I have
always been very, very concerned about palm oil.
Presumably for a commercial operation, forgetting
other constraints and supporting your clients in this
country or in Europe, if there was a suitable palm
oil which could be used for biodiesel in order to
meet these requirements that would be what you
would go for?

Myr Smith: Yes.

Q120 Lord Palmer: That has been my big, big
worry all along.

Mr Smith: But we would go for it in a sustainable
manner. It is important. In fact we do own palm
oil plantations. We and others operate world-class
operations out there. We are used as an example of
what can be done. In Malaysia and Indonesia, not
only Cargill but others are producing palm oil to the

highest environmental standards. Unfortunately,
other producers do not and that is the issue which
has to be addressed. It is proven that it can be done.
All we have to do—and the work of the Round
Table is moving towards this—is to bring the rest
of the industry along with us and ensure that all
palm oil is produced sustainably.

Q121 Acting Chairman: Do you have a view on the
likely developments—this is for biodiesel only—of
using the oil as a direct refinery input as opposed to
putting it through the secondary process of
esterification and then the necessary blending?

Mr Smith: Yes, it is a process known as hydro-
cracking, whereby raw vegetable oils are put directly
into the mineral oil refinery and go through this
process of hydro-cracking, which technically I do
not understand but it turns it into diesel, and indeed
other refined mineral products. Trials have been
concluded successfully and we believe that is a
development which will take place. Again, my
technical knowledge is not strong but my
understanding is that only a certain number of the
oil refineries are set up in such a way that they can
utilise this process. Many others cannot, and those
will be the ones who we hope will ultimately become
our customers for esterified biodiesel which they will
blend with conventional.

Q122 Acting Chairman: There is a programme of
refinery development in the UK, leastways UK
refineries would like to see it, and I think the
Government probably would as well.

Myr Smith: Yes. I do not know how many of the
refineries are undergoing major re-work and will be
able to do that, but whichever route we go down I
do think that esterified vegetable oils do have a
limited lifetime as an industry. We will move on to
different generations, whether it is gas to liquids,
hydro-cracking, or indeed something that we have
not even thought of yet.

Q123 Acting Chairman: So you need a fairly quick
write-off period for the investment?

Mr Smith: We would welcome that.

Acting Chairman: Thank you very much indeed,
Mr Smith.
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Q124 Chairman: Welcome. You have heard more of
the last session than I have, so you will know where
we are coming from and our interest in the biofuels,
the targets set by the EU, why they are not being met,
and what the future is likely to be. Before than, just
to say again thank you for coming. We are on the
web, so to that effect we are being publicly recorded.
We will send you a draft of the transcript afterwards
if you wish to make any corrections. Is there anything
you would like to say by way of an introductory
statement, either or both of you, before we start the
questions?

Mpr Clarke: Thank you for your introduction. I have
been involved through Rix Bio Diesel with biodiesel
since the beginning of 2002, knowing that the
introduction of the 20 pence duty derogation was
coming in, and we thought there was an opportunity
there. The company I work for is not just a biodiesel
company, we are fuel distributors and involved in
shipping and barging as well, so perhaps we have a
slightly wider view of fuel distribution other than just
the biodiesel issue. I think alternative fuels by
definition cost more to make than fossil fuels,
otherwise they would be the conventional as opposed
to the alternative. I think biofuels are not the
cheapest way to reduce greenhouse gas emissions, but
they are one of the few ways to do so in transport, and
possibly the only way available to us at the moment
using conventional logistics and technology.

Mr Ward: 1 come from a slightly different angle.
Argent Energy are currently one of the largest
producers of biofuels in the UK, producing from
animal fats and used cooking oil. We came to the
industry from a completely different angle. As
producers of animal fats tied up with the issues of
BSE and other animal diseases, we were looking for
alternative uses of tallow, and we operate in what is
a niche market but a relatively large niche market in
potential as there is inside the UK about a quarter of
a million tonnes of animal fat and at least 100,000
tonnes of used cooking oil available as a feed stock.
In addition, I represent the European rendering
industry on the technical committees of Brussels on
the development of biofuels, and for my sins [ am also
Chairman of the Renewable Energy Association’s
Transport Fuel Group, so I have got a fairly broad
aspect but a very defined role as Argent Energy.

