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Dear Sirs,
Re: Pan Canadian Framework – Federal Carbon Pricing Backstop: Technical Paper
We appreciate the opportunity to provide comments on the subject consultation regarding Canada’s decision
to set a benchmark carbon price on a broad set of emission sources, with increasing stringency over time, and
implement a federal carbon pricing backstop system that will apply in any province or territory that does not
have a carbon pricing system in place by 2018 that aligns with the benchmark.
The design and application of the proposed ‘carbon pricing backstop’ (CPB) is critically important for this policy
to succeed in meeting its intended outcomes: “[to be] an efficient way to reduce GHG emissions and help
achieve [Canada’s] objectives to protect the environment, stimulate investments in low-carbon innovation and
create a sustainable clean-growth economy”.1 Our submission integrates analysis and comments on: (a) carbon
pricing systems, as they apply to both the production and use of low carbon, advanced biofuels in Canada; and
(b) complementary measures under the Pan-Canadian Framework on Clean Growth and Climate Change (PCF)2,
such as the Clean Fuel Standard (CFS)3 and excise taxation.
Advanced Biofuels Canada/ Biocarburants avancés Canada
Our organization promotes the production and
use of low carbon advanced biofuels4 in Canada, which our members supply across North America and globally.
Our members have invested in advanced biofuels processing and supply chain operations across Canada, and
are actively bringing to market the next generation of low carbon biofuels. Advanced Biofuels Canada has
provided expert advice to governments on transport fuel regulations and carbon pricing systems since 2005.
1

Government of Canada: Technical Paper on the Federal Carbon Pricing Backstop. Accessed at:

https://www.canada.ca/en/services/environment/weather/climatechange/technical-paper-federal-carbon-pricing-backstop.html
2

Governments of Canada: Pan-Canadian Framework on Clean Growth and Climate Change. Accessed at:

https://www.canada.ca/content/dam/themes/environment/documents/weather1/20170125-en.pdf
3

Government of Canada: Clean Fuel Standard Discussion Paper. Accessed at:

https://www.ec.gc.ca/lcpe-cepa/default.asp?lang=En&n=D7C913BB-1
4

Advanced biofuels have GHG reductions of at least 50% below comparable fossil fuels, and are made from
sustainable biomass. Canada has approximately 750 M litres of advanced biofuels production capacity.
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Key Recommendations:
The Pan-Canadian Framework commits to specific carbon pricing and
regulatory action to achieve greenhouse gas emission reductions in transportation fuels. Advanced Biofuels
Canada’s recommendations pertain to the Carbon Pricing Backstop, and to the complementary measures that
are essential to overcoming market barriers and achieving the PCF’s transportation strategy objectives.
Carbon Pricing Backstop
1. Exempt biofuels from the carbon levy on fuel use in all federal, provincial and territorial jurisdictions
to align a national approach to carbon pricing on biofuels, and eliminate carbon tax windfalls on
renewable fuels with lower energy densities
2. Mitigate trade-exposed impacts of carbon pricing on advanced biofuels production in Canada by
ensuring access to the output-based pricing system, and exempt start-up period operations
Excise Taxation Revision
3. Review and revise the federal, provincial, and territorial fuel excise taxation systems to set rates
that are:
a. based on the energetic service of renewable and alternative fuels (i.e. revise volumetric (per
litre) tax levels to reflect the energy density of the fuels); and
b. consistently applied with respect to emerging transportation fuels, including renewable
fuels and alternative fuels such as electricity, natural gas, and hydrogen
Clean Fuel Standard
4.

Ensure the Clean Fuel Standard design framework adopts stringent, compulsory measures to reduce
the carbon intensity (per energy unit) of transportation fuels

It is important to understand that the design of existing carbon pricing measures and the proposed CPB system
will be unable to overcome structural market barriers in the transportation fuel sector. A focused approach to
the clean fuel standard regulation, coupled with improvements to fuel taxation systems (carbon and excise),
will support the clean innovation investments necessary to expand the production and use of lower carbon,
clean renewable and alternative fuels in Canada.
The discussion appendices following set out our analysis and detailed comments to these recommendations.
Respectfully submitted,

Doug Hooper, Director Policy & Regulation
Advanced Biofuels Canada / Biocarburants avancés Canada
cc:

Canadian Ministers of the Environment and Finance
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Carbon Pricing & Complementary Measures: Overview
Pan-Canadian Framework on Clean Growth and Climate Change:
The federal-provincial accord on
climate action was released on December 9, 2016. Under the PCF, governments have undertaken a
number of measures to address climate change and meet the intended outcomes set out above. The PCF
establishes four pillars to the strategy, including carbon pricing and complementary actions to address
market barriers where pricing alone is insufficient in the 2030 timeframe. The PCF adopts a suite of four
actions under a transportation sector strategy to complement carbon pricing:
i.
ii.
iii.
iv.

