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Introdu ction

This brief analysis covers somé therelevant aspects related to biodieskeé new
fuel with an i mportant role in Brtahavebs ec
been discussed in various forums for some time now.

A careful analysis of these aspects will provide the basis for judging whether the
incentive program for the production and use of biodiesel is valid. In other words, it will
answer the questio Is developing biodiesel a worthwhile progrdon Brazil?

We have selected some of these debates and present them in the form of questions
and answers.In this way, ABIOVE, the Brazilian Vegetable Oils Industries Association,
seeks to contribute its pa of view to the discussion, always using transparent and reliable
sources. Good reading!

What is biodiesel?

To start with, we need to understand exactly what biodiesel is. Law No.
11.097/2005, Article 6, item XXIV, defes biodiesela8 a bi of uel deri ved
biomass for use in internal combustion motors with ignition by compression or, according
to regulation for generating another form of energy that can partially or totally replace
fossil fuelso

National P&oleum Association, ANP Resolution No. 7, dated March 19, 2008, in
its Article 2, Item I, put it in this wayfi b i o di iB&0Siefuel made up of &l esters of
long-chain fatty acids derived from vegetable oils or animal fatenforming ¢ the
specifcatiorsi n t he Techni cal Regul ation that 1is

In summary, we can say that biodiesel is the fuel produced from vegetable oils or
animal fats with a view to replacing, totally or partially, petroleum diesel.

Why replace petroleum diese?

There are several reasons that justify a program to replace petroleum diesel. As
relates to Brazil, we can start by qualif
sufficient n diesel? The answer is no. Brazil is a net importer of diesel, importing on
average 12% of our consumption needs since 2000. This dependency has economic and
strategic costs because diesel fuels all 0

Thus, we can sethat Brazil is, in fact, replacing expensive imported diesel that is
subject to political uncert alisobodiessl reduces t h e
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our need to import diesel. Since 2005, the year the Brazilian program started, the country
has saved over US5 billion on importations of mineral diesel.

Sales and imports of diesel in Braz , Biodiesel i also
4500 improves the quality of the
4000 minternalsales  ®Imports air. Because it is a derivative
gggg g of vegetable oils or animal
2500 - fats, its composition does not
iggg include sulphur the element
1.000 present in diesel thataases
respiratory problems and the
% socal |l ed #ndAacid rai
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In the case of soybean
biodiesel, these benefits were quantified®arcia, J.R. (2007n his dissertation for his

Ma st er 0. é thd thapis, en@erformed an bibliogphic research arnmbserve that,
compared to petroleum diesel, pure soybean biodiesel reduces emissions by:

V 67%of hydrocarbongHC);
48%of carbon monoxidéCO);
78%of carbon dioxid€COy,);

47%of particulate matter

< < < <

100%of sulphur oxids (SO).

The® results show that, in the current context of fighting the causes of climatic
changes, biodiesel fits the clefrel category perfectly because it reduces the emissions of
greenhouse gases and comes from renewable sources. With these benefits, balpgesel
Brazil maintain the cleasource share in its energy matrix at high levels.

Finally, but no | ess importantly, Abi odi

the characteristics of this petroleum derivativemcreasing lubricity important in a disel

oi l wi t h l ow sul phur contento (PENTEADO,
implementation of this lovsulphur diesel, as announced by the Ministry of the
Environment BRAZIL, 2009).

What is the timetable for implementing the biodiesel mixture in
Brazil?

Biodieselblendsin Brazil are regulated byaw No. 11.097/2005 and Resolution
No. 2, dated April 27, 2009, of the CNPE, National Council for Energy Policy. The first




stipulates that, starting in2008, 2% biodiesel be mixedth conventional diesel, increasing
to 5% in 2013. The secomtktermined an increase to 4% in July 2009, allowing up to 5%

on a voluntary basis, dependilng on the ope
Mandatory biodiesel demand in Brazil As can be seen, the
35001 percentage of biodiesel is
3,000 increasing gradually so as to
, 250 allow the market to adjust to the
H 2.000 | supply and demand.
§1-5°°’ In 2008, about one
F Lo million tons of biodiesel were
500 - used which should increase to
o 113 million tons in 2009,
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 gradua”y gl’OWIngtO 31 ml”lon
Sources: BRAZIL (2008) and ANP (2009). Elaboration: ABIOVE.

tons in 2020. This production
will require an equivalent volume of vegetable oils, and domestic production capacity will
be fully able to meet this demand.