Q125 Chairman: Good. That is very helpful to
know. You are approaching this from slightly
different angles. Could we start on the EU biofuels
policy and look at the EU side of things first. As you
will know well, the European Commission stated that
in addition to the failure of the EU to meet the 2005

target for biofuels market share, the 2010 target is
also likely to be not met. Do you think this failure of
the EU to meet indicative targets means that the EU
should now, in your judgment, move to mandatory
targets in order to assure that the targets are met?
You will remember, perhaps, that this was initially
considered by the Commission prior to the 2003
directive.

Mr Ward: We ourselves recommended to the
Commission that they should be made mandatory in
the first place.

Q126 Chairman: You did?
Mr Ward: Yes.

Q127 Chairman: Do you think that will be effective?
Mr Ward: 1 guarantee it will be effective.

Q128 Chairman: How would they implement it?
What would be the penalties if people did not meet
the target?

Mr Ward: That is the key to it, but whatever the
penalty is we are already seeing inside the UK that the
major oil companies, biodiesel use is very minimal. It
is a token gesture, 15 pence per litre penalty is neither
here nor there, I think it represents about a 12 hour
profit for the industry, but the fact is that they have
spent an awful lot of money creating an image of
being greener than green and that is at risk if they do
not meet the targets they have already been set.

Q129 Chairman: That is interesting. Mr Clarke?
Mr Clarke: 1 am not sure that the RTFO with the
extra 15 pence penalty necessarily represents a
mandatory target. I think the problem with
mandatory targets is sufficient availability of material
to meet those targets and what happens to companies
which are not able to obtain the material they require
to meet their portion of the targets, and how that is
passed on. I personally believe, having looked at this
quite closely for a number of years, that if you are
able to incentivise the market to reach or to come
close to the targets you are aiming to achieve, then to
transfer that from being an incentive to becoming the
compulsory conventional formula for those fuels is
likely to be far more effective. Certainly when you
look at the introduction of ultra low sulphur diesel
and zero sulphur diesel, once you have encouraged
the refining companies to switch over to those
products, they are here to stay.

Q130 Chairman: Could 1 just clarify that? You are
suggesting that a specific fuel quality would be a good
route to take because that would then be a standard
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fuel at the pumps and everybody would know where
they were?
My Clarke: Yes.

Q131 Chairman: You are suggesting compulsory
blending to make a known fuel?
Mr Clarke: Yes.

Q132 Chairman: What factors do you think have
restricted the development of biodiesel particularly in
the UK so far?

Mr Ward: Insufficient incentive.

Q133 Chairman: Insufficient incentive and the price?
Mr Ward: We as a company went to the Treasury
seeking a 20 pence tax concession, which meant that
we were able to process animal fats into biodiesel,
and the reality is that animal fats have traditionally
traded at a lower price than vegetable oils and that 20
pence would be sufficient. When the Government
gave the tax concession, we committed to building a
plant and hence we have a plant operational today.
But if you look at Europe, where the incentives have
been the most, that is where the trade has developed
and we are unfortunately going to run into a similar
situation with the mandatory requirements and the
obligation with the penalties because all that will
happen is that if there is, as we all suspect there to be
in the early years, a shortfall in the supply of biofuels,
they will be drawn to the areas which have got the
highest mandate and therefore the highest cost to
comply. Therefore, 15 pence is likely not to achieve
too much in the UK.