Vehicle emission standards
Zero-emission vehicle strategy
Investing in infrastructure to support transport mode shifting
Clean fuel standard (CFS)

Of these four actions, the design of the CFS must be carefully aligned with Canada’s carbon pricing
systems, including the CPB, in order to achieve the targeted outcomes of the PCF. Given design limitations
to carbon pricing systems (e.g. the carbon price is not applied on a full lifecycle, energy-adjusted basis),
the CFS design must apply a stringent, compulsory framework to reduce transportation fuel greenhouse
gas emissions.
Carbon Pricing and Excise Taxation Reviews:
The principles of the federal – provincial
approach to carbon pricing are set out in the PCF.5 The CPB Technical Paper re-affirms the commitment
to an interim review of carbon pricing in 2020 (with specific attention to trade exposed sectors impacted
by carbon pricing), and an overall carbon pricing review by early 2022.6
Given existing flaws and inconsistencies in the fuel excise taxation structure in Canada, a review and
revision to transportation excise fuel taxes needs to be undertaken as a complementary measure to
support carbon pricing and fuel regulation. We encourage the governments of Canada to include a
detailed analysis of fuel excise taxation in the interim review, as the design and application of these taxes
directly complement (or constrain) the impact of carbon pricing on transportation fuels.
Clean Fuel Standard:
Environment and Climate Change Canada (ECCC) released its CFS
Discussion Paper on February 24, 2017. Advanced Biofuels Canada participated in the stakeholder review
sessions, and presented technical webinars on the CFS. Our formal comments on the discussion paper on
were submitted April 25, 2017, and included reference to the design and implementation of
complementary carbon pricing systems.7 The comments in this submission build on these earlier
recommendations on carbon pricing systems, based on the potential elements of the policies set out in
the Technical Paper on the Federal Carbon Pricing Backstop, the CFS Discussion Paper, and feedback from
ECCC and other stakeholders on the CFS design framework. ECCC has committed to release a design
framework for the CFS in the summer of 2017.

5

Governments of Canada: Pan-Canadian Framework on Clean Growth and Climate Change (page 8):

https://www.canada.ca/content/dam/themes/environment/documents/weather1/20170125-en.pdf
6

Government of Canada: Technical Paper on the Federal Carbon Pricing Backstop (page 5):

https://www.canada.ca/en/services/environment/weather/climatechange/technical-paper-federal-carbon-pricing-backstop.html
7
Advanced Biofuels Canada: Policy & Regulation. Accessed at: http://advancedbiofuels.ca/policy/
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Carbon Pricing Backstop: Overview
Finance Canada released the Technical Paper on the Federal Carbon Pricing Backstop on May 18, 2017.8
Broadly, the federal CPB proposal is similar in design to the Alberta carbon pricing system by proposing a
carbon levy on most transport and stationary fuels, and an ‘output-based pricing system’ (OBPS) for larger
industrial emitters. Both of these carbon pricing systems will directly impact the production and use – and
competitiveness - of low carbon, advanced biofuels in Canada.
The CPB carbon levy will directly apply to fuels used in Canada. In addition, the carbon levy will apply to
fuels consumed in the production of advanced biofuels, if the production facilities are not within the OBPS.
In general, we support the proposed design framework for the CPB carbon levy on fuels. The application
framework, relief categories, registration requirements, and transitional/administrative aspects fairly
capture the scope of fuels used, imported, or brought into a backstop jurisdiction and generally align with
carbon pricing systems in place in AB, BC, ON and QC – with specific issues and recommendations noted
below. The point of application of the levy is appropriate to efficiently capture and apply to fuels used by
fuel producers, and distributed downstream to fuel consumers.
The inter-jurisdictional and intra-jurisdictional carbon levy design aspects related to commercial
transportation (aviation, rail, marine) impact a class of fuel users that operate within and across
geographical regions in Canada. While the CPB reflects the current structure of excise taxation across
jurisdictions on fuels consumed in these sectors, it is clear that a national system approach would be less
complex and costly to administer for fuel consumers and governments. Additionally, for sectors that are
developing and implementing international strategies to reduce carbon emissions, including adoption of
low carbon biofuels, we encourage a pan-Canadian approach to better integrate these sector strategies
with carbon pricing systems, and other complementary climate mitigation strategies, in Canada.
Due to the trade-exposed nature of liquid transportation fuel refining (fossil or renewable) in North
America, the OBPS system needs to be designed to ensure advanced biofuels production in Canada, and
upstream biomass processing (e.g. oilseed crushing, rendering, forestry milling), are eligible to opt-in to
the OBPS system. Further, to attract investment in clean innovation in Canada and reflect operational
constraints, special provision should be made to the OBPS system to support commercialization of novel,
low carbon advanced biofuel production facilities.