According to ABIOVE (2005) estimates, Brazil will harvest about 105 million tons
of soybeans in 2020. Processed locally, the country will be able to count on 20 million tons
ofsoyoil. And this doesndt include the devel opm
and rapeseed, which should see strong growth in the next years ad afrédseldemand
for biodiesel oil.

These estimates do not include clearing native vegetation in new areas. ABIOVE
(2005) projectiongalculatethatonly another eight million hectares will be needed for this
increased production because agricultural pecadity will improve as the country uses its
more than 170 million hectares | ivestock
average animal density is one head per hectare, a 5% increase in productivity over twelve
years, or just 0.4% annually, widlbeenoughto free up new areas for soy production.

These indicators show that Brazil has an adequate volume of raw material available
to meet the needs of the program over the long term, without impacting the other food and
industrial uses for vegetabdds.

In the current context of increasing the efficiency of meat production and of
concerns with climatic changes, it can be seen that the effort to increase soy production,
food and bi odi esel S whol vy compati bl e
technologies.

! CNPE had already increased the obligafoeycentagef biodiesel in mineral diesel from 2% t&43 with
the publication of Resolution No. 2, dated March 13, 2008.

en

pa



Will biodiesel increase soy acreage in Bra2

A lot is being said on this subject .o understand the basic economic implications
behind any estimates made, itingportantto understandhe physical composition of soy
On average, this oilseed is made up of 78% protein meal and 19% oil, although these
percentages vary from year to year, depending on the variety planted and the
edaphoclimatic conditions. For example, aetgrwith high protein content tends to have a
low oil content, and vice versa

However, none of this is enough to change the percentages significantly. In the case
of meal, the difference will be less than 3%, in oil it will be under 1%. It is thereiolr
economically feasible to plan an increase in soy acreage to supply a demand for soy oil for
biodiesel

It is a mistake to believe that the private sector will make decisions based on just 1/5
of a product, without a defined market for the other dtated to meal. Increasing soy
production in the same volume as the demand for oil would create excess soy meal for
which there is no consumer. To sell this excess, the industry would be obliged to sell it at
belowmarket prices, incurring losses.

For example, a demand of 1.3 million tons of biodiesel is expected in 2009. To
supply this demand, new soy acreage would be necessary to produce a further 6.6 million
tons of the oilseed, equivalent to 11.4% of the 2008/09 crop.

As a result, 5 million tons aheal would be produced, needing a destination. In the
domestic market, this number represents 43% of current meal consumptié®®o aof
current exports. With the current meat growth rate, mainly poultry andrpeasis this
would result in depressed peis, marketing difficulties and economic loss.

But then what causes an increase in soy producti@n

As stated by Oil World (1999, pg. 23), a traditional company in the oilseeds, meals
and oik sector, in its 2020 Projections RepdrS o y bietaditionally regarded as an
oilseedi are primarily a meakseed with an oil content of 289% and a meal/pellet content
of 798 0 %0In other words, soy production is oriented by the demand for vegetabl
protein.

As shown, it would not be possible to prodatkethe biodiesel in 2008 if theine
gua noncondition is an increase in soy production. We are talking about this year for two
reasons:

1. It was the first year of obligatory mixture in the NatiorRdogram for the
Production and Use of Biodiesel.




2. Prices rose strongly this year, mainly caused by financial market speculation.
We will speak more of this later.

What leads to an increase in soy production is an increaseah consumption,
especially paltry and pork meats, that leads to a bigger demand for its main product: soy
meal for the rapid and healthy growth of the animals. In this case, soy meal is an ingredient
making up about 18% thecomposition of feeds.