Mr Clarke: 1 agree with Doug entirely in what he is
saying, in that the 20 pence is not sufficient to act as
encouragement for anything other than used cooking
oil or tallow. I think the UK target is set at 0.3 per
cent and I think in 2005 that target was met.
Interestingly enough 0.15 per cent of that target,
about half of it was biodiesel and that was the
amount of biodiesel that is available in the UK from
used cooking oil and tallow, virtually full stop,
because 20 pence is not enough for it to compete on
a level playing field with conventional fossil diesel. 1
think most people would acknowledge in surveys in
most of the polls which I have read, and small ones
we have done ourselves, that they would go for a
greener alternative but not at a greater cost. The
other problem when it comes to price is buying a
biodiesel factory and looking for a return on your
capital. In most industrial processes you would be
looking to utilise that capital over somewhere
between 15 and 25 years and I think that with the
biodiesel market and the incentives which are
available at the moment that is extremely difficult.
When you look at the market in Germany, not only
is the incentive on the fuel significantly greater at
approximately 35 pence per litre, but there have been

alot of biodiesel factories built there with up to 50 per
cent subsidies for the construction of the factories.

Q134 Chairman: Up to 50 or 15?

Mr Clarke: My understanding is up to 50 per cent,
but I might be wrong on that.

Mr Ward: No, I can assure you he is correct. [ have
colleagues who have built plants in Germany with
two significant factors different to the UK: one, they
got a 50 per cent grant, and in addition to that it took
us 19 months to acquire the correct environmental
licensing so that we could build our plant. Colleagues
in Germany, allegedly working under the same
legislation, took three months.

Q135 Chairman: 1t is a very interesting point.

Mpr Clarke: In Germany, [ am led to believe it is about
incentivising new industry in the former East
Germany.

Chairman: Thank you very much indeed.

Q136 Lord Palmer: To what extent do you feel the
UK has limited potential for the production of
biodiesel from biomass? Of course, one must not
forget that to the lay person there is always this
confusion of what biodiesel is, what biofuels are and
what biomass is or could become.

Mr Ward: A limited potential on current
technologies. On second generation, a vast potential
from biomass if you use the term which is in the
questions. In terms of producing biomass and further
processing, again I come back to the issue of the
environmental concerns. We are dealing with
products in the UK which this Government chooses
to treat as a waste; the rest of Europe chooses not to
treat it as a waste. It is as simple as that. In all
honesty, in a commercial world we would think very
seriously about where we developed further plants
other than the ones we have already got on the boards
for the UK because of environmental legislation and
the UK gold plating European legislation.

Q137 Chairman: You are actually saying, in brief,
that you would rather probably build in Germany
than here?

Mr  Ward: Unfortunately, I am not an
environmentalist. I am required by my shareholders
to get a return on the capital employed and there is a
much better advantage over there.

Mr Clarke: When you ask about the ability to make
from biomass in the UK, I certainly do not think that
anybody believes that you can replace fuel use, fossil
fuel use, in its entirety from biofuel production and
certainly if we were without fossil fuels, growing our
own fuel for transport (as perhaps we once did many,
many years ago) is not an avenue for us. We would
have to change the vehicles that we use and perhaps
the way we behave in terms of public transport. Most
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of the studies I have looked at suggest that 5 to 8 per
cent, which are the targets we are talking about either
on the boards now for 2010 or for 2015, are certainly
achievable in the UK from set-aside and without an
untoward effect on biodiversity.

Q138 Lord Palmer: You have both given very good
examples of specific technical reasons why the UK
could be at a disadvantage, but are there any climatic
characteristics in the UK which affect the national
market for biodiesel, or is that not really an issue?
Mr Ward: No, because we firmly believe that the
additives market will be developed. All fossil fuels
need additives for winterisation in the UK and
biofuels will be no different. The fact is, there has not
been biofuel available for winterisation, therefore the
additives have not been developed, but they soon will
be, because once you have got a million litres of
something which requires an additive, somebody is
quite keen to sell you something.

