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IDENTIFICATION

This submission is presented by the Stock Feed Manufacturers’ Council of Australia (SFMCA).

SFMCA is the Federal Council body representing the State stock feed manufacturers’ associations. Individual companies involved in stock feed manufacturing belong to their relevant State association. SFMCA members manufacture in excess of 90% of commercial feeds sold within Australia.

These companies manufacture over 4,600,000 tonnes of animal feeds annually, the major ingredients of which are cereal grains, together with vegetable and animal derived protein meals and oils. 

The Australian stockfeed industry is responsible for the manufacture and supply of animal feeds to Australia’s livestock producers. As such the industry adds value to primary raw materials produced within Australia, these being converted into meat, milk and eggs. Lesser quantities of feed are manufactured for animals involved in leisure and hobby activities.

Commercial feed manufacturers are located in all States and supply by sale to livestock producers, feeds for poultry, pigs, cattle, sheep, horses, aquaculture and various other animal species.

SUBMISSION

This submission addresses issues raised within the December 2003 CSIRO/ABARE/BTRE desktop study into the Appropriateness of a 350 Million Litre Biofuels Target, this being a key document under the terms of reference for the Biofuels Task Force.
1. Section 7 Ethanol Industry Viability

The CSIRO/ABARE/BTRE desktop study in Section 7 identifies that the cost of producing biofuels relative to petrol and diesel is the single most important factor for the ethanol industries viability. The costs of feedstock and by-product revenue from ethanol production are identified and discussed within Section 7.4. with the annotated Table 7 being shown below. The discussion provided relates to the data contained within section 7.
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1.1. Whole Cereal Grain Cost

The feedstock cost of sorghum and feed wheat has been defined as $137/tonne. This estimate is derived from ABARE (Connell et al., 2003) and is an average price in 2007-2008. This projection was low and has now been recognised as under estimating grain costs. Accessing the ABARE March 2005 price projections, feed sorghum is projected to be $169/tonne in 2007-2008, whilst wheat costs are projected to be higher than this value.

Table: ABARE Commodity Outlook March 2005 – Feed Grain Prices
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Source: Lawrance et al 2005

1.2. Grain Cost Basis

The use of $137/tonne for sorghum and feed wheat in the CSIRO/ABARE/BTRE desktop study is misleading as this figure equates to the gross return to Australian grain growers. 

Use of this figure make no allowance for additional costs such as: 

· Freight to deliver grain from farm to ethanol processing plant.

· Handling and storage costs for grain as grain is required through out the year not just at harvest time.

· Finance Costs in holding grain from harvest until utilised by the ethanol plant.

· Storage and handling loses through grain movement prior to entering the ethanol fermentation process.

· Grain supply marketing margins.

The consolidated cost of these factors is in the order of $20-50/tonne. The upper range being seen where grain is required to be transported longer distances and held for extended storage time periods. This figure makes no allowance for additional trading margins achieved by grain marketers in supplying ethanol manufacturers.   

To correctly calculate industry viability, a more realistic value needs to be placed against grain cost, this more likely to be in the order $189-219/tonne in 2007-2008.

1.3. Meal Revenue

The value of $220/tonne is placed against dried distillers grains (DDG). Section 7.4.4. states that this is an assumed value, there being no reference as to what this assumption is based upon. Utilising this DDG value, the revenue derived from the sale of DDG equates to 20c/litre of ethanol produced. This is a major factor in the viability of ethanol production. 

This DDG value is grossly over valued relative to the cost of feedstock which has been used in the viability calculation. All grain and protein raw materials used in animal feeding maintain a relativity in terms of the value of nutrients which they supply. For cereal grains this is largely tied to their energy content and for protein meals their protein and amino acid content.

The value of DDG can be directly linked to the value of alternate protein sources such as canola meal and lupins. The value of DDG used in calculating industry viability should be based upon actual prices of DDG which  is being supplied within the Australian market. The present supply of DDG from Manildra’s Bomaderry ethanol plant can be used as an example of this relativity in price against other raw material sources supplied to the feed industry.