This has already been documented several studies by institutions globally
respected for their work in the oilseed sector. A publication by UNCTAD (1990, pg. 45)
sayssi(...) Even when oil prices are high an
in 1984), meal provides more th&0% of the value of the crophe overall demand for
soya beans is therefore largely dependent on the demand for meal used as feedstuff, derived
from the demand for livestock products (dairy and meat). The rising demand for meat in
general and for whiteneat in the industrialized countries in particular has increased the
demand for soydean meal, which is a basic ingredient in compound feeds

Oil World (1999, pg. 23) says:i Al t hough there have bee
tightness in the oil market has bettre driving force for a further increase in soybean
cultivation, it was still mainly the rapidly expanding world protein demémat wasbehind
the outstanding growth in soybean cultivation from 44 Mn ha worldwide in the five years
ended in the 79/80 seas to almost 67 Mn ha in the currentyBar period 95/96 until
1999/2000.

This need arises in a world where economic forces are changing rapidly with the
persistent and accelerated growth of developing countries. It is this growth, together with
urbanizéion and changes in eating habits, that is leading to an increase in the per capita
consumptiorof animal proteins in markets represegta significantportion of the worlé s
population

These very populous
countrieshad very low levels | 600

of food consumptin and, 500 —
400

therefore, increases in incom A —
tend to be spent on food ang 3% /
: o é"‘"j
- 100 +
Consequently, millions of

World consumption of poultry meat
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stimulating world grain deand for feed, as can be seen from an analysis of the historic
poultry and pork meat consumption in these countries.




In China, for example, a country with over 1.3 billion inhabitants, poultry
consumption has increased five times since EifDpork consunijn doubled. Globally,
the demand for poultry increased more than 150% and for pork more than 50%. For this
reason, global meal production almost doubled in less than 20 years, according to Oil
World data. Between 1990 and 2008, supply went from 134iiion tons to 265.29
million tons. Soy meal accounts for a good part of this increase: going from a production
of 70.3 million tons in 1990 to 163.0 million tons in 2008, a growth of 132%.

World consumption of pork meat According t‘?
250 UNCTAD (2000, pg. 7), this
200 accentuated growth idirectly
g 150 - | related t o soy
S 100 - chemical composition. Meal
T e from this oilseed, as compared
o to other oilseeds, has a high

25238853238 238383885382 | content ofprotein, as well as
EERERERREREEREREERE : .
_ _ _ calcium and the essential
== Developed countries==Brazil == China . .
= Mexico = Philippines World amino acids. One ofthese

SourcelUSDA. Elaboration: ABIOV

acids s lysine whose presence

in soy meal (2.9%])s the highest among the meals. It is related to palatability and is a
decisive factor for its selection among the various meals, especially for poultry and pork
feeds. Another important factor that makes it an adequate product for animal feeds is the
low fiber content, around 3%.

Oil World (1999, pg. 23) summarizes these tendencighe recenstrong rise in
soybean meal production and usage has exceeded what was experienced in the seventies
and eighties and was linked to the accelerating world denfi@ntivestock products and
increasing acceptance of soybean meahd concludes:fiWorld demand fooil mealsin
general and for soybean meal in particular has benefitted in the nineties from the rising
commercialization of livestock production and thusm a rising demand for specific
compound feeds

Why is soy oil important in the world supply of oils and fats?

Soy oil currently holds the No. 2 position in the world supply of oils and fats,
according to Oil World. In 1990, production of this oil walsout 16.1 million tons,
followed by palm oil with 10.8 million tons. Other vegetable oils with significant global
production were rapeseed and sunflower, both with about 8 million tons, and cottonseed
and peanut, with approximately 4 million tons each.




Although  they  are
interchangeable, each of these
= 1989/90 oilseeds has specificities that
= 2007/08 makeit more or less adequate for
its final use. Many have their
production tied to a growth in
— demand for the other products of
& & &L & that oilseed, as is the casd

World production of oils and fats
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Source: Oilworld. Elaboration: ABIOV

textile and clothing industries.

Another example is the supply of animal fats. It would not be correct to estimate
beef suet, chicken fat and pork lard based on the demand for biodiesel as these @reducts
derived from the production and demand for meats.