Mr Clarke: Yes, 1 agree with that, additives can,
although there are not effective additives which work
in the desired way when you blend the fuel which
have the same effect when you use the pure biodiesel.
So there are additives which work very well for
winterising pure biodiesel, but when you mix that
additivised biodiesel with fossil fuel you do not get
the reaction you would expect and most people who
are buying in biodiesel to blend with fossil diesel
insist on it being provided without additives for that
reason. But [ think that is just a matter of
development rather than being an insurmountable
problem.

Q139 Lord Livsey of Talgarth: Biofuels incentives
and obligations, you have touched on some of that.
What incentives would have enabled the UK to meet
the EU 2005 target and what measures will be
required to meet the 2010 target? Could you give us
some indications?

Mr Ward: Yes. My colleague has already said that
the German market has developed far in excess of
what we would need to meet our targets with what is,
depending on the rate of exchange for the euro,
something between 35 and 40 pence per litre. That is
what was necessary, and in the same terms what is
necessary for us to ensure that we meet the targets is
that the cost of not doing it needs to become more
expensive than 15 pence per litre.

Q140 Chairman: Which means a high oil price?

Mr Ward: Forget the oil price, if it is mandatory it is
not relative. They are going to buy biofuel if there is
amandate to do it with a sufficient penalty in it. If you
go for a 35 or 40 pence mandate on top of the price
of fossil fuel, it is a fairly easy one to work out. The
difficulty we had in trying to convince the Treasury
that 15 pence was insufficient was that there is a

wonderful Treasury way of economics where they
add up all the potential cost to the economy in some
way and so they believe they have now got a total of
35 pence which it is vulnerable to. The fact is they are
either going to get the 15 pence charge or they are
going to get the 20 pence. The two do not get added
together in the real world, only in the world of the
Treasury.

Chairman: None of us are Treasury ministers!

Q141 Lord Livsey of Talgarth: Clearly we are
supposed to exist in the EU market and what they do
in Germany is obviously still well within the EU
regulations?

Mr Ward: Undoubtedly, as is what they do in France
to ensure that they use home grown materials for
their biodiesel, but we seem to take a different view of
the legislation.

Mr Clarke: 1 think there seems to be a fear from the
Treasury point of view both of encouraging a huge
tax give-away—which potentially it is and certainly
in Germany I think that now is beginning to be a
concern to them, particularly with the level of
imported material which is attracted to their
markets—and some of the question marks over the
overall ethics and environmental credentials of that
material which is coming in to those markets. At the
same time, [ would also point out that both in the UK
and abroad there are probably more casualties than
lottery winners from any incentives which have been
given to biofuels so far.

Q142 Chairman: Really? Give us a few examples.
Mr Clarke: The company called Better Green Fuels is
a Phoenix company out of a failed biofuel
manufacturer. The first BIP in Birmingham went into
receivership. Global Commodities has gone into
receivership today, or it might be tomorrow!

Mr Ward: Can 1 just add one thing? None of those
companies produced biodiesel to the specification.

Q143 Chairman: One might have added the financial
trauma of Biofuels Corporation on Teeside. Mr
Sutcliffe is going to be a witness here, but the financial
troubles there I think are dominating the industry,
are they not?

Mr Clarke: As I understand it, Biofuels Corporation
certainly went back to the market recently, having
had their shares suspended, to borrow more money
and the bank capped a limit as to the extent of their
borrowing facility, and I think that plant now has a
total financial borrowing or package available at £90
million. £90 million for the volume they are making
does seem expensive to me and whether that will
prove to be successful or not [ am not in a position to
comment. Their figures for March 2006 are due out
soon, but of course they are not actually producing
yet, so whether their burn rates will be too great to
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reach full production with the technology they have
remains to be seen. It is not easy to make money is the
point I am making, at 20 pence, or whatever.

Q144 Lord Livsey of Talgarth: That brings me to my
second question: to what extent would the imposition
of biofuel obligations by the Government reduce the
UK biofuel industry’s need for fiscal support?