Carbon Pricing Backstop: Discussion
This section provides specific recommendations on CPB design principles and details. A central tenet to
our orientation is that the CPB system on fuels should align with the intended outcomes of the PCF and
CFS and, specifically, support the production and use of low carbon, advanced biofuels in Canada. The CPB
can provide leadership to address market failures in the transport fuel systems in Canada, correct carbon
pricing system design flaws and inconsistencies in existing jurisdictions, and mitigate competitiveness
impacts to trade-exposed producers of advanced biofuels.

8

Government of Canada: Consultation on Technical Paper on the Federal Carbon Pricing Backstop. Accessed at:

http://www.fin.gc.ca/activty/consult/fcpb-fsftc-eng.asp
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Recommendation #1: Fully exempt biofuels from the carbon levy on fuel use in all federal, provincial
and territorial jurisdictions to align a national approach to carbon pricing on biofuels, and eliminate
carbon tax windfalls on renewable fuels with lower energy densities
Introduction
The carbon pricing systems on transportation fuels in Canadian provinces today have
highlighted several market failures and carbon pricing system design flaws in Canada:
i.
ii.
iii.
iv.

Carbon pricing systems are not based on the full lifecycle carbon emissions of fuels
Inconsistent approach to carbon pricing of biofuels between provinces
Volumetric carbon pricing penalizes biofuels with lower energy densities
Fuel suppliers eliminate the carbon price signal between fuel choices

