[image: image1.png]! Policy Issues in Rural Land Use. Vol. 9, No. 2, Dec. 1996. Department of Agriculture, Resource and
Managerial Economics: Cornell Cooperative Extension. 14 June 2006.
<http://aem.cornell.edu/faculty_sites/nlb4/publications/pirlu/vol9n2.pdf>




                                                                                                                                                                                                                    
July 14, 2007









Virginia Clean Cities










Hampton Roads Coalition










401 Keith Ave










Kilmarnock VA 22482










Al.christopher@hrccc.org
To:
Sara Stamp


Dragon Run SAMP Director


Middle Peninsula Planning District Commission


PO Box 286


125 Bowden Street


Saluda VA 23149


sstamp@mppdc.com
A Biodiesel Endowment
The endowment fund approach is an excellent way to achieve the goal of preserving agriculture in the sensitive Dragon Run watershed. It offers many advantages, primary among them good economics and low risk:

· A variety of funding mechanisms will work, which allows wide latitude in securing grants, low-interest loans and other financial instruments from diverse sponsors and partners.
· Loaned contributions to the endowment would not be at risk because only the interest earned on capital would be expended to support agriculture. The capital investments could be returned to the contributors.
· Interest from the endowment would support a price equalization program to reduce or remove the price penalty that discourages more widespread acceptance and use of biodiesel and hinders development or expansion of an agriculture-based biofuels industry.
· Price equalization or biodiesel price reductions relative to the costs of petroleum diesel would encourage rapid acceptance of biodiesel blends by diverse users, including farmers, loggers, school bus fleets, retailers and other end users.
· This increased use and acceptance of a renewable fuel made from soybeans grown in the Dragon Run watershed offers direct and indirect economic benefits to the region’s farmers and other community members: Every dollar spent in agriculture multiplies itself 2.3 times by circulating and re-circulating in the local economy. Each new job in agriculture increases regional employment by 1.5 FTE.

A fast start to reach goals and demonstrate  benefits

The endowment fund would jump-start the Dragon Run biodiesel program to more quickly achieve the goals and benefits that are described in the feasibility study completed in June.

The benefits, which are more fully explained in the cited study, include:
· Crop value increases for the soybean farmer that result from increased demand for beans to make soy oil, the favored feedstock for biodiesel production by the local plant, Virginia Biodiesel Refinery LLC in New Kent County.

· The direct and multiplied benefits to the regional economy from spending money on a locally produced renewable fuel that displaces an imported petroleum product. The petroleum diesel offers comparatively few regional economic benefits because a far greater portion of the local fuel dollar is sent out of the region, state and country.

· Branding, not  the product, but the concept of selecting a local renewable fuel and tying this consumer choice to a specific and local benefit, perhaps using a tagline such as “Save the Dragon, buy biodiesel.”

· Improved community resilience and self-sustainability in the event of petroleum shortages. 
· Possible fuel price and availability advantages if petroleum-based fuels continue to increase in cost, or supplies become restricted and inconsistent.

How much biodiesel 
Table 1
 below presents a range of the potential amount of biodiesel that could be used in blends with motor fuel in the Dragon Run watershed. The table presents various scenarios using survey results and motor fuel biodiesel market penetration levels. Scenarios are labeled A-E on the left column. Scenario A, for example, was calculated on the basis that all diesel sold (based on survey results) contained a 2, 5, 10, and 20% blend of biodiesel. Highway diesel and off-road diesel scenario results are presented. Nearly 2.4 million gallons of #2 fuel oil is used for heating homes, businesses and institutions in the Dragon Run area. The additional sales potential for biodiesel blended into heating oil, known as “bio-heat,” would be 120,000 gallons if the common B5 blend was selected. This amount is not reflected in Table 1.
Table 1 shows only the biodiesel component of blends. It excludes the petroleum portion.
	A
	All diesel sold contains
	B2
	B5
	B10
	B20

	
	Highway diesel (gallons)
	96143.6
	240359
	480718
	961436

	
	Off-road diesel (gallons)
	42720
	106800
	213600
	427200

	
	 
	 
	 
	 
	 

	B
	5% of diesel sold contains
	B2
	B5
	B10
	B20

	
	Highway diesel (gallons)
	4807.18
	12017.95
	24035.9
	48071.8

	
	Off-road diesel (gallons)
	2136
	5340
	10680
	21360

	
	 
	 
	 
	 
	 

	C
	10% diesel sold contains
	B2
	B5
	B10
	B20

	
	Highway diesel (gallons)
	9614.36
	24035.9
	48071.8
	96143.6

	
	Off-road diesel (gallons)
	4272
	10680
	21360
	42720

	
	 
	 
	 
	 
	 

	D
	20% diesel sold contains
	B2
	B5
	B10
	B20

	
	Highway diesel (gallons)
	19228.72
	48071.8
	96143.6
	192287.2

	
	Off-road diesel (gallons)
	9548
	23870
	47740
	95480

	
	 
	 
	 
	 
	 