Mr Ward: If it is placed at a sufficient level, it removes
it totally.

Q145 Lord Livsey of Talgarth: 1 anticipated you
might say that.

Mr Ward: Let us be quite honest, making it
mandatory and putting an obligation on them to
meet it has undoubtedly sharpened the minds of the
people who will be obligated. The major oil
companies are now in discussions about where they
can obtain sufficient materials for 2008, when the
obligation is placed upon them. However, a number
of those major oil companies are looking at this on a
European basis, hence my earlier comment that
where the obligation is least, that is likely to be the
first place that you stop supply.

Mr Clarke: 1 agree with Doug about most things, but
fundamentally not about that. I think the problem is
that if there are not grants available for the building
of biodiesel production facilities you have to question
how long is available in the market to write your
capital off, and certainly either BP or Shell at their
refineries in Germany have been experimenting with
adding vegetable straight into the refining process. So
biodiesel or biofuel production in the way we see it at
the moment has, as I think the previous person giving
evidence commented, a limited life expectancy in the
market place. If you are going to build a proper
efficient biodiesel factory, it is going to cost a
significant sum of money to deliver a quality fuel to
the market place and to be able to write that capital
off over less than 10 years is a big thing to ask.

Mr Ward: 1t is fairly obvious we disagree on that, but
I can add something to the debate on hydrogenation.
We do operate down in New Zealand and Australia,
so I am aware of what is going on down there.
Australia is one of the places where BP have signed
contracts to put virgin oils straight into their plants.
There is a number of technical difficulties. As has
already been mentioned, not every refinery has
sufficient availability of hydrogen at the right price to
do the job. The difficulties are that what you put in at
the start does not all come out at the end as transport
fuel, so therefore what does it qualify as? It depends
exactly on what side products and what side
processes you have in the refinery as to whether
hydrogenation works or does not work. We ourselves
are believers that whilst there is a potential for a
limited lifespan on biodiesel from first generation, I
think it is far more likely that we will have hit peak oil

before that occurs, and peak oil is what is going to
give the world the biggest trouble. That is why you
are already seeing Brussels moving away from their
original announcement of, “We will only want this if
it significantly improves environmentally the
performance of fossil fuels.” That is ditched. The
latest word from Brussels in their latest publications
is, “providing it is no worse than fossil fuels”. The key
question which this Government has to answer and
refuses to answer is, where does this Government
believe peak oil is? All the experts agree that it is
going to be years, after the peak before you know it.
We are probably well into those years now, it will also
take you years to put the things in place to recover
from it. We were the first people who took a stab ata
commercial plant in the UK, and are at this moment
in time working very close to conclusion on another
couple of contracts in the UK, as we believe there will
be a market here. We believe the oil majors will
ensure that they get the material. I think the issues
which need to be addressed by the UK Government
are: are they happy to go along with the EU, which
clearly sees that up to 60 per cent of the renewable
fuel is imported? I argue on the basis that one of their
original criteria was security of supply. What is the
security of supply if you are importing 60 per cent of
your feed stock? So you have defeated the purpose,
when it is clearly possible in the UK to develop a
much larger portion than that.

Chairman: Very good. Thank you. One more and
then we will move on to Lord Cameron.

Q146 Lord Livsey of Talgarth: At what price of
crude oil would no state aid be needed to make EU
produce biofuels competitively with fossil fuels?

Mr Ward: “Biofuel” is the wrong term because there
is a different answer to that whether you are talking
biodiesel or bioethanol.

Lord Livsey of Talgarth: I understand that.

Q147 Chairman: Give us both answers.

Mr Clarke: What price will my feed stock be, because
what happens is that as the price of oil goes up and
more and more biofuel is made, that has an impact on
the cost of the raw material I require to make my
product. I have read figures bandied around, such as
$100 a barrel for oil, but whether that is true or not
depends entirely on the impact on the market that
you draw your raw material from.