Lifecycle Carbon Intensity
The CPB does not propose to levy a carbon price based on the lifecycle
carbon emissions of fuels. Instead, the approach follows the BC and AB systems, and applies a flat,
volumetric rate on fossil fuels (e.g. gasoline, diesel, natural gas). In the case of transportation fuels, fuel
products (gasoline, diesel) are typically a mix of fossil and renewable fuel ‘blendstocks’. The resultant fuel
products have a carbon emission profile (called a ‘carbon intensity’) that is based on the nature of the
feedstocks and refining technologies to manufacture the blendstock components.
ECCC has elected to treat all crude oil and refining processes equally under the CFS, meaning there will be
no market signal to differentiate between higher and lower carbon crude oil sources and different
extraction, refining technologies. As is the case with crude oil slates and refining technologies, biofuels
used in Canada also have a wide range of lifecycle carbon intensities. For example, the lifecycle carbon
intensity of palm-based fuels is close to that of fossil diesel, while canola or fats-based biofuels reduce
greenhouse gas emissions by approximately 90%. Waste-based ethanol fuel can have even deeper
emission reductions.
Both AB and BC have elected to reduce the carbon level on gasoline and diesel to reflect the mandatory
blending level under their respective renewable fuel standard (RFS) blending obligations; however, they
then apply the same carbon levy rate to the biofuel blendstocks (ethanol, biodiesel, renewable
hydrocarbon diesel) in the fuel products. While this approach is administratively simpler to employ, it fails
a fundamental design principle of carbon pricing theory: it does not apply a carbon price based on the
actual carbon emissions of the transportation fuel options. Further, it provides no market price signal to
choose lower carbon transport fuels. To compensate for the flat-rate design approach of the CPB and
other carbon pricing systems in Canada, the CFS design must ensure that transport fuel markets transition
to lower carbon intensity fuels by 2030.
Inconsistent Carbon Pricing
The rates applied to fossil fuels (gasoline, diesel, natural gas) have minor
variations in the carbon levy amount, as set out in the draft CPB and in current AB and BC rate schedules.
By comparison, the imputed carbon pricing on fossil fuels in the cap and trade jurisdictions (ON, QC) is
substantially below the current prices in BC and AB, respectively.
The treatment of biofuels under the various carbon pricing systems adds another layer of inconsistency.
In order to recognize the biogenic nature of the carbon emitted from combustion of biofuels, the CPB
proposes to exempt biofuels from the carbon levy:
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“Biofuel portion of blended fuels (e.g., for gasoline or diesel blended with biofuels, the levy will
apply only to the fossil fuel content.” (page 13)
Under the existing provincial carbon pricing systems, there is a ‘patchwork’ approach to carbon pricing of
biofuels in Canada. Both Ontario9 and Quebec10 fully exempt biofuels from inclusion in the cap and trade
provisions on transportation fuels. As noted above, in Alberta11 and British Columbia12, the carbon levy is
applied at the same rate to biofuels as to the fossil fuel blend component (e.g. ethanol pays the same rate
as gasoline, and biodiesel or renewable hydrocarbon diesel pay the same rate as diesel). However, Alberta
has exempted biofuels from the levy (and provided a rate adjustment formula for gasoline/diesel) in the
event that the biofuels component of the blendstocks exceeds 10% or 5% in gasoline or diesel,
respectively (e.g. >E10, >B5).13 The BC approach results in high-blend low carbon fuels, such as E85 (85%
ethanol) and B20 (20% biodiesel), paying more carbon tax on an energy adjusted basis than gasoline or
diesel fuels (see below, and Appendix III).
Accordingly, the CPB should fully exempt biofuels from the carbon levy. This measure would align with
the approach in cap and trade provinces (ON and QC). AB and BC must then revise their regulations to
similarly align with the design approach to biofuels to create a single, common national approach to
carbon pricing on renewable fuels in Canada. As noted above, this approach to carbon pricing on fuels
comes with a commensurate need to therefore ensure transportation fuel regulations properly address
lifecycle carbon intensity reductions by 2030.
The table in Appendix I compares the carbon levy rates on transportation fuels in Canada.
Volumetric vs. Energetic Taxation
Due to the lower energy densities of biofuels, in comparison to
fossil fuels, the volumetric taxation of biofuels (e.g. taxes based on per litre volumes) results in lower
carbon fuels paying a higher carbon levy to deliver the same energy service (e.g. to drive 100 km). For
example, ethanol has approximately 32% less energy than gasoline, and biodiesel has 9% less energy than
diesel fuel. Navius Research has released a comprehensive study on biofuels use in Canada, which has
quantified greenhouse gas abatement costs from biofuel costs, marketing costs, and federal/provincial
taxation.14 The Navius Research report estimates the windfall tax gain from volumetric carbon and excise
taxation on transport fuels to have cost Canadian consumers $1.8 billion over the 2010-2015 period. In
BC, ethanol and biodiesel pay a tax surcharge of 47% and 9%, respectively, on carbon and excise taxes.

9

Government of Ontario: Guideline for Quantification, Reporting and Verification for GHG Emissions, Appendix 25

https://files.ontario.ca/guideline_for_quantification_reporting_and_verification_of_greenhouse_gas_emissions_2017.pdf
10

Government of Quebec: Regulation respecting a cap-and-trade system for greenhouse gas emission allowances.
Section 2(2)(3): http://legisquebec.gouv.qc.ca/en/ShowDoc/cr/Q-2,%20r.%2046.1
11
Government of AB: Tax and Revenue Administration: Carbon Levy Rates (February 17, 2017)
http://www.finance.alberta.ca/publications/tax_rebates/rates/carbon-levy-rates.html
12
Government of BC: Ministry of Finance: Tax Bulletin. Overview: http://www2.gov.bc.ca/assets/gov/taxes/salestaxes/publications/mft-ct-005-tax-rates-fuels.pdf
13

Government of AB: Climate Leadership Regulation. Section 2(2):

http://www.qp.alberta.ca/1266.cfm?page=2016_175.cfm&leg_type=Regs&isbncln=9780779793792&display=html
14