Current Canola Meal prices are in the range $180-200/tonne ex processing plants Melbourne, Numurkah and Newcastle. Canola meal supplies a minimum 37% protein, this equates to $4.86 – 5.40/protein unit.

Based upon Manildra DDG supplying 27% protein, this equates to a theoretical ex plant price of $131 - $145/tonne.

Actual prices feed manufacturers are paying for DDG range from $120-150/tonne ex plant. The lower price being for longer term supply contracts and the higher price for spot load sales. 

DDG needs to be priced by ethanol producers so that it is cost effective when delivered to end users such as feedlots, dairy farmers and feed mills. This requires the ex plant price to be adjusted down to account for freight costs so the product is competitive against other protein meal sources.

The existing market has one supplier of DDG. As additional ethanol plants producing DDG come into operation, this will increase the volume of DDG available and is expected to force DDG prices lower as these plants compete to sell their by-product to the stockfeed industry. 

1.4. Recalculated Ethanol Feedstock Costs and By-product Revenue

The following data has been calculated utilising more realistic costs for cereal grains and lower value received for DDG.

	
	
	Feedstock
	
	
	Meal Revenue
	
	Net required revenue

	
	Yield

L/t
	Price

$/t
	Cost 

c/L
	Yield

L/t
	Price

$/t
	Revenue

c/L
	

	Original
	
	
	
	
	
	
	

	Sorghum/Feedwheat
	380
	137
	36
	0.9
	220
	30
	32

	Recalculated
	
	
	
	
	
	
	

	Sorghum/Feedwheat
	380
	204
	54
	0.9
	135
	12
	58


Based upon this alternate calculation, the net return required to cover the feedstock, operating and capital costs equates to 58c/litre, this being significantly higher than the 32c/litre which is identified in the CSIRO/ABARE/BTRE desktop study.

The error in the original calculation can be seen in the relative value of  grain and by-product produced. A grain cost of $137/tonne will not result in a by-product value of $220/tonne. Almost by definition, the by-product is worth less than the original grain from which it was derived. This is what the current market has defined. This situation is verified within the US ethanol market where large volumes of DDG are in use. This use however requires the DDG price to be held relative to alternate raw materials such as whole corn and soybean meal. 

1.5. DDG Cost to Dry

The CSIRO/ABARE/BTRE desktop study utilises a value for dried distillers grains and deducts cereal grain feedstock cost, operating and capital costs to arrive at the net required revenue required to cover these costs. The DDG value is based upon dried distillers grains, what is not clearly identified is whether the operating and capital costs account for the added cost in drying wet distillers grains. 

To achieve a higher value in the sale of distillers grains, the ethanol plant must install driers and meal grinders to produce a dried product acceptable to feed users. This requires capital equipment as well as significant operating costs in reducing moisture content to 10-12%. 

Where such equipment is not installed, this provides reductions in capital and operating costs, it however reduces the value of by-product. This limitation being due to the high moisture content and the cost in freighting this surplus water from ethanol plant to feedlot or dairy farm. The sale of wet distillers grains is further complicated by its short storage life and difficulty in bulk storage. Wet distillers grains are not usable by the traditional feed manufacturing industry, and is limited to use by beef and dairy producers located in close proximity to the ethanol plant.

CSIRO/ABARE/BTRE desktop study does not clearly define whether the assumed 7.5c/L operating cost and 8c/L capital cost includes costs to handle and dry by-products. If this is not the case, this cost needs to be deducted from the revenue achieved in selling DDG.

1.6. Ethanol Provides Added Raw Materials for Stock Feed Use
It can be argued that the conversion of cereal grain into ethanol results in by-products which the stockfeed industry can utilise, this providing an industry benefit. This however takes no account of the energy loss in converting cereal grain into ethanol. The ethanol industry converts the energy rich starch component of grain into ethanol. What is left is the by-product distillers grain which comprises the residual protein, fat, fibre and minerals. This is a low energy raw material for pig and poultry feeding and an added protein source for beef and dairy use. 

The added protein value for feedlot cattle is limited as the beef feedlot industry utilises limited amounts of added protein. The major limiting nutrient in finishing feedlot cattle is energy. As distillers grains is the by-product after the energy is removed it provides lesser value in cattle finishing.  The feedlot industry gains greater benefit from the cereal grain and lesser value from the byproducts derived from ethanol production.