Mr Ward: The EU figure published in one of their
publications is as good a guess as you will get from
anybody and off the top of my head I think it is $90
for bioethanol and $60, they say, for biodiesel, but I
would agree totally with Rory. It is how long is a
piece of string, because your raw material and our
own production costs are going up. We have seen the
price of electricity go right through the roof and you
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cannot produce biodiesel without using some
electricity.

Mr Clarke: Those are some of the advantages of the
theory behind jatropha, which is a non-edible oil
which can be grown in very arid countries. D1 Oils
from the North-East have gone down this line and
they have started detropha plantations in India, parts
of Africa and Egypt, and of course it is bringing
agriculture to some of the poorest parts of the world,
which I think is to be commended. As long as the
energy back out is greater than the energy required to
grow the plant and you are able to make the quality
of fuel from it, then in my opinion it is a good
solution.

Q148 Lord Palmer: What about shipping it half-way
around the world?

Mr Clarke: That is why I am saying as long as the
overall energy which you get back out of it is greater
than the energy input, and because it has to be grown
over fairly large areas as well some of the agricultural
inputs as well as the transportation costs are
questionable, but certainly we seem to be looking at
palm already in Europe which is coming from even
greater distances.

Chairman: We will get back to the order of our
questions, I think. Lord Cameron.

Q149 Lord Cameron of Dillington: My question has
probably been half answered there because it was, do
you think there should be a sustainability
requirement in the whole life cycle of these
bioethanols? In answering Mr Ward’s point about
the fact that the EU targets ought to be mandatory,
Denmark have said, “No, actually we prefer to spend
our money on more greenhouse-effective issues such
as producing energy,” and they produce 14 per cent
of their whole energy requirements from renewables
and they think that biofuels is not necessarily such a
good, environmentally sound way of investing their
money. I can see there is a point in that and I am just
wondering whether, if we did introduce sustainability
requirements into both the home production and
particularly, as you were just referring to, the kind of
long-distance imports from Brazil, we could
overcome that particular problem? Do you think it
would be a good idea?

Mr Clarke: 1 think the best solution for biofuel
production is that with the shortest lines of
communication and the greatest energy values. I do
not have a problem with the theory of importing
either the raw material or the finished product from
other countries as long as you can account in some
way for the carbon benefit which is being delivered.
When I read about areas in Borneo the size of Wales
that are being slashed and burnt, virgin rainforest, to
make way for palm plantations then I struggle to
understand the balance of what is being delivered

here. How can you be absorbing any more
greenhouse gas than if you had just left the rainforest
there in the first place without even involving all the
other issues?

Q150 Lord Cameron of Dillington: Absolutely right,
and some of the sugar plantations in Brazil.

Mr Ward: Yes.

Myr Clarke: If you are looking at so-called sustainable
palm, then in my opinion all that is doing is
displacing itself from the market place, if it is going
into transport, and creating a bigger market in the
food industry for unsustainable palm, or in other
industries.

Mr Ward: Your opening comment was relevant to
the Danes. The reality is that they actually produce
50 or 60,000 tonnes of biodiesel but send it to
Germany.

Q151 Chairman: 1 think a moment’s expansion on
detropha might be helpful.

Mr Clarke: Because Detropha is a non-edible oil, if
there was a large market for the oil to go into biofuels
it is not going to have an impact on that commodity
price outside of where the fossil fuel price is because
if it has no edible use it will only be linked to the fossil
fuel price.

Q152 Chairman: Where is it being grown?
Mr Clarke: Africa, India and parts of Egypt.

Q153 Chairman: 1s it capable of growing with
relatively little water, relatively little rainfall?

My Clarke: Yes. The figures of that I do not have.
Mr Ward: 1t also takes very poor quality water as well.
You can almost put your effluent straight onto it.
Chairman: That is an interesting point, thank you.