Navius Research: Biofuels Use in Canada (2010-2015). June 2017. Accessed at:

http://www.naviusresearch.com/publications/biofuels-in-canada/
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By exempting all renewable fuels from the CPB and other carbon pricing systems in Canada, governments
can correct a design flaw that currently penalizes use of lower carbon fuels, and results in over-taxation
of consumers and windfall revenues to governments (see Appendix III).
The same issue applies to excise taxes on transportation fuels. Because provincial and federal excise taxes
are applied on a volumetric basis, governments have been over-taxing renewable fuels and increasing fuel
costs to consumers. This issue is analyzed further in the section below.
The table in Appendix II compares the excise levy rates on transportation fuels in Canada.
Market Realities – Carbon Pricing at the Pump In AB and BC, fuel prices do not differentiate fuels with
higher or lower carbon emissions, because the carbon levy is the same on the blendstock components.
Conversely, the cap and trade provinces (ON and QC) have fully exempted all biofuels and the market
should expect to see price differentiation. However, since incorporating transportation fuels into the cap
and trade program in 2015, the wholesale ‘rack’ pricing of fuels in Quebec (2015 to date) and Ontario
(2017 only) has generally not differentiated between neat (100%) gasoline/diesel fuel and biofuel blends
(e.g. E10, B5). In other words, fuel suppliers in QC and ON have chosen to not reflect the actual carbon
credit compliance cost in their fuel product options.
Currently, there is no system to control how the carbon price is imbedded in wholesale fuels, nor to
require that carbon prices be passed on and visible to the retail fuel consumer. This denies consumers the
ability to choose lower carbon fuels on the basis of price.
If a carbon price fails to differentiate on the basis of carbon emissions of fuel choices, it has the same
market impact as an excise tax: meaning, it will only impact elastic fuel demand by raising fuel prices
generally. As most fuel use in the economy is inelastic (i.e. necessary for transport of goods and services),
fuel price increases have a limited ability to reduce transport sector fuel emissions.
In the PCF, the Ecofiscal Commission is quoted as saying: “Carbon pricing is the most practical and costeffective way to lower GHG emissions while encouraging low-carbon innovation.” This theory, however, is
based on the assumption that carbon emissions are actually priced and that the price will be passed on
and visible to consumers in the economy. By design, the carbon pricing systems in AB and BC have failed
to price carbon emission of fuel blends. In practice, the transportation fuel markets in carbon-priced
jurisdictions have failed to differentiate any carbon price signal for fuel consumers. These market failures
bely the ‘economic efficiency’ arguments for carbon pricing.
Combining a fossil fuel-only carbon price on transportation fuels with a complementary market-based
regulation to reduce transport fuel greenhouse gas emissions (CFS), will correct market failures currently
impeding the use of lower carbon fuels in Canada today. Greater transparency in fuel product marketing
and pricing, including visibility of the imbedded carbon price, is also needed to overcome market barriers
facing renewable and alternative fuels in the Canadian market.
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Recommendation #2: Mitigate trade-exposed impacts of carbon pricing on advanced biofuels
production in Canada by ensuring access to the output-based pricing system, and exempt start-up
period operations
Introduction
As noted previously, due to the trade-exposed nature of liquid transportation fuel refining
(fossil or renewable) in North America, the OBPS system needs to be designed to ensure advanced biofuels
production in Canada, and upstream biomass processing (e.g. oilseed crushing, rendering, forestry
milling), are eligible to opt-in to the OBPS system.
In the CPB Technical Paper, the OBPS will apply to industrial facilities that emit 50 kilotonnes or more of
CO2e per year. While many details on the OBPS are not provided, there are two key principles articulated:
1. The OBPS will afford protection to Canadian industrial sectors by enabling them to ‘opt-in’ to the
OBPS15; and
2. CO2 emissions from the combustion of biomass will not be covered16
The implementation of the OBPS is to come into force in 2019.17 During the interim 2018 period, the CPB
proposes to apply the carbon levy on fuels consumed in all industrial facilities. This interim measure should
be re-considered, as industrial facilities require time to prepare and implement mitigation strategies to
reduce emissions under the OBPS in 2019. In addition, measures under carbon pricing systems in AB, ON,
and QC are being finalized or advanced for calendar 2018 at carbon prices that are expected to be below
the federal $10/tonne threshold; therefore, the interim 2018 approach will create economic distortions
across the Canadian economy. We recommend eliminating the interim levy measure on industrial fuel use
in 2018 (i.e. exempt industrial fuels), to allow for an orderly transition to the OBPS and other provincial
industrial carbon pricing systems in 2019.
Opt-in Eligibility
In establishing eligibility for opt-in treatment under the OBPS, the CPB system
should recognize that biomass processing (e.g. oilseed crushing, rendering, forestry milling) are trade
exposed sectors, and Canadian industry will be forced to compete across a global - North American
platforms with other processors that are not under comparable carbon pricing regimes. While not fully
mitigating the carbon price impact on Canadian industry, the opt-in provision to the OBPS will at least
afford a measure of compliance flexibility to mitigate carbon pricing impacts.
Advanced biofuel production in Canada will also face trade exposure, primarily from US and international
biofuels producers. Renewable fuel products produced from established feedstock options and refining
technologies (e.g. grain ethanol, oilseed/fat-based biodiesel and renewable hydrocarbon diesel) in Canada
compete against comparable product imports. Emerging advanced biofuels technologies may not be
broadly adopted anywhere, and thus may have few identical product suppliers to compete against;
however, these biofuels will face trade exposure from established renewable fuel options.