Bearing in mind the restrictions of oil supply in each market, the growing world
demand for oilin the food sector stimulatedhe productionof oilseed with a higher oil
content than sqylong beforethe demand from the biodiesel industrin other wordsthe
globaldemand for vegetable oils incentivated growthhe production of varieties whose
yield in oil per hectare was more advantageous

The biggest change in demapdtternsoccurred in palm i whose growth was so
accelerated that it r e pupp@lycoévdgetable pils. afsotherh e
important case was rapeseed oil that increased production to 19.1 million tons, an increase
of 145% in less than two decades.

The internatioal trade
of these products also show
the strong relation betweel
vegetable oil production anc
demand. When not impede
by trade protection barriers, th
comparative advantages amor 0+
countries serve to incentivats & A y g
the production of different oils s @&" %§° S & F &

. . N
in different parts of the world. &
Source: Oilworld. Elaboration: ABIOV

World trade in oils and fats

40.000 1 u 1989/90

30.000 {° ® 2007/08
20.000 +~

In thousand tonnes

The great advantage or
trade is that, in addition to promoting economic and social development, there is better use
of the edaphoclimatic conditions in each country, thus ameliorating climatic variations and
their impact on produmn and prices.
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Again, palm oil is an example of these changes. International trade of this product
grew from 8.6 million tons in 1989/90 to 32.8 million tons in 2007/08, an increase of more
than 286% Soy oil trade also grew, though at a lower ratenfrd.2 million tons to 11.6
million tons in the same period, an increase of 177%.

These numbers for soy are limited, physically and economically, by the intrinsic
dependence of soy oil production on the performance of the meat market, as has been
explained. Trade of the other oils and fats was and is marginal in relation to production
because domestic consumption absorbs the local production. This is the case for oils from
cottonseed, peanut and casteed, for example.

What i s soy oi |ctiosofbiadieseliniBrazilz se pr
the Brazilian Program dependent on so¥y

Soy oil is currently the main component of biodiesel pobidn in Brazil.
According to ANP (National Petroleum Agency) data, this raw material is responsible for
bet ween 70% and 80% of the biofuel ds prod
share are beef suet (PB%) and cottonseed oil £86). Other faty materials participate
residually.

This  reflects the
internal supply of oils and fats
as soy oil and beef suet have
the necessary scale and
availability to lever the
national program. Without
them, it would not be possible
to develop, on the short term
this important program to

Oils and fats utilized for biodiesel production

B Soybeanoil ™ Tallow Cotton oil ¥ Others

PRI ILEILS @
S SRV FL LSNPS S D replace the energy that comes
Source: ANFElaboration: ABIOVE from petroleum
However , this does not mean t hat Brazi!l

a derogatory manner. Being able to use soy is a strategic advantage for Brazil as it confers
the @pacity to produce feed for the poultry, pork and other meat sectors and,
concomitantly meet the need for vegetable oils.

This is only possible after more than 30 years of research in Brazil by the public and
private sectors, which have put Brazilian protion at the global technological frontier,
together with the U.S. and Argentina.
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Currently, soy oil accounts for 73.3% o
beef suet, chicken fat and pork lard which jointly account for 11.6%. The remailsng o
such as palm and cottonseed oils, have a lower share in domestic supply.

Availability of vegetable oils and animal fats in Brazil

The 2007/08i in thousands of tons

current

predominance of soy oil inIEEE: Production Imports Supply Share%
Brazil can, however, creat| soy oil 6,258 90 6,348  733%
new  opportunities  for Tajlow and greass 598 6 604  7.0%
Brazilian agribusiness| pork jard 394 0 394 4.6%
Oilseeds such as sunflowepm oil 215 143 358 4.1%
ottonseed ol .20

and rapeseed haye anfc d oil 278 0 278 3.204
enormous  potential  fofg, fower oil 50 20 70 08%
development. Rapeseed oil 59 9 68  0.8%
These plants, whichCastor oil 56 8 64 0.7%
have a much higher oi Other vegetable oils 366 106 472 5.5%
content than soystill have |Total 8,274 382 8,656 1000%

little agricultural productivity

in Brazil, as compared to other large produc@isey are therefore viable and adequate

alternatives for oil production.