Q154 Lord Cameron of Dillington: 1 am just
wondering about the sorts of comparisons between
biodiesel and bioethanol. Where do you think is the
greatest potential for increased production in this
country in terms of cost? It would be quite interesting
to know from you, Mr Ward, in relation to your use
of waste products, tallow, cooking oil, et cetera, how
much more potential there is in that area in the waste
market. Is there a huge potential?

Mr Ward: Yes. In reality one could take all the fat
which currently goes down to the sewers and blocks
up the waterworks and with sufficient incentive one
could process that into biodiesel.

Q155 Lord Cameron of Dillington: 1Is that sort of
double your current production?

Mr Ward: One does not know, because there are no
figures published for it. It is currently a waste and you
would need to get behind it.



THE EU STRATEGY ON BIOFUELS: FROM FIELD TO FUEL: EVIDENCE

7 Fune 2006

Mr Doug Ward and Mr Rory Clarke

Q156 Lord Cameron of Dillington: So you do not
really quite know what the potential for that is?
Mr Ward: No, nobody knows what the potential is.

Q157 Lord Cameron of Dillington: Between you,
how do you see the market going? There are now
bioethanol plants being embryonic, they are almost
getting there. Are they getting there?

Mr Ward: Tt is a simple equation. Europe imports
somewhere between 25 and 30 million tonnes a year
of diesel and exports a similar volume of petrol.
European refineries need more petrol like Custer
needed more Indians! The fact is, Europe is short of
diesel.

Q158 Lord Cameron of Dillington: So the market
place, you think, has got greater potential to use up
more biodiesel therefore than bioethanol?

Myr Ward: Undoubtedly.

Myr Clarke: Certainly, as well, in the supply chain
from a logistical point of view I think biodiesel is
easier to introduce and blend than ethanol is. Ethanol
has got a very low flashpoint, it is hydroscopic, so
there are problems with handling it and storing it, as
there are with biodiesel, but they are greater with
bioethanol.

Mr Ward: In simple terms, Rory calls it hydroscopic,
it attracts water so they cannot put it down the
pipelines where they are currently using pipelines to
move vast volumes of fuel about. You cannot risk jet
fuel going down the same line as something which has
got bioethanol in it.

Q159 Lord Cameron of Dillington: What about the
different costs or the economic environmental case
for biodiesel from tallow and recovered vegetable oil
versus virgin oil, rapeseed oil, for instance?

Mr Ward: Environmentally we have produced a
lifecycle assessment of our process with a Brussels
grant. The common term wused by the
environmentalists is that it is with regard to the
footprint of a process and that is the impact which it
has on the environment. If we produce biodiesel
using our process, using used cooking oil, it has got a
negative imprint, in fact it improves the environment.
The carbon emissions are greatly reduced with the
use of biodiesel.

Q160 Lord Cameron of Dillington: 1 can see that, but
we cannot quite get a handle on the growth potential.
Mr Ward: On the growth potential there is about 15
million tonnes of material available for our processes
around the world. The US exported 130,000 tonnes to
Turkey last year. There is about a million tonnes a year
coming out from North America—

Mr Clarke: Of yellow grease.

Mr Ward:—of our type of product, yellow grease
and tallow.

Mr Clarke: We burn in the UK something like 60
million tonnes of fossil fuels in transport a year, of
which about 18 million tonnes are diesel. Used
cooking oil which is available in the UK is somewhere
between 60 and 120,000 tonnes. That is not including
the tallow which Doug has available. So as a UK-
based solution it has only got limited legs.

Q161 Lord Cameron of Dillington: Fair enough. So in
the end, if we are going to fulfil our obligations then we
are going to have to use more oil seed rape from the
point of view of our country?

Mr Clarke: Oil seed rape is the most suitable product
domestically to grow for biofuels.