15

Government of Canada: Consultation on Technical Paper on the Federal Carbon Pricing Backstop. (page 17)

http://www.fin.gc.ca/activty/consult/fcpb-fsftc-eng.asp
16
17

Ibid (page 18)
Ibid (page 21)
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Opt-in eligibility should be permitted for any advanced biofuels producer, regardless of whether other
Canadian producers of the same product are already regulated under the OBP system.
Biomass Exemption
As with the exemption of biofuels under the CPB carbon levy, it is also appropriate
to exempt biogenic carbon emissions from sustainable biomass sources and waste resources. Canada’s
agricultural18 and forestry19 harvesting and processing practices are among the most sustainable in the
world; however, care must be taken to assure that imported biomass supplies used under the CPB carbon
levy or OBPS meet standards comparable to those in place in Canada. This biomass exemption will also
afford a measure of flexibility to biomass processors in Canada to reduce facility emissions.
Start-up Operations
The CPB Technical Paper does not propose any measures of flexibility or relief for
facilities in the ‘start-up’ phase of commercial operation. There are two important reasons to adopt
specific measures in the OBPS to address this category of advanced biofuels facilities:
1. Ramping up to full commercial production of novel cleantech industrial processes often involves
operational interruptions due to technology or process changes, or supply chain challenges; and
2. Energy consumption and CO2e per unit of output may be significantly higher than normalized
operational levels, once the process system is fully calibrated and online
As a result of the above conditions, advanced biofuels processes that are in ‘start-up’ phase will
experience higher operating costs and financial constraints. In addition, as greenhouse gas emissions are
likely not accurately reflected during this period, it is not reasonable to establish a facility’s baseline
emissions during this period.
In order to support commercialization of novel, low carbon advanced biofuel production facilities, we
recommend that the CPB exempt ‘start-up’ phase operations from the carbon levy or OBPS for a period
of three years. Specifically, we recommend the exemption apply for a period of three years, commencing
from January 1 on the year following the first commercial sale of product from the facility. This relief
should be provided in the form of a statutory exemption, or an exemption certificate, rather than a rebate
that is applied after the carbon pricing costs have been borne.