Brazilian, worlwide and main producers' average
yield

< World average

| ® Brazil average = Range productivity |

3,50

3,00

2,50
2,00

1,50 ]
1,00
0,50

Tonnes/hectare

0,00

Soybean Rapeseed Sunflower Cottonseed

Source: Oilworld. Elaboration: ABIO\

In comparative terms,
soy oil content is, on average,
19%, and cottonseed about
15%, whik the oil content of
rapeseed runs at 40% and
sunflower is 41%. It would
therefore be much more
profitable to invest in these
crops in Brazil because, while
t he c o soy fad ycétten
production is state of the art

comparedo the best producers, in rag@ed and sunflowgroductionBrazilian agriculture
is still respectively42% and 29% behind

For these reasons, the National Program for the Production and Use of Biodiesel
should provide incentives for the diversification of oilseeds, generating jobmete,
andreducing the emission of international currencies

Other global incentive programs for the production of renewable energy also rely on
one or other raw material source. In the U.S., soy oil has this role, while in Indonesia palm
oil guarantes local production of biodiesel. In Europe, the use of vegetable oils and animal

11




fats is more diversified because that continent is very dependent on importations, but even
so rapeseed has a predominant role over the others.

How will the oil supply increase in Brazl ?

As explained, there is an enormous opportunity to invest in oilseeds that have an oll
content higher than soy, such as rapeseed and sunflower. This investment will be both in
increased acreage and in increased yields.

Soy is emblematic of the changes brought about by investing in research and
technology. Over the last 33 years, average productivity for Brazilian soybeans grew at a
rate of 3.2% per year, almost quadrupling picicbn since 1976/77 while the planted area
just doubled.

Another Area and production of soybean in Brazil
.alternat.lve |S. b Area (thousand hectares) /
Increasing domestig s0 - —Production (thousand tonnes) 600(\,;‘\\‘1 57,1
oilseeds processing. ..\«\M ,\/\
Brazil has an /
AV

installed processing
capacity of 51.3
million  tons  of
oilseeds, though on
average 32% of this
capacity isidle This | o ™
means that) o o & o o o o & o
production OF | Souee: conap, cobormionsione,
vegetable oils and meals could increase by about 16.5 million tons

21,7

A ] N ) ) QA S
Q(.O\Q) o_,(b\q’ QQ\Q Q(])Q Qb(\Q Q"O\Q Q(b\Q
FE LSS

For this increase to become a reality, the country needs to solve its tax and logistics
problems that impede at least part of the 24.5 million tons of soybear fr@icessed
domestically. If 9.4 million tons of this exported quantity were destined for this market, it
would generate about 1.8 tons of soy oil, enough to add 4.5% biodiesel to petbaleern
diesel.

Will this increase in soy oil lead to deforestatin in the Amazon?

Aswesawa r el ationship between soy oil prii
cannot be established as this is a simplistic and mistaken correlation thabtioessider
the peculiarities of the soy complex.

12




Paul o AdS8ri o, Greenpeace Amazon Campai

demand for

soy oil I's not

Filglobalsat

Monitoramento Poligonos
PRODES 2007

seen as a signif
Magazine, 2009)

Even knowing there
is no relationship between
these two variables, and even
less of a relationship
between soy and
deforestation in the Amazon,
a more detailed analysis of
the correlation between soy
and the Amazon would
demystify this false
relationship.

The satellite images
shows that there are 1.5

million hectares of soybeans in the Mato Grosso state portion of the Amazon Biome.
Adding the soybeanacreage of the other statesncreasesthis number to 1.7 million
hectares, which corresponds to just fdwusandths, 00.4%, of the total area of the

Amazon Biome

On top of this evidencea socieenvironmental transparency and accountability
initiative was launched by ABIOVE and ANE@emberson July 24, 2006. On this date,
the associations and theespective corporate membesggned a commitment ndb
acquire soybeans from new deforestations in the Basfrem that date

To perform the work, the GTS (Soy Work Group) was created, formed by
representatives of the business sector and the NGOs International Conservation,
Greengace, IPAM, The Nature Conservancy and WBfRzil. The GTS defined the

following subgroups:

M Education,

Information and Forest Code with the responsibility for
developing ways of disseminating the adoption of sec@ronmental care to
be applied locally

1 Institutional Relations, to improve sustainable development policies, stimulate
improvements in legislation arwteation of a development plan for the Amazon
Biome, and get governance tools, such as maps, rural property register and

inspections.