	E
	50% diesel sold contains
	B2
	B5
	B10
	B20

	
	Highway diesel (gallons)
	48071.8
	120179.5
	240359
	480718

	
	Off-road diesel (gallons)
	23870
	59675
	119350
	238700


How many soybeans

The USDA National Agricultural Statistics Service reports that Essex, Gloucester, Middlesex, Mathews, King and Queen, and King William Counties collectively have 593 farms total, comprising 145,409 acres.
 Looking at this farmland from a biomass perspective, or more specifically an oilseed perspective, soybean appears to be the primary oilseed crop grown in the Middle Peninsula area. The NASS reported 227 soybean farms with production of 1.44 million bushels.  
Table 2.
 USDA NASS Report Middle Peninsula farming statistics

	Total Cropland (farms)
	593

	Total Cropland (acres)
	145,409

	
	
	
	

	Total Corn for grain (farms)
	204

	Total Corn for grain (acres)
	53,662

	Total Corn for grain (bushels)
	3,138,137

	
	
	
	

	Total soybean for grain (farms)
	227

	Total soybean for grain (acres)
	62,146

	Total soybean for grain (bushels)
	1,436,714


Of the 145,409 acres of farmland in the Middle Peninsula, 115,808 are used for corn and soybeans, the main feedstocks for ethanol and biodiesel, respectively. The main buyers of soybeans in the Middle Peninsula are Purdue and Old Dominion Grain. There are some buyers of specialty food-grade soybeans. 

The Essex County Extension Agent, Keith Balderson, said that the single-most important concern of soybean farmers in the Middle Peninsula, and anywhere, is anything to improve the price of soybeans (i.e. more demand). Soybeans are the only oilseed feedstock currently grown in the Middle Peninsula. However, Balderson discussed the ability to grow canola (Brassica napus L.) in the region. Test plots of canola were grown in Essex County in the early 1990s for at least 2 years, and Balderson remembers good yields.

Cost to equalize biodiesel and petroleum diesel
The next table illustrates the annual cost (highlighted in yellow) to equalize the biodiesel component of blends relative to the cost of the petroleum component, based on various scenarios.
The first three segments of the table illustrate the annual costs of subsidies ranging from 2 cents to 7 cents per gallon for blends ranging from 2 percent to 20 percent, assuming all potential gallons of diesel become biodiesel blends. The annual costs range from $3,720 to $130,200. 
The bottom two table segments assume that a more realistic one-half of potential sales become blends of biodiesel and explore the costs of a 5-cent and 10-cent per gallon subsidy on the same range of blends. This yields annual costs ranging from $4,650 to $93,000. 
The fourth row in each of the five sections indicates the amount of funds (highlighted in blue) that would be required to produce interest earnings equal to the subsidy amount above it, assuming that the entire principal amount was invested in 26-week US Treasury Bills carrying a 4.865 percent discount rate, the rate resulting from the July 16, 2007 auction of bills to be issued July 19, 2007 and mature on January 19, 2008. ($1,000 bill generates $49.20 annually at this rate.)
Table 3: Annual costs to equalize the biodiesel portion of 9.3 or 4.65 million blended gallons 
	9.3 million gallons

	Diesel and #2 contains:
	B2
	B5
	B10
	B20

	
	B100 portion of blend
	186,000
	465,000
	930,000
	1,860,000

	
	Cost of 2-cent subsidy
	$3,720
	$9,300
	$18,600
	$37,200

	
	Endowment size
	$76,000
	$189,000
	$378,000
	$756,000

	
	
	
	
	
	

	9.3 million gallons
	Diesel and #2 contains:
	B2
	B5
	B10
	B20

	
	B100 portion of blend
	186,000
	465,000
	930,000
	1,860,000

	
	Cost of 5-cent subsidy
	$9,300
	$23,250
	$46,500
	$93,000

	
	Endowment size
	$189,000
	$473,000
	$945,000
	$1,890000

	
	
	
	
	
	

	9.3 million gallons
	Diesel and #2 contains:
	B2
	B5
	B10
	B20

	
	B100 portion of blend
	186,000
	465,000
	930,000
	1,860,000

	
	Cost of 7-cent subsidy
	$13,020
	$32,550
	$65,100
	$130,200

	
	Endowment size
	$265,000
	$662,000
	$1,323,000
	$2,646,000

	
	
	
	
	
	

	4.65 million gallons
	Diesel and #2 contains:
	B2
	B5
	B10
	B20

	
	B100 portion of blend
	93,000
	232,500
	465,000
	930,000

	
	Cost of 5-cent subsidy
	$4,650
	$11,625
	$23,250
	$46,500

	
	Endowment size
	$95,000
	$236,000
	$473,000
	$945,000

	
	
	
	
	
	

	4.65 million gallons
	Diesel and #2 contains:
	B2
	B5
	B10
	B20

	
	B100 portion of blend
	93,000
	232,500
	465,000
	930,000

	
	Cost of 10-cent subsidy
	$9,300
	$23,250
	$46,500
	$93,000

	
	Endowment size
	$189,000
	$473,000
	$945,000
	$1,890,000
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