Closer to an

Alternative Energy Source?

Social and environmental concerns, a liquidity

crisis and cheap oil - what does it all mean?

The past few months have seen
unprecedented turmoil in world-
wide financial markets. With the

global economy in a recession and the decreased price of
oil, many may be wondering what the future holds for
biofuels. Prior to these global changes, social and environ-
mental concerns about biofuels production were casting a
shadow over their initial promise to address the dual con-
cerns of fuel security and global warming. Biofuels are in
a position to demonstrate their sustainability credentials to
consumers as well as the capital markets. Biofuels make up
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m Advantages of sugarcane-based ethanol include its
energy balance, reduced greenhouse gases and the fact
that residual sugarcane waste can generate energy.

m Sugarcane productions does not compete with food

production.
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an increasing share of global fuel sales. To continue along
a strong growth curve, biofuels will have to overcome
investor concerns about the financial viability as well as
address social and environmental concerns.

Calming investor nerves
Is there enough liquidity in the market and the political
will to continue funding renewable energy projects? Many
commercial banks are hesitant to lend to each other, so it
seems hard to fathom how any projects will get off the
ground in 2009. It will take time, however, for financing to
rebound for biofuels and other renewable energy prod-
ucts, but that time will be sooner rather than later.

Investors can take some comfort in the example of
Brazil’s 30-plus years of successful sugarcane-based ethanol
projects. These projects have been able to combine tech-
nical and economic feasibility with the political will nec-
essary to foster their introduction.

There are several advantages to sugarcane-based
ethanol when compared with other biofuels, including its
energy balance, reduced greenhouse gas (GHG) emissions
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and the fact that residual sugarcane waste can generate

energy. It takes about US$300 million and between one

and three years for a sugarcane-based ethanol project to
come online and start generating cash flow when com-

Pareﬁ Withf the time and money required for a similar Petrobras Biocombustivel, a recently formed branch of

asoline refinery. : : -
¢ In addition,Zugar is not considered a primary food Petrobras, is managing all of the company’s biofuel
source, like other potential biofuel crops such as corn and production projects, including biodiesel and ethanol.
wheat. This eliminates concerns some investors and gov-
ernments may have in supporting biofuel production that
may compete with food production.

However, investors should consider the following when
examining the viability of potential sugarcane-based
ethanol projects:

o Agricultural development — Ethanol projects have an agri-
cultural as well as industrial component, which is some-
times overlooked. Agricultural development can be
more complex and volatile because of climate and pest-
related issues.

* Land and food availability — If the project is competing
with food crops for land use, this may raise important
social issues.

» Water supply — Even the most efficient Brazilian irriga-
tion systems take 476 gal (1,800 L) of water to produce
one tonne of cane — securing a sustainable water sup-
ply is paramount.

A sustainable approach

A number of schemes are under way to address the sus-
tainability of biofuels, including, roundtables, independent
studies, regulatory reporting of carbon and sustainability
performance as well as the development of international
sustainability standards — all of which are still in the early
stages of development. The main sustainability criteria in
most of the proposed schemes are:

¢ ensuring food safety;

* reducing GHG emissions;

¢ conserving soil and biodiversity;

* enabling sustainable water use;

* protecting air quality; and

¢ protecting workers and property rights.

To avoid competing and potentially conflicting sus-
tainability standards, a single globally accepted sustainabil-
ity approach is needed to simplify the global trade in
biofuels and their feedstocks. Without such a recognized
standard, policymakers will find it challenging to reach
their carbon emission reduction targets.

Mandatory sustainability?

Implementing a mandatory sustainability verification sys-
tem would be an effective tool to prevent the production
of biofuels, which harm the environment or those that have
no genuine net contribution to GHG reductions. The
European Union is taking global leadership in embarking
on the pathway to a low-carbon economy and is setting
mandatory requirements for sustainable development of the
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biofuel industry. On Dec.17, 2008, the European Parlia-
ment adopted the Renewable Energy Directive, which
promotes the use of energy from sustainable renewable
sources. An important element in the agreement is the
amount of GHG biofuels use will eventually create. A
stepwise approach will be implemented from minimum
35% to 60% for new producers after 2017. In addition,
Member States will have to report on social and environ-
mental consequences as well.

Other regions also should adopt a similar mandatory
sustainability framework. Only a global approach will pre-
vent leakages into the worldwide trade of biofuels and the
concerning agricultural raw materials. Similar sustainabil-
ity requirements also should be extended to other indus-
tries using the same agricultural raw materials.

The voluntary alternative

In the shorter term, only a voluntary sustainability certi-
fication system is feasible on a global scale. Such systems
can only be successful if they are widely accepted, recog-
nized and implemented throughout the biofuel supply
chain. Companies in the chain have a key role to play to
support these certification programs.

Today, public opinion is becoming more sceptical
where biofuels are concerned, with significant sections
of the population blaming them for increased deforesta-
tion and rising food prices. A concern is that the popu-
lation may be investing in fuel security at the expense of
food security.

Biofuels, which have undue impact on the environment
or compete with food crops, are losing their political sup-
port base as they have been revealed as unsustainable. If
this continues, it will slow down further development in
the biofuel industry.

The path forward
First-generation biofuels are perhaps not a panacea to global
warming, but with a proper sustainability certification
scheme — as an individual, national or a global system — it is
possible to prove that biofuels will reduce GHG emissions,
create new agricultural outlets, reduce energy dependence
and contribute to the production of low-carbon fuels.
‘While national governments, the private sector and the
public can take bold measures to promote the sustainable pro-
duction of renewable energies, such as biofuels, it will take a
concerted international response, and certification scheme, to
push the biofuels forward on a sustainable path. m
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