1 Mapping & Monitoring , to monitor and document land use and occupation of
deforested areas in the Amazon Biome after the Soy Moratorium, with the

13
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specific objective of evaluating whether or not there were soybeans in these
areas.

The first two subgroups have aldgaproduced several. i :
important actions, among whickas the preparation ad primer 3
aimed at the farmemn how the Moratorium worked anc IeSPOIlsaVEI
information on environmental legislation. §

Another highlight was the commitment undertaken by tf
Federal Government inOP8 to develop the Economifcologic
Zoning (ZEE) and the registration and regularization of |
within the Amazon Biome, among other actions.

In April 2009, the Mapping & Monitoring Subgroup ende f il ,.1 -

its second year of inspecting areas in the Amazon Bio
deforested after July 2006.

Using the official data bases of INPE, IBGE, IBAMA
and FUNAI, the Subgroup analyzed a total of 157,896.37
hectares in 630 deforested polygons inrdénicipalitieswith
significant soy production in the Amazon Biome.

The analysiof land use and occupation involved over
230 flying hours and 6,000 photos of these areas, in addition to
almost 1,300 satellite images analyzed by a specialist technical
team and field visits.

The conclusions from this material show that soybeans

: : have arninsignificant presence in newly deforested areas in the
Blome as the analysis detected that the oilseed was planted in just 0.88% of the total
monitored rerpresenting aarea of 1,384.95 hectares.

From this observation, ABIOVE and ANEC membe

plant soybeans.

The positive results of]
Mapping & Monitoringanalysis reinfeced the environmental§
transparency andccountability of the industries artcading
companis and resulted in the following statements

AThe Soy Moratorium has
in fighting deforestation. The industry has reiterated J

14
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commitment not to acquire this production amel hope the government will also support
this initiative, making operational the governance mechanisms needed to strengthen this
initiative. 0O

Paulo Adrio, Greenpeace

e - il recognize the positive ef
e reduction in deforestatior tpacts such as the Soy Moratorium.
(é) I n addition to approving

. e & v regularize land use and payments for environmental services, the
« government will direct an excess R$5 million from the PPG7 to
N
-
A ‘ agribusiness sector leads a process such as this one, seeking a
| positive agenda and generating favorable results. The sector has

accelerate rural environmentalredi r at i on. 0
doneitspart,ist ead of finding guilty parties for

Carlos Minc, Minisger of the Environment

ilt i's i mportant to note th

Carlos Alberto de Mattos Scaramuzza, \WABffazil

Will the Biodiesel Program hurt food production? What about
homestead farming

Contrary to hurting food production and homestead farntimg biodiesel program
favors production of essential meals to produce meats, especially poultry and pork

So, if one ton of soy biodiesel requires the productibthat amount of vegetable
oil, it also makes available another four tons of soy meal for feed production. In the case of
poultry production, from the average feed composition used by producers, these four tons
will be added to corn and other ingredeeand will result in 12 tons of meat

This does not mean that biodiesel, by itself, leads to increased soy production but it
could makeviablethe local processing of soy currently exported as grain.

Over the long term, the are severatonsequences of ¢reasirg the production of
oilseeds with a higher oil content, such as rapeseed and sunflower. latigaaetrms,
meal production will bedwer thanwould bethe case were soy oil usedn the case of
sunflower, one ton of oil muld beproduced togethewith 1.1 ton of meal. For rapeseed,
this amount is 1.5 tons

However, in qualitative terms, these meals will be used in feed compositions that
differ from soy because their properties have different effects on meat production, being
more or less adequato different livestock and growth stages.

15
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Another benefit that will come from a diversification of oilseeds will be better land
use, since they would be planted as winter crops, such as rapeseed, and in rotation with
other crops, such as sunflower (CIRAZD08).

Farmes will also benefit from this processecausehaving more profitable choices
they can diversify their production and increase their income, bringing the farmers greater
stability and helping him remain in the field. The advantages extemdprovements in
soil quality and pest reduction as a result of crop diversification.