Ethanol Viability – SFMCA Statement

The Biofuels Task Force needs to define industry viability taking account of higher feedstock costs and lower by-product revenue. 

We note that the CSIRO/ABARE/BTRE desktop study concluded that ethanol production from whole cereal grains is not viable. Our revision, utilizing more accurate feedstock cost and by-product revenue values, increases the unviable nature of the industry.

2. Section 14 Regional Impacts

It is noted that the CSIRO/ABARE/BTRE desktop study attempts to identify the regional impact of Australia having a biofuels industry. This part of the study is very limited and clearly reflects the scant data available relating to this issue. In section 14.3, the potential regional costs are discussed and the SFMCA wishes to provide additional commentary relating to this section.

2.1 “a subsidised biofuel industry would compete directly and unfairly with other industries using the same inputs”

Based upon the production of 380 litres of ethanol from 1 tonne of grain, the production of 145 ML of ethanol from cereal grains as defined in the CSIRO/ABARE/BTRE desktop study would require the use of 381,000 tonnes of wheat and sorghum. The study identifies that this additional grain consumption will be sourced by diverting product away from exports towards domestic consumption. This assumption is based upon Australian grain consumers accessing grain at world price levels. 

The study makes simplistic comments relating to the ABARE report looking at feed grain supply and demand to 2007-08 (Hafi and Connell. 2003). This study looked at regional production and demand aspects and clearly identified the shortage of cereal grains on the east coast of Australia. The data from the ABARE report can be summarized to show the current feed grain supply and demand situation for eastern Australia against that for 2007/08.

Table: Cereal Grain Supply and Demand – consolidated Qld, NSW, Vic.

	
	Cereal Grain Supply

kt
	Cereal Grain use in Feed

kt
	Cereal Grain use in flour and starch a

kt
	Surplus

kt

	2003-04
	8,220
	5,862
	1,500
	858

	2007-08
	8,464
	7,208
	1,575
	-319


a estimate of flour and starch cereal grain use

When the ABARE data is reworked to consolidate cereal grain supply and demand for eastern Australia, excluding supply from SA and WA, the 2007-2008 demand exceeds supply. This supply shortage has to be filled from grain grown in South Australia and Western Australia and/or grain importation from other countries.

The ABARE study takes account of typical seasonal conditions and grain production, no allowance is made for below average crop conditions and reduced grain supply. Since the 2003 ABARE report, seasonal conditions have again demonstrated that Australian eastern states have limited capacity to meet the demand for cereal grains. 

During periods of reduced supply relative to demand, grain prices in the eastern states jump above world parity pricing. This is becoming a more frequent event which the feed manufacturing industry must contend with in the supply of feeds to beef, dairy, poultry and pig producers. The CSIRO/ABARE/BTRE desktop study assumption that world parity pricing applies to cereal grains is incorrect for eastern Australia. The conclusion that cereal grain demand for the production of ethanol will come from the diversion of export grain sources is incorrect. In reality, cereal grain for ethanol production will further widen the gap between grain supply and demand, with the increased need for cereal grains to be supplied from SA, WA or overseas countries.

The result of increasing demand will be rising grain prices, this being above world parity price. Both the animal feed industries and the ethanol industry will be required to pay higher prices to secure grain supplies. 

2.2. Impact on Feed Manufacturers

The stockfeed industry operates without any government financial support mechanisms. Similarly the livestock industries which utilise stockfeed have no support assisting in the purchase of cereal grains which is the major component of animal feeds.

The SFMCA believes that the ethanol industry must similarly operate without government subsidy or systems which artificially foster its development. Should there be mandated inclusion of ethanol in motor fuel in Australia, this will provide an artificial demand base which would increase cereal grain demand and the cost of grain to the stockfeed industry.