18
19

2016 Food Sustainability Index. Accessed at: http://foodsustainability.eiu.com/
Government of Canada: Accessed at: http://www.nrcan.gc.ca/forests/canada/certification/17474
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Complementary Measures: Excise Taxation & Clean Fuel Standard
Recommendation #3: Review and revise the federal, provincial, and territorial fuel excise taxation
systems to set rates that are:
a. based on the energetic service of renewable and alternative fuels (i.e. revise volumetric (per
litre) tax levels to reflect the energy density of the fuels); and
b. consistently applied with respect to emerging transportation fuels, including renewable fuels
and alternative fuels such as electricity, natural gas, and hydrogen
Introduction
While not necessarily part of the current consultation on the CPB, there are two
substantive issues impacting the adoption of lower carbon transport fuels that arise from improper design
and application of excise taxes. Excise taxes on fuels are meant to raise revenues to fund costs related to
transportation (roads, bridges, tunnels, transit, ferries). Excise taxes on fuels are levied by all levels of
government.
The table in Appendix II compares the excise levy rates on transportation fuels in Canada.
We urge the governments of Canada to include a review of fuel excise taxation to consider its alignment
with the PCF, and complementary measures such as the CFS, the OBPS, and other carbon pricing systems.
This review should be conducted in the near-term (i.e. before, or part of, the interim 2020 review).
Volumetric vs. Energetic Taxation
As noted above in the discussion on carbon levy price systems, a
flat volumetric (per litre) excise tax on lower energy dense fuels, such as biofuels, creates an over-taxation
that is punitive to biofuels. Volumetric taxation on lower energy fuels creates a financial disincentive for
consumers to purchase these fuels, relative to fossil gasoline and diesel fuels. To encourage the broad
adoption of lower carbon fuels (renewable and alternative), excise taxations systems need to be revised
to either pro-rate fuel excise levies to recognize the energy service delivered (e.g. fuel required to drive
100 km), or exempted altogether in order to support market access and use for emerging low carbon fuels
(discussed below).
Excise Tax Consistency
To support the adoption of alternative fuels, fuels such as propane,
natural gas, and electricity are exempt from excise taxation in most jurisdictions. Conversely, due to the
energetic tax issue and the full application of excise taxes on biofuels, at gasoline and diesel rates, lower
carbon biofuel consumers pay more excise taxes than if they had purchased fossil fuels.
A consistent and fair approach to fuel excise taxation is needed to recognize the climate and emissions
benefits of cleaner, lower carbon fuels. The tax exemption afforded a subset of renewable and alternative
fuels unfairly advantages these fuel options, relative to other fuel options. While excise tax exemptions
are useful to encourage market adoption on new fuels, excise tax revenues are also necessary to fund
public investments in basic transportation systems, and new infrastructure to ensure market availability
of these new fuels (e.g. distribution and retail pumps for mid- to high-level biofuel blends (e.g. E15, E85,
B5-20, B50), and alternative fueling infrastructure such as EV charging, and CNG/LNG or hydrogen fueling
stations).
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Recommendation #4: Ensure the Clean Fuel Standard design framework adopts stringent,
compulsory measures to reduce the carbon intensity (per energy unit) of
transportation fuels
Introduction
The PCF targets complementary climate actions to “reduce emissions by addressing
market barriers where [carbon] pricing alone is insufficient or not timely enough to reduce emissions in the
pre-2030 timeframe.”20 In the PCF, the Clean Fuel Standard is one of the principal actions identified to
reduce transportation emissions.
Design Framework
Advanced Biofuels Canada submitted detailed design framework comments on
the CFS Discussion Paper consultation in April 2017.21 A central tenet to our recommendations is that the
CFS specifically ensure that transport fuel emissions reductions are achieved by adopting proven, marketbased mechanisms, such as the BC Renewable and Low Carbon Fuel Requirements Regulation. By utilizing
the twin market levers of a renewable fuel standard (RFS) combined with a low carbon fuel standard
(LCFS), and an efficient compliance credit trading system, the CFS will achieve the target greenhouse gas
reductions and attract the necessary investments to expand the production and use of low carbon fuels
in Canada.
However, there is a risk that the proposed design framework may not effectively complement the PCF
carbon pricing measures, and investments in transport fuels and related infrastructure are delayed to
some future point. As some stakeholders have observed, fuel switching to natural gas and renewable
natural gas in stationary fuel markets (e.g. fuels for building heat and industrial facilities) may forestall
any actions being taken in the transportation sectors until post-2030.
As noted in a recent report by the Energy and Materials Research Group (EMRG), “Adequate policy
requires two key characteristics: 1) it must be compulsory, and 2) it must have sufficient stringency to bring
about the intended actions.”22 The EMRG report challenges previous research regarding the cost
effectiveness of fuel regulations, and highlights two important CFS design aspects:
i.
ii.

“… to achieve the emission reductions required from Canadian transport to meet its 2030 Paris
target in an economically efficient manner, a national CFS would require a reduction in average
fuel intensity for transport of 15 to 20% by 2030 relative to 2015; and
Achieving Canada’s 2050 decarbonization goal would require continued reduction of transport
emissions intensity, a decline of about 80% relative to 2015.”23

The above research corroborates market results in CA and BC, where LCFS mechanisms were brought in
reduce transport emissions and complement carbon pricing and RFS regulations. We urge ECCC to follow
the success of these frameworks by adopting a proven design model.
20

Governments of Canada: Pan-Canadian Framework on Clean Growth and Climate Change (page 2):

https://www.canada.ca/content/dam/themes/environment/documents/weather1/20170125-en.pdf
21