It should be born in mind that changes leading to agricultural diversification require
time for research to bring results. It is for this reason that the new rulles 8bcial Fuel
Seal (BRAZIL, 2009) favor not only purchasing raw material from homestead farming but
also what the industries spend on technical assistance and inputs.

Currently, over 92% of installed capacity has the Seal and works with homestead
agricuture, a requirement for participation 8% of ANP (National Petroleum Agency)

auctions. This initiative should help rural development by increasing income and creating
jobs.

It is important to highlight that the amounts spent with oilseeds other tlyaareso
accounted for tax reduction purposes with 50% more than that spent with this oilseed.
These incentives contribute to accelerate still further the diversification process for
bi odi esel 6s raw materi al

Will biodiesel cause an increase in food pric@s

This is yet another myth to be destroyed. Between 2007 and Ri@fhational

commodity prices, not just agricultural commodities, rose strongly and reached historical
records.

Petroleum, br Commodity Price Index
example, had an average pric Agricultural, energetic and industrial raw
level of US$3640 in 2004 and| s materials
2005 and was quoted at ove /\
US$130 in mie2008. 8 150 ,./ \
Generally speaking,

2005

100 #M

50

commodity prices more thar
doubled in 2008, compared tt
2005 levels. 0

= = S = X < = = S = =¥ £ = = = o=

g @ g

— E [} .

HOWGVEI’, . Fhe Source: IMF. E
worsening of political tensions

in the mamn petroleum producing countries and the increase in concerns surrounding
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climatic changes made biodiesel an important element in the simultaneous fight against
these two problems.

In these two years, the global biofuel programs gained strength and gooktbif,
and his fact was immediately associated with the increase in international commodity
prices, even that of petroleum

That led to saying that products which replace even very small amounts of fossil
fuels and use insignificant quantities of naturesources and raw materials caused
devastating effects in global economy. In the case of biodiesel, the use of arable lands did
not reach 4% in 2007 (USDA, 2008) and the use of vegetable oils and animal fats did not
reach 7% of global supply.

Soon afte July 2008, these prices fell drastically until January 2009, and held at the
2005 levels since thenThese facts emptied the debate as it was obvious that the extremely
volatile nature of the prices was not justified by supply and demand, but on tdasipe
movements of the financial markets. With the economic and financial crisis in developed
countries, these movements strongly reduced their influence over prices.

Nevertheless, it is worthwhile making a careful analysis of two studies that show the
economic relationship between commodity prices and financial markets. The first was
madeby the USDA, calledslobal Agricultural Supply and Demand:actors Contributing
to the Recent Increase in Food Commodity Pr{e&SDA, 2008) and the second was nead
by theFundacgéo Getulio VargasalledDeterminingFactors for Food PricegFGV, 2008).

Conclugons

Thi s s tohjedtiyedis to dispel some of the myths related to biodiesel, from
ABIl OVE®G s, the Brazili asmo\adtiaml,e p@iilntl rodu
concern in preparing thstudywas to analyze the program in an integrated marfirean
aneconomic, social and environmensghndpoint In this way, it seeks to contributettze
formation of opinion on a matter gfeat importance for Braziavoiding purely ideological
or heavily subjective considerations.

| n ABIl OVEO® s opinion, t he Nati onal Pr o
Biodiesel is successfully meeting its goals in the three pillars of sustainability, fome
whi ch are being anticipated with societyd
compulsory mixture before the date defined in Law No. 11.097/20DBstacles to its
growth are being gradually solved in open and participative forums.

Biodiesel showd n 6 t be expected to be the solut
areas where it exists. Environmental problems, such as the quality of air in large cities and
the emission of greenhouse gases by the transport segment, are very complex and their
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solution involves other important actignsuch asnvestments in public transport, increase
in engine efficiency and reduction in the sulphur levels of conventional diesel, to cite just a
few.

What needs to be remembered is that biodiesddes positive contriliions to an
ever cleaner and renewable energy matrix, generates jobs in the countgdaes the
emission of international currencie¥hese elements justify its continuity and deeper study.
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