The potential impact upon feed manufacturers will be seen both directly and indirectly. Cereal grains comprise 55 – 90% of the cost of stockfeed sold to livestock producers. This being higher for high energy dairy and beef feeds and less for pig and poultry feeds utilizing proportionately more raw materials other than grain. Inflated cereal grain costs will place direct pressure upon stockfeed manufacturers as the major cost in feed production is increased. Feed manufacturers will be put under pressure to recoup these increased costs in higher feed selling prices. The indirect consequence is the greater cost burden placed upon livestock producers and impacting their longer term viability. 

The viability of feed manufacturing sites is dependent upon the financial viability of their surrounding client base. Increased cereal grain demand in a region, which is greater than supply, results in inflated cereal grain prices within this region. If this situation is in place over a medium to long term period it results in the decline in livestock production and the resulting closure of feed manufacturers servicing the region. 

The commissioning of ethanol plants in eastern Australia will increase feed grain demand and will result in a greater gap in grain supply. There will be negative impact upon the stockfeed industry from the added pressure this will place upon beef, dairy, pig and poultry industries.

This negative impact will be seen in potential feed mill closures, loss of jobs and investment in regional Australia. This will have a compounding effect upon the other companies supplying services to the stockfeed industry. There is significant risk that providing support for new ethanol plants on regional development grounds may be counterproductive, with short-term benefits being offset by longer term costs coming from closure of feed manufacturing sites and the decline in livestock production within these regions.

The SFMCA notes the CSIRO/ABARE/BTRE desktop study identifies that government expenditure per direct job created in biofuel production is estimated to be between $210,000 and $303,000 in 2010 to produce an extra 235 ML. In contrast, the Australian stockfeed industry has been a growth industry, providing employment within regional Australia. This employment has been achieved without government assistance. The SFMCA questions the merit of using government funds to foster the biofuels industry based upon provision of employment in regional Australia, when this will put at risk existing employment in the stockfeed industry which receives no government support.

2.3. Ethanol Plant Locations

The CSIRO/ABARE/BTRE desktop study identifies proposed new ethanol plants which would utilise cereal grains being located in Dalby (Qld), Gunnedah (NSW), Coleambally (NSW), Swan Hill (NSW), Forbes (NSW) as well as a number of other sites in Queensland and NSW.

The locations for these plants are in proximity to the stockfeed and livestock industries which utilise cereal grain produced in these regions. Commercial feed manufactured in Australia is identified in the following table:

	  
	Feed Volume (tonnes) 

	Queensland 
	746,800 

	New South Wales
	1,147,300 

	Victoria 
	1,812,900 

	South Australia 
	467,700 

	Western Australia 
	440,000 

	Total 
	4,614,700 





Source: SFMCA member survey 2004

In addition to these volumes of commercial feed, integrated broiler and feedlot feed milling sites are operated, as well as the manufacture of feed on farm.

The SFMCA estimates that the commercial feed manufacturing industry provides direct employment to 1,610 people. There are 115 commercial feed mills in Australia, with the SFMCA employment estimate representing an average 14 direct jobs per manufacturing site.  Indirect employment is estimated to be a minimum 3,220 based upon a conservative multiplier of two indirect jobs for each direct job. Utilising a higher multiplier of four indirect jobs, results in a total of 8,050 direct and indirect jobs in the industry. This employment only includes those linked to commercial feed manufacture and does not account of employment in the manufacture of feed by integrated pig, poultry and feedlot enterprises and feed mixed on farm. 
Further significant levels of employment are provided by livestock producers in the production of meat, milk and eggs which rely upon the supply of feed grains. 
Regional Impact - SFMCA Statement

The SFMCA supports the development of a biofuels industry. The SFMCA however does not support the use of government funds in supporting the industries development when this has the potential to negatively impact upon the stockfeed and livestock industries. 

The stockfeed industry operates feed manufacturing sites located in regional Australia. The industry provides employment within these regions and gains no government assistance. The SFMCA opposes the unequal use of government funds to support ethanol production from cereal grains when no support is provided to an existing industry. 
The Biofuels Task Force in assessing the costs and benefits of biofuel production must incorporate within this assessment the cost impact production of ethanol from cereal grains will have upon the stockfeed and livestock industries. The increased cost of grain supplies to these industries and their declining viability needs to be taken account. The further impact of increased frequency of grain importation and the impact upon Australia’s balance of trade must also be considered.
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