Advanced Biofuels Canada: Clean Fuel Standard – Discussion Paper: Design Framework. Accessed at:

http://advancedbiofuels.ca/abfc-submissions-support-national-clean-fuel-standard-pan-canadian-framework-clean-growth-climate-change/
22

Vass, Tiffany and Jaccard, Mark; Energy and Materials Research Group (EMRG): Driving Decarbonization:
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Appendix I: Carbon Levy Rates – Transportation Fuels
Carbon Tax Rates
C$ (per litre)

BC
AB

to E10/B5
>E10/B5*

SK
MB
ON
QC
NB
NS
PEI
NL
Canada









Carbon Levy Price at $30/Tonne
Gas
Ethanol
0.0667
0.0667
0.0673
0.0673
0.0708
0.0000

0.0407
0.0412

0.0000
0.0000

0.0698

0.0000

Diesel Biodiesel Electricity Natural Gas Propane
0.0767
0.0767
tbd
1.4898
0.0462
0.0803
0.0803
tbd
1.5170
0.0462
0.0819
0.0000
tbd
tbd
tbd
0.0519
0.0000
tbd
0.9619
tbd
0.0525
0.0000
tbd
0.9729
tbd
tbd
tbd
tbd
tbd
0.0821
0.0000
tbd
1.5763
0.0464

AB rates as of 2018 ($30/T)
o AB biofuels exempted from carbon levy for blends of >E10 or >B5
o Fossil rate adjusted to eliminate 5% and 2% discount to carbon levy rates
BC rates as of 2017 ($30/T)
Canadian carbon pricing backstop rates as of 2020 ($30/T)
ON rates derived from June 6, 2017 cap & trade auction price ($18.30 - vintage 2020)
QC rates derived from May 16, 2017 cap & trade auction price ($18.51 - vintage 2020)
Rest of Canada carbon levy prices to be determined (may be subject to CPB)
Carbon price impacts on electricity for transportation require further analysis
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Appendix II: Excise Tax Rates – Transportation Fuels
Excise Tax Rates
C$ (per litre)

BC
AB
SK
MB
ON
QC
NB
NS
PEI
NL
Canada







2017
Gas
Ethanol1
0.1450
0.1450
0.1300
0.1300
0.1500
0.1500
0.1400
0.1400
0.1470
0.1470
0.1920
0.1920
0.1550
0.1550
0.1550
0.1550
0.1310
0.1310
0.3300
0.3300
0.1000
0.1000

Diesel Biodiesel2 Electricity Natural Gas Propane
0.1500
0.1500
n/a
n/a
0.0270
0.1300
0.1300
n/a
n/a
0.0940
0.1500
0.1500
n/a
n/a
0.0900
0.1400
0.1400
n/a
n/a
0.0300
0.1430
0.1430
n/a
n/a
0.0430
0.2020
0.2020
n/a
n/a
n/a
0.2150
0.2150
n/a
n/a
0.0670
0.1540
0.1540
n/a
n/a
0.0700
0.2020
0.2020
n/a
n/a
n/a
0.2150
0.2150
n/a
n/a
0.0700
0.0400
0.0400
n/a
n/a
n/a

Biofuels taxation:
o Ethanol levy same as gasoline
o Biodiesel (or RHD) levy same as diesel
Provincial excise rates vary by region, excludes urban transportation taxes (Montreal,
Vancouver, and Victoria)
Excludes GST and HST; GST / HST applied on fuel price, including excise and urban
transportation taxes
QST applied on gasoline, diesel prices (on top of federal and provincial excise tax, and urban tax)
Source: www.nrcan.gc.ca/energy/fuel-prices/18885
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Appendix III: Energy-Adjusted Tax Rates: British Columbia
Energy-Adjusted Tax Rates: British Columbia

Gasoline
Ethanol

Energy
Density
(MJ/L)
34.7
23.6

Diesel
Biodiesel
RHD

38.7
35.4
36.5



Excise
Carbon Total Tax
Tax ($/L) Tax ($/L) ($/L)
0.1450
0.0667
0.2117
0.1450
0.0667
0.2117
0.1500
0.1500
0.1500

0.0767
0.0767
0.0767

0.2267
0.2267
0.2267

Total Tax
Tax
($/GJ)
Surcharge
6.1009
8.9703
47%
5.8579
6.4040
6.2110

9%
6%

BC tax rates as of 2016/2017 (@ $30/T CO2e)
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