Q162 Lord Cameron of Dillington: Thank you. One
last question: in terms of the production costs of
biodiesel, how do we compare in the UK with the
production costs in the EU?

Mr Ward: 1t depends how much subsidy you have had
on your plant.

Q163 Lord Cameron of Dillington: Ignoring subsidy.
Mr Ward: Ignoring subsidy, it will vary from one
country to another around Europe. The price of
electricity, the labour costs, they are up and down all
over the place. There is not a magic formula. If you
think of the major ingredients for the process, you
have got your capital costs, you have got your labour
costs and you have got your energy costs, which vary.

Q164 Lord Cameron of Dillington: But at the moment
is our biodiesel more expensive or less expensive?

My Clarke: 1 think that is impossible to answer.

Mr Ward: It is impossible.

Mpr Clarke: There are plants all over Europe from the
size of people’s garden sheds to 200,000 tonnes and the
scale of the plant, the yield, the land price, the labour
costs, they are all going to vary considerably. Smaller
plants tend to be more flexible and to be able to use
recovered materials, which cost less and are more
competitive. Larger plants, of course, cannot rely on
that, for the reasons we were just discussing, in the
same way. So the economics are going to work
differently to some extent in different places. In most
industrial processes the eastern parts of Europe seem
to be more attractive from a land and labour point
of view.

Q165 Chairman: Thank you. I have to declare an
interest in that my nephew in Scotland is in the first
category, doing it in a small shed and he arranged it all
himself. I rather admire him for it. [ am reminded that
to date all the RTFO obligation talk has been on a
percentage obligation. The oil companies must sell to
5 per cent of their total production. You came out very
clearly in saying the low sulphur principle worked and
that what we need is actually a compulsory fuel
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specification blend and that is what will work. You
strongly implied that it should be a fuel specification
and therefore compulsory blending.

Mr Clarke: 1 believe that if the RTFO is successful that
is what it will become, that they will include a
percentage of biofuels. But ultimately then, if the
material is available, the big stumbling block with
making it simply part of the specification is the
availability and source of the product that you are
going to blend with it. With all other things with our
fuel simply up to now, with cleaning up the
environment, it has been a matter of changing the
specification.

Q166 Chairman: Do you agree with that, Mr Ward?
Mr Ward: Yes, in broad terms. It is not quite that
simple because, going back to the argument about
biodiesel and bioethanol, the oil companies are quite
happy that the initial target for 2008 is only 2.5 per
cent, but that is 2.5 per cent of total transport fuels.
That can be met by a 5 per cent blend of biodiesel
without any bioethanol, and those are the issues which
are tied up inside that. Do you make it a requirement
that all your fuels have it? You would have difficulty
in convincing the petroleum and the refining industry
that that is required when you have already got more
petrol than you know what to do with.

Q167 Chairman: Thank you. We are running over
our time, so just a final question. What steps are you
taking in your own companies, your own commercial
interests, in research and development to reduce the
production costs of biodiesel?

Mr Ward: There are certain things I am doing that 1
would not be allowed to tell you about.

Q168 Chairman: You would not be allowed to by
your shareholders?

Mr Ward: It is commercially sensitive if we can reduce
production costs.

Q169 Chairman: You mean you can do it but you
want to keep it to yourself?

Mr Ward: 1 would be surprised, if anybody is working
down a unique path, that they would want to be
discussing it in a public forum. We are clearly, all of us,
seeking to ensure that we drive down our costs as far as
we possibly can and therefore making our plants more
efficient in terms of their operational costs, but also
into the value of the by-products that we produce from
it, which effectively reduces the cost or the value of
your finished biofuel.

Mr Clarke: 1 do not really have anything to add to
that, I am afraid.

Chairman: No, it is not your field. Thank you both
very much indeed. We much appreciate your coming
and your help in answering our questions. As I say, we
will send a transcript to you and do make any
corrections you wish to make. We appreciate your
coming to talk to us this afternoon.




